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Globalization of the world economy is not a new phe-
nomenon. The old Silk Road, long journeys over the Oceans 
to both directions West and East are just the examples of sim-
ple forms of Globalization. Nowadays we are witnessing quite 
different and complicated picture of the globalized world 
economy, where political, social, cultural, environmental and 
military aspects are as important as economic ones (Keohane 
R., Nye J., 2000). Modern globalization is the complex inter-
dependence of the countries which are not immediate geo-
graphic neighbours. Modern global economy went through 
two main stages: one area stated after the II World War, in 
early 1950s, when leading developing countries established 
different international organizations (both political and eco-
nomic) to responses new realities and create the most fa-
vourable environment for global economic development. 
Later, in 1980s and more intensively in 1990s the process of 
globalization acquired new character which was caused by 
new technologies. Knowledge-based economy becomes the 
key for global world economic development. Technology, 
knowledge and innovations are the main pillars for raising the 
resource efficiency (Sepashvili, 2014). 

The new goal for any national government is to insure 
science-based economic development to achieve higher 
standard of leaving for citizens. At the same time they should 
adequately face the challenges of globalization targeting at 
positive benefits that global economy offers to players mean-
while avoiding negative impact that globalized world imposes 
on national developments (Farazmand A., 2000).

The Ricardian concept of comparative advantage, which 
states that “nations, like individuals, can benefit from their 
differences by reaching an arrangement in which each does 
the things it does relatively well” (Krugman P. et al, 2012:24), 
is still valid if we apply it to technologies. According to its 
main principle, market forces will direct resources to the 
most productive fields. In other words, on contemporary 
stage of the world economic development, it is the most effi-
cient for country to direct resources –capital and labour – to 
science-intensive fields, where they will be utilized in most 
efficient and productive way due to a high skill labour, new 
knowledge, developed technologies and continuous innova-
tions. Thus, National government have to pay particular at-
tention to issues such as educated and high skilled labour, ad-
vanced infrastructure (energy systems, telecommunications, 
transports etc.), well functioned market economy, prudent 

monetary and fiscal policy and political stability, which is vul-
nerable variable in modern world suffering by various armed, 
military or pending conflicts (Sepashvili 2018 b). 

But Ricardian concept does not say anything about that 
everything will be happen as it is described in the theory. The 
concept refers the possibilities and not the reality. There-
fore, the strategic point of using the concept is to determine 
how to make all these smart things to happen and how to 
translate the potential opportunities into reality. Internation-
al distribution of production and pattern of the world trade 
are internationally determined by market forces in the world 
marketplace. In such reality, countries have to gain compet-
itive advantages, which rely on knowledge and innovations. 
Four main determinants of the national countries shape the 
unique national environment that support/hamper coun-
tries’ ability to success. These determinants together and 
separately form the environment where national firms and 
companies operate and create knowledge-based competitive 
advantages – very hard to be competed. These determinants 
are 1. Factor conditions; 2. Demand condition; 3. Related and 
supportive industries; and 4. Firm’s Strategy and structure; 
and competition (Porter, 1998). All these systems differ ac-
cording to countries. In this regard, different countries’ firms 
have different access to resources and this creates disparities 
in competition on the world markets. 

Despite the fact that during globalization national bor-
ders have less meaning for global firms while they seek for 
the most advantageous place for economic profit, national 
countries create unique environment for them and ensure 
their sound positions on science-based world markets. Thus, 
participation in contemporary economy means to create ap-
propriate sources for education, adequate infrastructure, po-
litical stabilization, market economy and so on.

In such situation it is very important for each country to 
define their position in the world economic space in a way 
not to harm national interest, avoid negative consequences 
of globalization and completely benefit by openness of the 
nation economy. This goal for political and economic deci-
sion- makers means to facilitate the growth of welfare in the 
country, which in its turn means to raise recourses – labour 
and capital - efficiency. 

The situation is becoming more complicated due to the 
fact that technology and knowledge are the most important 
factors for economic expansion and increasing the income 
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in contemporary world. On the world markets the firms of 
different countries and the national-less transnational cor-
porations are competing with each other. Modern means of 
communications, IT technologies and transportation search 
for low-priced factors of production is carrying out over the 
globe.The development of new technologies (gen-engineer-
ing, telecommunication, microelectronics, new materials, 
bio-technology and etc.) is defining the nature of the XXI 
century. This new model of economy changes social and eco-
nomic objectives of nations. Transformations are occurring 
in the strategies of international business and marketing (Se-
pashvili 2018 a). 

A quick glance on global development proves that un-
precedented economic growth since late 90s of the past 
century till 2007, before global economic crisis, was accom-
panied by massive development of digital technologies. Qual-
itative changes in IT equipment, which made able to widely 
spread electronic devises among wide range of populations, 
consumer-friendly menus, cheap and broader access to the 
internet, easier access to different data bases and etc. accel-
erated diffusion of science into modern goods and services 
and extremely boost companies’ readiness for investment in 

research and development. At the same time, internation-
al institutions, like the World Trade organization, in its turn, 
facilitate international knowledge movement by regulations 
for intellectual property rights as well as in trade and invest-
ments.

As global data shows, the number of internet users has 
almost doubled in developed countries, but nearly tripled in 
developing countries for the very short period 2001-2008. E.g. 
in 2002 in developed countries 37.99 internet users per 100 
people were indicated meanwhile in developing countries 
this showing reached just 5.03. The situation has dramatically 
changed in few years and in 2008 this showing were 62.09 
and 17.41 correspondingly. It is noticeable that the number 
of internet users was almost doubled in developed countries 
while more than tripled in developing countries. The number 
of internet users help us to judge about one necessary but in-
sufficient side of knowledge diffusion and innovation creation 
- it is information about the quality of access of people to 
information and the knowledge which are the basis and “raw 
material” for research and knowledge spill-over. Data bellow 
in the table clearly indicates that developing countries are 
catching up rapidly the US, Japan and the EU member states 
in term of usage of the internet. 

However, easier and cheaper access to digital technol-
ogies does not mean that any country, firm or individual will 
automatically benefit from it. Such kind of arrangements of 
the things just create good conditions for further develop-
ment and just create favourable environment for creating 
(“forming” is better) innovation and these arrangements are 
to be translated into commerce and bring revenues. 

New technologies require more and more high-skilled 
workers. The researches of different international institutions 
prove that the gap between the salaries of high-skilled and 
low-skilled workers is increasing. It is not exaggerated, to say 
that one of the main components of the success of economic 
agents on the world markets is high-skilled labour involve-
ment and utilization. Knowledge, representing the main pro-
duction factor in knowledge-based economy, is inconsistently 
distributed. The human resource is an exclusive production 
factor, holding of which by one or another firm doesn’t auto-
matically mean to hold and utilize the knowledge (Sepashvili 
E., 2011). 

As UNESCO Science Report 2010 argues, “countries have 
been catching up rapidly in terms of both economic growth 
and investment in knowledge, as expressed by investment in 
tertiary education and R&D.” (UNESCO Science Report 2010: 
29). In number of countries, such as India, Brazil, China, Mex-
ico, as well as Eastern and Central European Countries, are 
increasing year by year their spending on education and R&D. 
So, there is no surprise that these countries, which used to be 
complimentary manufacturing basis for advanced economies, 
slowly but steadily, are moving to gain their own positions 
in independent technological developments and researches 

Table 1.  Internet users per 100 population in 2000-2008

Source: International Telecommunications Union, World tele-
communications / ICT indicators database, June 2010; United 
Nations Department of Economic and Social Affairs (2009); 
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aiming at creating and design of new and knowledge-based 
products and services. 

Technology achievements are a significant factor for de-
velopment. Success of the country in science and more impor-
tantly, commercialization of scientific results defines positions 
in the world markets and generates higher incomes. However, 
business investments in research and development are main-
taining the paces. Multinational companies try to decentralize 

Source: the Global competitiveness Index 2015-2016: efficiency enhancers, 2016.

table 2.   Countries’ Ranks 2016 Innovation Creation Relating Factors

their innovation in developing countries to reduce the expen-
ditures. Emergence and unprecedented wide spread of digital 
technologies together with such new technologies as gen-engi-
neering, telecommunication, microelectronics, new materials, 
bio-technology and est. dictates national governments to take 
special measures to generate knowledge and to encourage na-
tional firms for innovation. The models, ways and policies also 
differ according to countries. 
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Increasing of resources –labour and capital- efficiency 
depends rather on usage of knowledge and technology than 
simple existing of well-equipped higher educational institu-
tions and/or highly skilled workers. National environment or 
in other words “National Diamond” (Porter, 1998), encour-
age or harm development of new products and technologies, 
or re-design and re-analysing existing data, knowledge, in-
formation and etc. These processes take place in both public 
and private sectors. As statistical data show, population of the 
USA, the EU, Japan, China and Russia comprise about 35% of 
world population meanwhile by number of researchers these 
countries hold approximately 75% of the total number (UNE-
SCO Institute for Statistical estimation, June 2010). Generally 
speaking, the pure number of researchers has been grown in 
other developing countries (India, Latin America, and Africa) 
as well, but highly skilled workers find it hard to be employed 
on qualified positions or to receive fair and attractive remu-
neration for their job. Consequently, brain migration occurs 
widely from South to North, especially, in recent decades. As 
UK Parliamentary Office reported (UK Parliamentary Office re-
port, 2008), out of 59 million migrants living in OECD countries, 
20 Millions are highly qualified. This vividly illustrates that just 

exiting of higher educational system and generating research-
er do not mean automatic higher positions in R&D (Gagnid-
ze 2018). Nature and influence of “National Diamond” in the 
countries determine advance positions of the US, the EU, Ja-
pan and etc. and their competitive advantages in knowledge 
intensive production. It is worth to mention, that, as UNIESCO 
report notes based on wide range of statistical data, countries’ 
specialization in science, expressed into scientific publications 
(recorded in Thomson Reuters’ Science Citation Index), are re-
flected in diverse profiles of the countries, which have different 
needs, geographic locations and cultural disparities as well as 
historical experience of industrial development. 

Generally, the number of registered patents is regarded 
as indicator for technological achievements or development, 
as they (patents) reflect accumulated and implicit nature of 
science knowledge translated into intellectual property gen-
erating income. Data proves the US dominance in this field. 
Japan, Germany and Korea are the next in the list. As a whole, 
distribution of this kind of wealth is asymmetric in favour of 
North America, Asia and Europe.

Thus, to summarise, technology achievements are a 
significant factor for development. Success of the country in 

Source: the Global competitiveness Index 2015-2016: efficiency enhancers, 2016.
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science and research boost country’s development. However, 
business investments in research and development are 
keeping the paces. But it is more important to commercialize 
scientific results that enable firms to produce new products 
and services that will be compatible at the global markets 
and help firms to define positions in the world markets and 
generates higher incomes. Emergence and unprecedented 

wide spread of digital technologies together with such 
new technologies as gen-engineering, telecommunication, 
microelectronics, new materials, bio-technology and etc. 
dictates national governments to take special measures 
to generate knowledge and to encourage national firms 
for innovation. The models, ways and policies also differ 
according to countries. 

Source: data from USA Patents and Trademark office (USPTO) and OECD, compiled for UNESCO by the Cana-
dian observatory, February 2009
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SUMMARY
Globalization of the world economy has started cen-

turies ago. The old trade roads like Silk Road or long ship 
journeys over the Oceans to both directions West and East 
are just the examples of simple forms of Globalization. Now-
adays we are having more difficult form of Globalization of 
the world economy where political, social, cultural, environ-
mental and military aspects are closely interconnected and 
deeply influence economic ones (Keohane R., Nye J., 2000). 
Modern globalization is the complex and tough interdepen-
dence of the regions and countries which are not immedi-
ate geographic neighbours. In such environment Knowledge 
becomes the key driver for global world economic develop-
ment. Technology, knowledge and innovations are the key to 
raising the resource efficiency (Sepashvili, 2014). 

On current stage of global economic development high 
skill labour, new knowledge, developed technologies and con-
tinuous innovations will be utilized in most efficient and pro-
ductive way. Therefore, national economic policy should give 
particular attention to education and researches, advanced 
infrastructure development (easy internet access, telecommu-
nications, transports etc.). Success of the country in science 
and more importantly, commercialization of scientific results 
defines positions of national firms in the global markets and 
generates higher incomes. Further development and unprece-
dented wide spread of digital technologies together with new 
technologies dictates national governments to encourage and 
support knowledge generation and innovation creation which 
are resulted in profit. The policies, approaches and measures 
are also varying according to countries and regions. 

INNOVATIONS AND GLOBAL ECONOMY 

EKA SEPASHVILI
Doctor of Economics, Associate Professor,
Iv. Javakhishvili Tbilisi State University, Georgia.
Eka.sepashvili@gmail.com

KEYWORDS: GLOBAL ECONOMY, KNOWLEDGE-BASED ECONOMY, INNOVATIONS.

DEMOGRAPHY, MACROECONOMICS, FINANCES AND INNOVATIONS EKA SEPASHVILI

https://doi.org/10.35945/gb.2018.05.024




