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Abstract 
The main guiding principle of modern society is knowledge, and of modern economy is the 
knowledge-based economy. Special importance is given to the "know-how" knowledge that 
gets deeper meaning in the application of knowledge, innovations, high technologies, and 
linking of universities and research centers with the private sector. Knowledge-based 
economy enables sustainable growth of economy and development and welfare of society, 
derives the "knowledge cities" and promotes the growing human need for a new, different 
way of life in which will prevail economic equality and social responsibility.  
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1 Introduction 
  
Modern economy is characterized by changes that are taking place faster and more dynamic 
than ever before in human history. Exploring the role of knowledge in economy, the basic 
considerations are focused on identifying way by which is systematically monitored the 
emerged changes, i.e. business processes are realizing which are aligned with the flow of 
time, with new production facilities, techniques and technologies, to avoid the possibility of 
stagnation occurrence.  
  
The most quality way to deal with a dynamic environment is the orientation towards 
knowledge, i.e. education and continuing education, then investment in research and 
development, innovations, competitiveness and lifelong learning. The main guiding principle 
of modern society should be knowledge, i.e. knowledge-based economy. Emphasized is the 
fact that knowledge presents the fundamental idea of today. Knowledge creates the basis for 
the operation of society, enables efficient functioning of economy, encourages and promotes 
economic activity, affecting growth and development of subjects in the market and, in 
general, the national economy. Acquisition and application of knowledge become the priority 
factors of growth of national economy. On the contrary, the lack of knowledge causes 
stunting, loss of market position, competitive weakening of a company or the entire national 
economy. One who possess the knowledge, also possess the great value. The importance 
and wealth of a company are not in material resources anymore, but in creative employees 
who possess the knowledge, thus giving the value to the company itself. 
 

 2 The new economy – knowledge-based economy 
  
Unlike the importance that had once, today country i.e. natural resources, labor and capital 
have only a secondary importance for the growth of national economy. The modern age 
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requires fundamental changes, and science is the one that derives changes. New and better 
products are being created, different from previous ones, with greater value, also new special 
sciences and new scientific disciplines, and one of them is the knowledge-based economy.  
  
Organization for Economic Cooperation and Development (OECD 1996) stated that 
knowledge-based economy places great importance on the linking and using information and 
knowledge, as well as creating the same. Determinants of success of national economies are 
increasingly being relied on the effectiveness in collecting and using the knowledge. For 
knowledge-based economy is particularly characteristic the "know-how" knowledge. It is 
directly in function of creating values, and implies the basic resource of a company such as 
skills and abilities of employees, their ideas and involvement in work, motivation and 
creativity, and knowledge as such. As an example is stated the iPod with the price of 
approximately 200 U.S. dollars, which is being produced in China, but of that $200 China 
actually "see" the value of product of only $3, which value includes only the hardware, i.e. the 
material of device and microchips inside the product. Knowledge-based economy is the one 
who has realized the value of the remaining $197; where by the mind and technology is 
created and developed the entire product (Young 2008). 
  
Basic characteristics of knowledge-based economy are changes in structure (Švarc 2009): 

 economic sector - domination and application of the high technologies and service 
sector; 
 investment - from material to non-material using research and development, 
education at all levels of operation, use of software and information and 
communication technologies; 
 employment - from the so-called "white collars" to the so-called "blue collars", i.e. 
"intellectual workers" and service occupations; 
 development and research sector - from government domination in science to the 
domination of private sector, due to growing trend of "scientification" of the industry 
and service sector. 

  
Knowledge-based economy gets deeper meaning through the role of knowledge and 
technology in economic growth. Knowledge, as human capital, and technology, have always 
been a center of economic development, although only the last few years these factors 
occupy a strategic place in managerial economy. Exactly based on knowledge, intensive 
service sectors like education, communication skills and use of information, and high-
technology industries like computers and electronics, are growing faster. Developed 
countries become dependent on the production, distribution and use of knowledge, and 
connecting knowledge and technology. In this regard, key to the growth are investments in 
research and science, education, training, human resources development and innovations. It 
is estimated that more than 50 % of GDP in most developed countries in the world is being 
created in knowledge-based economies (OECD 1996). On the other side, the share of 
expenses in public sector of EU countries for research and science is only 1.99 % of GDP, 
and the share of private sector for research and science is only 1.3 % of GDP (Cerovi in 
Ilijaši-Miši 2008, 123–132). 
  
Applied knowledge in new products has become a primary source of creation and 
sustainable competitive advantage driven by the new economy, and among other things 
includes the greater use of knowledge in intensive goods and services, networked 
organizational structure and information technology (Clarke 2001, 189–196).  
 
In knowledge-based economy, knowledge is not only an unambiguous form of education, 
training or learning process. To properly and quality manage the knowledge, it is necessary 
to systematically include and integrate in the business organization or a national economy, 



Faculty for commercial and bussiness sciences ■ 589
 

elements such as knowledge systems, intellectual property, learning organization, business 
transformations, innovations and information management.  
 
Systems of knowledge or sciences are the basis of knowledge management, and are related 
to the research laboratories and institutions of higher education which are the center of 
research workforce in the knowledge-based economy (Suresh 2001). Also, there are 
predictions that in the next 50 years, universities and similar institutions will change in a far 
greater extent than was the case in the past 300 years, when they were reorganized by the 
invention of printed book, and when they formed present structure. To these changes will 
contribute partly the new technologies, such as computers, new forms of communication, but 
also partly the requirements of knowledge-based society in which the organized learning 
must become a lifelong process for "knowledge workers", and partly the new theories about 
how people learn (Drucker 1992, 95–105).  
 
Intellectual property specifies the maximum value and quality of a company, and consists of 
employees with their knowledge, skills, experiences and abilities. Other elements also form 
the core of knowledge management and present the foundation of long-term sustainability of 
every organization or company (Suresh 2001). 
  
In the economy based on the knowledge, system of science has to establish balance not 
only in the task of knowledge production (research) and the knowledge transfer (education 
and training), but also in the third role of the transfer of knowledge to economic and social 
actors, especially the economy, whose role is to take advantage and "sell" that knowledge. 
Developed countries attach great importance on the development of impact and connection 
between the knowledge system and the private sector, in order to knowledge be better 
capitalized. By the establishment of cooperation among university and private sector, science 
provides knowledge and innovation potential, and private sector is developing new 
technologies which then lead to new insights and discoveries, and the cycle continues. In 
that way is enabled the improvement of the university education task and stimulated are new 
directions in research and innovations. Some authorities also insure the initiative to 
described proces, in order to include the private sector and industrial partners with 
universities and laboratories, in the implementation of research activities. Cooperation 
between university and private sector is particularly important when is stressed the potential 
and development of knowledge society in the European Union. The above ensures further 
build-up of the European Research Area, in the sense of knowledge, growth and 
development, that area is one of the main drivers of development of society (ERA 2011).  
 

3 The role of "knowledge cities" in the 21st century 
 
 "Knowledge city" could be imagined as hardware; the infrastructure for the creation of 
learning and knowledge. Learning society1 is software; the culture of learning, creativity and 
innovations which are achieved by access to knowledge in a society that provides a higher 
quality of life. "Knowledge city" which contains "knowledge citizens" could produce a 
polarization on those who will dispose the expensive information-technical industries, i.e. 
inputs of high-technology where the new ideas and products will be created on the 
universities and research institutions, and on those who will continue to live on the 
manufacture of low-technology products. Carrillo defines "knowledge citizens" as better 
educated (formally or informally), critical and informed population that is willing to participate 
in civic life, politically is active, interested in a better quality of life for themselves and for the 

                                                      
1 It is preferred to call "learning" instead of "knowledge society", in order to put the emphasis on the 
processes of collection and creation of knowledge, rather than on knowledge as a result or goal of 
such process. 
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next generations, including care for healthier lifestyle and lesser dependency on 
consumption, grateful for the artistic expression and cultural activity and is more competent 
in human relations. According to him, "knowledge citizens" are being created by the learning 
society (Laszlo and Laszlo 2007, 493–503).  
  
The "knowledge city" provides ICT environment and promotes educational policy that 
encourages information and communication technologies, literacy and skills. Likewise, 
"knowledge city" provides a cost-effective and integrated access to advanced ICT 
technologies and services. Connectivity, i.e. integration is a fundamental characteristic of 
such city; especially because it is accessible to all organizations and individuals at all levels 
of socioeconomic ladder. Wide use of ICT in the "knowledge city" provides an opportunity for 
improving of quality functioning of public administration, provides support to citizens in 
accessing various communities and educational programs. "Knowledge city" is constructed in 
a way that is minimized the risk that will only few people profit from all advantages which this 
concept offers (Ergazakis, Metaxiotis and Psarras 2006, 67–84). 
  
Cities which develop on the basis of capitalist model are at risk of dealing with the social and 
economic collapse. On the other side, the concept of development based on knowledge is 
founded on the idea of environmental sustainability, economic equity and social 
responsibility. It is considered that the emergence of "knowledge cities" is actually a turning 
point in human evolution. Stated are the significant changes which are marked by the 
transition process between the period of material production and the period of knowledge 
production. Such changes have a significant impact on the way of life and human activity, 
and some of them are following (Ergazakis, Metaxiotis and Psarras 2006, 67–84): 

 dematerialization: smaller amount of material inputs and outputs; 
 environmental protection: greater concern for the maintenance of environment; 
 increase of qualification for "knowledge workers" and "knowledge citizens"; 
 virtuality: the ability of coming to equal results without the use of conventional  
   methods. 

  
The biggest challenge for modern development policy based on knowledge is integrate the 
social system into ethical-social innovation phase, then promote a simple, meaningful and 
productive way of life and support the participatory democracy in which all citizens are 
involved and share responsibility for making decisions and choices that will enable social 
well-being. 
 

4 Conclusion 
  
Economic growth and development are inconceivable without new knowledge. Knowledge 
provides a better, more promising future for generations to come, the future based on new 
attitudes and values. Investing in knowledge is an integral and necessary part of any 
development strategy. 
  
Knowledge-based economy creates, distributes and applies knowledge, creating new value 
and providing prosperity to society. The main innovation in the knowledge-based economy is 
consisted in the need for managing immaterial assets which, as opposed to material 
resources, do not lose value through using, but on the contrary, gain the increasing value the 
more it is being used. 
  
Developing countries especially must strive to developing and using new knowledge, 
research and innovations, thereby directly affecting the development of new products and 
realization of entrepreneurial activity, opening of new workplaces, growth of employment and 
hence the living standard. For developed countries, knowledge-based economy provides an 
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additional specialization, improving productivity, achieving sustainable growth and 
development, and acquisition of welfare. Knowledge-based economy drives the 
transformation of society, affecting change of society as a whole, but also each of its 
individual. 
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