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CHALLENGES FOR BUSINESS IN THE KNOWLEDGE ECONOMY 
 

The article explores the challenges for business in today’s knowledge economy. 
The challenges related to human-environment relations and sustainable economic 
development, problems of institutional constraints in the transition to the modern 
economy, behavioral aspects of the interaction between economic agents and the 
organization of economic relations in a new society are highlighted. 
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Лагутін Василь, Лебедева Лариса. Виклики для бізнесу в економіці 
знань.  

У статті досліджені виклики для бізнесу в сучасній економіці знань. 
Висвітлено проблеми, пов’язані з середовищем існування людини та сталим 
економічним розвитком, проблеми інституційних обмежень при переході до 
сучасної економіки, поведінкові аспекти взаємодії економічних агентів та 
організації економічних відносин у новому суспільстві. 

Ключові слова: економіка знань, екологічна економіка, інституціоналізм, 
поведінкова економіка, еволюційна економіка 
 

Relevance of research topic. The knowledge economy of today is much 
different from the economy of the twentieth century. In the industrial era, the basis of 
development were material factors of production, such as land, capital, labor. Today, 
in the information and digital age, intangible factors and human knowledge and skills, 
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that is, human capital, as a source of growth, are already playing a decisive role in 
business development. That is why the study of changes in the knowledge economy of 
the XXI century is relevant, as they are the environment for business development. 

Formulation of the problem. At the present stage of economic development, 
business faces many problems. These problems are related to the organization of 
relations of post-industrial society, to the interaction between a man and nature and the 
impact of these processes on economic activity, to the institutional constraints of 
economic activity that arise in the process of transition to the knowledge economy, etc. 
These problems all need to be researched and covered. Therefore, this article will 
analyze the challenges for business entities related to the development of the 21st 
century knowledge economy. 

Analysis of recent researches and publications. The research of the problems 
of the new knowledge economy, post-industrial society and the changes that it brings 
was made by: V. Heyets, A. Hrytsenko and others [8,9]. The problems and challenges 
of the present stage of economic development are considered in the works of: 
M. Common, R. Ayres, T. Jackson, A. Fanning, M. Malmaeus, I. Cosme, M. Weiss, 
T. Foxon and others [1–5, 10, 11, 13]. However, many issues remain unsolved, and 
further research is needed especially in the field of new organization of post-industrial 
society’s economic relations and the challenges it poses to the business environment. 

Presenting main material. To date, there are following economic approaches 
that reveal the problems of development of knowledge economy: 

First, research of an impact of environmental issues on economic development, 
disposal of hazardous wastes, a problem of economic development and human well-
being (inequality in income distribution, poverty), an issue of sustainable 
development, problems of economic growth, state environmental policy, and others 
are covered by Ecological economics. Researchers dealing with these problems argue 
for the need to include the Ecological economics in the dominant economic paradigm 
[2]. For example, although the dominant theory of economic growth suggests that 
output growth depends on an increase in the number of workers and their productivity, 
capital and knowledge, modern researchers [1] argue that economic growth is better 
explained by so-called «useful work» as a factor of production. In today’s economies, 
useful work depends largely on the availability of relatively cheap and high-quality 
energy. In addition, ecological analysis shows that the transition to a sustainable low 
carbon economy will demand the replacement of the goal of increasing economic 
growth as a key public policy objective to ensure environmental equilibrium and 
sustainable economic development [10]. Economists go even further in this matter and 
propose to shift to a modern state policy of low or zero growth [11, 3] and negative 
growth [13, 11] justifying their position by the notion that economic growth cannot be 
maintained indefinitely on a planet with a scarce resources. 
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Second, Behavioral economics studies have shown in detail the limited 
rationality of people in making economic decisions and the dependence on other 
people’s prejudices and behavior. For example, it is far more important for people to 
avoid losses at present than to get the potential benefits or minimize significant costs 
in the future. This type of behavior is not considered in the rational economic man 
model as either the prediction or at least the rational expectations that underlie most 
macroeconomic models. 

Third, institutionalists emphasize on the crucial role played by institutions, 
including legal constraints and social norms in modern economies [12]. It is well 
known that lending to the US borrowers in purchase of housing that they were unable 
to continue to repay was one of the causes of the financial crisis of 2008–09, as 
securitization of these loans spread risks around the world. The fact that the role of 
banks and financial regulation is largely ignored in the macroeconomic models of the 
central bank may help to explain why these institutions are not sufficiently taken into 
account in economic policy-making. 

Fourth, Evolutionary economists argue that technological and institutional 
changes in economic systems should be regarded as dynamic evolutionary processes. 
Thus, researchers should not try to explain these changes in terms of overall 
equilibrium [6]. This means that changes in the economy can be very situational, and 
require optimal public policy decisions, such as supporting innovation in the early 
stages of development. 

The modern knowledge economy differs from the subject of economics no less 
than the economy of primitive or traditional society, because the results of production 
in it are exchanged neither by the law of marginal utility, nor by the law of value. 
Products of intellectual activity, including software products, are distributed today for 
one part at no cost and for another at differentiated prices, that depend on the seller’s 
perception of the value of a product and social status of a buyer. On the one hand, 
there is a growing share of public goods distributed free of charge, and on the other 
hand, there are products of fashion brands that are sold at an exorbitant price that does 
not match the price of analogues or even better quality products. Products and services 
are becoming so diverse that it is simply not possible for a person to rationally 
compare them based on his objective needs and income. 

The modern knowledge economy is a complex, adaptive, ever-changing system 
that differs significantly from the model analyzed within the neoclassical paradigm. In 
addition, changes in the economy related to the leading role of innovation and 
knowledge have a significant impact on the business environment and include the 
following: 

 the modern knowledge economy is an open dynamic system, an unbalanced 
system. Modern economy as a living system evolving into a more complex system 
with various types of production and consumption that can rarely reach equilibrium. 
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Moreover, in the process of evolution, it is increasingly moving away from this state, 
because its development is nonlinear, characterized by high turbulence. Therefore, 
since economics is a living system, the subject of economic science should be the 
study of the laws of its development and, accordingly, the mechanisms of its 
complexity and sustainability in the process of increasing the diversity of economic 
activity and its results; 

 the modern knowledge economy is composed of heterogeneous economic 
entities that do not make optimal decisions but are able to learn and adapt over time; 

 economic entities interact through different networks; 

 macro models arise from the interaction of economic entities of the micro 
level, which in turn influence the construction of the macro models; 

 information and knowledge change the production process, becoming one of 
its main factors. 

Thus, the knowledge economy of today is an open dynamic system built on the 
network connections between economic entities that act in an adaptive way, combining 
limited economic resources. 

Conclusion. The challenges for the business of today that relate to the 
formation and development of the modern economy include the following: challenges 
in human-environment relationships, sustainable economic development; problems of 
institutional constraints in the transition to the economy of today; behavioral aspects of 
the interaction between economic agents and the organization of economic relations in 
a new society. 
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