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ABSTRACT

The digital economy is the type of economy which operates
predominantly with the help of digital technology. It is the economic
activity that results from the online transactions among people,
businesses, devices, and processes. The economic activity is enabled
by information and communications technologies. The transition
from traditional to digital economy will boost national
competitiveness and bring about new opportunities for businesses
and jobs. This paper provides a primer on digital economy.
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INTRODUCTION
Our world is continually changing, and digital
transformation is one of the drivers.

Digitalization is drastically changing nature of work
and making the world a more complex place. It is
creating an increasingly interconnected world and
challenging the structure of the traditional economy.
Digital transformation (the representation of
information in bits) is transforming the world
economy at an unprecedented rate and strongly
affecting how businesses operate and how consumers
obtain services and goods.

From the media to cars, tourism, and healthcare, the
whole of the economy is now digital [1].

Digitalization is integrating every aspect of the our
life: education, healthcare, banking, agriculture,
government, transportation, entertainment etc. The
Internet has changed the way we do business. Digital
media are transforming businesses around the world.

Leading companies such as Google, Amazon, Apple,
Microsoft, Facebook, Baidu, Alibaba, SAP, PayPal,
AT&T, Uber, Tencent, Cisco, Oracle, Huawei,
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Siemens, Bosch, Netflix, Booking.com, and others
are developing digital devices and platforms [2].

WHAT IS DIGITAL ECONOMY?

Digital economy, also known as Internet
economy, web economy, global economy, or new
economy, refers to a broad range of economic
activities that use digital and computing technologies.
It may be regarded as a collective term for all
economic transactions that occur on the Internet. The
term ‘“digital economy” was first coined by a
Japanese professor in the 1990s. It was popularized
by Don Tapscott in his 1995 best-selling book: The
Digital Economy: Promise and Peril in the Age of
Networked Intelligence. The digital economy uses
digital technologies including hyper connectivity, the
Internet of things, big data, advanced analytics,
wireless networks, mobile devices, and social media.

The digital economy is the single most important
driver of innovation, competitiveness, and growth. It
permeates all aspects of our society, including the
way people interact and the economic landscape.
Growth of the digital economy has widespread impact
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on the whole economy. The traditional economy is
based on physical goods and cash payments. It is
compared with digital economy as in Figure 1 [3].
With the advent of digital technologies and the
process of globalization, the digital and traditional
economies are merging into one.

Some consider digital economy as a societal
revolution similar to the Industrial Revolution in the
late 1800s. Both are strategic transitions into new
ways of operating a business. Figure 2 shows the
elements of digital economy [4]:

The digital economy encompasses all economic

activities using digital technologies, digital

infrastructure, digital services, and data. A

representation of the digital economy is depicted in

Figure 3 [5]. The primary three components of digital

economy:

» e-business: The business can function much
better by adopting the digital economy. In the
digital economy, all customers prefer to interact
with businesses whenever and wherever they
want at their convenience.

» e-business infrastructure: Digital infrastructure is
the basis for industry and the economy. It
includes the basic physical materials and
organizational arrangements that support the
existence and use of computer networks and the
digital economy. Examples of e-business
infrastructure include computers, computer
networks, software, routers, satellite, optical
networks.

» e-commerce: The digital economy requires
organizations and individuals to connect and rely
on reliable and secure digital infrastructure. E-
commerce is the remote sale of goods and
services over computer networks. Buying,
distribution, marketing, creating, selling have all
become easier due to the digital economy. The
need for tangible products is gone. The future of
commerce will be conducted using digital
channels.

The main building blocks of the digital economy are

[5]:

» Internet: This consists of computer networks. It
is the foundation of the digital economy. It
provides connectivity and enables users to be
connected to computer networks. Half of the
world’s population is connected to the Internet.
Some countries need better connectivity.

» E-mail: Electronic communication enables very
cheap, instantaneous communication across the
world.

» Digital payments: The digital economy is
moving us towards a cashless society, which
involves using credit cards, Apple Pay, Google
pay, Zelle, bitcoin, and bank transfer.

» Automation: The digital economy relies on Al,
mass use of electronic data, and automated
technology. Automation is making inroads into
the modern business as managers realize the
opportunities for increased productivity, lower
cost, and improved customer experience.

» Social media: This is an important aspect of the
digital economy. For example, in 2018,
Americans spent an average of 6.3 hours a day on
digital media. Individuals using social media
share recommendations about business.

EXAMPLES OF DIGITAL ECONOMY

The digital age is transforming everything: the nature

of markets and products, how to produce, how to

deliver and pay, and human capital requirements. It is
also boosting productivity, exposing companies to
new ideas, technologies, new management and
business models, and creating new channels of market
access [6]. The following examples show how digital
economy is penetrating every sector of the economy

[7]:

> Business: Digital technologies (such as cloud
computing, the Internet of Things, robotics, big
data analytics, artificial intelligence, social media,
3D printing, augmented reality, and virtual
reality) are transforming the way we operate
business [8]. Consumer-oriented sectors such as
retail, finance, and travel are also rapidly
digitalizing.

» Banking: Banks try to use digital tools to
improve their traditional business. This leads to a
cashless society, where transactions no longer use
physical currency but are undertaken
electronically [9].

> Retailers: The digital economy has made a
significant impact on retail sales of consumer
product goods. It has enabled retailers to allow
customers to place online orders. Most retailers
develop their websites to enable online sales.

» Farming: As shown in Figure 4, the digital
economy allows a small holder farmer to access
finance on a mobile device without going to a
bank [10].

» Manufacturing: The digital economy has
enhanced design and the ability to monitor
production processes in factories.

» Education: As the digital economy spreads,
colleges can provide courses remotely without the
need for face-to-face interaction.
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» Healthcare: The digital economy is
revolutionizing the healthcare sector, such as in
enabling remote diagnosis and patient experience
through electronic health records.

BENEFITS

The digitization of economies delivers numerous

benefits. Some of benefits include [11,12]:

» Promotes Use of the Internet: Digital economy
has increased the number of people using the
Internet worldwide. Today most people work on
the Internet.

> Rise in E-Commerce: Every activity related to
buying, distribution, marketing, creating, or
selling is just a click away all because of the
digital economy.

» Digital Goods and Services: Today, intangible
goods are available digitally. Services such as
banking and washing movies are now available
on the internet.

» Transparency: All the transactions in the digital
economy happen online, giving our economy
more transparency.

» Contributes to Economic Growth: The digital
economy has recorded tremendous growth and
innovation. Nations that embrace digital economy
are poised for economic growth.

» Expands Business Opportunities:  Digital
economy enables small firms and businesses to
actively participate in international commerce. It
allows companies in financial services to operate
more efficiently.

» Creates New Jobs: Digital economy has the
potential to boost jobs creation.

Some of these benefits are illustrated in Figure 5 [12].

CHALLENGES

To reap such benefits of digital economy, several

challenges must be addressed. Some challenges of

digital economy include the following [13]:

» Loss in Employment: The advancement of the
digital economy may lead to the loss of many jobs
since it requires less use of human resources

» Lack of Experts: Since digital economy requires
complex processes and technologies, it needs
experts and trained professionals. There is lack of
expertise to operation digital economy.

» Heavy Investment: Digital economy requires a
strong infrastructure, which links all the cities,
towns, and villages. Building such infrastructure
involves heavy investment.

» Cybersecurity: A drastic increase in cyber
threats has been reported due to increasing
digitalization of the economy. Digitalization
requires a robust cybersecurity and data
protection scheme. Cybersecurity programs must
be built to mitigate data-related risks.

» Monopoly power: Several aspects of the digital
economy have become dominated by
multinational companies with monopoly power.

» Digital Divide: The positive changes that
occurred as a result of digital transformation and
digital economy had not benefited everyone
equally. Digital connectivity is more confined to
economically prosperous parts of the world. The
large digital divide between the rich and poor,
between men and women still exists.

» Privacy: Using data has become big businesses.
For example, Facebook collects a large range of
data on its users and share the data with
politicians.

CONCLUSION

Digital economy refers to all economic transactions
done on the Internet. It is regarded as a new type of
emerging economy. It has created waves of
disruption, disrupting old industries while giving rise
to new ones. The digital economy is a recently-
emerging phenomenon. Although digital economy
has had a profound impact on the global business
landscape, it has generated some new challenges for
the international investment policy community.

The digital economy is with us. It is growing fast,
especially in developing nations. As shown in Figure
6, education is the heart of digital economy [14].
Introducing the Internet into classrooms is a necessity
for the digitization of education. It will transform the
experience of children and teachers around the world
and prepare future leaders for digital economy. More
information about digital economy can be found in
the books in [15-31] and the following related
journal: International Journal of Innovation in the
Digital Economy.
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Figure 1 Comparing traditional economy with digital economy [].
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Figure 2 Elements of digital economy [4].
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Figure 3 A representation of the digital economy [5].
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Figure 4 The digital economy allows a small holder farmer to access finance on a mobile device
without going to a bank [10]
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Figure 5 Some of these benefits of digital economy [12].
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Figure 6 Education is the heart of digital education [14].
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