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ENTREPRENEURSHIP & GENDER – MYTHS OR THE SCIENTIFIC TRUTH?   

 
The research goal of the article is to determine if gender other than the male has played a role in the scientific 

history of entrepreneurship and to analyze the meaning of gender as a determining factor of the science of innovation 
and entrepreneurship of today. The action of the entrepreneur is entrepreneurship. Entrepreneurship is the carrying out 
of new combinations, which constitutes the innovation. The science and history of entrepreneurship dedicate that 
mission to the male. This fact constitutes the scientific truth. The myths are based on the opposite. Imputing 
entrepreneurship on women, in particular lower class women, is a devastating political and state owned academy based 
incorrectness that inflicts not only on the individual woman, but on the whole society. 

Keywords: Entrepreneurship, gender, entrepreneurial profit, myths, scientific truth.  
 
Introduction 
The meaning of the scientific truth is to present 

the logics of the scientific matters that can be proved 
by help of independent science. In the reality of 
innovation and entrepreneurship today, the picture is 
partly characterized by political propaganda, media 
influence, myths, and un-democratic, non-liberal or 
non-scientific state funded and controlled academic 
approaches to the science of innovation and 
entrepreneurship. In particular, one matter is more 
urgent than others that come to our consciousness. 
That is gender. What role does gender play in 
entrepreneurship, and can we find any traces in the 
history of entrepreneurship that can throw any light 
on the matter based on international independent 
science? The research goal of the article is to 
determine if gender other than the male has played a 
role in the scientific history of entrepreneurship and 
to analyze the meaning of gender as a determining 
factor of the science of innovation and 
entrepreneurship of today. The novelty of the topic 
and its urgent solutions are linked to the flourishing 
occurrence of the gender phenomenon in society. 
The research methodology is to present a Brief 
Literature Review of relevant theories in the 
entrepreneurial history theory leading to the 
conclusion that innovation and entrepreneurship 
never can be a political tool for gender involvement. 
The paragraph on Purpose justifies the distinctions 
between gender as a political inducement and 
innovation based upon the will and the action of the 
single entrepreneur. The paragraph on Results 
analyzes the findings, both theoretically and 
empirically that are relevant for a deeper 
understanding of the process of innovation based on 

gender. Finally, in the Conclusion the scientific 
approach to the phenomena underlines the necessity 
of dividing myths for the scientific truth in the 
understanding of entrepreneurship.  

Literature Review 
“Le Fermier est un Entrepreneur (…) (the farmer 

is an entrepreneur) [1] Richard Cantillon (1680 -
1734) writes in his book Essai sur la nature du 
commerce engénéral, published posthumous 1755, 
and thereby contributed to the introduction of the 
entrepreneur as an analytical concept in the economy 
and to give the entrepreneur a social role in the 
economic development. Cantillon is elaborating the 
expressions entrepreneur and enterprise in 
connection with economic activity in a peasant 
economy, but he did not construct any complete 
economic universal model explaining economic 
growth adapted to an economy in a technological 
society where the entrepreneur plays a central role. 
According to Cantillon, the entrepreneur is a risk 
bearer when he undertakes the activities, to produce 
agricultural commodities and selling them on the 
market. The activity requires that the entrepreneur 
undertake the payment obligation of the fixed 
production costs.  The goods will be sold on the 
market at market price. The entrepreneur has 
committed to a fixed payment obligation, assuming 
that the predetermined revenue from the sale will 
exceed the payment obligation. Based on this regard, 
the entrepreneur fills a lager function than solely 
producing agricultural products, he is a risk bearer 
who organizers a multitude of activities to bring 
products on the market.  

Jean-Babtiste Say (1767 – 1832)gives a 
presentation of the personal qualifications of the 
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entrepreneur: “judgement, perseverance, and a 
knowledge of the world as well as of business. He is 
called upon to estimate, with tolerable accuracy, the 
importance of the specific product, the probable 
amount of the demand and the means of its 
production; at one time, he must employ a great 
number of hands; at another, buy or order the raw 
material, collect laborers, find customers, and give at 
all times a rigid attention to order and economy; in a 
word, he must possess the art of superintendence and 
administration [2: p. 330 f].Jean-Babtiste Say is 
painting a picture of a “Gentleman of the World”, a 
character completely different from the local farmer 
of Richard Cantillon. Say goes on: “In the course of 
such complex operations, there are an abundance of 
obstacle  to  be  surmounted,  of  anxieties  to  be  
repressed, of misfortunes to be repaired, and of 
expedient to be devised” [2].  Personal experience as 
well as psychological strength are important factors 
in the descriptions of the entrepreneur in the 
analyzes of Say.  

Joseph Alois Schumpeter (1883 – 1950), in the 
book The theory of Economic Development, An 
Inquiry into Profit, Capital, Credit, Interest and the 
business Cycle, which is a translation to English 
(1934) of the second edition of the Theorie der 
Wirtschaftlichen Entwicklung (1926), discusses the 
questions on who can be the entrepreneur, and which 
conditions that must be fulfilled to make an 
entrepreneurial profit. “But whatever the type, 
everyone is an entrepreneur only when he actually 
carries out new combinations, and loses that 
character as soon as he has built up his business, 
when he settles down to running it as other people 
run their businesses. This is the rule, of course, and 
hence it is just as rare for anyone always to remain 
an entrepreneur throughout the decades of his active 
life  as  it  is  for  a  businessman  never  to  have  a  
moment in which he is an entrepreneur, however 
modest a degree” [3].However, why should anyone 
be willing to undertake all the risk and strenuousness 
of being an entrepreneur? According to Schumpeter, 
one can observe the motivation of the entrepreneur 
on three different areas, and they are all 
distinguished by prominent specimen of their 
indifference to hedonistic satisfaction. “First of all 
there is the dream to and the will to found a private 
kingdom, usually, though not necessarily, also a 
dynasty (…). Then there is the will to conquer the 
impulse to fight, to prove oneself superior to others, 
to  succeed  for  the  sake,  not  of  the  fruits  of  success  
but of success itself (…). Finally, there is the joy of 
creating, of getting things done, or simply of 
exercising one’s energy and ingenuity” [3]. 

Mark Casson (1945 - ) in the book the 
Entrepreneur – An Economic Theory (1982), 
constructs his theory on the following definition: 

“The entire structure of the theory developed below 
rests upon the following definition; an entrepreneur 
is someone who specializes in taking judgmental 
definitions about the coordination of scarce 
resources” [4]. The entrepreneur is “someone (…) a 
person,  not  a  team,  or  a  committee,  or  an  
organization. Only individuals can take decisions; 
corporate bodies only arrive at decisions by 
aggregating votes” [4]. Entrepreneurs are specialists: 
“everyone is involved in taking judgmental 
decisions at one time or another, but this does not 
make  them  a  specialist”  [4].According  to  Casson`s  
theory the entrepreneur may be a planner in a 
socialist economy, a priest or king in a traditional 
society, but in reality, entrepreneurship is closely 
connected to private business in a market economy. 

Jan-Urban Sandal underlines that entrepreneurs 
can be analyzed and organized in a scientific system 
depending on their numbers and significance for 
societal and democratic development. The Social 
Entrepreneur Pyramid (SEP) [5] presents 
entrepreneurs on five levels, with business 
entrepreneurs on the top level. The higher the 
placing of the entrepreneur category, the smaller 
they are in numbers, but the more significance their 
innovations have for the democratic development in 
the society. The reason is that every time a business 
entrepreneur succeeds in launching an innovation in 
the market, the effect on peoples` lives and the way 
production is changed is of a non-reversible nature.   

Purpose 
The action of the entrepreneur is 

entrepreneurship. Entrepreneurship is the carrying 
out of new combinations, which constitutes the 
innovation. The science and history of 
entrepreneurship dedicates that mission to the male. 
Back in time, the scientists had only two options to 
determine the biological sex of the entrepreneur, 
male or female. Policy, religion, culture and 
tradition set the norms and standards of the day, both 
legally and socially, determining the role holder. 
Times have changed, even thou if not over the whole 
world. The last two to three generations or so, in the 
western world, voices have been heard to promote 
feminism, equality, human rights, individual 
personal freedom and personal economic freedom, 
full participation in society, abolishing of the glass 
roof, and finally a diversified gender spectrum. Why 
only the male, why not also the female in the role as 
the entrepreneur, are questions that occupy all strata 
of society. The questions are shortcoming, today we 
have a wide spectrum of genders, which are not 
covered by the approach. The idea that the 
entrepreneur is not only a man, but could even be a 
female, has had significant impact on the individual 
as well as on the entire population. Strong and good 
role models of female business entrepreneurs and 
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social entrepreneurs are hard (almost impossible)to 
find. They have to be created. Politicians, belief 
system leaders, media, NGOs and others have 
imputed stories about and based on equality in the 
economic system. However, the market and the 
economic system is not operating based on equality. 
To compensate the facts, politicians, governments, 
religious structures, media and individuals have 
engaged in promoting women as entrepreneurs by 
huge variations of means. Political programs, huge 
budgets based on taxpayers` money, empowering of 
women, media propaganda, intervention in pupils’ 
education to promote women as entrepreneurs, lure 
and force women to start enterprises, 
entrepreneurship competitions etc. are only a 
fraction of all activities put forward to build a new 
historical platform in the development of 
entrepreneurship.  Furthermore, politicians and 
governments are willing to go much further, 
likewise academia. To meet the challenges in the 
reality, governments make their own political and 
administrative definitions on crucial words and 
expressions rooted in the scientific history of 
entrepreneurship. In Norway, the official 
governmental definition of social entrepreneurship is 
about developing new networks across professional 
fields and business models and working together in 
new ways. Making networks and being together is 
something women at all times have been doing, it is 
a feminine activity, and it is irrelevant in innovation 
management philosophy. In Germany, social 
entrepreneurship is politically defined as to address 
social challenges with innovative and 
entrepreneurial approaches. In the UK, social 
entrepreneurship is mainly a business created to 
carry out social benefits for social purposes, in the 
EU, social enterprises occupy themselves with 
making a social impact rather than making a profit, 
and in Ukraine, social entrepreneurship is to achieve 
social outcomes and gaining tax cuts. The critiques 
of women empowerment has been widely heard. 
Why is almost all activities, programs and money 
spent concentrated on turning poor, underclass 
women into business start-ups that are focusing on 
hairdressing, sewing and floor cleaning exclusively? 
Moreover, why does the middle upper class women 
characterize the promoters of poor women 
empowering? Hairdressing, sewing and floor 
cleaning are the chains that have restrained lower 
class women to their fate for thousands of years. 
There is no innovation, no change or development in 
the women empowering based on the tradition. The 
actual situation of the empiricism of innovation and 
entrepreneurship is characterized by myths.  

Results 
Based on known examples throughout history 

and from the science of entrepreneurial history, the 

entrepreneur  is  a  he,  a  male.  Starting  with  Richard  
Cantillon and ending in our own time, the 
entrepreneur is described as a man. The masculine 
form of the entrepreneur is not only a grammatical 
gender; it is also a cultural phenomenon. The 
grammatical gender is never a constant; it varies 
from one language to another and over time [10]. 
For that reason the noun entrepreneur could take any 
gender, he, she, it or no gender at all. The cultural 
factor is the determinant of the male gender of the 
noun entrepreneur. Throughout history, the male 
gender of the entrepreneur not only describes the 
action and purpose of the entrepreneur, but also the 
legality of the activity. The carrying out of the new 
combinations  is  a  legal  activity  undertaken  by  a  
legal person, the man. For a deeper understanding of 
the grammatical and cultural gender of the 
entrepreneur a closer analysis of the woman`s rights 
is intrusive. The 17th century natural law 
philosophers regarded women as children, slaves 
and non-white and they believed that women could 
not be treated as equal due to their inner nature. The 
legal framework and principles of the society are the 
basics of the concepts of social equality. However, 
important entrepreneurial rights like property rights, 
freedom of movement, and women’s right to engage 
in business on their own without being under the 
authority of their husbands or other male figures are 
still a pressing issue on the world agenda for 
women`s rights today. Sweden was one of the most 
liberal and earliest countries to improve women’s 
rights in entrepreneurship. In 1749, women were 
given the right to engage in the trade of knick-
knacks and street selling in Stockholm, in 1772, 
women were given the permit to engage in tobacco 
trade, in 1804, women were granted the permit to 
manufacture and sell candles [11], and in 1846, 
trade- and crafts works professions were opened to 
all unmarried women[12].Throughout history, 
women do not engage in being the risk bearing, in 
the art of superintendence and administration, in 
founding a private kingdom, in taking judgmental 
decisions or in changing the production in an 
irreversible way. This historical fact, based on the 
legal and cultural factors, strengthens not only the 
scientific, but also the public awareness that the 
entrepreneur throughout history is a man, not a 
woman. 

Entrepreneurial profit is not the motivating 
factor of the entrepreneur, but the striving for profit 
is the mechanism`s driving force, because profit is 
the proof that an innovation has taken place and that 
the idea of the entrepreneur was right. Heirs can 
inherit  the  wealth  that  was  created  by  the  
entrepreneur, but they cannot inherit his abilities [3: 
156].  The most important factor for rice on the 
social ladder in the capitalist world, both for the 
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entrepreneur, his family and heirs is based upon 
wealth acquired from the successful entrepreneur, 
and which in turn is dependent upon his personal 
conduct. Among the world`s ten wealthiest 
individuals, according to Bloomberg Billionaires 
Index, [6] six belong to the USA, and one to Spain, 
Mexico, France and Sweden, respectively. They all 
are men, self-made and operate in the fields of 
technology, retail, consumer and diversified 
markets, their wealth spans from $ 120 B to $ 55,2 
B. We do not know if the wealthiest men according 
to Bloomberg Billionaires Index are genuine 
entrepreneurs. It takes a scientific analysis to justify 
whether or not they fill the criteria of being 
entrepreneurs. That could easily be done based on 
the scientific method of Dr. Jan-Urban Sandal, and 
which  is  based  on  37  scientific  criteria  [7].  If  we  
take one example; on the date of his death (2018-01-
28), Ingvar Kamprad was the eight wealthiest 
individual in the world, with a private fortune of $ 
58,7 B, self-made and recognized as “one of the 
greatest entrepreneurs of the 20th century” [8].  
Kamprad was the founder of Ikea, the world`s 
largest furniture retailer. At 17, he founded his 
company and followed its development until his 
death at 91. It has been said that Per Albin Hansson 
created the People’s home (Folkhemmet) and that 
Ingvar  Kamprad  furnished  it.  Was  it  really  a  new  
combination of the first and second input factors in 
the production function that created the wealth, or 
did the fortune come from a cluster of trivial 
activities like tax reduction, Luxleaks, the 
exploitation of poor and unfree laborers in the east 
bloc during the cold war, child labor, exploitation of 
political ideology and the consumers confusion in 
the social democrat geopolitical area, and the spirit 
of time [9]?Non-scientific use of scientific worlds 
and expressions easily get the focus out of track. 
There are no scientific proof that any of the ten top 
scores on the Index are entrepreneurs. Among the 
fifties wealthiest persons on the Index, we find five 
women. They all have inherited their fortunes. Alice 
Walton is number 15 on the Index and she inherited 
the wealth from her father Sam Walton who created 
Walmart stores. Francoise Bettencourt Meyersis 
number 18 on the Index and she has inherited the 
wealth. Number 24 on the Index is Jacqueline Mars 
and she has inherited the wealth as well. Number 30, 
Yang Huiyan in her ited the wealth from her father, 
and finally on the top score of females we find 
Susanne Klatten, number 35, who also has inherited 
the wealth. None of these women is self-made 
according to the Index; they are heirs.    

The personal conduct of the entrepreneur 
separates him from the masses. Every small and 
giant decision he takes, every step to be taken, and 
every amount of money spent sums up in what we 

understand as the entrepreneur`s behavior. There is 
no need for any kind of psychological examination 
or  science  to  observe  or  comprehend  this  factor,  it  
can easily be observed by anyone who is introduced 
to the basics of entrepreneurship. Sense of 
ownership to the production means and the process 
of entrepreneurship is what actually counts to be 
successful as an entrepreneur. Sense of ownership 
has no meaning to the wage earner or the farmer, 
because they do not possess any production means, 
they take no decisions under total responsibility or 
risk of defeat like the Gentleman of the World. The 
personal conduct between men and women is 
different in significant areas. Women generally 
prefer to spend more time and money on their own 
than their male counterparts. In Norway, as in many 
other countries, one of three women tend to work 
shorter days and less hours and spend more money 
on themselves, and women without children tend to 
work less and spend more than women with children 
under the age of 16 [15]. This kind of conduct is 
nonproductive in business as in family life. The 
personal conduct of the entrepreneur is furthermore 
characterized by patience, the ability to wait and see, 
letting the project grow and develop over time. The 
opposite is here and now, the lust of satisfaction and 
the egoism that constitutes the driving forces behind 
the non-respectful and self-affirmation activity of 
spending time and money on impulse. A shopaholic 
is a person that is considered being addicted to 
shopping, and that state affects women more than 
men. The consequences of chronic tendency of 
buying are enormous for both the woman, the 
family, their economy, their health and their pure 
existence. New technology like social media, e-
commerce, and not least socialist Marxist ideology 
intervention are considered driving forces for 
accelerating the acceptance for women spending and 
freedom to choose own satisfaction over solidarity 
with family values and society’s sustainability. As a 
group, women are less qualified and prepared for 
entrepreneurship than men based on personal 
conduct, which is considered favorable in the realm 
of an entrepreneur.  

What is gender? Does gender identity exists 
beyond biology? These are basic questions in the 
analyses of entrepreneurship in a gender context. In 
1955, John Money introduced the distinction 
between biological sex and gender as a role. In the 
social sciences today, gender refers to the socially 
constructed characteristics of women and men 
focusing on norms, roles, and relationships of and 
between groups of women and men [13]. People 
might be born man or woman and are taught 
appropriate behavior and norms. However, there are 
identities that do not fit into binary female and male 
sex categories. Most bodies have one of two forms 
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of genitalia, which classifies the person as man or 
woman; nevertheless, naturally occurrences of 
intersex conditions demonstrate that sex exists 
across  a  wide  spectrum  of  possibilities.  A  person`s  
gender is a complex interrelationship between three 
dimensions; body, identity and expression, and the 
person`s comfort in the gender is related to the 
degree in which these three dimensions operate in 
harmony [14]. A person may not identify strictly as 
man  or  woman,  as  both  or  neither,  or  as  a  
completely different gender, while an a gender 
person does not identify with any gender at all. Sex 
differences in human is based on the male 
reproductive system and its ability of fertilization. 
Only the male is capable of fertilizing. In that 
context we are left with only one sex, the male, 
while female is excluded as a sex category in 
biology. In the 1970s, John Money`s concept of 
gender was embraced by the feminist theory. 
Anyhow, in the search of equality, the feminist 
movement lacked a clear role for women on almost 
every field in society, in the family, in politics, at the 
workplaces, in education, in organizations and in 
business, and they ended up copying and overtaking 
the  role  of  the  man.  Their  favorite  slogan  was  “we  
are many we are half of the population”. They were 
not. As a general assumption, non-binary genders 
are not women. Today it is obvious that women are 
not half of the population, and now the feminist 
gender monopoly of sympathy is breaking up, 
feminism, and LGBT as a social and political agenda 
is fighting against the trans-grouping. Legal 
recognition of non-binary gender by governments 
means that a person`s sex can be reported non-
binary if it is not possible to assign a sex at the time 
of  birth  or  the  person  presents  or  performs  as  a  
gender that is different from the one that was 
assigned at birth. The practical side of the matter 
concerns among other instances birth certificate, 
passport, and marriage certificate. Any practical 
implications in entrepreneurship based on legal 
recognition of non-binary gender by governments 
are  so  far  unknown,  but  it  is  expected  to  have  far-

reaching consequences in the intermediates funding 
of education and entrepreneurship worldwide over 
time, especially when the taxpayers money are spent 
through direct grants and come from the 
governments. 

Conclusions 
In the analyzes of entrepreneurship and gender, 

based on the scientific history of innovation and 
entrepreneurship, the entrepreneur is a male. This 
fact constitutes the scientific truth.  The myths are 
based on the opposite.  During the last two or three 
generations, feminism and politics in general terms 
have promoted the female as equal with the male in 
the matter of entrepreneurship. Gender specific 
entrepreneurship public funding is a complete waste 
of taxpayers` money. Imputing entrepreneurship on 
women, in particular lower class women, is a 
devastating political and state owned academy based 
incorrectness that inflicts not only on the individual 
woman, her family, her future and her chance to 
enjoy happiness and successfulness of life. It is also 
devastating to the school pupils, the taxpayer`s, and 
in some cases, also the real entrepreneurs, because 
hindrances created by state interventions might be 
hard to overcome by thru entrepreneurs and can 
cause delays in carrying out the new combinations.  
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NEUROPSYCHOLOGICAL APPROACH TO ENTREPRENEURSHIP DEVELOPMENT 

 
The article presents the results of the study of neuropsychological foundations of entrepreneurial activity. The 

basic concepts of entrepreneurial activity such as innovation, risk, and profit from the point of view of neurohumoral 
regulation of the organism are considered. 

The relationship between the content of the concepts of "entrepreneurship" and "employment" is determined. 
The author noted that the active development of modern small business as a form of employment can be a source of 

problems for large companies: the liberation of creative workers who seek their own career as an independent form of 
employment. 

The theory of the socio-economic genotype as "an information mechanism of social continuity and social changes 
that ensures the reproduction of the structure, principles of functioning, regulatory processes and learning (selection, 
memorization and dissemination of positive experiences) in the social system" is taken into account. It is emphasized 
that the socio-economic genotype includes incentives for innovation, forms of development via education, characteristic 
of every society, the elements that make up the categories "human capital” and “entrepreneurship”. 

It is emphasized that in the theory of economic psychology there are human models that differ significantly from the 
classical model of "economic man" and are based on the study of people in terms of their psychological and social 
characteristics. Models of a person are presented in the aspect of management and entrepreneurial activity, such as 
economic, functional, moral, social and psychological models. 

It is described in the article that the owners of the increased activity of the sympathetic nervous system have a 
special metabolism, electroplasticity of tissues, properties and speed of the chemical reaction of blood. It is concluded 
that entrepreneurial activity is inherent in sympathetic patients due to the presence of a considerable amount of hard 
work and a large number of "risk situations", which stimulates the development of endorphins (in particular, dopamin) 
in the blood, causing a certain neuropsychological state expressed by the integral complex of emotional states due to a 
specific balance of neurohumoral regulatory mechanisms, the desire to dominate and increased resistance of a human 
organism to any stress. 

Keywords: neuropsychology, entrepreneurship, development, emotions. 
 
Scientific problem.  In  the  general  sense  

entrepreneurship is an independent activity that 
generates income and is associated with a certain 
risk. Thus, the legitimate definition of this concept is 
enshrined in the Ukrainian Law "On 
Entrepreneurship" [9] as a direct "independent, 
systematic, at its own risk activity in the production 
of products,  provision of services for the purpose of 
a profit, which is carried out by private or legal 
entities registered as subjects of entrepreneurial 
activity  in  the  manner  prescribed  by  law".  It  is  
important to underline that the notion 
“entrepreneurship” is perceived historically as an 
innovative activity.  

The idea of innovations was revealed brilliantly 
in the researches of Joseph A. Schumpeter. 
Innovation as a creative destruction, the form of 
development when the new will displace the old 
through the process of destruction [quot ac [1].  

The thought expressed by Jan-Urban Sandal [1] 
that “innovation changes the pattern of behavior, 
both in the production function and in peoples’ lives” 
is the reflection of the main laws of our life the 
development and evolution.  

Philosophy operates the notion of "activity" as a 
specific human way of dealing with the world - 
"substantive activity"; which is a process in which a 
person transforms the nature creatively, thereby 
making him\herself the subject of activity, and the 
phenomena of nature mastered by the person is the 
object of their activity [11, p. 118]. 

Modern economic theory broadens the horizon 
of  its  research  and  it  is  already  impracticable  to  
define clearly the boundary between the type of 
activity, which is actually a field of economic 
science in the narrow sense, and the rest of human 
activity. Thus, economic activity in the aspect of 
neuroeconomics can be defined as the existence of 
the need for purposeful actions, during which people 
change creatively the phenomena that have the 
economic nature of the origin. In accordance with 
this approach, the concept of entrepreneurship 
correlates the legislative definition of the concept of 
"employment" [8] as the activity of citizens 
associated with the satisfaction of personal and 
social needs, and  as a rule brings them income in 
cash or in another form. 

Analysis of recent research on this problem. The 
development of entrepreneurship and market 
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processes in Ukraine is characterized by the 
peculiarity that our country belongs to the group of 
countries of the post-Soviet area, which were forced 
regarding their economic behavior to rely on not so 
much on economic as on administrative methods of 
management. The main focus was not on freedom of 
business and market laws of supply and demand, but 
on the planned economy and vertical administrative 
regulation, which led to the relatively strict 
subordination of entrepreneurial activity to nation-
wide tasks and the indifference to the state's low 
efficiency of economic activity. Even during the 
new economic policy in 20th years of the previous 
century, the interests of the state were: to keep 
entrepreneurs for their own purposes, "... only 
insofar as the development of these relations, which 
are useful and necessary in stopping small-scale 
production, and in order to control these relations" 
[6]. Therefore, the development of entrepreneurship, 
in its essence, obeyed above all, for the purposes of 
the state, and not economic laws. 

Taking into account the content of the above 
concepts, it should be noted that the active 
development of modern small business can be a 
source of problem for large companies: the 
liberation of creative employees who seek self-
careers as an independent form of employment. 

Emphasizing the fact that the subject and object 
of entrepreneurship is a person, the theory of 
neuroeconomy, organizational psychology and 
management gives away certain models-stereotypes 
of human behavior that are fair for entrepreneurial 
activity and can be used to manage the development 
of an enterprise. 

O. Deineka [3] notes that the historic roots of the 
creation of human models in economic psychology 
can be found primarily in the writings of economists 
A. Smith, A. Marshall, J. Keynes, in which the homo 
economicus theory of a rational "economic man" 
took shape. The key purpose of the homo 
economicus  is  to  obtain  its  own  benefits.  The  basic  
idea of the concept is "economic selfishness" as the 
human  desire  to  maximize  benefits  [3,  p.  5].  
Evolution of the content of the "economic man" 
model  is  detailed  by  I.  Andreeva  [2,  p.19  -  24].  It  
gives the basic theoretical assumptions on how is the 
classical model of homo economicus constructed [2, 
p.18].  

First, an economic man operates on a 
competitive market, which permits minimal 
interconnection with other economic actors.  

Second, the economic man is rational in terms of 
decision-making mechanisms. It is capable of setting 
the goal, consistent its achievement, calculating the 
cost of choosing the means of such achievement. 

Third, an economic man has complete 
information about the situation in which it operates, 
satisfying its needs.  

Fourth, an economic man is selfish, that is, it 
seeks to maximize benefits. 

At present, the authors further define other 
human models that are significantly different from 
the classical model of "economic man" and are 
based on human studies from the point of view of its 
psychological and social characteristics. For 
example, E.Maiminas believes that the economic 
situation of the country, the assessment of the course 
of economic reforms and their possible 
consequences depend heavily on the dominant 
socio-economic genotype (SEG) in society [6]. 
According to his definition, the socio-economic 
genotype is "an informational mechanism for social 
succession and social change that ensures the 
reproduction of the structure, principles of 
functioning, processes of regulation and training 
(selection, memorization and dissemination of 
positive  experiences)  in  a  social  system."  The  SEG  
also includes incentives for innovation, forms of 
education, typical for every society, the elements 
that make up the category of "human capital" and 
“entrepreneurship”. 

Also in 2002 the Nobel Memorial Prize was 
awarded to Daniel Kahnemann and Vernon L. Smith 
for the application of psychological methods in 
economic science, in particular in the study of the 
formation of judgments and decision-making under 
conditions of uncertainty. Economics and cognitive 
science are combined in their researches to explain 
the irrationality of the person's attitude toward risk 
in decision-making and in managing his\her 
behavior. 

Thus, the modern neuroeconomics operates with 
several models of the person which are the subject of 
entrepreneurial activity. Most often, the authors 
describe the following models existing in the minds 
of both managing and guided personnel [4; 5]: an 
economical man; a functional man; a psychological 
man; a social man; an ethical man [7]. 

Neuroeconomics refers to the hypothesis of the 
preconditions for the success of entrepreneurial 
activity: 

1) entrepreneurs are a special category of people 
endowed with certain neuropsychological qualities; 

2) entrepreneurial activity is owned by everyone, 
but in varying degrees. 

For example, I. Andreeva investigating genetic 
predisposition [2, c. 181] points out the following 
fact: "According to surveys conducted in the United 
States  and  other  countries,  in  72%  of  50  cases,  at  
least  one  of  the  parents  has  a  free  profession  at  the  
founders of firms, which are significantly higher 
than those for other types of activities». 
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I. Andreeva [2] also rightly observes that the 
natural prerequisite for the development of 
entrepreneurial abilities is the presence of certain 
interests is some congenital anatomical and 
physiological features of the brain and the nervous 
system. The most up-to-date version of the possible 
anatomical and physiological basis of sedition, 
which arose already in the second half of the 
20thcentury, is still attracting the attention of 
scientists, linking factors with the human genotype. 
However, until now it was not possible to find the 

genetic basis for the formation of entrepreneurial 
abilities, their genotype factors. 

The purpose of the article is to reveal the main 
characteristics of entrepreneurship as a 
neuropsychological phenomenon. 

Main material Grounding on the main features 
of the category entrepreneurship (innovation, risk, 
benefit and social orientating) it is possible to 
propose the view of the skeleton structure of 
motivational mechanism of entrepreneurship activity 
in the aspect of neuropsychology approach (table 1) 

 
Table 1 

Elements of the Motivational mechanism of entrepreneurship activity 
 

Attribute of entrepreneurship 
as a Benefit 

Is possible due to Mediators of a human 
brain 

Risk  Irrational thinking & decision making  Noradrenalin 

Innovation  Destruction, orienting reflex and research 
behavior  

Dopamine 

Social responsibility Altruism as selfish taking care about others  Axitocin 

 
According to the neurohumoral theory, there is a 

basic vegetative tone that reflects the background 
activity of structures that regulate the functions of 
the organism in the process of adapt genic activity, 
and can be regarded as one of the constitutional 
characteristics of an individual. In turn, the highest 
rates of mobility of nerve processes, brain function 
are observed in representatives with sympatotonic 
type of regulation. Stimulation of the sympathetic 
type of regulation of the nervous system allows you 
to remove muscle fatigue. It was established that the 
owners of the increased activity of the sympathetic 
nervous system have a peculiar metabolism, 
electrical conductivity of tissues, properties and 
speed of the chemical reaction of blood [10]. 

There are people with increased activity of the 
sympathetic nervous system sympathonics. 
Stimulation of the sympathetic part of the nervous 
system allows removing muscle tiredness. It was 
established that the owners of the increased activity 
of the sympathetic nervous system have a peculiar 
metabolism, electro plasticity of tissues, properties 
and velocity of the chemical reaction of blood. 

Sympathotonics can work long time without 
feeling tired. Therefore, entrepreneurial activity 
satisfies completely sympathonics with the presence 
of a large amount of hard work and the abundance of 
"risk situations" that stimulates the usual release of 
catecholamine (in particular, noradrenalin) in the 
blood, causing a state of joyful excitement and 
lifting forces. People become bold at the same time, 
able to overcome any obstacle to achieve the goal. 

It is known that unbridled joy and inadequate 
desire to "turn the mountain in its path" does not 
always  lead  to  a  favorable  result.  You  need  to  
experience a sense of reliability, self-confidence. 
Such feelings allow taking responsibility, 
independently to make optimal decisions in any 
dangerous situations that are rich in entrepreneurial 
activity. The sense of reliability is determined by 
neuropeptide metabolism, in particular the 
maintenance of endorphin and other hormones, in 
the action similar to morphine, in human blood. It is 
people who are experiencing a sense of reliability 
that can cope with any dangerous situation. 

It has been experimentally established that 
endorphins - endogenous opiates - are internal 
substances produced by the body, and compete with 
morphine by action. They allow experiencing an 
elevated joyful, cheerful mood that does not 
correspond to objective circumstances - a euphoria 
that relieves anxiety. Also they are the stimuli of 
certain human activity such as orienting reflex and 
research behavior. 

As it is known, positive emotions have an 
instantaneous manifestation, they "eat" negative 
emotions of stress, which, in contrast to the positive, 
have long-term consequences and protracted 
manifestation and have the property of pondering. 

Endorphins have a noticeable effect on 
motivation and behavior. For example, they suppress 
reflexes to avoid danger, activate memory and 
mental activity. Endorphins possess the properties of 
neuroleptics (acting by inhibiting the central nervous 
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system, not disturbing the consciousness, removing 
the feeling of anxiety) and highly effective 
psychostimulants (increase resistance to stress). 

Conclusion Thus, summing up the main 
characteristics of entrepreneurship as a 
neuropsychological phenomena characterized by 
risk, innovation and benefit-seeking, it is possible to 
highlight the neuroeconomic aspects of 
entrepreneurship development, taking into account 
the features of sympathetic and parasympathetic 
regulation: 

1) the need for self-realization and freedom 
(the need for self-realization in accordance with the 
A. Maslow’s pyramid is the highest need of the 
personality.  It  occurs  in  a  different  form  for  each  
person,  as  well  as  the  need  for  freedom.  First  
frustration causes a person to seek ways to meet 
these needs, that is, he\she chooses entrepreneurial 
activity) 

2) neuropsychological mechanism of 
metabolism based on the needs of acceptance and 
communication/  

3) predisposition to long intensive activity and 
risk (person's propensity to risk is related to the 
activity of his\her endocrine system) 

4) abilities of creativeness(creative thinking is 
brought up throughout the life of a person, the 
ability to creatively, non-standard problem solving is 
a prerequisite for the development of the higher 
nervous system of the individual) 

Thus, in the aspect of neuroeconomics it can be 
assumed that entrepreneurship is a special condition 
expressed by the integral complex of emotional 
states caused by a specific balance of neurohumoral 
regulatory mechanisms, the desire for dominance 
and increased resistance of the organism to any 
stress. 

Neurohumoral regulatory mechanisms could be 
managed by some chemical compounds and 
substances aimed to maintain the certain emotional 
state of a person.  

The most productive emotional states for the 
entrepreneurship activity depend on endorphins such 
as dopamine, noradrenalin and oxytocin. 
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ENTREPRENEURSHIP AS THE KEY INSTRUMENT TO OVERCOME THE GLOBAL 
FINANCIAL CRISIS AND ITS IMPACT ON THE ECONOMY OF UKRAINE 

 
Entrepreneurship and innovation have always been essential in the economic life of society. They are the driving 

force that moves it forward into the future.  
One of the largest economic shocks of today is the Global financial and economic crisis, which began in the United 

States in 2007 and affected the economies of all countries around the world. The crisis has caused significant damage 
to the economy of Ukraine and caused significant economic and political problems in the future.  

The aim of this article is to highlight the whole complex of causes and consequences of the Global financial and 
economic crisis, the image of the process of growth and transformation of the national bubble in the US real estate 
market, to an economic catastrophe on an international scale, name and describe its devastating consequences for 
resource-based economy of Ukraine, and also search for answers on how to prevent similar crises in the future 
perspectives of the views of Schumpeter. 

The article presents the key ideas of J. A. Schumpeter on freedom of entrepreneurship and market liberalization 
and the necessity of innovation for economic prosperity. Named principles, the observance of which will improve the 
economic situation of Ukraine will make the national economy more robust and stable with respect to external and 
internal crises. 

Keywords: Entrepreneurship, innovation, Global economic and financial crisis, Joseph Alois Schumpeter, the 
economy of Ukraine, the ways out of the crisis 

 
Introduction 
The global financial crisis began in the United 

States in 2007 and affected in different ways all 
economies around the world. The crisis caused big 
damage to the Ukrainian economy and caused 
significant economic and political problems in the 
future. The emergence of the financial and economic 
crisis in Ukraine became obvious in autumn 2008, 
after the deterioration of several economic indicators 
and financial problem reports of a number of leading 
commercial banks of the country. The most affected 
were the export-oriented industrial sector, especially 
the metallurgical and mechanical engineering 
complex that were unable to recover after the crisis. 
The role of these industries in the economy fell 
rapidly. 

In such times, Schumpeter’s thought becomes 
even more crucial to understand by economists. It 
helps to see not just the struggles, but also the new 
opportunities. It does not have the easiest or fastest 
solutions, but the solutions that really work and can 
lead  the  society  to  a  better  and  prosperous  future  
based on respect and personal freedom. 

Presentation of the basic material 
The financial crisis started in the US mortgage 

crisis back in 2006.The main reason was the growth 
of problem loans to unreliable borrowers. Due to 
saturation of the market of real estate, speculative 
bubble burst and property prices collapsed. For this, 
the market value of the houses collateral for the 

loans could not cover the nominal value of the loan. 
This put many banks on the brink of bankruptcy. To 
get rid of doubtful loans banks have converted them 
into securities and, often, in collusion with the rating 
agencies put them on the stock exchange. It was the 
tipping point that turned mostly local mortgage crisis 
in global financial, because these securities, the true 
value of which was extremely doubtful, scattered in 
portfolios of investors around the world. 

The crisis became noticeable in the spring of 
2007 and started to growth to international 
dimension. The largest mortgage company in the 
U.S. - New Century Financial Corporation, hat to 
resign from the New York stock exchange, because 
of the ban imposed on trading of its shares. Over the 
next time, dozens of companies and banks losses a 
lot of their value, due to fall in their stock prices, 
high amount of not returned debt, or even become 
bankrupt,   like,  Lehman  Brothers.  That’s  why  fear  
and distrust among banks and investors grove 
around the world. The stock market collapsed and 
the interbank cooperation decreased significantly. 

Extremely dense and intertwined 
interconnectedness of financial institutions in the 
market led to the fact that the crisis, which should 
only apply to credit institutions operating on the 
market for long-term and high-risk mortgage loans, 
affected first on American financial system, and then 
worldwide. According to experts of InvestmentBank 
Goldman Sachs, financial institutions around the 
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world  for  two  years  of  the  crisis  caused  1.2  trillion  
US dollars damage. At the same time, only 
American institution lost to $ 460 billion US dollars 
[1]. These substantial losses led to the collapse of 
the stock markets of the world. During 2007, 
securities  in  the  global  stock  market  fell  by  $  5  
trillion US dollars. As a result, investors turned their 
attention from the stock market to the markets of 
gold and oil, which led to a price increase for oil and 
gold. This, in turn, provoked the intensification of 
global inflation and the slowdown of the world 
economy [1]. 

The  crisis,  which  started  in  the  USA,  spread  
rapidly throughout the world. In addition, because 
many German financiers, both from private 
institutions and State banks actively bought these 
dubious securities, the crisis quickly moved to 
Germany and, because of the importance of German 
Economy to the entire European continent. Many 

other  European  countries  did  the  same.  It  led  to  
many economic problems in the EU. Markets of EU 
are very important for Ukraine, so economic 
problems in EU led to export troubles in Ukraine. 
The decline in business activity on the stock 
exchanges of the world and the decline in world 
production affected Ukraine a lot because Ukrainian 
economy is export-oriented [3]. As we can see from 
the  graph  (Fig.  1),  at  the  time  of  the  onset  of  the  
global financial crisis, Ukraine's economy was on 
the rise. From 2000 until the third quarter of 2008, 
the economy grew on average by 7.5 % per year. 
The global financial crisis, which quickly spread 
around the world in the fall of 2008, interrupted the 
growth cycle of Ukraine and many other countries 
with developing economies. Ukraine suffered one of 
the deepest economic downturns and one of the 
largest currency devaluations in its history during 
this crisis. 

 

 
Fig. 1. Dynamics of GDP (in % to the previous year) in Ukraine 2004-2018 yy [4]) 

 
It should be noted, that in common with external 

negative factors, which contributed to the crisis, 
there were also many internal factors. The main ones 
were the growth of external debt, the growth of 
consumer credit, the outflow of speculative capital 
from Ukraine, which resulted in a sharp devaluation 
of the national currency –Hryvnia. More than 50% 
of the credits in the Ukrainian economy was issued 

in foreign currency, mainly in US dollars; this 
increased the amount of debt and the cost of its 
maintenance for borrowers [2]. 

Due to the crisis significantly reduced the 
demand for traditional products of Ukrainian 
exports, primarily products of metallurgy and 
chemical industry (Fig. 2). 
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Fig. 2. Export and import growth rates 2008-2009 
 

This situation occurred in foreign markets, was 
unexpected for Ukrainian exporters. As a result, at 
the end of 2009, the Ukrainian enterprises of mining 
and metallurgical complex reduced the production of 
iron, steel and decreased by 34-39 %. It was a very 
strong blow for the whole sector of the economy. It 
would not completely recover. Ukraine lost a 
significant portion of the heavy industry, it failed to 
revive  after  the  crisis  and  its  remnants  continued  
stagnation in 2014. 

Also in 2008, significant challenges faced the 
banking system. Despite a significant decline in 
2009, production rates, rising unemployment and an 
increase in bad and doubtful debts on loans to both 
individuals and legal entities, the situation on the 
financial market was extremely complicated. There 
was an outflow of deposits and the growth of 
problem loans and large payments on foreign loans 
of banks. Due to the global financial crisis, banks 
have lost the possibility to attract syndicated loans, 
and the ability to refinance old debts remained 
limited. As a result, banks significantly reduced 
lending to both legal entities and individuals, which 
before the crisis was one of the most important 
sources for investment and consumption. 
Accordingly, it decreased the demand for cars, 
housing and a number of consumer products.  

At the end of 2008 and in 2009, the inflow of 
funds in the financial account declined, while 
payments increased, which resulted in the deficit of 
the financial account and capital account. Due to the 
decrease in the supply of foreign currency in the 
interbank market amid heightened demand for 

foreign currency from both corporate sector and 
households. In the face of uncertainty, the Hryvni a 
lost almost half its value. To support the national 
currency, the National Bank–NBU forced to spend 
the mean of its reserves and used the IMF assistance.  

A significant decline in the economy prompted 
many employers to cut costs, particularly labour 
costs. This resulted in increased unemployment, 
which reached 9.5% of the economically active 
population aged 16-70 years in 2009. However, at 
the end of 2008 and in January 2009 in the number 
of sectors was reduced the level of compensation. 
Therefore, incomes from wages decreased in real 
terms. The economic slowdown led to a drop in 
State budget revenues compared to 2008, which also 
reflected in the reduction of income from social 
transfers in real terms. Accordingly, in 2009, 
household consumption declined by 11.6%. This 
affected the decline in industrial production in 2008-
2009: the real output of all industries decreased by 
34.1% over the previous year. 

After the crisis in Ukraine in 2010, total external 
debt amounted to 116.2 billion US dollars and it was 
88.2% of GDP [4]. Under these conditions, a 
prudent monetary policy is quite difficult. Minor, but 
unexpected changes in such factors as the increase in 
foreign interest rates, the economic crisis in trading 
partners, changes in conditions in international 
financial markets could easily devalue the national 
currency that automatically would be pouring public 
dollar debt. Therefore, during the crisis, the National 
Bank has chosen the tactics of administrative 
containment rate. It cost Ukraine all its gold 
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reserves, and when they ended in the year 2014, it 
spawned a new crisis. 

Factors of weakness of the Ukrainian 
economy 

The rapid decline of the Ukrainian economy 
showed its unwillingness to confront the challenges 
of the crisis at least due to several reasons. First, the 
crisis again showed low diversification of exports, 
with a high level of dependence of the economy on 
external demand. In 2008, more than 40% of exports 
were metals and their products, mainly iron and 
steel. Moreover, about 80% of domestic production 
metallurgy was for export. The level of 
modernization in the sector remained low equipment 
factories often were from the Soviet era, which 
resulted in relatively high production costs. Another 
problem was the low quality of products of 
Ukrainian metallurgy, which on world markets were 
not traded under long-term contracts, which meant 
more risks for exporters. Although many 
metallurgical companies started investment projects 
aimed at improving energy efficiency and reducing 
the costs of production, and improved quality, but 
not  all  projects  were  completed  before  the  start  of  
the crisis. The fall in world metal prices and an 
increase in gas prices were the adverse 
circumstances that forced businesses to cut 
production. A similar situation was also in the 
chemical industry. In general, the lack of strategic 
thinking by the Ukrainian entrepreneurs who 
counted on the furtherfavourable external 
environment reflected in the unavailability of the 
major industries before the crisis. 

During the pre-crisis years, final consumption of 
the households was the driving force behind real 
GDP growth.  In  the  first  quarter  of  2008,  real  final  
consumption of households grew by 22.5%, while 
real GDP grew by 6.3%, which was an indicator for 
overheating of the economy. A significant part of 
consumption, especially the demand for industrial 
goods was met by imports, which also grew much 
faster than exports. Consumption growth was not 
only due to a rapid increase in revenues, which was 
stimulated by the increase in the minimum wage and 
pensions but also by the large volume of granted 
bank loans. The main source for these loans were 
foreign loans taken by Ukrainian banks. In a crisis, 
situation banks were faced with the problem of 
payment of foreign loans, since a deterioration of the 
domestic economic situation affected the quality of 
loans, while the possibility of external refinancing 
virtually disappeared.  

However, the populism of Ukrainian authorities 
led to an im balance in the structure of household 
income and budget. Thus, in particular, almost the 
same share in the structure of household income 
occupied by the wage and social transfers, which 

clearly reduces the incentives to search for work. In 
addition, a rapid growth in social expenditures of the 
budget took place, which deprived the government 
of the opportunity to manoeuvres during the crisis. It 
also dislocated funds form much-needed 
infrastructure investment projects. The government 
was forced to take IMF loans on the financing of the 
budget deficit: 6.0% of GDP in 2009. 

In 2009, the building housing companies, faced 
with a shortage of money even to continue ongoing 
projects. Many years later, across the country, it was 
common to observe entire landscapes of unfinished 
houses. The crisis affected Ukraine much stronger 
than other countries, due to the lack of large-scale 
structural reforms. In particular, the pension system 
reform was started but not completed. It was not 
conducted a tax reform, the reform of 
intergovernmental fiscal relations as well as 
administrative-territorial reform. The government 
also failed to introduce a reform of social assistance 
that would promote the real protection of the poor 
people during the crisis. The law on public 
procurement, which introduced transparent 
procurement procedures was not adopted during the 
crisis, it contributed to corruption, of which the level 
was high. The licensing system was not simplified, it 
hindered the development of the small and medium 
size businesses, which count for the vast majority of 
enterprises and to secure and stabilize the economy. 
As a result, during the economic crisis, the 
government faced significant challenges regarding 
the implementation of economic policy measures 
aimed at supporting the economy and social 
protection, in conditions of insufficiently reformed 
economy and a very limited budget. 

Private business innovations as the security 
against economic breakdown  

In theory, the economy is always about input 
and output. By the same efficiency, you can never 
make greater output without increasing the input. A 
very best way to increase input is to enhance 
innovations. To innovate is a part of human nature, 
all the mankind history is shaped by big challenges, 
like the agrar or the industrial revolution, 
exploration of new lands invention of train or 
internet. We are living in a complex and dynamic 
world in which innovation and entrepreneurship are 
occupying a decisive role for economic 
development. According to Joseph Alois 
Schumpeter, innovations is the only function, carry 
in gout the new combinations, which is fundamental 
in history.  Schumpeter's words that 
entrepreneurship is innovation have never seemed as 
appropriate as the nowadays when modern 
capitalism experienced a serious crisis and lost his 
strength during last subprime and euro-debt crises. 
Until today, the world economy is still in stagnation. 
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Joseph Alois Schumpeter is regarded as one of 
the greatest economists of the first half of the 
twentieth century. At that time, he took part in the 
most important economic debates. The concepts of 
innovation and entrepreneurship are probably 
Schumpeter’s most distinctive contributions to 
economics [5]. One of the most common themes in 
Schumpeter’s writings was the role of innovation - 
“new combinations” and entrepreneurship in 
economic growth.  

In Schumpeter’s theory, the possibility and 
activity of the entrepreneurs, drawing upon the 
discoveries of scientists and inventors, create 
completely new opportunities for investment, 
growth, and employment. It is not the power of ideas 
but the power that gets things done. Schumpeter says 
that “creative destruction” is “the essence of 
capitalism” [6]. A stationary economy, reactive, 
repetitive and routine,  is  a  circular  flow that  admits  
of no surprises or shocks, “an unchanging economic 
process which flows on at constant rates in time and 
merely reproduces itself” [7].  

The increasing complication of modern 
economies causes the necessity of a higher rate of 
economic interaction. Today’s knowledge-based 
economies are dependent by a dynamic 
technological progress. The generation of innovation 
no longer depends on individual personalities but 
involves the cooperation of many different actors. 
This requires cognitive capabilities that increase the 
diffusion and thus the understanding of innovation 
leading to entrepreneurship.  

Modern economy struggles should be seen not 
just as problems, but also as opportunities to create a 
new better, more sustainable financial tomorrow for 
the countries and for the world as the whole. 

Conclusions 
Because of national characteristics of Ukraine's 

economy such as lack of export diversification, 
concentration in resource exports, the obsolescence 
of the production equipment, lack of capital, 
constant budget deficits, heavy dependence on 

energy imports, weak currency, and the distrust in 
her, imperfect legislation and the continuous 
political conflict inside the country, Ukraine was 
vulnerable to the global financial crisis. It caused 
very significant economic and political damage and 
changed the economic landscape of the country. 
Ukraine needed several years to recover the most 
parts of the economy, but some industries still are 
stagnating. The Ukrainian GDP until today, 2018, 
never reachedpre-crisis level. 

One of the hidden problems behind the world 
financial crisis was a lack of private innovations. 
That  is  why  demand  for  capital  was  low,  but  the  
supply, due to FED and other Central banks 
monetary policies was wary high. This forced banks 
to give loans in the subprime sector. Market 
fluctuations and highly speculative bonds 
destabilizing the market always and may become the 
next starting point for the next crises like that, when 
every local speculative bubble can become the next 
crisis trigger.  

To the benefit of economic stability and constant 
growth, it would be always important, that the main 
part  of  economic  activity  in  society  stay  in  the  real  
sector. Only private entrepreneurship can create 
enough innovations to secure the further 
development of the economy. Private business 
creates jobs, pays taxes and brings wealth to society. 
It is very efficient because only efficient private 
enterprises can sustain on the market, otherwise, like 
by the action of Smith`s invisible hand the will 
disappear. 

If  a  country  like  Ukraine  wants  to  be  as  uccess  
ful, prosperous and democratic country it should 
create the best conditions for private enterprises, 
encourage investment, avoid unnecessary 
bureaucracy and liberalize the market enough to let 
him function properly. It would be the best security 
against economic breakdown and even when global 
crises appear, the economy will have enough power 
from inside for fast recovery. 
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THE ROLE AND THE ATTITUDE OF FEMALE ENTREPRENEURSHIP  

IN THE UKRAINIAN SOCIETY 
 

Ukraine is going through a tough transitioning process since the collapse of Soviet Union and the role of females in 
the national economy dramatically changed and still is going through a process of transformation. In the article the 
position of Ukrainian woman as an entrepreneur is highlighted, motives and barriers for females in businesses are 
discussed and conclusions on the current situation are made.  

In the article theoretical basis on entrepreneurship and gender is proceeded. Critical analysis of the facts brought 
to finding a high level of segregation in the labor market, to the allocation of particular motivational factors that 
distinguish women’s will to start an enterprise and to the conclusion that growing percentage of equal female 
entrepreneurship can contribute national economic growth. 

Key words: entrepreneurship, motivational factors, gender, transitioning countries, equality. 
 

Introduction  
There  is  a  number  of  reasons  why  female  

entrepreneurship is important in transitioning 
countries. As Friederick Welter [11] points, they 
tend to employ other women more frequently, which 
helps reduce the effect of discrimination against 
women in the labor market. By reducing female 
unemployment, women-owned SMEs can assist in 
fighting the trafficking of women, which is of great 
concern in many transition countries. Also, female 
business owners can serve as role models for 
younger generations demonstrating new 
opportunities for employment. In addition, by 
encouraging potential female entrepreneurs to start 
businesses, a more successful, if not more rapid, 
transition process could result through increased 
innovative capacities and private sector 
development. 

This  paper  aims  to  reveal  the  role  of  female  
entrepreneurship in Ukraine on the path leading to 
European Union as well as to analyse its current 
situation, strengths and weaknesses and to highlight 
main tendencies in this area. 

Entrepreneurship, entrepreneur and gender: 
Theoretical approach 

Before discussing the coherence between gender 
and entrepreneurship, whether in Ukraine or any 
other country, it is important to achieve a common 
conclusion and to bring general  understanding of  
what is entrepreneurship and who is indeed an 
entrepreneur.  

 P.F. Drucker [2], in his works  accentuated that 
not every new small business is entrepreneurial or 
represents entrepreneurship. To become such, a 
business has to bring values to the customers, 
change  or  transmute  them,  it  has  to  create   ‘market  
niches’ and by no means be limited  entirely by 
economic institutions. In the most general meaning 

“entrepreneurship is the process of carrying out new 
combinations and putting a new product or service 
in use on the market” [7, p. 1-3 ]. 

According to Schumpeter, entrepreneurs drive 
economic development through periods of 
discontinuity to higher levels of prosperity and 
welfare. The process of entrepreneurship is 
undertaken by, and run by the entrepreneurs [7]. The 
entrepreneur is a private individual, it is never a 
group of people or any kind of instrumental 
organization for ex. a limited company or a 
corporation, an organization or a government. The 
entrepreneur is not a wage earner or employee, and 
his tasks in the process of entrepreneurship cannot 
be compared with those of the wage earner.  

Earlier, gender equality was mainly defined as 
equality between women and men. Today, we also 
talk about gender equality between people, origin, 
disability or sexual orientation. 

Little research has focused on female 
entrepreneurship and gender equality in transitioning 
countries[1]. Without a doubt, the transition process 
of economic restructuring in the countries that were 
a part of the Soviet empire has resulted in profound 
and dramatic changes to their economic, political, 
and social landscapes. Fifteen countries emerged 
from under the Soviet cloak at more or less the same 
time, though their transition trajectories have 
followed vastly divergent paths [1]. The ability of 
small and medium-sized enterprises (SMEs) to 
foster innovation, experimentation, and adaptation in 
the business environment is especially crucial for 
countries undergoing radical transformation. 

Schumpeter, in his famous Theory of economic 
development [7] among others discusses the 
question of motivational factors that move 
entrepreneurial  behavior.   “First  of  all,  there  is  the  
dream and the will to found a private kingdom, 
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usually, though not necessarily, also a dynasty (---). 
Then there is the will to conquer (---). Finally, there 
is the joy of creating, of getting things done, or 
simply of exercising one’s energy and ingenuity” [7, 
p.91-94]. 

 Institutions are defined as any form of 
constraint that human beings devise to shape human 
interaction. North makes a clear distinction between 
formal and informal institutions (4). Put simply, he 
views formal institutions as the visible ‘‘rules of the 
game,’’ such as constitutional law, which can be 
altered quickly to adapt to changing economic 
circumstances. In contrast, he categorizes informal 
institutions as the invisible ‘‘rules of the game’’ 
made up of norms, values, acceptable behaviors, and 
codes of conduct.  

Friederike Welter et al. [11] have applied 
institutional theory to the development of female 
entrepreneurship in the transition context. As Welter 
and Smallbone [11] note, while formal institutions 
can create opportunities for entrepreneurship, 
informal institutions can strongly influence 
perceptions of entrepreneurial opportunities. With 
regard to women entrepreneurs, formal institutions 
not only influence the extent to which female 
entrepreneurship (and entrepreneurship more 
generally) is able to develop, but formal institutions 
also affect the types of enterprises in which women 
can engage. Cultural norms and values help shape an 
individual’s way into entrepreneurship and more 
specifically women’s intentions to set up a business. 
At this moment,  it is very important to mention that 
unwritten rules may fill legal gaps that become 
apparent only as laws and regulations are applied to 
daily life. The provision of childcare represents one 
example.  

Thus, institutional theory that incorporates both 
formal and informal institutions provides a suitable 
frame of reference for analyzing the development of 
women’s entrepreneurship in Ukraine. 

Furthermore, there is a signaling theory, that 
focuses on credible communication of information 
to convey positive organisational attributes in 
situations with asymmetric information [8]. 
Although several studies have adopted signaling 
theory to explain different aspects of venture 
financing processes, the gender nature of signaling 
has received scant attention. Acknowledging the 
embeddedness of gender in entrepreneur-investor 
relationship there are several ways in which gender 
plays a role in this context. In this view gender is 
seen a social dynamic rather than a role and the 
study of the influence of gender figures in social 
interactions between entrepreneurs and investors. 
According to the theory, gender is embedded in all 
of the key elements of signaling - signaler, signal, 
receiver and feedback.  

Signalers may be male or female entrepreneurs 
or teams, consisting of both males and females. 
Women acquire less business-related human capital 
and have been found to have less entrepreneurial 
experience and less experience on business 
financing. Occupational segregation by industry and 
managerial level results in many women having less 
of the types of experiences that are highly valued by 
investors, such as management experience or 
technology industries. Moreover, variations in social 
capital can have a negative impact on women 
entrepreneurship. Because of the tendency toward 
homophily implying that people with demographic 
similarities associate with one another, such 
variations may cause female entrepreneurship to be 
less likely to include investors and venture 
capitalists in their networks and to less frequently 
engage in investor network activities. Consequently, 
women face stronger needs to signal their own and 
their venture’s legitimacy to compensate for 
structural barriers and stereotypical ascriptions.  

General discussion and analysis of female 
entrepreneurship  

In Ukraine the question of female 
entrepreneurship could eventually have been studied 
more. There are few obstacles beyond that, among 
them most important are inaccuracy of statistical  
databases and lack of appropriate information for 
making conclusion on this topic. For example, while 
analysing taxpayers data we find the general 
quantity of registered individual entrepreneurs and 
legal entities, main fields of entrepreneurs’ 
occupation, gender of owners etc. However, there is 
no information on the scales of activities, no data on 
non-profit occupations, no clear records if  the 
registered individual entrepreneur really owns a 
business or is just an employee, recorded as 
individual entrepreneur and no information on the 
difference between incomes of women and men in 
the same field. Insufficiency of such knowledge and 
numbers  may reflect social attitude in terms of this 
topic as well as imperfect maintenance of statistics 
from the government. 

According to the report “Women and men on 
management positions in Ukraine” [10] general 
correlation between men and women entrepreneurs 
is 60 to 40%. Individual entrepreneurship is closer to 
gender balance (46% of female entrepreneurs), in 
the same time  among leaders in legal entities there 
are only 30% of women. Comparatively to men, 
involved women  in Ukraine tend to be employees 
more frequently(87%). There is a clear segregation 
in woman entrepreneurship, which is the 
consequence of so called “glass ceiling” effect 
(women perform better in lower and middle levels, 
but less likely to be on the highest managerial level). 
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Prevalence  of  small  enterprises  in  female  
entrepreneurship might be substantiated by next 
reasons: female entrepreneurship is mainly 
concentrated in those areas, features of production 
and technology of which does not require a large 
number of workers, also a  restriction to expand the 
enterprise is the desire to find a balance between 
work and the family, that is, women by virtue of 
"double employment” seek to find time for work and 
for family. 

Data from sociological studies indicate that 
gender-based professional segregation is also present 
in entrepreneurial activity, that is, persistent 
employment tendency of men and women for clearly 
defined professions and industries. In Ukraine the 
field of services and trade as well as food service are 
the most popular among women entrepreneurs. On 
the other side, manufacture and construction are in 
the end of the list. 

The values and ratings of the Gender Inequality 
Index (GII), which reflects gender inequality in three 
dimensions – reproductive health, empowerment and 
economic activity, were represented in The United 
Nations Human Development Report 2014 . In 2014 
GII of Ukraine was 0.286, which means that it is on 
the 57th place among 155 countries. “This means 
that about 28.6% of the human potential is not used 
because of the presence of gender inequality in 
Ukraine” [9].  

Presented above, main motivational factors by J. 
A.  Schumpeter  (the  dream  and  the  will  to  found  a  
private kingdom, the will to conquer and the joy of 
creation) are a great base to discuss motives that 
drive modern Ukrainian women to entrepreneurship. 
Even though Schumpeter did not refer to a male or 
female gender in his works, we can penetrate his 
ideas on female entrepreneurship context, as he 
described general personal motives, which are 
common for women and men  in one way or another. 

 We believe that the next motives also may have 
an impact on the decisions to become an 
entrepreneur: 

I. personal economic freedom for women - on 
the one hand is alternative to unemployment, on the 
other  hand,  is  a  way  to  get  rid  of  phycology  of  the  
kept woman. When starting an enterprise, very often 
the motive is to be capable to provide for herself and 
not to be supposed to ask or to wait for someone to 
give them facilities. Also, a huge push factor is 
represented by their children, as the instinct of 
maternity is tremendously developed in Ukrainian 
women. Their personal economic freedom 
frequently include the possibility to provide their 
kids with all of the best. 

II. job dissatisfaction - there are few facts that 
impact job dissatisfaction for females, of whom 
salary and field of activities have much` influence. 

There is a huge gap between the rich layers and the 
poor layers in Ukraine, and the middle class is not 
very stable. The general level of satisfaction with the 
salary among the population is unsatisfactory, and 
according to the State Statistics Service for 2016, 
women receive 36.5% less salary than men with 
equal positions and skills. Job dissatisfaction can be 
related with the need to combine full-time job with 
the additional “second shift”, which is housework. 
And finally, as we discussed previously, gender 
segregation on the market give preferences to 
women in some specific fields and vice versus, put 
barriers in others.  
III. political and social power - household duties 

are still traditionally women’s responsibility. 
Therefore, in most cases women choose jobs and 
positions that are flexible, have less workload and do 
not require high-intensive labor. Such participation 
of women in the labor market leads to the formation 
of "female" jobs that prevent the professional growth 
of women and significantly reduces their quality of 
work life. The will to have an impact and their own 
ambitions push women to move further than this and 
to have their seat by the table. The way of having all 
of the listed benefits is being an entrepreneur at the 
same level with their male counterparts. 
IV. prestige - is a strong motivational factor, it’s 

importance is underlined even in the Maslow’s 
hierarchy of needs (section of esteem needs). 
Anyhow, the meaning of prestige nowadays differs 
from the one people had 50 or 100 years ago. For 
men more or less, it was always the same - to protect 
their families, their “kingdoms”, to bring the means 
to  their  homes  and  to  be  the  leaders  in  the  society.  
For women instead the meaning of prestige is 
dramatically changing starting from the end of XX - 
th century. Of course, being a mother and having a 
family is of the highest respect in the society, but it 
is not enough for a modern women. Having high 
incomes, making an impact in the society and being 
a business lady is evaluated as very prestigious.  

Discussing gender equality in the field of 
entrepreneurship in Ukraine and the barriers women 
encounter in their activities we will refer to 
institutional theory, which claims that informal 
institutions (norms, values, acceptable behaviors, 
and codes of conduct) impact women initiatives as 
well as formal do (legislation, rules, etc.). Ukraine is 
considered a country with reserved traditions, it is 
obvious because of its culture, societal customs, 
preserved religious celebrations, costumes, crafts, 
family attitudes. Putting these facts together, adding 
a mentality perception of women in the society can 
bring us to the conclusion that the informal 
institutions make a big impact in women 
entrepreneurship in Ukraine and may serve as 
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barriers in running their businesses, especially with 
big turnovers.  

When running bigger enterprises, women 
encounter barriers explained in signaling theory. 
Their perception by investors may differ not 
obligatory depending of the gender, but because of 
the background and, what is more important - 
because of social capital. Differences in social 
capital create a big negative impact on female 
entrepreneurship. By social capital we mean some 
particular benefits, which come from the trust, 
mutuality, information, and cooperation associated 
with social networks. 

Gender equality goes back to feminism, which 
was  a  part  of  socialist  system.  Women  have  
demanded equality and they got it, but they did not 
know how to manage it. There are three ways to 
handle gender equality: to copy men’s behavior - it 
was the path, women took in the late 1970-th and 
turned to be wrong, to find a specific niche for 
women in business or to leave gender prejudice 
behind and to move toward critical thinking and 
innovations. 

Gender equality can have a positive impact on 
countries’ economy. It is important to understand 
that being equal does not mean being the same, so 
equality in entrepreneurship would diversify 
approaches of leading businesses and result 
increasing competitiveness.  

However, increasing the level of  female 
entrepreneurship makes an impact on human capital 
and results country’s human development index. By 
discriminating women in businesses we lose a vast 
resource of innovations, democratization and 
positive changes in the society.  

Conclusion 
In  this  article  we  perceive  women  as  an  

underappreciated resource of economic growth. The 
main economic effect of gender discrimination in the 
labor  market  is  the  loss  of  human  resources.  About  
28.6% of the human potential is not used because of 
the presence of gender inequality in Ukraine. 

Barriers for women to establish and to 
successfully run an enterprise are explained with the 
help of institutional and signaling theories. 
According to the first one, informal and formal 
institutions restrict the opportunities and the 
initiatives of female entrepreneurship. In Ukrainian 
realities, legislation, that mainly represent formal 
institutions, is indifferent to the gender, while 
informal institutions make a bigger impact on 
women. Signaling theory indicates that social 
capital, gained through previous experience and 
background, influences the perception of investors 
and affect their decisions in venture financing. 
Apparently, men achieve better success in financing 
big turnaround businesses when women are mostly 
successful in small and medium sized enterprises.   

The question of motivational factors for women 
in businesses is extensively reviewed in the article. 
The arguments presented by us are assumptions of 
the objective situation in the society, but they need a 
more detailed study. Three motivational factors by 
Joseph  Schumpeter  serve  the  framework  for  the  
discussion, but we added personal economic 
freedom for women, job dissatisfaction, political and 
social  power and prestige as  push factors  of  female 
entrepreneurship specifically in Ukraine.  
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INNOVATION AS CHANGE MECHANISM OF DEVELOPMENT OF DEMOCRACY 
 

There are a few concepts of social innovation. Most often, this type of innovation means changes in society 
associated with new ideas in the structure of education, health, environmental protection, development of local 
communities, the promotion of entrepreneurship, etc. In other words, social innovation involves the creation of a new 
product or service that brings this or that benefit to people. 

 Social innovation also has one more important feature. It creates the new connections between people and new 
forms of interaction between them. In this case, innovation plays the role not of a new public product offering as people 
give new tools to act, create such a product on their own. But the topic of the interdependence between innovations 
mechanism and democratic development of the society is still not fully studied.  

In this article, we will analyse the previous works of the researchers in this field of science and make our own 
conclusion. 

Keywords: Innovation; Democracy; Entrepreneurship; Political System; Social Entrepreneur 
 
Introduction 
Social entrepreneurship inthe twenty-first century 

must grasp some features of history and political 
economy. The role that government can play in 
cultivating private entrepreneurial activity, social or 
else. This vision for change making moves away 
from the state-markets impasse and instead 
envisions public policy that can shape markets to 
common purpose. Pierre Omidyar describes this 
vision as a corollary of economic democracy. It is 
predictable with his historic conception of 
capitalism, in which markets are driven by the 
choices and preferences of the individuals. So, the 
individual entrepreneur is the essential proponent of 
industrial change. 

Plenty of theorists and historians have shown, 
that the spirit of individual entrepreneurship 
undergirds the experience and culture. For example, 
the American nation's founders, Alexander Hamilton 
and Benjamin Franklin, believed that "discovery and 
innovation must be removed from aristocracy and 
democratized to create a new kind of economy"[3, p. 
220]. 

Social innovators should not be tied to any 
commercial interest, nor advancing any political 
agenda. Jan-Urban Sandal define successful 
entrepreneurs as "private individuals whose role can 
never be substituted by any group of members, be it 
political parties, governments, boards of directors, 
committees or power based authorities like the 
political boss" [5, p. 23]. There were different states 
throughout history of different trying to overrule the 
wisdom of science and that they have failed. As well 
as the horrors imposed on civil populations 
nationally or globally. Sure, it was a result of the 
failed Marxist-based socialist political ideology, that 

was concerned on the distribution of wealth. Only 
individuals can be called creators of the economic 
progress. 

Influence  of  Innovations  on  Democratic  
Development 

Social entrepreneurship is not a partisan issue. 
But changemakingis inevitably a political act, that 
influences on how the individuals in society conduct 
themselves and interact."Winston Churchill once 
said that democracy may be “the worst form of 
government, except all the other ones" [4, p.574].  
However, it is the most conducive to change 
making. People in a liberal democratic society, at 
least in theory, can more readily influence their key 
decision-makers, as well as express their voice and 
stake in local decision-making, and manifest their 
pleasure (or displeasure) with their representative 
government. The basic act of voting in a democracy, 
then,  is  clearly  a  simple  but  crucial  tool  for  
changemaking. Yet in far too many democracies, 
voting can range between a metaphorical “check-in-
the-box” that absolves citizens from engaging 
meaningfully in the issues and the candidates to an 
outright charade and mockery of representative 
government. 

During the case of Shelby County versus Holder, 
the U.S. Supreme Courtstruck down the central 
pillar of the 1965 Voting Rights Act. This Act was 
preserving the American constitutional right of a fair 
and free vote for all citizens, no matter what race 
they are.  

In the history of changemaking in the U.S. the 
Voting Rights Act is a milestone, When President 
Lyndon Baines Johnson signed the Voting Rights 
Act into law, it was the moment of victory in an 
almost century-long struggle for enforcing the 15th 
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Amendment to the Constitution. The Amendment 
outlawed disenfranchising African Americans – and 
later other racial minorities.  

Moreover, in the United States, social 
entrepreneurs are constantly looking for the ways 
how to bolster their democratic participation. There 
is a great example: Ashoka Fellow Seth 
Flaxman introduced his innovation, which is making 
voting easy and responsive to citizens. His 
innovation is called TurboVote. TurboVote is a 
technology platform that can register all voters by 
mail and even cast their ballots in places where it is 
permitted. This innovative technology uses SMS and 
email to remind its users to vote in every upcoming 
election.  This  can  be  a  school  board  elections,  as  
well as senator's elections. You can think that local 
elections are not so important, but actually local 
elections often yield more important and 
consequential impact to the day-to-day lives of most 
citizens. 

The inventor, Flaxman, thinks that TurboVote 
can influence election policy up to the federal level, 
by integrating the platform with local election 
boards and facilitating the actual balloting. The 
program is very easy to use for everyone, just like 
YouTube, and can help ensure that even the most 
vulnerable segments of the electorate can still be 
registered, informed, and given a means to vote. 

Another Ashoka Fellow, Jorge Soto, is improving 
the mechanism of elections in Mexico, which is a 
true multiparty democracy for only 13 years. His 
innovation is called CitiVox. It gives a channel for 
citizens to respond to their political institutions. Soto 
began working on the project in 2009, and, to start 
with, he just wanted to track Mexican elections. But 
later he created a social business that shares real-
time communications about civic issues through text 
messages, email and social networking. The 
programme collects all this data, after that it funnels 
the information to key decision-makers and informs 
the citizen of the case and the expected response. 
This type of two-way communication is public and 
measurable. Citivox was that key point that has 
helped watchdog groups in Benin and Yemen to 
monitor election results and be sure that all vote 
tallies transparent. This platform is also almost 
integrated in every state in Brazil. Citivox is a very 
powerful tool that can deal with the states where the 
government is unable or unwilling to guarantee 
elections that are accountable to the public. It is a 
good protection of a citizen's vote. 

Entrepreneurs like Flaxman and Soto, and their 
innovations, help the electorates to communicate 
with their government, or even make them do this. 
They’re helping to embody the democratic ideal into 
reality [1]. 

Individuals should have equal opportunities of 
influencing the collective decisions affecting them. 
This  approach  to  society  is  described  as  the  
fundamental democratic norm [10].Only a single 
individual can change something and he/she is the 
essential part of the process of change. That person 
is designated the social entrepreneur. And in role of 
a social entrepreneur each one can take direct part in 
the collective decision-making. What is more, he/she 
can act without being a part of the electoral system. 
A successful social entrepreneur can implement new 
products and services, but he/she can also contribute 
to bring the old system to an end and open up for a 
more safe society. The entrepreneur can do this 
through the development process that leads the 
society in a democratic direction. People can elect 
the benefits that are provided by the social 
entrepreneurship, because they have a right to give 
their view on the marker, literally, to buy or to reject 
something. It is also made not by the electoral 
system. And this democratic approval is actual and 
takes place every day. In conditions of increasing 
number of social the pace of improvement and 
development will increase. As a result, the more 
people will be elevated out of poverty, misery, 
malnutrition, darkness and hopelessness, etc. Of 
course, the movement of society to democracy will 
speed up. Innovation, which is created by 
individuals, represents that significant force to the 
political system and has the power of 
transformation. This is the meaning of the 
fundamental democratic norm. The freedom and 
independence of an individual plays the role of a 
guarantee for the democratic development, because 
politicians and public authorities cannot provide the 
same transformation, as do social entrepreneurs. 

In addition, I should mention about a 
comprehensive theory about how to accumulate 
power, put into system rather than about a theory 
about powerlessness. There is a need for something 
new that would revolutionize community 
development practice to exploit innovative rents in 
cooperative settings. These “rents” (or revenue 
streams) are based on new products with advanced 
technological or scientific inputs and organizational 
innovations. Co-ops and democratic economic 
networks hope to benefit from these inputs, but this 
needs a new relationship among grassroots social 
movements (e.g., the student movement), 
cooperatives (or other democratic economic 
networks), and the universities. These relations 
should be much closer. And universities are the key 
places of growing in emerging sectors. 

It is necessary to mention about the non-profit 
sector's  role  in  democracy.  For  example,  Mark  E.  
Warren [10] maintains that democracy, in the way it 
has developed among the advanced industrial 
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nations, represents not only a type of selection 
process emerging within the constitutional 
framework but also a mixed ecology of institutions, 
organisations, private citizen initiatives and cultures 
which, if these are able to complement each other in 
practical ways, help to reinforce the fundamental 
democratic norm that individuals should be afforded 
equality of opportunity to influence the collective 
decisions affecting them [3]. 

There are lots of different roles that could be 
played by the non-profit organisations in a 
democracy.  Mark  E.  Warren  states  that  there  are  
three broad classifications of them [10].  

The first class includes characteristics of the 
individuals in society. In principle, non-profits might 
serve to develop the democratic capacities of 
citizens. These organisations can realize their 
function by providing information and educating 
citizens,  as  well  as  by  developing  their  sense  of  
political efficacy, cultivating capacities for 
deliberation and problem-solving, and developing 
creating municipal ideals, for example, resilience, 
correspondence, and trust.  

The second class of attributes is concerning a 
society's ability to make public judgments in ways 
that are both deliberative and comprehensive. They 
also may serve these public sphere functions by 
giving all data to the public, providing groups in 
society with a public voice, and, more generally, 
providing representations of different and common 
sides in ways that guarantee public deliberation. 

And,  finally,  the  third  class.  It  means  that  non-
profits might serve institutional functions, by 
providing the voice within the institutions of 
government, means of resistance in case when 
formal representation breaks down. It also provides 
some alternative scenes of governance. 

Simply listing these functions let us understand 
that there are no kind of non-profit which could 
serve every possible democratic role. There will be 
no one-size-fits-all policy that will enhance all the 
democratic functions. Different organisations can 
provide different capacities, depending on their field 
of society. 

Warren's classification is not easy to use. This is 
because the majority of non-profit organisations 
combine resources from public authorities and trade 
industry while achieving their goals. They use the 
complex of resources, unique for each one. Many 
public authorities assign public tasks to the third 
sector. 

When talking about an idealised conception of 
the three sector classification, we can say that the 
state is focused on power, trade and industry on 
money, and voluntary work on norms. 

Social innovations ought to be singled out in a 
separate category. We can find this in the book 

"Limits of Growth" published in 1972 by the Club of 
Rome. Their working group first gave the definition 
of social innovations. They singled them out in a 
separate category and stated that technological 
progress is not only powerless to solve the global 
problems of mankind, but even irritates them. 
Moreover,  it  leads  to  undesirable  results  that  affect  
the well-being of people [5].  

If  we  define  social  innovation  as  a  tool  for  
realizing the targets of sustainable development, so 
what in it is a tool for creating social innovations? In 
order to give the answer, we should find out what 
innovation is. Innovations are changes. To make any 
change, the desire of those who produce these 
changes is needed. So, stimulating the desire for 
improvement in people, developing in them the 
understanding that the situation on the planet, the 
problems of humanity are not a dogma, but rather 
are the consequence of how public relations are 
organized. This is the first and most significant goal 
of social innovation. 

How can we lead individuals to understand that 
they can directly influence their lives, that they can 
effectively impact on the society? Firstly, we should 
give them the chance to feel that they can make the 
great changes by their participation. The system of 
representative democracy has taught people that 
what a little group of individuals takes the lion's 
share in deciding instead of us. This is the dangerous 
contradiction of the current democratic system. This 
system provokes common lack of involvement in 
civic activity. At present we have the increasing 
number of individuals aware of the pressing need for 
personal, direct participation in the life of society 
and the country. This is absolutely a very positive 
trend.  This  is  what  we  call  civic  activity.  The  
development of techniques for realizing civic 
activity, which empowers the thoughts and activities 
of individuals and groups of individuals, is done by 
researchers working in the social sciences and driven 
by the want to solve small and global problems of 
society. 

How to explain the way how democracy 
contributes to the development and implementation 
of cognitive and institutional innovation? For what 
reason do democratic societies promote the 
development of the most dynamic technologies, 
forms of social life, scientific research? 

I will try to explain this. Since the XVII century, 
Western and Northern Europe, primarily England, 
the Netherlands, Switzerland, the Venetian 
Republic, Sweden turn into the centre of world 
economic and scientific progress. These countries 
had the elective institutions of representative power, 
a significant part of the world's scientific, technical 
and economic innovations were concentrated. 
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The problem of the interdependence between the 
availability of democratic institutions and the 
dissemination of the principles of a market economy 
has long attracted the attention of researchers. But 
this issue still is not fully discovered. For example, 
the prospects of authoritarian market regimes in 
Taiwan and South Korea in the 1970s-1980s or 
Singapore and Malaysia today, remain theoretically 
poorly justified. The attitude of researchers to the 
method of transition to modern society used by these 
regimes varied depending on the current economic 
situation. It was varying from the positive to the 
negative during the global financial crisis of the 
1990s. The problem really is very difficult. 

A feature of a market economy is that 
competition generates pluralism, not only economic. 
Concentration of economic potential in the hands of 
competing entities in the market leads to the 
emergence of a certain type of political pluralism. 
Such  pluralism,  in  turn,  leads  to  the  creation  of  a  
model of conflict resolution, primarily a system of 
constant negotiations on the rules of the economic 
game, and this already makes it possible to talk 
about the process of formation democratic practices 
in society. The market authoritarian regime contains 
elements of democratic procedures and is usually 
forced to some extent to institutionalize them. These 
elements are not less, but even more important for 
the development of democracy than general 
elections. General elections can lead (and often lead) 
to political instability and economic chaos. 

But this is only one side of the problem. With an 
authoritarian regime, an established (even 
institutionalized) system of "intra-elite" negotiations 
does not prevent elite groups from practically 
completely appropriating the advantages created by 
the introduction of innovations. Meanwhile, as 
F.Hayek shows, the market economy is a constant 
search and use of innovations [2]. The question 
arises: what political conditions can support the flow 
of innovation at the level necessary for the 
functioning of a market economy? Innovations are 
possible only when there are certain social 
conditions for both the inventions themselves and 
for their implementation. This process is very 
capital-intensive, requiring an understanding of its 
remote prospects. The one who takes the risk 
naturally expects to benefit from the use of 
innovation. 

But successful implementation spontaneously 
spread innovation, and the initiators who invested in 
its creation of intellectual and economic resources, 
lose control over innovative production and 
marketing, and therefore a significant share of 
profits. It would be logical to provide at least a 

temporary monopoly on the use of the benefits of 
innovation for those who risked their resources, but 
this approach suffers society as a whole. How to find 
a compromise between the interest of society in 
maximizing the use of innovative capacity and 
preserving the incentive to the innovation activity 
associated with the social risk? 

If for the sake of "public good" to reduce or 
eliminate the advantages of inventors and those who 
implement their findings, innovation activity will 
immediately fall. At the same time, excessive 
advantages for these categories can ultimately lead 
to imbalances in a society that violates the prevailing 
notions of "justice", which is fraught with 
revolutionary upheavals. Thus, it becomes obvious 
that the development and implementation of 
innovations is a serious socio-political problem, 
closely related to the development of democratic 
practices.  For  example,  it  is  the  system  of  
negotiations that support an acceptable balance of 
power and the distribution of resources in society. 

Conclusion 
We can make a conclusion, that social 

innovations are that significant push factor, which 
shifts the focus in social entrepreneurship from 
technological progress to the development of human 
values. It shouldn't be concerned only on increasing 
prosperity and economic growth. The sense of 
sustainable development is alternative development 
of society, which does not necessarily have to be 
oriented toward technological progress. Social 
innovations are the powerful tool for achieving the 
goals of sustainable development and of developing 
democracy. 

Entrepreneurs are the individuals who make 
changes and carry out the innovations. In this article 
we looked at the social innovations as at the power 
developing and maintaining democracy. There are 
the main points that should be singled out after all. 
Firstly, it is obvious that a political system of every 
country is static, while the innovations are dynamic. 
The political system is not transformative, and its 
representatives or government groups can't embody 
the  idea  of  social  innovation  into  reality.  Only  a  
single individuals, independent and free of political 
propaganda, can carry out the innovations and lead 
the society in a democratic direction.  

Modern society needs a liberal education and 
new learning  systems  if  we  want  to  move  to  a  true  
democracy. Many of us consider present static 
education and redistribution of wealth as a solution 
of the problem, but they are not. People by 
themselves should move the society and feel 
independent in making their decisions. Innovations 
are the driving force for a successful development. 

 
 



Yuliia Hakman 

. 2018.  804.   29  

References 
1. Ashoka. (2013).Why Voting, and the Voting Rights 

Act, Should Matter to Changemakers. [online] Available at: 
https://www.ashoka.org/en/node/4308 [Accessed 11 Apr. 
2018].  

2. Hayek, F. (1992). The Fatal Conceit. The Errors of 
Socialism. 1st ed. Padstow: T. J. Press Ltd. 

3. Keohane, G. L. (2013). Social Entrepreneurship for 
the 21st Century. (2013). 1st ed. New York: McGraw Hill. 

4. Langworth, R. and Churchill, W. (2008). Churchill 
by Himself: The Definitive Collection of Quotations. 1st ed. 
London: Ebury Press. 

5. Meadows, D. H.; Meadows, D. L; Randers, J.; 
Behrens III, William W. (1972). The Limits to Growth; A 
Report for the Club of Rome's Project on the Predicament of 
Mankind (PDF). New York: Universe Books. 
ISBN 0876631650. 

6. Sandal, J-U.. (2017). How Innovation Maintains and 
Develops Democracy. Economic Annals-XXI, 165(5-6), 
pp.23-26. 

7. Sandal, J-U. (2017). Innovation in Education - 
Dynamic Innovative Learning Methods as Approach to 
Independent Science. Ukraine - EU. Modern Technology, 
Business and Law. Modern Priorities of Economics. Societal 
Challenges. Chernihiv: Chernihiv National University of 
Technology. Retrieved from http://www.stu.cn.ua/ 
media/files/conference/Part_1.pdf. 

8. Sandal, J-U. (2013). Social entrepreneurship in 
theory and practice: promoting entrepreneurship in different 
social groups. Role of Higher Education Institutions in 
Society: Challenges, Tendencies and Perspectives, 1(ISSN 
2029-9311), pp.237-241. 

9. Serheev, V. (2000). Innovations, Democracy and 
Logic of Competitiveness. Polis, 1(1026-9487), pp.108-113. 

10. Warren, M., (2003). The Political Role of 
Nonprofits in a Democracy. Society vol. 40 no. 4, p. 46-51. 

 
 

 
 

 
. ,  

, , ,  
, . , ,  

. 
.  

. ,  
, .  

. 
. 

: ; ; ; ; . 
 

 
 

 
 

. ,  
, , , , 

, , . ,  
, . 

.  
. ,  

, .  
. 

 
. 

: , , , ,  
. 

 
Acknowledgement. This scientific article was produced at the Fil. Dr. Jan-U. Sandal Institute, Finstadjordet, Norway under the 

supervision of Prof. Fil. Dr. Jan-Urban Sandal, Executive Director and Owner at the Fil. Dr. Jan-U. Sandal Institute (Excellence in Science 
and Education). The paper was produced with the support of Summit Fund (ES-01-A- Scientific Entrepreneur Grant) awarded by Fil. Dr. 
Jan-U. Sandal Institute. The paper was presented at the 60th Summit "Conversations on Emerging Issues in Social Entrepreneurship", hosted 
jointly in Chernivtsi, Ukraine by Fil. Dr. Jan-U. Sandal Institute, Norway and Yuriy Fedkovych Chernivtsi National University, Ukraine in 
October 2018. 

 



CAPITALISM OR SOCIALISM: WHICH REPLACES? 

30  . 2018.  804.  

JEL Classification: P1, P2 
 

© Achyut Nepal, 2018 
Affiliated Honorary Research Fellow Fil. Dr. Jan-U. Sandal Institute, Norway 

achyutnepal1962@gmail.com 
 

CAPITALISM OR SOCIALISM: WHICH REPLACES? 
 

Human civilization has come across different stages of development. Social transformation and political economy 
are integrated. Social transformation toward each of the new progressive stage is a process of development. 
Transformation is basically spontaneous but political forces can make the pace of transformation faster. In overall, the 
world is in capitalist stage, however, there are exceptions. In a country level, capitalist and socialist ideological forces 
has replaced and changed each other in different times, but this is short term. But here, short term means an era that 
may extend to decades or even centuries. Ultimately human society moves toward progressive stage and the ultimate 
destiny is the democracy. 

Keywords: Capitalism, Communism, Democracy, Socialism, Social Transformation 
 

Problem Statement and Significance In the 
intellectual climate of thinking on political economy 
all over the world, thinkers have delved into the 
philosophical framework of the social evolution and 
development as the central theme of their work. 
Capitalism, socialism and even communism have 
greatly influenced utilization of the time of the great 
thinkers not only in the history but the work and 
contribution of the contemporary scholars are also 
revolving in the study of this social process. 

The words capitalism, socialism and communism 
suggest distinct etymology. The popular meaning of 
the capitalism is that it is a form of the political and 
economic system where trade and industry are 
controlled by private sector with the motive for 
profit and not by the state. In contrast socialism is a 
form of social and economic system featured with 
stated ownership and control over the means of 
production. 

Nepal, a south-Asian country very smaller than 
neighboring countries India and China but many 
times larger than few other countries in the south-
Asian region like Bhutan and Maldives and more 
than two times larger than Srilanka, has undergone 
historic political change over the recent decades. 

At the time when erstwhile Soviet bloc and east 
European countries after called as socialist bloc for 
about almost seventy years or so, are now 
advocating capitalism. China, named itself as 
communist country is not called as communist 
country even by the hard core communist scholars 
and further not by the scholars who advocates 
capitalism. Cuba and North Korea are there who still 
claim to be different from rest of the other practices. 

On the verge of first parliamentary election of the 
federal parliament and the provincial legislature 
Nepalese society have had discussion over the 
election agenda of the current left-alliance. Even 
though the present constitution of Nepal mentions 
socialism as the guiding principle of the state, 
Nepalese society is on hype with the left-alliance 

slogan of promoting socialist model of 
state.Nepalese society is also undergoing in the 
transformation process. After 2005/006 popular 
movement and comprehensive peace agreement with 
the  then  Maoist  Communist  Party,  Nepal  has  
adopted Federal Democratic structure of the 
governance and the constitution has accepted 
socialism as its guiding principle in its preamble. 

“Being committed to socialism based on 
democratic norms and values including 
people’s competitive multiparty democratic 
system of governance, civil liberties, 
fundamental rights, human rights, adult 
franchise, periodic election, full freedom of 
the press, and independent, impartial and 
competent judiciary and concept of the rule 
of law and build a prosperous nation…” 
[11, p. 6] 

My understanding of Marxian philosophical 
frameworks is that it advocates the societal 
development of state from capitalism to socialism 
and lastly towards communism. What has found is 
that Nepalese communists are still strong believer of 
this development framework of the society and 
interestingly, at the same time when the other part of 
the world as mentioned remained in rule and 
practicing the so-called socialist model for a long 
time in the history are now advocating and adopting 
the capitalist model.Most emerging Nepalese 
powerful political forces are enthusiastically trying 
to dig the way for socialism. As a member of the 
general Nepalese civil society what came in my 
mind that is this right way Nepal can achieve its goal 
of replacing the current so-called capitalist society 
into a socialist society? What is the lesson learnt 
from the history around world mentioned above? In 
a nutshell, which replaces which: capitalism by 
socialism or socialism by capitalism? This is the 
central theme this article will delve into.  

Analysis of Previous/Recent ResearchThe most 
distinguishing feature of political economy is that its 
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laws unlike to those of natural science are not 
permanent and majority of them exist and operate 
for a definite historical period. The existence and 
operation of that historical stage give place to new 
laws, but the old laws are not abolished, instead lose 
their validity and depart from the scene giving place 
to new economic condition and new laws.  

Generally adopted conclusion about the 
development of human civilization is that it has 
emerged from different stage of development. From 
the stone-age to agricultural and feudal to capitalist 
stage has been the conclusion of many of the 
philosophers/theorist.  Except for the countries like 
USA which clearly has declared itself as capitalist 
country and generally understood and interpreted by 
rest of the world to be capitalist society and to 
remain as capitalist society, it can generally be found 
that political system of countries around the world 
has great volatility of adopting alternative political 
ideology from time to time by means of democratic 
election or otherwise. 

The philosophy of socialism has been made most 
confusing. For many of the countries which are 
claimed as communist society and which have come 
to power from among the armed conflict have also 
claimed that they are in socialist stage but the 
direction is toward communism with leadership of 
communist party. There are many countries having 
political forces in power which claim to be socialist 
forces. In many European, African, Asian and South 
American countries political forces propagated as 
socialist have come to and gone from the power. The 
scene can be found in South Asian countries as well. 
In the biggest claimed democracy in the world, 
India, no political forces seem to have rejected 
socialism clearly and there is doubt that they are 
having the slogan just to gain the popularity among 
people who have been deprived of the basic 
humanitarian need and are in daily struggle to keep 
their breath going. 

Most of the social scientist and philosophers 
argue the economic and social system and its 
development over the centuries ranges in different 
level. Among them capitalism and socialism is the 
common proposition of Marx and Schumpeter. The 
difference  between  them  is  that  in  Marxian  view  
socialism is to be replaced by Communism whereas 
Schumpeter  argues  that  Socialism  is  followed  by  
Democracy. 

Key focus in economics is the production 
function.  Simply, by production function we mean 
physical output obtained out of the production 
process  using  the  physical  input  i.e.,  the  factor  of  
production. The production function is a relation 
between the factors of production. Among the 
factors the relation between capital and the labor is 
most critical on which the great theories in political 

economy have been delve into. Production function 
can be static and dynamic. While former denotes 
producing more of the same and leads to optimum 
and brings entrepreneurial profit to an end, the latter 
denotes the dynamism of production function that 
gives society new possibilities and open up for new 
product services and market[17].  

The Schumpeterian trilogy that divides the 
technological changes process into three stages is to 
provide a useful taxonomy. In the first, the invention 
process encompasses the generation of new ideas. In 
the second stage, which is the innovation process 
encompasses the development of new ideas into 
marketable product and processes. The third stage is 
the diffusion stage, in which the new product and 
process spread across the potential market [13]. 

Generally, three resources i.e. the land, labor and 
capital are regarded as the factor of production.  
Classical economists Adam Smith, David Ricardo 
focused on these factors. The neo-classical 
economist extended the concept by developing the 
alternative theory of value and distribution and 
introduced the financial capital, working capital, and 
technology. Recent authors have added entrepreneur 
human capital, intellectual capital. Entrepreneurship 
has  been  taken  as  the  fourth  factor  by  the  recent  
economist. 

Marxian philosophy considers labor as the key 
element of production and Marx’s surplus value 
model of M-C…P…C'-M' which shows the circuit 
of money capital [10], where C and M are the money 
at initial stage put in place as capital. The dots 
indicate interruption in the circulation process. 
Similarly C' and M'indicate money with surplus 
through the production process and again used as 
capital. 

There is almost consensus on defining the term 
capitalism. It can be found that it generally has been 
defined as political, social and economic system of 
governance. The main features of capitalism include 
features like individual freedom, open and 
competitive market, private ownership in means of 
production and property. General criticism observed 
against capitalist system is that capitalist system is 
handled by minority capitalist; workers who are in 
majority must work for wages from the capitalist 
who hold all the means of production. The state has 
limited role to play that may include the protection 
of state territory and defense matter, internal security 
and external relations. Etymology indicates capital 
seems to have its origin from Latin word ‘capitale’ 
based on the word ‘capute’ meaning owner of a 
property [9] 

“For Karl Marx capitalism is 
quintessentially a class system 
distinguished by the specific economic form 
in which unpaid surplus labor is 
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appropriated from the direct producers. 
The accumulation of socially produced 
wealth as capital therefore presupposes the 
prior establishment of class relation”[12, p. 
365].  

Capital is the all dominating power of bourgeois 
society; only capital and labor is important in social 
relation; capitalist production promotes a degree of 
labor mobility never before approached in earlier 
form of society; capitalist society is characterized by 
a degree of labor mobility much greater than that 
prevailed in any previous form of society 
[21].Reviewing the work of Ha-Joon Chang titled 
‘Bad Samaritan: The Myth of Free Trade and the 
Secret History of Capitalism’, Losnoc mentions:  

“Bad Samaritan who preaches free 
market and free trade to the poor countries, 
taking advantage of other who are in 
trouble. Due to the historical amnesia and 
established double standards today’s Bad 
Samaritans do not realize that their 
recommendations of free market and free 
trade are hurting the developing 
countries”[3, p. 535]. 

Before feudalism, feudalism, capitalism, 
socialism, communism and democracy are all the 
process of social transformation. Every new stage of 
development evolves at the end of the previous 
stage. Capitalism is the successor of feudalism. 

We  can  find  that  work  of  economists  have  been  
mainly focused on discovering the general law of 
capitalism. Prediction of David Ricardo that 
accumulation of capital to termination in economic 
stagnation, inequality and greater share of national 
income accrued to landowners was followed by Karl 
Marx forecasting inevitable impoverishment of 
proletariats [1]. 

Classical economists Adam Smith, David 
Ricardo, James Stuart and other explained the origin, 
logic and other aspects including essential rightness 
of the capitalism. Sometimes economic theory gets 
more popularity on the basis of the choices of the 
political forces in the society. Wealth of Nation by 
Adam Smith was popular once  the leaders found the 
book useful for promoting the political agenda to 
achieve their desired outcomes [16]. “The seed of 
capitalism had been planted long before the age of 
classical political economy”[16,  p.369].For Karl 
Marx the entire phase of social and financial 
structure was evolutionary. Capitalism was a phase 
in the evolution process evacuating the old 
agricultural economy and advancing toward private 
property and the class structure. Marx's economics 
aspects was just a section, however an essential part, 
of his everything exhaustive sociological and 
political theories. Marx hypothesized that the class 
structures of societies, their political frameworks and 

their way of life were impacted by the way in which 
goods and services are produced in the society [2]. 

No theory has been brought from outside the 
society or the environment. Every theory exists as an 
abstract form before it has been dig and taken out in 
concrete from by the researcher or the theorists. 
Socio-economic theory inheritably exists in the 
society. Theories in actual are not created but found 
out. The great contribution of all the theorists is their 
scholarly work and study that they come with certain 
theory in concrete form capable of easily 
recognizable and understandable by everyone 
interested. Theories are not created but evolved out 
from the interaction of social and economic forces in 
the society. For the Marxist, human action is itself 
responsible for the changes which the society is 
undergoing and will undergo [21]. 

The theories of political economy are also the 
outcome of the study of the evolution, development 
and destruction of social and economic system by 
the scientists of the field. Adam Smith studied the 
rule of social economy that how it works. Marx 
extensively analysed the development of political 
economy and capitalism and project it to move 
towards socialism as rule of development towards 
communism. Schumpeter analysed the ending of 
capital through the process of ‘creative destruction’ 
to follow direction towards ‘democracy’. 

Introducing J. A. Schumpeter, Richard Swedberg 
has mentioned that up to the end of his life, 
Schumpeter was as yet persuaded that the primary 
proposition of Capitalism, Socialism and Democracy 
was  right:  capitalism  was  going  to  be  replaced  by  
socialism [20]. Excellently different and interesting 
to mention is “capitalism is bound to disappear not 
because of its failure but because of its success”[20,  
p. ix]. 

Over the development process, spontaneous 
change in the production function occurs and 
established patterns of production system. New and 
more efficient ways of production opens new 
markets and changes the rule of competition. The 
entities unable to change themselves along the 
process of new development come to an end, and 
this is the creative destruction[18] 

Development in technology has great influence 
over the change in the society. Paul Mason, a writer 
and broadcaster on economics and social justice call 
the current state of society as “Post Capitalism”. In 
the Guardian, he mentioned “as with the end of 
feudalism 500 years ago, capitalism’s replacement 
by post capitalism will be accelerated by external 
shocks and shaped by the emergence of new kind of 
human being. And it has started” (14, p. 2). Paul 
elaborates on abolishment of capitalism and the 
dynamism behind, he mentioned: 
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“Without us noticing, we are entering 
the post capitalist era. At the heart of 
further change to come is information 
technology new ways of working and the 
sharing economy. The old ways will take a 
long while to disappear, but it’s time to be 
utopian. Capitalism, it turns out, will not be 
abolished by forced-march techniques. It 
will be abolished by creating something 
more dynamic that exists, at first, almost 
unseen within the old system, but which 
will break through, reshaping the economy 
around new values and behaviours” [14,  
pp 1-2]. 

Eillie Anzillottie, an Assistant Editor in the 
FAST COMPANY quoting one of the America’s 
foremost Marxist economists, Richard Wolff 
mentioned “Americans are getting closer and closer 
to understanding that they live in a economic system 
that is not working for them, and will not work for 
their kinds”[4,  p.2]. Anzillottie further mentioned 
“but that might be mean we’re looking in the wrong 
places [p. 3] and clarifies by quoting Wolff‘s saying 
“I don’t want people to think in terms of Russia and 
China” [4, p. 3].Referring to the current trend in the 
US society Anzillottie quoting Wolff mentioned: 

“In the U.S., businesses converting to 
cooperative workplace models are the 
functional equivalent of those runaway 
serfs. Around 10 cities across the U.S. 
have, in recent years, launched initiatives 
specifically to support the development of 
worker co-ops, which have been especially 
beneficial in creating job and wage 
stability in low income neighborhoods. 
Because worker are beholden to themselves 
and each other, rather than a CEO and a 
board of directors, the model parts way 
with the capitalist structure and advances 
something that more closely resembles a 
true democratic system”[4,  p. 4]. 

Wolff, as quoted said the above, as the beginning 
of the end of capitalism. 

To correlate Schumpeter’s idea with idea of 
writers of this era, even a very thin line of difference 
is difficult to identify. To quote him: 

“The capitalist order tends to destroy 
itself and that centralist socialism is with 
the qualifications mentioned above – a 
likely heir apparent. Marx was wrong in 
his diagnosis of the manner in which 
capitalist society would break down; he 
was not wrong in the prediction that it 
would breakdown eventually”[20,  pp. 423, 
431]. 

Emergence of a new one or renaissance of the old 
order of society may be due to the different causes. 

Poverty, injustice, inequality, discrimination with 
the ground of culture, language, ethnicity, 
nationalism and many more causes have had played 
role in emergence of new or renaissance of the old 
order. For example, Russian revolution in the early 
20th century might have been due to the reason like 
inequality, injustice etc. but the collapse of the 
USSR had been the renaissance of nationalism. To 
quote Mark R. Beissinger: 

“The role of nationalism in the collapse 
of communism in the late 1980sand early 
1990s, arguing that nationalism (both in its 
presence and its absence, and in the 
various conflicts and disorders that it 
unleashed) played an important role in 
structuring the way in which communism 
collapsed”[6,  p. 331]. 

Dogmatist view point of the theory of social 
development cannot be applicable and even not 
sustainable. Lenin also was of the view that saying 
of Marx, Engels and Lenin himself must never be 
taken as dogma or as a panacea. As quoted by Xue 
Muqiao Lenin also said: 

“We do not regard Mark’s theory as 
something completed and inviolable on the 
contrary, we are convinced that it has only 
laid the foundation stone of the science 
which socialists must develop in all 
directions if they wish to keep pace with 
life”[15,  p. vi ].  

The historical Chinese framework of socialism is 
basically  the  Marxist  framework.  “Socialism is the 
necessary stage of transition between capitalism and 
communism. The period of socialism may last 
several hundred years and covers the transition from 
capitalism to socialism and from socialism to 
communism”[15,  p. xiii].  

The Chinese model is deficient in some basic 
respect, and easily replicable in other context. 
Countries which attempts to follow Chinese Prime 
Minister Xi’s invitation to emulate china would not 
succeed because of their different orgnisational 
history. So the development with Chinese 
characteristics is really only for China [5]. 

Democracy denotes individuals and their elected 
representative within the framework of governance 
of the society with norm where everyone shall have 
the same right/opportunity to influence the process, 
system and themselves(18]. Democratization is an 
on-going process [7].  

Richard Swedberg mentioned “Schumpeter 
admired Marx’s sociology very much but was more 
sceptical to his economics very much. He credited 
Marx for introducing the dynamic element in 
analysis of economic theory something that  
Schumpeter tried to do through his theory of 
entrepreneur”[20,  p. xv]. 
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An entrepreneur is a person who undertakes the 
responsibility for carrying out new combinations of 
the means of production. A social entrepreneur is a 
person who is specialized in starting and running a 
business in the social sector of the economy. 
Similarly a social entrepreneurship is a special form 
of management which purposed is to run a 
production function in such a way as to ensure 
increased value for all the participating parties in 
that function [18]. The important feature of social 
entrepreneurship is with making innovative 
combination of production means for making a 
justifiable  profit  its  process  leads  the  society  in  a  
democratic direction. 

Democracy is the form of a system for governing 
a society. It consists of the individual and their 
elected  representative  and  its  basic  norms  are  
everyone shall have the same right (and opportunity) 
to influence the collective decisions that influence 
the system and themselves. In a democratic society 
everyone has right to express themselves 
pragmatically in the social system [18] 

Purpose and Objectives The general objective 
of this article is to review the literature on the 
evolution process of the development of political 
economic system. The specific objectives are: 

i. Does the rule that capitalism is to be replaced 
by socialism actually prevail?  
ii. Does the current phenomenon of Nepalese 

society indicate that socialism is the future course of 
action of overall Nepalese political system? 

The method of the study includes review of the 
great philosophical literature on political economy 
and development, taking opinion of the national 
political scientist analyzing the current political 
agenda of Nepalese society. With the collection of 
this information, discussion and analysis of the 
information and drawing a conclusion on the study 
will follow. The philosophical view as ‘pragmatists’ 
view according to John Creswell  [8]  can be seen in 
this article. 

Which Replaces? Marxist analysis of the 
societal stages of human civilization are stone age, 
slavery age, agricultural age, capitalist age, socialist 
age and ultimately the communist age. Schumpeter’s 
analysis is not different from the stages of the above 
except the stage of democracy instead of 
communism in Marxist philosophy. 

Marx introduced dynamic elements in economic 
theory which is something that Schumpeter analysed 
through the social entrepreneurship. The inherent 
force to drive the societal change towards new stage 
of civilization from the old one, according to the 
Marxist view is the conflict between the labor 
(proletariat) and owner of capital which is reflected 
as class struggle. Marxist still believes that such 

dynamic social transformation needs leadership of a 
communist party.  

World movement of social transformation does 
not showed that the older stage that was replaced by 
a  new  one.  But  this  seems  valid  up  to  the  stage  of  
capitalism. Because from the stage of capitalism, 
transformation of society to socialism and/or 
communism (Marxist) or democracy (Schumpeter) 
has been replaced one another over the political 
system changes in countries. The erstwhile USSR 
became disintegrated and the main dominant power 
of  union,  Russia  now  seen  neither  a  socialist  nor  a  
communist.  

Most  of  the  then  East  European  communist  
countries have collapsed and now practicing 
different system. China the most populous country 
which adopted communist system in the forties of 
the twentieth century has remained in its original 
form for around forty years only and in the eighties 
of the twentieth century onward its political system 
significantly departed toward the capitalist 
development with documented state policy of 
socialism under the leadership of a communist party.   

One common thing among the communist 
labeled countries all had seemed assumed that 
communism is the destination of transformation of 
society from that onward no specific stage has to 
enter. However, there can be different stages of 
development within the communism itself as a 
general rule. Also another common philosophical 
proposition of these countries has been that the 
journey towards communism starts from the stage of 
socialism under the leadership of a party which 
believes in communism. 

Society is facing many new problems, had no 
experience, little knowledge and few means to solve 
the new problems. Internationalization and rapid 
development create new situation and everyone in 
the  society  wants  to  take  a  part  in  the  change.  But  
the challenge is how to change the world[18]. Social 
entrepreneurship has great role to play in social 
transformation. 

Social entrepreneurship is a special form of 
management which purpose is to run a production 
function in such a way as to ensure increased value 
for all the participating parties in that function[18]. 
Social Innovation is integral to the process of social 
entrepreneurship whereby the individual makes free 
and independent decisions concerning the 
combination and use of factor of production, with 
the aim of introducing a social service which 
improves people’s lives and has not been on the 
market previously [18].   

Prof. Sandal, quoting Joseph A. Schumpeter has 
given five areas of innovation; a new good, a new 
method of  production, opening of a new market, 
new source of input materials and carrying out of 
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new organization of any industry. A social 
entrepreneur runs a social enterprise, which focuses 
its business in social sector of the economy making a 
business profit and social value [18]. With respect to 
contribution of social entrepreneur in social 
transformation process Prof. Sandal mentions: 

“Successful social entrepreneur are strong 
individuals and their methods are genuine 
and independent. They never work side by 
side, they do not copy others work and 
their motivation is to succeed with their 
tasks. Unlawfulness is not a part of their 
process but their achievements changes 
society by moving borders and giving new 
opportunities to many”[19,  p. 48]. 

Transformation of society is a process of social 
development. Even if nobody works for 
transformation knowingly, the process keeps going. 
But in a situation of emergence of some social 
forces/power from among the society, the 
transformation becomes faster. History indicates 
forceful changes in the society with changes in 
political system may collapse or will not be 
sustainable. That can only be a legal façade. But 
spontaneous transformation process can bring 
sustainable change in the society that can pave the 
way of the final destiny, the democratic form of the 
society. According to Prof. Sandal, the basic norm of 
a democratic society is the same right to everyone to 
influence the collective decisions that influence 
system and themselves.  

Conclusion: 
Transformation of society into a direction which 

ensures equal opportunity to all to develop is 
inevitable. Social transformation passes through 
various stages. In this diverse world, any step of 
social transformation cannot come simultaneously at 
once in different and diverse society (country). It’s a 
matter of time which may be hundreds or even 

thousands of years time span. Importantly, for the 
short time horizon it is not necessary that society 
cannot revert back to the old system but the long 
term direction of transformation is always towards 
progressive transformation to socialism and to the 
democracy. In other words, ups and down within the 
adopted social system or between the systems may 
delay the transformation process but cannot stop the 
society to be transformed progressively from old to 
new system. The transformation process definitely 
proceeds from capitalism to socialism. Ultimately 
the society enters into democracy. For Marxist 
ideologist the ultimate stage of social transformation 
is towards communism.  

The present left-alliance government of Nepal 
has taken the state programs in a direction to drive 
the society towards socialist direction. The important 
point in Nepal is that all the major parties do 
advocate socialism. Even the Nepali Congress Party 
which pleads itself to be number one democratic has 
also taken socialism as its philosophic framework of 
social transformation of Nepalese society. 

Last but not least, in a situation of fusion of left-
alliance and democratic forces to speed up of the 
pace of social transformation towards socialism and 
if they are honest to abide themselves by the Nepali 
constitutional provision, Nepali society can move 
towards socialist transformation gradually. But their 
failure will lead to winning ground for the powers 
who directly and indirectly wishes to push back the 
process of transformation. But the pushing back 
attempt would be a short term phenomena because 
the idea of the great thinkers and philosophers in 
review of the literature and history of social 
transformation process indicates transformation 
process is keeps going with many ups and downs 
according to the activities of the political power in 
promoting their political agenda to achieve their 
desired outcomes. 
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EVOLUTION OF SCIENTIFIC APPROACHES TO MANAGEMENT  

OF CONSUMER BEHAVIOR 
 
Different theoretical directions suggest and substantiate the number of significant factors influencing consumer 

behavior. By putting them all together more or less detailed list of consumer choice system’s elements could be 
received, which, taking into account the ontological prerequisites, as well as provisions on the dynamic nature of 
consumption, allows direct modeling of such system. Special attention in such analysis deserves the factors traditionally 
falling out of the field of view in economic theory, such as numerous irrational determinants of demand. With their help, 
it is possible to explain such phenomena as impulse purchases and purchases “out of habit”. To the same group of 
“undervalued”, all factors beyond the individual analysis of the consumer should be considered. In this category, for 
example, it is possible to distinguish various kinds of behavioral (and in particular consumer) orientations toward other 
members of small and large groups into which the studied individual is included. It can be confidently asserted that 
social attitudes are no less important than individual ones, and therefore can not be ignored in the study of consumer 
behavior. Thus, despite the complexity of application, only an integrated approach to the problem posed, taking into 
account all the most significant factors, can lead to meaningful conclusions. 

Keywords: consumer behavior, economic theory, management, sociology, psychology. 
 
The behavior of each individual consumer is 

unique, as there area lot of nuances that depend on 
each individual’s physical and psychological 
characteristics, social environment and status, past 
experience, as well as the circumstances of specific 
buying situation and consumer’s condition at 
particular moment. However, not all of these 
nuances have decisive influence on the final result of 
purchase decision. For the absolute majority of 
products sold, the number of consumers is large 
enough to make it impossible and even pointless to 
study the behavior of each of the consumers in 
detail. Therefore, the task of the manager is to 
identify the key features of behavior characteristic of 
a large (statistically significant) consumer groups. 
Through the definition of such features, common 
models of behavior inherent to the studied market 
are identified and described. 

In economic theory, it is customary to consider 
consumers as extremely rational subjects who have 
complete information about the consumption object 
and who make exceptionally economically viable 
decisions.  On  practice,  consumer  behavior  is  far  
from ideal economic models. The consumer very 
seldom possesses exhaustive information about all 
offers on the market and can qualify it expertly; 
moreover, consumer often takes far from the most 
economically expedient decisions.  

Consumption is the usage of economic (limited) 
good’s useful properties for satisfaction of person's 
personal needs, during which the cost of this good is 
expended (destroyed), so it is withdrawn from 
production, distribution and exchange [3]. 

For a long time in economics and sociology was 
not given much importance to consumption and it 
was regarded as the secondary process, depending 
on production (exchange, distribution). 
Nevertheless, at present it is one of the most relevant 
topics in economy and  sociology, it carries out both 
applied research (the study of consumers from the 
angle of marketing) and more fundamental 
sociological studies (studying the various social 
functions of consumption, its impact on human life 
and society). 

Initially, in the framework of economic 
approach, consumer behavior was explained in terms 
of “economic man” model [6], i.e. main factors of 
consumption were price and income: the lower price 
and the higher income, the higher consumption 
becomes. 

However, already in XIX century the 
foundations of sociological approach to individual 
consumption, which views consumption from the 
side of individual pursuing his or her conscious 
interests, we reestablished. The first attempts to 
develop a theory of consumption are connected with 
the number of key figures in social science of the 
19th-20th centuries. K. Marx advanced the idea of 
commodity fetishism, formulated the law of needs 
exaltation during the process of needs satisfaction 
[12]. American scientist T. Veblen at the end of the 
XIX century proposed theory of demonstrative 
(prestigious) consumption: choice of a more 
expensive product is made in order to confirm 
consumer’s high status, “maintaining the brand”, 
matching his/her social stratum [24]. German 
sociologist G. Simmel put forward a number of key 
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ideas in fashion theory; German sociologist and 
economist W. Sombart proposed the concept of 
luxury, another German sociologist M. Weber 
formulated the concept of status groups and 
protestant ethics [22]. 

Consumer behaviour is the general concept for 
the factors and processes that determine economic 
actions of the consumer in the context of acquisition 
and consumption of studied products or services. 
Thus, study of consumer behaviour becomes main 
source of information about the market for the 
manager, as only through understanding the 
behaviour of consumers manager can come to the 
correct evaluation of the positioning and prospects 
of company's products and the desired directions of 
their development.  

Usually this concept includes (in whole or in 
part, depending on the depth and purpose of the 
analysis): 

 Determination of the initial needs of the 
consumer, that can be satisfied with the product or 
service; 

 The process of making purchase decision; 
 Factors that determine consumers’ choice of 

studied products; 
 The process and methods of consumption 

(usage) of the product; 
 Factors that determine subjective assessment 

of consumer satisfaction with the product directly in 
process of usage, as well as after its consumption. 

Obviously, consumption is the complex socio-
economic category, thus the study of consumer 
behaviour is part of the research problems of various 
sciences. The whole set of approaches to 
understanding consumer behaviour can be 
conditionally divided into three main groups: 
economic, sociological and marketing. 

Economic approaches to the study of consumer 
behavior. 

In the early 70's of XIX century founders of 
marginalism - K. Menger and L. Walras, W. Jevons, 
etc. have dedicated their researches on consumption 
process. The basis of their approaches was the 
principle of marginal utility [21], under which useful 
object is the one, which either causes pleasure out of 
the benefit already available, or out of expectation of 
its future usefulness. And the main goal of 
individuals’ consumer activity is the desire to 
maximize utility. When the individual acquires any 
good, the utility of each new unit of this good for 
him/her decreases. Finally, person comes on the 
verge of doubt whether he/she should spend money 
on purchasing another portion of this good or not. 
This last purchaseis called the marginal purchase, 
and its utility is the ultimate utility. The problem of 
the individual's choice of certain consumer goods, 
that is, the definition of his/her preferences, is the 

direct object of the theory of marginal utility and is 
resolved with the help of two approaches.  
Quantitative approach involves the possibility of 
quantitatively comparing the utility values of offers, 
while ordinal involves the possibility of comparing 
different sets of products and services based on 
consumer’s preference. 

Followers of the Austrian school L. von Mises 
and F. Von Hayek have expanded the subjective 
approach to understanding human in economic 
theory [10]. From their point of view, human is an 
activity creature. He/she has intentions, pursues 
certain goals, uses the means to achieve them, and 
builds plans of his/her behavior. These goals and 
means are not given to human from outside, but are 
created by himself/herself. Thus, individual appears 
as a creative person and center of economic system, 
and not just in role of economic processes’ active 
subject, but in the role of a consumer. L. Von 
Miseswrites [14, p. 95]: “Consumers, not 
entrepreneurs are paying salaries earned by any 
worker, whether he/ she is captivating movie star or 
cleaner. Consumer’s consumption of each cent 
determines the direction of the whole process of 
production and processing of the organization in all 
business activities”.  

While developing the ideas of the Austrian 
school, M. Rothbard [4] proposes and justifies 
demonstrated preference as the only possible 
concept. This concept prescribes to exclude the very 
possibility of measuring preferences, that is, to reject 
both quantitative and ordinal approaches to the 
problem of the individual's choice of specific 
products or services. In the author's opinion, the 
analysis of preferences itself is the psychology, 
which is not permissible in economic science. The 
concept of a demonstrated preference implies that 
human preferences are revealed on the basis of 
actual choice, i.e. are understood on the basis of 
what individual choses, while implementing certain 
actions. For economic analysis, the preference itself 
is sufficient and there is no need to measure it, 
which, among other things, according to Rothbard, 
is erroneous or irrelevant. In accordance with the 
concept of demonstrated preference, economic 
science deals only with the preferences that reveal 
themselves in real action, and such understanding of 
preferences is the basis of logical analysis in 
economy. 

In the end of the last century, economists K. 
Lancaster and G. Becker have putted forward  “new 
theory of consumption” and K. Lancaster proposed 
the concept of “technology of consumption” [22]. 
On his opinion, objects of preference, utility or well-
being are not the goods themselves, but their 
characteristics. These characteristics are directly 
related to the interests of consumers. In addition, 
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each product has not one, but a number of 
interrelated characteristics, for example, apple has 
characteristics of taste, juiciness, pulp, etc. Different 
types of consumer activities form a consumption 
technology that links products and their 
characteristics. In other words, technology of 
consumption is a conjunction of goods consumed in 
certain combinations that depend on the needed by 
consumer characteristics. In well-developed 
economies with abundance and variety of products 
technology will be complex, whilein less developed 
economies technology will be simpler. 

At  the  same  time,  G.  Becker  focuses  on  the  
analysis of alternative usage of time [23]. The main 
idea of his theory is considering each family as a 
mini-factory, which, with the help of production 
factors, such as market goods, time of family 
members and other resources, releases basic 
consumer goods. Consumer goods can be produced 
with the help of various technologies: can be 
repaired  by  the  consumer  himself/herself  or  in  the  
car service, education can be received at home or at 
university. The choice of technology depends on the 
income of the family and the value of relevant 
production  factors.  At  the  same  time,  Becker  
considersexpense of human time, value of which can 
be the value of lost earnings, as one of the key 
factors. Such kind of approach approximates the 
traditional theory of consumption, which operates 
exclusively on the categories of price and income as 
the analyzed variables, to reality. Becker also makes 
an attempt to consider tastes and habits as variables 
in the economic analysis of consumption. According 
to the scientist, “tastes can be successfully 
considered as stable in time and similar for different 
people” [9, p. 125]and interpret them as “proceeding 
from the generalized principle of utility 
maximization and calculations based on it, without 
resorting to a restrictive reservation about the 
invariability of tastes”[9, p. 141]. 

Thus, the economic approach to consumer 
behavior focuses its attention on the acquisition act 
and studies how consumer choice is realized, leaving 
behind the analysis other components of consumer 
behavior and direct consumption. In this case, a 
person acts as a rational utility maximizer, limited 
only by its own income and the market price of the 
product. 

Sociological approaches to the study of 
consumer behavior. 

Before starting to analyze the sociological 
concepts of consumer behavior, some specific 
features of the sociological approach to the 
consumption should be noted. First, in sociology 
consumption is analyzed as a process in its 
specifically historical context, and not in the 
constructed world of the “ideal market”, as, for 

example, in the economical approach, and is 
considered at the level of social groups and society 
as a whole. Secondly, consumption is explored as a 
cultural phenomenon of society, explaining the 
meaning and significance of the process of 
consumption in society. Thirdly, the very concept of 
consumption depends on the concept adopted by the 
researcher. 

One of the most popular modern approaches to 
the study of consumer behavior is the concept of a 
“consumer society”, the founder and one of the main 
ideologists of which is J. Baudrillard [1]. 
Consumption society is a combination of social 
relations in which individual consumption, mediated 
by the market, plays the key role. J. Baudrillard [1] 
defines  consumption  as  a  systematic  act  of  
manipulating signs and sees the system of consumer 
goods through the prism of the code of signification 
(meaning) exercising control over both predecessors 
and individuals. Consumed goods are part of the 
sign system. At the same time, the mythology of the 
surrounding world is taking place, the meanings laid 
down by means of marketing and advertising replace 
reality for consumers. The product is perceived 
according to its symbolic characteristics, its material 
and functional nature is lost and its value is formed 
not by useful properties, but based on its sign value. 

In this model, consumption operates as a form of 
social control, which generates coherence in society 
by the fact that individuals are understanding that it 
is  in  their  interest  to  play  by  the  rules  of  consumer  
society. Through the consumption of specific signs, 
individuals are likened to a certain group consuming 
similar signs, and, on the contrary, become distinct 
from groups that do not use these signs. Thus, 
consumption becomes the basis of social 
stratification, both vertical and horizontal. 

The issues of social identity acquire special 
relevance in consumer society. Social identity 
(aspects of identity) are aspects of individual self-
consciousness, resulting from belonging to social 
categories and identifying with them, becoming 
noticeable in those contexts where these social 
categories are important. In other words, this is the 
awareness of the individual's identity and place in 
society, as well as referring oneself and others to 
specific social groups. At the same time, identity is 
not limited to definition or self-determination, but 
implies a certain way of life in accordance with this 
definition and, among other things, a certain pattern 
of consumption in accordance with the expectations 
of others and one's own idea of how to live, eat, 
dress, etc.  

Simultaneously with the development of the 
concept of mass consumption society, the cultural 
(in the Western literature anthropological) approach 
to the study of consumption is widespread, founded 
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by the sociological anthropologists M. Douglas and 
B.  Isherwood  [13].  This  approach  can  also  be  
defined as anti-economic, since according to its 
authors, consumption begins where the market ends. 
Within the framework of this approach, consumption 
is defined as the process of using goods, and the 
very essence of consumption is revealed through the 
definition of its functions. The authors distinguish 
two main functions of consumption: 

 Consumption stabilizes the categories of 
culture and makes them visible. In contradistinction 
to the economic approach to consumption, which 
assumes the individuality of the consumer and 
his/her independence in decision-making, authors go 
to a new level of analysis, in which the benefits not 
only  show  us  which  specific  social  categories  are  
relevant in a given culture, but also make these 
categories stable in some specific way; 

 Consumption of goods is necessary for the 
formation and support of social ties. Instead of an 
individual consumer, considered by economists, 
authors are dealing with the variety of different 
relationships – friendly, domineering, family, etc. 

Within the framework of the cultural approach, 
main function of consumption lies in its ability to 
create meanings, and not to satisfy needs. “Forget 
that the consumer is irrational. Forget that the 
benefits are suitable for eating, forget about their 
usefulness and try instead to agree that the benefits 
are  used  for  comprehension;  treat  them  as  a  non-
verbal means of people's creative abilities” [13, p. 
1406]. 

Synthesizing the ideas of cultural approach and 
the concept of the consumption society, British 
sociologist S. Milesproposes to divide the concepts 
of consumption  and consumerism. According to S. 
Miles,  consumption  is  “a  set  of  social,  cultural  and  
economic practices that, in conjunction with the 
ideology of consumerism, are called upon to 
legitimize capitalism in the eyes of millions of 
people”[14, p. 148]. From this position, the category 
of consumerism is more interesting for studying than 
consumption as such. Consumerism is a broader and 
more complex category than the routine process of 
buying and consuming goods and services. The 
study of consumerism should bring the researcher 
closer to understanding and resolving the complex 
relationships that underlie consumption. So, if 
consumption is an act, then consumerism is a way of 
life and a cultural expression and the embodiment of 
the everyday act of consumption. 

Thus, sociological approaches consider 
consumer behavior as a cultural phenomenon, and 
consumption itself as a process of sign manipulation, 
a factor of social stratification and social control, a 
process of constructing social identity. 

Marketing approach to the study of consumer 
behavior. 

During the second half of XX century in 
Western countries marketing revolution is taking 
place, which results in the market orientation of 
companies, which in practice manifests itself in the 
fact that producers’ activities are centered on 
consumers. The marketing approach assumes the 
study of consumer behavior from the point of view 
of the company operating on the market, hence from 
the point of view of how to sell as many goods as 
possible to as many consumers as possible. 

American economists R. Blackwell, P. Miniard 
and J. Angel[4] are defining consumer behavioras 
the actions people take when acquiring, consuming 
goods and services and getting rid of them. Most 
modern economists are similar in opinion that the 
key to understanding consumer behavior is the study 
of cultural, social, personal and psychological 
factors that have a direct impact on it. 

On the opinion of A. C. Erasmus [7], in order to 
understand the behavior of consumers, it is 
necessary to focus on the purchase act. Not always, 
the buyer and consumer of the product or service is 
the  same  person,  but  at  the  time  of  purchase  both  
buyer and consumer experience the same indicators, 
for example price, quality, packaging, etc. R. 
Bagozzi et al [2] have offered a conceptual model of 
consumer behavior that represents the relationship 
between consumer decisions on purchasing and 
factors that determine these decisions. The starting 
point in her study of consumer behavior is the study 
of the lifestyle, since the consumer buys and 
consumes the goods in order to maintain or improve 
his/her lifestyle. 

Most authors, whose work is devoted to the 
study of consumer behavior, argue that the buyer, 
making the best choice and relying on rational 
motives, carries it out quite consciously. At the same 
time, the classical model of the buyer's purchasing 
decision process includes the following stages[25]: 

 Emergence of need. Consumer is aware 
about his/her need in a product or in certain brand; 

 Data  processing.  This  is  the  process  of  
identifying  and understanding and interpretation of 
marketing incentives and their subsequent 
memorization; 

 Evaluation and purchase of the certain 
product. Consumers, while processing information 
begin to evaluate competitive products that can meet 
their needs. They correlate the characteristics of the 
brand with the desired merits; 

 After purchase evaluation. After buying the 
product consumer evaluates its quality and 
usefulness and compare them with expectations. 

Marketing approaches to the decision-making 
process  of  product  or  service  purchase  can  be  
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Types of approaches

Classical, oriented on:

- psychophysical during    
product choice;

- system of purchasing 
needs and interconnection 
between them.

Combined approach

Neoclassical, oriented on:

- consumption situation;
- consumption style;
- emotions creation;
- buers' attitude to 
cmmercial brands.

Empirical approach

Traditional, oriented on:

- differences in featersus of 
the products;
- buyers' atittude to the 
purchase of everyday 
products;
- atittude of buyers' to 
prices

Rational approach

divided into three groups: classical, traditional and 
neoclassical approaches. Description of these 

approaches is shown in the figure 1. 

 

Figure 1. Marketing approaches to the process of purchase decision making. 
 
Basing on the classical approach, trade 

enterprises should maintain such a product 
assortment, which is able to interest consumers and 
provide them with a choice. Basing on the approach 
oriented on attitude of customer to the price, two 
main types of clients are distinguished: sensitive to 
price and insensitive to price [15].  However, some 
studies [8; 18] are showing that the perception of 
prices is never objective, but consists out of set of 
criteria and factors. So, the perception of prices can 
be affected by mood, time and place of purchase, 
attitude to the brand, atmosphere in the store, etc.  

The founder of approach focused on the 
situation of consumption, V. Packard formulated 
eight basic types of needs [5]: selling emotional 
security, confirming value, self-thankfulness, 
creativity, objects of love, sense of power, sense of 
devotion to traditions, eternity. These “invisible 
exhorters” are the primary sources of buyer’s 
emotional experience, which can be strengthened by 
means of empirical marketing with the aim of 
influencing consumer’s choice during his decision to 
purchase. 

Approach oriented on the style of consumption 
is based on the segmentation of customers on 
psychographic basis. Approach oriented on emotions 
creation implies that sales of goods increase, if their 
demand already exists subconsciously in a hidden 
form. Therefore, using visual techniques can 

stimulate needs, not only hidden, but also real. In 
this case, it is advisable to enterprises avoid impulse 
purchases, since the buyer may later become 
disillusioned with the trading enterprise that 
“inflicted” him/her the purchase. Nevertheless, 
visual provocation can help the buyer 
motivationally. The application of this approach 
makes it possible to increase the loyalty of 
customers to a particular place of sale (and, 
accordingly, lead to the sales increase), because it 
has empirical elements of the purchasing decision-
making process. 

Approach oriented on customer’s attitude to 
trademarks supports the idea that buyers identify 
brand with themselves, being ready to pay a special 
price premium for its availability. Buyers prefer one 
or other brand, but from the point of view of buying 
behavior, it can change. Each of the approaches to 
the purchasing decision-making process carries in 
itself both empirical (emotional) and rational aspects 
of purchasing behavior. 

In the classical approach, decision-making 
process is the situation of selection of goods, 
psychophysical factors and the system of customer 
needs. In the neoclassical approach it is the situation 
of consumption, psychological conformity, the style 
of consumption, the visualization of goods. In the 
traditional approach it is the kind of products 
purchased and the standardization of thinking, which 
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leads to such hedonistic needs as diversity, novelty 
and entertainment. In addition, traditional approach 
studies the attitude toward prices (the influence on it 
is exerted by the mood, atmosphere of trading place, 
merchandising, etc.), and the attitude of buyers to 
the commodity brand (where the brand is the 
physical aspect and the aspect of sensations). 

One of the main tasks of modern consumer 
behavior research is to study the contradictions that 
characterize the system of determination of 
individual’s consumer behavior. In the process of 
creative activity, people create more and more new 
products and services that provide a variety of 
satisfaction of their material and spiritual needs. 
Modern person cannot exist without a versatile, 
multi-elemental by its content system of 
consumption. Most important feature of which is 
that for many people consumption goes beyond all 
necessary for life food and industrial products. 

Almost all natural impulses of consumer 
behavior are replaced by the system of social impact 
that determines the content of specific need and 
interest of the individual. This trend extends to both 
basic necessities and those by which a person 
increases comfort level of his/her life [17]. Thus, the 
interconnectedness of consumer goods and their 
constant renewal contribute to drawing person into 
the constant and increasingly accelerating consumer 
race, caused by constant lack of needs’ satisfaction, 
while in the zone of consumer attention there are 
always objects that could be more attractive than just 
purchased ones. The processes of socialization, 
adaptation, self-realization, communication, 
identification, formation of human potential are 
beginning to be considered through the prism of 
consumption. 

Differences in consumption also depend on the 
level of income[20], but the dependence is not 
linear. Consumption is also experiencing 
constitutive influence of cultural capital accumulated 
in the process of practical knowledge socialization, 
which allows person to recognize strategies and 
principles  of  other  people’s  action.  This  effect  is  
manifested,  for  example,  in  the  fact  that  with  the  
growth of economic opportunities, the scale of 
individual’s consumption does not necessarily 
increase. On the contrary, in the upper classes of 
society  special  tastes  related  to  unconstrained  self-
restraint and a kind of social censorship are created, 
this is expressed, for example, in abstinence from all 
sorts of rude pleasures, in observance of restrictions 
in food (enthusiasm for different diets), etc. [19]. 

According  to  D.  Navarro-Martinez,  et  al.  [17],  
consumer race is increasingly beginning to 
determine the rhythm of life and the nature of the 
relationships. In this regard, the number of those 
who want to improve their living conditions or 

simply not to lag behind in consumption from others 
take loans for various goods and services. Thus, the 
transition from life on savings to life on creditis 
occurred. And such social factors as reference 
groups,  family,  social  roles  and  statuses,  play  a  
major role in this process. 

Often, status features of the product are not 
recognized or masked by utilitarian judgments about 
the practical effectiveness of such choice (for 
example, buying more expensive goods is often 
justified by the fact that they are better – tastier, 
safer, healthier). Status motives explain why 
differences in consumption patterns often do not 
depend on the thickness of purses, as for consumer 
product choice becomes a means of joining to 
certain “consumption community” and 
simultaneously distancing from other communities. 
And objects of consumption are transformed from 
the objects of possession into joining to community 
(or, on the contrary, estrangement). People tend to 
get good that are bought, according to their 
estimates, by the representatives of their reference 
group. In certain sense, the nature of the acquired 
goods is determined not by who the person is, but 
whom person wants to appear. 

However, not everything depends on individual 
preferences, as his/her behavior is controlled by 
his/her own group and other groups. Such groups, on 
the one hand force their members to maintain certain 
consumption standards, and on the other hand 
restrain their selfish and rival impulses (for example, 
recognizing their success), trying to protect group 
members from the destructive effects of envy and 
competition [8]. Thus, such stimulation of 
consumption should not be interpreted as its 
maximization, but rather as the maintenance of its 
socially approved level(excessive wastefulness also 
becomes  an  object  of  condemnation,  as  well  as  a  
neglecting status conventions). 

Exactly these previously descried factors 
compose the specificity of relative income theory 
described by J. Dusenberry [16]. If among the 
friends and acquaintances of an individual there are 
people who substantially surpass him/her in terms of 
income, and consequently, in terms of living 
standards and consumption level, then such \ 
individual must have a strong sense of deprivation 
and strive to approach the consumption level of 
these people as close as possible. In this case 
individual is forced to consume more than his/her 
real possibilities in order not to fall out of the social 
circle. 

Thus, consumer makes decisions not just on the 
basis of price and quality ratio, he/she is also guided 
by considerations of maintaining or enhancing status 
positions endowed with a certain level of prestige. 
And status, which although is seriously affected 
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factor of solvency, still has relative independence. It 
does not grow automatically with increased 
consumption volume and does not immediately 
decrease with its decrease. 

As the result, paradox arises: people are striving 
for a high standard of living, which means the 
possibility of acquiring a certain set of “necessary” 
products  and  services,  at  the  same  time  people  get  
into a kind of “cage”. 

In order to pay for these goods individual need 
to have a permanent, well-paid job. And the 
consumer can no longer “leave the game” even for a 
short  period  of  time  (the  associated  losses  are  
unacceptable). Accordingly, individual’s working 
time increases and, at the same time, free time 
gradually decreases, as the result, opportunities for 
consumption decrease. Receiving one (money) 
resource person loses another (time) resource. Thus, 
in order to consume person has to give up part of 

his/her consumer claims. As the result, share of 
coercive elements conditioned by the initial 
consumer  choice  is  rising  in  the  structure  of  
economic motivation.  

In conclusion, modern market oriented society 
implies consumption process more as cultural 
phenomenon than an economic one. At the same 
time, the study of consumer behavior exclusively 
from the point of view of sociological sciences 
limits the research process to a considerable extent. 
In a modern, constantly changing world, the most 
appropriate approach to managing consumer 
behavior should be based on the intersectional 
concept of economics, sociology and marketing. 
Such approach should recognize that social relations 
impregnate economic processes taking place in 
society, and the shared by certain groups meanings 
and images, which are components of a particular 
culture, support the entire economic life. 
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CRITICAL THINKING AS A DETERMINANT ECONOMIC DEVELOPMENT 
 

The article is devoted to the definition of the essence of critical thinking as necessary component of human mental 
activity in the modern information society. The paradigm of determining the criticality of personality thinking is 
highlighted. The systematic approach to the problems in the outstanding concepts is analyzed. 

For the successful development of the world economy, we must use the latest and most original approaches that 
will lead to predictable innovation changes. Access to a great deal of information opens up many opportunities, but 
often the media and government governments skillfully manipulate people's minds, so critical thinking is a kind of 
filter.Liberal education using critical thinking is deprived of stereotyped thinking. No political, religious or cultural 
prejudice prevents the control of the unbounded science and the process of thinking.Within the population of Ukraine, 
there is a persistent belief in the value of education, in its vital role for a full-fledged life. This is confirmed by a large 
number of students and higher educational institutions in Ukraine. But the problem is that a very small part of political 
parties and the media are thinking about educational issues. The educational system creates a lot of frameworks for 
both students and teachers and they are not capable of producing new knowledge effectively. The situation on both the 
world labor market and in Ukraine should be better, because most students do not acquire real skills, with which they 
can be flexible and easily handle any kind of activity. Of course, critical thinking faces a lot of criticism and requires 
more time consuming, but this is what leads to independent thinking. 

Keywords: critical thinking, information society, turbulence era, economic development, liberal education. 
 
Introduction 
Today we can hear a lot about informational 

economy or about economics of knowledge. This 
type of economy can be characterized as creating, 
distributing and using knowledge for growth and 
competitiveness. All spheres of tangible and 
intangible production, industrial and social relations 
develop on the basis of dynamic growth and 
updating of knowledge.  

The driving force of the modern information 
economy is human creativity. Creativity - "a process 
of becoming sensitive to problems, deficiencies, 
gaps in knowledge, missing elements, disharmonies, 
and so on; identifying the difficulty; searching for 
solutions, making guesses, or formulating 
hypotheses about the deficiencies: testing and 
retesting these hypotheses and possibly modifying 
and retesting them; and finally communicating the 
results"[11], according to the Ellis Paul Torrance - 
has become the main source of competitive 
advantage. Increasing attention to the creative 
sphere  is  also  explained  by  scientists  as  a  result  of  
the integration of production (first of all, connected 
with the digital revolution) and social (social 
networks), resulting in a fundamentally new channel 
of mass marketing of creative products. Based on the 
forecasts of various reputable international 
organizations, in the next decade, the largest part of 
GDP will be created mainly due to creative 
components. 

 
 

Methodology 
This  article  utilizes  the  idea  of  free  and  

independent science as talked about by Sandal 
(2016). The analysis is essentially a survey of 
writing on science and its free elements. The survey 
of writing likewise cover the ideas of development, 
specific  issues,  the  right  to  speak  freely,  part  of  
distributing in autonomous science and its 
connection to information age. We have endeavored 
to feature the association between the free and 
independent sciences with these ideas. 

Theoretical part of critical thinking 
At the current stage of the development of 

society’s, critical thinking is broad recognition in 
various fields of psychology, sociology and 
pedagogy. The term "critical thinking" as a logical 
process of reflection of objective reality is perceived 
ambiguously in the scientific world practice. 
“Critical thinking being a process which requires 
research, intuition, logic, experience and universal 
values gives individuals the ability of recognizing 
one’s  own  errors  and  biases  as  well  as  an  efficient  
decision making”[5, p. 16]. In this respect, 
“individuals who have the tendencies of critical 
thinking can cause differences in economics and 
social studies having higher cognitive skills”[2, p. 
159-160]. Critical thinking involves significant 
independence of thinking and a high level of 
education and human capital.  However,  it  would be 
more beneficial with more studies on critical 
thinking, and for this reason studies on critical 
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thinking would contribute to the development of 
interdisciplinary researchs. 

A distinctive feature of creativity is that it may 
ultimately remain in the form of a plan, and 
innovations should give a tangible, beneficial effect. 
That is why innovation is the highest and most 
complex form of manifestation of creativity. 

Probably only those companies that will master 
the science of creative management of socio-
economic development in the conditions of 
turbulence of the economy will be the leaders of 
socio-economic, scientific and technological 
progress. The main feature of turbulence is 
unpredictability, which nevertheless opens up new 
opportunities, as people go beyond the limits, 
become  more  flexible.  If  a  country  grows  leaders  
regardless of available resources, it will win in this 
competitive struggle. If the country does not do this, 
then again, regardless of the available resources, it 
will lose the irpositions. 

The main principle of economic leadership 
began to be erased - responsibility, when debts under 
the old loan are covered by a new one. Thus, we 
want to capitalize without paying. As a result, Karl 
Marx wrote about this in the third volume of 
"Capital", pseudo securities, pseudo-money are 
created that grow into financial pyramids faster than 
institutions that can stop them. 

Creative ideas form a global network economy, 
because in the creative economy, the interaction 
between carriers of "ideas" is mediated by broad 
network connections on a global scale (the 
emergence of the Internet as a new technological 
infrastructure of the economy). 

The concept of critical thinkingis dating back to 
Socrates, is described as “ethical power guiding to 
virtue” and “logical way of thinking which guides 
our attitudes”. Having been defined as describing 
facts correctly today, critical thinking has many 
other definitions in the literature. 

Glaser (1985), conceptualized critical thinking 
in three ways “an attitude based on foreseeing and 
solving problems”, “having the capacity of 
deduction and reasoning”, and “being able to put all 
these methods into practice in daily life” [3,pp. 24–
27]. 

Dressel and Mayhew [1] have listed the 
following to display the importance of the concept 
of critical thinking: 

 The ability is especially significant for 
transferring information that involves ethical and 
spiritual values and raising children. 

 The ability creates knowledge which is not 
randomly produced, but relevant and promising. 

 The ability plays an important role to solve 
problems and draw valid conclusions and judge the 
validity of inferences. 

 The ability has a long term influence on 
knowledge retention. 

Paul suggests critical thinkers to ask themselves 
the following questions [8, pp. 95–102]: 

 What is the purpose of my thought? 
 Is the question (problem) which I struggle to 

answer clear enough? 
 In what kind of point of view should I think 

about? 
 What concepts or ideas constitute the center 

of my thought? 
 What assumptions do I try to put forward? 
 What knowledge will I use (data, truths, 

observation)? 
 How should I comment on this information? 
 What conclusions have I reached? 
 If I accept the outputs, what about the 

applications? If I put my thoughts into practice what 
consequences will I face? 

The above questions show that one may need all 
of the basic thinking skills for some higher order 
thinking processes such as critical thinking or 
problem solving. Critical thinking skills can be listed 
as follows: sorting, pairing, hypothesizing, 
comparing and contrasting, clustering, cause-effect 
analysis, forecasting, determining patterns and 
exceptions, planning, synthesizing, classifying, 
rating, deducting, reasoning, collecting data, 
evidence and knowledge.  

According to Carl Popper's theory, any 
knowledge is always connected with the search for 
truth and the elimination of errors directly by 
criticizing theories and guesses - both their own and 
others. 

Professor Ralph Johnson emphasizes the 
importance of critical thinking as a special kind of 
mental activity, which allows a person to make a 
sound judgment of the point of view or a model of 
behavior that emphasizes the role of critical thinking 
in solving issues and problems. 

Critical thinking does not have to be completely 
original: the idea or the conviction of another person 
can be taken as own conclusions, because it seems to 
confirm the chosen position in solving a certain 
issue. A person who thinks critically can divide 
someone's point of view, but bases his choice on 
independent conclusions. Independence, therefore, is 
the first and, perhaps, the most important 
characteristic of critical thinking. 

Thus, one can clearly formulate the notion of 
critical thinking as reflexive, that is we mean, 
thinking that examines, analyzes oneself, where 
knowledge is the starting point for the use of 
cognitive techniques and strategies, leading to a 
probabilistic assessment and logical conclusion. In 
the discussion part, we will look at how we can use 
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critical thinking to gain competitive advantages, and 
the goals of the decision-making process. 

Discussions and Analysis 
In the presence of a large amount of information 

it  is  often  difficult  to  find  in  it  real  facts.  
Informatization combined with individualistic ideals 
gave the following ambiguous phenomenon: a large 
stream of judgments (indicating the use of the right 
to publicity and the promotion of freedom of 
speech), which in many cases are fragmentary, 
inaccurate, false and even sometimes dangerous to 
others. 

At  the  same  time,  critical  thinking  can  act  as  a  
negative factor, because excessive criticism that is 
not based on arguments can be of a threatening 
nature. Therefore, we need human resources that 
could ensure the productive development of society, 
taking into account the current trends of 
informatization. 

The same state educational standards, 
educational requirements, educational programs and 
standardized educational institutions - all this is the 
result of industrialization. One of the highest 
qualities of the educational system in the world 
should be development that corresponds to changes 
in time. So, thanks to constant and timely 
innovation, modern education can be demanded and 
effective. The concept of education, which is based 
on a critical approach to learning, and the promotion 
of the use of critical thinking, with a high 
probability, can be the basis for future reforms. 
Using critical thinking, a person always ponders, 
looks for causation, tries to understand it, and not 
just perceive information. In this way, autonomy and 
mental activity, stimulated by critical thinking, can 
be an effective educational tool at the beginning of 
the twenty-first century. 

Global principles of informatization and 
individualization reorient educational institutions to 
search for innovative teaching and education 
systems that would stimulate personal development 
according to the information age of society. In 
modern university education, there is a change of 
emphasis from learning the amount of information to 
the development of independent, critically reflexive 
thinking. 

The main goal of encouraging students to be 
more  rational  is  their  own  benefit  (this  is  a  step  
towards their independence), and not at all for the 
benefit of ourselves - the benefits of society. It is 
clear that in the information society there is not 
enough information, but lack of knowledge on how 
to use it in a proper way. 

Skills-based learning has become very requested 
in an age that is driven by technology and 
globalization. The vast majority of representatives of 
the political elite, businessmen and educators view 

these skills as the only way to preserve the country's 
competitive position. It prevents students from 
dreaming and makes them think from a purely 
practical point of view that is devoid of creativity. 
An open study of knowledge is leveled and 
recognized as a weakness. 

In this era, the majority chooses mostly precise 
sciences, because there is a high probability that 
humanitarian education will not be high-paying. But 
liberal education plays an important role, because it 
is the ability for the mind to range widely and pursue 
interests freely. 

Education enables to create and develop new 
authoritative people who do not have the purpose of 
obtaining  political  power,  examples  can  be  Mark  
Zuckerberg, Jeff Bezos, and Jack Ma. Their 
activities are deprived of propaganda of certain 
political ideologies. After returning to history, we 
know that many radical regimes that used pseudo 
knowledge could easily manipulate people and 
impose their ideology. Now people are more critical 
of the official leaders of their states and they are in a 
position to cast doubt on the decisions. 

We have been told that the modern educational 
system manifested in the Bologna Decree will take 
care of, and largely solve both the university 
transformation and labor market dilemma in Europe 
(and elsewhere). However, the truth is that no 
governmental programs can ever introduce, or pave 
the way for any successful innovation or 
independent science. Individuals carry out 
innovations, as independent science, and 
governments cannot do that. The process of 
innovation as well as the process of independent 
science are based on judgmental decisions. Only 
individuals can make decisions, while corporate 
bodies and governmental agencies arrive at 
decisions by aggregating votes[10]. 

Innovation causes a shift in the technological, 
economic and political situation and is defined as 
development. Development is understood as the 
transformation from one static society to a new static 
society on a higher level. 

In independent science, as well, the scientist 
follows the same logic and prerequisites as the 
independent Schumpeterian entrepreneur. 
Independent science means to create new knowledge 
– the scientific truth, to give something that 
previously did not exist in our knowledge base. 
Independent science does not build on already 
known facts, like the research process. Research 
means development by small steps and indicates a 
static formula. The independent scientist does not 
take orders, remunerations or directions from any 
superior master[10]. 

According to the UNESCO, the number of 
students in higher education has increased to 207 
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million, a special increase occurred between 2000 
and 2014(+107 million) [13]. 

It is also very important to analyze how 
educational attainment affects participation in the 
labor market. Approximately 84% of adults after 
graduation are employed by OECD countries. It 
depends on the field of activity: the employment rate 
is 81% for arts and humanities, social sciences, 
journalism and information graduates; and 88% for 
information and communication technology (ICT) 
graduates. 

In Ukraine, the number of students graduated 
from higher educational institutions in 2017 amounts 
to 359,9 thousand people. Number of graduates who 
received an assignment to work in 2017 totals 
58,858.However, very often you can observe a 
situation when students start to work not in their 
specialty. On the one hand, this is an advantage, 
because free choice is a sign of a democratic society, 
but on the other hand it is a significant loss of highly 
skilled resources. So this situation requires further 
investigation and confirmation of its statistical data 
in order to eliminate this problem[12]. 

The transition to the Bologna Process in Ukraine 
is a definite advantage on many criteria; one of the 
most important is mobility. This criterion fosters 
cross-cultural thinking and helps to communicate 
better with different nationalities. Perhaps it is 
exactly what we need in the future. However, 
Ukraine must be careful with the exact copying of 
foreign education systems. For example, testing does 
not raise creativity, critical thinking and problem 
solving at all. Education should enable students to 
feel free to experiment and enjoy the learning 
process. 

The ultimate goal of critical thinking is to 
produce innovation and independent science. The 
systematic and holistic nature of innovation leads the 
economy to continuous grow thand most importantly 
- to meet the needs of the population. Critical 
thinking is constantly looking for problems 
(especially in the economic sphere), to solve them, 
thereby promoting society to new achievements. The 
concept of "innovation" should not only be 
considered as a process of creating something new 
and its result, but also as a way of thinking that goes 
beyond the traditional perception of reality and 
allows us to adapt to the changes of the modern 
world. 

Conclusion 
In  this  article  we  have  considered  the  era  of  

informatization and its main features, among which 
the important role is disturbed by turbulence. We 
came to the conclusion that turbulence leads to the 
creation of new and more effective ways that lead to 
economic growth. One of the effective ways can be 
the use of critical thinking, especially in educational 

institutions, in particular, institutions providing 
higher education.  

The prerequisites for encouraging the use of 
critical thinking in learning are the social processes 
of informatization and the development of the idea 
of individualism, as well as changes in educational 
standards. Critical thinking has been proven to be an 
effective educational tool and, in addition, an 
important factor in social development and an 
instrument for the formation of a worldview. Critical 
thinking also places considerable danger upon the 
inept presentation of ideas and methods of critical 
thinking, which requires detailed research and 
systematic implementation. Education is one of the 
main sources of the ability to think critically, it has 
the most advanced set of knowledge and practical 
measures designed to introduce the principles of 
critical thinking into life. The combination of 
opportunities for critical thinking and the tools of 
modern education creates significant prospects for 
individual and social development. 

Significant bureaucratization leads to a static 
and non-innovative learning process. If the system is 
not successful, it needs to be changed, the only 
solution for the owner of the university system 
(which is usually the government) is to invest more 
money, more resources, and more effort in the 
system than hiring more staff, both academically and 
non-academically, number of programs, creating 
new places, expanding university networks both at 
the national and international level, and so on. These 
measures will promote the spread of problems and 
represent a huge amount of money and resources. A 
dynamic, innovative learning process is constantly 
under pressure for survival rather than through 
traditional competition, since no such competition 
exists under the influence of innovation, but rather 
because the refusal stimulates less costs and 
improves the quality of the management of 
information about the service. Liberal education 
means liberation; be free. No one can do this for 
another person, but educational systems have better 
or lesser approaches to freedom than one that can be 
justified by individual talent and individual 
potential. Dynamic, innovative teaching methods are 
exactly what is needed in order to unite more people 
into a substantial existence. 

The era of informatization is supported by the 
fact that graduates of the specialties of information 
and communication technology (ICT) are 7% more 
than representatives of the humanities. Our time 
dictates the new conditions of the movement of 
social development. Transformation and 
achievement of scientific progress are leading to 
changes in the economic and social order, which 
usually leads to changes in the world economic 
order. Man must be ready for restructuring, where it 
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becomes necessary to participate directly in the 
processes of reformation. Therefore, the prospect of 
having  a  critical  thinking  of  a  citizen  is  
unconditional. It should be noted that it would be 
expedient to consider the function of critical 

thinking in the modern economic paradigm of 
society, as well as determine its essence and role in 
shaping the economic and responsible position of 
society. 
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EQUITY FINANCING OF ENTREPRENEURIAL UKRAINIAN AND NORWEGIAN STARTUPS 
 
The situation of Ukraine and Norway in international ratings by the number of start-ups and possibilities of 

attracting financial resources to them is highlighted in the article. The concept of "startup" is considered; the main 
features and the main sources of their financing are revealed: private capital, money of relatives and friends, business 
incubators, business accelerators, venture funds, business angels, crowdfunding platforms and government grant and 
subsides. The strengths and weaknesses of each financial source are discovered. The essence of these sources, their 
development in Ukraine in the conditions of instability of the national economy and features of functioning are revealed 
and their development in Norway in a socialist political system. In addition, data are provided on investing innovative 
projects in recent years and interest rate. Comparison of ease of access to startup financing in the explores country. 

Key words: Startups, business-angle, venture capital, Ukraine, Norway 
 

Introduction 
The key to the successful development of any 

state is the availability of innovations that can 
simplify and ease the lives of individuals as well as 
of society as a whole. The basis of innovation is the 
idea,  which under  certain conditions can turn into a  
market-demanded product. One of the factors of 
such a transformation is financial support for the 
implementation of the idea. Therefore, issues related 
to the search and attraction of financial resources for 
the support and development of creative and, 
besides, risky business structures - startups, 
especially due to the rapid growth of the number of 
Ukrainian start-ups and their demand, are becoming 
particularly relevant. 

Business  enterprise  has  come  to  be  seen  as  a  
motor of monetary and social advancement all 
through the world. Enterprise and advancement 
assume a fundamental part in the financial 
improvement, as expressed by Joseph Schumpeter 
right on time in the most recent century. The startup 
consolidates highlights that enable it to work ideally 
in the troublesome states of the advanced market. 
The accomplishment of the startup relies upon a 
blend of three components: thoughts, entertainers 
and financing. Without a doubt, the most imperative 
factor is the way toward drawing in monetary 
ventures. Financing new companies is one of the key 
themes for understanding business and reinforcing 
general monetary proficiency. 

The most original idea does not always survive 
on the market and finds financing for development. 
Developers of startups need to make a lot of effort to 
find at least one source of funding, not to mention 
three or more. 

Theoretical presentation  
The expression "startup" has been utilized 

famously finished the previous couple of years to 

depict useful firms, which have just a couple of 
business people with energy to accomplish 
something new. Then again, the colossal 
technological organizations can be characterized as 
new companies. What is the meaning of the 
definition “startup”? We have to look to renowned 
researchers and business people, who carried on for 
a long time and today. 

Steve Blank is a scholar and entrepreneur from 
Silicon Valley, California and had said about 
startups:"A startup is a temporary organization used 
to  search  for  a  repeatable  and  scalable  business  
model" [16, p. 3]. 

“A  startup  is  a  company  working  to  solve  a  
problem where the solution is not obvious and 
success is not guaranteed,” says Neil Blumenthal, 
cofounder and co-CEO of Warby Parker [17] 

Joseph Alois Schumpeter particularly stresses 
the part of new organizations in making 
developments that intrude on the roundabout stream. 
New firms "do not arise out of the old ones but start 
producing beside them” [12, p. 85]. Schumpeter 
additionally contends, "The entrepreneur is never the 
risk bearer. The one who gives credit (that is, gives 
the important capital)comes to grief if the 
undertaking fails. Even though the entrepreneur may 
risk his reputation, the direct responsibility of failure 
never falls on him” [12, p. 86]. 

Knowledge generates innovation and then 
innovation is creating economic growth [1]. 
However, startup rates could be significantly 
differing between countries and within regions of the 
same country. By contrast, there is a much smaller 
theoretical literature attempting the formal modeling 
of the start-up process within a region [5].  

Startup costs and nonattendance of capacities are 
two of the essential troubles that representatives 
need to go up against when starting up new interests 
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[11]. The basic piece of “people” in the foundation 
of any meander cannot be under-assessed [13]. The 
rate of big business can be evaluated statically as the 
autonomous work rate or logically as the start-up 
rate  of  business  firms.  The  start-up  rate  is  
continuously being seen as comparably, if not 
progressively, basic than the advancement of 
existing firms. Firms will presumably create with a 
particular ultimate objective to make new 
occupations and to progress new and versatile 
definitive structures [5].If you are producing 
incomes underneath $20 million, have under 80 
representatives, and remain steadfastly responsible 
for the organization you began, you are likely 
running a startup[5]. Similarly, on the off chance 
that you have quite recently set up a minor revenue 
driven venture and are determined to it ending up 
sufficiently enormous to assume control over the 
world – regardless of whether you are as yet 
working from your room – you are most likely a 
startup originator. 

It should be noted that Ukraine ranks 39th  in the 
world, from the 151st, by the number of startups 
included in the international ranking compiled by the 
Startup Ranking service and with the index of 204 
startups overtook Norway, which ranks 47th with the 
index of 134.Examples of successful Ukrainian 
startups are ModnaKasta, Depositphotos, Terrasoft, 
TemplateMonster, Coursmos, lickky, Augmented 
Pixels, GitLab, Petcube, Grammarly, etc[15]. 

Analyses and discussion 
The generic problem in startup companies is the 

lack of financing. How to ramp up initial operations 
into such level that it can operate? Each step will 
require money and very soon, the startup company is 
knocking on all the possible doors to get money for 
surviving and evolving. Only very few startup 
company can make money without aid from 
investors. 

Risking everything on one endeavor is never a 
good business strategy. This is especially true when 

it comes to financing the new business. First, the 
best way of financing is private capital, which 
include personal investment. Second source, is loan 
in the bank or other organizations such as spouse, 
parents, friends, family etc. In addition, venture 
capital and business angels can be sources of 
financing. Third way is applying for government 
grants and subsidies. This analysis intend to consider 
all three ways more detailed in cases of Ukraine and 
Norway. 

Private capital used at the stages of origin and 
formation, when the idea of a product, service, 
technology, as well as a business plan of the startup 
are under development, and to offer third-party 
investors is simply nothing. Friends and relatives 
can act as financial assistants when there are already 
costs,  but  no  profit,  and  as  the  first  users  of  the  
product or service. The main advantage of such a 
financial source is the lack of debt and the receipt of 
all profit by the startups. However, the volume of 
home and family funds invested in startups is, in 
most cases, insignificant. 

In addition, in the current conditions of 
economic and political instability in Ukraine, 
friends` source of financing startups is more 
theoretical than practical, as the solvency of the 
population is at an extremely low level. The 
disadvantages of this kind of financing can also 
include difficulties in distinguishing between 
friendly, family and business relationships. 

Loan is one of the most undesirable types of 
financing for a new project. This is explained for 
obvious reasons, namely: startup is a high-risk 
company that is often difficult to calculate; it is also 
difficult to determine the level of profitability of a 
project. Today, getting a loan for a startup is still 
quite difficult even with the availability of collateral, 
guarantor and well-calculated business plan, since 
bankers often prefer working with a business. 

Table 1.  
Loan interest rate in the banks` Ukrainian and Norwegian 

 Minimal interest rate in 
banks for small business  

Maximum interest rate in 
banks for small business  

Average interest rate 

Norway commercial banks 6.49% 26.90% 16.7% 
Ukraine commercial banks 17.82% 27.78% 22.8% 
  

We can see from table 1[8;7] that the average 
interest rate is attractive and less in Norway then in 
Ukraine. That Norwegian entrepreneur have more 
source for them activity and for beginning 
entrepreneurship.    

Small businesses and startups in Ukraine have 
served predominantly by the largest banks in the 
country. In the structure of the Ukrainian credit 
system, including on a regional scale, there are no 

specialized institutions serving small businesses and 
startups. In the banking practice there is no 
preferential taxation and lending to banks serving 
small businesses and startups. For lending to small 
businesses in Ukraine, funds from international 
financial institutions and funds are widely used. In 
Norway,  it  is  much  easier  to  get  a  loan  to  open  a  
small  business  due  to  active  state  support.  In  this  
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case, the loan amount is from 50 to 80% of the total 
amount of the startup. 

Banks are reluctant to issue loans to young and 
non-registered businesses, since the risks of non-
return of cash are high. Much more likely to get a 
loan from small and medium-sized businesses, 
which operate at least 3-6 months. To pay off 
possible risks, banking structures raise interest rates 
and reduce the number of such loans. Beginning 
entrepreneurs in turn are very difficult to obtain a 
bank loan and it is very difficult to pay it. It turns out 
a kind of vicious circle, which without the 
intervention of the state simply cannot be resolved.  

The venture companies come to help the 
entrepreneurs. The venture has called private capital 
funds, which invest in companies that are in the 
early stages of its development. Venture companies 
are consciously at risk of investing in a business idea 
or project in order to get high interest on a relatively 
small amount of investments. 

Many venture funds put in the scheme of work 
the possibility of full or partial write-off of invested 
funds. As a compensation for high financial risks, 
they claim the profitability of the invested projects 
from 50% to 100% per annum. The usual term for a 
venture investment is 3-5 years, and in some cases, 
the term can reach 7-8 years. Typically, venture 
investments are investments in high-tech industries 
and other industries with high potential for 
development, so it is unlikely to attract funds for 
creative startups in this way [18]. 

Such venture company operate in 
Ukraine:TaVenture, Chernovetskyi Investment 
Group, AVentures Capital, Vostok Ventures. 
Moreover, in Norway we have Nordic Venture 
Network, Viking Venture, Venture Scandinavia, The 
Hub, Alliance Venture. 

Business Angel is an individual who is ready to 
invest in a startup at a zero or an initial stage, in 
exchange for a share in the future enterprise. In 
addition to investing money and getting a company 
share, business angels invest in human capital: share 
their experience and business knowledge, use their 
personal relationships and participate in making 
decisions. 

Business angels tend to invest their own funds 
unlike venture capitalists who manage the money of 
third parties united into venture funds. Angels 
manage not only the opportunity to multiply their 
investments, but also personal interest in the startup, 
in which they are invested. 

The main disadvantage of working with business 
angels is its direct intervention in project 
management, which may not coincide with the 
startup's vision, as well as the threat of termination 
of funding at any stage of the project's development. 

It was with the support of business angels that 
started projects such as Twitter, Google, PayPal, 
Facebook, and Skype. Examples in Ukraine: 
Association of Time Investors of Ukraine, 908.vc, 
UAngel, UAban. Examples in Norway: BAN, Oslo 
International Angels, Norwegian Industrial and 
Regional Fund (SND). 

European Private Equity and Venture Capital 
Association’s 2013 May report states that private 
equity-backed companies have more focused in their 
innovation efforts and deploy better management of 
innovation processes than their peers. These 
companies account for less than 6% of total private 
sector employment in Europe, yet they account for 
up to 12% of all industrial innovation, while their 
spending on research and development (R&D) 
accounts for 8% of all industrial spending on R&D 
[3]. 

In addition to the improved productivity that 
arises from higher levels of innovation, private 
equity contributes to creating an enabling 
environment to enhance the levels of productivity in 
the economy as a whole. It does this by increasing 
the finance available for capital investments, 
supporting companies through periods of 
commercial or financial distress, and by increasing 
the operating performance of portfolio companies. 
Some evidence points to private equity companies 
being less likely to fail than companies on average 
are, with some studies suggesting that private 
equity-backed companies are up to 50% less likely 
to fail than non-private equity-backed companies 
with similar characteristics are. Private equity 
backing improved the operating performance of 
portfolio companies by 4.5% to 8.5% during the first 
three years after investment. Private equity 
participation leads to improved productivity as 
measured by earnings before tax, depreciation and 
amortization per employee of 6.9% on average. 
Private equity participation can lead to more 
sustainable employment [3]. 

Business incubators provide infrastructure 
(office, office equipment and communication), 
participation in trainings and thematic events, 
consultants or mentors for entrepreneurs who have 
an idea for startups. They help to carry out market 
research, to make a business plan, to develop the 
project to a level where potential investors may be 
interested. The conditions in which to participate in 
the business incubator differ in different structures. 
This  can be a  free entry for  the participant  with the 
subsequent provision of the share of the business 
incubator in the working project. At the same time, 
the package for which the incubator claims can vary 
from 5% to 25%. The second option is the payment 
for a package of services provided by the business. 
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In  this  case,  the  incubator  does  not  become  a  co-
owner of the business [2]. 

There are more than 20 business incubators 
operating in Ukraine, the most powerful among 
them are business accelerators of IT technology. 
Examples: iNub, WannaBiz, Polyteco, Happy Farm, 
Founder Institute. There are more than 30 business 
incubator operating in Norway, the TOP of 5 most 
important for social entrepreneurship [9]: Startup 
Norway, InkubatorSalten, Industriutvikling vest, 
Oslo Cancer Cluster Incubator AS, Alliance 
Venture. 

Business accelerators are a model for supporting 
business at an early stage, which involves intensive 
project development as soon as possible. 
Participation in the accelerator is a time-limited paid 
educational program for entrepreneurs who come to 
the accelerator with an already formulated idea and 
team.  In  the  process  of  such  a  program,  the  team  
receives mentor and expert support, assistance in 
business development. There are several models of 
accelerator work: some only provide assistance in 
the development of social capital, some provide 
initial funding of the project in exchange for a share 
in the company (4 - 10%). 

Crowdfunding is an internet platform on which 
participants are registered - people who want to join 
in the implementation of innovations, but who do 
not have enough personal funds to invest in projects 
as a business angel or venture capitalist. Startups 
that attract funding create promotional videos that 
highlight the idea of the project, its goals, and the 
amount of investment required. The required amount 
is determined, the collection of money is limited in 
time, and as a thank you for the contribution to the 
project, starters offer different rewards, one way or 
another related to the project. Often, of course, thus, 
money is collected for the creation of musical 
albums, filming, and book publishing, social and 
charitable projects. 

Due to the crowdfunding in startups, it is 
possible to raise money with minimal expenses. Of 
course, each platform has its own payment systems, 
but on average, it is only 3% to 9% of the amount 
involved. 

In addition, the crowdfunding platforms help to 
get an answer to the question - is it necessary for the 
future product, and does it has a market and the 
future. 

Initial financial support, on a rather loyal basis, 
can be provided by grant organizations to startups as 
compared to other investors. The essence of the 
activities of grant organizations is to provide 
financial support to young creative people with 
progressive ideas. When one of the funded projects 
becomes successful, the organization receives a 
"good name" and a free PR. 

Ukrainians grant organization: Lviv Young 
Project, Microsoft Seed Fund, Global Technology 
Foundation, TechPeaks. 

The Norway Grants support 23 program areas 
under five priority sectors and funds [9]: 

1) Innovation, Research, Education and 
Competitiveness 

2) Social Inclusion, Youth Employment and 
Poverty Reduction 

3) Environment, Energy, Climate Change and 
Low Carbon Economy 

4) Culture, Civil Society, Good Governance, and 
Fundamental Rights and Freedoms 

5) Justice and Home Affairs 
Government agencies design competitions to 

attract promising startups who are seeking funds to 
advance their technologies to commercialization. 
These competitions not only apply the internal 
scientific and technical capabilities of public 
agencies, but also draw very prestigious external 
review partners that can better inform the process 
[6]. 

Business enterprise arrangement in Norway is 
essentially the duty of the Ministry of Trade and 
Industry, and the Ministry additionally organizes the 
Government's development approach. The Ministry 
of Local Government and Regional Development 
has a noteworthy part in advancing business with a 
local point of view. About the structure conditions, 
the Ministry of Finance, the Ministry of Labor and 
the Ministry of Education and Research are 
additionally critical players. On the operational 
level, most subsidizing and instruments are focused 
around three organizations [7]:  

1) Innovation Norway, which is in charge of 
advances, gifts and guidance for business and 
provincial improvement,  

2) The Research Council of Norway, which is in 
charge of most R&D related instruments,  

3) SIVA, the Industrial advancement 
Cooperation, which goes for solid provincial and 
modern bunches through foundation, venture and 
information systems and instruments. 

As a rule, in Ukraine thinking about finding a 
source of financing for the project, the entrepreneur, 
in the last resort, refers to the state and the support it 
can provide in the development of its business. Of 
course, there are reasons for this: because, 
unfortunately, the Ukrainian state does not pay much 
attention to small entrepreneurs and startups, and a 
lot of effort is needed to get material assistance from 
it. 

Conclusions 
Thus, the analysis of sources of financing start-

ups has shown that the main resources to support 
and promote the development of innovation projects 
are venture companies that invest a lot of money 
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both in the initial stages and at the stages of 
development and expansion of projects. The volume 
of financial resources coming from business angels 
and business accelerators is smaller, and is mainly 
directed at the initial stages of project 
implementation. Due to the economic instability in 
the Ukraine and the high risk of projects that are 
practically untapped in the financing of startups, 
there are banking institutions and the state. 

Every year, the number of innovative ideas and 
progressive people who are ready to embody these 
ideas is growing. Ukraine have great innovation 
potential in the world, but it has more problems, 
which cannot allow developing entrepreneurial 
startup, for example an unstable political 
environment, unwillingness to mobility change of 
the direction of business and disinclination to invest 
in a sharp business environment. 

Despite the protracted military actions and the 
continued decline of the national economy, from 
2014, Ukraine has a tendency to develop venture 

capital investments in IT start-ups. The total volume 
of venture investments in this area exceeded $ 10 
million US. 

Norway, unlike Ukraine, has a problem related 
to a lack of entrepreneurial awareness and low-level 
innovation and technologies in their startups, 
because local entrepreneurs focus on the traditional 
business sector.  

Ukraine and Norway have common issue in a 
seemingly low activity business-angel activity. In 
order to increase angel investment activity, 
entrepreneur could find out more about opportunities 
to benefit from startup financing. 

Disinclination to mobility change of the 
direction of business is common feature of Ukraine 
and Norway. Investors are getting their money in 
traditional project, afraid of losing resources. It is 
imperative  for  them  to  take  risks  for  economic  
development and well-being both for society as a 
whole and for individual interests. 
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SOCIAL ENTREPRENEURSHIP AS AN INNOVATIVE LEGAL BASIS FOR A 
DEVELOPMENT OF AN ECONOMY OF THE MODERN STATE (THEORETICAL ASPECT) 

 
The theoretical aspects of the definition of social entrepreneurship as the innovative and legal basis for the 

economic development of the national economy, through an analytical comparison of entrepreneurship, innovations 
and characteristics of the modern state and legal regulation of economic processes are considered in the article. 
Sustainable economic development requires economic progress. The entrepreneur is the one who introduces 
innovations and, regardless of the economic cycle (rise or fall), turns regression into economic progress. Social 
entrepreneurs, acting on a legal basis, are innovators of economic development. Assuming a high mission of developing 
and maintaining social values, they are constantly searching for and relentlessly implementing new opportunities 
associated with this mission, for a positive change in society as a whole. One of the problems of the development of 
social entrepreneurship is the interference of politicians in this process, with the aim of channeling it in the right 
direction. Also, the institution of social entrepreneurship is often reduced by some scientific researchers only to a 
narrow solution of everyday social problems. A widespread phenomenon is the development of legal doctrines of the 
legal regulation of social entrepreneurship and public-private partnership in this area. This is due to certain 
misunderstanding and delusion in the interpretation and application of the definition being studied. The task of social 
entrepreneurship today is more significant. The modern economy is capable of successfully developing due to the 
introduction of innovations and free competition by social entrepreneurship in the presence of an optimal legal regime. 

Keywords: public-private cooperation, innovation, legal regulation, entrepreneur, social entrepreneur, social 
entrepreneurship, economic development; social change; sustainable development; social change; scaling up. 

 
Introduction. In the conditions of 

decentralization of the local government taking into 
account the aggravation of social problems the 
difficult political situation and the financial crisis, 
the promotion of the formation of social 
entrepreneurship as an innovative legal basis for 
sustainable economic development is extremely 
urgent for modern Ukraine. The task of developing a 
social rule of law and the formation of civil society 
requires institutional, legal, social changes that 
support social innovation. 

The purpose of a research is to study individual 
current problems of social entrepreneurship, to 
theoretically and methodologically examine and 
substantiate certain aspects of the definition of a 
social entrepreneurship and to identify foundations 
of the concept of its innovative and legal role in the 
development of an economy for the progressive 
development of modern society. 

Research methods: comparative legal analysis 
and synthesis, logical method, generalization, 
economic and legal method. 

Formulation of the problem. Social 
entrepreneurship carrying out important constructive 
functions of economic activity is an effective 
mechanism for increasing the level of economic 
development and state structure. From a legal point 

of view domestic social entrepreneurship does not 
exist because of the lack of an appropriate legislative 
framework. However, there are some problems of 
social entrepreneurship related to its legal regulation, 
some interference of politics and the state in its 
formation, diminishing its role in the scientific 
community due to a reduction to the solution of 
narrow social everyday problems of various 
categories of the population. For the most part they 
relate to the misuse of the terminology of social 
entrepreneurship  in  practice  as  well  as  the  
insufficient level of domestic scientific research of 
this definition and poor knowledge of this 
phenomenon of society. The article outlines some 
theoretical approaches to the definition of social 
entrepreneurship shows its innovative and legal 
essence and the importance of the right approach for 
developing a legal concept for ensuring the 
formation of social entrepreneurship. 

Social entrepreneurship is a new opportunity to 
participate in the process of creating a democratic 
society for an ordinary person, without being elected 
as a representative [15, 96]. Social entrepreneurship, 
by and large, accumulates in itself the passion of 
social mission with the image of business discipline, 
innovation and determination. Undoubtedly, our 
time has already been formed for entrepreneurial 
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approaches to social problems (Dees,1998/2001). 
Many government and philanthropic efforts far from 
justify our expectations. Large institutions of the 
social  sector  are  often  perceived  as  inefficient  and  
do not meet the requirements of modern society. The 
community sees the prospect of social entrepreneurs 
in creating the advanced institutions of the new 
century. The definition of social entrepreneurship 
may be new to contemporaries, but this phenomenon 
has  existed  for  a  long  time.  In  fact,  social  
entrepreneurs have always existed, even if we did 
not call them. Initially, they created the basis for 
many categories, which we now perceive as ordinary 
phenomena. The meaning of the new name is 
significant in the sense that it implies the removal of 
the boundaries of the segment. Social 
entrepreneurship can manifest itself in various ways, 
such as social business enterprises, such as 
commercial banks for financial incentives for 
communities, and hybrid organizations that combine 
commercial and non-profit elements such as 
homeless educational shelters. The new name helps 
to expand the boundaries of the playground. Social 
entrepreneurs are constantly looking for the most 
effective tools for realizing their social goals. 
Nevertheless, although the concept of social 
entrepreneurship is becoming more and more in 
demand, it gives rise to different views for different 
people.  This  somewhat  leads  to  a  certain  
misunderstanding and misunderstanding of the 
terminology. Most perceive social entrepreneurship 
only as non-profit organizations. Others see 
businessmen as businessmen, who associate their 
activities with the social responsibility of business. 

Many modern individuals want to have the 
image of a social entrepreneur or adjust to him for 
different reasons, not understanding the true essence 
of this definition. First of all, it concerns politicians 
and officials, for whom social entrepreneurship is an 
attractive design. Politicians and statesmen, as a 
rule, see themselves as key figures that provide 
opportunities and create rules, promote and invest 
innovation and social entrepreneurship. They are 
constantly trumpeting voters about what positive 
changes should come and how the social order 
should develop, promise great social initiatives, etc. 
Thus laying a large number of "non-entrepreneurial" 
components in social entrepreneurship. Their 
privilege is to promise the public a high standard of 
living and reap the benefits of successful projects. 
But politics and entrepreneurship are incompatible 
categories in practice. As SANDAL, Jan-Urban 
[14,242] pointed out,"politicians often speculate and 
play on taxpayer money, which often leads to 
disastrous results." Instead of investing the 
taxpayer's money in infrastructure, building 
kindergartens and schools, roads, libraries and 

healthcare facilities, which is the main of taxation, 
very often officials commit acts that fall under the 
signs of crime, spending and thinking about 
ridiculous and uncontrolled projects that have 
nothing to do with the responsibility. The big danger 
is that as a result of policy intervention, the true 
spirit of social entrepreneurship can be lost.As long 
as the promise of politicians does not reach the 
result, because too many "non-entrepreneurial" 
efforts are included in the definition, then the social 
Entrepreneurship will fall into disrepute, and on this 
basis, it is necessary to clearly distinguish the notion 
of social entrepreneurship with other activities.What 
is the true essence of "social entrepreneurship"? The 
answer begins with an understanding of the term 
"entrepreneur"[3,4]. 

The concept of entrepreneurs has a long history 
in the field of business. Its main attribute was the 
formation of value based on innovation [5,108-111]; 
[20]. Austrian economist Joseph Schumpeter 
founded this fundamental concept of value creation, 
contributing to what may be the most influential idea 
of entrepreneurship. Schumpeter defined in the 
entrepreneur the force necessary to stimulate 
economic progress if the economy does not become 
static, structurally immobilized and prone to 
corruption. Enter the Unternehmer, Schumpeter's 
Entrepreneurial Spirit, which identifies a 
commercial opportunity - whether it's a material, 
product, service or business - and organizes an 
enterprise to implement it. Successful 
entrepreneurship, he argues, triggers a chain 
reaction, encouraging other entrepreneurs to repeat 
and ultimately spread innovation to the level of 
"creative destruction," a state in which a new 
enterprise and all associated enterprises effectively 
provide existing products and services, and business 
models are outdated. Schumpeter sees the 
entrepreneur as an agent of change in a larger 
economy[10]. 

What is social entrepreneurship? 
In our opinion, the clearest definition of social 

entrepreneurship is provided by SANDAL, Jan-
Urban. It comprehensively and capacitively reflects 
the true essence of social entrepreneurship. Social 
entrepreneurship[14,237]  is a new way of 
participating in the process of developing the 
democracy for the common person. This is the true 
essence of social entrepreneurship. 

Nevertheless, there is still a huge gap between 
theory and practice. The most characteristic problem 
of the modern development of social 
entrepreneurship is the interference of politics in 
social entrepreneurship in order to subordinate it to 
certain established rules. However, as recent world 
events show, many citizens, including our 
compatriots, today do not want to stay away from 
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political processes. They want to take an active part 
in the common life of the society be active in the 
electoral process. As soon as they learn about new 
opportunities for active participation in social 
development they are motivated by the desire to 
devote their ideas and forces to the innovative 
process to turn ideas into productive projects. And 
certainly all of them are pouring changes into social 
development, which significantly raises the standard 
of living of society. Social Entrepreneur [16],[19, 
215-222],[22] is a free person man or a woman 
whose mental health allows him or her to do 
business as a social entrepreneur when the business 
gives a surplus of costs and a person who represents 
his private property for production means and 
controls the process development as a social 
entrepreneur and motivated by personal and internal 
stimulus, conducts social entrepreneurship without 
any dictation from outside forces, leadership or 
control by the central authorities. 

 Thus, they contribute to economic progress, 
which is the driving force behind the development of 
democracy. It is these individuals who are the true 
entrepreneurs and innovators[14,239]. 

When it comes to entrepreneurs, those that are 
aimed at developing, we see that they do not form a 
specific  social  class  [22].  These  people  are  strong  
people, they act by themselves, and not as a group of 
people, they do not copy each other, they have no 
common goals, and they do not unite as social 
groups, such as landowners, workers or capitalists. 
Entrepreneurs are not the result of political activity 
or do not depend on it, they do not have privileges or 
political power, and they are not elected or 
appointed. They only represent themselves [17]. 

The definition of social entrepreneurship and a 
social entrepreneur has traditionally been widely 
misleading not only among politicians and 
government officials, but also among academics. 
Some modern authors, echoing politicians, often 
justify the need to use the institution of social 
entrepreneurship as a legal mechanism for solving 
social problems and meeting the individual needs of 
citizens and legal entities. A number of researchers 
have justified the need for state support for social 
entrepreneurship, the creation of a legal framework 
for its legal regulation, and also sees public-private 
partnership as one of the key tools for the 
development of social entrepreneurship, etc. The 
most vivid manifestation of the doctrinal concept of 
civil means of meeting the personal needs of citizens 
in the social sphere through the development of 
social entrepreneurship is observed in the scientific 
circles of post-Soviet countries such as Belarus, 
Russia. Barkov A.V. Grishina Ya.S. [1, 272-275] 
and other authors believe that social 
entrepreneurship acquires a new level of 

understanding as an intersectoral interaction of the 
state, business and civil society in solving various 
social problems using innovative technologies, the 
legal provision of which is carried out by the 
harmonious impact of private and public legal 
instruments[7, 9-18]. 

The best form of interaction between the state 
and private business in world practice is recognized 
by these and some other authors as public-private 
partnership (PPP) .They see the vector of 
development and improvement of legislation on 
public-private partnership, taking into account 
advanced foreign law enforcement experience the 
value orientations of social entrepreneurship, not 
aimed at making a profit, but on ensuring the 
priority of social effect over the economy. The best 
form of interaction between the state and private 
business in the world practice is recognized by these 
and some other authors as public-private partnership 
(PPP)[1, 277]. 

Here  it  is  necessary  to  pay  attention  to  the  
following aspects of social entrepreneurship. 
Emphasizing the individualistic nature of the 
methods of pure theory, Schumpeter noted in his 
time  that  every  researcher  bases  his  scientific  
analysis, one way or another, on individual needs 
and their satisfaction. Such an approach, in his 
opinion, is conditioned by a twofold essence. First, 
because we need to know individual needs. 
Secondly, it is conditioned by the need to know 
individual wealth. At the same time, the initial for 
the theory is that each market demand is 
individualistic, and on the other hand, it is often 
altruistic or social. Society shapes individuals and 
directly affects their economic value, to give them a 
remote approach to the likeness. The scientist 
concludes that only free competition leads to such 
results, which can be represented by curves of social 
utility. Social entrepreneurship signals the imperative 
to drive social change, and it is that potential payoff, 
with its lasting, transformational benefit to society, that 
sets the field and its practitioners apart [10]. 

Therefore, we can assume that social 
entrepreneurship can not be oriented only at meeting 
the personal needs of citizens, because in this case it 
loses its essence and focus on innovative 
transformation of society. Social entrepreneurship is 
an innovation and legal force for modernizing the 
modern national economy as a whole. Since, by 
accumulating innovation, determination and social 
mission, it acts lawfully and purposefully in the 
interests of the democratic development of society. 

There are serious doubts about the possibility of 
state support of social entrepreneurship, as well as 
the creation of public-private partnership in this 
area. Along with the foregoing positions of 
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researchers there are opposing points of view, which 
have a basis [14, 237-240; 9]. 

SANDAL, Jan-Urban rightly makes [14,241] a 
sound conclusion that Public and private cooperation 
(PPC) is  a  ridiculous phrase for  mixing private  and 
public interests, but public funding for social 
entrepreneurs and projects is a waste of taxpayer 
money and is an obstacle to development. Political 
state decisions about what to produce give society 
more than what already exists while democratic 
development requires new attitudes and approaches 
that produce new products, services and provide new 
working opportunities and improve the quality of 
life for all and not only a certain group of supporters 
and beneficiaries of the system. Any attempt to take 
control of the process of social entrepreneurship by 
politicians, government officials or the knowledge 
industry  etc.  will  be  a  failure.  No  one  can  create  
social entrepreneurs - they are self-created and self-
motivated. With this approach you can fully agree 
[16]. 

In other words state intervention in the 
development of social entrepreneurship the 
introduction of strict legislative support for it and the 
strengthening of state-legal regulation of the 
economy, as a rule, lead to negative results. 
Therefore, it is difficult to agree with those 
researchers who see in the absence of a legislative 
framework on the legal regulation of social 
entrepreneurship as one of the reasons for its 
inadequate spreading on the domestic expanses. It 
should be very cautious approach to the issues of 
legislative regulation of modern social 
entrepreneurship. Since the role of lawmaking in 
promoting economic development is not always 
perceived unambiguously[6,7-20], [13, 2-10], 
[2],[11]. Certain publications of domestic 
researchers emphasize the importance of legislative 
regulation of social entrepreneurship and this, of 
course[8,81-91],[12,34-39]. According to Gorishna 
N. [12,35-38] activation of the development of 
domestic social enterprises requires the development 
and adoption of a legislative framework for their 
functioning, the introduction of effective 
mechanisms to attract commercial structures and 
non-profit organizations to create enterprises with a 
clearly defined social purpose. One of these 
mechanisms, the author believes, could be the 
introduction of new organizational and legal forms 
that reflected the organizational and legal status of a 
social enterprise and provided for understandable 
and favorable conditions for its taxation. 

Because too often, a law has been painted as a 
villain frustrating the efforts of social entrepreneurs 
to  create  businesses  aimed  at  making  a  profit  for  
owners and benefits to society. Proceeding from this 
it is necessary to emphasize the importance of 

having an optimal functioning legal and regulatory 
system for the development of an effective market 
economy and as a consequence harmful 
consequences that may result from improper 
regulatory frameworks for production, employment, 
investment activities, productivity and living 
standards. 

Only reasonable legal regulation of business and 
entrepreneurship contributes to economic growth. 
This means not only an effective legal framework 
that encourages freedom of competition and 
entrepreneurship but also guarantees a reliable 
financial market infrastructure, including the 
simplicity of the business registration procedure as 
well as procedures that facilitate the closure of a sick 
business as well as the restructuring and restoration 
of potentially profitable enterprises. In this regard, 
coming out of the foregoing, it is important to 
emphasize that it is social entrepreneurship as 
legitimate activities for the benefit of society that is 
the innovation and legal basis for the development 
of the national economy [11]. 

On the other hand, it is considered that the 
"heavy" regime of legal regulation ultimately leads 
to the worst consequences from the standpoint of 
economic results. Since it is usually associated with 
inefficiencies in the activities of state structures, 
administrative delays, high costs of administrative 
formalities, lengthy legal proceedings, higher 
unemployment and a high level of corruption, low 
productivity and weaker investments. In this regard 
one should heed the opinion of SANDAL, Jan-
Urban, who rightly emphasizes that an increase in 
the level of economic development efficiency can 
occur on the basis of economic incentives or as a 
result of radical changes in the political system of 
the state. Such a legal foundation for innovative 
development of the economy is the adoption and 
adoption of the rule of law on the human right to 
economic freedom and independent choice[14, 237- 
239]. 

Proceeding from this it is necessary to 
emphasize the importance of having an optimal 
functioning legal and regulatory system for the 
development of an effective market economy and as 
a consequence harmful consequences that may result 
from improper regulatory frameworks for 
production, employment, investment activities, 
productivity and living standards. 

onclusions. 1. Modern society constantly faces 
various obstacles in the development of democratic 
reforms. Social entrepreneurship is a real innovation 
and legal basis for the revival of the national 
economy and economic progress. Accumulating 
around the social mission of innovation, business 
discipline and determination, social entrepreneurs 
are able to make a positive contribution to the public 
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renewal by their efforts, constantly on the move and 
not stopping at the achieved. Therefore, it deserves 
fair criticism that a number of researchers identify 
the main role of social entrepreneurship in solving 
the narrow social and everyday problems of the 
population. Since such an approach borders on the 
wrongful imposition on social entrepreneurs of 
responsibility for failures and shortcomings of state 
social policy on the part of state bodies in addressing 
these issues.  

2. The desire of some politicians to subordinate 
social entrepreneurship to certain rules of the game 
or  impose  their  mission,  as  a  rule,  does  not  have  a  
social effect, but only leads to undermining the true 
meaning of this innovative entity. Politics and social 
entrepreneurship are not compatible. Social 
entrepreneurs operate outside politics. Also in this 
regard  the  proposals  of  the  state  support  of  social  
entrepreneurship and public-private partnership in 
this area are very doubtful. No one can create social 
entrepreneurs - they are self-created and self-
motivated [14, 240-241]. On this basis, the concept 
of social entrepreneurship with other activities 
should be clearly delineated. 

3. The emergence of social entrepreneurship 
necessitates the development of a certain system of 
regulatory and legal regulation of this phenomenon. 
However, in this process, as in the state-legal 
regulation of the economy as a whole, extremes and 
over-regulation should be avoided. The regulatory 
and legal basis for the innovative development of the 
economy is laid by the assertion of the rule of law on 

the human right to economic freedom and 
independent choice. Only a reasonable legislative 
regulation of commercial activities contributes to 
economic prosperity. This includes an effective 
regulatory legal system that guarantees freedom of 
competition and entrepreneurship, a stable financial 
market infrastructure, including the ease of 
registration procedures for business. 

The author of this publication was tasked with 
covering only some aspects of the development of 
social entrepreneurship, which are set out above in 
full. Given the urgent need for a proper 
understanding of the role of social entrepreneurship 
in modern society, the subject of its promising 
scientific  research  as  an  innovative  and  legal  basis  
for the development of the national economy can be 
the consideration of this legal category through the 
prism of the realization by entrepreneurs of the 
human right to economic freedom.  

Today for our Fatherland the development of 
social entrepreneurship is a real opportunity to 
overcome the huge disparity between the poor and 
the rich to reconstruct the raw material subordinate 
economy into the production growth economy, 
reduce financial dependence on international funds 
and develop an effective strategy for sustainable 
social and economic development in order to 
achieve a high level of world recognition. That is 
why modern European advanced states chose 
entrepreneurship and education as the benchmark of 
their nation model. 
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SOCIAL ENTREPRENEURSHIP AS AN INNOVATIVE MECHANISM 
TO SOLVETHE SOCIAL PROBLEMS IN UKRAINE AND NORWAY: COMPARATIVE ASPECT 

 
In the context of the socio-economic crisis, issues about social stability of society are aggravating and their 

solution requires new approaches and tools. The answer to social problems in the whole world, particularly, in 
Ukraine, could be the development of social entrepreneurship as a socially oriented form of business, whose main 
mission is to achieve social prosperity. In our country this idea has appeared relatively recently, that is why for a better 
understanding there were researched the scientific approaches to the interpretation of the concept «social 
entrepreneurship».Social entrepreneurship in Ukraine is gradually developing, but there is a need for creating 
favorable legal and social environment to stimulate it.  The paper offers a comparative analysis of social 
entrepreneurship in both Ukraine and Norway using analytical model. On the basis of the system of statistical 
indicators, a current state of social entrepreneurship in Ukraine and main types of activities were analyzed. Thus our 
purpose is to describe the state and peculiarities of social entrepreneurship in Ukraine and foreign experience of social 
entrepreneurship practice development in Norway. 

Keywords: social entrepreneurship, social innovation, society, entrepreneurial activity, welfare state. 
 

Introduction. In today's conditions there is an 
increase of public attention tothe question of social 
responsibility of business structures that is because 
of the complication of public relations in Ukraine, 
caused by the protracted economic crisis, warfare, 
solving problems of internally displaced persons in 
Ukraine who are in need of significant amounts of 
budget financing. 

In addition to all these problems, 
financial issues have been exacerbated, namely: 
growth of inflation process, decrease of the real level 
wages, pensions, financing the social sphere on the 
residual principle and so on. In the specified 
circumstances an idea of social entrepreneurship for 
Ukraine attracted the attention of scientists, 
practitioners, public organizations, entrepreneurs 
from all around the world, becoming a new 
paradigm in entrepreneurial thinking and activating 
social initiatives. In order to support the 
development of social entrepreneurship and social 
innovation in our country we have to understand the 
essence of this concept and to analyze the 
experience of highly developed countries. For a 
more successful development and implementation of 
social entrepreneurship in Ukraine, it is necessary to 
analyze the experience of countries with a 
sufficiently developed social sector. One of the most 
advanced countries in the field of social 
entrepreneurship is be lieved to be Norway, as a 
social-oriented state. That is why it would be 
relevant to compare its experience with the 
Ukrainian one. 

The  aim  of  the  paper  is  to  show  that  social  
entrepreneurship is a generator of socially oriented 

economic development in Ukraine and due to a 
comparative analysis provides practical 
recommendations for implementation of the social 
entrepreneurship in Ukraine. 

Body of the article. The term social 
entrepreneurship and its components are not 
sufficiently clearly defined in the scientific 
literature. Many social entrepreneurship researchers 
have adopted the notion and terminology used in 
business literature. The concept of social 
entrepreneurship comes combining Say, 
Schumpeter, and Drucker's ideas about traditional 
entrepreneurship with profit people can get, and 
charitable organizations designed to solve social 
problems and to promote positive social changes. 
The most widespread in foreign scientific literature 
was the definition of social entrepreneurship 
substantiated by American professor J. Gregory 
Dees [3, p. 4]. He was convinced that, any definition 
of social entrepreneurship should reflect the need for 
a substitute for the market discipline that works for 
business entrepreneurs, so Dees identified five 
factors to determine social entrepreneurship: 

• Adopting a mission to create and sustain social 
value (not just private value),  

• Recognizing and relentlessly pursuing new 
opportunities to serve that mission,   

• Engaging in a process of continuous 
innovation, adaptation, and learning,   

• Acting boldly without being limited by 
resources currently in hand, 

• Exhibiting a heightened sense of accountability 
to the constituencies served and for the outcomes 
created. 
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According to G. Dees, the main objective of 
social entrepreneurship is the searching and 
realization of possibilities to identify and solve 
social issues and their changes and a social mission 
is fundamental to social entrepreneurship. 

The European scientists J. Mair and I. Marti [7] 
summarized the concept of social entrepreneurship 
as a process of creating value by combining 
resources of the organization in a new way to create 
a social value, stimulate social changes or to 
understand social needs. This concept shows that 
social entrepreneurship is identical to traditional 
entrepreneurship but with different mission and 
objective. 

J. Austin, H. Stephenson and J. Wei-Skillern [1] 
in their work «Social and commercial 
entrepreneurship: The same, different or both?» by 
means of a comparative analysis, they have proved 
that social entrepreneurship is an innovative activity 
aimed at creating social value, which can be carried 
out by non-profitable, profitable organizations and 
government. 

A.  Peredo  and  M.  McLean  [8]  emphasize  that  
social entrepreneurship is carried out when an 
individual and an organization seek to create social 
value in a new or already well-known way. It is 

important to emphasize that social entrepreneurship 
prefers to create social values, rather than economic, 
created by other forms of entrepreneurship.  

The sescientists believe that social 
entrepreneurship is presented in those situations 
where a person (or group of persons):  

a) is aimed at creating social value;  
b) shows the essence of recognition and use of 

opportunities for creating social value;  
c) uses innovations from the invention to the 

adaptation, creates and/or distributes social values;  
d) is ready to take risks above the average level 

in the creation and spreading the social value;  
e) is unusually inventive in conditions of 

insufficient amount of resources, engaging in social 
entrepreneurship. 

After having analyzed the scientific approaches, 
we can define the social entrepreneurship as an 
innovative form of business, which successfully 
combines social aims and commercial practice. Due 
to this business model, we can create favorable 
environment for all who is in volved combining their 
concerns together. So, social entrepreneurship 
operates where the government cannot work due to 
the lack of funding, and the business does not want 
to because of low profitability (Fig. 1). 

 

 

 

 

 

 

 

Figure 1. Concerns of all participants in social entrepreneurship 

Considering the current state of the Ukrainian 
economy, it should be noted that hoping for the 
government to solve some problems at the expense 
of budget funds is almost unrealistic, so we have to 
take experience of developing a new economic level 
in Ukraine - social entrepreneurship. In Ukraine the 
terms «social entrepreneurship», «social enterprise» 
and «social economy enterprise» are not approved 
legally. Thus we can conclude that officially there 
are no social enterprises and social entrepreneurship 
in Ukraine. However, there are principles in 

different regulatory and legal sources that allow 
creating enterprises that by international standards 
can be classified as social ones. Most social 
enterprises of Ukraine provide jobs for target groups 
with which they are connected by their main 
activity. The main purpose of their activities is 
achievement of positive financial and social benefits 
by investing. The interest in social entrepreneurship 
appeared in Ukraine in the early 2000s, but 
entrepreneurs still do not fully understand its 
potential for themselves and for solving social 
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problems. Table 2 shows the stages of social 
entrepreneurship development in Ukraine identified 

by A. Filipenko. 

Table 1 
Social Entrepreneurship development in Ukraine 

Years Actions 
1991 Foundation of Ukrainian Society of the Blind and Ukrainian Society of the Deaf 
2004 UCAN support (concluding training, granting funds for business start-ups)  
2010 Through the promotion of the British Council in Ukraine, the consortium «Developing 

Social Entrepreneurship in Ukraine» was founded. It included the «International 
Renaissance Foundation», the «East Europe Foundation», «PricewaterhouseCoopers 
Ukraine»and «Erste Bank» 

2013 All Ukrainian Forum of Social Entrepreneurs; the Catalogue of Social Enterprises of 
Ukraine 

2015 Launch of credit programs for social initiatives 
Resource:[4] 

Regarding the system of social entrepreneurship 
in Ukraine, we should start with the fact that there 
are in general two types of social enterprises. The 
first type includes social enterprises that are created 
specifically for the employment of people from 
vulnerable groups of the population. And the second 
type is based on the running their own enterprise in 
order to make profit and to implement a social 
mission with the help of innovative methods. 

In Ukraine, the so-called British model is mostly 
used. According to this model, social 
entrepreneurship has four clear criteria: 

- business; 
- a social objective; 
- those for which this business works; 
- distribution of profit, where it is clearly defined 

the percentage for  a  social  purpose or,  for  example,  
for reinvestment; 

- democratic governance[2]. 
However, this model of social entrepreneurship 

will not be complete without the most important 
element - innovations, that is, extraordinary ways to 
solve social problems. 

Ukraine does not in any way regulate the social 
entrepreneurship in our country, mainly because of 
the relatively recent launch of social 
entrepreneurship and, accordingly, there is no clear 
definition that would quite accurately characterize 
the concept of a social entrepreneur and enterprise as 
well.  So,  it  is  difficult  for  us  to  determine  and  
analyze in detail the current state and possible trends 
of such a business model in the Ukrainian economy. 

«Center of Social Sector Transformation» 
SOCIUM-XXI», interpreting social enterprises as 
organizations (regardless of organizational and legal 
forms), which solve social and/or environmental 
problems, created the «Catalog of Social 

Enterprises», on the basis of which we can partly 
demonstrate trends in the development of this type 
of activity. 

In Ukraine, according to rough estimates, there 
are about 150socialenterprises.Today only few 
companies publish reports on their websites, though 
a successful business starts with announcing results 
of its activities. Analyzing the development of social 
enterprises in Ukraine for the last few years we can 
say that there is a significant increase in the number 
of social enterprises from 2012 to 2016 from 5 to 34 
unit syndicating the active development of this 
activity.[6] Such a situation is related to socio-
economic shifts that have been in the country. That 
is why there was an urgent need to find alternative 
sources of financing and assistance in solving social 
problems of the most vulnerable categories of 
citizens.  

In  European  countries  this  sector  exists  for  a  
long time and is well developed. For example, there 
are about 100,000 social enterprises with more than 
2.5 million employees in Germany. The number of 
social enterprises in the UK small business 
population is likely to number approximately 
471,000 with 1.44 million people employed[10]. 

The Ukrainian legislation does not provide a 
special organizational and legal form for social 
entrepreneurship. However, this does not mean that 
there is no legal basis for social enterprise at all. 
After analyzing the social enterprises of Ukraine in 
terms  of  their  organizational  and  legal  form,  we  
grouped them as follows: individual entrepreneurs – 
37, private enterprises – 23, public organizations – 
20, enterprises of citizens association – 19, limited 
liability companies – 18, agricultural cooperatives – 
15, charitable organizations – 8, organizations of a 
public association – 4, farms – 2 [6]. 
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Figure 2. Organizational and legal status of social enterprises in Ukraine. 

Resource [6]. 

According to the Catalog of social enterprises, 
the activity of Ukrainian social enterprises 
concentrates mainly in the sphere of services – 
almost 67.0 % of enterprises (education, sports 
clubs, tourism, tire servicing (as a rule, such activity 
does not require considerable financial investment in 
its starting up). The combination of production of 
goods and provision of services – 26.0 % follows 
(light industry and psychological assistance, 
production of Ukrainian souvenirs, vocational and 
technical training / activity of driver training 
schools, social assistance without providing 
accommodation for the elderly and disabled). Only 
7.0 % of enterprises are engaged in production 
activities (nutrition, printing, agriculture) [6]. 

According to the survey, a social enterprise can 
perform several types of activities simultaneously. 
The largest number of social entrepreneurs 
registered in the Catalog of social enterprises 
answered that they are involved in employment of 
vulnerable groups of people (people with 
disabilities, ATO veterans, internally displaced 
people, etc.). A significant number of SEs generate 
profits to support organization’s activities; generate 
profits to support services for specific groups of 
population; and finance certain types of services. 
Only 5 surveyed social enterprises indicated that 
they were engaged in environmental protection or 
solving ecological problems and 10 indicated 
“other” answer (see Figure 3) [6]. 

 
Figure3. Types of activities of social enterprises in Ukraine 
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It should be noted that out of all registered 
enterprises, only 23 officially publish their financial 
reports. 

Thus, the volume of profit received by 23 social 
enterprises in 2014 amounted to 924 128 UAH, in 
2015 – 866 315 UAH, in 2016 –889 564 UAH (EUR 
28 304,6). So, entrepreneurial profit or the analytical 
period reduced by 3.74%.Typically, the profit of 
these enterprises is spent on reinvestment, social 
programs and activities or in part on first and 
second[6]. 

The funding sources of social enterprises in 
Ukraine might be: profit, grants, attracted crediting, 
sponsorships, etc. 

The biggest problem in Ukraine is that social 
entrepreneurs are not able to compete for financial 
resources with other enterprises. As a rule, social 
enterprises do not have an initial investment. 

Other barriers to establish and develop social 
enterprises in Ukraine are: lack of 
the law and regulation of social entrepreneurship, 
critical level of bureaucracy, lack of financial 
support from the state, corruption etc. 

For  a  more  precise  illustration  of  the  state  and  
possible trends in the development of social 
entrepreneurship in Ukraine, we should carry out a 
comparative analysis. 

Norway is considered to be one of the most 
successful and richest countries in the world in most 
due  to  its  social  welfare  system.  It  is  a  social  
democratic country whose core values are: equality, 
solidarity, social partnership, etc. Norway has been 
known as state-friendly society. The high level of 
trust and social capital is largely due to balanced 
development between active, dynamic and 
cooperative societal sectors (state, market and civil 
society)[2].One of the tools to accomplish 
their social goals is the social entrepreneurship. 

The development of social entrepreneurship for 
Norway is a form of ensuring economic stability and 
social balance, which is aimed at mitigating or 
solving social problems.  

Norway has been known as state-friendly 
society. The high level of trust and social capital is 
largely due to balanced development between active, 
dynamic and cooperative societal sectors (state, 

market and civil society). So, Norwegian model of 
society is recognized as a model of the «welfare 
state». 

Social entrepreneurship there has arisen to solve 
the  problems  of  a  large  number  of  refugees  in  
Norway by individuals, companies and investors. N. 
Prots saysthat there are two levels of social 
entrepreneurship development in Norway: 

 government support; 
 financial and resource support of large 

corporations[9]. 
Unfortunately, there is no law regulation or 

requirements of social entrepreneur shipin Norway, 
so it is extremely difficult to find statistical data or at 
least some minimum of information on this subject. 
According to review on «Social entrepreneurship to 
tackle unmet social challenges» (November 2017), 
most of the enterprises in Norway have less than five 
employees, with an economic turnover of less than 
five million NOK per year (EUR 523 376). Only 
about half of the enterprises have had economic 
surplus within the last five years. Regarding the 
funding of Norwegian social enterprises, the family-
owned investment company Ferd in 2014 provided 
funding of NOK 25 million (EUR 2,7million) 
annually. The state-owned Norwegian Labour and 
Welfare Organization (NAV) provided around 16 
million NOK (EUR 1,7million) in 2017 [5]. 

In Norway, social enterprise is considered for 
boosting employment among socially disadvantaged 
groups. The problem is it would be more efficient if 
social enterprises in Norway included important 
areas such as social services, culture, education, the 
environment and health, providing new solutions to 
unsolved social challenges. So, Norway belongs to 
the first type of social entrepreneurship, which 
includes social enterprises that are established 
specifically for the employment of people from 
some groups of the population. 

Comparing the social entrepreneurship of 
Ukraine and Norway we should say that not only the 
concept of «social entrepreneurship» in Norway is 
significantly different.  

The detailed comparative characteristics of 
social entrepreneurship in Ukraine and Norway are 
presented in the table 2. 

Table 2 
Comparative characteristics of social entrepreneurship in Ukraine and Norway 

Comparison criterion Social entrepreneurship in Ukraine Social entrepreneurship in Norway 
Mechanisms for the 

implementation of the 
social entrepreneurship 

Individual entrepreneurs, private 
enterprises 

Community-basedorganizations, government 
projects 

 

Source of funding Mostly private funds (sponsorship, 
donations Public funds 

The role of government Insignificant role of the government 
The government is a key element in the 

development and financing of social 
entrepreneurship 
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Comparison criterion Social entrepreneurship in Ukraine Social entrepreneurship in Norway 
Legislative regulation 

of social 
entrepreneurship 

No No 

Main scope of 
application Education Employment of socially disadvantaged groups of 

people 
Innovations in social 

entrepreneurship No information No information 

Entrepreneurial profit 
(2016) 

(received by 23 social 
enterprises)EUR 28 304.6 No information 

Requirements for the 
establishment of social 

enterprises 
no special requirements no special requirements 

The comparative analysis of social 
entrepreneurship in Ukraine and Norway shows a 
certain polarity (difference) in the formation of 
mechanisms for the implementation of this type of 
entrepreneur ship and a significant role of the 
Norwegian government. The similarity is in the 
direction of solving social problems. 

Because of the lack of information on social 
entrepreneurship in the Scandinavian country, it is 
very difficult to determine the state of this activity. 
In the end, social entrepreneurship in Norway is to 
reduce unemployment among some groups of 
people, but it's hard to call such activities a real 
social entrepreneurship, since it has nothing to 
getting profit and innovating. 

Conclusion. Social entrepreneurship in modern 
realities is aimed at accelerating positive social 
changes by means of innovative methods, providing 
social entrepreneurs with profit. Social 
entrepreneurship is characterized by such main 
feature as solving of acute social problems in 
society, contributing not only to their elimination, 
but also qualitatively new development of the 
population's potential. A comparative analysis of the 
experience of Norway in social entrepreneurship 

showed that this activity does not fulfill its main 
goals, because it is aimed mainly at overcoming 
unemployment without an innovation component. It 
should be noted that since Norway is a country with 
a socialist-democratic model of development, most 
social projects are funded the state budget, therefore, 
social enterprises depend on government actions. In 
order to create a more prosperous picture of the 
system of social entrepreneurship in Ukraine we 
have to bring in a liberal model for social 
entrepreneurship development. 

Based on the mentioned earlier, we can 
stimulate the development of social entrepreneurship 
in Ukraine by: 

• adoption of the law on social entrepreneurship, 
which would define clear requirements for social 
entrepreneurship and create legal mechanisms for 
supporting social entrepreneurs; 

• creation of special crediting programs for 
attracting financial resources at the initial stage of 
development of social entrepreneurship; 

• launching entrepreneurial training programs 
for those who want to implement social 
entrepreneurship activities. 
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THE ESSENCE OF SOCIAL ENTREPRENEURSHIP  
IN TERMS OF IMPACT ON THE ECONOMY OF UKRAINE 

 
The article focuses in the explanation of the phenomenon of social entrepreneurship and its potential impact on the 

Ukrainian economy. The subject of the topic was not earlier deeply discussed and needs a better attention, which could 
create larger perspectives in the future. In this work, the following methods were used: comparative, contrast analysis 
and synthesis. Moreover, the concept of "social entrepreneurship" and the examples of the functioning of social 
enterprises in Ukraine are given in this article. The research presents the role of a social entrepreneur as a non-
political agent, for whom social entrepreneurship has innovative business efforts to solve social problems. This article 
shows that many more questions in the field of social entrepreneurship require further research and explanation, as 
well as explaining the impact social entrepreneurship can have on the Ukrainian economy. 

Keywords: social entrepreneurship, social responsibility, innovations, social effect, social mission.  
 

Introduction. We would like to start with the 
definition of social entrepreneurship. On the one 
hand, as the American researcher A. D.Kerlin 
signalize, in the pan-European scientific thinking, 
the concept of social entrepreneurship as a 
production activity of companies was delayed for the 
sake of achieving a social effect [7]. On the other 
hand, according to the definition of the professor of 
the Pontifical Gregorian University Z. Sveeda, social 
entrepreneurship must be a means of developing a 
free creative personality, solidarity of the people as a 
whole [13]. In deeply convinced, that social 
entrepreneurship is a change in the basic business 
concepts. We consider, people can finally move 
away from the ordinary vision of entrepreneurship. 
They are able to do good things and to make a make 
at the same time.  

Social entrepreneurship is more than a social 
responsibility of business. Social entrepreneurship is 
a social value and a business model in one package. 
Sometimes social entrepreneurship is identified with 
charity that does not correspond to reality. 
Furthermore, sometimes social entrepreneurship is 
said to be a purely non-profit activity that also does 
not correspond to reality. In fact, the criteria for the 
relationship of a business may differ. However, the 
essence is the same. Social entrepreneurship is about 
creating a social value, helping people, and solving 
major problems. If the concept keeps this important, 
then the paths and methods go into the background. 
Moreover, there is no single vision in the world 
regarding social entrepreneurship of today. That is 
why we believe that research on social 
entrepreneurship and the role of a social 
entrepreneur as a non-political agent is extremely 
important  for  Ukraine  now,  as  it  can  create  
sustainable mechanisms for solving social problems, 

and at the same time enable entrepreneurs to make 
money. 

The body of article. To begin with, social 
entrepreneurship is a business. Therefore, the 
approach to it should be appropriate. Supposing 
someone wants to create a social enterprise. Then an 
entrepreneur would have questions like "Where to 
start? Is it obligatory to plan it?"The answer to these 
questions are also in the business  area.  None of  the 
successful enterprises took place without planning 
and a preparatory work. This is often not a quick, 
sometimes boring process, but this process really 
increases the chances of success. By creating a 
business, a social entrepreneur as a non-political 
agent would like to have a clear and formulated 
instruction manual. Let us try to create a model that 
will help understand this in more detail. Therefore, 
the  first  step  of  our  model  is  to  identify  the  social  
opportunity or social problem that a social 
entrepreneur wants to solve. Most definitions of 
social entrepreneurship call this step a tool for 
solving social problems. However, this goal is not 
always the key to business. Sometimes the desire to 
make the world around us better. Therefore, it is 
already  a  good  incentive  for  action.  This  step  is  
determinative for social entrepreneurship and shows 
the difference between it and ordinary business. All 
starts with the desire of a potential entrepreneur to 
help. Where does this desire come from? We 
consider this question rather rhetorical. This issue 
can be influenced both by psychological and moral 
aspects. For example, someone can create a social 
enterprise that will deal with education in a 
microdistrict where this person has grown up. We 
think such a desire to change the world comes from 
childhood. Moreover, social entrepreneurship serves 
as a tool to overcome some injustice. It shows the 
union that is necessary for a successful business. 
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This  is  a  very  important  step,  because  social  
entrepreneurs work in a market environment, as well 
as ordinary business. They also have to compete 
with ordinary business.  This  is  rather  difficult,  so it  
is worth creating not only a business idea, but also a 
concept,  that  is,  a  single  completed  form.  The  
concept should be the product or service that a social 
entrepreneur wants to sell or provide that can be 
competitive in the market. Then the social 
entrepreneur needs to prescribe a mission. This step 
is often neglected, saying that this is just a theory. 
However, in our point of view, the mission allows 
identifying problems and benchmarks for any 
business; it will help to assemble a team, and will 
clearly indicate whether the company is moving in 
the right direction. For social enterprises, the 
mission is an obligatory element, because it focuses 
on the reason for the creation of a business. After the 
mission comes the stage of business modeling. 
Business models not only describe the processes 

enterprises,  but  also  serve  as  a  certain  scheme  of  
interaction of certain components of a social 
enterprise. Business logic and interconnections 
should  be  reflected  in  this  scheme.  Only  after  all  
these steps comes the stage of writing a business 
plan.  A business  plan is  a  very important  document  
that should include everything that was described 
above. It also serves as the starting point for the 
business, the moment when it comes to moving from 
theory to practice. Many scholars are discussing the 
importance of writing business plans in a document. 
This document is the first serious step towards 
starting a social enterprise. This document is also 
something like a test for entrepreneur. If a person is 
not able to create a business plan, he or she should 
immediately think about whether they have enough 
skills to create a successful social enterprise or not.  

Among the modern trends of social 
entrepreneurship, the problem of its globalization is 
coming to the fore. 

Table 1. 

One of the issues discussed now is the status of 
social entrepreneurship as an independent 
phenomenon in Ukraine and distinction of social 
entrepreneurship from the activity of organizations, 
charity, the socially responsible behavior of 
business, traditional entrepreneurship. Social 
entrepreneurship can exist in a variety of ways, 
depending on cultural and socio-economic 
conditions, goals and objectives. 

In our opinion, the main disadvantage of social 
entrepreneurship in Ukraine is that social 
entrepreneurship`s functioning is not fixed in the 
legislation. For example, the governments of 
Portugal [11], Greece [6], Belgium [1] and France 
[5] legislated the work of social enterprises in the 
form  of  cooperatives,  the  main  feature  of  which  is  
the democratic form of government and the 
mandatory division of the company shares among 
founders, volunteers and beneficiaries.  

For example, in recent years, a social enterprise 
is also very actively developing in United States of 
America, and 44thPresident Barack Obama was the 

first American politician, for which support of social 
entrepreneurship and innovation became the main 
component of economic policy. 

Most important for the development of social 
entrepreneurship in the United States was the 
decision of President Obama in The White House 
Office of Social Innovation and Civic Participation 
[2], whose main purpose was to strengthen the role 
of entrepreneurship among public sector agencies 
and non-governmental organizations [10]. 

That is why the creation of a legally well-
established basis for social entrepreneurship would 
be a good impetus for development, since the effect 
of such activity would be beneficial not only for the 
owner of the social enterprise, but also for the whole 
society. Therefore, the main purpose for the 
existence of a social enterprise is to create a 
measuring social value. 

However, for effective existence entrepreneur 
should choice the organizational form of the 
enterprise, which would allow it to conduct its own 
business as efficiently as possible. That is why; at 

Three main factors influencing 
the globalization of social 

entrepreneurship

Global inequality in the 
distribution of wealth

Market, institutional and state 
failures.

Technological progress and 
general achievements
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this stage, the entrepreneur should make the right 
choice, which can lead to consequences that can 
affect the effectiveness of the social enterprise in 
future. For this reason, we would first like to find 
out in what organizational forms social enterprises 
work abroad - in Europe and the USA. The 
organizational form is selected according to the 
needs of a particular enterprise. A lot of business 
work  is  done  in  the  form  of  NGO,  or  as  a  
commercial enterprise.  

Commercial enterprises can also be social, but 
then they should give a part of the profit for a social 
purpose, or a product or service; the social effect of 
which will be clear and measurable. Then 
entrepreneurs should choose the most relevant 
organization  for  the  case.  This  may  be  a  public  
organization or a charitable foundation, an 
individual entrepreneur or a legal entity. Interesting 
is the US experience that has introduced a special 
name for social enterprises, which is currently 
operating in thirty states. This form is called Benefit 
Corporation [3]. This form of activity involves a 
positive impact on employees, or the community as 
an addition to the main purpose of the activity - to 
make a profit.  

The activities of such enterprises are subject not 
only to the influence on shareholders, but also to the 
influence on society and on the environment. The 
effectiveness of such enterprises is measured not 
only  by  the  profit  but  also  by  the  social  
consequences created by the enterprise. The 
requirement for the activities of such enterprises is 
the publication of annual reports and maximum 
transparency.   

A very important factor for the activities of such 
enterprises is the absence of any privileges from the 
state. These enterprises must operate in market 
conditions, but they do not receive any bonuses for 
their social activity. 

That  is  why,  after  receiving  the  status  of  a  
benefit corporation[4], entrepreneurs fix their 
intention to create a business that will have a major 
social mission. This is a certain sign of identifying 
social enterprises among others. These companies 
claim that their main goal is not to maximize profits; 
they want to act more responsibly. Then the 
following question arises: "What to do in the 
Ukrainian conditions?" The tax system in Ukraine 
has advantages and disadvantages. Nevertheless, we 
can say that the simplified system is an easy way 
out.  If  we  tried  to  consider  all  possible  
organizational forms for social enterprises in 
Ukraine, we would divide them into two groups: 1) 
non-profit organizations, 2) subjects of 
entrepreneurial activity. For example, Western NIS 
Enterprise Fund, in partnership with a team of 
Ukrainian and international colleagues, conducted 

research on social enterprises operating in Ukraine 
in 2016-2017[12]. It analyzed 150 social enterprises, 
of which 99 enterprises use only four organizational 
forms, which include physical persons-
entrepreneurs, public organizations, enterprises of 
public associations and private enterprises. 

That is why, in our opinion, there is no definite 
right opinion about what organizational form is 
necessary to choose; it should be chosen based on 
the specifics of the enterprise. The form is not the 
main thing for social entrepreneurship; the essence is 
the creation of social value. However, entrepreneurs 
cannot start any business without money and 
investment. That is why entrepreneurs face again the 
question raised: "Where to take money for financing 
of social enterprises?" Because in the beginning of 
the functioning of the social enterprise, the social 
entrepreneur as a non-political agent will be forced 
to look for some startup capital until he passed the 
breakeven point. 

In the issue of attracting investment, social 
entrepreneurship has certain advantages: it is 
possible to look for money as business and in the 
area in which non-profit organizations work. 
Therefore, in other words, it is possible to apply for 
grants and assistance funds. Moreover, projects 
providing grants, will enthusiastically give money to 
projects and businesses that will be able to support 
themselves and to work in the future without any 
help.This, in our opinion, is the determining factor 
for social enterprises. On the other hand, nobody 
forbids social entrepreneur to go through the usual 
business. In other words, just giving the investors a 
percentage of their company. These two ways of 
attraction of investments have different expectations 
of investors. For example, if the classical investment 
from social entrepreneurs will be expected 
sustainable development and the generation of 
profits in case of cooperation with foundations that 
work with non-profit organizations, the key is 
creating a positive impact in the social sector, they 
will require very different performance indicators 
than the classic investors. The most important in 
investing is the aspect of what a social entrepreneur 
gives an investor in exchange for money. What a 
social entrepreneur is willing to give should be 
enough to convince investors of the correctness of 
his decision. In our point of view, this is the most 
important aspect, not necessarily profit, if we talk 
about creating social values. The main thing is to 
convince investors that the social entrepreneur really 
has enough skills, experience, and skills to create 
this good. However, there are other ways – 
searching creditors. All perfectly understand that 
now in Ukraine, unfortunately, it is not the best time 
for loans. In any way, entrepreneurs can go to 
special institutions with a request to invest funds for 
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social enterprises. Summing up, we would like to 
say that finding finance is an extremely important 
part of starting a business and functioning both as a 
social enterprise and an institution as a whole. 
Speaking about social entrepreneurship in Ukraine, 
we should give examples of the best of them. These 
enterprises have been functioning for a rather 
considerable time and bring about positive changes 
in the social sphere. The first example we would like 
to give is the Belgian chocolate studio Pan 
Chocolatier, which operates in the city of Nikolaev. 
The peculiarity of this social enterprise is that it is 
the first social enterprise that works in franchise. 
That is, the company has purchased a franchise from 
a Belgian chocolate company. This company 
manufactures handmade candy and transfers a 
significant portion of its profits to the charity fund 
"We are near", which deals with the rehabilitation of 
children suffering from cerebral palsy [8]. Another 
social enterprise, an example of which can be found 
- is the social bakery "Walnut House", which 
operates in Lviv. This social enterprise supports the 
operation of the Center for the Work with Women. 
The goal of the center is to implement a policy of 
equal rights and opportunities for women and men 
through gender equality in all spheres of public life, 
providing shelter for women and children who suffer 
from domestic violence[9].This center carries out 
social-educational programs, courses, and 
counseling. 

The third social enterprise, which we would like 
to cite as an example of successful functioning in 
Ukraine -  the charity store "Laska".  This  store is  in  
fact  the  first  charity  shop  that  began  to  work  in  
Ukraine,  in  the  city  of  Kiev.  This  store  showed  a  
good example that social entrepreneurship is also a 
real business that can be used to solve certain social 
problems. By the example of this store, similar 
shops were opened in other cities of Ukraine. This 
store has identified several important programs for 
them, which they finance. This is a "HappyPaw", 
"Children", "Amazing", and "Tabletochki" projects 
[8]. If we talk about some common features, then all 
these social enterprises are engaged in the 
introduction of certain innovations. Therefore, in 
this case, all these social enterprises have created 
certain resources that were not too interesting for the 
ordinary business, and they are all extremely 
interested in success and the result. These projects 
will  increase  the  social  standard  of  life  of  the  
country and the population, as they will have an 
extremely positive impact on them. Therefore, we 
are deeply convinced that these examples of social 
enterprises should be repeated in all regions of 
Ukraine. 

Conclusion. Consequently, as we have already 
said, for social entrepreneurship income is not the 

main thing. The main objective of the social 
enterprise  activity  is  the  social  value  that  could  be  
created as a result of the implementation of the 
mission. However, mainly, a social enterprise is a 
business. If the goal of the entrepreneur is to solve 
only social problems, which means the problems of 
others, then this is not a business but a voluntary 
torture. In addition, the profits of a social enterprise 
can be directed at business development, public 
affairs or the resolution of acute social problems. 
Each entrepreneur should have the possibility to 
have a family, children, wife, as well as their other 
needs. A modern entrepreneur needs to constantly 
study, and this is a need for time and money, the 
main characteristic of a social entrepreneur is the 
direction of the enterprise to create conditions for 
self-development of each employee. As well as 
giving everyone the right to become a co-owner of 
the company, this will enable the establishment of a 
social enterprise, based on which will be the 
corporate culture of partner management. Such an 
enterprise, in our opinion, will be able to survive in a 
globalized, crisis economy and will create a high 
level of demand. From the usual entrepreneur social 
entrepreneur is distinguished by their values and 
purpose of entrepreneur activities, which it serves. 
There is no clear interpretation of the existing traits 
inherent social entrepreneur, but most often, it is the 
person, capable to think creatively, to be active, 
innovate and challenge the existing system. In our 
opinion, the level of development of social 
entrepreneurship in Ukraine will depend on the 
establishment of cooperation between such key 
players in the relationship: public authorities and 
local self-government - business education 
institutions - public organizations. The fact is that 
social entrepreneurship in Ukraine first needs to 
understand what this phenomenon is. To do this, 
entrepreneurs need to analyze all types of companies 
that have acted in world practice and can qualify as 
social enterprises. Because of the analysis, we will 
deduce the tendencies in the development of 
entrepreneurship in the modern global economy. 
Then develop a strategy for development and 
mechanisms of social entrepreneurship in Ukraine. 
Only when the population, the state, participants in 
market mechanisms will understand what social 
entrepreneurship is and what kind of benefit it can 
bring - a large number of social enterprises will 
emerge. These social enterprises will contribute to 
increasing the social security of the population and 
the standard of living of the entire country as a 
whole. However, one should not forget that for this 
purpose, the government should create appropriate 
conditions. Then, when close cooperation between 
the state and social enterprise will take place, society 
will be able to gain its social value in the form of the 
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increase of incomes, the increase of standards of 
living in the country and in general will make the 

world a better place for everyone. 
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SOCIAL ENTREPRENEURSHIP DEVELOPMENT  

IN ALTERNATIVE ENERGY OF UKRAINE 
 
The article deals with various definitions of the "social entrepreneurship" concept. It is proved that the introduction 

of the social entrepreneurship system in the alternative energy sector of Ukraine is relevant. The basic social problems 
that can be solved by the development of alternative energy sources in the state are determined. The experience of 
European countries in solving such issues using analytical data is analyzed. Practical examples of the implementation 
of the social entrepreneurship idea in alternative energy of the EU member states is illustrated. The main renewable 
energy sources advantages and disadvantages are determined. The recommendations on stimulating the alternative 
energy development based on the principles of social entrepreneurship in Ukraine are given. 

Keywords: social entrepreneurship, energy sector, alternative energy. 
 
The formulation of the scientific problem and 

its significance. Uninterrupted and effective energy 
sector functioning in Ukraine is an important 
condition for the development of its national 
economy. Currently, 96% of the energy supply 
sources in the state have traditional sources of 
energy, that are of concern to environmentalists. 
Renewable energy can radically change the trend of 
industry development as a whole. The 
implementation of social entrepreneurship in the 
alternative energy field, which meets the priorities of 
sustainable development, is relevant. Revitalization 
of production and popularization of energy from 
renewable sources can solve other problems, not 
only environmental issues. Currently, an important 
social problem in Ukraine is the lack of a basis for 
the practical development of scholars who, in search 
of the possibility of implementing ideas, go abroad. 
Alternative energy is a high-tech industry and opens 
a wide springboard for innovation. In addition, the 
development of this sphere is able to solve the 
urgent problem for the state of increasing 
unemployment by creating new jobs for different 
segments of the population: from specialists in the 
field of energy to representatives of the simplest 
professions. Renewable energy is a way for Ukraine 
to meet energy independence. This aspect is 
particularly relevant nowadays, in the period of 
deepening of crisis phenomena in geopolitics. 
Energy supply is a profitable activity that ensures 
stable operation and further development of the 
industry. Independence of the sphere's operation 
from external factors (export of fuel, military actions 
in the east of the country) helps to avoid fluctuations 
in prices for heat and electricity, which is important 
for the normal development of the economy and 
citizens comfortable life. 

Currently, the development of social 
entrepreneurship in Ukraine is at an early stage. For 
the energy sector, such system of activity in the state 
was not used, despite the significant potential for its 
implementation. It is advisable to identify problems 
and perspectives of using the concept in practice, 
including taking into account the leading European 
countries experience. 

Analysis of recent research on this problem. 
Separate issues regarding the study of the prospects 
of alternative energy development in Ukraine and 
the study of potential positive results of its 
implementation were undertaken by such scholars as 
Shkarbetst F., Prutska ., Braginets ., Braginets S., 
Pivniak G., Bobrov Ye.,and others. Features of the 
implementation of social entrepreneurship in the 
energy sector and the experience of different 
countries are given in the works of Dan van der 
Horst, Sören Becker, Conrad Kunze, Mihaela 
Vancea  etc.  J.  Mair,  J.  Ostin,  H.  Stevenson,  J.  
Sandal, A. Brooks, K. Banks, and others have made 
significant contribution to the definition of the term 
«social entrepreneurship» and the disclosure of the 
essence of this concept. 

Formulation of the purpose and objectives of 
the article.  Despite  a  large  number  of  scientific  
papers on the development of alternative energy in 
Ukraine, many issues remain insufficiently 
highlighted and require further research. To date, the 
prospect of introducing social entrepreneurship as a 
system of functioning of the energy sector of 
Ukraine has not been considered. 

The main purpose of this work is to study the 
problems and prospects of the social 
entrepreneurship development in the renewable 
energy sector of Ukraine. 

Presentation of the main material. Now, in the 
period of the crisis deepening in the Ukrainian 
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economy, a new approach to the development is 
needed. This can be achieved through the 
introduction of social entrepreneurship, which can 
not only accelerate the development of the economy, 

but also solve numerous social and environmental 
problems. 

There is no single approach to the definition of 
"social entrepreneurship". Scientists offer the 
following definitions of the term (Table 1). 

Table 1 
The definitions of the concept of "social entrepreneurship» given by different scholars 

Scholar Definition 
Seelos, C., and Mair, J., 
2005 

Social entrepreneurship creates new models for the provision of products and services that 
directly to basic human needs that remain unsatisfied by current economic or social 
institutions [19] 

Mair, J., and Marti, I., 
2005 

We view social entrepreneurship as a process involving the innovative use and 
combination of resources to pursue opportunities to catalyze social change and/or address 
social needs  [13] 

Austin, J. , Stevenson, H. 
, Wei-Skillern, J., 2006 

We define social entrepreneurship as innovative, social value creating activity that can 
occur within or across the nonprofit, business, or government sectors [2] 

Mair, J. , Robinson, J.  
Hockerts, K., 2006 

The concept of social entrepreneurship (SE) is, in practice, recognized as encompassing a 
wide range of activities: enterprising individuals devoted to making a difference; social 
purpose business ventures dedicated to adding for-profit motivations to the nonprofit 
sector; new types of philanthropists supporting venture capital-like ‘investment’ portfolios; 
and nonprofit organizations that are reinventing themselves by drawing on lessons learned 
from the business world [14] 

Sandal, J., 2007 Social entrepreneurship is a «special  form  of  management,  which  purpose  is  to  run  a  
production  function  in  such  a  way  as  to  ensure  increased  value  for  all  the  participating  
parties in that function» [17] 

Brooks, A., 2007 Social entrepreneurship is a much newer concept that commercial entrepreneurship. Social 
entrepreneurship addresses social problems or needs that are unmet by private markets or 
governments. Social entrepreneurship is motivated primarily by social benefit. Social 
entrepreneurship generally works with – not against – market forces [4] 

Mulgan, G. 2007 understood as the use of entrepreneurial skills to achieve a social purpose but not 
necessarily involving social enterprise [9] 

Banks, K., 2016 Social entrepreneurship is a a specific term to describe those driven, persistent, ambitious 
individuals working on innovative solutions to society’s most pressing social problems [3] 

Note: the author's development 
 
That is, the main features of social 

entrepreneurship are the social significance and 
innovation of activity. Such a system is suitable for 
implementation in the field of energy using 
renewable energy sources, since it is able to solve a 
number of social problems (Fig. 1). 

Traditional energy’s considered one of the largest 
pollutants in the world.  

The structure of energy supply in the context of 
traditional and renewable sources directly affects 
environmental pollution. For example, emissions of 
sulfur oxides (the largest air pollutant by volume) 
into the atmosphere from entities operating in the 
energy sector in Ukraine are 977400 tons (90.8% of 
total emissions).It significantly exceeds the value of 
all EU member states (from 0 t in Liechtenstein to 
409302 tons in Poland);the emission of sulfur oxides 

in the energy sector in Norway is 4063 tones [5, 
1].The introduction of alternative energy will 
contribute to reducing emissions of sulfur oxides and 
a number of other hazardous compounds: carbon 
monoxide, nitrogen oxides, methane, and 
particulates. In addition, the use of traditional energy 
sources negatively affects the lithosphere (the 
formation of waste heaps from coal mining, drilling 
of wells for oil and gas production) and hydrosphere 
(the use of large amounts of water for the operation 
of thermal power plants and nuclear power 
plants).Alternative energy is considered "friendly" to 
the environment. The development of social 
entrepreneurship in this area can significantly reduce 
the negative impact of the energy sector on the 
environment. 
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Publicly significant problems , that can be solved by the development of alternative energy in 
Ukraine

Energy saving thanks 
to energy-saving 
alternative energy 

technologies

Reducing 
environmental 

pollution

Expansion of 
opportunities for 

innovation of 
scientists in the 
energy sector

Creating new jobs

Strengthening the 
geopolitical 

independence of the 
state

Reducing energy 
tariffs

 
Fig. 1. Public problems that can be solved due to the development of alternative energy in Ukraine 

 Source: compiled by the author 

 
In Ukraine, the energy sector is represented by 

more than 96% of traditional energy sources (Fig. 
2).For comparison, in the EU, alternative energy 

accounts for 13% of the final consumption of 
energy, in Norway 42%. 
 

 

 
Fig. 2. The structure of gross energy consumption by type of fuel 

 in Ukraine compared to Norway and the EU, % 
Source: compiled by the author based[11, 6] 

 
Implementation of renewable energy in Ukraine 

envisages broad prospects for creating new jobs. For 
example, in Germany, this sector provides work to 
334 thousand workers, in France - 162 thousand, in 
the UK - 110 thousand, in Spain - 76,15 thousand, in 
the EU in total - 667 thousand people. According to 
the results of 2016 in the field of supply of 

electricity, gas and steam, the status of the 
unemployed was 5.4 thousand citizens of Ukraine 
[16, 12].That is, even at the initial stages of the 
development of alternative energy there is a 
possibility of a significant improvement of the 
situation on the labor market. In addition, the 
introduction of renewable energy sources will 
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stimulate increased demand for labor in other sectors 
of economic activity: agriculture (cultivating crops 
for biofuels), where the involvement of socially 
vulnerable groups or persons without a permanent 
place of residence is relevant; processing industry 
(production of generating installations, 
etc.);construction where it is possible to provide 
work for representatives of the simplest professions; 
transport and courier activities; financial activity 
(accounting of income and expenses, development 
of business plans); administrative service, etc. 

Particular attention deserves the development of 
scientific activity in the energy sector, which is 
possible due to the introduction of alternative 
energy. Nowadays, renewable energy (except for 
hydropower) in Ukraine is not even represented as a 
separate specialty. The scientific branch "Electrical 
engineering" involves the research of atomic, 
thermal, hydropower and power engineering. In 
2016, the structure of the scholarship direction was 

as follows: 93 graduate students and 12 doctoral 
students. According to the results of scientific and 
applied activities in the field of electric power 
industry in 2016, 115 applications for inventions 
were filed [18]. Ukraine has a significant scientific 
potential for the development of alternative energy. 
Currently, a number of microelectronics companies 
in the state can provide a complete cycle of 
manufacturing the necessary devices for generation 
of energy using renewable sources. The availability 
of practical tools would contribute to the further 
improvement of the devices and would allow the 
creation of a competitive energy sector in Ukraine at 
the global level, while providing an opportunity to 
realize the scientific potential of domestic scientists. 

The use of traditional energy sources is 
considered ineffective from an economic point of 
view in Ukraine. This is due to the lack of own 
minerals (Fig. 3). 

 

 
Fig.3. Share of imports of certain types of fuel in the structure of total supply of primary energy of this 

fuel in Ukraine in 2016, % 
Source: compiled by the author based[6] 
 
This situation leads to an increase in the 

geopolitical dependence of the state, which is 
confirmed by the downtime of the energy and, as a 
result, industrial enterprises in the period of 
exacerbation of relations with exporting countries. 
As a result of the production sector's downturn, there 
is a deepening of the economic and social (wage 
arrears, falling living standards) crises. The 

development of alternative energy can solve this 
urgent public problem. 

In addition, renewable energy, unlike traditional, 
allows you to lose less energy during transportation 
(in particular, thermal).This will reduce the energy 
intensity indicators in Ukraine, which are now 
critical (Fig. 4). 

 

 
Fig. 4. Gross energy consumption and energy intensity in Ukraine, EU member states and Norway 

Source: compiled by the author based[6, 20, 7] 
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Energy saved in this way can be used for the 
development of the national economy or exported, 
which is quite profitable. Expanding the supply of 
energy products will lower the prices for them [8]. 

The conducted analytical studies confirm the 
necessity and urgency of the development of social 

entrepreneurship in the alternative energy field of 
Ukraine. Unfortunately, at this stage in our country 
there are no examples of such a system formation. In 
order to create a project for its implementation in 
Ukraine, it is expedient to study the experience of 
leading EU member states (Fig. 5). 

 
Fig. 5. Experience of some EU member states 

 in the development of social entrepreneurship in alternative energy 
Source: compiled by the author based[10] 
 
It is important to determine the types of 

alternative energy sources for which this project 
will be directed. The most environmentally 
friendly is solar energy. Positive is the virtually 
unlimited period of solar cells operation. 
Obstacles to use may require a large area for 
panel placement and their high price. 

For along time discussion shave been held on 
the use of hydro power, which at the initial 
stage soft he use of renewable sources was one 
of the ir most popular species. Of course, with 
the global problem of "greenhouse effect", 
hydropower, which does not actually affect the 

thermal balance of the planet, is an ideal option 
compared to thermal and nuclear power plants. 
However, the community of ecologists has 
proven its negative economic impact (flooded 
territories could be used more effectively from a 
financial point of view, losses from 
impossibility of navigation), ecological 
(destruction of ecosystems due to flooding of 
territories and vibration-noise effects) and social 
(these territories could be used as recreational, 
many settlements flooded for the construction of 
hydroelectric power stations).This led to a 
significant reduction in the share of hydropower 
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use in the structure of alternative energy sources 
by EU Member States (from 25% in 2004 to 
14% in 2015). 

It  is  controversial  about  the  expediency  of  
using biofuels, which requires the cultivation of 
certainty  pes  of  plant  crops,  where  as  the  
seterritories could be used for food purposes or 
others – more profitable. However, its share 
remains rather significant, since emissions from 
the  use  of  such  fuel  are  almost  half  that  of  
traditional fuel consumption (gasoline, gas). 

The need to solve the problem of utilization 
of household and similar waste leads to the 
development of the use of such garbage as an 
alternative source of energy. Therefore, the 
amount of energy received as a result of its 
burning is constantly increasing, and the share 
remains  in  the  EU  for  a  decade  in  the  level  of  
5%. 

Wind energy is rapidly becoming one of the 
cleanest types of renewable sources. The only 
negative environmental aspect discovered 
relatively recently is the infrasonic noise that 

negatively affects the flora and fauna within the 
radius  of  the  wind  generator.  Wind  power  is  
relevant for use in the Carpathian region, thus 
solving one of its biggest problems - 
unemployment of the local population. 

Geothermal energy and the energy of ocean 
tides depend heavily on climatic and 
geographical conditions, and are therefore 
historically used only by a number of EU 
member states. Without violating the thermal 
balance of the planet, they cause a negative 
impact  on  the  components  of  the  biosphere.  In  
addition, the introduction of such renewable 
energy requires significant capital investments, 
while the possibilities for transporting energy 
are limited. In fact, Ukraine has no prospects for 
using these types of energy. 

Currently, the development of alternative 
energy in Ukraine in terms of optimality of the 
structure does not correspond to environmental 
priorities in Ukraine (Fig. 6).The most "clean" 
types of energy occupy the smallest share. 

 
Fig.6. Structure of energy supply from renewable sources in Ukraine in 2016, % 

Source: compiled by the author based[6] 
 
Leading countries set the desired values for the 

supply of energy from renewable sources. It is 
expedient to determine the optimal target structure 
for Ukraine. An example is the improvement of the 
structure in the EU (Figure 7). 

Based on our research, we propose the following 
alternative energy development project in Ukraine 
(Table 2). 

 

Fig. 7. The structure of the generation of energy from renewable sources in the EU in 2004 and 2015, % 
Source: complied by the author based[15] 
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Table 2 
Basic principles of introduction of social entrepreneurship in alternative energy of Ukraine 

General purpose of 
the project 

The development of alternative energy through the production of generating elements in the state 
(and not their export from abroad), their innovation improvement and the formation of an 
appropriate energy transportation network 

Economic 
component of the 
project 

Production of energy from alternative sources and its sale 

The project's social 
tasks 

- Reducing environmental pollution; 
- Development of scientific potential of the state; 
- Creation of new jobs, including for specific categories of population 

(inhabitants of mountain regions, people without a permanent place of residence, without 
education, etc.); 

- Strengthening of geopolitical independence of the state; 
- Implementation of energy saving technologies as an opportunity for future 

generations to exist; 
- Reduction of tariffs for products of the sphere 

Mechanisms of 
stimulation 

 

- Preferential taxation; 
- Special loan offers; 
- Legislative obligation of distributors to sell energy from alternative sources; 
- Public promotion of social enterprises 

The basis for the 
development of 
social 
entrepreneurship 

- Creation of a legislative framework that would clearly regulate the procedure 
for the establishment and operation of social enterprises in Ukraine; 

- Creation of a relevant state institution that would provide professional advice 
and support in the creation of such enterprises; 

- EstablishmentoftheInstituteofSocialEntrepreneurshipinthefieldofalternativeener
gy; 

- Establishing interaction with a number of international organizations involved 
in supporting social entrepreneurship (FiBL, Argo Invest ) 

Requirements for 
the functioning of 
social enterprises 
of the sphere 

- Permanent innovation activity through the involvement of specialists in the 
field of science; 

- Recruitment of vulnerable groups of the population or above mentioned 
categories of citizens; 

- Reinvestment of a fixed share of profits in order to continuously improve the 
industry 

Organizational and 
legal form of 
creation of the 
enterprise 

Arbitrary 
 

Note: the author’s development 
 
Conclusions. Taking into account, the main 

revealed signs of social entrepreneurship (innovation 
and social orientation) the implementation of this 
system in the alternative energy sector of Ukraine is 
relevant. 

The conducted studies indicate, that our state has 
a significant potential for the development of 
alternative energy. The introduction of social 
entrepreneurship in this area can solve a number of 
important social problems analyzed in the work: 

reducing the negative impact on the environment, 
creating new jobs (including for specific categories 
of the population), strengthening the state's energy 
independence, reducing energy prices, etc. In 
addition, the development of alternative energy will 
have a positive economic effect. A stable 
functioning energy sector is a guarantee of normal 
uninterrupted activity of the whole economy of the 
state.  A profitable  activity of  the sphere is  a  source 
of significant income. 
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