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Summury 

Tetyana Slipchenko 
 

EPISTEMOLOGICAL FOUNDATIONS OF THE CONSTRUCTION OF MECHANISM OF MONETARY 
REGULATION 

The essence and structure of mechanism of monetary policy are formulated and theoretically justified, structural 
and functional components of the mechanism of monetary policy is defined, where the main subject of the mechanism of 
monetary policy is the Central Bank, other structural elements as monetary regimes, systems of monetary transmission 
process are defined, the main features of the mechanism of monetary regulation is highlighted and it is proved that the 
efficiency of the mechanism allows to solve a number of problems to ensure noninflationary money circulation to the 
strategic goals of economic development.  
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theory of problem solving food security. The analysis of approaches and tools to overcome the problems of hunger and 
malnutrition in the world. 
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Summary 

Pavlo Shylepnytskyi,Diana Mykhaylyna  
 

GOVERNMENT PRIORITIZATION OF THE TOURISM AS THE KEY DETERMINANT OF ITS GLOBAL 
COMPETITIVENESS 

The role of the government prioritization of tourist indusru as the key determinant of its global competitiveness, 
notably through the effective mechanisms of public and private sectors interaction is discovered in this article. The 
global competitive positions of the countries in this direction are revealed. The key models of tourism development state 
regulation are defined. Among them the European model which is aimed primarily at the public-private partnership is 
determined as the most suitable for Ukrainian tourism. 

Key words: global competitiveness, public-private partnerships, international tourism, the model of tourism 
development state regulation, prioritization of tourism, tourist product promotion. 
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Summary 

Serhii Kryvenko 
 

KEY CONCEPTS AND PROBLEMS OF LEGISLATIVE REGULATION OF SOLID INDUSTRIAL 
WASTE MANAGEMENT SYSTEM IN UKRAINE 

The conceptual foundations and problems of legislative regulation of waste management system in Ukraine are 
probed in the article. The aspects of Ukrainian law harmonization with the law of EU are analyzed. The necessity of  
improvement of existing legislative base of Ukraine in the waste treatment field is grounded and its ways are proposed. 

Keywords: solid industrial waste, legal regulation, waste management system, legal framework. 
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Summary 
Roman Kravets  

 
FORECASTING NOMINAL AND REAL GDP OF UKRAINE AS A PART OF PROVIDING 

INFORMATION FOR MACROECONOMIC MANAGEMENT SYSTEM  
Gross domestic product is one of the main macroeconomic indicators which qualitatively reflects the progress of economic 

processes in the country. Formation of forward-looking information in this indicator is an important component of effective 
information support macroeconomic management  

Keywords: nominal and real GDP, money supply, the rate of monetization 
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Summary 

Tatiana Ostapenko 
 

PRIORITIES FOR THE DEVELOPMENT OF DOMESTIC AGRO-INDUSTRIAL COMPLEX UNDER 
GLOBALIZATION CHALLENGES 

The article considered the historical background of the globalization of agricultural production. The factors influencing the 
activity of agricultural enterprises at the present stage of civilization development are highlighted, including: high rates of 
population growth and increasing demand for food products; deterioration in the structure of world agrarian fund; complications 
of the environmental situation; monopolization of agricultural market by multinationals; development of new technologies of 
production, storage and transportation of agricultural products. It is proved that for the successful operation and development of 
domestic agriculture is necessary to provide conditions for the activity of the integrated business structures of various 
organizational forms. 

Keywords: agroindustrial complex (AIC), the food problem, the land fund, the ecological situation, the monopolization of the 
agricultural market, globalization challenges, integrated business structure. 
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Summary 
Galina Studinska 

 
ANALYSIS OF APPROACHES TO SELECT BRAND ARCHITECTURE 

The ways of building brand architecture are considered. The modern approaches for individual classification 
criteria are systematized. The analysis of conceptual approaches of known specialists to choosing the optimal 
architecture brand is conducted. 
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Summary 

Roman Greshko 
 

THE WAY OF PROVISION FINANCIAL SECURITY COMPANIES 
Explore ways to ensure financial security company. The essence of this concept, describes the factors affecting the 

state of financial security, and identifies the components of the mechanism to ensure the financial security of business 
organizations. 

Keywords: financial security, financial mechanism, to ensure financial security, the threat of financial and 
economic activity. 
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Summary 
Viktoria Nikulina 

 
THEORETICAL ASPECTS OF AGROINDUSTRIAL CLUSTERS 

Theoretical aspects concerning the formation of agro- industrial cluster. The problems for the agricultural clusters. 
The researcher examined the directions of further development of agricultural production on cluster basis. Processed 
and analyzed scientific sources on the subject. Features of agro-industrial cluster formation. Processed world 
experience of formation and functioning of clusters for example the USA, Japan, Slovenia, Finland, Kazakhstan, 
Ukraine and Russia. Classification of clusters in the western economy. Specified principles of interaction of member 
enterprises of agro-industrial cluster. These differences between cooperation, integration and cluster forms. This 
purpose cluster technology to create and support cluster environment. Is due to the need to establish agro-industrial 
clusters. 

Keywords: agriculture cluster, agricultural production, efficiency, competitiveness, cluster approach 
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Summary 

Lydia Mazhnyk, Victoria Pysmak  
 

ORGANIZATION OF THE RISK MANAGEMENT SYSTEM OF THE ENTERPRISE  
IN MODERN CONDITIONS 

Development of the essence of the concept «risk» and «management a risk» is analyzed in the article, the basic 
criteria of risk estimation are considered. Foreign experience of risk management of the enterprise is considered. 
Meaningfulness is grounded and practical recommendations are given in relation to organization of control system of 
the enterprise by risks taking into account the modern economic terms of development. 

Keywords: risk, enterprise risk management, organization systems, evaluation criteria, international experience. 
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Summary 

Olha Frolenko 
 

INNOVATIVE MECHANISM OF AUTOMOTIVE COMPANY STRATEGIC POTENTIAL 
It was determined that the innovation effectiveness of domestic automotive enterprises, operating  primarily within the third 

and fourth technological structures is not always efficient, since the implementation of created innovations is mainly takes place 
within modest target markets, primarily national ones. It does not allow achieving the scale effect of new products 
commercialization due to high production cost; hence, it actuates the challenge of innovation improvements research, in particular 
with portfolio planning approach to innovation.  General methodological approaches to studying automotive innovations portfolio 
were suggested herewith, also strategies and market opportunities for achieving synergies were considered as well model 
optimization multiplicity was defined. 

Keywords: modernization of company management, innovation portfolio, optimization model, company development strategy. 
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Summary 
Hanna Svydlo 

 
DETERMINATION OF COST CONTROL METHODS BASED ENTERPRISE DIFFERENT APPROACHES 

Examines the basic principles of the overall scheme of cost management and cost management methods within a functional 
system and process approaches. 

Keywords: costs, methods of cost accounting, cost management, cost management approaches. 
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Summary 
Olga Tymoshenko. 

 
REPUTATIONAL RISK IN THE RISK MANAGEMENT OF THE BANK 

 
The paper improved the definition of the economic content of the category of "the risk of the bank's reputation," the 

place and the relationship reputation risk to financial risks of the bank. Proved complexity manifestations and 
reputation risk as the risk factor, and risk result.  

Keywords: Bank of reputational risk, compliance risk, compliance control. 
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Summary 

Irina Budnikevych, Irina Cherdantseva, Natalia Tafiy 
 

MAJOR TRENDS OF FOOD MARKET DEVELOPMENT AS FACTORS OF STRATEGIC BEHAVIOR OF 
ENTERPRISES OF CONSUMER COOPERATIVES REGION 

The estimation of major developments in the food market as factors in the formation of strategic behavior of 
enterprises of consumer cooperatives in the region is realized. The review of the representation of network retail 
operators in the food market of Ukraine is made and identified possible promising niche for the development of 
consumer cooperatives; the trends in the food market that affect the activities of national and regional operators in the 
food market are summarized, the problems of consumer cooperation organizations at the regional food market are 
defined. Recommendations on areas of use of marketing tools in the development and implementation of strategic and 
tactical decisions regarding further future development of consumer cooperation organizations are given. 

Keywords: food market, retail, strategic decisions 
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Summary 
Iryna Budnikevich, Olesia Hohuliak 

 
THE CONCEPT OF THE LEGAL SERVICES MARKET CHERNIVTSI REGION 

 
The article describes the purpose, target indicators, objectives, areas of Conception of regional legal market 

Chernivtsi region and tools to implement them. Determine the basis for the regional market of legal services, which are 
partnerships and self-regulation. Systematized stages of development of the "Concept of development of regional legal 
services market Chernivtsi region" and marked its targets. 

Keywords: legal services market, regional market of legal services, «The concept of development of the 
regional market of legal services to the Chernivtsi region». 
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Summary 
Valentina Nykyforak, Lyubov Vodyanka  

 
SOCIAL DIALOGUE AT THE TERRITORIAL LEVEL: 

REGULATION AND FUTURE DEVELOPMENT 
Examines the practice-legal regulation of social dialogue at territorial level, on ways of improving it. 
Keywords. social dialogue, the representativeness criteria, National Mediation and Conciliation Service (NMCS), 

collective agreement. 
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Summary 
Andrey Antohov 

 
INNOVATION BUSINESS ENVIRONMENT CARPATHIAN REGION OF UKRAINE IN THE SINGULAR 

TECHNOLOGICAL-SIGNS 
The features of technologically-singular transition and role of business-environment for their achievement are 

defined. Possibilities of accelerated exit from the crisis based on innovative regional development and stimulation of 
technologically-singular transition are grounded. The specific of forming a business-environment of Carpathian region 
with the discovery of amount of companies, their size and specialization is analysed. The susceptibility of the business 
in Carpathian region to innovation, especially industrial spheres of menage is found. 

Keywords: technologically-singular features, innovative development, business-environment, innovative activity of 
companies. 
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Summary 
Eugeniy Venger 

 
INFORMATION TECHNOLOGIES IN INDUSTRY AS A FACTOR OF TERRITORIAL 

TRANSFORMATION OF REGIONAL ECONOMY 
Analyzes the impact of information technology and innovations in the industry in the transformation of the 

territorial organization of the Chernivtsi region. 
Keywords: information technology, transformation, strategy, structure, territorial organization. 
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Summary 
Olga Antohova 

 
THE MAIN DETERMINANTS OF LABOR MARKET CHERNIVTSI REGION 

The problematic pre-school and general secondary education and training in the Chernivtsi Region as a basis for 
further study in the article was defined. The correlation of graduated students and students of vocational and higher 
education institutions was founded. The predisposition of population to postgraduate education, in particular the 
scientific degree was established. The degree of involvement of staff in the process of training, retraining, includes by 
major occupational groups was defined. 

Keywords: regional labor market, education and training, postgraduate education, training, re-training.  
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Summary 
Volodumyr Gruntkovski 

 
THE NATIONAL AND REGIONAL FEATURES OF SOCIAL RESPONSIBILITY OF BUSINESS 

The features of the introduction of the practice of corporate social responsibility in Ukraine, and in the regions. We 
analyzed the current trends and the main obstacle forming a national model of corporate social responsibility. 

Keywords: corporate social responsibility, the Corporation, the Global Compact, efficiency. 
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Summary 
Mariana Kutuzova 

 
PROBLEMS OF FORMATION AND DEVELOPMENT UKRAINIAN STOCK MARKET 

This article explores the main stages of formation and development of the stock market of Ukraine. We 
analyze stock market infrastructure. Identify problems encountered during the formation and regulation of the 
stock market of Ukraine. The process of privatization and its impact on the transformation of property 
relations. Identify mechanisms of state regulation of the stock market. Analyzes the legal framework, which 
ensures its activities. The impact of stock market development of market relations in Ukraine. Proposed a set of 
reform measures that will be used to overcome the existing problems of the domestic stock market and ensuring 
its effective functioning. We consider the mechanisms of the stock market integration in the international 
market space. 

It is concluded that the development of stock market liquidity provide investment inflow in Ukrainian 
company and thus contribute to the economic development of the sector. 

Keywords: stock market, infrastructure, trading volume, stock exchange, stock trades, investments, 
securities, stock trades, legal support. 
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Summary 
Ilona Babukh, Iryna Gavrysh 

 
DIRECTIONS EFFICIENCY OF BUDGETARY RESOURCES CITY 

Analyzes the problems of efficiency of budget resources cities. Provision separate approaches to the interpretation 
of the concept of "efficiency" in the public sector. Directions improving the management of software development misy 
budget in the context of the major problems that arise in the system of income and the use of financial resources of local 
budgets. 

Keywords: local budget, the effectiveness of budget resources, financial stability of local budgets, budget planning, 
budget program. 
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Summary 

Khrystyna Pidgaina 
 

RESEARCH OF THE TRENDS IN UKRAINIAN MARKET OF CREDIT RESOURCES 
In this article the author examines the concepts that are closely related to the market of credit resources. The paper 

includes investigation of the destabilizing factors, which have a direct connection with the market of credit resources, and their 
negative impact for economic processes. The grouped statistics on loans granted in recent years are shown in the paper. 

Keywords: credit, bank market of credit resources, financial market 
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Summary 
Olena Tsygankova 

 
SOURCE OF PAYMENT SYSTEM RISKS AND THEIR CONSEQUENCES 

Analyzes the risks of payment systems, their sources and consequences. Distinguishes risks of the payment system, 
specific participating bank and payment instruments, risk of relationships in payment systems. 
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Summary 
Oleksandra Lukan 

 
DOCUMENTING OF ACCOUNT OF EXPENDITURE OF MARKETING ACTIVITY 

The value of documenting is exposed in the system of record-keeping of charges of marketing activity. The necessity 
of development and grouping of primary documents of account of marketing charges is well-proven. The basic 
requirements over are brought to primary documentation of economic operations of marketing activity in the modern 
terms of menage. 

Keywords: documenting, primary account, expenditure of marketing activity, registration process, quality of 
information. 



130 . 2015.  750.  

 
 

 
 519.86: 334.012.61-022.51 (043.3) 

© ., 2015 
 « . . »,  

 
 

 
 

 
. 
 
 

.  
 
 

. 
: , , -

, , ,   
, . 

 
.  

 
:  

,  
,  

.  
,  

. 
 

, 
 

,  
.  

 
.  

 
 

.  
 

. 
.  

,  
, 

 [1-3],  
 
 

.  
 
 

.  
 [4-6], 

 [4]  
,  

. 
 
 

, , [7-9]. , 
 

 Doing  Business,   
 

 (IFC) 
[10].  

 
.  

 
,  

, , , 
 
 

. 
 
 
 
 
 

,  
 
 

. 
 «  

 
» [11]  

 
 

:  
 

;  
;  

.  
 

,  
 

,  
,  

 
 

,  
 
 

 1).  



. 

. 2015.  750.   131  

 
. 1.  

 
 

 
 
 

,  
[12].  ,  

,  
 -  

,  
:  

 1);  
 (  2)   

 
 

 3). 
 (  1) 

,  
, :  

 pdv =0,17;  

: F =0,21  

01.01.2012 ., F =0,19 -  01.01.2013 ., 

F =0,16 -  01.01.2014 .,  
 

 (  zp  
 

,  
: 

497,03676,0 zp ).  
 N , , 
 Finzppdv NNNNN ,  

mpdvpdv CVN *  –  
, , V  - 

 
 ( ), 

mC  -  ,   

 
 

 
 

 
 

 
 

 
  

  
 

 
–  

 
 

 
 

 
 
 

  
 

  
-  

 
 

 
 

   
          

–  
 

 
 

 ( , ) 
  

 
 
   

 
 

                                              
–  

 
 

 
  

 



  
 

132 . 2015.  750.  

, 
pdvpdvpdv 1* ; zpzpzp CN  - 

 
, zpC  -   

; ininin CN  -   
, ,  

, 
, , 

in  – ,  
 inC  

 inN ; FF FN  -   
, 

inzppdv NNNCVF  - 
, C  - 

 
 

.  
 

N : 

VN , c , (1) 
  -  

, 
VCc  -  

,   –  ,   
 

: 
*)1( pdvFF , 

)()1( *
ininzpzpmpdvFF sss

, ms , zps , ins  –  

 mC ,  zpC  

inC  C .  
,  

,    

: *
pdv , 

ininzpzpmpdv sss* . 
 

 (  2)  

1ep =0,03,  
 

.  N  
 zppdvep NNNN 1 ,  

VN epep 11 .  
 (1),   

*
1 pdvep , zpzpmpdv ss* . 

 
 

 (  3)  

2ep =0,05,  ,   
 

.  
N   zpep NNN 2 ,  

VN epep 22 .  

 (1),  2ep , 

zpzp s .  

 (1)  ,   
 N ,  

,  
 

. 
 
 
 
 

 [13].  
 
 

: )()( tAftV ,  )(tV – 
,  t , 

)(tA  – , f  –  
.  

: )()()1()( tNtVctF ,  c – 
, 

)(tN  –  
.  

 : 

)()()( tItF
dt

tdA
,   -  

,  
, )(tI  -  

 
.  

 
 
 

,  
, , 

,  
.  

 
, , 

 
 
 

. ,  
-

,  
. 

,  
 
 

.  



. 

. 2015.  750.   133  

:  (1) 
; 
 

;  
 
 

. 
 
 
 
 

. 2. 
 
 

 Microsoft Excel,  
 

.  
 
 

 Stata. 
 , , )  

 
 ( , , 

),  
 
 
 
 
 

,  
. 

: 
  

:  c ;  
,  ms  

 
), zps  ( ); 

 : 
 0f ;  

  (  
 

);   
 

); 
    

, res  ( ,  
 

); 
 -

:  
 I ;  

 K ,  T  
 r ; . 

:  
 

;  

 
. 

 
 

: 
  

 
 

,  
 
 
 

 ( , )  
 

,  
; 

  
 

 (  
 

» [11] 
 
 

,  
.  

 
 
 
 

,  
.  

 
, 
 

,  
,  

 
 

 [14].  
 [14]: 

  1 -  
 

. ,  
 

,  
,  

 
,   

; 
  2. -  

 
; 

  3. -  
: 
 

;  
 

;  
 

; 
 

 



  
 

134 . 2015.  750.  

 

 
. 2.  

-
 



. 

. 2015.  750.   135  

  4. -  
 

,  
. 

 
 
 

. 
,  

 
 
 
 
 

.  
 
 
 
 
 
 

,  
 
 

.  
 
 

,  
 

,  
.  

 
 
 

,  
, ,  

 ( )  

 
. 

 
 
 
 
 
 

,  
 
 

,  
 

. 
 

.  
 
 
 
 
 
. 
 
 

 Microsoft Excel,  
 

.  
   

 
 Stata. 

 
 
 
 
 

. 

 
: 

1. .  
 

 / 
.  // : . N3, 

2010 . . 249-266. 
2. . . 

 / .  – : 
http://www.nisse.ru/analitics.html?id=rmbra&part=main. 

3. Vavryshchuk V. Small business in Ukraine: 
macroeconomic determinants. National University of 
“Kyiv-Mohyla Academy”. Economics Education and 
Research Consortium. Master’s Program in Economics. 
2003. 

4. .  
 

 / .  /  
, 1, 2012. – . 51-57. 

5. . :  
:  / . , . . 

- :  « », 2009. – 352 .  
6. . .  

: ,  / 
. .  // :  

 /  – . – 2011 . –  5 (102). 
– . 167-168.  

7. .  
:  / . , 

. , . . – , 2008. – 144 . 

8. . : 
, : 

 / . . –  :  « », 
2009. – 362 . 

9. .  
 

 / .  // 
 ( ). 

– 2010, . 44. – . 533–542. 
10.  «Doing 

Business» - : http://www.dkrp.gov.ua/list/115 
11.  22.03.2012 . 4618-VI «  

 
» 

12. . .  
: 

 / . . – .: , 2010. – 
334 . 

13. .  
:  / . , 

. , . . – . : « », 2005. – 
384 . 

14.  
 

,  
 
 

 18.09.2012 44. 
 



  
 

136 . 2015.  750.  

 
 

 
 

 
 
 

.  
 
 

.  
 

.  
: ,  
, , ,  

, , . 
 

Summary 
Elena Piskunova 

 
THE EFFICIENCY INCREASE OF A DECISION-MAKING 

ON THE SMALL ENTREPRENEURSHIP DEVELOPMENT PROBLEMS 
ON A BASIS OF THE MATHEMATICAL MODELS 

The article is devoted to the investigation of the instruments of small business support and to the analysis of 
application possibility of the mathematical model approach in a management of small entrepreneurship development. 
The modelling methodology is provided econometric modelling for the efficiency analysis of small entrepreneurship 
support infrastructure and simulation modelling of small enterprise dynamics for the efficiency analysis of the finance 
and credit support and of the single tax. There have been offered the methodological regulations of application of the 
developed mathematical models complex when formation and implementation of the regional and local small business 
development programme for the purpose of the efficiency increase of a decision-making on the small entrepreneurship 
development problems. 

Keywords: small entrepreneurship development, efficiency of small business support, finance and credit support of 
a small enterprise, single tax, infrastructure of small entrepreneurship support, econometric modeling, simulation 
modeling of small enterprise dynamics. 

 



. 2015.  750.   137 

ARTICLE IN A FOREIGN LANGUAGE 
 

 
© Mo owski P., 2015 

Wy sza Szko a Handlowa im. Króla Stefana Batorego w Piotrkowie Trybunalskim 
 

UNSTABLE AND COMPLICATED TAX SYSTEM AS AN EXTERNAL SOURCE OF TAX RISK 
IN THE SME SECTOR IN POLAND 

 
Taxes are an integral part of the business environment of enterprises, and thus every activity of entrepreneurs will 

be connected with a particular tax risk. Polish taxpayers for years note the fact that the tax system is complicated, 
unstable, and some of the solutions increase the element of risk. This paper presents not only the tax system as a tax risk 
occurring in the business environment. It shows instability of the tax laws in Poland, which leads to the complexity on 
the line the taxpayer - the tax office and increases the tax risk during business activity. 

Keywords: tax system, tax risk, tax barriers, costs, tax interpretations 
 

Introduction  
One of the factors determining the 

competitiveness of enterprises is legal security 
engaged in economic activities. Speaking of legal 
security we keep in mind that we have also created 
and existing tax law. This requirement should be met 
by the government during the process of 
development of the tax law, in accordance with the 
requirements of the rule of law [1 Rosinski 2008, p. 
104]. The legislature not only should, but must 
provide taxpayers the opportunity to explore his 
powers and duties of the tax, before they become 
obligatory. The taxpayers need to be sure that the 
stability  of  the  tax  law  is  protected,  which  protects  
their interests at the same time. It is expressed by the 
requirement of maintaining the stability and 
consistency of taxation. The result will be the basic 
principle of the stability of the law, which applies 
not  only  to  tax  law,  but  also  to  other  areas  of  law.  
The law regulating the powers and duties depend 
primarily on the changes of political, social and 
economic conditions.  

It is impossible to avoid the conclusion that the 
tax is "the invention" that some will admire while 
others explicitly condemn. Regardless of who is 
right, the fact is that taxes will remain part of the 
business landscape. This means nothing like every 
entrepreneur activity will involve specific tax risk. 
That is why it is so important from the enterprises 
point of view, in particular SMEs, to identify, 
analyze and proceeding to minimize tax risk. The tax 
system in Poland is considered as one of the most 
serious obstacles both in business and everyday 
functioning of non-entrepreneurs. About how it 
should be reformed, politicians and some economists 
are discussing for years. Unfortunately, these 
discussions do not bring nothing but confusion and a 
feeling of instability and changes made in the tax 
laws introduce an additional element of uncertainty 
and risk. As a result, investors and entrepreneurs 
cannot make long-term right decisions, which affects 
functioning and development of the entire economy. 

 For many years a real problem for Polish 
entrepreneurs are complicated tax laws, differences 
in the interpretation and jurisprudence, which 
increase the risk of doing business. Even if taxpayers 

take into consideration the common statements or 
judgments they cannot be sure that the tax 
authorities would not challenge their proceeding. 
The problem is not the amount of taxes (compared to 
other  EU countries  are  quite  low in Poland) but  the 
fulfillment of tax obligations and their enforcement. 
For many years the unions representing business, 
academia and the taxpayers themselves emphasize 
the fact  that  the tax laws are changed too often and 
do not take into account the principles of the so-
called decent legislation. Taxpayers complain that 
instead of focusing on the development of their 
businesses or expanding markets they have to learn 
about another tax obligations. The stability is what 
they need right now, in the era of economic 
downturn, which covered not only Europe, but a 
significant part of the world.  

In this study it was decided to show the 
instability of the tax system in Poland, which leads 
to the complexity of the settlements on the line the 
taxpayer - the tax office which is a kind of tax risk. 
It  was  also  pointed  out  that  the  tax  system  is  an  
external source of the tax risk which should be 
considered when starting and running a business. It 
was analyzed the number of changes in tax laws and 
determine whether it actually constitutes a barrier to 
conduct business-economic activity and the 
development  of  the  SME  sector.  The  tax  system  is  
mostly known by the entrepreneurs – apart from the 
social security system and labor law - as the one 
which influences their economic decisions. 

The  tax  system  as  the  external  source  of  tax  
risk. 

A person starting a business or already running 
it must be aware of the fact that taxes and public 
burdens cause expenses and the existence of tax risk. 
Unfortunately, the tax risk is a particular type of 
business risk which is related both to the occurrence 
of certain sanctions and suboptimal control of 
spending. The essence of tax risk is, in fact, the lack 
of certainty to the tax consequences realized or 
future business operations. [2 Poszwa 2007, p. 11]. 
The  elements  that  affect  the  tax  risk  from  the  
entrepreneur point of view can be divided into 
several groups. Graph 1 shows the components of 
the tax risk. 
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Graph. 1 Determinants of the tax risk 

Source:  Own  study  on  basics  of  Biernacki  K.,  Ryzyko podatkowe w Polsce po akcesji do UE [w:] Studenckie prace 
prawnicze, administratywistyczne i ekonomiczne, red. Winiarski M., Wroc aw 2005, p. 78 
 

Referring to these determinants of the tax risk 
we  can  point  to  the  source  of  the  tax  risk.  The  
simplest division of sources of the tax risk is 
dividing it into:  

1. External sources, 

2. Internal sources [3 Furman in 2012, S.212] 
Table 1 shows the factors that may influence 

creation of the risk. 

Table 1.  
Tax risk sources 

Tax risk sources 
External Internal 

- tax law instability, 
- tax policy, 
- changes in tax law rules, 
- changes in the market 

- internal procedures, 
- inproper chose of the taxation form, 
- lack of tax knowledge among employees, 
- lack of internal tax procedures, 
- poor usage of modern technology, 
- lack of professionalism during business agreements 

Source:  own  study  on  basics  of:  „Pewno  czy przypadek? Raport dotycz cy zarz dzania ryzykiem podatkowym w 
Polsce” Deloitte, Warszawa 2008, p. 4 

It is clearly visible that the entrepreneurs have not 
got any impact on external sources (factors). However 
the development of internal factors is the responsibility 
of the trader and can have a significant impact on these 
factors. As emphasized by the creator of the "Raport – 
pewno  czy przypadek?" the tax risk management is a 
real shaping the internal factors.[4 Deloitte, p. 4]  

As already mentioned the entrepreneurs have a 
small opportunity to minimize the external risk. One can 
only hope that the Polish legislator finally understand 
the need to create a stable tax law. The reverse situation 
is observed all the time which contributes to increasing 
the complexity of the tax laws. Therefore the previous 
and the present study are the author's introduction to 
further studies on the tax system and tax risk in Poland.  
A large number of changes of the tax legislation affects 
the stability of the business activities. The frequency of 
making changes is not satisfactory as well. Therefore it 
is  worth,  if  it  is  possible,  to  use  the  individual  tax  
interpretations, which are, on the one hand, to protect the 
interests of taxpayers, on the other, to harmonize the 
application of existing legislation. Of course you should 

keep in mind that not only the Polish tax law is severely 
complicated. Polish accession to the European Union 
has had an impact on native companies. Accession to 
the EU required full harmonization of taxes with the 
Community system.  

Harmonization of the largest range covered Value 
Add Tax and excise tax. Change had to be made to the 
law regulating the duty tax. Smaller range of adjustment 
included income taxes which, in accordance with 
Community law are not subject to such regulations. This 
means that the greatest tax risk is related precisely to the 
sales taxes, which is compounded with plenty of 
executive regulations and directives of the European 
Commission. 

Unstable tax system in Poland as a source of risk  
The constitutional principle of the rule of law, 

particularly derived from the principle of certainty of 
law,  legal  security  and  trust  in  the  state  and  the  law  
requires that the tax relations should be created with 
respect for the stability of the legal order. Although the 
guarantee of the stability of taxation establishes article 

Tax risk 

Macro economic risk Entrepreneur risk 

Tax value risk Tax construction risk 

Formal aspect – tax 
procedures 

Financial aspect – tax laws 
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217 of the Constitution, this principle is not respected in 
Poland. 

Undoubtedly, the development and implementation 
of appropriate tax system is not easy, but certainly you 
cannot do it by the typical "trial and error" method. 
Unfortunately, it can be concluded that such tactics 
shows the analysis of the various changes made in the 
period 1989 – 2014. Frequent and not discussed 
concepts of the certain law regulations were subject to 
"improve" only during implementation and at a pace that 

did not allow for a full assessment of the practical effects 
of taxation in the economic and legal issues.  

Insufficient clarity of the tax law makes the acts and 
regulations "overgrown" in all kinds of internal 
explanations, instructions established fairly freely by the 
internal organs of the Ministry of Finance. 

It is therefore to be expected as soon as possible the 
unification of tax legislation. The tax system should be 
stabilized, including limitations for the Ministry of 
Finance to issue implementing rules. Table 2 presents 
the barriers to doing business in Poland. 

 
Table 2 

Administration barriers for business in Poland in 2013 
Administration barriers [%] 

Lack of clarity of the VAT 71,8 
Grey market 59,4 
Administration procedures 56,9 
Lack of funding possibilities 28,6 
Complicated tax rules 24,4 
High expenses of employees 23,4 
Lack of good vindication system 9,4 
Source: own study 

The data presented in Table 2 clearly shows that 
for a large number of business owners in Poland the 
most important barrier is the lack of transparency of 
indirect taxes (VAT) and taxes on business (CIT, 
PIT). Owners of small and medium-sized enterprises 
believe that the lack of readability in a tax 
regulations increases the risk of economic activity 
and generates additional costs to their activities, 
thereby reducing competitiveness. This is of great 
importance because the rules of the taxation of 
business are placed in several or even a dozen acts. 
This causes a situation in which the taxpayer and the 
tax officer must read several regulations provided 
for  responsibilities related to taxation. It is worth to 
point out the unprofessional actions of the Ministry 
of Finance. It is about rising the rate of the VAT for 

a specified period of time and issues with cars used 
in business. Real career-making is the rule of 
countdown VAT on used cars and those of the "grid" 
behind the backseat. From the end of 2013 expired 
provisions prohibiting counting VAT on cars with 
grid. A kind of "loophole" was established for 
entrepreneurs but not for a long time. Intensive 
activities of the Ministry of Finance has led to 
changes in legislation in this matter since April 
2014, which gave us two changes of one regulation 
within three months. Such actions do not affect 
positively the reception of created rules and do not 
increase the  confidence in the state. Graph 2 shows 
the number of hours needed to complete the 
formalities of tax. 

413

207

277
286

8150

100

150

200

250

300

350

400

450

Czech Republik

Slovakia

Hungary

Poland

Estonia

 
Graph. 2. Hours (in total) needed to fulfill all regulations to pay taxes in Poland in comparison to 

European countries in 2013 
Source: own study on basics of: Paying Taxes 2012. The global picture, Bank wiatowy & 

PricewaterhouseCoopers 2012 
When analyzing the above data it can be concluded 

that the high degree of complicated regulations affects 
the time necessary to settle any formal associated with 
paying taxes. At the same time it contributes inhibiting 
the development of pre-establishment and supposedly 

creates unfavorable climate for investments. As can be 
seen filling in the tax paperwork in Poland takes more 
than 280 hours per year. This may not be bad result if 
we  look  at  countries  such  as  the  Czech  Republic  or  
Hungary. Often the taxpayers indicate the incompetence 
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of administration staff of the Ministry of Finance. 
However the same employees have problems with the 
use of constantly changing laws as well. At that point it 
should be noted that changes in legislation are made 
without consultation with the employees directly 
involved in the application of tax laws. The author of 
this article and his colleagues (former IRS officers), 
during their 10 year career, were only twice asked for 
their opinion on draft legislation concerning taxes. 
Unfortunately it was only a regulation and not a law. In 
case of law creation officials who meet the taxpayers 
from whom they hear repeatedly the need for change, do 
not participate in this process. It could be possible that 
collected opinions on regulations allow to create a 
reasonably well-functioning right. 

Tax provisions contained in the statutes were 
changed several times. Applicable tax laws in Poland 
come even from 1983. Regarding the time the longest 
actual is the law on inheritance and donations from 1983 
(31 years old) and the Agricultural Tax  from 1984 (30 
years). Quite shortly valid taxes are: tonnage tax from 
2006 and a law established in 2004 of VAT. The Excise 
Duty tax was created in 2008 (6 years), which was 
superseded by the act from 2004 (about excise duty as 
well). To better illustrate to the reader the enormity of 
changes to the tax laws made the author  estimated the 
number of amendments to the laws. As shown in the 
graph below the susceptibility of each set of changes 
was not uniform (Graph 3). 
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Graph. 3.  Number of changes made in tax laws to 2014 

Source: own study 
The  Law  on  Income  Tax  is  taking  the  lead  

because of its many changes. The Income Tax Act 
of individuals was changed 180 times in last 20 
years, and the Law on Corporate Income Tax law 
was changed 137 times. [5 Kosikowski C. 2007, p. 
127]. For comparison, you can point the law on 
agricultural tax (PROL), which was changed 23 
times since the beginning. The graph shows that the 
first  –  a  few  prestigious  in  this  case  -  place  is  
occupied by Income Tax. The Income Tax Act of 
individuals was changed 216 times in over 20 years 
period, and the Income Tax Act tax - 158 times. 
Little more than 120 times, since 1997, the Tax 

Ordinance Act was modified. You could say that a 
few  changes  -  from  one  to  three  or  four  –  is  a  
symbolic performance. However, if you look at it 
from the side of the so-called decent legislation the 
results are unacceptable. Attempt to estimate the 
number of changes made in the regulations was 
made by Lewiatan. As follows from calculations 
made from 1 May 2004 in Poland were more than 
12,400 changes to the tax laws, while adopting 378 
amendments  to  tax  laws.  This  situation  can  be  
shown by indicating the number of published 
interpretations of tax (Graph 4 and 5). 
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Graph. 4. Number of personal interpretations between 2009 – 2013. 

Source: Report of Krajowa Informacja Podatkowa 2009–2013 
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Graph. 5. Number of interpretations divided into direct and indirect taxes between 2009 – 2013 

Source: Report of Krajowa Informacja Podatkowa 2009–2013 
As  can  be  seen  in  the  graphs  complicated  tax  

regulations combined with the lack of a unified 
interpretations and jurisprudence are a large blemish on 
business. Clearly it increase the risk of doing business – 
even if the entrepreneur proceeding will be based on 
commonly available positions or judgments, there is no 
assurance that the tax authorities would question his 
conduct. 

Law on income taxes contain a directory of 
expenditures which, within the meaning of the 
legislature, are not deductible from the income. Articles 
excluding expenses as  deductible costs are so 
complicated and obscure not only for the ordinary 
taxpayer, but also for specialists. It is also concerned that 
despite the continuous expansion of the directory there 
are no attempt to systematize the rules which leads to the 
inference of a growing number of tax interpretations. [6 
Mo owski, p. 58] 

Under  these  conditions  it  can  be  seen  the  specific  
evolution of the tax system. The tax law was modified 
several  times.  This  was  to  increase  the  stringency  and  
integrity of the tax system, particularly in the field of 

VAT and income tax of individuals. Changes made in 
the tax system were not to stabilize the economy neither 
in the middle nor in the long run. Typically they were 
directly connected to the electoral cycle and political 
promises and most of the changes made was ad hoc, 
rather than planned. 

Summary 
Speaking about the stability of taxation it should be 

emphasized that the simplification of tax rules will 
reduce the cost of their application both for the taxpayers 
and the tax offices. Reduce the cost of taxation will 
contribute to its greater effectiveness. Simplification of 
individual taxes reduce the tax burden and will simplify 
the way between taxpayer and the tax office. It is also 
important that a simple taxes affect the effectiveness and 
efficiency of the tax administration. In addition the tax 
officers, instead of looking at millions of declarations 
and tax returns, will focus on the search for taxpayers 
operating in the gray market. This will also lower the 
number of cases in administrative courts. Stability and 
transparency of the tax rules allow long-term planning 
because taxpayers are not surprised by the constant 
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changes in rules.  
Lack of clarity of the tax system manifests itself in the 
need to constant issue by the tax authorities 
interpretations and clarifications to the existing 
regulations. The problem is a lack of consensus as to 
further simplify and improve the tax system and to 
prepare and carry out a major reform of certain taxes [7 
Z. Gilowska, 2003, p. 42; G. Szczodrowski, 2003] 

Under the present conditions it should be continued 
to implement the already initiated arrangements for the 
tax system consisting of: 

 modernizing and simplifying the tax system;  
 reduction in the basic rate of VAT and not 

rising it (as the Government did since 2011); 
 broadening of the tax base in a manner 

consistent with the tax (ie, covered with tax a new 
groups of taxpayers) and not with the principle that the 
more charged are those who are already paying; 

 harmonize tax legislation together with 
European Union regulations; 

 ordering of regulations referring to income tax 
in terms of expenditure which are not deductible from 
the income; 

 cessation policy of limiting the deduction from 
VAT on a growing number of goods and services; 

 ordering the purchasing company cars and 
deduct their use from the VAT (which was introduced 
partially in 2014);  

Unfortunately any changes made in taxes had - and 
still have - ad hoc rather than planned character. This is 
because the needs of the state budget which reflects the 
political options. Political factor takes on a special 
dimension when you try to reform the tax system. It is 
worth noting that almost 24 million taxpayers, of which 
almost 98% pay the lowest tax rate of PIT, a huge group 
of voters. Any attempt of reduction in their income can 
be very difficult and - in effect - determine the behavior 
of the political status quo. 
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IN THE FOOTSTEPS OF THE EARLY JOSEPH ALOIS JULIUS SCHUMPETER 
*Article presented at the 10th Economic-History meeting, Lund University, 4 – 5 October 2013 

 
At the age of 29, Joseph A. Schumpeter published his revolutionizing book, Theorie der Wirtshaftlichen 

Entwicklung (English title: Theory of Economic Development).  He was then the youngest professor in economy in the 
Austrian-Hungarian Empire. He asserted that the most important period in a human’s life was the third decade. 100 
years later his name is celebrated with distinguished words as world-renowned economist, minister, social philosopher 
and humanist. In this article several main topics related to Schumpeter`s 1912 theory will be analyzed: his early years 
and social background, big distinctions in relation to established myths and false dogmas and the relevance of the 
theory today.   

Keywords. Joseph A. Schumpeter, entrepreneurial profit, innovation, economic development.   
 
Introduction 
Year 2012 marks one hundred years of the first 

publishing of Joseph Alois Julius Schumpeter´s 
Theorie der Wirtshaftlichen Entwicklung (English 
title; The Theory of Economic Development). The 
book has played a very important role, not only in 
philosophy and in the science of economics, but also 
in Schumpeter’s own life; he never stopped working 
on the topics on which the theory was constructed.  
Studying Schumpeter’s theories is also relevant from 
an economic-historical perspective, and his theories 
are very up to date especially in the world situation 
of today characterized by global financial crisis and 
mass unemployment.  

In  2012,  I  started a  scientific  research program: 
In the footsteps of Joseph Alois Julius Schumpeter. 
The program included many activities: visiting main 
sites where the famous economist used to live and 
work, in-depth interviews with key persons on site, 
research in relevant archives, collecting and 
spreading information about Schumpeter’s science 
globally through academic institutions, libraries, 
organizations, forums and summits. The activities 
also included the beginning of a global teaching 
program primary based on Schumpeter’s theories, 
writing and publishing papers, articles and books 
based on the research findings. The first research trip 
was to Trest, Jihlava (Czech republic) and 
Chernovtsy (Ukraine republic) in October 2012, 
followed by a research period at Harvard University 
Archives, Massachusetts (USA), in February 2013, 
and finally a visit to Bonn (Bonn University and 
Bonn University Archives and Library, Germany), 
and Vienna (Vienna University and Vienna 
University Archives, Austria) in May 2013. The 
research program will go on for another two years.1   

The preliminary results of the research program 
are articles: “Schumpeter`s Method” published in 
Levende Historie no 6/2012, Oslo, “The Hunt goes 
on – in the world`s Libraries” Bok og Bibliotek, no 
1/2013, Oslo. “In Joseph Alois Julius Schumpeter`s 
Footsteps”, an article presented and published at ll 
International Schumpeters Forum of Economics 
«Joseph Aloiz Schumpeter`s Scientific Heritage and 
Today:  A  View  from  the  Past  into  the  Future»  at  
Yuriy Fedkovych Chernivtsi National University 

                                                             
1 Fil. Dr. Jan-U. Sandal Institute funds the research 
program which has a budget of app. 1 mill $ US.  

(Ukraine), where Fil. Dr. Jan-U. Sandal Institute also 
was co-arranger, and “In the footsteps of the early 
Joseph  Alois  Julius  Schumpeter”  at  the  10th 
Economic-History meeting at Lund University 
(Sweden) on 4-5 October 2013. Furthermore, a VIP 
Expert invitation from Asian-Pacific CEO 
Association and Chinese government to The 3rd 
Global Economic Leaders’ summit (GELS 2013), 
The 2nd International Culture Industry Summit (ICIS 
2013) and the 2nd World Emerging Industries 
Summit (WEIS 2013) all in China in September and 
November 2013, could be mentioned in this 
connection.  

In  this  article  several  main  topics  related  to  
Schumpeter`s 1912 theory will be analyzed: his 
early years and social background, big distinctions 
in relation to established myths and false dogmas 
and the relevance of the theory today. Innovation, in 
Schumpeter`s theory (Schumpeter, 1912), is 
confined to “the new combinations” of the first and 
second production factors and does not represent 
every new product or service on the market. The 
German word in Schumpeter`s text “Unternehmer” 
is in the Norwegian context exchanged for  the 
German word “Gründer”, and contributes so far to a 
misunderstanding of the actual interpretation. The 
current situation underlines the need for dynamic 
development in democratic direction in the 
continuous transformation to secure increased 
quality of life and progression.    

References in this article are, besides literature 
on and by Schumpeter, based mainly on site visits 
and in-depth interviews with key persons on site. 
The article consists of analysis of the following 
sections: introduction, one hundred year ago, huge 
differences, the early Schumpeter, studies and 
experiences, actual importance today, and 
conclusion.  

One hundred years ago  
One hundred years have passed since Joseph 

Alois Julius Schumpeter wrote his path-breaking 
economic work: Theorie der Wirtschaftlichen 
Entwicklung (The Theory of Economic 
Development). The book was published by Duncker 
& Humblot in Leipzig 19122. The theory represents 
an important economic work that has given us a very 
                                                             
2 In the first publishing of Theorie Joseph A. Schumpeter 
dated the preface 1911 and the book was available from 
fall of 1911.  
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valuable insight into the significance of innovation 
for economic and democratic societal development. 

Over the seven chapters of the book, 
Schumpeter introduces the dynamics of economy, 
where the entrepreneur, whose role can be possessed 
by the common woman or man, carries out 
innovations, which leads to establishment of new 
enterprises or new ways of production in established 
companies. The entrepreneur as “social agent” in 
German economic theory was something quite new 
when Schumpeter introduced his theoretical work 
and challenged the established economic 
philosophy, which was based on mathematic 
approach.     

At  the  same  time  the  idea  that  people  from the  
lower social classes through their entrepreneurship 
could act outside the established social structures 
and lead the economic and social development to a 
better future society for everyone was something 
new and unheard of.   

Innovation makes everything anew and leads 
society into a democratic path of development. 
Innovation means to do something which previously 
was not possibly to do, or not possible to do as well 
or  economically.  In   Theorie  innovation occurs 
when new combinations of the first and second 
production factors (land and labor) in a production 
function takes place and implies that the physical 
product of  a  product  or  service  increases.  The  one  
who carries out an innovation and reaps the 
entrepreneurial profit denotes the entrepreneur 
(French: to establish, start-up something).  

Joseph A. Schumpeter points out three 
conditions, which must be fulfilled before an 
entrepreneurial profit will occur: the sales price of 
the product on the market must not decrease because 
of the new and enlarged market supply, or decrease 
to such a level that the bigger physical product of 
labor gives less profit than did the less physical 
product of labor before the production change, and 
the cost of the use of the first and second production 
functions in the new combination must not exceed 
the cost of the first and second production factors 
before change takes place, and finally, the increase 
of demand for raw materials and labor must not 
weigh upon the price of production3.  The difference 
between price totals is the entrepreneurial profit4.  
                                                             
3 Schumpeter, J. A, (1934/2008), The Theory of Economic 
Development. New Brunswick: transaction Publishers, p. 
130 f. 
4 For an introduction to entrepreneurial profit, please see 
Sandal, J-U. (2011), Introduction to Joseph A. 
Schumpeter: Entrepreneurial profit – An Incentive for 
Democratic Development. Ekonomiska Samfundets 
Tidskrift nr. 1/2011. 
6 For an introduction and discussion on the phenomena 
innovation and entrepreneurial profit, please see Sandal, 
J.U. (2003), Jakten på Entreprenøren – kan Joseph A. 
Schumpeters teori benyttes til å identifisere og 
differensiere entreprenører i det 21. århundre? Stockholm: 
Almquist och Wiksell International. 
7 In  the  forewords  of  the  first  edition,  Schumpeter  has  
written Hypotheses non fingo – I make no hypothesis.  
8 Peukert, H. (2002),”Schumpeter’s lost Seventh Chapter: 
A Critical Overview.” Industry and Innovation, vol.  9,  
numbers 1/2.  

In Schumpeter`s theory the entrepreneurial profit 
(Unternehmergewinnes) is the proof that innovation, 
and thereby also development, has taken place.5 The 
most common form of entrepreneurship is the 
business entrepreneur, a person active in business 
life.  

Joseph A. Schumpeter`s Theorie is  about  the  
entrepreneur on the micro level in the economy and 
it is the “little man” who is in focus because he is the 
one who lifts up the wave the structural perspective 
of the great macro-economic system rests upon6.  

In the seventh chapter of the book, Schumpeter 
adjusts the micro perspective to the macro economy 
and thus brings about a synthesis: the economy as a 
whole. However, Schumpeter experienced that the 
cultural conditions and sociological aspects that 
constituted the basis of the seventh chapter led to a 
distraction with the readers and drew the attention 
from the pure economic theoretical issues that were 
the core of the book7.  Therefore, Schumpeter 
omitted the seventh chapter in the second and partly 
revised edition in 1926.  

 It  was  a  later  edition  (the  third)  and  almost  
unrevised compared to the second edition of 1926 
that in 1934 was translated into English. Theorie was 
translated to English by Dr. Redvers Opie, a good 
friend of Schumpeter, and originally published at 
Cambridge, Massachusetts: Harvard University in 
the series Harvard economics studies, v. 46, 1934. 

 The synthesis in the seventh chapter, also 
named the Missing Chapter, had sunk into oblivion 
and was not revived until the translation into English 
in 20028. It is the English edition The Theory of 
Economic Development of 1934 and future editions 
in English that in most cases are quoted and not the 
original text from 1912, which includes the seventh 
chapter.  

   Later in life, Schumpeter never deflected 
from the characteristics that constituted the basis of 
his early theory and therefore there is an obvious 
continuity in his scientific works. He formulated the 
arguments in accordance with intellectual tradition, 
which has constituted itself within the science of 
entrepreneurship research as a scientific branch, and 
where he himself, might be, was the greatest 
contributor.    

Huge differences  
In Theorie Schumpeter uses the German term 

Unternehmer which corresponds to the French 
entrepreneur, and the Norwegian entreprenør. In 
Theory Schumpeter points to J.B. Say and his 
definition of the entrepreneur, whose function it is to 
combine the production factors and unite them for 
the first time9. The new combinations of the input 
factors are innovative and channeler through the 

                                                             
5 Backhaus, U. (2002),”The Economy as a Whole”: the 
Seventh Chapter of Schumpeter’s The Theory of 
Economic Development:  Translation. “Industry and 
Innovation”, vol. 9. Number 1/2. 
 
 
 
9 Schumpeter, J. A. 1934/2008, p.76. 
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market forces an entrepreneurial profit to the 
entrepreneur. 

The entrepreneurial role does not exist in the 
static part of the economy where salaried bosses and 
leaders who are of a completely different kind than 
the entrepreneur execute management of enterprises 
on the routine level. Leaders of enterprises in the 
static part of the economy should not be confused 
with entrepreneurs who have a distinct meaning and 
mission: to carry out new combinations.  

Nor should the entrepreneur be confused with 
the German Gründer10; a jobber on the market who 
starts up a limited company or organization in the 
static part of the economy with the intention of 
purchasing shares or transfer an organization. The 
term has for a long period been used as an invective 
with a degrading meaning11: swindler, deceiver, 
trickery, fake, etc. 

Gründer exists in many connections: depending 
on  the  skill  or  trade  that  the  person  influences,  e.g.  
business Gründer, politics Gründer, religious 
Gründer, organization Gründer etc.       

In the classical English economic literature, the 
entrepreneur does not exist as a social agent whose 
function it is to carry out spontaneous and 
discontinuous changes in the economy. The English 
economists from A. Smith to J.M. Keynes showed 
no interest to define or include the entrepreneur in 
the economic analysis and count all profit as return 
on invested capital.  

The Schumpeterian entrepreneur can thus take 
onto two different roles at the same time: capitalist 
and entrepreneur. The capital is separated from the 
innovative process. However, in those cases, the 
entrepreneur is also the owner of capital and he 
operates  as  a  double  risk  bearer:  partly  he  can  lose  
his capital and partly he can lose his reputation.    

The most important asset for the entrepreneur is 
his reputation; it is in other words his reputation in 
the market, which is of decisive importance in those 
cases, he must finance the enterprise with a loan in 
the bank.  It  is  not  the new products  or  services that  
are being investigated under the lenses, because no 
one knows the day of tomorrow and there are no 
prognoses, methods or presumptions that are capable 
of warding off the danger of loss of time and capital. 
At the end of the day, it is the personal worthiness of 
the entrepreneur as a human being that decides the 
funding.   

There is always a shortage of venture capital and 
a correspondingly huge competition on the supply of 
bank loans and as the entrepreneur does not possess 
actual  values  that  can  be  used  as  guarantee  for  the  
                                                             
10 In Lexi: nye, fremmede og vanskelige ord (1973) 
gründer defines as a person who starts up new businesses 
in  order  to  speculate,  with  other  words:  a  gründer  is  a  
player and speculator.   
11 In a signed article (F.K.) in Aschehougs konversasjons 
leksikon (1974) gründer is explained as a founder, one 
who takes the initiative to start a stock corporation which 
intention it is to ”feather one`s nest”. The Gründer is not 
interested in running the business itself, but to speculate 
on  the  sale  of  free  shares.  The  term  originates  from  the  
time after the French-German war and the economic 
boom that took place in Germany.  

loan, it is the reputation of the entrepreneur, which 
recapitalize and converted to monetary values in the 
circuit flow. The bank fills the role of speculator and 
risk bearer of the capital.  

Schumpeter denotes all capital as means of 
payment that are transferred to entrepreneurs, and 
the capital resolves and ascribes the first and second 
input factors, which means that capital is not an 
independent production factor. The cost of the use of 
capital, the accumulated market rent for productive 
loans, is not included as part of the entrepreneurial 
profit  but  is  by  Schumpeter  denoted  as  a  tax  on  
entrepreneurial profit. Schumpeter`s entrepreneur is 
thus neither a wage earner nor a capitalist but fills up 
a new and independent role in the economic and 
social system.   

Entrepreneurs are genuine and independent: 
their period of function is limited and their role is 
not inherited by their upcoming generations. For that 
reason, they do not organize any social class groups 
corresponding to land owners, workers and 
capitalists. Nobody can organize or lead 
Schumpeterian entrepreneurs: they are autonomous 
social agents in the social system. The entrepreneurs 
do not respond to any changes in the market or on 
pressure from central governments, they are 
motivated only by inner stimuli.  

The dynamic economy`s development changes 
by endogen circumstances: the will to create by the 
entrepreneur and the power of innovation. In 
Schumpeter`s theory every enterprise is a legal 
activity because the entrepreneurs follow the law. 
Successful entrepreneurship changes thereby the 
pace of development in society in a democratic path: 
change is not result of class struggle, non-economic 
sociological structures or exogenous power 
conditions. Entrepreneurship can therefor newer be 
politics or result of political actions. On the other 
hand, entrepreneurship has the potential to influence 
and change politics and the political structures by 
the fellow citizen through their enterprises as they 
can express themselves pragmatically in the social 
system.  

The political boss stands against the 
entrepreneur in the role as society changer, and in 
particular, this is a distinct phenomenon in the tax 
state.    

The early Schumpeter 
Joseph Alois Julius Schumpeter was born on 

February 8, 1883 in Triesch in the Austrian-
Hungarian Empire (now in the Czech Republic) and 
was baptized into the Roman Catholic faith some 
days later. His mother, Johanna Schumpeter (born 
Grüner),  came  from  a  famous  doctor  family  in  the  
neighboring town Jihlava (earlier Iglau) and his 
father,  Josef  Alois  Karel  Schumpeter,  was  the  
twelfth generation after Valcav Schumpeter from 
Mildov (born 1478) who for the first time in history 
is mentioned when he in 1523 moved to the city of 
Triesch.  

The Schumpeter family had for many 
generations undertaken production and trade with 
textiles and gradually trade with iron and salt and the 
kinfolks were pioneers and entrepreneurs of the 
industrialization of the city of Triesch. Both Joseph 
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Alois Julius` grandfather and great grandfather had 
been Mayors of Triesch and his kinfolks had a good 
reputation and were known for taking care of their 
many workers, and they gave precious gifts to the 
local church12.  Members  of  the  family  were  on  
several occasions offered appointments to the 
nobility, but they always refused, as it was 
inappropriate according to the democratic view of 
life that characterized the conduct and life of the 
Schumpeter family.  

On January 14, 1887, an accident occurred that 
gave tremendous and unforeseeable consequences 
for the early Joseph Schumpeter`s life. His father 
had taken part in a hunting party outside the city and 
was killed by accident during the hunt. The tragedy 
led to the fact that his young mother, who was 25 
years old when she became widow, after a short time 
married the much older and retired field marshal 
lieutenant Sigismund von Kéler. After a period in 
Graz, the couple settled in Vienna and in that way 
the early Schumpeter became a student at 
Theresianum and gained a social class belonging, 
education and opportunities different from what 
would  have  been  the  case  if  his  life  had  been  
prolonged in Triesch13.  

There  are  no  remaining  members  of  the  
Schumpeter family in Trest today. The kinfolks 
owed several houses and one factory, but a fire 
destroyed the factory and the estate was sold out.  

The house in which Joseph Alois Julius was 
born and which was in the family’s possession has 
now been transferred into a tourist information 
center, café and museum and is owned by the 
governments. The museum contains an interesting 
collection and library dedicated to Joseph A. 
Schumpeter`s life and work. The director of the 
museum, Milina Matulova, is enthusiastic about the 
visit from Norway and informs that the interest and 
individual visits from Japan through the years have 
been significant14. Schumpeter lectured in Japan and 
the readership has always been significant among 
Japanese.  

The consciousness around the importance of 
Schumpeter’s life and work has improved in the 
Czech Republic and on 12 May 2000, the First J.A. 
Schumpeter Conference was arranged in Jihlava15.   

Joseph A. Schumpeter`s life is filled with great 
scientific achievements and successes but it also 
contains deeply tragic incidents. Experiences during 
his early years and his family background from 
                                                             
12 In  St  Chaterine  from  Siena  Church  in  Trest  the  
Schumpeter family and Franz Killian funded the main 
altar, two side alters included two new altar paintings of 
St. Antonius and Madonna. Interview with Katerina 
Sommerova BSc., official guide at the Tourist 
Information in Triest, 2012-10-11. 
13 Interview with Katerina Sommerova BSc., official 
guide at tourist information in Triest, 2012-10-11.  
14 Interview with Matulova, Milina, director Schumpeter 
Museum, Triest, Czech republic, 2012-10-11. 
15 Bukvaj, F. (red) (2005) J. A. Schumpeter – Economist, 
Politician, Social Philosopher and Humanist.  Trest Town 
Counsil: Edice Vysociny. The second conference on J.S. 
Schumpeter was hold 2001-05-10 with the tittle «The 
world according to Schumpeter”. 

Triesch form a starting point,  which later  in  his  life  
contributed to create important momentums in his 
theoretical works, in particular his deep 
understanding and well-articulated and elegant 
presentation of the entrepreneur as a “social agent in 
the economic system.  

Study and Experiences 
After finishing a five-year education in Vienna, 

Schumpeter  received  the  Doctor  of  Law (Dr.  Juris)  
on 16 February 1906. At that time, no thesis was 
demanded to gain the doctoral degree. He traveled to 
Germany, France, England and other countries and 
practiced law at an Italian law firm at the 
International Mixed Court of Egypt in Cairo, where 
he also wrote his thesis (Habilitationsschrift): Das 
Wesen und der Hauptinhalt der theorethischen 
Nationalökonomie.  His writing took place during 
his time off work. The thesis attracted great interest 
and Schumpeter became qualified to lecture at all 
university levels.  

Schumpeter  was  called  to  a  position  as  full  
professor (ausserordentlicher Professor) at 
Chernowitz University (now Yuriy Fedkovych 
Chernivtsi National University in the Ukraine 
Republic) and started his work autumn of 1909. At 
that time, Chernowitz was the capital of the 
Bukowina dukedom and an outpost in the Empire. 
By the time he entered the post, Schumpeter was the 
youngest professor in economy ever in the country. 

The University was by emperor’s decree opened 
on 4 October 1875. The same year, the construction 
of a giant university complex was initiated, which 
would contain three faculties: theology, philosophy 
and law.  The construction period lasted for seven 
years. The buildings were made of red bricks and no 
workers were allowed to lay more than one hundreds 
bricks per day. Every brick was carefully examined. 
By knocking the bricks, the sound would tell if it 
was weakened by cracks or had other weaknesses. 
An underground secret tunnel was dug from the 
university building down to the railway station; big 
enough to let a horse back mounted rider pas 
through. The drainage system was also special; there 
were no tubes or underground canals at the 
university area in fear of unwanted people breaking 
in and attacking16. 

Schumpeter`s two years as professor at 
Chernowitz was obviously a good period in his life. 
He gave his public lectures, had an extensive social 
life, which he later in memories entertained his 
fellow colleagues and friends with, but above all it 
was during this period he wrote his most significant 
work: Theorie.  Like his thesis, Theorie was made 
outside  the  post,  on  spare  time,  and  unsalaried.  
Another significant momentum is that Chernowitz at 
that  time  was  far  from  the  corridors  of  power  and  
established dogmas in the subject. Schumpeter lived 
a happy life and found inspiration to proceed in new 
directions with his theoretical works.  

Today Yuriy Fedkovych Chernovitsi National 
University is a modern university with more than 
19000 students, 16 faculties/colleges and 4 
                                                             
16 The university is listed on UNESCO`S world heritage 
list.  
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campuses. Serhiy Lukanyuk, head of International 
Office informs that there previously has been no 
contact with anyone in Scandinavia17.  The heritage 
after Schumpeter is important and international 
cooperation and information exchange is central. At 
the university library Maria P. Dyachuk shows the 
unique and magnificent collection of Schumpeter`s 
publications18 which comprises more than 200 items. 
She equips me with a visitor`s pass with free 
entrance to the library`s enormous collections. 

At  the  Faculty  of  Economics,  a  portrait  of  
Schumpeter has an honor’s place in the lecture hall. 
His theories have not gained much space in the 
education, but that is about to change19. In 2013 the 
2nd Schumpeter’s Forum was arranged with 
international participation and co- arrangement, and 
also in the Ukraine Republic the benefit of 
Schumpeter`s theories will prove to be useful20. The 
theme of the 2nd Schumpeter`s Forum of Economics 
is “Joseph Aloiz Schumpeter`s Heritage and Today: 
A View from the Past into the Future”: Dialectic 
interaction of market and institutional mechanism of 
modern economic dynamics”21.               

Actual importance today 
The tour in Joseph A. Schumpeter`s footsteps 

has shown that the heritage after the world famous 
economist is still very much alive both in east and 
west. The economic and social situation the world 
faces today might find its solutions through 
democratic thinking and acting, and society should 
largely rely on the entrepreneurs, those who bring 
about dynamic growth and development to society 
and to the betterment of humanity.   

Innovation, as it appears in Schumpeter`s theory, 
means to do something that one previously could not 
do, or could not do as well or efficient. To carry out 
innovation means to give society new possibilities. 
The latest ten to fifteen years occurrence of genuine 
innovations on world market has drastically 
diminished. At the same time, an enormous finance 
capital on the world market faces huge problems in 
engaging in profitable investment projects, which 

                                                             
17 Interview with Mr. Serhiy Lukanyuk, head of 
International Office, 2012-10-15. 
18 Interview  with  Maria,  P.  Dyachuk,  head  of  the  
department of foreign fund preservation, 2012-10-15/16. 
19 Interview 2012-10-15 with Vice Dean Oleksandr 
Saienko PhD, Department of Economic Theory and 
Management, national coordinator for Schumpeter Forum 
2013. 
20 It is of great significance that the Schumpeter Forum 
includes a conference on social entrepreneurship as 
innovative mechanism in change and development for 
increased quality of life, a supplement as result of my 
distribution of literature and science during my visit 2012-
10-14/16.   
21 Ministry of Science and Education, Youth and Sports of 
Ukraine, Yuriy Fedkovych Chernivtsi National 
University, Chernivtsi Region State Administration, Graz 
Schumpeter Centre, Embassy of Austrian Republic in 
Ukraine,  Fil.  Dr.  Jan-U.  Sandal  Institute,  Norway,  
Government of the Federal State, Carinthia, Austrian 
Republic, Cooperation Bureau of Austrian Academic 
Service, Lvov are co-arranger of Schumpeter Forum in 
Chernivtsi 2013. 

leads to over-expansion in traditional production in 
the static part of the economy. Pressure on the 
traditional production is extremely high, causes 
competition on established markets to decrease 
prices, and in turn knocks out large parts of the 
production, which in turn causes increasing 
unemployment.        

The production function in the static economy 
manages only to produce more of the same, it does 
not manage to transform to a new and dynamic 
production process where new products and services 
open up for new markets and changed consumption.  

Through history innovations like the railroad, 
the telegraph, the telephone, the electricity, the 
automobile, the airplane, radio and television, just to 
mention a few examples, reorganized societies, 
lifted societies to a relatively higher level, created 
new job abilities, created millions of new jobs and 
contributed to democratic development of society.  

When politicians and representatives of the 
knowledge industry cry for new jobs this implies to 
produce more of the old and the same, but 
consumers do not want any more of the old and the 
same: the unemployment of today is a clear proof of 
that.  The solution is carrying out of innovations 
where the bi-product is the creation of new job 
abilities, which in turn can give millions of new 
jobs, a development process that Joseph A. 
Schumpeter in a later book called Creative 
Destruction22.   

 Joseph A. Schumpeter`s theory of innovations 
is of significance for economic and democratic 
development of society and could be of great 
importance also for the development of the 
Norwegian society. The Norwegian welfare state 
faces many unsolved tasks and new challenges, but 
has so far not managed to solve all problems in a 
satisfying way.    

Infrastructural problems attached to science, 
research and development, the educational system 
on all levels, the health and social sector, alcohol, 
drugs and criminal care, migration and integration, 
justice, child, youth, and family sector`s many 
unsolved issues, and labor and job professionals 
difficulties: these are only a few areas where new 
democratic solutions are demanded.  

The main objective for politics is to distribute 
society`s burdens and benefits based on democratic 
principles. Innovation, on the contrary, can never be 
limited to certain groups of consumers or any circle 
of friends, but must benefit all citizens. Innovations 
remove the causes of the problems and create new 
opportunities for society. Innovation therefore by 
many is characterized as the locomotive in economic 
and social development and defines what the welfare 
state can and cannot achieve and what kind of 
benefits it can offer its citizens.      

The transformation speed in the Norwegian 
society is too slow which primary is caused by the 
low rate of innovations. Development and 
                                                             
22Schumpeter, J. A.  (1942), Capitalism, socialism and 

democracy. New York: Harper & Brothers. 
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strengthening of democracy demands wide 
contribution of the population, not only through 
political and social class related struggles or on 
election day, but also as pragmatic actions taking 
place in the social system.   

Conclusion 
Joseph A. Schumpeter`s theory based on the 

idea that everyone from all walks of life, also the 

lower social strata in society, through 
entrepreneurship can go beyond the established 
societal structures and lead the economic and social 
development  to  a  better  society for  all,  is  of  a  great  
significance also for the Norwegian society, like for 
the rest of the world, 100 years after the publishing 
of Theorie der Wirtschaftlichen Entwicklung.     
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SOCIAL ENTREPRENEURSHIP IN THE SCANDINAVIAN WELFARE STATE:  

CHALLENGES AND POSSIBILITIES 
 

A welfare state is a system that distributes key social goods, is paid for by public funds and organized by public 
officials. There are several different models that exist in the world today, but the implementation, the range and the 
performance are diverse. The Scandinavian welfare model rests upon three pillars: collaboration between employers 
and employees, to secure the citizens financial basis and the development of labour. During periods of time there has 
been changes in government and the society at large that has created new conditions for how public sector can function 
and be managed. The modern welfare state is facing challenges that demand different and creative solutions than 
previously performed. 

A social entrepreneur is a creative leader who raises capital in order to spread new combinations of land and 
labour in a social system. It is the entrepreneur's effort that is essential for the success or lack of it and the government 
cannot control the outcome of an innovation process prompted by an entrepreneur in an open market.  

The welfare state is a static system that follows political rules and regulations, and change is something that takes 
time. Private initiatives that are working well are a more efficient use of resources for the government than developing 
new internal projects. Often a social entrepreneur has a direct experience with the problem they want to solve and 
know where the biggest challenges are. Social entrepreneurship is a diverse and still a young field in Scandinavia. 
Social entrepreneurship need time to grow and showcase great examples. 

Keywords: Welfare state, Scandinavia, entrepreneurship, social entrepreneurship, challenges, possibilities, 
government, collaboration, economic, politic, development, change, 2015, welfare model.  
 

Introduction 
In modern times the Scandinavian welfare state 

is not able to provide the kind of social services the 
population need due to political regulations and 
laws.  There  is  an  increasing  frustration  towards  the  
welfare system both internal and external. However, 
a different model of solving social challenges in the 
society is emerging, social entrepreneurship. Social 
entrepreneurship is to lead social change by 
combining land and labour and the result is social 
value for the population and for the society at large. 
Social entrepreneurship is a creative activity 
performed by an individual on his/her own initiative 
and cannot be regulated like governmental agencies.  

Scandinavian countries have developed a 
welfare system over the last 100 years. It is one of 
several models that exist in the world today and was 
inspired by the British welfare model. The 
Scandinavian welfare state is facing serious 
challenges it has difficulties with resolving. The 
challenges are related to legitimacy, governability, 
economic efficiency and scope of activity. The 
political and financial climate has changed 
considerably since 1891 and the welfare state is not 
able to adapt to these changes in an adequate way. 

Scandinavia consists of social democratic 
countries where the government is strong and are 
trusted by the populations. In the World Happiness 
Report1 published by United Nations Sustainable 
Development Solutions Network each year, the 
Scandinavian countries rank between the five 
happiest populations in the world. The reports 
describe causes of happiness, policy implications 
and human development. At the same time 
                                                
1 World Happiness Report 2013, published 01.02.14 
http://unsdsn.org/wp-
content/uploads/2014/02/WorldHappinessReport2013_on
line.pdf 

Scandinavian countries rank low on innovation, 
except Sweden.2 Entrepreneurship and social 
entrepreneurship are facing difficulties due to 
market situations that are similar to monopoly, or 
systems that prevent companies to compete on equal 
terms or state owned companies that are difficult to 
compete with. Even though the government have 
stated that innovation and entrepreneurship is 
important and a prioritized field, there is a distance 
between visions and actions in governmental 
departments. 

In countries where there is a welfare system, 
social entrepreneurs must relate to the system one 
way  or  the  other.  That  is  because  the  people  social  
entrepreneurs seek to create changes for are users 
who are dependent on welfare benefits: services 
and/or payments. To understand the history and 
development of the Scandinavian welfare state is 
also important to understand what has changed since 
then and what are the possibilities. Modern trends 
and changes are interesting to look into in order to 
give explanations on where the biggest challenges 
and possibilities are. Other countries can learn from 
this work when starting to work with social 
entrepreneurship so that the government open up for 
private initiatives in the social system.  

The layout of this article is firstly a research 
about the raise of the welfare state and secondly 
about social entrepreneurship in a welfare state. 
There is a description of trends, status quo and 
present challenges and possibilities in the welfare 
state. 

 
 
 

                                                
2 Global Innovation Index, published 13.08.14: 
https://www.globalinnovationindex.org/content.aspx?pag
e=data-analysis 
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What is a welfare state?  
Many studies3 claim to explain the welfare state. 

As early as 1951 Titmuss explained what welfare 
state was and many others have followed. Social 
scientists4 have quickly accepted self-proclaimed 
welfare state from nations based upon 
implementations of social programs. Many scientist 
focuses on the spending of money, but that does not 
necessarily show  

Lysestøl (2002) stated that there are two 
conditions  that  must  be  present  for  a  state  to  be  a  
welfare state. First, financial politics must be 
managed in such a way that economic fluctuations 
are avoided. Second, social politics that secure 
appropriate living conditions for the population.  

“A welfare state is a state in which organized 
power is deliberately used (through politics and 
administration) in an effort to modify the play of the 
market forces in at least three directions - first, by 
guaranteeing individuals and families a minimum 
income… - second, by narrowing the extent of 
insecurity by enabling individuals and families to 
meet certain “social contingencies”… And - third, 
by ensuring that all citizens without distinction of 
status or class are offered the best standards 
available of social services.”(Briggs, 1961). With 
other words, a welfare state is a system that 
distributes key social goods, is paid for by public 
funds and organized by public officials. This 
explanation shows the relation between funding, 
rights  and  social  services.  Which  part  of  the  
population that benefits can vary between models, 
countries and change with time? It’s not my 
ambition to find the right definition, but to point to a 
shared policy that welfare states have generally in 
common. There are several different welfare 
models5 that exist in the world today. The different 
models originate from the same terms, but the 
implementation, the range and the performance are 
diverse. Since the state is managed after political 
strategy, a welfare model must adapt to the national 
politics. A welfare state is arranged after a hierarchy 
with three levels: politicians, a central administration 
and civil servants. The implementations of the 
service provided have to follow certain rules and 
regulations. The welfare state is financed by taxes of 
individuals.  

The Scandinavian welfare model 

                                                
3 Briggs (1961), Cuthright (1965), Wilensky (1974), 
Hewitt (1977), Quadagno (1987), Iversen (2001), Katz 
(2002) are just a few examples. 
4 Day (1978), Myles (1984a), Blank (1997), Korpi, Palme 
(1998), Scruggs, Allan (2004), 
5 Titmuss (1974) was one of the first who made a 
distinction between three ideal types of welfare state: the 
‘marginal’ (typical for Anglo-Saxon countries), the 
‘industrial achievement’ (typical for Central European 
countries) and the ‘institutional’ (typical for the UK and 
Scandinavia). In recent years countries have developed 
their own model like Japan, Canada and EU. Countries in 
Latin America and Asia are in the process on developing 
their own models. 

The Scandinavian welfare had its early 
beginnings in Denmark with old age pension law, 
and Sweden with sickness insurance law, in 1891. 
The Scandinavian welfare model with universal 
rights  for  all  was  created  after  World  War  II.  After  
the war, the socialist movement in Scandinavia 
gained support from the public in Sweden, Denmark 
and Norway. The movement demanded equal rights 
and the state had a responsibility as a provider of 
social goods. The goal was to prevent economic 
fluctuations and provide appropriate living 
conditions for all. “The welfare state in not only 
funded on social politics, but also on economic 
politics.”6(Lysestøl, 2001). Several scientists7 call 
the Scandinavian model for the Universal model 
because its terms are that there should be equal 
rights for all, and not rights based on income or 
class. 

The Scandinavian welfare model rests upon 
three pillars. The oldest is the collaboration between 
employers and employees. The second pillar is 
financial and the goal is to secure the citizens 
financial basis through services the state provides for 
the population like social, health, rehabilitation and 
childcare.  A  third  and  newer  pillar  is  the  
development of labour: effective production 
methods and inclusive working life among others.  

During periods of time there has been changes in 
government and the society at large that has created 
new conditions for how public sector can function 
and be managed. There have been three different 
waves of challenges for the Scandinavian model: 
The Socialist8, the Green9 and  the  Liberal10 wave. 
The two biggest influences were the socialist values 
of equality, influence and democracy, and the liberal 
concept called New Public Management11. “There is 
an overall development in designing the programs 
for improving the welfare state, that makes the term 
neoliberal a more qualified term for the 
Scandinavian Model.”12(Hermansen, 2004).  

The rise of the Scandinavian welfare state 
“During the 19th century, Scandinavian sectoral 

development was conditioned by two important 
background factors; the great agricultural 
transformation and the expansion of world economy. 
The prosperous British markets were opened to 
                                                
6 Translated by the author. 
7 Sainsbury (1991), Rankin (1991), Rothstein (1998), 
Bergh (2004). 
8 The socialist wave came in the end of 1960s and lasted 
until late 1970s. 
9 The green wave started in the beginning of 1970s and 
lost its grounds during 1980s, but from 2005 it has raised 
again. 
10 The liberal wave was introduced in 1980s and 
continued to the end of 1990s. 
11  New Public Management focus on public service 
production functions and operational issues contrasted 
with the focus on public accountability, ‘model employer’ 
public service values, ‘due process,’ and what happens 
inside public organizations in conventional public 
administration. (Hood, 1991). 
12 Translated by the author. 
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Scandinavian food, ships and timber.” (Alestalo, 
Kuhle, 1987). The great agricultural transformation 
happened part because of the many tenant farmers 
became landowners, and part because of the 
development of mining, fishery and timber industry. 
The Scandinavian peasantry evolved into market-
oriented farmers who gave strength to the social 
democratic parties. But from the late 19th century 
and beginning of the 20th century, a social and 
economic break between the urban elite and rural 
farmers and industrial workers prompted a 
parliamentary reform. It was in this environment 
employer, labourers and the government agreed on 
cooperation  that  led  to  the  success  of  creating  a  
welfare state in the 1930s. One very important factor 
in this shift was that the former big landowners and 
urban elite welcomed the change. “In contrasts to 
states such as USA and the UK the political debate 
is more adversarial and there is more open conflict, 
the Nordic countries have been described as 
consensual democracies where the political system 
has a high degree of legitimacy and support, where 
social diversions have been relatively mild, and 
where political deliberations aim to neutralize 
conflict and achieve compromise.”(Hilson, 2008)  

 The Scandinavian countries developed their 
welfare states gradually, and began with small and 
means tested programs for limited groups in the 
society. The early beginning of the Scandinavian 
welfare state the first laws13 were limited in terms of 
coverage and prescribed income means-tested. It 
was only after the WWII that the schemes were truly 
universal. It was during the socialist wave in 1950s 
and 1960s that the Scandinavian welfare model was 
shaped. 

The welfare state have had an important function 
through the 20th century with fantastic growth, 
structural change in the government, increased living 
conditions and equal labour opportunities for the 
population. 

The financial climate in the 20th Century 
A financial benefit from the agricultural 

transformation and the expansion of world economy 
led to a fast-growing economy in the 20th Century. 
During and after WWI the possibilities for export of 
goods from Scandinavia to the Continental markets 
were reduced. One big setback at that time was the 
financial crisis in USA in 1929, which had a huge 
impact on all the European countries. Banks went 
bankrupt, companies had to close down and 20% of 
the US population became unemployed. There were 
no economic growth during WWII and it lasted until 
the beginning of 1950. Access to consumer goods 
was scarce and the rebuilding of manufacturing 
capability was the number one priority. Still, the 
private consumption in the Scandinavian countries 
increased almost 100% from 1950 until 1962 and 
was termed “The golden age of capitalism”14 What 
represent the golden age was an exceptional growth 
                                                
13 Examples are the Danish old age pension law from 
1891, Swedish employment liability act from 1901, 
Norwegian compulsory sickness insurance law from 
1909. 
14 Maddison, 1977 

in labour productivity with a similar rate of capital 
profit for private companies. 

During this period, social care services was 
expanded at the local governmental levels in all the 
Scandinavian countries in what is described as a 
socialistic wave. All over Scandinavia schools, 
hospitals, kindergartens and health clinics were 
erected. The number of public employed people 
increased considerably. Due to these governmental 
investments, the tax burden on the population 
increased to pay for the services provided. 

The welfare state in 2015 
The society is changing in an ongoing process. 

Several different aspects influence the changes in 
resent time: 

 Family behaviour 
 Personal independence 
 Career 
 Less stable household 
 Rapid diversification of information 
 Economic upheaval 
 Technologic transformation 
 Dominance of service employment 
 Social exclusion 
 Ability to accumulate human capital 

The Scandinavian welfare state is political 
controlled with an expectation that the services are 
efficient and cost effective. The civil servants have 
competence on a limited field, and possibilities for 
collaboration rests upon the middle managers. 
Among employees and leaders within the system 
there is a frustration towards the political regulations 
and the system, in which the workers are 
experiencing barriers where they should be able to 
provide the service they want to give. That leads to 
big labour turnover particularly during systemic 
reforms, and the chance to access personal 
knowledge and experience is lost.  

The modern welfare state is facing three 
challenges that demands different and creative 
solutions than before: 

 Rapid increase in number of people who 
receive social aid 

 An aging population 
 The limited capacity of the health system 

There exist a welfare optimism that originates 
from the socialistic wave: that the welfare state is 
functioning in a satisfactory way and that the 
services provided by the government are better than 
in comparing countries like US and UK. In the last 
30 years there has been an ongoing public debate on 
the challenges in the welfare state and it’s ability to 
meet the needs of the population. Different solutions 
have  been  tested  to  convert  the  welfare  state  into  a  
more modern model, but without success. 

Social entrepreneurship 
A social entrepreneur is a creative leader who 

raises capital in order to spread new combinations of 
land  and  labour  in  a  social  system.  The  goal  is  to  
create  a  better  world  for  the  population.  “It  is  not  
necessary for a governmental assistance for 
entrepreneurship to be successful because there are 
always possibilities in a market.” (Schumpeter 
1934/1978). It is the entrepreneur's effort that is 
essential  for  the  success  or  lack  of  it  and  the  
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government cannot control the outcome of an 
innovation process prompted by an entrepreneur in 
an open market. In an open market there is no 
monopoly and no governmental regulations.  

“The understanding of social entrepreneurship is 
built upon science on entrepreneurship in the 
European tradition. The science describes a 
mentality and a behaviour that fits in all contexts 
about economic and social development.  The 
understanding of social entrepreneurs is based upon 
a version of entrepreneurs.”(Sandal, 2008). To be a 
social entrepreneur is not a profession, but a position 
that ends when a business is built and enters a static 
production. To be a social entrepreneur cannot be 
inherited and anyone in the society can take that 
position. Social entrepreneurs have qualifications 
that make him/her able to imagine future results and 
make decisions based upon unknown factors. Social 
entrepreneurs use their intuition and have a 
determination to try new ways of solving problems. 
Social entrepreneurs must be able to manage 
himself/herself to get things done.  

Social entrepreneurship is a recent term in 
Scandinavian countries and the field is diverse. 
There are everything from voluntary organisations to 
traditional enterprises who call themselves social 
entrepreneurs. In most cases the organisation, 
initiative, project, company or group is not a social 
entrepreneur but an enterprise with a social mission. 

Innovation and social innovation 
Innovation is the process of creating new 

products and services for the society that earlier 
didn’t exist or was not as efficient. A new 
innovation creates job opportunities as an effect of 
combining land and labour. An innovation creates a 
breach in the traditional way of doing business and 
pushed the sector to change. 

Social innovation has a broad definition in UK 
and USA. Mulligan (2007) explains social 
innovation as “‘New ideas that work… Innovative 
activities and services that are motivated by the goal 
of meeting a social need and that are predominantly 
developed and diffused through organisations whose 
primary purposes are social.” This definition says 
nothing about who are managing these innovations, 
if the organizations that innovation develops through 
are new or old, or what kind of organisation they 
are; private or public. A definition by Sandal (2008) 
may clarify these factors: “Social innovation is the 
process where a single person takes independent 
decisions in relation to combination and use of 
production factors in order to create a social service 
that has not earlier been on the market and will 
improve life for people in the society. The results are 
increased social value.”  

Social entrepreneurship in the modern 
Scandinavian welfare state. 

There is a political commitment to help and 
foster innovation in Scandinavia. There seems to be 
political agreements across political parties that 
social entrepreneurship is a positive activity. 
Different programs, agreements and financial 
incentives have been implemented in Norway, 
Sweden and Denmark during the last 15 years. The 
European Commission has stated that they want to 

contribute to the creation of environments for 
developing social entrepreneurship in Europe and 
have followed up with regulations and programs. 
These programs are defined and controlled by the 
government and not social entrepreneurs. 

In an article called “Social entrepreneurship” on 
the Norwegian government's website15 the 
government explains why social entrepreneurship is 
important, based on a report made by Nordic 
Council of Ministers: “The government have in the 
present political platform stated that better 
conditions for use of social entrepreneurs and the 
third sector is wanted. To employ and activate more 
people, the government wants a diverse environment 
of providers.”16 As  a  result  of  regulations  from  the  
European Union, governmental departments have 
expressed an increased interest in social 
entrepreneurs and possibilities for collaboration. 
This process is in its early beginnings.  

Inspired by the social impacts bonds in the UK, 
Scandinavian countries have started to explore the 
possibilities for social impact investment, both on 
national and on local levels in the government. Since 
social entrepreneurship is different from non-
governmental organisations, social entrepreneurs 
need different funding opportunities in a start-up 
period. 

Since the beginning of 21st Century there has 
been a focus on traditional entrepreneurship in 
schools in all the Scandinavian countries, to foster 
entrepreneurial skills and knowledge among students 
from age 12 to 18. Social entrepreneurship is a part 
of the lessons. Lambertseter high school in Oslo has 
been one of the schools in Norway who has worked 
most methodical with social entrepreneurship 
through this program. OECD made a report17 on 
Youth entrepreneurship for the European Union. 
This report shows that youth between 20 - 30 years 
old wants to become entrepreneurs, but only 4% of 
EU citizens in this age group are self-employed.  

During the ten recent years the government and 
private sector have initiated what they call Public 
Private Collaboration, OPS. The government give 
funding to entrepreneurs who finance, build and 
maintain public roads and buildings. The 
entrepreneur  is  the  financial  risk  taker.  This  can  
create new challenges when the government loses its 
role as a provider. 

Possibilities for social entrepreneurs in the 
welfare state.  

There is a growing recognition the government 
together with the third sector is not enough and that 
the solutions provided is not up to date. There is an 
increasing interest to test partnership with social 
entrepreneurs because regulations, religious beliefs, 
specific ideology or municipal borders do not limit 
social entrepreneurs. The welfare state spend more 
                                                
15 The Norwegian government, published 06.11.2014: 
https://www.regjeringen.no/nb/tema/arbeidsliv/arbeidsma
rked-og-sysselsetting/innsikt/sosialt-
entreprenorskap/id2009201/ (accessed: 30.03.15)  
16 Translated by the author. 
17 From the OECD report “Policy Brief on youth 
entrepreneurship”, 2012 
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money on developing services for the modern 
society than what the costs are for hiring other 
stakeholders. Private initiatives that are working 
well  are  a  more  efficient  use  of  resources  for  the  
government than developing new internal projects. 
For many governmental institutions there are certain 
rules and regulations on how they must work within 
different areas like social housing, childcare 
services, drug addiction, elderly care among others, 
where the regulations prevent collaboration across 
sectors. Social entrepreneurs can facilitate 
collaboration and create new partnership with a 
social  purpose.  Often  a  social  entrepreneur  has  a  
direct experience with the problem they want to 
solve and know where the biggest challenges are. 

Challenges for social entrepreneurs in the 
welfare state 

The welfare state is a static system that follows 
political rules and regulations. There are possibilities 
for change within the system, but resources, political 
influence, the static condition of the system limits 
them, and hierarchy and project based funding. 
Entrepreneurship and social entrepreneurship is a 
dynamic and creative process lead by individuals. A 
social entrepreneur is a change maker18 in a welfare 
state and therefore can be regarded as a competitor, 
threat or critic by public employed. A social 
entrepreneur can also face the possibilities of their 
service/product being copied by public employed 
people and their service/product can no longer 
compete on the market. Social entrepreneurship is a 
diverse and still a young field in Scandinavia. It 
needs time to grow and showcase great examples. 

Discussion 
The welfare state is a result of financial and 

political environment almost 100 years ago and that 
a system that is not up to date, will work in harmony 
with the present political and financial situation, is 
not possible. The government have collaborated with 
the third sector during the last 50 years where the 
third sector has provided solutions and services for 
the government. There is a growing recognition that 
the government in collaboration with the third sector 
is not enough to solve present challenges and that 
the solutions provided is not up to date. The welfare 
system is dependent on the third sector to provide 
service for the population, and without voluntary 
work, the welfare state would collapse. But, the third 
sector has become as static, bureaucratic and 
controlling as the welfare state and the process of 
social innovation has no space to be developed in 
these systems. 

There is an increasing interest to test partnership 
with social entrepreneurs because regulations, 
religious beliefs, specific ideology or municipal 
borders do not limit social entrepreneurs. A 
partnership between social entrepreneurs and 
governmental departments and agencies can create 
possibilities for social entrepreneurs. The 
government will most likely decide how these 
partnerships will look like. Several agencies must 
find social entrepreneurs to do collaborations on 
projects and are shopping for entrepreneurs. When 
                                                
18 A term established by Bill Drayton, founder of Ashoka. 

you combine a static system with a creative process, 
the results can be unpredictable and diverse. It is in 
the welfare systems nature to control, plan, regulate 
and command. The innovative process is dynamic 
and the social entrepreneur has a determination to 
try new ways of solving problems and make 
decisions based upon unknown factors. For 
partnerships to be successful, one or all of the 
partners involved must adapt to each other and 
compromise. 

For many governmental institutions there are 
certain rules and regulations on how they must work 
and the regulations prevent collaboration across 
sectors. Social entrepreneurs can facilitate cross 
sector collaborations with a social purpose. A social 
entrepreneur is a creative leader, but a facilitator is 
not a leader but is someone who helps groups of 
people to find common ground and assist them in 
how to achieve this. A facilitator is neutral and does 
not take a position in the common discussion.  

In  many  ways  a  social  entrepreneur  is  a  
competitor and if he/she creates an innovation in the 
social system, then the system need to adapt quickly 
to the changes or become redundant. If a social 
entrepreneur is considered as a competitor or threat, 
then the new combinations of land and labour spread 
by the entrepreneur, has the ability to make the 
system redundant.  

A social entrepreneur can also face the 
possibilities of their service/product being copied by 
public employed people and their service/product 
can no longer compete on the market. Everyone can 
copy new solutions provided. It’s just the people 
performing the new combination that cannot be 
copied. Often when a solution or method is copied, 
the mindset behind it is not. Co-creation is an 
example on how a method can be used with success 
and failure. The reason behind weather its a success 
or not, is the mindset of the people giving the 
service. 

Social entrepreneurship is a diverse and still a 
young field in Scandinavia. It need time to grow and 
showcase great examples. When comparing new 
combinations in social entrepreneurships with 
welfare state benefits, which have a 100-year long 
history, social entrepreneurship does not have the 
same strength and power. A majority of the 
population in the society does not know what social 
entrepreneurship is and it takes time for it to be 
established as a common term. Most of the 
examples19 showcased in Scandinavia are not social 
entrepreneurs, but enterprises with a social cause. 

Conclusion 
The  welfare  state  has  had  an  crucial  role  in  the  

Scandinavian society through the 20th Century with 
a fantastic growth and a major improvement in 
living conditions for all citizens. The welfare state is 
not able to adapt to the modern society and modern 
way of living. The conditions have changed, but the 
model has not been able to change accordingly. 
There is a growing recognition that the government 
cannot  solve  the  present  challenges  and  there  is  a  
                                                
19 Pøbelprosjektet, Ungt Entreprenørskap, Abilsø Gård, 
KREM, among others. 
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demand in the public on different and creative 
solutions. The welfare system is dependent on the 
third sector to provide service for the population, but 
the third sector has become as static, bureaucratic 
and controlling as the welfare state, and the process 
of social innovation has no space to be developed 
inside these systems. 

A social entrepreneur is a creative leader who 
raises capital in order to spread new combinations of 
land  and  labour  in  a  social  system.  The  goal  is  to  
create a better world for the population. When you 
combine a static system with a creative process, the 
results can be unpredictable and diverse. For 
partnerships between social entrepreneurs and 
governmental agencies to be successful, one or all of 
the partners involved must adapt to each other and 
compromise. 

A social entrepreneur is a change maker in a 
welfare  state  and  therefore  can  be  regarded  as  a  

competitor, threat or critic by public employed. A 
social entrepreneur is competing with the 
government in a social system, and if he/she creates 
an innovation in the social system, then the system 
becomes redundant. 

Everyone can copy new solutions provided. 
Often when a solution or method is copied, the 
mindset behind it is not and that is the key to 
success. 

When comparing new combinations by social 
entrepreneur with welfare state benefits, which has a 
100-year long history, social entrepreneurship does 
not have the same strength and power. The field of 
social entrepreneurship need time to test, grow and 
produce results so that it is possible to showcase 
great examples and inspire more people to become 
social entrepreneurs. 
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