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Introduction: Social Entrepreneurship as a Social Idea, a Social Ideal, and a Social Posiiton

Social entrepreneurship is a hot idea. To social analysts and commentators concerned about how social change might best be achieved in the developed and developing countries of the modern world, it offers an alternative to the dogmatic conviction that government or charity are the best or the only hope for achieving important gains in economic, social, and political equality. To those searching for significant careers at the beginning or end of professional life, the idea of becoming a social entrepreneur offers an attractive alternative to mid-level manager or government bureaucrat. Inspired by several extraordinary examples of effective social entrepreneurship that worked to change the lives of those marginalized in the society, and did so without reliance on government, individuals in many different parts of the world, many different sectors, and many different stages in careers have begun to think and act as social entrepreneurs, and to produce important results. 

Bill Drayton of Ashoka likens this change to the change that occurred in the world economy from the 17th to 20th century – a period in which individual initiative and enterprise, innovation, organizational development and growth, transformed man’s relationship to his natural environment – making it possible for him to feed, clothe, and shelter himself more reliably (and with less effort) than at any previous time in history. He sees this change coming now to what he describes as the “citizens sector” – the place where each of us individually, and all of us collectively, work out more or less shared ideas of what we owe to one another, and to our ideals of social justice, and organize ourselves to produce these social goods and conditions. The engine, once again, is not collective action occasioned or enabled by government, but individuals guided by their own visions of the good and the just, for themselves and others, working to create the organizations that are efficient and effective in achieving those visions.


Importantly, the ideas of social entrepreneurship and social innovation seems to cover a very wide array of human initiatives, enacted through many different kinds of institutions, and enabled by many different social conditions.
All Commercial Enterprise as Social Enterprise 

At one extreme, social enterprise can be viewed as essentially any economic enterprise that operates in accord with existing law and sustains itself over time by producing revenues from the sale of products and services that exceed costs. After all, a law-abiding purely commercial enterprise produces many things that are socially valuable in most ordinary accounting of what counts as socially valuable. It produces products and services that individuals value more than the price they have to pay for it (thereby increasing the welfare of its customers). It produces jobs that pay wages that, in the minds of the workers who agree to work for the company, more than compensate them for the inconvenience of coming to work or taking some different job (thereby improving their welfare). It produces wealth for those who own the company – increasingly, a pretty wide and public group of individuals. 

And while these benefits are largely material, and captured and held by individuals, one can also say that such effects are socially as well as individually valued. After all, as a philosophical ideal, liberal societies view the material satisfaction of its citizens as an important social goal – at least one, and perhaps one of the most important characteristics of a good society. As a practical matter, one can observe that citizens of liberal democratic societies actively value the economic performance of their societies as an important part of their collective lives, and expect their governments to help guarantee the conditions under which economic prosperity can be pursued. 


So, there is a public interest in, and public value associated with, the performance of individual businesses as business. Given this perspective, all entrepreneurship and business is a kind of social entrepreneurship. This is not at all hard to imagine when we think of the “good things” that business has brought to life including life preserving drugs, convenient transportation, international news reporting, and so on.
Social Enterprise as Certain Kinds of Commercial Enterprises


But to many, the concepts of social entrepreneurship, social innovation, and social enterprise is meant to refer not to all commercial business, but to some commercial businesses that have special characteristics. An important question for those who want to think about this field and guide its development is to identify the particular characteristics of enterprises that make them more social than your average commercial enterprise.

Commercial Enterprises Engaging the Marginalized and Poor 

Consider, first, a commercial enterprise operating within current law and producing a profit from the sale of products and services to individual paying customers that has the special characteristic that it succeeds in “bringing individuals who were previously marginal to the mainstream, productive economy into that economy where their material welfare can be enhanced.” These enterprises, which seem to be an important part of the world of social entrepreneurship, innovation, and enterprise -- make their social contribution, then, by connecting the powerful market economy to those who were economically, culturally, and institutionally excluded from effectively participating in the market. It does so by connecting marginalized and poor people to the market by providing products particularly useful to and desired by the poor; or by offering jobs to those who are unemployed; or (in one of the great examples of social entrepreneurship and innovation) by capitalizing the business initiatives of the poor and marginalized. The innovation here is for those operating as commercial enterprises in a market economy to discover that they can function to improve the welfare of individuals even when those individuals are poor and unskilled. In effect, these social entrepreneurs transcend the institutional and cultural limitations of business that tend to restrict their attention to markets among the wealthy and middle class, and show that businesses can also succeed by employing, producing products for, and investing in the economic enterprises of poor people. They need no government or charitable help to sustain themselves. They may even make money for those who invested in these particular businesses. But they can still be seen as particularly socially valuable because they draw populations previously excluded from the benefits of a market economy into the benefits of participating in that economy.

Commercial Enterprises That Give Value Away to Stakeholders

Consider, next, an economic enterprise that can operate successfully as a private business maximizing the equity of the owners, but instead of doing so, chooses to distribute the (economic and financial) value it creates much differently than is expected (and in publicly held firms legally required). Instead of pricing its goods and services at the level the market will bear (thereby maximizing the revenues it earns from the sale of those goods and services), it decides to price its services at cost – thereby delivering more of the value it creates through its activities to consumers, and less to employees or shareholders. Instead of keeping pressure on wages in order to return more economic value to customers or shareholders, it focuses on providing its workers with a living wage earned in safe conditions where they can develop their talents as individuals. Instead of returning as much of its returns as possible to its owners or shareholders, it instead makes significant charitable contributions from the excess revenues earned by the firm, or plows all of the excess revenues into charitable activities, or back into the firm so that prices in the future can be even lower, and wages even higher. Instead of living up to the minimum standards of the law, the firm works even harder than it is required to do to avoid doing harm, and to try to do good in the products and services it sells, and in the processes it uses to produce its goods and services. These enterprises could be seen as social enterprises in the sense that they redistribute the value they create among stakeholders – giving more to customers and workers, the purposes guarded by legal requirements on the firm, and other charitable purposes deemed important by the firm -- – than to shareholders.

Commercial Enterprises that Need Subsidies from Third Party Payers to Survive


Consider, now, an economic enterprise that is able to claim some revenues through the sale of its products and services, but not quite enough to cover its costs over the long run. If such an enterprise were a purely market enterprise, it would soon go out of business, and its productive capacity liquidated in favor of more profitable – therefore more socially useful -- activity. But imagine that this enterprise produces a product or service that cannot be sustained in a market because the products and services it offers are valuable to individuals who lack the money to buy them – for example, job training programs to those who are currently unemployed, and cannot obtain tuition loans; or drug treatment programs for those who got trapped in a cycle of drug dependence and lost their jobs and savings. Imagine further that there is third party who for various reasons might be willing to pay for some of the costs of providing the good or service that is to be consumed by someone else. 

Note that this “third party payer” comes in two quite distinct forms. On one hand, the third party payer could be charitable donors making voluntary choices to offer some level of subsidy to an enterprise that they deem socially valuable, but is not able to sustain itself in a market. On the other, it could be the government acting as an agent for a democratic society that has decided to tax itself to finance a particular set of goods and services deemed important to a collectively held vision of a good or just society that would not be sustainable in the market operating alone. These “third parties” are similar to one another in that they are supporting the production of goods, or services, or social conditions that benefit individuals other than themselves who do not pay for the benefits they receive from these goods, services or social conditions.  


But there is also an important difference between the donor as a third party, and the government as a third party. In the case of the donor, the payment is voluntary, not obligatory. As a result, the choice to give money is guided by an individual’s idea about social purposes they think are important to pursue – their own particular conception of a duty they have to others, or a vision they have of a good society that is their own. In the case of a democratic government, the choice to raise and spend the money as a third party is made not by an individual alone, but by the individual acting within the collective processes of democratic government. In these processes, individual choices about what constitutes one’s duty to others, and what constitutes a good and just society, are over-ridden by collective judgments. It is the collective’s judgment, then, that guides the actions of this kind of third party payer, and arbiters the social value of the enterprise.


The point is that these kinds of enterprises are social not only in the sense that the goods and services they produce some kind of good or service whose value is judged on grounds other than an individual customers willingness and ability to pay, but also (correlatively) in the sense that they are financed by mechanisms other than the sale of products and services to individuals who have the means to pay for them. They are social in the sense that third party payers buy a result they think is desirable for others. That third party can be an altruistically motivated individual pursuing their own idea of social welfare; or it can be the government acting as society’s agent to achieve the kind of material and social conditions that its citizens deem consistent with the kind of society they want to achieve.

Why Social Entrepreneurs Disdain Revenue Streams from Charity and Government 

Of course, to many purists, the idea that some enterprise might need some kind of subsidy from a third party to sustain itself economically disqualifies such an enterprise from qualifying as a genuine social enterprise. Part of the concern here is a practical one. A great deal of interest in the world of social entrepreneurship focuses on the long term sustainability of an enterprise. That is viewed as key to the success of the effort in producing a highly leveraged effect. It is an important part of the analytic discipline associated with planning a social enterprise. In planning for the long term viability of an enterprise, it is often assumed that a revenue stream generated by the sale of products and services to willing customers is a far more reliable base than a revenue stream that depends on the fickle whims of donors and governments. It is but a small step, then, to assume that the only kinds of social enterprises that can be financially viable are those that root their financial sustainability (let alone profitability) in revenues earned from the sale of products and services rather than charitable appeals or the development of political influence over government spending. 


But if the focus on customer generated revenues is a practical one, then that focus has to be justified by an empirical assessment of the firm’s operating experiences and environment. When one looks at organizations like the Salvation Army, or the American Red Cross, or even the AARP, one is more impressed by their ability to sustain a charitable revenue stream than their capacity to earn revenue by the sale of particular products and services. Similarly, when one looks at hospitals, or low income housing produces, one is more impressed by the importance of the stream of government subsidies that sustain these markets than by either the charitable contributions, or the money that is paid by customers from their own resources without government help. Surely Boeing does not think that the revenue stream from the government is unreliable! So, while it is right for any organization that wants to have a large, durable effect on society to be concerned about its financial sustainability, and while an important source of sustainable financing is the sale of products and services to willing customers, it is not at all clear that a social entrepreneur should refuse to attend to a large, reliable stream of revenue that comes from charity or government – particularly if one of the things they have to sell is a social effect that is valued by individuals other than those who can pay for the product or service from their own funds. To keep that kind of enterprise alive, they have to be able to generate a stream of revenues from third party payers as well. (And, it is worth noting, that if they can stay alive through revenues earned only through the sale of products and services to customers, then there is little to distinguish them from ordinary commercial enterprises.) 

A second practical concern associated with relying too much on charitable appeals and political influence is the apparently high cost of raising money this way. When one raises money by selling products and services, it seems as though the transaction costs producing the revenue are relatively small, and mostly born by the consumer. In contrast, when one raises money by soliciting funds from donors or governments, one has to spend an enormous amount of time in developing and sustaining the relationship, for which the returns are highly variable, and often only valuable in the long run. This concern was recently captured in an analysis that compared the cost of raising capital in a private company with the cost of raising charitable contributions and generating government grants among nonprofit organizations. The difference – a whopping $_________ according to the analysts – was viewed as one of the important inefficiencies of the nonprofit sector that could be rooted out through more business like approaches. 

But arguably this analysis is flawed for the simple reason that it mistakenly compares a private firm’s cost of raising capital to a nonprofit organization’s efforts to raise money through charitable solicitations. For one thing, it is quite possible that a nonprofit organization cannot really shift very easily to a revenue base associated with the sale of products and services to customers precisely because its customers don’t have much money, or aren’t inclined to spend the money they have on the goods, or services, or conditions that the nonprofit organization is trying to produce. That is why they are non profit organizations. They need a third party to cover at least some of their costs. If they didn’t; they could be a business. Once one recognizes that the third party payers are important, then one might view them as customers to whom the product of the organization needs to be marketed. Once one sees them this way, it suggests that the correct comparison between a nonprofit and for profit organization would not be to compare a for profit organization’s costs of raising capital to a nonprofit’s effort to solicit charitable donations or compete for government grants and contracts; it would be, instead, to compare the combination of the private firm’s costs of raising capital plus the costs of marketing its products and services to potential customers to the fund-raising costs of the nonprofit organization. That may still show that the nonprofit organization’s method of raising funds involves a relatively high transaction cost. But it also reminds us that the transaction that occurs between customer and business is hardly costless, nor entirely borne by the customer. For profit firms spend a great deal of money to make appeals, and improve distribution, and maintain relations with customers. They also have to absorb a great deal of risk by doing things such as building inventories against anticipated consumer demand that are roughly comparable to the risks that nonprofits must accept in spending time and money developing relationships with donors. 


In addition to these practical concerns about revenues generated through appeals to charitable aspirations and government largesse rather than directly from paying customers, there seems to be a strong ideological concern that social enterprises minimize their reliance on these sources as a matter of principle – as a sign of their commitment to the healthy disciplines of the market. Part of this focuses on the autonomy of the firm, and the independence the entrepreneurs who created the firm can have in charting the future of the firm. In this conception, the concern is that the initiative, the vision, the genius that is the true source of value for the firm will be stunted and misdirected by the meddling of charitable donors or governments. What is important about social entrepreneurship is precisely that it is an alternative to the expressive giving that marks many charitable donors, and the political corruption and bureaucratic staidness that distinguishes much government financing. In order to preserve this value of initiative, idiosyncracy, inspiration, and risk, it is important that the entrepreneur remain free. 


The difficulty with this vision, however, is that the entrepreneur is not really as free to act as is often assumed. On one hand, unless the entrepreneur finances the effort with his own equity (sweat or financial), he will have to seek financing from elsewhere, and those who provide the financing can begin to exercise some controlling influence over his conduct. If he sells bonds, he preserves a reasonable amount of independence by limiting his obligations to his lenders to repaying their money on terms agreed upon in advance. But the bondholders may begin demanding not only payment, but also information about whether he will be able to pay, and what his plans are, and how they are going. If he sells equity to a small number of venture partners, the new partners may feel free to offer various advice and commentary on his plans. Even more importantly, the ultimate success of the entrepreneur is determined by his own vision of value; it depends on his ability to identify something that others – namely his customers – will value. He may be the first person to recognize that individuals would really like to own a pet rock; but the quality of that judgment, and the success of the enterprise he creates ultimately depends on millions of other individuals agreeing that what they really want and need is a pet rock.  It is in this sense that the success of the entrepreneur is controlled by potential customers rather than the entrepreneur himself; and the value of what the entrepreneur produces is arbitered by the customers rather than the entrepreneur.


It is this last point that constitute the real ideological issue. If part of one’s commitment to the idea of social entrepreneurship includes a staunch commitment to the idea that individual clients of organizations ought to be the only arbiters of value, and that they demonstrate the value they attach to what the organization is producing by their willingness to pay, then the idea that a firm might be dependent on revenues from (and therefore guided in its activities by) third party payers – whether donors or governments – creates a huge ideological hurdle. If we cannot trust the judgments of donors and governments as to value, then we ought not let their expenditure decisions guide the value creating activities of the firm. The only true guide to value is what individuals are willing to purchase for themselves -- not what other individuals are willing to purchase for themselves, nor what a collective thinks would be good for them to have. This is the fundamental premise of a free market economy: in trying to produce things that individuals value, we would be better off all around if we just let the market it do its work. Let individuals decide. Let the enterprises be guided by what individuals want to buy.  It is much better to let the market decide. (The only problem is that the market might not empower the individuals to decide, because it does not deliver to them the power to buy!)

Social Entrepreneurship in Politics Rather than Markets


So far, I have been exploring the terrain of social entrepreneurship that is over towards the pure business end of the continuum – edging out towards stuff that is more social either in its effects, in its motivations, and/or in its financing, or some combination of all three. It would be possible to continue working along this continuum to more varied products and services, to mixed motivations and organization forms, and so on. But instead of doing that, to meet my assigned task, I would like at this stage to take a grand leap way over to the other end of the spectrum – not one that reaches only so far as service providing nonprofits, but instead to one that plunges the idea of social entrepreneurship, social innovation, and social enterprise into the domain of politics.

Politics as an Idea Both About both Ends and Means of Social Entrepreneurship 


When I say politics, I have both certain ends and certain means in mind that differ from the particular ends and the particular means that we associate with the idea of the market. When we think about the market, we think of a particular set of social ends – the production of individual and social welfare (judged primarily in material terms); and we think of a particular set of means (individuals voluntarily exchanging things of value with one another in efforts to improve their individual material welfare).  When we talk about politics, we often have a very different idea of the social ends, and the social means. We can have a narrow view of the ends of politics (namely, successful efforts to persuade the society that the powers of the state ought to be used in particular ways to achieve particular purposes), and of means (the array of activities that are directed towards influencing government policy such as elections, referenda, lobbying, court cases, and so on.) We could also have a much broader view of the ends of politics (the shaping of shared conceptions of what we owe to one another – an idea of justice or fairness) and the means of politics (a broad domain of public discourse and civic action that is both prior to and subsequent to, complentary to and a substitute for, the enactment of formal government policy.) The second is a more social, cultural, and civic view of politics – one that Aristotle and Hannah Arendt might recognize, and that my colleague Jane Mansbridge has written about, but seems a bit foreign in our contemporary discourse about politics.

Social Entrepreneurship as Mass Mobilization Producing Systems Change 


When we have on the table the subject of “social entrepreneurship, mass mobilization, and systems change,” it seems that we are entering the terrain in which the idea of social entrepreneurship begins to depart from the realm of economics and enters powerfully into the world of politics. We leave Braq behind, and begin thinking about Gandhi. We leave the South Shore Development Bank behind, and begin thinking about Martin Luther King. We leave the collective that publishes “Our Bodies, Ourselves” behind, and begin thinking about Betsy Friedan, Gloria Steinem, and others who created the modern movement for the liberation of women.  


Actually, it may not be quite accurate to say that we leave “service delivery organizations” behind in favor of focusing on mass political movements. Indeed, it may very well be that these service delivery operations are partly cause and partly consequence of the wider political movements; that the service delivery operations provides both the economic and political experiential base from which these larger social movements grow; and/or that the social movements spawn in their wake the emergence of these more particular, economically oriented organizations. 


But it nonetheless remains true that when we begin thinking about the idea of mass mobilization we are thinking about the mobilization of the spirit rather than the construction of an organization through materially based economic transactions. The “million men” who marched on Washington weren’t paid for their time and their effort; they made a voluntary contribution. They may have done it for many self-interested reasons: to appeal to their wives, to hang out with their friends, to protect a federal commitment to affirmative action that sustained, enriched and enlarged their economic futures; etc. But part of what got them there was their commitment to one another, and to a future that could only be assured through faith in the future. They weren’t going to get “cash on the barrelhead” for their efforts. There were no guarantees and no contracts to settle the uncertainty about what they would get out of their activity. 

The idea of the mobilization of a spirit is not foreign to the earlier ideas about social enterprise, of course. It showed up when we began talking about economic enterprises that were managed for purposes other than the maxmization of shareholder wealth, and that allowed some of the shareholder value to leak away to customers and employees, to government requirements, and to charitable purposes. It would have showed up again if we had continued working our way through the social enterprise spectrum to organizations that resourced themselves not only by charitable contributions of money, but also depended crucially on charitable contributions of time or even (in the case of the Red Cross) parts of one’s body. 

But in each of these cases, the movement of spirit is an (increasingly important) overlay on what seems to be primarily an economic activity (in the sense that it is both motivated by and sustained by the material interests of individuals exchanging things of value with one another). In the case of social movements, in contrast, it seems that the existence of an organized, economic base for the effort is overwhelmed by the weight of the spirit that draws resources to the enterprise, and allows the organization to produce an experience and an expression that has more social and political significance than economic significance. Individuals come to identify with others, and to pursue a shared cause (either in their own lives, or through government action) rather than exchange goods and services with one another. 


If the mechanism of such movements is not markets, the results do not necessarily register in markets. In some cases, they will register in political action that shapes government policy. But in other cases, even if this fails, they will produce effects that shape private policy. Individuals, small groups, voluntary associations will pledge themselves to see the world differently and act differently as a consequence of the movement. That will change material, social, and political conditions in the society even if government policy never changes. Or, it may help government policy realize its potential. Perhaps the greatest effect is achieved when individuals, voluntary associations, and government policy all come into alignment.


The Idea of Systems Change


Indeed, it is precisely this idea that all these changes occur and come into alignment that we often have in mind when we talk about “systems change.” Part of our narrative about systems change is an idea about how important social change comes about. In this conception, society is a complex system. But there is also the seductive idea that some place in that system is a critical point of leverage – a kind of tipping point – which if one can locate and reach, one can have very large effects on the system with only a small bit of effort. 

It is certainly a tempting idea. But it depends on the idea that the systems we live in are pretty unstable. And so they may be. But I have to admit I am increasingly impressed by how stable and homeostatic our systems seem to be.  It often seems that even major interventions can be absorbed without producing a significant re-arrangement in the functioning or the results of a large social system. Perhaps it is just that the major interventions have been misguided. There are enough examples of huge changes happening fairly suddenly to keep hope alive that there might actually be these key points of leverage. And there is certainly nothing wrong with having armies of value seeking social entrepreneurs looking for these things, and no particular reason to imagine that the collective processes of democratic governance are going to be good at finding them. After all, even Marx thought there would have to a revolutionary vanguard to discover these points of leverage. (If he had trusted and believed in markets a bit more, he might have imagined that there would have to competition among revolutionary vanguards to be sure that we found the best possible line of attack on the status quo!)  But we might also have to accept the idea that these very favorable points of leverage are fewer than we imagine, and even that those we have seen only look like they happened suddenly, and that the way was paved for the changes over a very long period of time, over the dead bodies of many charged-up social entrepreneurs. 

But even if we don’t necessarily believe in the causation idea we sometimes associate with systemic change, we can certainly be interested in keeping track of the goal of systemic change. And that goal has something to do with scale and significance. It also has something to do with transformations of modes of thought about what is important, and how we can go about achieving those things that are important to us individually and collectively. And it has something to do with the transformation of macro-institutional structures in society such as the way that markets and voluntary and government sectors work both independently and collaboratively, perhaps even with, the shape and character of organizations and associations and they ways that they are legally constituted, govern themselves, and operate. It may ultimately also have something to do with the way government acts – not only as something that provides an occasion for collective discussions about what we should be trying to accomplish together, but also as the constituitive social authority that establishes the institutional framework within which individuals live, associations constructed, and organizations built and sustained. 


In the end, though, the most important systems changes may be those that affect the human heart, and its ability to make connections with other human hearts. That is a challenge in one’s individual life with a spouse with a child with an extended family, with one’s friends neighbors and fellow congregants, with the oppressed of the world, even with one’s enemies. But it is also a challenge in our collective life together.
Conclusion: The True Nature and Future of the Citizens’ Sector 


As Bill Drayton has shown us, the citizen sector can be become a powerful engine not just to provide material goods and services that improve the material welfare of human beings; it is also something that can provide the basis for both civic and political action that might finally be able to realize the promise of democracy – a world in which individuals, with important economic, social, and political rights secured, and with that a certain kind of equality achieved, can act learn to act democratically not only to protect and secure individual rights (an important collective task in its own right) but also to decide what those rights should be, how the responsibility for securing them ought to be distributed, and what collective purposes beyond the securing of particular rights the society as a whole might take on in pursuit of the good as well as the right.


So, as we think about social entrepreneurship as an important idea, and as we concentrate on the powers of economic motivations and the market to help us advance important social purposes, let us not forget about the kind of social entrepreneurship that has always been important for social progress – the kind that speaks to the human heart, and what holds out the dream of a truly democratic society in which individuals can live comfortably with one another, and enjoy simultaneously their individual differences, and their shared aspirations.  

