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Preface

Everyone knows how good it feels when, after several years of work and much effort,
things finally fall into place. This is such a moment. What makes this moment spe-
cial is that it marks a clear departure. The publishing of Social Economy Science by
Oxford University Press makes the underdog the winner. It moves a phenomeno-
logical area from the fringes of researchers’ attention into the limelight. This book
has its seeds in a small idea: the idea to organize an intimate academic exchange
on issues surrounding the social economy as a sister event to the European Social
Economy Summit (EUSES), which was planned for November 2020 in Mannheim
and was held virtually in May 2021 due to the COVID-19 pandemic. Because of the
unfolding crisis, and made possible by a strong partnership with the European Com-
mission, we chose to move our event online too, but also to make it much bigger than
initially planned by opening it up to a wider audience. What started as a gathering of
eighty researchers became the Social Economy Science Conference, with more than
800 registered academics, practitioners, and policy-makers.

In the run-up to the event, when we saw that the interest was substantially larger
than we had expected, we placed bets on how many participants we would reach.
Even the most daring among us far underestimated how many people would want to
hear about cutting-edge research on, for example, how social and solidarity organi-
zations were buffering the effects of the crisis for society’s most vulnerable groups; or
how social entrepreneurship and social innovation play an essential role in address-
ing persistent societal problems, including the challenge of creating more democratic,
equitable and participatory forms of organizing; or how impact investing and social
outcomes contracting by governments change the ways in which we think about
funding the common good.

The large turnout of participants was certainly not least due to a world-class line-
up of academics and support for the event by the European Commission. However,
it was also one of the few positive effects of the COVID-19 pandemic. The global
crisis highlighted what holds society together and what really matters to people:
solidarity and social relations, values and caring, collective instead of individual
action. These are all traits and virtues that the social economy embodies like no other
organizational field.

The crisis represented the culmination of a realization that only gradually emerged
over the years: a realization that we had unduly ignored phenomena that might hold
the answer to ills which society has been grappling with for ages. Such ills include
social inequalities, societal polarization, and environmental degradation—and com-
bating these has always been at the heart of the social economy. After our conference,
many of the speakers thought back to their own pasts as social economy scholars.
Ten years ago we were met with disbelief when we said we were studying social
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entrepreneurship, due to the seeming incompatibility of the two words ‘social’ and
‘entrepreneurship’ in combination; or we were asked whether our work on social
impact measurement had anything to do with social media.

Today there is almost no business leader or politician who does not talk about their
aim to create a positive impact for society. And countries are busy setting up national
policies to stimulate social entrepreneurship and social innovations, whereby these
efforts have intensified markedly during the last two years. Many societal stakehold-
ers have come to realize that the conversation should not be along the lines of ‘Oh,
youre running a social economy organization. That is just like running a business,
but simpler, because these organizations don’t need to make a profit’ Quite the
reverse is true: running social economy organizations is more complex than running
a mainstream business, because social value is much harder to create than purely
commercial profit. Besides, social economy organizations operate under extreme
uncertainty and yet uphold cultural values and remain true to high ethical standards.

So, it is with some satisfaction that we can now say there is more, not less to learn
from social economy organizations than from other types of organizations as regards
organizational strategy, governance, management and leadership. And this is what we
hope to demonstrate in Social Economy Science. Our focus is explicitly not inward-
looking, in that we do not primarily discuss the intricacies of the social economy.
Instead we look outward and provide empirical and conceptual work and essays on
how social economy organizations (and scientific inquiry that takes them seriously)
can help us understand how we can transform the economy into a system that is
more environmentally and socially conscious and thus sustainable in the long term.
We also deal with how social economy practices, processes, and values can make
society more resilient to crises of the future.

We believe this is an innovative mission in itself, but see other reasons why we
hope Social Economy Science will become an agenda-setting book. One reason is
that the book bridges two separate fields of research. First, it builds on organiza-
tion theory which is potent in deciphering processes and practices at the micro level
of organizations and the meso level of organizational fields, which are essential for
achieving stability and forming a common identity. Second, it builds on transitions
theory, which has its strength in grasping processes that stretch over long periods of
time and fundamentally alter social systems and structures, which are important to
understand social change. Another reason is that the book brings together a strong
group of scholar-practitioners as well as practitioner-scholars, that is, academics who
have prioritized impact work for policy and practice for a long time and doers, mak-
ers, and shapers on the ground who have a solid footing in research and science. This
constellation has given rise to a set of eighteen chapters, each of which has a profound
research as well as policy and practice component. We believe this is unique for an
edited volume, where, if present, these components are typically located in different
parts of a book rather than merged in each chapter.

We would like to sincerely thank all contributors of the book for sticking with
us, from initial contact for a speaking role during the Social Economy Science
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Conference through to their final chapters. Not a single contributor was lost on this
joint journey from event to book, and some of the author teams have grown. The
chapters greatly benefited from the continuous exchange over this period of time
and a gradual process of finetuning chapters against each other. We hope that those
who hold the book in their hands will, when reading, be reminded of the saying that
the whole is worth more than its individual parts.

We are very grateful to Ulla Engelmann (former head of Clusters, Social Econ-
omy, and Entrepreneurship), with whom we co-initiated the Social Economy Science
Conference, as well as to other heads of units and directors at the European Commis-
sion who supported it passionately, namely Xabier Goenaga Beldarrain and Mikel
Landabaso Alvarez (Joint Research Centre), Slawomir Tokarski (Directorate Gen-
eral for Internal Market, Industry, Entrepreneurship and SMEs), and Antonella Noya
from the OECD.

We would also like to greatly thank Adam Swallow of Oxford University Press. We
are grateful for his genuine interest and trust in the subject and in us as a team right
from the start, as well as his choice of three anonymous reviewers, who provided
excellent suggestions on how to further improve the book. It is rather seldom that
reviewers, in unison, apply such a productive stance in their reviews, in which they
focus much less on criticizing what is there and much more on what could be added
to make the existing foundation even stronger. The reviewers for instance suggested
we should implement additional chapters, one to provide an explicit policy perspec-
tive and one with a focus on the local level. As readers will see, we have taken these
suggestions to heart and believe the book is the better for it.

Finally, we are especially pleased that we can provide the book to interested read-
ers open access. In the absence of one big funder to cover the fees, we were able to
crowd-fund the necessary amount—quite authentic to the style in which the social
economy operates. We gratefully acknowledge generous support from: University of
Mannheim, Social Entrepreneurship Baden-Wiirttemberg eV., University of Milano
Bicocca, University of Valencia, Politecnico di Milano’s TIRESIA group, ESADE
Business School’s Center for Social Impact, University of Oxford’s Government Out-
comes Lab at the Blavatnik School of Government, and Harvard Kennedy School’s
Social Innovation + Change Initiative.

Instead of closing with a description of how the book is composed, which we elab-
orate on in the introduction and theory chapters, we want to leave readers with a call
to action. This call to action is not only probably rare for a book, but also fully in
line with the social economy’s ethos: do not only read the book; take the knowledge
to co-create, shape, and scale new solutions. Only when science and practical action
move closer together and reinforce each other do we stand a chance of solving the
immense challenges that lie ahead of society.

As German chemistry professor and Scientists for Future activist Sebastian Seifert
said on Twitter: “We need to achieve transformations on three levels: the economy,
society, and technology. I have come to realize technology is the easy one, and that it
is the social sciences, which hold the key to overcoming the big crises of the century’
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Our stress on how the social economy transforms the economy and makes society
more resilient underlines that social economy science should play an essential part
in achieving this mission and vision.

Gorgi Krlev, Dominika Wruk, Giulio Pasi and Marika Bernhard
30. September 2022
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Why should we care about social
economy science?

Gorgi Krlev, Dominika Wruk, Giulio Pasi, and Marika Bernhard

Practical and policy relevance

The challenges of sustainable development and the COVID-19 pandemic have
increased the visibility of the social economy’s contribution to socio-economic devel-
opment and social cohesion. The concept of the social economy spreads from
traditional forms of cooperative or solidarity economy organizations to newly emer-
gent phenomena at the organizational or field level, such as impact investing or
technology-based ventures that are harnessing the affordances of artificial intelli-
gence for the promotion of the common good.

This widening conceptual understanding results in a dual function. The social
economy has demonstrated its key role as an integral part of the global safety net,
which especially in times of crisis provides essential goods and services to the most
deprived people. This function is stressed for example in NextGenerationEU, the
European Commission’s newly developed Recovery Action Plan that prioritizes fair
transitions and societal resilience (European Commission, 2022c). The social econ-
omy has also been recognized as a driver of societal innovation and in rethinking
how organizations may create superior economic and social value by harnessing new
ways of engaging jointly. This function is for instance expressed in the activities of the
COVID Response Alliance for Social Entrepreneurs of the World Economic Forum
(WEF), which aims to promote breakthrough collaboration between diverse actors
that share an inclusive and sustainability mindset (Maas Geesteranus, Bonnici, &
Bruin, 2021).

Social Economy Science provides a multi-faceted analysis of this dual role.!

Social economy as the safe pole of society

As regards its first role, traditionally the social economy has been seen as a way
to address market failures or state failures. Welfare organizations, cooperative

! This chapter picks up on and builds out some of the foundations we have laid in our Stanford Social
Innovation Review series on ‘Reconceptualizing the Social Economy’ (Krlev, Pasi, Wruk, & Bernhard,
2021).
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enterprises, mutual aid societies, civic associations, and others have, for example,
addressed the financial exclusion of vulnerable groups of the population (Périlleux
& Nyssens, 2017) or sought to find remedies to inadequate responses to homelessness
(Teasdale, 2012). Unfortunately, this role was often not interpreted as a vital contri-
bution to society in itself, but as a derivative and imperfect way of fixing what was
broken in society by others. This made the social economy the poor cousin of the
market and the state, and it has therefore often been unduly ignored (Rajan, 2020)—
in societal debates, in shaping (or failing to shape) new institutions that would
support the social economy, or in providing financial support to social economy
organizations.

Such acts of neglect happened although the social economy is vital for society,
since it is a creator and guardian of social cohesion and solidarity, whereby solidarity
is defined in an illustrative way by Genschel and Hemerijck (2018, p. 2) as ‘the norma-
tive expectation of mutual support among the members of large anonymous groups
(the class, the party, the nation) [. . . who] ought to share one another’ risks and
burdens in order to secure the goals and cohesiveness of the group as a whole’ The
current crises have not only reminded us of the importance of solidarity, they have
also shifted an unprecedented amount of attention to the social economy as the place,
in which society may heal from polarization (Gerometta, Haussermann, & Longo,
2005), act swiftly on emergencies (Kornberger, Leixnering, Meyer, & Hollerer, 2018),
and renew itself for the long run (Smith & Teasdale, 2012).

However, the new interest in and appreciation of those qualities of the social econ-
omy is not the only reason why societal stakeholders are taking careful note of what
social economy organizations are doing themselves and what they could push other
organizations to do.

Social economy as a source of renewal and change

When it comes to its second role, there is a new focus on the social economy because
it promotes a green and social transformation that prioritizes principles of inclusion,
equity and responsibility (see e.g., Amanatidou, Tzekou, & Gritzas, 2021; Avelino
et al., 2019; Bretos, Bouchard, & Zevi, 2020)—elements that are clearly at the heart
of the United Nations’ 17 Sustainable Development Goals (SDGs). In this light, the
social economy is emerging as an alternative way to think about and organize the
economy and society.

The social economy’s potential as a role model for transformation can be recog-
nized in a global economic system that is in desperate pursuit of reinventing itself
and embracing purpose as its driving force (Mayer & Roche, 2021), while purpose
is all that social economy organizations are about. Besides, social entrepreneurial
action has assumed appeal beyond being a particular organizational type, namely as
a universal method of innovative action aimed at addressing social and environmen-
tal problems via unconventional approaches (Tracey & Stott, 2017). One can also see
social economy principles surface in the rapid and prosocial shifts in business models
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that have occurred in response to challenges provoked by COVID-19 (Scheidgen,
Gumiisay, Giinzel-Jensen, Krlev, & Wolf, 2021), or in the emergence of so-called
platform cooperatives that combine values-based action, co-determination, and dig-
itization to create a new, more equitable way of doing business (Mannan & Pek,
2021; Schor & Eddy, 2022). Social economy organizations have furthermore initi-
ated unprecedented collective action, such as that of open social innovation processes
(Gegenhuber, 2020).

At the level of organizational fields, social and sustainable finance markets have
been growing rapidly in recent years. However, there are critical questions as to
whether genuine social value is created and social economy organizations, unlike
many others, are fighting to safeguard a version of impact that is about positive
contributions to society instead of merely reducing harm (Barman, 2020; Nicholls
& Emerson, 2016). As regards organizational forms, social economy organizations
promote new principles of organizational structure (such as flat hierarchies and
decentralization) and new organizational practices (such as participatory decision-
making) as well as pioneer new forms of organizational democracy (Ebrahim, Batti-
lana, & Mair, 2014). Finally, when it comes to addressing unfair societal structures,
the social economy is a contestant of social inequalities such as gender discrimina-
tion, for instance by providing a space for substantially more female founders than
are seen in other areas of entrepreneurship (Euclid Network, 2021).

An unprecedented level of support

All these circumstances taken together have garnered support for the social econ-
omy. In Europe, for instance, the new European Social Fund Plus (ESF+), which
now incorporates the Employment and Social Innovation (EaSI) Programme of the
European Commission, seeks to channel almost €100 billion within five years into
areas in which social economy organizations operate (European Commission, 2022a
and 2022b). Globally, the OECD launched the Global Action ‘Promoting Social and
Solidarity Economy Ecosystems, a project that will include more than thirty coun-
tries over three years (OECD, 2022; for more on global action concerning the social
economy, see Bonnici & Klijn, this volume).

We believe Social Economy Science will be a valuable resource for decision mak-
ers seeking to support the social economy in its dual role, because the book draws
on a wide range of organizational representations and institutional contexts of the
social economy. At the organizational level it spreads from social-tech ventures
(Calderini et al., this volume), to hybrid purpose organizations (Battilana et al., this
volume), to local social entrepreneurs in developing countries (Brannvall, this vol-
ume). At the field and societal levels, it takes account of newly emergent impact
accounting and measurement practices (Hehenberger & Buckland, this volume),
of new organizational fields and industries such as social investment (Nicholls &
Ormiston, this volume), or of the modernization of welfare states by moving towards
outcomes-based contracting (Carter & Ball, this volume). In all of this, the book does
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not only provide some ‘practical implications’ that derive from cutting-edge research
and analysis. Instead it develops actionable practical and policy guidance on how to
amplify social economy capacities or how to reduce existing barriers that stop it from
fully developing its transformative potential.

Research relevance

Calls for a ‘societal turn’ in organization and management research have been grow-
ing substantially louder (Bapuji, Patel, Ertug, & Allen, 2020). Research shall move
from being interesting to being important (Tihanyi, 2020). It shall help understand
and inform action towards addressing the grand challenges of our times, which range
from the climate crisis, to poverty, to inequality (Howard-Grenville et al., 2019). In
view of these imperatives, topics related to a widening understanding of the social
economy have moved from the periphery, mostly located in the outlets of sub-fields
in the social sciences such as non-profit studies or development studies, to the centre
of attention in general organization and management research (Haugh, 2021; Her-
tel, Bacq, & Belz, 2019; Palacios-Marqués, Garcia, Sdnchez, & Mari, 2019). This is
because social economy organizations have a long, but often ignored track record in
effectively dealing with such challenges.

The explanatory power of social economy research

Social economy organizations and those involved with them are now being studied
as blueprints for new ways of organizing, for instance when it comes to reconciling
multiple logics within an organization, especially when logics are competing with
each other and seemingly incompatible (Besharov & Smith, 2014), or when para-
dox arises as organizations need to shift between logics or reconcile them in original
ways (Smith & Besharov, 2017). Besides, researchers have highlighted that organiza-
tions of the social economy are more likely than others to apply a systems-oriented
perspective to social problems, which enables them to come up with more effec-
tive solutions to those problems (Mair & Seelos, 2021; Seelos & Mair, 2017). Social
economy organizations have also been recognized for their connective function, not
only in bridging gaps between organizations from different sectors, but also between
organizations and target groups (Krlev, Anheier, & Mildenberger, 2019), or for being
major re-shapers of normative institutions in society, which change how we conceive
of and deal with problems (Purtik & Arenas, 2017).

Some forms of the social economy, such as sharing organizations with a strong
civic and self-organized character redefine the borders between private and commu-
nal resources and establish new, or rather reinvigorate old, social practices of sharing,
renting, joint usage, or co-working (Wruk, Oberg, Klutt, & Maurer, 2019; Mufioz &
Cohen, 2018). They represent a counter-weight to commercialized forms of ‘sharing’
in the gig economy (Henry et al., 2021). In a similar vein, the circular economy has
been supporting the spread of practices of reuse and recycling (Geissdoerfer, Savaget,
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Bocken, & Hultink, 2017; Liideke-Freund, Gold, & Bocken, 2018). These principles,
which may come in industrialized forms when applied by corporates, are however
often strongest when organizations or even movements, such as those of ecovillages
or transition towns, seek to promote socio-ecological transitions of unprecedented
magnitude and radicalness (Loorbach, Wittmayer, Avelino, Wirth, & Frantzeskaki,
2020).

So, the social economy can provide a lens which not only increases our knowledge
about new organizational practices, but also helps us better understand broader or
more generalizable transformations in the economy and society (Frantzeskaki et al.,
2016). What is more, the social economy appears to be the research context where
we find answers on how to best address complex social challenges.

Unfortunately, we still do not sufficiently understand how the multitude of activi-
ties, and the imperative of change on different levels that the social economy carries,
interconnect conceptually and how they can be better integrated and supported
practically (Krlev, Mildenberger, & Anheier, 2020).

Open puzzles and an approach to solve them

More generally speaking, while we know that social economy organizations necessi-
tate and simultaneously drive change in existing legal and regulatory frameworks
and other institutional conditions (van Wijk, Zietsma, Dorado, Bakker, & Marti,
2018), we still lack a good understanding of how organizational actions can be most
effectively leveraged to effectuate macro level change (Pel et al., 2020).

More specifically speaking, we for instance know that the social economy’s trans-
formative capacity unfolds in collaboration and not in isolated action (Phillips,
Alexander, & Lee, 2017). However, we are only beginning to see more attention to
how, for example, social economy and social innovation ecosystems would need to
look like to unfold this capacity (Audretsch, Eichler, & Schwarz, 2022). We also lack
insights into how collaboration may move beyond the level of individual relations
of cooperation and to a systemic level (Schaltegger, Beckmann, & Hockerts, 2018;
Sharma & Bansal, 2016), or how social economy organizations may level up their
change-making and overcome factors that typically limit the process to scale, such as
compartmentalization that undermines real collective action (Ometto, Gegenhuber,
Winter, & Greenwood, 2018).

We believe Social Economy Science will provide answers to these open puzzles
through its three main qualities.

First, the book merges a strand of organization theory that is strong in explain-
ing what holds fields together (DiMaggio & Powell, 1991) with transitions the-
ory that helps us understand grand, long-term, and fundamental revolutions and
reconfigurations in systems (Geels, 2002). By bringing the two together, we are
not only bridging two otherwise largely separated fields of research and research
communities, but help amplify our conceptual and methodological repertoire for
analysing transformations in and through the social economy.
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Second, the book embraces a version and vision of the social sciences that is
exploratory and prescriptive rather than merely, and supposedly neutrally, analysing
the facts (see especially Mulgan, this volume). If research is to contribute to meeting
grand societal challenges, it needs to use the evidence to provide concrete recom-
mendations for action. A unique feature of the book is that each chapter does both:
provide rigorous empirical analysis, conceptual development, or academic essay-
style reasoning and a magnitude of prompts on how practice or policy should be
improved. This merging of perspectives also helps refine conceptual and practical
insights against each other in an iterative way.

Third, the book leaves much room for scholars to take on a normative stance (see
for example Hueske, Willems, & Hockerts, this volume). We think this is inevitable,
because all of the grand challenges of our times require evaluation (objective assess-
ment) and valuation (judgement) by equal measure to arrive at the right decision
for a problem, not only the most efficient one. Otherwise social economy actors
and researchers alike might become stuck in reductive traps—that is, the convic-
tion that they are addressing a problem, while in fact they are actually perpetuating
the problem (Gras, Conger, Jenkins, & Gras, 2019). This may happen because they
have not considered the problem in its entirety, have ignored the viewpoint of those
affected, or have shied away from actively valuing (that is, normatively taxing) a cer-
tain problem to be addressed. Embracing a normative stance can thus provide clearer
directions on how elements of the bigger picture fit together.

These three points in combination should provide ample guidance for future
research on how to bridge micro and macro divides, how to identify the different
ecosystem parts that need to fit together to unleash greater impact and innovation,
or how to decipher the factors that enable durable collective action that makes real
progress on social and environmental sustainability challenges.

The history of Social Economy Science

The legacy of this book goes back to 2019. The following year, 2020, was the year the
European Social Economy Summit (EUSES) should have been hosted by the city of
Mannheim on occasion of the German presidency of the European Council. In total
1500 participants from all over the world were expected to debate the future of the
social economy, which had become an increasing policy priority for the EU. Due to
the COVID-19 pandemic the event was postponed to 2021 and moved fully online.
While presenting a delay, and maybe leading to a loss of some of the event’s relational
functions, this also served to boost participant numbers further.

EUSES 2021 can be considered a success judged by the numbers: it was the biggest
conference on the social economy to date, with a social media reach of more than
3 million, 3000 conference participants, and more than 600 speakers in sessions of
various sizes (City of Mannheim, 2021). The event has also resulted in the Mannheim
Declaration on Social Economy, which identifies ten areas that require improvement
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to better support the social economy (European Social Economy Summit, 2021).
These areas span from access to markets, to strengthening networks, to changing reg-
ulatory frameworks, to providing more targeted education—all topics to which the
chapters in Social Economy Science make valuable contributions. While researchers
and research played a role in the event, is was primarily driven by and directed at
practitioners and policy makers.

Therefore we, that is, the editors of this book, had started planning a small, dedi-
cated research event prior to the main conference based on a prompt by the division
head for the subject area at the European Commission at the time. We had ini-
tially foreseen a small and short meeting of no more than eighty researchers with
an open call for papers. What became of it was a two-day public online event with
more than 800 registered participants, from research, practice, and policy, and with
leading social economy scholars and practitioners as speakers. Some of the talks and
scholarly inputs provided during our Social Economy Science Conference subse-
quently led to a series on ‘Reconceptualizing the Social Economy’ with Stanford
Social Innovation Review (Krlev, Pasi, Wruk, & Bernhard, 2021), parts of which
serve as building blocks for this introduction. The initial inputs by the speakers have
now been worked out to full chapters that provide rich analysis, argumentation, and
recommendations.

The structure of Social Economy Science

The three focus areas of the book relate directly to the social economy’s practical rel-
evance as well as three conceptual perspectives to analyse how the social economy
promotes change. In the theory chapter, we conceptualize these as three transfor-
mation pathways within a ‘multi-level model of change in and through the social
economy.

Part I: Innovation for impact

Part I and thus the first transformation pathway focuses on innovation for impact
types of action by the social economy at the field level, or within particular ecosys-
tems. It shows how new organizational strategies, such as information sharing or
the embracement of uncertainty enable more social value creation and innovation
(Huysentruyt, this volume), or how such social value and positive impact can be
measured in new ways (Hehenberger and Buckland, this volume). It also consid-
ers the interface of new technological developments, such as digitization or artificial
intelligence, with the social economy (Mulgan, this volume) as well as how the
emergence of new organizational fields such as that of social finance and impact
investing challenges the existing financial system (Nicholls and Ormiston, this
volume).
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Part Il: Agents of change

Part IT and the second transformation pathway build on the diversity of approaches
in the social economy and looks at their consequences. It investigates social econ-
omy actors as agents of change and analyses their spill-over effects to other economic
actors and fields. The contributions deal, for example, with how social enterprises
contribute to the democratization of work and organizations (Battilana et al., this
volume), or show how and why social economy traits may make organizations
more resilient to crises (Chaves-Avila and Soler, this volume). The chapters address
how social-tech ventures employ emerging technologies to address social exclusion
(Calderini et al., this volume), but also how a lack in harnessing local knowledge
in developing countries can limit the scaling of positive impact (Branvall, this vol-
ume). This part also looks at how the transformative potential of the social economy
can be accelerated via a transfer of knowledge from as well as into higher education
institutions (Nogales & Nyssens, this volume).

Part Ill: Partnerships

Part III and the third transformation pathway probe how partnerships between the
social economy, public administration, and business at the local level could enhance
value creation (Sancino et al., this volume). It deals with how elements of organizing
can ensure that the target groups of the social economy are involved in better meet-
ing problems and in developing adequate solutions rather than remaining passive
recipients of ill-fitting interventions (Hueske, Willems, & Hockerts, this volume). It
also turns to the role of social procurement in introducing innovation and impact
orientation into the welfare system (Varga & Hayday, this volume), and to the use
of relational contracting (Carter & Ball, this volume) as well as new national insti-
tutions as vehicles for outcomes-oriented collaboration between private, public and
social economy actors (Miguel, this volume).

The mission of Social Economy Science

The three parts and transformation pathways are connected through a combination
of organizational theory and transitions theory, as established here and developed in
more detail in the theory chapter. This helps us put a particular emphasis on systems-
oriented analysis within and across complex multi-stakeholder settings. Thereby we
do not only seek to advance the social economy research agenda, but also project
how the future of the social economy should look like for it to promote transfor-
mations of the economy towards sustainability and for it to make society more
resilient.
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This is why we believe Social Economy Science is of interest to academics in a vari-
ety of fields such as responsible and social innovation, sustainability management
and sustainable finance, sustainable and social entrepreneurship, civil society and
nonprofit studies, or transitions studies. We furthermore aim to offer inspiration and
guideposts for impact-oriented organizational leaders and policy makers who want
to promote coalitions for more effective societal progress on the full range of SDGs.
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Public policies to advance the social
economy

Frangois Bonnici and Veerle Klijn

Public recognition of the social economy

Established in the peri-urban townships in South Africa, Silulo Technologies
operates IT training centres and provides job opportunities for unemployed
youth across the country in cities, and smaller secondary towns. Having
started as a business selling refurbished computers from the boot of a
car, Silulo now has more than 40 stores, 16 franchises, and 250 employees
around the country. In the past eight years, 60,000 students have completed
the six-month IT training, after which more than 50 per cent found regu-
lar employment. A profitable business making a social impact, Silulo has
helped to lift thousands of families out of poverty.

This type of enterprise does not exist in South Africa alone but is an example of
the social economy which is prevalent around the world. Organizations in the social
economy put social and environmental concerns at the heart of their business model,
prioritizing social impact over profit maximization (Organization for Economic
Cooperation and Development, 2020). They carry out activities in the interests of
their members and beneficiaries (‘collective interest’) or society at large (‘general
interest’) and are governed accordingly (European Commission, 2020). The social
economy is composed of a highly heterogeneous set of private actors, including asso-
ciations, co-operatives, foundations, not-for-profit organizations, voluntary groups,
and social enterprises. They exist across all industries, working in for example educa-
tion, health care, and welfare, but also in technology and waste management (Mair,
Wong, Moloi-Motsepe, & Bonnici, 2022).

Should this economy be of interest to the state and governments around the world?
In the wake of the COVID-19 pandemic and in the face of multiple, interrelated
global challenges such as growing inequality and climate change, political interest
in the social economy is gaining momentum. The social economy has rapidly grown
in numbers in both developed and emerging economies. In Europe there are now
more than 2.8 million social businesses, accounting for 6.3 per cent of employment
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(European Economic and Social Committee, 2017). A United Nations (UN) report
(2017) estimates that globally 7 per cent of GDP is made up of the social economy.

Increasingly, governments are turning to the social economy as traditional
approaches of fiscal and monetary stimulus seem no longer to suffice in building
inclusive and decent economies. A record number of countries, including Vietnam
(Central Institute of Economic Management, 2012), France (Law No. 2014-856),
South Korea (Kwang Taek, 2010; Act No. 8217, 2017), and Tunisia (International
Labour Organization, 2020) are enabling the growth of the social economy by setting
up supportive legal frameworks in areas such as procurement, licensing and even tax
reductions. The French law, for example, promotes the use of social clauses in public
procurement, making them obligatory for municipalities and regions whose annual
public procurement exceeds EUR 100 million.

Intergovernmental organizations are also recognizing the contribution of the
social economy and encouraging national governments to support the sector. In
2023, for the first time, the United Nations General Assembly adopted a resolution
recognizing the contribution of the social and solidarity economy to sustainable
development. This came after the European Commission’s (2021) Social Econ-
omy Action Plan; the OECD’s (2022) recommendation on the social and solidarity
economy and on social innovation; the ILO’ (2022a) resolution on the social and
solidarity economy, and on decent work; the African Union’s (Patterson, Gombahi,
& Kouadio, 2022) ten-year strategy on the social and solidarity economy; and the
World Economic Forum (2022) report called “‘Unlocking the Social Economy'’.

This chapter outlines how the social economy has developed over time; its unique
contribution; how it manifests across different parts of the world; why public policy
is needed; how public policies are advancing the social economy; and advocates for
further research to advance informed and evidence-based policy making in the social
economy.

Historical roots of the social economy

While the social economy has recently received a lot of public interest, civic-minded
organizations have been driving social progress for centuries. The historical roots
of the social economy can be traced back to traditional systems and practices.
Origins of the social economy are found in, for example, the spirit of ubuntu
(humanity) in Eastern, Central, and Southern Africa; in principles of hui (reci-
procity) in China; and in sarvodaya (uplifting of all) in India (Borzaga & Galera,
2014; International Labour Organization, 2022b). Mutual associations and coop-
eratives have been prevalent in many ancient societies. The corporate form spread
through Europe later on and was adopted by municipalities, towns, and universi-
ties for political, religious, educational, and civic purposes (Davoudi, McKenna, &
Olegario, 2018).

The focus on social purpose of organizations only occurred in the nineteenth cen-
tury, when market economies started prioritizing the benefits of owners rather than
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society. This is also when the social economy as we know it today started devel-
oping as a counterpoint to uphold values and virtues and to prioritize public and
community value over private value. The social economy has its roots in work-
ers’ associations emerging in the context of industrialization (Borzaga & Defourny,
2004). These associations addressed needs such as the living and working condi-
tions of vulnerable social groups. In France, for example, the first association of
jewellery workers was founded in 1834. In the United Kingdom of Great Britain
and Northern Ireland, the first consumer co-operative was established in 1844 by the
Rochdale Pioneers, a group of weavers working in the cotton mills in Rochdale (ILO,
2022b). However, the evolution of the workers’ movement towards social legislation
in the early twentieth century left the social economy losing some of its structure and
socio-economic organization.

It was in the 1980s that the social economy started to gain real momentum in the
wake of economic crises. Co-operatives, mutuals, and associations created a source
of employment through self-management (Nyssens, 1997). A more recent form of
social economy is the emergence of social enterprise and social entrepreneurship.
These models appeared in the mid-1990s in response to the challenges related to the
state versus market dualism (Andersen, Hulgard, & Laville, 2022). Current interest
in the social economy is spurred also by citizens that are questioning their economic
choices, paying more attention to the origin and manufacturing process, demanding
products which are produced sustainably and ethically. This affects their behaviour
not only as a consumer, but also as an employee, saver, entrepreneur, or volunteer
(Mertens, 2020).

Figure 2.1 shows that over time and given different institutional contexts, the social
economy has developed into a diverse set of organizations. While actors in the social
economy show a great diversity in terms of legal forms, size, outreach, and sectors,
as the figure highlights, they share common principles, practices, and ambitions.
Actors in the social economy place social and environmental concerns at the centre
of economic activity, putting purpose before profit.

Unique contribution of the social economy

The social economy has emerged as a significant and increasingly recognized eco-
nomic actor, one that has proven resilient over time and during crises. In times
of multiple and interrelated challenges, social economy organizations strengthen
resilient communities and help manage major transitions (on social economy
resilience see also Chaves-Avila & Soler-Guillen, this volume).

Social economy enterprises play an important role in addressing market and state
failures (Noya & Clarence, 2007). They offer social services across communities,
especially at a time when government budgets are stressed and subject to cutbacks.
Social economy enterprises are successful in reaching out to vulnerable groups and
re-integrating them into society. This is because they are locally anchored, and
their core purpose is socially driven. Moreover, the social economy can save future
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costs in public expenses, for example in healthcare by preventing diseases or in
unemployment benefits through work integration trajectories (OECD, 2020).

Beyond addressing market and state failures, innovations in the social econ-
omy help transform societies to be more inclusive and resilient (Mulgan, 2019).
Specific business models in the social economy, such as social enterprise, boost
entrepreneurship and drive social innovation. Combining doing good with doing
business, social enterprises explore different business models and unlock new sec-
tors (Anheier, Krlev, & Mildenberger, 2019). Also, social economy organizations
have by and large demonstrated a remarkable resilience and capacity as employers
to maintain and create jobs in times of crises where the government and the mar-
ket failed. During the Global Financial Crisis, employment in the social economy
grew in countries such as Italy and Belgium, while employment in the public and
private sectors decreased sharply (11.5% growth in Belgium and 20.1% growth in
Italian social co-operatives) (OECD, 2020). By successfully demonstrating alterna-
tive ways of conducting economic activities, social economy enterprises inspire other
economic actors to mainstream these practices.

Aregional overview of the social economy

The social economy is present in every region around the world, but its size and
maturity vary greatly between countries, as do the policies that govern and enable
it. Confronted with different challenges and policy contexts, the social economy has
developed differently across geopolitical regions (ILO, 2017a). The following para-
graphs provide an overview of the social economy across these different regions and
highlight public policies and legislation that are in place to support it.

Africa

The social economy has a rich history in African countries, where principles of
mutual social support and solidarity have been applied for centuries. From the first
decade of the twenty-first century references were made to the concept of ‘social and
solidarity economy; initially in French-speaking North and West Africa and then in
the rest of the continent (Borzaga & Galera, 2014). Recently, the concept of social
enterprise has begun to attract interest. Table 2.1 provides illustrative examples of
the size of the social economy in Africa.

Increasingly recognizing the social economy as a driver of socio-economic
progress, in the past decade multiple countries in Africa have adopted laws and poli-
cies to promote this type of economic activity (Table 2.1). Cabo Verde, Cameroon,
Djibouti, Ghana, Mali, Senegal, and Tunisia have developed legal and institutional
frameworks, while Morocco and South Africa are still in the process of developing
them (ILO, 2022b).
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Table 2.1 Social economy and policy actions in Africa

Size of social economy

Policy actions

« In 2019, the social and solidarity economy

in South Africa accounted for 4-6% of
total jobs (ILO, 2021a).

« Tunisia has around 358 agricultural
cooperatives, 3,000 producers’
associations, 48 mutual benefit
organizations, 289 microfinance
institutions, and around 21,000
associations. It represents 1% of the
country’s GDP and 0.6% of its labour
force. In 2020, there were an estimated
33,000 social enterprises in the country
(ILO, 2019).

« A 2020 study estimates that in Cote
d’Ivoire, Egypt, Ethiopia, Ghana, Kenya,
Morocco, Nigeria, Rwanda, Senegal,
South Africa, Tunisia, and Uganda, social
enterprises could provide about 5.5
million direct jobs in social enterprises in
2030. Among these countries, Nigeria has
the highest number of social enterprises

« Tunisia adopted a bill on the social and

solidarity economy in 2020. It amongst
others creates tailored financing lines for
the sector (Law N*2020-30, 30 June
2020). https://www.ilo.org/wcmsp5/
groups/public/---ed_emp/---emp_ent/---
coop/documents/legaldocument/wcms_
750308.pdf

Cameroon prepared a National
Programme for the Development of the
Social Economy (PNDES) in 2020 and
adopted a framework law which defines
the standards, principles, and forms of
social economy units and establishes
structures and instruments that advance
their development (Law No. 2019/004).
The ILO, the Government of Flanders,
and the National Economic Development
Department of South Africa are
developing a social economy policy to
create access to decent jobs and promote
social inclusion and environmental

(1.2 million), while Rwanda has the lowest

(4,000) (Barran et al., 2020). sustainability (ILO, 2017b).

At the regional level, the African Union adopted a 10-year strategy on the Social
and Solidarity Economy (2023-2033). It provides a comprehensive policy frame-
work for actions to legitimise, support and expand the social and solidarity economy
(Patterson, Gombahi, & Kouadio, 2022).

Americas

In the Americas, solidarity-based practices date back to a period before the estab-
lishment of the modern states. Nowadays, the social economy is referred to in
the region also as the ‘solidarity economy’, the ‘popular economy;, the ‘social
sector, or the ‘impact sector’ Actors that have prominence include producer co-
operatives, fair trade organizations, associations, B-corps, social finance institutions,
and community-based initiatives such as quilombos. Table 2.2 provides illustrative
examples of the size of the social economy in the Americas.

Governments across the Americas are increasingly adopting dedicated social
economy policies and/or mainstreaming the social economy into public policy
frameworks (Table 2.2). Brazil, Colombia, Ecuador, Honduras, Mexico, and Uruguay
have adopted legal and institutional frameworks, while the Dominican Republic is
currently developing one (ILO, 2022b).


https://www.ilo.org/wcmsp5/groups/public/---ed_emp/---emp_ent/---coop/documents/legaldocument/wcms_750308.pdf
https://www.ilo.org/wcmsp5/groups/public/---ed_emp/---emp_ent/---coop/documents/legaldocument/wcms_750308.pdf
https://www.ilo.org/wcmsp5/groups/public/---ed_emp/---emp_ent/---coop/documents/legaldocument/wcms_750308.pdf
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22 Frangois Bonnici and Veerle Klijn

Table 2.2 Social economy and policy actions in the Americas

Size of social economy Policy actions

The following examples illustrate the size of
the social economy:

+ The Canadian province of Quebec has + Colombia was one of the first countries in

11,000 SSE units, employing 220,000
persons and generating a turnover of 47.8
billion Canadian dollars (Chantier de
I'économie sociale, 2022)

Costa Rica has more than 6,600 SSE units
with integrated development associations
(2,850) and solidarity associations (1,467)
being the most prominent. The national
cooperative census of 2012 indicated that
21 per cent of Costa Ricans were members
of cooperatives, the majority of them in
the sectors of finance and insurance,
commerce, industry and agriculture
(Ministry of Labour and Social Security of
Costa Rica, 2020)

Latin America to adopt a framework law
on the solidarity economy in 1998. (Law
454,1998).

Costa Rica has adopted a public policy
and action plan on the social and
solidarity economy for 2021-25 and
established a National Chamber of the
Social Solidarity Economy (Public Policy
on the Social and Solidarity Economy,
2020).

In the USA, 38 states have passed benefit
corporation (B Corp) legislation, allowing
entrepreneurs to consider the interests of
their stakeholders in addition to profit
(Benefit company bar association, 2022).

Arab states

While solidarity with the less privileged is common in the Arab states, the term
social economy is not often used. The most widespread term in Arabic is jam‘iyat
(associations), which include community-based self-help and charity groups that
provide social services in support of poor families. Social enterprises, estab-
lished largely by young people, have emerged in the region in the past decade.
Table 2.3 provides illustrative examples of the size of the social economy in the
Arab states.

Governments of the Arab states have not developed dedicated legal frameworks or
policies for the social economy. A few countries are currently developing policy and
legal frameworks on specific social economy actors, such as co-operatives and social
enterprises. These countries include the Occupied Palestinian Territory, Lebanon,
Jordan, Saudi Arabia, and the United Arab Emirates (ILO, 2022b).

Asia and the Pacific

The strength of the social economy in the Asia and the Pacific region can be traced
back to the principles of solidarity, reciprocity, and mutuality that are deeply rooted
in the region’s diverse cultures and traditions. Examples include the principles of
hui (reciprocity) in China, sarvodaya (uplifting of all) in India, and gotong royong
(working together) in Indonesia. In the region, the social economy is also referred
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Table 2.3 Social economy and policy actions in Arab states

Size of social economy Policy actions

The following examples illustrate the size of
the social economy:

« InJordan, a total of 1,592 co-operatives o There are no dedicated policies or legal
were registered in 2018 with a total frameworks in place at a national level for
membership of 142,000 persons, 79 the social economy in the Arab states.

creating around 20,000 direct job
opportunities (Jordanian National
Commission for Women, 2017). Social
enterprises are mainly registered under
the umbrella of not-for-profit
organizations (Oxfam, 2018).

« In 2018, the 70 Kuwaiti consumer
co-operatives, which operate around
3,000 outlets, controlled 65 per cent of the
food and beverage market in the country
(Oxford Business Group, 2018).

to as the ‘impact economy’ and ‘inclusive economy’. Third sector organizations and
social enterprises are particularly prevalent in Asia and the Pacific. Table 2.4 offers
some illustrative examples of the size of the social economy in Asia and the Pacific.

Multiple countries in Asia and the Pacific have adopted policy frameworks in
support of the social economy, or in support of particular actors in the social econ-
omy such as social enterprises (see Table 2.4). Governments which have developed
laws include Cambodia, Singapore, China, Thailand, South Korea, Japan, Malaysia,
Indonesia, and the Philippines (ILO, 2022b).

At the regional level, economic ministers from the Association of Southeast Asian
Nations (ASEAN) endorsed the ‘Guidelines for the Promotion of Inclusive Busi-
ness in ASEAN’, making ASEAN the first region in the world to endorse such a set
of guidelines to promote inclusive business (United Nations Research Institute for
Social Development, 2018).

Europe and Central Asia

Europe has a strong history of social economy. Its roots can be traced back to the
Industrial Revolution and the need to address the living and working conditions
of vulnerable groups. Different terms are used in the region, including ‘social and
solidarity economy’, ‘social enterprise, ‘impact economy, and ‘social innovation.
Prominent social economy actors in Europe are co-operatives, mutuals, associations,
social enterprises, and foundations. Table 2.4 provides illustrative examples of the
size of the social economy in Europe.

The majority of European countries have developed policies and programmes to

support the social economy (Table 2.5). In the past decade alone, sixteen European
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Table 2.4 Social economy and policy actions in Asia and the Pacific

Size of the social economy Policy actions

The following examples illustrate the size of

the social economy:

In South Korea, the social economy is
estimated to be worth 3% of the country’s
GDP (British Council, 2015).

In China, there were more than 30,000
co-operative enterprises in 2020. In the
same year, urban co-operatives employed
690,000 persons (National Bureau of
Statistics of China, 2021).

In New Zealand, the top 30 co-operatives,
mutuals and societies have a total revenue
of 42.3billion New Zealand dollars
(approximately US$30.5 billion) and a
membership of 1.4 million and employ
close to 48,500 individuals (International
Cooperative Alliance-Asia and the Pacific
(2020).

In India, the number of co-operatives
grew from 316,000 with more than 142
million members in 1984-1985 to 854,000
with more than 290 million members in
2016-17 (National Cooperative Union of
India, 2018). The country reports close
up to 2 million social enterprises
(Bertelsmann Stiftung, 2018).

« South Korea set up the Social Enterprise
Promotion Act in 2007, providing social
entrepreneurs with access to professional
services, technical assistance, rental
subsidies, and reduced taxes (Act No.
2817,2017).

In 2022 Malaysia launched the Social
Entrepreneurship Action Framework
2030, which outlines strategies to support
social enterprises’ growth and
competitivity, by enhancing awareness,
reach, and their capacity and competency
through provision of training on
adaptation of technology and
digitalization, access to finance and
markets (SEMy2030, 2022).

The Government of Thailand established
a Social Enterprise Office in 2010 and
adapted the Social Enterprise Promotion
Act in 2019 to facilitate tax relief and
incentives for social enterprises (Act B.E.
2562,2019).

Union Member States have adopted legislation on social enterprise and eleven have
created strategies or policies for supporting social enterprise development (European
Commission, 2020).

At regional level, the European Commission (EC) has taken several policy ini-
tiatives to support the social economy. Building on the Social Business Initiative
introduced in 2011 and the Start-up and Scale-up Initiative introduced in 2016, the
EC launched an Action Plan for the Social Economy in 2021.

The need for public policy

In the wake of the COVID-19 pandemic exposing significant and systemic gaps in
our societal and economic architecture, and in the face of multiple, interrelated global
challenges such as growing inequality and climate change, interest in the social econ-
omy is gaining momentum. Increasingly, governments are recognizing the social
economy in public policies as a driver of a more inclusive and sustainable economy.

While there are examples of robust policies in place around the world to advance
the social economy (see Tables 2.1-2.5), in the majority of countries today social
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Table 2.5 Social economy and policy actions in Europe and Central Asia

Size of social economy Policy actions

The following examples illustrate the size of
the social economy:

« In 2016, the 28 countries that made up o In 1991, the Italian government was the
the European Union had more than 2.8 first European country to legally
million SE units. In Europe as a whole, SE recognize the ‘social co-operative’ which
units are significant employers, for identifies two types of enterprises. Type A
instance in the agriculture, finance, co-operatives provide social and care
energy, and retail sectors. Including both services while type B co-operatives
paid and non-paid employment, they facilitate work integration for certain
represent a workforce of more than 19.1 categories of disadvantaged groups
million, with more than 82.8 million (Ttalian Law 381/1991).
volunteers, equivalent to 5.5 million « In 2018, the Swedish government
full-time workers (European Economic launched a new strategy for social
Social Committee, 2017). enterprise, social entrepreneurship, and

+ In 2020, the Russian Federation had more social innovation. The strategy aims to
than 50,000 co-operatives in the country strengthen the development of social
(Federal State Statistics Service of the enterprise so that they can participate in
Russian Federation, 2020). solving societal challenges and contribute

to sustainable development (Strategy for
Social Enterprise, 2018).

economy enterprises operate in a policy vacuum. The social economy is often not
politically recognized, not well regulated, not incentivized, and not financially sup-
ported. And given the unique character of social economy enterprises—putting social
and environmental impact before profit maximization—existing legal forms and
company legislation are not well fit for purpose.

As a result, the social economy faces multiple barriers which prevent it from
growing and scaling its impact. The European Social Enterprise Monitor, a cross-
country quantitative study, finds that the top five most influential barriers are: lack
of options to finance the organization once started; overly complex public financ-
ing; lack of patient capital; lack of public support schemes; and a weak lobby for
social entrepreneurship (Dupain et al., 2021). Even in European countries nearly 70
per cent of social enterprises rate public support for their work as non-existent or
very low.

Worldwide, social economy enterprises are faced with limited visibility, lack of
supportive legal and regulatory frameworks, lack of verification and standards, inad-
equate financial resources and access to markets (World Economic Forum, 2022).
Representative organizations of the social economy, such as Social Enterprise World
Forum and Catalyst 2030, call on governments to design appropriate legislation and
implement (funding) programmes to take away these barriers (Catalyst 2030, 2021).

Public support is instrumental in enabling the social economy to drive progress.
While limited data is available, countries where governments have adopted sup-
portive policy measures appear to see more social economic activity. The Thomson
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Reuters Foundation runs an opinion poll on ‘The best countries to be a social
entrepreneur’ From its sample of respondents in more than forty countries, it iden-
tifies six key areas which are critical for social entrepreneurs to thrive, ranking
government support as the number one key area. Countries which have supportive
government policies in place are considered among the best countries to be a social
entrepreneutr.

This is not surprising, as all sectors of industry and the economy have only grown
with government investment, infrastructure, incentives, and supportive policies. It
is widely accepted, for example, that entrepreneurship is more prevalent in an envi-
ronment where there is strong government understanding and support (Henrekson
& Johansson, 2009; Stam et al., 2012; Acs et al., 2014). Government policies have
the power to influence and encourage entrepreneurial activities in areas that are per-
ceived to be neglected, problematic, suffering from market failures or in need of new
solutions (Audretsch et al., 2007; Minniti, 2008). The role of the state is thus critical
in order to grow the social economy. The next section outlines some of the most sig-
nificant policy levers which governments can utilize to further strengthen the social
economy.

Policy levers to advance the social economy

International organizations and institutions such as the OECD, ILO, and European
Commission have produced extensive resources on policy actions that support the
social economy, based on examples from countries around the world (OECD, 2017;
ILO, 2022a). There has been some positive evolution over the past couple of years,
which at least in some countries has led to a clearer vision of what social economy
organizations can do, for instance in relation to promoting social innovation or other
socio-economic goals (Krlev, Einarsson, Wijkstrom, & Mildenberger, 2020). Policy
levers vary from designing enabling legal frameworks to supporting the production
of data on the social economy. The most significant levers and concrete examples of
individual policy actions that have already been taken by some national governments
are briefly described below.

Designing enabling legal and institutional frameworks

Governments can design legal and regulatory frameworks in collaboration with
social economy actors to improve the visibility and recognition of the sector. Ded-
icated legal forms for social economy organizations can subsequently serve as a
reference and basis for targeted public support schemes, such as public procurement
and potential tax benefits. Given that the social economy cuts across many economic
and social sectors, the institutional framework that governs the social economy is
ideally coordinated across policies and governments departments. Moreover, as busi-
ness models in the social economy develop and change it is useful to establish regular
evaluations of the laws and policies and update them where needed.
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Box 2.1 Country example—Mexico

In 2012, Mexico adopted the Social and Solidarity Economy Law which creates the
legal basis for the social economy, and its promotion through public policy. The law
also established the National Institute of the Social Economy, an administrative body
attached to the Ministry of Economy which is tasked with the promotion of the social
economy through support programmes.

Supporting access to finance

Access to finance and funding is a critical policy lever for the social economy to grow.
The public sector can support access to finance by social economy organizations
through several mechanisms. Government can act as an investor and funder itself,
financing social economy organizations in compliance with regulations regarding
aid to enterprises, to improve the long-term financial sustainability of these entities.
Besides this, government can encourage the participation of mainstream financial
providers and social investors in financing the social economy. This can be done
through offering fiscal incentives, alleviating regulatory barriers, leveraging public
funds to de-risk private funding, and developing hybrid mechanisms that blend
public and private investment (Krlev et al., 2021).

Box 2.2 Country example—European Union

In 2015 the EC and European Investment Fund (EIF) launched the EaSI Guaran-
tee Instrument. Through this instrument, the EIF offers guarantees and counter-
guarantees to financial intermediaries, thereby providing them with a partial credit
risk protection for newly originated loans to eligible beneficiaries. Thanks to the
risk-sharing mechanism, the EaSl Guarantee Instrument enables selected social
enterprise finance providers to provide new loans to expand their outreach to social
enterprises, facilitating access to finance for target groups who have difficulties in
accessing the conventional credit market. To date, 5,500 social enterprises have
received support through this instrument (European Investment Fund, 2022).

Enabling access to public and private markets

Another powerful tool to support the social economy development is ensuring its
access to public and private markets. In 2017, public procurement alone made up
about 12 per cent of GDP across OECD countries, totalling more than USD 674
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billion across the OECD. Through public procurement, the public sector can buy
goods and services from social economy actors that deliver social and environmen-
tal value (on social procurement see Varga & Hayday, this volume). In this way, public
procurement becomes a vehicle to meet social, environmental, and economic objec-
tives, such as the reintegration of the long-term unemployed into labour markets, or
social and work integration of people from vulnerable groups (OECD, 2022). Besides
public procurement, governments can also encourage the private sector to procure
from the social economy through, for example, fiscal incentives.

Box 2.3 Country example—United Kingdom

The Public Services (Social Value) Act of the United kingdom came into force on
31 January 2013. It requires public authorities to have regard to economic, social
and environmental well-being in connection with public services contracts. The
minimum weighing that should be applied to social value is 10%.

Strengthening skills and business development support

Education, training, mentoring, and business development support are also impor-
tant policy levers to strengthen the social economy. Governments can leverage public
funding instruments to facilitate access to dedicated education and training pro-
grammes on the social economy in formal and non-formal education. Particular
focus is needed on the accessibility of these programmes, both in urban and in rural
areas.

Box 2.4 Country example—South Korea

In 2010, South Korea established the Korea Social Enterprise Promotion Agency
to foster and promote social enterprises and co-operatives. It provides a range of
services, such as training, marketing support, and others, to strengthen the manage-
ment capacity.

Supporting the production of data

Finally, governments can contribute to the collection of reliable and comparable
statistics on the social economy. Policies need an evidence base, but currently
there is a lack of data on the scale, scope, and progress of the social economy.
National statistical authorities can develop and implement satellite accounts aimed
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at establishing the effective contribution of the social economy to economic growth
and job creation. Besides this, data collection and production by governments could
also help measure the various impacts of the social economy on, for example, social
cohesion and reducing income inequality.

Box 2.5 Country example—Brazil

In Brazil, for example, the government created the National Secretariat for Solidarity
Economy (SENAES) back in 2003, which was, among others, tasked with conduct-
ing a mapping study of the Social and Solidarity Economy. On the basis of this
information a data bank called the National Solidarity Economy Information System
(SIES) was established, which provides data on geographical distribution, types of
organizations, sectoral activities, and so forth (ILO, 2017).

Contextualized and evidence-based policy making

The policies that are needed to advance the social economy differ per country and
context, and may evolve over time. While there are a range of policy levers that gov-
ernments can use, which of these policy tools is most effective to strengthen the social
economy is not yet clear and depends on specific contexts.

There is no one-size-fits-all policy solution to support the social economy. The
social economy manifests differently across the world and is confronted with dif-
ferent socio-economic challenges. Even the name for this type of economic activity
differs per region, ranging from social and solidarity economy in Africa to inclusive
business or impact economy in Asia. National governments are therefore encour-
aged to use context-specific quantitative and qualitative data inputs in designing their
policies. The OECD Recommendation on Social and Solidarity Economy and Social
Innovation (2022) reflects this by stating that governments should ‘develop regular
evaluation requirements to improve and update laws and policies to evolve with the
needs of social economy organizations and including stakeholder feedback as well as
qualitative and quantitative evidence:

The motivation for evidence-based policy making is not unique to the social econ-
omy. While it is well established in medicine and public health, increasingly in other
policy areas rigorous attempts are being made to base policy decisions on scientific
and empirical evidence. Academic research can provide important empirical facts
and advance our understanding of policy effects, both ex ante and ex post (Leuz,
2018). The World Bank (2021) has stated: ‘In simple terms, statistics are the evi-
dence on which policies are built. They help identify needs, set goals and monitor
progress. Without good statistics, the development process is blind: policy-makers
cannot learn from their mistakes and the public cannot hold them accountable’
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Therole of future research

A major obstacle to effective policy making is the significant lack of data and research
on the social economy and a lack of consensus around which metrics to use. The
variables that are currently used to measure the size of the social economy are
often standard economic performance variables such as contribution to GDP, rev-
enues/expenditures, and number of jobs (United Nations Research Institute for
Social Development, 2021). However, the social economy’s contribution goes far
beyond economic growth and job creation. As Artis et al. (2015, pp. 62-63) point
out, ‘social economy statistics has difficulties in expressing the full range of charac-
teristics of this economy . .. Attempts to better capture Social Economy’s contribution
in areas such as democratizing the economy, lowering economic inequalities and act-
ing as countervailing economic power have been made.. .. but are still far from being
included in national statistical frameworks’ Aside from a few recent studies, mostly
in Europe (see Boxes 2.1-2.6), there has not been any systematic collection of data on
the social economy. Also, very few attempts have been made to evaluate the impact of
past policy interventions on the social economy. Thus, in most cases policy-makers
don’t have much information about the size, scope and needs of the social economy
to base their decisions on.

Box 2.6 Examplesof mapping the socialeconomy

There are some attempts to map (specific actors in) the social economy. A few
examples:

» TheILO has financed mapping studies of public policies on social and solidarity
economy in several countries (2017).

« The EC has financed mapping studies of social enterprise in Europe (2020).

 The British Council has financed mapping studies of social enterprise in more
than 25 different countries across the world (2010-2022).

Academic research can play an important role in contributing to the production
of statistics on the social economy and evaluate the effectiveness of policies that are
in place to support it. Suggestions for future research include:

1. Improve methodologies for the systematic collection and organization of
statistical information on the social economy.

2. Develop variables (indicators) for the assessment of the value and performance
of the social economy and visualization of its characteristics.

3. Develop mechanisms of performance and impact comparison between social
economy entities and other forms of business.
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4. Analyse policy interventions that have been implemented to support the social
economy, and determine which of these have been most effective in advancing
the social economy.

Conclusions

The COVID-19 pandemic has made it evident that the current global economic sys-
tem lacks the appropriate tools to tackle societal challenges in a timely, adequate,
and equitable way. An era of multiple, interrelated challenges is an opportune time
to invest in the social economy, which offers an alternative economic model to help
achieve our shared objectives for more inclusive and resilient societies.

Around 2.8 million social economy enterprises in Europe alone, and millions more
around the world, are dedicating their time to solving societal challenges while run-
ning sustainable enterprises. Like other economic sectors, the social economy creates
revenues, jobs, and profits, but in addition it creates social and environmental impact
and transforms lives for the better. Innovations from the social economy, which
pioneers inclusive and sustainable business models, hold lessons for the rest of the
economy.

International organizations are recognizing the potential of the social economy
and are establishing regional and global efforts to improve the visibility and support
the advancement of the social economy. Increasingly, national governments, states,
and cities are enabling the growth of the social economy by setting up supportive legal
frameworks and policy actions. These efforts are crucial to unlock the potential of the
social economy, which still faces barriers of a lack of legal recognition, inadequate
financial resources, and restricted access to markets.

While there are a range of policy levers that national and local governments can
use to advance the social economy, which of these policy tools is most effective is
not yet clear due to a lack of data and research. Thus, in most cases policy-makers
don’t have much information about the size, scope, and needs of the social econ-
omy to base their decisions on. To allow for more effective policy making, there
is a role for academic research in contributing to the production of statistics on
the social economy and evaluate the effectiveness of policies that are in place to
support it.

Ultimately, this will lead to better public policy that enables the social economy to
thrive and play a larger role in creating more inclusive and resilient societies.
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Social economy

Between common identity and accelerating
social change

Gorgi Krlev, Dominika Wruk, Giulio Pasi, and Marika Bernhard

The social economy: An unwieldy phenomenon

The social economy is home to a plethora of meanings and represents an umbrella
concept that connects a variety of organizational phenomena. The social economy
spans from classical forms of social and solidarity-based organizations (Nogales &
Nyssens, this volume), to social-tech start-ups (Calderini, Gerli, Chiodo, & Pasi,
this volume), to new forms of collective and participatory intelligence (Mulgan,
this volume), to the whole field of social and impact-oriented investment (Nicholls
& Ormiston, this volume). This richness in meaning is stimulating for what the
social economy can be and achieve—and, in the same way, what social econ-
omy science can help scholars understand. However, the richness also presents a
challenge to form and preserve a common identity within what we consider an orga-
nizational issue field, rather than a clear-cut industry or sector (Oberg, Lefsrud,
Meyer, 2021).

At the same time, there is an intense debate on the transformative power of the
social economy (Chaves-Avila & Soler, this volume). That debate comprises the
social economy’s important role in (re-)shaping society and economy in a way that
includes the socially excluded, not only as target groups but as co-creators (Hueske,
Willems, & Hockerts, this volume) or co-decision makers (Battilana, Krol, Sheppard-
Jones, & Ubalijoro, this volume). It also covers how embracing social economy
principles in new processes of organizing (Huysentruyt, this volume) or in field gov-
ernance (Carter & Ball, this volume) may help us better meet societal challenges
that are currently under-addressed by commercially driven enterprises or policy. In
this regard the social economy is a driver of change, similar to how technological or
scientific progress has produced profound social evolutions or revolutions (Geels,
2005b).

Due to their multiplicity and their orientation towards positive change, social
economy organizations should be central in the growing body of academic
work interested in understanding the characteristics, activities, and outcomes of
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organizational activities that addresses social and environmental sustainability chal-
lenges (Hehenberger & Buckland, this volume). They should play important roles in
research that investigates recent technological and social developments for promot-
ing the scaling of social innovations (Brénnvall, this volume). And they should be
prominent in research that investigates how new governance arrangements can fos-
ter social value creation at different levels, including new collaborations at the local
level (Sancino et al., this volume), shifts in the way public procurement is admin-
istered (Varga & Hayday, this volume), or changes in how national institutions are
designed in support of worthy social outcomes (Miguel, this volume).

While there is some consensus on the role of the social economy as a mainstay of
future social organization, conceptualizations of the social economy remain partial
and blurry.

An empirical, phenomenon-grounded reason for the blur is that the social econ-
omy is subject to constant change: social enterprises have become an established
organizational form and have strongly grown in number and visibility over the
past decades (Battilana & Lee, 2014). New types of purpose and impact-oriented
innovations (Krlev, Mildenberger, & Anheier, 2020) and prosocial business mod-
els as mechanisms to enhance the common good have gained prominence in the
wake of the COVID-19 pandemic (Scheidgen, Glimiisay, Glinzel-Jensen, Krlev, &
Wolf, 2021) or in the face of the growing urgency of counteracting climate change
(Gismondi et al., 2016). Networks of diverse stakeholders to facilitate learning and
exchange, private—public partnerships, and new forms of collaboration are chang-
ing the social economy landscape (Wruk, Oberg, Klutt, & Maurer, 2019). Current
issues such as impact measurement (Barman, 2020) or new organizational fields
such as impact investing (Hehenberger, Mair, & Metz, 2019) involve new actors in
a debate about what the social economy even means and what role it has relative to
the mainstream economy and within society.

However, we suggest there is a deeper-seated conceptual reason for why our under-
standing of the social economy is stymied at present. We argue it is because neither
of the theoretical perspectives from above (the institutional theory perspective via
DiMaggio & Powell, 1983 and the transitions theory perspective via Geels, 2005b)
have established a clear presence in the academic discourse surrounding the social
economy, not to mention that the perspectives have never been applied to the social
economy in unison.

To address this blind spot, we are combining the conceptual lens of organizational
issue fields with that of transitions theory. In what follows, we introduce both theo-
retical concepts and discuss how they apply in the context of the social economy. We
then combine both perspectives in a multi-level model of change in and through the
social economy. We propose three interrelated transformation pathways that social
economy organizations use to enhance transitions of organizations, fields, and soci-
ety as a whole. With this chapter we thus contribute to a better understanding of how
the social economy navigates between ensuring a certain stability as a field, which
enables its visibility and legitimacy, and its broader mission to initiate and promote
social-ecological transitions.
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Theorizing the social economy

The social economy is not a distinct industry or sector. It is rather an umbrella con-
cept that stresses old and new forms of organizing for and with society, with the
explicit aim of addressing societal challenges. One common denominator is that
social economy organizations pursue a societal purpose of contributing to the com-
mon good by prioritizing social and ecological goals over economic ones, and have
some shared organizational practices (for example, that practices are needs-based,
participatory, or problem-oriented).

The challenges the social economy addresses are to be understood in the broad-
est sense, such as that inherent in the Sustainable Development Goals (SDGs). The
SDGs span social and environmental goals just as they promote changes in orga-
nizations and in policy, and in particular prioritize connections between societal
spheres and stakeholders so that solutions move beyond previous pillarization and
isolated approaches to complex social challenges (Rittel & Webber, 1973). Umbrella
concepts are subject to criticism, because they are often considered conceptually
weak and fuzzy, and because they may mean nothing and everything (Hirsch
& Levin, 1999). However, umbrella concepts also come with a number of affor-
dances, most importantly that they can serve as the common ground to connect
and cross-fertilize strands of research (and practice) that might otherwise remain
detached.

The social economy is located at the crossroads of several organizational research
streams. When it comes to organizational types, the social economy covers for
example solidarity-based organizations, associations, or other non-profit and non-
governmental organizations (Borzaga & Tortia, 2007); social movement organiza-
tions (Lee, Ramus, & Vaccaro, 2018); social businesses (Spieth, Schneider, Clauf3, &
Eichenberg, 2019); social enterprises (Defourny & Nyssens, 2021); and sustainable
start-ups (Kim & Kim, 2021). At the level of organizational fields, the social econ-
omy overlaps with parts of the sharing economy or the circular economy (Henry
et al., 2021), but also comprises the field of social investment (Nicholls & Daggers,
2017). As regards processes of change within society, the social economy is closely
related to, for example, social innovations (Krlev, Anheier, & Mildenberger, 2019a)
or to socio-ecological transitions (Pel et al., 2020).

These different perspectives on the social economy are furthermore characterized
by transitory boundary areas to other fields of research. For example, public-private
partnerships, or strategic corporate social or political responsibility activities (e.g.,
Scherer, Rasche, Palazzo, & Spicer, 2016), have at least some conceptual points of
interlinkage with social economy organizations, and in particular the organizational
structures, practices, and systems within which they are operating.

Of course, overlaps and separate research communities and conversations within
a subject area exist for almost any field of research. However, the cross-cutting
phenomenological character of the social economy makes grasping the field and
building a common identity very difficult. This applies to finding commonalities
between the various organizational forms that can be subsumed into the social
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economy. But it applies also, and even more importantly, to the social economy’s
associated practices, such as co-engagement and participatory processes involv-
ing target groups (Noya & Clarence, 2007), the high relevance of community-
based and bottom-up social value and impact creation (Lall & Park, 2022), or the
development of new social accounting practices to capture such value (Busco &
Quattrone, 2018).

Towards a social economy science

When scholars spot limitations, shortcomings, or confusion in a research field,
almost by reflex, they tend to propose a new concept, analytical angle, or theoretical
approach. Such a reaction may propel the diagnosed challenges rather than help to
meet them. We might be criticized for being no exception to this pattern. And yet we
believe the characteristics of the social economy we outlined make the phenomeno-
logical area different from others, in that it is essentially about overlaps, spill-overs,
cross-cutting connections to other spheres of society, or a certain degree of fuzziness
in the issues it wrestles with.

What is more, it is exactly because of these qualities that the social economy is an
exciting venue for scholarly inquiry, and one that outright demands to be studied as
a field that is simultaneously unsettled (see ‘Struggles for a common identity in the
social economy’ below) and unsettling (see ‘Societal transformations through the
social economy’ below). Ultimately, this makes the social economy a pole as well as
a jolt for organizations in general—and capitalism overall—to become more social,
democratic, and sustainable.

By advocating for a social economy science, we thus do not want to create a new and
siloed field of research that feels artificial, or that could be perceived as a pointless
(re-)branding exercise. Instead, we seek to establish a connecting device across the
different perspectives, organizational forms, and practices which we laid out above
and which to date rarely connect with each other. We do so in order to unleash what a
social economy science perspective can teach us about how to transform the economy
and make society more resilient.

The theoretical anchors from which we could pick are almost as manifold as the
social economy’s forms and practices. This book contains a striking variety of the-
oretical approaches to studying the social economy. One example is exploratory,
prescriptive, and imaginative social science to understand not only what the social
economy is, but also what it could be (Mulgan, this volume; also Mulgan, 2020).
Another contribution uses post-colonial theory to uncover whether social economy
organizations revert, or propel deep-seated structures that cause social inequalities
(Brannvall, this volume).

Within all available options we have selected two theoretical anchors: organization
theory and transitions theory. Organization theory, in particular a neo-institutional
lens, can help us conceptualize the building blocks of stability and a common
identity within the social economy, on the one side, whereas transitions theory helps
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us conceptually unpack the transformative power that lies within social economy
organizations and their practices.

The social economy as an organizational issue field:
Struggling for a common identity

The organizational field subsumes all organizations that ‘constitute a recognized area
of institutional life’ (DiMaggio & Powell, 1983, p. 148). This includes producers of
products and services of a certain type, their suppliers and customers, but also meta-
organizations, regulatory bodies and media that contribute to shaping institutions
that influence what organizations in the field look like and behave. Introducing this
meso level of analysis, between individual organizations on the micro level and econ-
omy and society on the macro level, has proven to be valuable for understanding
and shaping networks, mechanisms, and outcomes in fields. Organizational fields
are characterized by two major elements: field members interact more frequently and
faithfully with each other than with other organizations in order to jointly provide
a societal product (e.g. healthcare or social care) and they have a common meaning
system characterized by a shared set of values, norms, and language (DiMaggio &
Powell, 1983; Scott, 2013). Field members engage in a common discourse on shared
issues that are relevant for the field (Hoftman, 1999).

The relational and discursive elements have been combined into a broader, more
encompassing understanding of what holds organizations together, so-called orga-
nizational issue fields, that seek to unpack a potential perpetuation of relational and
discursive dynamics (Oberg et al., 2021). In this section, we argue that the organiza-
tional issue field concept can be fruitfully applied to the social economy. We define
the network of organizations that make the social economy and discuss their com-
mon practices. We describe the social economy’s shared meaning system and refer
to issues and debates currently shaping the field. We thereby emphasize how these
definitional elements form a common identity for the social economy that makes it
radiate beyond the sum of its organizations.

Networks and meta-organizations

Traditionally, the social economy has been conceptualized as consisting of a set of
organizational forms: mutuals, associations, cooperatives, non-profit organizations,
(welfare) associations and, more broadly, voluntary or community organizations
(Borzaga & Tortia, 2007). More recently, the idea of mission-driven organizations
has prevailed that broadens the understanding of which organizational forms can be
considered to be part of the social economy (Mair et al., 2012). In particular, social
enterprises have been recognized as a relevant new organizational form shaping the
social economy within the past decade. The field developing around social enter-
prises (consisting of, among others, universities offering dedicated programmes for
social entrepreneurs; incubators for social start-ups; accelerator grants to support
ideas that, rather than pursuing a business case, challenge existing social systems;



42 GorgiKrlev et al.

foundation programmes to build network structures between social entrepreneurs
globally, and so on) ‘encroached’ on the existing overlapping fields shaping the social
economy (see Spicer et al., 2019, who provide a critical assessment of this trend).
Social economy organizations providing products and services also have intense rela-
tions to organizations that are not part of the social economy. Due to the broad nature
of services provided, they are also members of other fields. However, they increas-
ingly also build relations within the social economy to organize their supply chains
and to exchange knowledge and experience.

Meta-organizations have evolved that play an important role in strengthening
such relations between social economy actors. On the demand or delivery side this
includes networks such as Ashoka, the Schwab Foundation, Social Economy Europe,
or Euclid Network that not only support entrepreneurs but also seek to shape institu-
tions and policy in favour of advancing unconventional solutions to social problems.
On the supply side the European Venture Philanthropy Association (EVPA) and the
Global Steering Group for Impact Investing (GSG) fulfil similar functions in the goal
to improve resource mobilization in the field. Meta-organizations are acknowledged
for spurring mutual awareness and recognition within fields, enhancing visibility
and legitimacy of fields in society, and organizing collective action, which is par-
ticularly imperative when it comes to addressing social and ecological challenges
such as human rights, social inclusion, or climate change (Ahrne & Brunsson, 2011;
Berkowitz & Dumez, 2016). These diverse organizational forms perceive themselves
as part of a social economy that provides ‘alternative’ forms of social and economic
organization. Central social economy actors (e.g. large welfare organizations and
cooperatives, or big foundations) mutually recognize each other and thus form an
organizational field of the social economy, although within-field relations are far
from free of conflict (Ayob, Teasdale, & Fagan, 2016).

Common organizational practices and missions

What social economy organizations have in common is that they provide socially
useful products and services that meet an unsatisfied social need (Krlev, Bund,
& Mildenberger, 2014). Oftentimes they thereby fulfil demands of disadvantaged
communities thus enhancing their social and economic inclusion (Ebrahim &
Rangan, 2014). As such, the social economy has a redistributive, regulatory func-
tion on economic life. Products and services provided by social economy actors
can also be alternatives to existing ones but are produced in a more socially and
ecologically friendly way and thereby contribute to the common good (Carini
et al., 2020).

Besides the provision of certain products and despite the large diversity of orga-
nizational forms, social economy organizations also share organizational practices
such as participatory decision-making. This holds in particular for ‘older’ forms
in the social economy such as cooperatives or community organizations. Aiming
at promoting social goals with their activities, social enterprises and other newer
forms however tend to emphasize social values internally as well. Participatory
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decision-making, inclusivity, fair payment, high transparency (e.g., public provi-
sion of financial statements), embracing a diverse workforce, and establishing close
relationships with suppliers to secure a sustainable supply chain, are some exam-
ples or structural elements and organizational practices that characterize various
organizational forms in the social economy (e.g., Amin et al., 2002).

Shared purpose and meaning structure

With their offerings and models, social economy organizations aim to pursue a dual
objective of achieving both economic (e.g., becoming financially self-sustaining) and
social goals. In various countries, dedicated legal forms have been created that were
explicitly designed for such organizations (Ebrahim et al., 2014). In other coun-
tries where dedicated legal forms are lacking, social movements urge policy to close
this gap (for example, the so-called Purpose Economy movement in Germany).
Such new legal forms not only show the will to recognize particular challenges of
social enterprises and to create legal solutions that fit their needs, but also empha-
size shared elements and thus a common identity of organizations of similar forms.
This contributes to enhancing the public visibility and legitimacy of social economy
organizations.

Another way of emphasizing commonalities between diverse social economy
organizations is the proliferation of standards and certificates that ascribe certain
characteristics to organizations following these standards. One example is the B Corp
Certification that aims at transforming the economic system towards a more sustain-
able one by promoting social purpose-driven organizations. To become a B Corp
certified organization, applicants have to demonstrate high social and environmental
performance, establish a governance structure to be accountable to all stakeholders,
and commit to a high level of transparency of their social and environmental impact
(Gehman, Grimes, & Cao, 2019). Other efforts promote the spread of reporting stan-
dards among organizations that account for how social goals such as solidarity and
social justice as well as environmental sustainability are achieved.' These practices
inform a broader quest of what kind of value and impact are material to stakeholders,
including the environment (Nicholls, 2018).

While such initiatives contribute to enhancing visibility of the social economy,
as many certified organizations or organizations applying these standards are in
fact social economy organizations, they may also further blur the formation of
a common identity of the social economy, as certification organizations promote
their own labels and do not establish connections between initiatives. However, all
such initiatives contribute to strengthening the legitimacy of organizations whose
purpose it is to achieve social and ecological goals—an objective that an increas-
ing number of organizations across the global economy pursue (Mayer & Roche,
2021) in a similar, but supposedly much less pronounced, way than the social
economy.

! See for example https://www.ecogood.org.
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Finally, it is also governments and international bodies that not only shape the
institutional infrastructure that guides the decisions and behaviour of social economy
actors but also contribute to defining shared characteristics and meanings of social
economy organizations. Most recently, the European Commission has published the
Social Economy Action Plan that brings forward concrete measures to strengthen
social economy organizations (European Commission, 2021). Promoting one plan
for diverse organizational forms with a shared overall purpose and meaning structure
contributes to forming the very identity of the supported field.

Shared issues and debates

Various issues currently shape debates within and on the social economy and involve
new actors that encounter social economy organizations. For instance, the pro-
liferation of new investment principles that can be subsumed under the issue of
impact investing have introduced new financial actors to interact with social econ-
omy organizations (such as venture philanthropists, impact-first investors, and so
on: Hehenberger et al., 2019). This development has made the social economy more
visible to (institutional) investors who have traditionally not focused on this sector
when making their investment decisions. It has further contributed to shedding light
on the shared problem of most social economy actors to gain access to financial
resources and the perceived growing need—of both investors and social economy
organizations—to change this situation (Hockerts, Hehenberger, Schaltegger, &
Farber, 2022; Nicholls & Ormiston, this volume).

Debates and developments related to impact measurement provide another
example of how current issues shape the social economy and its identity. New
impact measurement standards have amplified the public image of social economy
organizations” experience in measuring effects of their activities beyond economic
terms and have made practices and methods to measure social and ecological
impact more relevant to actors outside the social economy (Lall, 2019). Similarly,
but less clearly, debates around a set of technologies typically subsumed under
labels such as the ‘Fourth Industrial Revolution’ or the ‘Internet of Things’ have
opened space for social economy organizations to envision their shared role in shap-
ing the direction of current technological developments, thereby stressing socially
inclusive rather than merely technocratic ways of dealing with new technologies
(Mulgan, 2018).

Taking stock: The social economy and its struggle for a common identity
Taken together, the networks of diverse but in many ways similar social economy
organizations, a shared purpose of these organizations of contributing to the com-
mon good, a set of organizational structures and practices, shared meanings and
values, and shared issues such as impact measurement or impact-first investment,
represent the major building blocks of a common identity within the social economy.
While a common identity and boundaries of the social economy might still be blurry,
there are diverse efforts on different levels (for example, meta-organizations promot-
ing values, legal recognition through new legal forms, and so on) that foster both the
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public understanding of what constitutes the social economy and the self-recognition
of its members within the field.

The social economy as a driver of institutional change
and societal transitions

Institutional theory’s focus on the field’s composition and outfit within a larger soci-
etal context is particularly strong at explaining what holds fields together and grants
them stability, or, as we just worked out, a common identity. Institutional theory also
does move some way towards establishing a systems perspective of structures, actors,
and processes and how they affect the economy and society. However, its treatment
of economic and political processes and the dynamic change in social structures and
practices that make a system is more limited (Micelotta, Lounsbury, & Greenwood,
2017). Scholars have argued that such a systems perspective, although a classic of the
social sciences (see Giddens, 1984; Parsons, 1991), is needed now more than ever to
master the complex issues, societal challenges, and problems that characterize con-
temporary societies (Mair & Seelos, 2021). Transitions theory has a rich legacy of
grasping not only systems, but in particular streams of change within and across sys-
tems (Westley, McGowan, & Tj6rnbo, 2017). It tends to provide us with an image of
change spanning multiple levels as well as change that may stretch over long periods
of time (Pel et al., 2020).

Multi-level change
The so-called multi-level perspective has become a classic of transitions theory
(Geels, 2005a). In this concept, Geels connects three different levels: (1) niches, that
is, sources of novelty, or abnormal or unusual practices that exist outside the main-
stream; (2) socio-technical regimes, that is, a cohesive set of actors, processes, and
structures, supposedly much like the organizational issue fields we just discussed, as
well as further elements such as culture or technology; and (3) landscapes, that is,
the composition of societies, including regulatory and normative institutions, which
consist of and are influenced by the individual regimes. The main point that Geels’
and subsequent work makes is that once market or social pressures for a niche solu-
tion grow big enough—for example, old technology becomes too slow or too costly or
cannot provide the demanded quality any more—niche solutions break through and
become the new mainstream. The multi-level perspective has been used to explain
and conceptualize the historical transition from sailing boats to steam ships (Geels,
2002), or the modern rise of low-carbon electricity transitions (Geels et al., 2016).
We argue here that social economy organizations do not only pioneer and pro-
pel the niche solutions, but also actively work towards being the jolt or disruption
to the existing economic or social system that opens a space for their approaches
to become mainstream. This is made possible by the ‘persistent fragile action’ that
many social economy organizations pursue (Krlev, 2022b). For example, as Krlev
analyses, renewable energy cooperatives have worked tirelessly towards promoting
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decentralized, green energy since the late 1980s and continued this work until the
breakthrough of a political prioritization of renewable energy production in many
countries globally. Similar arguments can be made for the vanguards of organic agri-
culture, which were often organized as regional cooperatives, or early promoters of
fair-trade, typically small, associations or social enterprises (Nicholls & Opal, 2005).
While previously marginal phenomena, taken seriously only by a small group of
converted and ethically motivated customers, these social economy movements and
corresponding transitions have led to a redesign of entire industries. However, not
only small enterprises or social movements, but also established, large-scale social
economy actors such as faith-based organizations, can promote fundamental change
across levels. One example is the establishment of hospices as a major new institution
within the Western healthcare system that was initiated by those traditional actors
(e.g., Bridge, Murtagh, & O’Neill, 2014). Without the active change agency of these
actors, there would not have been any external factor enabling the breakthrough of
their very own solutions to existing social problems.

Challengers and first movers
Most kinds of societal change processes are characterized by struggles between
incumbents and contenders, whereby a new status quo is often marked by a transition
to a new steady state (Fligstein & McAdam, 2015). Social economy organizations, in
contrast to many other organizations, however, keep the level of contestation con-
stantly high, because they are driven by virtues and values and typically fight for a
good cause rather than their competitive advantage (Anheier, 2014). Take the cur-
rent paradigm shift in organizational performance towards assessing social value
creation or social impact, for instance. The current discourse and practice (note the
link back to the organizational issue field) is currently dominated by Environmental,
Social, and Governance (ESG) criteria, which do not only have their origin in the
finance industry but are also primarily promoted by it. The proliferation of weak ESG
standards continues, because they are the lowest common denominator for many
powerful market actors, although we are well aware of their many limitations (Berg,
Koelbel, & Rigobon, 2022). Social economy organizations, by contrast, have always
advocated a different understanding of impact, namely one that explicitly stresses
active value creation rather than, for example, the avoidance of harm (Barman, 2020).
The same applies to impact investing, which—as opposed to, for instance, responsi-
ble investment—(Yan, Ferraro, & Almandoz, 2018), favours financing underfunded
industries and organizations that may offer limited financial returns and is clearly
driven by actors within the social economy ecosystem (Mair & Hehenberger, 2014).
The fact that social economy organizations go where it hurts and enter terri-
tory that others avoid, because they may face fewer regulatory restrictions and
have broader mandates from stakeholders, makes them vanguards of social change
(Anheier, 2014). For example, we have recent evidence that social economy organiza-
tions are more likely to take action when other actors are hesitant, for instance when
faced with ‘moral crises’ in situations where organizations are only indirectly affected
by the crises and have some discretion on whether to act or not. Krlev (2022a) for
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instance shows how social economy organizations initiated multi-stakeholder part-
nerships in the context of the economic crisis of 2008 and the refugee crisis of 2015.
Scheidgen et al. (2021) unpack how values-oriented entrepreneurial action, which
worked largely according to social economy principles, was key to developing inno-
vative solutions to the challenges caused by COVID-19. These instances underpin
that the social economy is likely to play a lead role in driving sustainability transitions
within established welfare systems (Frantzeskaki & Wittmayer, 2019).

So, no wonder is the social economy so high on the political agenda of recovery
plans for the post-COVID era, such as on international action plans by the Euro-
pean Commission, the OECD, the ILO, or the World Economic Forum (for more
on international policy activities see Bonnici & Klijn, this volume). However, the
social economy’s first mover feature also increases its vulnerability up to a point
where scholars have called some of its members permanently failing organizations
(Seibel, 2022). This is why the social economy may be more dependent than other
organizational fields on institutional protection, on close integration with the regu-
latory and normative institutions surrounding it, and on collaboration across sector
borders.

Boundary spanners and connectors

Social economy organizations typically seek to have impact beyond their service,
product, or other core activities. An inherent trait of the social economy is that it
almost never operates without also promoting a certain advocacy effort. This can for
instance concern the promotion of democratic or participatory principles (Defourny
& Nyssens, 2021). So what others—for instance, universities—consider a ‘third mis-
sion, namely the transfer of practices and knowledge or wider positive influence
on social practices, represents a core mission to the social economy. Social econ-
omy organizations promote this mission through leading by example as to what
organizations can stand for, what they can be, and what they can do. There is increas-
ing debate regarding the hybridization of the business world, for instance, whereby
hybridization refers to relative shifts in the priority of environmental and social goals
relative to commercial goals and skilful management of the paradoxes that might
occur when different goal sets clash (Smith & Besharov, 2017). Social enterprises
have been known to operate on such principles for decades and therefore serve as
beacons of how positive social change can be achieved (Nicholls, 2006). While this
does not mean that social economy organizations are free from falling into reduc-
tive thinking that propels rather than solves so-called wicked social problems (Gras,
Conger, Jenkins, & Gras, 2019), it shows that social economy organizations’ activities
typically radiate far beyond the boundaries of their own field.

Social economy organizations also push for social change via the processes they
engage in and which they drive, such as the one of social innovations. Research has
found that social economy organizations are critical for social innovation, especially
in the early stages of its evolution, due to a number of organizational traits: they tend
to be well embedded locally; they are proximate to target groups; and they know
vulnerable, marginalized, or excluded target groups well, have access to them, and
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understand their needs (Krlev, Anheier, & Mildenberger, 2019b). What is more, they
are able to exert a function of connectivity between a wide range of diverse actors and
actas brokers of joint action (Bouchard, 2012). Through this capacity social economy
organizations are able to draw other actors in and influence them not only in direct
interaction but also through joint social innovation processes, which typically do not
rest on providing a neat solution to a clear problem, but aim to reconfigure social
structures and practices and thereby push for large-scale, systemic transitions (Pel
etal., 2020). Boundary-spanning effects may for instance include making other orga-
nizations act more entrepreneurially in addressing social problems, whereby social
innovations can be seen as a method or process of extra-preneurship (Tracey & Stott,
2017).

Taking stock: The social economy as a force for change

These traits of the social economy taken together suggest it will become ever more
important in driving change vertically, that is, across levels, spanning from micro-
interactions with target groups to promoting shifts in policy agendas, while also
driving change horizontally, that is, producing spill-overs, forging alliances, and
pushing for action early on across organizations and organizational fields.

A multi-level model of change in and through
the social economy

The two perspectives we have just established are not mutually exclusive, but syn-
ergetic. A common identity of the social economy enhances the recognition and
visibility of the field and its values, practices, and purpose. An important part of its
identity is thereby to initiate and promote change in other fields and thus to serve as
a driver of change or a disruptive field (Wruk, Schéllhorn, Oberg, 2020). In combi-
nation, institutional theory and transitions theory help us paint the big picture and
conceptualize different transformation pathways promoted by the social economy.
In this section we bring all the elements together and develop a multi-level model of
change in and through the social economy.

Zooming into the social economy

We start with a more detailed conceptualization of the organizational issue field
of the social economy. Figure 3.1 zooms in on the organizational issue field level.
As described above, the field consists not only of a set of diverse social economy
organizations, but also of meta-organizations, universities/research centres, govern-
ment agencies and regulators, target groups, and so on. These actors collaborate
with each other and with organizations outside the social economy—such as tra-
ditional businesses—to provide socially useful products and services. In contrast
to many other fields, the social economy is characterized by high permeability and
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inclusiveness. It is also marked by interlinkages to other fields and organizations, for
instance as mentioned previously to strategic corporate activities on social or political
responsibility. These traits are marked in Figure 3.1 by a fluid shape and a transitory
border of the field, which reflects a network or actor-centred perspective on the social
economy (dashed line and what it encompasses).

The social economy, however, also moves beyond those relations in that it shapes
societal debates on relevant issues such as impact measurement or responsible invest-
ment. These issues not only have an influence on social economy organizations
themselves and their interaction partners, but may also affect organizations and fields
that are not in direct contact with the social economy. The wide boundary areas
(shaded circle surrounding the social economy shape) are representative of the issue
field perspective on the social economy, which highlights that there can be many
spillover effects, especially on the level of discourse, and that borderlines are at best
transitory.

Figure 3.1 furthermore introduces three characteristics of the social economy that
bridge stability and change in the field and hold it together: (1) value creation in
ecosystems; (2) positive social change orientation; (3) principles of inclusion and
participation.

Value creation in ecosystems

First, the social economy is dominated by shared value creation in ecosystems.
Research on ecosystems has generally seen a surge in attention over the past years.
The wider organizational issue field of the social economy mainly derives from a
shared mission and meaning and provides an institutional setting for a multitude
of actors to operate in. The ecosystem by contrast has a narrower and more func-
tional orientation, which derives from shared value creation processes, and may
either focus on a local context or on cohesive actor constellations within a global
setting, where aspects of meta-organizing and coordinated joint strategies and prac-
tices play a major role. Some have suggested that ecosystems are a new and more
meaningful level of analysis than industry, exactly because of the qualities just men-
tioned (Teece, 2014). However, ecosystems in the classical sense, despite embracing
some diversity and multitude in the actors they comprise, are marked by a relatively
high actor proximity and similarity. For instance, ecosystems as typically investigated
cover value chains that span from suppliers, to firms, to distributors—all of which
have contractual relations between each other and work on the same or very similar
products or services (Jacobides, Cennamo, & Gawer, 2018).

In contrast to this, we have seen that the social economy is far more fluid and more
encompassing, and not only tolerates but rests on the complementary value that is
created when social economy organizations, firms, or state actors act together, or
at least in mutual dependence. The ecosystem concept has therefore recently been
applied to capture the social value creation processes that become possible at the
nexus of these actors (Audretsch, Eichler, & Schwarz, 2022), and scholars have stud-
ied how ecosystems may manifest in sub-phenomena of our umbrella of the social
economy, for instance in the sharing economy (Laamanen, Pfeffer, Rong, & van de
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Ven, 2018). We argue therefore not only that the social economy can benefit from
the ecosystems concept, but also that the social economy is a prime setting to study
ecosystems. This is because the organizational population is diverse, multi-faceted,
and complex enough to benefit from the multi-layered anchorage of ecosystems and
vice versa. With the ecosystem concept, we thereby take an ego-network perspective.
The structure and composition of ecosystems that radiate around individual social
economy organizations or groups of organizations with similar offerings depend on
their value creation processes and are embedded in the wider organizational issue
field.

Ecosystems may be centrally placed within the organizational issue field of the
social economy. This is for instance the case when social economy organizations
focus their value chain activities on the social economy, for example when social
economy actors form a new meta-organization that is supposed to represent them as
a whole ‘to the outside world. However, more often than not, value chains of social
economy organizations involve actors from outside the social economy. As such,
ecosystems cut across field borders and contribute to creating field overlaps. One
example is social economy organizations in the healthcare sector whose ecosystem
includes hospitals, pharmaceutical producers, and other organizations outside of the
social economy. Figure 3.1 underpins that many different types of ecosystems exist
within the social economy, which may vary by issue areas, geographic areas, regula-
tory fields, or cross-cutting processes in which actors in an ecosystem are engaged,
such as that of social innovation.

Positive social change orientation

Second, both social innovation and other change processes, such as institutional
innovation driven by social economy organizations—for instance, the promotion
of (social) housing for local communities against dominant trends of privatization
(Moulaert & Nussbaumer, 2005)—are representative of the social economy’s orien-
tation at effectuating positive social change. This is symbolized in Figure 3.1 by the
cloud of arrows heading out from the social economy field. Circular arrows indi-
cate that change processes may affect the realm within the social economy itself. For
instance, existing work has evidenced how social enterprises have transformed the
more traditional landscape of the social economy, especially in country contexts that
are highly regulated (Lindsay & Hems, 2004). At the same time, social economy orga-
nizations may also nudge, push, or force other actors into engaging in new types
of action. For instance, social movement organizations may directly or indirectly
promote social innovation activities in corporates that they are targeting through
activism (Carberry, Bharati, Levy, & Chaudhury, 2017).

Many other types of actors have been characterized as engaging in institutional
entrepreneurship (Garud, Hardy, & Maguire, 2016), for example not only in dis-
rupting markets with new products, but in creating a market environment that is
receptive to new regulative, normative, and cognitive orders (see e.g. Child, Lu, &
Tsai, 2007 on the emergence of the environmental protection system in China).
However, one might argue that social economy organizations are the prototypical
institutional entrepreneurs, since there is hardly any social economy organization
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that does not carry an advocacy mandate in its mission. Just think about the protected
spaces the social economy has built, safeguarded, or promoted when it comes to
women’s rights or pacifism (Pauly, Verschuere, Rynck, & Voets, 2021), or an inclusive
model of health and disability (see e.g., Bauer, Wistow, Hyanek, & Figueroa, 2019).
Social economy activities often involve bridging gaps among actors, and acts of polit-
ical brokerage rather than merely relational brokerage (Stovel & Shaw, 2012); that is,
a clear mission to change established institutional practices by means of establishing
mutual connections across diverse actors.

Inclusion and participation

Third, principles of inclusion, participation, and interaction characterize the social
economy field. Social economy organizations involve partners across sectors, actors
within and outside of their ecosystems. These relations and interactions are often a
sine qua non for the social economy’s change orientation. For example, although, as
mentioned before, social economy organizations are often at the vanguard in entering
areas from which others shy away, they often require buy-in, support, and even shifts
in leadership from other organizations, for instance as social innovations mature and
scale (Krlev et al., 2019b), or in situations of crisis when other types of actors may
have more resources or power to act (Krlev, 2022a).

The so-called relational imperative, supposedly in marked contrast to more main-
stream modes of entrepreneurship, has also been highlighted as an inherent trait
of social enterprise, whereby these relations may range from relatively few connec-
tions to webs and wide networks (Phillips, Alexander, & Lee, 2017). Interactions
may occur with involvement of organizations from all sectors and several fields, but
can also be dyadic. Cooperative relations may furthermore be formalized, or they
may be based on loose arrangements and sporadic interactions. Such interactions
may have a strong participatory character and actively include target groups or other
societal stakeholders that are typically not part of an ecosystem. Participation and
inclusion are a prerequisite for creating value in social economy ecosystems. There-
fore, in Figure 3.1 these principles are indicated as part of the ecosystems, whereby
the different qualities of relationships (strong or loose ties) are nuanced by solid or
transitory lines.

Zooming out towards the big picture: Three transformation
pathways of the social economy

Now, the elements that grant the social economy stability and guarantee its continu-
ous renewal give rise to three transformation pathways that the social economy uses
to effectuate change in the wider economy and society. Along these pathways social
economy organizations: promote innovation for impact (black arrows); act as agents
of change (light grey arrows); or engage in and through partnerships (dotted grey
arrows).
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Each of the pathways can occur and provoke reconfigurations in other organiza-
tional environments at three levels of analysis (focus on the middle part of Figure 3.2),
namely as regards: (1) their manifested decoupling of organizational practices from
social economy values such as solidarity or participation (micro level, oval with
excluded star); (2) their rigid field structures (meso level, diamond shape with solid
lines); or (3) their regulatory and normative institutions that are at a far distance to
the field level (macro level, solid and curved arrows with distant starred institutional
links). Figure 3.2 captures the pathways by the three streams of arrows that tackle
existing structures in other fields in the form of a trident, which pierces and pushes
those established structures towards new reconfigurations. The reconfiguration pro-
cess is designated in Figure 3.2 by solid black arrows pointing to the right, which
mark the effectuated shifts.

Reconfigured fields are then less rigid and more permeable (irregular, rounded
shape with dash-dotted lines). Permeability increases for the incorporation of new
organizational practices that embed rather than exclude social economy values
(enclosed star in oval in the lower part of the figure). It also increases as regards the
incorporation of field-institution links, thereby becoming more similar to the close
interconnection between the social economy and its regulatory and normative insti-
tutions (asterisks in the upper part of the figure located at closer proximity to field).
The individual transformation pathways can be characterized as follows.

Specifying the pathways

In the following we only briefly characterize each of the pathways, because they are
elaborated in more detail relative to the presentation of contributions to Social Econ-
omy Science in the next section. Although analytically separating the pathways makes
sense to increase precision, as we have also done to structure the contributions to this
book, actions along one pathway are often combined with actions on another path-
way so that these co-occur. To capture this, Figure 3.2 draws out not separate, but
instead multi-pronged streams of arrows.

Innovation for impact

Innovation for impact can be new technologies, new organizational practices or val-
ues, and logics manipulating organizational decision-making, fields, or institutions
in favour of social and ecological impact. More specifically, social economy organi-
zations may develop standards (e.g., for impact measurement; see Hehenberger &
Buckland, this volume), strategies (e.g., for spurring social innovation; see Huysen-
truyt, this volume), action principles (e.g., designing inclusive digital technologies;
see Mulgan, this volume), or decision logics (e.g., investing socially; see Nicholls &
Ormiston, this volume).

Agents of change
The role of agents of change assumed by the social economy can be more or less
direct. Social economy organizations may act indirectly by serving as prototypes



Social economy 55

or role models showcasing that alternative business models and practices that are
more sustainable work and thereby exert influence on mainstream organizations
(e.g., by showing how organizations can become more inclusive and participatory;
see Battilana et al., this volume). Or they may prompt evolution and change within
the social economy itself by introducing new twists and turns in how it operates
(e.g., by harnessing technology more proactively in promoting the common good;
see Calderini et al., this volume). They may act directly by sparking the diffusion
of alternative ways of organizing within their ecosystems through interactions with
and through other actors (e.g., by knowledge transfer via educational institutions;
see Nogales & Nyssens, this volume). Or they may contribute to stabilizing systems
in turmoil by means of their organizational resilience (e.g., the turmoil caused by
COVID-19; see Chaves-Avila & Soler, this volume). Of course, they may also fail to
act as agents of change (e.g., when they are ignorant of local stakeholders’ needs; see
Brinvall, this volume).

Partnerships

Partnerships are the third transformation pathway. Social economy organizations
may make target groups and citizens at large their core stakeholders (e.g., by engag-
ing them more actively in their innovation process; see Hueske, Willems, & Hockerts,
this volume). They may work at the intersection of and alongside other sectors to
advance joint leadership (e.g., in civic leadership constellations within a local con-
text; see Sancino et al., this volume). They may become receiving favoured partners
of governments (e.g., through gaining unconditional priority and support within a
socially oriented public procurement system; see Varga & Hayday, this volume). Or
they may become delivering favoured partners of public administration (e.g., when
relational contracting between the social economy and governments stimulates ser-
vice delivery with worthy social outcomes; see Carter & Ball, this volume). Finally,
the social economy may become co-shaper of new institutions together with govern-
ment (e.g., in designing new institutional infrastructures for social innovation; see
Miguel, this volume).

Levels of change

Figure 3.2 furthermore highlights that the change effectuated by the social economy
can span from the organizational, to the organizational issue field, to the societal
level.

Organizational-level change

At the organizational level, for example, participatory decision-making and shared
ownership have spread to actors that have not been associated with the social econ-
omy so far. Organizations applying such organizational practices and principles
are populating the platform economy (Scholz, 2016), although their visibility and
influence within that field are surely very limited at the moment.
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Field-level change

With a growing number of adopters within a field over time (moving from bottom to
top in Figure 3.2), change occurs at the level of organizational issue fields. So, the jolt
of and impetus for change does not come from some external factor that is hard to
control, as supposed by the classical multi-level perspective of transitions theory (e.g.,
market pressures, crises, etc.; see Geels, 2005b), but is proactively created by social
economy organizations. A striking example is the unprecedented levels of collective
action mobilized by social economy actors such as those witnessed in the large-scale
hackathons to address challenges of the COVID-19 pandemic (Bertello, Bogers, &
Bernardi, 2021; Gegenhuber, 2020). Such increased interactions with social econ-
omy organizations may lead to changes in the positions organizations have in their
respective fields, eventually creating more overlaps between the social economy and
other fields that may spur further cross-diffusion of practices or values.

Societal-level change
Change also occurs independent of individual fields, on the societal level —especially
through changes of regulatory institutions, but also in broader societal standards and
norms as well as values and meaning structures shaping the decisions and behaviour
of individuals and organizations. The social economy field is marked by a strong
embedding of regulatory institutions. Of course, any organizational issue field is
interlinked with and influenced by regulatory institutions, but the social economy
puts a particularly strong emphasis on shaping laws and regulations. For instance,
due to perpetual institutional work (Arenas, Struminska-Kutra, & Landoni, 2020;
Gond & Boxenbaum, 2013; Lowe, Kimmitt, Wilson, Martin, & Gibbon, 2019), social
economy organizations are typically proximate to policy and at the same time strive
to make it more receptive for the social economy’s needs, but in particular its tar-
get groups’ needs. You could say that the social economy governs with regulatory
institutions, whereas other fields are often governed by regulatory institutions.
Think of the influence of dynamics between the impact investing field, the Impact
Management Project, or the International Sustainability Standards Board on ESG
criteria and reporting. Although dynamics are hard to disentangle and causality hard
to establish, it is because of the constant challenging of ESG standards by more radi-
cal social economy groups and advocates that these are being critically discussed. In
the future this may lead to an upward movement as regards the meaning of standards,
for example when a positive ESG score actually means that positive societal impact
is created, which may be codified in regulatory institutions that in consequence
effectively sanction green-, white-, or impact-washing (Krlev, 2019).

Characterizing the contributions to Social Economy
Science

As described above, this book is organized around the three transformation pathways
we worked out in our multi-level model of change in and through the social econ-
omy. However, there is more to each chapter than being a manifestation of one of the
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pathways. Table 3.1 provides an overview that demonstrates how the chapters con-
tribute to strengthening the common identity of the social economy’s organizational
issue field and how the chapters simultaneously emphasize the social economy’s role
for initiating and promoting social-ecological transitions.

Table 3.1 also displays the range of original theoretical and empirical angles taken
by the chapters, which add to the richness of social economy science. While, due
to the origins of this book, some chapters have an explicit focus on Europe, many
have a more universal character or international focus (especially the global policy
chapter by Bonnici & Klijn, this volume, which belongs to the introductory part that
sets the scene and connects the contributions). The chapters thereby showcase in
an impressive way not only what social economy as a field achieves, but also what
studying it can contribute to knowledge in the social sciences.

Part I: Innovation for impact

Huysentruyt applies a behavioural economics perspective in discussing how innova-
tions can be promoted that are driven not by economic goals but by the desire to con-
tribute to the public good. She emphasizes how shaping debates on innovation—for
instance, by choosing frames that promote appropriate mental models and prosocial
preferences that are embodied by the social economy—can help to raise awareness
of the benefits such innovations can bring. She also introduces mechanisms—such
as licensing schemes, empowerment of meta-organizations, or building appropriate
technological infrastructures—that can be applied to promote innovation in favour
of transitions towards a more sustainable future.

Mulgan focuses on technological innovations such as artificial intelligence and
applies prescriptive social science to outline how the social economy can embrace
such new technologies as part of their models and identity. He suggests that to serve
the public good, we need a profound reorientation of (investment) decisions towards
applications that stress the inclusiveness of technology. What is more, he shows how
new models, programmes, and standards are needed—be they new or updated edu-
cation programmes or standards for sharing knowledge and data within and beyond
the social economy—that embrace social and ecological values more deeply than
existing ones.

Nicholls and Ormiston engage in the sociology of markets and deal with new
investment practices and principles, how they shape the social economy, and how
they initiate change in the finance industry. When investment decisions are increas-
ingly driven by social and ecological aspects, as promoted by social economy actors,
this should have implications for most other organizational fields, eventually leading
to profound changes of their institutional infrastructures. This is reflected in the mul-
tiplicity of drivers stemming from the public and private sector as well as the social
economy for diffusing such practices and principles across the financial industries.

Hehenberger and Buckland use an accountability perspective to show how new
impact measurement approaches, consisting of a set of processes, indicators, and



Table 3.1 Overview of contributions along the three transformation pathways: innovation for impact, agents of change, partnerships

Transformation Authors Original angle Organizational issue field perspective Transitions perspective
pathways What is part of the collective identity? How can change be initiated/promoted?
Innovation for Huysentruyt ~ Behavioural Innovation for the public good as part of the ~ Mechanisms and strategies to promote
impact economics shared identity of the social economy innovation for the public good, which use
new and more appropriate frames to shape
debates on innovation
Mulgan Exploratory and Pro-active embracement and shaping of the Participatory action and collective
prescriptive social technological revolution by social economy intelligence for just and equitable
science actors digitization
Nicholls & Sociology of markets Establishing a new market category at the Mobilization of capital with purpose and
Ormiston intersection of the social economy and the impact orientation that changes logics of
field of finance financial markets
Hehenberger  Accountability and Impact measurement as shared practice and Diffusion of impact measurement
& Buckland evaluation principle in the social economy approaches into other fields and shaping of
societal discourse on managing for impact
Agents of Battilana Democratic Shared and participatory organizational Diffusion of alternative, co-operative, and
change etal. organization models as characteristic of the social democratized practices to change the
economy dominant corporate model
Nogales & Education and Networks between higher education Transversal knowledge transfer between
Nyssens knowledge transfer institutions and social economy universities and social economy for greater
organizations social value creation
Chaves- Organizational/field Social economy performance and Resilience as an outcome of
Avila & resilience relationships relative to the mainstream cooperation-based rather than
Soler economy competition-based organizing
Calderini Entrepreneurship Social-tech ventures (re-)defining new uses Inclusive and green growth as opposed to
etal. of technology the general growth agenda
Brannvall Post-colonial theory Local and non-local interaction in Non-participatory dynamics inhibiting the

ecosystems for social innovation

scaling process and thus preventing wider
social change



Partnerships

Hueske,
Willems, &
Hockerts

Sancino
etal.

Miguel

Varga &
Hayday

Carter &
Ball

Citizen engagement
in science

Leadership

Institutional design

Public management

Contract theory

Target group participation along the social
value creation process of social enterprises
(in parallel to citizen participation in
science)

Arenas in the local/city context that
influence civic leadership and involvement
of the social economy in them

Continuity in the identity of Portugal Social
Innovation as a new institution (the
institution as a durable asset for the social
economy)

Responsible and values-oriented buying
practices of the public sector towards the
social economy

Contracting as a relational (instead of
transactional) device between government,
business, and the social economy

More tailored interventions corresponding
with the needs of vulnerable or excluded
groups

Opportunities (or lack of) transversal
collaboration and visibility of genuinely
civic actors in leadership

New institutional outfit and process as a
blueprint for the redesign of other
institutions

Impact maximization rather than cost
minimization as a governance principle

More effective service provision and
prevention through cross-sectoral
collaboration
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principles, spread within and beyond the social economy. They emphasize how the
impact logic and the tradition of measuring impact shapes the identity of the social
economy, and thereby help it gain visibility and legitimacy beyond its own realm.
They do not only discuss organic processes of cross-diffusion between fields, but also
highlight the role of regulators and how these can contribute to foster such processes
through creating a supportive regulatory framework.

Part Il: Agents of change

Battilana et al. scrutinize social businesses under the lens of democratic and par-
ticipatory organizing. They outline the core affordances of hybrid organizational
structures and practices or those of co-decision-making by employees relative to
the current, substantial societal crises. They then build a bridge to the institutional
context and show how, for example, legal shifts or financial strategies that fos-
ter such new organizational types may propel change across wider organizational
populations.

Nogales and Nyssens analyse the social economy from an education and knowl-
edge exchange perspective. They discuss the possibilities that arise from a two-way
transfer of knowledge as well as co-engagement between universities and other
knowledge actors with social economy organizations within impact-oriented ecosys-
tems. They also consider how educational activities in universities around social
economy practices can level up values-oriented skills for future economy leaders.

Chaves-Avila and Soler investigate social economy resilience in the context of the
COVID-19 crisis. Thereby they advance two arguments. First, they highlight the
importance of the social economy for the resilience of society by showing how social
economy organizations are the first to react to crises. Second, they show that social
economy organizations displayed remarkable resilience to the crisis relative to other
actors. Thereby social economy organizations represent not only a tool to manage
and address change but also a model for how to deal with disruptive change, for
others to follow.

Calderini et al. consider a new evolution within the social economy, in which orga-
nizations heavily rely on technological innovation to advance social goals: so-called
social-tech ventures. Thereby they do not only bridge a formerly perceived divide
between the technological and the social; they also offer considerations on the effects
this may have, including a wider acceptance and legitimacy of technology, or the
emergence of an inclusive as opposed to a smart growth agenda.

Braanvall studies the social start-ups of Western entrepreneurs in Africa under a
post-colonial lens. She highlights how, despite ambitions to the contrary, Western
entrepreneurs often fail to consider the local, native perspective or even do not prop-
erly involve local actors in the development of solutions that are supposedly meant
for them. She outlines how this ignorance may stymie wider transformational effects
by hampering the scaling of social innovation.



Social economy 61

Part lll: Partnerships

Hueske, Willems, and Hockerts draw a striking analogy between participatory pro-
cesses in the social economy and the public engagement of citizens in science. They
work out how, in particular, what they call orgware—that is, organizational structures
and processes that facilitate engagement throughout the process, from identifying
problems to developing solutions—are necessary to get to an adequate level of repre-
sentation, voice, and influence by target groups. They thereby define which elements
the organizational issue field would need to possess, but also project the kinds of
transformations that would be possible if target groups had profound opportunities
of involvement rather than being consulted at the very end of the process.

Sancino et al. focus on developing a civic leadership perspective in local settings,
more particularly at the city level. They demonstrate that besides talk and convic-
tions about the superiority of distributed approaches to leadership and collaborative,
multi-stakeholder action, city leadership is clustered in the hands of a small num-
ber of leaders, often in formal positions of power. By contrast, the social economy
is not very visible. The authors discuss what this implies for (the lack of) integrated
approaches to local challenges and how the situation could be changed.

Miguel provides a compelling account centred on institutional design. Specifically,
he discusses how the Portugal Social Innovation initiative, which is located at the
intersection between the public, private, and social economy spheres, enables more
effective resource mobilization to social economy organizations. He highlights how
the identity of the initiative had to be established and safeguarded as a durable asset
in order not to lose influence over shifts in the country’s political leadership. At the
same time, he outlines how Portugal Social Innovation may serve as a blueprint for
institutional change in other existing institutions—both internally, within the Por-
tuguese public administration, for example, but also in other countries as a new way
of designing market environments in favour of social innovation.

Varga and Hayday start by analysing how established public management prac-
tices focus on optimization for lowest costs and expenditures and then contrast this
situation with a newly emergent practice of reversed procurement practices, namely
buying according to social or effectiveness criteria. They show how such new princi-
ples can establish a more level playing field between the public sector and the social
economy, but also how such a new governance principle can be used strategically for
maximizing social value creation and impact.

Carter and Ball offer a new version of contract theory, which they label relational
contracting as opposed to transactional contracting. They highlight how the value of
outcomes-based contracts, for example through setting up social impact bonds, radi-
ates beyond the direct benefits generated by those funding partnerships. Contracting
as a relational device instead enables the initiation of diverse actor constellations
around societal challenges so that cross-sectoral combinations of competences and
resources leads to more effective service provision and prevention, especially in the
long run.
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Summary: A better grasp over the social economy’s traits
and societal contributions

Organizational issue fields from institutional theory and social change dynamics
from transitions theory are rarely considered in unison, and unfortunately, as a con-
sequence, the different research communities do not speak much to each other. By
bringing them together we contribute in two regards. First, our work combines an
angle on field stability and common identity by which social economy organizations
may fix cracks in society and bridge isolated organizational or issue areas, with a tran-
sitions angle that enables us to integrate dynamics across networks of actors, policies,
and other forms of influence. Second, due to our previously limited ability to merge
these aspects conceptually, the social economy has often been characterized as messy,
disorganized, hard to grasp, and therefore potentially powerless compared to other
actors and fields. Our conceptual reasoning suggests the opposite is true, and the
chapters in Social Economy Science shall be testimony to this claim.
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4
The joint search for new approaches
with a public good benefit

Four strategies and the role of social economy
organizations

Marieke Huysentruyt

Introduction

In a world on fire (global climate crisis), in the grip of a pandemic (health crisis),
and experiencing a steep, socially divisive economic downturn (social and economic
crisis), compelling ideas and approaches that can effectively create both economic
growth and social justice are urgently called for (von der Leyen, 2021; European
Pillar of Social Rights, 2017). Recent years have seen a surge of social and political
movement—so-called contentious crises (McDonnell & Cobb, 2020)—that expose
firms and governments alike to criticism, and advocate social change.' There is a
unique momentum now to build a twenty-first century economy that stands on moral
values, justice, and social considerations (Barney & Rangan, 2019; Bowles & Carlin,
2020; George, Howard-Grenville, Joshi, & Tihanyi, 2016). One potential problem,
though, is that decision-makers rarely foresee incentives for citizens, employees,
groups of individuals, organizations, or groups of organizations to actually explore,
to search in partnership for new ideas and approaches that promote both freedom
and the cultivation of solidarity, fairness, reciprocity, and sustainability, and eco-
nomic prosperity—giving way to the well-known free-riding problem. This raises an
important policy question or opportunity: can policies designed to motivate peo-
ple, communities, or organizations to jointly search for solutions to pressing societal
challenges—solutions that benefit us all but are privately costly to discover—to help
more effectively build a twenty-first century economy?

Inspired by insights from recent experiments finding strong complementarities
between individuals’ prosocial orientation, transparency, and incentives to inno-
vate for the public good, this chapter proposes a comprehensive set of strategies

! Examples include the Yellow Vests (gilets jaunes) protests in France, the Black Lives Matter and
#MeToo movements, the Extinction Rebellion movement, the Occupy London movement, and the Arab
Spring movement.
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available to decision-makers to encourage individuals, communities, or organiza-
tions to search together for solutions that speak to today’s pressing social problems.
Further, for each strategy, this chapter spells out the specific contributions that social
economy organizations can make to enhance its effectiveness. Such contributions
leverage social economy organizations’ ability to recognize and leverage the power
of social ties and social relations and to motivate people to contribute to the (local)
commons and foster prosociality, among other things.

The remainder of this chapter is organized as follows. First, I succinctly present a
theoretical framework from which the four strategies are derived. Second, I present
the four strategies one by one, and detail several promising concrete actions for each.
Third, I discuss the contributions that social economy organizations can make to
improve the success of each strategy: its effectiveness and reach. I conclude with
several directions for future research and policymaking.

Theoretical backbone: A dynamic model of joint
exploration for the public good

The article entitled ‘Exploration in Teams and the Encouragement Effect: Theory
and Experimental Evidence’ that I co-authored with Emma von Essen and Topi Miet-
tinen, published in Management Science (2020), serves as the theoretical backbone
of this chapter. The starting point of this article was the following observation: when
it comes to innovation, we tend to think of innovation whose value can be readily
appropriated by the innovator (through, say, patents or commercialization); inno-
vation that yields predominantly private benefits (think of the private consumption
of a latest consumer electronic device) and comes to light in specialized labs inside
firms (R&D facilities), universities, or in-between spaces (through R&D partner-
ships). Innovation where the value created cannot be readily appropriated, that yields
predominantly public benefits (positive externalities) and comes to light through vol-
untary, decentralized search, remains largely undertheorized and overlooked. Yet,
precisely the latter type of innovation—what we refer to as innovation for the pub-
lic good—has a critical role to play in moving us forward beyond the current global
health, climate, and economic crises. Such innovation can meaningfully address the
problems of poor or declining educational systems, unequal access to affordable
health care, imminent environmental challenges, international terrorism, social frag-
mentation, and chronic offending in low-income, urban neighbourhoods, to name
but a few pressing problems.

Examples of exploration or innovation for the public good abound. Innovation for
the public good can arise at schools when teachers together search for new pedagog-
ical tools to improve the engagement of students at risk of dropping out of school; in
the streets when neighbours spontaneously search for ways to enhance local social
cohesion; in industry-specific networks when industry leaders partner to set new
international standards; online when tech entrepreneurs search for new ways to
match the needs of refugees with citizen initiatives; in a coop when farmers search
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for crop varieties that enhance biodiversity; or at work when employees improvise
to make their peers feel more engaged. These search processes produce knowledge
and can yield the kinds of innovation that prior work has also referred to as social
innovations, inclusive innovation, or responsible innovation.

In von Essen, Huysentruyt, and Miettinen (2020), we first analyse a two-person,
two-stage model of sequential search where both information and pay-off external-
ities exist and then test the derived hypotheses in the laboratory. We theoretically
show that, even when agents are self-interested and perfectly rational, the infor-
mation externality induces an encouragement effect: a positive effect of first-player
exploration on the optimality of the second player exploring as well. When agents
have other-regarding preferences and imperfectly optimize, the encouragement
effect is strongest. The explorative nature of the game raises the expected surplus
compared with a pay-off equivalent public goods game. We empirically confirm our
main theoretical predictions using a novel experimental paradigm. Please refer to the
published article for more details.

By centring on individuals’ willingness to explore and comparing behaviour across
different regimes varying the public good value of discovery and the degree of
uncertainty, our research complements the growing stream of literature in which
experiments are used to study the micro-foundations of innovation and their (social)
impacts (Ederer & Manso, 2013; Burtch, He, Hong, & Lee, 2022). The article is also
closely related to a large literature in behavioural economics that explores the role of
other-regarding preferences to team performance outcomes and public good con-
tributions (Camerer, 2003; Cappelen et al., 2015, Giith et al., 2007; Levati et al.,
2007).

Four main findings of special interest to the present chapter stand out (von Essen
et al., 2020). First, the greater the public value of the innovation (or the pay-off
externality), the more individuals are willing to explore. Second, other-regarding
preferences (and imperfect optimization) increase individuals’ propensity to explore.
Third, the information externality induces a positive informational encouragement
effect: a positive effect of the first-player exploration on the optimality of the second
player exploring as well. Fourth, uncertainty raises rather than decreases expected
overall contributions to explore. Together, our findings underscore the role of pub-
lic value benefits, other-regarding preferences, uncertainty, and learning in the joint
search for the public good.

Strategies that enable joint exploration for the public
good

The theoretical model introduced in the previous section advances four major
factors—individuals’ prosocial inclination, the level of uncertainty regarding
whether a solution can be found, and the presence and size of informational and
pay-oft spillovers—that drive individuals’ incentives to explore together and search
for innovations for the public good. Many of these factors may appear intuitive, but
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some are surprising and have been overlooked. They are all powerful. They provide
a strong theoretical basis for the strategies available to decision-makers who seek to
elicit greater contributions to search for the public good and improve the efficacy of
such search efforts.

Strategy No. 1: Raise the stakes

The greater the shared, public value of discovery, the more people are willing to
explore, just as in the traditional free-riding models. This insight readily points to
a first compelling strategy, which is to attempt to amplify the stakes—the actual
and/or perceived gains from successful search. Concretely, decision-makers may be
well advised to reframe the complex societal problems for which they seek to trig-
ger more innovation in ways that better connect with people, that redress mistaken
beliefs about such problems and/or make more salient the intrinsic benefits from
exploring in partnership, all of which raise the stakes.

Many societal issues that urgently call for new ideas and approaches are hugely
complex and difficult to grasp or connect with. Take climate change, for example.
More information about why climate is changing, or even its impacts on polar bears,
may satisfy our curiosity but does not necessarily make us more concerned about cli-
mate change or more willing to search for climate actions. Climate change is abstract
rather than concrete. People often think of climate change as something that happens
to faraway people and places. Global warming is often perceived as a niche issue.
An important way to encourage people to get activated and search for alternative
solutions, therefore, concerns the way we frame societal issues and the public good
benefits that exploration yields. To close the psychological distance with which peo-
ple view environmental and social challenges and elicit climate actions, for example,
Hayhoe (2022) suggests we relate climate change to things people care about on a
day-to-day level, such as the future of their children, social justice, or outdoor sports.

Issue frames are often chosen inadvertently, even in a setting where intrinsic
motivation is known to play an important role, as if they matter little. However, a
large and robust literature in the social sciences has demonstrated that seemingly
minor changes in the framing—what we communicate about an issue, programme,
or challenge—can have surprisingly large behavioural effects (e.g., Durand & Huy-
sentruyt, 2022; Ganguli, Huysentruyt, & Le Cog, 2021). Issue frames and subtle
informational cues can affect selection or whose attention we attract as well as subse-
quent exploration efforts, and thus the quality of exploration outcomes. To illustrate,
in a field experiment that I and co-authors conducted in collaboration with one of
the United Kingdom’s largest support agencies in the field of social entrepreneur-
ship (Ganguli, Huysentruyt, & Le Cog, 2021), we found that an emphasis on the
monetary rewards that the agency provides appeals to more money-orientated can-
didate nascent social entrepreneurs, crowding out their more prosocial counterparts.
The selection resulting from the extrinsic monetary incentive cue also led to worse
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performance at the end of the one-year grant period.> In sum: framing matters.
Different people have different concerns and priorities, so there is no one fram-
ing that is right for all situations. Issue frames, however, influence the efficacy of
communication about the issue.

The complexity of many societal issues may also lead us to hold incorrect or
unclear mental models of the various systems they involve (Orion, 2002; Kempton,
1986). It is human nature, however, to avoid complexity (Bettinger et al., 2012; Bhar-
gava, Loewenstein, & Sydnor, 2015; Hastings & Weinstein, 2008; Kling et al., 2012),
because complexity tends to make us feel uncomfortable. Studies have shown that just
simplifying information can affect parents’ school choices (Hastings & Weinstein,
2008), individuals’ healthcare decisions (Bhargava, Loewenstein, & Sydnor, 2015),
individuals’ savings decisions (Beshears et al., 2015), utilization of welfare benefits
(Bhargava & Manoli, 2015) and individuals’ take-up of services offered by corporate
social initiatives (Durand & Huysentruyt, 2022). The risk is that the cognitive strain
imparted by a societal problem’s complexity (or the possible benefits from a solution)
creates sufficient negative feelings about it that people will ignore or avoid the oppor-
tunity to innovate. This suggests an important role for decision-makers, which is to
raise awareness about today’s pressing social problems and make salient the impacts
of alternative solutions using simple but accurate, actionable, and action-oriented
terms.

Finally, decision-makers may be tempted to raise the stakes by introducing a pri-
vate benefit attached to successful exploration for the public good; say, by offering
monetary rewards. However, recall my example of a field experiment about mone-
tary incentives, which showed that this can backfire. Consistent with our own work,
Deserrano (2019) shows that financial incentives can crowd out the most pro-socially
motivated applicants for a job vacancy at an NGO, and lead to lower performance
of the new recruits. Monetary incentives can crowd out moral sentiments or proso-
cial behaviour (Bowles & Polania-Reyes, 2012), such as blood giving (Titmuss, 1972)
or charitable donations (e.g., Gneezy & Rustichini, 2000; Ariely et al., 2009; for
review articles see Gneezy et al., 2011, Bowles & Polania-Reyes, 2012). Decision-
makers are therefore well advised to prioritize the use of intrinsic incentives linked
to exploration—for example, by triggering image or status concerns, giving people
a greater sense of self—and collective efficacy, or making salient the valuable social
ties that searching together helps to build.

To sum up, a first promising strategy available to decision-makers is to boost
people’s expected payofts from discovery. Concrete actions involve issue reframing,
simplifying information, and correcting flawed understandings of pressing societal

> Guzman, Oh, & Sen (2020) similarly examine the effect of social or money frames on selection of inno-
vative entrepreneurs into a competition and find that women and individuals located in more altruistic
cultures were more responsive to the social impact messages than by the money. The power of seemingly
minor content cues has been empirically shown in a wide range of consequential decision-making areas,
including important career-related decisions (Dal Bé et al., 2013, Ashraf et al., 2020, Desaranno, 2019,
Guzman et al., 2020, von Essen et al., 2020) consumer finance (Choi et al., 2017), charity giving (Kessler
& Milkman, 2018), organizational public goods (Blasco et al., 2019), academic science (Ganguli et al.,
2017) and crowd science (Lyons & Zhang, 2019;
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issues, and finally tapping more explicitly into intrinsic motives to elicit individual
contributions to joint search efforts for the public good.

Strategy No. 2: Boost information-sharing

In settings where search is distributed and voluntary, it is essential that individuals
can share and update information about which solutions are potentially still feasi-
ble and about others that have been tested and abandoned during the search process
(von Essen et al., 2020). This not only increases motivation to explore (encourage-
ment effect), and thus the amount of search effort expended, at least when there
is a high probability of finding a solution, but also increases search efficiency as
it helps avoid duplication efforts. A second strategy therefore for decision-makers
so as to improve search for the public good revolves around information-sharing:
incentivizing greater sharing of information about tried-but-failed solutions.

Prior work on learning communities suggests that, most importantly, trust and
a shared passion lead people to band together and exchange knowledge. One way
to build trust is to create the opportunity for repeated interactions. Many commu-
nities of practice indeed meet regularly—for lunch on Fridays, say—though some
communities of practice are connected primarily by email networks (Wenger & Sny-
der, 2000). It is interesting to note that the large and influential body of work led by
Elinor Ostrom would suggest that face-to-face communication is essential to sustain
joint exploration efforts over time (Ostrom, 1998, 2002). Whether this still holds true
today is an interesting question that warrants further systematic scrutiny. Overall,
information-sharing infrastructure ideally foresees incentives to encourage repeated
interactions between its contributors.

Arecent trend in academic research calling for greater transparency resonates well
with the underlying idea of accelerating information-sharing. It seems that the cre-
ation of simple online repositories, carefully curated or peer reviewed by high-status
individuals, represents a powerful way forward, increasing individual incentives to
share valuable lessons learned.?

A distinct, but complementary, way for decision-makers to encourage
information-sharing and thus accelerate discovery is to attempt to transform
or activate dormant knowledge. To see this, consider the notion of recombinant
innovation, where old ideas can be reconfigured in new ways to make new ideas
(Weitzman, 1998). Since most ideas or parents lie idle, they represent an important
source of underutilized information (old ideas). Decision-makers could mandate
or strongly incentivize patent-holders to make available their patents or knowledge
for social purposes, for instance by granting time-bounded permission to use their
knowledge in pre-defined markets for societal value creation. The idea is somewhat
reminiscent of government schemes seeking to ensure access and use of generic

* For a recent example, see: https://aletheia-platform.netlify.app/
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drugs (such as for HIV/AIDS).* Relatedly, innovation agencies, public and private
alike, could mandate that recipients of innovation grants make available their
knowledge, notably to bolster discovery for social goals or present an action plan
themselves as to how they plan to accelerate the social impact of their innovations.
Government certainly has some clout in implementing such regulation as public
funds play an important role in the financing of research (Mazzucato, 2015).

In sum, a second compelling strategy available to decision-makers is to ease and
encourage greater information-sharing among people, communities, or organiza-
tions. Concrete actions are wide-ranging: they include building new or supporting
existing information-sharing initiatives that leverage the power of repeated interac-
tions to build trust and elicit high-quality information-sharing, as well as encourag-
ing the accessibility and use of old or dormant information to accelerate successful
discovery.

Strategy No. 3: Promote prosociality

The stronger an individuals other-regarding preferences, the more likely it is that
he or she will contribute to a joint search for the public good. This is a power-
ful insight. Luckily, people’s preferences are much more malleable than we tend to
believe. Hence, there are a host of actions that decision-makers can undertake to
promote or strengthen prosociality.

At the organizational level, a fast-growing recent literature has suggested that
purpose-driven organizations are especially well positioned to harness and incul-
cate greater prosocial motivation among their stakeholders, notably their employees.
Henderson (2021) conjectures that this gives purpose-driven organizations a com-
parative advantage to explore systemic innovation. Purpose can give more meaning
to work (Pink, 2011), create a stronger sense of identity (Akerlof & Kranton, 2005),
and consequently raise productivity and elicit higher-quality, more creative searches
(Burbano, 2016; Bode & Singh, 2018; Besley & Ghatak, 2005). Tsui (2012) makes
a strong call for infusing organizations with more compassion, defined as an affec-
tive state and a broad class of emotional and behavioural responses that motivate
the desire to help when one witnesses suffering. Compassion is closely associ-
ated with sympathy, kindness, tenderness, warmth, caring, or love (Goetz, Keltner,
& Simon-Thomas, 2010). Perspective-taking, focusing on another’s viewpoint and
emotions—a fundamental aspect of meaningful communication—has also been
found to promote prosociality (Chatruc & Rozo, 2022). Other research, including
my own (Andersson et al., 2017), has found that organizations with a more prosocial
culture are better attracting prosocial employees. Together, these studies underscore

* Impact Licensing Initiative (http://www.impactlicensing.org/), a non-profit start-up, has already
stepped up to this challenge, and in a variety of social problem areas—ranging from medicine, renew-
ables to mental health—is thinking up new applications, business models, and partnerships that allow
technology holders to leverage their technology towards making progress against these problems.
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the importance of softer aspects of management, such as prosocial culture, social
purpose, compassion, and perspective-taking, to promote prosociality at work. The
Pact Law of 22 May 2019 in France is in this respect a good example of how decision-
makers can promote softer aspects of management. This law mandates companies in
France to clarify their mission, beyond profit maximization.

Organizations can also try to leverage the prosocial interests and preferences of
people external to their organization to improve innovation outcomes. Individuals
who strongly value prosociality and openness to change are more likely to be able to
see systems as malleable and to be able to imagine systemic transformation (Stephan
& Huysentruyt, 2020). Targeted search, whereby ideas are sourced from individuals
who strongly value self-transcendence and openness to change, has been found to
yield more creative ideas for corporate sustainability innovations. This is not trivial
as past research has found that corporations using broadcast search processes are not
only often overwhelmed by the large number of ideas to evaluate, but that they also
tend to select the ideas that are the least innovative or novel relative to their own past
experiences (Piezunka & Dahlander, 2015).

At a broader, societal level, recent literature suggests that deliberate efforts to
nurture prosocial preferences or attitudes among children can work. Kosse et al.
(2020) analyse such one such programme that was tested in Germany, targeted at
second-grade children of low socio-economic status families. The programme pro-
vides children with a mentor for the duration of one year. Conceptually, the idea of
the programme was to extend a child’s horizons and to foster the acquisition of new
skills and experiences through social interactions between mentor and child. The
mentor enriches a child’s social environment and serves as a potential prosocial role
model. Evaluation of this programme revealed that two years after the programme,
children who were assigned to the programme revealed a significant and persistent
increase in prosociality.

A third compelling strategy available to decision-makers is thus to boost and/or
tap prosociality. Concrete actions involve promoting soft management skills such as
purpose, culture, and perspective-taking; supporting open innovation initiatives that
target individuals who strongly value prosociality and openness to change; and devel-
oping educational programmes that nurture prosociality, especially among young

kids.

Strategy No. 4: Embrace an uncertainty mindset

Uncertainty in the production process of joint research for public goods, perhaps
surprisingly, raises expected surplus compared to a pay-oft equivalent public goods
setting without uncertainty. This insight underlies our fourth and final strategy,
which is for decision-makers to embrace an ‘uncertainty mindset’ (Tan, 2020). This
may seem somewhat counterintuitive, as our brains are hardwired to see uncertainty
as a risk or threat. It is physiologically normal to feel stress when faced with unfa-
miliar situations. However, recent research has found that embracing uncertainty,
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rather than denying it, makes teams more effective, innovative, and adaptable—and
happier, too. Avoiding the negative feelings or discomfort that uncertainty tends to
generate can indeed become a barrier to learning and ultimately performance. Thus,
decision-makers are well advised to not only play up the uncertainty characteristic
of search processes, but also help individuals embrace uncertainty.

One concrete action to this effect is for decision-makers to talk about the uncer-
tainty that search involves; to be explicit about it, rather than hide it. This should
trigger greater search contributions. At the same time, this may also help ‘normal-
ize’ the idea of confronting or embracing uncertainty. Relatedly, decision-makers
may seek to help people be more accepting towards uncertainty. Because acceptance
allows us to see the reality of the situation in the present moment, it frees us up
to move forward, rather than remaining paralysed (or made ineffective) by uncer-
tainty, fear, or argument. To practise acceptance, we surrender our resistance to a
problematic situation and to our emotions about the situation (Neff, 2012).

Practising humility, defined as appreciating the strengths of others, acknowledg-
ing one’s limitations, and seeking feedback for improvement, also helps to embrace
uncertainty. Prior research has found that greater humility among senior execu-
tives regarding their organization’s efficacy to respond to complex societal challenges
alone leads them to adopt complex systems frames and helps them to recognize the
value of local constituents’ resources and capabilities and become more willing to
join meta-organizations and search for solutions in partnership (Valente & Oliver,
2018). Meta-organizations, defined as organizations of collective action made up of
autonomous organizations or individuals that are not bound by authority but share
a system-level goal (Gulati et al., 2012), in turn show special promise to host joint
exploration efforts.

To sum up, a fourth strategy targeted at improving joint exploration is to promote
an uncertainty mindset—concretely, to play up the uncertainty that search processes
involve, and promote the acceptance of uncertainty and practising humility.

Role of social economy organizations

Social economy organizations, including associations, cooperatives, foundations,
mutual organizations, and social enterprises (OECD, 2022), are widely thought to be
at the forefront of social innovation. Many attempt to develop innovative solutions
to improve the quality of life and wellbeing of individuals and communities while
addressing socio-economic and environmental challenges, including those emerging
with the COVID-19 pandemic and climate crises. Together, they help us imagine and
realize an economy that embraces freedom and the associated norms of reciprocity,
altruism, and fairness to enhance growth and wellbeing. Yet, their contributions are
often marginalized from political discourse.

Characteristic of social economy organizations is their ability to recognize and
leverage the power of social ties, relations, and pressures (often locally) to motivate
people to contribute to the (local) commons and foster prosociality, among other
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things. This section builds on a large and robust literature that has demonstrated the
many strengths (and weaknesses) of social economy organizations. What is new is
that it identifies the distinct contributions of social economy organizations to ensure
the successful elaboration and implementation of the four strategies available to
decision-makers to promote joint search for the public good. Below, I discuss the
potential for social economy organizations to strengthen the efficacy of each strategy,
one by one.

To help raise the stakes more effectively: Many non-profit advocacy organiza-
tions, such as Greenpeace and Amnesty International, hold invaluable insight into
how to reframe complex societal problems and redress mistaken beliefs about such
problems. As they compete against a growing number of social economy organiza-
tions in an environment that has become increasingly ‘noisy” with information, they
are hard pressed to find more effective means to be heard. A recent study evaluat-
ing the different frames used by environmental advocacy organizations suggests that
an economic frame and a personal frame are most effective to mobilize behavioural
support (Zeng, Dai, & Javed, 2019).

Social economy organizations are renowned for putting a lot of emphasis on
intrinsic benefits of being (and staying) involved. They typically leverage intrinsic
incentives to motivate their staff and limit the use of extrinsic rewards, mindful of
the potential crowding-out effects that the latter can produce. They often deliber-
ately pursue the cultivation of moral sentiments to enhance their functioning. At the
same time, social economy organizations are also well positioned to alert us to the
‘dark sides’ of strong intrinsic motivation—they can contribute to the development
of burnout, mental health problems, and so on.

In a similar vein, funders of social economy organizations, such as the World
Bank, have been testing alternative payment schemes whereby funding is conditional
upon social outcomes (for example health outcomes), the underlying idea being
that this strengthens people’s intrinsic incentives to deliver social goods. Further,
social economy organizations may be required to spend the bulk of the funds on
organization-level inputs, such as equipment or employee training, not on personal
benefits such as wage increases. Together with co-authors, I have studied the impact
of performance-based finance in healthcare in the Democratic Republic of Congo
and found that such schemes can effectively help improve operating efficiency and
reduce stillbirths and neonatal deaths (Fangwa et al., 2022).

In sum, social economy organizations can help decision-makers think up effective
ways to play up the public benefits that successful discovery yields and make salient
intrinsic rewards, and thus raise the stakes, encouraging greater joint search for the
public good.

To encourage people to share information: Many social economy organizations
rely on information-sharing mechanisms to achieve their mission, be it to promote
recycling (Barnosky, Delmas, & Huysentruyt, 2022) or the adoption of new agri-
cultural technologies (BenYishay & Mobarak, 2019). Consider the example of Yoyo,
a French social enterprise focused on making recycling not only more convenient
but also more fun (The Yoyo team, 2023). Yoyo has created a network of coaches
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and sorters in six major cities in France (Paris, Lyon, Bordeaux, Marseille, Reims,
and Mulhouse). The system is simple: sorters sign up to the platform, then choose
a local Coach, drop by to pick up their first bag, and then start filling it with plas-
tic bottles. Once full, the bags are returned to the Coach, and then Yoyo picks up
the bags and delivers them to the nearest recycling centre. Sorters receive points for
diverting plastic bottles from landfill, which they can exchange for gifts. Yoyo builds a
sense of community by creating social links locally and exploits those links to attract
new recruits, sustain commitment over time, and notably spread information. It puts
great emphasis on positive reinforcement and steers away from shaming, let alone
penalties. Relatedly, many social economy organizations have become increasingly
savvy about how to diffuse information widely and cost-effectively. Recent stud-
ies have found that seeding simple information with highly central individuals in
local networks—gossipers’ in Banerjee et al. (2019)—can lead to greater diffusion
than relying on random individuals. In our context of joint search for public good
solutions, highly central individuals may also be able to accelerate the spread of
information and, if trusted, encourage information-sharing itself.

Many social economy organizations curate online information platforms (with
DIY tips and tricks or on parenting skills) as well as communities of practices (for
example in global health). Their non-profit status often acts as a credible sign that
they do not seek to profit from individuals’ willingness to share ideas or shirk on
costs in the interest of profits.

At a societal level, social economy organizations are also believed to play an
important role in democratizing societies—encouraging people to speak up and
express their opinions; representing a plurality of perspectives; enabling individu-
als to engage in self-determined actions and to challenge existing norms. Whether
these practices also lead people to share information in the context of joint search
for public good benefits remains unclear. This may well depend on the importance
of individualism in the society.

Finally, social economy organizations could also play an active role as licensee—
leveraging underexploited knowledge (patents) to better address pressing societal
problems. Hybrid social economy organizations, those that mix a charity logic with
a commercial one, are likely to garner most trust among businesses (with dor-
mant technology). In my own work with Ute Stephan, I have found that social
entrepreneurs are better at identifying the most creative opportunities for sustainable
innovation relative to mainstream business entrepreneurs and employees (Stephan
& Huysentruyt, 2020). For these reasons, social entrepreneurs, who tend to be very
open to change and value self-transcendence, may well be perfect candidates to strike
social licensing agreements with.

In sum, with respect to enabling and accelerating information exchange, decision-
makers can seek to mobilize the contributions of social economy organizations in
three distinct ways. First, decision-makers could try to expand the most successful
information-sharing platforms and communities that social economy organizations
curate. Second, they could try to adopt lessons learned from social economy orga-
nizations in terms of how individuals can be encouraged to freely voice their views
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and share information, and how such information can be most effectively diffused.
Finally, they could seek out social economy organizations as candidate social impact
license holders.

To help spread prosociality: Social economy organizations have a rich tradi-
tion of leveraging prosocial values (such as compassion and empathy) and prosocial
behaviours (such as caring, volunteering, and giving) to serve their social cause and
ensure organizational sustainability. These are precisely the values and behaviours
that are expected to lead individuals to engage more in joint exploration for the public
good.

Many social economy organizations target the wellbeing of children and youth,
using, for instance, mentors to elicit greater prosociality. Their practices, when lever-
aged by schools or even preschools nationwide, have tremendous potential to affect
not just student outcomes in the short term, but also wellbeing in the longer run.

However, social economy organizations can also have a more indirect impact on
prosociality in society. For example, many social economy organizations partner
with for-profit firms, including large multinational companies, through, say, corpo-
rate social initiatives (Durand & Huysentruyt, 2022), cross-sectoral collaborations
(Bode, Rogan, & Singh, 2019), or market-exchange relationships (such as procure-
ment). Such collaborations can help strengthen the prosocial preferences of the
firms” employees, and thus represent another powerful conduit to spread prosocial
preferences.

In sum, with respect to strengthening individuals’ prosociality, decision-makers
can seek to support or scale the activities of social economy organizations committed
to spreading prosociality at large and of those with a goal to promote prosocial-
ity among children and youth, in particular. Further, decision-makers may wish
to encourage the emergence of cross-sectoral collaborations, whereby collabora-
tions with social economy organizations can help raise the prosociality of all actors
involved.

To help promote an uncertainty mindset: Many social economy organizations
face increasing uncertainty: notably financial uncertainty, but also institutional, pol-
icy, and impact uncertainty. Many social economy organizations operate in nascent
markets or weak contexts where strong blueprints are missing and thus where
uncertainty prevails. These contexts push them to find ways to navigate growing
uncertainty, including embracing it as a force for innovation and survival. One par-
ticular response is to pursue effectuation decision-making processes, rather than
causation pathways. Accordingly, social economy organizations will start with their
means (not with their ends), leverage contingencies, set affordable loss, form part-
nerships, and control the controllable (Sarasvathy, 2001). They take the future as
fundamentally unpredictable, yet controllable through human action. Effectuation
evokes creative and transformative tactics.

From organizational culture to organizational design, there are many factors at
the level of an organization that will influence the extent to which its members are
encouraged to explore. For instance, a tolerance for early failure and rewards for
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long-term success have been shown to be effective in motivating innovation (Ederer
& Manso, 2013).

Many social economy organizations act on systemic problems, whereby it is often
difficult to disentangle the impacts that they make from those of the many other
actors involved. This gives rise to problems of attribution and impact uncertainty.
Social economy organizations therefore hold invaluable lessons learned regarding
how to cope with impact uncertainty and avoid that this undermines stakeholders’
motivation to contribute.

In sum, to encourage people to embrace uncertainty and jointly explore for the
public good, decision-makers may seek to promote effectual reasoning, tolerate
early failure and reward longer-term success, and make salient the many types of
uncertainties, including impact uncertainty, that these search processes involve.

Conclusion

In many domains there is a pressing need for decision-makers, public and private
alike, to encourage individuals, communities, or organizations to partner up more
and jointly search for solutions that are intrinsically public goods. However, these
settings suffer from the free-riding problem when exploration is privately costly and
cannot be contracted upon, and benefits are shared and cannot be privately appropri-
ated. In this chapter I have asked what are the most promising strategies available to
decision-makers to overcome the free-riding problem and encourage a greater joint
search for the public good. I used a theoretical two-person, two-stage exploration
model, validated in a controlled laboratory setting, to derive four key strategies. They
are: to raise the stakes or the expected gains from successful exploration; to make
information-sharing easier and more desirable; to nurture prosociality among peo-
ple; and to embrace an uncertainty mindset. While there are many ways in which
decision-makers can put these strategies into practice, I argue that one promising
and cost-effective way is to leverage the unique know-how and capabilities of social
economy organizations. Table 4.1 provides a summary overview.

There are two limitations worth highlighting and discussing. The findings in von
Essen, Huysentruyt, and Miettinen (2020) suggest that the four strategies to promote
innovation for the public good are complementary, that is, that their effects on explo-
ration for the public good reinforce one another. But this remains to be shown in
the field. Second, uncertainty can be fractioned into two distinct psychological con-
structs: risk (known probabilistic outcomes) and ambiguity (unknown probabilistic
outcomes). In this chapter I focused on uncertainty as in risk and/or ambiguity;
however, in some specific innovation settings, it may be worthwhile to disentangle
the two.

The work presented here opens a rich agenda for future research. What is the cost-
effectiveness of each strategy, and of specific underlying actions? Might there be an
ideal sequencing or ordering of strategies with which to take these strategies to the



Table 4.1 Four strategies to promote joint search for the public good, concrete actions, and contribution of social economy organizations

No  What is the strategy? What actions would help decision-makers realize What can social economy organizations do to
the strategy? improve success of the strategy?

1 Raise the stakes Reframe the societal challenge Advise on what are most effective communication
Correct mistaken beliefs about the societal challenge ~ frames
Make more salient the expected public good benefits ~ Advise on how to exploit intrinsic incentives without
from successful discovery backfiring
Strengthen intrinsic incentives to explore

2 Boost information-sharing Create trusted spaces for people with a shared Make available and scale up information-sharing
passion platforms that they already curate
Scale up existing information-sharing platforms Advise on how social networks can be used to
Transform dormant knowledge accelerate the sharing and diffusion of information
Mandate recipients of innovation grants to make Generate creative ideas for how dormant knowledge
available their findings can be reconfigured

3 Promote prosociality Support the development of purpose-driven Advise on how to nurture prosociality
organizations Contribute to narrow search for sustainability
Promote softer aspects of management challenges launched by businesses
Encourage open innovation initiatives with social Scale up their educational programmes on fostering
entrepreneurs prosociality
Develop educational programmes that nurture
prosociality

4 Embrace an uncertainty mindset Talk about uncertainty Talk about uncertainty in their fundraising

Promote acceptance of uncertainty
Promote self-compassion
practice humility

campaigns

Advise on how to strengthen uncertainty acceptance
Scale up their activities that promote
self-compassion and humility
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field? What happens when there is uncertainty about the ‘state of the world’ in which
we live—that is, whether a solution to the societal problem can be found with high
or low probability: might this change our policy recommendations?

This chapter does not claim that strategies targeting innovation for the public good
are the only solution to today’s climate, health, social-economic, and contentious
crises. Nonetheless, it advances that sensible innovation policy design is a key part
of the solution to rebuilding an economy that stands on moral values, justice, and
social consideration. Social economy organizations have an essential role to play in
making these strategies work.
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5

The social economy and the Fourth
Industrial Revolution

The risks of marginalization and how to avoid them

Geoff Mulgan

Introduction: the challenge of the 4IR

The Fourth Industrial Revolution (4IR) is a broad framework or umbrella term cov-
ering not just data and artificial intelligence (AI), but also their links to physical
objects: infrastructures, cars, homes, and cities. Some of the writing on it is pure
hype. But it also describes important, and very real, trends.

The 4IR presents big challenges to the social economy. A decade ago, there were
high hopes that the social economy would play a dominant role in the next phase
of the digital economy, and in particular the spread of new platforms. This was the
promise of the sharing economy that would allow people to share their time, their
goods, and their services more easily. These promises precisely echoed the earlier
hopes that the internet would usher in a world of equality and democracy, flattening
hierarchies of all kinds. Instead, just as the internet ended up dominated by a small
number of global companies, so did the sharing economy field end up dominated by
for-profits such as Uber and Airbnb.

I have been closely involved as a funder and investor in many projects—some in
civil society, some commercial, and some public sector. I have, for example, seen
the struggles to turn ‘platform cooperativism’ from a promising concept into a plau-
sible option for running services at significant scale. But these alternatives remain
marginal and a similar pattern could happen with the next generations of AL So, it
is important to be clear about how the social economy in all its forms can act more
strategically to shape the development and application of this family of technologies.

Unfortunately, this task is not helped by the fact that much of the commentary
on the 4IR—both enthusiastic and critical—takes a technological determinist view
whereby new technologies directly shape society (either generating new wealth or
corroding democracy or similar; examples include Zuboft, 2019), rather than recog-
nizing the potential to shape the direction of both R&D and applications, and the co-
evolution of technologies and social systems. Instead, I argue for a better combination
of policy action and what I call ‘exploratory social science’—the deliberate
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mapping out of desirable new social arrangements and governance (Mulgan,
2021).

Understanding the technology: Al and related
data as GPTs

Let me start with a brief description of the technologies that are making new
options possible. There are many different strands of digital technology relevant to
this discussion, including both hardware and software. They include data and the
widespread use of data, whether for analysis, customer relationship management,
policy, or almost everything else.

There is a long history of research into what are called GPTs, or general purpose
technologies. Past examples include the car, electricity, and the telephone. These tend
to have transformative effects on many areas of life and the economy. Digital tech-
nologies include many potential GPTs. The ability to data well has become essential
for many areas oflife, from marketing to managing pandemics. Another cluster of rel-
evant technologies is the platforms—of many kinds, whether for selling, for exchange,
or for social interactions. Again, these are ubiquitous in daily life: mainly commer-
cial ones such as Facebook and TikTok, but also including non-commercial ones
such as Wikipedia. Then there is AI of all kinds, including machine learning (ML),
which is embedded in generic tools—accounting, payroll and HR, customers—and
in many of the devices we carry around, and is widely seen as a GPT. There are
also other variants of Al including computer vision, robotics and natural language
processing, conversational interfaces such as Amazon’s Alexa or Microsoft’s Cortana,
augmented/virtual reality interfaces, and powerful new tools such as ChatGPT that
could turn out to represent a leap in the capacity of Al to handle language and mean-
ing. Finally, there is the related umbrella term of ‘the Internet of Things, which refers
to connections between physical objects and the tools that are used to manage energy,
transport, and buildings. This broad family of technologies has the potential to affect
almost every aspect of the social economy and civil society: how it organizes, how it
connects to citizens, how it learns, and how it manages money.

Ethics and regulation to guide the 4IR

The 4IR—a broad umbrella term for the many technologies mentioned above—was
first promoted by the World Economic Forum and has been picked up enthusi-
astically by business and some governments. Civil society has had relatively little
involvement (I use civil society as a broader category than the social economy,
including charities, campaigns, and social movements as well as more obviously
economic organizations such as social enterprises, mutuals, and coops).

There are the beginnings of a scholarly literature on the possible social impacts of
the 4IR but it is often quite thin (Callahan, 2014), and more focused on ethics offering
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general principles (Floridi et al., 2018) rather than detailed analysis of social impacts.
The main focus has been on the various ways in which AI could threaten values—
truth, peace, democracy, and so on—through algorithmic warfare or the proliferation
of fake news or deep fakes; algorithmic bias built into decision-making tools, partic-
ularly in fields such as criminal justice; and potential abuses of facial recognition and
other tools. Greater vigilance of this kind is clearly vital as AI becomes more ubiq-
uitous and plays a bigger role in decisions, and the extraordinary philanthropic and
commercial funding for centres for Al ethics around the world is welcome.

However, this work has tended to be general rather than particular; it has tended
to exclude politics; and, apart from a handful of exceptions (New Technologies and
Digitisation, 2020), there continues to be little work on public policy options (so that
policymakers in the European Commission and national governments have had to
develop the options for themselves). While many of the ethical proposals that have
been made are sensible (Floridi & Cowls, 2019) they have been relatively limited in
their impact (Horvitz, 2017), often lacking nuance on social implications, let alone
strategic options (Taddeo & Floridi, 2018), and tending to generate codes or lists,
which in turn have turned out to be hard to implement (Mulgan, 2019). In the wake of
GDPR, some moves have been made to enhance the social dimension of technology,
with the EU at the forefront of moves to require algorithms to ‘explain themselves’
and the idea of using counterfactuals (i.e. statements of how things could have been
different) to explain algorithmic decisions without having to ‘open the black box’
(which may be necessary given the huge complexity of some current Al applications).
The EU has also moved ahead with comprehensive legislation banning uses of algo-
rithms for facial recognition and social credit, mirrored on the other side of the world
by new legislation introduced in China in late 2021.

Promoting technology for good

Most of these moves have presented the technologies of the 4IR as a threat that needs
regulation and constraining. On the other hand, there have been some moves to pro-
mote more socially oriented AI. Healthcare is probably the most advanced, with Al
used for diagnosis, chatbots for patient interactions, covered in many surveys. There
are many examples in agriculture—using ML to spot patterns in crops, such as Aer-
obotics combining drones and Al to spot pests, or the Ethiopia Coffee Exchange
providing a range of informational feedback to growers. There is a great deal of Al in
education—for curriculum design, assessment, direct online delivery of material cus-
tomized to individual pupils (Baker et al., 2019)—including specific funding streams
(I initiated one of these in the UK, particularly focused on commissioning tools that
would make teachers’ lives easier). There are some uses of Al in democracy—such as
Polis and other tools for orchestrating debate, as used in vTaiwan (an online—offline
consultation process which brings together various stakeholders) and elsewhere—
and there are some more specialist applications such as refugeesAl, designed to help
with resettlement.
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Civil society (Mulgan et al., 2018) has become more effective at using already
mature digital technologies, though less so in terms of the leading edges. This is
apparent in the growing digital social innovation field in Europe, which has con-
nected the growing community of several thousand charities, social enterprises, and
grassroots groups using data sharing and interoperability across Europe. There are
many good examples of initiatives to raise capacity in civil society, from TechSoup
in the US to cibervoluntarias in Spain to CAST in the UK. DataKind helps civil
society to make better use of their own and others’ data, while Seoul is home to
the civil society-focused Big Data Academy. Other examples include the Mobilisa-
tion Lab aimed at activists. There are examples on the frontiers of technology such
as Open Bionics harnessing the power of robotics to create open-source, afford-
able, lightweight, modular, adaptive robot hands and prosthetic devices, which
can be easily reproduced using off-the-shelf materials and rapid prototyping tech-
niques. Meshpoint produces devices for creating peer-to-peer internet networks
in disaster areas and refugee camps, and projects involving blockchain such as
Tonic and Provenance, which use the technology to make supply chains more
transparent (MeshPoint.One 2022). Globally, chatbots have been used for every-
thing from voter registration to workplace harassment, and Field Ready uses digital
fabrication in disaster zones. These are imaginative and promising but still very
small-scale.

There are also now a few specialist programmes in this space, such as Google.org’s
Impact Challenge (https://www.google.org/opportunities/), which backs initia-
tives applying Al for social good, and the AI for Good platform, which seeks
scalable practical applications of AI for global impact. A few of these con-
nect governments and civil society. In North America ambitious projects in
Saskatchewan and Allegheny tried to link foundations, NGOs, and government
in the use of Al to act preventively in relation to social risks. The moves in
the US to create a National Research Cloud—providing computing resources for
researchers through a partnership of government, business, and universities—
are a good example of more publicly oriented initiatives, though civil society is
missing.

The space for these kinds of partnership has potentially grown as there has been
more scepticism of programmes led by the big platforms (such as Google’s spinout
Sidewalk Labs project in Toronto or Replica in Portland).

Philanthropic funding has been crucial for the growth of work on Al ethics,
though less effective in engaging with uses of Al in society, and even less effective
in addressing how AI tools could be used by philanthropy itself. In general, capac-
ity remains much stronger in the commercial field, so that commercial influence
on philanthropic giving is probably more important than programmes initiated by
foundations. For example, Facebook enabled giving to charity via its Facebook Mes-
senger Service, Salesforce partnered with United Way in the US to add an advice
function to its workplace giving platform based on its Al-powered ‘Einstein;, and
newer firms such as Splunk and Element AI have presented ambitious plans in this
area.
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Collective intelligence

While huge commercial and military investment has flowed into artificial intelli-
gence there has been much less serious attention to collective intelligence and the
role of new tools in harnessing the intelligence of thousands of millions of citizens.
This, however, is set to be just as important for the role of civil society and the social
economy.

I define collective intelligence as intelligence at scale—mobilizing large num-
bers of individual brains, and often combining human and machine intelligence (a
much lengthier definition and analysis is provided in my book Big Mind (Mulgan,
2017)). Our mobile phones collect data on a vast scale, and that is now matched by
sensors and the smart chips in our cars, buildings, and trains. Some Chinese cities—
such as Hangzhou—are deliberately creating what they call ‘city brains’ linking up
their infrastructures, for example automatically adjusting traffic lights to cope with
emergencies.

But some of the best examples combine machine intelligence with human intel-
ligence. Over the past few years many experiments have shown how thousands of
people can collaborate online in analysing data or solving problems, and there has
been an explosion of new technologies to sense, analyse, and predict. We can see
some of the results in things like Wikipedia and its many offshoots, such as Wik-
ihouse, and the spread of citizen science in which millions of people help to spot
new stars in the galaxy, observe nature, or analyse tumours. There are new business
models such as Duolingo, which mobilizes volunteers to improve its service provid-
ing language teaching, and collective intelligence examples in health, where patients
band together to design new technologies or share data.

The recent UNDP report on collective intelligence included summaries of many
projects combining CI and Al in useful ways (Peach et al., 2021).

The next step is to use these new kinds of collective intelligence to address
problems such as climate change or disease. Doing that requires careful design, cura-
tion, and orchestration. It is not enough just to mobilize the crowd. Crowds are
all too capable of being foolish, prejudiced, and malign. Nor it is enough just to
gather lots of data or to hope that brilliant ideas will emerge naturally. Thought
requires work and structure—to observe, analyse, create, remember, and judge and
to avoid the many pitfalls of delusion and deliberate misinformation. But the emerg-
ing field of collective intelligence now offers many methods for communities to
organize themselves in new ways. These can be described as ‘intelligence assem-
blies” that combine multiple functions—observation, analysis, memory, creativity,
and judgement—and have shown the emerging models in many fields from busi-
ness (Googlemaps) to ecology (Planetary Skin and Copernicus) to health (AIME to
Metasub).

Take air quality as an example. A city using collective intelligence methods will
bring together many different kinds of data to understand what is happening to air,
and the often complex patterns of particulates. Some of this will come from its own
sensors, and some data can be generated by citizens. Artificial intelligence tools can
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then be trained to predict how it may change, for example because of a shift in the
weather or driving patterns.

The next stage then is to mobilize citizens and experts to investigate the options to
improve air quality, looking in detail at which roads have the worst levels or which
buildings are emitting the most, and what changes would have most impact. The
aim is to generate a batch of projects and experiments—some requiring the for-
mal authority of the city, some not—and transparent metrics for assessing success.
And finally, cities can open up the process of learning, seeing what is working and
what is not and feeding this back into the now formally constituted community of
stakeholders, helped by global bodies like the Clean Air Fund and World Resources
Institute.

Yet the relative lack of investment is one reason why we have also seen little
progress in how intelligently our most important systems work—democracy and
politics, business, and the economy. This is apparent in the most everyday aspect
of collective intelligence—how we organize meetings. The everyday design of meet-
ings in academia, business, and government draws very little on the science of how to
make meetings effective and how they can make the most of the collective intelligence
of the people in the room (I wrote about this in a chapter in my book Big Mind (Mul-
gan, 2017). A simple test of this statement is to ask the organizers of meetings—in
universities or other institutions—what science, research, or other knowledge they
use to guide their design or operation of meetings such as conferences, boards, or
seminars. Very few can answer this question). The imbalance can also be seen in
too many political systems where leaderships are a lot less smart than the societies
they claim to lead. Martin Luther King spoke of ‘guided missiles but misguided
men’ and we are surrounded by institutions packed with individual intelligence that
nevertheless often display collective stupidity.

Not all the insights about collective intelligence are new. Many of the examples of
successful collective intelligence are quite old—such as the emergence of an inter-
national community of scientists in the seventeenth and eighteenth centuries; the
Oxford English Dictionary’s mobilization of tens of thousands of volunteers in the
nineteenth century; or NASA’s Apollo programme, which at its height employed
more than half a million people in more than 20,000 organizations. But the tools
at our disposal now are radically different—and more powerful than ever before.

Strategic considerations for the social economy

This overview shows that the social economy or civil society has sought both to con-
strain and guide the direction of technological development (through law, regulation,
and ethical codes) and to mobilize it to address social needs (see e.g. Anheier et al.,
2015; Krlev et al., 2020; OECD, 2010). However, most of these actions have been
relatively marginal, whether in terms of funding or impact.

Looking to the decade ahead, the big issue for the social economy is whether it will
be just a taker or a shaper of these trends. In a more negative scenario, it will use many
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Al products, but these will mainly be provided by commercial firms. There may be
massive job destruction, which will undermine other social goals. Meanwhile, social
economy actors will continue to lack the capital and expertise to compete with big
platforms (repeating the story of the sharing economy in 2010s) as well as lacking
access to data—the vital input for ML of all kinds—and will continue to lack the
means to influence either the direction of R&D or the broader policy environment.
Perhaps too their productivity will continue to fall behind the commercial sector
because of slow adoption.

In a more positive scenario these would be reversed: access to capital and capabil-
ity would allow social enterprises to compete successfully and achieve the economies
of scale and scope needed to prevail, while the field will succeed in shaping R&D to
focus on social priorities (rather than military or big commercial), including such
things as homelessness, refugee integration, and public health. They would help
shape a favourable regulatory and policy environment, including rules on privacy,
transparency, and open data and they would help to shape specific systems contexts,
particularly around climate change and the future of work.

The key question is whether a more strategic approach is possible. Strategy can
mean many things, whether for companies, NGOs, or governments. At the level of
the European Union it means a concerted attempt to shift the direction of change on
many fronts, mobilizing the powers of the European Commission and other actors
that can include national, regional, and city governments as well as investors and
foundations.

Europe has often tried to act strategically—in relation to climate change, for
example, or the creation of the euro or joint defence arrangements. But it has not
acted so strategically in relation to the social economy, primarily because this was
less of a priority politically.

In the 2020s, if there was a political will to act, a more strategic approach—to be
supported by the European Commission, governments, funders, and big NGOs—
would have to address each of the following issues:

« Investment in viable models
« Reorienting R&D to social goals
« Developing new models of shared data and knowledge.

Some of these can be organized generically. But their application will also vary by
sector. In the next sections I therefore flesh out what that might mean.

Net zero as an example

Achieving serious reductions in carbon emissions is one of the greatest challenges of
the century. Civil society has been at the forefront of making the case for change and
showing what change means in practice—highlighting the need to transform almost
every aspect of society and the economy, including the technical design of energy,
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transport, and buildings; everyday behaviours (from diets to travel); policies—taxes,
subsidies, incentives, regulations—at multiple levels from the local to the national
and global. The social economy is heavily involved in this—from recycling to reduc-
ing waste, campaigning to change attitudes, or developing new models of ownership
for energy.

But its role in the next stages may be limited by many of the factors described
above, as decarbonization requires mobilizing many of the key technologies of the
4IR—data, AL, and IoT. There is now a growing literature on Al and net zero (for a
serious attempt at mapping the links between AI and the SDGs, using expert con-
sultation, see Rolnick et al., 2019; Victor, 2019; Vinuesa et al., 2020) documenting
a huge amount of activity under way attempting to use Al to respond to climate
change, from managing electricity networks to inventing new materials. Some is
focused on more detailed mapping of climate change itself and extreme weather
patterns; other work is on topics such as reducing energy use (e.g. DeepMind’s
project on Google’s own energy use), transport planning, solar geo-engineering, and
finance. The range of this work is well captured in various overviews (Rolnick et al.,
2019).

Ambitious targets have been set by national governments (e.g. net zero for Nor-
way by 2030 and Finland by 2035), and by companies (e.g. Siemens). But few have
coherent strategies for achieving the Paris Agreement targets in ways that make full
use of the social economy or of digital technologies.

Progress is being made in reorienting investment flows to green technologies—
building on more than three decades of pioneering work. But much less progress
has been made on the orchestration of the data, knowledge, and insights needed to
achieve far-reaching change in systems of energy, transport, and housing, as well as
the best ways to connect in the social economy in all its forms.

A more strategic approach to enable the social economy to play its full part would
require some of the following.

Investment in social innovation

Achieving the targets will require much more success in mobilizing communities
to play their part in reducing emissions, learning for example from leading ecotowns
such as Freiburg and investing in promising new social enterprise models. This would
include topics such as reducing food waste or changing eating behaviours, again mak-
ing use of data and explicit hypothesis testing. About some of the options, including
how to boost place-based action, there are useful lessons to be learned here from
pan-European competitions and challenges.

R&D and experiment

The second priority is to reorient R&D to encompass the social economy as well
as hardware. There are large flows of funding and investment into some aspects
of R&D—particularly where this fits into well-established frameworks for product
innovation—but there are also major gaps, such as experiments to discover new
knowledge about some of the trickier aspects of carbon reduction such as what has
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been learned with incentive schemes for energy efficiency, or likely job impacts of
circular economies. There will be a need for more experimentation around things
such as home insulation, community energy, and zero carbon transport, with clear
hypotheses to be tested, peer learning between those running similar experiments,
and rapid sharing of results (including data). Some governments—such as Finland—
are putting in place more systematic methods of linking multiple local experiments
around decarbonization with shared data and learning. At a European level the Net
Zero Cities programme is promising. Such platforms for connecting experiments
will be vital for Europe’s cities and towns, and its social economy, ideally with APIs
allowing for real-time consolidation of data; shared protocols for the design and
assessment of experiments; and shared in-depth evidence analyses and syntheses.
This is vital space for NGOs and social enterprises to demonstrate their effectiveness.

Strategic action on shared data and knowledge

Currently, although there are huge amounts of relevant data, relatively little of it
is standardized and easily accessible—from benchmarking data within sectors to
carbon emissions data. Much of it is proprietary in the hands of large commercial
firms—whether digital platforms or energy providers. What is needed is the collec-
tion, curation, and sharing of key data on emissions and carbon footprints of supply
chains, cities and neighbourhoods, and individuals (which in turn would require
new standards for data and active curation) to enable civil society to play a full part.
Some work is under way on this—including some dashboards, projects such as Car-
bon Tracker using satellite data to map coal emissions, and some attempts to shift
to ‘presumed open’ approaches to energy data—but it is fairly fragmented and not
integrated with money allocations. There are individual programmes in cities such as
Helsinki, Amsterdam, and Copenhagen that are ambitious in scale, with Copenhagen
aiming to be carbon neutral by 2025, the first capital city to do so (City of Copen-
hagen 2020). Their plans are quite detailed in relation to buildings, transport, and
energy, but very thin on data, and with little explicit mention of the social economy.
There are also major unresolved issues—such as ownership and accessibility of smart
meter data, and the probable need for new institutions to act as guardians/curators
of this data. Getting a data strategy right may also be key in the long term to shifting
company reporting and the behaviour of financial markets and investors (and giving
the public more reliable information on whether their pensions and other assets are
either helping or hindering carbon reduction).

Similar considerations apply to evidence and shared knowledge: the IPCC orches-
trates global knowledge on the diagnosis of climate change but there is less organized
evidence about what works—in fields ranging from retrofitting to community energy
to food waste. Again, market pressures mean that businesses have strong incentives
to learn. But for more systemic or public interest aspects of carbon reduction there is
a gap in terms of responsibility and action. Some organizations are attempting more
multi-level strategies—such as Climate KIC or C40—but their resources are limited,
and C40 took a very long time to evolve into even quite modest knowledge orches-
tration roles. Even where there is plenty of evaluation and evidence, what’s missing
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is the synthesis in forms that are easily accessible, for example to a municipality or
social enterprise. This impedes the adoption of productivity-enhancing innovations.

The role of the social economy in adaptive systems for jobs
and skills

Another field which requires a strategic approach is jobs, where again the interface
of the issue, the social economy and new digital tools present both big opportunities
and big threats. Over the next twenty years many countries face big challenges to
future employment—as the combination of automation, artificial intelligence, 4IR,
and other trends, such as the shift to a circular economy, threatens existing jobs in
key industries, from manufacturing to retail and white-collar roles. For the social
economy these challenges are huge—both directly affecting how they organize work,
and indirectly through their role in helping people adapt. Again, these require a com-
bination of investment in new models, reorientation of R&D, and the development
of new shared institutions and governance models.

Long-term trends and changing skills needs

There have been many forecasts looking ten to twenty years into the future. The
dozens of studies (World Bank, Oxford, McKinsey, Nesta, UNCTAD, PWC) use
slightly different methods, though most combine expert opinions with ML. They are
far from perfect, but most commentators agree that there will be an even higher pre-
mium on basic literacy and numeracy in the future—continuing a very long-term
trend—but now including some other kinds of literacy such as ability to use the
internet. Most agree that there is a high likelihood of automation of many repeti-
tive manual and non-manual tasks, though with some exceptions where perception,
manipulation, and creative and social intelligence play a role. So, for example, tasks
requiring subtle dexterity have often been thought to be relatively resistant to automa-
tion; but there are signs of some progress now in automating difficult tasks in fields
such as embroidery, leather work, or machine repair.

Investment and funding

So, as in other fields, a first priority is to ensure flows of funding and capital into
promising new methods of supporting people with skills. In most countries it is
expected that jobs demand will rise in fields such as care, education, and tourism,
partly because of what economists call ‘positive elasticities of demand’ (people pay
more as a share of income for these things as incomes rise) and partly because these
are hard to automate. Europe needs to ensure that investment in social economy start-
ups and scale-ups enables it to play a full part in these areas of growth, particularly
ones involving care, education, food, and leisure, all of which have a prospect of jobs
growth in the next few decades.
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Adoption

Civil society has generally been slower to adopt new digital technologies than busi-
ness or the public sector (Gagliardi et al., 2020). So intensive programmes are needed
to drive up adoption rates among smaller NGOs and social enterprises, as well as
small businesses. Most expect there to be greater demand for digital skills, though
this is complex. There is bound to be some more demand for generic awareness of
digital technology, understanding of coding, data analysis, and how to use the inter-
net. There is also likely to be growing demand for some very job-specific digital skills
in fields such as Al, virtual reality or augmented reality, and analytics. But many
digital skills could be in lower demand—as they are superseded by next-generation
technology, and often these are the easiest tasks to automate using Al

Changing training and education

The social economy already plays important roles in training and education—both
targeting social exclusion and helping to provide more universal services—but it
could be doing much more. It will be helped by support in making the most of data
and the Al tools that already help to tailor education to personal needs, assessment
tools, and peer support. Again, this requires both capital and competence.

The social economy may also be particularly well placed to support the kinds of
generic skills that are becoming more important in the economy—abilities to collab-
orate, communicate, and create. These are often learned best through doing projects
in teams and on real-world problems rather than traditional pedagogy—a spirit that
is often more natural for social projects than it is for traditional schools and colleges.

Helping people to navigate change

To guide both supply and demand, Europe needs to mobilize many sources of intel-
ligence to help its labour markets adapt quickly and efficiently. These include data,
tacit knowledge, business insights, evidence, and experience from other countries.
As with decarbonization, we need to look at creating shared commons of data and
knowledge rather than assuming that the market can solve the problem. Individuals
often lack the knowledge or motivation to reskill. Employers may see little benefit for
them in training employees for new jobs with someone else. Within the public sector
there may be complex and fragmented responsibilities; lack of a shared perspective
on vulnerabilities and opportunities; misalignment of policy.

However, there are some promising moves. For example, the Swedish Public
Employment Service launched Jobtech, a platform that provides access to datasets
such as occupation forecasts, current and historical job adverts, and a data-driven
dynamic competence map. In France, Bob (an open-source platform that provides
jobseekers with personalized career advice, based on data from France’s Public
Employment Service) provides another good example.

Future variants of these are likely to require comprehensive and curated real-time
data on current patterns—the state of jobs demand, what skills are being looked for
in jobs, pay levels—ideally in a format easily analysed by geography and sector. There
will need to be assessments of job vulnerability, drawing on analysis that breaks jobs
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down into bundles of competences. These become most useful if they can be shared
in easily accessible ways with workers, students, and schoolchildren. There is a paral-
lel need for analysis of emerging opportunities, including growing jobs and potential
fields for new jobs—so as to feed into the design of training and other systems, as
well as business strategies.

Many countries are grappling with similar issues, sometimes helped by global bod-
ies such as the ILO, WEF, and OECD. Commercial firms are expanding what data is
available and how it is used—such as Burning Glass, Faethm, LinkedIn, and others.
Policy innovation is happening around mid-career training, new kinds of personal
training accounts, and transitional income, with some countries, such as Singapore,
putting in place comprehensive programmes. But no country has yet created a really
effective shared intelligence—which is a necessary if not sufficient condition for nav-
igating the possible storms ahead. And none has fully engaged the social economy in
this more strategic approach to change.

The role of the social economy in the future of care

A third crucial field is care for the elderly, which is another great challenge of the next
few decades, given the demographic trends facing Europe and the rest of the world.
The weaknesses of many care systems have been revealed by COVID. As a gener-
alization, the sector struggles to make the most of technology, despite the apparent
promise of monitoring, robotics, and other technologies for care, and often suffers
from low productivity, low pay, and low status.

Although there have been big programmes of investment in assistive technology—
including ones funded by the European Commission—these have generally been
very disappointing in terms of impact, partly as a result of the R&D models (with
far too little user engagement or sense of real needs and experiences), partly because
they have been too technology-driven rather than needs-driven, and partly because
the social economy has been so little involved.

The key organizations in this field, particularly in the social economy, have strug-
gled to access capital and thus to make the most of new potential tools, including use
of data, sensors, and assistive tech. This is another field where there is still very weak
organization of data and knowledge as a commons—collective intelligence of ‘what
works’ An individual care home, for example, will struggle to find useful and useable
evidence on the many issues it faces.

Meanwhile, the lack of a social perspective has often inhibited the many pro-
grammes in this space focused on technology, underestimating the importance
for care of human support, psychology, and relationships, which are often better
provided by social organizations.

These issues were brought into the spotlight in many countries during the COVID-
19 pandemic as care homes bore the brunt of the crisis in terms of mortality and often
had much weaker systems of organization than those found in health. They are not
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helped by the imbalances of pay which mean that care workers are often among the
lowest paid. In the US, for example, some 48 per cent of the lowest paid workers
were deemed essential—paradoxically, a much higher percentage than among the
highest paid workers (I co-lead the International Public Policy Observatory, which
has worked closely with care systems on improving use of evidence and data. See e.g.
IPPO; 2021).

So in this sector too, a strategic approach would combine flows of capital into new
models for providing care; more R&D and experimentation in these models, com-
bining technology and human support; and a restructuring of the ways in which
knowledge and data are organized, making them much more a commons.

Some conclusions

These observations on climate change, jobs, and care have some common themes.
First, they all highlight the need for a more strategic approach, that combines:

+ Investment in viable models
« Reorienting R&D to social goals
« Developing new models of shared data and knowledge.

Second, they all highlight strategic importance of collective intelligence, shared use
of knowledge, insight, and data. The full benefits of the next generations of data and
technology will only be realized if much of this intelligence is organized as a com-
mons. But in most countries these are still largely balkanized or proprietary, owned
by private firms and not available for social impact.

Third, they highlight the need for new kinds of academic engagement—what I call
exploratory social science, which means the conscious work of designing options for
the future, whether new ways to manage energy, healthcare, or democracy. This work
has largely disappeared from universities and it makes it much harder for civil society
to play an active role in shaping policy debates, offering pictures of what might be fea-
sible and desirable a generation from now. A huge amount is invested in comparable
work around technologies, describing possible futures for smart cities, smart homes,
or smart industries. On the social side there is almost nothing (Mulgan, 2022).

These are some of the macro issues. At a more micro level the new methods of col-
lective intelligence could be used more actively to innovate in net zero, jobs, and care,
making it easier to understand and solve problems, tapping into a wider network of
capabilities. The social economy has been quite slow to grasp the implication of these
ideas—though they have been adopted by important initiatives such as the UNDP
Accelerator Labs networks (Peach et al., 2021), and recognized by institutions such as
the European Parliament and some mayors such as Beppe Sala in Milan. Such ideas
are beginning to be implemented on a large scale in some parts of the world (e.g. Tai-
wan, or India, where the societal platform programmes are a good example of how
civil society and government can collaborate in organizing collective intelligence).
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These projects ask: what a city would look like that could truly think and act? What
ifit could be fully aware of all of its citizens’ experiences; able to remember and create,
and then to act and learn? This might once have been a fantasy. But it is coming
closer. Cities can see in new ways—not just through sensors and commercial and
other data, but also with citizen-generated data on everything from the prevalence
of floods to the quality of food in restaurants. Cities can create in new ways, through
open challenges that mobilize public creativity. And they can decide in new ways,
as cities like Madrid and Barcelona have done with online platforms that let citizens
propose policies and then deliberate.

Yet overall, the huge imbalance between the capabilities of civil society and those
of the military, the state, and big business is probably growing, not shrinking. This
makes it harder to anticipate, prepare, and respond.

Although science and technology studies has repeatedly emphasized the vital
role of ‘social shaping’ of technology, there is almost no academic literature on
the strategic question of how the social economy can play a more active role
in this shaping. We need, perhaps, a new field to develop that bridges the ret-
rospective analysis of science and technology studies with a more prospective
strategic approach to the shaping of R&D programmes, adoption, experimenta-
tion, and the organization of the key enablers of the next few decades, notably data
and AL
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Financial market transformations for
investing in social impact

Alex Nicholls and Jarrod Ormiston

Introduction

The social economy in the European Union (EU)' represents an important element
of the overall economy both in terms of its economic impact (13.6 million jobs, 8% of
GDP across the EU)? and its wider social impact in terms of innovations designed to
address intractable social, community, and environmental issues (Amin, Cameron, &
Hudson, 2002). The social economy aims to generate a positive—measurable—social
impact together with economic impact. Moreover, the social economy embodies
and promotes the fundamental values of social solidarity and civic engagement.
In this context, discourses of the social economy also have the potential to change
the wider debates concerning the purpose of organizations and the structure and
objectives of the economy more generally—such as issues of shareholder priority,
equity, and the short-termism of investment—as a form of transformative social
innovation (Nicholls & Ziegler, 2019). Today, in the EU, the social economy is of
relevance to a range of policy fields, including climate and the environment, edu-
cation, health, energy, financial stability, technology, and research and innovation.?
In the COVID-19 and post-COVID-19 world, the social economy offers an alter-
native economic model—connecting actors from government, not-for-profits, and
for-profit organizations—that may provide important insights into how to increase
the resilience and heterogeneity of business ecosystems more generally and reduce
the risk of exogenous shocks to the economy as a whole.

In the EU context, social enterprise has been framed as a key component of
the wider social economy (Borzaga & Defourny, 2004).* The EU defines social
enterprise as an entrepreneurial organization trading in the social economy whose

! The social economy in the EU consists of 2.8 million social enterprises, mutual and co-operative
associations, and foundations: see https://ec.europa.eu/social/main.jsp?catld=1537&langld=en

? See: https://ec.europa.eu/social/main.jsp?catld=1537&langld=en

* For example, DG CLIMA Climate and DG ENVIR Environment; DG EAC Education, Youth, Sport
and Culture; DG SANTI Health and Food Safety; DG ENER Energy; DG FISMA Financial Stability,
Financial Services and Capital Markets Union and DG ECFIN Economics and Financial Affairs; DG
CONNECT Communications Content, Networks, and Technology; DG RTD Research and Innovation.

* See: https://ec.europa.eu/growth/sectors/proximity-and-social-economy/social-economy-eu/social
-enterprises_en
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Edited by: Gorgi Krlev, Dominika Wruk, Giulio Pasi, and Marika Bernhard, Oxford University Press. © Oxford University Press
(2023). DOI: 10.1093/050/9780192868343.003.0006
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main objective is to have a social impact rather than make a profit for their own-
ers or shareholders and which uses its profits primarily to achieve social objectives.’
While the development of innovative tools and entrepreneurial organizations to
address social problems is nothing new, historically such ventures have operated
outside of the market in the voluntary, charitable, or not-for-profit sectors. Social
entrepreneurship emerged as a new field of action in the early 2000s, blending mar-
ket and non-market approaches (Nicholls, 2007). Social entrepreneurship refers to
a broad range of actors, and there is no single legal form for social enterprises in
the EU: social enterprises can be work integration co-operatives, private compa-
nies limited by guarantee, or not-for-profit organizations such as provident societies,
associations, voluntary organizations, charities, or foundations.® Social enterprises
are driving social change across Europe in the fields such as employment, education,
and well-being (Baglioni, 2017). Despite their importance for economy and society,
social enterprises face the challenge of acquiring sufficient financial resources to help
them in developing their businesses and scaling their impact (Castellas, Ormiston, &
Findlay, 2018; Doherty, Haugh, & Lyon, 2014). This chapter explores how the new
field of impact investment can contribute to the growth of social enterprises across
Europe.

Impact investment has emerged over the past few decades as an alternative
approach to investing that intentionally seeks to create social and/or environmen-
tal returns alongside financial ones (Nicholls, 2010; Hehenberger, Mair, & Metz,
2019; Hochstadter & Scheck, 2015). Policy-makers have been heavily involved in the
development of impact investment markets (Casasnovas, 2022; Casasnovas & Fer-
raro, 2022; Spiess-Knafl & Achleitner, 2012). In the UK, for example, policy-makers
were seen as drivers of the social impact investing market (Casasnovas & Ferraro,
2022). Governments are viewed as playing a critical role by creating an enabling envi-
ronment for impact investment (Phillips & Johnson 2021). Governments can shape
impact investment markets through regulation, direct investment, co-investment,
and intermediation (Casesanovas, 2022; Schmidt, 2022).

This chapter focuses on how policy-makers can support impact investment and
funding for social economy enterprises across the EU. Hehenberger (2020) recently
reviewed the trajectory of EU policy supporting impact investment. Since 2011,
the European Commission has launched a series of initiatives to support social
enterprises and impact investment in the social economy such as the Social Busi-
ness Initiative, the Expert Group on Social Entrepreneurship (GECES), the Expert
Group on Social Economy and Social Enterprises (also GECES), the European
Social Entrepreneurship Fund (EuSEF) regulation, the Programme for Employ-
ment and Social Innovation (EaSI), and the European Investment Fund (EIF). The
policies have contributed to the legitimization of impact investment across Europe
(Hehenberger, 2020). The importance of impact investment in supporting the social

® See: https://ec.europa.eu/growth/sectors/proximity-and-social-economy/social-economy-eu/social
-enterprises_en
¢ See: https://ec.europa.eu/growth/sectors/social-economy/enterprises_en
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economy in Europe was strengthened in the Social Economy Action Plan published
in 2021.” One of the key pillars of the plan focuses on creating an ecosystem for the
growth of social enterprises and other social economy enterprises that supports them
accessing finance and scaling up. This chapter contributes to this pillar by setting out
the landscape of impact finance specifically available to social enterprises and other
social economy enterprises. It also makes a series of policy recommendations for the
EU impact investment market based on an analysis of relevant policy innovations in
the United Kingdom and elsewhere.

Defining impactinvestment

A fundamental challenge for the ongoing development of the impact investment
market relates to the contested nature of its boundaries and terminology. Before the
widespread adoption of the term ‘impact investment, the market for impact finance
was defined as, variously, ‘social finance,® ‘social impact investment)® or ‘social
investment’' This shift from ‘social’ to ‘impact’ was driven by two factors: first, a con-
certed attempt to integrate with the mainstream financial system, for whom ‘social’
was typically associated with Socially Responsible Investment (SRI) that negatively
screened out poorly performing investments against good-governance guidelines
rather than actively seeking positive social impact deals/funds; second (as evidenced
by the formation of the Impact Management Project)," a focus on measuring, manag-
ing, and reporting the social and/or environmental impact of investments, potentially
as a new ‘alpha’ of all investments. Casasnovas and Ferraro (2022) highlight these
competing terms by contrasting the emergence of ‘social investment’ in the UK, with
a tendency to focus on domestically oriented social economy organizations, and the
emergence of ‘impact investment’ in the US, with a stronger focus on for-profit firms
with a social and/or environmental mission. Another significant discourse of impact
investment, contra the various ‘social’ definitions, was to reject the assumption of a
social-financial trade-off in investments, where an increased social ‘return’ required
an impairment of financial return. Despite these efforts to demarcate and define the
impact investment market, contested definitions remain—most notably in terms of
‘venture’ philanthropy and ‘sustainable’ investment.

Venture philanthropy (VP) emerged in the USA in the early 2000s, as a conse-
quence of the substantial wealth that accrued to Silicon Valley venture capital and
technology billionaires being directed towards a ‘new’ philanthropy (Moody, 2008;
Van Slyke & Newman, 2006). The Roberts Enterprise Development Fund (REDF)—
founded by George Roberts, joint founder of the private equity firm KKR—pioneered
this new form of philanthropic giving that aligned venture capital principals with

7 See: https://ec.europa.eu/social/main.jsp?catld=1537&langld=en

® See, for example: https://www.socialfinance.org.uk

° See, for example: https://www.oecd.org/dac/financing-sustainable-development/development-fina
nce-topics/social-impact-investment-initiative.htm

1% See, for example: https://www.sibgroup.org.uk

! See: https://impactmanagementproject.com


https://ec.europa.eu/social/main.jsp?catId=1537&langId=en
https://www.socialfinance.org.uk
https://www.oecd.org/dac/financing-sustainable-development/development-finance-topics/social-impact-investment-initiative.htm
https://www.oecd.org/dac/financing-sustainable-development/development-finance-topics/social-impact-investment-initiative.htm
https://www.sibgroup.org.uk
https://impactmanagementproject.com
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grant making.'> This VP model was based on long-term (multi-iteration) grant mak-
ing linked to pro-bono venture development support and robust impact metrics,
specifically the Social Return on Investment model that attempted to monetize social
impact.”® Subsequent to REDF, a number of other VP organizations emerged, includ-
ing New Philanthropy Capital' in the US and UnLtd" in the UK. In 2004, a coalition
of European VP organizations came together as the European Venture Philanthropy
Association.' The EVPA now has more than 270 members from more than thirty
countries that connect through events and activities to share best practices and a
common vision. Following the same model—and founded by the same entrepreneur,
Doug Miller—the Asian Venture Philanthropy Network (AVPN) was established in
2011. By 2020, the AVPN had 615 member organizations in 16 markets across Asia."”
Finally, in 2019, the Africa Venture Philanthropy Alliance (AVPA) was established."
The majority of VP members are now also actively engaging with the notion of impact
investment to define their work.

‘Sustainable investment’ typically uses various types of social or environmental
data to help investors make better decisions around asset performance and improve
long-term results. More recently such investment has been reframed as Environ-
mental, Social, or Governance (ESG) finance. Within ESG finance there are two
categories (discussed further later in the chapter): positive ESG finance, which pro-
vides direct growth or start-up capital to high-impact projects often aligned with
the UN Sustainable Development Goals (SDGs);" and negative ESG finance, which
deploys capital according to a set of screening criteria—‘to do no harm’—typically
in secondary markets. Sustainable investment does not typically take an ‘ethical’
stance or represent particular investor values or beliefs.”® As discussed below, the
majority of negative ESG sustainable investment falls outside the scope of impact
investment, whereas positive ESG sustainable investment aligns with the concept of
impact investment.

SRI* extends the ESG principles of negative screening to make more proactive
investment choices (sometimes using ESG data) that align with an investor’s per-
sonal, environmental, or social values and beliefs (Yan, Ferraro, & Almandoz, 2019).
Typical categories of SRI are sustainability and clean technology with the strongest
sectoral focus being on ‘green’ finance (Meng, Newth, & Woods, 2022).** A distinc-
tion between ESG and SRI, for example, would be, in the former, to screen out

' See: https://redf.org

 See: http://www.socialvalueuk.org/resources/sroi-guide/

* See: https://www.thinknpc.org

!> See: https://www.unltd.org.uk

!¢ https://evpa.eu.com/about-us/what-is-venture-philanthropy

V7 See: https://avpn.asia/about-us/

'* See: https://avpa.africa

' See: https://sdgs.un.org

%% See, for example: https://www.rbcwealthmanagement.com/en-eu/insights/the-growth-of-impact-
investing-building-wealth-with-positive-outcomes

' See, for example, https://www.investopedia.com/terms/s/sri.asp

> Bloomberg sized the market for the Green Finance assets under management at $32 trillion in 2019,
see further: https://www.bloomberg.com/graphics/2019-green-finance/


https://redf.org
http://www.socialvalueuk.org/resources/sroi-guide/
https://www.thinknpc.org
https://www.unltd.org.uk
https://avpn.asia/about-us/
https://avpa.africa
https://sdgs.un.org
https://www.rbcwealthmanagement.com/en-eu/insights/the-growth-of-impact-investing-building-wealth-with-positive-outcomes
https://www.rbcwealthmanagement.com/en-eu/insights/the-growth-of-impact-investing-building-wealth-with-positive-outcomes
https://www.investopedia.com/terms/s/sri.asp
https://www.bloomberg.com/graphics/2019-green-finance/
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tobacco companies from a portfolio and, in the latter, to invest in healthcare that
addresses lung disease.”

Finally, it is important to note the curious absence of co-operative and mutual
finance from discussions of the impact investment market, despite such finance
being an analogous, though distinctive, market of capital deployed for social impact
(Michie, 2015). This is likely a product of two factors: first, the impact of co-operative
and mutual finance is largely internal and a function of its organizational struc-
ture as membership organizations designed to address market failures or pattern of
monopsony in markets; second, because co-operatives and mutuals are largely absent
from mainstream financial markets since they do not issue equity or raise market
debt, being instead typically self-funding or relying on retail bank finance. Never-
theless, co-operatives and mutual organizations play a key role in several impact
sectors, including housing,** agriculture,® health,* work integration,”” insurance,*®
and banking.”® Many of these sectors are substantial. For example in 2017 the global
market share of mutual and co-operative insurers stood at 26.7 per cent across more
than ninety countries with assets worth $8.9 trillion. This market employs more than
1 million people and serves 960 million people as members or policyholders.*® Sim-
ilarly, in 2018 the global co-operative banking sector had assets of EUR 7.4 billion
(McKillop et al., 2020).

Consistent with the development of social entrepreneurship, the allocation of
money for social good is also nothing new, though the term ‘impact investment’ only
emerged recently. There is a centuries-long—typically faith-based—tradition of pro-
viding resources for the community or the poor and more formalized charity and
philanthropy goes back almost 200 years (Nicholls, 2010). However, over the past
twenty years a new model of finance-for-good has emerged: impact investment. The
Global Impact Investment Network (GIIN)*'—a not-for-profit dedicated to building
the infrastructure of the field via convening and research—has defined impact invest-
ment as ‘investments made with the intention to generate positive, measurable social
and environmental impact alongside a financial return.

** See, for example: https://www.rbcwealthmanagement.com/en-eu/insights/the-growth-of-impact-
investing-building-wealth-with-positive-outcomes

** See, for example: https://ldn.coop/wp-content/uploads/2015/01/Financing_Co-operative_and_
Mutual_Housing-1.pdf. Also, note Big Society Capital’s strategic focus on investment in the social housing
sector and housing associations: https://bigsocietycapital.com/how-we-work/focus-areas/homes/

?* See, for example: https://www.agweb.com/opinion/agricultural-cooperatives-around-world

?¢ See, for example: https://www.un.org/development/desa/cooperatives/wp-content/uploads/sites/
25/2019/03/190326_ihco_EGM-nairobi.pdf

%" See, for example: https://www.eurofound.europa.eu/publications/report/2019/cooperatives-and-
social-enterprises-work-and-employment-in-selected-countries

?* See, for example: https://www.thenews.coop/136824/sector/banking-and-insurance/co-operative-
mutual-insurers-outperform-insurance-sector-market-share-growth/

?** See, for example: https://economics.rabobank.com/contentassets/95274037ebc548bc99ae02abad
£18489/cooperatiestudie-200910_tcm64-94102.pdf

%% https://www.icmif.org/publications/financial-insights/global-mutual-and-cooperative-market-
infographic-2016

*! Established in 2009, the Global Impact Investment Network (GIIN) is a not-for-profit membership
organization with 280 members across 41 countries building industry infrastructure and supporting activ-
ities, education, and research that help accelerate the development of the impact investment industry. See
further: https://thegiin.org
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More recently, the Global Steering Group for Impact Investment (GSGII)**—
a transnational coalition of thirty-three National Advisory Boards supporting the
development of the impact investment field globally—has extended this definition:
‘Tmpact investment optimizes risk, return and impact to benefit people and the
planet. It does so by setting specific social and environmental objectives alongside
financial ones and measuring their achievement’

This change of focus reflects a wider agenda to mainstream impact investment
by engaging more closely with the language and logics of conventional finance. One
of the main distinguishing features is that measuring and reporting impact are cen-
tral to impact investment (Barman, 2015; Lehner, Nicholls, & Kapplmiiller, 2022;
Ormiston, 2019; 2022).

Drivers of impactinvestment

The drivers behind the emergence of impact investment cut across the three sectors
within most liberal democracies: the private sector, the public sector, and the social
economy.

In the private sector there has been an increasing interest in a range of ‘sustainable’
or ‘responsible’ investments. This has been driven by investor preferences, notably of
millennials, who will benefit from the largest transfer of inherited wealth in history
over the next decade.” In addition, institutional investors, such as pension funds and
insurance firms, are recalibrating their long-term investment risk models to include
social and environmental factors as material for their investment portfolios.** Much
of this new investment takes the form of ‘screened’ funds that incorporate ESG factors
into their investment selection criteria. Some estimates put the ESG/SRI market at
approximately 45 per cent of all assets under management.*® Attendant on this mar-
ket has been the development of new measurement and accounting systems such
as the UN Principles for Responsible Investment,*® Global Reporting Initiative, and
Social Accounting Standards Board (SASB). However, despite this substantial growth
in finance linked to ESG/SRI factors, the market has been widely criticized for hav-
ing limited—or poorly measured—impact on environmental or social ills, primarily

*> The GSGII was established in August 2015 as the successor to, and incorporating the work of, the
Social Impact Investment Taskforce established under the UK’s presidency of the G8. The GSGII currently
has thirty-two countries plus the EU as members. See further: https://gsgii.org

** According to Forbes, millennials will inherit more than $68 trillion from their baby boomer
parents by the year 2030. See further: https://www.forbes.com/sites/jackkelly/2019/10/26/millennials-
will-become-richest-generation-in-american-history-as-baby-boomers-transfer-over-their-wealth/
#3dcc954b6c4b

** See, for example: https://www.institutionalassetmanager.co.uk/2020/05/19/285756/esg-will-be-
industry-standard-within-five-years-say-institutional-investors

** The MSCI Index estimated the total ESG market in 2020 to be $40.5 trillion. See further: https://www.
pionline.com/esg/global-esg-data-driven-assets-hit-405-trillion. BCG estimated that total global assets
under management were approximately $89 trillion in 2019. See further: https://image-src.bcg.com/
Images/BCG-Global-Asset-Management-2020-May-2020-r_tcm?23-247209.pdf

*¢ See https://www.unpri.org/pri/what-are-the-principles-for-responsible-investment
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https://www.forbes.com/sites/jackkelly/2019/10/26/millennials-will-become-richest-generation-in-american-history-as-baby-boomers-transfer-over-their-wealth/#3dcc954b6c4b
https://www.forbes.com/sites/jackkelly/2019/10/26/millennials-will-become-richest-generation-in-american-history-as-baby-boomers-transfer-over-their-wealth/#3dcc954b6c4b
https://www.forbes.com/sites/jackkelly/2019/10/26/millennials-will-become-richest-generation-in-american-history-as-baby-boomers-transfer-over-their-wealth/#3dcc954b6c4b
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because many funds simply screen out poorly performing companies rather than
targeting new investment in high-impact sectors.”

In terms of the public sector, since the 1980s a range of policy innovations based
on the theory of New Public Management have innovated public spending regimes
around new models of privatization and public-private partnerships (Osborne and
Gaebler, 1992; Osborne, 2007). This significant policy shift has created a new market
for private providers of public services as well as—more recently—refocusing public
spending more generally on effectiveness and efficiency via outcomes-driven spend-
ing and contracting models (Warner, 2013). In both cases, significant private capital
has moved into the provision of public goods. While being less obviously ‘social’ than
ESG, such capital has helped to grow a sector of social economy organizations.

In terms of the social economy, there has been increased engagement with private
capital by the social economy organizations driven by the shortfall of grants and phil-
anthropic capital to match the pressing global, social, and environmental needs. This
has also driven social economy organizations to develop new, for-profit, models that
engage with private capital.

At the trans-national level, the establishment of the United Nations’ SDGs*® in
2015 required significant financing across its seventeen areas of action. As of 2019,
it has been estimated that there will be a shortfall of between $2 trillion and $4 tril-
lion annually—roughly 50 per cent of the total needed—to achieve SDGs by 2030.%
Impact investing thereby provides an avenue for investors to contribute to the SDG
agenda (Castellas & Ormiston, 2018).

Taken together, across all sectors of the global economy, these forces are driving
the emergence of impact investment as a tool to finance social economy activity.

The spectrum of impact investment

The following sections of this chapter, on the spectrum of impact investment, global
market size, and financial returns, were previously published in a report by the lead
author entitled ‘Sustainable Finance: A Primer and Recent Developments’*® The ear-

lier report was prepared for the Asian Development Bank to inform the report ‘Asian
Development Outlook 2021: Financing a Green and Inclusive Recovery’*!
Considering impact investment as a spectrum highlights that multiple types

of capital are brought together in the impact investment market (Moran &

%7 See, for example, critiques of ESG ratings systems—https://www.economist.com/finance-and-
economics/2019/12/07/climate-change-has-made-esg-a-force-in-investing—as well as warnings over
‘greenwashing’ funds: https://www.ftadviser.com/investments/2020/07/16/be-critical-of-esg-credenti
als-to-avoid-greenwashing-funds/

** The Sustainable Development Goals (SDGs) were established in 2015 by the United Nations General
Assembly as a part of the 2030 Agenda’ UN Resolution. The SDGs represent a set of seventeen interlinked
goals designed to be a ‘blueprint to achieve a better and more sustainable future for all, see further: https://
www.un.org/sustainabledevelopment/sustainable-development-goals/

** https://www.sustainablegoals.org.uk/filling-the-finance-gap/

40 See:  https://www.adb.org/sites/default/files/institutional-document/691951/ad02021bp-sustain
able-finance.pdf

# See: https://www.adb.org/publications/asian-development-outlook-2021
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https://www.ftadviser.com/investments/2020/07/16/be-critical-of-esg-credentials-to-avoid-greenwashing-funds/
https://www.un.org/sustainabledevelopment/sustainable-development-goals/
https://www.un.org/sustainabledevelopment/sustainable-development-goals/
http://www.sustainablegoals.org.uk/filling-the-finance-gap/
https://www.adb.org/sites/default/files/institutional-document/691951/ado2021bp-sustainable-finance.pdf
https://www.adb.org/sites/default/files/institutional-document/691951/ado2021bp-sustainable-finance.pdf
https://www.adb.org/publications/asian-development-outlook-2021

Financial market transformations for investing in social impact 113

Ward-Christie, 2022). The spectrum of impact investment includes all types of
private capital that are deployed for social impact, including: grants; foundation
assets deployed as Programme-Related Investment (PRI) or Mission-Related Invest-
ment (MRI); sub-market and market return investments (though not typically fully
risk-adjusted); development finance; and positive ESG. The spectrum reflects both
‘broad’ and ‘core’ impact investment.

Figure 6.1 sets out the spectrum of impact finance organized by three cate-
gories: impact only; impact first; finance first. These correspond to different expected
returns (not typically risk-adjusted). The figure also shows the estimated global mar-
ket size and estimated returns for each type of capital. Given the absence of any
consolidated financial performance data sets on most of the types of finance in the
spectrum, the returns have been estimated from publicly available sources and should
be seen as indicative.

The following sub-sections unpack the elements of the spectrum of impact invest-
ment and outline the available insights on market size and financial returns.

Grants

In terms of grants, the global market can be estimated at $75 billion. This is approxi-
mated from 5 per cent of total foundation assets globally—the legal requirement for
charitable status in the USA, though not elsewhere.*? This figure also excludes gov-
ernment grants to social enterprises, although these may be quite substantial sums.
For example, the UK government has deployed in excess of £1 billion of public money
to support the development of the social enterprise sector and impact investment
infrastructure since 2010.*

With respect to returns, grant capital is deployed with the assumption of 100
per cent loss. As 100 per cent loss finance, grants play an important role both as
start-up risk capital and as concessionary sustainable finance within blended finance
structures and deals.

Programme-Related Investment

Programme-Related Investment (PRI) and Mission-Related Investment (MRI) form
a part of a foundation’s overall invested assets by using endowment capital to generate
impact.

** Calculating the total value of philanthropic assets globally is difficult, since there is no single data set
available. This figure is, therefore, an estimate based upon P. Johnson (2018) Global Philanthropy Report
(Hauser Institute for Civil Society) valuation of global foundation assets at $1.5 trillion, see https://cpl.
hks.harvard.edu/files/cpl/files/global_philanthropy_report_final_april_2018.pdf. This is likely to a larger
figure in 2020.

** This figure includes: the endowment of UnLtd (£100 million); grants from the Futurebuilders (£215
million) and Investment and Contract Readiness (£60 million) Funds; co-investments with Bridges Fund
Management (>£20 million); unclaimed bank account assets to the Reclaim Fund (>£850 million) of
which Big Society Capital has deployed >£600 million to 2019.


https://cpl.hks.harvard.edu/files/cpl/files/global_philanthropy_report_final_april_2018.pdf
https://cpl.hks.harvard.edu/files/cpl/files/global_philanthropy_report_final_april_2018.pdf
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PRIs typically take the form of debt capital to fund programmatic activities, often
in concert with grants, and expect the return of capital only.** In the USA, PRIs can
be included in the annual 5 per cent allocation of ‘grant’ capital.

The returns to PRI are estimated to vary between capital preservation and some
loss-making. For example, KL Felicitas Foundation—with aims to invest 100 per cent
of its assets as impact—reported a —2.5 per cent p.a. loss on its PRIs.*> Moreover,
under the US Internal Review Code for charity tax regulation, PRIs can be included
in the minimum 5 per cent of total assets per annum which should be dispersed as
grants, suggesting that they are expected to make some level of loss (Brest, 2016).

Core impact investing

Following the definition noted above, in the 2020 annual report, the GIIN estimated
the ‘core’ impact investment market size at $404 billion.** However, the survey data
will, likely, underestimate the total market size as it is based on a sample of only
290 respondents. In terms of sectors, the GIIN data suggested that the categories of
impact investments were evenly spread between energy (16 per cent of all invest-
ments), financial services (12 per cent), forestry (910 per cent), food and agriculture
(9 per cent), and micro-finance (8 per cent). In terms of instruments, private debt
(37 per cent) and publicly traded debt (24 per cent) accounted for more than half of
all capital invested, with private equity the third largest at 16 per cent and publicly
traded equity the fourth largest at 10 per cent.

Impact investment can be either impact-first or finance-first depending on the
structure of the fund/deal and investor expectations; expected returns vary between
capital preservation and sub-market return (impact first) and risk-adjusted market
returns (finance first).*” In terms of expected financial returns, foundations, not-for-
profit asset managers, and family offices were largely ‘impact first’ and would accept
some sub-market rate investments. On the other hand, pension funds, insurance
companies, for-profit asset managers, and development finance institutions were
‘finance first’ and generally expected risk-adjusted market returns.

In terms of impact investment returns, the GIIN 2020 survey separated out the
data into either ‘developed market’ or ‘emerging market’ categories and then by

** See, for example, UK government guidelines: https://www.gov.uk/government/publications/
charities-and-investment-matters-a-guide-for-trustees-cc14/charities-and-investment-matters-a-guide-
for-trustees

* See:  https://www.thinknpc.org/wp-content/uploads/2018/06/In-pursuit-of-deep-impact_NPC_
KLF-Digital-1.pdf

¢ The GIIN Annual Impact Investor Survey 2020 included data from 290 impact investors who
had deployed $404 billion. See: https://thegiin.org/assets/ GIIN%20Annual%20Impact%20Investor%20
Survey%202020%20Executive%20Summary.pdf. However, this does not include all impact investors, so
is likely an under-estimate for the entire market.

*7 The GIIN Annual Impact Investor Survey 2020 included data from 290 impact investors. In terms
of returns, 67% of this sample suggested that their investments achieved risk-adjusted market returns,
18% achieved below risk-adjusted market rate returns (but close to the market rate), and 15% achieved
below risk-adjusted market rate returns (closer to capital preservation) see: https://thegiin.org/impact-
investment/need-to-know/%23s2


https://www.gov.uk/government/publications/charities-and-investment-matters-a-guide-for-trustees-cc14/charities-and-investment-matters-a-guide-for-trustees
https://www.gov.uk/government/publications/charities-and-investment-matters-a-guide-for-trustees-cc14/charities-and-investment-matters-a-guide-for-trustees
https://www.gov.uk/government/publications/charities-and-investment-matters-a-guide-for-trustees-cc14/charities-and-investment-matters-a-guide-for-trustees
https://www.thinknpc.org/wp-content/uploads/2018/06/In-pursuit-of-deep-impact_NPC_KLF-Digital-1.pdf
https://www.thinknpc.org/wp-content/uploads/2018/06/In-pursuit-of-deep-impact_NPC_KLF-Digital-1.pdf
https://thegiin.org/assets/GIIN%20Annual%20Impact%20Investor%20Survey%202020%20Executive%20Summary.pdf
https://thegiin.org/assets/GIIN%20Annual%20Impact%20Investor%20Survey%202020%20Executive%20Summary.pdf
https://thegiin.org/impact-investment/need-to-know/%23s2
https://thegiin.org/impact-investment/need-to-know/%23s2
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type of finance (as annualized, realized, gross returns).*® In developed markets,
the average actual return with an expected, risk-adjusted, market rate return was
16 per cent from private equity, 13 per cent from real assets, and 8 per cent from
private debt. In emerging markets, the average actual return with an expected, risk-
adjusted, market rate return was 18 per cent from private equity, 10 per cent from
private debt, and 8 per cent from real assets. While these returns look broadly in
line with the typical risk-adjusted returns on mainstream private equity*’ and pri-
vate debt,*® there remain important empirical questions concerning whether these
returns are properly risk-adjusted given the—typically non-financialized—impact
risk variable in the overall capital structure.”® Across the GIIN 2020 survey sam-
ple, more than 50 per cent of respondents saw a ‘severe’ or ‘moderate’ financial
risk in several categories of performance, including business execution and manage-
ment risk (23%+54%); country and currency risk (18%+40%); macro-economic risk
(17%+49%); financing risk (13%+46%); and market demand and competition risk
(9%-+44%).

In developed markets, the average actual return with an expected below-market
rate return was 10 per cent from private equity and 7 per cent from private debt.
In emerging markets, the average actual return with an expected below-market rate
return was 11 per cent for private equity and 8 per cent for private debt. In both
below-market scenarios, real assets did not expect a sub-market return. The GIIN
data also suggested that the majority of its sample investors’ financial returns were
either ‘in line with’ or ‘outperforming’ expectations, with only 12 per cent reporting
that they were ‘underperforming’

Mission-related investment

MRIs take the form of debt or equity and typically aim to further the foundation’s
missions and make a competitive financial return (Henriques et al., 2016). The poten-
tial market size of MRI investments could, potentially, equal the total assets of all
foundations, or roughly $1.5 trillion globally.>

8 The median age of inception of the investments in the sample was 2011.

> Average returns globally from 2009 to 2019 were 15.3%, see: https://www.marketwatch.com/story/
private-equity-returns-have-gone-up-that-may-not-last-2020-06-18

%% The average return in private debt globally from 1998 to 2016 was between 10% and 15%, see: https://
www.ipe.com/research-the-rise-of-private-debt/10012090.article. However, the COVID pandemic will
likely severely affect more recent returns, see: https://www.fnlondon.com/articles/private-debt-funds-set-
for-worst-performance-since-the-global-financial-crisis-20200807

*! Interestingly, however, there is some data that suggests that impact finance outperforms the market.
This may be for several reasons including: overall better risk management (ESG funds, see: https://www.
ft.com/content/733ee6ft-446e-4{8b-86b2-19ef42da3824); exploiting new, growth markets (green finance,
see: https://www.bloomberg.com/graphics/2019-green-finance/); lack of correlation with market risk
(micro-finance, see: https://www.triodos.co.uk/ethical-investments/microfinance-fund/LU0842307588).

> For pioneers in using MRI as 100% of assets see: KL Felicitas Foundation, https://
kifelicitasfoundation.org; FB Heron Foundation, https://www.heron.org; T100, https://toniic.com/
t100/; and the Ford Foundation’s decision to engage in MRI, https://www.marketplace.org/2020/07/02/
ford-foundation-darren-walker-charitable-organizations-philanthropy-economy-social-bonds/.


https://www.marketwatch.com/story/private-equity-returns-have-gone-up-that-may-not-last-2020-06-18
https://www.marketwatch.com/story/private-equity-returns-have-gone-up-that-may-not-last-2020-06-18
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https://www.fnlondon.com/articles/private-debt-funds-set-for-worst-performance-since-the-global-financial-crisis-20200807
https://www.fnlondon.com/articles/private-debt-funds-set-for-worst-performance-since-the-global-financial-crisis-20200807
https://www.ft.com/content/733ee6ff-446e-4f8b-86b2-19ef42da3824
https://www.ft.com/content/733ee6ff-446e-4f8b-86b2-19ef42da3824
https://www.bloomberg.com/graphics/2019-green-finance/
https://www.triodos.co.uk/ethical-investments/microfinance-fund/LU0842307588
https://klfelicitasfoundation.org
https://klfelicitasfoundation.org
https://www.heron.org
https://toniic.com/t100/
https://toniic.com/t100/
https://www.marketplace.org/2020/07/02/ford-foundation-darren-walker-charitable-organizations-philanthropy-economy-social-bonds/
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MRIs, as was noted above, typically seek market returns.”> However, contra
this assumption, KL Felicitas Foundation’s overall endowment—aside from PRIs—
returned only 2.75 per cent p.a. as MRI, so this could be seen as indicative of a lower
threshold for MRI returns.

Development finance

A further important impact finance sector is development finance.** This sector
includes multi-national agencies, such as the Asian Development Bank, Inter-
American Development Bank, and International Finance Corporation (IFC);
regional agencies, such as the European Bank for Reconstruction and Development;
and national agencies, such as CDC in the UK. There is no single data set for all
development finance, but in 2019 the IFC suggested that the twenty-five Harmonized
Indicators for Private Sector Operations signatory DFIs could be seen as impact
investors with total assets under management of $742 billion.>®

Development finance returns can be estimated from some of the larger players
in the market. For example, IFC recorded an average return on assets in a range
of 0.1 per cent to 1.6 per cent between 2015 and 2019,%® whereas CDC returned an
average 10.3 per cent between 2012 and 2016.”” Furthermore, an analysis of the equity
returns on IFC, European Bank for Regeneration and Development (EBRD), and
FMO showed an average of 10 per cent between 2003 and 2015.%*

ESG

An additional category of impact investment is capital deployed thematically for an
ESG purpose. Such ESG finance can be categorized as either positive/integrated
or negative/exclusionary. An important distinction between negative and posi-
tive ESG finance is in terms of the additionality of impact, which relates to the
‘Double Delta’ of sustainable finance.”” The Double Delta analysis distinguishes

** As a benchmark, the average market returns over ten years to June 2020 were S&P 500 14.7% and
Dow Jones Industrial 15.04%: https://www.wealthsimple.com/en-us/learn/average-stock-market-return.

** In earlier estimates of the size of the impact investment market, development finance was typically
excluded, see, for example, the GIIN Annual Impact Investor Survey 2019: https://thegiin.org/assets/
GIIN_2019%20Annual%20Impact%20Investor%20Survey_ExecSumm_webfile.pdf. The 2019 GIIN
report estimated the market to be $239 billion, whereas the 2020 report estimated the size to be $404 bil-
lion. The large increase appears, at least partly, to be a consequence of the inclusion of some development
finance institutions in the 2020 survey sample for the first time.

%% See: https://www.ifc.org/content/dam/ifc/doc/mgrt/the-promise-of-impact-investing.pdf

°¢ See: https://www.ifc.org/wps/wcm/connect/corp_ext_content/ifc_external_corporate_site/annual
+report/financials

%7 See: https://www.devex.com/news/financial-returns-likely-to-go-down-over-next-5-years-says-cdc
-chair-92943

* See:  https://publications.iadb.org/en/comparative-study-equity-investing-development-finance-
institutions

*% See: https://www.credit-suisse.com/media/assets/microsite/docs/responsibleinvesting/the-double-
delta-of-impact-investing.pdf


https://www.wealthsimple.com/en-us/learn/average-stock-market-return
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between the additionality of impact at the investee/enterprise level and the addi-
tionality of impact at the investor/capital level. From this perspective, ESG cap-
ital that is invested by buying listed equity or debt in the mainstream markets
has no additionality in terms of impact,’® whereas new investment into new
impact enterprises or to grow innovations has double additionality in terms of
impact.

In 2018, the global total of assets under management that followed some form
of ESG thematic approach amounted to approximately $60 trillion—or more than
half of all assets under management.® All of the major investment banks now man-
age ESG funds, as well as many specialist fund managers.”> Accurate data on the
exact size and scope of each category is not publicly available. However, some
broad conclusions can be drawn from what is available. The evidence suggests
that the vast majority—more than 95 per cent—of ESG finance falls under the
negative/exclusionary category that screens investments by a variety of ESG crite-
ria including corporate practices, best-in-class comparators, norms-based analysis
against global standards (ILO, UNCEF, OECD), and level of ESG integration in
corporate strategy (see Table 6.1).

The data also suggests that the majority of ESG investing is in public equity and
fixed income debt—categories that indicate a focus on mainstream businesses that
are publicly listed. Following the logic of the Double Delta model noted above, these
ESG investments are not materially impactful.®® In terms of geography, the European
ESG market is focused mainly on an exclusionary approach, whereas the US market
is focused more on ESG integration.**

Table 6.1 ESG finance allocated by theme 2018

Theme Negative/exclusionary  Positive/integrated
Negative screening 19.8

ESG integration 17.5

Corporate engagement 9.8

Norms-based 4.7

Best-in-class 1.8

Sustainability-themed 1.0

Community focus 0.4

TOTAL $ Trillion 53.6 1.4

Source: Bloomberg?
® See: https://www.bloomberg.com/graphics/2019-green-finance/

°® While there is a plausible argument that ‘active’ equity ownership may affect positive impact via
changing corporate strategy or policy in listed companies, there is little evidence of this in practice.

! See: https://www.bloomberg.com/graphics/2019-green-finance/

2 See: https://www.bloomberg.com/graphics/2019-green-finance/

® See: http://www.gsi-alliance.org/wp-content/uploads/2019/03/GSIR_Review2018.3.28.pdf

°* See: http://www.gsi-alliance.org/wp-content/uploads/2019/03/GSIR_Review2018.3.28.pdf


https://www.bloomberg.com/graphics/2019-green-finance/
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Positive/integrated ESG
Positive/integrated ESG investment deploys additional capital to create additional
investee impact aligned with the SDGs, most notably as green or social bonds. It
is focused on private markets and early stage, high potential impact companies.
Therefore, this category of ESG finance fulfils the broad definition of impact invest-
ment. However, negative/exclusionary ESG investment deploys capital thematically
through a screened investment analysis aiming to ‘do no harm’ via investments that
are typically made in large, publicly listed companies via secondary markets. While
negative/exclusionary ESG finance does provide additional capital, it does not create
additional impact at the investee level and, as such, it does not fulfil the definition of
impact investment. However, in order to capture the full range of sustainable finance
deployed for environmental and/or social impact, the spectrum sets of impact invest-
ment acknowledge both the positive/integrated and negative/exclusionary ESG
categories.

The following sub-sections unpack the positive ESG categories of green bonds and
social bonds, as well as the returns on negative ESG investing.

Green bonds
The green bond market has been growing rapidly.®® In 2019, $257.7 billion of green
bonds were issued globally—growth of 51 per cent on the 2018 total of $167.3 billion.
Of these, Europe accounted for 45 per cent while the Asia-Pacific market issued 25
per cent, with China the largest Asian issuer.®® Some estimates suggest that this mar-
ket could account for up to $1 trillion in new issuances by 2021.%” In 2019, the largest
cumulative issuers of green bonds were the US Federal National Mortgage Associa-
tion ($22.8 billion); the German Reconstruction Credit Institute ($9.02 billion); the
Dutch State Treasury Agency ($6.66 billion); the Republic of France ($6.57 billion);
and the Industrial and Commercial Bank of China ($5.85 billion).®® Moreover, in a
2019 survey of 135 hedge funds in thirteen countries—with assets under manage-
ment of $6.25 trillion—84 per cent reported ‘an increased interest in ESG-orientated
funds and strategies over the last 12 months.*® All the major global stock exchanges
have listings for green bonds as public debt.”

The data on the pricing of green bonds remains mixed (Liaw, 2020). Some analy-
sis suggests that the pricing does not typically reflect any sort of risk premium.” As
such, returns are typically close to conventional bonds, which have been between

 See: https://www.msci.com/esg-ratings

% See: https://www.climatebonds.net/resources/reports/2019-green-bond-market-summary

7 See: https://expertinvestoreurope.com/green-bonds-forecast-investments-to-break-through-1trn/

% See https://expertinvestoreurope.com/green-bonds-forecast-investments-to-break-through-1trn/

% See:  https://www.cnbc.com/2020/02/14/esg-investing-numbers-suggest-green-investing-mega-
trend-is-here.html

7® See:  https://www.forbes.com/sites/brendancoffey/2019/11/12/esg-stocks-are-having-a-fantastic-
year/?sh=6fd53e352fbb and https://www.climatebonds.net/green-bond-segments-stock-exchanges

7' See: https://blogs.cfainstitute.org/investor/2019/10/08/green-bonds-vs-traditional-bonds


https://www.msci.com/esg-ratings
https://www.climatebonds.net/resources/reports/2019-green-bond-market-summary
https://expertinvestoreurope.com/green-bonds-forecast-investments-to-break-through-1trn/
https://expertinvestoreurope.com/green-bonds-forecast-investments-to-break-through-1trn/
https://www.cnbc.com/2020/02/14/esg-investing-numbers-suggest-green-investing-mega-trend-is-here.html
https://www.cnbc.com/2020/02/14/esg-investing-numbers-suggest-green-investing-mega-trend-is-here.html
https://www.forbes.com/sites/brendancoffey/2019/11/12/esg-stocks-are-having-a-fantastic-year/?sh=6fd53e352fbb
https://www.forbes.com/sites/brendancoffey/2019/11/12/esg-stocks-are-having-a-fantastic-year/?sh=6fd53e352fbb
https://www.climatebonds.net/green-bond-segments-stock-exchanges
https://blogs.cfainstitute.org/investor/2019/10/08/green-bonds-vs-traditional-bonds
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zero and 2 per cent over the past five years.”> For example, in 2020 Barclays issued a
£400m, six-year green bond to support climate-related products and initiatives, with
an annual yield of 1.70 per cent.”

Social bonds

Social bonds are also emerging as a new market for positive/integrated ESG
finance. The first social bond was issued by the Instituto de Credito in Spain in
2015. It focused on offering sub-market loans to small and medium-sized orga-
nizations in deprived areas with the aim of accelerating economic growth and
creating local jobs. The three-year social bond raised EUR 1 billion from a range
of international investors. This was followed by a second EUR 1 billion Spanish
social bond—also in 2015—issued by Kutxabank to provide affordable housing
in the Basque country.”* In 2017, the IFC launched a Social Bond Program that
offered investors an opportunity to allocate social bond investments focused on
the SDGs with a triple-A rated credit risk. Finance from the bonds focused on
supporting banking for women and inclusive business programmes, which benefit
under-served populations in emerging markets, including women and low-income
communities with limited access to essential services such as basic infrastruc-
ture and finance. By 2020 the IFC had issued thirty-nine social bonds, raising
$3.1 billion.”

In 2020 the SDG Impact project, within the UNDP, launched a set of SDG
Impact Standards for SDG Bonds.”® These standards contained six standards
under four topic areas: strategic intent and impact goal setting; impact measure-
ment and management; transparency and comparability; and context and gov-
ernance. By 2020, total issuance had reached $33.1 billion, up from $6.2 billion
in 2019. This accounted for 28 per cent of the total sustainable finance bond
market.””

While the available data is more limited for social bonds, they seem to follow a
similar pricing profile to green bonds without any risk premium. For example, in
2020, Assura issued a £300 million, ten-year social bond with an annual yield of
1.5 per cent.”®

72 See, for example: https://www.climatebonds.net/files/reports/cbi_gb_pricing 2h2018_08052019.
pdf

7* See: https://home.barclays/news/press-releases/2020/10/barclays-raises-p400m-through-second—
green-bond—issue-/

7* See: https://www.gbm.hsbc.com/-/media/gbm/reports/insights/social-bonds.pdf

7% See: https://www.ifc.org/wps/wem/connect/corp_ext_content/ifc_external_corporate_site/about+
ifc_new/investor+relations/ir-products/socialbonds

7¢ See: https://sdgimpact.undp.org/assets/SDG-Impact-Standards-for-Bonds_First-Public-Consulta
tion-Draft.pdf

77 See:  https://cib.bnpparibas.com/sustain/capital-markets-and-covid-19-have-social-bonds-come-
of-age-_a-3-3503.html

7% See: https://www.investegate.co.uk/assura-plc/rns/pricing-of—300m-social-bond/2020090816195
03846Y/
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https://www.investegate.co.uk/assura-plc/rns/pricing-of%97300m-social-bond/202009081619503846Y/
https://www.investegate.co.uk/assura-plc/rns/pricing-of%97300m-social-bond/202009081619503846Y/
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Negative ESG investing

In terms of the returns on negative/exclusionary ESG finance, the available data sug-
gests that the top performing stocks had a return of 12-16 per cent in 2018-2019.”
This compares to 29 per cent growth in the S&P 500 for the same period.** How-
ever, Barclays’ analysis of the ESG performance of its funds between 2013 and
2020 showed rough parity between ESG and non-ESG equity returns, averaging
approximately 18 per cent annual growth.*'

Learning from policy innovation in the UK

Maduro et al. (2018) provided an extensive overview of the social impact investment
landscape in the EU and noted that the UK has the most developed market infrastruc-
ture. Over the past decade, the UK government has been a global pioneer in terms of
policy innovation for impact investment, launching several key policy innovations to
support the growth of the market (Nicholls & Teasdale, 2017; Nicholls & Teasdale,
2020).

In 2010, the UK Cabinet Office published a strategy to grow the social investment
market.®” Subsequent to this, in 2013, the Cabinet Office established a Social Impact
Investment Task Force (SITF).** Established by the UK government in 2013 and
coordinated by the Cabinet Office, the SITF was given the remit to grow the impact
investment market globally. Members of the Taskforce included representatives from
the UK, Canada, the EU, France, Germany, Italy, Japan, USA, and Australia, as
well as several development finance institutions. The SITF established a range of
topic-specific working groups to agree key principles and approaches, provide rel-
evant examples and draft papers to produce recommendations for policy-makers.
Working groups were set up in the areas of impact measurement, asset allocation,
international development and impact investment, and mission alignment. In addi-
tion to the working groups, the taskforce oversaw the preparation of a report on the
global social investment market by the Organisation for Economic Co-operation and
Development (OECD). The OECD published its report in 2015.%*

The SITF members also each developed a national advisory board (NAB) to exam-
ine ways of accelerating the growth of the impact investment market in their own
country/region. These boards brought together leaders of organizations active in
impact investment, philanthropic foundations, social enterprises, and mainstream

7% See: https://www.ftadviser.com/investments/2019/10/10/esg-investing-provides-strong-returns/

80 See:  https://markets.businessinsider.com/news/stocks/sp-500-2019-annual-return-for-year-best-
since-2013-2019-12-10287900617

# See:  https://www.investmentbank.barclays.com/our-insights/3-point-perspective/esg-funds-look
ing-beyond-the-label.html?cid=paidsearch-

2 See:  https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_
data/file/61185/404970_SociallnvestmentMarket_acc.pdf

# See:  https://www.gov.uk/government/groups/social-impact-investment-taskforce#members-of-
the-taskforce

8 See: https://www.oecd.org/sti/social-impact-investment-9789264233430-en.htm


https://www.ftadviser.com/investments/2019/10/10/esg-investing-provides-strong-returns/
https://markets.businessinsider.com/news/stocks/sp-500-2019-annual-return-for-year-best-since-2013-2019-12-1028790061
https://markets.businessinsider.com/news/stocks/sp-500-2019-annual-return-for-year-best-since-2013-2019-12-1028790061
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investment organizations. Each NAB produced an annual report, including policy
recommendations. In 2015, the SITF was superseded by the GSGII (discussed ear-
lier). In addition to deploying public finance as start-up capital for the sector (noted
earlier), the UK government used a range of other policy levers to support the market.
These included regulation, legislation, fiscal policy, and public spending innovations
such as Social Impact Bonds.

Regulation

With respect to regulation, in 2005 the UK government launched the first new legal
form of incorporation for more than 100 years, specifically aimed at social enter-
prises: the Community Interest Company (CIC). By mid-2020, more than 19,000
organizations had registered as CICs.** To be eligible to register as a CIC, an orga-
nization must already be a Company Limited by Guarantee (CLG); a Company
Limited by Shares (CLS); or a Co-operative, Mutual, or Industrial and Provi-
dent Society (a form of mutual company). Registered charities are excluded. The
policy objective of the CIC model was to facilitate more investment into social
enterprises as a recognized legal entity that would ensure an impact focus. In
addition, every CIC is required to file an annual report to the Regulator set-
ting out some details of their social impact. A number of legal requirements are
built into the CIC model: an asset lock, that does not allow for a CIC to be
bought out to realize an asset such as property; a dividend payment cap (for
CLSs) of 35 per cent of net annual profits; a performance-related interest loan
cap of 20 per cent of outstanding debt (for CLGs).*® These requirements were
designed to discourage organizations that took a finance-first rather than impact-
first approach registering as CICs. In addition, any investment in a CIC attracts
Social Investment Tax Relief (discussed later in the chapter). Despite these fac-
tors, it still remains unclear how much new capital has actually been raised
by CICs.*”

In terms of building the supply side, an important policy innovation in terms of
regulation was the Public Services (Social Value) Act.*® Introduced by the UK gov-
ernment in 2013, this Act aimed to grow the social enterprise sector by increasing the
scope for access to public sector contracts. The Act required all public sector com-
missioners to consider social value when evaluating tender applications for contracts
above £111,676 (central government) and £172,514 (for other bodies). However,

% See:  https://communityinterestcompanies.blog.gov.uk/2020/09/09/annual-report-2019-to-2020-
community-interest-companies/

% See: https://www.isonharrison.co.uk/blog/how-could-a-community-interest-company-meet-your-
enterprise-needs/

¥ For example, see the rather nebulous comment A solid number of CICs are already receiving social
investment and this market has grown significantly’ https://www.accountingweb.co.uk/business/finance-
strategy/community-interest-companies-funding-for-growth/

# See:  https://www.gov.uk/government/publications/social-value-act-information-and-resources/
social-value-act-information-and-resources


https://communityinterestcompanies.blog.gov.uk/2020/09/09/annual-report-2019-to-2020-community-interest-companies/
https://communityinterestcompanies.blog.gov.uk/2020/09/09/annual-report-2019-to-2020-community-interest-companies/
https://www.isonharrison.co.uk/blog/how-could-a-community-interest-company-meet-your-enterprise-needs/
https://www.isonharrison.co.uk/blog/how-could-a-community-interest-company-meet-your-enterprise-needs/
https://www.accountingweb.co.uk/business/finance-strategy/community-interest-companies-funding-for-growth/
https://www.accountingweb.co.uk/business/finance-strategy/community-interest-companies-funding-for-growth/
https://www.gov.uk/government/publications/social-value-act-information-and-resources/social-value-act-information-and-resources
https://www.gov.uk/government/publications/social-value-act-information-and-resources/social-value-act-information-and-resources
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takeup has been limited. By 2015, only 11 per cent of local authorities had applied
the Act in their commissioning process and only 27 per cent of those which tendered
for contracts were chosen on their superior social value criterion.

Legislation

With respect to legislation, the UK government has introduced two Acts aimed at
developing the impact investment market both in terms of the supply side and the
demand side. In terms of a supply-side measure, in 2005 the UK government set up
a Commission on Unclaimed Assets, tasked with exploring how unclaimed assets
in dormant bank accounts—specified as having had no transactions for fifteen years
or more—could be reclaimed to benefit society. Following the recommendations of
the Commission, in 2008, as a supply-side measure, the government introduced the
Dormant Bank and Building Society Accounts Act.* The act specified that retail
bank account assets that were dormant—again, defined as being without any transac-
tions for fifteen years or more—should be transferred to a new, non-statutory body,
the Reclaim Fund, for ‘good causes.”® The Reclaim Fund was administered by the
Co-operative Banking Group as a 100 per cent shareholder; it released funds via
the National Lottery Community Fund to each of the four administrative areas of
the UK.” Participation by banks and building societies was voluntary. Nevertheless,
twenty-two did agree to release their dormant assets annually, including the four
big high street banks—HSBC, Lloyds, Barclays, and the Royal Bank of Scotland.
By 2020, £1.35 billion in dormant bank account assets had been transferred from
118,000 accounts; only £93 million had been reclaimed by customers, or roughly 7
per cent. From these dormant assets, the Reclaim Fund allocated £745 million to
the National Lottery Community Fund to disburse.”” In 2015, the UK government
launched a Commission on Dormant Assets to explore other sources of dormant
assets from pension and insurance funds and investment and wealth management
portfolios. The Commission reported back in 2017 and suggested that a further £1.6
billion of unclaimed assets could be accessed.” However, as of 2020, none of its
recommendations have been implemented.”

Of the various ‘good causes’ to which dormant assets have been directed, the
most significant is Big Society Capital (BSC). In 2008, when the Dormant Bank and

# See: https://www.legislation.gov.uk/ukpga/2008/31/contents

°® See: https://www.reclaimfund.co.uk/about-us/. By 2020, 15,000 ‘good causes’ had been funded
across the UK.

°! See: https://www.reclaimfund.co.uk

°2 See: https://fr.zone-secure.net/-/Reclaim_Fund_Annual_Report_and_Accounts_2019/-/#_page=1
&page=1

°* £715 million from investments and wealth management; £550 million from the pensions and insur-
ance sectors; £150 million from securities; £140 million from banks and building societies. See: https://
www.gov.uk/government/news/2-billion-boost-set-to-transform-charity-and-voluntary-sector-funding

°* See:  https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_
data/file/727189/Tackling_dormant_assets_-_recommendations_to_benefit_investors_and_society__
1_pdf
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Building Society Accounts Act passed, one of its three specified purposes focused on
creating a ‘Social Investment Wholesaler’ with the objective of building the supply
of capital to impact investment funds by co-investment with other asset managers,
while not making direct investments itself. In 2011, as part of the ‘Merlin Agreement’
that specified the terms of the financial bail-out between the UK government and
the major UK high street banks, a commitment was included that the four largest
banks should each contribute £50 million in equity into the ‘Big Society Bank’ The
combination of unclaimed assets and the Merlin Banks’ equity capitalized BSC. In
2012, BSC was launched as the world’s first wholesale impact investment intermedi-
ary.”® By 2019, BSC had signed £2 billion in commitments with other investors, of
which £1.3 billion had been drawn down. In these deals, BSC mobilized £626 mil-
lion of dormant assets to achieve greater than 3x leverage of its assets.”® Following an
initial phase of opportunistic co-investment, BSC now focuses on three categories of
impact: early interventions in health and education; place-based investment, focused
on areas of deprivation; homes and social housing.

In terms of building the demand side, in 2015 BSC created the Access Foun-
dation in collaboration with the National Lottery Community Fund and the UK
government’s Cabinet Office (responsibilities now transferred to the Department for
Culture, Media and Sport, DCMS). The Access Foundation’s objectives were to sup-
port charities and social enterprises in England ‘to become more financially resilient
and self-reliant, so that they can sustain or increase their impact’®” Specifically, the
aim was to drive the economic development of charities and social enterprises such
that they could diversify their income base and become investment-ready to access
impact investment and providing a pipeline of potential deals for a BSC co-invested
fund. The Access Foundation’s capital structure consists of a £60 million endowment
from DCMS and £45 of ‘blended growth’ capital split equally between BSC and the
National Lottery Community Fund.’® This combination of endowment and blended
capital allows the Access Foundation to combine grants with sub-market loans in
various deal structures to address a capital gap in terms of investment readiness in
the social sector. At the same time, it aims to create new investment opportunities
for the funds with which BSC co-invests. The Access Foundation developed three
programmes to address its objectives:*®

« The Growth Fund: launched in 2015 as a co-investment fund, the £45m Growth
Fund offered a range of grants and small-scale unsecured loans to charities and
social enterprises to bridge a gap in the market for small-ticket, sub-market
finance. By 2018 it had co-invested with sixteen other funds (with fifteen social
investors) totalling £50m in capital allocated to 250 small social organizations

° See: https://bigsocietycapital.com

% See: https://bigsocietycapital.com/investment-numbers/

°7 See: https://access-socialinvestment.org.uk/us/what-we-do/

°® See: https://access-socialinvestment.org.uk/us/the-story-so-far/
% See: https://access-socialinvestment.org.uk/us/the-story-so-far/


https://bigsocietycapital.com
https://bigsocietycapital.com/investment-numbers/
https://access-socialinvestment.org.uk/us/what-we-do/
https://access-socialinvestment.org.uk/us/the-story-so-far/
https://access-socialinvestment.org.uk/us/the-story-so-far/
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(<50-% with turnover >£250k) with an average investment size of £64k. This
contrasts with the median investment size of c. £250k.

o The Reach Fund: launched in 2016, the Social Investment Business was selected
to run the Reach Fund to build investment capacity in social enterprises. By
2018, more than 220 grants totalling more than £3m had been made. The
median turnover of the grantees was >£100k. Seventy of those grantees went
on to raise investment to a total value of more than £17m.

« The Impact Management Programme: Launched in 2017, and delivered in part-
nership with New Philanthropy Capital, the programme provided £1.8m of
grants to build impact management skills and capacity in charities and social
enterprises who are seeking impact investment or new government contract
opportunities.

In addition to these core programmes and in collaboration with BSC, the Access
Foundation also developed the Good Finance website'’
provide advice and examples to help social enterprises access finance. In the first
three years the website was used by 74,000 users who engaged with eighty investors
and advisors. In 2017, the Access Foundation also created the Connect Fund—
in partnership with the Barrow Cadbury Trust—as another initiative to build the
impact investment infrastructure. By 2019, the Connect Fund had supported more
than fifty projects around the UK with capacity building, data sharing, building net-
works, developing standards and templates, and sharing market information. Finally,
in 2018, the Access Foundation launched the Enterprise Development Programme
(EDP), to support early stage social enterprises as a twelve-month pilot scheme. The
EDP worked with the Social Investment Business to manage two grant products—
feasibility grants and larger enterprise development grants—and with the School for
Social Entrepreneurs to manage social enterprise learning in two cohorts of experi-
ential programmes for leaders working on homelessness and youth training. During
the pilot phase, ninety-two grants were made, totalling £1.25m.

in 2016 as a resource to

Fiscal policy

With respect to fiscal policy, in 2014 the UK government introduced Social Invest-
ment Tax Relief (SITR).'” The new tax relief was specified in three ways: income tax
relief of 30 per cent on annual investments of up to £1 million with a carry back relief
to the tax year preceding the year of investment; deferral that matched the invest-
ment to capital gains made in the three years prior to, or one year following, the date
of the investment; exemption of gains on subscribing for shares realized on their dis-
posal (which will not be subject to tax providing that a claim for income tax relief

199 See: https://www.goodfinance.org.uk
1% See:  https://www.gov.uk/guidance/venture-capital-schemes-apply-to-use-social-investment-tax-
relief


https://www.goodfinance.org.uk
https://www.gov.uk/guidance/venture-capital-schemes-apply-to-use-social-investment-tax-relief
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is made three years after the date of the investment). In terms of the requirements
to apply for SITR, investments must be made into a specified set of organizations—
charities, CICs, Community Benefit Societies (with an asset lock of fewer than 500
employees and less than £15m in assets), and Social Impact Bonds (as agreed by
the Department for Culture, Media and Sport—discussed further presently)—up to
a maximum, per organization, of £1.5 million over the life of the organization. For
the individual investee, the maximum investment is capped at £1 million per year.
The take up of SITR has been surprisingly modest—by 2016/17 only £5.1million of
investment had been subject to the tax relief, against a UK Treasury projection of
£83.3 million.'** This is perhaps because of a lack of infrastructure—as of 2018, there
were only four SITR funds available to investors.

Public spending innovation: Social Impact Bonds

In the context of this broad range of UK government support for the impact invest-
ment market, perhaps the most innovative initiative has been the development of
Social Impact Bonds (SIBs) (Edmiston & Nicholls, 2018).!°* SIBs are not, in fact,
bonds of any sort. Rather, they are a form of contingent future liability contract—or,

194__between an investor, an outcomes

more simply, a payment-by-results contract
payer, and a service provider, where the returns to the investor are directly linked
to clear measures of social impact. In 2010, the UK launched the world’s first SIB
focused on reducing re-offending by ex-prisoners at Peterborough Prison (Nicholls
& Tomkinson, 2015). The Peterborough SIB was broadly considered to be a suc-
cess and the UK government committed to develop a number of further SIBs. By
2020, the UK had seventy-six SIBs in development or under way, mobilizing £44.7
million. Moreover, SIBs are now a global phenomenon. In 2020 the global total of
impact bonds was 195 mobilizing £441 million in twenty-six countries.'®® The UK
continues to dominate the SIB market, but a range of other countries have also
launched several SIBs, including the US (31), Kenya (13), the Netherlands (13),
and Australia (9). Across the EU (excluding the UK), there are forty-eight SIBs. In
terms of sectoral focus, the largest sectors for impact bonds are employment and
training (32%), homelessness (17%), health (16%), and child and family welfare
(15%). The outcomes-based investment model has also been applied to other impact

192 See: https://www.sibgroup.org.uk/sites/default/files/files/What%20A%20Relief%20-%20SITR%20
research%20report.pdf

193 See:  https://www.socialfinance.org.uk/what-we-do/social-impact-bonds;  https://www.gov.uk/
guidance/social-impact-bonds;  https://golab.bsg.ox.ac.uk/the-basics/impact-bonds/;  https://www.
brookings.edu/series/impact-bonds/

1% In the US these are typically known as ‘pay for success’ contracts. See: https://www.air.org/resource/
pay-success-social-impact-bonds/

195 Data varies slightly, but there are three important impact bond resources. See: https://sibdatabase.
socialfinance.org.uk; https://golab.bsg.ox.ac.uk/knowledge-bank/indigo-data-and-visualisation/impact-
bond-dataset-v2/; https://www.brookings.edu/series/impact-bonds/
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197 conservation,'®®

areas, including international development,'®® the environment,
and humanitarian aid.'”

In principle the SIB model can be applied to any intervention that satisfies three
conditions: the outcome is measurable and can be given an agreed financial value;
there is an outcomes payer; there are investors. This has made impact bonds very
attractive to the impact investment community since they seem to offer an elegant
model by which to ‘price’ impacts in the market, build robust outcomes data, and
offer the potential of reaching substantial scale. Furthermore, and perhaps more sig-
nificantly, the outcomes logic of impact bonds seems to be having an important
effect in public services commissioning more generally, particularly in healthcare
and pharmacology."® For example, in the UK in 2015, payment-by-results contracts
accounted for more than £15 billion of public spending.™

The state of impact investmentin the European Union

In the EU context, various institutions have supported the development of impact
investment, including the European Commission (EC), the European Investment
Bank (EIB), and the EIF. The European Union NAB is a joint initiative of the EC,
the EIB, and the EIF, headquartered in Luxembourg. The objective of the NAB is to
mobilize more than EUR 1 billion, with EUR 370 million already committed by the
EIR"?

The EIF has focused on what is calls ‘social’ impact investment into projects
working on social cohesion. EIF is the only impact investment wholesaler devel-
oping a pan-EU strategy. In 2020 EIF managed $1.1 billion currently invested in
micro-finance and social enterprise." The fund has provided support to develop
the intermediary space to address a market failure in the access to finance for social
enterprises. Specifically, the EIF developed a Social Impact Accelerator (SIA)"* and
the EFSI Equity Instrument."®

The SIA is a fund-of-funds wholesaler managed by EIF and invests in other social
impact funds which target social enterprises across Europe. The SIA closed in 2015
at EUR 271m across nineteen funds with 3.5x leverage. The SIA brought together

196 See: https://qualityeducationindiadib.com

197 See: https://www.goldmansachs.com/media-relations/press-releases/current/dc-water-environm-
ental-impact-bond-fact-sheet.pdf

198 See: https://www.ft.com/content/2{8bf9e6-a790-11e9-984c-fac8325aaa04

199 See:  https://www.icrc.org/en/document/worlds-first-humanitarian-impact-bond-launched-trans
form-financing-aid-conflict-hit

1 See, for example: https://golab.bsg.ox.ac.uk/toolkit/technical-guidance/awarding-outcomes-based-
contracts/; http://www.pmlive.com/pharma_news/greater_manchester_backs_move_to_outcome-
based_payment_1279006

U See: https://www.nao.org.uk/report/outcome-based-payment-schemes-governments-use-of-paym
ent-by-results/

Y2 https://gsgii.org/nabs/european-union/

"3 https://gsgii.org/reports/country-profile-european-union/

" https://www.eif.org/what_we_do/equity/sia/index.htm

5 https://www.eif.org/what_we_do/equity/efsi/index.htm
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resources from the EIB Group and external investors, including Credit Cooperatif,
Deutsche Bank, the Finnish group SITRA, and the Bulgarian Development Bank
(BDB).

The EFSI Equity Instrument was a joint venture between the European Commis-
sion and the EIF to fund further innovations in the fields of artificial intelligence,
blockchain, space technology, impact investment, and blue economy. Within this,
and in common with the SIA, the EFSI Equity Instrument focused on supporting the
intermediary sector to provide more capital to social enterprises. Across the EU there
is also a significant green finance sector with a sustainability and climate focus."®

The EIF is also responsible for managing the EaSI programme, which was
launched in 2014. Within the EaSI there are three impact investment initiatives: the
EaSI Guarantee ($446.1 million); the EaSI Capacity Building Investment Window
(EUR 16 million); and the EaSI Funded (Debt) Instrument (EUR 220 million). Each
aims to increase the flow of capital to social enterprise by building the intermedi-
ary sector and de-risking impact investments. As of 2015, fifteen EU countries had
enacted some form of regulation that specifically targets social enterprises."’

The EBRD is another institution catalysing the growth of the impact investment
markets. In 2015, the EBRD committed to allocate 40 per cent of its annual invest-
ment (by 2020) into a Green Economy Transition (GET) via direct green investment,
technical support, policy advocacy, and concessional co-investment."®* By 2019 the
EBRD had issued EUR 5.2 billion in ninety-two green bonds, including a $700 mil-
lion, five-year Climate Resilience Bond. In 2020 the EBRD issued a new set of GET
objectives for 2021-2025.

Despite this wide range of initiatives, the Maduro et al. (2018) overview of the
social impact investment landscape in the EU demonstrated that the landscape of
social impact investment is highly heterogenous across the region. Similarly, the
Expert Group on Social Entrepreneurship (GECES, 2018) noted the importance of
improving access to finance for social enterprises in Europe, highlighting the need for
increased public investment in capacity building for investment readiness and sup-
porting the development of impact investment infrastructure and co-investment as
catalytic capital in blended models with private finance. These observations suggest
that a more coherent overall policy agenda from the European Commission would
be beneficial for future market development and growth across the EU.

Policy recommendations for the EU context

The market for impact investment is growing in the EU and providing increasing cap-
ital to social enterprises for both start-up and growth. However, the market remains
incomplete, fragmented, and inefficient. Policy can play a central role in developing

19 See, for example, https://impact-investment.eu/en/
Y7 https://gsgii.org/reports/country-profile-european-union/
"8 See: https://www.ebrd.com/what-we-do/get.html
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the market. There is clearly a value in developing specific policy agendas across
the EU to grow the impact investment market in the region. Reflecting on simi-
lar policy innovations in the UK, these opportunities can exploit a range of policy
interventions, including direct investment, co-investment, regulation, fiscal policy,
legal forms, and knowledge management. These would identity and address gaps in
the existing market infrastructure in terms of the supply side, the demand side, and
intermediation (see Table 6.2).

Increasing the supply side of impact investment

+ Develop public procurement social value legislation: In 2019, the European
Commission reported that there are a range of examples of public procure-
ment policies in place across twelve countries in the EU that support social
enterprise access to public contracts and include ‘social clauses’ in contracts,
reserved contracts, exclusion contracts, and social labels."® In addition, in 2018
the EIB established a set of framework guidelines for procurement that included
a recommendation that tenders should be ‘encouraged to contribute to the pro-
tection of the environment, human well-being, human rights, gender equality,
combating climate change and promotion of sustainable development’'*° These
initiatives could be further developed as a consistent pan-European policy to
increase the incentives for outcomes-based commissioning and payment-by-
results contracts following the regulatory model set out in the UK Public Service
(Social Value) Act. By implementing such a policy at EU level, issues around
national state aid should be avoidable.

+ (Co)-invest in impact bonds and outcomes funds: Consistent with this policy
agenda, the EU could deploy capital directly and indirectly (by co-investment)
to develop impact bond investment and outcomes payment funds to leverage
other types of capital into social and environmental impacts around its broader
policy agendas concerning the climate crisis, economic development, and the
resilience of social infrastructure. Where such funds develop a robust—and
market-contingent—connection between impact and financial value (returns),
they would also increase both the efficiency and effectiveness of the allocation
of public capital.

+ Co-create evergreen impact funds: EU direct investment could also pro-
vide capital to co-create ‘evergreen’ social and environmental funds that
roll over capital to avoid the traditional limited-life structures with arbitrary
exit timelines of conventional funds. Evergreen funds typically offer more
flexibility for fund managers and social enterprises with multiple liquidity
events throughout the fund’s life. However, they can prove hard to raise in the

U2 See:  https://op.europa.eu/en/publication-detail/-/publication/3498035{-5137-11ea-aece-01aa75
ed71al
120 See: https://www.eib.org/attachments/strategies/guide_to_procurement_en.pdf at p. 9.
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mainstream market, given their complexity and relative novelty. De-risking and
proving such funds with public capital could leverage mainstream capital into
impact.*”

« Create tax incentives for impact investment: In terms of fiscal policy, tax
incentives for impact investment are already in place in two EU countries: in
France, with investment into SCICs; and in Italy, with investment into govern-
ment specified social enterprises. Such policies could be extended to the EU as
a whole, with some provision to local market contexts.

Building the demand side of impact investment

+ Create acommon EU social enterprise form of incorporation: Currently, six-
teen EU countries have some form of legislation that recognizes and regulates
social enterprise activity—including both new legal forms and transversal legal
status that cuts across existing organizational forms of incorporation dependent
on pre-defined social criteria.'”” The majority of these recognize the social co-
operative type of organization that has played an important role in the social
economy for many years. In terms of this form of legislation, the EU could move
further towards establishing a common legal form of incorporation for social
enterprises such as the CIC in the UK or the Benefit Corporation in the US.
Such an approach would allow impact investors better to identify legitimate
social enterprises in the market for capital, thus decreasing the transaction costs
of finding potential investees.

+ Provide capacity-building grants to social enterprises and support capacity-
building infrastructure: Another market failure in the current impact invest-
ment landscape is the relative lack of investment-ready social enterprises. The
EU can play a catalytic role to address this issue by direct investment in capac-
ity building in the investee sector. This would allow social enterprises to move
away from a reliance on grants towards accessing investment. In addition, this
would help drive innovation and scalability in the best-performing social enter-
prises. This policy could follow existing examples such as the UK Investment
and Contract Readiness Fund, discussed previously.

« Build networks of best practice in investment readiness: Linked to direct
investment, the EU could also build networks of investment readiness
expertise—leveraging, for example, the EVPA and EU NABs—to share best
practice and models.

! For example: I(x) Investments represent a permanently capitalized holding company. I(x) was
founded by Warren Buffett’s grandson, Howard W. Buffett. I(x) Investments makes equity investments
with longer timelines than standard investment funds to seed other equity investments: https://ixnetzero.
com/

122 https://ec.europa.eu/social/BlobServlet? docld=12987&langld=en
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Building impact investment intermediaries

- Establish dormant accounts legislation: Supporting the creation of an impact
investment wholesale bank could represent an important policy innovation in
terms of building the intermediary infrastructure. In 2016 a question was raised
in the European Parliament concerning legislation to release dormant bank
accounts to capitalize such wholesalers (following the example of BSC in the UK
and an initiative in Switzerland),"” but as yet no policy has been established.

« Expand non-financial disclosures and co-create a ‘Bloomberg’ for Impact
platform: The lack of a robust reporting and disclosure framework for the
social impact of capital represents another significant obstacle to the develop-
ment of an efficient impact investment market. EU policy has made progress in
terms of potential regulation around company-level non-financial and environ-
mental disclosure.””* The next step would be to develop a similar approach to
impact disclosure likely linked to current work by the SDG Impact project,'®®
the IFC,"*® and the IMP."*” Such disclosure would also generate the impact per-
formance data sets that are currently lacking in the market. EU investment in
a ‘Bloomberg’ platform for impact data would be a transformational contribu-
tion towards reducing information asymmetries, increasing market efficiency,
and growing the flows of capital to the social enterprises that deliver the most
impact.

- Invest in impact data technologies: Investment in impact technology repre-
sents another important opportunity to build the intermediary infrastructure.
The EU could deploy grant and investment capital to support the development
of lean data technologies, big data collection, and AI algorithmic data analy-
sis focused on environmental and social impact.'?® Such action would not only
support other regulatory strategies to improve disclosure and the availability of
impact data, but also create employment and contribute to the development of
the European technology sector.

Future research opportunities

These policy recommendations for the EU context also indicate fruitful avenues for
future research opportunities.

12> See: https://www.europarl.europa.eu/doceo/document/E-8-2016-004628_EN.html

?* See:  https://ec.europa.eu/info/business-economy-euro/company-reporting-and-auditing/comp
any-reporting/non-financial-reporting_en

125 See: https://sdgimpact.undp.org

126 See: https://www.impactprinciples.org/9-principles

1?7 See: https://impactmanagementproject.com

128 See, for example: https://www.60decibels.com
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Table 6.2 Policy innovations for the European Union impact investment market

Supply side Demand side Intermediation
Direct Impact bond outcomes ~ Capacity-building Impact data
investment funds grants technologies
Co- Impact bond Capacity-building Co-create a
investment co-investment funds infrastructure ‘Bloomberg’ for impact
Co-investment in platform
impact evergreen funds
Regulation Public procurement Dormant accounts
Social value legislation legislation
Expand non-financial
disclosure
Fiscal policy  Impact investment tax
relief
Legal forms Single EU social
enterprise form of
incorporation
Knowledge Build networks of best
management practice in investment

readiness

Research on direct and co-investment

Social economy researchers should explore the effectiveness of capacity of build-
ing programmes for social economy organizations. Insights on the effectiveness of
these programmes will provide insights on how to connect social economy orga-
nizations with the impact investment market. Building on the growing research on
SIBs (Edmiston & Nicholls, 2018; Fraser, Tan, Lagarde, & Mays, 2018; Ormiston,
Moran, Castellas, & Tomkinson, 2020), future research could identify a broader
range of impact domains where impact bonds and outcomes-based commission-
ing could be implemented. Research could also explore the role of catalytic capital
deployed by governments to generate additional private capital into impact invest-
ment markets (Ormiston, Charlton, Donald, & Seymour, 2015). Finally, research
should also explore how the beneficiaries in impact investment and social economy
action can be embedded in the design and implementation of impact investment
products (Casasnovas & Jones, 2022).

Research on regulation and fiscal policy

Future research should explore the relationship between social procurement poli-
cies and impact investment to understand whether building public markets for
social economy organizations increases impact investment capital. Exploring this
link would contribute to growing work on the impact of social procurement policy
for social economy organizations (Cutcher, Ormiston, & Gardner, 2020; Denny-
Smith, Williams, & Loosemore, 2020; Furneaux & Barraket, 2014). Building on the
work of Katelouzou and Micheler (2022) future research could also explore the
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effectiveness of impact investment tax relief in incentivizing more capital across the
impact investment spectrum.

Research on investment readiness

Future research should explore the investment readiness of a wide range of social
economy organizations across the spectrum of impact investment. Previous research
has only explored investment readiness for a limited range of investment products
(Hazenberg, Seddon, & Denny, 2015). Understanding the investment readiness of
social economy organizations across the spectrum will provide insights on how to
support social economy organizations to take advantage of the increasing appetite of
impact investors.

Conclusions

This chapter has set out the range of impact capital available to support the devel-
opment of social entrepreneurship globally and in the EU context. The spectrum of
impact investment ranges from grants to ESG finance and offers returns from 100 per
cent loss to market or above market returns. Taken as a whole, this capital is equiva-
lent to more than half of all assets under management globally. In terms of available
capital, the spectrum is dominated by the two types of ESG capital noted previously.
However, even if negative/exclusionary ESG capital is excluded, the total market size
remains substantial at roughly $22 trillion. While the core impact investment sector
(as defined by the GIIN) is growing, it remains a small proportion of the whole at
roughly $400 billion. Going forward, two key opportunities for the future growth
of impact investment will be accessing foundation assets and negative/exclusionary
ESG finance.

In the case of foundation assets, there is a huge opportunity to leverage more capi-
tal for impact. Generally speaking, foundation assets are not invested for impact. For
example, historically, the Rockefeller Foundation has invested only approximately
$68 million (or 1.8 per cent of its total endowment) in MRIs focused on renewables,
clean energy and technology, and sustainable forestry. Moreover, only $85 million
(or 2.2 per cent) of the endowment is invested in negative/exclusionary ESG."”® This
leaves roughly 96 per cent of assets invested in the mainstream (non-impact) markets.
In a response to this in-balance between the impact focus of foundation assets and
grant making, in 2017, the Ford Foundation made a strategic decision to commit $1
billion of its endowment to MRIs."** However, this was still only 8 per cent of its total
endowment of $12.4 billion. Total foundation assets are estimated to be $1.5 trillion
(see above). Assuming the same MRI investment as the Rockefeller Foundation, this

12 See: https://www.rockefellerfoundation.org/wp-content/uploads/Rockefeller-Foundation-Social-
Investing-Guidelines.pdf.pdf

% https://www.fordfoundation.org/the-latest/news/ford-foundation-commits-1-billion-from-
endowment-to-mission-related-investments/
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would mean that 96 per cent of these assets—or an additional $1.44 billion—could
be made available for impact finance as MRIs going forward.

In terms of ESG finance, since more than 95 per cent (or roughly $53.5 trillion)
of this finance falls under the negative/exclusionary category that does not conform
to the Double Delta model, there is an important opportunity to leverage this capital
into positive/integrated ESG investment. For example, if 50 per cent of this invest-
ment were directed towards providing additional capital to fund the SDGs, then the
current shortfall would disappear.”™

As has been set out in this report, innovative policy has played an important role in
developing the impact investment market to date. Going forward, EU policy-makers
can use regulation pro-actively to scale and shape this market, better to address the
social and environmental issues that currently need such urgent attention.
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v
How impact measurement fosters
the social economy

From measurement of impact to learning
and management for impact

Lisa Hehenberger and Leonora Buckland

Impact measurement as a key enabler of the social
economy ecosystem

This chapter aims to provide a clear view on the topic of impact measurement for the
social economy in Europe, including a description of the state of the art and iden-
tification of present and future challenges and opportunities. We will also advance
some provocative but scientifically grounded recommendations as to which policy
measures could help in addressing the identified challenges and capitalizing on the
opportunities.

The social impact of a social economy organization can be considered as ‘the social
effect (change), both long-term and short-term, achieved for its target population
as a result of its activity undertaken—taking into account both positive and nega-
tive changes, and adjusting for alternative attribution, deadweight, displacement and
drop-off” (Clifford et al., 2015:7).! Impact measurement is thus the measurement of
social change achieved for the targeted population attributed to the activities of the
social economy actor during a specific period of time. The change might be both pos-
itive and negative and it may be necessary to consider unintended consequences of
one’s actions.

Impact measurement is not just a technical tool to determine whether a specific
intervention has had an impact on its target population. Social economy actors,
including co-operatives, mutual societies, non-profit associations, foundations, and
social enterprises,” increasingly recognize the importance of better understanding
their impact so that they can use data derived from the impact measurement process

! More specifically, social impact is adjusted for the effects achieved by others (alternative attribution),
for effects that would have happened anyway (deadweight), for negative consequences (displacement), and
for effects declining over time (drop-off ). GECES report: Proposed approaches to social impact measure-
ment. https://op.europa.eu/en/publication-detail/-/publication/0c0b5d38-4ac8-43d1-a7af-32{7b6fcflcc.

? https://ec.europa.eu/growth/sectors/social-economy_en
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to learn and improve their activities and systems (Lall, 2019). In theory, social impact
measurement should be a powerful tool to improve the European social economy.
It can help individual organizations set realistic objectives; monitor, learn from, and
improve their activities; prioritize decisions; and access funding (Nicholls, 2007). As
anillustration, a survey of 1000 charities and social enterprises in the UK by New Phi-
lanthropy Capital (N{ Ogain et al., 2013) showed that a majority measured impact
as requested by their funders, but the main benefit for the charities and social enter-
prises was that it helped them improve their services. Similarly, Lall (2019) finds that
social enterprises first use impact measurement to signal legitimacy to funders but
gradually come to see it as a tool for organizational learning. When impact mea-
surement becomes integrated in the core functioning of a social economy actor,
it should ultimately help this actor work towards achieving a greater impact, and
identify potential negative outcomes, or assess the risk of no impact being achieved.
Through increased transparency, impact measurement may also channel increased
resources to address societal problems.

Collectively, social impact measurement can help organizations working on sim-
ilar social issues or in similar geographic areas better understand the aggregate
impacts of their work and collaborate to achieve greater change. And at a European
level, agreed-upon standards, common indicators, and benchmarks can allow policy-
makers to evaluate the impact of the social economy on society, advocate for more
public funding of social economy organizations, and help donors and investors direct
their resources to the interventions that have the most impact.

Impact measurement is not without its challenges. Critics of impact measurement
have alerted to the risks of channelling resources to interventions that are easy to
measure, but potentially have a low impact (Hehenberger & Harling, 2015). Long-
term effects of interventions involving multiple stakeholders and addressing complex
challenges are more difficult to measure and might therefore be overlooked. In addi-
tion, if impact measurement is seen as imposed from above rather than driven and
undertaken by the social economy actor, it can lead to negative behaviours such as
‘gaming’ the impact indicators and cherry-picking service users most likely to help
accomplish targets. Although such arguments are certainly valid, we would like to
claim that complex societal and/or environmental issues may need measurement and
calculation to incentivize action.

A clear example of where better measurement can incentivize action is climate
change. Academic research on multivocality (Ferraro, Etzion, & Gehman, 2015) has
shown that a concept such as climate change is able to rally support from multiple
stakeholders by its very ambiguity, allowing different types of actors to analyse the
concept from their own perspective and with their own evaluative framework. How-
ever, the support often stops at the level of advocacy. For action to proceed, there
is a need to clearly demarcate the scope of activity for a particular actor, assigning
accountability, to define the objectives of the activity and to integrate those objectives
into current management systems. Being able to measure and calculate impact allows
social economy actors to manage their organizations towards greater impact. The
tools and calculations developed for this purpose not only can serve current social
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economy actors but will be crucial in moving the entire economy in a more social and
environmental direction. Integrating impact into accounting systems is an important
step towards accounting for what economists have previously considered ‘external-
ities’ (Hehenberger & Harling, 2018). Promising work in this direction is currently
under way at Harvard Business School to develop impact-weighted accounts.’ Efforts
to account for social impact have the potential to alter financial markets, corporate
activity, and public administration from within, transforming our understanding
of both the ‘social’ and the classical economies and facilitating the urgent task of
‘building back better’ in the aftermath of the COVID pandemic.

What does impact measurement mean and what does
itinvolve—the basics

Impact measurement involves several dimensions, including the impact measure-
ment process, the indicators adopted, and principles for reporting, transparency, and
disclosure. Several organizations and networks have undertaken efforts to standard-
ize and harmonize these dimensions.

Impact management process

An example of an attempt to describe the impact measurement process for social
economy actors is the one recommended in the EU’s GECES* report, which built
on research conducted by the European Venture Philanthropy Association (Hehen-
berger, Harling, & Scholten, 2013). The process included ‘identifying clearly the
social impact sought, the stakeholders impacted, a “theory of change” for social
impact, putting in place a precise and transparent procedure for measuring and
reporting on inputs, outputs, outcomes and for assessing thereby the impact actually
achieved, followed by a “learning” step to improve impacts and refine the process’
(Clifford et al., 2015:24). The impact logic chain outlined in Figure 7.1 shows more
clearly the difference between inputs, outputs, outcomes, and impact using a con-
crete example. While inputs and outputs can be somewhat easy to measure, outcomes
and impact are much harder to evaluate and often require more resources and skills.
While outcomes can be described as the effects on a target population, we define
impact as the attribution to changes in outcome, or in other words, attributable out-
come. On that note, it is important that Social Purpose Organizations (SPOs) do
not simply imagine broad, unattainable impacts (e.g., to end poverty) which their
measurements cannot come close to understanding their contribution towards.

* https://www.hbs.edu/impact-weighted-accounts/the-opportunity/Pages/default.aspx

* GECES is the European Commission’s Expert Group on Social Economy and Social Enterprise.
For more information see: https://single-market-economy.ec.europa.eu/sectors/proximity-and-social-
economy/social-economy-eu/social-enterprises/expert-groups_en.


http://www.hbs.edu/impact-weighted-accounts/the-opportunity/Pages/default.aspx
https://single-market-economy.ec.europa.eu/sectors/proximity-and-social-economy/social-economy-eu/social-enterprises/expert-groups_en
https://single-market-economy.ec.europa.eu/sectors/proximity-and-social-economy/social-economy-eu/social-enterprises/expert-groups_en
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The generic impact measurement process recommended in the EUs GECES
report is still valid today, although the level of sophistication with regard to the tools
and best practices employed to perform each step has improved. Furthermore, the
term impact management has gained traction over the past few years as field actors
have recognized the need to move beyond technical tools and frameworks to inte-
grating impact in management systems. Impact management can be defined as the
systems, processes, culture, and capabilities related to impact measurement (Hehen-
berger et al., 2020). The concept builds on existing fields, such as that of monitoring
and evaluation, which has been widening to incorporate learning. What is innovative
about impact management is the emphasis on a more dynamic and organization-
wide attempt to determine impact, with an emphasis on the ‘how’ and ‘for what
purpose’ as well as the ‘what’ The specifics of this integration will depend on the
type of actor, as will be discussed later in the chapter).

Indicators

Some argue that the lack of a standardized set of indicators across similar interven-
tions in the social economy as a whole is limiting (Bengo et al., 2016). However,
similar social economy actors working on similar social or environmental issues
are starting to find common ground. Although it is impossible to define overarch-
ing, common impact indicators for all social interventions, it is possible to develop
standardized indicators to measure similar interventions. Taxonomies have devel-
oped over the years that allow actors who are involved in similar interventions, for
instance the integration of disadvantaged communities in the workforce, to clearly
define measurable outputs and outcomes. For example, in social impact investment,
the IRIS taxonomy® has emerged as a standard. However, it is still difficult to com-
pare and benchmark the results of social impact measurements, even for similar
actors. Whereas the implementation of the process can be verified or even audited,
the resulting data is difficult to compare and we seem to be far away from auditing
social ‘accounts.

Principles

The principles for reporting, transparency, and disclosure include the importance of
openly explaining how the process of impact measurement was implemented and
reporting actual impact results, with appropriate evidence. The concept of propor-
tionality is important to consider here. Impact measurement should ultimately be
useful for the social economy actor to better understand the impact it is having. The
resources implemented to measure impact need to be proportionate to the size of

* https://iris.thegiin.org/


https://iris.thegiin.org/
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the intervention, by which we mean the set of activities that lead to a social or envi-
ronmental impact. The level of evidence required as underpinning for the impact
measurement may increase for more advanced actors and for larger interventions.
At ESADE we have led the ESADE-BBK Community of Practice on impact mea-
surement and management, involving more than fifty European foundations.® Our
discussions have highlighted the need for increased transparency and data sharing
among social economy actors with the objective of improved scrutiny and account-
ability, but also shared learning and to enable funders to compare and benchmark
interventions for optimal resource allocation (Hehenberger et al., 2022). A related
topic is that of social auditing and external verification of social impact which is
increasingly debated and put forward as a way to ensure social economy actors are
not ‘marking their own homework;, although there are voices that fear creating a par-
allel and expensive accounting system to the private sector which may not deliver
better impact for the sector.

The state of play with European social economy actors
and social impact measurement

Social economy actors widely discuss, consider, and implement social impact mea-
surement and it is evident that these actors are facing and responding to a stronger
climate for rigorous evidence concerning the social and environmental impact of
their services and activities. Key drivers of this wave of social impact measurement
include public sector procurement and accountability mechanisms which ask for
social value to be described and evidenced as part of a tender or contracting process.
Also important is a funder-led focus on concrete measurement indicators related
to projects or organizations financed and an overdue, growing scrutiny of social
economy organizations from citizens themselves. However, the starting points, moti-
vations, and situations of each of the main social economy players are distinct and
there is a diversity and plethora of individual contexts and narratives accompanying
this broad framing, as will be outlined later in the chapter. The widely recognized plu-
rality of the social economy creates a range of barriers and enablers regarding social
impact measurement. Nevertheless, a unifying insight from practitioner-led research
is how far the theory and discourse of social impact measurement is divorced from
the reality on the ground, whatever the social economy actor. This divergence is par-
ticularly acute for smaller and less well-resourced social economy actors, as well as in
certain geographies where the social impact measurement wave is weaker. In a recent
cross-country comparison of evaluation in eight different European countries (Den-
mark, Estonia, France, Germany, Italy, Poland, Spain, and the United Kingdom),
this gap between desired production and actual practice regarding impact data is
clear, with up to 45 per cent of expert respondents claiming that impact evaluations

¢ https://www.esade.edu/en/faculty-and-research/research/knowledge-units/center-social-impact/
research/community-practice
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are carried out only ‘occasionally’ Evaluation is conducted most frequently where
evaluation is also more rigorous methodologically, specifically in Denmark, Poland,
and the United Kingdom among the selected countries (KPMG, 2018).

Operating foundations, non-profit organizations, and social action
associations

The group of non-market actors which makes up by far the largest part of the social
economy in Europe, employing more than 66 per cent of those in the social sec-
tor (Monzén & Chaves, 2017), has, in general, been somewhat resistant to jump
fully aboard the train of social and environmental impact measurement. Approaches
have been patchy and inconsistent and have generated data of dubious quality
which cannot be easily compared (Harlock, 2013). Many operating foundations
and non-profits are not yet conducting social impact measurements of their activ-
ities and may not buy into the prevailing logic and motivation regarding why they
ought to spend precious resources on it. Different reporting requirements and a
diverse group of accountability needs of various stakeholders (general public, pri-
vate donors, government contracts, etc.) without commonly agreed social impact
measurement frameworks potentially create confusion, duplication, and excess work.
For some organizations this represents an imposed bureaucratic burden rather than
an enhancing, strategic, and central part of their activities.

Impact assessment ‘by the gut; or with anecdotal data, is still surprisingly preva-
lent. There is a general lack of awareness of the important differences between
monitoring, evaluation, and learning and a shortage relative to the need of relevant
impact management skills and capabilities within the sector. Many operating foun-
dations, non-profit organizations, and social action associations may be performing
abasic type of monitoring related to assessing outputs, that is, the concrete and short-
term results of their activities, and perhaps also assessing the quality of their service
delivery. However, more rigorous evidence and evaluations which dive into the sub-
tler, longer-term changes in the lives of users/beneficiaries and communities (i.e. the
longer-term outcomes) and properly consult and include stakeholder and beneficiary
voices are quite rare, although growing. Social impact measurement by such non-
market actors is therefore primarily output-led rather than outcome-led, often not
answering the most important questions about how the people or planet are affected
over time. While output-led data is valuable, particularly in monitoring and basic
organizational performance management, it does not enable a deeper understanding
of change, which is the fundamentally important concept embedded in ‘impact’

This landscape overview is slowly shifting over time, and it is clear that larger
operating foundations and non-profits understand the urgency and necessity of
improving in this key area, in particular if they want to attract funds and partner
with the public sector. The past decade has seen precipitous growth in social impact
evaluations, particularly related to international development (Cameron et al., 2016),
which requires an increase in the number of social impact professionals. Indeed,
many European social economy actors are becoming increasingly sophisticated as
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creators and consumers of social impact measurement, for example working with
universities on rigorous, external, independent evaluations.

There are interlinked barriers affecting the ability of these social economy actors to
advance in social impact measurement, the greatest being financial resources. Con-
ducting a social impact assessment, in the strict sense of the term, involves observing
and analysing the changes produced by activities and determining the effects that are
directly and solely attributable to the action of those activities. Using this approach
is sometimes complicated, even impossible, without significant resources and a sci-
entific base. In a perpetually resource-constrained environment, which has only
become more acute during the COVID crisis, some organizations decide that there
is not enough investment to spare on monitoring, evaluation, and learning, which
can be relatively costly, with such spend needing to be traded off crucially with
delivery of frontline services. In many instances, donors and public sector commis-
sioners are demanding impact measurement but are still unwilling to pay for it, which
creates a vicious cycle of low-quality evidence. Another key barrier is simple over-
whelm about the different options and methodologies that exist to conduct social
impact measurement (there are hundreds of different impact measurement tools and
methodologies) coupled with different stakeholder impact reporting needs (Harlock
& Metcalf, 2016). Finally, there is still some cultural resistance to the idea of counting
‘what cannot be counted’ and whether in fact social impact measurement is imposing
a managerial framework on the social economy field where it doesn’t fit (Zimmer &
Pahl, 2016). This is a valid and important criticism by social economy actors which
must be explored and to which space must be given. However, the social economy
must not lose sight of the fact that what is not valued will not have value within the
system.

Social enterprises
Although impact measurement among social enterprises is a relatively nascent field,
a range of different approaches and frameworks have been suggested for a sector
which needs to manage the demands of both donors and investors, as well as balanc-
ing financial with social returns (Bengo et al., 2016). As a fast-growing and innovative
part of the social economy, social impact measurement is fairly widely accepted, pri-
oritized, and implemented by social entrepreneurs, with around 60 per cent of social
enterprises measuring impact regularly according to the 2020-2021 European Social
Entrepreneurship Monitor (Dupain et al., 2021) Since many social enterprises seek
funds from social and impact investors who have put social impact measurement
(and management) in the spotlight, they are generally more open and oriented to
conversations about Key Performance Indicators (KPIs) and social output and out-
come measures. However, there is still a wide variety of understanding and practices
related to social impact measurement in different national contexts. The lack of bet-
ter practices and stronger frameworks for measuring impacts is recognized to impede
the performance of the sector as well as its growth and scale (Wilkinson, 2015).

On the ground, particularly for earlier-stage social entrepreneurs, few are follow-
ing a rigorous, professionalized approach to impact assessment—for example, Social
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Return on Investment, pre/post survey of users/beneficiaries, or formal Theory of
Change with indicators (Molecke & Pinkse, 2020). While such social entrepreneurs
recognize the importance of impact measurement and management for funder
accountability, they have reframed the question ‘how much impact?, which more
formal impact measurement ultimately tries to get at, as ‘is there impact?” (Molecke
& Pinkse, 2020). In this way they avoid a rigorous analysis or impact evaluation,
rather relying on pre-existing operational output-level data to signal impact and
provide the impression of quantitative data analysis (Molecke & Pinkse, 2020).
It is expected that over time funders may provide more resources for a greater
rigour of evaluation or that social entrepreneurs themselves may invest since they
believe it is essential for their growth and scaling, and for organizational learning
(Lall, 2019).

Donors including social and impact investors

Philanthropy is on the rise globally, with European foundations spending nearly
EUR 60 billion in 2015 and with more than 147,000 charitable foundations in the
twenty-four European nations that the Donors and Foundations Networks of Europe
(DAFNE) represents (McGill, 2016). European grant-makers are at the beginning of
their journey to embrace and catalyse social impact measurement. For many, impact
measurement is a challenge. In France, 34 per cent of foundations stated that they
had difficulties evaluating their projects or programmes and in Belgium only half
were asking for social impact reporting from their grantees (Mernier & Xhauflair,
2017). However, leading grant-making foundations are starting to occupy the role
they need to occupy as capacity-builders and enhancers of these practices among
their partners (grantees, investees) (Hehenberger et al., 2020). In general, trans-
parency and accountability dynamics are not natural characteristics of the donor
sector (particularly private foundations) with few pressures, apart from those which
are self-generated, to properly report on their impact. This results in an often opaque
and mysterious world with limited possibilities for public scrutiny of impact. While
there is not widespread data about the social impact measurement practices of grant-
makers in Europe (as opposed to the US, where this data is more routinely collected),
itis clear that among the largest, leading grant-making foundations there is a growing
impact orientation—to prioritize understanding their own impact as well as funding
capacity building and social impact measurement of their grantees and investees.
Many grant-makers are afraid of imposing a significant reporting burden and estab-
lishing more transactional relationships with their grantees—they are conscious of
balancing demands for accountability and transparency from their boards with a
desire for trusting, learning partnerships where social impact metrics should not be
the central focus. We have seen this clearly among the fifty foundations involved in
the ESADE-BBK Community of Practice (Hehenberger et al., 2022), although these
philanthropists are perhaps the frontrunners of the impact management wave and
there are many smaller, less resourced foundations who are not part of this ‘coalition
of the willing’” and are latecomers to these newer philosophies.
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Impact investors
The impact investment field has focused significantly on impact measurement in
order to differentiate it from the wider investment field and has been behind a move
towards more standardization of approaches. Impact investors were at first keen to
implement the Social Return on Investment (SROI) approach as it resonated with
how they traditionally thought about return on investment and it allowed for mon-
etization of impact. SROI is defined as a form of adjusted cost-benefit analysis that
takes into account, in a more holistic way, different types of impacts. However, as
impact investors have become more sophisticated in their understanding of impact,
they have also realized that any framework is as good as the data and assumptions that
feed into it. Impact investors who are serious about impact (and not just investment)
need to work harder on measuring impact and collecting and reporting impact data
(Hehenberger & Harling, 2018). The EVPA guide (Hehenberger et al, 2013) tried
to make sense of the myriad of frameworks and tools to develop best practice rec-
ommendations valid at the level of the impact investor and the social enterprise. As
mentioned above, the EU’s GECES report built heavily on those recommendations
in terms of a defined process of measuring impact, and the G8 taskforce on social
impact investment further defined guidelines (Social Impact Investment Taskforce,
2014). Since then, several interesting developments have moved the sector forward.
Impact investors now follow a fairly standardized approach of measuring and
managing impact. In terms of indicators, the IRIS taxonomy, promoted by the
Global Impact Investment Network, has become a standard in the sector, although
increasingly impact investors are also developing their strategies to target specific
SDGs. However, the indicators associated with the SDGs tend to be macro-level
and more difficult to apply for individual organizations. Therefore, impact investors
use the SDGs as aspirational and visionary targets that they work towards more
generally as part of their investment strategy. The Impact Management Project
(https://impactfrontiers.org/norms/investment-classification/), a multi-stakeholder
initiative for impact investors to work towards common standards and categories,
is helpful as it decomposes the somewhat lofty concept of impact into more spe-
cific dimensions of what, who, how much, contribution, and risk. These initiatives
are helping impact investors integrate impact into the investment process in an
increasingly standardized manner. The Operating Principles for Impact Manage-
ment (https://www.impactprinciples.org) further provide concrete recommenda-
tions for how this integration should be executed in an impact investment fund with
further scrutiny recommended through public disclosure and independent verifica-
tion. Figure 7.2 summarizes how impact can be integrated in the impact investment
process. The impact-investing investment process can be considered as involving
the steps of deal screening, due diligence, deal structuring, investment manage-
ment, exit and evaluation, and post-exit follow-up, each with what we consider
particular appropriate impact measurement tools, methodologies, or frameworks
outlined in the Figure below the step. The Impact Management Platform (https://
impactmanagementplatform.org/) groups together the main tools and initiatives
employed by impact investors.
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In recent years, evidence points to a growing trend and pressure to report on
impact and ESG in the financial sector, as evidenced by the Sustainable Finance Dis-
closure Regulation (SFDR) in the EU. The SFDR is designed to help institutional
asset owners and retail clients understand, compare, and monitor the sustainability
characteristics of investment funds by standardizing sustainability disclosures. The
Impact Finance Taskforce is an industry-led Taskforce invited by the G7 Presidency
to provide concrete recommendations on how to mobilize private capital for the
SDGs. It notably launched a report that included strong support for the International
Financial Reporting Standards Foundation’s International Sustainability Standards
Board’s (IFRS-ISSB) efforts to create a global reporting ‘baseline’ on impact related
to enterprise value.” These efforts indicate that sustainability and impact reporting in
the financial sector will become increasingly harmonized. This provides an opportu-
nity to mobilize further capital to initiatives that have social impact, but these need
to fit within the parameters of investors’ investment strategies.

Co-operatives

Little is known about co-operatives’ socio-economic impact as there is a scarcity of
measurement and reporting by co-operatives themselves and limited comprehen-
sive datasets on their outcomes (Benos et al., 2018). Scholarly work has favoured
using appraisal tools common to market actors, but these do not speak to the dual
nature of the co-operative, with its distinct business and membership objectives.
Social enterprises might provide better inspiration for the co-operative sector. EU-
funded research has illustrated useful social impact measurement methodologies for
co-operatives, such as the cost-benefit analysis which was applied to Italian work
integration co-operatives in Trento, with data collected over six years.® It is unclear
whether such methodologies have been mainstreamed in the sector. The World Co-
operative Monitor project aims to provide visibility to the movement by monitoring
and demonstrating the impact of large co-operatives, from both an economic and a
social perspective, but there is no overarching impact measurement framework for
the co-operative sector. Nor is transparent, aggregate social impact data collected
(World Co-operative Monitor, 2019).

Bright spots and state of the art approaches for social
impact measurementin the social economy

There are many exciting opportunities which shine a light on a brighter future regard-
ing social impact measurement by the social economy. First we discuss the important
topic of standardization, for which there has been some progress across the social

7 The ISSB will sit alongside and work in close cooperation with the IASB, ensuring connectivity and
compatibility between the IFRS Accounting Standard, the ISSB’s standards, and the IFRS Sustainability
Disclosure Standards. https://www.ifrs.org/

® https://www.euricse.eu/projects/analysis-of-the-social-impact-of-social-enterprises-and-social-
cooperatives-on-work-integration/
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economy, although clearly there are opportunities for further development. Then
we move to discuss other bright spots, some which are related to cross-sectoral col-
laboration on impact measurement and cross-pollination between different sectors
facilitated by the growing role of data and technology. Other bright spots we outline
touch on ‘softer’ mindset shifts, to embrace more power-sharing between differ-
ent actors, which is relevant to the development in Europe of impact measurement
approaches that embrace equity, diversity, and inclusion and more accountability to
the communities they seek to serve.

Standardization and the state of social impact measurement tools
and methodologies

One of the widely recognized barriers to social impact measurement by the social
economy is arguably the lack of standards, in particular clear metrics and indicators
to determine social impact across diverse social issue areas. We define standards as
an approach which actors sign up to or adopt and for which a body is responsible
for developing and monitoring adherence towards. Standards in the Environmental,
Social, and Governance (ESG) arena have been a critical way of creating a common
language and set of criteria among diverse actors, and there is an appetite from some
in the social economy to create a more coherent set of standards for the social econ-
omy (and/or impact economy). There has been a plethora of initiatives to find an
appropriate social value accounting mechanism, which could lead the social econ-
omy to be able to value and compare social impact. For policy-makers the benefits
of such a standard metric are clear, as they may finally be able to define and com-
municate the value of the social economy as well as to determine the relative utility
of different social interventions. Indeed, the motivation for such initiatives has been
to unlock innovation, clarify which interventions are effective, and increase the like-
lihood of public and private sector funding of social activities and innovation. Yet
initiatives such as SROI (explained previously) and Social Impact Accounting, which
initially gained traction, have been subject to significant criticism (Vik, 2017). A
higher or lower SROI may not necessarily reflect greater or lesser social impact and
singularly focusing on SROI may lead to a one-dimensional portrayal of the orga-
nization’s activities (Gibbon & Dey, 2011). Although social economy players may
still seek to aggregate their impact across different social issue areas, there is grow-
ing acceptance that a synthetic unit of social impact analysis could be impossible
(Clifford et al., 2015).

Other routes towards greater standardization have been experimented with,
including process-based frameworks and the development of dashboards and score-
cards (Bengo et al., 2016). A key focus, particularly within the social enterprise and
impact investment sectors, has been on a convergence of process-based frameworks
with a greater emphasis on embedding key impact management principles. The con-
vergence between different frameworks in the impact-investing sector could be an
example and an inspiration for the social economy in general. The Impact Manage-
ment Project, for example, has brought together more than 2000 practitioners and
provides a forum for building global consensus on how to measure, manage, and
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report impacts on sustainability. It is an approach that has quietly but surely led to a
growing acceptance by a wide variety of stakeholders about what ‘impact’ means and
how it can be measured. Such collaborative, multi-stakeholder initiatives to develop
meaningful impact measurement frameworks could be the way forward for the whole
social economy.

The more recent UN SDG Impact Standards also offer an opportunity to align dif-
ferent sectors’ understanding and reporting of impact based on the SDG goals and
indicators. Most recently, SDG Impact published the UNDP SDG Impact Standards
for Enterprises (SDG Impact, Version 1.0, 2021) to provide a common language and
a clear system to fully integrate the SDGs into all business and investment decision-
making processes. These are destined for social economy, private sector, and public
sector actors. They bridge the Impact Management Project’s (IMP) Five Dimensions
of Impact and ABC Impact Classifications with sustainable reporting frameworks,
thus integrating a more social economy perspective with the corporate sustainability
reporting. Ultimately these SDG Impact Standards hope to enable investors to push
for greater harmonization, analysts to be able to benchmark and compare across
enterprises, and policy-makers to align regulations with standards. There are four
SDG standards, one for each theme (as shown in Figure 7.3, these are strategy, man-
agement approach, transparency, and governance), and a set of associated indicators.

Embedding foundational

Governance i
elements into purpose and strategy

Standard 2 (Management Approach): Integrating
foundational elements into operations and
management approach

Standard 3 (Transparency): Disclosing how
foundational elements are integrated into
purpose, strategy, management approach and
governance, and reporting on performance

rfﬁinspare‘\cﬂ

Standard 4 (Governance): Reinforcing
commitment to foundational elements through
governance practices

Figure 7.3 SDG impact standards

Shared measurement approaches

This is where players from different sectors jointly agree on an approach for measur-
ing change within an entire system (for example, the education system in a certain
territory). This is different from standards, which are normally not sectoral-specific.
COVID has highlighted the inter-connectedness and even greater importance of
systems thinking in social innovation and social change. Such shared measure-
ment approaches feel more purposeful and meaningful, with more data collected
from a range of social economy and public and private sector actors and a sense
of players collectively being able to move the social impact needle and the whole
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being greater than the sum of the parts. Shared approaches require social economy
actors to focus less on how impact can be attributed to the work of a specific actor
and to focus more on how actors together can contribute collectively to addressing
societal challenges. In theory the idea of collective impact is interesting for organi-
zations whose asset owners, including grant-making foundations, are less worried
about financial returns. The lack of attribution may be an issue for certain types
of social economy actors who compete for scarce resources and need to demon-
strate results at organizational level. For example, impact investors are interested
in claiming the impact of the organizations they invest in so that they can show
positive impact performance. While there are many collective impact initiatives in
the US, there are only a few in Europe—most notably in Denmark and the UK—
but interest in them is growing. One of the five pillars of the collective impact
approach is shared measurement, where all participants agree on the ways success
will be measured and reported, with a short list of common indicators identified and
used for learning and improvement (Preskill et al., 2014). Although formalized col-
lective impact structures are currently rare in Europe, COVID has accelerated the
desire for social economy actors to work together both on delivering and evidenc-
ing impact. As more such shared measurement approaches are tested within Europe,
greater evidence could be generated for specific social issue areas. The challenge
will be to develop a set of meaningful indicators generated from such bottom-up,
multi-stakeholder collaborations which are broad enough to have relevance for the
whole system and deep enough to be actionable for individual actors within that
system.

Social Impact Bonds (SIBs), which are public-private partnerships that fund effec-
tive social services through performance-based contracts, are another example of
collaboration on social impact measurement by players from different sectors (pub-
lic, private, social economy) (see also Carter & Ball, this volume). By March 2022
there have been 220 SIBs globally contracted in thirty-seven countries across six sec-
tors, representing more than $462 million in upfront investment in social services
committed.” Several European countries have large markets for impact bonds, in
particular the United Kingdom but also the Netherlands and Portugal. The European
Investment Banklaunched a EUR 10m fund with BNP Paribas for co-investment into
SIBs in the UK. While this was criticized for the costly nature of the transaction, in
particular the social impact verification procedures commonly provided by a third-
party social impact measurement service provider (Roy et al., 2018), SIBs have led
to interesting dialogues between sectors about social impact measurement. The cen-
trepiece of any SIB is the definition of measurable, explicit outcome metrics at the
outset of a project, against which delivery is evaluated. Agreeing these outcomes and
goals entails a negotiation and dialogue between the different stakeholders. Method-
ological rigour for evaluations has tended to be relatively high, although there are
concerns about the validity and viability of some baseline data used (Edmiston &
Nicholls, 2018). SIBs that have an experimental design embedded that compares the

® https://www.brookings.edu/research/social-and-development-impactbonds-by-the-numbers/
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performance of an intervention group with that of a control group are particularly
important for the evidence base (drawn either from historical data or from individu-
als that do not receive a social service, that is, a ‘living control group’). In this sense,
such evaluations have the benefit of achieving what is not possible for most social
economy organizations: a ‘true’ understanding of impact generated by the service
provided which separates out other possible contributing factors, and thus addresses
the issue of attribution. SIBs are therefore increasing the supply of evidence for cer-
tain interventions, which can then be used by other social economy actors in the
same social issue area in other geographies. A positive ‘side-effect’ of the need for
upfront data to develop a SIB is that policy-makers and commissioners might think
more holistically about social issues, potentially inspiring more data-driven policies.
For example, when the city of Barcelona started developing a SIB for children in
care, they collected data that allowed them to see what hadn’t worked in the past, and
where they should invest their resources. Academic studies have highlighted the risks
of SIBs bringing with them financialization logics, including metrics and measure-
ment processes that may circumvent the state and position social policy delivery in
the custody of the market (McHugh et al., 2013; Nicholls & Teasdale, 2017; Warner,
2013). While not without their critics, SIBs have generated significant interest from
financial actors (even in mainstream finance) and have proven how far outcome-
based measurement of complex social problems is possible when enough financial
resources are provided to do it in a meaningful, rigorous way.

Data and technology

The social economy is recognized to be lagging behind when it comes to digitiza-
tion and data (Fruchterman, 2016). Harnessing big data might be the great missed
opportunity of the past decade, but there is hope that the social economy is opening
up to the possibilities that it offers. There are significant opportunities for the use of
big data to improve social impact measurement practices. It provides access to a wide
new range of data sources, can increase sample sizes and the probability of inclusion
of vulnerable groups, and can help to develop longitudinal data sets. Yet, take-up by
the evaluation community of big data has been slow, primarily due to cultural and
language differences between evaluation and data science. Data scientists are not yet
commonly employed by the social economy (York & Bamberger, 2020). Moreover,
there are barriers to the use of such big datasets in social impact measurement, par-
ticularly those that are being provided by governments—for example, the quality of
the data, and the fact that data governance standards may not have been set and use-
ful data might be inaccessible or buried in administrative systems from which it is
costly to extract and make sense of (Desouza & Smith, 2014).

However, there are promising initiatives concerning big data. Causality is a
main challenge that development economists have addressed through experimen-
tal designs, with randomized control trials being the gold standard (Duflo et al.,
2007). For example, in the UK, data labs have emerged which allow social economy
actors to set up quasi-randomized control trials by using large-scale administra-
tive data to find a control group. The most advanced case is justice data related to
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prisoners and re-offending which allowed many social economy actors to test the
effectiveness of their interventions and ultimately to be able to compare between
different interventions. Emerging findings are interesting: for example, that the aver-
age impact (when positive) is much lower than in ‘usual’ impact studies and that
education-based interventions seemed to be delivering the greatest impact (Piazza,
Corry, Noble, & Bagwell, 2019). Other data labs using government administrative
data in health, employment, and education are being considered in the UK. Such
data labs could be replicated within other national European contexts. There are also
open-source data initiatives emerging to help gather and aggregate the fragmented
information on funding and to start to build outcome-level open-source databases,
particularly in the impact-investing field. European examples of funder-led data-
sharing collaboratives include 360 Giving in the UK (https://www.threesixtygiving.
org), through which nearly 150 funders now publish their grants data, with more
than £32 billion of grants data accessible to be compared and analysed. In Portugal,
the Calouste Gulbenkian Foundation partnered with the Portuguese government to
create One Value (https://onevalue.gov.pt/page/1), a free-access website that gathers
and systematizes information about public investment in several priority response
areas (social protection, education, health, employment, and justice).

Another important data initiative related to the social enterprise sector is Lean
Data now called 60 Decibels by Acumen (https://acumen.org/lean-data/), which
leverages mobile technology to communicate directly with customers and beneficia-
ries collecting impact data efficiently and at a low cost. With such cost-effective, large-
scale data collection techniques, social economy actors can more easily get in touch
with their beneficiaries and find out how their lives have changed after interventions.

Shifting social economy power dynamics through more stakeholder-led
social impact measurement processes

Social impact measurement touches on key themes of trust and transparency.
Increasingly, funders (whether grant-makers, social investors, or even public sec-
tor commissioners) are aware that top-down approaches ultimately will bear little
fruit if the social economy actors do not see their value. The social economy actor
must own and find useful the whole social impact measurement process and they (in
conjunction with the end beneficiary) need to have decision rights in what impact
is considered meaningful, what data is collected, and how it is collected. Power has
been a silent, unexplored terrain in impact measurement but it is now emerging as a
crucial element of the equation (Kelly, 2018). Funders need to go beyond merely con-
sulting with stakeholders and move relations to a partnership-led dynamic between
funder/commissioner and the social value creator in which power is more actively
shared and distributed. It is only when this happens that the impact measurement
process can become more honest, authentic, and valuable—unlike current circum-
stances, in which social economy actors can feel under undue pressure to perform to
impact targets which may not have enough relevance to them and which could stifle
social innovation and flexibility, as well as risking core values of the social economy
(a risk highlighted during COVID). Even social impact accounting methodologies
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such as SROI, which can seem alien to certain social economy actors, can have the
potential to be meaningful if performed in a way that empowers stakeholders in the
social impact measurement process (Nicholls, 2018).

A related and important consideration is how far diversity and inclusion
approaches need to be embedded within the social impact measurement process, to
ensure that voice is given to beneficiaries and communities traditionally not heard.
Including their voices in the very design of such processes may be necessary to avoid
unconscious systemic biases that it is difficult to later remove or correct.

Inspiration and cross-pollination with impact transparency movements
in other sectors

There has been a long history of the corporate and financial sectors experimenting
with social auditing approaches, in order to capture and account for social and envi-
ronmental impacts within sustainability reporting. In recent years the scope of the
social audit has been expanding to include greater integration of the social account-
ing processes, which involve a detailed preparation and accounting of social metrics,
targets, and milestones. There are some key characteristics of social audits used by
corporates: multi-perspective (that is, including different stakeholders); comparative
(that is, the organization can see how it is evolving over time and in comparison with
others working in a similar field); regular, comprehensive, and verified (that is, by an
independent third party). There are different social audit tools used by corporates
but the best known is the Global Reporting Initiative (https://www.globalreporting.
org), which has developed the most widely used sustainability reporting standards.
However, while progress has been made, many investors and corporates still reit-
erate the need for more consistent and comparable sustainability reporting at the
global level due to the continued presence of different sustainability reporting frame-
works, standards, and metrics, each seeking to produce specific products for their
own stakeholders."”” The recent merger between the Sustainable Accounting Stan-
dards Board and the Climate Disclosure Standards Board to form the International
Financial Reporting Standards Foundation’s International Sustainability Standards
Board (IFRS-ISSB) aims to further harmonize these efforts." Observers still remain
sceptical about the credibility and rigour behind sustainability reporting, with the
key risk of impact-washing, which is where claims are made about the impact brought
about by an investment, product, or service which are not clearly evidenced.

Due to the growth of sustainable and ESG investing globally, the search for clearer,
comparable, and global environmental and social impact data is more urgent than
ever. We expect to see significant cross-pollination between the social economy and
the financial and corporate sectors on the subject of how to understand and report,
especially on social impact. There is likely to be more fluidity between sectors, also
exemplified by the growth of the hybrid organizational form—Benefit Corporations

'% For example: Taskforce on Climate-related Financial Disclosures (TCFD), Global Reporting Initia-
tive (GRI) reporting standards, Sustainability Accounting Standards Board (SASB) reporting standards.

" https://www.ifrs.org/news-and-events/news/2021/11/ifrs-foundation-announces-issb-
consolidation-with-cdsb-vrf-publication-of-prototypes/
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(B-Corps)—of which there are more than 4,800 worldwide. B-Corps have incorpo-
rated a clear societal purpose into their missions, intending to achieve a positive
social impact as they internalize their social and environmental effects. The certi-
fication process for B-Corps can serve again as inspiration for market actors within
the social economy. Accredited B-Corps are companies that have accepted volun-
tary third-party social participation and environmental audits conducted by B Lab, a
non-profit company. The B-Corp certification process covers five impact areas: envi-
ronment, workers, communities, customers, and business model, with the possibility
of creating standardized, benchmarked impact data for participants and investors,
and with an overall assessment rating for each B-Corp (out of 200).

Moving from proving impact to learning
and improving impact

The preceding sections have illustrated the current state of play in the European
social economy concerning social impact measurement, as well as key opportuni-
ties and possibilities which we find to be present, although unevenly distributed
across actors and regions. While there are bright spots and excellent practices, much
of the social economy is in the grip of a vicious cycle as illustrated in Figure 7.4(a)
below. The key original issue is a lack of resources and capabilities regarding impact
measurement which creates an evidence base with limited rigour, and which is at
the ‘output’ rather than the ‘outcome’ level so it is hard to judge whether mean-
ingful change has occurred. On top of some cultural resistance by over-stretched
social economy actors and a KPI approach of funders/commissioners which actors
do not feel captures what they achieve, a ‘proving impact’ model prevails, where
data is generated purely for fundraising or compliance purposes, there is a loss of
data sharing or comparability resulting in time being spent ticking boxes, but with
limited learning alongside it. There is a missed opportunity to develop an evidence
base of the impact of different interventions which can be used across the social
economy.

We believe that one of the keys to moving towards a more virtuous circle, as
outlined in Figure 7.4(b), is for the central focus to move from a technocratic,
compliance-oriented mindset to a learning mindset—that is, from ‘proving impact’
to ‘improving impact’ For this to happen, social impact measurement needs to be
framed as a holistic, organization-wide process (impact management) rather than
as a siloed, technical exercise. Moreover, it is essential that this impact management
process is properly empowering for stakeholders and beneficiaries and is part of a
multi-stakeholder, collaborative, partnership approach by funders and commission-
ers, where social economy actors accept and are not afraid to account for impact risk
and negative impact. As the quality and relevance of impact data, evaluation, and
reporting increase for social economy actors, this will naturally lead to enhanced
collaboration and data sharing, which should result in more innovation, explo-
ration, and flexibility concerning interventions. There is also likely to be a greater
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standardization of the impact management process as actors work more closely
across the social economy, thus increasing their knowledge-sharing and reducing
fragmentation and over-customization.

Developing a learning culture is not an overnight proposition for many social
economy actors and requires several steps and considerations, as well as changes
in behaviour of funders/commissioners, as evidenced in Lall (2019). A learning
organization needs to be reflected in leadership, governance, and culture, but also
in learning structures and processes. Ideally, social economy actors have defined
roles and responsibilities for capturing, distilling, applying, and sharing knowledge
internally and externally, with specific processes that are part of daily workflows.
Such learning structures are currently lacking. A large-scale study of learning in the
non-profit sector illustrated that only 40 per cent believe that their existing pro-
cesses are effective for encouraging learning, and only half created incentives around
learning (Taylor Newberry Consulting, 2018). There are important, inter-linked
themes that organizations must consider on these impact management learning
journeys, with a recognition that culture change will take time (Hehenberger et al,
2020):

Designing an impact management approach: this covers the ‘what] ‘where,
‘when), and ‘how’ of impact management including, for example, designing
which tools are used, how impact data is collected from whom and validated,
and how stakeholders can be included in the process. These are the essential
first steps in any impact management strategy.

Resourcing and organizing for impact management: this is about ensuring
that the organization is budgeting sufficiently for impact management and
creating an appropriate organization-wide framework.

« Embedding impact management through organizational culture: enabling the
shift from a compliance mindset to an impact mindset where learning and
honest reflection are prioritized.

Building capacity: ensuring that the right impact management skills
and capabilities exist within the organization or are hired externally, as
required.

« Collaborating, sharing knowledge, and being transparent: pooling impact
data, developing shared measurement approaches and sharing learning in an
open-source way.

While this important re-framing of impact management and learning takes place, the
work can still continue in terms of developing robust standards and indicators for the
social economy. These top-down approaches (developing common standards and
metrics which speak to the complexity of impacts involved and the inherent particu-
larities of the social economy) and bottom-up approaches (learning cultures within
social economy organizations) are ultimately mutually reinforcing and need to be
considered as connected, distinct parts of the puzzle of improving social economy
impact measurement and management.
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The role of the European Union in fostering impact
measurement and management as a key pillar
of the evolving social economy

In the aftermath of the Covid-19 pandemic and under the current escalating human-
itarian and financial crisis triggered by Russia’s invasion of Ukraine, it is important
to reflect on what we want Europe to look like in the future. As put forward in
this chapter, the role of impact measurement stretches beyond enabling social econ-
omy actors to manage towards greater impact. Integrating the different dimensions
of impact measurement and management into policies and systems will be key to
catalyse the action required to achieve the intended impact of those policies. The
recommendations put forward are especially relevant for the execution of the Euro-
pean Action Plan for Social Economy, published in December 2021, but also need to
be taken into account for other policies mentioned in what follows.

Europe is at the forefront of developing policies to promote a just and sustain-
able socio-economic development. Ursula von der Leyen, President of the European
Commission (von der Leyen, 2021), has emphasized the social dimension as a core
European priority. In December 2019 the European Commission announced the
European Green Deal, approved by the European Parliament in 2020, through which
Europe marked its ambition to become the first climate-neutral continent by 2050.
As part of the European Green Deal, in January 2020, the Commission presented
its first reflections on building a strong social Europe by designing a Just Transition
mechanism. It provides targeted funding to generate the necessary investment in the
most affected regions through fundamental restructuring of the economy, structural
changes in business models and new skill requirements. InvestEU," one of the funds
of the Multiannual Financial Framework (MFF) 2021-2027, will among other areas
target social enterprises and microfinance, and bring together under one umbrella
a range of European financial instruments. InvestEU introduces a minimum climate
action target as well as sustainability-proofing of investments, in order to verify that
investments maximize benefits and minimize any adverse impacts in terms of cli-
mate, environmental, and social considerations. The Commission’s 2018 Action Plan
on Financing Sustainable Growth (European Commission, 2018) introduced an EU
taxonomy (or classification system) of what is considered to be ‘sustainable’ and
‘green’. The Taxonomy Regulation was approved by the European Parliament and
Council in June 2020. The Regulation required the Commission to publish a report
by the end 0f 2021 on how the taxonomy could be extended to cover social objectives
and the social economy is currently under development. Additionally, the European
Pillar of Social Rights plays a key role in ensuring that the transitions of climate neu-
trality, digitalization, and demographic change are socially fair and just for all. The
social economy, including its actors, practices, and tools, will be a pivotal lever in

? In 2018, EVPA organized a webinar and wrote a policy brief on the Multiannual Financial Framework
2021-2027, InvestEU and ESF+. Both are available here.
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achieving a just transition, not just through the implementation of its activities, but
also through its experience of measuring and managing impact.

The European Action Plan for Social Economy seeks to enhance social innovation,
support the development of the social economy, and boost its social and economic
transformative power. It builds on significant work completed since the 2011 publica-
tion of the Social Business Initiative (SBI), an action plan to support the development
of social enterprises, social economy and social innovation, as well as the Start-up
and Scale-up initiative. The SBI led to important developments such as the set-
up of the Expert Group on Social Entrepreneurship (GECES 2011-2018) and the
subsequent one on Social Economy and Social Enterprises (GECES 2018-2024)"
that brings together private actors in order to assist the European Commission with
advice on the roll-out of, and research on, social economy policies. GECES devel-
oped a European methodology on social impact measurement in 2015 to be applied
across the European social economy. The methodology, as introduced above, was
consequential as it was explicitly included in the European Social Entrepreneurship
Fund (EuSEF) Regulation and in the criteria used by the Programme for Employ-
ment and Social Innovation (EaSI), which made more than EUR 86 million available
in grants, investment and guarantees in 2014-2020 to social enterprises who could
demonstrate they had a ‘measurable social impact. The European Action Plan for
Social Economy stresses the importance of social impact measurement to ‘enable the
social economy to communicate its impact and access impact-driven finance more
easily’ (European Commission, 2021).

Recommendations for policy-makers

For these policies to channel funding to the social economy, the sector needs to be
able to show that the public sector gets its ‘money’s worth’ Pan-European policies
do not always trickle down effectively at national or regional level, and some coun-
tries have developed more rapidly than others. Investment strategies and policies
must take into consideration the different stages of maturity. As identified in this
chapter, the main barriers associated to social impact measurement that social econ-
omy actors face include a lack of financial and human capital dedicated to impact
measurement, a lack of transparency and data sharing, siloed approaches, and a
generalized focus on proving rather than improving impact.

In the European Action Plan for Social Economy, the European Commission com-
mits to mapping existing practices, launching trainings, and developing ‘simple stan-
dard methodologies’ for social impact measurement. These measures mainly address
the challenges we identified related to the lack of financial and human capital dedi-
cated to impact measurement. We propose the following concrete recommendations
for policy-makers to implement these ambitions:

* For more information on the GECES, visit the dedicated European Commission webpage.
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o Identify and promote best practices on impact measurement and manage-
ment for different types of social economy actors. The European networks
and associations that support social economy subsectors (e.g., foundations,
co-operatives, social enterprises, etc.) could lead this effort with EU funding.
Such best practices could include, for example, how social economy actors
can focus more on learning; how to embed diversity and inclusion in impact
management; and the development of a partnership, power-sharing, impact
management approach by funders and commissioners.

« Support the training and certification of social impact professionals. There
is a need to increase both the number and quality of dedicated social impact
professionals. Policy-makers should recognize this need and develop concrete
actions to alleviate it. Such actions could include the establishment of spe-
cific academies/training institutions and an official certification as social impact
evaluator at European and/or Member State level.

 Support the capacity building of social economy actors in implementing
impact measurement and management. Grants could be provided for social
economy staff to attend specialized trainings offered by certified educational
institutions and for the social economy actor to hire trained social impact
professionals.

« Promote a clear, simple impact management process for social economy
actors. Currently there is a gap between the theory of impact measurement
and practice among social economy actors, related to a lack of clarity and pro-
liferation of different social impact measurement tools and methodologies. A
stronger, shared process for social economy actors could enable greater clarity
and simplification. This could be similar to the Operating Principles for Impact
Management for impact investors which provide a framework for investors to
ensure that impact considerations are purposefully integrated throughout the
investment life cycle.

Furthermore, to promote data sharing and transparency and to avoid siloed
approaches, we recommend the following actions:

« Fund research that provides scientific evidence around impact. Scientific evi-
dence on impact is costly and time-consuming and may be prohibitive for
smaller social economy actors. Initiatives such as the Abdul Latif Jameel Poverty
Action Lab (JPAL) in the US that develop randomized control trials to show the
cause and effect of social interventions need major funding from public and pri-
vate institutions. The evidence gained from such research needs to be shared
broadly in the public domain.

Catalyse and support open data initiatives relating to social impact. The social
impact economy is lagging the private sector in terms of digitization. The oppor-
tunities of data mining and data science to increase social impact are immense.
Sponsorship could be provided to national and EU-wide data sharing and open
data initiatives relating to social impact metrics and measurement and EU-wide
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data labs could be developed on specific social impact issues. Grants should
be provided to support the involvement of data scientists within the social
economy.

« Encourage transparency and reporting on social impact metrics. Clearer
guidelines should be developed around impact reporting, building on the suc-
cess of international multi-stakeholder initiatives such as the IMP and the SDG
Impact Standards. Social economy actors should be rewarded for sharing data
by greater access to funding and public procurement contracts.

« Enable monetization ofimpact related to public funding. Public sector funders
need data to understand if they are allocating public money in the most efficient
manner, and are subject to public scrutiny. Initiatives such as unit cost databases
(UCD) that are being implemented in the UK and Portugal could be worth
further exploration.”

Finally, to shift the focus from proving to improving impact, we recommend to:

« Promote the philosophy of learning and learning organizations among social
economy actors, for example sponsoring national-level and EU-wide social
impact learning conferences and exchanges. There needs to be a change in the
language and discourse around social impact measurement, from accountabil-
ity as an end in itself towards learning journeys that encompass both success
and failure and which enable innovation, flexibility, and exploration relating to
social impact creation.

Conclusion

As evidenced in this chapter, social impact measurement has made important head-
way in recent years in the European social economy. Although there are still sceptics,
increasingly social economy actors are embracing social impact measurement as
at minimum inevitable, and in the best of cases relevant and useful. Social issues
are complex and multifaceted, requiring thoughtful approaches to understand both
the depth and scale of the problem to design interventions that actually generate
change. Therefore, a future research agenda on impact measurement requires atten-
tion to both understanding the problem in depth, and testing how and to what extent
solutions actually generate change—rather than assuming that a particular way of
organizing (Wry & Haugh, 2018) will automatically achieve the intended effect. A
main take-away from this chapter is that social economy actors should move their
focus from producing reports to please funders to generating data that truly cap-
tures the reality of the beneficiaries of their programmes. Only by understanding

' https://evpa.eu.com/knowledge-centre/publications/unit-cost-databases

' UCDs gather a set of estimated unitary costs in areas such as health, education, housing, and
social services and are particularly relevant when delivering public services through outcome-based
mechanisms, as the estimated costs can be used as references to price outcomes.
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how interventions change the lives of the target population will social economy
actors know if they are successful. This type of data should have the power to con-
vince potential funders that it is worthwhile to invest. For such a shift to happen, we
need to generate a climate of transparency and trust where social economy actors
are allowed to experiment and make mistakes. Public and private funders who are
serious about achieving impact need to be ready to take on risk by investing in inno-
vative interventions that can produce novel solutions to our societal problems. There
is significant potential for the European Action Plan for Social Economy to further
catalyse the positive trends and bright spots in social impact measurement high-
lighted. This increased EU-wide funding and attention could help to address the
current gap between theory and practice that we have also illustrated, allowing social
impact measurement to be a key enabler of a thriving European social economy.
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Beyond a niche approach

Could social business become the norm?

Julie Battilana, Leszek Krol, Kara Sheppard-Jones,
and Alexandra Ubalijoro

Introduction

The public health crisis spurred by the COVID-19 pandemic has been anything but
isolated: it has revealed and deepened both economic and social crises characterized
by rising inequalities, unfolding against the backdrop of an increasingly severe envi-
ronmental crisis. Research across the natural and social sciences underscores the role
of corporations in not only contributing to these crises but deepening them (Amis
et al., 2020). The exclusive focus on profit maximization that has been the domi-
nant mantra in the corporate world over the past decades has been associated with
environmental destruction and rising inequalities (Armour & Gordon, 2014; Lazon-
ick & O’Sullivan, 2000; Stout, 2012). These inequalities have, in turn, endangered
democracies and their stability, as exemplified by the rise of far-right and authoritar-
ian leaders who have gained influence around the globe (Levitsky & Ziblatt, 2018),
and who often deny the existence of the climate crisis (Lockwood, 2018; Schaller &
Carius, 2019).

This multidimensional crisis threatens our collective safety and longevity on
Earth, our only home. It also threatens the gains that movements of the past have
made to expand rights and opportunities and it threatens the democracies past gen-
erations have fought to create and strengthen in order to share power and prevent
atrocities (Freedom House, 2022). Research across the social and natural sciences
underscores the danger of the status quo (Brown, 2019; IPCC, 2022; Stiglitz, 2012).
These crises make clear that our social and economic systems must change.

In this context, there is an imperative to examine how alternative forms of
organizing—ones that diverge from the dominant corporate model focused solely
on profit maximization—can help confront this multidimensional crisis. As we con-
sider the critical question of how to reimagine our economic system, there is much to
learn from the social economy, which has long been home to diverse types of orga-
nizations that diverge from the dominant corporate model (Battilana, 2015). It has
been a venue for experimental and innovative organizational models that pursue
collective wellbeing rather than solely profit maximization. Among the plethora of
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social economy organizations ranging from foundations to civic associations and
co-operatives, some are hybrid organizations that pursue social and environmen-
tal goals alongside financial ones, thereby combining aspects of typical for-profits
and not-for-profit organizations (Battilana, 2018; Battilana & Lee, 2014; Besharov
& Smith, 2014). Such social businesses, also often referred to as social enterprises
(Dacin et al., 2011; Dees, 2001; Mair, 2010; Mair & Marti, 2006), are not new. Some
have existed for decades or longer, and they provide a useful vantage point from
which to reimagine the corporate model. As such, in contrast to the neoliberal refrain
that the social sector should learn from the business world, we suggest that there is
much that the mainstream business world can—and must—learn from alternative
models of organizing that have developed in the social economy. Innovations stem-
ming from the social economy can help reimagine corporations and spur change in
the broader economy.

Yet, over the past decades, the social economy has tended to evolve in parallel
with the rest of the economy, seemingly implying that some businesses could legit-
imately focus solely on maximizing profit and returns to shareholders, while more
socially minded entrepreneurs, business leaders, and workers could make the deci-
sion to join the social economy. This separation between the market economy and
the social economy has enabled social businesses to establish their legitimacy as alter-
native forms of organizing in the social economy, partially insulated from the market
pressures of profit maximization at the expense of all else. But this dichotomy has
also prevented the social economy from moving beyond its niche.

Today we find ourselves at a crossroads. On the one hand, the status quo might
persist: the social economy could continue to evolve in parallel with the rest of the
economy, resulting in a social economy that remains niche. This scenario presents
two significant risks. The first risk is to social businesses, as remaining niche may
ultimately threaten their survival. If social businesses remain a minority in a world
driven solely by profit maximization, they will have continued difficulty accessing
necessary resources because of their lack of alignment with dominant organizational
forms (DiMaggio & Powell, 1983; Meyer & Rowan, 1977), and so will struggle to
survive. The second risk is one for all of us as a society: if the sole pursuit of profit
maximization remains the driving force of the business world, then inequalities will
continue to increase and we will continue to destroy our natural ecosystems at a speed
that endangers not only other species but also our own (Battilana, 2022). Alterna-
tively, some of the organizational models pioneered within the social economy, such
as the hybrid models adopted by social businesses, could permeate into the broader
economy. This permeation of social business models would contribute to changing
the way business is done, enabling the pursuit of social and environmental goals
alongside financial ones to become the norm.

Because of the risks associated with the status quo, we argue for the need not only
to examine the factors that will enable the social economy to thrive in the years to
come, but also to explore how alternative models of organizing stemming from the
social economy, specifically the category of social businesses, can help recast the cor-
porate model. Accordingly, in this chapter, instead of endorsing the well-established
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mantra that social economy organizations should turn to businesses to learn how to
operate more effectively, we explore what social businesses can teach us about the
transition to a corporate model and economic system no longer exclusively focused
on profit maximization, but rather organized around the pursuit of social and envi-
ronmental goals alongside financial ones. As calls for corporations to transform
themselves abound (Henderson, 2020; Gulati, 2022; Kaplan, 2019; Serafeim, 2022),
we propose that what we have learned from social businesses can serve as a roadmap
not only to change corporations themselves, but also to reform the institutional con-
text in which they operate to better support both social businesses and companies
that may try to emulate them. In doing so, this chapter draws the contours of an
institutional environment that rewires incentive structures and norms so businesses
are guided by, and held accountable for, their social and environmental impacts in
addition to their financial goals.

Diverging paths: the double movement of business
and the social economy

Though today the social economy exists largely in parallel to the dominant market
economy, these two spheres have not always been so separate. Instead, this dichotomy
is the result of well-documented historical trends. We turn first to the evolution of
business norms towards the sole pursuit of profit maximization. Second, we trace the
history of the development and growth of the social economy, sometimes entwined
with and at other times separated from the dominant market economy.

The rise of an exclusively profit-focused corporate model

The ubiquity of the shareholder value maximization paradigm in the past decades
belies the fact that an emphasis on increasing profit and share price above all else
was not always the dominant capitalist model. For instance, a 1932 article in the
Harvard Law Review argued that corporations should incorporate social goals along-
side financial ones (Dodd, 1932). In fact, for much of the first part of the twentieth
century, corporate leaders held that corporations needed to serve not only their
equity shareholders, but also their ‘customers, creditors, employees, suppliers, and
the broader society’ (Stout, 2013, p. 2004). This is not to say that this awareness
prevented corporations from exploiting workers (federal labour protections were
only won in the 1930s in the United States, for example), fighting unions, enforcing
racist Jim Crow laws, discriminating against women, or damaging the environment;
in many cases, they reproduced the dominant power hierarchies and social exclu-
sions of the times. It merely suggests that the idea of a corporation’s responsibility to
society, above and beyond maximizing profits, was not nearly so alien in the early
twentieth century as it has been over the past decades.
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Emphasis on service to society at large was reflected by early professional man-
agers, who developed a wide lens regarding whom corporations were meant to serve
(Khurana, 2007). But this led to the so-called agency cost problem for the owners and
shareholders of companies. The agency cost problem refers to the risk that the inter-
ests of investors and shareholders (i.e., ‘principals’) may not be aligned completely
with the interests of company leadership, managers, and executives (i.e., ‘agents’)
(Jensen & Meckling, 1976). Around the same time, economists created and refined
principles that would be used to justify ‘shareholder primacy’ by positing that the
sole purpose of corporations was to make money (see Friedman, 1970). Adopting
this new model of shareholder primacy was viewed as a way to mitigate the agency
cost problem.

The articulation of the agency cost problem and the development of the con-
cept of shareholder primacy buttressed a change that would permeate throughout
the global economic system, deepening the divergence between the social econ-
omy and the market economy. This trend, combined with doubts raised about the
then-dominant model of management that looked beyond just shareholders (see
Stout, 2013; Khurana, 2007), created a new class of assertive investors, who in turn
embraced shareholder primacy and supported its spread. The primary objective of
successful executives was increasingly framed, both in companies and at institutions
of higher learning, as an effort to exclusively create financial value for sharehold-
ers without regard for anything else. New managers exposed to this model as their
default ideal of corporate governance reinforced shareholder primacy in the compa-
nies they joined (Smith & Rénnegard, 2014), including not only corporations based
in the United States but also companies around the world (Canals, 2012). The World
Bank and International Monetary Fund also routinely recommended the United
States” model of corporate governance, including a focus on shareholder value max-
imization, to developing countries (Singh et al., 2005) and the structural adjustment
programmes they imposed also induced a shift towards this corporate governance
model (Reed, 2002). These pathways helped shareholder primacy permeate much of
the international financial market.

The global dominance of shareholder value maximization as a business impera-
tive has had important social and environmental consequences. CEO compensation
has soared, often tied to stock prices, while workers’ real wages have stagnated. For
example, in the United States, while CEO compensation grew by 1,460 percent
between 1978 and 2021, wages for average workers increased by only 18.1 per-
cent during the same period (Bivens & Kandra, 2022). In many cases, emphasis on
profit maximization has also prompted the use of layoffs, precarious scheduling, and
understaffing, which have been detrimental to workers’ physical and mental health
and their economic security (Kalleberg, 2011; Kelly & Moen, 2020; Pfeffer, 2018;
Schneider & Harknett, 2019; Wood, 2020).

The focus on shareholder value maximization has also accelerated the world
towards ‘climate catastrophe’ (UN News, 2022), as corporations have made lofty
commitments but continue to prioritize profits over people and the planet. Research
by Wright and Nyberg (2017) has revealed the difficulty that the pursuit of profit
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maximization presents for a reorganization of business practices around environ-
mental goals. In their longitudinal study of major Australian corporations, they find
that even those who had initially made strong climate commitments ultimately exhib-
ited ‘a regressive pattern toward traditional business concerns over time’ because of
‘market imperatives’ (Wright & Nyberg, 2017, p. 1655). The norms and practices of
business as usual have contributed to today’s multidimensional crisis, underscoring
the need for a new model that meets individual and collective needs, sustainably. One
ecosystem has aimed to do just that: the social economy. Its long and vibrant history
reveals hundreds of years of innovations, as humans have built alternative systems,
with different operating logics, values, norms, and incentives.

The development of the social economy

In parallel to the dominant market economy, the social economy has charted its own
path as the ecosystem that houses non-profit organizations as well as co-operatives,
associations, foundations, and private forms of social enterprise (Defourny &
Nyssens, 2008). Though the boundaries between the dominant market economy
and the social economy may have been more porous in the past, the social econ-
omy has its own rich history. Dating back to the nineteenth century, amid the dire
social conditions of the European industrial revolution, ideas about the welfare of
workers and communities emerged and quickly gained traction across the continent.
Faced with precarity and hardship, the new industrial working class turned to each
other, building networks of solidarity to meet their needs: from mutual aid funds
to insure against illness or accidents, and food banks and consumer co-operatives
to buy and trade food, clothes, and other essential goods, to worker co-operatives to
regain control over the means of production (Moulaert & Ailenei, 2005). Throughout
the nineteenth and twentieth centuries, innovative organizational forms were insti-
tutionalized in the social economy in order to respond to the needs of people and
communities (Moulaert & Ailenei, 2005). The concept of ‘social enterprise’ (some-
times used synonymously with ‘social business’) was initially developed in the early
1980s (Defourny & Nyssens, 2010; Spreckley, 1981), and first took root as a distinct
legal form in Italy in the 1990s. These organizations, oriented towards meeting pre-
viously unmet local needs while providing stable sources of work and income for
marginalized populations, were legally recognized by the country’s parliament as
‘social cooperatives’ in 1991 (Defourny & Nyssens, 2008).

The social economy has grown considerably in recent decades; a 2017 report
commissioned by the European Economic and Social Committee estimated that the
social economy in Europe alone represents 13.6 million paid jobs and almost 83 mil-
lion volunteers spread over 2.3 million enterprises (Monzén & Chaves, 2017). In
other regions, two reports estimate that there are between half a million and one
million social enterprises in Southeast Asia (British Council et al., 2021), and that
social enterprises are responsible for between 28 and 41 million jobs in Sub-Saharan
Africa (Richardson et al. 2020; for a recent summary of global data, see: World
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Economic Forum, 2022). Many countries around the world have joined the move-
ment, adopting their own legal recognition of social enterprises, which we explore in
the following sections.

Though social enterprises have a long history of balancing social and environ-
mental goals alongside financial sustainability, the category remains fluid. The EMES
European research network, composed of established university research centres and
individual researchers, has developed criteria that are not intended as prescriptive
but rather aim to delimit the ‘ideal type’ of social enterprise (Defourny & Nyssens,
2008). They develop several indicators across their evaluative criteria, including:
(i) An explicit aim to benefit the community (moving beyond mere profit maxi-
mization) (ii) launched by a group of citizens responding to a need they face (iii)
with democratic decision-making for organizational members, rather than decision-
making based on capital ownership, and with (iv) stakeholder participation and
(v) limited profit maximization and distribution unless it furthers the social aims
of the organization. The EMES indicators, though not prescriptive or unanimous,
nonetheless highlight the growing consensus that European social enterprises are
characterized by a commitment to democratic decision-making, and to service to
their members and to their communities (Defourny & Develtere, 2000). Broadly,
these organizations, which are also at times referred to in the literature as social busi-
nesses (Santos et al., 2015), diverge from dominant organizational forms in both the
social and business sectors. As such, they are hybrid organizations with social, envi-
ronmental, and financial goals each at the heart of their operations (Battilana & Lee,
2014).

For the purpose of reimagining the corporate model, the field of research that has
studied these social businesses, a subset of social economy organizations, is espe-
cially pertinent. Indeed, the existential imperative we face to shift away from a model
of shareholder value maximization towards a system of production and exchange
of goods and services that centres collective welfare and environmental sustain-
ability makes social businesses worthy of study. Whereas the dominant corporate
model is driven by shareholder value maximization and short-term profit genera-
tion, the social economy, including social businesses, centres on shared values of
care, support, and solidarity (Amin et al., 2002). When faced with difficult economic
decisions, a traditional firm might lay off thousands of workers to maintain profit
growth and pay out dividends to shareholders, as exemplified during the COVID-19
pandemic (Useem, 2020). By contrast, a social business might open the decision to
all their stakeholders; in fact, worker participation in strategic decision-making has
been associated with the minimization of negative social effects such as layoffs and
unemployment (Gregori¢ & Rapp, 2019). By disentangling their operations from the
obligation to fulfil shareholder value maximization, social businesses show that an
alternative model is possible.

Although they have generated great hopes as alternative forms of organizing,
social businesses face their own set of unique challenges. Research (e.g., Batti-
lana & Dorado, 2010; Battilana et al., 2017; Battilana, 2018) has documented and
examined the hybrid nature of these organizations, which diverge from dominant
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organizational forms in both the social and business sectors. Straddling categories
as they do is not easy. Far from it. When organizations fall between established cat-
egories, it is harder for them to be regarded as legitimate (Hsu et al., 2009; Ruef &
Patterson, 2009; Zuckerman, 1999). But research on social businesses also highlights
activities these organizations can engage in to mitigate the challenges they face. We
turn to these challenges, and their mitigants, in the following section.

Organizational-level challenges and mitigants available
to social businesses

Constantly having to adjudicate between competing social, environmental, and
financial goals requires social businesses to regularly make tradeoffs. Some scholars
have argued that these tradeoffs do not exist, yet both qualitative and quantita-
tive research reveal that they do, and that social businesses constantly face them
(Battilana et al., 2022). Admittedly, certain organizational configurations, such as
limitations on profit generation and redistribution, may exert less financial pressure
on an organization. Nevertheless, the necessity of financial sustainability for all social
businesses exerts some financial pressure, leading to tradeofts. These, in turn, gener-
ate unique challenges for social businesses, including challenges related to access to
tangible resources as well as intangible identity tensions (Battilana, 2018).

Research in organization studies has enabled us to learn a great deal about the
practices in which social businesses can engage to deal with these tradeoffs. But, as
we will see, engaging in these practices is neither easy nor sufficient to overcome all
the challenges these organizations face. We will begin this section by briefly sketching
the challenges social businesses currently experience, then we will address what we
have learned about how these organizations can alleviate these challenges.

Challenges facing social businesses

Social businesses face challenges relating to the allocation of funding and talent,
internally and externally. On the internal front, in their study of work integration
social enterprises (WISEs) in France, Battilana et al. (2015) found that tensions arise
between social workers—who help the long-term unemployed people that WISEs
hire to build skills and re-enter the job market—and production managers—who
oversee worker productivity—about how much time employees should spend on
the production line versus receiving mentorship and support. Externally, while the
recent trend of impact investing has helped meet some of the funding needs of social
businesses (Bugg-Levine & Emerson, 2011; Hochstadter & Scheck, 2015), qualitative
and quantitative research (e.g., Battilana et al., 2017; Cobb et al., 2016; Lee, 2014;
Spiess-Knafl & Scheck, 2019) indicates that social businesses still struggle to find
funding. Additionally, because of the predominance of other organizational forms, it
is difficult for social businesses to find employees who have the requisite experience
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in both the business and the social sectors. Employees that come from either sec-
tor may require different training, education, and organizational processes to allow
them to identify with and successfully integrate the social business (Bacq et al., 2020;
Battilana & Pache, 2018; Besharov, 2014).

Social businesses also face challenges related to organizational identity. The pur-
suit of joint financial and social objectives (Daudigeos & Valiorgue, 2018; Grenier
& Bernardini-Perinciolo, 2015) creates identity tensions, because social businesses
have to reconcile values (Besharov, 2014; Chandler, 2014; Glynn, 2000) often per-
ceived as conflicting or competing (Chéteau Terrisse, 2012; Poldner et al., 2017).
This tension is compounded when different organizational members are found to
be speaking ‘different languages, one with an emphasis on social goals and the other
with an emphasis on financial ones (Dean & McMullen, 2007). This tension can also
create emotional distress for those working in social businesses (Ashforth etal., 2014;
Bacq et al., 2020).

In the context of the broader market, it is worth noting that, until recently, there
were few legal structures tailored to social businesses. And while some legal structures
have been created that try to better fit their needs, unfamiliarity with and uncertainty
about these new legal structures make utilizing them difficult. For instance, Marquis
(2020) finds that legal concerns about transparency requirements for US benefit cor-
porations have impeded uptake of this new legal form. Additionally, the legitimacy
of social businesses is frequently an issue in the eyes of external partners, as partners
from the for-profit and not-for-profit sectors approach social businesses with dif-
fering expectations and might be disappointed when social businesses do not meet
those expectations (Aurini, 2006; Hsu, 2006; Hsu et al., 2009; Lallemand-Stempak,
2017; Pache & Santos, 2013).

How social businesses can mitigate the challenges they face

Research has also helped identify practices in which social businesses can engage to
effectively pursue and sustain multiple objectives (for reviews see Battilana, 2018;
Doherty et al., 2014; Smith et al., 2013). Here, we highlight four sets of organiza-
tional practices that help mitigate the challenges social businesses face: setting and
monitoring organizational goals, structuring organizational activities, selecting and
socializing organizational members, and practising dual-minded leadership (Bat-
tilana et al., 2019). Though these practices are not sufficient to ensure that social
businesses can break out of their niche, they remain important as intermediary
measures on the path to broader changes to the institutional context.

Setting and monitoring organizational goals

While organizations of all types pursue multiple goals (Cyert & March, 1963; Gavetti
et al., 2007; March & Simon, 1958; Simon, 1947), social businesses are unique
in how opposed their social versus their financial goals may be perceived to be
(Battilana, 2018). Multiple goals can be made salient for organizational members
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by institutionalizing multiple aims in an organization’s mission, bylaws, and policies
(Ashforth & Reingen, 2014), and implementing success metrics for social, envi-
ronmental, and financial goals can help prevent ‘mission drift’ (Smith & Besharov,
2019). Ambiguities around the causes and effects of social and environmental prob-
lems can make developing social performance metrics difficult (Ebrahim, 2019), but
research has highlighted that progress can nonetheless be made by negotiating shared
reference points with relevant stakeholders, which enables collaborative social and
environmental metric development (Nason et al., 2018). Social businesses can also
adopt social and environmental performance metrics developed by third party orga-
nizations, which include (among others) B Labs (Gehman & Grimes, 2017), the
Global Reporting Initiative (Global Reporting Initiative, 2020), and the Sustainabil-
ity Accounting Standards Board (Battilana & Norris, 2014), which merged with the
International Integrated Reporting Council to form the Value Reporting Foundation
in 2021.

Structuring organizational activities

The second set of practices, which centres on organizational activities, includes
assessing whether activities are integrated—combining social, environmental, and
financial impacts into one activity—or differentiated, with separate activities for
social, environmental, and financial impacts respectively (see Galbraith, 1977;
Lawrence & Lorsch, 1967; Mintzberg, 1979 for seminal work on organizational
design and see Battilana & Lee, 2014; Battilana et al., 2017 for reviews of the appli-
cation of this tradition to hybrid organizations). While integrated and differentiated
organizations may approach the problem of coordination differently, ensuring that
all goals are represented throughout the organization can help maintain a social
business’ hybrid purpose. Designated spaces of negotiation, in which organizational
members representing the social, environmental, and financial components of an
organization’s activities meet to balance tradeoffs, can also help hybrid organizations
like social businesses maintain their hybridity (Battilana et al., 2015).

Selecting and socializing organizational members

Third, strategies surrounding the selection and socialization of organizational mem-
bers present another way in which social businesses can work to alleviate the
challenges that come with their dual nature. Research has found that hiring ‘pluralist
managers, who support social, environmental, and financial values, helps maintain
hybridity (Besharov, 2014). Other social businesses employ workers who are oriented
towards either the social/environmental or financial aspects of the business’ mission,
sometimes by necessity given divisions in the broader economy and education tra-
jectories. Such workers may require more intentional socialization to enable them to
understand and value both social and environmental goals (Bacq et al., 2020). Finally,
some social enterprises focus on hiring ‘blank slates, candidates without experi-
ence in either social/environmental or financial contexts, for entry-level positions,
making the hybrid model their first work experience (Battilana & Dorado, 2010).
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Regardless of which strategy is pursued, socialization is critical for teaching and rein-
forcing certain values and behaviours in organizational members (Ashforth & Mael,
1989; Van Maanen & Schein, 1979), both in formal systems for training and reward-
ing organizational members and in the informal processes through which members
interact day-to-day (Ashforth et al., 2007; Feldman, 1976; Jones, 1986; Saks & Ash-
forth, 1997). In the context of social businesses, effective socialization of members
reinforces social, environmental, and financial goals.

Practising dual-minded leadership

The fourth and final set of practices emphasizes practising dual-minded leader-
ship, which manifests at the management level when organizational leaders ‘affirm,
embody, and protect’ the organization’s financial, social, and environmental val-
ues and address tensions proactively (Battilana et al., 2019, p. 132). Dual-minded
leaders in hybrid organizations do not attempt to avoid the inevitable appearance
of financial/social/environmental tradeoffs, but instead work to identify outcomes
that ensure the company as a whole maintains its focus on all aspects of its mission.
Beyond top executives, board members can also help ensure an organization does
not drift from its hybrid purpose. Intentional selection of board members with both
business and social/environmental expertise can support an organization’s focus on
multiple goals, though it may also lead to increased conflict (Battilana et al., 2019).
This conflict may be overcome through appeal to a chairperson or executive director
who can encourage both types of goals, and/or through a model of collegial gover-
nance, in which governance actors individually champion environmental, financial,
and social goals respectively, while collectively adhering to the company’s multiple
values (Bacq et al., 2020).

These various interventions have been found to help social businesses mitigate the
challenges they face. But such internal strategies will not suffice to break social busi-
nesses out of their niche, enable them to thrive, and make them the norm. To access
vital resources, organizations must be viewed as legitimate. This need to be legit-
imized impels organizations to comply with dominant norms, even though doing so
may not be the best way to operate—neither for themselves nor for the stakeholders
they serve (DiMaggio & Powell, 1983; Meyer & Rowan, 1977). To recast the corpo-
rate model, then, it is critical to change the institutional context in which businesses
operate. In the next section, we identify three key levers for changing the institutional
context: legal forms, sustainability metrics, and financial and fiscal strategies. Build-
ing on existing research, we argue that these three levers will prove instrumental in
facilitating businesses’ transition from solely pursuing financial goals to pursuing—
and being held accountable for—social and environmental goals alongside financial
ones.

Reshaping the institutional environment

There is only so much that social businesses can do to survive in an environ-
ment that is not designed to support them. The institutional context in which these
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organizations operate has a significant impact on their success, both through its
potential to lessen the intensity of the financial/social/environmental tradeoffs they
face and by supporting the creation of new social businesses (Battilana et al., 2022).
What we have learned from research on social businesses is not only what such orga-
nizations can do internally to try to mitigate the tensions they face, but also how
the institutional context in which they operate plays a consequential role in shap-
ing their emergence, resilience, and survival. For instance, we noted in the previous
section the use of legal forms to help reduce and work through internal tensions.
Yet, there remain important gaps in information, access, and coherence that act as
barriers to the widespread adoption of such legal forms. Similarly, though individ-
ual organizations lean on metrics to set and evaluate their hybrid goals, the plurality
of reporting systems, and their voluntary nature, inhibit broader accountability. At
present, the status quo is still largely set up to support dominant organizational forms,
leaving social economy organizations such as social businesses the task of navigating
a system not designed for them. To make social businesses the new norm in the busi-
ness world requires creating an institutional context that favours their development
and success and encourages typical companies’ transition towards more sustainable
ways of organizing aligned with social businesses. In particular, in this chapter, we
emphasize three levers that can facilitate this shift. These are:

(1) Legal structures
(2) Accountability metrics
(3) Financial and fiscal strategies

In the following sections, we consider existing advances in these three domains,
their benefits and drawbacks, and potential for the future (for a summary see
Table 8.1).

Lever 1: Legal structures

The range of legal forms available to entrepreneurs as they choose how to incorporate
their organizations can play a determining role in how they structure their activities,
influencing critical organizational decisions such as revenue structure, ownership
and governance mechanisms, and sourcing and supply chain. If legal forms that
have become associated with profit maximization remain the most available, widely
known, and accessible forms, then exclusive focus on profit will continue to prevail,
with all the devastating consequences outlined above. If, however, new legal forms
are recognized, are made accessible, and become mainstream, organizations will be
able to choose from among many forms and select one that truly suits their mis-
sion. This may also facilitate the adoption of laws that both incentivize and reward
organizations which, by virtue of their legal status, bind themselves by law to inte-
grating social and environmental considerations into their strategies and operations
alongside financial considerations.
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Table 8.1 Three levers for reshaping the institutional context in which social
businesses operate

Legal Existing forms: Hybrid legal forms (e.g., community interest companies

structures in the UK, benefit corporations in the US, Societa Benefit in Italy,
Sociétés a mission in France) offer legal legitimacy to social businesses
that bind themselves by law to pursuing social and environmental goals
in addition to financial ones. Democratic legal forms, such as
co-operatives and co-determination models, give workers’ interests,
priorities, and concerns space in organizational decision-making.
Increasing recognition and enhancing forms: While legal structures that
account for multiple purposes have recently been developed, there is still
barriers in recognition and legitimacy faced by companies that forego
the traditional focus on profit maximization. More work can be done to
incentivize companies to take up such forms, and existing forms can
also be compared, integrated, and improved with emphasis on creating
frameworks that enable forms to meet the needs of disparate contexts.

Accountability Current metrics: A variety of sustainability metrics (GRI, CDP, CDSB,

metrics SASB, and many more) have been developed in the past two decades to
standardize the measurement of corporate environmental and social
impacts. A number of these standard-setting bodies are now in the
process of merging and aligning.
Toward convergence: As various standard-setting bodies begin to merge
and consolidate, it is critical that, before being endorsed and/or
mandated by public authorities, standards be democratically debated
and legitimated, be tailored to the context in which they are
implemented, and include a mechanism for updating standards as time

goes on.
Financial and Social business funding streams: Impact investor funding,
fiscal strategies ~ community-based funding (crowdfunding and community control),

and government funding (grants, funds, and Social Impact Bonds) have
offered social businesses tailored funding sources.

Future policy innovations: Informed by a careful and democratic
convergence of standards and a clarification of legal forms, governments
could adapt a company’s fiscal treatment based on their social and
environmental impacts, not only their financial standing. By rewarding
positive impacts and penalizing negative ones, such a policy could help
shift corporate behaviour and drive real change.

Hybrid legal forms

New legal forms have emerged around the world as a result of experimentation and
innovation in the social economy. Among the first of these new legal forms devel-
oped over the past twenty years was the community interest company (CIC) in the
United Kingdom, which has two noteworthy features that offer a potential remedy
to the risk of deviating from or abandoning one’s social mission. The first is that
CICs are subject to a Community Interest Test applied regularly by an oversight
body, the CIC Regulator, to ensure that their operations continue to benefit soci-
ety (Cross, 2004). The second is an asset lock, which ensures that a CIC’s assets are
legally protected and retained for community benefit in perpetuity, even in the event
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that the CIC is sold, ceases operations, or attempts to convert to another legal form
(Triponel & Agapitova, 2017). Similarly, in South Korea, social enterprises can take
the form of social co-operatives, a legally protected form of organization that requires
that its members meet specific criteria set by the Korea Social Enterprise Promotion
Agency. As a requirement, these enterprises must provide national job-creation ser-
vices, social services, local community contributions, or a combination of these. In
addition, similarly to the British model, they are subject to an asset lock provision
dictating the use of their resources in the event of dissolution (Triponel & Agapitova,
2017). Both models represent examples of how structural accountability mechanisms
can be put in place to ensure companies and their leaders stay true to their mis-
sion and are held responsible for adhering to them. It is also worth noting, however,
that the South Korean legal form, which was partially inspired by the UK model, has
been criticized by some for not being adequately adapted to a new national context
(Park et al., 2017), highlighting the need to adapt these legal forms based on the local
context with the involvement of stakeholders on the ground.

Meanwhile, in the United States, a popular legal form for social businesses is
the benefit corporation,' a model championed by B Lab, the developer of the B
Corp certification (Marquis, 2020; McDonnell, 2016). The benefit corporation was
designed to alleviate the concerns of socially minded entrepreneurs that they might
be legally exposed to claims by their shareholders should they decide to prioritize
goals other than maximizing shareholders’ financial returns. The benefit corpora-
tion form explicitly requires consideration of the needs of stakeholders beyond just
shareholders. Some have argued that this legal form does not go far enough, however,
as shareholders can unilaterally discard the social purpose of a benefit corporation
by voting to reincorporate or by amending its articles of incorporation to alter its
legal form (Reiser & Dean, 2017).

In 2016 Italy became the first European state to mimic the US benefit corpora-
tion legislation, with the creation of the Societa Benefit, a hybrid corporate form
that allows profit-seeking companies to declare a social and environmental purpose,
which the company’s directors are responsible for protecting (Nigri et al., 2020). In
turn, in 2019 France passed the PACTE law, which, among other changes, revised
the French civil code to allow any new or existing French company, regardless of its
legal form, to become a société a mission without changing its underlying legal form
or status (Bercy Infos, 2022). To become a société a mission, a company must include
a motive (‘raison détre’) in their articles of association that highlights the organiza-
tion’s social and environmental objectives. To maintain its status, every two years the
société a mission must undergo a verification process by an independent third party

! The two main legal forms for social businesses in the United States are the Public Benefit Corporation
for those incorporating in the state of Delaware and California’s Social Purpose Corporation. Given the
prevelance of incorporation in Delaware, the Public Benefit Corporation is most widely known.

> Whether, by whom, and under what conditions the social purpose of a corporation can be changed
is a question currently being debated. Currently, in Delaware, the threshold to vote on a change in incor-
poration status is 50 percent of the Board. Is that threshold too low? Should benefit corporations not be
able to change their status at all? Should other stakeholders have a say? These are critical questions up for
debate.
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organization. However, société a mission represents a voluntary designation that a
company can adopt, and the only consequence for a company found not to be work-
ing toward its stated social or environmental goals is that it will be forced to drop the
designation (Bercy Infos, 2022). Nonetheless, its implementation comes as a further
step in France’s commitment to non-financial corporate goals in its economy.

While these legal forms represent one way in which organizations can legally con-
stitute themselves, they are far from the only way. Legal forms that centre on full
participation of workers in decision-making also make up an important part of the
social economy.

Legal forms ensuring full participation of workers in decision-making
A long tradition of scholarship underscores the risk that typical hierarchi-
cal organizations may succumb to market pressure and deviate from their
social/environmental goals in the quest for organizational survival and efficiency
(Selznick, 1949; Weber, 1946). Meanwhile, research on hybrid organizations and co-
operatives suggests that organizations with democratic decision-making processes
may be better at avoiding mission drift and balancing their multiple objectives (Bat-
tilana et al., 2018). Leaning on the strength of political democracy at mending diverse
values and viewpoints, they suggest that democratic decision-making provides spaces
of negotiation where productive tensions between social, environmental, and finan-
cial imperatives can surface and be deliberated. This insight shines light on the role
that democratic ways of organizing could play in accelerating the shift from the
single-minded pursuit of profit to a balanced pursuit of multiple objectives.

Co-operatives have a long and rich history of workplace democracy around the
world. Their legal form centres on democratic decision-making in which all mem-
bers are allowed to vote on critical strategic measures, regardless of capital ownership
and contribution (Fici, 2013). Beyond co-operatives, though, legal requirements for
board-level employee representation are another conduit for democratic decision-
making. These requirements also have a long history, particularly in Europe. In
Germany, for instance, a system of codetermination in work has antecedents dating
back well into the nineteenth century, and the first German law on codetermina-
tion was passed in 1920 (Zahn, 2015). This system legally requires that workers in
companies over a certain size comprise either one third or one half of the total mem-
bership of a company’s board.’ This second condition, required for corporations of
2,000 or more employees, is a quasi-parity model. This means that, while the number
of seats on German boards is evenly divided between shareholders and employ-
ees, in the event of a tie the tiebreaking vote is cast by the chairman of the board,
who is appointed solely by shareholders (Addison, 2009). Worker board represen-
tatives are selected by work councils, which represent workers in negotiations with
management and coordinate with national unions.

* A third model, establishing true parity between workers and shareholders, was implemented in 1953
for specific German industries, namely coal and steel (Addison, 2009). These same two industries drove
the formation of the European Coal and Steel Community, an antecedent of the modern European Union.
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Germany is not unique in having adopted codetermination laws. Other European
Union countries, such as Sweden and Austria, have also implemented similar laws
(Munkholm, 2018). Though more research into the benefits and drawbacks of the
codetermination model is needed, as is the case for many of the models we discuss, a
meta-analysis of codetermination studies has found no significant difference in pro-
ductivity or performance between organizations with and without codetermination
(Addison, 2009). Additionally, German firms that adhere to codetermination are less
likely to lay off workers in times of social and economic crises (Gregori¢ & Rapp,
2019; Kim et al., 2018), which lends initial evidence to the idea that codetermination
enables the interests of workers, not only shareholders, to guide decision-making.

Toward a unified framework?
Despite the plethora of legal forms extant around the world, no widely adopted uni-
tying framework has yet emerged. Those who wish to adopt a hybrid legal form
may face barriers, notably a lack of awareness of each form’s existence, benefits,
and implications, as well as varying legal treatment across countries, which add to
the complexity of navigating these alternative legal forms (Aguirre, 2021; Bohinc &
Schwartz, 2021; Reiser, 2011, 2013). The European Union has made some strides in
providing a more uniform legal structure for social businesses through the develop-
ment and adoption of European Cooperative Society (SCE) regulation in 2003. This
legal structure, aimed specifically at co-operatives, provides organizations that meet
certain criteria the ability to operate within the entire European Economic Commu-
nity without the need to establish subsidiaries in each individual nation. A report by
the European Commission, however, found that uptake has been limited, in part due
to minimum capital requirements and the form’s legal complexity and setup costs.
On the research front, the European Commission’s multi-year mapping exercise
has catalogued various models of social enterprise within Europe (e.g., Hulgird &
Chodorkoff, 2019; for a comparative synthesis, see Borzaga et al., 2020). In a fur-
ther move towards standardization, the European Union’s Social Business Initiative
established an operationalized definition of social enterprises in 2011. Then in April
2022, in collaboration with the European Union, the Organization for Economic
Cooperation and Development published a guidance manual (OECD, 2022) for
policy-makers to better assess the rationale and tools needed to develop unified legal
frameworks for social enterprises. This development represents a step forward in the
process of providing social businesses with better legal recognition, but more work is
needed to help improve the legal structures available to them. One question facing the
international community is whether a unified legal framework for social businesses
should be created, and, if so, what should be included in it. A unified framework
could help overcome the current informational, bureaucratic, and financial barri-
ers to adopting new legal forms while providing these organizations with increased
legitimacy, and would also open the door to governments rewarding or incentivizing
organizations that adopt these legal forms. This raises the next crucial point: to reg-
ulate rewards and/or incentives for businesses to adopt socially and environmentally
beneficial models, social and environmental metrics will prove critical.
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Lever 2: Accountability metrics

While in theory commendable, the many recent public announcements of the inten-
tions of corporations to pursue goals beyond shareholder value maximization have
proved insufficient to drive real change. For instance, a 2019 announcement by the
Business Roundtable, an organization of which the CEOs of most major US cor-
porations are members, indicated that corporations should consider the interests of
not only their shareholders, but also their customers, employees, and society at large
(Business Roundtable, 2019). Yet a recent analysis (see Wry et al., 2021) found that
corporations that signed the Business Roundtable statement were actually 20 per cent
more likely than corporations that did not sign it to fire their employees at the start of
the COVID-19 pandemic. Signatories were also less likely to donate to relief efforts,
to offer customer discounts, and to shift production to pandemic-related goods than
non-signatories.

In contrast to announcements of good intentions, research has proven the impor-
tance of accountability metrics in influencing corporate behaviour (Dobbin et al.,
2015; Marquis, 2020). For instance, in 1973, in an effort to bring consistency and
comparability to the financial reporting process, the Securities Exchange Commis-
sion (SEC) established that the Financial Accounting Standards Board (FASB), a
private body, would set the accounting standards for public companies (SEC, 1973,
2003). While many organizations are working to develop metrics for social and
environmental behaviour, there is not yet a unified and officially sanctioned set of
standards in the social and environmental arenas, leaving the door open to ‘impact
washing’ and ‘green washing’ (impact washing’s environmental equivalent). We turn
to some of the many organizations currently developing social and environmental
metrics in the following section.

Multiple measurement systems
The past decades have seen a rise in recognition that current metrics for evaluating
businesses, predicated solely on financial returns, do not capture the true impacts
and costs of businesses to society. One of the first organizations that aimed to sys-
tematically capture the environmental and social impacts of businesses, the Global
Reporting Initiative (GRI), was founded in 1997 partially as a response to public
outcry following the Exxon Valdez oil spill (Global Reporting Initiative, 2020). In
2000, the GRI released the first global framework for sustainability reporting. In
the years that followed, several other organizations that aimed to more compre-
hensively account for business impacts were founded, including the CDP (formerly
the Carbon Disclosure Project) in 2002, the Climate Disclosure Standards Board
(CDSB) in 2007, the International Integrated Reporting Council (IIRC) in 2010, and
the Sustainability Accounting Standards Board (SASB) in 2011, among many others.
However, feedback from a variety of stakeholders in the past decade revealed that
the heterogeneity of reporting standards was creating confusion both for companies
earnestly attempting to report on their sustainability performance, and for investors
or other stakeholders aiming to hold companies accountable for their performance
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on these dimensions. As a response to this confusion, in September 2020, the GRI,
CDP, CDSB, IIRC, and SASB released a joint statement of intent announcing a
shared vision for a comprehensive corporate sustainability reporting system (CDP
et al., 2020a). In December 2020, they released a joint prototype of climate-related
financial disclosure (CDP et al., 2020b). The GRI and SASB subsequently collabo-
rated on a report explaining how to effectively utilize both GRI and SASB standards
in sustainability reporting (GRI & SASB, 2021). These efforts to work more closely
together have spurred a wave of consolidation in the sustainability metrics space.
In June 2021, SASB and the IIRC merged to form the Value Reporting Foundation
(Value Reporting Framework, 2021). The Value Reporting Foundation in turn was
consolidated with the CDSB into the International Sustainability Standards Board
under the International Financial Reporting Standards (IFRS) Foundation in August
2022 (Integrated Reporting, 2022).

While this move toward greater alignment in the industry is promising, substan-
tive issues remain. Of particular importance is the fact that the mere existence of
metrics, even if they are well aligned, is not enough to ensure that companies actually
change their behaviour to align with their stated social, environmental, and financial
goals (Rogers, 2019). One major criticism of existing metrics is that they allow corpo-
rations to conflate their sustainability measurement with making efforts to actually
become more sustainable (Milne & Gray, 2012; see also Barkemeyer et al., 2015;
Flower, 2015). Reinforcing this point, one study found that companies using the GRI
framework engaged in several legitimizing strategies when they reported negative
sustainability outcomes, many of which were symbolic as opposed to substantive
(Hahn & Lilfs, 2014). The same study notes that, because of the GRI’s voluntary
nature, there are limited ways for the GRI to increase reporting on negative aspects
of companies’ sustainability performance, but speculates that mandatory regulation
might be able to do so.

The European Union is taking a first step in this direction. In 2021, the European
Commission endorsed a proposal for a comprehensive collection of measures aimed
at directing resources towards sustainable enterprise in Europe called the Corporate
Sustainability Reporting Directive (CSRD) (European Commission, 2021a). The
CSRD will expand on the 2014 Non-Financial Reporting Directive, which required
companies with more than 500 employees to report on a predefined list of non-
financial issues, such as environmental impact and respect for human rights (Euro-
pean Commission, 2022). Entering into force in January 2023, the CSRD requires
all large companies and all companies listed on EU regulated markets (except listed
microcompanies) to report on non-financial metrics for financial years beginning in
2024 (European Commission, 2021b). The directive suggests that the ultimate lan-
guage adopted for these metrics should be developed through consultation with a
number of key stakeholders, including technical advice from the European Finan-
cial Reporting Advisory Group and with an opinion required from the European
Securities and Markets Authority. However, the CSRD remains a tool for report-
ing, and does not require companies to take action to change their practices if they
are found to be socially and environmentally harmful. Further government action,
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then, is likely needed to ensure that organizations take substantive steps to improve
their social and environmental impacts, as opposed to merely citing the measures
themselves as a sign of progress.

The political work of convergence

Developing and maintaining a convergent set of sustainability standards is not
merely a technical process. It entails important political decisions, as we as a society
must decide what we value and hence what to measure. So far, many organizations
have set standards that are guided by their own principles and methodologies. But
these choices have critical implications for all of us collectively. For instance, many
standard-setting organizations focus on environmental sustainability. This issue is
a critical one, and indeed more must be done to avert the worst impacts of climate
change and environmental degradation. However, this focus alone is not enough to
ensure that both humans and the planet are placed at the heart of our economic
system: what of worker sustainability and wellbeing? Do we wish to measure a cor-
poration’s impact on social cohesion and inequality? What about the number of jobs
created compared to those laid off? And should we require corporations to report
how they use profit—whether it is redistributed widely, reinvested in better services,
or paid out to shareholders? The progress on the environmental dimensions is criti-
cal, and must continue, but progress on social metric development is still lagging. The
#MeToo movement, followed by the murder of George Floyd and massive Black Lives
Matter protests around the world, certainly accelerated talk of diversity, equity, and
inclusion, though research underscores the importance of moving beyond one-off
trainings and reorganizing the very distribution of resources and power in orga-
nizations (Dobbin & Kalev, 2018; Kalev et al., 2006). The ‘Great Resignation’ and
high-profile unionization efforts have also put worker power, and power sharing, on
the agenda, as scholars and researchers put forth mechanisms for giving workers,
who can be seen as ‘labour investors, formal governance power (Ferreras, 2017).

These are important questions with important collective ramifications. Their
answers will guide the contours of our new economic system. The exercise of set-
ting sustainability standards is thus not merely technical, but profoundly political.
It requires deliberation and exchange as members of society decide together the
standards to which companies should be held accountable. Hence, we must ensure
that the bodies tasked with creating and updating sustainability standards as they
evolve over time enable power sharing by including workers, environmental groups,
affected communities, and other key stakeholders. If these standards are developed
behind closed doors, or with mere consultation but without shared decision-making
power, they risk perpetuating forms of exclusion and bias that result from existing
power hierarchies (Battilana & Casciaro, 2021).

Also key in this process will be ensuring that minimum thresholds for organiza-
tional performance are established, such that exceptional performance on one metric
does not enable a company to skirt its obligations on other fronts. For instance,
a company that performs exceptionally well in its work to limit carbon emissions
should not be given licence to underpay or disempower its workers and still receive
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high marks as a result, and vice versa. Instead, standard-setting bodies, which must
themselves represent diverse stakeholders, should ensure that organizations meet
standards that enhance environmental sustainability as well as human sustainability
for their workers, local communities, and other stakeholders. Leveraging the need
for funding may well be one way to incentivize the adoption of ambitious social and
environmental targets.

Lever 3: Financial and fiscal strategies

Entrepreneurs, business leaders, and workers need capital to start and grow organi-
zations in the social economy as they do in the traditional economy. The availability
of designated funds, tailored to the realities of social businesses, as well as the stipu-
lations associated with these funds can influence how an organization develops and
whether it thrives. We survey some of the options available to social businesses, and
identify areas for improvement and further research, in what follows.

Impact investor funding

One area that has received much attention in recent years is the emergent impact
investing sector, which was estimated at approximately $715 billion in 2020. Coined
in 2007 by the Rockefeller Foundation, the term ‘impact investing’ is distinguished
from its predecessor ‘socially responsible investing’ (SRI) in that while SRI focuses
on avoiding the provision of financial support to organizations that harm society
or the environment, impact investing focuses on providing funding to organizations
creating a positive impact, not merely avoiding negative ones (Marquis, 2020). Both
practitioners and academics have converged on similar definitions of impact invest-
ing, though important discrepancies remain, including the eligibility of investees
according to their organizational or financial structures (Hochstddter & Scheck,
2015).

Yet despite the remarkable growth of the impact investing market, the most fre-
quently cited issue in the Global Impact Investing Network (GIIN)’s 2020 annual
survey was the (lack of) availability of appropriate capital across the risk/return
spectrum. Additionally, as the impact investing market matures, so too do concerns
among practitioners about the potential for ‘impact washing’ (i.e. deceptive practices
by which companies falsely claim their investments have a positive social impact).
Concerns about impact washing were the most cited challenge that surveyed impact
investors expect to face in the coming years (GIIN, 2020). Establishing a unified base-
line of transparency for funders and organizations to adhere to could help alleviate
these concerns, while also helping ensure organizations are held responsible for their
stated versus achieved social and environmental goals.

Community funding
Small-scale investing is another method for funding certain organizations in the
social economy. The history of collecting many small donations in order to support
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a larger effort is obviously not a new one; Joseph Pulitzer employed just such a
campaign in support of the Statue of Liberty more than 130 years ago (Fleming &
Sorenson, 2016). Crowdfunding has come to prominence more recently because of
platform technology’s ability to disintermediate between traditional financial institu-
tions and small-scale funders. Several crowdfunding platforms have emerged with a
focus on serving organizations with social or environmental aims; some of these plat-
forms are themselves organized as social businesses (Renko et al., 2019). Research
on the subject, however, has yet to reach a consensus about the link between
crowdfunding and social or environmental goals. Some researchers have found that
crowdfunding projects experience more success when they embrace a ‘sustainability
orientation’ by highlighting social and/or environmental goals (Calic & Mosakowski,
2016), while others have found that social ventures perform best in a crowdfund-
ing context when they highlight either their economic or their social benefits, but
not both (Moss et al., 2018). Other research has found that traditional ‘commer-
cial entrepreneurs’ on average raise much more capital than social entrepreneurs,
though this average is somewhat skewed due to the inclusion of a small number
of very successful commercial campaigns (Parhankangas & Renko, 2017). Despite
disagreement in the literature, crowdfunding is still broadly viewed as a promising
alternative to traditional sources of funding for organizations in the social economy
(Farhoud et al., 2021; Lehner, 2013). The advent of sustainability-focused crowd-
funding platforms in particular raises the possibility of crowdfunding as a funding
mechanism to mitigate the challenges that social businesses face in raising capital
from more traditional sources.

However, crowdfunding is not without its challenges, and more research on the
effectiveness of crowdfunding platforms at providing social businesses with regular,
sustainable funding is needed. Also worthy of further exploration are community
funding options, which would enable members of local communities to directly pool
resources to finance organizations that support positive social or environmental out-
comes for their community. Such efforts for funding would help share power beyond
large institutional investors to potentially local stakeholders who would both be sup-
porters of and affected by a proposed initiative. While to date academic literature on
community funding initiatives appears limited, a number of promising organizations
have emerged in this space that are worthy of further study, including for instance
the organizations that constitute the Seed Commons in the United States, which
describes itselfas ‘a national network of locally rooted, non-extractive loan funds that
brings the power of big finance under community control’ (Seed Commons, 2021).
Increased research attention to community funding may help uncover more critical
insights that will prove important in ensuring community-oriented social businesses
receive the funding needed to not only survive, but thrive.

State funding

The state certainly also has a critical role to play in funding social enterprises. In
terms of directly supporting the financial needs of social businesses, international
governmental support could build off examples like the European Union Social
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Entrepreneurship Funds (EuSEF) framework* or the EUR 200 million microfinance
and social entrepreneurship fund launched by the European Union, the European
Investment Bank, and the European Investment Fund in late 2019.

In addition to direct funding, governments have also recently explored ‘pay for suc-
cess’ models such as Social Impact Bonds (SIBs), through which a private investor
partners with a not-for-profit to support the provision of a social service. If certain
predefined outcomes are achieved, the external investor is entitled to a reimburse-
ment from the government in addition to some return (Fraser et al., 2018). While the
development of this funding model has been met with much interest and enthusiasm
(Arenaetal.,2016), recent research has highlighted a number of challenges, including
that SIBs may represent a dissipation of government responsibility (McHugh et al.
2013), a financialization of the not-for-profit and public sectors (Cooper et al., 2016),
and may increase emphasis on the most easily quantifiable social problems and on
target beneficiaries most likely to succeed (Edmiston & Nicholls, 2017; Fraser et al.,
2018; Warner, 2013).

Fiscal policy

Finally, legal forms, sustainability metrics, and funding converge around an impor-
tant potential lever: fiscal policy. A recent example of fiscal policy being used to
undergird prosocial impacts has been the adoption of climate-oriented policies,
including carbon taxes and emissions trading schemes, in countries across the world.
In Australia, for instance, a carbon tax that went into effect in 2012 reduced CO,
emissions by between 11 and 17 million tons in the following two years (O’Gorman
& Jotzo, 2014), the largest fall in greenhouse gas emissions for the nation in twenty-
four years (Hannam, 2014). Unfortunately, the example of Australia also serves as a
cautionary tale that highlights that such policies require political work to gain durable
support. Only two years after it was implemented, Australia became ‘the first country
in the world to abolish a functioning carbon pricing scheme’ (Dayton, 2014, p. 362).
Critics condemned the GDP losses and rising electricity costs that resulted from the
tax (Robson, 2014). Retroactive studies have examined the ultimate failure of this pol-
icy, including through the lens of elected political officials (Ike, 2020), and through
the lens of public acceptance (Hammerle et al., 2021), both of which highlight the
reality that such a change is political and cannot be viewed from a merely technical
perspective.

So, fiscal policy can be used to incentivize the move towards and growth of social
businesses, but careful attention must be paid to the political dimensions of such
change. Informed by a careful and democratic convergence of standards, govern-
ments may adopt a progressive corporate taxation scheme which takes into account
not just the financial standing of a company, but also its positive or negative social
and environmental impacts. Just as companies are currently taxed based on their
profits, so too could their fiscal treatment vary as a function of their social and

* See Regulation (EU) No 346/2013 of the European Parliament and of the Council of 17 April 2013
on European social entrepreneurship funds.
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environmental impacts. Implementing such a policy would require clear legal forms
and consistent social and environmental reporting standards, emphasizing that these
three levers for change should be pursued in concert with one another. Prototypes of
such a system might be tested on a smaller scale, with research on their effectiveness
informing wider implementation. By incentivizing positive impacts and/or penal-
izing negative impacts, such a policy would help address legitimate concerns that
participation in sustainability measurement does not drive real change.

Conclusion

Today, the world faces a set of severe and interlocking crises, which include the ongo-
ing public health challenges related to the COVID-19 pandemic, social and economic
inequality, rising authoritarianism, and environmental degradation. Calls to reform
our social and economic systems abound, and social businesses that are designed
to put social and environmental concerns at their core alongside financial ones can
be part of the answer to those calls. This alternative model of organizing may prove
useful in devising an antidote to the excesses of the corporate system that has been
dominant over the past decades.

But social businesses also face unique challenges that stem in part from an institu-
tional context that favours shareholder primacy. As discussed, they cannot overcome
these challenges on their own. While research has helped identify practices they
can adopt to lessen the intensity of the financial/social/environmental tradeoffs they
experience as they pursue multiple objectives (Battilana et al., 2022), these practices
are not sufficient to ensure the success and growth of the social business sector.

Instead, the institutional context in which organizations operate must change so
as to better support existing social businesses and incentivize a shift away from
the dominant corporate model. We have discussed three potential levers that might
drive change in the institutional context. First, creating accessible new legal struc-
tures can build the legitimacy of social businesses and help the pursuit of social
and environmental goals permeate the corporate world. Second, converging on a
comprehensive—and ambitious—measurement system can help ensure that compa-
nies disclose not only their financial standing, but also their social and environmental
impacts. This is a key tool for holding them accountable for their actions and
behaviours, helping to prevent green washing or impact washing. Finally, ensuring
tailored funding is available to social businesses can serve to sustain and scale their
impact. Importantly, when combined, clear legal structures and a unified measure-
ment framework can equip policy-makers to reward companies that contribute to
collective and climate welfare and penalize those that damage society and the planet.
Though these specific suggestions are not exhaustive, legal forms that structure an
organization’s obligations, ambitious measurements that hold companies account-
able for more, funding that is channelled to organizations that contribute to a healthy
environment and fair society, and fiscal policy that rewards (or penalizes) them based
on their respective benefits and costs to society can help lay the foundations of a new
economic system.
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Given the diversity of social enterprise models, which treat profit generation,
governance, ownership, and other organizational components differently, further
research is necessary to tease apart the consequences, benefits, and challenges of each
organizational form. Though no one model has yet emerged as the single alterna-
tive to the profit-maximizing firm, the plurality of models represents fertile ground
for empirical research linking organizational form with costs and benefits to soci-
ety. This line of inquiry may also inform further research on the effectiveness of
coercive versus incentive-based policy-making in shifting corporate business mod-
els and behaviour. Finally, the emergent research and experimentation on degrowth,
a socially sustainable and equitable reduction of society’s energy and resource use,
and the quest for alternatives to growth-based development (Kallis et al., 2018) is
also likely to intersect with this research agenda, especially with regards to metric
development.

As the past decades have revealed, neoliberal logic has permeated throughout not
merely the economic but also the social and public spheres. Hence, in closing, a dis-
claimer is necessary: the aim of this chapter—explaining how social business logic
could permeate the corporate sector—is not a call for social business to permeate
the social or public sectors. As the COVID-19 pandemic has demonstrated, certain
sectors serve society better when protected from market forces (Stiglitz, 2021). To
address the multidimensional crises we face, this chapter does not argue for not-
for-profits to adopt more business practices—a common refrain of the past decades.
Instead, this chapter argues for the opposite: it is urgent that the logic and practices
of the social economy permeate into the business world, paving the way for an alter-
native to neoliberal capitalism. This shift represents nothing short of reimagining the
value and purpose of business in society.

Together, we have within our power the ability to help facilitate these critical
changes, many of which are already being explored or have been adopted in part
in different countries. But time is of the essence. We can decide to learn from the
multidimensional crisis we are facing or continue with business as usual at our own
and our planet’s peril. It is up to us, as workers, as consumers, and as citizens, to rise
to this challenge to build a more just, equitable, and sustainable tomorrow.
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Empowering knowledge and training
in higher education to leverage social
economy action on societal challenges

Rocio Nogales-Muriel and Marthe Nyssens

Introduction

In the public debate in general, and in the scientific debate in particular, various
umbrella concepts are used to cover those initiatives different from the for-profit
private sector and the public sector—social economy, solidarity economy, social
enterprise—which we will here refer to as the ‘SE field’ Around the 2000s, social
innovation also began to appear as a novel area of scientific inquiry, which can be
considered as complementary to SE-related areas. The SE field is regaining momen-
tum at the EU policy level, with the approval of a European Plan for the Social
Economy in December 2021 (European Commission, 2021).

The purpose of this chapter is to discuss the role of research and training in higher
education to leverage social economy action on societal challenges. How is research
on these topics generated and circulated? Who and what are the main actors, sources
of funding, and dynamics that support research and education in the SE field? And
most importantly, how does this knowledge contribute to the strengthening of social
economy ecosystems? The core of our contribution is to analyse how the various SE
concepts and recent SE research developed within the various research networks as
well as how higher education training initiatives can contribute to the public debate
and the development of the SE ecosystem.

We first cast light on the various ‘SE notions’ and propose to analyse them as
relevant analytical resources to enrich the scientific and the public debate. Rather
than opposing these concepts to one another, we advocate for a research stance that
considers each one of them as a particular ‘spotlight” offering a specific analytical
potential to shed light on the dynamics of the third sector (Defourny & Nyssens,
2017). We follow by briefly describing the landscape of SE research in the past
decades and reflecting on the role of research networks to support SE ecosystems.
The next section delves into formal training on SE. By looking at the consolidation
paths and lessons learned from some pioneering training initiatives, some reflec-
tions emerge on the possible contributions that formal training programmes can
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economy action on societal challenges. In: Social Economy Science. Edited by: Gorgi Krlev, Dominika Wruk, Giulio Pasi, and
Marika Bernhard, Oxford University Press. © Oxford University Press (2023). DOI: 10.1093/0s0/9780192868343.003.0009
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make to SE ecosystems and society in general. The final section gathers some policy
recommendations based on the previous sections.

Anincreasing interest in third sector research,
crystallized around different SE concepts

Since the 1970s, various approaches have shown the existence of a third sector—
distinct from the for-profit private sector and the public sector—in our economy:
what we call the ‘SE field, covering social economy, solidarity economy, and social
enterprise. Indeed, although each of these concepts is the subject of specific con-
ceptual debates, they are largely interconnected. The level of acceptance of these
approaches has been discussed in different circles. They followed different paths
until several circumstances gathered them under similar radars for policy-makers,
practitioners and, increasingly, researchers.

Monzén Campos (2016) addresses the question of the evolution of the social econ-
omy concept as an object of scientific research at the university level through tracing
the genealogy of the term, from its initial appearance in 1830 up until the end of the
nineteenth century—when it dies away—and to its subsequent ‘revival’ in the 1970s.
This umbrella concept is still at the heart of the European debate, with the recent
approval of the European Social Economy Action Plan. A growing trend of research
on social enterprise is observed (Defourny & Nyssens, 2010; Alegre et al., 2017) and
is characterized by efforts to set up a common research agenda (Doherty et al., 2014;
Persaud & Bayon, 2019). Other initiatives aim to set up research agendas in con-
nected areas, such as the solidarity economy (Laville, 2016) or social innovation
(Moulaert & MacCallum, 2019). These concepts did not appear in a chronological
way but have all their own history and roots and remain in usage over the years.

The social economy: values, status, and rules

Although there is no single definition of the social economy, it is almost always
presented as encompassing two key aspects. On the one hand, the term is used
to describe private, non-capitalist categories of organization, with special status
and rules: cooperatives, associations, and mutuals—and, with increasing frequency,
foundations. On the other hand, the social economy refers to the principles and
values which are supposed to inspire certain modes of operation: independent man-
agement, aim of serving the organization’s members or the community rather than
maximizing profit (hence a low return on capital or/and a pre-distribution of sur-
pluses to suppliers or workers and redistribution to customers, plus joint reserves
that cannot be shared), member equality, and a democratic decision-making pro-
cess. When the social economy was first officially recognized in France, it was defined
as being composed of cooperatives, mutuals and those associations whose produc-
tion activities make it possible to assimilate them to these previous types. So, at the
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time, only the associations that were managing ‘infrastructures and related services’
were included. Subsequently, however, many more associations were included in the
social economy, and they became by far the largest component of the social economy
in terms of jobs and number of organizations.

The European Commission (EC) began to show an interest in the social econ-
omy in the late 1980s. Prior to the 2000s, a unit was dedicated to the social economy
within the Directorate General XXIII, that is, the Enterprise Policy, Trade, Tourism
and Social Economy Directorate. Today, the privileged interlocutors of social econ-
omy actors within the EC remain DG Employment, Social Affairs and Inclusion
(EMPL) and DG Internal Market, Industry, Entrepreneurship and SMEs (GROW),
although other DGs and units also work on this theme. Since the end of the 1980s,
European social economy conferences have been organized in various EU member
states. Since the one held in Paris in 1989, about twenty major conferences on this
subject have been held throughout the EU, with an opening to social enterprise dur-
ing the most recent years. In December 2015, all member states agreed through the
conclusions of the EU Council to promote the social economy as a key driver of eco-
nomic and social development in Europe. This agreement was a crucial milestone
as it recognized the unique role of social economy actors in attaining smart, sus-
tainable, and inclusive growth; creating high-quality employment; and promoting
social cohesion, social innovation, local and regional development, and environmen-
tal protection.! The European Social Economy Action Plan, launched in December
2021, aims to support social economy organizations and social enterprises in scaling
up their activities and social impact, innovating, and creating jobs. The plan draws
on the unique characteristics of social economy organizations to ensure that the
green and digital transitions and strengthening communities and improving social
resilience. The plan taps into the social economy’s economic and job-creation poten-
tial, as well as its contribution to a fair and inclusive recovery and the green and digital
transitions.

The solidarity economy: re-embedding economics in society

In very concise terms, the solidarity economy may be defined as referring to ‘all
economic activities subject to a will to act democratically, in which social relations
of solidarity have priority over individual interest or material profit’ (Laville, 2006:
253). More precisely, the solidarity economy is not defined in terms of legal status;
what characterizes solidarity economy activities is rather their twofold—economic
and political —dimension.

Atthe economic level, the solidarity economy stresses reciprocity and mutual com-
mitment among the people who give birth to the initiative (what French authors
refer to as the ‘impulsion réciprocitaire’). Activities are then consolidated through
mixing different types of resources: the initial reciprocal resources (e.g. the giving

! https://data.consilium.europa.eu/doc/document/ST-15071-2015-INIT/en/pdf
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of voluntary labour) are subsequently replaced by public contributions, linked to
redistribution, and by market resources. Due to its insistence on a combination
of various economic resources and principles, the solidarity economy approach
invites resistance of the growing hegemony of approaches driven by sole market
forces.

The political dimension of the solidarity economy, on the other hand, is expressed
‘in the construction of public spaces that allow a debate among the stakeholders on
the social demands and the purposes being pursued’ (Laville, 2006: 253, our transla-
tion). Whether this takes the form of protest against or cooperation with the public
authorities, the key aspect is that major societal challenges are taken up explicitly by
revitalizing democratic debate from within. One major issue, therefore, lies in main-
taining autonomous public spaces that are distinct from but complementary to the
public spaces instituted and regulated by the public authorities.

On the basis of the complementarities between the ‘social economy’ and ‘solidarity
economy’ approaches, and since both movements share common roots in the pio-
neering associationism of the nineteenth century, it appears logical that, more and
more frequently, reference should be made to the ‘social and solidarity economy’
(SSE) and that both notions should be combined rather than opposed. Thus, since
the early 2000s, various federations, support structures, educational programmes,
and other consultative bodies have deliberately chosen to refer to the ‘SSE’ field. To
name just a few examples, this is the case with the French State Secretariat for the
Social and Solidarity Economy, which adopted the term in 2001; with the Regional
Chambers of the Social and Solidarity Economy (CRESS—previously Regional
Chambers of the Social Economy, or CRES); with the Inter-University Network for
the Social and Solidarity Economy (RIUESS); and with the UN Inter-Agency Task
Force on Social and Solidarity Economy (UNTFSSE).

Social enterprise

In Europe, the emergence and rise of the concept of social enterprise owes much
to the success of social cooperatives, which appeared in Italy in 1991, and to the
British government’s policy of promoting social enterprise, implemented from 2002
onwards. The social enterprise approach and its analytical potential shed light on
certain specific dynamics within social and solidarity economy organizations, as
well as beyond the boundaries of the SSE field. The EC adopted such a perspec-
tive, to a large extent, with the launch of its ‘Social Business Initiative, in October
2011; this initiative aimed at ‘building an ecosystem to promote social enterprises
at the heart of the social economy and social innovation’ (EC, 2011). In the United
States, the idea of social enterprise/entrepreneurship covers a wide variety of mean-
ings, associated to different ‘schools of thought. Generally speaking, Anglo-Saxon
approaches are divided around two focal points (Defourny & Nyssens, 2010): on
the one hand, many insist on commercial activities that serve a social mission (‘the
earned income school’); on the other hand, others focus on the innovative nature
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of initiatives launched by multi-talented social entrepreneurs (‘the social innovation
school’).

In Europe, the very first academic study of social enterprise covering several coun-
tries and comparing different types of social enterprise dates back to the late 1990s
(Borzaga & Defourny, 2001); it was carried out by the EMES network.” The EMES
approach derives from extensive dialogue among several disciplines (economics,
sociology, political science, and management) as well as among the various national
traditions and sensitivities present in the European Union. Moreover, guided by a
project that was both theoretical and empirical, it preferred from the outset the iden-
tification of various indicators over a concise and elegant definition. These indicators
have since 2010 been grouped in three subsets, referring respectively to the economic
and entrepreneurial dimension, the social dimension, and the governance-related
dimension of social enterprise. Particularly worth underlining is the fact that these
indicators were never intended to represent a set of conditions that an organization
should meet to qualify as a social enterprise; rather than constituting prescriptive
criteria, they describe an ‘ideal-typical’ social enterprise in Weber’s terms, that is,
an abstract construction or an analytical tool, analogous to a compass, which helps
to locate social enterprises (‘stars’) or groups of social enterprises (‘constellations’)
relative to one another in the ‘galaxy’ of social enterprises.

However, the comparative analysis of social enterprise types or models still lacked
strongly integrated theoretical foundations and, even more, empirical surveys that
would enable researchers to statistically test typologies of social enterprise models.
The International Comparative Social Enterprise Models (ICSEM) project (2013—
2020), carried out within the EMES network, was designed with a view to bridging
these gaps. It aimed to document the diversity of social enterprise models as a way
(1) to overcome most problems related to the quest for a unifying and encompass-
ing conceptualization of social enterprise; (2) to try to theoretically and empirically
build an international typology of social enterprise models; and, consequently, (3) to
pave the way for a better understanding of social enterprise dynamics and ecosys-
tems. Some 230 research partners from 55 countries and all regions of the world
were involved the ICSEM research community.

In a first, theoretical stage, four social enterprise models, generated by spe-
cific institutional trajectories, were identified: a social-business model, a social-
cooperative model, an entrepreneurial nonprofit model and a para-public social
enterprise model (Defourny & Nyssens, 2017). The existence of three of these four
theoretical models (namely the social-business model, the social-cooperative model,
and the entrepreneurial nonprofit model) was strongly supported by empirical evi-
dence: indeed, these three models were found in thirty-nine of the forty-three
countries covered by the ICSEM survey. Therefore, the collected data showed that,
while social enterprises are influenced by institutional factors at the macro level, they

? This EU-funded research project was carried out from 1996 to 1999. It focused on ‘the Emergence
of Social Enterprise in Europe’—hence the acronym of the French title, ‘EMES), which was subsequently
retained by the research network that had carried out the project.
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stem from all parts of the economy and can be related to different organizational
backgrounds—namely, the nonprofit, the cooperative, and the business sectors—
which exist in almost all countries (Defourny & Nyssens, 2021). The existence of
the parastatal SE model is not confirmed by the identification of a distinct group
of enterprises. However, one should not conclude too quickly that the public sector
is absent from the field of social enterprise. In fact, it is found within some clearly
identified groups, often involved as a partner in the creation of social enterprises—in
particular social-integration enterprises. It is also possible that local researchers, con-
sidering a priori social enterprises as inherently private initiatives, did not consider
public sector initiatives as potential social enterprises.

Social innovation

Historically, social innovation (see inter alia the pioneering work of Chambon et al.,
1982) emerged as a specific field before the social economy and social enterprise
concepts did. At EU political level, the report from the Bureau of European Pol-
icy Advisors (BEPA, 2010) constituted a major milestone in the reflection on social
innovation. According to BEPA (2010), social innovations are new ideas (products,
services, and models) that simultaneously meet social needs (more effectively than
alternatives) and create new social relationships or collaborations. In other words,
they are innovations that are not only good for society but also enhance society’s
capacity to act. The EC subsequently launched several initiatives on this subject: the
Social Innovation Europe initiative, which aimed at the development of networks
and the exchange of good practices; the publication of a Guide to Social Innova-
tion (EC, 2013); and the financing of social innovation through structural funds and
research programmes.

Although, within these initiatives, social innovation is far from being limited to
the SE field, this type of enterprise is nonetheless highlighted as a central actor in
social innovation. For example, the above-mentioned Social Business Initiative aims
at ‘creating a favorable climate for social enterprises, key stakeholders in the social
economy and innovation’> In the field of social enterprise, the ‘social innovation’
school of thought (Defourny & Nyssens, 2010) specifically puts the emphasis on the
profile and behaviour of innovative social entrepreneurs.

The SSE is also increasingly explicitly associated with the dynamics of social inno-
vation, which is a novelty (Bouchard & Levesque, 2017). Indeed, while the social
economy has been innovative since the nineteenth century, both organizationally
and institutionally and in terms of the purposes it serves, the adoption of social inno-
vation as an unavoidable reference in this field is relatively recent (Klein et al., 2014;
Lévesque 2007, 2013; Moulaert et al., 2013; Nogales-Muriel, 2023).

Analysing these debates, several authors (Laville, 2014; Nyssens, 2015; Bouchard
& Levesque, 2017) propose to distinguish between a ‘weak’ and a ‘strong’ conception

* http://ec.europa.eu/internal_market/social_business/index_en.htm
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of social innovation. In the weak conception of social innovation, market actors seem
to define the landscape; social enterprises are characterized by the pursuit of mea-
surable social impacts and the use of managerial methods. For some authors, the
social dimension takes its place alongside financial return and risk without challeng-
ing the rules of the capitalist system. In this weak conception, the present wave of
social entrepreneurship and social innovation might partly act as a process of hier-
archization and selection of social challenges according to their amenability to being
treated in an entrepreneurial and commercial mode as well as that of a public-private
social finance scheme.

Adopting a strong conception of social innovation means not only recognizing
that social innovation and SE initiatives produce social impacts by providing goods
and services to meet unsatisfied needs, but also acknowledging their institutional
dimension, that is, their role in the development and implementation of norms and
regulations, both a