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Introduction

From third sector to social enterprise

Facques Defourny

Introduction

In almost all industrialised countrics, we are witnessing today a remarkable
growth in the ‘third sector’, i.e. in socio-economic initiatives which belong
neither to the traditional private for-profit sector nor to the public sector. These
initiatives generally derive their impetus from voluntary organisations, and
operate under a wide variety of legal structures. In many ways they represent the
new or renewed expression of civil society against a background of economic
crisis, the weakening of social bonds and difficuities of the welfare state.

The importance of the third sector, which is often called the ‘non-profit
sector’ or the ‘social economy’, is now such that it is broadly associated with the
major economic roles of public authorities, The third sector is involved in the
aliocation of resources through production of quasi-public goods and services. Tt
has a redistributive role through the provision of a wide range of (free or virtu-
ally free) services to deprived people via the voluntary contributions (in money or
through voluntary work} which many associations can mobilise. This sector is
also involved in the regulation of economic life when, for example, associations
or social co-operatives are the partners of public authorities in the task of
helping back into work poorly qualified unemployed people, who are at risk of
permanent exclusion from the labour market.

The persistence of structural unemployment in many countries, the need to
reduce state budget deficits and to keep them at a low level, the difficulties of
traditional social policies and the need for more active integration policies have
naturally raised the question of how far the third sector can help to meet these
challenges and perhaps take over from public authorities in some areas. Of
course there is no simple answer to this question, and the debate is still wide
open. Some commentators regard associations as made-to-measure partners for
new transfers of responsibility and parallel reductions in public costs. The quali-
ties usually attributed to private enterprise (flexibility, rapidity, creativity, a
willingness to take on responsibility, etc.) are expected to lead to improvements in
the services provided. Others fear that the third sector will become an instrument
for privatisation policies, leading to social deregulation and the gradual unravel-
ling of acquired social rights. Yet others stress the fact that advanced industrial
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societies are moving towards a redefinition of relationships between the indi-
vidual, the intermediate structures of civil society and the state. In any case, we
are probably moving from a welfare state to a new welfare mix where responsi-
bility should be shared among public authorities, for-profit providers and
third-sector organisations on the basis of strict criteria of both efficiency and
fairness.

In the crucial debate on the place and role of the third sector, the aim of
the present work is to expose and analyse a major impetus in this little-known
area of our economies, Le. the increasing numbers of economic initiatives we
will call ‘social enterprises’, which bear witness to the development, throughout
Europe, of a new entrepreneurial spirit focused on social aims, But let us be
quite clear. The social enterprises we are about to discuss are new entities
which may be regarded as a subdivision of the third sector, but they also set out
a process, a new (social) enterprise spirit which takes up and refashions older
experiences. In this sense they reflect a trend, a groundswell involving the whole
of the third sector. This work hopes to offer insights, which will enrich and
even renew, at least in part, existing approaches to, and analyses of, this third
sector.

Before discussing the notion of social enterprises, we need to set out the
main approaches developed over the last quarter of a century, in order to have
a grasp of the situation in the third sector. In this perspective, we first point out
the main steps, which led the scientific community to rediscover the third sector
as 2 whole in the last decades (section I). The two subsequent sections are
devoted to two major (already mentioned) conceptual frameworks which were
built on the basis of this growing interest, i.e. the notions of the social economy
{section 2) and the non-profit sector (section 3}, We also try to identify cleady
the convergences and divergences of these two approaches (section 4) and the
kinds of limitations they may have, especially in capturing the dynamics
currently being witnessed within the third sector (section 5). Indeed, as we will
argue, the innovative features which can be observed may be regarded as a new
social entrepreneurship (section 6) and this leads us to propose a definition of
‘the social enterprise, namely the one which has been used as a working basis
for the whole joint research project which gave birth to this book (section 7).
We then show that such a conceptual basis enabled us to identify a wide variety
of social enterprises in all EU countries (section 8). Focusing on a limited
number of these initiatives, we present the main questions which have guided
the in-depth analysis undertaken by researchers in each of the fiftcen countries
and which have been discussed within this European scientific network {named
the EMES Network)! throughout all joint sessions held during the four vears of
the project {section 9). These questions may be considered as the red line of all
the country chapters that form the first major part of the book. They also
represent the point of departure of the theoretical contributions, that constitute
the other major part of the book, as explained in the final section of this
general introduction,

Introduction 3

1 The (re)discovery of the third sector

For a long time, there have been scientists interested in economic initatives of a
‘third type’ that belong neither to the for-profit private sector nor to the public
sector. A rich fiterature has developed throughout the twentieth century about
co-operatives, an enterprise type organised according to specific co-operative
principles which has spread to all parts of the world.? In the late 1960s, workers’
co-operatives and the so-called ‘labour-managed firms’ even entered the heart of
neo-classical economics and gave birth to a widely respected theoretical and
empirical corpus.® In other disciplines, like sociology, a lot of research on volun-
tary organisations has been undertaken since the middle of the century.

However, the idea of a distinct third sector, made up of most enterprises and
organisations which are not primarily seeking profit, and which are not part of
the public sector, really began to emerge in the mid 1970s. Such organisations
were already very active In many areas and were indeed the subject of specific
public policies. But the idea of bringing these bodies together and the theoretical
basis on which this might be done had not really been put forward until then.*
As problems caused by the economic crisis deepened, awareness of the limita-
tions of the traditional public and private sectors steadily grew. Against this
background, the interest in other kinds of economic organisations was strongly
reactivated, somewhat like the search for a ‘third way’ of development between
capitalism and state socialism by newly independent countries during the 1950s
and 1960s, though on a different scale.

In the United States the work of the Filer Clommission, and, in 1976, Yale
University’s Program on Non-profet Organisations, involving 150 researchers, marked
a decisive step in defining the theoretical basis of non-profit organisations
{NPOs) and the non-profit sector. Since then, a vast scientific literature on NPOs
has developed, with contributions from disciplines as diverse as economics, soci-
ology, political science, history, and law.®

In Europe, widely varying socio-political, cultural and economic national
circumstances have not allowed such a wide-ranging and rapid awareness of the
third sector to develop. However, the economic entities that gradually came to
light through a third-sector approach were already important factors in most
countries. They were also rooted in solid and long-standing traditions, insofar as
mutual crganisations and co-operatives had to some extent existed everywhere
for more than a century, and association-based economic initiatives as well as self-
help movemnents had also been increasing in numbers for some considerable time.

In fact, without denying that the general public’s view is strongly characterised
by the historical context of each country, it may be said that two theoretical
approaches to the third sector gradually spread internationally, accompanied by
statistical work aimed at quantifying its economic Importance. One is the *non-
profit sector’ approach already mentioned. The other, French in origin, forged
the concept of the ‘social economy’ to bring together co-operatives, mutual soci-
eties and associations (with increasing frequency, foundations are also included).?
Although the first view has the advantage of simplicity and the strength of a
framework designed to grasp the US situation, the second approach has found an
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ever-greater resonance throughout Europe and has been taken up by the
European Union’s institutions.’

Other theories of the third sector have also been developed internationally.
An example is the tri-polar approach which sees the economy in terms of three
poles, sometimes represented by three types of agents — private enterprise, the
state and houscholds ~ (Evers 1995; Pestoff 1992), sometimes according 1o the
principles and methods by which exchanges are regulated — the market, public
redistribution and reciprocity ~ (Laville 1994) and in other cases according to the
types of resources involved (commercial, non-commerciai or norn-monetary). In
such a perspective, the third sector is viewed as an intermediate space in which
the different poles can combine. Because of their flexibility such approaches can
help to reconcile the notions of non-profit sector and social economy, and they
occupy an important place in the theoretical chapters of the present work. But
for now we shall confine ourselves to the first two lines of approach, and shall
examine their particular features, their points of convergence and their differ-
ences with a view to showing to what extent they can account for the social
enterprise phenomenon.

2 The concept of the social economy

Virtually all work on the social economy attempts to understand it on the basis of
its legal/institutional characteristics or by emphasising the principles that its
organisations have in common. As we discuss below, these approaches are
usually combined nowadays.

The legal/institutional approach

In most industrialised countries, third-sector enterprises and organisations may
be grouped into three major categories, viz. co-operalive enterprises, mutual
societies, and those organisations which might generally be described as associa-
tions, whose legal form may vary considerably from one country to another, This
is an approach to the social economy which has deep historical roots.
Organisations of this kind have existed for a very long time, although they have
only gradually been given legal recognition for activities based on the free associ-
ation of their members, which remained informal and sometimes even secret
throughout most of the nineteenth century. Although this way of looking at the
social economy originated in France, its relevance goes far beyond French
borders, since the three main components of the social economy are to be found
almost everywhere:

* Co-operative-siyle enterprises: from the middle of the nineteenth century, co-
operatives have spread internationally and they are now to be found
worldwide.? The co-operative movement is like a great tree whose branches
continue to spread. There are agricultural co-operatives, saving and credit
co-operatives, consurmers’ co-operatives, insurance co-operatives, retail co-

Introduction 5

operatives, housing co-operatives and so on. A great deal of long-standing
co-operatives have developed in markets which became quite competitive; as
a result, they have been pushed to behave increasingly like their profit-
maximising competitors. However, most of them still keep some specific co-
operative characteristics and, even more importantly, m the last decades, the
co-operative movement has continuously been renewed by the emergence of
initlatives like workers’ co-operatives in new fields of activity or social co-
operatives.

This first component of the social economy also covers various initiatives
that are not explicidy called co-operatives but which adopt closely related
rules and practices. This is especially true in developing countries, but also
holds good for industrialised countries where some enterprises, not set up as
co-operatives but having a social purpose, can also be categorised under this
heading (for instance the Spanish sociedades laborales).

*  Mutwal-type organisations: mutual help societies have existed in most places for

a very long time. In many cases, they have gradually been institutionalised
and in various industrialised countries they have become major players in
social security systems.? However, the mutual component of the third sector
also includes many organisations of various types'® which cater for the need
of local communities to organise for themselves community insurance
systems, for instance In countries where soclal security systems are at an
early stage of development and only cover a small part of the population.
They may mutualise a wide range of risks, including health (costs of treat-
ment, medicines, and hospitalisation), death (material support for the family
of the deceased), funerals, and bad harvests or catches,

°  Associations: the freedom of association is formally recognised in most coun-

tries of the world but in a wide variety of legal forms and under more or less
favourable circurnstances. In practice, this third component includes a lot of
advocacy organisations which may also be scen as providers of services to
their members, to other people (as Save the Children, for example) or to the
whole community (for instance Greenpeace). More generally it includes all
other forms of free association of persons for the production of goods or
services where making a profit is not the essential purpose. Obviously these
organisations have a wide variety of names, such as: associations, non-profit
organisations, voluntary organisations, non-governmental organisations,
wdeell assuciations, and so on. Foundations and some other country-specific
organisations (such as charities in the United Kingdom) are also often
considered under thas heading,

Finally, let us stress that although this first line of approach to the social economy
is based on identifying major institutional types, it does not impose any great
degree of legal formalism. Certainly, for the purposes of assembling statistical
data, the legal status of these organisations is often an essential means of ideatifi-
cation. But depending on the point of view adopted, we can also include in these
three components a number of long-standing informal initiatives. This is 2 most
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umportant point, since there are large numbers: of s :facto associations in industri-
ails-cd countries and even more informal activities in the countries of the South,
which appear to be of co-operative, mutual or associative type.

The normative approach

The second way of regarding the social economy consists of emphasising the
principles that its organisations have in common. In other words, it is a matter of
§houéng as precisely as possible why certain very different enterprises and organ-
1sations deserve the same designation, and in what common fashion they may be
distinguished from the traditional private sector and the public sector.

This normative approach is crucial and cannot be considered as an optional
complement to the first one. Doing this would convey a risk of opposing the
long-established organisations which easily fit the main categories of the institu-
tional approach to the newer third-sector initiatives which often refer more fo
specific values and practices than to legal forms.!! '

Today there is broad agreement that these common features relate to the
productive purpose and to the internal structure of these orgamisations. There
are several ways of defining the social economy, but the one which follows has
the advantage of combining the legal/institutional approach already described
with an affirmation of the values and principles which underpin the third sector
{the normative or ethical approach). This definition, which is used in several
countries, states that:

The social economy includes economic activities carried out by co-operatives

and related enterprises, mutual societies and associations whose ethical

stance is represented by the following principles:

*  the aim of serving members or the community, rather than generating
profie;

*  anindependent management;

* ademocratic decision making process;

*  the primacy of people and labour over capital in the distribution of
income.

(CWES 1990: 8)!2

With the first principle, emphasis is placed on the fact that activities carried ot
in the social economy provide a service to members or to a wider comrmunity
and are not primarily a means of making a financial return on capital invest-
ment. The possible gencration of 2 surplus may thus be an outcome of
providing the services or a way to improve therm, but not the main motivation
behind the activity.

The independence of its management is a principal means of distinguishing
the social economy from public entities producing goods and services. The
economic activities carried out by the latter do not in general benefit from the
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wide-ranging management independence that provides an essential impetus in
voluntary initiatives,

The need for a democratic decision-making process derives from the ‘one
member, one vote’ principle central to co-operatives. Although this may be
expressed through a great vaniety of effective practices, the rule of ‘one share, one
vote’ is clearly excluded and there is at least a strict limit placed on the number of
votes per member in the body which holds the ultimate decision-making power.

Finally, the fourth principle ~ the primacy of people and labour in the distzi-
bution of income — derives directly from the others (and may thus be seen as less
essential). It covers a wide range of practices within organisations in the social
economy, including: Hmited remuneration of capital, distribution of surplus
among the workforce or members/users in the form of bonuses, the creation of
reserve funds for business development, and the immediate use of surpluses for
social purposes. As already mentioned, the concept of social economy is increas-
ingly used in the European Union and since the 1980s numerous studies have
been carried out to further the empirical knowledge of this concept.'®

3 The concept of the non-profit sector

As in the case of the social economy when viewed through an nstitutional
approach, the concept of the non-profit sector is deeply rooted in history, espe-
cially in America. As stated by Salarmon, one of the factors which accounted for
the early growth of the American penchant for voluntary association was ‘the
deep-seated hostility to royal power and centralised state authority that the reli-
gious non conformists who helped populate the American colonies brought with
them when they fled the Old World” (Salamon 1997: 282). But it is only in the
late nineteenth century that the idea of a distinct non-profit sector really began
to take shape. Nen-profit organisations were then promoted not simply to
supplement public action but as superior vehicles for meeting public needs.
Although the expansion of the non-profit sector in the 1960s and 1970s was
strongly linked to partnership with government which increasingly supported
these organisations, American perception of the latter remains marked by anti-
state attitudes as shown by the growing use of the term ‘independent sector’ to
refer to these entities,

Tax-exemption as a key criterion

It is ainly through the tax laws that the non-profit sector has come to be legally
defined in the United States. The federal tax code identifies some twenty-six
different categories of organisations that are entitled to exemption from federal
income taxation. These organisations must operate in such a way that ‘no part of
(their) earnings inures to the benefit of theirs officers or directors’ and their
founding document must stipulate this.

Although these tax-exempt organisations are of various kinds and include
member serving crganisations as well as primarily public serving organisations,
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much of the discussion on the non-profit sector in the recent American literature
focuses on the second category, or more specifically on a subset of orgamisations
that are tax-exempt and eligible to receive tax deductible gifts under Section 501
(c}3) of the Internal Revenue Code. These organisations, which represent a very
large range of public benefit activities, and include schools, colleges, universities,
hospitals, museums, libraries, day-care centres, and social service agencies, are
therefore thought of as the heart of the non-profit sector.

A definition for cross-national comparative purposes

Given this quite specific historical background, it is not surprising that no univer-
sally accepted definition of the non-profit sector can be found today. However,
significant efforts have been made in the last decade to undertake cross-national
comparative studies. Increasing reference is made to the conceptual framework
established by the vast international study which has been co-ordinated by the
American Johns Hopkins University since 1990.1¢

Tor the researchers involved in this project, the non-profit sector consists of
organisations with the following characteristics:

*  they are formal, ie. they have a certain degree of institutionalisation, which
generally presupposes a legal personality;

* they are private, ie. distinct from both the state and those organisations
issuing directly from the public authorities;

*  they are self-governing, in the sense that they must have their own reguia-
tions and decision-making bodies;

°  they cannot distribute profits to either their members, their directors or a set
of ‘owners’. This ‘non-distribution constraint’ Les at the heart of all the
literature on NFPQs;

¢« they must involve some level of voluntary contribution in time (volunteers)
and/or in money (donors), and they must be founded on the free and volun-
tary affiliation of their members.

4 The non-profit sector and the social economy:
convergences and divergences

Before examining how the non-profit sector and the social £Conemy may encap-
sulate the realities on which we focus, i may be useful to briefly compare these
two concepts. At first, the comparison between the above definitions reveals
important similarities'? insofar as the requirement for a formal structure in the
non-profit sector echoes the legal/institutional approach of the social economy
even though the latter only underlines three types of legal status.'® The private
nature of entities involved in the NPO concept is implicit in the other approach
since the legal status of social economy organisations is generally much closer to
that prevailing in the private for-profit sector than in the public sector, while the
criterion of self-governance is close to the requirement for independent manage-
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ment in the social economy. Finally, the last criterion for NPOs, which is infln-
enced by the British voluntary sector tradition, is satisfied in practice by most
organisations in the social economy insofar as the legal statutes of co-operatives,
mutual societies and associations generally stipulate that membership should be
freely entered into, and the board members of these organisations usually act on
a voluntary basis.

Moreover, 1t should be stressed that both the non-profit sector and the social
economy are defined in terms of their basic structure and organisational rules
rather than in terms of their sources of revenue. Although voluntary contribu-
tions are given an explicit role in non-profit organisations, none of the concepts
imposes any requirement as to the extent of market income, state subsidies or
other resources. In fact, the main points of divergence are found in three areas:
the specification of goals, the control over the organisation and the use of profits.

Firstly, the social economy approach clearly indicates that the major goal of
the organisation is to serve members or the community rather than to seek
profit. On the contrary, the NPO approach Is not explicit as to the goals of the
organisation. Of course, the latter are set by the organisation’s own governing
bodies and a strict constraint on the use of profits normally Induces goals which
are quite different from those pursued by traditional private firms. However, it
does not seem impossible for an NPO to actually seck maximisation of profits, or
any other goal, provided that profits are not distributed to owners and managers.

Secondly, the social economy has at its heart the requirernent of a democratic
decision-making process which, in addition to giving weight to actual members’
involvement and volce, represents a structural procedure to control the actual
pursuit of the organisation’s goals. In the NPQ approach, such a control also
comes from inside the organisation through its governing bodies but without any
formal democratic requirernent. As to the non-distribution constraint, it certainly
represents an Important limiting rule (generally imposed by law) but its
accounting and administrative nature keeps it far from being a dynamic control
process.!”

Thirdly, the non-profit approach prohibits any profit distribution and thus
excludes the entire co-operative component of the social economy, since co-
operatives generally redistribute a part of their surplus to their members. It also
excludes some mutual societies; for instance, mutual insurance companies which
return part of their surplus to members in the form of reductions in future
contributions. '8

Another way of summing up these differences would be to say that the
conceptual basis of the non-profit approach is the non-distribution constraint,
which gives it a particular relevance for public benefit associations. The social
economy concept, on the other hand, owes much to co-operative thought which
of course gives more emphasis to mutual interest organisations and a central
place to democratic control over the organisation’s goals and functioning. Let us
stress however that these differences only apply strictly from a theoretical point
of view; they might be much less significant when investigated by empirical
research. Especially, a democratic decision-making process should not be taken
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for granted in all social cconomy organisations, because in many entities the
actual power often tends to be concentrated within a few hands, i spite of
democratically held general assemblies. Moreover, foundations which are
increasingly mentioned as a fourth component of the social econormy, generaily
do not rely on the ‘one member, one vote’ principle in their governing bodies,
The third major conceptual difference, referring to surplus distribution, should
not be overestimated either, since distribution of some profits is quite frecuent in
co-operatives and mutuals but it is limited by internal and external regulations, 19

5 The limitations of the two concepts

Of course, many aspects of the third sector have aiready been the subject of a
great number of studies. But the concepts of the non-profit sector and the social
econormy, as such, present two major limitations for the purposes of our analysis,
i.e. how to understand the emergence of social enterprises, their forms and their
importance, and the impetus behind them.

Firstly, the non-profit sector and the social economy are both very general
concepts covering a wide range of organisations with various roles. They attempt
to cover the whole third sector at once, with a single, all-encompassing definition.
In reaching this synthesis they cannot help relying on the largest common
denominator to be found among all the organisations in the third sector. As a
consequence, they are necessarily unable to reflect situations which only partly
conform to their definitions, features that are not found throughout the sector, or
characteristics which only affect some organisations. At the same time, they
cannot easily describe entities that are somehow located on the houndaries
rather than at the heart of the third sector.

Secondly, the very nature of these two concepts is static rather than dynamic.
They produce a snapshot of the many and varied situations to be found in the
third sector. But beyond this descriptive capacity, they are not very helpful in
capturing the underlying dynamics of all or part of the elements concerned. For
instance, none of these two notions refers explicitly to entreprencurial
behaviours or the economic risks induced by the latter. They can certainly
account for some developments, for example the growth in ernployment or the
changes of other key parameters during a given period. But these results are
generally obtained by taking a snapshot of the non-profit sector or the social
economy in a fairly static fashion at different times.

Of course it is true that much of the literature on the non-profit sector has
been written from an explicitly or at least implicitly historical perspective, and
various analyses have tried to explain the reasons for the existence of the third
sector and the conditions in which i emerged.2 But in theories regarding the
non-profit sector, as in various studies about the conditions under which the
social economy developed,?! it is more often a matter of o posterior: analysis than
of studies of developments as they happen.

Finally, as will be shown later, a lot of social enterprises scem to combine
elements of co-operatives and non-profit organisations. For this reason, the tradi-

Introdustion 11

donal NPO approach is clearly not the best starting point. On the contrary, the
concept of social econotny is able to include social enterprises but a further
element is needed as none of its three {or four) main components directly corre-
sponds with social enterprises. None of this means that we will not draw heavily
on existing Bterature in cur efforts to improve our understanding of social enter-
prises. Simply, we do not want to limit ourselves to these notions of the
non-profit sector and the social economy in our search for an adequate concep-
tual framework to approach social enterprises,

6 A new social entrepreneurship?

We will now describe more precisely the realities we want to study in this book. It
should be clear that social enterprises are more than simply a new development
of the non-profit sector or the social economy and that they deserve an analysis
that goes beyond these two concepts. Firstly, we will try to explain why they may
be seen as real enterprises and even more particularly as the expression of a new
entrepreneurship. Secondly, we will see to what extent these entities and this
entrepreneurial behaviour may be qualified as social.

Entreprencurship as an innovative behaviour

Among theories concerning entrepreneurship, the classic work of Schumpeter
{1934) may still be used as a starting point. In the latter’s opinion, econornic
development is a process of ‘carrying out new combinations in the production
process” (Schumpeter 1934: 66) and entrepreneurs are precisely the persons
whose role it is to implement these new combinations. Entrepreneurs are not
necessarily the owners of a company, but they are responsible for introducing
changes in at least one of the following ways: (1) the introduction of a new
product or a new quality of product; (2) the introduction of a new production
raethod; (3) the opening of a new market; (4) the acquisition of a new source of
raw materials; or {3) the reorganisation of a sector of activity. Following the work
carried out by Young (1983, 1986) and a survey undertaken by Badelt (1997),
this typology can be adapted to the third sector and it is pertinent to examine, at
all levels, to what extent a new entrepreneurship can be identified.

New products or a new quality of products

Nummerous analyses of the third sector have demonstrated that enterprises have
often been developed in response to needs in areas where the traditional private
sector or the state were unable to provide a satisfactory solution.”? There are
countless examples of organisations that have invented new types of services to
take up the challenges of their age. Nowadays, as in the past, this is the expression
of entrepreneurship. But have the last two decades been different in any specific
ways? We believe that it is possible to speak of a new entreprencurship which is
probalbly more prevalent in Europe than in the United States. The crisis of
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European welfare systems (in terms of budget, effectiveness and legitimacy) has
resulted in a more autonomous development of third-sector initiatives, and public
authorities increasingly look to private initiatives to provide solutions that they
would have implemented themselves if the economic climate had been as good as
m the glorious 1945-1975 period. The shrinking of public initiative is undoubt-
edly the most striking in the United Kingdorn, but the same trend is apparent in
most member states of the European Union, albeit to differing degrees.

These new developments are particularly clear in some fields of activity. The
work integration of unskilied people and personal services have seen multiple
innovations in terms of new activities being set up or ensuring that services are
better adapted to needs, whether in regard to vocational training, providing
centres and facilities for young children, services for elderly people, or aid for
certain categories of disadvantaged persons (abused children, refugees, immi-
grants, etc.).”® These are areas to which we will pay special attention. This
entrepreneurship seems all the more innovative as, even within the third sector, it
contrasts sharply with the highly bureaucratic and only stightly innovative
behaviour of certain traditional organisations {for example, the large welfare
organisations in Germany).

New methods of organisation and/or produstion

It is common to see the third sector organise its activities along different lines
from the traditional private and public sectors. But what is most striking in the
current generation of social enterprises is the involvement of different, even
diverse partners or categories of partners. Salaried employees, voluntary
workers, users, supporting organisations and local authorities are often partners
n the same project, whereas the traditional social economy organisations have
generally been set up by more homogeneous social groups.?* If this does not
necessarily revolutionise the production process, it often transforms the way in
which the activity is organised. In some cases, such co-operation could even be
described as an alliance of interested parties, for example when service providers
and users co-operate in the organisation and management of certain neighbour-
hood services. The setting-up of childcare centres run by parents in France or in
Sweden is just one of many exaraples of such co-operation. In other cases, such
a ‘multi-stakeholder’ structure may lead social enterprises to compete more
effectively with for-profit enterprises in existing markets.

New production factors

One of the principal, long-standing specific characteristics of the third sector is
its capacity to mobilise volunteers. In itself, the use of volunteers is not an inno-
vation, but it is significant in numerous recent initiatives because voluntary
workers make it possible to produce goods or provide services that were not
previously available or which were only available with the help of paid workers
(in which case it is rare that it is really the same ‘product). It is also noteworthy
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that volunteering has changed in nature over the last few decades. It seems to be
not only much less charitable than forty or fifty years ago, but also less ‘m]htan.t’
than in the 1960s or the 1970s. Today’s voluntary workers are fairly pragmatic
and focus more on ‘productive’ objectives and activities that correspoz}d to
specific needs. Moreover, it is not unusual to find the entrepreneurial role, in the
most commonly used sense (launching an activity), carried out by voluntary
workers.

“ Paid work has also seen various innovations. On the one hand, many third-

© sector organisations have been at the forefront of experiments regarding atypical

types of employment, such as absorption into employment prograzmes, the
development of semi-voluntary formulas or part-time work (with very re-d'uccd
working hours), etc.”” On the other hand, it can be said tha‘t the traditional
employee status is often ‘enriched when employees are recagmsed as members
of the governing bodies of the social enterprise in their own right, w1thlthe resul-
tant control and decision-making powers that the members enjoy. Finally, the
mix of volunteers and paid workers may itself be seen as an innovative prochzf:-
tion factor {which requires specific human resources management skills) in
activities so far carried out exclusively by one of these two categories of workers,

New market relations

In some countries, the supply of certain services had long been restrictc:‘d to
public providers, as in the Scandinavian countries, or to informal providers
(family or neighbourhood), as in Italy, Spain, Portugal and Greece. lH.m.Ne_vcr,
there existed a demand which remained unsatisfied and third-sector initiatives
began to invent market relations in these formerly restrictf%d spheres. 1'1.‘1. a
growing number of countries, the situation has changed rapidly and families
increasingly externalise services they formerly provided, due to su.ch factors as
increasing female participation in the labour market and the isolation of family
members. At the same time, there is a trend towards ‘contracting out’ and
towards the development of quasi-markets for certain services which were pre‘.vi«
ously carried out by the public authoritics or by non-profit Qrivate bodies
particularly favoured by the state. In fact, with a view to rec.lucmg costs and
cnsuring that the services are better adapted to user needs, public authorities are
making increasing use of calls to tender, which bring different types of service
providers into competition for public funding. It was the conservative govern-
ment in the UK that went furthest in this direction, but this switch from “tutelary
control’ to ‘competitive control’ is becoming more and more commonplace
almost everywhere. o

Such profound changes in the welfare state inevitably have major ramifications
at different levels. For the purposes of this introduction, it is sufficient to empha-
sise the factors that tend to accentuate the entrepreneurial character of the
associations, in the sense that they have an increasing number of characteristics
in common with traditional companies and also, in part, in terms of the ‘new
combinations’ referred to by Schumpeter:
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*  existing associations find themselves in competitive situations, sometimes
with traditional companies; when tendering;
*  they are consequently obliged to install or reinforce internal management

structures very much modelled on those of the commercial sector;

* the ending of certain public monopolies (for example in Sweden) or of

the monopolies enjoyed by large welfare organisations (for example in
Germany) encourage the emergence of new private initiatives (for-profit
or non-profit organisations} structured from the outset to reflect this
context;

*  last but not least, both for old as well as new associations, the economic risk
is greater since their financing henceforward depends on their ability to win
these quasi-markets and to satisfy users.26

Finally, it goes without saying that this is reinforced by the increased demand
among private individuals with adequate financial resources for certain services
that become accessible because of the continued rise in the living standards of
an important part of the population. Thus for example, elderly people who
receive a decent pension or who have accumulated considerable savings repre-
sent new markets, which are often very competitive,

New forms of enterprises

The recent introduction of diverse legal frameworks in the national legislation of
various European states tends to confirm that we are dealing with a somewhat
original kind of entrepreneurship. These legal frameworks are intended to be
hetter suited to these types of initiatives than the traditional non-profit or co-
operative structures. The Italian Parliament has been a pioneer in this regard, by
introducing in 1991 a “social co-operative’ status. This new legal form has been
very successfl from the outset and the astonishing development of the Ttalian
social co-operatives continues to be followed with interest by other national
governments. In 1995, Belgium introduced into its legislation the concept of a
‘company with a social purpose’, whilst Portugal introduced the ‘social solidarity
co-operative” and Greece the ‘social co-operatives with limited Hability’ respec-
tively in 1998 and 1999, Other countries, and France in particular, are
considering introducing similar legislation.

Generally speaking, these new legal frameworks are designed to encourage
the entrepreneurial and commercial dynamics that are an integral part of a
social project. They also provide 2 way of formalising the muiti-stakeholder
nature of numerous initiatives, by involving the interested parties {paid
workers, voluntary workers, users, efc.) in the decision-making process.
However, it must be emphasised that apart from Italy, the great majority of
social enterprises are still using traditional third-sector legal forms, even though
the latter sometimes may hide significant changes; for instance, workers’ co-
operatives which open their membership to users tend to become closer to
public benefit enterprises,
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Enterprises which may be called ‘social’

If, as seems to be the case, we can identify a ncw.entrepfﬁne.ur’ship, it
remains to explain why we should describe their enterprises as socml.. More
precisely, one may wonder ¥ the new economic trends in their behaviour are
compatible with explicit social dimensions. We have aafgucd so far that these
initiatives belong to the third sector, conceived either in the non-profit sense
or as the social economy, and that these two concepts provide the necessary

. elements to embody the social dimensions we now want to identify. Of

course the actual presence of these elements in the organisations in q.[ues.;tion
is still to be confirmed, but from a theoretical point of view, the main issue
here lfies in the combination of the innovative economic practices just listed
with social dimensions embedded in the traditional conceptualisations of the
third sector as presented in the second and third sections al.oove. In summary,
we may say that the traditional conceptualisations of the th‘lﬂ:l sector allow us
to identify three levels on which the ‘social’ pature of initiatives may be
detected.

The purposes of the activity

The concept of the social economy includes as a key §riterion :the a}im of
serving members or the community rather than generating profit, wh‘ﬁﬁa the
ron-profit sector stresses the impossibility of members or managers receiving a
proportion of any surplus. Although the social economy does not cxcluc-ie the
possibility of a limited distribution of profits to members, particularly in co-
operatives, the common feature of these two approaches shou;d be stress<?d here,
as it is found in ali social enterprises. The common feature is the requirement
{absoiute or in part) for the production surplus to be ‘socialised’, that is to be
reinvested in the development of the activity or to be used for the benefit of
people other than those whoe control the organisation,

Non-commercial resources

As just stressed, both concepts involve benefits to the comr.lltfnity or to target
groups. Such benefits very often justify the payment of subsidies to third-sector
organisations. This is also true for most social enterprises ?hat are financed both by
resources deriving from the market and by non-commercial resources aflocated by
the public authorities in the community’s name. Usually non-monetary resources
are also involved, such as voluntary work and/or donations, thc's? elements being
also stressed by the non-profit approach. This broad mobilisatpn ‘of FESOUTCES
across the society, and the goodwill on which third-sector organisations can rely
due to their rofe in providing services, are characteristics which we will adc‘lress
extensively later in this book, especially when trying to assembie elements for a
theory of social enterprise.
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The two concepts embody the view that a third-sector organisation should be
autonomous or even independent, with its own decision-rnaking bodies. The
social economy approach also stresses that there should be a democratic deci-
sion-making process. Such features are often found in social enterprises since
they are generally founded on a participatory dynamic which involves their
merbers (paid workers, volunteers, users and/or other partners representing for
instance the local community) in management and controlling bodies and since
members’ power is generally not proportional to any capital stake they may hold.
So we clearly have here characteristics which may be classified as social.

7 Towards a definition of the social enterprise

We have argued so far that a new phenomenon can be identified within the third
sector of modern economies and that it may be seen as a new social
entrepreneurship whose features are partly out of the range of traditional non-
profit and social economy approaches. Taking this for granted, let us now turn to
the way the EMES Network organised its research to identify and analyse this
phenomenon. The main steps of the research that we are presenting here reflect
the structure of the whole book and are found as well within each of the
‘country chapters’ that form the first major part of this volume.

One of the hypotheses of the EMES project was that social enterprises as
new entities and/or as a new dynamic in existing third-sector organisations are
likely to be found throughout the European Union. This is why the research
network was formed and the study undertaken by researchers from all fifteen EU
member countries. Of course this meant a considerable diversity and hetero-
geneity in the work contexts.

In order to build the research on common ground, the first step of the EMES
work was to define a set of common criteria which would be used to identify
social enterprises in each of the fifieen member states. This set of criteria was
considered from the outset as a working definition of the social enterprise that
might need to be revised in the course of the project, but as it turned out, this
initial framework concept proved to be fairly robust and reliable.2” This working
definition distinguishes, on the one hand, between criteria that are more
economic and, on the other, indicators that are predominantly social. Tet us
begin with the economic and entrepreneurial dimensions for which four criteria
have been put forward:

A continuous activity producing goods and for selling services

Social enterprises, unlike the traditional non-profit organisations, are normally
not engaged in advocacy activities as a major goal or in the redistribution of
financial flows (as, for example, grant-giving foundations), but they are directly
involved in the production of goods or the provision of services to people on a
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continuous basis. The provision of such goods or services represents, therefore,
the reason, or one of the main reasons, for the existence of social enterprises.

A high degree of autononvy

Social enterprises are voluntarily created by a group of people ar}d are governed
by them in the framework of an autonomous project. Ac:cordmg.ly, Fhey may
depend on public subsidies but they are not managed, directly or indirectly, by

- public authorities or other organisations {federations, private firms, etc.) and they

have both the right of *voice and exit’ (the right to take up their own position as
well as to terminate their activity).

A significant level of economic risk

Those who establish a social enterprise assume totally or partly the risk of the
initiative. Unlike most public institutions, their financial viability depends on the
efforts of their members and workers to secure adequate resources.

A minimum amount of paid work

As in the case of most traditional non-profit associations, social enterprises may
also combine monetary and non-monetary resources, voluntary and_ paid
workers. However, the activity carried out in social enterprises requires a
minimum level of paid workers.

To encapsulate the social dimensions of the initiative, five criteria have been
proposed:

An explicit atm to benefit the compunity

One of the principal aims of social enterprises is 10 serve the community or a
specific group of people. To the same end, a feature of social enterprises is their
desire to promote a sense of social responsibility at local level.

An initiative launched by a group of citizens

Social enterprises are the resuit of collective dynamics involving .peopﬁe
belonging to a community or to a group that shares a certain need or aim and
they must maintain such a dimension in one way or another.

A decision-making power not based on capital ownership

This generally means the principle of ‘one mernber, one vote’ or at least a voti‘ng
power not distributed according to capital shares on the governing body \-Nhlch
has the ultimate decision-making rights. The owners of the capital are obviously
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impo‘rtant (ai'though all social enterprises do not have equity capital) but the
decision-making rights are shared with the other stakeholders.

A participatory nature, which involves the persons affected
by the activity

Representation and participation of customers, stakeholder orientation and a
democratic management style are important characteristics of social enterprises,
In many cases, one of the aims of social enterprises is to further democracy ai
local level through economic activity.

Limited profit distribution

Social enterprises not only include organisations that are characterised by a total
non-distribution constraint, but also organisations, like co-operatives in some
countries, which may distribute profits only to a limited extent, thus avoiding a
profit-maximising behaviour,

8 Awide spectrum of initiatives across countries

With such a working definition, it was clear from the beginning that the fulfil-
ment of these criteria would vary greatly and that social enterprises would
appear in each country more as a wide spectrum than as a clear-cut set of well-
identified organisations. At the same time, it seemed quite important to link the
analysis of social enterprises with the other parts of the third sector and with the
whole socio-economic context of each country (in some countries even the
notion of a third sector remains unclear). Against such a background, it was then
feasible to identify and list those types of initiatives which, to varying degrees,
may be named ‘social enterprises’ according to the working definition just
presented. Although the term itself may not be used in some countries, several
categories of organisations clearly appeared to correspond with the new social
entrepreneurship in which we were interested,

In a second phase of the research, it was agreed on that one or two main
types of social enterprise or fields of activity would be analysed in-depth in each
country. As a result of this selective approach, all researchers focused on a partic-
ular set of social enterprises which seemed particularly interesting in one way or
another, including: the process through which they were created, the mix of
resources on which they rely, the kinds of services they provide, the category of
users to whom they supply these services, their innovative features to fight social
exclusion, and so on. The number of initiatives was seldom the major criterion
in this selection although it was also taken into account.

Finally it appeared that the social enterprises chosen in most countries
operate in two broad spheres of activity: firstly, the training and reintegration
into employment of persons excluded from the labour market and, secondly, the
rapidly developing sector of personal services. However, this sectoral classifica-
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tion should be seen only as a way to gain a first quick and superficial idea of the
fields that are covered in the country chapters. In several cases social enterprises
combine both fields or go much beyond them. More importantly, many other
classifications could prove to be more relevant depending on the aspects to be
recorded, such as the role of the leadership, the extent of volunteering and/or
paid labour, the relations to the market, or the support of the local community
and the public authorities.

I order to visualise the groups of social enterprises that are analysed in the

- fifteen subsequent country chapters, the following is a brief lock at their main

features.

In Austria, the activities of ‘child-minders’ — originally provided on a volun-
tary and unpaid basis ~ have witnessed a remarkable professionalisation process.
Of particular interest in this field is the development of ‘children’s groups’,
which are small groups of about twelve children with two nurses or specially
trained child-minders that are supported by the selff-organised involvement of
parents. Childeare centres involving parental participation are also quite popular
in France, while other social enterprises there are developing new forms of home
help services for elderly or dependent persons. More generally, as is also the case
in Belghum, social enterprises in France seem to be particularly innovative in the
whole sphere of what is increasingly called ‘proximity services’, the proximity
being objective (as for services provided at the local level) or subjective (when the
proximity mainly refers to the relational dimension of the services provided).
Indeed they often mobilise additional resources that do not emerge from the
market or from the state and they go beyond the functional logic of the latter,
This alsu appears clearly with thousands of Italian social co-operatives that
provide social services, whether residential or not, especially in support of
disabled people, elderly people, drug addicts and young people with family diffi-
culties. In the United Kingdom home care co-operatives have emerged in
response to market or state failures within a particular context of fast developing
quasi-markets and competitive contracting practices with the local public
authorities.

The frontier between provision of welfare services and activities oriented
towards reintegration in employment of persons excluded from the labour
market is not at all a neat one. In several countries, social work or services for
people with mental #lness, functional impairments or other difficulties have
evolved to more productive activities that happened to serve as a basis for the
starting up of social enterprises offering temporary or even stable jobs. This
hybrid nature is well illustrated by the case of Denmark where social work,
community development and productive activities are mixed in various types of
initlatives such as production communes, social residences and folk high schools,
the latter two being known for their ability to take care of young people with
sociai problems. Sweden has witnessed the developrment of social worker co-
operatives for former mental patients and for handicapped people since the state
embarked on a reform including the phasing out of the big mental health insti-
tutions in the 1980s. Although these co-operatives do not offer standazd jobs,
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they show an entrepreneurial spirit supported by local co-operative development
agencies. In a quite different context, Portuguese CERCIS, i.e. co-operatives for
education and rehabilitation of mentally handicapped children, started as
special education schools and evolved with an increasing productive and job
creation orientation as their users got older.

In many cases, there is no clear-cut boundary either between social enter-
prises secking work integration of people with mental or physical disabilities and
those oriented towards persons who are socially excluded {e.g. drug addicts, pris-
oners, or early school leavers). Social enterprises of hoth types, sometimes
mixing target groups, may be found i Italy, Luxembourg, and Greece as well as
in Spain across several fields of activity, with waste collection and recycling activ-
ities particularly important in Spain.

Many social enterprises offer stable jobs for excluded persons or represent the
only work prospect for some specific target groups. However, many others must
be viewed as part of ‘transitional labour markets’, that is as a step on the way
back to the regular labour market and to ‘normal’ employment. Various social
employment nitiatives i Germany, particularly those specifically named ‘social
enterprises’ in three Léinder, Finnish labour co-operatives which aim at employing
their members by subcontracting their labour to other employers, as well as
Dutch neighbourhood development schemes which try to provide services and
employment opportunities to inhabitants in old and poor urban areas, must all
be seen as transitional institutions with ternporary support from the public
authorities.

Even when they seem to have rather narrow and clearly defined objectives,
for instance providing on-the-job training or work experience to help peopie
come back to regular employment, soctal enterprises generally combine these
aims with other dimensions and challenges. Among those that were not
mentioned in the above examples, one should stress social enterprises’ participa-
tion i the local development dynamics in disadvantaged areas. This is
particularly true of ‘ABS’ organisations in the new Eastern German Linder, the
Greek agritourist co-operatives operated by women in remote rural areas, as well
as the Dutch neighbourhood development/rehabilitation schemes in urban
areas. Sometimes concerns for local development come first, as in Ireland, where
a wide range of initiatives In proximity services and comrounity businesses would
not have emerged without mobilisation of the local population and the building
of local partnerships.

Finally, let us stress the fact that all these examples should not be considered
as forming the whole landscape of social enterprises in the European Union.
They are simply features to which attention will be drawn to answer the main
questions of the EMES research programme.

9 Three key questions

Social enterprises in the fifteen countries have been analysed on the basis of a
common grid that can in fact be summed up in three key questions.*® These
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questions were addressed both at the level of each individual country and from
an international comparative perspective.

Question I: What are the actual specific charactervistics of
social entevprises?

In particular we have tried to ascertain the context favouring the emergence of
social enterprises, the support they have received and continue to receive, how
they have evolved In terms of objectives and available resources, as well as the
relations with users and public authorities. The way social enterprises are struc-
tured internally, their legal form and the profile of their workers have also been
examined.

Question 2: What do social enterprises contribute?

We have examined the question of whether social enterprises have particular
strong points compared with other types of private or public organisations,
aotably as regards the mobilisation of resources that might be out of reach for
others. We have also endeavoured to ascertain whether they succeed in satisfying
certain needs that would not be met otherwise. Along the same lines, the results
that they achieve have been assessed, notably their contribution to the fight
against unemployment and social exclusion. But we also question whether or not
they are handicapped by certain intrinsic weaknesses, possibly at the level of
their financial resources or their organisational efficiency,

Question 3: What are the future prospects for social
enterprises?

Do social enterprises provide purely temporary solutions or can they aspire to
playing a medium or long-term role? What is the position regarding their long-
term role if the public authorities decide to address the social problems in areas
where the social enterprises are involved? On the contrary, to what extent can
they interact with the public anthorities? Will their development be handicapped
if’ the increasing financial resources of the private individuals that they serve
attract traditional private sector firms? Do the current prospects of steady
econormic growth in Europe reduce the need for social enterprises or their devel-
opment opportunities? It is on the basis of such questions that we have tried to
draw up a picture of the most likely scenarios and the conditions favourable to a
possible future development of social enterprises in their respective sectors.

10 Towards a theory of social enterprise

These three key questions not only served as a basis for the description, analysis
and comparison of social enterprises in the different countries. All information
and knowledge gathered from an empirical point of view also provided the basis
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for conceptual constructions and theoretical proposals that were discussed at
each joint work session of the research process.

Beyond the definition of social enterprise already presented, the theoretical
challenges that the EMES Network encountered may be illustrated in a simple
way by Figure 1. The latter shows particularly how traditional visions of the
third sector may be used to somehow locate social enterprises and how it was
necessary to go a step further.

The first major point of reference is provided by the co-operative world, a
distinct component of the social economy, which has its own research traditions
and schools of thought. In several countries, indeed, social enterprises are regis-
tered as co-operatives as Is shown by exarnples listed above. Moreover, workers’
co-ops appear closer to social enterprises than traditional (often rather large)
users’ co-ops as is demonstrated by the cases of Finnish labour co-ops, Greek
agritourist co-ops or British home care co-ops. However, social enterprises often
combine different types of stakeholders in their membership and are more
oriented than classical workers’ co-ops to the benefit of the whole community.

The other major reference is the world of non-profit organisations, in which
production-oriented entities are certamnly closer to social enterprises than are
advocacy organisations and grant-making foundations. In several European
countries social enterprises do actually have the legal status of a non-profit
organisation or association. However, as was shown in the fourth and fifth

CO-OPERATIVES NON-PROFIT ORGANISATIONS

4
Il N
£

Workers'
Co-0ps

Social
Enterprises

tsers' Co-ops

i
i
i
|
1
'
1
!
'
i
H
!
1
1
|
1
\
I}
1
1
1
[}
[

Y
A
1

3

Figure I Social enterprises at the crossroads of co-operatives and the non-profit sector
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sections of this general introduction, the NPO literature is not able to embrace
the whole reality of the social enterprise. This remains true in spite of new laws
that have recently been passed in lItaly, Portugal, Greece and Belgium, to
promote the development of firmns with social aims.

The growing intersection of the circles in the figure represents precisely those
trends that drive ¢ach circle closer to the other as the nature of social enterprises
somehow relies on the combination of characteristics from both types of organi-
sation. But it should not be interpreted in a static way, as only some social

- enterprises are simultaneously real co-operatives and pure non-profits organisa-

tions. Incidentally, the dotted hnes also suggest another perspective which
corresponds to what has been explained from the beginning, i.e. that part of the
phenomenon of social enterprises is clearly made up of newly created organisa-
tions but # also represents a dynamic process which is transforming existing
third-sector organisations.

The attempts made to build a specific theory of social enterprise are
presented in the second major part of this volume. The first contribution, by
Bacchiega and Borzaga, uses the tools offered by the institutional theory of
organisations to highlight the innovative nature of social enterprises. The criteria
forming the EMES definition of social enterprise are interpreted as shaping an
original Incentive system within these organisations. That incentive structure is
based, on the one hand, on a mix of monetary and non-monetary elements

- where the latter tend to assume more importance than the former and, on the

other hand, on the necessity to combine the possibly conflicting objectives of
different categories of stakeholders, The authors also examine to what extent
these specificities may contribute to explaining the plurality of social enterprises
in the European context as well as their main strengths and weaknesses.

In the second theoretical chapter, Evers proposes a more soclo-political anal-
ysis of the multiple goal and resource structure of social enterprises. He shows
that such a structure may be beiter understood by bringing in the notion: of
‘social capital’, although this concept s widely used today with quite diverse
meanings. The author focuses on what might also be called ‘civic capital” in
order to encompass those non-market and non-state resources which are of
considerable importance for social enterprses, like the readiness for dialogue, co-
operation and civic commitment. He also argues that taking into account social
capital-building as one of the goals of third-sector organisations helps to give
mnore visibility to a number of their civic concerns and effects, which correspond
to a broad notion of the public good, including democratic dimensions. In this
perspective, social capital-building can become an explicit purpose of organisa-
tions like social enterprises. Finally, links between social capital and public
policies are highlighted and it is stressed that policy-making and programmes
should probably acknowledge as well as reward the mobilisation and reproduc-
tion of social capital by social enterprises, instead of taking it for granted.

The third contribution, by Laville and Nyssens, is the broadest one as it
attempts to combine economic, social and political dimensions within a single
tentative integrated theory of an ‘ideal-type’ social enterprise. It first examines
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relations between the specific aims of social enterprises and thelr ownership
structure. The purpose of serving the community is defined as the explicit
enhancement of collective externalities, 1.e. collective benefits associated with the
main production activity. Such a goal, however, does not seem to require any
single madel of ownership structure. The authors also extend the analysis of the
specific features of social capital in social enterprise, showing that such a key
resource may reduce transaction costs and production costs as well as generate
soclo-political effects, Then, after focusing on internal relations, they turn to the
types of economic exchanges between social enterprises and their environment.
Building on Polanyt's distinction between the economic principles of market
exchange, redistribution and reciprocity, they show how the social enterprise
mixes these modes of exchange in different socio-political contexts. From this
point of view, the emergence of such enterprises can be understood as a recip-
rocal impulse and the consolidation process reveals a tension between
institutional isomorphism and hybridisation of different economic principles.

The second major part of the book ends with a contribution from C. Borzaga
and L. Solari in which they explore the main challenges confronting managers
and members of social enterprises. While examining the more critical issues,
they suggest strategies and areas of intervention for managers. Managers may in
fact play a major role in overcoming the internal weaknesses and the external
barriers highlighted in the preceding chapters. The authors emphasise particu-
larly the role of managers in establishing legitimacy for social enterprises with
respect both to external actors {such as society, public decision-makers and
customers) and internal actors {including workers and volunteers). While some
regulative legitimacy has been established in particular EU countries through
legislation, they undertine the role of managers in identifying different gover-
nance forms, organisation design and human resources practices which can
promote the effectiveness of social enterprises in comparison to other organisa-
tional forms operating in the third sector.

Finally, in the concluding chapter of the book, we try to summarise the main
empirical and theoretical results of the entire joint resecarch project. We first
synthesise the reasons for the emergence of social enterprises in all EU countries
as well as the great diversity of these initiatives. It is argued that country varia-
tions may be explained by referring to the level of economic and social
development, the characteristics of the welfare systerns, the role of the tradi-
tional third sector and the existence of specific legal frameworks, We also survey
the main contributions of social enterprises to the transformation of existing
welfare systerns, employment creation, local development, building of social
capital and social cohesion and new dynamics within the third sector. These
contributions however cannot hide internal weaknesses of this very special type
of organisation that may prove to be quite fragile in some contexts. Moreoves,
external barriers often hinder their development and that is why this book ends
by looking at policies which might better acknowledge their specificities and their
potential in the context of strengthening the fundamental pluralism of Eurcopean
economic systems.
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Notes

I EMES refers to the title of the research project as submited in French to the
European Commission: L'Emergence des Enterprises Sociales en’ Europe.

2 Among the oldest and still existing scientific journals fully or pardy dedicated to co-
operatives, we should mention the Rewue des Etudes Coopératives (founded in 1921 by Ch.
Gide) lately renamed RECMA {see note 6, and the Annals of Public and Co-operative
Economies (founded in 1908).

3 The journal Economic Analysis and Workers® Management launched in the late 1970s effec-

" tively represented this line of research. Now published under the shorter title Feonomic
Analysis, ® still covers the economics of selfmanagement and workers’ co-operatives
but it has enlarged its scope of interest to encompass the ‘economics of participation”,

4 From the 1930s through the 1960s, Western cconomies had been increasingly
regarded as mixed economies made up of two major sectors as state intervention and
the public sector became a second major component alongside the private for-profit
sector.

5 The international scientific journals Nen-profit and Voluntary Sector Quarterly and Voluntas
provide a valuable overview of this literature.

6 This approach is weil fllustrated by the evolution of an already mentoned French
journal (see note 2) which became the Repue des Hrudes Coopératives, Mubualistes et
Associgtives (RECMA).

7 For some considerable time there has existed a ‘social economy intergroup’ within the
European Parliament and the Economic and Social Committee and a ‘social
economy unit’ was set up a decade ago by DG XX of the Evropean Commission;
more recently the latter officially recognised a ‘consultative committee on co-opera-
tves, mutual societies, associations and foundations’. Some of these bodies are
currently undergoing significant changes but, more generally, an increasing number
of action programmes and decisions from the Council of Ministers refer explicitly to
the social economy, as for instance the guidelines for National Action Plans all
member state governments have to design.

8 A key reference point in the first wave of co-operative development is the Rochdale
Society of Equitable Pioneers, which was founded in 1844 north of Manchester by a
group of weavers, Its constitution is usually seen as the first expression of those ‘co-
operatives principles’ which, in spite of several revisions, continue to inspire the
co-operative moverent throughout the world. Today the International Go-operative
Alliance (ICA) encompasses over 750 million members of co-operatives over five
continents.

9 Many of these mutual societies are members of the dssociation Internationale de la
Mutualié (AIM).

10 Often arising from local culture and reflecting the values or practices of community

solidarity.

This happened in France in the 1980s and gave birth to another notion, the “Gonomie

solidaire, which is intended to reflect specific features of new initiatives. Therefore, the

third sector as a whole is sometimes referred to as the *deonomiz sociale et sofidaire.

12 See Defourny and Monzon Campos {1992) for an international comparative analysis
of the third sector based on this social economy approach.

13 See Defourny and Mertens (1999} for a brief summary of comparative statistical
studies carried out across the European Union. See also CIRIEC (2000) for an recent
attempt to update these figares.

14 This project, which still continues, has generated a whole series of publications. See
among the first and the latest Salamon and Anheier {1994) and Salamon, Anheier
and Associates (1999).

15 On these similarities, see also Archambault (1996).
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16 In practice, the majority of NPOs have a status which places them with associations
or mutual societies, assumning that a sufficiently broad view of the latter i tzken as
outlined ahove.

17 Reviewing Clotfelder’s book Who Bengfits from the Nonprofit Secior?, Ben-Ner (1994)
argues that the US sitvation requires improving access to the decision-making process
of NPOs by consumers, sponsors and donors and aliowing thern to assert more over-
sight on management.

18 For 2 more detailed analysis of the differences, see inter afia Mertens (1999), and
Defourny, Develtere and Fonteneau (1999),

19 We can also note that the difference between mutual and public benefit organisations
decreases when mutual interest organisations have an ‘open door’ principle for their
membership.

20 Among the most traditional surveys of these theories, see for example James and
Rose-Ackerman (1986),

21 See for example Defourny, Favreau and Laville (1998},

22 That is indeed one of the major themes of studies devoted to tdentifying the principal
reasons for the existence of the third sector.

23 On the subject of work integration, see Defourny, Favreau and Laville (1998); on
personal sexvices, see Borzaga and Santuari (1998).

24 This greater homogeneity is reflected in particular in the names of the different types
of co-operatives or mutual societies, ¢.g. workers’ co-operatives, agriculturai Co-Opera-
tives, rautual societies for civil servants, craft workers, farm workers and so on,

25 Once again, care mast be taken when interpreting this evolution. Part of this innova-
tive behaviour comes from the organisations themselves, but it is also a question of
reactions and adaptations to the impetus or constraints inherent in public policies.

26 On this trend, see Laville and Sainsaulieu (1997).

27 Among others, OECD (1999} prepared a report on social enterprises relying heavily
on the EMES approach and on EMES interim reports (1997 through 1999).

28 It should be noted that most of these field studies were carried out in 1997 and 1998.
This explains why many data refer to these years or are even a bit older:
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