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    Preface




    Social entrepreneurs (SEs) are omnipresent in our society. Belgium counts more than 18,000 social enterprises, and in the European Union, they are responsible for about 13 % of the overall employment (Nyssens and Huybrechts, 2020). With their focus to resolve grand social and environmental challenges, SEs play a vital role in the sustainable development of our planet. Despite their noble ambitions, however, this endeavor is not easy to accomplish for many of them. SEs face major challenges to find the necessary resources for the development of their activities (Saebi, Foss & Linder, 2019) and thus count often on the support of others (Montgomery, Dacin & Dacin, 2012).




    This book focuses on the specific challenge of SEs to finance their activities. All five co-authors of this book have witnessed a variety of financial challenges during our close collaboration with social entrepreneurs and their ecosystems. Hence, the main objective of this book is to offer a guide through what some SEs may even experience as the “financial wilderness”. The starting point of this book was our yearlong experience in finance and social entrepreneurship. We started with numerous discussions among ourselves, in order to identify what we think might be the most pressing financial challenges and respectively possible solutions to suggest to SEs. With these ideas at hand, we organized 3 focus group discussions in the Spring of 2019. The focus groups were ranging from 4 to 8 participants in a mixed group of SEs, impact investors and other supportive organizations. These focus group discussions have greatly contributed to a better understanding of the financial challenges that SEs face in practice. These exchanges have also helped us to suggest relevant solutions.




    Overall, we have identified some technical challenges for financing social entrepreneurs, related to their financial competences or related to the availability of capital. But we have also identified some underlying and fundamental reasons why SEs may experience the financial aspect of their activities as challenging. Therefore, this book goes beyond the suggestion for SEs on how to strengthen their financial competences and how to access capital. In addition, we argue with this book in favor of solid business models for social entrepreneurship. In fact, we suggest that SEs can resolve a great deal of their financial challenges by focusing on the fundamentals of their activities, by developing a solid business model, by engagement of supportive ecosystems, by impact measurement and by effective communications. In this sense, SEs may want to work on the fundamentals of their activities as much as on the improvement of their financial knowledge.




    The suggestions provided in this book are embedded in the scientific literature, as we would like to ground the proposed solutions in knowledge already gathered on this topic. However, it is important to mention here that this book constitutes a practical guide. As such, one set of the suggested solutions might be applicable for some, while another set could be relevant to others. The financing of SEs cannot be reduced, unfortunately, to a simplified set of dos and don’ts. So please take our ideas rather as a source of inspiration on how to strengthen the performance of social enterprises. We hope that our suggestions can provide inspirations to resolve the financial challenges of SEs. To that end, we have included illustrative cases to Chapters 2 to 6 that present the proposed solutions to the financial challenges of SEs. The cases of Close the Gap (access to funding), DiversiCom (communications), Goods to Give (impact measurement), Belgium Impact (supportive ecosystems) and Mobile School – StreetwiZe (business model), help to illustrate our messages and to inspire SEs in their journey as a changemaker. This book offers an overview of actors providing impact investment, actors providing support in the SE ecosystem, and numerous short cases of SEs that may inspire you. All those examples come from Belgium since we know this context for social entrepreneurs quite well. The structure of the financial market and supportive ecosystems for social entrepreneurship looks similar in other countries, and we hope that it will provide you with inspiration.




    This book is written for a broader variety of stakeholders. It can be useful for SEs, but also organizations in the non-profit and in the social-profit sector. Moreover, the insights of this book could serve as an inspiration to any organization involved in the supportive ecosystem of SEs. Those include incubators, network organizations, government agencies, universities, impact investors, financial institutions, coaches, mentors and for-profit companies that want to engage with SEs. Anyone interested in developing a social enterprise or willing to support SEs can benefit from the insights of this book.




    The ideas presented here are inspired by the needs of SEs. It is not possible to mention here the long list of SEs that have inspired us to write it. However, we would like to sincerely thank the board members of the Chair of Social Entrepreneurship at the Vrije Universiteit Brussel in Belgium representing its founding partners, i.e. Didier Appels (Close the Gap), Charlotte Shaw (Euroclear) and Martine Hendrickx (BNP Paribas Fortis). Didier, Charlotte and Martine have always supported three of us to find practical solutions for SEs, and we hope this book could provide insights to SEs as well. In addition, we would like to sincerely thank the participants of the three focus group discussions mentioned above: Audrey Renier (Coopcity), Ange Raïssa Uzanziga (Teach for Belgium), Anthony Naralignom (HUB.Brussels), Bart Michiels (Twerk vzw), Didier Ketels (Droits Quotidiens), Eefje Cottenier (De Stuyverij), Eglantine Eeckhout (The Shift), Hannes Heyns (TIMU), Jason Roncancio (Clean Water Initiative), Laura Duchatelet (VUB master student), Lettemieke Mulder (Enactus Belgium), Melis Michael (Beefounders), Pieter-Jan Van de Velde (Trividend), Remco Ruiter (Goods2Give), Sevan Holemans (Solifin), Thomas Kayaert (FIX), Wim Depickere (StreetwiZe/Mobile School). We are grateful to all of them for the insightful focus group discussions.




    Our ideas were also developed thanks to our involvement in 1/ organizations such as BE-Impact, Trividend, Solifin, and Entrepreneurs for Entrepreneurs, 2/ international networks of academics and professionals such as International Association for Business and Society, New Business Model Conference Series, Social Entrepreneurship Summit and the Global BoP Network, and 3/ two development cooperation projects funded by VLIR UOS projects in Bolivia, Ecuador and Uganda. A special word of gratitude goes to Liesbeth Declercq and her team from die Keure, who made this book possible. We would like to thank everyone who has contributed to developing our ideas in this book! All flaws remain ours.




    Enjoy reading and we hope that the ideas in this book can inspire you for the realization of more social impact!




    Nikolay, Philippe, Kris, Maxime, and Abel




    July 17, 2020, Brussels
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1.1.Introduction




    Financing one’s venture is not an easy task. Especially the process of securing the necessary funding of ventures is experienced as tough, no matter how experienced they are as an entrepreneur. Even the most experienced entrepreneurs feel relieved once the funding for their activities is secured. The uncertainty associated with this process of funding explains thus why SEs experience financial challenges. In other words, there is nothing special about the financial challenges of SEs. It is normal to face those challenges, as it happens to any entrepreneur and even to any type of organization.




    However, many SEs experience more fundamental challenges than the customary uncertainty associated with the process of funding. For a better understanding of these challenges, it is important to describe and explain them in the context of social entrepreneurship. SEs and the contexts, in which they operate, have some specific characteristics. We will first elaborate on these characteristics, as they could help us to understand the nature of the financial challenges that SEs face. A fundamental characteristic of SEs is their ambition to resolve complex social and environmental issues.




    Our societies face grand social and environmental challenges, despite the tremendous progress made in healthcare, technology and economics. Over the last two centuries, our life expectancy has doubled, across all continents. Roser, Ortiz-ospina and Ritchie (2013) note that “globally, life expectancy increased from 29 to 73 years in 2019”. According to the World Bank, over the last 50 years, total world population size has doubled from 3.607 billion people in 1969 to 7.674 billion in 20191, while the world GDP has increased, with a factor of no less than 232. In short, we live longer, we are with more people on planet earth and we become more productive.




    Productivity has evolved with the tremendous progress of technology (the invention of the radio, television, car, internet, mobile phones, nuclear power, electricity networks, aeroplanes, amongst other things) and our world has never been so globalized and interconnected as it is today. Although this progress has helped to facilitate our daily life, there are still many complex social and environmental issues to be resolved. As soon as you turn on the TV, radio, or check your social media, you have plenty of encounters with extreme poverty, inequality, hunger, modern slavery, global warming, pollution, extinction of raw materials, to mention only a few. There seems to be a general focus on productivity and efficiency, whereas our societies seem less preoccupied with the above mentioned sustainability issues.




    These issues are present in developed and developing societies, and the United Nations provides a very good summary of the most pressing challenges on our planet with the 17 sustainable development goals (SDGs)3. These complex issues require that we all – individuals, organizations and institutions – embrace the principles of sustainability and work together for a better planet. SEs are only one of the many actors that address the social and environmental challenges of our planet. But they are very important actors for developing sustainable and equitable societies! SEs have a clear focus on resolving complex social and environmental issues combined with passion, creativity and dedication.




    
1.2.Meet the Social Entrepreneurs




    SEs are intrinsically motivated people that want to solve a social or environmental challenge (Braga et al., 2014). Their motivation is predominantly altruistic (Dacin et al., 2011; Mair & Marti, 2006). SEs tend to be preoccupied with finding solutions to complex challenges that are not quickly resolved by others, e.g. governments and business (Austin et al., 2006; Martin & Osberg, 2007).




    They develop the so-called “caring” organizations (André & Pache, 2016), as they care for our society and the natural environment. In this context, SEs create a variety of different organizational forms. Some prefer to adopt a non-profit legal structure, while others adopt a for-profit legal structure with a social mission adopted in the legal acts of incorporation. Some SEs develop a market-driven, commercial activity that helps them to finance their activities related to their social and environmental objectives, while others prefer to focus on their social mission and operate thanks to subsidies, donations, grants or endowments. This variety of SEs could be best illustrated in figure 1 below.
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      Figure 1: Social Entrepreneurs on the For-Profit vs. Non-Profit Spectrum


    




    This book follows a broader definition of social entrepreneurship, following the arguments of Dacin, Dacin & Matear (2010, p. 38) that SEs have “the ability to leverage resources that address social problems”. This definition is rather inclusive, and embraces a broad verity of SEs. This book is rather inclusive for the different types of SEs, as they all face similar financial challenges and thus can benefit from this guide.




    In addition to the broad definition of SEs, it is important to mention that some SEs have a hybrid structure (Battilana et al., 2015). This hybridity is observed because of the blend of noble social goals that are approached with solid business models. In this sense, we see a combination of the traditional for-profit and not-for-profit organizations. Thus, SEs with hybrid organizations need to combine competence related to the social and environmental challenges they pursue with business competences (Battilana & Dorado, 2010; Ramus et al., 2018). This combination of social and commercial objectives is often associated with ideological and practical conflicts, that require active management (Tracey et al., 2011; Miller et al., 2012; Battilana & Lee, 2014). Notwithstanding the potential conflicts of social and commercial missions, it is important to stress that there is no generation of social impact and no continuity possible (for any type of organization) without healthy financials.




    Yet, Professor Dees (1998) goes even a step further from hybrid organizations and describes SEs as change agents. He argues that the most innovative and ambitions SEs can play a vital role in transforming our societies toward sustainability, as they continuously engage in processes of social innovation and feel accountable for creating a systemic change for the benefit of our societies.




    
1.3.Social Entrepreneurs with different backgrounds




    SEs are inspired by different movements in society, and their backgrounds are relevant for understanding the financial challenges they face. Grand social challenges have been addressed for centuries by philanthropists, religious organizations and the state. They have a long tradition of creating non-profit organizations to cope with issues such as poverty, education, housing, and healthcare. Those non-profit activities are either brought under a legal structure or take place informally, without any legal structure. The predominant financial logic of these SEs is to work with donations or grants, without autonomous funding from commercial activities.




    Civil Society Movements is another inspiration for SEs (Alter, 2007). Civil society initiatives have resulted in numerous NGOs, aiming at protecting specific human or environmental rights, or at developing activities with cultural, religious, artistic or sportive value. This group of social enterprises relies typically on subsidies, grants and donations for the financing of their activities.




    The Social Economy Movement is one that combines business activities and social goals. The main focus of this movement is to achieve community development, solidarity, and inclusiveness of disadvantaged people in our societies (Defourny and Nyssens, 2012). To this movement, we would like to highlight the cooperative organizations, given their focus of community development and solidarity. The majority of organizations in this movement have well developed commercial activities and use them as a vehicle to achieve certain social goals. These goals could be the integration of disabled people (Spear and Bidet, 2005), long-term unemployed, immigrants or people with social problems (alcohol, drugs, criminal record; cf. Davister et al., 2004) in our societies through work and participation in the social life. Other goals could be the development of infrastructure for social housing, art, music, sport or cultural activities. In the first set of goals, SEs develop commercial activities that provide employment to disadvantaged groups of people. In the second set of goals, SEs charge a fee that covers at least partially their costs. This movement of SEs relies also on subsidies to support their activities.




    The Base of the Pyramid (BoP) Movement refers to the most vulnerable on our planet, about 3 billion people (more than 40 % of the population on our planet) that live with less than 2,5 USD a day (World Bank, 2016). Although this movement has been marked more than 20 years ago with the seminal work of Prahalad and Hart (1999), BoP communities are only subsequently seen as entrepreneurs (London & Hart, 2011). Their small-scale business activities are instrumental for bringing the individual entrepreneurs and their families out of extreme poverty, hence the connotation of social entrepreneurship. One can count to this movement the fair-trade businesses, as they aim at supporting poor communities, providing them with equitable prices for their products. BoP entrepreneurs rely on the sales of their products and services, as well as on the support of international NGOs, for the further development of their activities.




    More recently, we noted the development of the Social Innovation Movement, where SEs develop comprehensive business models to realize long-lasting, systemic social impact (Dees, 1998; Defourny & Nyssens, 2012). This movement is quite dynamic, and we can find inspiration from its members through, for example, the Ashoka Fellowship Program (cf. www.ashoka.org). SEs in this category have a well-developed business model. For them, financial autonomy from business activities is rather important, but they also use all other funding sources mentioned above (i.e. subsidies, grants, donations and endowments). For an overview of the different movements of SEs, see figure 2.
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      Figure 2: Movements of SEs


    




    Please note that the above discussion on the background of SEs and their primary source of funding could be a subject to debate. It was none of our ambitions to develop a comprehensive typology of SEs, but rather to understand their background and the operations of SEs coming from various movements. Moreover, the above discussion is helpful to understand that the different movements of SEs are active in distinct networks. It is interesting to note that these networks often do not know each other, and sometimes do not even consider the other group as being active in social entrepreneurship. We think, however, that it would be great to have a look over the walls of each movement, to get inspired, but also to benefit from additional communication and networking opportunities with those communities (see Chapters 3 and 5). Each of the above mentioned movements has its own ecosystem, with complementary or overlapping activities. Making links across those different ecosystems could only lead to better support of more SEs. But let us first elaborate on the financial challenges of SEs in general.




    
1.4.The Financial Challenges of Social Entrepreneurs




    There is a very strong feeling that SEs have a shortage of money or a difficulty to secure funding. At least this is the feedback that we have received from individual contacts and during the focus group discussions in the preparation of this book. As already mentioned, financial challenges are common for any type of entrepreneur and organization. There is thus a general sentiment of financial challenges due to the uncertainty in the process of securing funding. This sentiment is not of a concern. What may concern SEs, are the particular antecedents of financial challenges that are related to social entrepreneurship. Are there some specific financial challenges for SEs? Throughout our research, we have identified three different groups of challenges– (i) access to funding, (ii) complex business models, and (iii) predominant focus on social impact – and their antecedents are explained in what follows.




    
1.4.1.Financial Challenge 1: Access to funding





    In general, there is plenty of liquidity in the financial markets. Funding, in principle, is therefore not an issue nowadays. However, the financial markets for social entrepreneurship are rather specific. SEs often do not have a strong financial background. The financial markets for SEs are quite fragmented. This fragmentation is an automatic result of relying on donations, endowments, subsidies, grants, debt and equity financing. This funding is offered by different actors and can range among individuals, corporations, government agencies, foundations, banks, investors and crowdfunding platforms, among others. Also, the logic for funding and expectation for repayment is different (cf. Chapter 2). In this context, SEs need to be aware in the first place of the process that it takes to apply for funding. Each of the different possibilities for funding is associated with a totally different dynamic for application. Applying for corporate sponsoring and a bank loan, for example, require different procedures. In those procedures, the presentation of SEs need to specifically address the expectations of the counterparty. Some expect a return on their investment, while others have no more expectations than the attempt to realize social impact.




    In addition to this fragmentation, the financial assets of the impact investment sector are significantly lower than conventional investors. The Global Impact Investment Network estimates in its 2019 report4 the global assets under management of the sector at 502 billion USD (about 443 billion EUR), while Investment and Pensions Magazine Europe estimates the assets under management of only the top 400 investment funds at about 66 trillion EUR. In other words, impact investment is less than 1 % of the total investment funds available. Despite the fragmentation and relatively small size of funding assets, impact investing plays a crucial role in social entrepreneurship. Impact investors are passionately looking for solutions to social and environmental issues, and they have extended networks. They also accept lower interest rates on their investment as compared to their conventional colleagues. Hence, SEs could benefit from funding, vision and networks of impact investors, and in this sense, they can become an important partner, who can help SEs to increase their social impact.




    In any case, the main barrier for the access of funding is to have an overview of the different funding opportunities and to understand their application process, and what would be their expectation in return. In other words, it is not sufficient to request funding. It is important to request the most appropriate funding to the needs and develop an argumentation that the counterparty would consider as acceptable.




    
1.4.2.Financial Challenge 2: Complexity in the business models of Social Entrepreneurs





    The business models5 of SEs are rather complex (Sullivan Mort et al., 2003), which can make it potentially difficult for financing their activities. Business models are commonly referred to as managerial tools (Magretta, 2002) that help the entrepreneur to plan and use scarce resources in an efficient manner (Smith et al., 2010). Bottom line, business models are a representation of how one organizes the activities of an organization in terms of manpower and resources, and how one generates value for its final customers or beneficiaries. A sustainable business model can refer to either a) a financially viable business model or b) a business model that integrates economic, social, and environmental objectives (Boons & Lüdeke-Freund, 2013). There are various levels of complexities in the business model of SEs:




    •At the level of customers: In the first place, customers and beneficiaries are often not the same stakeholders for SEs. Those who pay for a product or service is a different group than those who benefit from that product or service. SEs need to satisfy the needs of both beneficiaries and customers thus at the same time.




    •At the level of employees: SEs have often a small team and rely on numerous volunteers. They could be individuals, or corporates that offer volunteering hours of their employees. The complexity here is related to the motivation of people, to whom the social enterprise is not necessarily among their main priorities.




    •At the level of resources: SEs do not often have direct access to resources (real estate, equipment, production facility), and hence they rely on the support of partners (Roundy & Bonnal, 2017). In other words, SEs need to motivate a variety of partners to collaborate with them and give them access to resources. Some collaborations could be executed on a voluntary basis, while others could be based on market payments. Again here, there are different motivations at play. For some investors, possession of assets could be an important argument in their assessment of operational and financial risk.




    •At the level of income: Some funding opportunities require repayment, and recurrent income generates the capacity for repayment. Without repayment capacity, it would be difficult to access funding from banks and impact investors.




    •At the level of legal structure: the NGO type of legal structure is not suitable for impact investors who like to invest in the equity of organizations since NGOs typically do not have an entitlement of equity at all. Legal structures that provide an entitlement of equity make it difficult to receive funding that does not require repayment.




    •At the level of balancing social with commercial objectives: the hybrid objectives of SEs can lead to tensions in terms of ideology (Parkinson & Howorth, 2008), performance (Smith et al., 2013), human resources (Battilana and Dorado, 2010), identity (Smith et al., 2013) and growth strategies (Haigh & Hoffman, 2012). These tensions constitute an operational risk for investors, and is explained in further detail as a separate challenge 3.




    The level of complexity in the business models of SEs does of course differ, and it is important to carefully assess individual cases and understand in advance what types of potential funding would be excluded. It is also important to have consistency in the overall logic of your business model.




    
1.4.3.Financial Challenge 3: Predominant focus on social impact





    The principal objective of SEs is their social goal. In their hybrid orientation, the business goals are often subordinated to social purposes. SEs may go as far as to state they have the impression that their business activities are subordinated to the achievement of their social goals. Some SEs do also fear that their money-generating activities will lead the organization away and disconnect them from their social objectives (Cornforth, 2014). There is nothing wrong with putting the social objectives in the first place. However, there are two possible concerns in terms of funding. The first concern is the label of “idealism” that SEs may receive. When portrayed as “idealistic” (Bacq et al., 2016), funding opportunities might be difficult to materialize. Funding is not provided for the ideals of resolving social and environmental problems, but for the ability to execute those solutions. SEs portrayal as “idealists” is a matter of both perception and reality (i.e. the way SEs act). In this sense, SEs need to find a good balance between their ideals and executive power in finding actionable solutions to reach them. A second concern with a predominant focus to social issues is the paradox question regarding performance (Smith & Lewis, 2011). There is a paradox SEs need to increase their commercial and financial performance in order to increase social impact, however, the focus on commercial activities absorbs the time that SEs can otherwise spend on creating social impact. Therefore SEs may want to navigate well across that paradox (Jay, 2013). Smooth navigation through this paradox is a must for SEs, as it signals to actors that provide funding a well prepared and performant organization.




    The social objectives of SEs could be much better achieved with a performant organizational structure and with a solid business model (Mongelli et al., 2019). Professional organization and a solid business model are necessary for the value creation process of SEs. There are both social value and economic values that are created. Efficiency (least resources used per output) and effectiveness (generating value according to beneficiaries’ needs) are important arguments for investors. The importance of efficiency and effectiveness is also highlighted in the social entrepreneurship literature by the attention towards “market-based activities” as an income source (Wilson & Post, 2013). This stream of research puts attention to the financial independence of SEs, based on efficiency and effectiveness, and using it as a means to reach its social goals (Dees, 2001).




    
1.5.The overall approach of this book




    As mentioned above, there are a variety of reasons why SEs experience the funding of their venture as challenging. After we have explained the three main financial challenges of SEs earlier in this chapter – access to funding, complexity of the business models and predominant focus on social impact – we would like to present the overall approach adopted in the reminder of this book. Gaining access to funding (Chapter 2) is an easy and straightforward solution, however, it would be a very incomplete guide to the financial challenges of social entrepreneurs. Therefore, we argue in Chapter 3 that SEs need to adopt an effective communication. In other words, it is not enough to request funding, but SEs need to convince stakeholders that they are well organized and worth receiving that funding. A way to convince them is by presenting the impact of a social enterprise, and hence our attention to impact measurement in Chapter 4. The social impact can be substantially improved, when SEs leverage on the support of their surrounding ecosystems (Chapter 5). Yet, the best way to convince organizations that provide funding is with the solid logic of the SEs business model, and hence this topic is elaborated in Chapter 6. In conclusion, we provide specific guidelines on how one can navigate through the financial wilderness of social entrepreneurship. For an overview of the different chapters of this book, see figure 3.
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