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Exercise 2.2 
Defining Social Enterprise (approx. 45 minutes)

You are being asked to consider 4 definitions of social enterprise:

1)	A definition in the Social Audit Toolkit which emphasises the International Cooperative Alliance (ICA) principle of member control and subordination of capital.
2)	A definition developed by researchers at EMES, a cross-national European research network, which has been adopted in some areas of EU work.
3)	A definition developed by Virtue Ventures (2003) to support work on social enterprise development by the Inter-American Bank
4)	A definition that appears in Mohammad Yunus’s book “Creating a world without poverty” that identifies type 1 and type 2 social businesses.

Divide the class into groups of four and give one social enterprise definition to each person in each group.  Members should not show their definitions to other group members.

Scenario: You are attending a directors’ development meeting to define your approach to social enterprise. Next week, you will brief the meeting on the potential of social enterprise for a business idea you want to launch. A consultant has researched four definitions but is not permitted to be at the meeting. Each director is responsible for presenting one definition at this workshop:

In groups (no more than 4 people per group):

1. Take 5-10 minutes to read the definition you have been given and prepare for a 30 minute meeting.
2. Read the definition and briefly convey the consultant’s critique of that definition to other group members.
3. After hearing all four definition, discuss the advantages and disadvantages of each before agreeing your own definition.
4. Write your definition on a whiteboard or sheet of paper.
5. (As a class) Critically debate the impact of this definition if presented to: 
a. A panel of venture philanthropists (investing in charities and non-profit organisations)
b. A panel of social business angels (e.g. similar to Dragon’s Den) who are researching the field of ‘impact investing’.
c. A public meeting convened to discuss a share issue that will raise the money to buy a building for local health and leisure services.

 Definition 1

Social Enterprise is:

“An enterprise that is owned by those who work in it and/or reside in a given locality, is governed by registered social as well as commercial aims and objectives and run co-operatively may be termed a social enterprise. Traditionally, ‘capital hires labour’ with the overriding emphasis on making a ‘profit’ over and above any benefit either to the business itself or the workforce. Contrasted to this is the social enterprise where ‘labour hires capital’ with the emphasis on personal, environmental and social benefit.”

Spreckley, F. (2008) Social Audit Toolkit (Fourth Edition), St Oswalds Barn: Local Livelihoods Ltd.  This definition was first published in 1981.

Freer Spreckley developed this definition in 1979 after he became frustrated at the way his accountant could not grasp the value of co-operative practices. Echoing the perspective of the International Co-operative Alliance (ICA) he emphasises the reversal of the normal relationship between ‘capital’ and ‘labour’ as the defining characteristic of social enterprise.
[bookmark: _GoBack]Critique
Spreckley’s definition is oriented towards a worker or community co-operative that seeks to subvert the dominant relationship between capital and labour. Over the last 150 years, the arrangement has normally been that ‘capital hires labour’ (i.e. those with money hire workers for a fixed price to advance their business interests).  In Spreckley’s definition, ‘labour hires capital’ (i.e. those working hire capital at a fixed price to advance their business interests).  
The practical issue here is whether the representatives of capital (investors) or the representatives of workers or the community (labour / society) have the final say in running the organisation and deciding what to do with financial surpluses / losses. This is unproblematic if the representatives of capital and labour / community are one and the same (i.e. members commit their own money). Issues arise when members start to go outside the organisation or community to raise money. In Spreckley’s social enterprise, the preference is for loan finance as this ensures that a fixed price is paid for capital and all profits created by investment belong to members of the co‑operative. 
Compared to other definitions (see 3 and 4), there is less emphasis on either private sector ‘business’ practices or the primacy of social purpose. Based on Spreckley's definition, a financial contribution is never sufficient to acquire a controlling stake. In short, a social enterprise is one where the people who work in the organisation, or who establish it to serve a community need, have the controlling interest in the enterprise.

Definition 2

Social Enterprise has:

Three social criteria
· An explicit aim to benefit the community.
· An initiative launched by a group of citizens.
· Decision-making power not based on capital ownership.
Three governance criteria
· A participatory nature, which involves the persons affected by the activity.
· A high degree of autonomy.
· Limited profit distribution.
Three economic criteria
· A continuous activity producing goods and/or selling services.
· A significant level of economic risk.
· A minimum amount of paid work (i.e. at least some labour is compensated).
Sources: Defourny, 2011: 16-18; Hulgård, 2011, p. 208

Adapted from Defourny, J. (2001) “From Third Sector to Social Enterprise”, in Borzaga, C. and Defourny, J. (eds), The Emergence of Social Enterprise, London: Routledge, pp. 1-28.

Recent work by EMES Network members identifies ‘Governance’ as a separate dimension.

This definition was originally developed by the EMES International Research Network between 1996 and 1999 in a 3-year study of emerging social enterprises.  In the run up to the Social Business Initiative (2014 – 2020), the EU gave it to potential bidders for a mapping project. Bidders were required to clarify the definition so the EU could legislate.
Critique
As a definition, the original research team stressed that the above represents an ideal rather than a reality. Most organisations will fulfil some / most criteria, but rarely all.
Nevertheless, the EMES definition identifies a combination of social, governance and economic characteristics that raises interesting questions. Are organisations that do not remunerate any labour social enterprises? Are organisations where voting rights are based only on financial contributions (or where people directly affected by the organisation are excluded from decision-making bodies) not social enterprises?  Thirdly, are organisations that do not produce goods or offer services that improve human well-being not social enterprises?  Lastly, are organisations that do not limit profit distribution (i.e. leave assets in collective or common ownership) included in this definition?
Compared to definition 3, more emphasis is placed on democratic control over the organisation’s assets, in production processes, and in the delivery of goods and services to users.  Less emphasis is given to the adoption of ‘business’ practices derived from private sector practice.

 Definition 3

A Social Enterprise is

“…any business venture created for a social purpose – mitigating/reducing a social problem or a market failure – which generates social value while operating with the financial discipline, innovation and determination of a private sector business.”

Alter (2007), first published by Virtue Ventures in 2003.

Alter (2007) reviewed a wide range of definitions in the preparation of her Social Enterprise Typology. While her definition (Definition 3) is not necessarily representative of all US thinking (see http://www.se-alliance.org), it does reflect two key aspects of strengthening US influence. Firstly, it reflects the more business-like rhetoric adopted for the US ‘non-profit’ sector through direct reference to private sector ‘discipline, innovation and determination’.
Alter’s definition serves well for ventures like Toms Shoes, a US for-profit social enterprise that was set up by Blake Mycoskie to sell shoes across the developed world to fund shoes for children in the developing world, largely driven by seeing them expelled from school as many had no shoes. This started in Latin America and now serves communities across the world.
Alter’s model could also describe entrepreneurial ‘non-profits’ in the USA and elsewhere that run hospitals, schools, colleges, universities and social services. For example, in developing economies (where the state is weak) this definition serves to cover those organisations that act as a proxy for the state by providing services that would attract public funding in the EU. Nevertheless, Alter’s definition gives less explicit recognition to employee-owned businesses and cooperatives in which the social goal is the creation of a solidarity economy. Instead, her definition highlights rapid responses to social exclusion attuned to the rhetoric of ‘market solutions’ rather than ‘mutual relations’. It is the only definition that mentions innovation.
Critique
Compared to other definitions (see 1 and 2), this definition allows the term social enterprise to be applied across a wide range of social businesses (eco-businesses, social purposes businesses, employee-owned businesses). Absent from this definition is a requirement that people affected by decisions have a right to representation in decision-making, governance and profit-distribution.
Also absent from this definition is any statement about ownership. It has even triggered debates about whether individual social entrepreneurs can be viewed as social enterprises when they are self-employed.

 Definition 4

A Social Enterprise: 

[The first type] of social business has owners who are entitled to recoup their investments…owned by one or more individuals, either as a sole proprietorship or a partnership, or by one or more investors who pool their money…[or] by government or a charity…any profit it earns does not go to those who invest in it. Thus [the first type of] social business might be defined as a non-loss, non-dividend business…the surplus generated is reinvested in the business.”

“[The second type] operates in a rather different fashion: profit-maximising businesses that are owned by the poor or disadvantaged [where] the social benefit is derived from the fact that the dividends and equity growth [will] reduce their poverty or even escape it altogether.  With the second type…goods or services might or might not create a social benefit. The social benefit created…comes from its ownership.  Because the ownership of shares [belongs to] the disadvantaged…any financial benefit generated…will go to help those in need.

Source: (Yunus, 2007, p. 26), Creating a World Without Poverty

Critique
Yunus sets out two ‘types’ that have the same goal – the elimination of poverty – but do so using different constitutional arrangements. In a tangible sense, Yunus’s first type adopts the characteristics of a ‘social purpose business’ in which there are locks on both assets and profits. Whilst this follows some of the norms of charitable / non-profit enterprises, Yunus argues vigorously for equity instruments and arrangements that enable investors to recover their investment. To this end, he sees a need for a social investment industry to make capital available and establish the metrics that social investors need to make judgements about which investments produce the greatest social returns (Nicholls, 2010). 
Yunus discussed the example of the Rochdale Pioneers in relation to the ‘second type’ of social business. This clearly adopts the characteristics of ‘socialised enterprise’ by adopting member-ownership principles and mutuality as an organising principle. But whilst drawn to co-operative principles, Yunus argues that membership should be contingent on a low income so that private sector investment instruments gradually lift people on low incomes out of poverty.  Yunus’s two types, therefore, differ in subtle ways from both Definition 1 and 3 (by retaining an option for capital to hire labour within an enterprise that operates for a social purpose) and from Definition 2 by countenancing a profit-maximising co-operative model that lifts low income groups out of poverty.
Definitions like this provide some wriggle room for social businesses, social entrepreneurial ventures and co-operative/mutual enterprises to co-exist in a broad social economy.  However, each must demonstrate the transparency of their systems by defining them in their Articles / Statues, and declaring how, why and when profits can be allocated to owners and shareholders.
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