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Abstract

Social business is an emerging concept which requires additional research especially
in terms of priority management tools that can be used. The paper aims to evaluate
how closed and open innovation concepts are implemented by social enterprises in
the emerging information economy. The paper also studies social enterprises from
the point of view of joint efficiency and innovation development concept evaluation
to define best practices used by social entrepreneurs nowadays.

The paper provides comparative analysis of two types of social business models: the
ones based on open innovation and the ones based on formal closed innovative
process. Research question is to estimate how implementation of open innovation
influences social businesses’ outcomes, and to define the way open innovation
influences social enterprises’ efficiency.

Keywords: Open innovation, Social business, Business model, Innovation process,
Quantum economics

Introduction

Existing literature have provided quite a number of on business concepts which are
successful under different types of regulation, and various basements which an entre-
preneur can use to build a successful model. As in the beginning of XXI century the
variety of business models increased, some of researchers outlined the importance of
institutions and their influence on entrepreneurial development (de Soto 2000), the
need for value creation (Porter & Cramer 2011, Driver 2012), businesses which used
poverty as an inspiration to build up economically efficient model (Yunus 2008), and
new trends in business model development arising from the network economy (Benk-
ler 2006). These scholars all came to a similar conclusion: business models which are
proposed normally do not consider societal effects — and therefore fail to capture an
important market (Yunus 2008), ignore societal opportunity (Driver 2012), or substi-
tute shared value creation for the implementation of socially responsible practices
(Porter & Cramer 2011). The majority of these critiques regard the development of so-
cial entrepreneurship as a means of changing this pattern.

The importance of social business in providing sustainable opportunities to solve major
problems of the society, including poverty (Yunus 2008), the researchers started paying
attention towards building understanding of success factors driving development of this
entrepreneurship type. According to Dees (2001) and Yunus (2008) social entrepreneur-
ship provides lower profits, then regular business, requires more sustainable models,
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leads to longer payback periods but at the same time has much more sustainable results
and loyal customers. Still, restrictions that exist for social entrepreneurs call for more effi-
cient business solutions, especially for competitive advantage development, which in turn
requires evaluation of possibilities to use more efficient resources. The need to cut costs
lead to more attention towards implementation of cost-saving models spread in regular
business, such as a concept of open innovation (Chesbrough 2003); and this paper focuses
on evaluation of the open innovation model as a tool to increase efficiency of social
business.

The research question of this paper is to define how the use of open and closed
innovation models affects development of social enterprise.

Literature overview

Dacin et al. (2010) indicated, that there are a number of approaches to define social
entrepreneurship, starting from Waddock and Post (1991), Leadbeater (1997), Thom-
son et al. (2000), Dees (2001) to the present day. At the same time a number of studies
had indicated that these definitions create more confusion than understanding (Masetti
2008; Dacin et al. 2010): scholars and practitioners have a very different view towards
the contents and thus business models of social business (Austin et al. 2006, Hockerts
2006; Roberts & Woods 2005; Yunus 2008; Santos 2012, Zahra et al. 2009; Grameen
Creative Lab 2014, Schwab Foundation 2016 and Skoll Foundation 2016) at the same
time stating no important differences between social and conventional entrepreneur-
ship. The primary characteristics of social entrepreneurship as outlined by the scholars
and practitioners are the following:

(1)its main goal is to drive important societal change (social mission);

(2)it implies exercising business processes and discipline, innovation, and
determination in seeking business solutions to social problems;

(3)it entails the pursuit of economic efficiency;

(4)it is motivated by strong ethics;

(5)it involves the creation of value beyond resources currently under the
entrepreneur’s control.

However, all of these characteristics hold for any “conventional” entrepreneur, as
identified by Schumpeter (1934), Kirzner (1978), Timmons and Spinelli (1990), Estrin
et al. (2013) and others. On the other hand, practitioners have outlines some interesting
differences:

(1)a social entrepreneur seeks to solve the problems created by institutions, which
therefore cannot be solved by these same institutions (Ashoka 2014);

(2)the business’s objective is to overcome poverty or another problem (such as
education, health, technology access, and environment) that threatens individuals
and society, not profit maximization (Grameen Creative Lab 2014);

(3)social entrepreneurs serve as society’s change agents (Skoll Foundation 2016).

These differences indicate the need social entrepreneurs have to create more sustain-
able models operating in sectors where (a) the profit rate is lower than in conventional
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entrepreneurship and (b) existing institutions actually fail to solve the problem. An
analogue of this situation is evaluated by Chesbrough (2003) and led to creation of
open innovation concept, as this one is more efficient than existing legal frame-
works that protect intellectual property on the one hand, and allows to seek op-
portunities at lower margins. Intuitively, such concept should be efficient for social
entrepreneurs.

Researchers dealing with open innovation have identified that “corporate OI goes
through evolutionary stages in the market, blooming into various types and levels of
emergence, or being influenced by strange triggers, under complex adaptive systems.”
(Yun et al. 2016), which is in line with above mentioned suggestion that open
innovation concept evolved through its efficiency, and creates higher adaptivity which
is essential for development of social enterprise that operates at low profits. Moreover,
Carillo (2015) had indicated, that development of new economic culture in emerging
network information economy, is impossible without open innovation — and as social
business seems to be an important element of network economy, the same concept has
to be implemented.

Open innovation does not only increase efficiency of research and development activ-
ities, but, as suggested by Kim et al. (2016) and Yusr (2016) leads to higher efficiency in
triple helix relationships, which operate in the public goods field and present the clos-
est analogue of social entrepreneurs solving the problems of contemporary society in
sustainable and profitable way. Finally, researchers in open innovation outline, that
CEO in public sectors tend to implement open innovation concept in their managerial
approaches, hence suggesting the idea to use a similar approach in any field where soci-
etal effects are important.

Still, despite existing relationship between social entrepreneurship and open
innovation management, the field remains underdeveloped, and lead to need in focus-

ing on importance of open innovation in social business development.

Methodology

For the purposes of this study we evaluate social enterprises which either use or do not
use open innovation concept by using case study method to provide comparative ana-
lysis of innovation development and implementation practice in case open innovation
and formal closed innovation process are used. The data is acquired from open sources
including Ashoka, Grameen Lab, Skoll Foundation and web-sites of social innovation
companies. This type of analysis aims to reveal the main differences in development
paths of innovative social businesses.

Quantitative analysis is performed as well on the basis of cluster analysis to cre-
ate typology of social businesses, including typology of social enterprises whose
business model is based on open innovation concept. The data for this analysis
was acquired as open source, coming from studies like Social business GEM re-
port, Heritage foundation, Kaufmann foundation and others. Using this data we
also perform regression analysis and graph analysis to see the patterns of social
business development in case of use of open and closed innovation concepts. We
evaluated sustainability of company performance as a dependent variable which re-

lies on open innovation in social business.
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Findings

The role of institutions (including innovation regulation) had been discussed by
scholars (Dacin et al. 2010; Estrin et al. 2013, Mair & Marti 2006, Sud et al. 2009), who
agree on the importance of the institutional setting for the development of social entre-
preneurship — from indicating that social business models must operate in the institu-
tional settings for which they were created (Dacin et al. 2010) to questioning the ability
of social entrepreneurs to “provide comprehensive answers to the most pressing social
ills” (Sud et al. 2009). We agree with Sud et al. (2009) and regard social business as just
one approach to social and economic development (as outlined in the definition above),
based on opportunities that were overlooked by conventional entrepreneurs (Yunus
2008). We also base our understanding on the findings of Dacin et al. (2010), who
noted that “social entrepreneurship is more likely to occur where there are significant
socioeconomic, cultural and environmental problems”. Empirical research offers a simi-
lar perspective: “social entrepreneurship in some developing countries is likely to be
shaped by the political context and the heritage of weak governments” (Terjesen et al.
2009). In these contexts, social market failure creates an opportunity for a social entre-
preneur (Austin et al. 2006) and thus allows for the creation of new social value
(Urbano et al. 2010). Nevertheless, these arguments, despite appearing perfectly logical,
are not supported by certain empirical analyses. Stephan et al. (2014) reported that the
development of revenue-generating social business is only strongly associated with gov-
ernment activism and the rule of law, and these two features are rarely observed in
economies with weak institutions.

A number of authors suggested that institutional environment is one of the major
factors which define the level of social entrepreneurial activity, providing detail on rea-
soning behind this influence. These details include effectiveness of government actions
and the quality of infrastructure (Partzsh & Ziegler 2011), cultural preferences (Mont-
gomery et al. 2012), poverty level (Yunus 2008), and other features which differ for dif-
ferent countries (Peattie and Morley 2008).

To resolve this contradiction, we suggest the following approach to define how
institutions influence organizations with social missions: (1) the form of these orga-
nizations is influenced by the type of institutions that prevail in the context in
which a social entrepreneur perceives an opportunity — and these institutions can
be either formal or informal — and (2) the type of organization is defined by the
average level of regulatory control and rule of law (relative to those of other coun-
tries) that exist in a country (in the case of highly polarized countries, the regional
level should also be considered as a moderator). The matrix mapping social busi-
ness onto these two axes can be found in Fig. 1.

As it is seen from the Figure, social entrepreneurs tend to evolve in the areas
with lower regulation and control performed by the government. In case of
innovation implementation this means such business owners would try to avoid
formal intellectual property regulation and develop their businesses on the basis of
open concepts. As the case study indicates, such approach is used by a number of
social businesses (see Table 1).

As indicated in a table, a number of social enterprises are using open innovation con-
cept, as defined by Chesbrough & Vanhaverbeke (2006), when some technologies or ap-
proaches are developed within community and spread over thus enhancing feedback
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and evaluation of technology. For instance, Grameen Danone social business used
Danone’s innovative yogurt production technology (which was developed in accordance
with special requirements of Bangladesh market), and Grameen’s innovative distribu-
tion chain (which was developed under Grameen bank) — thus, both companies in their
social business partnership were using each other’s external innovation ideas and devel-
opments. The same innovation sharing can be found in Genesys Works (Genesys
Works, 2015), who uses external intensive educational programs to ensure high quality
education in their projects, while their external partners are using Genesys Works’ in-
novative method for seeking talent in underestimated geographical areas. The same is
true for both Essay Gifts and Farmers school — these social enterprises unite a number
of small enterprises (Essay Gifts 2016) and are eager to distribute innovation between
them in case the same challenges come around. For example, Farmers school launches
a number of small farms after education, and these farmers come to share their innova-

tive experience to school, so they are later used by new spin-off farms (Shkola fermerov
2016).

Table 1 Cases in open innovation implemented by social business

Number  Social Country of ~ Open innovation model use
business origin
1 Genesys USA The company finds prospective engineers among underprivileged
Works schoolchildren and educates them by using IT companies’ facilities and
educators
2 Grameen Bangladesh, The company uses Danone developed yogurt recipe to provide poor
Danone France children in Bangladesh with healthy food. The recipe is developed in

collaboration of Danone and Grameen group

3 Essay Gifts  South Africa  Essay Gifts collaborates with a number of grassroots enterprises in South
Africa, and spreads knowledge and existing technologies among them if
they are producing same or similar products

4 Farmers Russia The company involves farmers and spreads the technologies they
school develop to teenagers coming out of prison, provides them with a
platform to start their own farming business and then involves them in
education of others

Source: own
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We have also find a number of cases where the social businesses relied solely on their
own developments (for example, Alternative Energies in South Africa or Bumper in
Russia), but their development rate was a lot lower than the rate of social enterprises
which used open innovation.

On the basis of qualitative comparative case study analysis (cases were selected cross-
nationally) we outline, that social businesses, like conventional ones, also use one of
the two approaches towards innovation development — either open or formal closed
one. The difference of social business model is that social entrepreneurs use open
innovation concept much more frequently than conventional entrepreneurs, thus build-
ing flat-structured sustainable business models.

Case study have also indicated, that business models used by social business, are in
majority of situations based on some sort of grass root innovation, developed within
the concept of open innovation (though not necessarily along the formal line for social
innovation). On the opposite, only a few cases where social enterprises business models
were based on formal closed innovation development process. Besides, there were a
number of cases, including Grameen Danone case, when closed innovation was used
on the first step of social business development, then proceeded to the stage of open
innovation when technology was shared between the initiator company and its partner
companies to create better social value with higher level of economic efficiency.

Similar findings were achieved by cluster analysis which was performed on country
level. Our target independent variable was rate of nascent social entrepreneurial activity
(as measured by GEM), while a few variables which are considered related to social
entrepreneurship development level were tested for the same countries. The results of
cluster analysis can be seen in Table 2.

The cluster analysis was followed by regression analysis with share of open
innovation products used as independent variable. The models with the highest signifi-
cance can be seen on Fig. 2 (R squared for linear model is .426, for cubic model - .458).

The Fig. 2 indicates that open innovation is related to social entrepreneurs activity,
and the relationship is relatively strong. This fact allowed us to form a matrix mapping
social entrepreneurs on efficiency/innovation types matrix (analogue of the one present
on Fig. 1), which can be seen on Fig. 3.

As it is shown in the Fig. 3, the majority of highly efficient enterprises that rely on
open innovation are social enterprises, or enterprises with a very high level of corporate

Table 2 Final centers of clusters

Cluster

1 2 3 4
Social entrepreneurship activity rate 297 1,65 511 454
Share of rural population 19,29 27,71 14,60 24,00
Share of shadow economy 22,54 23,31 14,80 59,50
Failed state index 41,10 73,97 35,34 83,15

Share of open-innovation based products produced by social businesses 26,93 28,39 75,74 66,70

As it can be seen from the analysis, higher share of open innovation based products indicates higher level of social
entrepreneurs’ activity (clusters 3 and 4, which include Finland, US, Peru, Argentina and a few others). At the same time
other indicators are opposite in these two clusters: for cluster 4 failed state index is rather high, while for cluster 3 it is
the lowest; same different results appear to be in case of rural population (some researchers consider higher share of
rural population to be driving social business) or failed state and shadow economy (these factors were also seen as
indicators of underdeveloped institutions which are related to incentives of social enterprise creation)
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social responsibility (0;9 on the matrix). On the opposite, conventional enterprises are
highly efficient, but tend to use closed innovation in the majority of cases (marked 9;9
on the matrix at the extreme).

Open innovation basement is also used by non-profits, but these companies demon-
strate lower level of efficiency, than both conventional and social entrepreneurs

(mapped 0;0 in the matrix). Finally, public sector enterprises are less efficient than
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Fig. 3 Matrix of businesses with social mission by efficiency/innovation type (developed by the authors)
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conventional ones, and they also tend to rely on their own developments rather than
implement open innovation concept (9;0 on the matrix).

These mapping was suggested by the analyzed case studies, which have not
shown any low-efficient businesses with social outcome in case the concept of
open innovation was implemented (the above described cases of Genesys Works or
Grameen Danone can be used as an example). On the opposite, companies relying
on closed innovation had much less interest in social outcomes and could be con-
sidered conventional ones.

Thus, we have mapped social businesses on efficiency/innovation type matrix
(an analogue of Blake-Mouton matrix), where these businesses are indicated as
either low or high efficient and using open innovation or closed innovation con-
cept. Case studies are mapped on the matrix, and the majority of social enter-
prises which work for over five years appear to be of high efficiency and use

open innovation.

Research limitations/ implications

The main limitations of the study include relatively small sample used for case
study. Second, though the sample is cross-cultural, business practices from the re-
gions which have strong tradition on social entrepreneurship (for example, African
countries besides South Africa) are underrepresented in the GEM sample and our
case study data due to limited access to the data on these companies. Third, the
limitations of the study are driven from the use of case method, which might lead
to some distortion of theoretical findings.

The main implications of the study include the following. First, it is outlined that effi-
cient social business normally use open innovation concept for innovation development
(in many cases in a form of grass root innovation). Hence it is important for a new so-
cial business to try to follow this path in innovation development process. This finding
supports the theoretical input of open innovation theory by Chesbrough & Vanhaver-
beke (2006) by proving positive outcomes of open innovation in a different setting —
the case of social enterprises. Thus our research indicates that open innovation theory
can possibly be implemented in public and non-profit sector, which would allow
achieving higher efficiency in these areas, where enterprises’ sustainability is significant
to achieve long-term goals.

Second, the tools for evaluation social enterprises perspectives accordingly to
used innovation development process are suggested, and their use is justified,
which lead to better prognosis of social entrepreneurship development. Thus, it
was shown that the highest entrepreneurial activity ratio in social business is
achieved when the share of open innovation is between 60 and 85 %, which means
closed innovation mechanisms are also driving efficiency in the area; however, open
innovation concepts are to be prevailing (corresponding matrix on efficiency/
innovation types scales, which is a theoretical implementation of this finding, is
present on Fig. 3). A practical outcome of this finding is that in case social enter-
prises receive any type of governmental or other support, the funders are to ensure
implementation of open innovation concept in the social enterprise that should
lead to higher efficiency and to shorter payback periods, accordingly.
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