Biljana Petrevska ™

THE COMPARATIVE ANALYSIS OF SOCIAL ENTREPRENEURSHIP

Abstract

This paper describes the concept of social entrepreneurship and suggesting the necessary amendments to the
regulations in order to fully implement this concept in the Republic of Macedonia. This paper consists of five
(5) parts, that are:

1. Introduction;

2. Social entrepreneurship in Europe;

3. Social entrepreneurship in the United States and in Great Britain;

4. Legal framework and challenges for development of social entrepreneurship in the Republic of

Macedonia; and
5. Conclusion.

In the first part: “Introduction”, we define and explain the subject of our research, namely we explain the
concept and the importance of social entrepreneurship. In the second part: “Social entrepreneurship in Europe”,
we analyze the social entrepreneurship in different countries in Europe. In the third part: “Social
entrepreneurship in the United States and in Great Britain”, we analyze in detail the social entrepreneurship in
the United States and in Great Britain, which have different and more specific form of social entrepreneurship.
In the fourth part: “Legal framework and challenges for development of social entrepreneurship in the Republic
of Macedonia” we are giving explanations of the legal framework and challenges for development of social
entrepreneurship in the Republic of Macedonia, and this part of the paper provides a critical review of the Draft
Law on social entrepreneurship in our country. Finally, the fifth part of this paper is the “Conclusion”, in which
we are giving our basic conclusions that arise from our paper.

It is our position, that almost all European countries direct their economic and social policies to the development
of social entrepreneurship as one of the main generators of employment. Concerning Republic of Macedonia, it
must point out the Draft Law on social entrepreneurship should be thoroughly reviewed in order to develop
social entrepreneurship in the country and thus to make progress in several areas that contribute to the strategic
goals of our country's EU integration process.

Key words: entrepreneurship, enterprise, social goals, social entrepreneurship, social
enterprises.

I. INTRODUCTION

The subject of this paper is an analysis of social entrepreneurship. This concept
actually means the process of creating a socio-economic structures, relationships, institutions,
organizations and measures that result with sustainable social usefulness.® It is a model of
using entrepreneurial behavior more for socially useful, and not so for profit purposes, in
other words, profits or generated profits are used for the benefit of certain socially excluded
or disadvantaged social groups, for creating innovation, for environmental protection or for
promotion of certain social conditions.?

Social entrepreneurship can be expressed in various forms of organizations and
operations, and mostly as a social enterprise. From there, the development of social
enterprises as a form of assistance to social security of certain categories of citizens gaining
in importance. Social entrepreneurship has broader social utility that can be realized through
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the impact it has in terms of new jobs, the encouragement of social innovation, for
reactiveness and motivation of people for independent work and for self-employment.®

Social entrepreneurs and social enterprises create new possibilities, new forms of
work and activity, new forms of organization of work, production, distribution and achieving
income and profits which again is earmarked for social purposes.® All this makes social
entrepreneurship significant factor that creates a wider change and also change the modern
economies that are more commonly called social and entrepreneurial economies.

The main reasons for the development of social entrepreneurship we find in the
financial (economic) crisis, when people start to look for alternative ways of running their
business; further opportunity for easy sustainability of these enterprises increase their
attractiveness; increasing awareness of consumers and their interest of the way that products
affect the environment is undoubtedly the third reason for the prevalence of social enterprises
in the world; the fact that the increased number of successful social businesses in the world
affects their development; and the existence of a number of social problems in society that
require long-term solution, of course, affects the development of social enterprises. Therefore
we believe that social enterprises are a key future element that will contribute to regional and
local development of individual countries. Namely this has been proven in practice in many
countries in Europe, and also in the United States (hereinafter - USA). So in this paper we’re
questioning: where is the Republic of Macedonia in the development of social
entrepreneurship and what kind of issue is taken with regard to this development.

Therefore the goal of this paper is to stress the importance of social entrepreneurship
and social enterprises in countries in Europe and the USA, as well as to indicate the necessary
changes in the regulations in the Republic of Macedonia and the necessary institutional
reforms, analyzed from different aspects in order to implement the concept of social
entrepreneurship in our country.

Il1. SOCIAL ENTREPRENEURSHIP IN EUROPE

The foundations of the establishment of the modern welfare state were laid in
Germany in 1880 when the first Laws on Social Security were adopted. The term social
entrepreneurship still first appears in France in 1970 and in Italy in 1980.°

The European Commission instead definition of social entrepreneurship, has given the
framework for the definition of social enterprise. According to this definition, social
enterprise has a primary objective to achieve social impact/outcome, and not to make profits
for its owners.

The European Commission uses the term social enterprise that covers the following
types of activities and businesses:®

» those whose society or social order is fundamental goal for the commercial
activities and often have the form of innovation;

» those where profits are mainly reinvested in order to achieve their goals;
and
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» those in which the organization and management reflect the mission of the
enterprise, using a democratic and participatory principles or principles of
social justice.

In the European Union (hereinafter - EU) there are different forms of organization of
social entrepreneurship, considering the conditions and characteristics of each country,
which provides an opportunity for each country to develop a specific type and form of social
entrepreneurship appropriate for their requirements and needs, that may be:’

- First, “Co-operative model” - where these cooperatives are aimed for
achieving social objectives. This form is present in: Italy, Portugal, Poland,
Hungary, Greece;

- Second, “Cooperatives of labor integration” (for example in Spain, such
as services in the areas of health, education, culture or any activity of a
social nature;

- Third, “Cooperatives of general interest” (for example in France there are
companies whose activity is the production of products or provision
services of collective interest);

- Fourth, “Cooperatives of social solidarity” (for example in Portugal, they
are focused on work integration of vulnerable groups).®

- Fifth, “Enterprise model or Company model, with different legal form” —
for this model of business is characteristic that operate with limited
distribution of profits. They can be limited liability companies (this model
is typical for Belgium), associations and foundations (for example Italy).

- Sixth, especially interesting is the “model in the Great Britain”, where
there is a wide range of activities that suit the needs of the community.

- Seventh, “Open form model ” — where the legal-organizational form is not
important, but it is recognized and legally regulated social entrepreneurial
activity. The model appears in Finland (Act on social enterprises in 2003)
and in Italy.

Several EU countries (Belgium, Denmark, Finland, Lithuania, Slovakia and Slovenia)
have a legal status for social enterprises. So, there are various legal forms (associations,
cooperatives, etc.), new legal forms of social enterprises arising from existing legal forms
(such as social cooperatives in Italy, and public interest companies in the UK®), special legal
status based on legally defined criteria and new legal forms that allow economic activities to
non-profit organizations.°

However, what is common to all forms of organization of social entrepreneurship is
that they are not profit-oriented, which means that profits are reinvested in accordance with
the established purposes and objectives of social entrepreneurship. Thus, social
entrepreneurship is based on high ethical principles of human solidarity and mutual
responsibility of those members of society who are unable to engage in the harsh conditions
of competition.
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Although on the EU level, there is no specific legislation on social entrepreneurship
due to the different social systems, however, the EU devotes considerable attention to social
entrepreneurship. Namely several documents for social entrepreneurship!* were adopted
which recognized certain common features, including: a democratic way of organizing,
participation of workers in decision making and implementation of socio-economic targets
and the principle of solidarity, volunteerism and social responsibility.

The European Commission in the framework of the Platform against Poverty and
Social Exclusion in late 2011 launched the Initiative for social business that defines social
entrepreneurship and social enterprise as a segment that has to serve the interests of local
communities (social, environmental objectives) rather than making profit. It suggests that
social enterprises are a key element of the European social model, for support the efforts of
the European Commission to create a policy framework and action plan for promotion of
social enterprise and expansion of social innovation.2

Also the Strategy of EU 2020% pays special attention to social innovation as a goal in
the implementation of measures and policies of employment in the EU member states.
European Council in December 2015 adopted Conclusions on the promotion of the social
economy as a key driver of social and economic development of Europe. In this document,
the European Council recognizes that “the social economy is getting more political visibility
as a sector which is an important pillar, particularly in terms of employment and social
cohesion throughout Europe and which also is key to achieving the objectives of the Strategy
of Europe 2020”.14

I11. SOCIAL ENTREPRENEURSHIP IN THE UNITED STATES AND IN
GREAT BRITAIN

1. Social Entrepreneurship in the USA

Over 90-ty years the main actor in the field of social economy became the Alliance
for Social Entrepreneurship, which has defined social enterprise as “any work or strategy of
nonprofit organizations whose earned income is invested in support of charity*.*®

This reflects a fairly broad, market-oriented concept of social enterprise. Commercial
nonprofit approach is no longer the focus, but the focus is more "business approach with
social purpose”, which covers all forms of employment initiatives.

On the other hand, is the “School of Social Innovation”,*® which highlights that the
innovation process, profit or not, must be primarily oriented towards society change or social
change. Social entrepreneurs are defined as those that are making the change because they are
the holders of "new combinations” in at least one of the following areas: new services, new
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quality services, new production methods, and new production factors, new forms of
organization or new markets.t’

Therefore, social entrepreneurship may be more a matter of social impact and
outcome, than a matter of income.

This mixture between philanthropic and commercial activities, combined with a
number of interested parties (stakeholders) from different sectors (profit, non-profit, public
sector) creates a very wide range of social enterprises in the United States.®

2. Social Entrepreneurship in Great Britain

The essential contradiction of most regulations that deal with social entrepreneurship
in the EU, is the way the Great Britain legally define it and its decision is considered one of
the currently best solutions for smooth and effective development of social entrepreneurship
in any domain with any purpose.

The Great Britain has no specific law on social enterprises, however, by using an
Amendment to the Company Act in 2005 defined special status form of social enterprise -
enterprise acting in the interests of the community (Community Interest Company - CIC).
This legal form allows anyone, for any goal and purpose, to be engaged in any
entrepreneurial activity provided to prove that it was done with intent to hold societal and
social objective.

The social nature of the enterprise is proved by a separate statement (community
mission report) which specify how the objectives for which the undertaking enterprise is
based, was contributing to the community or specific social group.

The legal form of the CIC may be a limited liability company or joint stock company,
whereas most of the profit (70%) must be reinvested and the rest can be divided in the form
of dividends.

CIC is committed to the authority that gives permission for work and supervise, to
submit an annual report for work (social mission report), the content of which is prescribed
by law. This report contains nominal and real indicators, based on measuring the social
impact of CIC. Management and decision making in the CIC is identical to any other form of
corporate governance and is carried out in accordance with the share capital of the company,
but it must be taken to meet all the statutory objectives of community interest for which CIC
is established. This enterprise of interest to the community is not the preferential tax
regulations on any basis.*®

IV. LEGAL FRAMEWORK AND CHALLENGES FOR DEVELOPMENT OF
SOCIAL ENTREPRENEURSHIP IN THE REPUBLIC OF MACEDONIA

By the time of writing this paper the concept of social entrepreneurship in the
Republic of Macedonia is not adequately regulated in our legal system. In fact there is no
legislation which will comprehensively regulate this matter, although in several laws?° and
policies in the country there are certain provisions that contribute to support the future
development of social entrepreneurship.
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The Ministry of Labor and Social Policy is the creator of the Draft Law on social
entrepreneurship. Analyzing this Draft Law on social entrepreneurship, we can conclude that
its objectives are: regulating issues and solving institutional foundations for action by many
organizations and entities in the field of social entrepreneurship, precisely define the
regulation and distribution of obligations and responsibilities of the competent authorities in
the field of social entrepreneurship, and the involvement of local government, civil society
and other forms of action, to raise the potential that will benefit the growth and development,
reducing unemployment and strengthening social cohesion and through increased
employment opportunities, poverty reduction and lower volume of expenses for social
purposes. The law encouraged new forms of organization, employment and work and provide
social innovation in this area. At the same time create opportunities for the expression of
social innovation and practical foundation for educating citizens about their use, and thus
creating conditions to promote economic and social development. The principles on which
the law is based are: solidarity, voluntariness, equality, and prohibition of discrimination,
performing activities of non-profit basis and increase employment and promote employment
in social enterprises and non-profit entities.?

However, our criticisms of this Draft Law on social entrepreneurship we refer to
some aspects of it, namely:?2

v’ First, social enterprises are defined as entities that employ marginalized
groups and thereby limits the concept of the type that includes a working
integration and does not recognize other forms of social enterprises.

v' Second, the Draft Law provides a limited scope of users which do not
match the needs of established social enterprises.

v Third, the measures set out in this Draft Law are not open to all existing
and potential social enterprises, especially in terms of tax benefits.

v" Fourth, the lack of motivation of legal entities to registered social
enterprises in the country because the Draft Law does not correspond to
their concept of operation and there is no permanent employment of
persons, while simultaneously facing administrative burden and unclear
registration procedure and also high penalties.

In relation to the identified challenges for the development of social enterprises in the
Republic of Macedonia, we should point out that they are divided into external and internal,
which are:?®

% The external challenges include: the lack of an enabling legal
environment, which includes recognition of social enterprises, tax breaks,
subsidies and other financial support; the lack of infrastructure to support
social enterprises, such as accelerators, access to capital, etc.; the lack of
interest and economic stability of potential users to purchase the
products/services offered by these companies; the lack of appropriate state
management principles and the lack of an adequate system for financing
social and other services provided by social enterprises and non-profit
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organizations generally; difficulties in access to skilled labor; and the lack
of flexible policies for the labor market to enable innovative approaches to
work placements for disadvantaged groups.

» The internal challenges, however, are including: limited capacity and
resources of social enterprises for growth and for providing highly
professional services; the lack of effective and efficient sales and
distribution; and low constitutive solidarity base.

We believe that these obstacles should be eliminated in the Republic of Macedonia in
order to develop social entrepreneurship.

L)

V. CONCLUSION

Social entrepreneurship is one of the basic socio-economic instruments that
successfully dealt with economic and social problems in societies, performed social and
society inclusion of the population and thus improves social cohesion. Social
entrepreneurship and social enterprises are the leading social force in the field of creating
new values and developing economic activities in the social sector, in the area of social
innovation, ecology and sustainable development. Almost all European countries direct the
available their economic and social policies to the development of social entrepreneurship as
one of the main generators of new jobs.

As for our country, we believe that the Draft Law on social entrepreneurship in the
Republic of Macedonia should be thoroughly reviewed, since it is limited to the types of
social enterprises engaged in work integration.

The development of social entrepreneurship in the Republic of Macedonia will make
progress in several areas that contribute to strategic goals of our country's EU integration,
including: social cohesion, job creation, combating poverty, sustainable local and regional
development, better governance and development of participative democracy. Namely, the
development of social entrepreneurship in the Republic of Macedonia will contribute to:?*

e strengthening social solidarity and cohesion of the various vulnerable
groups;

e strengthening society for innovative solutions to social, economic and
environmental problems;

e providing additional coverage of social services and products;

e development of new employment opportunities and new jobs;

e sustainability of civil society organizations that provide services for
specific target groups;

e ensuring social inclusion and employment of marginalized groups (youth,
women, persons with disabilities, unemployed, welfare recipients,
minority groups, etc.).

The introduction of a comprehensive and wide regulation of social entrepreneurship
and social enterprises in the Republic of Macedonia should aim to:%

+ Defining and recognizing the broader concept of social entrepreneurship
and social enterprises;
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+ Recognition of the status of social enterprises in accordance with the
historical heritage of our country and the existing models of social
enterprises;

+ Introduction of general scope of users, producing goods and services;

+ Definition of support measures that are available on an equal basis in all
policies;

+ Creating administrative requirements proportionate to the size of social
enterprises and benefits which are provided by the state.

We believe that it is necessary to provide cooperation and coordination between
different institutions in the Republic of Macedonia, and the adoption of a national strategy for
social entrepreneurship. At the local level are also necessary strategies that will manifest local
needs.?

We believe that the measures to encourage social entrepreneurship should include
financial and other measures for its promotion, development of systems of information and
education on social entrepreneurship, preference of certain specified public contracts, for
municipal involvement in the implementation of policies and measures to create new business
opportunities for social enterprises, incentives in taxation, especially in the initial years,
exemption from payment of social contributions, utilization of funds for the welfare to
subsidize new jobs and other regulations. Measures to create a favorable business climate for
social enterprises should include financial and other measures to provide spatial, technical
and other conditions for the creation and for operation thereof, including innovation centers
and business incubators for the development of social entrepreneurship, co-financing for
starting social entrepreneurship and creating new jobs.
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