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Abstract

Entrepreneurship and innovation tend to serve as vehicles to provide solutions to economic
woes during recession without relying upon public resources. The article discusses the
definition of social entrepreneurship and shows how social entrepreneurship has developed at
the relation of private, public, and nonprofit sectors. It outlines main trends in social
entrepreneurship, and highlights successful entrepreneurial initiatives in solving social
problems. The paper also examines how social entrepreneurship can help government to
benefit society and improve lives. Government and social entrepreneurs have a common goal
to solve social problems in effective and efficient way. However, little has been researched on
this relationship. The presented article emphasizes that government can support social
entrepreneurial initiatives in various ways to encourage social entrepreneurs to innovate, as
well as create enabling environments for their efforts to solve problems in society.

Keywords: Social entrepreneurship, SE, Entrepreneur, Nonprofits, Government, Developing
countries, Georgia
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1. Introduction

The field of social entrepreneurship has experienced immense growth over the past years
around the world, and has received increasing recognition from public, private, and nonprofit
sectors, as well as from researchers, academics, and policymakers (Wolk, 2007).

Social entrepreneurship emerged as an innovative form of business that is the successful
compound of social aims and commercial goals (Kostetska & Berezyak, 2014). Social
entrepreneurship responds to lasting social problems such as unemployment, poverty,
environmental pollution and other ecological issues. Social entrepreneurship comes into play
when governments cannot act because of the scarcity of finance, and when the business in not
interested to perform due to the low profitability (Kostetska & Berezyak, 2014). Social
entrepreneurship is considered as "the practice of responding to market failures with
transformative, financially sustainable innovations aimed at solving social problems"” (Wolk,
2007).

Thus, Social entrepreneurship offers an alternative for solving market failures, and moreover,
it can be viewed as the commercial opportunity (Wolk 2007; Phills & Denend, 2005) that
social entrepreneurs take to yield results. Entrepreneurs are problem-solvers, lifetime learners,
change-makers, who have capacity of creating better future for all.

New approaches are emerging at the nexus of the public and business sectors combining them
into social ventures (Villis et al., 2013). In 2011, 60 impact investing funds were created,
raising the combined total capital available for social investments to an estimated $40 billion
(Clark et al., 2012). Moreover, the European Commission estimates that 1 out of 4 new
enterprise every year in the European Union is social enterprise (European Commission,
2012), and intends to create favorable conditions for their development and operation.

Since the environmental and social problems around the globe are complex and enormous,
people doubt that institutions have capabilities to improve the conditions (Seelos & Mair,
2005). But entrepreneurial initiatives challenge this existing situation as well as widespread
view about the feasibility what can be achieved (Seelos & Mair, 2005).

Many countries are still facing incredible societal challenges and needs, especially those in
developing or emerging economies. For example, more than 20% of Georgian population
lives under absolute poverty line (Geostat). 821 million people - 1 out of 9 of the world
population, do not have sufficient food (UN World Food Programme - WTF, 2019).

Nowadays, many social companies in both developing and developed countries are taking
their first steps, however some of them have already incomes in millions with thousands of
employees, which indicates the potential of the business (Villis et al., 2013).

In order to achieve financial sustainability, nonprofit organizations are establishing social
enterprises. It becomes difficult to raise funds from donors, international grantmakers, private
foundations, corporations, and/or government agencies. Besides, strong dependence on
donors can result in changes in programs or projects of a nonprofit organization in
accordance with grant requirements. This can hinder their effectiveness and efficiency in
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implementing their mission. Accordingly, the organization can hardly achieve development
and sustainability in long-term.

Within this context, social entrepreneurship has attracted particular attention. The idea of
social enterprise involves companies with a main goal to address a social problem with the
business approaches (Villis et al., 2013).

One of the main markers of success of any country, irrespective of its social or economic
development, is the social stability of society (Kostetska & Berezyak, 2014). So social
entrepreneurship as a social innovation became topical.

Government and social entrepreneurs have a common goal to solve social problems in
effective and efficient way. However, little has been researched on this relationship by
scholars. The aim of the paper is to explore theoretical grounding of need and viability of
social entrepreneurship as an engine for development people-centered economy, as well as to
discover the role of government in promoting its implementation. The research reveals the
broader opportunities of social entrepreneurship in resolving the social problems.

The presented article aims at answering the following research questions: (1) how private,
public and nonprofit sectors are connected to the concept of social entrepreneurship? (2) How
does social entrepreneurship solve social problems of society, especially in Georgia as an
example of developing countries? (3) How does a government create favorable conditions for
social enterprises so that they can solve social problems effectively? (4) How do social
entrepreneurs help a government to meet social needs of their country?

To answer these questions, literature in the field of social entrepreneurship has been reviewed,
and secondary data from different sources in related areas have been gathered and analyzed.
Finally, recommendations and conclusion is presented.

2. Advancement of Social Entrepreneurship

Social entrepreneurship is of great importance for the progress of society, just as
entrepreneurship is for the progress of the economy (Martin & Orsberg, 2007). Economist
Joseph Schumpeter argued that "the function of entrepreneurs is to reform or revolutionize
the pattern of production by exploiting an invention" (Schumpeter, 1982). Entrepreneurship is
described as a process initiated and carried out by an individual, for the purpose of
identifying, evaluating, and utilizing entrepreneurial opportunities (Fueglistaller et al., 2016).

The phenomenon of social entrepreneurship arose in the United States of America (Dees &
Anderson, 2007), and has developed under various names (Wolk, 2007). In 1983, Edward
Skloot invented the term “nonprofit entrepreneurship” in his article where he explained the
ability of business enterprises to diversify sources of financing for nonprofit organizations,
and which was based on his pioneering consulting work with nonprofit organizations
interested in creating business ventures in 1980 (Wolk, 2007; Skloot, 1983). Besides,
private-sector consultant Bill Drayton founded Ashoka in 1981 to support innovators he
called “public entrepreneurs,” and later named them “social entrepreneurs” (Anderson &
Dees, 2006). Moreover, management expert Peter Drucker described entrepreneurship as a
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concept that spread across several sectors without setting limits on profit-seeking,
commercial ventures (Drucker, 1985; Wolk, 2007).

\\ Mac rOth i “k Business and Economic Research

Seelos and Mair (2005) offer the following definition: "Social entrepreneurship creates new
models for the provision of products and services that cater directly to basic human needs that
remain unsatisfied by current economic or social institutions”. Like business entrepreneurship,
social entrepreneurs recognize and act upon what others may omit: chances to improve
structures, systems, and procedures; invent solutions; create new approaches. According to
Fueglistaller et al. (2016), social entrepreneurship is an approach to solving social problems
in an entrepreneurial way. In contrast to commercial or traditional business companies, the
primarily pursues of which are financial goals such as increasing profits and enterprise value,
social entrepreneurs form organizations with the primary goal of creating added value for
society. However, many SMEs and large companies also take into account social aspects of
their business and create social added value. But social enterprises put the creation of social
benefits in the first place.

The term 'social entrepreneurship' (SE) refers to the organizations that create business models
to effectively meet fundamental human needs, which are dissatisfied by existing markets, and
hence SE brings together the ingenuity of traditional entrepreneurship with a mission to
transform society (Seelos & Mair, 2005).

Zahra et al (2009) offer the following definition: "Social entrepreneurship encompasses the
activities and Processes undertaken to discover, define, and exploit opportunities in order to
enhance social wealth by creating new ventures or managing existing organizations in an
innovative manner".

Social entrepreneurs try to alleviate and to solve basic human needs such as unemployment,
poverty, malnutrition, hunger, and educational or medical issues. Unlike a charity, social
businesses are designed with the purpose of reinvesting profits to implement their social
missions, and of being financially self-supporting (Beal et al. 2017). It should be highlighted
that Social Business is a special form of Social Entrepreneurship, and although both fields are
dedicated to mitigation of social problems, they differ in their attitude to using of donations
(Fueglistaller et al., 2016). According to Muhammad Yunus (2010), social business possesses
three characteristics: they are non-loss, non-dividend companies with social objectives, they
expect profit; thus, they do not distribute profits to shareholders, and pursuing a social goal is
paramount.

Beal et al. (2017) found that when companies launching social business branches to induce
changes, the initiative has an impact not only on the community but also produces definite
benefits to the parent company. Thus, social entrepreneurship can facilitate firms to provide
value to people in need, and at the same time discovering value for their business (Beal et al.,
2017). Throughout the value chain, companies frequently uncover that their new products,
systems, models, methods, or strategies intended for those population can also be a source of
competitive advantage (Villis et al., 2013).

In spite of various definitions of social entrepreneurship, the most definitions assume that
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they create social wealth through innovation of business models or diverse entrepreneurial
means while they try to mitigate or solve urgent societal problems.

3. Intersection Of Private, Public And Nonprofit Sectors

Lack of education, climate change, insufficient medical care, malnutrition, and poverty - the
facts are frightening and shameful. Despite of aid programs developed by nonprofit and
international organizations that have been dealing with the problems for decades, they can be
considered as weak, ineffective or even cynical (Fueglistaller et al., 2016). However, those
problems have been become entrepreneurial opportunities for social entrepreneurs. Since the
field has been retaining attention from both researchers and practitioners, and discussion on
the exact definition proceeds. Many definitions concur that SE has characteristics of private,
public, and nonprofit sectors simultaneously, demonstrating features of each of them (Wolk,
2007; Dees, 2001). Therefore, social entrepreneurship is understood as a multi-dimensional
and dynamic concept moving across various intersection points between the public, private,
and social sectors (Wolk, 2007; Nicholls, 2006).

Social entrepreneurs alone cannot respond to all social challenges. This requires a meaningful
interaction between all social and economic actors such as traditional entrepreneurs,
nonprofit/  nongovernmental organizations (NGO), governments and international
organizations (Fueglistaller et al., 2016). In addition, many pressing social problems around
the globe are so deep-rooted and widespread that solely governments and traditional
nonprofit organizations cannot solve them. In order to address those problems, both the
private and public sectors must act together applying various approaches (Villis et al. 2013).
Consequently, new models are emerging to combine business concept with social goals, and
hence, to link the social and private fields (Villis et al. 2013). According to Villis et al. (2013)
social businesses fall somewhere between traditional NGOs and for-profit companies (Table
1).

Table 1. Social Entrepreneurship at the crossing of non-profit and business sectors

NGO Social Entrepreneurship Business

Primary objective | Social impact Social impact Commercial success

Products/ services | No Yes Yes

priced for sale

Business model N/A Price > Costs Price > Costs
Maximizes social impact | Maximizes social impact Ensures social standards
Funded through donations | Financially self-sustainable | Maximizes profitability

Source: BCG Analysis in Villis et al., 2013.

Like NGOs/ nonprofit organizations, the primary objective of social enterprises is to have
social impact while operating as a business aiming to generate revenues to cover costs, reach
financial sustainability, and increase effectiveness (Villis et al., 2013). Since social ventures
do not have a goal to deliver financial value to shareholders, and they are also independent
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from external funding and donors, they can completely concentrate on the segments that are
not covered by traditional business (Villis et al., 2013).

4. Social Entrepreneurship Addressing Market Failure

Social entrepreneurship like small business inspires innovation, creates jobs, and promotes
economic progress (Wolk, 2007). Furthermore, social entrepreneurs combining attributes of
the public, private, and nonprofit sectors, respond to market failure (Wolk, 2007), which takes
place when goods and services are priced higher than people can afford to pay, but they are
necessary for a healthy society (Gruber, 2005). Besides, governments transfer more tasks to
business by economic liberalization, privatization, and industry deregulation (Markman,
Waldron & Panagopoulos, 2016). Moreover, since pressure is increasing on companies'
responsibility regarding their ecologic, social, ethical behavior, nonmarket players such as
NGOs and social entrepreneurs can be considered as a competition forces to them.

Dees (2001) explains the essential elements of social entrepreneurship: "Markets do not do a
good job of valuing social improvements, public goods and harms, and benefits for people
who cannot afford to pay" (Dees, 2001). Other researcher confirm this idea: “Unlike the
entrepreneurial value proposition that assumes a market that can pay for the innovation, and
may even provide substantial upside for investors, the social entrepreneur’s value proposition
targets an underserved, neglected, or highly disadvantaged population that lacks the financial
means or political clout to achieve the transformative benefit on its own" (Martin & Osberg,
2007). Seelos and Mair (2005) echoed this: Social value creation is a fundamental objective
in social entrepreneurship, while creating commercial value is a byproduct only for reaching
self-sufficiency. Economic value creation for social entrepreneurship is often small as its
customers are unable to pay (Seelos & Mair 2005). Seelos and Mair (2005) identified two
fundamental rules that apply for highlighting differences in developed and developing
countries. (1) In developed countries, people are not willing to pay for some goods or
services, for example, in spite of the free services "dotcom" startups created and used by a
large amount of people, it was impossible to capture fees for the service; (2) In
non-industrialized countries, on the contrary, customers are ready but unable to pay for even
basic products or services (Seelos & Mair 2005). In order to address this failure, an
increasing amount of initiatives all over the world defy the impediments that have prohibited
business sector from offering services to the poor (Seelos & Mair, 2005). Those initiatives
facilitate the development of SE, aimed to discover inspired models of value creation, and
combine resources in new ways (Seelos & Mair, 2005).

In developing countries, many initiatives cannot be implemented because of the lack of
structure or resources enabling or supporting by traditional entrepreneurship. But social
entrepreneurship can create innovative business models, new organizational systems and
strategies to create social value with limited resources (Seelos & Mair, 2005).

Wolk (2007) has identified three approaches how social entrepreneurs respond to market
failures: No Market, Limited Market, and Low-profit Market. To solve a social problem with
a no-market approach is used when the customers of a certain product and service is unable to
pay (Seelos & Mair, 2005). Consequently, this approach takes the form of the government

121 http://ber.macrothink.org



ISSN 2162-4860

\ MacrOthi“k Business and Economic Research
A Institute ™ 2020, Vol. 10, No. 3

lead or nonprofit organizations as a social entrepreneur who selects no-market approach
cannot earn revenue from the beneficiary to sustain the initiative (Wolk, 2007). When the
customers are able to pay, a limited-market occurs. Accordingly, social entrepreneurs can earn
some revenues to maintain the enterprise. Usually, limited-market approach is used by
nonprofit sector (Wolk, 2007). Unlike to no-market or limited market approaches, in a
low-profit market, customers are able and willing to fully pay the costs when solving a social
problem and, hence, it is possible to make a profit (Wolk, 2007). Nevertheless, the market
may not be well developed, or investments may generate lower returns than commercial
enterprises (Wolk, 2007). This approach can take both the for- or non-profit sectors. The
low-profit market approach ultimately develops the market enough for businesses (Wolk,
2007).

5. Social Entrepreneurs and Innovation

Social entrepreneurship is related to sustainable development as they develop new products,
discover new markets, and introducing innovations (Méndez-Picazo et al., 2020).

Scholars focus on innovation while describe social entrepreneurship. Social innovation
involves creating novel ideas, new services or advanced models to solve social problems
(European Commission, 2020). Social innovation refers "to a product, production process,
idea, social movement or a combination" of them to better drive positive social change
(European Commission, 2020). In this regard, the concept relates to the term social
entrepreneurship. Social entrepreneurs in the same veins as business entrepreneurs look for
opportunities to create value, but more social than merely economic value (Wolk, 2007). It is
also worthy of note that social entrepreneurship depends on people with exceptional skills at
mobilizing financial, human, or political resources (Seelos & Mair, 2005). Social
entrepreneurs in common with business entrepreneurs have creative thinking, aspiration for
innovation including novel technologies and production methods (Dees, 2001; Wolk, 2007).
Innovative ideas also involve launching a start-up or developing novel goods (Mair & Marti,
2006; Peredo & McLean, 2006; Dees, 2001). Innovations can be totally new conception as
well as original adaptations of ideas that already exist (Peredo & McLean, 2006; Wolk, 2007).
According to the recent research of Halberstadt and colleagues (2020), social innovativeness
exert influence upon economic performance of start-ups taking into consideration various
angles to create entrepreneurial innovations and find solutions.

Social entrepreneurs are creating huge changes through pattern-breaking concepts (Light,
2007), and focusing on the origins of social problems (Dees & Anderson, 2007). Moreover,
their ambitions lead to systematic changes encouraging others to adopt their new ideas
(Kramer, 2005). They are change agents (Ashoka) who modify the existing social structures
that have created problems (Alvord et al., 2004). Furthermore, innovations originated for
entrepreneurs are constantly (Wolk, 2007). Thus, the transformative social innovation
characteristic of social entrepreneurship distinguishes it from nonprofit, business, or
government service providers (Wolk, 2007).

According to Dees (2001), social entrepreneurs are change agents for the following factors:
they embrace a mission of creating and maintaining social value; they recognize and pursue
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fresh opportunities to implement their mission; they engage in constant innovation and
learning process; they act fearlessly; and they show responsibility to customers they serve
and for the outcomes created.

Social entrepreneurship initiatives are valued by today's generation, and thus, is likely to
expand further. Millennial generation prefer to actively engage in a cause campaign by
encouraging others to support it. For them, sense of purpose plays a vital role and determines
their career choice (Barton, et al. 2012).

According to Stecker (2014), generation Y as well as Millennials are looking for jobs in
social enterprises. Young people tend to choose profession that gives a sense of meaning
(Smith & Aaker, 2013; Stecker, 2014). Social entrepreneurship offers not only a sense of
meaning in terms of social value, but also career success.

Social entrepreneurship is related with youth representing idealistic nature (Bosma et al.,
2016). The Global Entrepreneurship Monitor (GEM) results have shown that a great number
of young people (18-34 years old) choose the path of social entrepreneurship rather than
profit oriented business (Bosma et al., 2016).

Recent advances in technology and communication tools have enabled social entrepreneurs to
encourage supporters, engage in social networking and online communities where they can
exchange information. The establishment of digital tools has made possible to connect with
distinct populations (Bernholz et al., 2010). As a result of these technological developments,
for example, social entrepreneurs can organize crowd-funding and large-scale collaborations
in behalf of others. Thanks to networked citizens even in the most remote areas smaller
communities are able to find and carry out solutions (Bernholz et al., 2010).

According to the conducted research by Villis and colleagues (2013), the essential benefits
social entrepreneurship are providing is its capacity for learning and innovation. Social
entrepreneurs employ entrepreneurial opportunity while bearing in mind social institutional
and social context. In this regard, Robinson (2006) ascertains three themes: social
entrepreneurs recognize possibilities in social and institutional contexts; they consider social
and institutional aspects in the course of evaluation of opportunities to create social
enterprises; and they overcome social and institutional difficulties during the process of
exploring new social venture opportunities.

Thus, entrepreneurs share common initiative all over the world such as their willingness and
strong desire to challenge the status quo and improve the wellbeing.

6. Managing Outcomes

Financial sustainability is another essential task for social entrepreneurship to maintain
enough potential for serve society. Many social entrepreneurs perform cost-benefit analyses,
report on social return on investment, or measure financial success that eventually helps in
optimization of resources and maximization of results (Wolk, 2007).

Additionally, investors want proof that their capital is delivering financial as well as social
and environmental returns. This trend forces social enterprises to display and to enhance
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impact. Therefore, social entrepreneurs have begun to manage outcomes, and are learning
over time to become more effective (Morino, 2011). According to the Report of Global
Entrepreneurship Monitor (GEM), about half of the social entrepreneurs state that they
measure social and environmental impact of their operations (Bosma et al. 2016). Since
funders progressively demand the results and outcome information, organizations need to
show impact to have advantage (Morino, 2011). Besides, outcome measurement and data
gathering process is important for the organizations seeking to improve the quality of services
(Morino, 2011). However, this can be the most difficult task especially for nonprofit
organizations. Often this procedure compels changing in organizational culture so that
nonprofits do not implement it only for fulfill funding conditions as currently they collect
data mostly to satisfy their diverse funders (Morino, 2011). Yet nonprofits need to collect not
only those data that are required by funders in the short term, but also they should evaluate
outcomes for defining the improvement possibilities of their services in the long term
(Morino, 2011). Thus, they should have the data, the tools, and the commitment in place
when it comes outcome management systems.

Social entrepreneurs are transformative with novel solutions that can be measured and scaled
(Bornstein, 2007). Managing impact for a social enterprise aims to find out if goals are
reached successfully, and whether success is sustainable. Success is providing social impact
without financial aid, and to measure and manage outcomes (Villis et al., 2013). Measuring
both the outcomes and impact has acquired great importance for investors too (Bernholz et al.,
2010). They want to determine the quality of the grantee outcomes. Since there are measuring
tools for social impact, the tendency to measurement is growing (Bernholz et al., 2010).

As all organizations whether for-profit or nonprofit create economic, social, and
environmental value, investors are providing capital to organizations taking into
consideration all three components. According to Bernholz et al. (2010), the concept of mixed
value, resolving the conflict between market and non-market urges, can become normality.

In general, social capital is built when "funders and enterprises support one another,
cooperate, and collaborate" to solve problems (Bernholz et al. 2010).

7. Government and Social Entrepreneurs

Governments having many roles and limited resources (Bozhikin et al., 2019) need to decide
in favor of their voters using tax revenues efficiently (Wolk, 2007). Simultaneously, they
should take into account the degree of needs and the amount of expenses. Both government
agencies and social enterprises concern about the solving social problems efficiently,
effectively and sustainably (Wolk, 2007).

In European countries, the relations between the government and social entrepreneurs have
been affected by alterations in welfare states caused by the need to improve efficiency in a
changing environment characterized by aging citizens, social exclusion, constant joblessness
and austerity (European Commission, 2016). Social entrepreneurship is social innovation
serving as an engine for social changing as well as sustainable economic development
(Kostetska & Berezyak, 2014).
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The private sector including corporations, entrepreneurs, and small businesses utilize markets
to trade goods or services in order to earn profit but also to contribute to the economy.
Business is also characterized by increasing innovation. In case, the private sector cannot
meet societal needs because goods and services they provide cost more than customer are
capable or willing to pay, a market failure takes place (Wolk, 2007). Government's role is
seen to address such market failures, and provide those services and goods that do not
generate profit. In spite of its size, governments face difficult decisions to distribute its
resources in order to meet all the needs (Wolk, 2007). Currently existing means in which
problems are solved are ineffective, and so the market is unable to resolve all economic
problems (Kostetska & Berezyak, 2014). Therefore, governments often seek the partnership
and support of citizens, volunteers, nonprofit and private sectors (Wolk, 2007). The nonprofit
sector that is a general term for organizations serving the public good, offers goods or
services that are not provided by public sector organizations, and that private commercial
organizations do not or even cannot provide (Stecker, 2014). As a result of impossibility of
business and government causing market failure, social enterprises are emerged to provide
partial or active for the problems of society. Generating different tools to combine resources,
inventing exchange models, and interacting among people, social entrepreneurs are oriented
on social innovation, which is essential for the modern society (Kostetska & Berezyak, 2014).

The nonprofit sector comes into play when the public and private organizations cannot
address a societal need. The nonprofit sector cannot distribute profits to their owner, but
rather they use their revenues for sustainability or growth. However, recent trends have
reduced the traditional functions of the three sectors combining the social and economic parts
that private sector, governmental, and nonprofit organizations are performing (Wolk, 2007).
Business is not focused solely on profit, the public sector not only solves market failures, and
the nonprofits are expanding their engagement to meet societal needs (Wolk, 2007).

In consequence, social entrepreneurship exhibits characteristic of all three sectors. Wolk
(2007) illustrates how these trends created opportunity for social entrepreneurship to develop
(Figure 1).
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Figure 1. Social Entrepreneurship blurring borders of three sectors

Source: Wolk, 2007.

York (2009) suggests sustainability formula for nonprofit organizations, which is the sum of
Leadership, Adaptability, and Program Capacity (Figure 2). The government can contribute in
helping organizations to strengthen those skills by providing trainings, relevant information,
or education opportunities.

« Clarity of mission and vision; Motivate others to mission and vision
« Decisive action when faced with challenges
" = Decisions and accountability anchored in cost-effectiveness
LeaderSh]p + Engagement of key internal and external stakeholders in the strategic planning
process

l « Accountability for demonstrating success of a strategic plan as evidenced by
program success

« Community and leaders, institutional grantmakers, who invest in, and garner
resources for the organization

= Long-term relationships with community leaders, institutional funders, grantmakers

Ada tablllt = Financial managemen_t practices wit_h clear Ieyerage and cost-effec_tiveness strategies
p y « Informed data collection around national, regional, and local funding trends

= Capacity to conduct program evaluation

= Managers who are willing to take immediate and decisive action on program
effectiveness data at the human resources level

+ Adequate program staff with the requisite knowledge and experience to deliver
services

= Proper facilities to run efficient programs

Figure 2. Sustainability formula for nonprofit organizations

Source: York, 2009.
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Although nonprofit sector offers an important service to the communities, it extremely
depends on financing of donors and hence is not steady (Stecker, 2014). However, social
entrepreneurship can increase their sustainability if they adopt the new business model
(Stecker, 2014). The primarily mission focus of social entrepreneurs is social benefits and not
profits for shareholders (Bornstein, 2007). Social entrepreneurs challenge unfair systems,
address to suffer and inequality by identifying problems and creating innovative solution for
the better future (Martin & Osberg, 2007; Stecker, 2014).

Governments and social entrepreneurs should cooperate to conquer more social problems, but
to achieve this they should direct supportive regulatory mechanisms and policy to facilitate
and stimulate further development of the SE ecosystem (Bozhikin, 2019).

8. Social Entrepreneurship Helping Government to Benefit Georgia

The conception of social entrepreneurship is increasingly gain attractiveness in Georgia
owing to the programs of international organizations offering funding grants for establishing
social enterprises (Gigauri, 2018).

The popularity of social entrepreneurship, and its potential to solve the intractable social
problems (Wolk, 2007) that Georgia currently faces should be in the interest of policymakers.
However, the largest funding sources for services addressing these problems are the
government.

Development of social entrepreneurship in Georgia started in 2008-09 (Rosandic, Arsenidze
& Khutsishvili, 2018), and since then it has been gradually attracting attention, especially by
the civil society organizations. Mainly, nonprofit sector has been engaging in social
entrepreneurship, which has established social enterprises with grant support from local and
international donors, as well as from the Georgian governmental agencies. In 2009-2018
years, the total amount invested in the social entrepreneurship sector, including start-up,
sector promotion, capacity building, technical assistance, is around 2.4 million Euros
(Rosandic, Arsenidze & Khutsishvili, 2018).

In 2018, the nonprofit sector in Georgia employed 52 280 people, from which 7 648 were
employed in health and welfare service (Geostat).

In tote, around 70 entities of non-entrepreneurial (non-commercial) legal entities (NNLE) and
Limited Liability Companies (LTD) operate as a social enterprise (Rosandic, Arsenidze &
Khutsishvili, 2018).

Since sources for financing nonprofit/ nongovernmental organizations have been declining as
a result of the recession and recent crisis caused by new coronavirus Covid-19, the Georgian
nonprofit sector needs to find innovative funding opportunities to their social missions. This
leads to establishing social enterprises as self-sustained structures.

The activity of social enterprises in Georgia concentrates mostly socially disadvantaged
groups, e.g. persons with disabilities, ex-prisoners, orphans, and on solving the ecological
problems, e.g. preserving the environment, recycling, controlling pollution.
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As of 2016, the volume of turnover from the mission-related business activities of NNLE
sector was 98.6 million Georgian Lari (GEL) (Rosandic, Arsenidze & Khutsishvili, 2018).

The data of National Statistics Office of Georgia (Geostat) indicate that 28 232
non-commercial legal entities are currently registered in Georgia (Table 2), among which 3
879 are operating.

Table 2. Number of registered and active entities by organizational-legal form (1 April 2020)
Legal Status Number of Registered entities | Number of Active entities
TOTAL 775097 184633
Commercial legal persons 280167 81353
Joint liability companies 2755 203
Limited partnerships 188 22
Limited liability companies 269016 80002
Joint stock companies 2809 918
Cooperatives 5399 208
Non-commercial legal persons | 28232 3879
Individual entrepreneur 454934 95587
Other 5903 1144
Entities of public law 5861 2670

Source: Geostat: www.geostat.ge

From 2012 to 2018, number of employed persons of noncommercial organizations has
significantly decreased (Figure 3) (Geostat, 2020). Georgian noncommercial/ nonprofit
organizations had 81164 employees in 2012, while their amount in 2018 was only 52280. By
the same token, the number of persons employed by nonprofit sector decreased from 82832
to 5328 in the last six years.
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Figure 3. Number of employees and employed persons of noncommercial organizations by
kind of economic activities, 2012-2018 years (Geostat)
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Source: Geostat: www.geostat.ge

Subsequently, turnover of noncommercial organizations has reduced as well. However, their
production (goods, services) value has augmented (Figure 4). While in 2012 the turnover
from economic activities of nonprofit organizations was 198721.1 thousand GEL, it was only
137616.1 thousand GEL in 2018. At the same time, the production value of 811720.1
thousand Gel in 2012 increased considerably to 1077758.8 thousand GEL in 2018.
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Figure 4. Turnover of economic activities by noncommercial organizations in Georgia

Source: Geostat - www.geostat.ge

On the one hand, Georgian central government as well as local municipalities spends their
funds to benefit their constituents, to finance social activities aiming at solving societal
problems, and to provide social services. On the other hand, the nonprofit sector in Georgia
largely relies on financial resources coming from donors that have their specific requirements
and objectives. Consequently, the ability of nonprofit organizations to solve urgent social
problems is limited as they can only implement projects that are funded by the grant
providers. Therefore, future growth of social entrepreneurship is crucial for financial
independence, and to enable access to the means that make it possible to scale solutions.

Social entrepreneurs can serve as social problem solving resources for government to
improve the lives of Georgian people. Since social entrepreneurs can be efficient and
effective in their operations, they can help government to achieve results at low costs.
Besides, social entrepreneurs can test innovations and cooperate with the government to
produce successful results. In general, government leaders frequently need to allocate tax
funds to meet persistent societal needs (Wolk, 2007). Wolk (2007) identified two ways in
which social entrepreneurs can work hand in hand with the government to improve the
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wellbeing of the citizens: (1) using both public and private resources, and (2) trying out and

creating solutions. These two ways can also be used in Georgia by social entrepreneurs to
help government in solving social problems.

First, social entrepreneurs recognize and exploit financial or nonfinancial resources in order
to solve problems. As a result, they are able to apply efficient solutions to social issues that
have been expensive in the past. Moreover, they also can leverage private finances to
supplement public funds, and can even shift costs from public budgets to private resources
(Wolk, 2007).

Secondly, social entrepreneurs can develop efficient business model that eventually is
self-sustaining by charging insignificant payments from customers as well as divert other
recourses from volunteer time and community philanthropic support. In addition, learning
process, innovation, and experimentation are required to find solutions for hard social
problems. Social entrepreneurs accept challenges, and even experience frequent failures to
test innovations. Thus, their value to government is also their progress in developing
promising solution by designing new approaches and testing new theories or ideas to address
social problems. Social entrepreneurs can take more risk in this regard, which government
cannot afford. However, they cannot replace government social programs but can serve as a
bridge since they are closer to people. Social entrepreneurs can inspire government to find
efficient solutions as well as supply with the needed information to create a social program.
Government can benefit from experience and knowledge social entrepreneurs have
accumulated (Wolk, 2007).

9. Encouraging Social Entrepreneurial Innovation in Georgia

Obviously, social entrepreneurship help government in solving urgent social problems, but
government needs also to support social-entrepreneurial initiatives. However, Georgian
government does not provide currently much support to social entrepreneurs.

In Georgia, government lacks a strategic approach for collaborating with social entrepreneurs.
There are number of ways to work with social entrepreneurs on initiatives addressing societal
problems in the country. First, government can provide start-up funds to support social
entrepreneurial initiatives, as the initial phase of any organization is decisive to survive.
Supporting social entrepreneurs in launching process will encourage founding social
enterprises, and also attract young entrepreneurs in this field.

Besides, government can play a proactive and important role in collaboration with social
entrepreneurs by organizing or supporting competitions and awards in social innovations.
Moreover, government can create an enabling environment by removing barriers especially
by law that discourage social entrepreneurship. For example, the Georgian legislation does
not recognize social enterprise - people can establish either nonprofit organization or profit
company to launch social entrepreneurship. Thus, government should identify and eliminate
obstacles to empower social entrepreneurs.

Government leaders can also be helpful in generating media attention to social initiatives,
which is a key factor for further success of social entrepreneurship. The environment should
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encourage entrepreneurs to implement new ideas. Another powerful way government rewards
social entrepreneurship is through purchasing goods or services social enterprises produce.
Finally, government can collaborate with social entrepreneurs by producing knowledge that
helps in identifying problems, and setting standards for measure the success.

It is noteworthy that current challenges of social enterprises are more concerned to implement
social projects rather than to develop effective business models. If they obtain support from
the government in terms of in the form of tax reliefs, financial aid, grants, loans, or a start-up
capital, they can achieve profitability and growth. As social entrepreneurship is blurring the
"boundaries between the government, nonprofit, and businesses sectors" (Dees & Anderson
2003), they can better serve social purposes.

Furthermore, tax incentives for charities playsstia major role in the development the
non-profit sector. Its growth can be influential in addressing societal needs, however, its
impact on the national level can be increased only when they engage in social entrepreneurial
initiatives.

Kostetska and Berezyak (2014) state that for the growth of social entrepreneurship,
governments should enable supportive environment, including creating favorable legal and
tax conditions to facilitate launching a social business, as well as encouraging interaction
among public, private and nonprofit organizations and with citizens (Kostetska & Berezyak,
2014). For example, during the last years, legislation enabling creation of social enterprises
has been passed in several states of the USA, which includes low-profit limited liability
companies (L3Cs), benefit corporations (B Corporations), flexible purpose corporations, and
social purpose corporations (Stecker, 2014).

Thus, the landscape of entrepreneurship is changing by sustainable business models such as
hybrid businesses, which are cutting the borders between for- and non-profit ventures
(Stecker, 2014). Hybrid enterprises characterized by the integration of social mission with
deriving a profit, make social environmental impact in lieu of maximizing shareholder
revenues (Stecker, 2014).

Moreover, public procurement presents another potential to social enterprises taking part in
tenders relating especially social or health services but this is possible only under the
legislation that considers social, ethical, and environmental criteria when bidding (European
Commission, 2016).

In sum, social entrepreneurs are disrupting nonprofit sector also in Georgia. Governments and
businesses are not solving the problems of the country, and the most of active nonprofits in
Georgia are struggling to survive. In order to achieve a more sustainable business model,
more and more nonprofit organizations have been launching social enterprises.

To accelerate the further development of social entrepreneurship in Georgia, government
needs to create or improve an enabling legal and tax conditions, particularly in terms of legal
forms of social ventures. Besides, tax incentives can help them when market income is not
enough to engage in social activities. In addition, social entrepreneurship should be
encouraged in rural areas to ensure regional development, especially with financial support or
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loan incentives. Moreover, the formation of a consulting, educational, and information center
can help social entrepreneurs to improve business and management skills as well as to
prepare and implement business plans. Furthermore, newly established social enterprises can
also need consulting support on legal issues.

As a result, collaboration between government leaders and social entrepreneurs can generate
numerous benefits for Georgian society. The appearance of social entrepreneurship as a novel
area can open a new path where government and society can benefit from social
entrepreneurial efforts.

10. Conclusion

The article was developed to investigate the relationship between government and social
entrepreneurship, and to show that social entrepreneurial initiatives can respond to market
failure.

Social entrepreneurs have displayed incredible resultsiske in solutions to social problems that
governments as well need to manage. However, the support of government is essential to
success of social entrepreneurs.

The modern society is characterized by a situation where social entrepreneurs and
government leaders could join forces strategically to make changes in society, and to improve
lives of today's population.

Social entrepreneurs are currently solving problems in both developed and developing
countries. Accordingly, governments in developing countries can benefit by social
entrepreneurship to solve social problems with entrepreneurial initiatives.

The factors of the economic and political landscapes are contributing to the expansion of
social enterprises in Georgia. However, the government does not take efforts to a coordinated
and strategic view to support social entrepreneurship in the country yet. As social
entrepreneurs can have significant impact on solution for social problems of society with
innovative and efficient ways, Georgian government should support them. Thus, social
entrepreneurship deserves more serious attention from the government of Georgia than it has
attracted so far.

Social entrepreneurs are able to help government in solving societal problems by finding new
recourses and utilizing existing ones. They even can exempt government tax revenues by
shifting spending from the state budget to private resources. Government needs to fill gaps
caused by market failure, and so address inequalities. For this reason, if should cooperate
with social entrepreneurs to provide public goods, which will lead to the private sector and
markets to work. Accordingly, social entrepreneurship responds to market failures with
innovative tools aimed at addressing societal problems. Social entrepreneurs are able to
experiment and eventually develop a sustainable solutions to problems caused by a market
failure.

In addition, social entrepreneurs should manage outcomes to show their greater benefits for
the society as they transform lives, and demonstrate meaningful, lasting impact. Unlike to
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nonprofit organizations to which "funding requirements may demand that they serve
particular populations or reach certain participation levels” (Morino, 2001), social
entrepreneurs have more freedom in this regard.

Social entrepreneurship can pave the way to next generations to better satisfy their needs. The
concept enables new collaborative efforts between public, private and nonprofit sectors while
forming social value. Thus, the distinction between the business and social sectors is
becoming progressively smooth, and corporations are also engaging in addressing the
challenges faced by society.

Further empirical studies are required to explain how the public agencies can cooperate with
social enterprises. It should reveal the methods government could use to inspire social
entrepreneurs to innovate and to create enabling environment for their initiatives. Besides,
future research should demonstrate tools how the government can reward efforts and
performance of social enterprises as well as produce knowledge to help them meet social
needs.
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