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ABSTRACT

In this paper, we offer a conceptual model for social enterprise (SE) performance that emphasizes on
the roles of dynamic capabilities and innovation strategies. SE is vital as the third sector economy
that addresses on the social, economic and environment agenda. Studying the phenomena of social
entrepreneurship and explaining the social enterprises’ unique behaviors, characteristics, and
typologies will advance research for creating sustainable public wealth. The model offers an
opportunity for evaluation and validation through variety of research design and settings, and could
be of interest to many. Ultimately, it could be used to quantify the contributions of social enterprises
as the third sector economy.

Keywords: Social Enterprise, Social Enterprise Performance, Third Sector Economy, Dynamic
Capability, Innovation Strategy

INTRODUCTION

On a global scale, the world is ageing that most likely, it puts the public budgets on education, health,
environment agenda and welfare including dealing with social exclusion and poverty under pressure.
To address the critical situation, the third sector economy, also known as the social economy that
engages all sectors of the society is well positioned (Defourny et al. 2014). The remarkable growth of
social enterprises (SE) that belong neither “to the traditional private for-profit sector nor to the public
sector” (Defourny et al. 2001) signifies the importance of the socio-economic initiatives as the third
sector. Social enterprise is an alternative type of business strategy drawing upon elements of
entrepreneurship (Defourny et al. 2001), which is established with the main agenda of creating
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positive social change and social values (Auvinet and Lloret 2011). Examples of social enterprise
initiatives include provisions of jobs creations and community programs for the indigenous (Spencer
et al. 2016), disable individuals (Luke et al. 2013) and work integration social enterprise (WISE)
(Bagnoli and Megali 2011).

However, maintaining a social enterprise establishment is very challenging. Running the
enterprise as a voluntary organization, with limited funds and complex governance relationships
requires dynamic strategies for its success continuance. As social enterprises are reflected as private
activities conducted in and with public interest (Ngonini 2014), which seek to serve the community’s
interest rather than profit maximization (Pisano et al. 2015), the social enterprise’s innovation
capability and ability to sustain funds are essential. However, the exploration on how social
enterprise’s innovation capability will drive the performance require further understanding.
Innovation strategy and organizational innovation have become the focus of many organizational
studies, as evident in the work of Jajja at al. (2017), Rousseau at al. (2016) and Crossan and Apaydin
(2010). In addition, how dynamic capabilities are important for enterprise performance has been
explicitly discussed (Teece et al. 1997). Yet, how the two could assist in conceptualizing the social
enterprise performance has not been discussed in depth. Hence, in this paper, we propose a model
of social enterprise performance towards the third sector economy success by focusing on the
essence of dynamic capability and innovation strategy.

SOCIAL ENTERPRISE AND PERFORMANCE

Social entrepreneurship was introduced in the 1970s to address the issue of social problems
sustainably (El Ebrashi 2013) and it was first mentioned in 1972 by Joseph Banks in his seminal work
named The Sociology of Social Movements. Since then, social enterprises have been used extensively
to define works related to “process involving the innovative use and combination of resources to
pursue opportunities to catalyze social change and/or address social needs” (Hausmann 2015).
Although there are different types of social enterprises, Milligan (2013) outlined SE based on
profit/nonprofit-orientation and sources of funds which draw into three major categories; 1)
Leveraged non-profits, 2) Hybrid non-profit ventures and 3) Social business ventures.

Likewise, how social enterprise measure its performance could be evaluated from the aspects of
three characteristics of triple-bottom line, which are economic, social and environment. The
economic bottom line deals with the economic benefits enjoyed by the host society, which includes
socio-economic improvement. However, most studies measured the economic aspects as financial
and organizational performance, and stakeholder relationship (Bastida et al. 2017; Kim and Moon
2017; Miles et al. 2013). Similarly, the social bottom line is the social equity and social values. They
could be measured as sustaining the quality of life and social ecology (Spencer et al. 2016; Miles et
al. 2013), health and education improvement (Arogyaswamy 2017) and provision of access to work
(Cho and Kim 2017). Finally, the environment ecology is the benefits to the natural capital and could
be measured as the impacts to social relationships (Miles et al. 2013) and energy consumption (Arena
et al. 2015).
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DYNAMIC CAPABILITY AND SOCIAL ENTERPRISE PERFORMANCE

Dynamic capability is an organization’s “ability to integrate, build, and reconfigure internal and
external competencies to address rapidly-changing environments” (Teece et al. 1997). Dynamic
capability is well suited to be applied and emphasized in social enterprise context as the micro-
foundation focuses on the distinct skills, processes, procedures, structures, rules and disciplines.
Figure 1 illustrates the dynamic capability and how the elements interact to each other, which is
adopted from (Teece et al. 1997).

Dynamic Capabilities
. : y
SENSE SEIZE TRANSFORM
Identify ) | Designand Refine > Realign Structure and
Opportunities Business Model; Culture
T l Commit Resources l l
Technological Technology Align Existing Invest in
Paossibilities Development Capabilities Additional
Capabilities
Anticipate Defend
Competitor Intellectual
Reactions Property
Strategy

Figure 2. Dynamic Capability and Its Elements (Teece et al. 1997)

Teece (2007) believed successful enterprises are intensely dynamic capable and able “(a) to
sense and shape opportunities and threats, (b) to seize opportunities, and (c) to maintain
competitiveness through enhancing, combining, protecting, and, when necessary, reconfiguring the
business enterprise’s intangible and tangible asset”. However, with the rapid development of
technology and how it changes the socio-economic landscape of social enterprise, technological
capabilities should also be captured. Hence, as emphasized by (Shuen and Sieber 2009), digital
competencies and network economics must be taken into account. Therefore, as social enterprises
must survive the changing social, economic and environmental needs, the ability to sense and seize
opportunities, and to maintain competitiveness is upmost important.

INNOVATION STRATEGY AND SOCIAL ENTERPRISE PERFORMANCE

The role of social entrepreneurs in the third sector economy is very challenging. Leveraging social
networks, assembling resources and bridging institutional voids as according to Pisano (2015) require
collective actions and continuous innovative strategies. Without an innovation strategy, innovation
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improvement efforts can easily become “a grab bag of much-touted best practices” (Pisano 2015).
Looking at the nature of social enterprise, four characteristics of innovation strategies are
fundamental. These are service/product innovation, process innovation, management innovation
and marketing innovation.

Product/Service Innovation Strategy and SE Performance

Product or service innovations are the introduction of a new creation to meet an external user or the
market needs (Damanpour and Aravind 2012). While research on product/service innovations often
focus on large and medium size organizations, effort has been made by (Verhees and Meulenberg
2004) to examine the effects of product innovation to small enterprises’ performance. The results
indicate innovativeness has a strong influence to performance. Recent findings also conclude product
innovation is the determinant of organizational performance (Jajja et al. 2017). Hence,
product/service innovations should be regarded as important criteria in sustaining social enterprise.

Process Innovation Strategy and SE Performance

Viewing innovation as a process means addressing “how” rather than “what” or “how many”
(Crossan and Apaydin 2010). It could be categorised based on levels of analysis, internal, and external
drivers. Viewing the levels of analysis, process innovation can be examined at the levels of individual,
group, organizational, and at the population or inter-organization. Next, the internal drivers include
direction, which relates to top-down versus bottom-up processes; source or inspiration for ideas
stemming from internal, external and locus, which refers to space of innovation such as closed (within
firm) versus open (or networked) processes. Finally, the external drivers can include influences
stemming from markets or regulation (Crossan and Apaydin 2010). Rousseau et al. (2016) concluded
the integration of both product and process innovations yield stronger performance gains. Thus,
process innovation should be included as an important determinant of SE performance.

Management Innovation Strategy and SE Performance

Management innovation is a form of process innovation that is considered non-technological and
influential in impacting success measures (Cerne et al. 2013). Based on Damanpour and Aravind
(2012), management innovation encompasses processes that lead to change in strategy, structure,
administrative processes, and systems. It positions managerial innovation as new organizational
structures, administrative systems, management practices, processes and techniques that could
create value for the organization, and is considered very important. In the context of social
enterprise, having good relationships with multi stakeholders is the key to success. Kim and Moon
(2017) concluded managerial capacity is an antecedent of social enterprise performance. Hence,
community relationship, relationship governance and partner selection must be addressed
adequately.

Marketing Innovation Strategy and SE Performance

Marketing strategy is the initiative that dwells into the branding, low-cost and channel strategy
(Hsu 2011). From this perspective, marketing strategy and product innovation are closely linked.
Even though the marketing innovation strategy was not extensively studied in social enterprise
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research, Liu and Takeda (2015) found the evidences that marketing capabilities and marketing
orientation predict both social and economic performances of social enterprises. Therefore, it is
crucial to address the marketing strategies appropriately for sustaining the social involvement.

CONCEPTUAL MODEL AND CONCLUSION

Based on the discussion, we offer a model that captures the importance of dynamic capability and
innovation strategies as factors of social enterprise performance. How they interact is depicted in
Figure 2. Studying the phenomena of social entrepreneurship and explaining the social enterprises’
unique behaviors, characteristics, and typologies will advance research for creating sustainable public
wealth (El Ebrashi, 2013). Social entrepreneurship and innovation are pivotal to unlocking growth and
economic inclusion.

Dynamic Capability SOCIAL ENTERPRISE
PERFORMAMNCE

Opportunity Sensing
Social Performance

Opportunity Seizure —— (guality of life, social ecology
value, health and education

Maintain Competitiveness improvement, provision of work
ACCess)

Innovation Strategy Economic Performance

(socig-economic improvement,

Product/Service organizational performance,

Innovation financial performance and

H‘ stakeholder relationship)

) Environment Performance
Management Innovation (Environment issue, social
relationship)

Process Innovation

Marketing Innovation

Figure 2. A Conceptual Model of Social Enterprise Performance
As a conclusion, this model offers an opportunity for evaluation and validation through variety of
research design and settings. The proposed model should be of interests to social entrepreneurs,
donors and beneficiaries, local stakeholder and communities, and government agencies. Ultimately,
it could be used to quantify the contributions of social enterprises as the third sector economy.
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