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I he global society faces challenges of increasing complexity: ineffective
healthcare systems, environmental degradation and climate change, accelerated
urbanization, fragmentation of contracts, and uncertainty regarding the coverage of
basic needs in the medium term. And, most importantly, it seems clear that the
current model of progress is not prepared to respond to this expanding set of
problems.

Imagine a new model of social and economic organization that intrinsically
embraces ethical values and sustainable development: welcome to “smart
globalization.” In the words of the Rockefeller Foundation, the challenge is to
harness these creative energies and direct them towards sustainable progress in
communities around the globe. Smart globalization is the goal and social
innovation is the method aimed at designing and implementing better
approaches for meeting ever-evolving social needs. Its architects range from
government-run institutions and nonpropt organizations to the new social
entrepreneurs that are changing the face of social action. Throughout this study,
we will analyze all these aspects to chart out a map of social innovation, as well as
describe the trends in the path toward sustainability that will determine how we
address the major global challenges of the century.

Social open innovation: reinventing cooperation between agents

Cooperation between social agents is clearly an outstanding issue in the peld of
social innovation. As the number of agents increases, it becomes necessary for
them to work together to develop synergies, particularly between companies and
NGOs. Institutional support and pnancing continue to be scarce, hindering social
innovation, while social problems intensify. The goal should be for governments to
create enabling environments for social entrepreneurs by promoting innovation,
rewarding performance and replicating the success on a larger scale.

Corporate social responsibility in the 21st century

Society increasingly perceives global businesses as the only institutions strong
enough to meet the long-term social and environmental challenges facing our
planet. As such, corporate social responsibility has now become an “obligation.” We
are seeing the emergence of standard guidelines to determine how companies carry
out and convey their efforts aimed at social and environmental sustainability.

Scaling social innovation in a globalized world

Within the social action sector, one often pnds countless local programs in a given
neighborhood or city, yet they lack an organizational structure that can bind them
together to maximize the time, funds and creativity invested so as to repeat the
experience elsewhere. Thus, one of the basic challenges facing social innovation is
to replicate and scale successful business models, in order to make an even
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greater positive impact. What are the main obstacles met by those agents looking
to scale? First and foremost, they have little government support along with the
problem of pnancing the projects.

Sustainability in times of uncertainty: ensuring the future

We are witnessing a transition in which nonpropt organizations no longer depend
on donations for their survival. In its present state, the social innovation sphere
depends to a large extent on the advent of hybrids that blur the boundaries
between the private, public and social sectors. This is the so-called “fourth sector,”
which appropriates businesses practices for social purposes. There it is common to
pnd ohybridé business models for addressing major societal challenges that blend
attributes and strategies of the three traditional sectors. For now, there is minimal
standardization for evaluating the track record of these models since no consensus
has been reached on the suitable metrics for assessing the effectiveness of their
business and measuring its impact.

Lessons learned: searching for new ways to solve old
problems

In the new area of social innovation we have seen the emergence of a new
business model, which could even be considered a sector of its own, in which
social-purpose organizations adopt the organizational forms of the business world.
There is growing competition among these organizations to respond to social
problems by offering solutions of greater efpciency, effectiveness and
sustainability. We are also seeing increasing levels of specialization. By targeting
specipc segments of the population, social agents are able to reduce costs,
leverage economies of scale and focus on a narrower, more specialized range of
activities.

The pght against poverty and the commitment to development

Developing countriesi excessive reliance on charity from developed countries is
anything but sustainable. While it is true that efforts have shifted in their nature
over the past two decades to programs more in line with self-sufpciency, what will
really shape solidarity in the 21st century are two trends: the market solutions for
serving the “bottom of the pyramid” and the social entrepreneurs that emerge
from the developing countries themselves.

Environmental protection

Despite the fact that politicians worldwide have added environmental issues to
their agenda of international diplomatic relations, they are still lamenting the
“limited progress in the climate negotiations” at Copenhagen. Fortunately, the
range of environmental programs, far from being traditional ecosystem
conservation projects, largely stand out as being innovative, creative,
technological and scalable.

© 2009 Fundacién de la Innovacién Bankinter. All rights reserved. 7
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Social cohesion: framework for inclusion and development

At the beginning of the 21st century, we started noticing the effects of an
increasingly fractured social contract. The slightest disturbance causes sharp rises
in unemployment, medical costs exceed workersi ability to pay, companies often
cut social benepts, and government is no longer able to curb social inequalities.
There is a crucial need to implement models that contribute to social welfare and
promote economic activity to achieve development for the disadvantaged
communities and excluded groups. Now more than ever, it is time to move toward
building a globalized civil society.

The right to health

Health is a right to which everyone should be entitled. Unfortunately, there is a
vicious circle that affects poverty and disease. Poor people suffer from more—and
more serious—diseases, a fact that is compounded by their limited access to
healthcare. Even when healthcare is available, the cost of using it exacerbates
these peopleis poverty, thereby further feeding the vicious cycle. Nevertheless, the
problems arising from an inefpcient healthcare system are also found in
developed countries. Due to rapidly aging populations, social benepts have taken
on increasing importance in developed countries, where the health needs of
seniors, the disabled and working families are not always fully met. Social
innovation is the answer to many of the challenges existing in the peld of health,
from pnding the cure for diseases, to establishing new lines of distribution for
attending to the less accessible population.

The commitment to education

Education systems in developing countries are characterized by poor, often
politicized management, a high rate of teacher absenteeism (due to AIDS), and a
degree of corruption that prevents the necessary funding and resources from
arriving. Education systems in developed countries suffer from overcrowded
schools and safety issues, parents who are not actively involved in their childrenis
education, problems integrating immigrant children, unmotivated faculty, poor
teaching quality, and a failure to adapt to job-market needs and global
competition. The battle must be waged on multiple fronts, namely: ensuring
access to education from an early age and improving the quality of the system. To
guarantee that equitable, equal-opportunity, quality education is regarded as a
universal human right, everyone—from the state to individual families to society at
large—must be committed to it.

Social innovation is not a stroke of luck, or something that happens by chance. It
is in fact highly dependent on the necessary foundations being set in place for
promoting open collaboration between social agents, institutional support through
favorable incentives and policies, and the advent of new business models that
make efpcient and sustainable use of technology in their projects. This community
is responsible for adapting to a new environment and avoiding the risk of

© 2009 Fundacién de la Innovacién Bankinter. All rights reserved. 8
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innovation remaining exclusively on paper so as to allow some social and
environmental issues in the headlines and political agendas to be resolved once
and for all. Companies like this represent the future of social innovation, capable
of creating sustainable, scalable organizations that deliver reasonably priced and
essential goods and services that raise the standard of life for even the most
socially disadvantaged people. Hopefully, these socially conscious, sustainable
organizations will discover the path toward solving the challenges facing us in the
21st century.

© 2009 Fundacién de la Innovacién Bankinter. All rights reserved. 9
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I he year 2006 ought to go down in history as a key date, a turning point in
the transformation of cooperation for development and social action. The
revolution began brewing since the 1980s, built up steam in the i90s and
materialized in the opening decade of this century. And then in 2006, three
symbolic events marked the depnitive start of a new era: the metamorphosis of Bill
Gates from entrepreneur into philanthropist, the awarding of the Nobel Prize to
Muhammad Yunus, and the publication of The Fortune at the Bottom of the
Pyramid by C.K. Prahalad.

Gatesi decision consolidated the professionalization process taking place in
foundation management and philanthropy. The recognition of Yunus gave
legitimacy not only to micropnance, but also to the very concept of the social
entrepreneur. Meanwhile, the book by Prahalad brought a radical change to the
conception of social responsibility for companies.

In June 2006, Bill Gates, one of the worldis richest men, announced his intention to
step down as chairman of Microsoft in order to devote himself completely to
philanthropy projects through his foundation, which already had over 30 billion
dollars in assets. Soon after Gatesi decision became known, his friend and fellow
billionaire Warren Buffett announced his intention to double the holdings of the
Gates Foundation with a gift of another 30 billion dollars in shares of his company
Berkshire Hathaway.

In 2006, the Gates Foundation disbursed nearly $1.9 billion toward international
development aid, healthcare and improving secondary education in the United
States (the ofpcial aid budget of Spain in 2006 totaled just over 3.2 billion euros).
Since then, the contributions have progressively increased, surpassing the $3
billion mark this year.

The Gates Foundation is transforming the world of philanthropy, and not simply for
the size of its contributions, but thanks to its analysis, decision-making and results-
evaluation processes. Gates did not hesitate to draw a parallel between his roles at
Microsoft and the Foundation: both organizations seek innovative solutions, both
require a variety of multidisciplinary teams, both need top-notch human talent and
both take a strategic, result-based approach. That professional, analytical, strategic,
result-based approach is one of the key aspects of the new philanthropy.

In October 2006, the Norwegian Nobel Committee announced the awarding of the
Nobel Peace Prize to Muhammad Yunus for his efforts to “create economic and social
development from below.d Yunusi award was a historic recognition for an entire class
of modern social activists that are now known as “social entrepreneurs” for their
ability to apply business mechanisms to solving complex social problems “from below.”
Social entrepreneurs create innovative, economically self-sustainable solutions to
complex social and environmental problems by founding new companies to provide

© 2009 Fundacién de la Innovacién Bankinter. All rights reserved. 12
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products and services that are not available in the market. As with any successful
entrepreneur, social entrepreneurs are clever, pragmatic opportunists. However,
they do not consider economic propt to be an end, but rather a means of
generating resources to serve a particular social cause, such as: poverty reduction,
improvements in health or education, social justice and equal opportunity.

The Yunus success story consisted of creating the prst major microbank, Grameen,
in Bangladesh. Grameen is a pnancial institution that furnishes loans and other
pnancial services to millions of marginalized people, with the aim of helping them
rise out of poverty by their own means. The example of Grameen has inspired
hundreds of similar organizations in other parts of the world. In 2007, one of
them, Compartamos Banco, took the concept of social enterprise even further by
becoming listed in the Mexican stock market (despite lacking the approval of
Yunus). The success of Grameen, Compartamos and hundreds of other social
enterprises has proven that the ground rules for the company and the market can
also serve economic and social development.

The idea that poverty and other social injustices and market failures can be
eradicated precisely through business and market solutions is the central
argument of the Prahalad bestseller. According to the book, large prms should
not view poverty as a problem, but rather as an opportunity; they should not
view the poor as poor people, but rather as potential customers. By doing so,
says the author, not only will they be able to create new sources of revenue, but
also help combat poverty through the creation and distribution of new sources of
wealth.

The so-called “bottom of the pyramid models” offer a conceptual framework for
action that differs greatly from the traditional models of corporate social
responsibility, which associate corporate philanthropy with reputation instead of
core processes of innovation and business development.

These three cases (Gates, Yunus and Prahalad) are symbolic of the new era of
social action and highlight the keys to the new models of economic development,
which some refer to as “Global Development 2.0": viewing the common market as a
solution (not only as a problem), making decisions based on analysis and science
(not only on personal passion), seeking decentralized solutions from the bottom
up (not only centralized and from the top down), having conpdence in the project
and personal inventiveness when seeking solutions (as opposed to major policies
and institutional decisions), and perceiving the enterprise as an essential tool for
development (not as an outside, potentially detrimental agent).

This new publication from the Future Trends Forum — Bankinter Foundation of
Innovation presents an overview of these trends, which open a window of hope
into the future.

Angel Cabrera
President of Thunderbird School.

© 2009 Fundacién de la Innovacién Bankinter. All rights reserved. 13
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Introduction

I n todayis world, social action is a highly disparate concept compared to the
traditional idea that once inspired nongovernmental and nonpropt organizations,
whose scope of action is limited to raising funds to combat poverty in developing
countries. The social agents involved in social and environmental causes have
come to the realization that it is not sustainable to give funding for humanitarian
aid unless long-term solutions are put in place to ensure some degree of continuity
in terms of the necessary resources. Meanwhile, the recipients of those social
actions themselves have reached the same conclusion, convinced that it is of little
use to have a supply of psh if there is no pshing rod.

We are currently witnessing a major shift in mindset toward the so-called “smart
globalization,i whose objective arises from the need to pnd a global model of social
and economic organization that is, above all else, sustainable. Social innovation
has emerged from the search for lasting, sustainable solutions for the challenges
posed by the current global socioeconomic situation: addressing the issues of
climate change and limited resources; pghting poverty and social inequality;
protection against natural disasters and epidemics; the right to social benepts in
the context of an aging population; improving infrastructures and
communications; and, ultimately, the need for sustainable growth. The Future
Trends Forum experts consider that the kinds of social innovation projects
deserving priority above all others are those that foster social change, versus those
centered on making better use of resources, creating new products, or building
better infrastructures (see Figure 1).
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Figure 1: Priority of the different types of social innovation according to the Future Trends
Forum experts.
Source: Prepared by the authors.
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Social innovation responds to the aim of applying a new perspective to the task of
alleviating social and environmental problems, taking a creative approach and
looking for a ways to replicate effective solutions elsewhere. Throughout this
publication, we will refer to the aforementioned characteristic as the “scalability”
of products, services and business models that emerge as part of the social
innovation process. However, scalability is not the only challenge standing in the
way of social agents working toward improving the effectiveness and impact of
their actions. It is becoming increasingly apparent that those involved in the social
innovation arena must pnd ways to interact and cooperate in order to develop the
right synergies. Somehow, as contradictory as it may seem, it is vital for these
agents to collaborate and, at the same time, for there to be a certain level of
competition that fosters the creation and implementation of a wide variety of
innovative and sustainable projects and programs. This becomes progressively
more complicated since more and more social agents must be brought into the
mix: private foundations, the social entrepreneur, nonpropt organizations, etc.

Within this new environment of social agents, they speak of a “fourth sector” as
the new group of organizations, both for-propt and not-for-propt, that are leading
social innovation and proliferate at the crossroads between the public, private and
social sectors to address unfulplled needs, be they social or environmental. Also
notable here are the roles played by government, educational systems, corporate
social responsibility of businesses and individuals, all of whom being part what is
known as “collaborative social innovation.” Web technology has enabled the
transfer of information and ideas between the participating agents through blogs
and Internet sites where experts and enthusiasts converge to share and solve
problems that call for an innovative outlook.

For its part, the private sector is also redepning its role in the process of social
innovation. On one hand, corporate social responsibility (CSR) is seen as a
challenge: the current economic and pnancial crisis is not an excuse for
organizations to leave it out of their core corporate strategy. Despite the
difpculties involved in setting standards for reporting on CSR, companies that do
not weave it into their focus areas will be at a disadvantage versus their
competitors. Going beyond the realm of CSR, the business world has now thrown
its hat into the social innovation ring. There are increasingly more private
organizations seeking sustainability and economic autonomy, making their
primary activity the search for solutions to the current social and environmental
issues, even doing so with zero proptability. Despite being founded with a clearly
depned social objective, they take advantage of the functionality and organization
of the private sector for developing and implementing their social programs, to
make an even greater positive impact. Coupled with this new modus operandi is
the use of certain indicators that allow for monitoring the result of their activity,
which could prove somewhat difpcult inasmuch as it involves intangible
accomplishments.

The pnal chapter focuses on the models of social innovation that contribute to
well-being in the social action arena from varying points of view. The eight

© 2009 Fundacién de la Innovacién Bankinter. All rights reserved. 17
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Millennium Development Goals, adopted by the international community as a
framework for the development processes of over 190 countries in 10 regions,
have served as a backdrop for classifying the programs that are leading social
innovation in each area and set a clear example for other programs sharing the
same objectives. We begin by analyzing the business models that target the
bottom of the pyramid, namely programs for eradicating poverty and promoting
development. The trend points toward the application of market solutions to social
problems, based on the viewpoint that, by involving the bottom of the pyramid in
the formal economy, it helps generate wealth for families in disadvantaged
communities and drives the countryis economic growth. An additional factor is the
increased importance of the role played by social entrepreneurs from developing
countries, who search for new ways to solve old problems. Then we discuss some
models that are arresting environmental degradation and ensuring the limited
supply of energy resources. Thirdly, we examine the models that contribute to
social welfare and nurture economic activity for the development of disadvantaged
communities, particularly in developing countries. However, that same social
welfare is approached in terms of solving “homegrown” social problems derived
from the current crisis, such as unemployment and increased poverty. Fourth, we
address the models that reduce the 010/90 gap6é and resolve the inefpciency of
health systems, in both developing countries and developed countries. Lastly, we
look at some educational models that lay the foundation for a system whose
maxim is to guarantee education as a human right, without forgetting that the
spirit of innovation must start in the classroom.

In short, this publication strives to reyect the main characteristics of a new
landscape in social action, where innovation and the application of new
technology are two constants in the quest to meet the challenges facing the
human race in the 21st century.

© 2009 Fundacién de la Innovacién Bankinter. All rights reserved. 18






The contribution of social
Innovation to “smart” and
sustainable globalization



The contribution of social innovation to “smart” and sustainable globalization

The contribution of social
Innovation to “smart” and
sustainable globalization

1 Smart Globalization: Bene ting
More People, More Fully, in More
Places, The Rockefeller Foundation
2007 Annual Report.

“Our shared challenge is to harness these creative energies and direct them to drive
sustainable progress in communities around the globe. Our common efforts must serve
to assure that as economic conditions improve, the worldis most vulnerable people can
access tools and techniques, ideas and innovations, strategies and solutions to build
better futures. We call this smart globalization [...].”

Rockefeller Foundation.*

G lobalization is a given. From the moment Christopher Columbus set foot on
the New World up to today, history has shown constant signs of a drive to expand,
ultimately leading to the increasing integration of world economies. Many factors
have fostered a geopolitical setting in which the exchange of goods and services,
capital, individuals and information is on the rise. An acceleration in the spread of
policies, the domino effect of both bull and bear economies, the technological
revolution as a source of many breakthroughs and telecommunications as a
decisive engine for the pace and scope of change in our environment are all
evidence of an unprecedented global interdependence.

The initial hypothesis is that the advance toward globalization is just an example
of the global commitment to solve commercial, pnancial and geopolitical
depciencies and to boost social welfare. However, it is increasingly obvious that
the current model of progress does not consider the side-effects of the urge for
spectacularly accelerated growth. Developed economies are faced with
increasingly complex challenges such as solving the impact of the global crisis and
excessive debt, or environmental problems that are aggravated by the negative
impact of their growth models on natural and energy resources. In addition, they
are subjected to increasing pressure from citizens seeking customized services and
from the impact of an aging population on the level of wealth and on social
expenditures.

Similarly, certain overly export-driven emerging economies, particularly in Asia,
have recently been showing high savings and “underconsumption” patterns. This
phenomenon stems from a drop in their product prices, which is possible due to
lower labor costs and capital accumulation, caused partly by sales of their natural
resources. This has enabled them to cover the debt of developed countries that
require pnancing as a result of the economic crisis, boosting globalization and
interconnection between different countries. However, the greatest challenges are
still to come. These emerging economies have started hopping onto the
consumption bandwagon, with an emerging middle class that imitates the
Western lifestyle. This in turn increases the pressure on natural, energy, capital
and human resources. Both sides—developed and emerging economies—feed back
into each other, making for frequent pnancial disturbances and speculative
bubbles that have ended up unleashing a global recession.

A third variable must also be factored into this equation: developing countries. The
Vip side of progress is that half of the worldis population is still living on less than

© 2009 Fundacién de la Innovacién Bankinter. All rights reserved. 2 1
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2 “Globalization Without Poverty:
Social Development,” Accion Social,
Céritas.

four dollars a day. Letis face it: poverty and social exclusion are far more pressing
issues than we would like to think of offhand. The domestic social fabric in
developed countries is also vulnerable to the disturbances that are usually
associated with developing countries. In times of economic recession such as
these, this fact becomes increasingly relevant, since we are faced with highly
diverse social groups and classes dropping below the poverty line. We see this in
the number of Spanish families seeking help in meal centers and charity services
after the scourge of the crisis—yet another reason to wonder whether the former
economic growth was sustainable after all. Although researchers point out that
extreme poverty has dropped signipcantly in Spain over the past decadefifrom
about three and a half million to a half a million—the fact is that moderate poverty
has barely gone down at all.?

The current economic situation is a reminder that there are depciencies in the
ways in which markets operate and that corrective action must be taken.
Traditionally, governments have covered these depciencies, such as poverty,
inequality, the supply of public goods, etc., but the crisis is reducing government
income and, therefore, the gaps in these areas are widening. In developing
countries that suffer from a structural lack of resources, these gaps are far more
apparent, and problems such as the lack of infrastructures and social benepts call
for a new approach in searching for solutions. Against this backdrop, the forecast
is for these gaps to be increasingly breached by social innovators who perceive an
opportunity in this new setting.

Yet what would happen if innovative creativity were used to improve the situation
of the neediest, to balance the global scales? What if we reconsider the way in
which our planet can support better consumption and production patterns for a
population of close to seven billion inhabitants? Welcome to “smart globalization.”
This change in the approach to globalization (as it has been viewed up until now)
is based on qualitative development, leaving strict quantitative growth in the
background. The goal is to implement a new model of social and economic
organization that is intrinsically bound to ethical values and sustainable
development. This not only calls for major structural changes; it also requires an
effective political will and a radical change in the mindset of our society; the
intention is already there. We see recurrent, widespread topics in expert forums
and international headlines: the challenges of climate change, limited resources,
pbghting poverty and social inequality, protection against natural disasters and
epidemics, the right to social benepts in the context of an aging population,
improving infrastructures and communications, and, ultimately, the need for
sustainable growth.

The role of social innovation

A nationwide survey in the United States conducted jointly by the Rockefeller
Foundation, one of the longest-standing, most innovative and inyuential
foundations in the world, and Time magazine in the summer of 2008 (before the
crisis had a chance to show its darkest side) pointed out that “Americans want new

© 2009 Fundacién de la Innovacién Bankinter. All rights reserved. 22


http://rockfound.org/
http://rockfound.org/

The contribution of social innovation to “smart” and sustainable globalization

3 “Q&A: Judith Rodin,” Stanford Social
Innovation Review, 2009.

public policies. They want government and their employers to enter into a new
kind of social contract. Americans also understand that their roles will have to
change and that the 21st century is going to demand different things of them as
well. [...] The opportunity for innovation is real, in part because resources are
limited. Whether itis innovation in public policy, whether itis a White House Ofpce
of Social Innovation, whether itis new kinds of models of public-private
partnership, all of these are going to be necessary.™

Smart globalization is the goal; social innovation is the method. Although the
innovation process has traditionally been associated with creating or improving
products and services, it is applicable to other aspects such as reinventing business
processes, creating new markets or changing the use of distribution channels. By
extension, social innovation refers to all the strategies, concepts, ideas and
organizations that attempt to fulpll all sorts of needs, ranging from a communityis
economic development, education, and healthcare to any other social or
environmental action. Ultimately, social innovation strives to design and
implement better ways to cover social needs, either in entirely new ways or by
combining existing elements to come up with new results. The idea is to generate
the greatest possible value for society from the smallest amount of resources,
where value is understood as the ability to make up for the depciencies in a
society at every moment, and acknowledging that those depciencies always
change over time.

There is a large variety of agents promoting social innovation, from up-and-
coming social entrepreneurs who apply entrepreneurial practices to solve social
problems, to institutions managed by governments or nonpropt organizations.
Unfortunately, the agents involved often face many obstacles when pursuing
social innovation measures. On one hand, the traditional nonpropt and NGO sector
lacks a system that actively encourages innovation, since more often than not the
need to provide immediate help takes precedence over developing a longer-term
strategy. On the other hand, many of the best ideas never get beyond the paper
stage because they are unable to secure funding that will take on the risks and
materialize project incubation. According to the Future Trends Forum experts, the
current economic and pnancial recession will have a particularly negative impact
on social innovation projects because it will not only be harder to secure funding
and subsidies, but also because it will become increasingly complicated to manage
a proptable business in the social realm. Looking on the bright side, the crisis may
urge people to get more involved in social action projects. In addition, many
organizations will be forced to manage their scarce resources more efpciently and
apply pnancing methods that prioritize income and business sustainability. This
may have a positive effect if the so-called “social sector” becomes more streamlined
and self-sufpcient.

What we have here is a great opportunity for social innovation. Governments and
businesses are primarily responsible for promoting social innovation to address

the short-term and structural challenges facing todayis economies. The short-term
challenges are a direct consequence of the recession and the instability caused by
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40ltis not about the money, say the
risk takers,” Social Pioneers, The
Guardian supplement (03/18/2009).

the crisis that is being experienced across the globe. As we witness bailouts of
banks and major sectors whose future is decisive for the rest of the economy, we
realize how urgent it is to speed up testing and implement models that can offer
greater and better results using fewer resources, with the ultimate goal of
mitigating the devastating consequences of the crisis. One could say that the onset
of the pnancial crisis has merely accentuated the problems (climate change, the
implications of caring for an aging population, etc.) that we could see coming for
decades. Social innovation is the recipe for solving the major challenges of the
21st century, and the crisis has only heightened its importance. According to the
experts, the only way out of the recession is to pass the recurrently failed test of
sustainable development.

However, governments do not prioritize the need to overcome major social and
environmental challenges, and consequently do not allocate more funds to easing
the recession than to subsidizing social innovation. In addition, they collect fewer
taxes and, obviously, have to spend more in defraying the consequences of the
recession through unemployment aid or the rescue plans mentioned earlier, for
instance. Meanwhile, businesses no longer fund philanthropic efforts or social aid
projects; their main concern is to cut back on spending. Social entrepreneurs, the
major engines of social innovation, watch their options for advancing a social
business model dwindle, often due to lack of funding. In emerging and developing
countries, the situation is even worse. Not only are governments unable to fund
projects of this nature through taxes, but there is no efpcient business network to
channel funding.

Meanwhile, international resources aimed at easing these structural depciencies
are shrinking on account of the crisis. In addition, governments, supranational,
and multinational organizations proved inefpcient in addressing those social
problems. Very large organizations were established, but their solutions were
either ineffectual or partial. In some instances, this type of management ended up
perpetuating the problem by creating an aid-only culture. For instance, money
was provided, but not the tools for tackling the problem independently. This led to
greater global awareness, and entrepreneurs began to show increased concern for
these social illnesses. That was when the truly entrepreneurial spirits decided to
tackle the problem with management tools.

The current economic climate is going to generate a greater need and demand for
welfare services. That is where innovation comes in: we must provide more
services using fewer resources, foster cooperation and create easily replicated
models for change. Society is taking on highly complex challenges that call for
new ideas in a fast-changing environment where it is crucial to be yexible and
alert. Many experts deny that the idea-generating process is primarily affected by
lack of capital; they believe it is actually more sensitive to other factors, such as
institutional support. According to NESTA (the National Endowment for Science
Technology and the Arts, an independent organization aimed at promoting
innovation in the United Kingdom), dyexibility is a much more powerful factor for
change™ For its part, the Gartner research group suggests “a four-pronged
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approach: creativity, challenging, collaboration and cooperation.”™ As a matter of
fact, the latter two are increasingly frequent among the agents involved in social
innovation (governments, social entrepreneurs, prms, the nonpropt sector, etc.),
giving rise to what is referred to as collaborative social innovation or
crowdsourcing. Once again, technology enables society to make connections and
foster relationships that would not occur otherwise, in a platform where the
common goal is to generate and share problems and solutions coming from many
different perspectives. Later on, we will analyze the importance of these social
networks and cooperation between the agents involved.

Given this situation, it is hardly surprising that leaders have begun to make
signipcant changes in social innovation programs. In May 2009, for instance, the
Obama administration announced its intention to request a $50 million allocation
of the following yearis budget for seed capital for its Social Innovation Fund.® To
quote the prst lady, Michelle Obama: 0The idea is simple: to pnd the most effective
programs out there and then provide the capital needed to replicate their success
in communities around the country that are facing similar challenges. By focusing
on high-impact, result-oriented non-propts, we will ensure that government
dollars are spent in a way that is effective, accountable and worthy of the public
trust.””

The expression “necessity is the mother of invention” reminds us that innovative
thinking must thrive during recessions, and that when some doors are shut, others
always open up. Social innovation is the long-term solution for sustaining global
economic growth, but the task calls for more than just maintaining coordinated
programs and measures. A culture of ongoing innovation must be promoted
within organizations, covering everything from generating new ideas to testing
and applying them at a greater scale so as to lead change and fulpll the needs of
smart globalization. It is crucial for all the agents to join forces: governments,
social entrepreneurs, businesses and NGOs. The process must also include
optimizing the allotted resources and achieving better results. The notion of
sustainability has also taken hold within the area of social action and the
organizations promoting it attempt to implement it both internally, striving for
self-sufpciency to ensure their future, and in the communities they help out, based
on the assumption that if you give a man a psh, you feed him for a day, but if you
teach a man to psh, you feed him for a lifetime. Meanwhile, we must remember
that innovation is critical for the process and that it is no longer viewed as new
products or services; now it is extended into the scope of what some refer to as
“complex public goods,” such as a safe, clean environment.®

Over the following chapters, we will analyze all these aspects to chart out a map of
social innovation and capture the trends that have been emerging and will
determine the future depending on how we address the major global challenges of
the century. Special focus will be given to those cases in which new solutions are
found for old problems. Unless we resolve these outstanding issues, achieving
sustainability is bound to be an uphill battle.
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“Try again. Fail again. Fail better.”
Samuel Beckett, Irish writer, playwright and poet

O ne of the reasons for the onset of social innovation is the existence of
unfulplled social and environmental needs, éa gap between what there is and
what there ought to be, between what people need and what they are offered by
governments, private prms and NGOs, a gap which is constantly widened by the
emergence of new technologies and new scientipc knowledge.® The so-called
“fourth sector” leading social innovation is a new group of organizations at the
crossroads between the public, private and social sectors. It is distinguished by
implementing practices that cross traditional sectorial borders to develop new
social relationships between agents. Its goal is to develop innovative activities that
will cover unfulplled needs, be they social or environmental. The agents are
responsible for extending social innovation beyond what was initially a marginal
area. The following aspects have been identiped by the Future Trends Forum
experts as “accelerators” of success in social innovation, having moved out of the
background and into the spotlight of current events:

n Innovation applicable to models for business and products; not haphazard
pndings, but rather deliberate pursuits.

n Private companiesi ability to solve social and environmental problems more
effectively than governments.

n Collaborative innovation as a future ecosystem for sharing ideas among a
greater variety of agents in an environment that is open to participation.

n The role of technology (communications, the Internet) to facilitate
collaborative innovation.

We mentioned earlier that the reason for the existence of social innovation was
the gap between the problems we are facing and the solutions that are currently
available. These problems can be viewed from three different perspectives?®:
problems that intensify (from diversity and conyict to climate change and mental
illness), models that are failing or stagnant (from traditional electoral democracy
to criminal justice) and pelds where new possibilities are not being adequately
exploited (such as mobile technologies and open-source methods).

There is still much work ahead, but in addition, many of the challenges facing
social action organizations must be overcome so they can improve their operations
and increase the impact of their efforts.

First of all, there is an outstanding issue involving cooperation between social
agents. Despite the advent of new open collaboration structures, much remains to
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be done in terms of the potential synergies between them. The relationship
between businesses and NGOs or nonpropts has not fully developed. Institutional
support and pnancing continue to be scarce, hindering social innovation, while
social problems intensify.

Secondly, corporate social responsibility is becoming a requirement, something
more than a mere enhancement to marketing campaigns in private companies.
We are starting to see the emergence of standard guidelines to determine how
companies carry out and convey their efforts aimed at social and environmental
sustainability. The crisis and the resulting strategy of focusing on short-term
measures to overcome the recession are no longer acceptable excuses for
companies to put off developing sustainable and socially responsible businesses.

Thirdly, one of the challenges that has elicited the most discussion is that of
achieving “scalable” high-impact projects that are primarily reliant on innovation
and technology. Even if efforts multiply to address an increasing number of social
and environmental goals, the fact is that the opportunity cost of not replicating
existing innovations elsewhere is of critical importance to the impact of social
action. If we are capable of taking the successful cases and replicating their results
in other communities where similar needs exist, we will be developing the
necessary skills for creating an environment of sustainable, lasting social action.

In addition, we are witnessing a transition in which nonpropt organizations no
longer depend on donations for their survival;, now they are established as
companies with entrepreneurial goals and organizational structures, striving for
sustainability and economic independence. How the stage for social innovation is
set depends to a large extent on the advent of hybrids that blur the boundaries
between the private, public and social sectors, as we discussed previously.
Signipcantly, in his speech about food security during the G-8 Summit in LiAquila
(Italy) in the summer of 2009, Barack Obama stressed the importance of programs
being implemented “sustainably” and of stimulating the private sector in countries
receiving aid.

Finally, measuring results has become one of the requirements for proving that
these efforts are economically sustainable. Companies striving to achieve
sustainability can hardly assess their progress unless they analyze a series of
measurements and key performance indicators to pnd out whether their business
is effective, measure their companyis impact on its environment, and compare it
with that of other efforts. Obviously, applying these measurements to social and
environmental areas is difpcult because of the complexity involved in determining
the most appropriate ones in each case; besides, the reporting system for results
has yet to be adequately standardized.

Social innovation is not a stroke of luck, or something that happens by chance.
True though it may be that the great ideas referred to as big bangs by the Future
Trends Forum experts do exist, social innovation is actually far more dependent
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on the necessary foundations being set in place for promoting open collaboration
between social agents, institutional support through favorable incentives and
policies, and the advent of new business models that make an efpcient and
sustainable use of technology in their projects. This community is responsible for
adapting to a new environment and avoiding the risk of innovation remaining
exclusively on paper, so as to allow some social and environmental issues to make
the headlines and allow political agendas to be resolved once and for all.

a. Social open innovation: reinventing cooperation between agents

Social innovation cannot be solely associated with the nonpropt sector. In recent
years, there has been a growing consensus about the importance of the role of
other agents in social action, particularly that of social entrepreneurs. One of the
most widespread conclusions among the Future Trends Forum experts regarding
social innovation is the need for closer collaboration between social agents; for the
most part, many view social entrepreneurs as the link between different sectors,
communities and institutions. A metaphor is often used to illustrate this fact: On
one side, we have the “trees,” which are the major government agencies,
companies, and nongovernmental organizations with roots, power and money. On
the other side are the “bees"-social entrepreneurs, professional or community
groups that develop ideas with a certain degree of creativity and passion for what
theyire doing. Generally speaking, the bees have the necessary energy and ideas,
but are not as good at implementing them, whereas the trees have pnancial power
and inyuence, but lack innovative drive. Successful change occurs when the two
join forces, when the bees pollinate the trees and simple ideas turn into programs
and policies.'!

Synergies between companies and NGOs

Clearly the challenges of sustainability are too complex to be addressed
independently from one another. All the agents and stakeholders involved need to
be committed to applying innovative, entrepreneurial, result-oriented, and
potentially scalable solutions to social and environmental problems. To do so, we
need stronger collaboration between social agents: cooperation to implement the
measures, coordination between the different processes involved, compatible tools
and shared development of new pnancing methods. iOverall, harmonization and
interoperability will reduce redundancy, enhance competition for the best tool and
solutions, increase market demand for infrastructure services, and align individual
incremental efforts [...]."2

The main objective of this cooperation between agents is to develop synergies,
particularly between companies and NGOs. On one hand, private companies have
internalized a sense of obligation to implement corporate social responsibility
within the organization. Now there is actually an increase of business startups
with purely social objectives that apply an entrepreneurial approach to their
resource management and organization in order to maximize their impact.
Meanwhile, nonpropt organizations are adopting increasingly similar structures to
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those of private companies, seeking the potential of a greater scale, of measuring
results or of pnancial power. Furthermore, it is becoming apparent that the
boundary between private companies and nonpropt organizations has begun to
fade, as many of the innovations that emerged within the private sector have
been applied to address social challenges that had traditionally been dealt with by
nonpropts. As we will examine later on, many experts refer to a ¢fourth sectoré
with a proliferation of business models at the intersection of the private, public
and social sectors.

According to Jacqueline Novogratz, founder and CEO of Acumen Fund, the contact
that develops between businesses and social entrepreneurs is determined by a
variety of factors: “First, we will see more corporations reaching out to social
enterprises and traditional NGOs to facilitate the strengthening, expansion, and
deepening of their own supply chains. Corporations are designing and developing
affordable, useful products for the poor but they lack the real understanding of
how poor communities work and, in some cases, lack the yexible distribution
systems (and trust) to reach those communities effectively. NGOs and many social
entrepreneurs, on the other hand, can have a deep knowledge around markets
serving the poor but may lack the infrastructure, resources, or management depth
to bring needed products to them. [...] Second, we already are seeing a changing
zeitgeist among many employees of big corporations, so we will likely see more
activity from employees at all levels of a MNC that are focused on serving social
enterprises and the poor directly.”® Therefore, the connection between businesses
and social enterprises can provide considerable synergies with benepts for both
parties involved. According to a Harvard University publication,'* the benepts of
new social alliances between agents cover a wide range of aspects:

n Improved operational efpciency: achieving reduced costs, increased process
efpciency and better service delivery.

n Product and service innovation: partnerships can create openings for the more
effective and responsive design and delivery of goods and services.

n Organizational innovation: helping the organization to develop new, creative
ways of operating to meet complex challenges and opportunities.

n Development of human capital: creating new opportunities for training,
mentoring, exchanges, incentive programs, awareness raising, volunteering
and leadership development.

n Better access to information: sharing valuable information to improve risk
management.

n Enhanced reputation and credibility: building better relationships with key
stakeholder groups.
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n Creation of a stable society: this is the critical long-term interest of business
and a direct objective of government and many NGOs.

The social entrepreneur and the government: one cannot exist without the other

At the beginning of this chapter, we pointed out that there are social agents who
lead and shape social innovation. Without these “bees,” these social entrepreneurs,
it would be difpcult to come across the combination of creativity, talent, conpdence,
personality, drive, intuition and energy?®® required for innovation in the social
arena. When it comes to assessing the relative importance of certain social agents
with regard to others, most of the Future Trends Forum experts agree that the
agent with the greatest potential for innovation in terms of social action is, without
a doubt, the social entrepreneur (see Figure 2), followed at a certain distance by
nonpropt organizations, which have traditionally been viewed as the pioneers of
social innovation.
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Figure 2: Ranking of social agents according to their potential for innovation in the social action
arena.
Source: Prepared by the authors.

There are many depnitions of a dsocial entrepreneur,i but after extensive research,
perhaps the one that captures the most important nuances is the one offered in a
publication by Andrew Wolk, a member of the Future Trends Forum and the
founder and CEO of Root Cause, a honpropt organization that advances enduring
solutions to social and economic problems by supporting social innovators and
educating social impact investors. Social entrepreneurs are agents that respond to
market failures with transformative, pnancially sustainable innovations, and are
uniquely positioned to help government ofpcials address our toughest social
problems. They combine business principles with a passion for social impact and
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demonstrate three core characteristics: social innovation, accountability and
sustainability.1®

The Future Trends Forum experts have also identiped the social entrepreneur as a
person who develops and implements innovative solutions to create a positive
social impact, combining entrepreneurial discipline with an innovative perspective,
all in pursuit of a social goal. The social entrepreneur leads change by following
the triple-bottom-line principle (economic, social, and ecological performance) and
has the ability not only to make efpcient use of the available resources, but also to
make the most of limited funding. Some experts from the Future Trends Forum
have actually suggested that the term “social” is redundant, given that “the very
depnition of the entrepreneur of the future must consider that social responsibility
is an integral part of his or her concepts and business models. Therefore, any
aspiring social entrepreneur must exhibit exactly the same qualities and skills as
any other entrepreneur: a fabulous idea, the ability to implement it, practical
business skills—in other words, the ability to operate a business effectively and
make money from that idea—the passion and determination to do everything it
takes to succeed, and the conviction that nothing is impossible.”

Some of the qualities most broadly identiped by the Future Trends Forum experts
as typical of a social entrepreneur are: “active,” “well-organized,” “sustainability-
oriented,” “resourceful,” “determined,” “helpful,” “disciplined,” “persistent,”
“empathic,” “capable of identifying opportunities” and “honest with stakeholders
and with him or herself.” Certain organizations such as Ashoka or Skoll, whose
mission is to support these entrepreneurs, have each developed their own criteria
for identifying those whose efforts they believe will be successful.

The eternal question is whether the social entrepreneur is made or born. Those
who believe that social entrepreneurs are endowed with an innate talent claim that
qualities such as determination or low risk aversion, which are common traits
among these individuals, are built into their DNA. Advocates of acquired social
entrepreneurship claim that people can be trained to transform inspiration into a
business concept by persisting and refusing to take “no” for an answer until they
achieve an impact on society. The latter school of thought has led to an increase of
university and business school programs specipcally aimed at helping potential
social entrepreneurs focus their careers on social innovation. A Harvard Business
School bulletin published an illustration with the following caption: 0We canit teach
people how to come up with ideas, but we can teach them how to analyze ideas
already available to them."” Innovation is not just about coming up with new
ideas; itis also about the advent of new perspectives or ways of seeing things, and
that approach can indeed be taught.

Most experts agree that the educational system must be capable of conveying the
difference between a good idea and a good opportunity. In order to do so, the

curriculum must include everything from how to secure pnancing for your idea, to
how to assess market demand and replicate business models, and to pnding ways

© 2009 Fundacién de la Innovacién Bankinter. All rights reserved. 33


http://www.ashoka.org/
http://skollfoundation.org/
http://www.alumni.hbs.edu/bulletin/1997/february/made.html 30
http://www.alumni.hbs.edu/bulletin/1997/february/made.html 30










The main challenges

organizes workgroups with members from different departments and functional
areas to promote greater creativity in innovation.

The individual as a new social agent

Up to this point, we have discussed the most common social agents in the area of
social innovation. However, we have not yet mentioned the role of other
participants who are now more relevant than ever: all of you. Using the Internet,
individuals can now contribute their ideas and participate in discussions from
anywhere, at any time. The best example of a proactive, comprehensive sharing
environment is collaborative social innovation, also known as crowdsourcing. This
trend involves the use of technology to foster the exchange of information and
ideas among participating agents. In recent years, countless blogs and websites
have sprung up offering multidisciplinary platforms where experts and amateurs
converge to share and solve problems that call for an innovative outlook. A wide
variety of contributions emerges from the communityis degree of openness and
the diversity of its participantsi proples. Welcome to the age of Web 2.0, the times
of social networks and active participation in common-interest platforms applied
to social action and the search for alternatives to concerns such as healthcare,
safety, climate change and poverty.

Businesses and governments are no longer limited to developing websites with
information on their social programs; they now offer environments where
individuals can interact with the organizations to pursue social goals. Individuals
no longer use websites as mere sources of information; they get involved, voicing
their opinions and experiences or even rating the existing programs. In Spain,
many government websites act as platforms for citizen participation aimed at
compiling relevant information, opening forums for debate and fulplling citizensi
needs. In addition, users can access public proples of social agents and people
involved in the cause through sites such as kiva.org or globalgiving.com. These
pages, considered to be the Facebook of social innovation, put social entrepreneurs
in touch with people who are willing to fund innovative social programs. People
with great ideas now have a way of communicating them; they also have a new
potential source of funding that will enable them to carry out their projects. In
some cases, websites allow users to visit a number of different project proples,
request a loan, and recover their investment when the project begins to prosper.
This makes it easy to reinvest the money in another cause and develop a constant
circulation of funding.

As the number of agents out there increases, it becomes necessary for them to
interact, and, more importantly, to cooperate in order to develop synergies and
boost all social innovation projects with a potentially major positive impact on
society. Although we are fast approaching optimal collaboration, a lot still remains
to be done and technologies such as the Internet pave the way toward enabling
and reinforcing those connections.
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b. Corporate social responsibility in the 21st century

In a sense, the current crisis has rekindled the concern for long-standing,
unresolved problems such as climate change and social inequality. During a
recession, people ask themselves the inevitable questions: what we have done
wrong in different areas and how it can be resolved. The answers are many and
varied, but a common basis is the need to renew the foundations on which recent
growth was based and focus on economic and social sustainability. “Creative
capitalism,” a term publicized by Bill Gates, advocates a new form of capitalism in
which companies harness market forces to generate propts while addressing social
and environmental problems. Nobel Prize winner Muhammad Yunus, the founder
of Grameen Bank in Bangladesh, advocates a proliferation of “social businesses”
that harness corporate capacities in a new business form that seeks sustainable
pnancial returns without substantial propt.'® This follows the course of “impact
investing,” which includes only those activities focused on the deployment of
capital with the intention of having a positive social or environmental impact.
Both of these trends—social business and impact investing—can be attributed to the
need brought about by the crisis for a more ethical, less propt-driven business
environment.

Of the worldis 100 largest economic entities, 63 are corporations, not countries.
Great power creates great expectations: society increasingly holds global
businesses accountable as the only institutions strong enough to meet the huge,
long-term challenges facing our planet.?° Traditionally, governments were the
main source of funding for NGOs; this situation has changed drastically, and the
business sector, which had been playing a minor role until recently, could now
further reduce the governmentis presence in this area.?! In other words, the
perception of businesses as the engines that are truly capable of addressing social
and environmental problems continues to grow. Besides, public opinion is more
critical of the impact of businesses and their activity on the environment in which
they operate. In a world where news headlines show up on our computer screens
in a matter of seconds, companiesi reputations are constantly at stake.

The concept of corporate social responsibility (CSR) stems from the notion that
both private and public companies must be accountable to all their stakeholders.
At this point, CSR is no longer optional. It has become a management principle
that is gradually spreading across all companies, regardless of their sector or size.
Without a doubt, companies are increasingly aware that their obligations to their
stakeholders are more important than maximizing propts. Be it externally with
customers and suppliers or in-house with employees and shareholders, the
organization takes on a series of commitments that are increasingly aligned with
a sustainability strategy. In business terms, sustainability includes everything
from sound government to treatment of employees, environmental impact,
inyuence on local communities, and relations with customers and suppliers.

Two changes have occurred in the approach to stakeholders in the area of
corporate social responsibility. First of all, expectations of CSR compliance have
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risen signipcantly. Many companies have started including corporate
responsibility reports with their traditional pnancial reports. The information is
usually featured in appealing formats, including corporate websites that act as
virtual centers covering all their relevant socially responsible projects and efforts.
Furthermore, this information has been gaining credibility on account of the
international standard for contents provided by the Global Reporting Initiative
(GRI), the organization that reviewed the 2008 Corporate Responsibility Report
both for Bankinter and for Accenture Spain, rating the documents with an A+. This
enables businesses to prove their sound commitment to their customers, staff,
suppliers, society and the environment.

Meanwhile, the groups considered as stakeholders also appear to be diversifying.
As we mentioned earlier, there are more people involved in a business than just
the entrepreneur and the shareholders. For quite some time now, consumers have
been showing a preference for brands with sustainable credentials. As far as
suppliers are concerned, they are striving to align their objectives with those that
are not solely propt-driven, but also focused on social and environmental issues.
Potential employees also value a corporate culture in terms of its CSR when faced
with the decision of whether to join the organization. Even investors take CSR as a
performance benchmark for certain investments.

The Future Trends Forum experts claim that the quest for corporate responsibility
stems from a companyis efforts to improve its public image and its brand (see
Figure 5). Secondly, they pointed out that the motivation for a corporate
responsibility program is to hire and retain personnel, proving that the number
and variety of stakeholders involved in a company are on the rise. Other reasons,
such as cost cuts, tax breaks, investor relations, environmental concerns and
pressure from the government do not appear to have as much relative importance.

[ Recruitment / retention of staff
B Cost management

Public attitudes / building brand
B Tax relief

Saving the planet

Investor relations
Goverment pressure
Others

Figure 5: Main factors stimulating corporate responsibility in companies.
Source: Prepared by the authors.
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While the present political situation has helped and there are now more laws
forcing companies to be socially responsible, many experts argue that CSR is not
considered an additional burden to the corporate workload, but rather an
opportunity for organizations to gain a competitive edge. If there were any doubts
as to the effectiveness of CSR, the crisis is going to help turn it into a
distinguishing factor: the companies that work it into their business strategies will
have a higher chance of being sustainable and overcoming the recession. Those
that prioritize short-term actions at the expense of more sustainable measures are
unlikely to survive, and even less so to compete effectively in the future. As a
matter of fact, 56% of the Future Trends Forum experts believe that the pnancial
crisis will only accentuate the need for organizations to truly integrate
responsibility into their operations. Studies show that a correlation exists between
pnancial performance and CSR, which implies that socially responsible companies
have a greater appeal for investors.? This high correlation between investment
potential and responsibility has led to the appearance of certain projects that
include sustainability as an investment benchmark, such as the Dow Jones
Sustainability Index (DJSI) or the Carbon Disclosure Project. The latter was
launched in 2000 to collect and distribute high quality information that motivates
investors, corporations and governments to take action to prevent dangerous
climate change. [...] 2,500 organizations in some 60 countries around the world
now measure and disclose their greenhouse gas emissions and climate change
strategies through CDP, so that they can set reduction targets and make
performance improvements. To quote the Financial Times, “Disclosure [of this
information] can spur innovation. The CPD [Carbon Disclosure Project] has shown
that internationally consistent disclosure not only helps to pinpoint risk but also to
generate opportunities.”” Among other advantages, participation in this project
can offer companies an opportunity for more efpcient energy use, cost savings,
high visibility and an image of accountability for their stakeholders, as well as a
method for comparing themselves with other companies.

In addition to impact investing and standards for presenting social and
environmental information, another common practice among companies is what is
referred to as “cause-related marketing.” This consists of an association between a
private company and a nonpropt organization with the common goal of promoting
the companyis product or service while raising funds for the nonpropt activity. It
differs from corporate philanthropy in that it does not qualify for tax breaks. The
term was prst used by American Express in 1983 to describe its fundraising
campaign to restore the Statue of Liberty. American Express donated one cent
each time its credit card was used. Was that disinterested help or commercial
interest? Probably a bit of both. Regardless, the result was that 1.7 million dollars
were raised for restoring the statue; the number of cardholders rose by 45% and
card use was up 28%.

Triple sustainability in companies

Sustainability is not limited to a “green” product line, good intentions or a major
marketing campaign. Sustainable development has to be evaluated from different
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somewhat independent elements, although CSR should actually be an integral
part of the business strategy, and innovation must become one of the key
components of the company mission. Clearly, weaving innovation into the
corporate DNA can substantially improve the added value that a company is able
to offer its stakeholders, while also countering the negative effects of its
operations. Bearing in mind that innovation is sure to be the key for leading
companies to overcome the challenges of sustainability in the future, those that
develop innovation skills will probably prove to be the long-term survivors and
competitors.

Economists Michael Porter and Mark Kramer make a distinction between
oresponsiveé and ostrategicé CSR (see Figure 7). The prst is based on igood
citizenship” and trying to mitigate harm from value-chain activities. These
actions described above are almost sine qua non conditions of CSR, and thus
another step is needed. Hence the second type of CSR, “strategic,” entails
gradually transforming value-chain activities to benept society while reinforcing
strategy. If the company invests in social aspects that strengthen company
competitiveness, it will create shared value. A symbiotic relationship develops:
the success of the company and the success of the community become mutually
reinforced. The more closely tied a social issue is to the companyis business, the
greater the opportunity to leverage the prmis resources and capabilities, and
benept society.?”

Social Dimensions of
Competitive Context

Generic Social Impacts Value Chain Social Impacts

Good citizenship
chain activities that leverages capabilities
e R T EEE T L PP L R RE P to improve salient areas of
i Transform value chain competitive context
© activities to benept society
Responsive CSR while reinforcing strategy

Mitigate harm from value . Strategic philanthropy

Strategic CSR

Figure 7: Participation in society: a strategic approach.
Source: Michael E. Porter and Mark R. Kramer, “Strategy & Society: The Link Between Competitive Advantage
and Corporate Social Responsibility,” Harvard Business Review, December 2006.

Which socially responsible business model is most appropriate?

Mahabub Hossain, Executive Director of BRAC and one of the Future Trends Forum
experts, depned the social enterprise as a sustainable business model based on
Corporate Social Responsibility. As part of his presentation at the Future Trends
Forum meeting, he posed the question of how to strike the right balance between
propt as a business goal and achieving the idealism of social work through
philanthropy.® His answer was the BRAC business model (see Figure 8), halfway
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Though it may seem that companies in emerging countries still have a long way to
go in terms of CSR, the fact is that they are already showing their adherence to
social and environmental principles—partly due to their urge to go global-and are
moving into the limelight of their developed counterparts. iDespite Chinais
reputation as a part of the world where the pressures for development are likely to
outweigh any shift towards sustainability, there are a number of promising
trends.”® For example, China has started to publish annual sustainable
development reports, harnessing toolkits such as the Global Citizenship 360 audit,
which is in the process of compiling data based on pve stakeholder categories:
shareholders, workplace, community, market and environment. The survey
includes 200 questions that are then used to write up reports based on the main
corporate social responsibility and socially responsible investment benchmarks, the
GRI or the Dow Jones Sustainability Index, both of which were mentioned earlier.
There are also developments at the local level, such as in villages where the
mayors have decided that solar or wind energy is the way forward or challenged
every neighborhood to be more energy-efpcient.® It is the prst step toward an
innovation-based promotion of sustainability that will make it possible to identify
and tap new markets.

Seeking some constructive criticism as we drew to a close, we asked the Future
Trends Forum experts what they perceived as the main obstacles for corporate
social responsibility to spread to all companies and sectors. Overall, most agreed on
validating the pve challenges or problems facing the current situation of CSR (see
Figure 9). They agreed that the concept and its application must still be depned,
standardized and adapted.

No clear guidance on/
criteria for selection

Too much incompatibility

No clear depnition of
landscape

Too much overlap

T T S, O | I I
and guidelines

Figure 9: Main obstacles for CSR, according to the Future Trends Forum experts.
Source: Prepared by the authors.
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c. Scaling Social Innovation in a Globalized World

“Nearly every problem has been solved by someone, somewhere. The frustration is that
we canit seem to replicate those solutions anywhere else.t
Bill Clinton, former president of the United States®

In an earlier chapter we looked at the trend of nonpropt organizations
establishing clearly enterprising structures and goals. It is not surprising, then,
that in the same vein, they tend to create potentially scalable business models.
The fact of the matter is that the market is dominated by companies operating on
a global scale, thanks to sophisticated technological advances and innovative
business models. Consequently, it is much harder for small businesses to survive
in that competitive environment. Scaling, in the context of social action, offers
greater social impact so that needs and issues can be more effectively addressed.
The problem is that within the social action sector one often pnds countless local
programs in a given neighborhood or city, yet they lack an organizational
structure that can bind them together to maximize the time, funds and the
invested creativity so as to repeat the experience elsewhere. Thus, one of the basic
challenges facing social innovation is to replicate and scale successful business
models. Recently, progress has been made toward meeting this goal with the
emergence of social entrepreneurs. “There has been a dramatic growth in
awareness of, and support for the crucial leadership role played by social
entrepreneurs — individuals who apply innovative, entrepreneurial, performance-
driven and scalable approaches to solving societal problems, and who often act as
bridge-builders between different sectors, communities, institutions and/or
cultures.™?

Figure 10 shows that, in contrast to the startup or development stage of a new
business, the aim of the Scale step is to repne and exploit market penetration and
diversipcation strategies and focus on market and product development. In
addition, it involves putting specipc business structures and processes in place,
and building the organizationis core competencies.

Scaling is only possible when the two previous steps have been completed: the
startup phase, where needs are analyzed and potential solutions identiped; and
the stage of developing and testing a model solution. The involvement of social
agents is, once again, critical in completing the project. Returning to our “bees and
trees” example in the chapter focused on cooperation among agents, the former
depend upon the latter for the resources needed to achieve larger-scale success.
This means fostering an ecosystem of social innovation that allows for maximum
impact of successful social and environmental business models and practices. In a
certain regard, it shows that innovation has little to do with “eureka moments,”?
in fact, quite the contrary: innovation, and particularly social innovation, is a
process that requires a clear strategy, adequate resources and the necessary
cooperation and support.
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in many cases governments provide scaling opportunities through laws or
subsidies, to encourage certain activities.

All indications are that the social action sector will consolidate, “with some
efpcient organizations gaining scale, some merging and then growing, and some
failing to achieve either scale or efpciency and eventually shutting down.d*¢ In this
context, what are the main obstacles met by those agents looking to scale? First
and foremost, there is little government support. Some experts contend that the
government should leverage its role in enabling the scaling of social innovation.?”
According to a report by Root Cause, whose president, Andrew Wolk, is a member
of the Future Trends Forum,® the methods used by government agencies to give
impulse to business scaling include: “encouraging social entrepreneurs to
innovate; creating enabling environments for their efforts; rewarding their
performance; helping scale their successes; and producing knowledge to help them
solve social problems.” In short, if the government does not at least create a
playing peld on which to explore solutions and, ideally, provide incentives for the
development and implementation of new solutions, then it will seriously hinder
the survival of social and environmental programs with the potential to scale up.
In many developing countries, the government needs to provide basic
infrastructures and address the rampant corruption and obstacles that undermine
social entrepreneurs. Furthermore, it has an important role to play in establishing
minimum standards for scaling business models, in terms of rules and quality of
services.

Coupled with the lack of institutional support is the problem of pnancing the
scaling of those businesses. Generally, we pnd certain nonpropt organizations to
be somewhat dependent on contributions from “unsustainable” and undependable
sources. While it is true that NGOs are very good at attracting no-strings-attached
aid, some are unaware of how to access more proptable market pnancing sources
that could bolster the aid they receive. Furthermore, in developing countries the
banking system does not cover the needs of small and medium-sized businesses,
which happen to be the main source of innovative ideas in the social sphere.

What often happens is that, over time, individuals involved in social action allow
inertia to take over and do not rethink their pnance strategy and thus donit
explore new potential sources of funding. “Serving the poor is typically relatively
expensive, and there is often a need to invent new and disruptive business
models, which existing players lack an incentive to do.” In order to scale a
business model, you have to build a reputation, pnd pnancing and suppliers from
other sources, and develop distribution capabilities and ways of attracting clients.
Given the specialized and high qualipcations of most social entrepreneurs, one
would consider them the best-prepared agents to confront those obstacles and be
forerunners in developing business models capable of replication and scaling.

According to experts attending the Future Trends Forum, who provided a list of
revenue sources for social enterprises, government funding came in with the
highest percentage, closely followed by foundation money (see Figure 11).
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Figure 11: Relative importance of the different funding sources for social agents.
Source: prepared by the author.

Nonetheless, we are beginning to recognize the importance of self-pnancing,
thanks to “fourth sector” business models that seek sustainability through
nontraditional funding sources.

Organizational conditions for scalability

As previously noted, the big challenge in social innovation is to create high-impact
projects that are also scalable. To achieve that, we must reconsider the existing
models and explore ways to maximize the available resources and encourage
possible synergies to foster scaling. In the conclusions of the study “Scaling
Capacities: Supports for Growing Impact,”® which analyzes 28 social
enterpreneurships,* seven organizational capacities are identiped as having a
clear inyuence on the success of a scaling strategy (see Figure 12).

1. Mission
Clearly depning and adhering to the mission provides focus for decision-making
and resource deployment during the scaling process.

2. Structure

There must be a balance between control and yexibility because scaling,
particularly when it entails organizational expansion, places great challenges on
organizational and management structures. The challenge is to balance control
with yexibility for innovation and impact.
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5. Data

The ability to gather and use data can be critical for informing important scaling-
related decisions such as establishing needs in new issue or geographic areas,
demonstrating the effectiveness of a model, setting priorities, and choosing
strategies.

6. Resources

Successfully scaled social entrepreneurships are able to expand their resource base
by viewing fundraising as a way to achieve mission and by pnding ways to
connect supporters to programmatic work.

7. Leadership and governance

Leaders and boards are the agents that initiate and manage the scaling process.
Strong leadership and governance means making sure the right decisions are
made to foster greater mission achievement during what is often a period of rapid
organizational change.

Technology as a path to scaling

In the vein of constructive criticism, we are going to include here an eighth
capacity—technology—that organizations should incorporate into their structures
when carrying out this strategy. “A robust technological infrastructure — including
measurement systems, contact databases, and proprietary technology that aids in
carrying out your operating model — is the single most important factor in
expanding the reach of an organization. [...]JOrganizations that focus on devoting
resources to technology can gain a signipcant increase in their efpciency,
effectiveness, and sustainability, as well as a competitive advantage.”? That
statement is unquestionably true, to the point that technology plays a key role not
only in achieving scaling, but also in the area of social innovation. Let us not
forget that technology contributes to innovations in products, services, processes
and business models that serve to drastically reduce costs. At the end of the day,
these costs are often the deciding factor in determining whether or not to embark
on a social enterprise, or even scale it. So, how are these costs defrayed? Once
again, cooperation among agents serves as the catalyst for fostering technological
development in the peld of social innovation. There are powerful institutions in
the science and technology sectors focused on linking creative inventors with
small businesses (“bees”) and major producers with investors (“trees”). These
intermediary institutions—technological transfer units, spin-out teams,*® venture
capital prms, and cooperative research programsiihave been growing quickly over
the last few decades and are unquestionably playing a vital role in the technology
ecosystem. Social innovation, however, still lacks these types of intermediaries,
though they are starting to gain more of a presence* and the future looks
promising: there is now talk about “social Silicon Valleys” where institutions
mobilize resources to address social problems, just as years ago an investment was
made in technology to create the knowledge hubs. All the same, we still face the
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