





example of an IPO equivalent that succeeded in supporting a social entrepre-

neur in scaling their approach.

Producing Knowledge

Innovation most often requires making use of reliable information that can
help to answer such questions as: What is the target social problem? How
many people are affected? Are current or past activities effective in mak-

ing changes? For this reason, successful social entrepreneurship is often
closely associated with what Gregory Dees calls “market-like feedback
mechanisms.”’”®* Government often plays a critical role as a resource and part-
ner for producing knowledge that helps identify the problems, document the
solutions, and compare various interventions against standards for success.
Government specifically provides research data, establishes critical standards,
and produces or funds evaluations that provide critical information for those
working toward solving social problems.

For example, ITNAmerica, Benetech, and KaBOOM! all have relied on
government data and research to understand the nature of the social problems
they are working to address. For ITNAmerica, federally funded transporta-
tion studies revealed the safety concerns for older drivers that have become
an essential part of justifying the need for ITNAmerica’s service. Census data
were also useful in predicting the growing size of the senior citizen popula-
tion, and allowed for program planning. Benetech also relied on Census data
to understand the prevalence of visual impairment in estimating the size of its
customer base. For KaBOOM!, government tracking of playgrounds actu-
ally began after their initiative was well established. They regard the fact that
the federal government now records the number of playgrounds as a sign of
their program’s influence. They use the government reports to gauge their
own “market share” of playground development and the successful start-up of
similar KaBOOM!-like organizations around the country.

Government data are important not only for problem identification but
also for setting standards and gauging success. New Leaders uses government
data as a central measure of program success. Student achievement is mea-
sured across the country using standardized, federally mandated tests. Federal
standards allow New Leaders to compare the performance of students in

schools led by their principals to students in non—New Leaders schools and

113 Dees, “The Meaning of ‘Social Entrepreneurship,” 6.
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in other similar districts. The federal data also allow New Leaders to gauge
their own progress over time, assessing whether their initiative is taking
deeper hold and whether they are influencing district-wide student perfor-
mance gains. Because of government’s role in producing clear, comparable
standards, New Leaders and others working in the education field have
detailed metrics that outline their path to success—metrics that are critical
for their own evaluation, comparison to peers, and ultimately for knowing
the social impact of their efforts.

Finally, for RSVP, government played a key role in producing knowledge
directly about the program. Submitting their program to an independent,
randomized evaluation study, RSVP has strong evidence of program effec-

tiveness and was partially funded with public dollars.

Summary: How Government Supports
Social—entrepreneurial Initiatives

Table 6.2 provides an overview of all eight case studies and government’s
five methods of involvement. Notably, while each of the case studies was
supported by government in at least one of the five ways, none of the social

entrepreneurs benefited from government in all five ways.

Conclusion

This chapter was developed to introduce government leaders to the field of
social entrepreneurship. It also represents one of the first explorations of the
relationship between social entrepreneurship and government. The eight
case studies discussed here each showed a social-entrepreneurial initiative
responding to some type of market failure—ranging from restoring prison-
ers to their communities to preventing drug and alcohol abuse on university
campuses. Each of the organizations highlighted has developed transforma-
tive innovations—from technology to support the blind, to training and
mentorship of high-school principals. They have built financially sustainable
models, gaining efficiency by relying on volunteers, marrying their social
problems to complementary private sector funding sources, convincing satis-
fied consumers to pay for services, and developing new markets to sell their
products at profitable price points. All of their models have benefited both

government and society as a result.
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'The previous sections of this chapter have also highlighted numerous
ways in which government is already supporting social entrepreneurship in
the United States. In fact, in many cases, the support of government lead-
ers has been essential to social entrepreneurs’ success. Yet, while each of
the social entrepreneurs interviewed could point to at least one example of
individualized government collaboration, all expressed an interest in a coor-
dinated governmental approach to supporting and ultimately increasing the
impact of social-entrepreneurial initiatives.

Interviews with social entrepreneurs and other experts in the field repeat-
edly suggested that there is good reason for government to begin thinking
this way. First, social entrepreneurs have demonstrated remarkable success
in advancing promising solutions to social problems that governments, too,
seek to address. As College Summit Founder J. B. Schramm puts it, “Social
entrepreneurship offers government an opportunity to leverage its dollars
much farther than ever before. Social entrepreneurs are on the ground. We're
seeing and addressing problems two steps ahead of everyone else, and we can
share what we know on Capitol Hill.”"'* Second, as the current generation of
social entrepreneurs seeks to further maximize their impact, they are finding
over and over again that local, state, and federal governments hold the key to
unlocking their full potential. As Skoll Foundation’s Lance Henderson states,
“A lot of people are talking about how public policy—through ideas like new
organizational forms, new tax incentives, and other government policies—
can be an important lever for change.”'

Three brand new initiatives that cropped up during the writing of this
chapter, summarized in Table 6.3, have provided evidence that not only
social entrepreneurs are looking for ways for government to join forces with
social-entrepreneurial initiatives. Government, too, has begun to seek oppor-

tunities to join forces strategically with social entrepreneurs:

Louisiana’s Office of Social Entrepreneurship

Following the devastation of Hurricanes Katrina and Rita, Louisiana
Lieutenant Governor Mitch Landrieu and his office have been determined
to find inspired solutions to the myriad problems facing the state. The
unprecedented needs associated with rebuilding have amplified already

114 ]. B. Schramm, (founder, College Summit), interview with authors, June 4, 2007.

115 Henderson interview, June 7, 2007.
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Table 6.3 Recent Government Support of Social Entrepreneurship

2007 Social

entrepreneurship and

government initiatives Overview

Louisiana’s Office of Social The first-ever governmental Office of Social Entrepreneurship in the

Entrepreneurship United States aims to shift the orientation of social services in the
states to a results-driven approach, and designates the city of New
Orleans as a Social Entrepreneurship Empowerment Zone.

North Carolina Low-profit This legislation would create a new organizational identity—a low-

Limited Liability Partnership profit limited liability partnership company (L3C). L3Cs would operate

Company (L3C) as private enterprises, but with charitable or educational purposes,
no significant purpose of income or appreciation of property, and no
express political or legislative advocacy mission. The primary purpose
would be to allow socially motivated profit-making partnerships to
gain access to philanthropic funds through a little-used but already
established vehicle called program-related investments (PRIs).

Girl Scouts of the USA Funded by the U.S. Department of Agriculture, this program is

Challenge and Change currently being piloted with teen girls in 22 communities across the

country. It focuses on teaching social entrepreneurship to girls in rural
areas, beginning with a five-day retreat where they learn leadership,
problem solving, and entrepreneurial skills.

intense demands on the state’s social service system. Simultaneously, the
unprecedented flow of emergency funds and philanthropic support to the
region has created new opportunities—but with strong demands to see
meaningful results.!®

Early in 2007, Landrieu founded the first ever Office of Social
Entrepreneurship, which aims to shift the orientation of the social-services
sector of the state to a results-driven approach, and designates the city of
New Orleans as a “Social Entrepreneurship Empowerment Zone,” with the
intention of making it “the most hospitable place in the country for those
who are testing and launching the best, most eftective new program models

for social change.”*"’

North Carolina’s Low-Profit, Limited Liability Partnership
Company (L3C)

Also in early 2007, in North Carolina, State Senator Jim Jacumin introduced
legislation that would create a new organizational identity: a low-profit, lim-
ited liability partnership company (L3C). Developed by the Mary Elizabeth
& Gordon B. Mannweiler Foundation CEO Robert Lang—with help from

116 Landrieu, keynote address, New York University Stern School of Business Berkeley Center for Entre-
preneurial Studies Fourth Annual Conference of Social Entrepreneurs, April 13, 2007.

117 Ibid.
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Marcus Owens, a partner in Caplin & Drysdale and former head of the
Exempt Organization Division of the IRS—L3C is an organizational type
that recognizes the unique blending of the three sectors. L3Cs operate as pri-
vate enterprises, yet must have charitable or educational purposes, no signifi-
cant purpose of income or appreciation of property, and no express political
or legislative advocacy mission."® The primary purpose of the L3C is to allow
profit-making partnerships to nonetheless gain access to philanthropic funds,
through a little-used but already established vehicle called Program Related
Investments or PRIs.""” Establishing the L3C would also give low-profit-
market social entrepreneurship in North Carolina the added recognition and

credibility of a new, distinctive organizational form.'*

Girl Scouts of the USA’s Challenge and Change:
Challenge Yourself, Change the World

In 2006 the U.S. Department of Agriculture provided funding to the Girl
Scouts of the USA to develop a new national program to strengthen rural
communities through teen leadership. The program was developed through
a unique collaboration between the Learning Innovation and Technology
Consortium and Girl Scouts of the USA. The program “Challenge and
Change: Challenge Yourself, Change the World” teaches teenage girls

how to become social entrepreneurs, and it has been implemented in more
than 20 states. It begins with a five-day retreat where girls learn leadership,
problem-solving, and entrepreneurial skills through a comprehensive multi-
media curriculum. They learn to apply the strategies of successful social entre-
preneurs by watching and analyzing social entrepreneurs in action, including
those profiled in 7he New Heroes, a PBS documentary series about social

entrepreneurs from around the world. To bring the topic closer to home, girls

118 To be designated an L3C, an organization must satisfy the following requirements: (1) the entity
significantly furthers the accomplishment of one or more charitable or educational purposes within the
meaning of section 170(c)(2)(B) of the Internal Revenue Code of 1986, as amended, and would not have
been formed but for the entity’s relationship to the accomplishment of charitable or educational purposes;
(2) No significant purpose of the entity is the production of income or the appreciation of property; pro-
vided, however, that the fact that an entity produces significant income or capital appreciation shall not,
in the absence of other factors, be conclusive evidence of a significant purpose involving the production
of income or the appreciation of property; and (3) No purpose of the entity is to accomplish one or more
political or legislative purposes within the meaning of section 170(c)(2)(D) of the Code, as amended.

119 Lang, “Charitable Returns.”

120 The “branded” L3C would also provide a basis for the issuance of commercial paper that could be
sold to a wide variety of investors, as foundations (under PRI rules) would absorb the highest level of risk,
making the remaining investment tranches attractive to additional investors at attractive rates of return.
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also take field trips to meet social entrepreneurs in their own local communi-
ties. Challenge and Change teaches girls skills that will help them to identify
community problems, recognize and build on local assets, design sustainable

solutions, and implement their own action plans.

As social entrepreneurship begins to capture the attention of policy
makers, the research here also suggests a number of levers that could guide
government in further efforts to strategically support social entrepreneurship,
in addition to the examples provided by the initiatives described above. These
include certification programs like the U.S. Small Business Administration’s
initiative focused on promoting business within Historically Underutilized
Business Zones, or HUBZones.'* As City Year Co-Founder Alan Khazei
has pointed out, this type of program could serve as a model for encouraging
social entrepreneurs to scale their approaches in historically difficult areas:
“Government could help to bring high-performing social entrepreneurs to
needy areas by establishing a special matching fund: social entrepreneurs
who choose to operate in targeted areas would be eligible for additional fund-
ing, for example, matching two to one the funds raised privately.”*> Another
potential lever is the reallocation of public financing, as exemplified by the
use of public funding to encourage the development of charter schools that
exercise increased autonomy in their programming, in exchange for increased
accountability in terms of academic results and fiscal practices. According to
Chris Gabrieli, 2006 Massachusetts gubernatorial candidate and chairman of
the education think tank, Mass2020, “Charter school policy opened the door
for literally hundreds of social entrepreneurs to try their hands at making a
difference on the achievement gap. It has created thousands of schools, rang-
ing from extraordinary successes through mediocrity down to abject failures,
with experimentation and learning all along the spectrum.”*

Finally, government could look to recent growth-fund approaches
that have developed proven methodologies for scaling the success of social
entrepreneurs that government could learn from and participate in. In the
last decade, two such approaches to fund for-profit and nonprofit social
entrepreneurs have emerged. The first, sometimes referred to as venture or

121 U.S. Small Business Administration, “HUBZone,” https://eweb1.sba.gov/hubzone/internet/general/
whoweare.cfm#3.

122 Alan Khazei, (co-founder, City Year), interview with the author, May 29, 2007.
123 Chris Gabrieli, (chairman, Mass2020), interview with author, June 11, 2007.
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engaged philanthropy, combines grant making and management assistance
for nonprofit social entrepreneurs, while the second, sometimes called social
venture capital, makes debt and equity investments to for-profit organizations
acting on what this chapter calls low-profit-market opportunities.”** Both
approaches borrow heavily from the private sector’s venture-capital practices,
where initial investment decisions are typically measured against the organi-
zation’s past history and a business plan that describes the next three to five
years of growth, with clear indicators to measure success.

'The early examples of government support for social entrepreneurship—
along with the additional levers available to policymakers—suggest that gov-
ernment support of social entrepreneurship has the potential to be as diverse
and innovative as the field itself. At the same time, the nonprofit sector is
beginning to find new and innovative ways to collaborate with government in
supporting social entrepreneurship. The Aspen Institute, most recently with
the help of the Social Enterprise Alliance, has convened several meetings
aimed at exploring new organizational forms that policymakers could create.
Harvard University’s Initiative on Social Enterprise has also held a meeting on
this topic. Another recent initiative from within the nonprofit sector is New
Profit, Inc.’s Action Tank, launched in 2006 to develop, pilot, and promote
new nonpartisan approaches to public problem solving that tap the principles
and results of social entrepreneurship to create broad-scale social change. The
Action Tank seeks to play a leadership role in closing the gap between policy-
makers and social entrepreneurs at the local, state, and federal levels.

‘These new initiatives constitute the first wave of what is likely to be a
flood of new experiments in governmental support of social entrepreneur-
ship—as that support on the local, state, and federal levels transitions from
one of occasional, one-time support to a strategic, long-term strategy for
leveraging the successes of social entrepreneurs into enduring solutions for
the nation’s most pressing social problems. Government leaders and social

entrepreneurs have an opportunity to generate enormous social benefit, if

124 Some of the venture-philanthropy groups best known for this new approach that government could
learn from and work with include Atlantic Philanthropies, Edna McConnell Clark Foundation, New
Profit Inc., Robin Hood. Foundation, Roberts Enterprise Development Fund, the Skoll Foundation,
Venture Philanthropy Partners, and the Wallace Foundation. Some of the best known social venture capi-
tal groups include Acumen Fund, Good Capital, Investors Circle, and the New Schools Venture Fund;
the last one actually provides both grants and investment to nonprofits and for-profits in the education
sector. More recently, super-growth funds have emerged attempting to raise tens of millions of dollars for
social entrepreneurs much like investment banks for private companies, including Sea Change Capital,
started by former Goldman Sachs executives, and Growth Philanthropy Capital.
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they can find ways to work in true strategic partnership. Americans may
already be witnessing the beginnings of what City Year Co-Founder Alan
Khazei calls “a new role for government in the 21st century. Increasingly,
government will be working in partnership with the other two sectors, and,

in particular, leveraging social entrepreneurs.”?
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