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Abstract

The idea of social business is very attractive for scientists,
because it enables solving both economic and social problems,
it improves human life and society. Nevertheless, there is no
universal definition of social entrepreneurship, social enter-
prise or social business, in general and in Hungary in par-
ticular. The idea is new in Hungary, but it is developing very
rapidly. This paper clarifies the concept of social entrepreneur-
ship, its legal aspects and the role it plays in society in general.
Based on this theoretical foundation, it analyses the issue of
social entrepreneurship in Hungary.

Keywords
social entrepreneurship, non-profit enterprise, for-profit

enterprise

! Department of Economics, Faculty of Economic and Social Sciences,
Budapest University of Technology and Economics,
1117 Budapest, Magyar tuddsok koratja 2, Hungary

2 University of Modern Knowledge,
03150 Velyka Vasylkivska Street, 57/3, Kyiv, Ukraine

* Corresponding author, e-mail: kh.tetiana@gmail.com

Social Entrepreneurship and
Its Implications for Hungary

Received 25 April 2016; accepted after revision 18 May 2016

1 Introduction

The purpose of this article is, first, to analyze the concept of
social entrepreneurships and, second, to identify its implica-
tions for Hungary. The concept of social entrepreneurship is
new in the European Union. It is very complex and it is inter-
preted differently in various sources. This causes difficulties
in the further evaluation of the phenomenon at the local and
the international level. The idea of social entrepreneurship is
very attractive to many researchers and scientists. Its impor-
tance is indicated by the fact that more than 11 million people
amounting to 4.5 per cent of the economically active popula-
tion in the EU are involved in social businesses. Their perfor-
mance accounts for 10 per cent of the combined GDP in the EU
(according to the report of the European Commission, 2014).
These figures shed light to the importance of the underlying
issue of social problems.

The relevance of this study is associated with the social
problems of the global economy. In the European Union social
problems related to such issues as unemployment, social
exclusion and housing, family benefits, increasing income
inequality, pensions, health care and others have been exposed
(European Commission, 2016). Social entrepreneurship is one
of the brightest phenomena representing a new vector of socio-
economic development and promises to solve or at least lease
these problems; therefore, it can be involved in some of the
state’s functions. Therefore, defining the term social entrepre-
neurship is particularly important. Nowadays there are discus-
sions on the theoretical and methodological interpretation of
social entreprencurship as a result of which sufficient staff is
available to summarise, structure and synthesize.

2 Defining entrepreneurships and their types

Nowadays most of the world’s famous scientists, who try
to clearly explain the essence of social entrepreneurship, first
identify the features of entrepreneurships in general and then
relate them to social ones. Nevertheless, the term entrepre-
neurship is not a clear concept either. Table 1 presents some
approaches to the definition of entrepreneurship in economic
theory in different time periods.
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In spite of the differences, the general idea of entrepreneur-

ship is still relevant today.

Table 1 Some points of view

about the definition of entrepreneur/entrepreneurship

Authors, source

Interpretation of entrepreneurship

McConnell, Brue,
“Economics”
(McConnell and
Campbell R., 1963)

Entrepreneurship is a kind of activity which
combines the following: 1) initiative in connecting
the factors of production 2) taking major decisions
in the production process 3) innovation 4)
riskiness.

Joseph Schumpeter,
“The Theory
of Economic

Development”

Entrepreneur is an innovator who combines the
factors of production in novel way, this person is:

initiative, authoritative, foreseeing, risk-taker.

(Schumpeter, 1934)

Jean-Baptiste Say, A .
. o Entrepreneur is a person who fights for some cause
Treatise on Political X . e
(for his own expense, risk and in his favor) to make
Economy (Jean-

. some product.
Baptiste Say, 1803)

Professor Howard L. . .
“Entrepreneurship is the pursuit of opportunity
Stevenson

i beyond resources controlled”.
(Eisenmann, 2013)

“Entrepreneurship is the phenomena associated
OECD-Eurostat
entrepreneurship
definitions (Ahmad
and Seymour, 2008)

with entrepreneurial activity. Entrepreneurial
activity is the enterprising human action in pursuit
of the generation of value, through the creation or
expansion of economic activity, by identifying and

exploiting new products, processes or markets”.

As it can be depicted from Table 1, the psychological char-
acteristics of the entrepreneur play perhaps the most important
role in determining entrepreneurship. These traits are as fol-
lows: being innovative, proactive, opportunity aware, value
creator, showing initiative, self-motivated, hazardous. Thus,
entrepreneurship is an independent, innovative, proactive,
hazardous, systematic activity to achieve economic and social
goals and receive profits.

The next integral part of understanding the term of entre-
preneurship is to explore its classification. Peter J. Boettke
(Boettke, 2004) defines two types of entrepreneurship: arbi-
trage (discovering the price gaps that exists and acting on that
margin to close the gap: buy low — sell high) and innovative
(discovering new trading opportunities (Smith, 1776), discov-
ering lower cost or new technologies (Schumpeter, 1934). Steve
Blank (Blank, 2011) included in his classification not only the
aim of the enterprise’s activity, but also its size. Therefore, he
mentioned four types of entrepreneurships: small businesses,
scalable start-ups, large companies and social entrepreneurs.
Small business entrepreneurship “...is anyone who runs his/her

own business... Most are barely profitable”; scalable start-ups
attract investment from equally crazy financial investors — ven-
ture capitalists; large company entrepreneurships have finite
life cycles. Most grow through sustaining innovation, offer-
ing new products that are variants around their core products.
Finally, social entrepreneurship includes innovators who focus
on creating products and services that solve social needs and
problems. But unlike scalable start-ups, their goal is to make
the world a better place, not to take market share or to cre-
ate wealth for the founders (Blank, 2011). Therefore, while the
other types of entrepreneurship aim to venture growth maxi-
mization and economic prosperity, social entrepreneurship has
primarily social objectives.

Now we focus on the particular definitions of social entre-
preneurship or enterprise, which are used by international
organizations working in this direction and public initiatives
aiming at encouraging social enterprises. Skoll Foundation —
an international US non-profit foundation specializing in social
entrepreneurship with investments in health care and education
in developing countries — proposed the following definition:
social entrepreneurs are the agents of society changing, crea-
tors of innovation, challenging the “status quo” and changing
the world for the better (Skoll Foundation, 2015). In addition,
a similar definition is proposed by Ashoka (the first interna-
tional organization systemically supporting social enterprises).
“Social entrepreneurs are individuals with innovative solutions
to society’s most pressing social problems. They are ambitious
and persistent, tackling major social issues and offering new
ideas for wide-scale change” (Ashoka, 2015). These defini-
tions concern mostly, first, the mission and goals of this type
of businesses, and, second, the psychological characteristics
of the entrepreneur, such as social value creator, enthusiastic,
innovative, altruistic, socially active and socially conscious,
orientated for long-term changes...

In the definition of the European Commission, the social enter-
prise “... uses its profits to achieve its primary objective instead
of distributing profits and has in place predefined procedures and
rules for any circumstances in which profits are distributed to
shareholders and owners” (European Parliament, 2012). Thus,
another feature of the social enterprise is that it uses its profit for
the company’s own social goals. In addition, the social entrepre-
neur “delivers a social value to the less privileged, all through an
entrepreneurially oriented entity that is financially independent,
self-sufficient, or sustainable” (Abu-Saifan, Samer, 2012).

In addition, the topic of social entrepreneurships is enlight-
ened in the famous International Research and Academic
Projects such as Social Enterprise Knowledge Network,
EMES European Research Network, Harvard Business School
(“Social Enterprise Initiative”), Stanford Centre for Social
Innovations as well as in academic journals such as Stanford
Social Innovation Review, Journal of Social Entrepreneurship
(Oxford University’s Skoll Centre) and others.
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Moreover, the concept of social entrepreneurship is similar
to that of corporate social responsibility (CSR) that is very
popular nowadays. The European Commission (2015) defines
CSR as “the responsibility of enterprises for their impact on
society”. These companies can become socially responsible
by following the law and integrating social, environmental,
ethical, consumer, and human rights concerns into their busi-
ness strategy and operations (European Commission, 2015).
Therefore, CSR as well as social business involves the active
role of the enterprise in solving important social problems, but
at the same time “CSR programs are the philanthropic pro-
grams of companies. CSR is part of a corporation, which is a
profit-maximizing company. A social business is a company
by itself, which is dedicated to social impact-maximization.
A common way of practicing CSR is by donating money for
social causes” (Social Business Earth, 2016).

3 Social enterprise’ boundaries

Very often social entrepreneurship is associated with other
similar social activities such as philanthropy, voluntary activ-
ity, charity and other socially oriented practice, but its social
activist “might only become a social entrepreneur if he or she
further develops his or her activism into a sustainable solu-
tion that will allow them to address the issues at hand in a
scalable and impactful manner” (Wamda, 2016). In addition,
Skoll Centre also recommends not to be confused with similar
types of activities: philanthropists, activists, companies with
foundations, or socially responsible organizations — these are
not social entrepreneurships (Skoll Foundation, 2015). The
researchers Roger L. Martin and Sally Osberg also believe
that distinguish social entrepreneurship must be distinguished
from social service provision and social activism, because
they differ significantly, first of all, by nature of action and
outcome. Of course, they have many similar characteristics,
but “instead of taking direct action, as the social entrepreneur
would, the social activist attempts to create change through
indirect action, by influencing others — governments, NGOs,
consumers, workers, etc. — to take action”. Furthermore,
Roger L. Martin and Sally Osberg try to distinguish social
entrepreneurship from social service provision — when “a cou-
rageous and committed individual identifies an unfortunate
stable equilibrium... and sets up a program to address it”. The
main difference between these two types is the outcome: the
social service provision is not likely to lead to a new superior
equilibrium (Martin and Osberg, 2007).

The perception of and the approach to social enterprises dif-
fer slightly in the US and in Europe primarily because of the
historical reasons. The American approach is divided into two
schools: the first one is called “social innovation” and is related
to the concept of the “Ashoka” organization), the second one
is labelled as “earned income,” and refers to the venture with
bright commercial activities in support of its goals. According

to the European concept, the pioneering model of the social
enterprise is “social cooperative” that appeared in Italy, and
later spread to the other European countries. Subsequently, the
other legal forms of social enterprises have been legislated in
Europe (for example, “social purpose company” in Belgium,
1995) (Defourny and Nyssens, 2010).

According to Jacques Defourny and Marthe Nyssens (2010),
in the USA the concept of social entrepreneurship is 1) somewhat
broader; 2) more focused on the term “entrepreneurship” and its
commercial activities; 3) is the part of the market economy; 4)
includes a variety of legal forms of social enterprises etc.

According to the European approach, social entrepreneurship
is essential element of the social economy; it is more focused
on achieving the social objectives of the society. It depends to a
large extent on the individual countries (with their social secu-
rity systems), thus the list of the comprehensive activities of
these enterprises (mainly services) is clearly defined. In addi-
tion, the democratic management of social enterprises, too, is
in the focus (Defourny and Nyssens, 2010).

Furthermore, American social entrepreneurships are actively
supported and promoted by appropriate private funds, whereas
European ones are maintained by the national governments or
the institutions of the European Union. In general, the legal
framework of social entrepreneurship in both the US and Europe
is poor; active debates are under way on its interpretation. These
approaches are studied by scientists of the “EMES” Research
Project, under which the following attributes of social enterprise
“of an ideal type” were derived (Defourny and Nyssens, 2010):

1. a continuous activity producing goods and/or selling
services;

a high degree of autonomy;

a significant level of economic risk;

a minimum amount of paid work.

an explicit aim to benefit the community;

an initiative launched by a group of citizens;

A A o

a decision-making power not based on capital

ownership;

8. a participatory nature, which involves various parties
affected by the activity;

9. alimited profit distribution.

According to this project, other “non-ideal social enter-
prises” can also fit this category.

There are many disagreements on the boundaries of social
entrepreneurships’ notion among the scientists. For exam-
ple, according to Jill R. Kickul and Thomas S. Lyons (2012)
many scientists simply avoid the issue of boundaries, whereas
others consider the social enterprise as a traditional business
with social mission (when the return is used “in the interests
of customers”, but not by company leaders (Mair and Lanuza,
2005), and others accept only a non-profit nature of social
entrepreneurships.
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Table 2 Some Approaches to the classification models of social entrepreneurship

Approaches
Author
Non-profit direction For-profit direction
John Elkington The Hybrid Non-Profit differs from The Leveraged Non- Profit by using The Social Business Venture - for-profit ventures,
and Pamela Hartigan its return for supporting its own financial stability, to cover its own they work as traditional businesses with social goals.
(Elkington and expenses, support operations, while Leveraged Non- Profit spends its Profit is reinvested into the business.
Hartigan, 2013) available funds for social needs.
The Schwab Leveraged non-profit ventures: include private and public organizations, Social business ventures
Foundation “...drive innovation through a multiplier effect, ...depend on outside “...While profits are ideally generated, the main aim
philanthropic funding, but their longer term sustainability is often is not to maximize financial returns for shareholders
enhanced given that the partners have a vested interest in the continuation  but to grow the social venture and reach more
of the venture”. people in need. Wealth accumulation is not a
Hybrid non-profit ventures: priority and profits are reinvested in the enterprise
“...the entrepreneur sets up several legal entities to accommodate the to fund expansion. The entrepreneur of a social
earning of an income and the charitable expenditures in an optimal business venture seeks investors who are interested
structure...clients are often poor or marginalized from society; the in combining financial and social returns on their
entrepreneur must mobilize other sources of funding from the public and/  investments” (Schwab Foundation, 2015).
or philanthropic sectors. Such funds can be in the form of grants or loans,
and even quasi-equity” (Schwab Foundation, 2015).
(Abu-Saifan, Samer, Non-profit with earned income strategies: “performing hybrid social For-profit with mission-driven strategies: “performing
2012) and commercial entrepreneurial activity to achieve self-sufficiency. social and commercial entrepreneurial activities
Organization is both social and commercial; revenues and profits simultaneously to achieve sustainability. Organization
generated are used only to further improve the delivery of social values.”  is both social and commercial; the organization
is financially independent and the founders and
investors can benefit from personal monetary gain”.
Kathy O. Brozek Social enterprise is a “nonprofit organization with a sustainable, scalable ~ Isn’t social enterprise according to Kathy O. Brozek.
(Brozek, 2009) revenue stream generated from activities related to its social mission; it
has an entrepreneurial operating model and leadership team.”
Issie Nonprofits With Earned Income “... generate earned income and has B Corporations: “care as much about society and the
Lapowsky nonprofit’s mission.” environment as they do about profits.”
Nonprofits: ““... the mission matters more than the money.” For-Profit With a Social Mission: “For entrepreneurs
Hybrid model: “a nonprofit and a for-profit are linked. In some cases, one  seeking to make a social impact, an organization can-
is a subsidiary of the other; in others, the two entities are bound by long-  not be separated from its social mission.”
term contracts in which one entity fulfils a basic need for the other and Hybrid model: “a non-profit and a for-profit are
vice versa” (Lapowsky, 2011). linked” (Lapowsky, 2011).
NESsT “Some social enterprises are created, operated and/or owned by non- “Other social enterprises are incorporated as a for-

profit, charitable organizations as a means of generating income and/or to
otherwise further their social mission” (NESsT, 2015).

profit entity but the business strategy is designed to
achieve a social objective” (NESsT, 2015).

The scientists Jill Kickul and Thomas S. Lyons note that
social enterprise permanently evolves and develops and in its
development it takes up commercial, non-profit, public and !
hybrid types (Kickul and Lyons, 2012). Nevertheless, how do
they differ from each other and from traditional enterprises? At

the beginning, we consider several approaches to the classifica-

[maximizing social

tion models of social entrepreneurship in Table 2.

non-profit enterprise

Thus, summarizing the abovementioned approaches, we

non-profit area

social nonprofit

boundary forprofit area

hrylarid nonprafit
hybrid enterprise
social business
b-corporation
far-profit enterprise
{maximizing financial

sketch the classification of forms of social enterprises and pic-
ture their boundaries (Fig. 1).

social entrepreneuships area

Fig. 1 Defining the boundaries of social enterprises
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Social enterprises are somewhere between non-profit and
for-profit ones, and both forms can be financed by a public
body (wholly or mainly) (Anthony Collins Solicitors, 2015).
Depending on whether it is a non-profit or for-profit enterprise,
its financial stability goes up or down, but it is sustainable.
In the transition from non-profit to for-profit enterprises, the
philanthropic (social) component can change proportionally,
and according to the nature of for-profit enterprise, the level of
commercial return is increasing.

1. As shown on Fig. 1, the social enterprise’s “starting
point” is the non-profit enterprise, which works to maxi-
mize social impact, but does not include “intermediate”
non-profit enterprises with social goals such as venture
philanthropy, often called high-engagement philanthropy
(engagement between the recipient and the founder),
non-profit loan funds (provides below-market-rate

financing to non-profits, often those with fee revenue

streams but that are not necessarily social enterprises)
and social entrepreneur funds that focus on finding and
financially supporting social entrepreneurs” (Brozek,

2009). The main core of social non-profit enterprise is

spending available funds for reaching social needs.

2. Hybrid non-profit enterprise uses its available funds to
support the operations of its own business, not for its
social aims (Lapowsky, 2011).

3. Hybrid enterprise is the enterprise “where non-profit and
for-profit models are linked”, it is more self-sufficient
compared with the previous one, its available funds are
spent on social goals, but from time to time it uses its
return for the support of the enterprise

4. Hybrid and commercial social enterprises are more inher-
ent in the American model (Defourny and Nyssens, 2010).

5. Social business (or socially responsible business) is per-
forming social and commercial entrepreneurial activities
at the same time; it is sustainable and more independ-
ent financially. In other words, it is “for-profit company
that operates with dual objectives-making profit for its
shareholders and contributing to a broader social good”
(Virtue Ventures LLC, 2015).

6. “B-corporation” (or Benefit Corporation): it’s own-
ers are interested in maximizing financial return, but
the enterprise proofs its essential social function. It is
a “new legal tool to create a solid foundation for long
term mission alignment and value creation. It protects
mission through capital raises and leadership changes,
creates more flexibility when evaluating potential sale
and liquidity options, and prepares businesses to lead a
mission-driven life post-IPO”. It is for-profit company
that wants to consider additional stakeholders, morals or
missions in addition to making profit for their sharehold-
ers. Non-profits cannot be benefit corporations, but they
could create one. Because of the public benefit purpose

provisions, expanded fiduciary duties of directors, and
additional shareholder rights created within the model
benefit corporation legislation, this structure could be
useful to operate and scale the earned-income activities
of a non-profit (B Lab, 2015). Therefore, this type of
enterprise differs from the previous socially responsible
business in terms of its mission — it is financially driven.

The European approach to defining social entrepreneur-
ship is closely linked to the concept of cooperative: businesses
“owned and run by and for their members. Whether the mem-
bers are the customers, employees or residents, they have an
equal say in what the business does and a share in the profits”
(International Co-operative alliance, 2016), therefore, by their
nature cooperatives presume at least a partial distribution of
profits among their members.

Public enterprise is “a corporation established, or a group of
individuals appointed to act together, for the specific purpose
of meeting needs in the general interest, not having an indus-
trial or commercial character, and (i) financed wholly or mainly
by another contracting authority; (ii) subject to management
supervision by another contracting authority; or (iii) more than
half of the board of directors or members of which, or, in the
case of a group of individuals, more than half of those individu-
als, are appointed by another contracting authority” (Anthony
Collins Solicitors, 2015).

In addition, the interpretation of the concept of social enter-
prise can be represented via Euler and Venn diagrams, and in
this case, the social enterprise in the broadest interpretation will
be located somewhere in the red zone (the darkest area) accord-
ing to the following picture.

Social Enterprises area (Red coloured area)

Non-profit
enterprises

Public

onprofit
i enterprises

Public N
&4 8

Other Hybrids

|

Public Forprofit |
enterprises

Hybrid
" _enterprises

For-profit
enterprises

create

Fig. 2 Illustrating the meaning

of social entrepreneurship with Euler and Venn diagram.

As we can depict from the diagram above, the spectrum of
social enterprises includes different types of businesses and
their combinations. They can function as non-profit or for-profit
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enterprises. Sometimes social enterprise (both for-profit and
non-profit) can be public or financed by a public body (“wholly
or mainly”) or combine all the abovementioned forms.

4 The Survey of the Hungarian Literature

Hungary, there is no legal definition of social entrepreneur-
ship and its non-profit or for-profit form. It is absent among
business organizations and in legal documents, but the most
powerful international NGO in Hungary in the field of promo-
tion and start-ups of social enterprises “NESsT” defines social
entrepreneurship as “a business that is created to address or solve
a critical social problem in a financially sustainable (and poten-
tially profitable) way” (NESsT, 2015). Furthermore, the interna-
tional research project SEFORIS aiming “to better understand
the role of social enterprises” in European Union and particularly
Hungary explains social entrepreneurships as a “force for more
inclusive and innovative societies” (Seforis, 2014).

The representative of the main research institution of
social entrepreneurship in Hungary Pethed Attila of Budapest
Corvinus University mentioned that social enterprise is, “on the
one hand the highly developed organisational form in which the
enterprise is walking the thin line between profit maximisation
and the often irritable realisation of lessening societal stress, on
the other hand it is the tool which may bridge the gap between
the lack of emotion in the economy and the wish for the welfare
of the public.” According to the research of Pethed Attila, the
social enterprise in Hungary is a not-for-profit organization that
narrows the spectrum of social enterprises. He used the defi-
nition of the CONSCISE Project throughout his thesis: social
enterprises are 1) not-for-profit organizations; 2) seek to meet
social aims by engaging in economic and trading activities;
3) have legal structures, which ensure that all assets and accu-
mulated wealth are not in the ownership of individuals but are
held in trust and for the benefit of those persons who are or areas
that are the intended beneficiaries of the enterprise’s social aims;
3) have organizational structures in which full participation of
members is encouraged on a co-operative basis with equal rights
accorded to all members; 4) often have another interesting, but
contended, characteristic; to encourage mutual cooperation with
other organizations in the “sector” (Pethed, 2009).

In addition, there are some recent works concerning social
economy in Hungary, which are accomplished by Eva G.
Fekete, Maria Frey and Aniko Soltész (Pethed, 2009). For
instance, Dr. Eva G. Fekete, defines six spheres of social busi-
ness in Hungary: a) social land programmes; b) social agri-
cultural co-operatives ¢) non-profit employment projects;
d) production and sale of local goods, products; e) special
local circles offering cashless services; f) micro-credit circles
(Fekete, 2011). The term “social enterprise” is in Hungary
“very often directly connected to the provision of traditionally
defined social services” (Jaksa and Eros, 2015). However, there
is still insufficient research on the concept and boundaries of

the social entreprencurships phenomena in Hungary because of
the lack tools and resources.

Furthermore, there is a need in legal strengthening of social
entrepreneurship in Hungary, but it is quite a challenge, because
these businesses can be atypical, hybrid, combining private and
public functions. In addition, since this concept is quite new to
the community, businesses and the public (social policy mak-
ers) are not well informed in this area, so they cannot take an
active part in a legislative activity (Ketsetzopoulou and Chiaf,
2012). In this context I set up two hypotheses.

Hypothesis 1: The non-profit sector is a core determinant of
social entrepreneurship in Hungary.

Hypothesis 2: Social entrepreneurship in Hungary reflects
only a small spectrum of the general social entrepreneurships
phenomena.

5 The boundaries of social entrepreneurship in
Hungary

Therefore, one of the reason of the conflicting approaches
and discussions on the definition of social enterprise context
is the fact that it differs in every particular case, every enter-
prise, country and the region, because it is called for solving the
major local social problems of the specific society. Returning
to the determination the boundaries of social entrepreneurship
in Hungary, first of all we should note that there is a problem
to define this concept, because of the absence of a common
point of view about the criteria of social entrepreneurship.
However, Hungarian social enterprises have some bright and
specific features, such as innovative activity (comparatively
higher than in traditional Hungarian enterprises) (Szab6 and
Pethed, 2010) and the social direction (to address major social
problems), such as poverty and social exclusion, the exclu-
sion of disadvantaged groups from the labour market, aging
population, labour market (youth unemployment and too early
exit of +55 year olds), discrimination against Roma, home-
lessness (Etchart et al., 2014). For instance, according to the
survey, Hungarian social ventures include the following eight
social sectors: social services; “other” education; environment;
employment and training; recreation and social clubs; business
and professional associations/unions; nursing homes; and other
health services. The rest is predominantly active in economic,
social, and community development; research; and, hospitals
and rehabilitation (Huysentruyt et al., 2010).

It makes sense to determine the types of social enterprises
(depending on financial return) in Hungary and try to place this
information on previously defined spectrum of social enter-
prises. According to the report on social enterprises, published
by the international organization SEFORIS (Seforis, 2015),
social enterprises in Hungary can choose their legal form of
functioning such as non-profit (association, non-profit busi-
ness association etc.) or for-profit (social cooperative) form,
but in the first case they cannot carry out business activities
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Table 3 Spectrum of social enterprises in Hungary

Organization’s legal

Explanation
form (HCSO, 2015)

Core characteristics of

social enterprise

Non-Profit Sector

“Foundations are organisations with endowments established to pursue durable

public purposes...Unlike associations, foundations do not have members” (Nagy

Financial return cannot be distributed; it

and Sebestény). A foundation is a legal person established by a founder or founders

Foundation . o . . . is used for social goals.
for the continuous realization of a long-term purpose, as determined in the founding
statute (Act V/2013 Section 3:378). The founder must provide sufficient assets to
achieve the foundation’s purposes (Council on Foundations, 2015).
Association It is a legal entity established for the continuous realization of the common, Financial return cannot be distributed, it

permanent aim of the members as stated in the articles of association, and having a

is used for social goals, not for members.

registered membership (Act V/2013 Section 3:63(1)). At least ten natural persons,

legal persons, and/or organizations without legal personality are required to form

an association (Act V/2013 Section 3:64). An association cannot be formed for the

purpose of economic activity, though it may conduct economic activity that is directly

related to the realization of the organization’s purpose (Act V/2013 Section 3:63(2)-

(3)) (Council on Foundations, 2015)..

Other non-profits

Public Law Association, Public foundation, Trade union, Professional, employer

organization, Non-profit enterprise, Professional associations.

For-Profit Sector

Cooperatives (HCSO,
2015)

It is an organization with legal entity which is established with the members’ share-

note equity predetermined by the founding document and operating according the

Financial return cannot be distributed; it

is used for its own activity.

principles of open membership and variable capital; the objective of the organization

is to promote meeting the economic and other societal (cultural, educational, social
and health care) needs of the members” (Directive 2003/72/EC).
Cooperatives includes (HCSO, 2015): Social cooperative, School cooperative,

Agricultural cooperative, Savings and loan association savings and credit cooperative,

Employment cooperative, Other cooperative. Social cooperatives ofter their

underprivileged members employment and other solutions improving their social

conditions. Employment can also include work-serving public interest. Unemployed

persons and students can be members, as long as they personally contribute to the

cooperative’s activities and comply with conditions contained in various employment-

related laws (unemployed persons and students) in finding job decisions and

employment (MESSE PROJECT, 2015).

fully, while getting some discounts or exemptions from taxes
or customs, and business activities are regulated by various
legal norms that are unclear sometimes. Therefore, most social
enterprises in Hungary are non-profit ones, although the most
visible and bright companies in the field of social entrepre-
neurship are social cooperatives that mostly offer employment
opportunities (Etchart et al., 2014).

In Table 3 some types of social enterprises (non-profit) are
presented to identify the social enterprise spectrum in Hungary.

According to organizational forms, private foundations as
well as associations and federations are among the classical non-
governmental organizations, non-profit business companies are
called non-profit enterprises as well as the government and local
government founded public foundations, which have negligible
economic weight compared to the former ones and mostly spe-
cialized to perform and promote public duties are grouped under
this heading. The third group of non-profit organizations is made

up of advocacy groups (public bodies, employer, employee and
professional organizations) (HCSO, 2015).

In Fig. 3 the spectrum of social enterprises in Hungary is
illustrated according to the previously defined boundaries.
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Fig. 3 Hungarian social enterprises and their boundaries.

44 Period. Polytech. Soc. Man. Sci.

T. Buchko



Therefore, the boundaries of social enterprises spectrum
in Hungary depend mostly on the type of profit’s distribution
and the social goals of the particular enterprise. If we look at
social entrepreneurship in Hungary only through its legal form,
then the spectrum of social enterprises appears quite narrow
and precise: it includes various non-profit organizations on one
hand (with clearly visible social mission), and for profit (social)
cooperatives from the other one.

However, the definition of social enterprise in Hungary is
much more complicated than that, due to its history of devel-
opment (including cooperatives), the participation of the state,
changes in legislation, peculiarities of the functioning of the
non-profit organizations etc. In addition, social enterprises in
Hungary are closely related to the social economy, thus they
should be considered in conjunction with other “actors” such as
the government, the promoting and supporting organisations,
the target groups etc.

For instance, social economy in Hungary consists of two
types of organisations: 1) non-profit ones providing social and
other services and employment to anybody; 2) non-profit ones
such as cooperatives and enterprises providing employment
to socially or otherwise disadvantaged groups and organising
related activities. In addition, there are two main features of
the social economy in Hungary: 1) a strong role of municipal
governments or authorities in organising social employment;
2) the tradition of ‘social cooperatives’ in agriculture (Ruszkai
and Mike, 2012). Therefore, social enterprises in Hungary are
closely related to the social economy: they are its important
subjects, but most of them are state-owned (established by the
local government or the state, or they are significantly sup-
ported by the state to exist) (Horvath, 2010).

Besides, according to Zsolt Ruszkai and Karoly Mike
(2012), municipal governments are very important subjects of
social entreprencurships in Hungary, as in the remote and less
developed regions they sometimes constitute the only effec-
tive solution of social problems (social enterprises are most
needed in those regions). In practice, many social enterprises
need additional financing, grants, foundations, government
grants and so on. In general, these enterprises are “between
the state and the market, in order to fulfil their social mission,
they perform business activity, and they are self-financing”
(Ketsetzopoulou and Chiaf, 2012).

The important private promoting organisation of social
enterprises in Hungary is “NESsT”. Among the others the
Norwegian Civic Fund and the Swiss Fund can be mentioned.
No government agency is responsible for the social economy,
but, for example, social cooperative is the well-known form
supported by state. In 2011 the Hungary’s government accepted
the Hungarian Employment Plan that involved the recogni-
tion of the social economy by the government (Cibor, 2014). In
addition, the National Employment Public Foundation (OFA)
was established by the Ministry of Labour (currently National

Employment Foundation) to help to reduce unemployment and
to raise employment (Horvath, 2010).

Therefore, among the other targets, which social entrepre-
neurship aimed at (mitigating poverty and social exclusion,
dealing with aging population, discrimination against Romas,
homelessness etc. (Etchart, et al., 2014)), unemployment and
other labour market problems assume a key role.

In Table 4 some characteristics of social entrepreneurship in
Hungarian and international literature are compared.

Therefore, in Hungary the notion of social entrepreneurship
is newer and narrower than that inherent in the international lit-
erature; and it is associated with providing social services and
the non-profit sector of the economy, whereas in the interna-
tional literature it includes various sectors and forms of activity.

6 Conclusion

Social entrepreneurship is a new and promising notion: it
is called for solving the major social problems of the society;
therefore, many scientists investigate this sphere: its develop-
ment, nature, concept, boundaries, classification, and character-
istics. It is obvious that social entrepreneurship is inseparably
related with entrepreneurship and its principles, psychological
characteristics with the entrepreneur. Moreover, social entre-
preneurship can be defined as a form of entrepreneurship: while
the other types of entrepreneurship aim to venture growth max-
imization and economic prosperity, social entrepreneurship has
primarily social objectives.

But, there is no single approach to the definition of social
enterprise/entrepreneurship among academics and in society,
on the contrary — there are even contradictory notions. The
common features of most definitions are the philanthropic-
social (or environmental) orientation, financial stability and
innovation component.

Furthermore, the scientists from the “EMES” Research
Project analyse the different approaches to social enterprises
in the US and in Europe. In this research, social entrepreneur-
ships are divided into two main schools, such as American and
European. The American approach is more focused on the term
“entreprencurship” as commercial activities and examines the
social enterprise as a part of a market economy. According to
the European approach, social entrepreneurship is essential ele-
ment of the social economy; it is more focused on achieving the
social objectives of the society. In general, the legal framework
of social entrepreneurship in both the US and Europe is poor;
active debates are under way on its interpretation.

The term of social entrepreneurship is actively used in a
little different way by international organizations working
in this direction, such as Skoll Foundation, Ashoka, Schwab
Foundation, Skoll Centre for Social Entrepreneurship, Social
Business Earth, “Seforis”, “NESsT” and others. Typically,
they try to choose the US or the European approach to their
working definition.
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Table 4 Comparison of the Social Entrepreneurship in Hungarian and International Literature

Organization’s legal
form (HCSO, 2015)

Explanation

Core characteristics of social enterprise

Social enterprises’

In Hungarian Literature

In the International literature

characteristics
Definition Social enterprise is the “highly developed organisational form “Social entrepreneurs are individuals with innovative solu-
in which the enterprise is walking the thin line between profit tions to society’s most pressing social problems. They are
maximisation and the often irritable realisation of lessening ambitious and persistent, tackling major social issues and
societal stress, on the other hand it is the tool, which may bridge offering new ideas for wide-scale change” (Ashoka, 2015).
the gap between the lack of emotion in the economy and the
wish for the welfare of the public” (Pethed, 2009).
Legal form Non-profit sector includes foundations and associations, other Social enterprises can exist in different legal forms, but ex-
non-profits, for-profit sector: social cooperatives. cept non-sustainable philanthropy, voluntary activity, charity
Most Hungarian social enterprises are non-profit organizations and other socially oriented practice.
(Etchart, et al., 2014).
Size Half of the social enterprises in Hungary are small (1-10 It includes small, medium and large enterprises.

employees) and only 12% has revenues above €1 million
(Etchart, et al., 2014).

Sector of activity

Core spheres of its activity are: poverty and social exclusion,
the exclusion of disadvantaged groups from the labour market,
aging population, labour market (youth unemployment and
too early exit of +55 year olds), discrimination against Romas,
homelessness (Etchart, et al., 2014).

Core spheres of its activity are: “education, health, welfare
reform, human rights, workers’ rights, environment, eco-
nomic development, agriculture, etc.” (Schwab Foundation,
2015).

Sources of funding

Main sources are: 1) Fees for services or sales of products; 2)
Investors’ capital (equity); 3) Loans; 4) Grants; 5) Private dona-
tions; 6) Microfinance; or 7) Others (Huysentruyt, et al., 2010).

It includes: sale, economic activities, social investors, grants,
loans, donations, awards, government agencies, friends,
micro-financing and others.

Type of profit’s

Financial return cannot be distributed; it is used for social goals

Mostly financial return cannot be distributed; it is used for

distribution or to support its own activity.

social goals or to support its own activity. Sometimes this
enterprise can be financially driven.

The corporate social responsibility (CSR) is a very impor-
tant subject nowadays, as almost every big corporation tries
to declare that it is socially responsible. The concept of social
entrepreneurship is similar to that of corporate social responsi-
bility (CSR) that is very popular, but nevertheless the profit is
the main goal of a business organization’s activity.

At the same time according to some international organi-
zations, social entrepreneurship should not be strayed with
other similar social activities such as philanthropy, voluntary
activity, charity and other socially oriented practice, because
its social activism should develop sustainable solution on a
long-term basis.

Another problem is that according to some scientists, the
social enterprise reflects only non-profit social initiative, and
others treat it as an ordinary for-profit business that addition-
ally performs social mission. This causes difficulty in further
research and evaluation of social entreprencurships. However,
in order to determine the boundaries between for-profit and
non-profit social enterprises it is also possible to use an alter-
native approach that is based on the characteristics of social

enterprises regardless of their financial independence, philan-
thropist level and focus on financial return.

Therefore, the spectrum of social enterprises includes dif-
ferent types of businesses and their combinations. They can
function as non-profit or for-profit enterprises. Sometimes
social enterprise (both for-profit and non-profit) can be public
or financed by a public body (“wholly or mainly”) or combine
all the abovementioned forms.

In Hungary there is no legal definition of this concept, but the
notion of corporate social responsibility is quite well-known,
and the operational definition used by NESsT is a “starting
point” of its further evaluation in Hungary: “a business that is
created to address or solve a critical social problem in a finan-
cially sustainable (and potentially profitable) way”. The repre-
sentative of the main research institution of social entrepreneur-
ship in Hungary Pethed Attila of Budapest Corvinus University
mentions that social enterprise is a not-for-profit organization
that narrows the spectrum of social enterprises. However, the
definition of social enterprise in Hungary is very complicated,
due to its history of development, the participation of the state,
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changes in legislation, peculiarities of the functioning of the
non-profit organizations etc. In addition, social enterprises in
Hungary are closely related to the social economy, thus they
should be considered in conjunction with other “actors” such as
the government, the promoting and supporting organisations,
the target groups etc.

Most social enterprises in Hungary are non-profit and
state-owned ones. The non-profit sector includes foundations
and associations, other non-profits, while the for-profit sector
mostly consists of social cooperatives: the most visible and
bright companies in the field of social entrepreneurship.

It is also important to mention that social entrepreneur-
ship in Hungary is in the early stage of its development and
is designed to solve the most pressing social issues of society,
mainly related to the low level of employment.

Acknowledgement
The project presented in this article is supported by the
European Commission (Erasmus Mundus Programme).

References

Abu-Saifan, S. (2012). Social Entrepreneurship: Definition and Boundaries.
Technology Innovation Management Review. 2(2), pp. 22-27.

Ahmad, N., Seymour, R.G. (2008). Defining Entrepreneurial Activity: Defini-
tions Supporting Frameworks for Data Collection. OECD Statistics Work-
ing Paper. Organisation for Economic Co-operation and Develeopment.
https://doi.org/10.2139/ssrn. 1090372

Anthony Collins Solicitors, SEEM and Leicester Community Action Network.
Social Enterprise and the Public Sector. A practical guide to law and
policy. [Online]. Available from: www.seem.uk.net [Accessed: 18th De-
cember 2015].

Ashoka. What is a Social Entrepreneur? [Online]. Available from: https://
www.ashoka.org/social_entrepreneur [Accessed: 18th December 2015].

B Lab, Inc. 2015. What is a benefit corporation? [Online]. Available from:
http://benefitcorp.net/faq [Accessed: 25th December 2015].

Blank, S. (2011). The Four Types of Entrepreneurship. [Online]. Available
from: http://casnocha.com/2011/02/the-four-types-of-entrepreneurship.
html [Accessed: 3rd January 2016].

Boettke, P. (2004). What Role for Entrepreneurship in Economic Develop-
ment? Hayek Fellow, LSE Oxford University, October 12, 2004.

Brozek, K. O. (2009). Exploring the Continuum of Social and Financial Re-
turns: When Does a Nonprofit Become a Social Enterprise? Community
Development Investment Review. Federal Reserve Bank of San Fran-
cisco, pp. 7-17.

Cibor, K. (2014). Hungary. Social Entrepreneurship Network. [Online]. Availa-
ble from: http://socialeconomy.pl/node/313 [Accessed: 25th April 2016].

Council on Foundations (2015). Hungary. [Online]. Available from: http://
www.cof.org/content/hungary#General Legal Forms, Current as of Au-
gust 2015. [Accessed: 18th December 2015].

Defourny, J., Nyssens, M. (2010). Conceptions of Social Enterprise and Social
Entrepreneurship in Europe and the United States: Convergences and
Divergences. Journal of Social Entrepreneurship. 1(1), pp. 32-53.
https://doi.org/10.1080/19420670903442053

Directive 2003/72/EC supplementing the Statute for a European Cooperative
Society with regard to the involvement of employees: National Imple-
mentation Report. Hungary.

Eisenmann, T. R. (2013). Entrepreneurship: A Working Definition. Harvard
Business Publishing. [Online]. Available from: https://hbr.org/2013/01/
what-is-entrepreneurship [Accessed: 18 December 2015].

Elkington, J., Hartigan, P. (2013). The Power of Unreasonable People: How
Social Entrepreneurs Create Markets That Change the World. Harvard
Business Press.

Etchart. N., Horvath, A., Rosandi¢, A., Spitalszky, A. (2014). NESsT. The State
of Social Entrepreneurship in Hungary. SEFORIS Country Report. [pdf]
Available from: http://www.seforis.eu/upload/reports/Country Report
Hungary.pdf [Accessed: 18th December 2015].

European Commission (2014). The Social Business Initiative of the European
Commission. [Online]. Available from: http://ec.europa.eu [Accessed:
12th May 2016].

European Commission. Corporate Social Responsibility [CSR]. [Online].
Available from: http://ec.europa.eu/growth/industry/corporate-social-
responsibility/index_en.htm [Accessed: 23rd January 2016].

European Commission (2016). Employment and Social Developments in Eu-
rope 2015. Brussels: European Commission. Catalog N. : KE-BD-15-
001-EN-N. [Online]. Available from: http://tinyurl.com/h5j4qmw [Ac-
cessed: 31 January 2015].

European Parliament resolution of 20 November 2012 on Social Business Ini-
tiative — Creating a favourable climate for social enterprises, key stake-
holders in the social economy and innovation (2012/2004(INI)) (2015/C
419/08)

Fekete, E. (2011). Elements of Social and Solidarity Economy (SSE) in the
Hungarian Local Development. Club of Economics in Miskolc. TMP,
7(1), pp. 17-27.

Horvath, O. (2010). Social Economy in Hungary. National Report 2010.
ISEDE-NET Project. Hungarian Central Statistical Office (HCSO).
Huysentruyt, M., Rimac, T., Stephan, U., Essen, E., Vuji¢, S. (2010). SELUSI Re-
search Consortium. Personalized Feedback Report. [pdf]. Available from:
http://www.selusi.ew/uploads/images/101216_Selusi Report HU.pdf [Ac-

cessed: 18th December 2015].

International Co-operative Alliance. What is a co-operative? [Online]. Avail-
able from: http://ica.coop/en/what-co-operative-0 [Accessed: 24th April
2016].

Jaksa, B., Eros, B., Hamburg, J., Kowakska, A., Social Innovation in Hungary.
[Online]. Available from: https://webgate.ec.europa.eu/socialinnova-
tioneurope/sites/default/files/sites/default/files/social _innovations_in
hungary 2016.pdf [Accessed: 26 December 2015].

Ketsetzopoulou, M., Chiaf., E. (2012). Benchmarking study on social entrepre-
neurship. Austria, Bulgaria, Hungary, Greece, Italy, Serbia, Slovenia,
Ukraine. [pdf] Available from: http://www.southeast-europe.net/docu-
ment.cmt?id=189 [Accessed: 4th April 2016].

Kickul, J., Lyons, T. S. (2012). Understanding Social Entrepreneurship: The
Relentless Pursuit of Mission in an Ever Changing World. Routledge,
New York.

Lapowsky, 1. (2011). The Social Entrepreneurship Spectrum: Hybrids. INC,
33(4), pp. 86-88.

Mair, J., Marti, 1. (2005). Social entrepreneurship reserach:A source of explana-
tion, prediction and delight. Journal of World Business. 41(1), pp. 36-44.
https://doi.org/10.1016/j.jwb.2005.09.002

Martin, R., Osberg, S. (2007). Social Entrepreneurship: The Case for Defini-
tion. Stanford Social Innovation Review. 5(2), pp.29-39.

McConnell, C., Brue, S., Flynn, S. (2010). Economics: principles, problems,
and policies. 18th ed. McGraw-Hill, Boston.

MESSE PROJECT, Legal Information on Social Entrepreneuship...in Hungary.
[Online]. Available from: http://www.messe-project.eu/index.php/mentor-
ship/legal-information/in-hungary.html [Accessed: 28th December 2015].

Social Entrepreneurship and Its Implications for Hungary

2018 26 1 47


https://doi.org/10.2139/ssrn.1090372
http://www.seem.uk.net
https://www.ashoka.org/social_entrepreneur
https://www.ashoka.org/social_entrepreneur
http://benefitcorp.net/faq
http://casnocha.com/2011/02/the-four-types-of-entrepreneurship.html
http://casnocha.com/2011/02/the-four-types-of-entrepreneurship.html
http://socialeconomy.pl/node/313
 http://www.cof.org/content/hungary#General_Legal_Forms
 http://www.cof.org/content/hungary#General_Legal_Forms
https://doi.org/10.1080/19420670903442053
https://hbr.org/2013/01/what-is-entrepreneurship
https://hbr.org/2013/01/what-is-entrepreneurship
http://www.seforis.eu/upload/reports/Country_Report_Hungary.pdf
http://www.seforis.eu/upload/reports/Country_Report_Hungary.pdf
http://ec.europa.eu
http://ec.europa.eu/growth/industry/corporate-social-responsibility/index_en.htm
http://ec.europa.eu/growth/industry/corporate-social-responsibility/index_en.htm
http://tinyurl.com/h5j4qmw
http://www.selusi.eu/uploads/images/101216_Selusi_Report_HU.pdf
http://ica.coop/en/what-co-operative-0
https://webgate.ec.europa.eu/socialinnovationeurope/sites/default/files/sites/default/files/social_innovations_in_hungary_2016.pdf
https://webgate.ec.europa.eu/socialinnovationeurope/sites/default/files/sites/default/files/social_innovations_in_hungary_2016.pdf
https://webgate.ec.europa.eu/socialinnovationeurope/sites/default/files/sites/default/files/social_innovations_in_hungary_2016.pdf
http://www.southeast-europe.net/document.cmt?id=189
http://www.southeast-europe.net/document.cmt?id=189
https://doi.org/10.1016/j.jwb.2005.09.002
http://www.messe-project.eu/index.php/mentorship/legal-information/in-hungary.html
http://www.messe-project.eu/index.php/mentorship/legal-information/in-hungary.html

Nagy, R, Sebestény, 1. (2008). Methodological Practice and Practical Method-
ology: Fifteen Years in Nonprofit Statistics. Statisztikia Szemle. 12, pp.
112-138.

NESsT, 2015. Defining Social Enterprise. Available from: http://www.nesst.
org/social-enterprise/ [Accessed: 18th December 2015].

Petheo, A. 1. (2009). Beyond Corporate Social Responsibility: the Social En-
terprise. PhD Thesis, CorvinusUniversity of Budapest, Hungary.

Research programme “Seforis”, Social Entrepreneurship as a Force for more
Inclusive and Innovative Societies. (Last update: 2014) [Online]. Avail-
able from: http://www.seforis.eu [Accessed: 18th December 2015].

Ruszkai, Z., Mike, K. (2012). Social economy - laying the groundwork for
innovative solutions to today’s challenges. The Social Economy in Hun-
gary. Peer Review in Social Protection and Social Inclusion programme.
OSB Consulting, Paris, France, Dec. 10-11, 2012.

Say, J. B. (1803). 4 Treatise on Political Economy. 6th edition, Lippincott,
Grambo & Co., Philadelphia.

Schumpeter, J. A. (1983). The Theory of Economic Development: An Inquiry
Into Profits, Capital, Credit, Interest, and the Business Cycle. Transac-
tion Publishers, New Brunswick, New Jersey.

Schwab Foundation. What is a social entrepreneur? [Online]. Available from:
http://www.schwabfound.org [Accessed: 18th December 2015].

Skoll Foundation. About the Skoll Foundation. [Online]. Available from:
https://skoll.org [Accessed: 18th December 2015].

Social Business Earth. What is the difference between corporate social respon-
sibility [CSR] and social business? [Online]. Available from: http://so-
cialbusinessearth.org/what-is-the-difference-between-corporate-social-
responsibility-csr-and-social-business [Accessed: 23rd January 2016].

Szabd, M., Pethed, A. (2010). GEM 2009 Hungary: Jelentés a szocidlis val-
lalkozasok magyarorszagi helyzetérsl. (GEM Hungary 2009 - Report on
Social Entrepreneurship.) [pdf]. Available from: http://www.gemconsor-
tium.org/report/48529 [Accessed: 25th December 2015]. (in Hungarian)

Virtue Ventures LLC. The Four Lenses Strategic Framework. Toward an
Integrated Social Enterprise Methodology. [Online]. Available from:
http://www.4lenses.org/setypology/hybrid_spectrum [Accessed: 26th
December 2015].

Wamda. Social Entrepreneurship vs. Social Activism: What is the Difference?
[Online]. Available from: http://www.wamda.com [Accessed: 23rd
January 2016]

48 Period. Polytech. Soc. Man. Sci.

T. Buchko


http://www.nesst.org/social-enterprise/
http://www.nesst.org/social-enterprise/
http://www.seforis.eu
http://www.schwabfound.org
https://skoll.org
file:///P:/work/so/2016_2/9376/../../../../../../../../../AppData/Local/Temp/www.seem.uk.net
file:///P:/work/so/2016_2/9376/../../../../../../../../../AppData/Local/Temp/www.seem.uk.net
file:///P:/work/so/2016_2/9376/../../../../../../../../../AppData/Local/Temp/www.seem.uk.net
http://www.gemconsortium.org/report/48529
http://www.gemconsortium.org/report/48529
http://www.4lenses.org/setypology/hybrid_spectrum
http://www.wamda.com

	1 Introduction
	2 Defining entrepreneurships and their types  
	3 Social enterprise’ boundaries
	4 The Survey of the Hungarian Literature
	5 The boundaries of social entrepreneurship in Hungary
	6 Conclusion
	Acknowledgement
	References

