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ABSTRACT

There is a growing academic and policy interest in the Third Sector and its potential
impact on regional development. A key aspect of the Third Sector is its role in regional
development through the promotion of social capital. However, there is considerable
debate around the definition of the Third Sector that limits our understanding of its
impact. Here we first disentangle a number of ambiguities to clarify the distinctions
between the concepts before secondly exploring the relationship between the regional
development of social capital and the various aspects of the Third Sector. Finally we

consider UK policy agendas and initiatives in light of the earlier discussion.

KEY WORDS: Third Sector, social economy, social enterprise, social entrepreneurship,

social capital, regional development.

JEL CODES: L3; R0O; R58; R5

Le secteur tertiaire et le développement régional du capital social

KEAN BIRCH et GEOFF WHITTAM

RESUME

Le monde universitaire et la politique s'intéressent de plus en plus au secteur tertiaire et a
son impact potentiel sur le développement régional. Un aspect majeur du secteur tertiaire
est son role dans le développement régional par la promotion du capital social. Le secteur

tertiaire reste toutefois 1'objet d'un débat considérable qui limite notre compréhension de
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son impact. Dans cet article, nous commencons par déméler un certain nombre
d'ambiguités pour préciser la distinction entre les concepts avant, dans un deuxie¢me
temps, d'explorer les relations entre le développement régional du capital social et les
divers aspects du secteur tertiaire. Enfin, nous analysons les programmes et les initiatives

de la politique du Royaume-Uni a la lumiere des précédentes discussions.

Mots-clés : secteur tertiaire, économie sociale, entreprise sociale, entreprenariat social,

capital social, développement régional.

CODES JEL : L3; R0O; R58; R5

Der Dritte Sektor und die Regionalentwicklung von Sozialkapital
KEAN BIRCH and GEOFF WHITTAM

ABSTRACT

Wissenschaft und Politik interessieren sich zunehmend fir den Dritten Sektor
und seine potenzielle Auswirkung auf die Regionalentwicklung. Ein zentraler
Aspekt des Dritten Sektors ist seine Rolle in der Regionalentwicklung durch die
Forderung von Sozialkapital. Allerdings gibt es eine betrachtliche Debatte
hinsichtlich der Definition des Dritten Sektors, wodurch unser Verstandnis seiner
Auswirkung eingeschrankt wird. In diesem Beitrag beseitigen wir zunachst
verschiedene Unklarheiten, um die Unterschiede zwischen den Konzepten zu
erlautern. AnschlieBend untersuchen wir die Beziehung zwischen der
Regionalentwicklung des Sozialkapitals und den verschiedenen Aspekten des
Dritten Sektors. Zuletzt erértern wir die politischen Agenden und Initiativen in
GroBbritannien im Hinblick auf die frihere Diskussion.

KEY WORDS:

Dritter Sektor
Sozialwirtschaft
Sozialunternehmen
Soziales Unternehmertum
Sozialkapital
Regionalentwicklung
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El Tercer Sector y el desarrollo regional del capital social
KEAN BIRCH and GEOFF WHITTAM

©CoO~NOUTA,WNPE

1 ABSTRACT

14 Existe un creciente interés académico y politico en el Tercer Sector y su posible
15 efecto en el desarrollo regional. Un aspecto fundamental del Tercer Sector es la
funcion que desempena en el desarrollo regional mediante el fomento del capital
18 social. Sin embargo, existe un debate significativo acerca de la definicién del
19 Tercer Sector que limita nuestra capacidad para entender sus repercusiones.
20 Por ende aqui esclarecemos una serie de ambigledades para clarificar las
21 diferencias entre los conceptos antes de explorar la relaciéon entre el desarrollo
regional del capital social y los diferentes aspectos del Tercer Sector.
o4 Concluimos con un analisis del programa vy las iniciativas politicas en el Reino
25 Unido con respecto a la discusion anterior.

27 KEY WORDS:

28 Tercer Sector
Economia social

31 Empresa social

32 Empresariado social
33 Capital social

34 Desarrollo regional
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1. INTRODUCTION

Despite the importance of the Third Sector to the UK and its regions (see
SMALLBONE, et al. 2001; ECOTEC, 2003; McGREGOR et al., 2003; ARTHUR et al.,
2004; HUDSON, 2005; IFF RESEARCH, 2005), there is considerable confusion over its
definition, the distinction between its constituent parts, and its impact on regional
development (ADAMS et al., 2003; HARDING and COWLING, 2004). In part the
existence of numerous terms like social economy, social enterprise and social
entrepreneurship produces considerable confusion because these concepts have only been
subject to academic attention and debate in the last decade or so (SEELOS and MAIR,
2005). Thus it is particularly important for a journal like Regional Studies to address the
issue of socio-economic development that such debates on the Third Sector have
stimulated, especially in relation to the increasing importance placed on social
embeddedness and social capital in regional development.

At present the lack of clarity in discussions around the Third Sector leads to
frequent theoretical and empirical slippage between concepts and terms such as the social
economy, social enterprise and social entrepreneurship. As a result, HAUGH (2005b,
p-10) argues that “research in social entrepreneurship ... is hindered by the lack of
standard and universally acceptable definitions”. This is something that NICHOLLS
(2006) suggests is particularly important to solve considering that the Third Sector has
become so popular with academics and policy-makers, although others would disagree
with the aim of creating such ‘essentialist’ typologies (see MOULAERT and
NUSSBAUMER, 2005). Section 2 of this article therefore explores three core concepts in

the Third Sector — the social economy, social enterprise and social entrepreneurship — to
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draw out the differences between organisational and institutional characteristics, different
activities and their motivation. In so doing we address the relationship between the
concepts and what implications these might have for the Third Sector as a whole in order
to contribute to ongoing debates that cut across the social sciences. However, in so doing
we do not seek to eliminate conceptual diversity altogether.

Arguably the growing interest in the Third Sector can be seen as a result of the
‘hollowing out’ of the state provision of services and goods for their citizens (BUDD,
2003; PATON, 2003; FYFE, 2005) as well as recent policy concern with sustainable
development, climate change and other ecological issues. For example, the current British
government’s social enterprise policy has been oriented around the promotion of social
enterprises as a ‘“diverse and enterprising way of tackling social and environmental
issues” (SMALL BUSINESS SERVICE, 2005) including social inclusion, local
regeneration and community empowerment (see DTI, 2002). Part of the policy interest is
derived from the perceived relationship between the regeneration of deprived and
disadvantaged communities and social capital (HM TREASURY, 1999; DEVINE-
WRIGHT et al., 2001), which we discuss in detail in Section 3. Thus it has been argued
that social capital can be promoted through the Third Sector (LEADBEATER, 1997;
THOMPSON et al., 2000; see FYFE, 2005 for critical view), which, in turn, promotes
and cements (sustainable) regional development (DEVINE-WRIGHT ef al., 2001;
RYDIN and HOLMAN, 2004).

In the final section of the article we turn to regional policy to illustrate how the
relationship between regional development and the Third Sector has been conceived in

rather limited terms by both national and ‘regional’ governments. We focus explicitly on

. 7 . . .
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the UK because of the strong recent interest in social enterprise in academic and policy
debates. We have also chosen to focus on Scotland because it represents an example of a
‘region’ suffering from the consequences of long-term socio-economic uneven
development that has adopted Third Sector policies distinct from the national and other
devolved governments. This discussion illustrates the differences between policy agendas
and initiatives at different scales and how they impact on the regional development of
social capital within and across different geographical locations. In particular we separate
discursive claims from policy implementation in order to consider the conceptual
confusion around visions of and for the Third Sector that blur the already confused
distinction between the social economy, social enterprise and social entrepreneurship (see
ARTHUR et al., 2003). Thus we highlight the current government emphasis on public
service delivery in Third Sector policy, especially in relation to regional development,

and how this might prove detrimental to the promotion of social capital.

2. THREE CORE CONCEPTS: SOCIAL ECONOMY, SOCIAL ENTEPRISE

AND SOCIAL ENTREPRENEURSHIP

The literature on the Third Sector, particularly the recent expansion of interest in
social enterprise and social entrepreneurship, emphasises the importance of the ‘triple
bottom line’ of economic, social and ecological goals (BOSCHEE and McCLURG, 2003;
SOCIAL ENTERPRISE COALITION, 2003; ELKINGTON, 2004; WALLACE, 2005;
JONES and KEOGH, 2006)." However, there is considerable blurring between concepts

like the social economy, social enterprise and social entrepreneurship as well as between
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the market, state and Third sector. Thus although the organisational, institutional and
motivational characteristics of the Third Sector sets it apart from the private and state
sectors, it does not mean that there is no link between these three sectors.

For example, the ‘hollowing out’ of the state and retreat from the state provision
of welfare has meant that social enterprise is being used to deliver government agendas
and policies (PATON, 2003), whilst the social objective precludes a market-based
solution. In turn, social entrepreneurs or entrepreneurship can emerge in and operate
across both the state and market sectors where service delivery may depend on
individually motivated people or where the development of the quasi-philanthropy of
corporate social responsibility (CSR) has arisen because of certain individuals within a
business organisation (THE OBSERVER, 2005; TREBECK, 2005). We represent this
blurring between the sectors in Figure 1 and suggest that it precludes the assumption of
clear boundaries between the three sectors, yet also necessitates the need for greater
conceptual clarity. In order to do this we explore the social economy, social enterprise
and social entrepreneurship below before considering how they impact on the regional

development of social capital in the next section.

<Insert FIGURE 1 here>

2.1 SOCIAL ECONOMY

According to AMIN et al (2003), the term social economy itself dates back to the

early nineteenth century, if not before, although its usage in the English-speaking world
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has been a relatively recent phenomena. Thus it has rarely featured in academic debates
before the 1990s when it was referred to as the ‘third’, ‘voluntary’ and / or ‘not-for-
profit’ sector(s) (AMIN et al., 2002; DART, 2004; HUDSON, 2005). Broadly speaking
the social economy can be considered as economic activity performed by organisations
that are neither for-profit nor state run organisations and are therefore within the ‘Third
Sector’ (ANHEIER and BEN-NER, 1997; AMIN er al., 2003; ARTHUR et al., 2003;
WILLIAMS et al., 2003; HUDSON, 2005; SEAM, 2005). However, the social economy
is distinct from both the household and informal economies — also part of the Third
Sector — because it consists of formal structures and institutions (see Figure 1).

Although they recognise earlier charitable and voluntary organisations,
MOULAERT and AILENEI (2005) also claim that the social economy has largely
nineteenth century origins, especially in relation to concerns about inequality. They argue
that there were country-specific forms with France developing an ‘associative’ variant
derived from notions of political liberty, whilst English versions were more closely
oriented around communities (MOULAERT and AILENEI, 2005; see also LINDSAY
and HEMS, 2004). Furthermore MOULAERT and AILENEI align the historical
expansion and contraction of the social economy with recurrent capitalist crises and the
popular, spontaneous reactions to the threat and effects of liberalism that KARL
POLANYTI (1944[2001]) recounts in The Great Transformation. It has been suggested
that POLANYI's (1957) conceptualisation of exchange based on reciprocity,
redistribution and markets neatly maps onto the three-way distinction between the social
economy, government provision and the private sector respectively (see LAVILLE and

NYSSENS, 2001; LAVILLE, 2003; WILLIAMS et al., 2003).

. 1 . . .
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The importance of reciprocity as a characteristic of the social economy is evident
in the stress laid on non-profit, not-for-profit and voluntary principles, which contrasts
with the more recent definition of social enterprises. Non-profits can be defined as
organisations that are required to re-invest any profits in the organisation and its
activities, whereas not-for-profits may distribute profits between members or
stakeholders (MOULAERT and AILENEI, 2005; see also ARTHUR et al., 2003; JONES
and KEOGH, 2006). It is also possible to distinguish between non-profits and not-for-
profits by arguing that the former are meant to serve public (e.g. national) or social (e.g.
local) interests whilst the latter serve the common interest of their members; they can also
serve the public and social interest, but are not required to do so (see LINDSAY and
HEMS, 2004)." Furthermore, voluntary organisations (e.g. charities) can represent a
subset of the non-profit sector marked by a distinction between non-governmental
organisations (NGOs) and community organisations (MOULAERT and AILENEI, 2005),
both of which promote civic society and social cohesion through requirements for

‘public benefit’.

2.2 SOCIAL ENTERPRISE

Discussions of the social economy often entail a conceptual slippage between the
broad concerns of the various organisational forms like charities, voluntary associations
and cooperatives that constitute the broader social economy and the specific, relatively
new social enterprise model (e.g. HM TREASURY, 1999; SCOTTISH EXECUTIVE,

2003; see HUDSON, 2005). There is also considerable slippage between social enterprise

. 11 . . .
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and social entrepreneurship with some authors using the terms interchangeably to refer to
a set of specific organisational practices (e.g. HARDING, 2004; see also NICHOLLS,
2006). To provide clarity, it is useful to consider social enterprise as representing a “new
dynamic within the third sector” and it is therefore only one element in the broader Third
Sector (LAVILLE and NYSSENS, 2001, p.624).

The emphasis in recent debates on ‘entrepreneurialism’ or ‘enterprise’ can be seen
as particular to social enterprise, and especially the activity of social enterprise. As a
fairly recent concept, social enterprise encapsulates both a specific form of social
economy organisation and, more importantly, a specific form of activity. It is
characterised by a business orientation and innovative approach focused on the delivery
of social benefits through trading to ensure the financial sustainability of the
organisations concerned (BUDD, 2003; ARTHUR et al., 2004). This conceptualisation
makes social enterprise distinct from the common definition used by the DTI, which
covers an array of different organisations with distinct and sometimes disparate

objectives (e.g. charity and workers co-operative):

“A social enterprise is a business with primarily social objectives whose surpluses
are principally reinvested for that purpose in the business or in the community,
rather than being driven by the need to maximise profit for shareholders and

owners” (DTI, 2002, p.8).

Although social enterprise involves a social objective, the definition of such objectives is

itself complicated by the different weight given to organisational forms, as well as the

. 12 . . .
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emphasis placed on market models of trading activity (DART, 2004). For example,
worker cooperatives might be excluded from the UK government definition of social
enterprise because their social goal is collective ownership, which has been implicitly
side-lined by government policies focused on ‘stakeholding’ (ARTHUR et al., 2004)."
Therefore it is more useful to argue that social enterprise concerns the pursuit of
particular activities rather than representing certain social forms (e.g. cooperatives,
democratically-run organisations) with the aim of producing collective benefits
(LAVILLE and NYSSENS, 2001).

Thus the main defining characteristic distinguishing social enterprise from the
broader social economy is that social enterprise involves the derivation of a significant
proportion — between 25 and 50 percent — of organisational income from trading
activities (OECD, 1999; DTI, 2002; IFF RESEARCH, 2005; THE OBSERVER, 2005).
Furthermore, it has been suggested that social enterprise represents a particular point in
the life cycle of social economy organisations; i.e. the point at which they achieve
financial sustainability (JOHNSON, 2000; ARTHUR et al., 2004; EIKENBERRY and
KLUVER, 2004). This conceptual definition concentrates on the ‘activity’ rather than
‘organisation’ of social enterprise because it relates to the extent to which trading (i.e.
means) dominates an organisation (NICHOLLS, 2006). Social enterprise can therefore be
considered as trading for a social purpose, rather than as a distinct Third Sector
organisation with certain characteristics distinct from the reciprocity and mutualism
inherent in the social economy (DART, 2004; HAUGH and TRACEY, 2004; HAUGH,

2005a).

. 1 . . .
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2.3 SOCIAL ENTREPRENEURSHIP

Whereas the recent interest in the social economy focuses on organisational forms
and for social enterprise on specific activities (i.e. trading), the recent and continuing
popularity of social entrepreneurship concentrates on individual motivation and
leadership (see LEADBEATER, 1997; THOMPSON et al., 2000; CONE et al., 2003;
BORNSTEIN, 2005; SEAM, 2005; JONES and KEOGH, 2006). Consequently all three
concepts discussed here constitute an element of the Third Sector rather than representing
its defining features (see also PEARCE, 2003). The individual basis of social
entrepreneurship is evident in the definitions of MAIR and MARTI (2006) and DEES
(2001), which both cut across different typologies and tackle the issue of whether
individuals or organisations can engage in social entrepreneurship. However, there is still
considerable conceptual slippage between social enterprise and social entrepreneurship in
many such definitions (GRENIER, 2002; HOCKERTS, 2006; PEREDO and McLEAN,
2006). We define social entrepreneurship at the individual level because of our argument
that the organisational and activity bases of the Third Sector can be represented by the
social economy and social enterprise respectively.

We think it is important to define social entrepreneurship in a limited fashion
because of the problems evident in ‘outcome-based’ definitions. Here the
conceptualisation of social entrepreneurship can appear self-defining through the
naturalisation of certain characteristics as entrepreneurial because they have achieved
specific goals (i.e. ‘success’). One example of this tendency is represented by

BRINCKERHOFF’s (2000, p.1) claim that social entrepreneurs are “people who take risk

. 14 . . .
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on behalf of the people their organization serves” and that “[s]ocial entrepreneurship is
one of the essential characteristics of successful not-for-profits”. Thus risk and success
are presented as two-sides of the same terminology in that without risk there would be no
‘success’ and without ‘success’ there would be no need for risk-taking. As such this may
simply reflect the introduction of market-driven agendas into the Third Sector in pursuit
of self-sufficiency resulting from declining public and private funds (HOCKERTS,
2006). Furthermore, it is important to avoid definitions that are based on the idea that
social entrepreneurship refers to the establishment of social enterprises (HAUGH, 2005b;
MAIR and MARTI, 2006).

In discussing social entrepreneurship at this individual level we can identify the
importance of motivation and leadership. In his now famous definition, DEES (2001, p.2)
describes entrepreneurs as people who “mobilize the resources of others to achieve their
entrepreneurial objectives”. Consequently, social entrepreneurs can be defined as people
who act as “change agent[s] in the social sector” through the adoption of a mission,
pursuit of new opportunities to achieve that mission, continual “innovation, adaptation
and learning”, avoidance of limits on current resources, and concern with accountability
to clients and community (DEES 2001, p.4). In a similar vein, BORNSTEIN (2005, p.1)
writes about social entrepreneurs as “people with new ideas to address major problems
who are relentless in the pursuit of their visions”. The ‘vision’ is a crucial aspect of social
entrepreneurship, but also for entrepreneurship more generally (see also MORT et al.,
2003), consisting of imagination and evangelism, where the former provides the
motivation to pursue the latter. Thus the willingness to chart new paths and bring others

along with you is based on a set of guiding principles. In some ways this is reminiscent of

. 1 . . .
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the idea of the ‘public entrepreneur’ (WADDOCK et al., 1991) or the ‘social’ or ‘civic’
entrepreneur (HOCKERTS, 2006), which means that it does not necessarily involve the

strategies or activities that characterise the social economy and social enterprise.

3. THE THIRD SECTOR AND THE REGIONAL DEVELOPMENT OF

SOCIAL CAPITAL

Having briefly summarised the differences between the concepts of the social
economy, social enterprise and social entrepreneurship, we now turn to their role in
regional development. The Third Sector is linked to regional development in relation to
the pursuit of ‘sustainable’ forms of economic activity (e.g. trading) as well as the
creation and development of social capital and broader socio-economic outcomes (see
PEARCE, 2003; FLOCKHART, 2005; EVANS and SYRETT, 2007; JONES et al.,
2007; see FYFE, 2005 for critical view). Implicit in this view is that certain forms of
economic and social activity are sustainable (e.g. markets-driven economic growth)
which differs from ‘strong’ arguments on sustainability (CHATTERTON, 2002). In
contrast, sustainability more closely resembles the triple or quadruple bottom line that
blends economic, social, ecological and community concerns (ELKINGTON, 2004;
REID and GRIFFITH, 2006). Consequently we concentrate on the regional development
of social capital in order to consider the implications of policy agendas and initiatives
undertaken to encourage, promote and support the Third Sector and their socio-economic
impact (AMIN et al., 2002; PEARCE, 2003; AMIN, 2005; HAUGH, 2005a, 2005b;

WALLACE, 2005).

. 1 . . .
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Defining social capital would take another critical survey in itself so we draw on a
number of existing reviews of the concept by the likes of WOOLCOCK (1998), FINE
(2001), ONS (2001), JOHNSTON and PERCY-SMITH (2003), QUIBRIA (2003), and
WESTLUND and BOLTON (2003). The first thing to note is that social capital, despite
its meta-theoretical claims, is a diverse concept that cuts across disciplines and has been
strongly criticised (e.g. FINE, 2001) despite its popularity in academic and especially
policy circles. According to WOOLCOCK (1998) it was first identified by Jane Jacobs
and Pierre Bourdieu and later developed by James Coleman, Ronald Burt and Robert
Putnam. It can be “generally defined as the information, trust, and norms of reciprocity
inhering in one’s social networks” (WOOLCOCK, 1998, p.153; also p.189) and
conceived as both individual (Bourdieu) and community (Putnam) based as well as
functional (Coleman) and consequentialist (see QUIBRIA, 2003).

Like WOOLCOCK (1998, p.168), we differentiate between four types of social
capital that all relate to regional development including: (1) norms (e.g. ‘bonds’ or intra-
community ties), (2) networks (e.g. ‘binding’ or extra-community ties), (3) links (e.g.
‘diversity’ or the difference between communities) and (4) holders (e.g. ‘bridge-builder’
or change agents). These four types of social capital not only relate to the Third Sector in
distinct ways, as summarised in Table 1 below, but they also entail geographical
specificity in their relationship to particular places and scales; i.e. their context (see
PORTES, 1998; WOOLCOCK, 1998). For example, norms can be seen as both a broad
scale phenomena covering the whole Third Sector (e.g. mutualism, voluntarism etc.), as
well as specific to the Third Sector in distinct places (e.g. local communities). Networks

can also be conceptualised in these terms in that they connect different sectors (e.g.
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private, state and Third) as well as different institutions, organisations and people in and
across distinct places and scales. In similar terms, the differences (i.e. diversity) between
such social actors can cut across scales, whilst the position of such actors (i.e. holders) is
also constituted by place and scale.

Although it is possible to construct a typology of the relationship between the
Third Sector and social capital as we have done in Table 1, it is important to note that
there is a diversity of possible relationships between the two concepts that cannot be
captured in such an ideal type. For example, bonding social capital (e.g. norms) of local
communities can help in the development of the social economy in that emerging and
existing organisations (e.g. social firms) rely upon existing values, beliefs and attitudes
(e.g. voluntarism) that help to foster collective action through the building of trust (see
MOULAERT and NUSSBAUMER, 2005; EVANS and SYRETT, 2007). In this sense
the varieties of social capital embedded within communities, groups and wider society
are necessary for the promotion of the Third Sector, but also, just as crucially, they are
actively embedded and promoted in place and across scales by the Third Sector in socio-
economic relationships. It is the latter concern, however, that interests us here because it

is more relevant to the focus on regional development in this article.

<Insert TABLE 1 here>

3.1 ORGANISATIONAL SOCIAL CAPITAL

. 1 . . .
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Some authors have argued that there is a misplaced academic and policy emphasis
on the social economy as an “economic circuit in its own right” that is embedded in “the
‘local’, the ‘community’ or the ‘neighbourhood’”, especially in relation to the alleviation
of social exclusion through employment (AMIN et al., 2003, p.31; see also AMIN, 2005;
HUDSON, 2005). In conceptualising the characteristics of the social economy in
organisational terms, we argue that the regional development of social capital goes
beyond such a focus on the employment and employability of socially disadvantaged
groups prevalent in these discourses (CHANAN, 1999). Instead, as WILLIAMS et al
(2003) argue, the social economy entails norms of mutualism and independence
alongside not-for-profit principles that make the focus on employment and employability
problematic because it ties organisations to specific locations that may inhibit socio-
economic development as well as limiting the contribution of the social economy to the
development of social capital because it would then also be tied to particular places and
scales (AMIN, 2005; HUDSON, 2005). Thus it would be difficult to promote extra-
community network ties or the linking of diverse groups embedded in different places
where there is an overwhelming focus on local employability.

However, this does not mean that locality, community and place are irrelevant in
the development of social capital. ARTHUR et al (2003) argue that the social economy
includes local and ‘employee’ ownership, local and employee control, mutual values, and
local finance, whilst others argue that the social economy concerns the addressing of
unmet material and social needs at a local level with an “explicit reference to the ethical
values of solidarity and reciprocity” (MOULAERT and AILENEI, 2005, p.2048; also

MOULAERT and NUSSBAUMER, 2005). This touches on a crucial aspect of social
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capital, namely the necessary link between social and material resources, which is
highlighted in the literature (FORREST and KEARNS, 2001; EVANS and SYRETT,
2007). It is particularly important that the pursuit of social objectives like democratic
participation, voluntarism and mutualism through economic activity does not lead to
profit “leakage” — i.e. leaving an organisation (LINDSAY and HEMS, 2004, p.276) — and
consequently the means (i.e. economic activity) are considered to be as important as the
ends (i.e. social objective) (EIKENBERRY and KLUVER, 2004). Thus the development
of social capital is inextricably tied to material development and therefore the social
economy entails the build up of both tangible and intangible community assets through
local regeneration and community empowerment (THOMPSON et al., 2000).

The social economy consists of numerous organisations that embed both social
and material resources in particular places and provides access across different scales.
This organisational and institutional infrastructure promotes social capital by providing
access to both types of resource and in particular through the development of mutualism
amongst and between different groups thereby leading to greater ‘active participation’
and ‘stakeholding’ in society, not just the local community (JESSOP, 2000; AMIN et al.,
2002). However, there is a risk of ossification if such organisational and institutional
relationships and networks are over-embedded in particular places; i.e. bonding
communities together around certain social and material resources, but limiting access to
other resources (EVANS and SYRETT, 2007). Thus there are concerns that the
development of only one form of social capital (e.g. bonding) can inhibit change, in that

the promotion of strong bonds detracts from developing new relationships, whilst also
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limiting access to resources for individuals who are peripheral group members (MAIR
and MARTI, 2006).

The importance of extra-local and extra-organisational linkages is therefore
crucial, whilst the ethos of mutualism underpinning the social economy helps to alleviate
the possibility of insularity highlighted above. The emphasis on mutual, democratic, and
voluntary norms can stimulate the development of these networks and foster linkages that
avoid local or organisational boundedness (RYDIN and HOLMAN, 2004). Consequently,
certain types of social capital (e.g. bonding) are necessary to promote other types of
social capital (e.g. binding) and are embedded in the organisations and institutions
particular to different places, but they are not sufficient in themselves. Thus there is a
need to question the existence of ‘excessive’ social capital (QUIBRIA, 2003; BARON,
2004), which the social economy can do by enabling these different groups, communities
and actors to connect and interact with one another across different places and scales
through a shared ethos. However, the social economy does not fully account for the
creation of new networks (i.e. bridges) or the evolving process of forging new
relationships and networks that link different and diverse groups, organisations and

institutions; it is here that social enterprise plays a crucial role as discussed next.
3.2 ACTIVITY-BASED SOCIAL CAPITAL
Social enterprise involves the acquisition of funding through trading and sales,

rather than grants or donations (CROSSAN et al., 2004), and as such it is closely related,

although still distinct from, the public and private sectors; for example, social enterprise
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can involve both the provision of services through public procurement and market
exchanges in the private sector (DTI, 2003; JONES et al., 2007). Social enterprise also
relates to capacity, in terms of both organisational capabilities and scope, and
consequently it is important to consider how such activity, as process, inheres in and
across specific territories. Thus, in relation to social capital, the activity of social
enterprise has two major functions in regional development. First is the binding of
different groups together in a network, both within specific places such as local
communities and, more broadly, at the regional and national scale. Second is the linking
of diverse and often disparate normative frameworks (e.g. mutualism and profit-seeking)
and structures (e.g. social firms and private companies), which produces new insights and
resources through inter-group learning. Again this entails territorial embedding because
of the linkages forged between regions, or even across scales, that lead to the
development of social capital.

Social enterprise is able to bridge diverse groups and therefore assist in the
development of social capital through the process of binding actors together, although the
lack of an existing organisational or institutional basis of relationships may prove
detrimental to this process; e.g. by limiting the social as well as economic resources
available for activities (HUDSON, 2005). Social enterprise provides the means through
which the process of bridging can occur because it necessitates activity across a number
of different spheres (e.g. economic, social, political) incorporating the economic concerns
of trading for income with the pursuit of a social purpose, all undertaken with the
assumption of democratic accountability to a specific constituency or community

(PEARCE, 2003). Such processes entail a shift in emphasis from emergent and informal
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associations that bond groups together, as provided by the social economy, to new modes
of operation and governance that move beyond the immediate group or territory (EVANS
and SYRETT, 2007). Therefore social enterprise can be seen as the process through
which actors can embed themselves in a network of relationships that help to promote the
successful pursuit of certain objectives; social, ecological, community or otherwise.
However, an unfortunate consequence of this pluralism is that the strong bonding ties (i.e.
mutualism) characteristic of the social economy as a whole are necessarily weakened
thereby reducing the link with a particular territory or place, whilst co-operation may also
be threatened by the turn towards market principles; e.g. competition (EIKENBERRY
and KLUVER, 2004; EVANS and SYRETT, 2007).

The threat to bonding social capital may also prove beneficial in that it can lead to
the development of new approaches or new connections that are not locally bounded. In
particular, the emphasis on trading leads to a market focus in activities which encourages
the development of new processes that link diverse concerns and incorporates goals and
means that were not previously associated, but can still prove beneficial. However, one
major concern here is that values may end up recast as the means to an end, rather than
the objective themselves. Thus the regional development of social capital may be
considered as the means to economic competitiveness, reducing such values to a process
(e.g. trading) for reasons that relate more to ideological assumptions than usefulness
(FINE, 2001). Therefore the possibility of pursuing emancipatory or empowering
activities during place-specific regeneration and development could be replaced by
market-based assumptions and norms that preclude certain activities (e.g. co-operation or

collective ownership and control). For example, it has been argued that the Community
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Interest Company legal form recently introduced in the UK fails to challenge existing
ownership forms, which thereby precludes the adoption of social or cooperative
ownership (ARTHUR et al., 2004). Consequently the motivation behind social enterprise
is a central concern in regional development, but one that cannot be addressed in the

conceptualisation of social enterprise as process.

3.3 MOTIVATION-BASED SOCIAL CAPITAL

In turning to social entrepreneurship, it is important to note that the concept
cannot be defined in relation to outcomes nor can it simply relate to just a process. Rather
it relates to the issue of individual motivation (i.e. agency) as much as the process of
institutional transformation inherent in the pursuit of social change. There are a number
of ‘agency’ definitions of social entrepreneurship such as “any person, in any sector, who
uses earned income strategies to pursue a social objective” (BOSCHEE and McCLURG,
2003, p.4). However, the assumption that only income-earning strategies are indicative of
social entrepreneurialism is problematic. As JOHNSON (2000, p.12) points out, this
definition implicitly accedes to the expectations and objectives of a wider capitalist
economy, rather than providing the means to pursue alternative economies such as the
‘co-operative commonwealth® (JONES and KEOGH, 2006, p.18). Furthermore, the
association between income-earning and entrepreneurialism ignores a whole swathe of
people involved in a range of activities from corporate social responsibility (CSR) or
corporate philanthropy (TREBECK, 2005) through to ‘antipreneurs’ from the anti-

globalisation movement."” It is therefore largely a reformist as opposed to radical
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perspective. Consequently, several writers have argued for an understanding of social
entrepreneurship that accounts for a range of individual characteristics such as leadership,
vision and risk-taking; all of which add extra dimensions to the concept
(LEADBEATER, 1997; THOMPSON et al., 2000; DEES, 2001; MORT et al., 2003;
MAIR and MARTI, 2006; PEREDO and McLEAN, 2006).

When this ‘agency’ conceptualisation of social entrepreneurship is wedded to the
idea of ‘process’, it shows how social value is created through the “innovative use and
combination of resources to pursue opportunities to catalyse social change and/or address
social needs” (MAIR and MARTI, 2006, p.37). In particular, HOCKERTS (2006, p.7-13)
outlines three sources of social entrepreneurialism covering activism, self-help and
philanthropy, which all impact on social capital development. However, the process of
innovation does not necessarily sit well with policy objectives aimed at community
empowerment or capacity building because innovation — in Schumpeterian terms — would
entail the ‘creative destruction’ of existing institutions, organisations and communities
and their replacement by new ones (see ZAFIROVSKI, 1999). In some ways then this
view of social entrepreneurship (e.g. LEADBEATER, 1997) is limited by the assumption
that entrepreneurialism implicitly concerns new processes that may unnecessarily break
down existing institutional structures, social relationships etc. Thus it is important to
embed the notion of individual motivation with that of process in order to avoid the
‘destruction’ that innovation can mean for the regional development of social capital.

Using the concept of social entrepreneurship outlined above that is oriented
around the wedding of agency with process, it is possible to identify the important linking

role performed by social entrepreneurs, whether in terms of a person or group, in the
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production of social capital that connects process-agents to diverse social actors drawn
from across the three sectors (PURDUE, 2001; GRENIER, 2002). Thus social
entrepreneurship involves, on the one hand, collaboration with a diverse and often
disparate range of people, groups and organisations, and, on the other hand, the
promotion and development of new networks of such divergent interests in the pursuit of
specific social goals (JOHNSON, 2000; PEREDO and McLEAN, 2006). However, just
as this may prove destructive of existing social capital, it may also preclude challenges to
existing interests, necessitating that social entrepreneurship adheres to a ‘reformist’, as
opposed to ‘radical’, social agenda (JONES and KEOGH, 2006). It also rests on the
social entrepreneur developing a specific form of social capital (i.e. bridge-builder),
which may entail inadequate accountability and democratic governance.

The development of linking social capital is central to social entrepreneurship
because it concerns the capability to juggle the triple or quadruple bottom line necessary
for sustainable development. Where greater emphasis is placed on economic
sustainability over social and ecological issues this may prove problematic.
Consequently, the issue of accountability in social entrepreneurship is vital because it is
only through considerations of ‘stakeholding’ and other forms of ‘citizenship’ (see
TRACEY et al., 2005) that social entrepreneurship gains any legitimacy (MORT et al.,
2003; DART, 2004; NICHOLLS, 2006; REID and GRIFFITH, 2006). Thus community
empowerment and accountability necessitates a focus on social embeddedness (MAIR
and MARTI, 2006), which may be sidelined where there are disparities in power

engendered by the implicit ability of individual social entrepreneurs to define the ‘good’
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and ‘bad’ characteristics of society (QUIBRIA, 2003; BARON, 2004) and their capacity

to operate across different geographical scales.

4. THE THIRD SECTOR AND REGIONAL POLICY IN THE UK

In turning to the implications of the Third Sector for regional policy, it is
important to distinguish between policy agendas (i.e. discursive claims) and policy
initiatives (i.e. implementation). Although we acknowledge that conceptual clarity is not
necessarily possible, or even desirable," it is evident that there are numerous conceptual
slippages in policy discourse and its application that problematically blur the already
hazy distinctions between the private, state and Third sectors (e.g. SCOTTISH
EXECUTIVE, 2003; see ARTHUR et al., 2003). Such conceptual fuzziness not only
presents a problem in assessing regional policy, it also inherently confuses a number of
policy aims and their subsequent implementation. Here we concentrate on UK and
Scotland in order to focus the discussion of Third Sector policy and to consider the
difference in such policy agendas and their implementation at different scales. As
mentioned previously, we have chosen to focus on Scotland for a number of reasons.
First, it has suffered from long-term socio-economic uneven development; second, it has
a policy agenda distinct from the national and other devolved governments; and finally,
the wealth of policy literature on Scotland is greater than for other regions of the UK (see

JONES et al., 2007).

4.1 THIRD SECTOR POLICY AGENDAS
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At the UK level, policy agendas have tended to conflate social enterprise with the
social economy and even the broader Third Sector, despite the significant differences that
exist between these concepts. Thus policy that initially focused almost exclusively on
social enterprise (e.g. DTIL, 2002, 2003) has not changed despite the recent establishment
of the Office of the Third Sector (OTS) in 2006. This is demonstrated in the similarity
between the definitions used in the 2002 DTI social enterprise strategy and 2006 OTS
report on the role of the Third Sector in regeneration. The former defines social enterprise

as:

“...a business with primarily social objectives whose surpluses are principally
reinvested for that purpose in the business or in the community, rather than driven

by the need to maximise profit for shareholders and owners” (DTI, 2002, p.8).
The latter defines the Third Sector in a similar vein as:
“...non-governmental organisations which are value-driven and which principally
reinvest their surpluses to further social, environmental or cultural objectives”
(HM TREASURY and CABINET OFFICE, 2006, p.5).
Such inability to differentiate between the different features of the Third Sector leads to a

number of problematic assumptions when considering not only how to measure the sector

(in essentialist terms, see MOULAERT and NUSSBAUMER, 2005), but also how to
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measure the impact of policy initiatives, especially in relation to regional development
and local regeneration.

The definitional shift does not necessarily represent an accidental confusion of
concepts since an ECOTEC report commissioned by the DTI had explicitly referred to
social enterprise as the ‘trading’ arm of the Third Sector, or “that part of the social
economy which is primarily engaged in trading” (ECOTEC, 2003, p.22). Thus it appears
to be a more deliberate discursive attempt to identify certain activities (i.e. trading) with
specific qualities (i.e. enterprise and entrepreneurialism) that side-line other possible
policy discourses (e.g. ‘strong’ sustainability — see CHATTERTON, 2002).

There is further evidence of this perspective in regional policy agendas in relation
to Scotland; not least because Scottish policy is increasingly aligned with the broader UK
agenda (see SCOTTISH EXECUTIVE, 2007b). However, Scottish policy discourse is
different in that it makes a clearer distinction between the social economy and social
enterprise by stating that social enterprise is part of the social economy (e.g. SCOTTISH
EXECUTIVE, 2006). Furthermore, there are separate reviews and strategy documents
that differentiate between the two (e.g. SCOTTISH EXECUTIVE, 2003; SCOTTISH
EXECUTIVE, 2006) with a change in emphasis from a specific organisational structure
to an activity (i.e. entrepreneurial and income earning) over time (SCOTTISH
EXECUTIVE, 2007a). In particular, the Scottish policy agenda has been strongly
influenced by the threat of lost European development funding in 2007, although such
concerns are prevalent throughout the UK as well (AMIN et al, 2003; CROSSAN et al.,
2004; FLOCKHART, 2005; WALLACE, 2005; HM TREASURY and CABINET

OFFICE, 2006). Thus the focus on social enterprise is driven by concerns with financial
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self-sufficiency, not only for the organisations themselves in terms of grant dependency
(JONES et al, 2007), but also for local communities in relation to government funding
and the implementation of government policy (e.g. public service reform) through social

enterprise (see RIDLEY-DUFF, 2007, p.388)."!

4.2 THIRD SECTOR POLICY INITIATIVES

The concern with the financial sustainability of the social economy and local
communities also helps to explain the interest in the development of social capital as a
resource for community economic development, regeneration and empowerment (see
SMALLBONE et al, 2001; SCOTTISH EXECUTIVE, 2003; HM TREASURY and
CABINET OFFICE, 2006; OTS, 2006; SCOTTISH EXECUTIVE, 2006; SCOTTISH
EXECUTIVE, 2007b). Tying together this policy agenda of “[b]Juilding human and social
capital ... to strengthen local communities which is essential if there is to be successful
regeneration” (HM TREASURY, 1999, p.107) and the various policy initiatives
undertaken to ensure its success is the UK Labour government’s view that citizenship as
constituted by employment participation (SOCIAL JUSTICE COMMISSION, 1994;
AMIN et al., 2002; WILLIAMS et al., 2003). Therefore a key aspect of social enterprise
policy intervention is “empowering individuals and communities, encouraging the
development of work habits and increasing employment diversity” (DTI, 2002, p.21; also
see HM TREASURY 1999, pp.107-108).

It is important to take this particular focus on employment participation into

account when considering the promotion of social capital in the UK because social
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enterprise policy initiatives directed at community development, regeneration and
empowerment are more oriented towards finding market solutions for market failures as
opposed to socio-economic ones. For example, early initiatives were directed at ‘creating
an enabling environment’, ‘making social enterprises better businesses’ and ‘establishing
the value of social enterprise’ (see DTI, 2002), and were implemented through the
introduction of new organisational forms (e.g. the Community Interest Company in 2005)
and funding institutions (e.g. Community Development Finance in 2003) alongside
profile raising initiatives supporting organisations like the Social Enterprise Coalition
(DTI, 2003; see also AFFLECK and MELLOR, 2006; RIDLEY-DUEFF, 2007). Much of
this activity does not directly address the concern with developing social capital or social
cohesion in deprived communities (see SMALL BUSINESS SERVICE, 2005b), but
rather implicitly assumes that the promotion of market solutions will release an
entrepreneurial spirit in these localities.

In Scotland there was a greater emphasis on the broader social economy, rather
than a specific focus on social enterprise (e.g. SCOTTISH EXECUTIVE, 2003), although
this has changed more recently (e.g. SCOTTISH EXECUTIVE, 2006, 2007a, 2007b).
However, the 2004 introduction of Local Social Economy Partnerships (LSEP) can be
seen as creating a more bottom-up approach in Scotland (see SCOTTISH EXECUTIVE,
2004, 2006) in comparison to the top-down initiatives favoured by the UK national
government such as the voluntary sector Compacts and, particularly, their application in
England (FYFE, 2005). There are supposed to be LSEPs in every local authority in
Scotland providing the means to co-ordinate cross-sector activities in support of the Third

Sector and its role in local development and regeneration (e.g. SEAM 2005). Despite this
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supposedly bottom-up approach, it has been argued that the emphasis on community
regeneration has led the Scottish Executive to side-step local government in favour of
community partnerships that are less accountable (see COLLINS, 2006). Furthermore,
there are concerns about the disparity between how LSEPs operate in and across Scotland
(SCOTTISH EXECUTIVE, 2007a) as well as an increasingly evident emphasis on top-
down initiatives (see SCOTTISH EXECUTIVE, 2007b).

In terms of direct government investment, this has been driven by a number of
different funding schemes, but has been particularly focused on the provision of public
services rather than the promotion of social capital. Most notable is the £125 million
Futurebuilders programme established in 2004 as a non-profit company (DTI, 2003;
AFFLECK and MELLOR, 2006), which is designed to support the Third Sector in public
service delivery.Vii Consequently it contributes to the reworking of governance that
follows on from the ‘compacts’ mentioned above, which themselves entail an agreement
by voluntary sector organisations “that public funding is provided on the basis of its
contribution to government ‘policy priorities’” (FYFE, 2005, p.543).Viii Thus in Scotland
the £18 million Futurebuilders fund is mainly directed towards ‘investment’, alongside
contributions to ‘training’ and ‘support’, with a sizeable proportion of this funding (£12
million) set aside for medium and large sized organisations that are already providing
services in order to promote “capital investment and to encourage them to operate in a
more business-like fashion” (SCOTTISH EXECUTIVE, 2004, p.4). However, the
emphasis on growth and expansion has certain implications for local empowerment and

participation since it has been argued that larger organisations, oriented more towards
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service delivery, produce “passive forms of citizenship” (FYFE, 2005, p.550), which
implies that social capital is neither encouraged nor developed.

As is evident in the discussion above, it is often difficult to identify what impact
the implementation of policy has on the promotion of social capital. In the DTI policy
vision, for example, social enterprise is seen as a ‘“key factor” in local community
development through “empowering individuals and communities” (DTI, 2002, p.21).
However, there are a number of barriers to the regional and local development of social
capital implicit in the policy initiatives designed to encourage social enterprise (see
WILLIAMS et al., 2003). First, communities may lack the necessary material resources
that go hand-in-hand with developing social capital in particular localities and
communities (EVANS and SYRETT, 2007), whilst a top-down, service delivery model is
unlikely to provide the material capital desired by local communities. Second, individuals
and communities may lack the wide or strong networks necessary for the expansion of
social capital, especially where there is a deficit of embedded values or trust in a
particular place and relevant interpersonal and communication skills necessary for
developing social capital. Finally, individuals and communities may have to work within
specific institutional boundaries (e.g. tax credit, welfare systems) that proscribe certain
actions and activities (WILLIAMS et al., 2003, p.156), limiting choice to a set of

prescriptive policies rather than those suited to local specificity.

S. CONCLUSION
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This paper has sought to contribute to the existing debate on the Third Sector by
providing an overlapping definition of the social economy, social enterprise and social
entrepreneurship that seeks to situate them within the overall Third Sector. As such it has
sought to emphasise the importance of regional socio-economic development in reference
to social embeddedness and social capital.

We outlined how the social economy is characterised by a combination of both
organisational forms and values, whereas social enterprise can be seen as a particular type
of activity — namely the earning of income through trading in pursuit of a social objective
— representing a drive towards financial self-sufficiency. Although this is a more
restrictive definition than others may use, it is meant to distinguish between the
particularities of social enterprise and other constituent forms of social economy
organisation and activity that embody different values (e.g. worker co-operatives). The
final category, social entrepreneurship, is also broadly used and therefore in need of
greater conceptual clarity. Here we focused on the individual level and especially the
importance of combining motivation and vision in order to bring together a diverse and
often divergent set of interests in the pursuit of the entrepreneur’s goal.

After the explication of the three core concepts we considered how the Third
Sector can contribute to the regional development of social capital; a major policy
agenda. In particular we argue that the social economy can be seen as encouraging two
types of social capital: bonding — in the form of norms and values — and binding — in the
form of mutual and democratic processes. In turn, social enterprise encourages both
binding and linking social capital in that it links together different objectives derived

from social and market principles. Finally, social entrepreneurship promotes linking and
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motivational social capital through the encouragement of particular visions of social
change that cut across organisational and institutional boundaries. Throughout we have
stressed that such development is both place specific and inter-dependent in that one form
of social capital is not enough to ensure regional socio-economic development nor is the
encouragement of social capital always necessarily beneficial. Instead it is important to
consider how the encouragement of different types of social capital can lead to
problematic outcomes.

In the final section we have considered the relationship between UK and Scottish
(i.e. regional) Third Sector policy agendas and initiatives, especially in relation to the
regional development of social capital. Here we have identified a shift in policy discourse
from treating social enterprise as a distinct category in the Third Sector to the constitutive
feature of the Third Sector. We then showed how the implementation of policy initiatives
has been based on a specific agenda of public services reform, which not only fails to
encourage social capital but also side-lines a number of core features of the Third Sector
such as mutualism, democratic control and accountability. In particular, policy discourse
and implementation has failed to consider the relationship between material and social
capital in regional development and local regeneration. Overall we would argue that it is
vital for regional policy to encourage and generate both financial and social capital
because of the possible loss of both that either would cause when developed alone (see

CALLISON, 2003).
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FIGURE 1: THE PRIVATE, PUBLIC AND THIRD SECTORS

PRIVATE PUBLIC THIRD
SECTOR SECTOR SECTOR
f T |
| (.
| | |
| | |
: : : HOUSEHOLD INFORMAL SD {:1];le
[ I ECONOMMY
| (.
[ | |
[ [
| | |
: |
SOCTAL
I | l- - / = i
I | * ENTERPRISE VOLUNTARY
| |
| |
| I
| |
| |
| | SOCTAL
e e e NE—
ENTREPRENEURSHIP

. 4 . . .
http://mc.manuscrlptcentral.com/cre6$ Email: regional.studies@fm.ru.nl

Page 46 of 48



Page 47 of 48 Regional Studies

TABLE 1: RELEVANCE OF THE THIRD SECTOR TO THE REGIONAL

DEVELOPMENT OF SOCIAL CAPITAL
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11 Social Social Social
12 SOCIAL CAPITAL
13 Economy Enterprise Entrepreneurship

15 Structure (bridge) X - -
18 Process (bridging) X X -
20 Diversity (bridged) - X X

22 Holder (bridge-builder) - . X
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" MOULAERT and AILENEI (2005) suggest that the English-speaking literature has
largely ignored the role of not-for-profit organisations like producer or consumer
cooperatives, which represent more continental European organisational types

I Some argue that government policies such as the new Community Interest Company
legal form are actually driven by enabling access to finance rather than promoting
stakeholder models of governance (LINDSAY and HEMS, 2004, p.283).

¥ http://adbusters.org/metas/politico/antipreneur/forum/ (accessed June 2006).

¥ One of the anonymous referees emphasised the point that the diversity of concepts
“cannot and should not be eradicated”.

¥ More recently the UK government has sought to downplay the role of the Third Sector
in public services reform (see BRINDLE, 2006).

vii http://www.futurebuilders-england.org.uk/content/Questionsand Answers1/-article_37 25.aspx?iid=78

(accessed April 2007).
Vil The UK government announced a new scheme in December 2006 called the
Community Assets Fund. This established a £30 million fund to promote the transfer of
local authority assets to Third Sector organisations in order to “increase the community
ownership or management of assets, to enable community organisations to be successful

and independent in the way they respond to local needs, strengthen cohesion and promote

wellbeing” (OTS, 2007, p.2).
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