Session 4: Social Enterprises — Global and Korean perspective
Social Enterprise and Financial Resource
Han-Kyun Rho (Kookmin University)

Two presentations by Antony Bugg-Levine and Elizabeth Boggs Davidsen have offered several interesting
points to the Korean audience.

First, let’s think about a social enterprise as a user of financial resource. It can be said that the main concern
of Korean social enterprises so far has been human resources rather than financial resources. The focus of a
social enterprise has been placed on the quantitative expansion of human resources (that is, increased
employment) and capacity-building of such resources. The problem of financial resource has not been
considered as seriously as that of human resource.

The ‘Master Plan for Promoting a Social Enterprise,” announced by the Korean Ministry of Labor (MOLAB)
in 2007, includes ‘laying a nurturing foundation of a capital market for a social enterprise’ as one of its main
tasks, but it doesn’t provide a specific way of achieving this task yet, as presented in this session.

It is certain that employment is a crucial solution to a social problem such as poverty and exclusion and that
the capacity of the human resources within a social enterprise is a key to the enterprise’s success. On the other
hand, it is true that financial resource is too critical for a social enterprise to neglect. How have the Korean
social enterprises obtained financial resources?

Interest in socially responsible investment (SRI) has increased in Korea, too. However, SRI has a limited
impact in providing financial resources to Korean social enterprises, because it has mainly targeted listed
companies. In this sense, Korean SRI is somewhat different from Bugg-Levine’s ‘impact investing.’

A major source of financial resources for a Korean social enterprise has been corporate philanthropy, so-
called ‘Sahoe Gongheon (meaning ‘social contribution)’ in Korean. 2007 MOLAB survey showed that 75
percent of the invested capital of the certified social enterprises’ came directly from legal entities such as a
company and a foundation. Money donated by a company as a part of its ‘Sahoe Gongheon’ activities has been
used to establish its own social enterprise rather than allocated through an intermediary to a social enterprise
seeking for an investor.

This type of resource allocation may alleviate the capital burden of the invested enterprise, but does not help
so much the new entry of many social enterprises that might have met various social needs.

The second point to consider in this session is the role of a social enterprise as a capital provider. Korea has
showed its interest in microfinance since the mid-2000s, but only a few organizations such as Social Solidarity
Bank (SSB) have been active in this area. We can rarely see a social enterprise offering microfinance as its main
business among the certified enterprises in Korea. Usury has mushroomed recently in Korea to fill the financial
gap, which is causing many social problems.

If we expand our scope to the capital provision for overseas development as the Inter-American
Development Bank (IDB) did, the role of Korean social enterprises will diminish very much. Korea also has a
overseas development agency such as Korea International Cooperation Agency (KOICA), which has done many
works. Nonetheless, there is room to advance the facility of providing financial resources to a business meeting
human basic needs both domestically and internationally.

Lastly but not least, we should bear in mind that the allocation of financial resources, especially in relation
with the social enterprise, is ultimately a process of determining social value that the society should protect.
Therefore, the fairness and transparency of the decision-making process is as important as the channel allocating
the financial resource, which we have just discussed. This is because the investment decision involving a social
enterprise has more nature of social decision making than a private investment decision. This point should be
considered explicitly whether the decision in question is related to a direct establishment of a social enterprise,
or ‘impact investing’, or microfinance.

I hope that the speakers, the panelists, and the audience in this session can exchange productive views and
experiences on the process of financial resource allocation.

! The Korean government requires that only an organization certified by MOLAB can call itself as a ‘social
enterprise.’
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Compassionate Enterprise

Sangdal Shim
KDI
For Panel Discussion
International Conference on SE
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To Establish an Inclusive Society

Key
 Increase the number and efficiency of Social
Entrepreneur (David Born Stein)

Search for persons with good potential and support
them (Bill Draton)

e Use Market Forces



What i1s Compassionate Enterprise (CE) ?

 Creates profit to donate for social purpose
largely for charity

e Compassion and Entrepreneurship

* Focusing on making earning Is easier than
pursing social and economic value together



Merits of Compassionate Enterprise

CEs connect those excluded from the market to the
center of Markets

Convenient location and Easy accessibility
Provide social jobs/sell products of SE

Focusing on profit making and collaborating with
other organizations for service delivery produce
efficiency and synergy

Can experiment various market tools for non-profits



Red Campaign
for profit Business CE

o Started by Bono (U2)

« Use red color and label to indicate part of the
revenue will be used to save lives

e Transformed Corporate contribution into a
broad frame work of compassionate enterprise
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A typical example of CE
Loving Line ;

Started as a mobile charity shop selling recycled clothes to help
a Swiss philanthropist who had compassion for the cold of
North Korean in 2002

Motto:

— Warm North Korea !
— Bright Africa

— Hope to the Neighbors

Opened 18 fixed shops from 2003 till now, with 8 shops
operating now.

Seobingo LL shop opened in 2005 established a model for
compassionate enterprise.



Net Profit of Soebingo LLshop

(unit: million won)

Net Operating Profit

Shop Operation Type

2005 Only voluntary
[E workers

2006 Authority of manager
62 1 paid manager | Restricted

2007 109 2 paid managers Incentive system

2008 126 2 paid managers Incentive system

2009 5 2 Paid manager Hire Basic Salary with

No incentive




Factors for Success of LL

. Focus on earning profits, letting other
organizations deliver necessary services

. Setting a specific purpose for the earnings,
the Loving Line Shop provides participants
with a motive.

. Each shop has autonomy for setting objective
and operation (decentralized)

. Continuous Innovation



Overhauling of Stereotyped Idea
about Charity Shop

1. Sells only used or old items, 1. New and expensive items can
not expensive ones be sold at a charity shop

2. Should sell only donated items 2. Can sell purchased item
for margins

3. Employees should be satisfied 3. Incentives or fringe benefit
with low payroll motivates the staff of CE



Continuous Innovation
- Key Factor for Success of L L

Starting from selling only donated or
recycled items

Now selling purchased stocks for margins
An outlet with Value for Money

Increase high-quality brand items on sale
— Max and Spence, Samsonite

Upgraded the shop interior not like a charity



Will Good Purpose clash with making Profits ?

e The Theory of Moral Sentiments by Adam Smith:
even the most selfish man 1s made to be mindful of
others

— Sympathy of impartial Spectator with his motive
« A good objective of CE

Motivates employee into hard work

Moves consumers into buying

Facilitates hiring good employee and networking
Attracts investors ?



Goodness of Objective and Earnings for Donation :Seobinggo shop:

Jan. 2005 — Sept. 2008

Objective Donation Donating Monthly
amount frequency average
(thousand \) (thousand \)
Service Internal 99,800 15 6,653
delivery by | organization
Outside
NGO 170,258 23 7,403
Potential Koreans 70,760 13 5.443
beneficiaries —
OFeIENeIS 1 199,208 25 7,972
Giving Back campaign 61.903 6 10317




Challenges

Finding a good purpose to spend business
profits

Transparency and Publicity Promotion
Capital for scaling up the operation
Social Venture Capital is needed
Great Potential for Spreading CE



Compassionate Creative Capitalist
Network: Giving Back

Promoting Compassionate Enterprises

Human Bank

— Compassionate Entrepreneur
— Compassionate Specialist and VVolunteers

Search for New ldeas
— Compassionate Creative Capitalist Competition

Support them :
- Start CE with an objective to support CCCN
- Connect them to Social Venture Capital
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