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Abstract: Players in the social sector are unique partners in the global drive
for a sustainable future. There however exists a precarity in the nature of this
sector’s perception and incorporation which would usually leave rhetorical
questions about its future. In a market economy profit making is the primary
source of growth of the enterprise and its sustainability. Nonprofits do not
run on objectives of profit-making, rather they address social challenges and
imbalances via their value-creating activities, which ensures their potential
to attract funding from corporate, governmental and private donors and vol-
unteer support to sustain their activities. Social enterprise a business concept
that blends profit with public good is proposed as a sustainable model for
social service provision. Via historical and empirical evidence and nonrepre-
sentative semi-structured interviews of NGO representatives in Hungary this
research access organization’s awareness of the concept and the possibility to
make a transition. Findings reveal that the obstacle to an equilibrium shift
is due to the value NGOs bring to check the failings of the market economy.
Keywords: Sustainable development, social enterprise, transition, hybridiza-
tion, nonprofit.

Osszefoglalas: A szocidlis szektor szerepldi egyediilallé partnerek a fenntart-
hat6 jovo érdekében kifejtett globalis erdfeszitésekben. Ennek a szektornak
az értelmezése és beagyazodasa azonban bizonytalansagot mutat, amely
rendszerint retorikai kérdéseket vet fel a jovéjével kapcsolatban. A piacgaz-
dasagban a profitszerzés a vallalkozas névekedésének és fenntarthatdsaganak
elsédleges forrasa. A nonprofit szervezetek nem a profitszerzés céljat szolgal-
jak, hanem értékteremtd tevékenységiikkel kezelik a tarsadalmi kihivasokat
és az egyensulyhianyokat. Ez biztositja szdmukra a lehet8séget arra, hogy
vallalati, dllami és maganadomanyozoktdl finanszirozast, illetve 6nkéntes ta-
mogatast kaphassanak tevékenységiik fenntartdsahoz. A szocialis vallalkozas
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egy olyan tizleti koncepcid, amely 6tvozi a profitot a kdzjéval, a szocidlis szolgaltatas-
nyujtas fenntarthatdo modelljeként. Torténelmi és empirikus bizonyitékok, valamint
a magyarorszagi civil szervezetek képvisel6inek nem reprezentativ, félig strukturalt
interjui révén a jelen kutatas hozzafér a szervezet fogalomismeretéhez és az atmenet
lehetdségéhez. Az eredmények azt mutatjak, hogy ennek az egyensulyi eltolddasnak
az akadalya az az érték, amelyet a civil szervezetek képviselnek a piacgazdasag ku-
darcaival szemben.

Kulcsszavak: Fenntarthato fejlédés, tarsadalmi vallalkozas, dtmenet, hibridizacio,
nonprofit.

Introduction

That the social sector has a recognition for creating value in society is not in ques-
tion. According to Katz and Page (2010) [1], they serve as apt instruments for pri-
vately led efforts to improve society They intervene in such areas as education, health
care, media, arts, and culture, these are areas which according to Hansmann (1980)
[2] present particular pressing and complex problems to public policy. They mitigate
the social deficiencies of the market economy which may be effective in the produc-
tion of consumer goods and services, but they are inherently limited as a mechanism
for addressing a wide range of social needs (Siegel and Yancey 1992). The market
economy under-produce certain urgent public or collective goods, such as a clean
environment, and the perpetuation of gross inequalities in resource distribution
among people and across regions [1]. They may also be responsible for environ-
mental degradation when we consider the effluents that a paper mill dumps into
a river that affect those downstream. Where the externalities generated by a firm’s
activities do not affect its financial bottom line, the firm may be less motivated to
consider these externalities. Ghatak (2021) [3] also submits that governments do not
always pursue the public good, being susceptible to failings such as corruption and
poor service quality, while self-regulating markets do not always fulfill the utilitarian
objective of the greatest good for the most significant number, as the 2008 finan-
cial crisis clearly demonstrated, and as the climate crisis continues to demonstrate.
The perception of Western societies and the international institution of the social
sector is an indispensable component of a healthy functioning modern democracy.
This suffice for the funding of the NGOs by agents and institutions in the public
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and market economy to gain results in situations of complex problems that public
policies do not immediately address or for the cooperations it can support its social
responsibility outlook. An example of this would be the European Union and in-
tending member states to help the countries accelerate progress in areas where they
were socially and politically lacking in the run-up to their bid to join the European
Union. (Guess and Abrams 2005). Hansmann (1980) [2], bemoans the minimal
attention paid to the social sector in the existing literature of law and economics
back then when compared to the attention given to players in the market economy;,
government, and for-profit enterprises, as accounting for the lack of understand-
ing that characterizes policy-making concerns for non-profit. There is however a
relative growth in literature covering nonprofits, but how improved is policymak-
ing concerning nonprofits? The prevailing minimal efforts to understand the role
of nonprofits which impacts its cooperation law in many states or countries (Ibid).
This validates Ghatak (2021) [3] submission that the existence of nonprofits calls
into question the neat division of economic activity between the two spheres of the
market and the government. Instead, it suggests that there is a grey zone, with actors
who are not operating purely either in (a) a profit-driven private sector that pro-
duces private goods efficiently or (b) a public sector that cor—rects market failures,
they provide public goods and carries out redistribution to serve equity objectives.
In this era of sustainability thinking, is the social sector given as much attention to
become more sustainable considering its value-creating role in society? Economic
efficiency is one of the pillars of sustainable development, as shown in figure 1 be-
low. Are industry players in the social sector thinking about more sustainable ways
to achieve economic efficiency? Is social enterprise an option for the third tier to
become economically efficient, for doing what they do best, or is the old status quo
sufficient? Bager, Paiman and Odorige (2016) [4], proposed back-casting: a system
of planning in which a successful outcome is imagined in the future, by asking the
question: “What do we need to do today to reach that successful outcome? It usually
begins with the end goal in mind, a move backward from the vision to the present,
and finally a step-by-step move toward the vision.
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figure 1. Diagram of Sustainable Development.
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Methodology

This research uses both primary and secondary sources. The primary sources are
from interviews done with 6 local NGOs operating in Hungary. The interviews are
carried out on the hypothetical premise that social interventions of NGOs with many
years of existence with an enviable historical background of the sector in Hungary,
should easily move in the direction of social enterprise, using the back-casting anal-
ogy. Hence the interview to ascertain the sector’s readiness to move to some for-prof-
it agenda by way of sustaining its activities of service provision, even if not on a large
scale but relatively average. Though operating much earlier, as of 1932, Hungary
had over 14,000 registered voluntary organizations, comprising 3 million members
of the total population of 8.6 million. (Siegel and Yancey 1992). This qualifies the
region for other more innovative aspects of social service provision. The secondary
sources from publications, books, journals, and news articles are instrumental to un-
derstanding the historical framework of the turns that have taken place in the social
sectors and social enterprise. Going by Reinfandt’s (2020) [5] postulation that theo-
ries are conceptualized as springing from the renegotiation of objectivity charac-
teristic of modern-day research. This is relevant owing to the operationalizations of
social enterprise over time and in other climes, the variations that have taken place
as lessons for understanding the development in the Hungarian environment. Or-
ganizations covered in this interview have been in operation in Hungary for some as
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long as close to 30 years and others as young as thirteen years. The resilience
of these organizations is best envisioned from the definition of an entrepre-
neur given in the 19" century by Jean Baptiste Say as descriptive of a person
who shifts resources out of an area of lower to an area of higher productivity and
greater yield. Drucker (1985) [6] points out that Say’s definition does not indi-
cate who this entrepreneur is; this denies the market economic innovators the
exclusive right to the title of entrepreneur. What started for these organiza-
tions as a desire to undertake the stimulation of progress through a search for
new and better ways of doing things has earned them positions as societally
recognized partners creating value for the greater good of all.

A Compressed History of the Social Sector in Hungary

The present legal framework of civil society organizations in Hungary dates
back to the days prior to the collapse of communism in 1989. It was estab-
lished by legislation in 1987 (Torok 2005) [7]. But has undergone several
modifications via legislation since then. Some of these modifications are ef-
fected in the 2011 Act, which gave clarity on the forms civil society organi-
zations can take, which are civil companionship (civil tarsasag), association
(egyesiilet) or foundation (alapitvany). The difference between them, con-
cerns for instance the aim of the activities conducted by the civil society or-
ganisations. Foundations should be for some public benefit purpose whereas
associations may be started for the benefit of the members only. [8] This does
not however mean their activities subsequently should be restricted only to
their members, they can and do give support to others outside of their mem-
bership confines. Following political concerns about foreign interference in
the internal politics of Hungary the 2017 Act on NGOs was approved by the
parliament. Many doubt the need and purpose behind this Act since there
were already existing provisions in the law 2011 Act, (Act CLXXV. of 2011,
GD 350/2011). Under the auditing and accountancy rules, the annual simpli-
fied double-entry accounts and public utility reports, contain information on
the source of funding, the amount and use of such support. [8, 9]
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The 1989 Act on Rights of Association of the socialist regime exercised denial
on individual and collective rights of association which prevented the establishment
of collective association but this did not deter citizens from spontaneously organ-
izing informal units. Who were in large part instrumental to counter or succor the
deficiencies of the prevailing shortage economy that were the everyday reality in the
socialist regime. [8] Some of the interventions of these organized informal groups
came in the form of:

1. Parents uniting to renovate schools attended by their children which has
been chronically underfunded by the regime.

2. Relatives of hospitalized patients organized themselves to improve the con-
ditions in run-down and impoverished hospital wards by organizing cooking and
delivering meals, and providing medicines that were inaccessible through the un-
derfinanced system of formal distribution.

3. Local cultural centers came alive due to informally organized support through

financing and voluntary work of engaged residents.

4. Finally, informal cooperation and voluntary work assisted the functioning of local
agricultural cooperatives or smaller firms.

All of these took place under tight central control in their formal functioning. It
is important to note that besides the contribution in material terms, a huge capac-
ity building began developing in extensive civil participation and self-organization,
which contributed to the spreading of formerly practically non-existent knowledge
and skills. These participations brought about experiences where people learned the
rules of fair and just cooperation, the basics of democratic decision-making, and also
the fundaments of economic management in order to effectively and rationally sup-
port the fulfillment of certain collective goals. (Ibid).

Today civil society organizations are privy to 1% tax of individual payers, the
origin of this dates back to the reluctance of the state to return the church property
to the Vatican, after the collapse of the regime. So an agreement was reached to give
1% tax to the church, which was previously an exclusive right of the public artistic
institutions. This has however been extended to all registered and operating civil
society organizations. [10] According to Gerencsér who is the head of Nonprofit
Information Training center it is a positive development that civil society can access
this fund because it primarily draws attention to the civil society whose role in the
society act as a check against totalitarianism and prevents governments from be-
coming extreme and dictatorial. Highlighting the contributions of NGOs, including
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religious charities, Hrast, Somogyi and Teller (2009) aver that they play a very sub-
stantial role in for example the provision of homeless services. In 2005 they oper-
ated 48 percent of night and temporary shelters, 65 percent of rehabilitation homes,
and 69 percent of day services (State Audit Office, 2006). Local governments often
prefer to contract out homeless services to NGOs, which have more experience in
dealing with marginalized groups and may be a cheaper option (Hrast Somogyi
and Teller 2009) Majority of these initiatives and innovations are achieved under
difficult circumstances.

Social Sector, Social Entrepreneur, and Social Enterprise

Social sector players go by many delineations, such as nonprofit organizations,
Nongovernmental organizations, civil society organizations, voluntary organiza-
tions, community-based organizations, and charitable organizations there are dis-
tinguishing differences in the practice of the various player, nevertheless, similar
characteristics categorize them in the social sector realm. These characteristics are
humanitarian or cooperative rather than commercial. With objectives that pursue
activities to relieve suffering, promote the interests of the poor, protect the environ-
ment, provide basic social services, or undertake community development in devel-
oping countries. [11] The World Bank also points to NGOs as characterized by six
major attributes: they are voluntary, nonprofit, service and development-oriented,
autonomous, have a high degree of motivation and commitment and have some
formal registration. Social entrepreneurship has several interpretations for differ-
ent people which according to Dees (2001) [12] can be a little confusing. Some
understand it as a not-for-profit organization starting a for-profit or earned-income
venture. For others, it means a person who starts a not-for-profit organization and
for others, it is the integration of social responsibility into their operations. The
failings of social sector institutions, the government’s inability to respond to the
deep divide and social inequalities of society, and the market economy’s profiteering
nature that has ecological implications for society are the justification for the entre-
preneurial approaches to social problems. Where the entrepreneur is at the core, a
person who combines a social mission with an image of a business-like discipline,
innovation, and determination. [12] The need for grounding entrepreneurs because
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of the many misinterpretations of who can be thus categorized is of concern
to scholars. [6, 13] Characteristics are therefore the solution to definition-
al ambiguity. They are attracted to a suboptimal equilibrium embedded in
the advantage of providing a new solution, service, or process. Willing to be
inconvenienced where others see convenience inspiration, creativity, direct
action, courage, and fortitude. These characteristics are fundamental to the
process of innovation. Entrepreneurs and social entrepreneurs are strongly
motivated by the opportunity they identify, pursuing that vision relentlessly,
and deriving considerable psychic rewards from the process of realizing their
ideas. From the foregoing, they define social entrepreneurship as having the
following three components: (1) identifying a stable but inherently unjust
equilibrium that causes the exclusion, marginalization, or suffering of a seg-
ment of humanity that lacks the financial means or political clout to achieve
any transformative benefit on its own; (2) identifying an opportunity in this
unjust equilibrium, developing a social value proposition, and bringing to
bear inspiration, creativity, direct action, courage, and fortitude, thereby chal-
lenging the stable state’s hegemony; and (3) forging a new, stable equilibrium
that releases trapped potential or alleviates the suffering of the targeted group,
and through imitation and the creation of a stable ecosystem around the new
equilibrium ensuring a better future for the targeted group and even society
at large. [13] The social entrepreneur has a higher propensity to venture into
social enterprise, defined as an organization or venture that achieves its pri-
mary social or environmental mission using business methods. The method-
ology for achieving this is typically by operating a revenue-generating busi-
ness, therefore a social enterprise may be organized as either a nonprofit or
for-profit entity, with the mission to address challenges to a sustainable planet
by mitigating the social imbalances brought about by the activities of govern-
ments and the market economy. [1] The challenge with a social enterprise-
driven venture rest in a dilemma of choices between a pro-social action and
a commercial action. The maximization of profit is the primary mission of a
for-profit organization. This dictates that in the face of the worthiest of social
goals choosing the more commercial action becomes inevitable as it aligns
with its mission statement, which is to watch over shareholders’ investments.
[14] While the primary mission of the social sector is to mitigate the short-
comings of the market economy under-provision of certain urgent public or
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collective goods. Reiser (2010) [15] describes the pursuit of social charitable
objectives blending the goals of profit as “blended enterprise”. She defines it
as an entity that intends to pursue profit and social good in tandem, and by
making considerable choices to pursue one over the other.

Obstacles to NGOs Equilibrium shift to Social Enterprise

The very reason for the creation of the social sector, which is the mitigation
of social imbalances where they play an essential role in filling up the vacuum
created by twin problems of the government and market failure [16] stands
as the major obstacle to NGO transition to social enterprise. This much is
evident across all the NGOs engaged in the interview for this research. World
bank (2004) [11] with regard to developing countries cites corruption and
high administrative cost as justifying the need for many governments to
move away from direct provision of public service to such organizational
alternatives as a public-private partnership, contracting out outsourcing, and
the likes in engaging the services of the NGOs. The World Bank 1995 defini-
tion of NGOs as private organizations driven by humanitarian or coopera-
tive rather than commercial objectives that pursue activities to relieve suf-
fering, promote the interests of the poor, protect the environment, provide
basic social services, or undertake community development in developing
countries. Pointing out six major characteristics, as voluntary, non-profit,
service and development-oriented, autonomous, high degree of motivation
and commitment. Owing to the above donors and partners trust NGOs to
bring value to resources committed to causes. Of the NGOs interviewed 70%
say that social enterprise has come up in strategic management discussions
at the organizational level. They are however constrained to launching into
the sector because they are almost always overburdened, with a lack of extra
manpower from within the organizations to drive such initiatives. Partners
and donors to NGOs’ budgets, pay for services in the project outline, leaving
no room for additional hire. The non-distribution constraint principle which
makes nonprofit a desirable institution [17], prevents the distribution of
profits or extra funds among management as bonuses is key to checking the
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compromise of the system. The cost-effectiveness for the partners in dealing
with the NGOs, means many have existing long-term partnerships with do-
nors and as such, they are stranded in this relationship with the partners. The
word stranded here has a positive connotation in that NGO service delivery
is, without doubt, commendable and is the reason for the enduring partner-
ship. Besley and Ghatak (2017) [18] capture this accurately in their discourse
on the growing influence of civil society in the policy domain. Cited the re-
search by [19] shows the accelerated growth of NGOs in consultative status
with the United Nations Social Council which rose to 4000 between 1945 and
2014. and the civil society involvement in world bank projects also referred to
as implementing partners increased from 6% to 70% between 1980 and 2006.
[20] Drucker (1985) [6] emphasizes the too-important place of public service
institutions, governmental and non-governmental in developed countries
and how their services have grown too big. Growing three to five times faster
than the private sector since the second world war. He, therefore, advocates
that public service activities should be converted to profit-making enterprises
wherever they can because he foresees in the coming years a challenge of cap-
ital formation in developed societies. Because service provision by these or-
ganizations as non-profits are activities that devour capital rather than forms
it. The challenge with this perspective as a reason for moving toward profit-
making is that it does not take into cognizance the impact of the service of the
sector on the economy. Where for example support for vocational training to
beneficiaries of these organizations brings about empowerment that changes
their status from societal liabilities to economic contributors.

Issues of Sectorial Inherent Force as a Challenge for Transition

The need to move in the direction of social enterprise is justified, based on
the need for capital formation Drucker (1985) [6] as a more sustainable way
of service provision. This move needs to come from an individual or organi-
zational persuasion for its actualization. If the case citation by Drucker about
entrepreneurial and innovative people’s move to public service as turning
them into worse-serving bureaucrats or power-hungry politicians is anything
to go by. He cites forces inherent, integral, and inseparable from the public
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sector as responsible for this decline of the entrepreneur-innovator turned
public servant. An empirical case of hybridization of social activism is Mar-
tin and Osberg (2007) [13] reference to Nobel Peace prize Laureate, Moham-
med Yunus who sits at the top of Gramen Bank in India. They argued that
Yunus turned microcredit into a global force for change, uplifting beggars to
small entrepreneurs through his micro-credit loan scheme that target wom-
en. A few years down the line this is what Yunus had to say.

“In the 1970s, when I began working here on what would eventually be
called “microcredit,” one of my goals was to eliminate the presence of loan
sharks who grow rich by preying on the poor. In 1983, I founded Grameen
Bank to provide small loans that people, especially poor women, could use to
bring themselves out of poverty. At that time, I never imagined that one day
microcredit would give rise to its own breed of loan sharks”.

The above points out the challenges of inherent sectorial forces, there is one
in every sector. In the case of microfinance turned commercial bank the line
between social mission and commercial objectives, issues of flexibility, and
mission integrity problems. For small loans to be profitable to the sharehold-
ers interest rates needs to be raised and some aggressive marketing and loan
collection. These run contrary to the empathy that once was the relationship
with borrowers. The challenge with social enterprise is that it has two objec-
tives that stand apart from each other. A social objective and a profit objec-
tive. [13] The key issue is what should take priority and when they should
take priority. In for-profit firms, the demands of the market mean that they
must prioritize profit maximization while respecting certain social objectives,
which are often externally imposed, like environmental standards. Nonprof-
its, equally, must still seek to break even while keeping their eyes on key per-
formance indicators and prioritizing social ambitions. Social enterprises are
more flexible, at times maximizing the social objective, albeit subject to the
break-even requirements, while at other times prioritizing a financial objec-
tive, while still ensuring they do not fall below certain standards in delivering
their social objective. [3] Social enterprises pursue profit and social good in
tandem, shifting their focus depending on the circumstance. [15] For these
social entrepreneurs, this mission is “explicit and central. This obviously af-
fects how social entrepreneurs perceive and assess opportunities. Mission-
related impact becomes the central criterion, not wealth creation” [12]
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Summary

This study is primarily a search for sustainable ways for the third sector to achieve economic efficiency by
asking the question of whether social enterprise may be a way out. The activities of NGOs are here classi-
fied as entrepreneurial due to the creative, innovational interventions their activities have brought to mak-
ing a difference in hitherto marginalized situations. Through a Back-casting lens, questions are posed that
help the interviewed organization envision what they want for the future and take a step backward at the
present. The present realities show a heavy dependence on NGOs to breach the gaps and mop up the chal-
lenges of complex problems in public policy promoting social imbalance and the underprovision of social
goods by the market economy. The partnership between the sector and donors which cuts across stake-
holders use strict budgetary implementation strategies and the non-distributive principle an attribute of
the social sector to check resource compromise; this makes for a sustainable relationship. This has become
the sustainability base of the social sector. This enduring relationship prevents many of the NGOs from
moving to the final step which is working towards the vision. This, therefore, supports the conclusion that
only a small minority will be able to make it in the direction of achieving social enterprise in the future.
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