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Introduction

A central plank of the reforms of the English health service have been the encouragement of a diverse range of providers to become involved and provide greater choice for patients, particularly those experiencing disadvantage (Department of Heath, 2006). This creates a range of new opportunities for social enterprises, organisations that are not for profit, with social aims and receiving income from trading and contracts (Smallbone and Lyon, 2005)

Social enterprises are seen as ways of improving services as they have potential advantages over other providers in terms of their innovative approaches. These include understanding local needs, involving users of services in the design of services, providing choice and personalisation of services and their ability to reinvest any surplus into community or social purposes (SEC, 2006; Hewitt, 2006). While little is known of the impact and value for money for social enterprises, there is much evidence of the innovative ability of social enterprises in terms of finding improved ways of meeting the needs of different groups of patients and developing new services (Amin et al, 2002).  

This paper aims to examine the potential role of social enterprises through addressing the following questions.

· What are the existing roles of social enterprises in health services at present?
· What are the constraints facing social enterprises?
· How are these constraints being overcome?
The extent of social enterprise activity in health services is not known either. The lack of a widely accepted definition contributes to the difficulties of obtaining statistical and other data about social enterprises, both nationally and internationally. The definition currently used by the UK Government is taken from the ‘Social Enterprise: Strategy for Success’ document: 

“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 profits for shareholders” (DTI, 2002).

The SBS ‘Survey of Social Enterprises’ in 2005 was a useful first step in describing the sector  but only included Companies Limited by Guarantee and Industrial and Provident Societies (IFF Research, 2005).  Social enterprises can be defined by having trading income and social aims which includes many charities and unregistered not for profit organisations which could not be included in the SBS mapping. Since then there has been a survey of ‘third sector organisations’ (ie those that are not for profit) delivering  health and social care services, a majority of which could also be called social enterprises (IFF, 2007). 

Drawing on research looking at how social enterprises respond to the reforms, this paper examines the roles of social enterprise in quasi markets.  Quasi-markets refer to the provision of public services using market forces and elements of competition (Le Grand and Bartlet, 1993; Burgess et al, 2005). In such markets, providers (such as schools or hospitals) have to respond to both users (i.e. patients) and purchasers/commissioners (such as Primary Care Trusts and local authorities in England).  In addition there can be ‘brokers’ who may choose on behalf of users (such as GPs sending patients for surgery). The quasi-market for health, established during the 1991 internal market reforms that split the purchaser from the providers of services (Stevens, 2004), has in effect been replicated by the current Government’s separation of service providers from commissioners.
The case of health care can also contribute to wider debates about the role of social enterprises in delivery of public services and the potential role of social entrepreneurship (Lyon et al, 2002; Shaw et al, 2002). In the UK there has been a growth of opportunities in the past 20 years with reforms of the public sector encouraging not for profit organisations to become involved in delivery. There has been limited examination of entrepreneurial behaviour in the public sector although the issue is raised in policy discourse concerning public sector reform (Osborne and Gaebler, 1992; duGay, 2004; Zerbinati and Souitaris, 2005). Gordon Brown (2003:271) stated that competition " forces producers to be efficient, extending the choices available to consumers and opening up the opportunity for the ambitious and risk takers. Instead of being suspicious of enterprise and entrepreneurs, we should celebrate an entrepreneurial culture, encouraging and rewarding the dynamic”. The entrepreneurship research literature has not covered the issue of public service provision although there has been commentary in some sector specific journals (Silver, 1987; Herron  and Herron 1991) . However, the term entrepreneurship has negative connotations within the public sector and so has not been used (Koivusalo and Mackintosh, 2004; Nicholson and Anderson, 2005).
There has been very little empirical work on the behaviour and attitudes of providers of services with assumptions made about how entrepreneurship can be manifested. Much policy is based on a neo-classical economics view of markets, with assumptions based on perfect information, low barriers to entry, uniform and homogenous services, and profit maximising businesses willing to respond to a price mechanism. There appears to be an assumption in neo-classical economics that all individuals are economically rational and will always attempt to maximise profit or utility. However, this has been shown to be questionable in a range of contexts and cultures (Swedberg, 2000; Curran and Blackburn, 2001).
There is a lack of information on the extent to which social enterprise health care providers will be able or motivated to compete and to offer choice. There is therefore a need to understand the motivation, strategy development and investment decision making processes of those social enterprises interested in delivering public services. There is also a need to understand how these enterprises relate to the regulatory frameworks under which they would be expected to operate. 

This paper develops behavioural models, drawing on institutional economics, that recognise the ‘transaction costs’ ( defined as the costs of acquisition of information or the negotiation, monitoring and enforcement of contracts) and the social, economic and cultural context in which organisations operate. There is a need to understand the objectives of these organisations beyond assuming that they will maximise profit. These include the social impact organisations can have and the provision of wider social benefits to local communities. Building on this understanding, there can be greater clarity of the constraints social enterprises face.
A model of social enterprise behaviour is explored, based on the diagram below. This demonstrates the importance of context, recognising that behaviour of social enterprises is shaped by how those involved are embedded in existing social relations that shape their actions (Granovetter, 1985). While the balance between the desire to deliver public benefit and self interest of individuals involved in delivery is a matter for ongoing debate (Le Grand, 2003), policy is still based on assumptions that providers of health services will act in a way to maximise economic benefit and secure funding.
Figure 1 A framework for the behavioural response of social enterprises to health market reforms 
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Methods

The results are based on interviews with providers and commissioners in health and education. The nature of the research question demanded a qualitative approach with case study organisations (Yin, 2003). The use of multiple cases strengthened the findings and enabled the research to draw out common themes, conclusions and theoretical implications.  Interviewees include 30 policy makers and key informants at national, regional and local level, commissioners of services as well as providers. In depth interviews were carried out with fifteen social enterprises currently involved in a range of service delivery and in the process of moving from the public sector to becoming social enterprises. Interviews were also conducted with private and public sector organisations in competition or potential competition with the social enterprise case studies. 

In order to obtain more detailed insights, interviews were also conducted with accountants and management consultants specialising in health organisations. With the small sample sizes, the interviewees were selected purposely to ensure a cross section of respondents from different locations and offering different services. Semi structured interviews were carried out face to face or by telephone. Based on the analysis of data and comparison of cases, key themes are drawn out (Yin, 2003).

Existing social enterprise activity

Evidence from DTI Survey of Social Enterprises survey shows that 33% were operating in the sphere of ‘Health and Social care’ (IFF, 2005) which equates to approximately 18,000 organisations based on the estimated total social enterprise population of 55,000. A survey of health and social care third sector organisations estimated that there are 35,000 organisations operating as not for profit organisations in health and social care (drawing on both the Guidestar database of charities and the IDBR/ Office of National Statistics database ) (IFF, 2007). However, it should be noted that some of these organisations would not be classified as social enterprises as they rely predominantly on grants and donations. 
The survey of all third sector organisations found that social care dominates the provision with 62% of third sector organisations providing only social care, 14% providing health care only and 24% providing both (IFF, 2007).  Social care provision in health services was estimated at £4.2 billion and social care provision estimated at £7.2 billion. 

The 2005 survey of social enterprises found that 61% of these were trading in quasi markets with payment by third parties such as commissioners. Trading income made up 82% of the income of the social enterprises with the remainder coming from grants and donations with 52% asking users to pay and 27% providing free services to some and asking others to pay a proportion (IFF Research, 2005).
Areas of social care include support for children, adults, and the elderly, with the latter responsible for almost half of the funding provide by the public sector through local authorities. The survey of third sector organisations found that one third worked with clients with physical disability or sensory impairment, a quarter with mental health issues and 23% with learning difficulties. Social care social enterprises interviewed can be divided into those that are small and localised, starting from fledgling organisations and growing slowly. In contrast there are large organisations that started when whole departments have moved from the public sector to become social enterprises. The factors shaping these types of social enterprises can vary dramatically. 
There is potential for greater role for social enterprises in health, especially as there is a trend for care to be delivered closer to home and not in hospitals (DH, 2006). This trend of moving health care into the community has blurred the lines between health and social care.  The survey of third sector organisations found that three in ten health care organisations were working with clients with mental health issues and a similar proportion working with clients with physical disabilities. One third of organisations were working with clients with long term acute or long term conditions such as cancer, diabetes or autism (IFF, 2007). These forms of health care are predominantly delivered through hospices, nursing homes, medical care in people’s houses.  

For many years there have been primary care GP owned cooperatives operating as social enterprises delivering out of hours surgeries. However, the number and scale of these organisations has declined in the past few years as GPs have opted out of the provision of out of hours care selling their cooperatives to the private sector or other social enterprises. With competition to deliver these services efficiently, there is pressure to centralise services into larger organisations. Some providers have attempted to remain viable through offering more services. For example, one social enterprise offering out of hours care also offered support for practices when they were under staffed, as well as providing night and palliative care.

There have been limited examples of social enterprises in general practice (GP services) and in secondary hospital care.  Two examples of hospitals working as social enterprises were included in the study. In one case a ‘cottage hospital’ had served a predominantly rural area between two district general hospitals (45 minutes and one hour away) but was closed in 2004 when it was deemed unsafe on clinical grounds because staffing levels under existing funding could result in a lack of cover. Following a consultation on the future of the hospital, respondents voted overwhelmingly for a charitable trust to take it over.

Other areas of social enterprise activity include patient transport. The costs of transport are being transferred to patients as GPs close branch surgeries and reduce their home visits. Four GPs interviewed had set up volunteer driver schemes to help people travel to the surgery. These organisations are social enterprises and draw on the goodwill of community volunteers to make services viable where the public or private sector cannot deliver.

There has been a long tradition of third sector organisations sharing and publicising the views of the people it represents, a process that is termed ‘giving voice’. Recent policy reforms recognised this role but at the same time increasing their involvement in delivery, thereby changing their position and ability to lobby. This involvement allows those involved to have a greater insight into health services and therefore strengthens their role in ‘voice’. However, there is a threat that the growing reliance of the voluntary and community sector on income from Health service commissioners, affects their ability to be critical. 
Constraints facing social enterprises
While there is considerable social enterprise and growing potential in new areas, there are a number of factors that are constraining social enterprises from entering new areas of delivery and growing. As discussed earlier, social enterprises vary in their operations, sectors, size and experience and this is reflected in the differing constraints faced. Amongst those starting up there is a need to distinguish between those starting a small organisations or those that are ‘born large’ with large numbers of staff moving out of the public service together. This section explores the issues faced by existing social enterprises, although it is recognised that the there are constraints that restrict the ability of social enterprises to start up in the first place. 
While there may be opportunities for social enterprises to offer health and social care, these may not be taken up where people do not know about the social enterprise approach, do not have the confidence, or do not know how to go about starting. Pre-start encouragement or the ‘sowing the seed’ of ideas, is an important role of the support organisations, working with people in social enterprises, voluntary and community sectors, the private sector, and most importantly, those already delivering the services in the NHS or local authorities. However, without knowledge of others and mentoring support, potential enterprise will not get off the ground. 

Particular constraints relate to the concept of enterprise and competition. Those leading smaller social enterprises were found to be resistant to the language of enterprise as well as lacking in business skills such as setting prices and financial sustainability. Larger organisations may face other problems related to their size and the movement of staff from the public sector. While some of their conditions of work are protected under TUPE legislation , this move can create considerable uncertainty. There are particular concerns with regard to pensions which continues to be a grey area in these negotiations. 
For both large and small organisations interviewed, there is evidence of constraints related to the resistance to compete and fear of risk taking especially when moving from a heavily bureaucratised system in the NHS or local authority.  However, these pressures of competition and contestability are now increasingly being felt in public sector organisations as well. Competition also shapes how they deliver their services with potential changes to the collaborative relationships that have been developed over years. Social enterprises interviewed in the survey reported that collaboration was under pressure as organisations had to compete with neighbouring organisations and so were less likely to refer patients on, or develop joint activities with similar organisations. 
Access to finance for starting up, diversifying and capital works is perceived as a major constraint. A social enterprise involved in a range of community care activities such as day care centres, transport services and domiciliary care, and wanting to move into primary healthcare provision, faced challenges persuading commercial investors of the merits of taking a 15 year perspective whereby profits would come towards the end of the period once the infrastructure costs had been paid for.   There have been several attempts by social enterprises to develop secondary (hospital) care but they have not been supported by finance providers or owners of hospital sites. However, one social enterprise found that it could use its social enterprise status to apply for a range of funding sources not available to private or public sector bodies. There has been considerable investment in capital projects in the health service, although the extent to which social enterprises can access such funding is not clear. For community hospitals there is a £750 million programme of investment announced in 2006. While this offers great opportunity to the fortunate few, the neighbouring organisations are likely to under greater financial pressure and risk of closure. 
The main constraints reported by social enterprises, relate to relations with commissioners, an issue raised in earlier studies (Alcock et al, 2004) and recognised in the recent Department of Health White Paper (Dept of Health, 2006). These problems can be divided into issues related to social enterprises bidding to offer services (demand side issues) and those that relate to the capacity of the commissioners (supply side issues). 
In terms of demand side issues the interviewed social enterprises reported a lack of capacity to prepare bids. Social enterprises do not have the resources or skills to prepare tenders to the same standard as larger or more established companies. For those bidding to offer health services, there is a need for information on the likely case mix and larger private companies have developed models to help them calculate needs. They have also developed expertise in the bid writing process and have built up knowledge of NHS processes, and structures. One interviewed large private company entered 18 bids for starting new Independent Sector Treatment Centres for elective surgery but expected to win only two, covering the costs of bid writing through creating surplus in their other activities. 

On the supply side, there is a lack of understanding of social enterprise and third sector organisations by commissioners and a tendency for commissioners to prefer larger single contracts covering geographic areas rather than working through a number of smaller local organisations. This issue has been exacerbated by the merging of the Primary Care Trusts who commission most health services (SEC, 2006). They also prefer shorter term contracts that present greater risks to smaller organisations having to invest a considerable proportion of their limited resources in a single service, and not able to spread the risk as a larger organisation can. Social enterprise may also be disadvantaged by the system of paying in arrears, especially when their access to finance is limited. 

There is also very little recognition amongst commissioners of the wider social impacts of social enterprises which are harder to measure and quantify. The interviewed social enterprises aim to maximise their social impact while remaining financially viable. One social enterprise starting a hospital was planning to source more locally especially for catering and cleaning, although this was not being recognised by the commissioners.

Social enterprise also perceived that they faced greater difficulties than the private and public sector organisations when entering new markets. For smaller organisations there are limitations due to higher unit costs and the lack of economies of scale. For organisations offering clinical services, there are further requirements to have a critical mass necessary to meet governance and training requirements.   
Social enterprises interviewed have expressed interest in delivering primary general practice care although the opportunities for this were limited even in areas that needed more doctors due to the commissioning process. In other areas, where there are adequate numbers of doctors, social enterprise and other providers are not encouraged by commissioners to set up in competition to other GP surgeries, and interviews with GPs demonstrated the active role GPs play in working with neighbouring practices to keep the status quo.
For those social enterprises delivering services, further constraints were reported in terms of marketing skills and willingness to actively compete with neighbouring providers. At present much marketing is aimed at commissioners in order to get contracts or to be eligible for contracts. Amongst the interviewees there was limited marketing aimed at patients at present although this may increase in future. Many existing public sector and social enterprise providers appear reluctant to compete and allocate resources to marketing rather than patient services. In addition, the resources and experience required for competing, marketing and preparing bids may be limited in some smaller providers and social enterprises, who require business advice and mentoring. 

Overcoming constraints
The case study social enterprises demonstrated a range of ways in which they have been able to overcome their constraints themselves and with the help of the growing public sector funded support infrastructure in the form of information, advice, and training. These examples of overcoming constraints can be drawn on a good practice that can inform policy.
With regard to financial constrains, one social enterprise hospital was able to build on the entrepreneurial attributes of its management team and  found funding for capital works. With support from the PCT and with the leadership of a previous chair of a charitable hospice, a team of fund raisers raised the finance necessary for a £5 million rebuilding programme. This team was also bidding for national and European sources, community health and hospital funds and environmental grants for the cost of the building.
Commissioners play a key role and there are examples where these purchasers recognise the wider benefits of social enterprises in terms of social impact and local money flows. In such cases the procurement process, takes  a broader definition of best value taking into consideration the wider community benefits being provided by smaller local providers and social enterprises. Invitations to tender can encourage potential providers to innovate, offer a range of services and means of delivering them that will improve access and provide wider social benefits as well as the delivery of specific services. Amin et al (2002) found that this innovative activity was the major contribution of social enterprises as their numbers and scale were relatively small compared to private provision. 
The issue of commissioning health services and the role of social enterprises is being tackled by the Third Sector Commissioning Taskforce who call for greater partnership between commissioners and social enterprises. A key issue identified is the need for third sector organisations to improve their communication with commissioners and help them understand the benefits and potential impact of social enterprises.  The commissioning relationships may change further with the use of ‘practice based commissioning’ decided by GPs which may be able to offer contracts to local smaller social enterprises. This new form of commissioning will require new relations and new ways for social enterprise to demonstrate their impact
The public sector can play a role in funding support particularly for newer social enterprises, those parts of the public sector that are wanting to become social enterprises, and those wanting to diversify, enter new markets or serve wider geographic areas.  The resources and experience required for preparing bids may be limited in some smaller providers and social enterprises. There are attempts to address the lack of capacity for bid writing in the ‘not for profit’ sector, with the Department of Health’s  Social Enterprise Unit  aiming to level the playing field by providing support for the procurement process and building on previous work on social enterprise and procurement (DTI, 2003).

An innovative way of growing is through a franchise approach.. Sunderland Home Care Associates Ltd (an employee owned company) grew through starting up new organisations to serve different areas, but building on their successful model. This social enterprise provides domiciliary care principally under contract to Sunderland Social Services Department, but also to Sunderland University Disability Support Team. They were looking for innovative ways to achieve economies of scale and to expand community care delivered by employee owned businesses.

Conclusions
 social enterprise and entrepreneurs’ behaviour This paper explores the roles of social enterprises and their potential for delivering health and social care services. Social enterprise have the potential to offer considerable choice for users of services, although at present their roles are limited to specific areas. While in theory, social enterprises can be involved in many more areas, in practice, there are a number of constraints. As shown in the model presented earlier, social enterprise involvement is dependent on a number of factors   and the assumption that social enterprises will be able to respond to new opportunities does not hold. By examining how social enterprises are embedded  in their social context, there can be a greater understanding of how motivations of those involved in social enterprises vary the constraints that different types of social enterprise face.

The constraints identified relate to size of organisations as many social enterprise are small, especially those starting up. It is recognised that some may start big as large parts of the public sector are moved to the social enterprise sector. However, for others the small size puts them at a disadvantage when competing against the NHS or large private companies. This therefore limits the activities they become involved in.
Many of the issues in this paper relate to the roles of commissioners. While there has been much attention given to the role of providers of health services, there is now a growing recognition of the need to work with commissioners of services, to improve their understanding of the needs of users and also how to work with different types of providers. 

There is a need to have information on how commissioners make decisions, what perceptions they have of social enterprises and how these change over the period of the pathfinder programme. There is a need to explore how they define best value and the types of information they require both at a strategic level (in terms of general evidence base on the role and value of social enterprises) and also at a local case specific scale (in terms of the information they require from each social enterprise to demonstrate their impact on service delivery).
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Demand from users


Key factors


Wants and preferences of patients


Ability of patients to access service 





Ability  of patients to receive and understand information about service








Social enterprise response


Key factors affecting entry


Income 


level of payment from commissioners 


payment from users


other income sources


Expenditure


Variable costs


Overheads and economies of scale


Transport


Other costs (Uncertainty and costs of  entry/information/bid writing, recruitment)


Motivations of existing providers


Willingness to compete 


Marketing strategies


Willingness to invest


Extent of collaboration


Multiple motivations beyond profit





Demand from commissioners


(funding public services)


Key factors


Prioritisation of perceived needs of population


Standards and targets including customer satisfaction


 Budgets and financial flexibility


Performance management 


Responding to voice from most vocal











� Parts of this paper are based on preliminary findings of research funded by the Commission for Rural Communities as part of a wider study into public service reform in rural areas. Many thanks to Catherine Ellis who was involved in some of the interviewing and to the social enterprises who kindly gave their time. The views expressed are those of the author.
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