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1. Country Overview

1.1 Country Profile:

Table 1: Fact Sheet of People’s Republic of China (PRC)

Population (2014) 1,364,270,000
GDP per capita (current USD, 2014) UsD 7,590
Rural population (% of total population, 2014) 46%

CO2 emission per capita (metric tons, 2011) 6.7 metric tons
GINI coefficient (2013) 42.1

Population below national poverty line (%, 1998) 4.6%

Unemployment (% of total labor force, 2014) 4.7%

Social Progress Index (2016)? 62.1 (84th out of 133 countries)

1.2 Economic and Social Overview

Since starting its economic reform in 19783, Chinese economy has continued to grow at
unprecedented rate and became the world’s second largest economy. The yearly GDP growth
rate from 1978 to 2010 was more than 10%, although it declined after the global financial
crisis in 2008. During this period, China went through a major economic structural
transformation from industry to services and from capital to consumption.

Such overall economic success has enabled about 300 million people to overcome absolute
poverty since 1978. Due to lack of accurate official data from local governments, it is difficult
to estimate China’s current poverty rate. Based on the national statistics, 4.8% or population
was under the national poverty line in 1998. BTI 2016 China Country Report estimated 82.49
million people, or 6% of the population, lived under USD1.25 PPP in 2013.# Statistics show a
decreasing trend of poverty in China. China’s Human Development Index (HDI) has also
increased gradually to reach 0.727 in 2014, placing China as a 90th and one of the high HDI
countries.

1 World Bank Data (http://data.worldbank.org/indicator/) for Population, GDP per capita, % of rural population,
CO2  emissions per person, and Unemployment. UNDP  Human  Development Reports
(http://hdrundp.org/en/content/income-gini-coefficient) for GINI coefficient. UN data for population below
national poverty line (http://data.un.org/Data.aspx?d=MDG&f=seriesRowID%3A581) [Accessed 19 April 2016]

2 Michael Porter’s Social Progress Index measures multiple dimensions of social progress, benchmarking success,
and catalyzing greater human wellbeing (http://www.socialprogressimperative.org/data/spi) [Accessed 19 April
2016]

3 In December 1978, Deng Xiaoping, then premier of the Communist Party of China, started “Reform and Open”
program by introducing market principles to the Chinese economy.

4 Bertelsmann Stiftung (2016).” BTI 2016 - China Country Report”
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1.3 Key Social Challenges

1.3.1 Income disparity

Despite China managed to lift 300 million people out of poverty, income inequality remains a
fundamental social challenge. A report by the Peking University Institute of Social Science
Survey in 2014 found that 1% of population owned one third of the country’s wealth while the
poorest quarter of Chinese citizens owned only 1%. The economic inequality can also be
understood through the country GINI coefficient that increased from 39.2 in 1999 to 42.6 in
2005,42.6in 2008, 42.1 in 2010 and 42.1in 2013; many experts believe a coefficient above 40
could endanger economic and social stability.5

At the same time, many cities rapidly developed their infrastructure construction and push
forward income gap between urban and rural areas anywhere else. While the income gap in
1983 was 1.8, it was widened to 3.0 in 2013. Nowadays China faces income gap widened
under the rapid economic growth.

1.3.2 Mass urbanization

The Chinese workforce depends on the 260 million people who migrated from rural
geographies to urban centers to find work; an additional 300 million people are expected to
move to cities in the next three decades.

These migrant workers face difficulties in accessing urban public services. Under the
household registration system based on birth place, people moving from a rural to an urban
area are required to submit a certification of employment, school admission or military
service endorsement. Also, the registration is used to prove the entitlement to receive public
services such as education and medical services. Although the government is reforming the
household registration system to gradually eliminate the distinction of urban and rural
registrations, many migrant workers still cannot even access education services for their
children. As a result, 60 million children are left behind with aging grandparents.

A rapid, mass urbanization has also resulted in a series of negative outcomes including air and
water pollution, environmental degradation, severe labor shortages in rural communities.

1.3.3 Rapidly aging population

The country is rapidly aging: there are now some 200 million Chinese over the age of 60,
accounting for almost 15% of the population. These figures will only rise in the foreseeable
future.

1.3.4 Gender equality

Women struggle to politically participate. Female representatives are only 23.4% of the
National People’s Congress and are even fewer in the high-level positions in the Chinese
Communist Party (CCP). No woman has been on the CCP’s Politburo Standing Committee. Only

5 (http://news.163.com/14/0726/05/A22CNRP90001124].html) [Accessed 19 April 2016] (in Chinese)
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two of 25 members of the Politburo as well as ten of 205 members of Central Committee are
women.

Discrimination towards women in the labor market remains commonplace. Female
participation rate in the labor market was 14.3% less than that of male in 2012. Also, women'’s
GNI per capita was more than 30% less than that of men in 2011.

1.3.5 Marginalization of ethnic minorities

Ethnic minorities suffer from social and economic exclusion. Minority regions are the poorest
area in the country. The Muslim Xinjiang Uygur Autonomous Region and Tibetan Autonomous
Region have diverse and intertwined issues, such as cultural clash between Han Chinese and
the ethnic minority, territorial infiltration and unequal access to well-paid work, that often
provoke violent incidents and separatist movements.

1.3.6 Freedom of expression

Although guaranteed by the constitution, freedom of expression is still a sensitive subject in
China. Nevertheless, people utilize the internet, social media and other mass communication
technologies to express their views and sometimes criticize government actions. The
government tries to control the internet by shutting down critical websites, blocking social
media services, censoring online content and hiring people to write comments favorable to the
government.

1.3.7 Basic social security systems

China has made great progress in extending basic public social security systems, such as
pensions, health care, unemployment, accidents and maternal care from the urban to the rural
population; however, some basic social needs are not satisfied under the current public
systems. For instance, the unemployment insurance system does not cover family farmers
since they are not counted as “employees”. Also, migrant workers still have difficulties
accessing social security benefits as many employers do not pay the necessary premiums
obliged by the law.

China is also making progresses towards universal health insurance coverage before 2020;
however, as of 2012, people still pay 35% of the health expenditure out from their own pocket
while the government pays 30% and the society (the insurance fee) pays 35%. Health care
expenditure per capital has increased to 2,057 yuan (2011: 1,806 yuan; 2010: 1,490 yuan).
Additionally, there is a high uncertainty of health care costs since hospitals and doctors often
charge arbitrary fees and accept bribes for service.

1.3.8 Environmental issues

China’s carbon dioxide emission (8.3 million tons in 2010) is the highest in the world,
surpassing that of the U.S. (5.4 billion tons in 2010) although it is only one third of the U.S. on a
per capita basis. In 2014, Chinese government agreed with the U.S. to cut CO2 emissions by
pledging to cap its emissions by 2030.

The Chinese government recognizes pollution, especially air and water, as a serious issue to be
tackled. According to China’s Ministry of Environment, one third of all days in 74 observed
cities did not meet the national air quality standard. Also, according to Xinhua News Agency,



only 3% of urban groundwater is fit for drinking. The public awareness for pollution and
environmental problems has also risen especially after the media reported on PM2.5 air
pollution and some premature deaths caused by pollution.

2. Overview of Social Entrepreneurship and Social
Innovation Movement

2.1 History and Definition

In North America and Western Europe, charitable organizations developed over hundreds of
years creating a social sector conducive to the emergence of social enterprises. In China,
however, like its rocket-like economic growth after the reforms of the 1980s, all the players in
the social sector have rapidly developed within just a few decades: community organizations,
NGOs, social enterprises, venture philanthropy, and so on.

The concept of social entrepreneurship came into widespread use in North America and
Western Europe in the late 1990s. In 2006, two books on social entrepreneurs, David
Borstein’s “How to Change the World” and Charles Leadbeatere’s “The Rise of the Social
Entrepreneur”, made their first appearances in China and formally introduced the concept of
social entrepreneurs to the country. However, efforts to introduce social entrepreneurship to
China can be traced back to 2004: at the end of that year, a British nonprofit called Global
Links Initiative brought the first group of British social entrepreneurs to China to meet with
nonprofit leaders in Beijing and Shanghai.6

The 2008 Sichuan earthquake was widely seen as stimulating the biggest outpouring of
volunteerism and public donations in the history of the PRC. Donations from the public per
year hit an all-time high of USD 15 billion?, of which 76% was allocated for earthquake relief.
Named later “the Year of Volunteerism in China”, 2008 was also the year when social
enterprise and social entrepreneurship became hot topics nationwide among nonprofits, the
academic world, businesses, and media.

The concept of social enterprise was first introduced to China at a time when civil society was
in its nascence and nonprofit organizations were still foreign concepts to the public. With
growing interest in social entrepreneurship since 2008, heated debates emerged over how
social enterprises differ from ordinary enterprises and whether social enterprises should be
classified as nonprofit or for-profit.

Outside of China, social enterprises are commonly recognized as businesses that trade to
tackle social problems and seek to improve communities, people’s life chances, and the
environment. In the Chinese language, however, the word “social” does not connote nonprofit,
philanthropy, or charity; nor is it used in phrases like “social sector” or “social economy” as in
English. Another uniqueness of the Chinese language lies in the fact that the word “enterprise”

6 Tse, KK. & Li, Fan. (Eds.). (2010). “10 stories of social entrepreneurs in China” New Horizon.
7 (http://news.foundationcenter.org.cn/html/2015-11/93816.html) [Accessed 19 April 2016] (in Chinese)
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lacks the sense of entrepreneurship that it does in other languages. It contains little
implication of innovation, risk taking, or venture.® To make the situation even more
complicated, due to the high barriers to register as not-for-profit organizations, most
grassroots charitable groups in China obtain for-profit legal identities for registration sake. As
a result, nonprofits legally appear to be for-profit entities but usually lack sustainable business
models.

Today, social entrepreneurship in China is most commonly referred to as “the start up for
public-interest ventures” (A% )Mk). Instead of “social”, the term “public interest” (2A%%) is
widely accepted in China as the equivalent of philanthropy. Despite the ongoing debate on the
definitions of these terms, social entrepreneurship in China has rapidly emerged in the last
decade with social entrepreneurs beginning to tackle diverse social problems. This has
coincided with the development an ecosystem required to support the growth and scale of
social enterprises.

Table 2: History of social enterprises in China

Year Sector milestones

The first group of British social entrepreneurs visited China. The Sino-British Symposium on
2004 | Social Enterprise and NPO was organized by Global Link Initiative, a British nonprofit
organization, in Beijing.

The Fourth Plenary Session of the Sixteenth Central Committee proposed to “promote social

2004 . "
management system innovation

Chinese translations of “How to Change the World: Social Entrepreneurs and the Power of
2006 | New Ideas” by David Bornstein and “The Rise of the Social Entrepreneur” by Charles
Leadbeater were published.

Nonprofit Incubator (NPI), the first organization that incubates nonprofits and social

2006 enterprises in China, launched in Shanghai.

The Sichuan Earthquake shock China on May 12. Donations from the public hit all-time high of
2008 | USD 15 billion, of which 76 % was allocated for earthquake relief. Considered the “Year of
Volunteerism in China”

The British Council launched a training and awards program called Skills for Social

2008 Entrepreneurs.

2008 Shenzhen enacted new policies allowing industrial and commercial, social welfare
organizations, and charitable nonprofits to register without a supervisory agency.

2008 The first “China Social Enterprise Report” published by the British Council China and

Nonprofit Incubator.

2010 | Ginkgo Fellowship launched by the Narada Foundation to support social entrepreneurs.

8 Meng Zhao. (2012). “The Social Enterprises Emerges in China” Stanford Social Innovation Review Spring
02/2012.



The Central Government released its 12th five-year plan (2011-2015). In the plan, “Foster and
2011 | support organizations to participate in social management and social services” was mentioned
as an important tool to accelerate reforms of the social system.,

The Beijing Municipal Government published an official document advising “the government
should support the development of social enterprise and social service industry.” This marked
the first time that the “social enterprise” was mentioned in an official Chinese government
document.

2011

2011 | The first social investment fund launched in China (Lanshan Social Investment Fund)

The Shanghai Bureau of Civil Affairs and Shanghai Charity Development Foundation launched

2012 2012 Shanghai Venture Philanthropy Fund with a budget of USD 0.8 million.

The Shunde District Government in Fuoshan City (Guangdong Province) published the

2013 “Shunde Social Enterprise Certification Standard and Supporting Policy Research Report.”

2016 | A new Charity Law of the People’s Republic of China passed by the National People’s Congress.

2.2 How Social Entrepreneurship Emerged in China

While the concepts of social entrepreneurship and social enterprise were first brought into
China by international NGOs and institutions, the growth of the sector can be attributed to the
following facts and factors:

2.2.1 Changing social issues created by the rapid economic transformation

The changing social issues, as described in the previous section, are the ultimate forces driving
social entrepreneurship in China. The country seeks innovative solutions that balance
economic growth and sustainable development, which is a mission that cannot be
accomplished by government or the business sector alone. Civil society and social enterprises
have important roles to play.

2.2.2 Legal and funding limbo for nonprofits

Social services traditionally delivered by the government are beginning to be handed over to
nonprofit organizations. However, nonprofits are not ready due to limited resources, lack of a
supportive legal framework, and limited public recognition. Therefore a great number of
nonprofits are embarking towards the social enterprise model to achieve self-sustainability.

As in many other developing countries, grassroots nonprofits in China have heavily relied on
donations and grants from international foundations and institutions. Until very recently, the
lack of legal status for nonprofits has made it extremely hard for them to raise funds
domestically. Apart from the legal issue, the new generation donors such as Chinese
foundations and philanthropists are often reluctant to fund grassroots nonprofits given their
limited scale.

In short, nonprofits registered as for-profit companies found themselves stuck in uncertain



middle grounds with no appropriate legal status to apply for grants, nor a sustainable
business model that would allow them to serve people in need.

2.2.3 Emergence of a new generation of business leaders

Over the last decade, there has been a strong movement by Chinese companies to implement
Corporate Social Responsibility (CSR) and integrate aspects of CSR into their operations. A
total of 582 CSR reports were released by Chinese companies in 2009, representing a 350%
increase compared to the previous year. The Shanghai and Shenzhen Stock Exchanges have
supported the burgeoning CSR movement by publishing papers focused on the importance of
robust CSR for listed companies.

Although critics point out that certain companies, especially state-owned companies, channel
their philanthropic efforts to align with government priorities, a growing number of business
leaders in China have started to explore ways to apply their business management experience
and cross-sector network and assets to innovative approaches to social businesses. By
establishing or investing in private foundations and impact investment funds, these business
leaders actively seek solutions to some of the pressing social issues in China such as food
safety, clean water and air, elderly care, and education.

A prime example is the Society of Entrepreneurs and Ecology (SEE) founded by about 100
Chinese entrepreneurs in 2004, with the initial aim of fighting desertification in the Inner
Mongolia Autonomous Region. The Association combines sustainable business strategies to
develop local communities and inclusive approaches to work with various stakeholders such
as government and academia. Today, with a membership of over 300 entrepreneurs, SEE has
become a key sponsor of many environmental organizations in the country.

2.2.4 New values and priorities of the millennial generation

A growing number of young Chinese in their 20s and 30s are attracted by the success stories
of social entrepreneurs who sought a more compatible match between contributing to society
and realizing their own sense of self-worth. As shown by case studies that will be presented
later in the report, this Millennial Generation in China seeks for radical solutions to social
problems rather than creating a product or service that will make them a stash of cash. With
more than 590 million internet users in China, social media and digital technology are
becoming the most powerful vehicle to ensure that their voices are heard and expand their
communities of supporters. They are using online apps such as Wechat, Weibo (the Chinese
micro-blog service) and Alipay (Chinese version of Paypal) to tackle such seemingly
intractable social challenges as poverty and inequality.

In the sum, the Millennial Generation has a strong interest in business with social purpose in
order to seek a more balanced lifestyle than previous generations. Empowered by the rise of
social media and rapid development of information and communications technology, solving
social problems rather than getting rich has gradually emerged as a new value for young
entrepreneurs in China.



2.2.5 The new rich brings new blood to philanthropy

A boom in private foundations, led by the richest and most influential people in China such as
the top ten Chinese billionaires and former Premier Zhu Rongji, has brought new blood to the
philanthropy sector. Over 3,000 private foundations have been established since the
legislation for private foundations was enacted in 2004. According to the China Foundation
Center, the net assets of foundations in China exceeded USD 15 billion in 2015° Unlike
philanthropists who inherited wealth in developed countries, the majority of philanthropists
in China are first-generation self-made millionaires and billionaires. They have absolute
authority over the use of their money and are interested in more than merely writing a check.
They seek to engage in strategic philanthropy and impact investment and keen to take a
teaching-a-man-to-fish approach over the traditional hand-out model.

2.3 Current Status of Social Enterprises in China
2.3.1 Key publications on the social enterprise landscape

Given the lack of a unified definition or legislation that can be applied to social enterprises in

China, there are formidable barriers to accurately profile the landscape of social enterprises or

to measure their impact on society as a whole. Nevertheless, various pieces of research have

been conducted by leading international and local institutes since 2008 to capture the status

of social enterprises in China. These include:

e “China Social Enterprise Report 2008” conducted by the British Council China and NPI;

*  “China Social Enterprise Report 2012” by Foundation for Youth Social Entrepreneurship
(FYSE);

e “China Social Enterprise and Social Impact Investment Development Report” by Social
Enterprise Research Center in 2013; and

* the latest “Scaling Social Entrepreneurship in China” by Collective Responsibility and
Global Links Initiative in 2015.

All these pieces of research used similar methodologies: cases studies featuring renowned

social enterprises, interviews with experts and sector leaders, plus a survey of a small group

(under 50) of selected social enterprises. In terms of defining social enterprises, almost all of

them have adopted a wide definition that would allow for the greatest number of possible

cases regardless of their legal status. The definition of social enterprise used by the FYSE

report is a typical examplel?:

* Having a primary purpose of achieving a social, cultural, or environmental mission;

* Deriving a substantial portion of income from revenue-generating activities, rather than
exclusively relying on philanthropic support;

*  Structured as a for-profit or non-profit.

9 (http://news.foundationcenter.org.cn /html/2015-11/93816.html) [Accessed 19 April 2016] (in Chinese)

10 (http://www.bsr.org/reports/FYSE China Social Enterprise Report 2012.PDF) [Accessed 19 April 2016] (in
Chinese)
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2.3.2 Transition from nonprofit-led to business-led

Inspired by stories of the Grameen Bank and the Big Issue, Chinese nonprofit leaders and
aspiring change-makers see social entrepreneurship as a powerful tool to help people help
themselves. Ever since the concepts of social enterprise and social entrepreneurship were first
introduced to China, an increasing number of nonprofit organizations have shifted from
traditional charities to the social enterprise model with the hope of developing financially
sustainable enterprises without compromising their social missions. This movement has been
particularly common among service-providing nonprofits since their business models are
relatively more compatible with earned income activities than those of other types of
nonprofits. Yet, because many service-provider nonprofits lack robust business management
and fundraising skills to attract clients and investments early stages, they often struggle to
make the complete transitions from grants and donations to earned income.

Recent years have witnessed a new force - business leaders and entrepreneurs - who have
entered the market of social businesses. Compared to founders of nonprofit organizations,
these entrepreneurs are equipped with more financial capital, more knowledge of business
operations and information technology, and extensive cross-sector networks. As such, the
social enterprise movement in China has entered a new, second phase: many experts believe
that the most promising Chinese social enterprises are to be found in the business sector,
among businesses that might not even identify themselves as social enterprises. As Xu
Yongguang, President of Narada Foundation pointed out in his key note speech at the annual
HongKong Social Enterprise Summit in November 2015, China’s development today is facing
pressure from both the economic slowdown and a huge supply-demand gap in public service
areas such as education, health and elderly care. By 2020, the estimated market for the elderly
care industry alone is USD 1.2 trillion, 18 times its size in 2015. The environmental industry
sector will reach USD 765 billion. However, neither government nor charities under their
current structure have the ability to fill the gap. Xu believes that USD 3-4.6 trillion will be
invested in these areas in the coming 5 years, which will stimulate the launch of thousands or
even millions of social enterprises in China. 11

2.3.3 Legal status of social enterprise

Given the lack of specific legislations that apply to social enterprises, social enterprises in
China appear in a variety of legal forms. Small-scale surveys conducted by the above-
mentioned research indicate that the most common legal format taken is registered for-profit
company, followed by registered nonprofit organization. Some social enterprises operate
without any legal status.

2.3.4 Addressing a wide range of social issues
Social enterprises in China are addressing some of the most crucial issues faced by Chinese

society: income gaps and poverty, sustainable agriculture, education opportunities, elderly
care, green technology, job training, livelihood support for migrant workers and so on. These

1 (http://www.ngocn.net/news/2015-11-03-629fdc898519ee10.html) [Accessed 19 April 2016] (in Chinese)



sectors often overlap, and some social entrepreneurs operate across multiple sectors.
2.3.5 Scale and revenue structure

Despite the growing interest in and expectation of social enterprises to play a key role in
solving social problems, most enterprises are still young and small in scale.

Both the “China Social Enterprise Report 2012” and “China Social Enterprise and Social
Impact Investment Development Report” in 2013 concluded that the majority of social
enterprises in China are less than three years old with annual revenues below USD 75,000.
Only a very small group of social enterprises have reached revenue levels of over USD 150,000.

In terms of revenue structure, while some social enterprises in China managed to generate
income purely from business activities, the vast majority combine income from commercial
income, government contracts, grants, donations and impact investment. Just like social
entrepreneurs in other parts of the world, social entrepreneurs in China maximize the use of
every type of resources that they can lay their hands on.

With the growth of the philanthropic sector in China, more resources such as seed funds are
available for social enterprises in their early stages. However, very few investors and
foundations support mezzanine-stage social enterprises due to the gap between investor
expectations and the reality of social enterprises. Another issue frequently pointed out in
relation to revenue structure is the unclear profit-dividend relationship. Since there has not
been any profit made yet, there was not much motivation among founders or shareholders of
social enterprises to clarify whether or not to divide the profit among shareholders and if so,
how to divide the profit among investors, founders and other stakeholders.

2.4 Scaling Social Enterprises in China

As the Chinese economy matures and the idea of balanced growth replaces growth-at-any-
cost, there is increasing awareness of social entrepreneurs and enterprises as possible
solutions to environmental, societal, and economic challenges. Such increasing awareness will
inevitably lead to expansion in opportunities and markets.

The latest report titled “Scaling Social Entrepreneurship in China” conducted by Collective
Responsibility and Global Links Initiative in 2015 indicated that organizations that once
struggled to gain traction in programming, secure funding, are now finding scale in program
portfolios, organizational size, funding, and most importantly impact.

However, with opportunities come challenges. Obstacles that entrepreneurs face are often
rooted in (a) the ecosystem within which they operate and (b) their business and
management models. Given the sheer size of the country and the social issues that social
entrepreneurs are addressing, helping social enterprises scale to a level that will create real
impact will require multiple stakeholders -- intermediaries, customers and governments -- to
join together.

10



3. Public Policy for Social Entrepreneurship and Social
Innovation

Currently, no law or legislation directly applies to social enterprises in China. In theory, social
enterprises can adopt a variety of legal forms including civil non-enterprise institutions (&7
JE4k), social organizations (¥t & [#11K), social welfare enterprises, and for-profit companies.
Due to the high barriers to registering as a nonprofit entity, the majority of social enterprises
choose to register as for-profit companies despite their social mission and income structure.
They do not benefit from any tax exemption. Furthermore, operating a social enterprise under
a company registration can lead to doubts among the government and public about the social
mission and value of the company: some feel confused about the need to support an
“enterprise” in the charity area. With the rise of social entrepreneurship and social business as
a whole, there are increasing calls from the sector for establishing a certification framework
for social enterprises. The newly established Charity Law (March 2016) is a major step
forward to create a legal framework for the growth of social businesses in China.

From the government policy perspective, the 12th five-year plan (2011-2015) calls for
“accelerating reform of the social system”. Various national level policies enacted in recent
years provide tax incentives and other benefits for investments into education, eldercare,
health, green technologies, agriculture, and other sectors. Meanwhile, local policies,
regulations and pilot programs on philanthropy and enterprises that provide social and public
services have emerged as key areas of development and experimentation.

3.1 National Law and Regulations

A crucial barrier to the large-scale development of social enterprises in China is the under-
developed nonprofit sector. China’s civil society is still quite immature due to the
government’s tight regulations on nonprofit organizations. As a result, in China, despite the
social entrepreneurship was first introduced to the nonprofits, very few had the capacity to
achieve significant business and social impact scales. Also, general pubic has low awareness
on social entrepreneurship.

There are two regulations related to the registration and management of nonprofit
organizations: Regulation of civil non-enterprise Institutions (R7MEMIEFESF]) and
regulation of social organizations (&4 4VEZ5(5), both adopted by the State Council in
1998. Obtaining nonprofit status requires registration at both the Ministry of Civil Affairs (or
its local counterpart) and a supervisory agency of a government office. A supervisory agency’s
responsibilities are: proceeding nonprofit organizations’ registration process, scrutinizing
their legal compliance, conducting annual auditing, and cooperating other relevant
government agencies to support the organizations. This is referred to as the “dual
administration system” which is a major barrier to nonprofit registration in China. On March
16, 2016, the Charity Law of the People’s Republic of China was passed by the National
People’s Congress. The law will come into force on September 1, 2016. The process of creating
the Charity Law has been long and drawn out lasting 11 years. As the first law of its kind, the
Law recognizes that philanthropic activities are crucial to help “promote social progress” and
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achieve the country’s development goals and objectives. The law includes provisions on tax
incentives for charitable contributions, ease of registration and operations, and greater
transparency for charitable operations and finances.

Sector leaders and experts have raised concerns regarding some areas of the Law such as the
low percentage allowed for overhead expenses (less than 10% of annual expenses) of public
foundations and restrictions on crowd-funding via social media and other online platforms.

Nevertheless, the new legislation is widely considered as an important step forward from the

following perspectives:

* Cancellation of the dual administration system. Nonprofit organizations no longer need to
find a supervisory agency to be its sponsor before registering with the Ministry of Civil
Affairs or its local administrative branch.

* The Law broadens the scope of what constitutes public welfare or charity by relaxing
strict limits on freedom of association. A large number of grassroots organizations that
are currently operating without any legal status have the chance to register as nonprofit
entities.

* The Law provides more generous tax incentives for donors, especially corporations.

* The Law lowers barriers for public fundraising by allowing organizations that have been
lawfully registered for two years to apply for public fundraising status. In the past, public
fundraising status has been very difficult to obtain and the criteria were never clearly
spelled out.

3.2 China’s 12th Five-Year Plan (2012-2015) to Promote Social
Management System Innovation

“Promote social management system innovation” was proposed as early as June 2004 at the

Fourth Plenary Session of the Sixteenth Central Committee. This proposal was interpreted in

further detail in the 12t five-year plan (2011-2015). This includes:

*  “Accelerate reform of the social system. This includes improvement of basic public
services of social insurance, health care services and education.”

*  “Foster and support social organizations and supervise them in accordance with the law;
support and guide participation in social management and social services.”

e “Reform basic services delivery by introducing competitive mechanisms and expanding
purchasing services by the government to realize diversification of providers and ways of
delivering these services.”

Although there is currently no legal framework or policies to support social enterprises as a
whole, various national-level policies have been enacted in recent years that provide tax
incentives and other benefits to investments in education, elder care, health, green
technologies, agriculture and other sectors. In May 2010, the State Council published an
across-the-board policy to source more investments from the market to boost the role and
impact of non-state agencies in various social services such as health care, education, services
for the elderly and the disabled.!2 These are all industries that social enterprises are focusing

12 ( ttp://www.lawinfochina.com/display.aspx?lib=law&id=8103&CGid=) [Accessed 19 April 2016] (in Chinese)
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on, where supply of services lags far behind demand. Increasing investments into these
industries in coming years will provide much resource for the development of social
enterprises.

3.3 Social Welfare Enterprises as Quasi-Social Enterprises

A social welfare enterprise is a for-profit enterprise that receives social welfare status from
the government and thus enjoys tax benefits, government loans, and other kinds of support.
This status is granted according to the organization’s mission or staff structure, such as having
more than 25 % of its employees be physically or mentally impaired. The “China Social
Enterprise and Social Impact Investment Development Report” published by the Social
Enterprise Research Center considers this to be the organization type that most closely
resembles a social enterprise in other countries.

The history of welfare enterprises can trace back to 1949, the founding year of the People’s
Republic of China. Early-stage welfare enterprises were production units that offered support
for the poor, disabled persons, families of revolutionary martyrs, disabled veterans, and other
beneficiaries. As welfare enterprises developed, they gradually became public institutions
responsible for the employment of persons with disabilities.

Social welfare enterprises today operate under the double constraints of regulations
concerning disabled persons and welfare enterprises. Enacted in 2008, the “Law on the
Protection of Disabled Persons” is the first specific law to protect the legitimate rights and
interests of disabled persons, providing basic guidance for job placement of disabled persons
and acting as a basis for subsequent legislations. Building on this law, the State Council issued
the “Regulation on the Employment of Disabled Persons” in 2007 that clarified the
responsibilities and rights of government, business, and disabled employees in terms of
employer responsibility, safeguard measures, employment services, and legal responsibilities.

In 2007, the Ministry of Civil Affairs issued the “Measures for Welfare Enterprise Accreditation
of Qualification” in which welfare enterprises are defined as enterprises registered with the
State Administration for Industry & Commerce or its local administrative branches, employing
no less than 10 disabled persons, with disabled employees comprising at least 25% of total
employment.

Along with the definition of social welfare enterprises, their number has varied tremendously
in the past few decades. In 1995, Chinese welfare enterprises reached their historical peak,
with a total of 60,237 registered entities, employing 939,000 people with disabilities.
However, welfare enterprise itself is a product of the planned economy era: most welfare
enterprises heavily rely on government support and have very low productivity and
competitiveness. The revised tax refund ceiling set by the government in 2007 drastically
reduced the amount of tax benefits enjoyed by enterprises that employ a few disabled persons
and have high profit margins. These enterprises, therefore, essentially lost the incentive to
apply for welfare enterprise treatment under the revised regulations. As a result, the number
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of social welfare enterprises dramatically dropped from 60,237 in 1995 to 22,226 in 2010.13

3.4 Local Policies, Regulations and Pilot Programs

Since 2008, Shenzhen Municipal Government has allowed industrial and commercial
associations, social welfare enterprises, and charity nonprofits to register without the
sponsorship of a supervisory agency. In February 2011, the Beijing Bureau of Civil Affairs
followed suit and announced that four types of nonprofits, including the three types with
special allowances in Shenzhen and another one specializing in social services, do not require
permission from a supervisory agency to register.

In June 2011, the Beijing Municipal Government published an official document “Suggestions
by The Communist Party of China (CPC) Beijing Municipal Committee on Strengthening and
Innovating Social Management in order to Advance Social Construction” that advised that “the
government should explore effective ways to attract more social capital and other resources
into the public service area; the government should actively support the development of social
enterprise and social service industry.”14 This marked the first time that the term “social
enterprise” was mentioned in an official Chinese government document.

Provincial and municipal-level governments are also leading experiments to outsource social
services to nonprofit organizations and businesses. At the symposium titled the “Innovation
of Social Management Work” in late May 2011, Li Liguo, the Minister of Civil Affairs, explained
that the government should activate the welfare lottery fund for the use of purchasing social
services by social purpose organizations. In response to this proposal, the Shanghai Bureau of
Civil Affairs and the Shanghai Charity Development Foundation launched the 2012 Shanghai
Venture Philanthropy Fund. In the same year, the fund offered a USD 0.75 million total budget
to support social service organizations and projects aimed at elder care, supporting the
disabled, orphans, and poverty alleviation. Within a short period, Shenzhen, Dongguan,
Nanjing, Suzhou, Ningbo, and other cities adopted similar models.

With the rise of social entrepreneurship and social businesses, there are increasing calls from
the sector for establishing a certification framework for social enterprises. In 2013, the
Shunde District Government in Fuoshan City (Guangdong Province) published the Shunde
Social Enterprise Certification Standard and Supporting Policy Research Report. This is the first
effort of its kind by a local government. In this report, social enterprises are recognized as “an
important mechanism and innovative model for solving social problems and promoting social
development”. The report analyzes potential criteria for certifying social enterprises and
concludes with potential measures that the government can take, which include the following:
*  “Develop a Social Enterprise Promotion Policy”;

* “Provide a preferential tax treatment to investments in social enterprises in order to

promote such investments by the private sector”;
* “Provide a preferential tax treatment to social enterprises that have businesses with

13 National Bureau of Statistic of China (2010) “China Statistical Yearbook 2010” China Statistics Press.
14(http://serc-
china.org/attachments/article/542/China%20Social%20Enterprise%20and%20Impact%?20Investment%20Report.pdf)
[Accessed 19 April 2016]
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social mission or employ vulnerable groups, such as people with disabilities, more than a
certain percentage”;

*  “Establish a Social Enterprise Start-up Fund to provide social enterprises with initial
start-up costs and subsidies”; and

*  “Include social and environmental impact indicators in public bidding criteria”15

4. Key Ecosystem Players

A growing number of players including investors, intermediaries, research centers have joined
the market of social businesses in recent years. An ecosystem to support further development
of social enterprises, though still in a nascent stage, has started to take shape.

4.1 Government

As in other countries, social entrepreneurs in China need to carefully navigate broader
changes in regulations and government policies. Recent regulatory changes such as the new
charity law and national policies to encourage private investments into social service areas are
positive news for the development of social enterprises in China. At the local government
level, support for social enterprises is mainly channeled through two methods:

4.1.1 Venture Philanthropy Funds

Outsourcing social services to nonprofit organizations and social enterprises has become an
important trend in the past five years. For example, the venture philanthropy funds launched
in Shanghai as well as other major cities in China have become important platforms to identify
outsourced services for the elderly and people with disabilities to social organizations and
projects.

4.1.2 Social Enterprise Incubating Facilities

According to Xu Yongguang, President of the Narada Foundation, China is currently
experiencing a “social enterprise incubator boom”. All around the country, local governments
are supporting the establishment of nonprofit and social enterprise incubation centers. The
Social Innovation Center in Shunde District, Foushan City entailed a government investment of
USD 4.5 million. The Social Enterprise Industrial Park in Suzhou covers an area of 2,800
square meters and provides support in the form of rent subsidies, seed funding, and
registration assistance for nonprofit organizations and social enterprises at a start-up phase.
As Xu points out, many government-run incubators are faced with the challenge of finding
enough social enterprises to fill the empty spaces.

4.2 Investors

15 (http://www.ss-ic.org.cn/uploads/201404/5355e38633dca.pdf) [Accessed 19 April 2016] (in Chinese)
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4.2.1 Private Foundations

Over 3,100 private foundations exist in China at the end of 2015. The majority of them today
are operating foundations that prefer to run their own initiatives rather than support
grassroots activities that often seem too small to make significant social impact. Nevertheless,
foundations that provide grants or investments to nonprofits and social enterprises such as
the Narada Foundation and Leping Social Entrepreneur Foundation are playing an important
role in identifying and supporting social enterprises and social entrepreneurs at the start-up
and growth stages. For example, the Narada Foundationssa Ginko fellowship program
supports social entrepreneurs with an annual personal allowance of USD 15,000, capacity
training, and networking opportunities for over three years. In this way, the Narada
Foundation hopes to offset the lack of funding for management staff at the grassroots level,
which is a key barrier to improving human capital in the social enterprise sector.

4.2.2 Social Impact Investment Fund

Recent years have witnessed a rapid growth in the establishment of impact investment funds.
As pointed out in the “China Social Enterprise Report 2012” by FYSE, overseas impact
investors have been investigating the potential for investment deals in China since 2008, yet
their number was limited due to the immaturity of social enterprises in the country and the
mismatch between investor expectations and the reality and scale of social enterprises on the
ground. A number of private equity funds and venture capital funds have been established by
local resources since 2010 aiming to support the growth of social enterprises. However, as
shown in the chart below, actual investments made by these funds have been limited to date.
Furthermore, a lack of transparency on key information including investment criteria and
guidelines made it difficult for potential applicants to apply for funding. Funds that had set
out to specifically address the “missing middle” of impact investing, e.g. investments between
USD 50,000-200,000, are currently adjusting their strategies due to a lack of investable social
enterprises in this segment.

Table 3: Major Social Impact Investment Funds in China

Year # of Total Investment
Fund Name Founding Institutions | investment
launched . . Amount (by 2012)
s in China
Tsing Capital 2002 Tsing Capital >30 Undisclosed
Shanghai Narada Group
Narada Foundation 2007 Co. Undisclosed | Undisclosed
Ltd.
YouCheng Foundation
(China Social Entrepreneurs from
2007 Mainland China, Taiwan, | Undisclosed | Undisclosed
Entrepreneur
: and H.K.
Foundation)
LGT venture | 5508 LGT Foundation 2 About USD 300,000
Philanthropy
. . Less than  USD
SA Capital 2008 SA Capital 2 500,000
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Beijing Leping Social .
Entrepreneur 2008 F“p?“g Development 5 Undisclosed
. Institute
Foundation
SOW Asia Foundation 2009 SOW Asia Foundation 1 USD 75,000
Lanshan Social | 414 Private Equity 7 USD 24 million
Investment Fund
Transist 2012 Schoenfeld Foundation 2 Undisclosed
China Impact Fund 2012 Worlld Resources 4 Undisclosed
Institute
Expected to be
Avantage Ventures 2012 Avantage Ventures 3 about  USD 20
Impact Fund 1
million
Xinhu-Yu Fund 2012 Xinhu  Group,  Venture 2 Undisclosed
Avenue

(Source: Social Enterprise Research Center (2013). “China Social Enterprise and Social Impact Investment Development Report”)

Besides the complicated nature of social enterprises in their legality, financing has been a
longstanding problem for ordinary small and medium-sized enterprises in China. Generally
speaking, venture capitals focus on high-risk but high-reward start-ups. On the other hand,
commercial banks focus more on low-risk and low-return large companies because it is
expensive for their loan officers to conduct due diligence. Thus, SMEs in China, as well as in
other emerging countries, still suffer lack of access to finance.

Although the size of overall investments in social enterprises is still small in scale, observers
have seen a noticeable trend towards a reduced carbon future involving technological
innovations and sustainable economic development. For example, some commercial banks
and private equity funds such as the Shanghai Pudong Development Bank and Tsing Capital
have started to launch green financial products and other related investment activities.

Tsing Capital is a leader in China’s venture capital industry and a pioneer investor in the fields
of renewable energy, energy efficiency, environmental protection, new materials, sustainable
agriculture, and cleaner manufacturing processes. It manages four international environment
funds totaling USD 600 million and two domestic clean-tech funds totaling USD 150 million
with investments in 39 companies. The venture capital’'s investment may lead to
demonstration and ripple effects for social enterprises. Also worth mentioning is the Social
Enterprise Exclusive Banking Services launched by the Development Bank of Singapore
(China) in November 2012. The bank provides free banking services to its social enterprise
clients and has become the first banking institution in China to provide specialized financial
services to social enterprises.

4.3 Intermediaries

In addition to the social investment funds and foundations, an emerging support network of
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incubators, nonprofit capacity building agencies and consulting companies are providing
training programs and technical assistance to social entrepreneurs.

Two good examples of training and incubation of social enterprises are: (a) the social
entrepreneurship skills training project jointly organized by the British Council and various
Chinese foundations; and (b) the incubators for nonprofits and social enterprises run by an
intermediary organization called Nonprofit Incubator (NPI).

The British Council training project was launched in June 2008 and has since then trained
more than 1,000 social entrepreneurs. By participating in the outstanding social enterprise
competition within the project, more than 60 organizations have received over USD 1.35
million in grants as well as other forms of support.

As the first and most well-known incubator for nonprofits and social enterprises, NPI was
founded in 2006 and started operations in April 2007. It provides support to nonprofit
organizations and social enterprises in their start-up stage including office space, office
equipment, capacity building, small subsidies, registration assistance, and specialized
professional guidance. At the end of 2014, NPI was running incubators in 13 cities including
Shanghai, Beijing, Chengdu, Shenzhen, Nanjing and Jiaxing and had incubated over 200
organizations.

The emergence of consulting companies specializing in social investment has provided tailor-
made advisory services to social enterprises in strategy building, business models, and
operational processes. In addition, these companies can help connect social enterprises with
social investors. Venture Avenue is a good example of a professional consultancy service
agency. To support the growth of social enterprises in a comprehensive way, it even set up a
social investment fund a few years after it launched a consulting business.

4.4 Universities and Research Centers

In recent years, academic attention has increasingly focused on the topic of social
entrepreneurship. In addition to research and advocacy on the broad issues related to
philanthropy, social innovation and social investment, many research centers and institutes
also run capacity building programs for business leaders and nonprofit organizations. In 2013,
the China Philanthropy Research Institute at the Beijing Normal University launched the first
Master program of philanthropy jointly with Indiana University in the United States.

4.5 Corporations

Using business means to address societal issues is also impacting the practice of Corporate
Social Responsibility (CSR) by large enterprises. While not traditionally considered to be a key
stakeholder in the social innovation space, the role of corporations is becoming more
important in China and beyond, particularly for those companies looking to create commercial
models for sustainability and shared value strategies and products.

Venture philanthropy has been incorporated into the CSR development plans of many large
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enterprises in China. One example is Lenovo, the world’s second largest PC maker, which
launched a venture philanthropy program in 2009 that has provided USD 0.9 million, IT
products, volunteers, and training to build the organizational capacity of 32 nonprofits and
social enterprises to date. In addition, Lenovo has used its marketing resources to promote its
nonprofit and social enterprise partners. Although this type of venture philanthropy only
involves grants and pro-bono contributions by its employees, as more corporate entities enter
these markets, they will drive awareness of the issues as part of their promotional strategies.
These promotions in turn will help companies build their value propositions to new and
existing consumers, and every dollar they spend in building awareness will relieve social
organizations from having to spend multiples.
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Table 4: Key Ecosystem Players
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Government support programs
Shanghai X Recurring fund for contracting public
Venture service in the area of elder care,
Philanthropy disabilities and orphans, poverty
Fund alleviation in Shanghai to community-

based organizations and social

enterprises. Funding came from public
welfare lottery.

Social Enterprise
Incubating Park

Established by provincial and
municipal governments across China.
Support  usually includes rent
subsidies, seed funding and
registration assistance for nonprofit
organizations and social enterprises at
start-up stage.

Financial support programs

Narada X X Supports social entrepreneurs with a

Foundation three-year annual personal allowance
of USD 15,000, capacity training, and
networking opportunities.

Tsing Capital Pioneer investor in the sectors of
renewable energy and environmental
protection (green financial product),
with a track record of investments in
39 companies.

DBS Bank China Offers free banking services to its
social enterprises clients through its
Social Enterprise Exclusive Accounts.

Leping Social X Investing and nurturing 5 social

Entrepreneur enterprises since 2002, with total

Foundation investment of $17 million. Portfolio

includes vocational
microfinance, early
education and agriculture.

training,
childhood
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Avantage
Ventures

Investment fund vehicle that supports
Asian companies tackling key issues in
China and Southeast Asia. Typical
investment is USD 0.8 million.
Portfolio includes health, rural
development, energy conservation and
environmental protection.

LGT Venture

Funded chiefly by the Princely Family

Philanthropy of Liechtenstein. Provide grants, soft
loans and equity investment to social
enterprises and nonprofit
organizations.

Specialized intermediaries & Physical spaces

NPI (Non-profit | x X X X X Operates incubators in Shanghai,

Incubator) Beijing and 5 other cities, providing
start-up  nonprofits and  social
enterprises with free office space,
capacity  building, grants, and
assistance with registration and
fundraising.

British  Council | x X X X Trained over 1000 potential or

Skill for Social existing social

Entrepreneurshi entrepreneurs since 2009. Upon

p program completion of the training,
participants can compete for up to
USD 390,000 provided by program
partners.

Youcheng China | x X |X X X Aims to establish philanthropy

Social network and platform of cross-sector

Entrepreneur cooperation through R&D, experiment,

Foundation funding, cooperation and advocacy.

Venture Avenue X Due diligence assessments and
consulting for foundations and
international institutions.

Universities and Educational Institutes

Social Enterprise X X Based in Shanghai University of

Research Center Finance and Economics. Published
numerous social enterprise case
studies since 2008.

Tsing Hua X Since 1998 NGORC conducts research

University NGO
Research Center

into NGO management and promotes
the establishment of related rules and
policy systems.
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China
Philanthropy
Research
Institute

Founded by Beijing Normal University
and One Foundation. First
philanthropic organization of its kind
through research, training, advocacy.
EMP program with Indiana University.

Peter F. Drucker
Academy

Provides entrepreneurship education
and competitions especially for
university students as well as
management courses for social
entrepreneurs.

Corporates’ projects

Lenovo Venture | X

Philanthropy
Project

Venture Philanthropy Project has
supported 16 nonprofits and social
enterprises with $3 million in funding
and consulting service.

Hainan Airline | x

Social Innovation
Competition

Holds an annual competition to invite
proposals from nonprofits, social
enterprises and individuals to address
pressing social issues.

China Energy | x

Incubator
Program

Initiated by Shell Foundation and
Transist Impact Labs, the program
aims to nurture high-potential
entrepreneurs related to energy and
mobility.
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5. Examples of Social Enterprises

Table 5: Examples of social enterprises in China

Year

Name Legal Format Established Description Website

Canyou Group | Corporation, 1997 A group of 32 IT-related | www.canyouc

foundation, social companies, 8 nonprofits and a | hina.com/
organization foundation, which employs and
supports people with disabilities.
Leping group Corporation, civil | 2002 A social enterprise group with five | www.fdi.ngo.c
non-enterprise ventures in domestic service | n
institution, training, microfinance, eco-
investment agriculture and early childhood
company, education.
foundation

Protection & | Corporation Develops voice activated software | http://www.bj

Ease designed for blind people and | byhd.com/
operates the biggest online
information platform for disabled
people in China.

Buy42 Corporation 2011 Operates a website for charity | http://buy42.
auctions of second-hand items, | com/buy42/m
such as clothes. Reinvests 100% of | ainpage.do?act
its revenue in its business and | ion=index
social projects that support people
with disabilities.

Guokr Corporation 2010 Started as a writers club for | www.guokr.co
science lovers. Operates China’s | m
biggest online sharing platforms
for people to exchange knowledge
and experiences "Zaihang" as well
as for MOOC users (Massive Open
Online Courses).

Earth & People | Corporation 2011 Produces and sells 100% | wap.koudaiton
pesticide-free Chinese tea. | g.com

Developed transparent traceablity
system which is very rare in China.
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6. Final Reflections

6.1 China in its Second Phase of Social Entrepreneurship Movement -
from Nonprofit Driven to the Business-Sector Driven

China’s social business market is growing and still has a huge potential to grow further. On the
demand side, the rapid economic growth has brought diverse new social and environmental
issues that cannot be tackled solely by the government. The government is eager to utilize the
civil society and the private sector to address important social issues by easing regulations on
nonprofits under the New Charity Law as well as providing tax reduction and other incentives
to enterprises that deliver social services, such as education, health, elderly care and
environment. In addition, public awareness for social issues and sustainability is improving
with rising middle class and highly-developed internet/ social media culture.

On the supply side, China’s social entrepreneurship movement was originally driven by
nonprofit organizations that sought financially sustainable means to address social issues.
Nevertheless, majority of social businesses initiated by nonprofit organizations have not
achieved a significant scale often due to lack of entrepreneurial talents among other obstacles.
Recently, a growing number of millennial entrepreneurs are seeking business opportunities to
not just make money but also create social impact and realize their own sense of self-worth.
Many experts consider that the most promising Chinese social enterprises are to be found
among such young entrepreneurs, who often come from the business sector and may not even
identify themselves as social entrepreneurs.

6.2 Gaps in the Ecosystem, Ways Forward for Social Innovation

China’s ecosystem for social entrepreneurship and social innovation is expanding especially by
an increasing number of players from the business sector. A growing number of private
foundations, established by self-made business leaders, are eager to support social enterprises
rather than traditional charities. Venture capital investments in China have been very active in
the past few years. Some venture capitals started to include social enterprises into their
investment scope, not necessarily by differentiating social enterprises and other ventures.

Nevertheless, there are some gaps in the ecosystem.

6.2.1 Lack of asocial enterprise legal framework

Because of lack of legal framework, social enterprises, especially the ones initiated by
nonprofits, face various difficulties such as lack of access to finance. Consequently, there are
increasing calls from the sector for establishing a social enterprise certification system and
support policies, such as tax reduction to investments in social enterprises, a start-up fund
and preferential public bidding criteria.

One of the challenges for the Chinese government to set up a national certification system is
identifying the definition and scope of certified social enterprises. As it took eleven years to
develop the New Charity Law, developing a national legal framework can be a long process.
Meanwhile, a few local governments, such as Shanghai, Shenzhen and others, are

24



experimenting with ways to support social enterprises by establishing venture philanthropy
funds, incubation hub, etc. Such local governments’ efforts may pave the way for a national-
level legal structure. Such local governments can bring their lessons learnt on the same table
to develop social enterprise certification system.

6.2.2 Need for human resource support

According to interviews conducted for this study, one of the biggest challenges for social
enterprises was recruiting high-quality staff with relevant skills and entrepreneurial mind set.
There are intermediaries that provide temporary volunteers and mentors, but very few
provide services to support recruiting suitable staff or long-term volunteers. There should be
more services for recruiting the right staff. One service model is to partner with headhunters
and/ or corporations to match talents from the business sector to social enterprises by not
only considering necessary skills but also values and culture.

6.2.3 Need for investor education

[t is a great opportunity for China’s social entrepreneurship development that an increasing
number of angel investors and venture capitalists are investing in the second generation of
social enterprises, generally initiated by young entrepreneurs; however, still most of these
conventional investors apply the same investment principles to social enterprises and others.
As aresult, it is possible that an increasing number of social enterprises will have to drift away
from the original social mission by prioritizing immediate financial performance over creating
long-term social values. Educating conventional investors on differences between needs of
social and conventional enterprises will be important. Moreover, in order to encourage
mainstream banks to provide loans to social enterprises, the government can launch a
guarantee fund to back up loans to social enterprises.

6.2.4 Need to integrate social entrepreneurship into university courses

China’s academia lags behind other Asian countries since it does not have a social
entrepreneurship diploma course. During this study, multiple social entrepreneurs mentioned
the influence they received from his/her university: risk-taking mindset and network of
people. Universities can play a bigger role in raising the next generation of social
entrepreneurs.
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