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ABSTRACT:

The scaling of social impact has become an important issue
in the field of social entrepreneurship. However, little
attention has been given to two inquiry pathways: scalability
in developing countries and the role of supply chain
management in scaling social impact. Hence, the main
objective of this article is aimed to identify the challenges
social entrepreneurs face when managing their supply chains
in order to scale up social impact.

Keywords: Social entrepreneurship, Scaling, Developing
countries, Supply chain

RESUMEN:

El escalamiento del impacto social se ha convertido en un
tema importante del emprendimiento social. Sin embargo,
poca atencién se ha prestado a dos vias de investigacion: la
escalabilidad en paises en desarrollo y la gestidon de la
cadena de suministro en este proceso. Por lo tanto, el
principal objetivo de este articulo es identificar los retos que
los emprendedores sociales enfrentan durante la gestién de
la cadena de suministro con el fin de escalar su impacto
social.

Palabras clave: Emprendimiento social, Escalamiento,
Paises en desarrollo, Cadena de suministro

1. Introduction

Over the last decade, social entrepreneurs have become key actors to address social and environmental
problems (Blundel & Lyon, 2015; Koniagina et al. 2019; Smith, Kistruck & Cannatelli, 2016). The
overarching goal of social entrepreneurs is the provision of solutions of high social impact in order to
generate value to society (El Ebrashi,2018). However, one of the most challenging tasks for social
entrepreneurs is to scale the social impact of their activities (Scheuerle and Schmitz, 2016). In most of
the cases, social entrepreneurs are only able to solve social problems at a local level due to both
internal and external constraints (Zajko and Hojnik, 2018).

Scaling social impact is an important topic in social entrepreneurship literature (Cannatelli, 2017) but
more research is still needed regarding processes and knowledge social enterprises can apply to
achieve this goal (Gauthier et al. 2018). Specifically, it is necessary to develop studies focused on
understanding social impact scalability in developing countries where the lack of institutional and
market infrastructure limits, even more, the capacity of social enterprises (Desa and Koch, 2014).
Under these contexts, social enterprises must develop innovative solutions based on limited resources

(Bocken et al. 2016).

Due to the vastness of strategies and drivers that influence the scalability of social enterprises, the
current research will focus on analysing one specific element: supply chain. This element is essential to
influence the scalability of social impact in social enterprises (Walske and Tyson, 2015). Yet, the
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management of a supply chain is challenging for social enterprises operating in developing countries
due to diverse limitations such as greater transaction costs and weak regulatory systems (Tate and
Bals, 2018). Therefore, the main goal of the research is to analyse how social enterprises deal with the
challenge of managing their supply chains in order to scale social impact.

The article is structured as follows. First, a systematic review on scaling social impact in social
enterprises is provided, along with arguments supporting the need for addressing this phenomenon in
emerging countries and from a supply chain perspective. Afterwards, a brief explanation of the logic
underlying the selection of Mexican social enterprises to carry out interviews is presented as part of the
methodology section. Finally, the main findings of the interviews, contributions and future research
areas are discussed.

1.1. Scaling social enterprises

Social enterprises have gained great recognition as alternatives to tackle contemporary social and
environmental problems that have not been effectively addressed by governments (Blundel and Lyon,
2015). According to Zajko and Hojnik (2018), social enterprises are ... social, mission-driven
organizations that develop an entrepreneurial activity in order to fulfil unsolved social needs in society”
(p. 1). In this case, a social enterprise may be conceived as an attempt to combine the social mission
of NGOs with the effectiveness and economic sustainability of business organizations (Ingstad et al.
2014).

However, a challenging task for social entrepreneurs lies on their ability to scale their social enterprises
(Smith et al. 2016; Renko, 2013; Lyon and Fernandez, 2012; Bloom and Smith, 2010). This problem
cannot be treated from the same theoretical approach of scaling used in management and
entrepreneurship domains since the phenomenon of scaling in social enterprises comprises unique
characteristics associated with solving public problems (Smith and Stevenson, 2010; Weber et al.
2012). Most of the time, social entrepreneurs face diverse constraints regarding the complexity of
dealing with paradoxical situations caused by pursuing both economic and social objectives (Ingstad et
al. 2014).

Blundel and Lyon (2015) stress the relevance of paying attention to the logic duality (commercial and
social) adopted by social enterprises. The authors contend that the measurement and analysis of
scalability in social enterprises turn problematic as revenue, which is considered an important metric to
measure growth in businesses; cannot be the primary indicator to determine the success of a social
enterprise in terms of scalability. Likewise, the scalability of social enterprises cannot be reduced to the
final goal of growing in terms of size (expansion of the enterprise) or number (increment in customers
or members of the organization) (Bocken et al. 2016).

Therefore, the current research draws on CASE’s definition of scaling (2006) as the process of "...
increasing the impact a social-purpose organization has on the communities it serves or the social
needs it addresses” (p. 3). This definition expands the idea of scaling beyond just growing larger
(Blundel and Lyon, 2015) and puts forth the relevance of increasing social impact by creating social
value (Desa and Koch, 2014). Thus, scaling social impact has become an important research topic in
the field of social entrepreneurship (Smith et al. 2016).

1.2. The challenge of scaling in developing countries

Scaling social impact may be regarded as an emergent phenomenon in social entrepreneurship domain
and hence it is necessary to gain more insights about it (Smith et al. 2016). A promising area of
interest worth to explore is the scalability of social enterprises in developing countries. Even though
environmental and social issues exist in both developed and developing countries, there are prominent
differences regarding their extent and nature (Rivera-Santos et al. 2015). In developing countries,
poverty is larger in proportion (compared to developed countries) and poor people are the most
affected by threats such as climate change, political instability and economic crisis (Bocken et al.
2016).

Consequently, social enterprises have been essential to address social and environmental problems in
developing countries (Desa and Koch, 2014). Yet, there are plenty of limitations that affect directly the
performance and effectiveness of social enterprises in these contexts, such as lack of infrastructure,
institutional constraints and market failures (Desa and Koch, 2014). In addition, social enterprises must
operate with limited resources since policies aimed to support entrepreneurs in developing countries are
commonly inefficient, if not inexistent (Bacq et al. 2015). All of this negatively influences the ability of
social enterprises to scale social impact and efficiently meet the demands of the target population.

Desa and Koch (2014) distinguish three types of market failures in developing markets that affect the
scalability of social enterprises: supply-side resources constraints, demanding-side adoption problems
and distribution channel/infrastructure issues. Based on these constraints, social enterprises must
develop organizational capabilities to operate effectively in developing countries. The current research
will focus specifically on how social enterprises cope with the last market failure: Distribution
channel/infrastructure. The distribution of products is relevant for social enterprises to increase market



penetration, economic viability and social impact (Bocken et al. 2016). On the other hand, the lack of
distribution channels is one of the main barriers that interfere with the scalability of social enterprises
(Weber et al. 2012).

1.3. Overcoming the supply chain challenge in developing countries

Supply chain may be defined as the flow of the distribution channel from the supplier to the final user
(Ellram and Cooper, 2014). The main purpose of the supply chain lies in the acquisition, production and
distribution of products and services demanded by customers. Currently, the business environment
requires strong operational integration among the members of the supply chain to develop, produce
and deliver the goods at low cost and high quality. Thus, supply chain comprises a network of
businesses relationships that produce value (Sohdi and Tang, 2014).

Supply chains are central for social enterprises to scaling social impact (Walske and Tyson, 2015).
However, the development of supply chains in developing countries is hindered by several limitations
such as weak regulatory systems, the absence of intermediaries and greater transaction costs (Tate and
Bals, 2018). In contrast with developed countries, social enterprises operating in developing countries
must build supply chains from scratch due to inadequate distribution infrastructure and channels to
reach the target population (Sodhi and Tang, 2016). Hence, social enterprises must design innovative
ways to develop supply chains under these contexts in order to offer economically viable and effective
product use (Desa and Koch, 2014).

A feasible strategy that social enterprises may apply to develop supply chains is the formation of
partnerships and collaborative relationships with suppliers, intermediaries and distributors. Based on a
comparative analysis of growth strategies used by 10 social enterprises in Egypt, El Ebrashi (2018)
identified value chain partnerships as an effective vertical growth strategy to enhance product
distribution and facilitate access to customer or beneficiaries. This is in line with the observation of
Newbert(2012) on the importance of building relationships with supply chain partners to improve
scalability of social enterprises.

The main interest of the current research is to understand how social enterprises cope with the task of
building up effective supply chains in developing countries. The importance of supply chains to aid
social enterprises to scale their social impact has been recognized recently and hence, further research
is needed to shed light on the nuances and complexities of this process (Walske and Tyson, 2015).
However, a broad analysis to supply chains must encompass not just partnerships within the physical
supply chain, but also in the support supply chain. Carter et al. (2015) emphasize that the physical
supply chain must be supported by both information and financial supply chains. Therefore, this
approach will be used to address the central research question.

2. Methodology

A qualitative research approach based on in-depth interviews was applied to the study of 12 Mexican
social enterprises as the main aim of this article is to understand how the leaders of these organizations
deal with the management of their supply chains in order to scale their social impact. Regarding the
research context, Mexico has been recently considered as a promising emerging economy and one of
the “pivotal states” in the developing world (Gonzalez, 2014). Moreover, a genuine entrepreneurial
spirit has bloomed in Mexico, where diverse social enterprises have developed innovative ways to solve
social challenges within a context with high levels of inequality and governmental corruption (Perusquia
and Ramirez, 2019; Wulleman and Hudon, 2016).

Nevertheless, the Mexican context also presents great social and political problems. In Mexico, more
than half of the population lives in poverty without access to fundamental services due to the limited
capacity of the government for developing effective social policies (Cavazos-Arroyo et al. 2017). In
addition, high levels of corruption in Mexico negatively affect the trust of social entrepreneurs and
citizens towards the government and its institutions (Wulleman and Hudon, 2016). Hence, most of the
Mexican social enterprises have to operate within a hostile environment that does not contribute to
facilitate their task of scaling up social impact.

For each social enterprise, an in-depth interview was held with the director or general manager (Table
1). The selection of social enterprises included seeking a variety of business goals with the aim of
documenting similarities and variations within their supply chain management and thus, to identify
common patterns (Marshall and Rossman, 1999). The sample was selected considering the following
characteristics:

The selection of social enterprises was based on the following criteria:

e Companies denominated as social enterprises by the National Institute of Entrepreneurs (INADEM);
e Small and medium social enterprises with at least 3 years of operations.

e Access to key actors responsible for the management of the supply chain.

Table 1



List of managers and owners of small
and medium Mexican social enterprises

Interview codes Size of company Position Main product/service

Al Medium Owner  Organic Food

A2 Small Owner  Handcrafts

A3 Medium Manager Textiles and design
A4 Small Owner  Textiles and design
AS Small Owner  Restaurant

A6 Small Owner Restaurant

A7 Medium Owner Restaurant

A8 Small Owner Restaurant

A9 Small Owner  Handcrafts

A10 Small Manager Textiles and design
All Medium Manager Textiles and design
Al2 Small Owner  Handcrafts

The interviews were carried out between January and April 2019. The interview structure was divided
into four main topics: Relationship with supply chain stakeholders, physical supply chain operations,
financial supply chain and, type of information shared by supply chain stakeholders. The results of in-
depth interviews were complemented with secondary sources of social enterprises (reports and
websites). The interviews were recorded and transcribed in order to analyse the data through an
iterative analytical process. This process facilitates the identification of differences and similarities
across the main topics addressed by the interviewees. Triangulation of data was developed through the
revision of data interpretation by two external researchers.

3. Results

3.1. Relationship with supply chain stakeholders

Based on the interviews, it was clear to identify a strong conviction from social entrepreneurs for
holding strong relationships with their main suppliers. Interviewees point out that one of the most
important objectives of their social enterprises is to maximize the social impact through helping their
suppliers to improve their living conditions. In the case of the Mexican context, there is a strong
tradition of social enterprises to work with suppliers from rural and indigenous communities (Wulleman
and Hudon, 2016). These marginalized communities are commonly ignored by federal and regional
governments, so that social entrepreneurs see this failure in the system as an opportunity to alleviate a
relevant social demand.

"Our main suppliers are from a community nearby El Paso de Cortés (San Mateo). It is a
community that preserves its language and its roots ... (This) is a small restaurant whose
characteristic is that its employees come from the United States... in addition, its suppliers focus
on the production of corn. Our suppliers sell the products they harvest and, at the same time,
we help neighbouring communities by purchasing their products” (A5, Owner of a small
restaurant).

Nevertheless, social entrepreneurs have also faced difficulties concerning the incorporation of new
information and processes to the development and design of supply chains. In resource-constrained
contexts, Desa and Koch (2014) recommend that social entrepreneurs must draw on collaborative
processes and iterative learning in order to convince rural stakeholders to change their supply chain
mechanisms. Yet, interviewees’ responses reveal that the process of educating supply chain
stakeholders is time-consuming and expensive thereby social entrepreneurs prefer to scaling social
impact through other means (e.g communication strategies and product/service innovation).

“"Educating suppliers is a difficult process... especially, in terms of deliveries ... they cannot bring
product in plastic bags, only in tares... Sometimes it was also necessary to return the product
until they understood how they should deliver it. It has been very difficult because you compete
with a culture, with an idea that is already established and deeply rooted for a long time” (A8,
Owner of a small restaurant).

3.2. Challenges in the physical supply chain

The physical supply chain refers to the system of agents that facilitates the movement of a product
from the supplier to the final customer (Carter et al. 2015). As aforementioned before, most of the
interviewed Mexican social entrepreneurs collaborate with suppliers from rural and indigenous
communities. However, this dynamic in turn generates specific barriers that limit the capacity of social
enterprises to develop a more effective supply chain. One of them is the lack of transport
infrastructure. Rural communities in Mexico are poorly connected via road networks with the major
urban areas. Hence, the delivery of products can turn into a big challenge to overcome for social



enterprises since they need to keep operating under constraints of time and quantity of product.

"They do not have transportation. They do everything by public transport. Trying to deliver 4-5
boxes is a problem for them, it's a challenge... They always arrive by bus... they bring things in
boxes or in backpacks” (A7, Owner of a medium-sized restaurant).

In addition, rural suppliers have a limited capacity of production due to lack of raw material and quality
control in their processes and activities. These limitations directly affect the performance of social
enterprises as they find difficult to both anticipate supply shortages and meet the variations of the
demand. Thus, this condition generates a vicious cycle in which rural suppliers cannot maintain
consistency in the delivery of products, distributors face difficulties to get to rural areas due to the lack
of transport infrastructure, and social enterprises are hampered to achieve scalability. In this case,
social entrepreneurs should opt to either reduce the supply chain in order to gain control in most of the
processes of production/delivery or invest in capacitation and equipment for suppliers in order to
optimize the supply chain.

"The artisans cannot produce what we request. We need to evaluate the right quality, price and
production time to generate an impact...some artisans have helped us by providing product for
several fairs; however, we have seen that the local production is not in an optimum level to
compete internationally, nor to export” (A12, Owner of a small social enterprise of handcrafts).

3.3. Challenges in the financial supply chain

The financial supply chain encompasses the financial institutions that support the physical supply chain
(Carter et al. 2015). In the Mexican context, the lack of access and distrust towards banks was the
most evident challenge to the financial supply chains of social enterprises. First, the majority of supply
chain stakeholders make and accept payments only cash-in-hand. This phenomenon may be explained
from the overarching concept of “informal economy”, which is common in developing countries. Drawing
on this concept, it is possible to deduce that suppliers, distributors and social entrepreneurs are
reluctant to formalize their economic activities because they do not perceive that the benefits will be
higher than the costs of the economic formalization (Williams and Nadin, 2014).

"We hardly accept credits, we do everything by ourselves ... When the bank offered to give us a
financing, they told us about a certain amount of money. There was a person which was
managing the process, he works for the bank... at the end, he requested the 15% of the final
amount. The problem is that when we had our meetings, they told us we should not give money
to anyone. When you face this type of situation, problems may begin” (A7, Owner of a medium-
sized restaurant)

Second, there is a lack of access to financial capital from banks and financial institutions. Specifically,
most of the interviewees indicate that in the Mexican context is very difficult to consider the bank as a
strategic allied. Suppliers, distributors and social enterprises alike have faced difficulties in fulfilling all
the requirements demanded by the bank in order to get a financial credit. Besides, banks charge high
interest rates to the financial credits, which represent a big financial burden almost impossible to bear
by small and medium social enterprises. The government could be the alternative to get funding for
social enterprises, but financial support is often granted to large enterprises. This situation is in line
with Walske and Tyson (2016) findings of the limited role of the government in helping younger social
enterprises.

"In one occasion, my accountant told about an event that helps entrepreneurs with financing.
When I went, they mentioned governmental and bank support...as soon as I went to the bank,
they told me that they could lend me the money in exchange for showing a monthly income of
$100,000.00 MXN... obviously this condition is not made for social entrepreneurs” (A10,
Manager of a small social enterprise of textiles).

3.4. Challenges in the informational supply chain

Alike to the financial supply chain, the informational supply chain serves as a support for the physical
supply chain (Carter et al. 2015). Based on the interviewees’ answers, it was possible to identify two
contrasting sides of the informational supply chain. The first one is a positive side related to the
benefits brought by information and communication technology advances. Distance is no longer a
limitation to keep communication with people. For social entrepreneurs, it was easy to communicate
with their rural suppliers and distributors through diverse means such as WhatsApp, SMS (short
message service), electronic mail and Facebook.

“"They (suppliers and distributors) have my email, Facebook and WhatsApp. It is very easy to
communicate nowadays” (A4, Owner of a small social enterprise of textiles).

However, there is also a negative side related to the lack of communication infrastructure in remote
areas. Especially, the limited internet and telephone coverage in rural communities hinder the capacity
of suppliers for being in constant communication with distributors and social entrepreneurs, which in
turn affect the effective coordination of the supply chain. In extreme cases, the only way of



communicating with suppliers located in remote areas is via phone booths and cyber cafes. The
inconsistencies in the quality of communication lead to poor interaction among supply chain
stakeholders. Hence, this dynamic affects the formation of social capital, which is fundamental for
scaling social impact (Bloom and Smith, 2010).

"In one occasion a client asked for 25 large boxes and I did not have the complete product. The
supplier is in the Sierra del Pacifico ... it is @ wooded area and there are not many inhabitants...
there is no telephone signal. I needed to get in touch with him, but he only comes to the city on
Saturdays... without seeing him, it was impossible to establish communication. So, I decided to
call either a cabin or a small hotel... There are communication problems, but you need to find a
way to communicate” (A9, Owner of a small social enterprise of handcrafts).

3.5. Discussion

The main goal of this article was to comprehend how social entrepreneurs in developing countries deal
with the challenge of managing the supply chain in order to scale social impact. Findings indicate that
supply chain management turns complex for social entrepreneurs due to barriers imposed by both
internal and external sources. The internal sources encompass limitations of supply chain stakeholders
such as limited production capacity, poor delivery performance and ineffective inventory management.
These processes are crucial for the correct operation of a supply chain, so social enterprises should
prioritize the improvement of these processes to scale social impact.

However, interviewees did not seem totally convinced of the relevance of supply chain management to
scale social impact. Instead, they expressed their preference to allocate resources in other opportunity
areas rather than focusing on strengthening the supply chain. In this case, it is needed that social
entrepreneurs consider supply chain development as a top priority. This action implies a process of
constant collaboration and mutual learning with supply chain stakeholders about the best practices of
supply, production and distribution in order to reduce extra costs, generate value and achieve scalability
(Desa and Koch, 2014; Yunus et al. 2010).

In line with the argument previously mentioned, social entrepreneurs must widen their conception of
scalability to not just a product level but to a whole business approach. In order to reach scalability, all
the aspects of the social business model must improve, especially those related to supply chain
management such as manufacturing, logistics and distribution (Prahalad, 2012). Raising awareness
among social entrepreneurs about the relevance of the supply chain management may be a useful
strategy that can be implemented whether through social incubators or public institutions.

Regarding the external sources, these seem to be more difficult to overcome without governmental
intervention. The lack of transport and telecommunication infrastructure is a common problem that
affects supply chain management in developing countries (Pires, 2015). Hence, social entrepreneurs
must act as “social bricoleurs”, that is, they need to find creative ways of solving supply chain problems
with resources at hand. Again, the first step is the recognition by social entrepreneurs about the
relevance of supply chain development, so they can be open to invest in, for instance, the provision of
low-price cell phones to their supply chain stakeholders (see Haggblade et al. 2007).

Yet, the most pervasive barrier to overcome in developing countries is the prevalence of an inflexible
financial structure. Financial institutions are not a viable option to get funding for both social
enterprises and rural suppliers due to the complexity and high-risk implications of accepting a credit
loan with high-interest rates. In such a scenario, government departments must have a more relevant
role in the provision of affordable and easily accessible loans to social enterprises. This implies a
substantial transformation in financial institutions infrastructure and government policies in order to
support the scalability of social enterprises (Bengo and Arena, 2019).

4. Conclusions

The current research was focused on analysing how social enterprises operating in developing countries
deal with the challenge of managing their supply chains in order to scale social impact. Interviews held
with founders and managers of Mexican social enterprises shed light on the different barriers they face
to effectively develop a strong supply chain. Most of the barriers identified during the fieldwork are
mainly prevalent in developing countries such as lack of transport, communication and financial
infrastructure. However, it was also possible to identify barriers related to limited supply chain
stakeholders’ capabilities and social entrepreneurs’ disregard on improving the supply chain. Therefore,
all of these barriers must be attended in order to support social enterprises in reaching scalability.

This research is not exempt of limitations, which in turn may lead to interesting future research areas.
First, the qualitative nature of this research limits its scope to generalize the results. Moreover,
interviews were only applied to small and medium Mexican social enterprises operating in specific
economic sectors. For future research, it is recommended the development and application of a large-
scale quantitative study focused on testing the barriers identified in this research. Likewise, interviews
were held only with founders and general managers of social enterprises, so that it would be interesting
to include in further research the perceptions of other members (rural suppliers or employees)



regarding supply chain management.
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