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Abstract 

This work is concerned with the financing of Chinese social entrepreneurship. China is 
experiencing an all-time high in terms of pollution, as well as increasing social unrest. 
The  introduction  of  a  market  economy in  the  country  has  led  to  a  rapid  economic 
growth,  but  has  left  many  issues  unsolved.  The  mass  lay-offs  that  followed  the 
rationalization of State-Owned Enterprises in the 1990s created a large unemployment, 
and the industrialization process has only very recently been accompanied by measures to 
protect  the environment. To tackle those issues, more and more are appealing to the 
efficiency of the very same market economy to produce sustainable and scalable solutions. 
To better understand the financing landscape that presents itself to entrepreneurs in need 
of capital, a literature and interview-based study has been conducted to summarize it in  
terms of sources, stage, efficiency and average size. Unfortunately, few sources of capital 
have been found to be available to them, and none of them can be described as easily 
accessible. It is therefore recommended that the different actors involved in the market 
work together to lower these barriers.

1. Introduction.

The Chinese economy has  for  almost 
half  a  century been experiencing an un-
interrupted  growth, not  unfamiliar  with 
double-digit  annual  percentages.  It  has 
risen  to  become  one  of  the  World's 
largest, to the point  where the 21 st cen-
tury  is  being  referred  as  the  possible 
“Chinese Century”1.

The successive policies of mass-indus-
trialization  since  the  Great  Leap 
Forward,  have  prompted  a  large-scale 
development  of  the  heavy  industries, 
such as  steel  production  and mining, as 
principal  means  of  economical  growth 
(Liao 2001, OECD 2012). 

At the same time, China suffers from 

1 Coined in a  fashion similar   to the 19th “British” 
Century  and  the  20th “American” Century.  The 
denomination remains disputed.

worsening  ecological  and  social  dis-
tresses. The problems associated with the 
rapid growth of the country's industrial-
ization,  and  the  related  increasing 
demand for  energy, are  many  and  com-
plex:

Air  pollution  in  the  larger  cities  has 
reached  all-time  highs  while,  in  the 
countryside,  soil  and  water  pollution 
keeps spreading (Vennemo 2009). Of the 
World's 20 most polluted cities in 2007, 
16  were  located  in  China  (World  Bank 
2007).  Emissions  of  health-hazardous 
nitrogen  oxide  and  sulfur  oxide  have 
been  reported  to  increase  rapidly  (Ven-
nemo  2009),  as  well  as  the  levels  of 
airborne  fine  particulate  matter  (Cao 
2012). 

From  a  social  point  of  view,  diffi-
culties  arise  from  the  inequalities  that 
exist between different groups within the 

1
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society (Roezlle 1994, Peng 1987).  Such 
societal issues include corruption, differ-
ences  between  the  Eastern  and  the 
Western  part  of  the  country2,  between 
the  cities  and  the  countryside, between 
the  rich  and  the  poor, in  terms  of  em-
ployment,  access  to  education,  life 
expectancy etc. (Li 2011). 

They also include inequalities between 
sexes, with sex-selective abortion leading 
to  an  imbalance  between  the  genders, 
between  the  young  and  the  elderly, 
between  ethnic  minorities  and  the  Han 
majority,  overpopulation  and  rural  ex-
odus with the related urban problems (Li 
2011, Peng 1987).  

 Those  inequalities  stem  from  the 
country's ancient as well as modern his-
tory,  and  are  believed,  although  the 
absolute validity of this statement is be-
ing  disputed,  to  be  aggravating as  a 
consequence of the enforced industrializ-
ation and economic policies (Xie 2012).

At the same time, a phenomenon star-
ted  appearing  in  the  mid-2000s 
involving  people  taking  the  action 
against  those  inequalities  in  their  own 
hands, and applying the principles  from 
the newly introduced market economy to 
make  their  activities  sustainable  in  the 
long run (Zhao 2012). This  marked the 
introduction  in  China  of  the  concept 

2 Conceptually represented by the Heihe–Tengchong 
Line,   demarcating  the  East,  with  43%  of  the 
country's area and 94% of the population,  from the 
West with 57% and 6% respectively.

already formalized in the West as “social 
entrepreneurship”.

But it  didn't  start  to expand signific-
antly  before  the  late  2000s,  which 
explains  why  the  first  literature  on  the 
subject  only  made  its  apparition  in  the 
peer-reviewed  journals  in  the  early 
2010s.  Yet  there  are  big  challenges  fa-
cing  social  entrepreneurship  in  China 
today, and those  have  still  not  been  in-
vestigated.  The  largest  of  those,  as 
described  by  the  entrepreneurs  them-
selves, it the financing issue.

This  work  is  therefore  an  attempt  at 
providing a first answer to the question: 

How  is  social  entrepreneurship  fin-
anced in China today? 

2. Contextual framework

2.1.The case for social entrepreneurship

Defining  “entrepreneurship”  com-
monly  involves  different  aspects  like 
identifying opportunities  to create  value 
and realizing them by managing the ne-
cessary resources (Schumpeter 1934, Bull 
1993). Value in that context is classically 
understood to mean financial profit, as in 
business entrepreneurship.

 But it  is not the only possible inter-
pretation  of  the  term, as  shown  by  the 
related  concepts  of  political  entrepren-
eurship or, as is the subject of this work, 
social  entrepreneurship.  In  the  latter 
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case,  value  relates  to  societal,  environ-
mental  or  ethical  benefits  (Tan  2005, 
Zahra 2009, Gras 2012). 

Social  entrepreneurship  is  a  phe-
nomenon  in  great  need  of  a  definition. 
In fact, much of the critique directed at 
the  concept  revolves  around  the  diffi-
culty  to  unambiguously  determine  what 
it  encompasses  and  what  it  leaves  out. 
Zahra  (2009)  identified no less  than 20 
different definitions of what makes a so-
cial entrepreneur.

What  makes  it  so  difficult  to  pin-
point is  the fact  that  the concept of the 
“social”  enterprise  comprises  the  gray 
zone between the purely financial profit-
oriented businesses on the one hand, and 
the  purely  social-oriented  organizations 
on the other hand. 

Between those two extremes, different 
extents of Corporate Social Responsibil-
ity  bring  classical  businesses  closer  to 
NGOs, while  an  increasing  reliance  on 

self-generated  financing  and  market 
drive  give  NGOs more  similitudes  with 
profit-driven  enterprises. This  is  tentat-
ively described in FIG. 1 below.

The  author  proposes  for  the  sake  of 
clarity  that  the  classical  paradigm,  i.e. 
the one in application until the formaliz-
ation  of  the  concept  of  social 
entrepreneurship, be visualized as in FIG. 
2A. That is, there was classically a dicho-
tomized  view  of  a  organization's 

3

FIG. 2B: Division of FIG.1 including social  
entrepreneurship.

FIG.  2A : Division of FIG.1 according to the  
classical view.

FIG. 1:  Proposed schematic representation of the  
value proposition and driving principle in  

organizations.

driving principle

va
lu

e 
de

li
ve

re
d

financial
benefits

social
benefits

market-
driven

non-
commercial



Martin Vercouter Master's Thesis  in Entrepreneurship and Innovation Management ME204X

denomination.

The introduction of  social  entrepren-
eurship as  a descriptive term recognized 
the  fact  that,  somewhere  within  that 
gradient,  there  exists  an  organizational 
form whose structure and purpose can be 
sufficiently  different  from the  two  ends 
of  the scale  to  justify  a  classification of 
its  own  (Prahalad  2002,  Martin  2007, 
Zahra  2009).  This  is  tentatively  illus-
trated in FIG. 2B. 

It  does  not  mean, however, that  such 
ventures  did  not  exist  before  the  intro-
duction of the concept. Earlier examples3 
did exist prior to the theoretical formal-
ization  of  their  specificity.  It  implies 
solely  that  those  ventures  were  at  the 
time classified  according  to  the  existing 
categorization. 

It is also interesting, and important in 
the opinion of the author, to notice that 
in practice (FIG.1) virtually all businesses 
can be said to be social to some extent, as 
the vast majority of them does in a way 
solve  a  problem or  need. Similarly, it  is 
in  practice  challenging  to  find  charity 
organizations  functioning  entirely  non-
commercially. It  could indeed be argued 
that the corners of the diagram in  FIG.1 
in fact represent extreme cases that are in 

3 Many of those still active have, since the then, 
been reclassified as social enterprises. One such 
example  is  that  of  Oxfam, founded  at  Oxford 
University  in  1942  as  a  charity  organization, 
but self-supported by a network of shops. It is 
today regarded as one of the early examples of 
modern social entrepreneurship.

reality seldom possible to attain. 

Social  entrepreneurs  have  been found 
to  distinguish  themselves  from  business 
entrepreneurs in several ways. They tend 
to favor externally-oriented development 
strategies  (i.e. focusing  on  customers, 
competition, etc.) over internally oriented 
ones  (organizational  processes,  etc.) 
(Gras 2012). 

They  are  also  more  likely  to  explore 
new  or  unserved  markets  (Gras  2012) 
and  have  been  found  by  Ruvio  et  al. 
(2010) to have a more vision-driven en-
trepreneurial  leadership  style  than  their 
business  counterparts.  The  same  study 
also identified them as  less  conservative 
in  a  managerial  sense  and  found  a 
greater cohesion within the social  group 
when it came to the entrepreneurial vis-
ions.

2.2. Social  entrepreneurship in the lit-
terature: the West and China 

From an academic point of view, Entre-
preneurship has been studied in the West at 
least  since  Jean-Baptiste  Say  in  the  early 
1800s;  in  a  more  modern  understanding, 
however, it is Joseph Schumpeter who is of-
ten credited with first bringing the subject 
to the academic daylight, in the 1930s (Bull 
1993). 

Some forty years later, in the early 1970s, 
the concept of Social Entrepreneurship star-
ted in its turn to gain academic recognition 
in the West (Trivedi 2010). The term “social 

4
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entrepreneur” was  coined  by  J.  Banks  in 
1972  while  P.  Drucker  introduced  the 
concept  of  the ethically  responsible  “social 
enterprise” in 1979.

 Much  less, however, has  been  written 
about  entrepreneurship  in  dynamic  eco-
nomies  such as  China. In  the case  of  the 
latter, it is only after the economical reforms 
of the 1980s that enough material was avail-
able  for  studies  of  the  domestic  “classical” 
entrepreneurial scene; a phenomenon illus-
trated by the increasing number of academic 
papers treating of the subject since 1978. 

If “classical” entrepreneurship had a slow 
academical debut in China, this was  a for-
tiori even  more  the  case  for  its  social 
offshoot. Indeed, as exposed above, the lat-
ter concept only started to gain momentum 
in the late 1990s and early 2000s. As long as 
its  diffusion  remained  limited, so  did  its 
coverage in the academic literature. 

But in 2004, the OECD-drafted article 
“The  Social  Enterprise” was  translated  by 
Peking University Professor Liu Jitong and 
published in China Social  Work Research, 
thereby introducing the concept in its  ap-
plied form in China for the first time (Zhao 
2012). In  2006, Hu Xing wrote  “What  is 
social  entrepreneurship?”  in  the  Chinese 
journal  “Comparative Social  and Econom-
ical  Systems”, quickly  followed  by  several 
other Chinese scholars (Zhao 2012). 

Those articles did not yet study the im-
plementation of  social  entrepreneurship  in 
China, but by presenting it as it was prac-

ticed  elsewhere, they  were  instrumental  in 
introducing the concept and making it ac-
cessible  for  the  Chinese  public. This  has 
been seen as the first step towards a broader 
spreading of the concept.

After  the  2008  earthquake  in  the 
Sichuan province and the dramatical in-
crease in the number of social  start-ups, 
the phenomenon became large enough to 
be  studied.  Two  reviews  published  in 
2012 (Zhao 2012, Lane 2012)  currently 
summarize  the  state  of  the  socio-entre-
preneurial field in China. They stress out 
the rapid growth of the sector during the 
2008-2012  period,  both  quantitatively 
(in terms of new start-ups4) and qualitat-
ively (in terms of public awareness). 

2.3. A  history  of  (social)  entrepreneur-
ship in China.

Until  recently,  private  entrepreneur-
ship was formally forbidden and, at least 
to a certain extent, culturally reproved in 
China (Liao 2001). Only recently5 has it 
been possible, and even more so encour-
aged,  for  individuals  to  take  initiatives 
and  tackle  the  environmental  and  soci-
etal  challenges  described  above  (OECD 
2012).  

It  is  only  in  1997  that  Jiang  Zemin 
announced  during  the  15th National 
Committee of the Communist Party that 
the majority of State-Owned Enterprises 

4 Of the respondents to Zhao's  (2012) survey, 95% 
had founded their enterprise after 2006.

5

5
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would  be  closed  or  sold. The  plan  was 
ratified  by  the  People's  Congress  in 
1998.

Indeed, modern private  entrepreneur-
ship  has  a  relatively  short  history  in 
China, compared to its western counter-
part.  Private  entrepreneurship  has  only 
been allowed to play a significant role in 
the  country's  economy  since  the  eco-
nomical  reforms  of  the  1980s  (Liao 
2001). 

Historically, merchants and craftsmen, 
both  presenting  traits  today  considered 
as entrepreneurial, formed each their of-
ficially  recognized  social  class6 
throughout  the  imperial  period  (Fairb-
ank 2006). This extensively artisan-based 
economy,  however,  did  not  experience 
the  Industrial  Revolution  that  brought 
the private entrepreneur to the forefront 
of  the economical  scene in Europe dur-
ing  the  late  18th century  (Frank  2001). 
This  phenomenon, known  as  the  Great 
Divergence, left China lagging behind in 
terms  of  large-scale  industrial  develop-
ment.

After  the  uncertain  period  that  fol-
lowed the end of  the Qing dynasty  and 
the civil  war of 1927-50, the first large- 
scale  attempts  at  industrializing  China 
were  made  during  the  late  1950s  as  a 
part  of  the  Great  Leap  Forward  (Liao 
2001). 

6 工 (gōng) and  商 (shāng),  respectively.

Private enterprises, however, had been 
banned  since  the  establishment  of  the 
People's Republic in 1949, and had been 
virtually wiped out by 1956 (Peng 1987). 
Private  undertakings  were  thereafter  il-
legal,  and  thus  developed  only  in  the 
form  of  an  underground  economy  (Lu 
1994).

All companies were collectivized from 
1949  on;  they  subsequently remained 
state-owned  until  the  end  of  the  Cul-
tural Revolution and the introduction by 
Deng Xiaoping of  the Four Moderniza-
tions in the early 1980s (Liao 2001). At 
that time, Entrepreneurship as a form of 
economical  activity  made  its  entry  in 
China. 

That  entry  was  nevertheless  slow  at 
first, since  major  limitations  to  the  free 
enterprise continued to exist until  1987, 
when  most  major  limitations  still  in 
place were revoked. This large change in 
legislation sparkled a rapid and still-on-
going flow of financial and social capital 
towards  the  private  companies  and  a 
subsequent  decline  of  the  public  sector. 
In  1987  alone, the  number  of  officially 
registered  companies  boomed  by  93% 
(Liao 2001).

The  government's  gradual  acknow-
ledgement  of  the  State-Owned 
Enterprises'  (SOEs)  inefficiency,  fol-
lowed  by  its  undertaking  of  a 
rationalization  program  to  reduce  re-

6
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dundancy  in  SOEs7,  finalized  its  en-
dorsement of private undertakings. As a 
consequence  of  that  institutional  ap-
proval, an  increasing  number  of  people 
were driven towards the private sector.

Of  that  surge  towards  entrepreneur-
ship, a part was directed towards solving 
social problems with the help of the con-
cepts  of  the  market  economy  (Zhao 
2012).  This  for  modern  China  little-
known  phenomenon  would  later  be  re-
cognized as the local equivalent of what 
is in the western literature referred to as 
Social Entrepreneurship.

The  rise  in  popularity  of  the  latter 
concept  was  however  slow  at  a  begin-
ning,   mainly  due  to  the  authorities' 
reluctance to admit their own limitations 
in the welfare sector  and the traditional 
view of social welfare as reserved for the 
non-profit sector (public sector, charities, 
etc.)  while  for-profit  entities  were  lim-
ited  to  financial  profit  making.  Wong 
(1994), commenting on the privatization 
of welfare in the wake of the economical 
reforms remarks  in  the early  1990s that 
“In  the  area  of  social  welfare, the  word 
privatization is still taboo”.

That view however, started to change 
as  discontent  grew  over  the  authorities' 
relative  inefficiency  in  certain  wel-
fare-related areas, especially  in the light 

7 Thereby laying off an alleged three million workers 
a  year  by  2000  (Liao  2001),  or  a  total  of  40.3 
millions between 1995 and 2002 alone,  according 
to Frazier (2006).  

of  the  growing  private  sector's  success 
(Zhao  2012).  This  change  of  attitude 
culminated in the aftermath of the major 
2008  earthquake  in  the  Sichuan 
province, during  which  the  role  of  the 
government was widely criticized. 

In  2007, the two first  incubators  for 
socially  oriented enterprises8 made their 
apparition on the Chinese market. Since 
then, support  from  informal  as  well  as 
formal  institutions  has  increased.  Des-
pite, or  maybe  thanks  to, some cases  of 
negative publicity concerning charity or-
ganizations9,  Social  Entrepreneurship 
gained continued support  from officials. 
In 2011, the Beijing Municipal Govern-
ment  included  for  the  first  time  the 
support  to  social  enterprises  as  an  ob-
jective of its 12th Five Year Plan. 

Nowadays, the average Chinese entre-
preneur is a middle-aged man with some 
some more experience of unemployment 
than  the  rest  of  his  demographics.  He 
also tends to have a very low aversion for 
risk and a certain problem-solving char-
acter.  Women,  Communist  Party 
members  as  well  as  older  or  more  edu-
cated people have been found to be less 
likely  to  become  entrepreneurs  (Yueh 
2009).  

The FYSE (2012) report suggests that 
in the case of social  ventures, the entre-

8 “China Social Entrepreneur Foundation” and the 
“Non-Profit Incubator”. 

9 E.g. the  “Gue Meimei  Baby” scandal  involving 
the Chinese Red Cross in 2011.
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preneurs  are  instead  highly  educated10, 
and  women  make  up  a  slightly  smaller 
percentage11 of  the  company  founders 
but  account  for  nearly  70%  of  their 
working force. Another specificity of so-
cial  entrepreneurs  in  China  is  their 
greater international exposition.

2.4. Current challenges.

The  academic  body  of  knowledge  also 
offers several examples of works investigat-
ing the relation between classical and social 
entrepreneurship  elsewhere  in  the  world 
that can be used as a template when study-
ing the Chinese case.  

In that respect, the assumption that there 
preexisted a common “western” academical 
understanding12 of  the  term  “social  entre-
preneurship”  before  its  introduction  in 
China  is  supported  by  Defourny  (2010), 
who found a strong correlation between the 
European and American schools despite ob-
servable differences.

Western social entrepreneurship has been 
found to be facing some specific challenges 
when  compared  to  business  entrepreneur-
ship. Meek (2010) has suggested the need 

10 Entrepreneurs  have  on  average  9.2  years  of 
education  (Yueh  2009),  while  all  (100%)  social 
entrepreneurs  had  a  university  degree  with  50% 
holding a PhD or MBA (FYSE 2012).

11 44% of all entrepreneurs are women (Yueh 2009), 
while only 42% in the case of “social” entpreneurs 
(FYSE 2012) .

12 Independently  of  the  actual  phenomenon, which 
might well  be as old as entrepreneurship itself  in 
any culture.

for increased institutional support. Also the 
accurate communication of the value created 
by social ventures, and to some extent their 
financing, is highlighted by Hynes (2009)

In  the  case  of  China, several  previous 
studies  are  available  in  the  field  “classical” 
entrepreneurship,, that can to a varying ex-
tent be applied to the special case of social 
entrepreneurship. The  main  current  chal-
lenges facing entrepreneurship in China and 
identified in the literature, include:

• The prevailing legal framework and, 
in certain cases, lack thereof (Lu 2010, Ko-
lodko  2000).   Private  and  intellectual 
property  protection,  contract  enforcement 
and, especially in the case of social ventures, 
the unclear or unadapted legal statuses, are 
often mentioned challenges.   Zhou (2013) 
highlights  the  relation  between  political 
connections and investment.

• The  concept  of  “double  entrepren-
eurship”,  meaning  that  the  very  fact  of 
starting a company “takes on a socio-polit-
ical as well as a purely economic dimension” 
(Smallbone 2012) because of the country's 
institutional context. This is true for all en-
trepreneurship in China, but even more so 
for social entrepreneurship.

• The difficulty of access to, and reten-
tion of, human capital  (Batjargal 2004). In 
the form of a well-developed network, hu-
man capital has been found to be crucial for 
securing investments in China. Also the re-
cruitment  of, and  long  term  commitment 
from, skilled workers is hard to obtain.

8
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• The  difficulty  of  access  to  funding 
(Lu 2010, Batjargal 2004. In the case of so-
cial  entrepreneurship,  this  is  consistently 
described as the single biggest challenge for 
new ventures (FYSE 2012).

2.5. Contribution

As presented above, Chinese social entre-
preneurship is, because the concept itself is 
new, a very young topic of academical study. 
The  two  first  reviews  on  the  topic, inde-
pendently published in 2012 by FYSE and 
Zhao, are  important  cornerstones  for  the 
field  of  research.  These  publications, 
however, are  first  attempts  at  descriptively 
present the phenomenon from a broad per-
spective. 

With that basis having been laid, there is 
now a need for going deeper into the differ-
ent aspects, specificities and mechanisms of 
Chinese  social  entrepreneurship.  The 
present  work's  intended contribution is  to 
attend to that gap by studying the one as-
pect  that  has  been  described  by  Chinese 
social  entrepreneurs  as  their  most  crucial 
challenge:  the  funding  and  financing  of 
their work. 

3. Methodology.

3.1. Presentation and discussion

A  qualitative  survey  questionnaire, 
linking social  enterprises'  demographics, 
funding  sources  and  modalities  with 
their  success  rate  and speed  throughout 
their  life  has  been  designed  to  gather 

first-hand  statistics.  The  scope  of  this 
work, however, did not allow for such an 
analysis.

To support the survey, interviews were 
planned  to  gather  insights  into  the  ex-
perienced  challenges  and  specificities  as 
well  as  solutions  and adaptations  of  so-
cial  entrepreneurship  in  the  People's 
Republic  of  China  (including  Hong 
Kong). The choice of the interviews as a 
research  method  was  motivated  by  the 
need to go beyond the descriptive nature 
of  statistics  and  into  the  explanatory 
possibilities of personal experiences. 

The  interviews  were  therefore  de-
signed  as  on-line  qualitative  interviews, 
with a general interview guide consisting 
of the same open-end questions for every 
interviewee.  Follow-up  questions  were 
then  asked  individually  on  the  basis  of 
the answers to the common questions.

Potential  respondents  were  chosen  in 
a way such that they together would rep-
resent  as  many  different  actors  as 
possible,  e.g.  social  entrepreneurs,  offi-
cials,  investors,  support  organizations 
and  incubators. The  choice  to  not  only 
include the entrepreneurs themselves was 
driven by the desire to observe the phe-
nomenon  from all  possible  perspectives, 
and  get  a  picture  of  the  situation  that 
would be as inclusive as possible.  

3.2. Possible limitations.

Qualitative  interviews  have  in  com-
9
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mon a series of inherent limitations, such 
as  a  larger  involvement  of  the  inter-
viewer  and  the  risk  for  induced  bias 
(“interviewer  bias”),  and  the  reduced 
consistency between interviews. 

Interviewer  bias  is  the  possibility  for 
the  interviewee  to  be  influenced  in  the 
way  he  answers  by  the  interviewer's 
phrasing of the question, or his stressing 
of  different  elements  of  the  question 
among  others.  This  potential  risk  was 
minimized by using questions as neutral 
as possible. 

The  risk  for  inconsistency  may  arise 
when  the  different  interviewees  are 
asked the same questions but in a differ-
ent  way, which  might  prompt  them  to 
give  more  or  less  information  or  lead 
them  to  interpret  the  question  differ-
ently.   This  issue  was  addressed  by 
carefully  and standardizing the phrasing 
of  the common questions. For  the indi-
vidual  follow-up  questions,  the  risk  is 
less  as  those  are  not  meant  to  be  com-
pared with each other.

Other limitations specific to this study 
include  the  representativity  of  the 
sample  group.  Because  potential  inter-
viewees were contacted over the Internet, 
this leaves out of the study those without 

an access to the Web. In China, this ex-
cludes  roughly  half  of  the  population 
(CNNIC  2012), with  the  left-out  por-
tion  being  mainly  located  in  the 
countryside. 

As a result, no respondent was found 
who operated outside of an urban envir-
onment.  The absence of first-hand hand 
data  from  those  regions  is  therefore  a 
limitation. This  bias  was  partially  com-
pensated  for  by  interrogating  people 
with  a  broad  network  that  thus  had 
knowledge from the situation in the rural 
areas. 

The fact that some contacts led to an 
interview, and some did not, also  added 
the further limitation that they implied a 
sufficiently good knowledge of the Eng-
lish language from the respondent's side. 
It could be argued that this  is a sign of, 
or at least facilitator for, a greater expos-
ure to foreign influences. 

This is an obvious advantage in terms 
of understanding the international scene, 
but  could  also  mean  that  the  opinions 
expressed are affected by a western tradi-
tion  and  might  not  be  entirely 
representative  of  the  opinions  of  solely 
Chinese-speaking  and  internationally 
more isolated social entrepreneurs.
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FINANCING FORM STAGE(S) EASE OF ACCESS EFFICIENCY13 AVERAGE SIZE EXAMPLE(S)
Family and friends (pre-)seed14 moderate low micro N/A

Bank loans
seed

early-stage growth
later-stage growth

low moderate medium
large N/A

Institutional grants seed
later-stage growth moderate moderate micro

large

Governmental grants
Narada Foundation
Ford Foundation
Community Investment & 
Inclusion Fund (HK)

Business angels seed
early-stage growth low high medium

large
cfr. HK Business Angel Network
cfr. China Business Angel Network

Venture capital early-stage growth
later-stage growth low moderate large cfr.  China Venture Capital & 

Private Equity association.

Impact investment early-stage growth
later-stage growth low high large 

China Impact Fund/NVC
Lanshan Capital
SOW Asia

(Micro-finance) (pre-)seed
early-stage growth low high micro

small CFPA

(Crowdfunding) (pre-)seed
(early-stage growth) low moderate micro

small-medium gongyi.net

TAB. 1: Schematic representation of the main financing forms available to Chinese social entrepreneurs
13 As perceived by entrepreneurs, in terms of company survival, financial benefits as well as social benefits.
14 Pre-seed refers to capital intended for proof-of-concept, to test the possibility of a venture before setting it up. Seed capital is the capital needed to create and launch the venture. 
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4. Empirical findings.15

4.1. Financing Landscape

The current main financing possibilit-
ies  for  social  entrepreneurs  in  China 
include many of those that are found in 
Europe and the United states, with some 
notable exceptions that will be discussed 
further on. Information about the differ-
ent  sources  was  gathered  from  the 
interviews, from the literature as well  as 
from available on-line sources. 

The  results  are  presented  below  in 
TAB. 1.  Funding  forms  are  presented  in 
descending  order  of  commonness  in 
China  as  described  in  the  interviews. 
The  two  last  ones,  Microfinance  and 
Crowdfunding,  are  presented  between 
brackets  to  represent  their  current  state 
of very limited public exposure.

A few remarks nevertheless need to be 
made: 

• The  degree  of  EFFICIENCY is  es-
timated  as  the  ideal  case  in  which  it 
would  be  independent  from the  ease  of 
access,  i.e. all  other  factors  being  equal. 
That  is, it  is  the  funding  source  per  se 
which  is  assessed,  regardless  of  its  ac-
cessibility. 

15 The  results  presented  in  this  section  are  derived 
from  the  personal  interviews  carried  out  with 
Howard Ling, Jamie Huang, Tao Zhang and Walter 
Ge (see  Annex). To a lesser extent  also  from the 
rapport by Zhao T. et al. (2012), FYSE (2012), and 
the National Bureau of Statistics of China.

• The  EASE OF ACCESS,  on  the 
other  hand, represents  the  actual  effort 
needed  to  access  a  particular  form  of 
funding  in  China  today.  For  example, 
Crowdfunding is highly accessible in the 
West, but nearly inaccessible in China.

• EFFICIENCY takes  into  account 
both  the  social  and  financial  value  cre-
ation. This  is  why  Impact  Investing  is 
ranking higher than Venture Capital  al-
though  both  of  them  are  varieties  of 
equity investments.  It should be kept in 
mind, though, that  this  is  descriptive  of 
the  overall  efficiency, i.e. the  efficiency 
of the financing channel if used correctly 
(right timing, etc.).

• Venture  Philanthropy  and  other 
related  terms  are  in  the  context  of  this 
work  treated  as  Venture  Capital  in-
vestors.

• The low efficiency of family fund-
ing  has  been  described  as  arising  from 
the fact that it  is, despite playing a cru-
cial  role  in  the  setting  up  of  a  venture, 
seldom sufficient on its own.

• Bank loans are consistently attrib-
uted  a  moderate  efficiency  by  the 
respondents, due to their perceived unfa-
vorable terms and conditions. 

• The institutional grants' moderate 
efficiency comes, according to the inter-
views, from the  fact  that  they  are  often 
program-specific, i.e. tied to a particular 
objective. They seldom allow for the cov-

12
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erage of overhead costs and allow the en-
trepreneur little to no freedom to dispose 
of  the  capital  in  the  most  suitable  way 
for their particular case.

• High-efficiency  funding  on  the 
other hand, have in common either a lar-
ger freedom given to the entrepreneur, or 
assistance being provided when demands 
in  terms  of  results  are  associated  with 
the investment. 

• This study also shed light on less 
common forms of financing. Hybrid fin-
ancing  describes  funding  schemes 
combining  institutional  (grants)  and 
private  (equity,  etc.)  investments.  The 
diachronic  forms  of  hybrid  financing, 
where the different forms are contracted 
separately16,  have  over  time  gained  in 
popularity, and is  used  mainly  by  social 
Small and Medium Enterprises (SMEs). 
But  at  least  one  interviewee  advocated 
for the use of synchronic hybrid funding, 
when  the  two  forms  of  funding  (grant 
and  non-grant)  are  contracted  at  the 
same time, in a concerted process. 

4.2. Strengths

The  Chinese  context  was  found  to 
present a number of strengths when ana-
lyzed  with  regard  to  the  financing  of 
social  entrepreneurship. These  strengths 
are  defined  in  this  work  as  existing  ad-
vantages,  comprised  within  the  system, 

16 Usually, starting with grant  funding at seed stage 
and moving on to private equity or debt financing 
later on during the growth stage.

that favor the achievement of its set ob-
jectives; in this case, the objectives are an 
efficient  and  reliable  financing  environ-
ment for social entrepreneurs. 

Given that the system studied here is 
the country as a whole, though, it is not 
always  easy to  discern internal  from ex-
ternal  factors. Their  position  should  be 
understood  as  relative  to  the  financing 
system's structure.

•  The  shear  size  of  the  country's 
economy was unanimously mentioned as 
a  strength, and  that  because  it  implies 
that there exists capital in the system.  It 
is  a  generic  strength that  benefits  many 
sectors of the economy. 

• The  sustained  growth  of  China's 
economy  was  also  presented  as  a 
strength. It  means  that  more  resources 
can continuously be allocated to the sec-
tors  that  show  a  growing  need  for 
funding  to  cope  with  the  parallel  in-
crease  in  population,  e.g.  the  social 
entrepreneurship sector.

• Several  sources  described  as  a 
strength the informal  institution repres-
ented by the set of values that find their 
roots in the country's  history of  philan-
thropy. In particular, the assumption that 
wealthy  individuals  have  to  care  for  the 
welfare of the less-favored17 is  seen as a 
strength. 

17 An assumption that finds an echo in the Confucian 
doctrine, preaching for  the  role  of  the  influential 
individuals in the well-being of their subordinates. 

13
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• HK18: Strong government implic-
ation  in  the  first  stages  of  venture 
creation  through  easily  accessible  seed 
grants.

4.3. Weaknesses

Weaknesses  are, in  contrast  with  the 
strengths, inherent disadvantages hinder-
ing  the  system  from  reaching  its  set 
goals. Those found in the case of the fin-
ancing  of  China's  social 
entrepreneurship are  in  most  cases  con-
sequences  of  the  concept's  newness  in 
China, which was unanimously described 
as an obstacle in the establishment of ef-
ficient financing channels.  The reported 
weaknesses include:

• The  process  of  registering  non-
profit organizations with the government 
and  its  experienced  difficulty  coupled 
with  the  necessity  for  nonprofits  to  be 
registered in order to be allowed to raise 
funding  as  such  was  consistently  de-
scribed as a hinder in the development of 
an efficient financing system.

• The experienced “first  mover  dif-
ficulty”,  i.e. the  reluctance  shown  by 
foundations,  private  enterprises  and 
other actors in the sector to invest in un-
proven  markets  or  concepts.   This  is 
especially a problem in the case of finan-
cing social  enterprises  in  China, as  it  is 
not yet well  established that  the process 

18 Results  specific  to  the  Hong  Kong  S.A.R. will 
hereafter  be  signaled  with  “HK” for  the  sake  of 
clarity.

can be profitable.

•  Foundations  and  government 
agencies  active  in  the  sector  are  “opera-
tional”,  i.e. they  focus  on  running  in-
house programs. Seldom do they allocate 
unrestricted  funding  to  social  enter-
prises.

• The  sources  of  funding  available 
to social entrepreneurs are few and enjoy 
a  limited  accessibility.  Their  proposed 
financing schemes are described as rigid 
and non-diversified, which poses  an ad-
aptability problem.

• There is a lack of strong networks 
connecting  together  entrepreneurs,  in-
vestors  and  institutions.  This  absence 
complicates the access to funding of the 
entrepreneurs and dissuades local as well 
as  foreign  investors  from  approaching 
the social entrepreneurship sector.

• Social  entrepreneurs  are  currently 
insufficiently  trained.  They  often  don't 
identify  themselves  with,  or  have  very 
little knowledge of, the concept of social 
enterprise. They  are  therefore  often  ill-
prepared  when,  or  even  underestimate 
the importance of, finding financing.

4.4. Threats

Within  the  context  of  this  analysis, 
threats  are  defined  as  disadvantages  ex-
ternal  to  the  system that  could  develop 
into  inherent  weaknesses  if  allowed  to 
become systematic and internalized. 

14
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• An  unanimously  recognized 
danger  is  the  difficulty  of  communica-
tion in terms of expectations on the one 
side  and  results  delivered  on  the  other 
side. Social entrepreneurs are not yet fa-
miliar with what/how metrics should be 
used to show their achievements both in 
terms of social and financial value.

• Large  foundations  are  biased  to-
wards  financing  projects  that  are  larger 
in scope than early-stage social start-ups. 
They also have a higher propensity of in-
vesting in projects carried out by already-
established organizations.

• Partially  linked  to  the  aforemen-
tioned  is  the  impending  threat  of  the 
“missing middle” , meaning that there is 
a lack of small-size funding between the 
micro and medium level. This is a risk as 
a  long-term  establishment  of  that  pat-
tern  would  constitute  a  self-reinforcing 
bottleneck in the development stream of 
social enterprises.

• Unaligned expectations have been 
described  from  both  perspectives  as 
causing a lack of trust in the chief of the 
other part. These unaligned expectations 
arise  among  other  things  from the  lack 
of  metrics  that  both  the  entrepreneurs 
and investors are familiar with.

• Certain  barriers  keep  western 
foundations  and  enterprises  from  fully 
realizing the potential of financing social 
entrepreneurship  in  China.  Those  in-
clude  the  language  barrier,  different 

metrics and a misjudgment of the coun-
try's  social  needs19.  If  those  obstacles 
aren't overcome, there a risk that the lack 
of  international  investment  become  a 
weakness.

• The  risk  of  over-hyping  the 
concept  of  social  entrepreneurship  and 
its  investment  possibilities  has  been ex-
pressed  by  several  sources.  Reduced 
credibility  would  ensue, which  is  dam-
ageable for the financing possibilities.

• HK:  The  intensive  government 
funding  in  early  stages  “kick-starts” the 
social  ventures,  but  risks  jeopardizing 
market  forces  from foundations and en-
terprises. This creates a stagnant market 
in  the  medium term and is  a  threat  for 
growing companies to attract financing.

 4.5. Opportunities

Opportunities within the scope of this 
study  are  to  be  understood  as  external 
advantages  that  could  be  realized  into 
strength if systematically exploited. From 
the  analysis  of  the  collected  data,  they 
appear to be:

• The  size  of  the  unmet  social 
needs,  described  above,  constitutes  ac-
cording  to  the  respondents  the  single 
largest  opportunity  for  social  entrepren-
eurship to attract financing.

19 Among others based on the assumption that since 
China doesn't lack funds, so is also the case for its 
social enterprises.
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• The fact that China is now under-
going a phase of large and rapid changes 
which, if  exploited  correctly, could  turn 
its  legal  framework  into  a  strength  for 
attracting investors. 

• The strength and influence of the 
Chinese  government  is  also  an  oppor-
tunity.  If  used  correctly,  the  power  of 
legislation  can  create  a  favorable  envir-
onment for investing in social SMEs.

• Impact  Investment, until  recently 
unknown in  China, has  the  opportunity 
to bring the growth potential  character-
istic  of  Venture  Capital  to  the  Chinese 
market in a way that is tailored for needs 
of social enteprises.

• China is in the process of learning 
from the  West  when  it  comes  to  social 
entrepreneurship,  and  there  are  oppor-
tunities  for  adapting the  concept  to  the 
Chinese  reality  in  the  process,  as  has 
been the case in other sectors. 

5. Discussion

5.1. Demographics of soc. ent. in China

As  mentioned  above, in  section  2.1., 
business  entrepreneurs  and social  entre-
preneurs  in  China  are  different  with 
regard to several factors such as the age, 
the  level  of  education  and  their  experi-
ence  of  unemployment.  The  author 
suggests  that  these  differences  could  be 
explained  by  those  different  demo-
graphic  groups  forming  two  successive, 

relatively  separate,  waves  of  entrepren-
eurs. 

The  first  one  could  be  explained  as 
arising  from the  mass  lay-offs  that  fol-
lowing the rationalization of SOEs since 
the 1990s, explaining their longer experi-
ence of unemployment are older age. The 
second  vague  would  consist  of  younger 
university graduates who recently started 
having  difficulties  finding  work  upon 
completion of their studies. 

There  is  a  temporal  coincidence 
between  the  apparition  of  this  later 
vague and the spreading of social  entre-
preneurship, but  whether  there  exists  a 
causal  link  hasn't  been  investigated  and 
is  beyond  the  scope  of  this  work. The 
data doesn't suggest, however, that social 
entrepreneurs  are  absent  from  the  first 
wave.  It  would  rather  merely  indicate 
that they have a higher propensity of be-
ing  found in  the  second. This  might  in 
its  turn  be  relevant  when  developing 
capital  acquisition schemes better  suited 
for either groups.

5.2. Analyzing the Chinese situation 

Social  entrepreneurship  in  China  is 
facing  some  challenging  difficulties  in 
terms of securing capital to carry out its 
social  mission, but  all  at  the  same time 
has  large  opportunities  in  terms  of  un-
realized potential. 

The concept  still  lacks  recognition in 
the  country, with  people  unaware  of  its 

16



Martin Vercouter Master's Thesis  in Entrepreneurship and Innovation Management ME204X

possibilities  in  terms of  financial  or  so-
cial value created, or both. The prevailing 
paradigm is still one that involves donat-
ing to charity as the most obvious way of 
contributing to the society's  welfare. In-
vesting  in  someone  with  an  idea  for  a 
long-term solution to a social problem is 
a concept that is still foreign to many.

Besides  that  recognition problem, the 
table  TAB. 1 clearly shows that the main 
problem  encountered  by  social  entre-
preneurs  in  their  attempts  at  realizing 
that potential for social change is that no 
form of financing is easily accessible. Yet, 
there  exist  several  funding  channels  of 
moderate  to  high  efficiency,  and  even 
channels of low efficiency can prove use-
ful  (or  even  better  adapted), given  that 
they are used at the right time and in the 
right cases.

But  every  financing  source  that  dis-
plays  a  high  efficiency  currently  suffers 
from a low accessibility while those with 
a  somewhat  higher  accessibility  aren't 
considered efficient. Overall, no channel 
was  described  as  presenting  a  high  ac-
cessibility, which  slows  down the  whole 
sector.

5.3. The case of Hong Kong 

 During the preparation of this study, 
it  was  thought  that  Honk  Kong  would 
be found to be a more vibrant market for 
social  entrepreneurship due to its  longer 
exposure  to  western  culture  and  more 
western-like  economy,  which  has  since 

then partially be infirmed.

From  the  data  collected  it  appeared 
that  it  is  arguably  so  that  the  Hong 
Kong  social  entrepreneurship  scene 
might  be less  lively  than its  counterpart 
in the mainland. Reasons for that are be-
lieved  to  include  the  large  government 
push in early stage funding and the res-
ulting  lack  of  other  actors  leading  to  a 
less diversified investment ecosystem.

6. Recommendations

To improve the access of Chinese so-
cial  entrepreneurs  to  the  funding  that 
they need, the author finds that:

• The  Chinese  authorities  should 
take advantage of their absorption capa-
city to invest in the very early and early 
stage  ventures  dedicated  to  previously 
unexplored  social  issues  and thereby  re-
duce the “first mover risk” experienced by 
foundations and private enterprises.

• The  government  should  support 
social innovations and their financing by 
acting  as  a  purchaser  of  selected  social 
services, thereby creating a greater  mar-
ket pull. The guarantee for a subsequent 
market  would  reassure  investors  as  well 
as help establish the innovation.

• The registration system should be 
made easier, and more flexible to reflect 
the  specificities  of  social  enterprises  as 
neither business enterprises nor charities. 
Alternatively, the requirement that  non-
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profits  should  be  registered  with  the 
government  to  raise  funding  as  such 
could be, at least partially, revised. 

• Besides acting as an investor itself, 
the  government  can  act  upon  the  legal 
framework to encourage the financing of 
social  entrepreneurship.  In  particular, 
there is an opportunity to introduce bet-
ter  incentives,  and  protection,  to  help 
investors cope with the risk of investing 
in  social  SMEs and compensate  for  the 
possibly lower financial return that those 
ventures can imply.

• Social  entrepreneurs  should  be 
given  a  better  training  in  choosing, un-
derstanding  and  using  appropriate 
metrics to describe their financial as well 
as social results20.

• Synchronic  hybrid  investments 
should  be  used  more  often, when  suit-
able. They are a way to ensure that both 
parts indirectly care about the return on 
investment of  the other. Furthermore, it 
is interesting also in terms of human re-
sources and networking possibilities, the 
lack  of  which  has  been  previously  de-
scribed as a weakness.

• The  promotion  of  alternative 
channels  such  as  micro-credits  and 
crowdfunding.  For  that  purpose,  a 
change in the legislation is  necessary, or 
innovative  solutions  such  as  that  pro-
posed by gongyi.net.
20 Which  by  itself  could  constitute  the  aim  of  a 

purpose-built social enterprise.

• Honk Kong and the mainland ap-
pear  to  present  complementary  strength 
(and weaknesses). A exchange  of  know-
ledge  would  be  beneficial  for  both 
scenes.

7. Conclusion

China  is  currently  facing  large-scale 
issues  both  environmental  and  societal. 
Pollution  and  social  unrest  are  real 
threats to the stability of the country and 
hence the welfare  of  its  around 1.4 bil-
lion citizens.

But it is also a country in rapid chan-
ging. The very recent introduction of the 
concept  of  social  entrepreneurship, 
which  started  to  gain  popularity  only 
around  the  year  2008, is  a  sign  of  that 
development. 

On the  other  hand, this  rapid  evolu-
tion means that some parts of the system 
experience  difficulties  with  keeping  up. 
In the case of social entrepreneurship, it 
is  among  others  the  financing  mechan-
isms  that  seem  to  be  having  a  hard 
adapting to the quickly changing reality.

Those  different  mechanisms  and 
channels, together designated as the fin-
ancing  landscape,  presents  sources  of 
capital  with  different  degrees  of  access-
ibility,  efficiency  and  scope. The  major 
ones  being  Family  and  Friends,  Bank 
Loans, Institutional Grants, Business an-
gels,  Venture  Capital,  Impact 
Investment,  Microfinance  and  Crowd-
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funding,  in  descending  order  of  usage 
frequency.

It has been demonstrated that the cur-
rent landscape is faced with both threats 
and  opportunities.  The  former  arising 
from the limited  knowledge  and under-
standing  of  the  concept  and  its  value; 
the  latter, from the  sustained  growth of 
the country's economy and the shear size 
of its unmet social needs.

An  especially  large  issue  highlighted 
by  the  study  is  that, although  they  are 
present in the market and should, in the-
ory,  be  efficient  enough,  the 
aforementioned  funding  possibilities  re-
main  largely  inaccessible  because  of  the 
system's weaknesses.

Still, social  entrepreneurship  has  un-
der  its  short  presence  in  China  so  far 
shown encouraging results  and is  there-
fore gaining in recognition. It has proved 
that  it  is  a  serious  way  of  impacting 

people's life for the better, and empowers 
them to create their own solution.

To make sure that those efforts do not 
fall  short, it  is  essential  to further study 
how the financing of such ventures work 
–  and  take  the  much-needed  steps  to-
wards  funding  solutions  that  are 
accessible.
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Annex – Interviewees.

Howard Ling, Senior Manager for.the HKCSS–HSBC.Social Enterprise.Business Centre. He 
founded Harvester.and Glace, served as business advisor of PMH.trading ltd. He.previously 
worked.for  Nestle, LVMH, and.Tag  Heuer  Switzerland..Howard  also  helps.in  the  work.of 
Government,  NGOs.and  Education,.including  (HK)  Home  Affairs–Social  Enterprise 
Advisory Committee, Youth.Business Hong Kong, Ever.Green Association – Social.Enterprise 
Division.

source: social-enterprise.org.hk 

Jamie Huang,.Senior Associate for Integration in Ashoka. Co-founder of Singapore’s  Youth 
Entrepreneurship.Network,.member  of  the  G-Spenor  Consulting.group.  Jamie.earned  her 
degree from the.University of Virginia’s business.school concentrating in finance, international 
business.and management. 

Tao Zhang, Co-Foundear & Managing.Director of the China.Impact Fund. Tao sits on the 
Board  of  Directors  of  Beijing  Green.Channel  Technology  Co.,.Ltd  and  Beijing.ACBridge 
Capital.Advisors. Previously,.Tao served as.Global Chief Operating Officer of New Ventures 
after having.founded a Sino-American investment.advisory firm.

source: www.cifund.cn

Walter Ge, Co-Founder of China Impact.Fund. In the.meantime, he serves as Director of New 
Ventures China since 2010.  Walter  is  a.board  member of Beijing Landwasher Science and 
Technology.Development. 

source: www.cifund.cn
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