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	2. 2
PART 3: Financing  Possibilities for Supporting Social Innovation.
HOW TO FINANCE YOUR IDEA?
Finance
A wide range of financial tools can be used at these early stages: small grants, convertible loans,
to quasi equity, prizes, direct commissions, and tendering. Some of the most useful approaches
link money to development.
Some of the examples:
•	 Grants and support for early ideas.
•	 Small grants aimed at community organisations and local groups, usually to shape
and demonstrate innovations involving volunteers and/ or community action.
•	 Prizes and public challenges can be an effective means of distributing funds and
incentivising innovation.
•	 Funding for incubation
•	 EU grants
•	 National or local funding
Public Finance: methods to generate internal innovation
The generation and adoption of innovation within the public sector depends on how money and
accountability are organised – how public budgets are developed and agreed, and which struc-
tures of taxation and financial accountability promote rather than hinder innovation.
•	 Dedicated innovation funds and internal public venture funds
•	 Social clauses in public contracts, for example, to promote innovative methods for
employing unemployed people, those with disabilities or to reduce carbon footprints.
•	 Open forms of consultation and participation
•	 Participatory budgeting enables citizens to define local priorities and allocate public
money accordingly
•	 Public subscriptions, lotteries, and competitions provide another source of funding
for activities at one remove from the state. In some countries (e.g. New Zealand),
lotteries provide a primary source of funding for community ventures.
Philanthropic grants should be the ideal funding for social innovation. Donors can handle high
levels of risk, and do not need the certainty of returns of the private sector. Yet there has been sur-
prisingly little attention to how finance could best support innovation, and what mix of funding
for individuals, teams The State The Market The Grant Economy The Household and enterprises
works best, or how to stage funding to maximum effect. We anticipate rapid evolution in this
space as philanthropists develop more sophisticated hybrid tools that can combine grants, loans,
and equity.
 


	3. 3
Grant giving
Increasingly, donors  are trying to avoid some of the limitations of traditional grant funding.
Some are using prize funds to catalyse innovations and others are treating grants more like
investments – alongside project involvement, technical support, continuous funding, and the
coverage of core costs.
•	 Direct funding for individuals
•	 Award and recognition prizes are intended to celebrate
or mark a person or organisation’s achievement. These
prizes have become increasingly popular over the last
decade for rewarding social entrepreneurs, non-profit
organisations, and others working in the field.
•	 Intermediaries who allocate grants for specific projects
on behalf of the donor, for example in the cultural sector.
•	 Micro R&D grants for concept development and
prototyping
•	 Initial Public Offerings (IPOs) originally used by companies to sell shares to the
public, are now used by non-profit organisations to secure longer-term funding with a
detailed pledge to provide a social return on the ‘investment’
•	 Grants as investment including tapered grant funding, public equity, and preference
shares
•	 Inverse tapering: grant growth based on performance. Organisations that advise
donors and funders how to give more effectively and closely monitor the performance
of the charities with which they are engaged. New Philanthropy Capital in the UK and
Geneva Global in the US perform this role.
•	 Social innovation partnerships: tax holidays and contributions in kind.
Improving the grant relationship
There are a range of intermediaries and online platforms which are attempting to improve the
relationship between those giving and those receiving grants, often by linking the two together
in more efficient and effective ways. In this field, the web offers new ways to cut costs and widen
connections. Websites like Kiva, which connect donors with social entrepreneurs, have already
been making these links. Experiments in ‘crowdfunding’ potentially enrich the gift relationship,
and democratise the sector’s source of finance.
Creating a business
Turning a good idea into something sustainable outside of the public sector depends on a busi-
ness model – a clear idea of how it will generate a sufficient income stream that covers more
than costs. Effective supply and effective demand need to be brought together. Effective supply
means that whatever is being provided has been shown to work and to be cost-effective. Effective
demand refers to the willingness of someone to pay for what’s on offer, which may be a public
agency or the public themselves.
•	 Innovative business models.
The business concepts of the social economy require as much care and creativity in
 


	4. 4
their generation as  the social ideas. The two are best developed together to sustain
and reinforce each other. For social enterprises, the business model represents a strat-
egy for sustainability. It needs to be simple, persuasive and striking, since along with
the social idea, it is a key part of a venture’s attraction. Business models that work are
themselves a prime area for social innovation. They are as diverse as business mod-
els in commercial markets, ranging from direct service provision to commissioners,
through models that create value for customers to models similar to those around the
web that share knowledge and intellectual property.
•	 Business strategies.
The context for a business model is a business strategy about how the proposed ven-
ture is positioned on the economic field of play. There will be key points of control in
any sector of production. In some it is retailing and distribution; in others it is a key
stage in processing; or in knowledge management systems; or the control of a key in-
put such as a critical site or personnel (as in sport). Mapping a sector will suggest the
points at which a new social venture has the best chance of success, and of influencing
the way the sector works.
•	 Incomes and outcomes.
There are a range of social business models that involve recognising the potential val-
ue of a venture’s assets and disaggregating its activities to generate alternative income
streams. Particularly instructive for social ventures are the lessons from the business
models adopted by web companies which, like social ventures, have an interest in
maintaining free access, while at the same time generating revenues indirectly as the
result of the response that the free service attracts.
•	 Business plans.
Business models together with business strategies then need to be turned into busi-
ness plans. Although it is rare for a social venture to be a straightforward implemen-
tation of a blueprint (it is much more like a process of discovery and unfolding), plans
helptoclarifytasks,milestones,andsequencing–forexampleofinvestmentinpeople,
equipment and market growth. Business plans cannot design the future, and few sur-
vive their first encounters with reality. But they provide a chart for a venture’s theatre
of operations and demonstrate the competence of those engaged in taking the venture
forward. 109) Business plan assessment methods. There are many methods that help
to define business models and business plans.
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