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SUMMARY 

Social interactions take place in arenas called fields. Actors interact based on a common 

understanding of the rules that dominate a field. As fields are organized in institutional 

orders, each order provides actors with its distinct guidelines on how to interpret and 

function in social interactions. The content of these institutional orders (and of the associated 

institutional logics) may conflict, leading actors like organizations facing prescriptions that 

are mutually incompatible, thus generating challenges, tension ad well as opportunities for 

change. Organizations that experience more than a set of field-level pressure are called 

hybrid organizations.  

Despite extant research on hybrid organizations has explored antecedents that lead 

to the emergence of hybrids as well as strategies to respond to multiple field-level pressure, 

only a few studies, mostly based on social enterprises as a specific type of hybrids, have 

explored the link between these organizations’ strategies and their performance. Social 

enterprises are those organizations that seek to address complex, old or new societal 

problems through business ventures. To fill this gap, the main research question guiding my 

dissertation is: How do social enterprises respond to multiple field-level pressures and, in 

doing so, enhance organizational performance?  

This topic is relevant both for deepening understanding on how social enterprises 

function and about the effect of their strategies on performance. Pursuing both social and 

business performance objectives is extremely challenging for social enterprises and ethically 

relevant. Moreover, understanding how social enterprises work and enhance organizational 

performance can be informative for research on other types of organizations, like business 

organizations and nonprofit organizations.  

This dissertation answers the research question through evidence from four field 

studies. Paper 1 explores the root cause of the societal problem of low economic 
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development in Southern Italy. The presence of organized crime lowers out-group trust, 

which in turn makes the presence of organized crime necessary to conduct economic 

transactions and results in low economic development. Given the problem described in paper 

1, paper 2 shows how an NGO fights organized crime through the development of a market-

based strategy alongside its historical social strategy. Paper 2 also discusses challenges that 

the NGO faces in combining social and business performance objectives as it grows. Paper 

3 looks at the influences of internal and external stakeholders on social enterprises’ 

innovation strategies at times of turbulence, thus analyzing the combination of social and 

business performance in reaction to an exogenous shock. Finally, paper 4 examines how an 

NGO develops a market-based strategy complementary to its historical social-giving 

approach to promote solar technologies in a rural community of Kenya.  

Overall, this dissertation serves to enrich literature on social enterprises as a specific 

type of hybrid organizations. I rely on multiple methods, including field experiments, 

interviews, survey, and ethnographic study with participant observation and phases of action 

research, to deepen understanding on the strategies deployed for the solution of deep-seated 

societal problems and mechanisms that allow social enterprises to reconcile conflicting 

social and business performance objectives. 
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SOMMARIO 

Le interazioni sociali avvengono in arene chiamate campi, dove gli attori sociali 

interagiscono sulla base della loro comprensione delle regole che dominano il campo. Poiché 

i campi sono organizzati in ordini istituzionali, ogni ordine fornisce agli attori sociali distinte 

linee guida sul come interpretare e far funzionare le relazioni sociali. Il contenuto di questi 

ordini istituzionali (e delle logiche istituzionali ivi associate) può essere in conflitto, 

spingendo attori sociali quali le organizzazioni a far fronte a prescrizioni che sono 

incompatibili tra loro e che, quindi, generano sfide, tensioni così come opportunità per il 

cambiamento. Organizzazioni che sentono più di una pressione (dal campo) si chiamano 

imprese ibride.  

Nonostante ricerca esistente abbia esplorato gli antecedenti che portano all’origine 

delle imprese ibride così come le loro strategie in risposta a pressioni multiple provenienti 

dal campo, solo pochi studi, per lo più basati sulle imprese sociali come un tipo specifico di 

organizzazioni ibride, hanno esplorato la relazione tra le strategie e le prestazioni 

organizzative. Le imprese sociali sono quelle organizzazioni che ambiscono a risolvere 

problemi sociali complessi, nuovi o vecchi, attraverso la creazione di aziende. Per colmare 

tale lacuna, la mia tesi è guidata principalmente dalla domanda: Come fanno le imprese 

sociali a rispondere a multiple pressioni a livello del campo e, nel frattempo, accrescere le 

prestazioni organizzative?  

Il tema è rilevante sia per la promozione della conoscenza sul come le imprese sociali 

funzionano sia per la comprensione dell’effetto che le loro strategie hanno sulle prestazioni 

organizzative. Il perseguimento di obiettivi di performance social e commerciali è 

estremamente sfidante per le imprese sociali così come rilevante da un profilo etico. Inoltre, 

capire come le imprese sociali funzionano e come migliorano le loro prestazioni 

organizzative può essere istruttivo per altri tipo di organizzazioni, come le imprese 
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(tradizionalmente) for-profit e non-profit. 

La tesi risponde alla domanda basandosi sull’evidenza empirica da quattro studi sul 

campo. Il primo articolo esplora la causa del problema sociale del sottosviluppo economico 

nel Sud d’Italia. La presenza del crimine organizzato riduce la fiducia riposta negli altri, che 

a sua volta rafforza il ricorso al crimine organizzato per svolgere transazioni commerciali e 

inibisce lo sviluppo economico. Dato il problema del crimine organizzato descritto nel primo 

articolo, il secondo articolo mostra come un’ONG combatte il crimine organizzato attraverso 

strategie di mercato, superando i limiti del primo articolo. Inoltre, l’articolo discute le sfide 

affrontate dall’ONG per conciliare prestazioni sociali e commerciali mentre cresce. Il terzo 

articolo guarda alle influenze che i portatori d’interesse interni ed esterni esercitano sulle 

strategie d’innovazione delle imprese sociali durante periodi di turbolenza economica, 

analizzando la riconciliazione delle prestazioni sociali e commerciali in seguito a uno shock 

esogeno. Infine, il quarto articolo analizza come un’ONG sviluppa una strategia di mercato 

complementare al suo storico approccio caritatevole per promuove tecnologie solari in una 

comunità rurale del Kenya.  

In generale, la tesi arricchisce la letteratura sulle imprese sociali. Per studiare le 

strategie implementate nella risoluzione dei problemi sociali e i meccanismi che consentono 

alle imprese sociali di riconciliare prestazioni sociali e commerciali, utilizzo molteplici 

metodologie, tra cui esperimenti sul campo, interviste, un sondaggio e uno studio 

etnografico con osservazione partecipante e fasi di ricerca d’azione.   
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1.1. INTRODUCTION 

“Market society has produced more income, wealth, goods, and services than any other 
form of human social organization.”  

(Fligstein, 2001: 3)  
 

Markets are necessary for economic development (White, 1981). Despite many definitions 

of market exist (e.g., Cournot, 1897), this dissertation borrows the definition from economic 

sociologists (e.g., White, 1981; Baker, 1984; Fligstein, 1993) who conceived markets as 

“self-reproducing social structures among specific cliques of firms and other actors who 

evolve roles from observations of each other’s behavior” (White, 1981: 520). 

In order to exist and function, markets define social structures, which encompass 

social interactions among producers and their suppliers, customers, and governments. Social 

interactions serve as a means for actors to overcome their limited information in order to 

gain stability and ultimately survive in the market.  

Social interactions take place in arenas, which we call fields (see Bourdieu, 1977; 

Bourdieu & Wacquant, 1992; Weber, 1978; Scott, 1995; DiMaggio, 1985; Fligstein, 1996). 

By applying the theory of the fields (Fligstein, 2001) to the market, one provides an 

alternative view to the economic view of how actors behave and why markets have (and 

need) social structures. While economic theory assumes that price competition is the main 

mechanism regulating the exchange between work and occupations, considering markets as 

fields reveals that there is more to observe. Actors face a problem in finding suppliers and 

customers and in controlling their own firms. Therefore, actors naturally come to watch one 

another as a solution to this problem (Fligstein, 2001). 

Actors interact based on a common understanding of the rules that dominate a field. 

Market societies have general rules, both formal and informal, about organizing economic 

activities. These rules provide the social conditions for economic exchange and allow for 
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the production of new markets (e.g., property rights, governance structures, and rules of 

exchange; see Campbell & Lindberg, 1990: Fligstein, 1996; North, 1990). While formal 

rules define legal ways to control competition and require that, in economic exchanges, the 

parties receive goods that are properly compensated; informal rules determine what 

organizations should look like and how interactions should be structured (Fligstein, 2001). 

Put differently, markets as fields provide actors with cognitive frames to interpret the action 

of other organizations (Fligstein, 2001) and guide social interactions. Indeed, a focus on the 

fields is necessary since fields’ rules and social interactions occurring in the field may affect 

an organization’s chance to survive (DiMaggio & Powell, 1983; Meyer & Rowan, 1977).  

Institutional theory (e.g., DiMaggio & Powell, 1983) complements the theory of the 

fields by adding the relation between organizations and fields to this discussion. Namely, 

institutional theory studies the strategic responses of organizations to field-level influences. 

Although early institutional theorists (e.g., Meyer & Rowan, 1977; Scott, 1995) have mainly 

focused on the role of shared meanings in the field, the process of isomorphism (i.e., the 

tendency of organizations’ responses to conform), and stability of the fields, neo-

institutional theorists (e.g., Oliver, 1991; Greenwood, Raynard, Kodeih, Micelotta, & 

Lounsbury, 2011) have introduced notions of change within the field. Fields have become 

dynamic and capable of moving towards something other than isomorphism, evolving 

through both the entry and exit of particular organizations or populations (Fligstein, 2001). 

In this view, organizations have become active agents that craft strategic responses and 

engage in a multitude of strategies – rather than conformity - when confronted with field-

level pressures (Greenwood & Hinings, 1996; Kraatz & Zajac, 1996; Oliver, 1991).  

Neo-institutional theorists have mostly relied on the concept of institutional logics 

to explain both change and stability at the field and organizational levels. Thornton & Ocasio 

(1999), building upon Jackall (1988) and Friedland & Alford (1991), define institutional 



 
 

15 
 

 

logics as “the socially constructed, historical patterns of cultural symbols and material 

practices, assumptions, values, and beliefs by which individuals produce and reproduce their 

material subsistence, organize time and space, and provide meaning to their daily activity” 

(Thornton, Ocasio, & Lounsbury, 2012: 51). At a field level, logics provide organizations 

with guidelines on how to interpret and function in social interactions (Greenwood et al., 

2011). Organizations comply with logics in order to gain endorsement from important 

referent audiences and because “logics provide a means of understanding the social world 

and thus acting confidently within it” (Greenwood et al., 2011: 318).  

Each institutional logic is associated with a distinct institutional order. According to 

Friedland & Alford (1991), fields are organized by sub-systems called institutional orders 

that, combined, compose the key cornerstone institutions of society. To reconnect to our 

initial point, in the institutional logics perspective, the market is just an institutional order, 

which is associated with a distinct logic of action (i.e., commercial logic, see Pache & 

Santos, 2013) which, in turn, influences individuals and organizations’ behaviors. Other 

institutional orders are corporations, professions, states, families, religions, and communities 

(Thornton et al., 2012). A first theoretical implication is the need to consider these field-

level pressures - stemming from different institutional orders - on organizations in order to 

understand how organizations behave and, consequently, how a field changes.  

At a field level, the content of different institutional orders may conflict. 

Organizations face multiple logics that may – or may not – be mutually incompatible, thus 

generating challenges and tensions for organizations exposed to them as well as 

opportunities for changing (Almandoz, 2012; Besharov & Smith, 2014; Jay, 2013). The idea 

that organizations might experience more than a set of field-level pressure in not new (see 

D’Aunno, Sutton, & Price, 1991), however, interest in this kind of organizations raised when 

Battilana & Dorado (2010) and Pache & Santos (2010) reintroduced the concept of “hybrid 
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organizations”. From an institutional logic perspective, hybrids are organizations that 

instantiate the values and practices associated with multiple distinct logics in the field 

(Battilana, Besharov, & Mitzinneck, 2017). Empirically, the institutional logics perspective 

has served to investigate many different hybrid organizations, including community banks 

(Almandoz, 2012; 2014), social enterprises (e.g., Battilana & Dorado, 2010; Pache & 

Santos, 2013; Ramus, Vaccaro, & Brusoni, 2017; Santos, Pache & Birkholz, 2015), and 

educational organizations (e.g., Teelken, 2015). Today, understating how hybrid 

organizations cope with multiple institutional logics is a priority in research because neo-

institutional scholars acknowledge that such pluralism is rather the norm than an exception 

(Fligstein, 2001). Therefore, a close look at hybrid organizations may help understanding 

how change happens in the field. 

So far, research on hybrid organizations has explored antecedents that lead to the 

emergence of hybrids (see Hwang & Powell, 2009; Reay & Hinings, 2005; Seelos, Mair, 

Battilana, & Dacin, 2011 for external factors or see Almandoz, 2014; Besharov, 2014: 

Besharov & Smith, 2014: Pache & Santos, 2013; Tracey, Philipps, & Jarvis, 2011; for 

internal factors).  

Extant research on hybrid organizations has also theorized (e.g., Battilana & Lee, 

2014; Besharov & Smith, 2014) and investigated empirically (e.g., Pache & Santos, 2013; 

Ramus et al., 2017) strategies for hybrids to respond to multiple field-level pressures. 

Organizational strategies may aim at integrating (e.g., Battilana & Dorado, 2010; Ebrahim, 

Battilana, & Mair, 2014; Pache & Santos, 2013) or differentiating (e.g., Battilana, Sengul, 

Pache, & Model, 2015; Binder, 2007; Canales, 2013) between elements of multiple logics 

within the organization. Other strategies may aim at a combination of integration and 

differentiation (e.g., Besharov, 2014; Smith, Besharov, Wessels, & Chertok, 2012), 

overcoming problems that integration and differentiation strategies alone can create for 
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hybrid organizations.  

Yet, only a few studies have focused on the performance of hybrid organizations. 

With a focus on social enterprises, scholars (Battilana et al., 2015; Ramus et al., 2017) have 

recently started to investigate how hybrid organizations enhance multiple performance 

objectives.  

Social enterprises are those organizations that seek to address complex (Ramus, La 

Cara, Vaccaro, & Brusoni, 2018), old or new societal (Mair, Battilana, & Cardenas, 2012) 

problems through business ventures (Battilana & Lee, 2014; Smith, Gonin, & Besharov, 

2013). In doing so, they find themselves at the interface between charity and for-profit 

(Battilana & Lee, 2014) domains. By virtue of a social-welfare logic (i.e., stemming from 

the state institutional order, see Pache & Santos, 2013), social enterprises pursue social 

performance objectives, related to the generation of value for society and creation of positive 

impact (Santos, 2012). At the same time, by virtue of a commercial logic, social enterprises 

pursue business performance objectives, which refer to the capture of value through the 

provision of good and services in order to be profitable and thrive (Pache & Santos, 2013; 

Santos et al., 2015). The recurrence to market-based strategies to solve societal problems is 

known as phenomenon of “social innovation” (Austin, Stevenson, & Wei-Skillerm, 2006; 

Phills, Deiglmeier, & Miller, 2008).  

Pursuing both social and business performance objectives is extremely challenging 

for social enterprises (Smith et al., 2013) and ethically relevant (Zahra, Gedajlovic, Neubam, 

& Shulman, 2009), since unbalanced performance may jeopardize the survival of these 

organizations and inhibit their ability to pursue their raison-d’être. Specifically, unbalanced 

performance may expose these organizations to experience the problem of mission drift 

(Ebrahim et al., 2014; Ramus & Vaccaro, 2017), that is when social enterprises loose their 

focus on their social mission, thus prioritizing business performance. Social enterprises may 
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experience the specular problem, mission stickiness and financial problems (Moore, 2000), 

when they prioritize social performance instead.  

In this dissertation, motivated by the need to understand how social enterprises – as 

a specific type of hybrid organizations – work (Battilana et al., 2015), I seek to answer the 

following question: How do social enterprises respond to multiple field-level pressures and, 

in doing so, enhance organizational performance? 

Moreover, understanding how social enterprises work and enhance organizational 

performance can be informative for research on other types of organizations, like business 

organizations and nonprofit organizations. For instance, we know that business 

organizations are increasingly asked to hold a proactive and innovative role to tackle deep-

seated, societal problems (Harris, Sapienza, & Bowie, 2009; Zahra et al., 2009) such as 

poverty (Margolis & Walsh, 2003), environmental damage (Spence, Jeurissen, & 

Rutherfoord, 2000), wealth inequality (Hudon & Sandberg, 2013), and social ills (Rosen, 

Simon, MacLeod, Fox, & Thea, 2003), making social performance salient (Walsh, Weber, 

& Margolis, 2003). We also know that NGOs, which have traditionally relied on charitable 

approaches to solve societal problems, have been highly criticized for the low social 

performances achieved through their strategies – e.g., see PlayPumps, One Laptop Per Child, 

and Lifestraw as examples of NGOs’ initiatives that failed to address targeted problems - as 

well as NGOs have been asked to show efficiency in the use of public funds and donations 

(Borzaga & Fazzi, 2011; Fowler & Malunga, 2010), thus facing pressures to commercialize 

(Dees, 1998; Galaskiewicz, Bielefeld, & Dowell, 2006). 

In this dissertation, I rely on evidence from four field studies to answer the research 

question. Overall, the four studies suggest that market-based mechanisms alone are 

insufficient to promote economic development and solve deep-seated societal problems. 

With a focus on four specific societal problems – i.e., low economic development (papers 
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1), organized crime (paper 2), structural unemployment (paper 3), and lack of rural 

electrification (paper 4), the dissertation shows how social enterprises can enhance 

performance and promote economic development by combining market-based strategies 

(e.g., pricing, incentives) with social-welfare strategies (e.g., community engagement, 

subsidized competence building activities).  

The following three sections of the Introduction present a summary of the thesis 

(section 1.2), an overview of the papers (section 1.3), and the contributions of the thesis 

(section 1.4). Chapters 2, 3, 4, and 5 follow the Introduction and show paper 1, 2, 3, and 4, 

respectively. 

1.2. SUMMARY OF THE PAPERS 

I build upon previous literature on social enterprises (Battilana & Lee, 2014; Battilana et al., 

2015) and social entrepreneurship (Mair et al., 2012a; Mair & Martí, 2006) to organize the 

dissertation around three building blocks. First, I describe the problems existing in a given 

field (i.e., societal problems) and that a social enterprise chooses to address. Second, I 

present the strategy that a social enterprise develops and implements to tackle a specific 

societal problem. Third, I discuss the effects of this strategy on the social enterprise’s 

performance. I analyze strategy and performance at an organizational level, while the 

societal problem exists at a field level. 

Because of my focus on social enterprises as a specific type of hybrid organizations, 

I consider the three building blocks in a specific field composed by only two institutional 

orders – i.e., market and state. Each institutional order exerts field-level pressures on the 

organizations that interact in the field. Namely, institutional orders provide organizations in 

the field and their members with meanings and guidance for social interactions through two 

distinct institutional logics. For instance, by virtue of a commercial logic (associated with 

the market), a social enterprise may leverage a market-based strategy to address a specific 
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societal problem (Ramus et al., 2017). The social enterprise will harness market forces to 

enhance business performance objectives like the sale of products and services. Guided by 

a social logic (associated with the state), a social enterprise may implement a social-giving 

strategy (Seelos et al., 2011) which relies on donations to target deeper levels of poverty or 

to engage in capability-building work, enhancing social performance objectives like poverty 

reduction or improved services for marginalized workforce. Figure 1 shows the framework 

just described. 

A social enterprise selects the societal problem to address (Mair & Martí, 2006). 

After choosing the societal problem, a social enterprise develops and implements a specific 

strategy (Mair et al., 2012a) by complying with the logics of the market (commercial logic) 

and state (social logic). The societal problem plays a moderating effect on the field-level 

pressures that the market and state exert on the organizational strategies, since it influences 

the saliency of the institutional logics for the organizations. Organizational strategies, in 

turn, will have an effect on the organizational performance (Battilana & Lee, 2014; Battilana 

et al., 2015). Based on evidence from four field studies, I therefore bring dynamism to the 

process depicted in above by considering a backward link between organizations 

(performance) and the field (field-level pressures) as well. I argue that variations in 

organizational performance may increase the saliency of institutional logics. The following 

four sections summarize the four papers. 
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Figure 1 – Framework unifying the four essays in this dissertation 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

1.2.1. Summary of paper 1 - Trust and In-Group Favoritism in a Culture of Crime 

The first paper explores the root cause of the societal problem of low economic development 

in Southern Italy. The paper aims to understand what prevents social interactions in the 

specific area of Sicily, which is characterized by the presence of organized crime. Namely, 

the paper focuses on the interaction between two field-level components of the framework: 

i) the societal problem and ii) the field-level pressures (see Figure 2). Although the market 

and state exist, they do not have any influence on the strategy of organizations. The societal 

problem of organized crime has a negative, moderating effect on the pressures of the two 

institutional orders, undermining their influence on the organizational strategies. Therefore, 

the field remains unchanged and the problem of organized crime is unresolved.  

Organized crime is conceived as “any long-term arrangement between multiple 

criminals that requires coordination and involves agreement that, owing their illicit status, 

cannot be enforced by the state” (Leeson, 2007: 1052). In Southern Italy, the Mafia emerged 

as a system of private protection and regulation (Gambetta, 1993) during a period of political 

instability affecting the 19th century (Varese, 2011; Vaccaro & Palazzo, 2015). Sicily, like 

most of Southern Italy, consisted of clan-like communities whose low social capital 
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developed through a history of occupation and poverty (Putnam, Leonardi, & Nanetti, 1994). 

“Unable to trust institutions or outsiders, Sicilians bought protection through association 

with local Mafia clans” (Meier, Pierce, Vaccaro, & La Cara, 2016: 81). Therefore, with a 

focus on the field level of analysis, the paper analyzes how the specific informal institution 

of organized crime links to low general trust and in-group favoritism, thus discouraging 

social interactions.  

We conducted field, behavioral experiments among high school students in the 

Palermo metropolitan area in Sicily (Southern Italy). Consistent with recent work in 

experimental economics (Gneezy, Leonard, & List, 2009; Leibbrandt, Gneezy, & List, 

2013), we compared the extent of trust and in-group favoritism in two neighborhoods of 

Palermo by conducting experiments in schools located in either the high- or the low-Mafia 

area of Palermo, thus attributing behavioral differences in two populations to specific 

environmental features that vary across these groups.  

We find that substantial differences in trust across the two neighborhood exist, 

whereas students in the high-Mafia neighborhood display lower average trust and 

trustworthiness levels, and are less likely to cooperate in prisoners’ dilemma games than 

students in the low-Mafia areas. Moreover, students in the high-Mafia neighborhood show 

stronger patterns of in-group favoritism, transferring higher levels of money to classmates 

than to students from other classes. 

Our findings also show that the introduction of norm enforcement mechanisms (i.e., 

having a randomly-assigned third-party punishment) increases cooperation in both high- and 

low-Mafia neighborhoods, but, interestingly, the introduction of punishment mechanisms 

(i.e., asking another player to pay for a penalty) fails to correct the negative effects of 

organized crime, intensifying the in-group favoritism in high-Mafia schools while reducing 

in-group favoritism in low-Mafia schools.  
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Taken together, these findings suggest that not only formal institutions (i.e., low trust 

environment) but also informal institutions (i.e., organized crime) play a critical role in 

causing and perpetuating the societal problem of low economic development. In fact, a low 

trust environment fosters the evolution of organized crime. At the same time, organized 

crime lowers out-group favoritism and trust, and it makes it difficult to escape this trap.  

 

 

 
 
 
 
 
 
 
 
 

 

 

 

 

 

1.2.2. Summary of paper 2 - Addiopizzo Travel: Fighting Mafia through market-based 

strategies  

Paper 2 is a teaching case. Given the societal problem described in paper 1, paper 2 discusses 

the strategies that Addiopizzo (an NGO) and its spin-off, Addiopizzo Travel (a social 

enterprise), developed and implemented to tackle the societal problem of the Sicilian 

organized crime, i.e., Mafia (see Figure 3).  

Among all the practices involving Mafia, the two organizations aim to fight the 

practice of pizzo, according to which local businesses have to pay protection money to 

organized crime in exchange of favors and protection for their premises and staff (Gambetta, 
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Figure 2 - Framework, paper 1 
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1993; Vaccaro & Palazzo, 2015). Pizzo allows Mafia to exert a direct or indirect influence 

on economic activities in various parts of the world (Varese, 2011; Meier et al., 2016). In 

Sicily, Mafia’s direct income from pizzo ranges from 60 Euros (~70 CHF), paid by a stall in 

a street market, up to 10,000 Euros (~11,760 CHF) extorted from a construction company 

(Vaccaro & Ribera, 2011). Mafia has also gained indirect income through the imposition of 

its own control over the most significant economic and social activities of the region (Meier 

et al., 2016). 

The social and commercial logics influence the strategies of the two organizations. 

Namely, Addiopizzo (the NGO) first developed a network of shopkeepers and customers 

through advocacy and a community engagement campaign (social logic). After the reach of 

a critical mass of shopkeepers (social performance), Addiopizzo leveraged economic 

incentives (a pizzo-free price) to create a pizzo-free label and establish a pizzo-free market, 

thus reinforcing a commercial logic. Put differently, guided by a social logic, the NGO built 

trust among social actors and enabled the emergence of a pizzo-free market by virtue of a 

commercial logic. Addiopizzo’s activities remained mainly guided by a social logic (i.e., 

reliance of donations and advocacy).  

However, the enactment of a commercial logic provided Addiopizzo with the 

opportunity of selling pizzo-free products. Therefore, Addiopizzo Travel was established as 

a spin-off of Addiopizzo because of an organic growth of the NGO. The mission of 

Addiopizzo Travel is to support a clean, anti-mafia economy by attracting non-Sicilian 

tourist and directing them to Mafia-free facilities (social logic) through the sale of tourist 

packages (commercial logic). Mafia-free facilities are identifiable through the pizzo-free 

label that Addiopizzo created in 2006 to signal those facilities whose owners refuse to pay 

protection money to the local organized crime. 

In the case, we rely on interviews with employees and founders (N=7) of Addiopizzo 
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Travel to understand how the organization developed a market-based strategy to tackle the 

problem of organized crime and the effects of the new strategy on the organizational 

performance.  

Our teaching case focuses on two sets of challenges which Addiopizzo Travel 

experienced in developing a market-based strategy alongside a traditional social strategy: i) 

challenges that the social enterprise faced in the transition from NGO to an hybrid 

organization – i.e., an organization that pursues conflicting social and business objectives, 

and ii) challenges that it experienced in scaling up its performance. While questions like 

“Tourists or Ambassadors?” and “Who are we?” refer to the first set of challenges, questions 

like “Which channels?” and “Whether to establish an Advisory Board” refer to the second 

set of challenges. 

The purpose of the teaching case is to facilitate a class discussion about mechanisms 

that allow Addiopizzo Travel to strike a balance between social and business performance 

objectives in the evolution from an NGO organizational form to a hybrid social enterprise 

(Battilana & Lee, 2014), which combines social and business objectives at its core. 
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Figure 3 - Framework, paper 2 
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1.2.3. Summary of paper 3 - Social or Commercial? Innovation Strategies in Social 

Enterprises at Times of Turbulence  

Paper 3 focuses on the innovation strategies implemented to tackle the problem of structural 

unemployment. Given the societal problem, the paper investigates how different internal and 

external stakeholders influence the innovation strategy of social enterprises in situation of 

turbulence. In doing so, paper 3 goes a step further in analyzing the balancing of social and 

business performance objectives in mature hybrid organizations (Battilana & Dorado, 2010) 

and in response to an exogenous shock  – i.e., economic turbulence at the field level - instead 

of balancing in the context of an organic organizational growth (paper 2). Moreover, an 

exogenous shock exacerbates the saliency of the pressures exerted on the organizations in 

the field and stemming from the market and the state. As shown in Figure 4, the attention of 

the paper is on the link between innovation strategies and performance.   

We rely on survey data from a sample of 139 Italian work integration social 

enterprises (WISEs) to explore how stakeholders influenced the adoption of innovation that 

affected primarily either social or commercial performance. In the late 1970s, WISEs 

emerged as an attempt to address the rise of structural unemployment in developed countries 

(Battilana et al., 2015; Bode, Evers, & Schultz, 2006). Since a growing number of people 

were out of work for extended time, social entrepreneurs founded WISEs in the attempt to 

prevent long-term unemployed people to enter in “a downward spiral of isolation, over-

indebtedness, and substance abuse” (Battilana et al., 2015: 1160) that would have made it 

difficult to these people to re-enter the job market. In Italy, WISEs developed rapidly in the 

early 1980s (Borzaga & Fazzi, 2011; Venturi & Zandonai, 2016), when first regulations 

about disabled people established the shutting down of mental institutions, leaving many 

people on the road. WISEs hire long-term unemployed people (also called marginalized 

people) and provide them with training and counseling (Ramus et al., 2017). At the same 
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time, they compete on the market by commercializing services and goods that they produce 

(Pache & Santos, 2013). To make sense of the size of this societal problem, in 2005, Italian 

WISEs provided work to more than 30,000 marginalized people and earned an income of 6 

bio Euros (~7 bio CHF) (Borzaga & Fazzi, 2011; ISTAT, 2005). 

From an operational standpoint, we distinguished between product, process, and 

partnership innovations adopted by the social and the commercial areas, and then asked for 

the impact of these innovations on both the social and business performance. We finally 

calculated a variable for the innovation performance imbalance. We hypothesized the 

influences of administrative leaders, board members (i.e., internal stakeholder) and of 

external stakeholders on the organizations’ innovation performance imbalance.  

Our findings suggest that the background and experience of organizational leaders 

seem not to influence the innovation strategy of a social enterprise vis-à-vis social and 

commercial performance. Instead, we find that, in turbulent times, both board members and 

external stakeholders seem to influence WISEs to adopt innovations that imbalance toward 

either social or commercial performance according to the nature and intensity of 

stakeholders’ pressures. However, this paper does not explore the effects of the 

organizational performance at the field level (i.e., the link between performance and field-

level pressures is absent). 
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1.2.4. Summary of paper 4 - Market-based and social-giving strategies for capability 

building: The case of solar technology diffusion in East Africa 

Paper 4 focuses on the strategic change process that a Swiss development NGO undertook 

to promote solar technologies in a community in rural Kenya in order to solve the problem 

of lacking rural electrification in Africa.  

Today, 1.2 billion people are estimated to lack access to electricity. According to 

Bloomberg (2016), ninety-five percent of this population lives in rural communities of sub-

Saharan Africa and South and East Asia. In particular, rural electrification rates in Sub-

Saharan Africa have stagnated over the past 30 years at less than 10%, while they have 

reached 50% for developing countries as a whole (Bernard, 2010). In Kenya only, rural 

electrification rates oscillate between 5 and 10%, (Castellano, Kendall, Nikomarov, & 

Swemmer, 2015). As a solution to this problem, various off-grid solutions have emerged 

over recent years, based on Kenya’s natural endowment with the sun (Bernard, 2012). 

Today, Kenya is the fifth country in Sub-Saharan Africa with the largest off-grid population, 

whereas 32 million people live off-grid and 2 million people are on-grid but with unreliable 
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Figure 4 - Framework, paper 3 
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access to electricity (World Bank, 2006). Yet, the rural electrification rates remain low. 

We relied on the richness of a longitudinal, ethnographic study with two-year 

participant research conducted in both the local community (Kenya) and within the NGO 

(Switzerland) to understand how strategic change unfolded. We built upon a retrospective 

analysis of the prehistory (7 years) of the NGO’s capability building project in the 

community to understand antecedents of strategic change. 

We find that, over time, the NGO engaged in a three-step process of formalization 

to develop a market-based strategy complementary to its traditional social-giving approach 

to promote solar technologies in the community. In doing so, the NGO leveraged market-

based strategies (influenced by a commercial logic) to align incentives that allowed, first the 

engagement of the community and, later, learning about the technology. The NGO leveraged 

social-giving strategies (influenced by a social logic) to foster the community’s learning 

about its own needs and methods to generate relevant capabilities.  

Our findings suggest that the interplay between incentives alignment and capability 

building promoted the emergence and reconciliation of these two types of strategies. While 

aligned incentives between the NGO and the local community ensured participation to local 

activities, the development of an enabling (as opposed to “coercive”) set of formalized and 

distinct social and business practices fostered local capability building, allowing the NGO 

enhancing both social and business performance objectives in the community.   

Figure 5 shows the framework for this last paper. At the beginning, the NGO 

implemented a social strategy to engage the local community that led to low social 

performance achieved in the local community. Persisting low social performance led the 

local manager of the NGO to experience exacerbated pressures from the local community 

(state) to build local capabilities. At the same time, low social performance led the local 

manager of the NGO to face intensified pressures from the local market (to employ 
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competent solar technicians). As a result, the NGO decided to tackle the societal problem of 

unemployment alongside the problem of lacking access to electricity. Intensified field-level 

pressures lead the NGO to assimilate a commercial logic as complementary to its historical 

social logic. Moreover, the NGO renews its historical social-giving strategy to build local 

capabilities around solar technologies. The NGO used the additional and complementary 

market-based strategy to incentive locals to participate in local activities (training and 

commercialization) and enhance business performance (i.e., sales) alongside social 

performance (i.e., capability building and employment). 
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31 
 

 

1.3. OVERVIEW OF THE PAPERS 
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study; 

acquisition and 
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Published: 
Journal of 
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Tommaso 
Ramus; 

Barbara  
La Cara; 
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Stefano 
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Survey 

Conception 
and design of 

the study; 
acquisition of 

data; first 
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of data; 
drafting and 
revising the 
paper until 

second round 

Published: 
Business 
Ethics 

Quarterly 

4 

Market-based 
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Barbara  
La Cara & 
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Ethnography 
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research 
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the study; 
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and 
interpretation 
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drafting the 

paper 

To be 
submitted: 
Academy of 

Management 
Journal 
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32 
 

 

1.4. CONTRIBUTIONS OF THE THESIS 

This dissertation makes three important contributions. First, it answers the call for deepening 

understanding of the organizational functioning and performance of social enterprises 

(Battilana et al., 2015; Smith et al., 2013) by providing insights on the mechanisms and 

strategies that these organizations deploy and on the effect of social enterprises’ strategies 

on business and social performance. Second, it makes significant methodological advances 

in helping future researchers study strategies implemented by social enterprises to solve 

societal problems and mechanisms allowing these organizations to reconcile social and 

business performance objectives. Third, it has important implications for practitioners. Our 

findings provide insights for managers on how to make their (social) enterprises innovative 

and how to make them enhance their performance, and, in so doing, preventing these 

organizations to experience mission drift. I describe each of the three contributions in the 

sections below. 

1.4.1. Theoretical contributions 

Each essay provides an understanding of the effects of specific strategies in the resolution 

of societal problems.  

In paper 1, we uncover the effects of norm enforcement and punishment mechanisms 

in fostering cooperation in populations characterized by low vs. high density of organized 

crime. While we find that norm enforcement mechanisms are effective in increasing 

cooperation in both the populations, we find that punishment mechanisms are ineffective or 

even produce anti-social outcomes. This finding suggests that norms such as punishment, 

that typically improves broad cooperation, interact with informal institutions like organized 

crime in ways that their effectiveness is limited or even produces anti-social outcomes.  

Paper 2 extends findings of paper 1 by showing how relying on social strategy (i.e., 
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advocacy and community engagement) and leveraging market-based mechanisms (i.e., an 

ethical-consumerism label) instead can be effective in restoring levels of trust necessary to 

activate a pizzo-free market, thus fostering economic development in a geographical area 

characterized by the presence of organized crime. Findings of paper 2 also inform research 

on social enterprises (Battilana & Lee, 2014) by shedding light on challenges that social 

enterprises face in the gradual transition from NGO to a hybrid organization. 

Paper 3 advances understanding of social enterprises’ functioning in two ways. First, 

by proposing an innovation’s perspective, the paper complements studies on the social vs. 

commercial dichotomy in social enterprises that have typically focused on the determinants 

leading to the prioritization of different practices, processes, and arrangements. Second, the 

paper advances research on mission drift in social enterprises by providing a more 

comprehensive picture on how stakeholders influence the social enterprises’ capacity to stay 

focused on their social mission in situations of economic turbulence, suggesting that not 

only internal stakeholders but also external stakeholder may influence innovation strategies 

at times of turbulence.  

Lastly, paper 4 extends prior research in social enterprises (Ramus et al., 2017) 

showing the role of enabling formalization (Adler & Borys, 1996) in fostering the 

development of social enterprises’ capabilities to manage conflicting objectives. Our work 

goes a step forward by providing new insights on the conditions that prevent capability-

building from happening. Namely, we argue that, in contexts were influences from a local 

community raise, enabling formalization alone does not allow social enterprises to build 

capabilities when incentives of social enterprises and the local community for participation 

are misaligned. Therefore, our findings extend prior research by suggesting that social 

enterprises should leverage market-based incentives to engage locals in capability-building 

activities first, and then proceed with building capabilities. Our results also advance research 
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in neo-institutional theory, by shedding light on the mechanisms (i.e., temporal separation 

and logic assimilation) that enable social enterprises to reconcile conflicting practices and 

strategies (Besharov & Smith, 2014) in response to influences from a local community to 

pursue business performance objectives (Thornton et al., 2012). 

1.4.2. Methodological contributions 

From a methodological standpoint, the dissertation answers the call for a multi-method 

(Thornton et al., 2012) to provide understanding on how social enterprises work (Battilana 

et al., 2015), by combining insights from field experiments, interviews, survey data and from 

a longitudinal, ethnography study with participant observation and phases of action research.  

In paper 1, given that indirect costs of organized crime were hard to measure, we 

relied on the strength of field experiments. Field experiments allowed us to isolate the 

relationship between a specific informal institution – i.e., organized crime – and local 

variation in trust and in-group favoritism. We suggest that field data, when available, allow 

for the understanding of deep-seated, localized societal problems and their pre-conditions 

(i.e., levels of trust and trustworthiness), thus overcoming limitations of self-reported 

surveys utilized in extant research.  

Lee and colleagues (2014) have pointed out that the absence of research databases 

on social enterprises has limited our understanding of how these organizations function at 

an organizational level. In paper 3, in order to fill this gap, we relied on survey data from a 

sample of 139 work integration social enterprises (WISEs) that we selected from a database 

of 1,001 Italian WISEs developed by the European Research Institute on Cooperative and 

Social Enterprises (EURICSE). Moreover, in this study, we are pioneers in proposing a 

measure for the innovation performance imbalance. 

In paper 4, we addressed the call for longitudinal (Vurro, Dacin & Perrini, 2010) and 

ethnographic studies (Ramus et al., 2017) to explore how an NGO changed its strategy to 
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respond to influences stemming from a local community (Battilana & Lee, 2014) and 

enhance performance. Of the qualitative methods in organizational research, ethnographies 

are especially suitable to the emphasis of meanings (i.e., shaped by institutional logics) and 

interpreters. “Ethnographies can  be aimed not only to uncover overt behavioral patterns, but 

also the subjective experiences of organizational reality and the ongoing relations among 

members and subgroups over the interpretation and understanding of this reality” (Zilber, 

2002: 237). Since we wanted to gain a holistic view of the process of change, we collected 

longitudinal data from two geographical contexts – i.e., Switzerland and Kenya – through 

two participant observers. The first researcher lived in the local community and kept a daily 

research diary. The second researcher participated in the activities of the NGO in 

Switzerland, read the diary of the first researcher on a daily basis and finally engaged in 

probing interviewing with this researcher to make sense of local activities and steer data 

collection. The use of the second participant observer was crucial in maintaining continuity 

in data collection and helped us preventing the “go native” problem (Flick, 2014), i.e., when 

participant observers lose objectivity in the research as they get more involved in the life of 

the community studied. Moreover, given the geographical distance and at times prohibitive 

local conditions (e.g., rain seasons), in this study we ensured flexibility in data gathering by 

relying on multiple data sources, including conversations captured through flexible 

applications (e.g., instant messaging WhatsApp, Skype). 

1.4.3. Managerial contributions 

Despite societal problems are localized (Mair, Marti, & Ventresca, 2012; Seelos & Mair, 

2017) and social enterprises often tend to embed in territories where the target beneficiaries 

live (Seelos et al., 2011), our findings can be generalized to other fields (e.g., business 

organization promoting Corporate Social Responsibility, multinational companies, etc.). 

Our findings have three important implications for practitioners.  
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First, paper 1 and 4 suggest the importance for practitioners to have a deep 

understanding of the informal institutions existing in territories where the target 

beneficiaries live in order to better design implementations for engaging beneficiaries in the 

solution of societal problems (e.g., to participate in capability-building programs, join the 

ethical-consumerism campaign) and ultimately solve the societal problem.  

Second, paper 3 suggests that social enterprises can prevent mission drifts by 

addressing imbalanced pressures from external stakeholders by leveraging antithetical push 

between internal and external stakeholders. In practice, this suggest that social enterprises 

should create internal regulations to facilitate the interaction between internal and external 

stakeholders. Social enterprises might also develop internal mechanisms – e.g., periodical 

evaluation of the pressure exerted by external stakeholders, analysis of critical requests made 

by external stakeholders, etc. – to filter external stakeholder pressure.  

Third, paper 4 suggests the importance for organizations pursuing developmental 

objectives to design “enabling” procedures in order to foster transparency (Adler & Borys, 

1996), thus paving the way to bottom-up innovative efforts for homegrown development.   
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Abstract 

We use experiments in high schools in two neighborhoods in the metropolitan area of 
Palermo, Italy to experimentally support the argument that the historical informal institution 
of organized crime can undermine current institutions, even in religiously and ethnically 
homogeneous populations. Using trust and prisoner’s dilemma games, we found that 
students in a neighborhood with high Mafia involvement exhibit lower generalized trust and 
trustworthiness, but higher in-group favoritism, with punishment norms failing to resolve 
these deficits. Our study suggests that a culture of organized crime can affect adolescent 
norms and attitudes that might support a vicious cycle of in-group favoritism and crime that 
in turn hinders economic development. 
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2.1. Introduction 

Trust towards strangers is critical for facilitating the exchange that leads to economic 

development and prosperity1. Formal institutions like rule of law, property rights, or the 

integration of ethnic groups have been argued to be the key to facilitating both trust outside 

narrow groups and clans as well as economic growth and development (North, 1990; 

Henrich et al., 2001; Frey and Bohnet, 1995; Bohnet and Huck, 2004). Yet even within 

countries with common institutions, we observe regional differences in both general trust 

and in-group favoritism. Italy, for example, has well-known regional differences in trust 

between the South and the North (Banfield, 1958; Putnam et al., 1994; Guiso et al., 2006; 

Bigoni et al., 2013). Similar within-country variation in trust has been documented in Africa 

(Nunn and Wantchekon, 2011), Europe (Tabellini, 2010; Dohmen et al., 2012), and Israel 

(Fershtman and Gneezy, 2001). While formal institutions cannot explain these regional 

difference they may be attributable to historically-persistent informal or social institutions 

linked to regional culture (Tabellini, 2010; Greif and Iyigun, 2013). Yet isolating the 

relationship between specific informal institutions and local variation in trust remains 

elusive. The core challenge is that even within national boundaries, regions may differ on 

numerous dimensions that might impact trust, including religion, language, ethnicity, 

economic wealth, and multiple formal and informal local institutions.  

In this paper, we directly address this challenge by studying one of the most globally 

important informal institutions in a region with common formal institutions and nearly 

uniform population demographics. We examine how the specific informal institution of 

organized crime is tied to low general trust and in-group favoritism by conducting behavioral 

experiments among high school students in the Palermo metropolitan area in Sicily. We 

                                                            
1 See Algan and Cahuc (2013) for a review of the link between trust and economic growth. 
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exploit a natural experiment in which one of two neighborhoods in the Palermo metropolitan 

area that had similarly high levels of organized crime thirty years ago saw a dramatic drop 

over one generation in the dominant informal institution: the Sicilian Mafia. The shock to 

Mafia involvement in the central Palermo neighborhood resulted from the Italian 

government’s response to the Mafia’s assassination of multiple high-ranking officials in 

Palermo during the 1980’s. The government increased police and judicial focus toward the 

Mafia, locating two major anti-Mafia institutions in a central Palermo neighborhood to be 

near other government buildings. This locational choice effectively stymied organized crime 

activity in the neighborhood. In comparison, another neighborhood, Bagheria received no 

change and thus persisted in its high level of organized crime2.  

We compare the extent of trust and in-group favoritism in the two Palermo 

neighborhoods by conducting experiments in high schools located in either the high- or the 

low-Mafia area. Our adolescent participants (N=444) played standardized experimental 

games (trust and prisoner’s dilemma games with and without third-party punishment), all 

with anonymous partners from either their class (in-group) or another class in their school 

(out-group).3 This approach is consistent with recent work in experimental economics that 

attributes behavioral differences in two populations to specific environmental features that 

vary across these groups (Gneezy et al., 2009; Leibbrandt et al., 2013).  

The benefits of studying this setting are threefold. First, the Palermo metropolitan 

area is characterized by relative uniformity in ethnicity, religion, language, and wealth 

levels, as well as by extremely low levels of inter-neighborhood migration. This is in contrast 

                                                            
2 This shock is similar to the Buenos Aires Jewish Center bombing used as an exogenous shock to policing in 
Di Tella and Schargrodsky (2004). 
3 A growing number of papers study the influence of the distinction between in- and out-group on economic 
behavior experimentally (e.g., Charness et al., 2007; Sutter, 2009; Chen and Li, 2009; Goette et al., 2006, 
2012a; Falk and Zehnder, 2013). 
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to prior studies of regions within countries, which often have different local institutions, 

dialects, religions, and wealth levels that might also explain variation in trust (Nunn and 

Wantchekon, 2011; Tabellini, 2010; Bigoni et al., 2013). Our comparison of experimentally-

measured trust levels across neighborhoods in the same city is closest to recent work by Falk 

and Zehnder (2013) and Gneezy et al. (2014). Second, our use of experimental games 

complements the more widely-used survey-based measures of trust across regions that some 

argue are more representative of trustworthiness than trust (Sapienza et al., 2013).4 Although 

the Sicilian Mafia’s culture of low trust toward institutions and outsiders has been widely 

discussed in political science, sociology, and economics (Gambetta, 1993; Bandiera, 2003; 

Varese, 2011), we provide behavioral evidence of organized crime’s relationship to trust and 

cooperation. Our experimental approach also allows us to examine the in-group favoritism 

and parochialism that is both common in organized crime and believed to foster intense 

intergroup war and violence (Choi and Bowles, 2007; Bowles, 2008; Fershtman and Gneezy, 

2001; Gneezy and Fessler, 2012) and constrain economic development (Banfield, 1958; 

Putnam et al., 1994; Knack and Keefer, 1997; Greif and Tabellini, 2010). Third, organized 

crime is among the most economically impactful informal institutions in the world. Given 

estimates that organized crime generates almost $1 trillion per year worldwide, or nearly 2% 

of global GDP (on Drugs and Crime, 2010), it is important to explore how a culture of 

organized crime changes the behavioral norms and attitudes of those exposed to it. 

We find substantial differences in trust across the two neighborhoods. Students in 

the high-Mafia neighborhood show lower average trust and trustworthiness levels, and are 

less likely to cooperate in prisoner’s dilemma games than students in low- Mafia areas.  This 

cannot be due to differences in general altruism (Ashraf et al., 2006), since non-strategic 

                                                            
4 We also use the World Values questions on trust to show similar results. 
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dictator games show no differences across the neighborhoods. Furthermore, students in 

high-Mafia neighborhoods show much stronger patterns of in-group favoritism, transferring 

higher levels to classmates than to those from other classes. Growing up in a culture of crime 

therefore appears to be associated with lower general trust, but also increased trust toward 

in-group members.  

Our results also show that while introducing a norm enforcement mechanism can 

increase cooperation in both high- and low- Mafia areas, as in Fehr and Gächter (2000), 

adding a punishment mechanism fails to remediate the difference in trust between the two 

areas. More importantly, adding a punishment mechanism greatly intensifies the in-group 

favoritism in high-Mafia schools while it actually reduces it in low-Mafia schools. As such, 

the informal institution of norm enforcement can exaggerate the negative consequences, in-

group favoritism, of another informal institution – organized crime. While in a number of 

cultures and situations the informal institution of norm enforcement turns out to be anti-

social and ineffective in motivating trust and cooperation (Herrmann et al., 2008; Goette et 

al., 2012b), our result suggests that norm enforcement can actually negatively interact with 

other informal institutions (such as organized crime), reducing trust and cooperation even 

further.  

Our results make important contributions to at least three related lines of research. 

First, we contribute to the growing literature on how culture affects norms and values. For a 

long time, economists took norms and values as exogenous primitives, studied their 

implications, and left the analysis of the endogenous evolution of norms and preferences to 

sociologists. Only recently, there has been a shift in economics towards studying the 

endogeneity of norms and preferences to their environment (see Bowles, 1998, for an 

excellent overview). Tabellini (2008), for example, shows that traditional economic methods 

allow the study of the evolution of norms and values, modeling how cooperation and in-
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group favoritism can be culturally shaped through parents’ choice of what values to transmit 

to their children. Similarly, recent experimental work by Voors et al. (2012) shows that 

shocks from conflict in Burundi can impact preferences on risk, time discounting, and 

altruism. Leibbrandt et al. (2013) show that proximate fishing societies in Brazil can develop 

different norms and traits to meet local social and economic needs.5  We provide empirical 

evidence consistent with endogenous norms and values and with other cultural and 

environmental factors such as informal institutions shaping the norms and values 

surrounding trust. A culture of organized crime seems to be associated with the necessary 

uncertainty that has been argued by Kollock (1994) to change the norms that are 

consequentially applied in our anonymous, one-shot experimental setup. Additionally, our 

evidence from an adolescent population is relevant to broader society because of the known 

importance of the development of trust and in-group favoritism in childhood and 

adolescence (Sutter and Kocher, 2007; Fehr et al., 2008; Algan et al., 2013; Fehr et al., 

2013). 

Second, this paper provides empirical evidence on the deleterious effects of low trust 

and in-group favoritism. Many countries appear to be trapped in conditions of low economic 

development sustained by low trust and high in-group bias (Putnam et al., 1994), while 

others exhibit generalized trust and economic growth. Such variation in how people trust 

strangers across countries and regions (Algan and Cahuc, 2010; Bohnet et al., 2008; 

Fershtman and Gneezy, 2001; Nunn and Wantchekon, 2011) cannot be explained by 

evolutionary theories that argue that in-group favoritism is rooted in the inherent psychology 

                                                            
5 For other work on preference evolution and endogenous trustworthiness, see, e.g. Bohnet and Huck (2004); 
Gueth et al. (2009); Alesina and Fuchs-Schündeln (2007). Other models of endogenous preferences show 
additional channels (see Fehr and Hoff, 2011, for an overview). 
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of humans, since altruism, trustworthiness, and trust are all crucial for the coordination 

necessary for survival and societies without them would therefore have been historically 

disadvantaged and thus disappeared (Bowles, 2008). Formal institutions certainly explain 

many differences across countries and regions (Aghion et al., 2010), but our results indicate 

that informal institutions also play a critical role. This is not to say that we can show a causal 

effect of organized crime on trust. In fact, since a low trust environment is a perfect breeding 

ground for organized crime, the low trust observed in this study likely makes the persistence 

of the Mafia more likely. Our results suggest why it is so difficult to escape this trap—

organized crime affects trust which affects organized crime, etc., through the reinforcement 

of generalized mistrust and in-group favoritism. Such a vicious cycle is very difficult to 

break. However, our results also show that there is hope to break the cycle. The center of 

Palermo saw a dramatic drop in organized crime due to heavy-handed intervention by the 

Italian government. Teenagers who grew up in this lower Mafia-involvement environment 

trust more and show less detrimental in-group favoritism or parochialism. Those same 

trusting norms will make it harder for organized crime to re-establish itself. This might be 

the path to a new and better equilibrium.  

Third, our results contribute to the literature on organized crime.  While there is a 

large literature on the economics of individual criminal activity (going back to Becker 

(1968)), only a few studies examine organized crime (for reviews, see, e.g., Fiorentini and 

Peltzman, 1997; Kumar and Skaperdas, 2009). These studies analyze the origin of the Mafia 

(Gambetta, 1993; Bandiera, 2003), the functioning of crime organizations (e.g., Baccara and 

Bar-Issac, 2008; Levitt and Venkatesh, 2000; Leeson, 2007) or try to calculate the economic 

costs of organized crime and terrorism (e.g., Abadie and Gardeazabal, 2003; Pinotti, 2012; 

Frey et al., 2007; Acconcia et al., 2014). Although recent experimental work fi that criminal 

identity can indeed shape human behavior (Cohn et al., 2013), to our knowledge, there is 
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little to no empirical evidence highlighting the behavioral effects of a culture of organized 

crime. The only exception is recent work by Nese et al. (2013), who use experiments to 

compare prison inmates affiliated with organized crime to university students.  Our evidence 

that a culture of organized crime is associated with low trust and high in-group favoritism is 

consistent with substantial indirect effects of organized crime, as lower trust and more in-

group bias affect even those aspects of economic activities not directly involving organized 

crime. As such, measuring the direct cost of organized crime most likely underestimates its 

detrimental effect on society if behavioral effects are left out.  

We note that like all cross-cultural studies, we must be careful in interpreting any 

relationship between Mafia culture and student behavior as causal. See the conclusion 

section for a more detailed discussion on the limitations in interpreting our results as causal. 

Although our historical shock to the central Palermo neighborhood is plausibly exogenous, 

we cannot rule out some underlying pre-existing differences before this shock. Where our 

setting excels is in the remarkable similarity on other dimensions between the populations 

in the neighborhoods. Compared to prior studies, the demographic homogeneity in our three 

schools is remarkable. 

While experimental studies such as ours would ideally involve more than two 

neighborhoods and three schools, we note that the conditions for explicitly studying the 

Mafia in Sicilian schools are exceptionally difficult. Schools in Palermo are reluctant to 

allow researchers to study organized crime, given safety concerns for the staff, students, and 

researchers. Although our studies were carefully designed to protect the anonymity of 

students, the researcher conducting the studies was not anonymous, and in one instance was 

confronted and warned by a teacher presumably connected with the Mafia.  
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The remainder of the paper is organized as follows. In Section 2.2 we explain the history of 

organized crime in Palermo, as well as the recent shock that impacted the culture of one 

neighborhood. Sections 2.3 and 2.4 present the experimental designs and results. Section 2.5 

provides robustness tests. Section 2.6 concludes. 

2.2. The Mafia and Its History in Two Palermo Neighborhoods 

The Sicilian Mafia is a strong informal institution that governs everyday life. The Mafia 

emerged as a protection mechanism when Southern Italy had weak formal institutions 

(Gambetta, 1993) incapable of enforcing property rights. Sicily, like most of Southern Italy, 

consisted of clan-like communities whose low social capital developed through a history of 

occupation and poverty (Banfield, 1958; Putnam et al., 1994; Guiso et al., 2006). Unable to 

trust institutions or outsiders, Sicilians bought protection through association with local 

Mafia clans (Gambetta, 1993; Bandiera, 2003; Buonanno et al., 2012). Despite the rapid 

economic development of Italy during the late 20th century that brought much stronger 

Italian and European institutions capable, at least in theory, of protecting property rights 

(Gambetta, 1993; Varese, 2011), the Mafia (as well as its counterparts elsewhere in Italy) 

has continued to thrive and grow economically.  

Today, the Mafia has a direct or indirect influence on economic activity not just in 

Sicily, but in the whole Italian peninsula and North America, with similar organized crime 

networks in other regions of Italy (e.g., Camorra in Naples) and around the world (e.g., 

Japanese Yakuza, Russian Mafia, Chinese Triad) (see, e.g., Varese, 2011). The Province of 

Palermo and, in particular, the metropolitan area of Palermo, has been characterized over 

the last century by very strong and stable control by Mafia families who imposed their rule 

on all significant economic and social activities (Commissione Parlamentare d’Inchiesta sul 

Fenomeno della Criminalita Mafiosa o Similare, Relazione Annuale, 2003). 
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The Italian government’s aggressive response to a series of Mafia murders, however, 

produced heterogeneous shocks to Mafia culture across the Palermo metropolitan area. In 

1980, Piersanti Mattarella, president of the region, was assassinated by the Mafia. In 1982, 

General Dalla Chiesa, appointed prefect to fight the Mafia, was killed less than 200 meters 

from the central Palermo school in our study, followed by Mafia assassinations of Rocco 

Chinnici (anti-Mafia judge) in 1983 and Antonino Cassarà (police manager) in 1985.6  The 

Italian government responded in two ways. First, it increased the number of police, 

carabinieri, and judges focused exclusively on the Mafia, concentrating their activities in the 

center of Palermo. Second, it created two new institutions in the center of Palermo to fi t the 

Mafia: Direzione Investigativa AntiMafia and the Direzione Nationale AntiMafia. 

Following the assassination in 1992 of two very important judges, Giovanni Falcone and 

Paolo Borsellino, combined with the enhanced anti-Mafia efforts, a critical mass of anti-

Mafia activists emerged in the center of Palermo, shaping a new anti-Mafia culture.7  

This institutional shock to central Palermo created sharp cultural differences between 

it and surrounding neighborhoods.  Even though the center of Palermo is less than 15 km 

from the town of Bagheria, the two areas are extremely different in terms of Mafia-related 

attitudes. For example, in 2004, one of the most influential anti-Mafia organizations, 

Addiopizzo, was founded in the center of Palermo in order to build a community of 

businesses and consumers who refuse to pay “pizzo” – Mafia extortion money (Vaccaro, 

2012). At the time of the study, more than 90% (over 400) of the firms participating in the 

initiative are located in the center of Palermo, while only 4% are in Bagheria (despite 

                                                            
6 These are only a few examples of a much larger set of murders associated with the Mafia. 
7 This history is based on extensive interviews with local police organizations and leaders of the anti-Mafia 
organization Addiopizzo. 
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Addiopizzo devoting considerable energy toward Bagheria).8  In addition, many criminals 

collaborating with police authorities confirm that the Mafia still controls nearly every kind 

of economic activity in Bagheria, with much less power in the center of Palermo.9 Interviews 

with anti-Mafia experts, teachers and principals of the three schools confirmed this 

substantial differences between the two areas (see Table 1). 

+++++Insert Table 1 about here++++ 

Thus, students enrolled in the schools in the two neighborhoods are exposed to very 

different informal institutions: in the center of Palermo they are exposed to a predominantly 

anti-Mafia culture (both inside and outside of the school), while students attending schools 

in Bagheria live in a context that is more supportive toward the Mafia. In the survey that we 

administered following the experiments, students were asked a series of questions on 

attitudes toward the Mafia (see questionnaire in Appendix F). Table 2 lists these questions, 

and shows the answers to be consistent with a higher Mafia involvement in Bagheria than 

in Palermo – even though it is very likely that students expressed fear of revealing their true 

attitudes to the researchers. On a seven- point or three-point scale, the Bagheria schools 

tended to report greater impact from the Mafia as well as more positive views.10  

+++++ Insert Table 2 about here ++++ 

 

                                                            
8 Since then, the number of certified shops in central Palermo has grown to 800, while the count in Bagheria 
has not changed. Although central Palermo has more firms in total than Bagheria, proportionally there are still 
more certified shops in central Palermo. 

9 Furthermore, both police and  journalists  believe  Bagheria  to  be  so  pro-Mafia  as  to  harbor the fugitive 
Mafia boss Matteo Messina Denaro, one of the most notorious Mafia leaders. See 
http://archivio.antiMafiaduemila.com/rassegna-stampa/30-news/13404-matteo-messina-denaro-protetto-a-
bagheria-la-citta-di-provenzano.html?start=1 . 
10 These questions correspond with Questions 21f, 23, 21d, 22, 21e in the survey in Appendix F. 
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2.3. Set-up and Design of Study 

2.3.1. Set-up and Subjects 

School and Area Characteristics. We selected schools that were in areas in the 

metropolitan area of Palermo that differ starkly in the local population’s support for the 

Mafia. Our schools are located in Bagheria (two schools) and in the center of Palermo (one 

school). All schools are public high schools that use similar syllabi with similar teaching 

objectives. An experienced high school teacher who had worked for the Italian Ministry of 

Education in the Province of Palermo for more than 35 years helped us select three schools 

with very similar curricula, whose administration all agreed to participate in the study. The 

Palermo school has a completely identical curriculum to one of the Bagheria schools, with 

9 core courses in Italian, Math, History and Philosophy, English, Sport, Religion, Sciences, 

History of Art, and Latin and Greek. The other Bagheria school shares the fi six courses, but 

replaces the last three with additional technical and scientific coursework. 

All classes were from the final 3-year cycle of high school (the “triennio”) and were 

of similar size and involved quasi-random student assignment. Students then stay in these 

classes for five years. Within each school, there are few notable differences across 

classrooms in observable characteristics other than age (because of grade level) and average 

grades (see Table A2 in the Appendix for more details). The study was particularly designed 

to ensure the complete anonymity and safety of the students, given past patterns of severe 

violence in the student population. The study was approved by the Sicilian Ministry of 

Education as well as the principals of all three schools. All students signed consent forms. 

The three schools are located respectively in the center of Palermo and in the center 

of Bagheria. All of them are part of the Palermo metropolitan area —an area that is highly 

integrated and with very similar socio-economic conditions. The driving distance between 
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the two neighborhoods is approximately 14km, and as Figure 1 shows, they are connected 

by metropolitan rail and bus system.11 Table 3 shows useful demographics that characterize 

the areas of the three schools. Populations in both areas are relatively stable. Net internal 

migration as a percentage of population was less than half a percent in each area.  

Student Characteristics. Within the schools, we randomly chose 24 classes that were 

in the last three years of high school. The reasons for focusing on later cohorts of high school 

students are threefold: First, they would have less difficulty in understanding and playing 

the games; second, most of them were directly exposed to the social norms of the local 

society; and third, they would be more capable of taking part in such a long experiment. We 

immediately dropped all 16 students in two classes (one from in-group and one from out-

group) following the fi day of the study at one of the high-Mafia schools because discussions 

following the games indicated neither the teachers nor the students had understood the 

procedures. To rectify this lack of comprehension, we added practice problems and allowed 

additional time for questions and clarification, then collected the 444 students included in 

our study. The Bagheria school had 79 students in 6 classes, while the second had 178 in 8 

classes. The central Palermo student had 187 students in 8 classes.  

The two sets of schools and the subjects in the high- and low-Mafia area have very 

similar socio-demographic characteristics, with all students being native-born Italians. Table 

4 shows descriptive statistics of socio-demographic variables for the two set of schools. It 

also shows statistics of two-sided t-tests or Fisher’s exact tests for differences in any of the 

characteristics. The two demographic differences between the two sets of schools are 

religion and age. Religious differences are extremely minor, compared with other cross-

cultural studies, since all students were born in Italy and nearly all were born and baptized 

                                                            
11 See the regional law (Legge Regionale 9/1986) and the Regional Ordinance (Decreto Presidente Regione 
10/8/1995) for more details. 
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Catholic.  The minor differences is that students in the high-Mafis area are more likely to 

self-identify as Catholic and to attend church, although the implications of these diff

 from prior work are unclear.  Although La Porta et al. (1997) found that individuals 

in Catholic countries self-reported lower trust than others, more recent experimental work 

finds greater fairness for individuals associated with world religions (Norenzayan and 

Shariff 2008; Henrich et al., 2010). Differences in age could matter as trust develops in 

adolescence (e.g. Sutter and Kocher, 2007) which would bias our results against finding 

lower trust in low-Mafia school. Older students could, however, also have stronger group 

identity because they had been together longer. The slightly higher number of siblings in the 

high-Mafia neighborhood likely biases against our results. Cameron et al. (2013) found 

lower trust among single children by exploiting the discontinuous drop in siblings following 

China’s one-child policy implementation. Regardless, supplemental analysis, which will be 

explained in detail below, shows that these differences are highly unlikely to explain our 

results. Including age, religion, and numerous other control variables in regression analyses 

does not change our results, nor does restricting our sample to only students across the 

common data support of age or religion.  

While all the students from the high-Mafia Bagheria schools were local, 82 of the 

central Palermo students do not live in the immediate vicinity, but instead commute in from 

surrounding neighborhoods in the metropolitan area (none live in Bagheria). According to 

the school vice-principal, these commuting students spend the vast majority of their time in 

the center of Palermo, including school, sports, and social activities. Although these 

commuting students are still likely affected by the local neighborhood culture, we compared 

only the 105 local students to the 257 students from the two Bagheria schools. Results for 

the trust game remain unchanged, although the differences in the prisoner’s dilemma games 

weaken in statistical significance. We will discuss these results in section 2.5.  
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The other major difference in the student population between the two sets of schools is 

gender distribution. Although the low-Mafia school has a relatively equal gender distribution 

with 38 percent male, the high-Mafia schools are highly segregated. One school is only 20 

percent male, while the other includes only males. While the combined data from the two 

high-Mafia schools allow us to effectively rule out gender as explaining our results, we are 

concerned that gender segregation might confound our conclusions. We will present 

robustness checks in section 2.6 to address gender segregation as an explanation for our 

findings. 

2.3.2. Experimental Design 

Games and In-Out-Group Manipulation. Participants played the following games in the 

same order (see Appendix G for translated instructions): 

1. Trust: Participants made the decision of the first mover in a standard trust game 

(Berg et al., 1995). They received e1 as endowment and had to decide how much to 

pass in increments of 10 cents to an anonymous partner. The amount was tripled on 

the way. The amount passed to the anonymous partner is called “trust” in the paper. 

2. Trustworthiness: Participants then made decisions as the second mover with a 

different partner. Using the strategy method (e.g., Brandts and Charness, 2011) they 

decided for each amount they could receive from a first-mover partner how much 

they would return to that partner. We take the average amount returned for all 

possible first mover transfers and call it “trustworthiness” in the paper. 

3. Prisoner’s Dilemma: Participants then played a one-shot, simultaneous prisoner’s 

dilemma game with a new partner. Both players were endowed with €1 and had to 

decide whether to pass the endowment to an anonymous partner or keep it.  The 

amount passed was doubled on the way. 
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4. Third-Party Punishment: Participants then had to decide whether to punish 

participants in a prisoner’s dilemma (Fehr and Fischbacher, 2004; Goette et al., 

2012b). They were endowed with €0.9 and decided how much money to deduct from 

a new randomly-assigned player in a prisoner’s dilemma. Each deduction point cost 

the punisher 1 while costing the punished party 3. The players indicated for each 

potential action of the players in the prisoner’s dilemma how much money they 

would assign (strategy method). Participants knew that the deduction would apply to 

a new prisoner’s dilemma to be played next. 

5. Prisoner’s Dilemma with Third-Party Punishment: Participants then played a 

prisoner’s dilemma game as before but now were punished by a randomly-assigned 

third-party, based on both their action and the decision of the third party punisher in 

the previous decision. 

6. Dictator Game: Participants played a dictator game in which they were endowed 

with e1 and could give up to that amount in increments of 10 cents to an anonymous 

partner. 

For the in- and out-group manipulation, we randomly assigned half of the class- 

rooms to a condition where they interacted with another person from the same class (in-

group condition), while the other half were assigned to interact with a participant from 

another class but within the same school (out-group condition). Therefore, students played 

either in-group or out-group versions of the games. 

Procedures. The neutrally framed experiments were run between December 2011 

and January 2012 and were conducted by the same researcher, who is a native of Sicily. All 

experiments were conducted using paper-and-pencil in the room where each class conducts 

its normal educational activities. There was no show-up fee paid. The researcher took great 
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care to ensure the anonymity of the participants. We informed the students at the beginning 

of the session about the steps to protect their anonymity. Students were dispersed throughout 

the rooms to ensure answers were not visible to others. Students were prohibited from 

speaking before, during, or immediately after the game. Participants were paid within 15 

days with sealed envelopes, using a unique identifier that only the student knew. Average 

payments were 6.99 € in Bagheria and 7.84 € in central Palermo. The vice-principals who 

delivered the envelopes specifically watched for any bullying or confrontation, but did not 

observe any, nor was there any bullying reported by students, teachers, or parents following 

the experiment. The experiments lasted between 90 and 120 minutes. All students 

voluntarily decided to participate in the experiments. After all the experiments were 

completed, participants filled out a short questionnaire (see Appendix F). 

To ensure students understood the instructions, we implemented a number of steps. 

Prior to the studies, we confirmed with several teachers at each school that students would 

be able to understand them. In conducting the studies, each experiment was explained at 

least three times, and after the explanation, the students performed several trial runs, after 

which they were given the opportunity to ask more questions. The game was conducted only 

when all the students said that they understood the rules. At the beginning of each game, the 

instructor stated clearly that the outcome of each game was independent of the outcome of 

the previous games and that for each game, each student would interact with a different 

person. To calculate participants’ payoff, for each game we randomly matched participants 

to a partner – from the same class or from another class depending on the treatment. While 

in experiments one can never completely rule out that misunderstanding affected the 

behavior of participants, our procedures were carefully designed to maximize students’ 

understanding. Furthermore, we do not believe issues of understanding would affect 

differences between our treatments and differences between high- and low-Mafia areas. 
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2.4. Results 

The results are presented in two steps: First, we discuss behavioral differences in the 

different economic games between high- and low-Mafia schools across both in- and out- 

group treatments. Second, we investigate the differences between behaviors towards in- and 

out-group members. 

2.4.1. Trust and Trustworthiness 

Panel A in Figure 2 shows the mean transfer levels for the trust game separated by the 

neighborhood of the school (low-Mafia vs. high-Mafia The average trust levels (i.e., 

transfers by Player X) are considerably lower in the high-Mafia schools (€0.389), than in the 

low-Mafia schools (€0.552) (t-test; p < .001). Similarly, the average amounts returned by 

Player Y, across all possibilities, are lower in the high-Mafia schools (response functions 

are also different, see the figure in the Appendix B). Students in Bagheria returned only 

€0.481, compared to €0.576 in central Palermo (p < .01). These results suggest that, on 

average, students in the high-Mafia schools demonstrate lower levels of trust as well as less 

trustworthiness. Student responses from the survey conducted following all the experiments 

support these results.12 Importantly, the mean transfers in the dictator game were nearly 

identical across schools (€0.327 for high-Mafia vs. €0.313 for low-Mafia; p = .55), 

suggesting that altruism is not driving the general trust results. As alternative tests, we 

implemented non-parametric Wilcoxon-Mann Whitney tests using class-level means. With 

22 classrooms, we found consistent but imprecise results, with higher trust (p = .02) and 

trustworthiness (p = .33) and nearly equivalent dictator game transfers (p = .63). 

                                                            
12 Using trust questions from the World Values Survey (see Table A1 in the Appendix for details), students in 
the high-Mafia schools were less trusting of strangers (p < .01) and demonstrated higher levels of mistrust (p 
< .05). 
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To put the magnitude of our trust result in perspective, one could compare our trust 

differences across neighborhoods to the results in Falk and Zehnder (2013), who find that 

the average difference in trust between the most and least trusted district in Zurich is 11 

percent. The difference between trust levels in low-Mafia and high-Mafia schools are much 

more pronounced (about 40%), which could indicate the importance of our results.  

However, we must keep in mind that the two studies differ in many dimensions.  

Panel B of Figure 2 shows the frequency of cooperation in the prisoner’s dilemma 

games for both with and without punishment. Without punishment a smaller percentage of 

students in the high-Mafia  schools (51.0%) transferred their endowment to their partner 

than in the low-Mafia school (60%) (p = .054), similar to the results in the trust game. 

Importantly, in both low- and high-Mafia areas, the punishment mechanism increases 

cooperation significantly (χ2(1) = 5.27, p = .02; (χ2(1) = 10.35, p = .001), with no differences 

between the two sets of schools ((χ2(2) = 0.78, p = .68). Organized crime therefore seems 

not to negatively affect the overall effectiveness of a norm enforcement mechanism, but the 

norm of punishment fails to resolve the underlying trust and cooperation problems 

associated with organized crime. Punishment does not elevate cooperation in high-Mafia 

schools to the level of the low-Mafia school. 

Although the demographics of the two neighborhoods are remarkably similar, we are 

still concerned that differences in student characteristics might be driving our results. 

Furthermore, we are concerned that class- or neighborhood-specific factors might lead to 

the correlation of error terms within each class, thereby understating our standard errors.  To 

address both these issues, we fi  regress trust (measured as 0 to 100) on a dummy indicating 

the student was at a high-Mafia school as well as diff t combinations of control variables 

using tobit models to account for left- and right- side truncation. The goal is to ensure that 

the negative relationship between Mafia neighborhood and trust observed in Figure 2 is 
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robust to demographic control variables, classroom size, and error terms clustered at the 

classroom level.13 We present these regressions in Columns (1)-(5) in Table 5. While the 

control variables have little effect on the coefficient of interest, the clustering correction does 

increase the standard errors from the basic t-tests in Figure 2. 

We repeat this process for trustworthiness, the dictator game transfer, and the 

prisoner’s dilemma transfers in Columns (6)-(9) of Table 5. For the trust and dictator games, 

the dependent variable was the transfer amount.  For the prisoner’s dilemma games our 

dependent variable was a dummy indicating a transfer.  We used a tobit specification for the 

trust and dictator games and show marginal effects from logit models for the prisoner’s 

dilemmas. Similar to the results in Table 5, the inclusion of control variables does not 

significantly change our parameters, although the standard errors clustered at the class level 

decrease their statistical significance.14 

In sum, the results show that students in the high-Mafi area are less likely to trust 

and to be trustworthy.15 This lower trust is also reflected in lower cooperation rates in the 

prisoner’s dilemma, although these results are weak with clustered errors. These results 

cannot be due to lower general levels of altruism as we found no differences in dictator game 

giving. Instead, they may be based in pessimism that partners will reciprocate by transferring 

back money–a pessimism that appears justified based on our results. Additionally, risk 

aversion may play some role in explaining reduced transfers in the trust game. Callen et al. 

(2014) linked risk aversion to exposure to violence, which is more common in the presence 

of organized crime. While the possibility to punish defectors increases cooperation rates in 

                                                            
13 Clustering at the neighborhood level suffers from inference problems detailed in Cameron and Miller (2010). 
14 See the table in Appendix B for control variable coefficients. 
15 Our results are based on difference between high- and low-Mafia areas within Palermo. We could, however, 
also have used differences in students’ attitudes towards the Mafia. We are reluctant to use those self-reported 
measures as there is a lot of noise in such measures and substantial demand effect given the sensitive nature of 
the topic. However, if we would do this analysis (results available on request), the qualitative results mainly 
hold but are estimated with a lot of noise. 
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high- and low-Mafia schools, the norm enforcement mechanism is not able eliminate the 

trust differences between the two areas. While these results are based on analysis across 

group matching, the next section presents differences between behavior towards in- vs. out-

group members. 

2.4.2. In-group favoritism 

Figure 3 presents the extent of in-group favoritism in the different games for the low- and 

high-Mafia schools. The figure reports in-group favoritism, i.e., the mean differences 

between transfers and cooperation rates between in-group and out-group conditions. Panel 

A shows that there are substantial differences in in-group favoritism between the high-Mafia 

and low-Mafia students. For the high-Mafia schools, students were considerably more 

trusting of in-group partners than out-group partners (43.67 vs. 34.15, p = .012). Similarly, 

as Player Y (i.e., second movers in the trust game), they appeared to transfer more money 

back to in-group partners (51.94 vs. 44.28, p = .078). They were also more altruistic toward 

in-group partners than out-group partners when playing the dictator game (35.98 vs. 29.46, 

p = .026).  This is in stark contrast to students at the low-Mafia school who showed no in-

group favoritism in trustworthiness (56.48 vs. 58.82, p = .619) or altruism (30.32 vs. 32.28, 

p = .613), and exhibited even higher trust levels towards the out-group (50.21 vs. 60.43, p = 

.031). These results are strongly supportive of enhanced in-group favoritism in the high-

Mafia neighborhoods. 

Panel B shows that adding a punishment mechanism increases in-group favoritism 

substantially in the high-Mafia schools. While high-Mafia schools show higher in- group 

favoritism in games without punishment, in-group favoritism is not statistically significant 

either for the high-Mafia or the low-Mafia schools (.535 vs. .484, p = .418; .596 vs. .609, p 

= .857). However, the addition of punishment changes the dynamics in the prisoner’s 



 
 

70 
 

 

dilemma considerably. In the high-Mafia schools, contributions to in- group partners rise 

significantly while those to out-group partners do not (.744 vs. .555, p = .001). In contrast, 

students in the low-Mafia schools do not significantly increase contributions to in-group 

partners but actually increase out-group contributions (.621 vs. .813, p = .004). While it is 

unclear what baseline behavior to expect for this age group in Italy due to a lack of previous 

studies in such a setting, the results suggest that in low-Mafia high schools students show 

some out-group favoritism. This result, which is similar to the out-group favoritism in the 

trust game, was unexpected, and the explanation for it is not obvious. Evidence on out-group 

favoritism, however, has been previously found in ethnic minority groups (Friesen et al., 

2012), and may be explained by negative self-stereotypes among Sicilians opposed to the 

Mafia as has been documented in some ethnic groups (Bilewicz and Kofta, 2011). This 

explanation, however, is entirely speculative, as we had no prior expectation of finding out-

group favoritism. 

Table A5 presents regressions that tests the robustness of the results in Figure 2 to 

adding control variables and standard error clustering at the class level. We include all 

control variables as well as their interaction with the in-group dummy. These regressions 

support the results in Figure 2 for trust and cooperation rates in the prisoner’s dilemma when 

norm enforcement is possible. While both approaches show the same qualitative results, 

clustering at the class level predictably increases the standard errors. 

In the prisoner’s dilemma games, the specter of punishment clearly evokes in-group 

favoritism in the high-Mafia neighborhoods. Why might this be the case? The pattern of 

punishment of defectors, i.e., individuals who did not pass their endowment in the prisoner’s 

dilemma, shows that students in high-Mafia schools punish in-group members at both 

slightly higher levels and with higher frequencies (see Figure 4 for punishment of defectors. 

Appendix D shows punishment for all cases). While the in-group favoritism in punishment 
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is not statistically difference between the two neighborhoods, this does suggest that the 

informal institution of organized crime focuses the punishment norm inward in ways that 

may reduce its efficacy in enforcing broader societal cooperation. In sum, the results of this 

section shows that students that grow up in an environment with higher Mafia involvement 

are more inclined to be in-group biased. The presence of a norm enforcement mechanism 

exacerbates such in-group favoritism. 

2.5. Robustness 

In this section, we provide three additional robustness tests dealing with diff between the 

schools in the two neighborhoods. 

2.5.1. Age Differences 

Students in high-Mafia schools are, on average, one year older than students in the low- 

Mafia school. Regressions with age controls (shown above), suggest that age diff    across 

the two neighborhoods are unlikely to be driving our results. To further ensure this, we 

repeated our tests using the common data support from ages at the three schools, students 

born in 1993 and 1994, which reduces our sample to 328 students. Results on trust (55.2 vs. 

37.8, p <.01) and trustworthiness are very similar (56.3 vs. 49.4, p <.1), as is dictator giving 

(31.5 vs. 32.4, p =.74). Prisoner’s dilemma results with (73.0% vs.  65.6%, p =.16) and 

without (60.2% vs.  52.4%, p =.18) punishment are also similar but not statistically 

significance at conventional levels. 

  



 
 

72 
 

 

2.5.2. Excluding Non-Local Central Palermo Students  

As we noted earlier, 82 of the 187 students at the central Palermo school come from 

surrounding neighborhoods.16 Although these students are also likely impacted by the anti-

Mafia culture in central Palermo, we exclude them in an additional analysis to compare 

students living in central Palermo with students living in Bagheria. Results for trust (52.2 

vs. 38.9, p <.01), trustworthiness (56.6 vs. 48.1, p <.05), and dictator (31.0 vs. 32.7, p =.55) 

games are nearly identical to the full sample. Prisoner’s dilemma results, however, are much 

weaker both with (68.3% vs. 62.5% p =.55) and without (53.3% vs. 51.1%, p =.68) 

punishment.  

2.5.3. Classroom Gender Composition 

Given the differences in gender segregation across the three schools, we next examined 

whether this segregation appeared to be correlated with any of our dependent variables. To 

do so, we exploited variation in classroom segregation at the classroom level and included 

the percentage of males in the classroom as a control variable. We then repeated our 

regressions from Table 5 for the two schools that had different mixes of gender at the 

classroom level (one from Bagheria and one from Central Palermo). Including this gender 

mix variable as an additional control in our regressions does not significantly change our 

results, but it does make the amount returned in the trust game statistical insignificant and 

increase precision on the parameter estimate for the prisoners dilemma with punishment 

game. The coefficients for the percentage male indicate that male dominated classrooms 

may have lower trust and lower cooperation under threat of punishment, although we note 

                                                            
16 None of these commuting students are from Bagheria. 
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that our results hold even when excluding the most male school in these regressions. Results 

are presented in Appendix E. 

2.6. Conclusions 

Our studies suggest mistrust and in-group favoritism can be sustained by informal 

institutions such as organized crime long after their utility has expired. Our studies are 

unique in examining differences within an ethnically, religiously, and linguistically 

homogeneous population, overcoming some of the omitted variable biases in prior studies 

of cultural trust and economic activity. By keeping many cultural factors constant and 

exploiting a historical shock to one of them, organized crime, we are able to better isolate 

the relationship of this informal norm with economic behavior than in previous work. 

Furthermore, we complement the large literature on within-country variation in self-reported 

trust through experimental data.  

These results are similar to the role of religion found by Henrich et al. (2010) in 

facilitating fairness and large-scale interaction, but have key differences. The informal 

institution in our study, organized crime, focuses pro-social behavior such as trust away from 

society and toward parochial interests. Furthermore, it overpowers religious and other 

cultural commonalities across our subjects, such as language, religion, and national identity. 

Organized crime also appears to pervert the typically pro-social norm of punishment, 

focusing it toward in-group members in ways that only intensify in-group favoritism in 

cooperation.  This suggests, similar to prior work (Herrmann et al., 2008; Goette et al., 

2012b), that norms such as punishment that typically improve broad cooperation interact 

with institutions in ways that may limit their effectiveness or even produce anti-social 

outcomes.  



 
 

74 
 

 

Our study also suggests that even in locations with well-developed formal 

institutions (i.e., Italy and the European Union), informal local institutions such as organized 

crime can undermine their efficacy and stifle economic exchange and growth. This implies 

that the development of formal institutions is necessary but insufficient in itself, without the 

consideration of their interaction with informal institutions with deep historical and cultural 

roots. Our results are also consistent with the argument that low trust and social capital have 

played a critical role in impeding economic and social welfare in locations such as Sicily 

(Putnam et al., 1994). Our study may help explain the many difficulties faced by cross-

national institutions such as the European Union. Yet our result that adolescents trusting 

behavior changes for the better in areas in which Mafia involvement has been successfully 

reduced also suggests that there is hope for overcoming the lack of trust and in-group bias 

exhibited in countries with informal institutions such as organized crime, historical slave 

trades (Nunn and Wantchekon, 2011), or caste systems (Dunning and Nilekani, 2013). Such 

changes can be the beginning of a path out of a vicious cycle of low trust and high organized 

crime. 

At first glance, our results seem counter to recent work by Nese et al. (2013), who 

find inmates at an Italian prison who are associated with organized crime to be more 

cooperative than university students.  We note, however, that it is difficult to compare our 

results with theirs, since our comparable high school samples are different on multiple 

dimensions from their prisoner and university samples. Recent work fi university students 

to be less pro-social than both the general population and even workers in highly competitive 

industries (e.g., see Fehr and List, 2004; Belot et al., 2010; Hoffman and Morgan, 2013). 

Furthermore, the in-group nature of their prisoner population is most comparable to the 

higher cooperation found in our in-group condition for the high-Mafia schools, so the 

differences in these papers must remain an open question. 
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We note that although we argue that Mafia involvement is the primary differences 

between our two neighborhoods, it is certainly not the only one, which raises questions about 

which neighborhood characteristics are driving the observed differences in trust, 

trustworthiness, and in-group preferences. The potential for violence, independent of its 

source in organized crime, may change behavior (Bauer et al., 2014; Callen et al., 2014). 

Alternatively, the more central and urban location of our low-Mafia neighborhood may 

expose children to more foreigners or strangers, which might in turn promote trust and 

reduce in-group bias (Buchan et al., 2009). Furthermore, we cannot directly observe if 

Mafia-involved families migrated out of central Palermo following the government’s 

increased anti-Mafia focus there. Studies from a larger number of schools would help 

address these alternative explanations, but we were unable to do so because of researcher 

safety concerns that arose in the Bagheria neighborhood. Instead, we attempted to study trust 

and trustworthiness across a wide array of Palermo neighborhoods using older students at 

the University of Palermo (see Appendix for details). Unfortunately, this study suffered 

considerable implementation problems, and produced noisy and inconsistent results. The 

majority of recruited students never completed the online study, and of those that did, most 

failed the comprehension questions for simple trust and dictator games. Furthermore, our 

attempt to manipulate group- identity through area of study (engineering versus architecture) 

proved to be of limited salience.  

Finally, we note that future work could better estimate causal treatment effects from 

localized shocks to cultures of crime by examining cohort effects in individuals of different 

ages. While our setup is limited in establishing causality, a longitudinal design would shed 

more light on how strong the causal effect of organized crime on cooperation is. Although 

culture and associated preferences are typically thought to change slowly over time, recent 

work shows shocks to culture and institutions can produce rapid change within one 
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generation (Bauer et al., 2014; Callen et al., 2014; Alesina and Fuchs-Schündeln, 2007; 

Voors et al., 2012), particularly through its effect on children and adolescents (Lindbeck and 

Nyberg, 2006; Giuliano and Spilimbergo, 2009; Fuchs-Schündeln and Masella, 2013). 

Future research should investigate the conditions when preferences and cultural norms 

change slowly and when they do not. It is possible that preferences of children and teenagers 

(as in our study) are more malleable than those in older populations, but this would go far 

beyond the scope of our study and is left for future research. 
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APPENDICES 

APPENDIX A - World Value Survey Questions on Trust 

In the questionnaire after the  games  were  played,  we  asked  participants  how  much 

they agreed with the following statements: “In general it makes sense to trust people”, 

“Today it’s impossible to trust anyone”, and “When collaborating with unknown people, 

it’s better to be prudent before trusting”. Participants answer on a 7-point scale from 1 

“strongly disagree” to 7 “strongly agree”. In the text, we refer to the following results: 

 As seen in Table A1, for two of the three statements students in the high-Mafia 

area exhibit less trust than students in the low-Mafia area. 

+++++ Insert Table A1 about here +++++ 

APPENDIX B - Demographic Differences within Schools Across Classrooms 

The table below provides p-values from chi-squared and Anova test of heterogeneity in 

demographics across classrooms within schools. 

+++++ Insert Table A2 about here +++++ 

APPENDIX C - Trust Game Response Strategies 

In the paper we refer to the following result: 

 Figure C shows a distinctly higher level of trustworthiness in the low-Mafia 

condition for all Player X transfers above €0.30 and not just for the average of 

the conditional amounts passed by Player Y. Our trust game used a strategy 

design for Player Y, such that the player decided how much to return to Player 
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X conditional on what they received and our core analysis took the average of 

the conditional amounts passed by Player Y. 

+++++ Insert Figure C about here +++++ 

APPENDIX D - Regressions with Control Variable Coefficients 

 Table A3 shows the results of Column (5) to (9) of Table 5, but includes the 

coefficients and standard errors of the estimations. 

+++++ Insert Table A3 about here +++++ 

APPENDIX E - Punishment Results for All Decision Combinations 

 Figure E shows punishment behavior in all four cases. 

+++++ Insert Figure E about here +++++ 

 
APPENDIX F - Regressions Controlling for Classroom Composition 

As we discussed in section 2.5, we ran regressions for each of our dependent variables 

controlling for classroom gender composition. We present these in the table below. 

+++++ Insert Table A4 about here +++++ 
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APPENDIX G - High School Questionnaire 

We would like to ask you some information. 

1. What’s your year of birth? 

2. Sex? 

a. Male 

b. Female 

3. Were you born in Italy? 

a. Yes 

b. No 

4. Where did you live most of your life? (Italy, Out of Italy) 

5. In which area (neighborhood) of the city do you live? 

6. What’s your religion? 

a. Catholic (active) 

b. Catholic (non active) 

c. Other (provide some info, please) 

7. How often do you attend religious celebrations? 

a. Daily 

b. Weekly 
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c. Monthly 

d. only for religious holidays 

e. Rarely/never 

8. How many of your classmates are your friends? 

9. How many of your schoolmates are your friends? 

10. The average of my grades is: 

a. 4 

b. 5 

c. 6 

d. 7 

e. 8 

11. What profession you would like to pursue when you will be an adult? Some 

questions about your family: 

12. What’s your father’s profession? 

13. And that of your mother? 

14. How many older brothers / sisters do you have? 

15. How many younger brothers and sisters do you have? 

16. Besides your parents and your brothers/sisters, how many other relatives 
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(aunts/uncles/grandparents ect.) live with you? 

17. Excluding your parents, your brothers and sisters, how many relatives (grandfather, 

uncle, etc.) live in your apartment? 

18. How many cars does your family own? (please consider everyone living in your 

apartment)? 

19. Your last trip (vacation): where did you go and for how many days? 

20. Do you receive some money every week from your parents? If yes, how much? 

Some questions about various issues 

21. Please, indicate if you agree or disagree with each of these statements.  Please use 

the scale from 1 “strongly disagree” to 7 “strongly agree”: 

i. “In general it makes sense to trust people” 

ii. “Today it’s impossible to trust anyone” 

iii. “When collaborating with unknown people, it’s better to be prudent before 

trusting” 

iv. “Mafia is on the wrong side” 

v. “Mafia substitutes for the State because it provides work and security to people” 

vi. “In general, the impact of the Mafia on the Sicilian society is positive” 

22. In general, what’s the Mafia’s impact on your friends and your family? 

a. Mafia, in the end, has a positive impact 
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b. Mafia does not have an impact 

c. Mafia has a negative impact 

23. Please, indicate the impact of Mafia on the environment where you live: 

a. A lot 

b. A little 

c. Moderate 

24. Please, indicate what other people think about Mafia’s impact on the Sicilian society 

(consider an average value): 

a. Mafia, in the end, has a positive impact 

b. Mafia does not have an impact 

c. Mafia has a negative impact 

25. Please, indicate, according to other people’s opinion, the impact of Mafia on the 

environment where you live:  (consider an average value) 

a. A lot 

b. A little 

c. Moderate 

26. How would you evaluate your classmates’ willingness to help you? 

a. Willing 
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b. Relatively willing 

c. Neutral 

d. Relatively selfish 

e. Selfish 

27. How would you evaluate your schoolmates’ willingness to help you (excluding your 

classmates)? 

a. Willing 

b. Relatively willing 

c. Neutral 

d. Relatively selfish 

e. Selfish 

28. On a scale from 1 “not attractive at all” to 7 “very attractive”, how attractive do you 

think you are to your classmates? 

29. Think about the environment where you live (school, family, friends, etc.). Please, 

evaluate the percentage of those that: 

(a) Have an antiMafia position: % 

(b) Are indifferent to Mafia: % 

 (c) Although tacitly, are pro Mafia: % Note:  a+b+c=should be 100% 

Thanks! 
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APPENDIX H - University Study 

We attempted to conduct a second large-scale study among older students at the 

University of Palermo. This study was intended to answer several questions not 

answered in the primary one. First, are the results from children in two neighborhoods 

with extremely different Mafia involvement observable in adults from a broad range of 

Palermo neighborhoods studying together at university? Second, does a large academic 

group affiliation produce strong group dynamics in the same way as did small 

classrooms? Finally, the study was designed to gather additional data on neighborhood 

migration and personal experience with violence not observable in the first study.  

We recruited students from the Architecture and Engineering schools to 

complete an online study involving a demographic survey (similar to the first study) and 

trust and dictator games. Recruitment involved verifying in person the individual’s 

student status and collecting her email in order to provide the link to the online study. 

We were able to recruit 269 students in five days at the university, of which 149 were 

engineering students and 120 studied architecture. Recruited students were then sent an 

email with a link to the online study. Four follow-up emails were sent to non-

respondents, but only 121 of the originally recruited 269 students began the study 

despite high potential earnings. Of these 121, 113 completed the study. Fifty-seven were 

engineering students, while 56 studied architecture.  

Participants first completed a demographic survey similar to the one used in the 

high school study, but with additional questions on risk preferences and violence to 

family and friends Callen et al. (2014). Following Callen et al. (2014), we then provided 

a randomized controlled recollection task designed to prime half the participants with a 

memory of when the Mafia was visible in their neighborhood. Sixty participants were 
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thus primed, while a control group of 53 were asked to recall a memorable experience 

from their neighborhood.  Fourteen of the 53 control-group participants volunteered a 

memory of violence even without our suggestion. Following this recollection task, 

participants played a series of incentivized trust and dictator games similar to our high 

school study. Participants first played as Player X with an endowment of €1.5, and were 

instructed to give an amount between 0 and €1.50 to another anonymous Player Y. As 

in the high school experiment, this amount would be tripled, and Player X would receive 

back whatever Player Y chose to return. Participants then played as Player Y with an 

endowment of €1.5, choosing how much to return to another anonymous Player X. 

Participants then played a dictator game where they could give up to their endowment 

of €0.5 to a different anonymous partner. All participants were randomly assigned to 

play the trust game with one partner from their own school and one from the other 

school. For example, if an engineering student was randomly assigned to play with an 

architecture student as Player X, she was then assigned to play with another engineering 

student as Player Y. This was intended to examine potential in- group preferences 

defined by area of study. The school of the dictator game partner was not specified. 

Finally, participants answered the same questions on trust and attitudes toward the 

Mafia that were asked in the high school study. 

As part of the survey, we collected information on which neighborhoods the 

students lived in and where their fathers and mothers had grown up. Neighborhoods 

were coded as high- or low-Mafia by a panel of three experts from the anti-Mafia group 

Addiopizzo. The six low-Mafia neighborhoods are in the center of Palermo (see Figure 

H). Of the 113 participants, 36 were from low-Mafia neighborhoods in the center of 

Palermo, while 77 were from high-Mafia neighborhoods. Nearly all participants (111) 

reported still living with their family. Migration during childhood appears to be 
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minimal. Eighty-two participants indicated they had spent their entire life in one 

neighborhood. Of the remaining 30, 18 had lived only in neighborhoods that were either 

adjacent to one another or within two neighborhoods of their current residence. Only 

four participants reported having lived outside Palermo. Migration across generations 

by parents was slightly larger. Only 7 fathers and 9 mothers had grown up outside 

Palermo. Nineteen of each had grown up in the identical neighborhood with an 

additional 62 fathers and 56 mothers growing up within two neighborhoods of the 

participant’s home.  

The average participant age was 20.8 years, while 44% were female. None of the 

participants reported violence (death or injury) against a close friend or family member. 

H.1. Results Based on Neighborhood 

The 77 participants from high-Mafia neighborhoods reported no higher risk preferences 

(6.35 vs. 6.41, p = .85) or self-reported trust (4.42 vs. 4.42, p = .99) than the 36 low- 

Mafia neighborhood participants. Panel A of Figure H.1 shows results from the trust 

game, where high neighborhood participants transferred slightly less as Player X (.85 

vs. .76, p = .26), but this difference is not precisely identified. In contrast, high-Mafia 

neighborhood participants returned substantially higher amounts as Player Y (1.34 vs. 

.91, p = .01). Slightly higher giving in the dictator game by high neighborhood 

participants was also imprecise (.28 vs. .24, p = .15). Regressions using the full set of 

controls from the high school study, but replacing allowance with a dummy for 

engineer, do not significantly the direction or precision of the effects. Although our 

statistical power is limited by the small sample size (particularly in low-Mafia 

neighborhoods), our results do not support those found among high school students. The 
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only identifiable difference in the university sample, on trustworthiness, runs counter to 

our earlier results. 

H.2. Results Based on Priming 

Consistent with results on violence from Callen et al. (2014), those primed with 

memories the Mafia reported considerably lower risk preferences (5.95 vs. 6.85, p = 

.01). They also reported lower levels of trust (4.22 vs. 4.64, p = .11), but these were not 

reflected in choices in the trust game. Panel B of Figure 5 shows that primed subjects 

gave slightly more (.84 vs. .74, p = .15) and returned slightly less (1.11 vs.  1.30, p = 

.20). Dictator game amounts were nearly identical (.27 vs. .24, p = .34). 

H.3. Results on In-Group Favoritism 

Similar to our high school study, we examined in-group favoritism through linear 

regressions with interactions between dummies for an in-group partner and the Mafia 

variable (in this case, either high-Mafi neighborhood or priming). The results suggest 

that participants from low-Mafia neighborhoods show in-group preferences for students 

from the same academic school, although the cell sizes are very small (17 vs. 19). Both 

Player X (.96 vs. .73, p = .06) and Player Y (1.05 vs. .79, p = .24) show possible in-

group favoritism, but the small sample does not yield confidence in these estimates. 

There is no identifiable effect among high-Mafia neighborhood participants, nor is there 

any identifiable in-group preference based on priming. Given the small sample size and 

imprecise results, we cannot conclude anything about in-group preferences based on 

school identity. It is possible that school is not a salient group identity for these students, 

particularly in an anonymous online setting. Furthermore, this identity may be 

particularly weak for students from high-Mafia neighborhoods, where family or 

neighborhood affiliation may swamp academic identity. 
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+++++ Insert Table A5, Figures H1, H2, H3 and H4 about here +++++ 
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TABLES 

Table 1 – Exposure to Mafia Activities Judged by Experts 

 Bagheria Palermo 
Ratings of school Mafia involvement by School 
administrators 

7 (6) 2 (3) 

Ratings of school Mafia involvement by teachers 6.9 (16) 2.3 (8) 
Ratings of neighborhood Mafia involvement by expert at 
Addiopizzo (anti-mafia organization) 

7 (4) 1.5 (4) 

Number of stores adopting Addiopizzo anti-Mafia 
certificate within 5 km 

7 403 

Notes: Experts are asked to rate the Mafia involvement on a 7-point scale with 7 indicating high 
involvement. Numbers in parenthesis are number of respondents. Addiopizzo numbers reflect the 
time period of the study (January, 2012), with the gap between the two neighborhoods growing since 
then. 

 

 

Table 2 – Students’ Attitudes Towards Mafia 

 Bagheria 
(High-Mafia) 

Palermo 
(Low-Mafia) 

p-value 
t-test 

Indicate if you agree: In general, 
the impact of the Mafia on the 
Sicilian society is positive (1 to 
7) 

1.67 (0.08) 
[251] 

1.35 (0.07) 
[186] 

0.00 

Please indicate the impact of 
Mafia on the environment where 
you live (1 to 3)   

2.34 (0.05) 
[253] 

1.73 (0.06) 
[186] 

0.00 

Indicate if you agree: Mafia is on 
the wrong side (1 to 7) 

6.32 (0.09) 
[247] 

6.67 (0.13) 
[51] 

0.10 

In general, what’s the Mafia’s 
impact on your friends and your 
family (1=Positive, 3=Negative) 

1.28 (0.03) 
[250] 

1.44 (0.04) 
[186] 

0.00 

Mafia substitutes for the state 
because it pro- vides work and 
security to people (1 to 7) 

1.77 (0.09) 
[249] 

1.89 (0.11) 
[185] 

0.44 

Notes: Means and standard errors in parenthesis. Number of observations in brackets. Students respond to 
the statements/questions (in Appendix F) using either a 7-point scale from 1 “strongly disagree” to 7 
“strongly agree” or a 3-point scale. The fourth question was recorded to be ordinal. Many students (139) 
refused to answer the question about the Mafia being on the wrong side. 
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Table 3 – Area Characteristics 

 Palermo Bagheria 
Male 47.4 48.6 
Female 52.6 51.4 
Average age 40.4 38.9 
Net internal migration as percentage of population in 2012 -0.0045 -0.0001 
Percentage of population leaving in 2012 1.56% 3.08% 
Percentage of population arriving in 2012 2.00% 3.08% 
Percentage of population aged 15-19 6.60% 6.70% 
Average population density where the students live (per 
km2) 

4120 3837a 

Salary per capita (E/year) 14345 17710 
Average no. of members per family 2.52 2.81 
Notes: Information is from the Italian National Institute of Statistics (ISTAT), 2011. 
a Numbers from Bagheria are calculated and weighted considering that 34% of the student population live 
in the Villabate area, 35% in the Ficarazzi area and 30% in the Bagheria area. Palermo numbers reflect 
Palermo city. 

 

Table 4 – Socio-demographic Characteristics of Students 

 High-Mafia 
School 

Low-Mafia 
School 

p-value of 
testa 

Birth Year 1993.27 
(0.06) [256] 

1994.03 
(0.06) [186] 

0.00 

Catholicb 0.86 
[257] 

0.75 
[187] 

0.01 

Attend churchb 0.35 
[257] 

0.21 
[187] 

0.00 

Maleb 0.45 
[257] 

0.38 
[187] 

0.17 

# of cars 2.05 
(0.06) [253] 

2.07 
(0.06) [187] 

0.75 

# older siblings 0.74 
(0.07) [254] 

0.72 
(0.06) [186] 

0.86 

# younger siblings 0.77 
(0.05) [256] 

0.58 
(0.05) [187] 

0.01 

# of kins in house 0.21 
(0.05) [257] 

0.14 
(0.04) [187] 

0.34 

Grades 6.56 
(0.06) [257] 

6.58 
(0.06) [185] 

0.81 

Week allowance (euros) 14.84 
(1.09) [257] 

15.00 
(1.30) [187] 

0.93 

Notes: Weekly allowance is spending money received from family. Means and standard errors in 
parenthesis. Number of observations in brackets. 
a t-tests for continuous variables and Fisher’s exact tests for dummy variables. 
b Dummy variables. 
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Table 5 – Regression Results Controlling for Socio-Demographic Variables 

 
Specification: Game: 
Dependent Variable: 

(1) 
Tobit Trust 
Transfer 

(2) 
Tobit Trust 
Transfer 

(3) 
Tobit Trust 
Transfer 

(4) 
Tobit Trust 
Transfer. 

(5) 
Tobit Trust 
Transfer 

(6) 
Tobit Trust 
Return 
Transfer 

(7) 
Tobit 
Dictator 
Transfer 

(8) 
Logit 
PD 
Coop. 

(9) 
Logit PD 
w/P Coop 

Mafia School -22.61*** -22.53*** -21.54*** -22.03*** -22.14*** -8.61* 2.48 -0.07 -0.08 

 (6.51) (6.47) (7.05) (7.16) (7.36) (5.06) (4.76) (0.08) (0.08) 

Gender No Yes Yes Yes Yes Yes Yes Yes Yes 

Age No No Yes Yes Yes Yes Yes Yes Yes 

Church Attendance No No No Yes Yes Yes Yes Yes Yes 

Weekly Allowance (e) No No No No Yes Yes Yes Yes Yes 

Family Wealth (Cars) No No No No Yes Yes Yes Yes Yes 

Family Makeup No No No No Yes Yes Yes Yes Yes 

Grades No No No No Yes Yes Yes Yes Yes 

Class Size No No No No Yes Yes Yes Yes Yes 

Observations 444 444 444 442 431 429 431 430 430 

Clusters 22 22 22 22 22 22 22 22 22 

Notes: Data are pooled from both in-group and out-group conditions. Weekly allowance is spending money received from family. Family makeup includes kin and 
sibling variables in Table 4. Logit models present marginal effects. Robust standard errors clustered by class in parentheses. Significance level: * 10% , ** 5%, *** 
1%. 

 
  



 
 

101 
 

 

 
 

Table 6 – Effect of Mafia Involvement Controlling for Socio-Demographic Variables 

 
Specification Game: 
Dependent Variable: 

(1) 
Tobit Trust 
Transfer 

(2) 
Tobit Trust 
Return 
Transfer 

(3) 
Tobit 
Dictator 
Transfer 

(4) 
Logit 
PD 
Coop. 

(5) 
Logit PD 
w/P 
Coop. 

Mafia School -32.37*** -17.51*** -4.62* -.11 -0.26*** 

 (5.84) (4.44) (2.53) (0.08) (0.04) 
In-Group -103.41 -44.73 -12.43 -0.04 -1.48 
 (88.34) (79.72) (49.08) (0.93) (1.04) 
Mafia × In-Group 20.13*** 12.83** 14.29* 0.05 0.40*** 
 (10.78) (7.89) (7.88) (0.18) (0.12)
Age Yes Yes Yes Yes Yes 
Gender Yes Yes Yes Yes Yes 
Weekly Allowance (e) Yes Yes Yes Yes Yes 
Church Attendance Yes Yes Yes Yes Yes 
Family Wealth (Cars) Yes Yes Yes Yes Yes 
Family Makeup Yes Yes Yes Yes Yes 
Grades Yes Yes Yes Yes Yes 
Class Size Yes Yes Yes Yes Yes 

Observations 431 429 431 430 430 

Clusters 22 22 22 22 22 
Notes: Weekly allowance is spending money received from family. Family makeup includes 
kin and sibling variables in Table 4. All control variables are interacted with in-group 
condition. Logit models present marginal effects.  Robust standard errors clustered by class 
in parentheses. * significant at the 10% confidence level, ** significant at the 5% confidence 
level, *** significant at the 1% confidence level. 
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Table A1 – Trust Questions 

 High-Mafia  Low-
Mafia  

p-value of 
test 

“In general it makes sense to trust 
people” 

3.35 (0.07) 3.65 (0.08) 0.007 

“Today it’s impossible to trust 
anyone” 

4.17 (0.11) 3.78 (0.13) 0.02 

“When collaborating with 
unknown people, it’s better to be 
prudent before trusting” 

5.94 (0.08) 5.93 (0.09) 0.87 

# of students 257 187  
Notes: Means and standard errors in parenthesis. 

 

Table A2 – Within School Class Demographic Difference Tests 

 High-Mafia A High-Mafia B Low-Mafia 
Schools test 

Birth Year 0.00 0.00 0.00 
Catholic 0.98 0.33 0.15 
Attend church 0.09 0.46 0.07 
Male N/A 0.17 0.17 
# of cars 0.91 0.11 0.56 
# older siblings 0.94 0.40 0.53 
# younger siblings 0.57 0.54 0.20 
# of kins in house 0.79 0.68 0.46 
Grades 0.01 0.00 0.00 
Week allowance 
(Euros) 

0.25 0.06 0.00 

Notes: Weekly allowance is spending money received from family. Male is not applicable 
because High-Mafia A is all male. 
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Table A3 – Results from Table 5 including Variable Coefficients 

 
Specification: 
Game: 
Dep. Variable: 

(5) 
Tobit 
Trust 

Transfer 

(6) 
Tobit 
Trust 

Return 
Transfer 

(7) 
Tobit 

Dictator 
Transfer 

(8) 
Logit  
PD 

Coop. 

(9) 
Logit  
PD 
w/P 

Coop. 
Mafia school -22.14** 

[7.36] 
-8.61* 
[5.06] 

2.48 
[4.76] 

-0.33 
[0.36] 

-0.33 
[0.39] 

Male 0.27 
[4.30] 

-1.50 
[5.10] 

-7.07** 
[3.57] 

-0.77*** 
[0.22] 

-0.18 
[0.20] 

Age -1.38 
[2.53] 

-1.58 
[2.20] 

-0.61 
[1.70] 

0.10 
[0.11] 

0.08 
[0.15] 

Church 
Attendance 

5.55 
[5.70] 

3.81 
[3.51] 

3.64 
[3.79] 

0.24 
[0.31] 

0.52** 
[0.26] 

Weekly 
Allowance 

0.31*** 
[0.09] 

-0.05 
[0.08] 

0.00 
[0.08] 

0.01 
[0.01] 

0.00 
[0.01] 

Grades 1.20 
[3.58] 

3.69* 
[1.95] 

-0.48 
[2.14] 

-0.11 
[0.16] 

0.06 
[0.14] 

Relatives in 
House 

1.64 
[2.57] 

-0.28 
[2.31] 

2.40 
[1.64] 

0.08 
[0.15] 

0.25 
[0.29] 

Younger 
Siblings 

4.50 
[3.26] 

-5.32** 
[2.44] 

-4.65** 
[1.95] 

-0.01 
[0.12] 

-0.18 
[0.18] 

Older Siblings 3.67 
[3.45] 

-2.12 
[1.73] 

-3.78** 
[1.90] 

-0.01 
[0.12] 

-0.12 
[0.13] 

Cars -1.70 
[2.05] 

1.23 
[1.90] 

-1.74 
[2.43] 

-0.18 
[0.15] 

0.04 
[0.12] 

Class Size 0.49 
[0.71] 

-0.07 
[0.57] 

-0.17 
[0.53] 

0.04* 
[0.02] 

0.02 
[0.03] 

Observations 431 429 431 430 430 
Number of 
clusters 

22 22 22 22 22 

Notes: Data are pooled from both in-group and out-group conditions. Robust standard errors 
clustered by class in parentheses. Significance level: * 10%, ** 5%, *** 1%. 
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Table A4 – Regressions Controlling for Classroom Male Percentage 

 
Specification: 
Game: 
Dep. Variable: 

(1) 
Tobit 
Trust 

Transfer 

(2) 
Tobit 
Trust 

Return 
Transfer 

(3) 
Tobit 

Dictator 
Transfer 

(4) 
Logit  
PD 

Coop. 

(5) 
Logit  

PD w/P 
Coop. 

Mafia school -27.98** 
(7.98) 

-9.42 
(5.94) 

-0.78 
(4.45) 

-0.14 
(0.11) 

-0.23*** 
(0.06) 

Percent Male -58.03 
(37.19) 

-18.03 
(32.65) 

-12.78 
(32.71) 

-0.34 
(0.54) 

-0.91*** 
(0.33) 

Age Yes Yes Yes Yes Yes 
Gender Yes Yes Yes Yes Yes 
Weekly 
Allowance 

Yes Yes Yes Yes Yes 

Church 
Attendance 

Yes Yes Yes Yes Yes 

Family Wealth 
(Cars) 

Yes Yes Yes Yes Yes 

Family 
Makeup 

Yes Yes Yes Yes Yes 

Grades Yes Yes Yes Yes Yes 
Class Size Yes Yes Yes Yes Yes 
Observations 353 351 353 352 352 
Notes: Data are pooled from both in-group and out-group conditions. Robust standard errors 
clustered by class in parentheses. Significance level: * 10%, ** 5%, *** 1%. 

 

  



 
 

105 
 

 

Table A5 - In-Group Preferences for University Students 

 
Specification: 
Game: 
Dep. Variable: 

(1) 
OLS 
Trust 

Transfer 
Neighborhood 

(2) 
OLS 
Trust 

Return 
Neighborhood 

(3) 
OLS 
Trust 

Transfer 
Primed 

(4) 
OLS 
Trust 

Return 
Primed 

Mafia school 0.10  
(0.11) 

0.64*** 
(0.20) 

0.17* 
(0.10) 

-0.23 
(0.25) 

In-Group 0.28** 
(0.12) 

0.29 
(0.26) 

00.11 
(0.11) 

-0.06 
(0.28) 

Mafia X In-
Group 

-0.30* 
(0.15) 

-0.48 
(0.29) 

-0.07 
(0.15) 

0.05 
(0.30) 

Age Yes Yes Yes Yes 
Gender Yes Yes Yes Yes 
Engineering     
Weekly 
Allowance 

Yes Yes Yes Yes 

Church 
Attendance 

Yes Yes Yes Yes 

Family Wealth 
(Cars) 

Yes Yes Yes Yes 

Family Makeup Yes Yes Yes Yes 
Grades Yes Yes Yes Yes 
Observations 113 113 113 113 
Notes: Robust standard errors in parentheses. * significant at the 10% confidence level, ** 
significant at the 5% confidence level, *** significant at the 1% confidence level. 
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FIGURES 

Figure 1 – Palermo Metropolitan Rail System. The central Palermo school is located 
near the “Notarbartolo” station. 
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Figure 6 - Contributions in the different games for high- and low-Mafia areas. Panel A 
shows transfers of Player X in the trust game (“Trust”) and the average amount returned by 
Player Y for all possible contributions of Player X (“Trustworthiness”). “Altruism” indicates 
the transfer in the dictator game. Panel B shows cooperation rates in the prisoner’s dilemma 
without and with punishment possibility. SEM are shown as bars or bands around the means. 
Data are pooled from both in-group and out-group conditions. 
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Figure 3 - Figure shows difference of transfer or cooperation rate between in-group 
members and out-group members (in-group favoritism). Panel A shows behavior in the trust 
game (trust and trustworthiness) and in the dictator game. Panel B shows in-group favoritism 
in the prisoner's game without and with punishment. SEM are shown as bars or bands around 
the means. 

 

 

  



 
 

109 
 

 

Figure 4 - Punishment of Defectors. Panel A shows the average amount of punishment of 
individuals who didn't pass their endowment, i.e., “defectors". Panel B shows the proportion 
of participants who decide to punish a defector at all. 
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Figure 7 - Transfer Strategy of Player Y in Trust Game. The figure presents the average 
amount committed by Player Y in both the high- and low-Mafia conditions for each transfer 
amount of Player X. The lines represent the predicted relationship between Player X and 
Player Y transfers for both conditions, with 95% confidence intervals. 
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Figure Appendix E - Punishment in all four possible cases. Two figures in the top panel 
show average punishment amounts for the two decision combinations in prisoners' dilemma 
games where punished party defects. Two figures in the lower panel show average 
punishment amounts for the two decision combinations in prisoners’ dilemma games where 
punished party contributes. 
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Figure Appendix H – Map of Low-Mafia Neighborhoods as Identified by Addiopizzo. 
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Figure Appendix H2 – Contributions in the different games for the university study. Panel 
A divides participants by high- and lo-Mafia neighborhoods and shows transfers of Player 
X in the trust game (“Trust“) and the average amount returned by Player Y for all possible 
contributors of Player X (“Trustworthiness“). “Altruism”indicates the transfer in the dicator 
game. Panel B divides participants by priming condition. SEM are shown as bars or bars 
around the means. 
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Figure Appendix H3 – Contributions in the different games fort he university styudy based 
on high- and low-Mafia neighborhoods and in-group condition. SEM are shown as bars or 
bands around the means. 
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Figure Appendix H4 – Contributions in the different games for the university study based 
on priming condition and in-group condition. SEM are shown as bars or bands around the 
means. SEM are shown as bars or band around the means. 
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3. PAPER 2 

Addiopizzo Travel – Fighting Mafia through market-based strategies 

 
 

Antonino Vaccaro (IESE Business School) 

Tommaso Ramus (Católica Lisbon School of Business & Economics) 

Barbara La Cara (ETH Zürich) 

 

Addiopizzo Travel is a travel agency and tour operator that pursues socially responsible 

tourism in Sicily (Italy) with a special focus on the fight against mafia. 

It was founded as a “cultural association” in 2009 by Dario Riccobono, Francesca 

Vannini Parenti and Edoardo Zaffuto, cofounders of Addiopizzo. In 2013, Addiopizzo 

Travel became a social cooperative and a member of the national association Legacoop 

Sociali (the Italian association of social cooperatives). Most recently, in June 2014, it 

obtained the tour operator certification. 

The mission of Addiopizzo Travel is to support a clean, anti-mafia economy by 

attracting non-Sicilian tourists (Italian and foreigners) and directing them to mafia-free 

facilities, i.e., hotels, restaurants and other business activities that have obtained Addiopizzo 

anti-mafia certification. (Please see Appendix 1 for a summary of Addiopizzo activities.) 

Addiopizzo Travel also has the objective of contrasting the vision of Sicily’s natural 

and cultural beauty with the widespread mafia perspective. 

With this aim, Addiopizzo Travel organizes tours for tourists who want to enjoy a 

relaxing holiday in Sicily without subsidizing organized crime. An interesting strategy 

adopted by the cooperative is that of “inclusion”; tourists are asked to become members of 

the Addiopizzo Community when they sign up for a tour. 
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Addiopizzo Travel’s offer boasts 22 tours classified as study tours, excursions and 

vacations, and socially responsible tours. Tours may last a day, a weekend, four or five days, 

or a week and are provided for the most part year-round. Prices may range from €13 per 

person for a one-day tour to €295 per person for a five-day vacation. Namely, Addiopizzo 

Travel’s offer is the following: 

i. Study tours: thematic tours designed for high school and university students 

and aimed at both spreading knowledge about mafia-related sites and events and developing 

civic and human development; 

ii. Excursions and vacations: under this label you can find guided wine and food 

tours, art and nature itineraries and bike tours, all linked to sites and events in the fight 

against mafia; 

iii. Socially responsible tours: you need to be an affiliate of the Addiopizzo 

Community to enjoy the relaxing socially responsible tours and socializing weekends in 

mafia-free facilities. 

During the tours, it is also possible to buy products at shops that hold Addiopizzo 

certification. Table 1 presents an overview of Addiopizzo Travel’s offer classified by type 

and length of tours. 

+++++Insert Table 1 about here+++++ 

Addiopizzo Travel has grown dramatically since its foundation (see Figures 1 and 

2). More specifically, clients have grown from 1,342 in 2009 to 3,310 in 2013 and sales have 

grown from €27,149 to €312,567. Similarly, when Addiopizzo Travel got its start the three 

founders were its sole employees, working there only part time. Today, Addiopizzo Travel 

has five full-time employees and 10 part time employees, who collaborate in the 

organization of tours. 

+++++Insert Figure 1 and Figure 2 about here+++++ 
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3.1. Tourists or Ambassadors? 

The inclusion strategy adopted by Addiopizzo Travel supports tourists in taking a very active 

role in the fight against mafia and the corresponding economic system. More specifically, 

tourists are asked to become ambassadors of Addiopizzo Travel’s values and to convey them 

to the Sicilian population. This can be done in three ways: 

First, through personal interactions with local people; tourists are asked to speak with 

locals and express their support of the anti-mafia values embedded in Addiopizzo and 

Addiopizzo Travel. The following is a statement made by an Addiopizzo Travel employee 

to a group of tourists: 

“You should tell other people that we [Addiopizzo Travel members] are not crazy and 
that the only way to change Sicily is by fighting mafia… If you tell them, you will be 
more effective than me because by definition they see us with some suspicion.” 

Second, tourists can be ambassadors by choosing to buy products and services only 

in shops that hold Addiopizzo’s certification. This is a tangible way to support and convey 

anti-mafia values that is perceived by certified entrepreneurs and also by those who decided 

to maintain their relationship with the Mafia. 

Third, tourists can, if interested, participate in “camps” to support the local 

population. These camps can be associated with the cleaning of a natural area that has been 

contaminated with domestic waste, with the remodeling work of an old building for the 

creation of an anti-mafia cultural center, etc. 

3.2. An Existential question: Who Are We? 

A problem that has recently emerged in the organization concerns its stance. Two main 

possibilities are discussed during its company meetings. 

The first option is to maintain a strict anti-mafia position in order to stick to the 

original idea of the founders. As company president, Dario Riccobono, said during an 
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interview: 

“I want Addiopizzo Travel to be focused and always remembered for being solely an anti-
mafia organization. That is the reason we created Addiopizzo Travel: a natural 
continuation of Addiopizzo’s effort.” 

Though many people within the organization like this perspective, many others have 

some concerns because an anti-mafia focus is too narrow to attract a conspicuous number of 

tourists. This critique, along with many others, was expressed by a Board member during a 

company meeting: 

“If we keep a narrow anti-mafia perspective we will have a very limited flow of tourists. 
How many people do you know who are interested in fighting mafia during their 
vacations? Moreover, we know that the Mafia is progressively reducing its power and 
influence, so, if everything goes well, in 10-20 years there will be no need for anti-mafia 
tours.” 

This consideration leads to another possibility: widening the scope of Addiopizzo 

Travel to include other types of socially responsible tourism. This means positioning 

Addiopizzo Travel as a tour operator offering a wide range of responsible tour products, 

such as environmental tours, slow tourism, etc. In such a situation, Addiopizzo Travel would 

rely on hotels, restaurants and other facilities that are not certified by Addiopizzo but that 

guarantee the necessary services (e.g., a hotel with low environmental impact, etc.). 

However, this solution is contested by many members because it is seen as a betrayal of the 

original mission: 

“I cannot believe that some of us are willing to rely on companies that are not certified 
by Addiopizzo. Can you tell me what would happen if we were to discover that one of 
the hotels that we use without certification pays bribes to the Mafia?” 

3.3. Scaling-up Strategies: Which channel? 

The members of Addiopizzo Travel are currently discussing another issue related to the 

growth of the organization: 

“It’s clear we need to grow, but we really don’t know how. Until now we mostly relied 
on ourselves. Dario [the president] went around Italy to present Addiopizzo and 
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Addiopizzo Travel initiatives in high schools. This attracted a lot of schools that 
guaranteed us significant sales, but now we understand that we need to diversify and to 
increase our volume. Marketing efforts and the website are helping a lot but we need 
tour operators in Italy, Europe and other critical markets such as the United States to 
guarantee a bigger flow of tourists. The problem is that we cannot rely on normal tour 
operators because we risk losing our positioning. Sometimes they don’t even understand 
what we really do or how difficult it is to work in this context… but, on the other hand, 
it is very difficult to find socially responsible operators that are large enough and 
efficient enough to support our growth.” (Interview with an Addiopizzo Travel 
employee.) 

At the time this document was written, the discussion was still open. Addiopizzo Travel 

activists are trying to understand which features are most appropriate for partnering with a 

tour operator, and they are, of course, looking for possible candidates. 

3.4. An Advisory Board: What Is Its Role? Is This Really Necessary? 

At the beginning of 2014, the three founders opened a discussion about the possibility of 

creating an Advisory Board. The discussion immediately proved to be more complex than it 

had originally seemed. The first question concerned the role of an Advisory Board: “What 

is the role of an Advisory Board for an organization like us? I don’t even know if we really 

need it!” declared a member of the organization during an interview. 

Another related question concerned the profiles of the members of such a Board. 

Some people were more inclined to look for people with a clear anti-mafia profile (such as 

the relative of a well known mafia victim), while others were more interested in people with 

a specialization in the tourism sector. A third group proposed contacting people of 

Addiopizzo in order to strengthen the relationships with the mother institution. 
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APPENDIX  

Addiopizzo’s Story and Current Activity17  

In May 2004, seven friends – final-year students and recent graduates of the University of 

Palermo – decided to open a pub in Palermo where young people engaged in social 

movements such as anti-globalization could meet. One of them, Laura, was already running 

a small fair trade shop, but she was not completely satisfied with her enterprise. As she 

recalls, “I was interested in opening a bar where we could organize cultural activities and 

launch new volunteer projects for disadvantaged people.” 

Since Laura and her friends were not experts in business planning, they sought the 

help of a friend who was a financial accountant. When this friend presented the business 

plan, they found the item “rischio del pizzo,” i.e., risk of paying the monthly bribe to the 

Mafia. The seven friends entered into a lengthy discussion and agreed that it was a serious 

problem and one that could jeopardize their project. As Vittorio, one of the initial members 

of the group of friends, recalls: “We thought about what we would do if they really came 

and asked for the pizzo. I started thinking and… in the end, we decided that the only thing 

we could do was not pay…” 

But it seemed almost impossible to find a way to escape the pizzo. The seven friends 

were struck by a statement by Pina Maesano Grassi, the widow of Libero Grassi, a business 

owner killed by the Mafia in 1991 after writing a letter to the newspaper Giornale di Sicilia 

denouncing the pizzo. At the end of the trial against her husband’s murderers (who were 

sentenced to life imprisonment), she declared to journalists: “What embitters and surprises 

me is that after all these years, everyone continues to pay [the bribes] and everyone behaves 

as if nothing has happened.” This statement sparked further discussion among the seven 

                                                            
17 This appendix is an extract from IESE case BE-172-E, “Addiopizzo: Mafia, Anti-Mafia or Hiding in the 
Grey Area?” written by Antonino Vaccaro and Alberto Ribera. 
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friends. As Laura remembers: 

“We discussed for hours how to avoid paying the pizzo… At a certain point, I even 
suggested inviting my boyfriend to the pub’s opening event. At that time, I had a 
boyfriend who was a carabiniere… but every solution seemed ineffective… Would we 
really be able to find a way to avoid paying the pizzo?” 

The problem of the Mafia bribe became a central issue in the discussions among the 

seven friends. It was estimated that, at that time, between 80% and 90% of the commercial 

operations in Palermo paid monthly bribes, or pizzo, to the Mafia to guarantee their 

protection (DIA, Relazione Annuale 2005). 

After a couple of months and much discussion, the friends decided to organize a 

demonstration of resistance to the Mafia’s pizzo. On the night of June 28-29, 2004, they 

plastered the walls of buildings in the center of Palermo with around 500 posters carrying 

the message: “A Society That Pays the Pizzo Is a Society Without Dignity” (see Figure A1).  

+++++Insert Figure A1 about here+++++ 

The reaction of Sicilian society was quite remarkable and unexpected. On June 29, the 

Palermo City Security Committee, whose members included the heads of the police and the 

Carabinieri and members of the City Council, met to discuss the posters (called “Pizzini” in 

the Sicilian dialect). Newspapers and local television discussed them and speculated on the 

identity of the author(s) of this quite singular initiative. 

The seven friends confess that at the time they were “scared to death”: they would 

never have expected such a strong reaction from the city. One of them was so terrorized that 

he proposed avoiding any further meetings for a couple of weeks. It was unclear to them 

what further reactions they should expect from the Palermo population, from both the Mafia 

and the anti-mafia. However, they regained some confidence and decided to own up to their 

action in a letter they sent to the national newspaper, Repubblica, and the local newspaper, 

Giornale di Sicilia. The following is an extract of the letter sent to the Repubblica. 

“A society that pays the pizzo is a society without dignity. Our hope is that, by posting 
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these messages, we will give a voice in the city’s streets to a truth that we believe should 
be publicly known. What we have done is a small, fragile sign of implicit resistance… 
Today, we speak less and less of the Mafia, usury and racketeering, and these terms are 
falling into disuse. But we Sicilians are perfectly aware of the truth: any commercial 
activity… has to pay the pizzo. Everyone; no one is excluded. In some cases it is only a 
little, but everyone has to pay to be protected. Everyone knows it. And every day we 
forget this dramatic situation. Do we think, every day, when we buy bread and milk, 
about how we are giving money to the Mafia? Of course we do not think about it. But 
that is what we are doing. If bakers, tobacco stores, fishmongers… florists and ice cream 
sellers… are forced to pay the pizzo, they pay with our money. If a part of the income of 
any commercial activity goes to the Mafia… that means that a part, even if it is only a 
small part, of our money goes to the Mafia… The responsibility for this undesirable 
situation we live in not only corresponds to business owners and managers but to society 
as a whole. It is impossible to ask a single person, whether he be an ordinary citizen or 
a business owner, to bear all the risk. But if all of us take a stand, we will not need heroes 
or martyrs. Do you remember the phrase that became the symbol of the fight against the 
Mafia after the massacres of ’92? “Their ideas [those of the judges killed by the Mafia] 
will walk on our legs.” In those months, it seemed that something was going to change, 
but if we had been successful at that time, today we would not be in this situation of 
subjection to the Mafia. A society that pays the pizzo is a society without Dignity; when 
this idea takes root in the brains and hearts of every Sicilian… then we will be free of 
the Mafia’s cancer. This is what we believe. We are normal men and women, but we are 
also people who dare to dream of a different present. Now it is time for the Sicilians to 
speak.” 

A few weeks later, the seven friends created a rudimentary website. One Sunday, 

they went to the Palermo soccer stadium and rolled out a long banner with the slogan: “A 

Society That Pays the Pizzo Is a Society Without Dignity.” This was in response to a group 

of pro-Mafia people who had rolled out a banner in the stadium with a pro-Mafia message 

the previous Sunday (“All Sicilians against the 41bis”; the 41bis was a special law approved 

by the Italian government to repress and harshly punish Mafia bosses and their affiliates). 

Giorgio, a small business owner who was being threatened by the Mafia because he 

refused to pay the bribe, saw Addiopizzo’s banner at the stadium. When he went home, he 

sent an e-mail with the subject “AIUTO” (HELP) to Addiopizzo’s e-mail address. The seven 

friends organized a secret meeting with Giorgio. They discovered that he was being 

marginalized by friends, colleagues and other people, just like Libero Grassi. As one of the 
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seven friends recalls: 

“That was a critical point in the story of Addiopizzo… speaking with a real business 
owner in a real-life, difficult situation… He was risking his life to fight against the 
Mafia… and he was looking for help… our help… We understood that the time for 
bragging was over… we decided to help this guy…” 

This was just the first contact between Addiopizzo and the Sicilian business 

community, and it was the beginning of a success story. A deep sense of justice and the 

belief that “something should be done” drove the seven friends forward. 

“At the beginning, it was not a real plan; we just had the wish to transform our anger and 
difficulty... We could not allow the situation to continue as it was… We had to change 
it… It was an incredible injustice that people should be forced to pay bribes… It was a 
matter of justice…” they recalled. 

In May 2005, Addiopizzo launched its “Against the bribe! Change your 

consumption” campaign. The idea was to create a group of consumers willing to support 

anti-racketeering firms, i.e., firms that refused to pay bribes to the Mafia. Addiopizzo 

managed to get 3,500 signatures. This was a turning point in the fight against the Mafia: a 

critical (even though microscopic) consensus. 

Addiopizzo’s members started to look for firms willing to join their initiative. The 

idea was to create an “anti-racketeering certification” that would help Sicilians identify the 

firms that were not paying bribes to Mafia families. The problem with this certification was 

that it could be a double-edged sword: it was supposed to attract responsible consumers, 

especially people ideologically opposed to the Mafia, but it could also help Mafiosi identify 

those firms refusing to stay under their protection. 

However, after one year, in May 2006, a list of 100 firms that had made the decision 

to be associated with Addiopizzo was presented to the press, and two years later, in June 

2008, 280 firms and about 9,500 consumers had joined the anti-racketeering initiative. 

By September 2010, Addiopizzo had about 50 permanent active members to manage 

and coordinate the organization’s activities, and more than 10,000 affiliates, i.e., 9,500 
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consumers who were committed to responsible anti-racketeering consumption (through the 

purchase of certified anti-racketeering products and services) and about 550 certified anti-

racketeering business activities. 

What Is Addiopizzo Doing in Sicilian Society? 

Addiopizzo focuses on six main activities. First is its ethical “Pizzo-free” certification, 

which differentiates firms refusing to pay bribes from those that collude with the Mafia. To 

get this certification, firms have to undergo a fairly lengthy review process managed by a 

committee comprising university professors, business owners and members of other anti-

racketeering organizations. Firms that obtain the “Pizzo-free” certification have to exhibit it 

on their shop doors (see Figure A2). Moreover, goods produced by “Pizzo-free” certified 

firms can be labeled as such (see Figure A3). 

+++++Insert Figure A2 and Figure A3 about here+++++ 

Second, Addiopizzo provides information, contacts, advice and suggestions to 

business owners fighting against the Mafia. Addiopizzo’s members prepare and provide 

documentation about how to respond to intimidation, e.g., how to deal with door locks and 

bolts that have been filled with glue or how to obtain financial support from the government 

in the event of Mafia attacks. 

Third, Addiopizzo continuously denounces illicit and immoral Mafia activities and 

those who collude with it through websites, newspaper articles, public protests, etc. 

Fourth, Addiopizzo is very active in educating people about the Mafia and its 

corrupting influence. For example, from the beginning of 2006 to the end of 2009, more than 

200 schools in the Palermo area had hosted meetings and talks given by Addiopizzo 

members to explain the immorality of the Mafia’s activities and the negative impact that 

these activities and the Mafia itself have on Sicilian civil society. 

Fifth, Addiopizzo participates in anti-Mafia trials to represent consumers damaged 
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by the Mafia’s activities and to increase its funds by claiming compensation from Mafia 

bosses brought to judgment for their crimes. 

Sixth, Addiopizzo supports the emergence of new institutions such as the 

“Addiopizzo Travel Agency,” which promotes and handles “ethical tourism” in Sicily 

supporting those local agents who said “no” to the Mafia. “We offer attractive packages to 

tourists who just want to have a relaxing holiday and want to be assured that they are not 

subsidizing organized crime,” says Dario, one of the founders, together with Francesca. 

Dario had just finished a master’s degree in tourism economy when he read an article written 

by a reporter from the Guardian suggesting to British readers a list of pizzo-free 

establishments (bed and breakfasts, restaurants, shops, etc.) for their smart vacation in Sicily. 

He convinced two friends to join him in the new business. Francesca would take care of 

customer relationships and Edoardo, nicknamed “Edo,” would be responsible for the website 

and information technology issues. Edo, like many other young talented Sicilians, had 

moved to Rome some years before because of the lack of opportunities and the generalized 

corruption and inertia. He became euphoric with the adventure and returned to Palermo. “I 

would like to contribute to building a different city for my son,” he said. 



129 
 

 

TABLES 

Table 1 – Addiopizzo Travel’s offer 

Typology Length 
One-day Weekend More days Week 

Study tour “Da Radio Aut a 
Telejato. Le voci 

dell’antimafia”, (all 
year, 15.00€/p.p.) 

“L’altra Corleone” 
(all year, 

16.00€/p.p.) 
“Sulle trace di 

Danilo Dolci” (all 
year, 13€/p.p.) 

“I sentieri del Re” 
(all year, 

16.00€/p.p) 
“Pupi Siciliani 

contro la Mafia” 
(all year, 

17.00€/p.p.) 
 

None “Bellezza è 
impegno”, (all 
year, 5 days, 
270.00€/p.p.) 

“Tesori di Sicilia”, 
(all year, 5 days, 

295.00€/p.p.) 
“Sicilia 100% 

antimafia”, (all 
year, 5 days, 
250.00€/p.p.) 

“Colori di Sicilia: 
Palermo e 

Trapani”, (all 
year, 5 days, 
295.00€/p.p.) 

“Colori di Sicilia: 
Palermo e 

Catania”, (all 
year, 5 days, 
290.00€/p.p.) 
“Sulle orme di 

Padre Pino 
Puglisi”, 

(Summer, 4 days, 
price NA) 

None 

Excursions 
and 

vacations 

“Palermo NoMafia” 
(all year, 

50.00€/p.p.) 
“Corleone: un 

luogo non comune” 
(all year, 

75.00€/p.p.) 
“Cento passi sulle 
orme di Peppino” 

(all year, 
75.00€/p.p.) 
“Sulle nostre 

gambe” (all year, 
65.00€/p.p.) 

“Il Mare in riva alla 
Città” (all year, 

price NA) 
“Palermo Teatro 

Noir – Lo 
spettacolo della 
morte” (all year, 

price NA) 
“Ecolapa City 

“Week-end Mare: 
Palermo e le sue 
coste” (Summer, 

195.00€/p.p.) 
“Week-end 
Antimafia: 
Palermo e 
Corleone” 
(Summer, 

195.00€/p.p.) 
“Week-end 

Natura: Palermo e 
la Valle del Sosio” 

(Summer, 
195.00€/p.p.) 

None “Il cuore della 
Sicilia Bike 

Tour” (Spring 
and Fall, price 

NA) 
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Tour” (all year, 
price NA) 

Socially 
responsible 

tourism 

None “Week-end nel 
ragusano: il 

barocco, il mare e 
Montalbano” 

(Summer, 
220.00€/p.p.) 

None None 
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FIGURES 

Figure 1 – Clients per year (2009-2013) 

 
 
 

Figure 2 – Sales per year (2009-2013) 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



132 
 

 

Figure A1 - A sticker used by Addiopizzo to protest against mafia extortion (literal 
translation: “A society That Pays the Pizzo Is a Society Without Dignity”) 

 
 

Figure A2 - The sticker that firms adhering to Addiopizzo’s initiative have to put on their 
shop doors 
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Figure A3 – The label for pizzo-free products 
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Abstract 

In this study, we investigate how different internal and external stakeholders influence the 
innovation strategy of a social enterprise and push it to adopt product, process, and 
partnership innovations that impact either social or commercial performance. Relying on 
survey data from a sample of work integration social enterprises, we find that in situations 
of turbulence, administrative leaders do not significantly influence the innovation strategy 
of a social enterprise. Instead, board members and external stakeholders have a significant 
influence. Our study contributes to strategic and business ethics research on social 
enterprises and, more broadly, to the literature that explores how business organizations 
combine social value creation and wealth generation, by showing new relationships that 
underlie economic pressure, social enterprises’ innovation strategy, and internal and external 
stakeholders. 
 

Key words: Social enterprises, innovation strategy, social performance, commercial 

performance, mission drift. 
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4.1. INTRODUCTION 

In recent years, business organizations have been increasingly asked to have a proactive and 

innovative role in tackling deep-seated social problems such as poverty (Margolis & Walsh, 

2003), environmental damage (Spence, Jeurissen, & Rutherfoord, 2000), and wealth 

inequality (Hudon & Sandberg, 2013). Hence, a growing body of research has studied how 

to adopt innovative business solutions to address social issues (Scherer, Palazzo, & Matten, 

2009) and to combine social impact and profit (Smith, Gonin, & Besharov, 2013).  

A research stream that emerged in the last two decades has approached this issue 

from the perspective of social enterprises (Battilana & Lee, 2014; Dees & Elias, 1998), 

organizations that seek to address complex social problems through business ventures 

(Battilana & Lee, 2014; Smith et al., 2013). Social enterprises have both social and 

commercial performance objectives since they aim to generate value for society and to create 

positive social impact while capturing enough value to be profitable and to thrive (Santos, 

Pache, & Birkholz, 2015).  

The successful recombination of social and commercial performance is extremely 

challenging because it is based on managing largely divergent organizational arrangements 

(Canales, 2013), values (Besharov, 2014), and stakeholders (Pache & Santos, 2013) that 

create almost antithetical prescriptions for action (Smith et al., 2013), either socially or 

commercially centric (Ashforth & Reingen, 2014; Smith et al., 2013). Hence, a social 

enterprise is constantly exposed to the risk of adopting a combination of processes, 

arrangements, and innovations that might cause it to unbalance toward the prioritization of 

either social or commercial performance (Ramus, Vaccaro, & Brusoni, 2017). Both 

scenarios are dangerous for social enterprises. On the one side, an unbalancing in favor of 

social performance might displease those customers, commercial partners, and investors 

who support the social enterprise for its commercial performance and capacity to address 
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market needs and be profitable (Pache & Santos, 2013). On the other side, however, the 

prioritization of commercial performance at the expense of social impact might break a 

social enterprise’s fiduciary relationship with those donors, employees, and partners who 

support it for its social performance and positive impact on society (Zahra, Gedajlovic, 

Neubaum, & Shulman, 2009). 

Previous research has investigated how social enterprises design their practices 

(Pache & Santos, 2013), processes (Besharov, 2014), and arrangements (Battilana et al., 

2015) to recombine social impact and profitability. Yet, we have scarce empirical evidence 

about the impact of social enterprises’ innovation strategy—defined as the set of choices 

that lead to the combination of innovations that an organization adopts (Li & Atuahene-

Gima, 2001; Tidd & Bessant, 2014)—on social and commercial performance. In particular, 

scholars have highlighted the influence of both internal stakeholders—e.g., administrative 

leaders (Besharov, 2014) and board members (Almandoz, 2012)—and external 

stakeholders—e.g., commercial partners (Tracey, Phillips, & Jarvis, 2011) and nonprofit 

organizations (Ramus & Vaccaro, 2017)—on the practices and arrangements adopted by 

social enterprises. We lack a comprehensive understanding of how different internal and 

external stakeholders influence the innovation strategy of a social enterprise and, in 

particular, the adoption of innovations that (im)balance social and commercial performance.  

Challenges and opportunities for innovation are particularly visible in situations of 

turbulence (Almandoz, 2012), triggered, for instance, by a reduction in available resources 

(Battilana, Sengul, Pache, & Model, 2015), changes in the organizational resource-

dependence pattern (Ramus & Vaccaro, 2017), or shifts in the regulatory environment (Reay 

& Hinings, 2009). 

A change in their innovation strategy can help social enterprises adapt to 

environmental turbulence. Indeed, innovations are critical enablers for organizations to 
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navigate turbulence because they help change and adapt to new market and society requests 

(Chen & Huang, 2009; Li & Atuahene-Gima, 2001). So organizations often adopt new 

combinations of novel products, processes, and partnerships (Damanpour, 1987), thus 

transforming their innovation strategy (Tidd & Bessant, 2014), to sustain their performance 

under conditions of instability and uncertainty triggered by environmental turbulence 

(Subramaniam & Youndt, 2005). Yet, a change in the innovation strategy can also jeopardize 

a social enterprise’s capacity to balance social and commercial performance. Turbulence 

exacerbates the incompatibility between social and commercial objectives (Almandoz, 

2012; Ramus et al., 2017); hence it might be difficult for a social enterprise to adopt the right 

combination of innovations to sustain both social and commercial performance.  

In this article, we investigate how different internal and external stakeholders 

influence the innovation strategy of social enterprises in situations of turbulence, focusing, 

in particular, on how they influence the adoption of innovations that affect primarily either 

social or commercial performance. Addressing this question is paramount not only because 

the innovation strategy dramatically influences a social enterprise’s balancing of social and 

commercial performance in situations of turbulence, but also because it explains social 

enterprises’ long-term capacity to address social issues effectively (Battilana et al., 2015). 

We address this question relying on survey data from a sample of 139 Italian work 

integration social enterprises (WISEs). Our findings suggest that the background and 

experience of organizational leaders do not significantly influence the innovation strategy 

of a social enterprise vis-à-vis social and commercial performance. Instead, in situations of 

turbulence, both board members and external stakeholders seem to have a significant 

influence on the innovation strategy of a social enterprise. These stakeholders influence a 

social enterprise to adopt innovations that imbalance toward either social or commercial 

performance according to the nature and intensity of their pressures.  
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These findings contribute to research on social enterprises in several ways. Focusing 

on the impact of innovations adopted by a social enterprise on social and commercial 

performance, our work answers the recent call for a more comprehensive and generalizable 

understanding of the functioning of social enterprises (Lee, Battilana, & Wang, 2014; Smith 

et al., 2013). In particular, our findings help disentangle the influence of internal and external 

stakeholders on the innovation strategy of social enterprises. We suggest that the 

recombination of social and commercial performance through the adoption of product, 

process, and partnership innovations requires a delicate balance of the pressures exerted by 

different stakeholders. Moreover, our work contributes to the literature that explores 

dynamics associated with mission drift, that is, social enterprises losing commitment to their 

original social mission in their effort to generate revenues (Ebrahim, Battilana, & Mair, 

2014). Mission drift might imply betraying the fiduciary obligations that a social enterprise 

has with donors, volunteers, and, in general, those stakeholders who support the venture for 

its social commitment and orientation (Zahra et al., 2009). We show the role of internal and 

external stakeholders in safeguarding a social enterprise’s social commitment despite the 

emergence of divergent pressures—both within and outside the organization—that may 

drive the venture to lose focus on its original mission (Battilana et al., 2015). 

4.2. LITERATURE REVIEW  

In broad terms, innovation is the generation and adoption of novel ideas and behaviors that 

result in new products, processes, and structures (Damanpour & Aravind, 2012). The 

innovation process can be divided into two macro-phases. First is the generation phase, 

which concerns all the creative activities aimed at discovering, developing, and 

commercializing ideas that result in products (Edquist, Hommen, & McKelvey, 2001; 

Freeman, 1982; Li & Atuahene-Gima, 2001), processes (Edquist et al., 2001; Freeman, 
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1982), and structures (Damanpour & Schneider, 2006; Shier & Handy, 2015) that are new 

to a population of organizations (Damanpour & Schneider, 2006). Second is the adoption 

phase, which concerns all the activities performed by an organization to implement products, 

processes, and structures that are new to the organization (Damanpour & Schneider, 2006). 

An organization can adopt innovations it generates or those generated by other actors.  

In this article we focus on the specific phase of innovation adoption. Strategy 

scholars have extensively recognized that this phase is critical to assessing organizations’ 

capacity to address situations of environmental turbulence (Damanpour & Gopalakrishnan, 

1998; Li & Atuahene-Gima, 2001), which is, indeed, a key stimulus for organizations to 

change their innovation strategy, that is, the combination of innovations they adopt 

(Damanpour & Schneider, 2006).  

The adoption of product and process innovations refers to activities performed, at 

least partially, within the boundaries of an organization. They are associated with the 

implementation of new products and services that an organization puts on the market (Li & 

Atuahene-Gima, 2001) and with the implementation of processes for managing production 

or service operations (Edquist et al., 2001). The adoption of structure innovation refers to 

the implementation of changes in the ways an organization works across its boundaries 

(Damanpour & Schneider, 2006). A key structure innovation involves the adoption of novel 

collaborations with external stakeholders: this is a form of structure innovation which can 

be more precisely defined as “partnerships innovation” (Walker, 2006).  

 

4.2.1. Innovation Strategy, Performance, and Environmental Turbulence 

Innovation is generally considered a key driver of organizational overall performance 

(Damanpour & Schneider, 2006). In particular, the innovation strategy of an organization, 

defined as the set of choices that lead to the combination of innovations it adopts (Li & 
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Atuahene-Gima, 2001; Tidd & Bessant, 2014), is particularly important in periods of 

turbulence. A properly designed innovation strategy enables an organization to sustain its 

overall performance by responding faster and more effectively to the challenges and 

uncertainty posed by turbulence (Li & Atuahene-Gima, 2001).  

Scholars have extensively studied the impact of different innovation strategies on 

organizational commercial performance, showing, for instance, the impact on turnover of 

incremental and radical innovations (Larsen & Salter, 2006), on sales of innovations 

developed within the organization versus those acquired from third parties (Cassiman & 

Veugelers, 2006), and on profitability of exploitive and explorative innovations (Jansen, Van 

Den Bosch, & Volberda, 2006). Extensive research has also clarified the mechanisms at the 

core of the positive impact of innovations on commercial performance, showing how 

different innovation strategies enable development of new capabilities (Subramaniam & 

Youndt, 2005), knowledge (Laursen & Salter, 2006), and skills (Fosfuri & Tribó, 2008) that 

help sustain competitive advantage and enhance revenues and profitability.  

Given its focus on traditional for-profit organizations, previous literature has mainly 

investigated the impact of different innovation strategies on commercial performance 

because this is the main objective that for-profit organizations aim to sustain. In this article, 

given our interest in social enterprises—business organizations that have both social and 

commercial objectives at the core of their functioning (Smith et al., 2013)—we focus on the 

impact of different innovation strategies, here defined as the combination of product, 

process, and partnership innovations, on both commercial and social performance. 

Commercial performance refers to an organization’s capacity to capture value, that is, to 

maximize the value an organization appropriates after accounting for the costs of the 

resources it mobilizes (Santos, 2012). So, a social enterprise adopts innovations that impact 

commercial performance when it implements product, process, and partnership innovations 
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that sustain the value it captures from its activities and transactions with customers (Santos, 

2012). This happens when a social enterprise adopts novel products or services that increase 

its revenues (Di Domenico, Haugh, & Tracey, 2010) or implements new production or 

coordination processes that increase production efficiency (Battilana et al., 2015) or 

establishes new partnerships with other organizations to enter into more profitable market 

segments (Santos, 2012).  

Social performance, on the other hand, depends on an organization’s capacity to 

generate positive social impact (Smith et al., 2013), that is, to maximize the value the 

organization creates for society by tackling social and/or environmental problems (Battilana 

et al., 2015). So, a social enterprise adopts innovations that impact social performance when 

it implements new products, processes, and services that increase the value it creates for 

society and scale its social impact (Nicholls & Murdock, 2012; Phills et al., 2008; Santos, 

2012). A typical example of product innovation that impacts social performance is the 

adoption of a new vaccine to address neglected diseases that plague extremely poor people 

who are unable to pay for it (Santos, 2012). An example of a process innovation that impacts 

social performance is the implementation of new training programs for disabled people that 

help them (re)integrate into the job market (Pache & Santos, 2013). Finally, a social 

enterprise can also adopt novel partnerships that scale its social impact, thus positively 

affecting its social performance. For instance, Jay (2013) showed that collaborations with 

external partners to give visibility to environmentally friendly technology enabled a social 

enterprise to positively impact society by helping to reduce gas emissions in a certain area. 

The innovation strategy is of paramount importance to assessing social enterprises’ 

reaction to turbulence. Indeed, the capacity of a social enterprise to sustain its social and 

commercial performance in situations of turbulence depends mostly on its innovation 

strategy, or how it combines product, process, and partnership innovations that equally 
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sustain both social and commercial performance and enable the organization to create value 

for society while capturing what is needed to survive (Santos, 2012). Yet, this balancing of 

performance is extremely difficult because turbulence exacerbates the incompatibility 

between the social and the commercial pressures that a social enterprise is exposed to, both 

internally (Almandoz, 2012) and externally (Battilana et al., 2015). Hence, turbulence 

exposes social enterprises to the risk of adopting innovations that cause a social enterprise 

to prioritize either social or commercial performance according to the nature and intensity 

of the divergent pressures exercised by internal and external stakeholders. 

In this article, we analyze how different internal and external stakeholders influence 

the innovation strategy of a social enterprise and its impact on social and commercial 

performance. In particular, we develop three hypotheses to test the influence of key internal 

and external stakeholders—administrative leaders holding directive positions (Battilana et 

al., 2015; Selznick, 1957), board members (Almandoz, 2012), and external stakeholders 

(Pache & Santos, 2013)—on the impact on social and commercial performance of the 

innovation strategy adopted by social enterprises. 

 

4.3. HYPOTHESES 

4.3.1. The Role of Administrative Leader  

Previous research has proved the influence of administrative leaders on a social enterprise’s 

capacity to recombine social and commercial performance’s objectives (Battilana et al., 

2015; Besharov, 2014). In social enterprises, administrative leaders—those holding directive 

positions and finding themselves at the top of the organization (Selznick, 1957)—usually 

have the role of general director (Battilana et al., 2015) and lie at the crossroads of social 

and commercial activities, significantly influencing both.  
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Of particular relevance for our work, research on imprinting (Marquis & Tilcsik, 

2013) and ambidexterity (Smith & Tushman, 2005) has emphasized that leaders’ 

backgrounds due to their previous work experience shape how they understand a situation, 

frame priorities, and make decisions (Levinthal & March, 1993). Indeed, people carry with 

them skills, knowledge, schemas, and cognitive patterns acquired from previous experiences 

when they move to a new organization (Marquis & Tilcsik, 2013).  

Applying this perspective to social enterprises, scholars have shown that 

administrative leaders’ work background alternatively in the for-profit or the not-for-profit 

sector shapes their influence on social enterprises’ positioning amidst social value creation 

and wealth generation (Almandoz, 2012; Lee & Battilana, 2014), in particular in the case of 

trade-offs between social and commercial performance (Battilana et al., 2015). Social 

enterprises’ leaders who have a background in the not-for-profit sector usually prioritize 

social concerns when in conflict with commercial objectives (Almandoz, 2012). In such 

situations of conflict, these leaders usually rely on their previously developed prosocial 

competencies, skills, cognitive schemata, and values (Battilana et al., 2015) to define 

priorities. Given their experience and background, leaders coming from the nonprofit sector 

would see turbulence mainly as a challenge to their organization’s capacity to achieve social 

impact (Battilana et al., 2015). Therefore, we expect that these leaders will address a 

situation of turbulence by prioritizing social performance, thus pushing the enterprise to 

adapt its innovation strategy in favor of the adoption of innovations that impact social 

performance more than commercial performance.  

Conversely, administrative leaders of social enterprises who have a for-profit 

background would rely on their previously developed commercially oriented knowledge, 

skills, cognitive schemas, and routines to define priorities amidst social value creation and 

wealth generation in situations of turbulence (Battilana et al., 2015). Given their imprinting, 
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these leaders are likely to perceive and frame changes in the environmental conditions—

and, in particular, situations of economic turbulence—as a potential threat to the financial 

sustainability of the venture and to its capacity to compete in the market (Golden & Zajac, 

2001). Hence, we expect that in situations of turbulence they will push a social enterprise to 

change its innovation strategy to adopt product, process, and partnership innovations 

imbalanced toward commercial performance in the effort to sustain profitability. We 

therefore hypothesize as follows: 

Hypothesis 1. When facing economic turbulence, a social enterprise will adopt an 
innovation strategy that imbalances toward social (commercial) performance, if the 
administrative leader has a not-for-profit (for-profit) work background. 

 

4.3.2. The role of board members  

The board of directors usually sets the strategic objectives of an organization and monitors 

its operational activities (Golden & Zajac, 2001; Goodstein, Gautam, & Boeker, 1994). 

Research has suggested that organizations adapt more effectively to changes in 

environmental conditions (Golden & Zajac, 2001) and manage divergent objectives when 

they are governed by (moderately) heterogeneous boards in terms of occupational 

experience (Golden & Zajac, 2001; Johnson, Schnatterly, & Hill, 2013). Indeed, members 

having diverse occupational experience and working on different activities bring to the board 

a diversity of orientations and experience that results in a broader range of strategic solutions 

that might help address complex issues (Eisenhardt & Bourgeois, 1988).  

Given the dual social and commercial objectives of a social enterprise, its board of 

directors is responsible for defining policies and strategies aimed at affecting both 

commercial performance—in terms of capacity to capture enough value to thrive (Santos et 

al., 2015)—and social performance—in terms of quality and effectiveness of the specific 

social interventions it designs (Mair, Battilana, & Cardenas, 2012). So, the board of directors 



146 
 

 

of a social enterprise should include members who have commercial skills and members 

who bring social expertise (Mair et al., 2012). Commercial skills and expertise are usually 

brought to a social enterprise’s board by “members from business occupations” (Golden & 

Zajac, 2001), that is, by members who are engaged in occupational activities, either within 

the social enterprise or in other organizations, aimed at capturing value and maximizing 

profit (Golden & Zajac, 2001). These “members from business occupations” usually have a 

commercial background and competencies and sit on a social enterprise’s board to safeguard 

its commercial orientation and market performance (Almandoz, 2012; Golden & Zajac, 

2001). Social skills and expertise, on the other hand, are brought to the board of a social 

enterprise by “board members from social occupations,” that is, by members who work on 

occupational activities, either within the social enterprise or in other organizations, aimed at 

creating a positive social impact (Almandoz, 2012). These “board members from social 

occupations” usually have a nonprofit background and prosocial motivations (Coombes, 

Morris, Allen, & Webb, 2011) and competencies (Ebrahim et al., 2014). Hence, they sit on 

the board of a social enterprise to guarantee its social commitment (Almandoz, 2012; Brown 

& Iverson, 2004).  

The role of the board of directors is especially critical when an organization faces 

situations of environmental turbulence (Almandoz, 2012; Coombes et al., 2011; Goodstein 

et al., 1994; Stevens et al., 2015), because board members are responsible for making 

strategic decisions that influence how the venture navigates external changing conditions 

(Goodstein et al., 1994). Given their role, skills, and competencies, in situations of 

turbulence “board members from business occupations” usually see environmental 

turbulence as a threat to a social enterprise’s profitability. Hence, we expect that they will 

push a social enterprise to adapt its innovation strategy to adopt product, process, and 

partnership innovations that impact mainly commercial performance rather than social 
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performance. Conversely, and because of their role and competencies, “board members from 

social occupations” operate as watchdogs of the consistency of the social enterprise with its 

original mission (Almandoz, 2012; Brown & Iverson, 2004). Hence, we expect that they 

will push a social enterprise to adapt its innovation strategy to adopt product, process, and 

partnership innovations imbalanced toward social performance. We therefore hypothesize 

the following: 

Hypothesis 2. When facing economic turbulence, a social enterprise will adopt an 
innovation strategy that imbalances toward social performance, if its board of directors 
has a higher proportion of “members from social occupations” than of “members from 
business occupations”. Conversely, a social enterprise will adopt an innovation strategy 
that imbalances toward commercial performance if its board of directors has a higher 
proportion of “members from commercial occupations” than of “members from social 
occupations”. 

 

4.3.3. The role of external stakeholders 

Along with internal stakeholders—particularly board members and administrative leaders—

external stakeholders can influence social enterprises’ strategic positioning amidst social 

value creation and wealth generation (Cooney, 2012; Pache & Santos, 2013). 

Like any organization, a social enterprise depends on a broad set of external 

stakeholders for its survival. They provide legitimacy and the resources necessary to thrive 

(Pache & Santos, 2013; Ramus & Vaccaro, 2017). Stakeholders’ demands and pressures, 

therefore, permeate social enterprises’ boundaries and influence their strategies and choices 

(Smith et al., 2013; Stevens et al., 2015). 

By virtue of its social mission, a social enterprise depends on “social stakeholders”: 

for example, public bodies, social services, nonprofit partners, and volunteers (Pache & 

Santos, 2013; Smith et al., 2013). Being motivated by socially oriented objectives and 

values, these stakeholders support a social enterprise for its contribution to society’s well-
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being (Pache & Santos, 2013), thus pressing the organization to be primarily focused on 

social value creation through innovative projects and initiatives (Ramus & Vaccaro, 2017). 

By virtue of their commercial bottom line, however, social enterprises depend also 

on “commercial stakeholders” such as customers, commercial partners, and investors. These 

stakeholders are mainly motivated by self-interested and profit-oriented objectives (Pache 

& Santos, 2013). They support a social enterprise because of its productive efficiency, 

quality of service, and operational capacity (Smith et al., 2013); thus they press the social 

enterprise to adopt innovations to improve its commercial performance. 

When confronted with multiple and incompatible stakeholders’ pressures and 

expectations, an organization tends to adapt its strategies to give priority to those exerted by 

more-pressing stakeholders (Stevens, Steensma, & Harrison, 2005) while defying those 

posed by less-pressing ones. Thus, we expect that in a situation of economic turbulence that 

intensifies the incompatibility between social and commercial stakeholders’ claims, a social 

enterprise will adapt its innovation strategy and adopt innovations that impact mainly social 

or commercial performance according to the intensity of the pressure exerted by commercial 

and social external stakeholders. Thus, we hypothesize as follows: 

Hypothesis 3. When facing economic turbulence, a social enterprise will adopt an 
innovation strategy that imbalances toward social performance if pressures from social 
external stakeholders are perceived to be more intense than pressures from commercial 
external stakeholders. Conversely, a social enterprise will adopt an innovation strategy 
that imbalances toward commercial performance if pressures from commercial external 
stakeholders are perceived to be more intense than pressures from social external 
stakeholders. 

4.4. METHODS 

To study the determinants that influence the adoption of innovation strategy that imbalances 

a social enterprise toward either social or commercial performance, we tested our hypotheses 

on a sample of 139 Italian WISEs. 
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4.4.1. Setting 

WISEs represent a particular type of social enterprise (Battilana et al., 2015; Santos et al., 

2015), as they compete in the market to help marginalized, long-term unemployed people 

readjust to the world of work (Pache & Santos, 2013). A WISE hires marginalized people 

(e.g., people formerly addicted to drugs or alcohol, immigrants with little education, people 

with disabilities) to produce products and services that it then sells on the market. As such, 

WISEs pursue both social and commercial performance (Battilana et al., 2015). On one side, 

they aim to enhance their social performance and scale their social impact, providing 

training, mentoring, and counseling services to marginalized workers in order to facilitate 

their transition back into the labor market. On the other side, they also aim to achieve 

commercial performance and sustained profitability through production efficiency and 

customer service.  

WISEs usually adopt a structurally differentiated organizational design (Battilana et 

al., 2015; Santos, et al., 2015) to achieve their dual social and commercial performance: they 

are divided into a “social area” and a “production area” that are coordinated by a general 

director (Battilana et al., 2015), who is the venture’s administrative leader. The social area 

is managed by social counselors who provide psychological, social, and job-readiness 

training to marginalized workers and interact with nonprofit organizations, volunteers, and 

other commercial stakeholders (Pache & Santos, 2013). The production area is run by 

production supervisors who manage production activities and deal with customers, 

suppliers, and other commercial stakeholders (Ramus et al., 2017).  

Like in other European countries, WISEs emerged in Italy in the late 1970s to address 

the country’s rising unemployment (Borzaga & Fazzi, 2011). WISEs became recognized 

through various laws between the 1990s and 2000s (Law 381/1991; Law 52/1996; Law 

118/2005 and Law 155/2006) that allowed them to operate as economic entities and that 
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granted them subsidies and tax exemptions on the condition that marginalized workers (as 

defined by Italian Law 381/1991) make up at least 30% of their workforce. 

Until 2008, WISEs were subsidized by public bodies and could collaborate with 

actors of the nonprofit sector (i.e., employment agencies, social services, nonprofit 

organizations) to provide marginalized workers the skills and confidence they needed to 

reintegrate themselves into the workforce (Borzaga & Fazzi, 2011). Moreover, WISEs could 

also rely on stable resources of commercial partners and customers.  

The financial turmoil affecting Italy from 2008 onward exposed WISEs to new 

situations of economic turbulence (ISTAT, 2009) that exacerbated the difficulty for WISEs 

to strike a balance between divergent social and commercial objectives. As an effect of the 

financial crisis that created new and deeper societal problems, WISEs had to improve their 

social performance to address increased poverty, unemployment, and marginalization 

(Venturi & Zandonai, 2011). WISEs also had to improve their commercial performance: 

Customers and commercial partners began to ask social enterprises to cut costs and to scale 

efficiency and customer service (Venturi & Zandonai, 2011). In this situation of turbulence, 

social enterprises had to adopt innovative solutions in the effort to adapt to the new 

challenges posed by increased societal needs and stricter market requirements and to 

combine positive social impact and profitability.  

4.4.2. Data Collection 

To address our research question and test our hypotheses, we relied on survey data from a 

sample of 139 WISEs that we selected from a database of 1,001 Italian WISEs developed 

by the European Research Institute on Cooperative and Social Enterprises’ (EURICSE). 

WISEs were classified by EURICSE—by size—based on their net income in 2011. From 

the initial sample of 1,001 organizations, we eliminated 7 WISEs that were founded after 
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2009, and for which we could not investigate innovations adopted as reaction to financial 

turmoil. We then dropped 288 WISEs that resulted inactive (85) or impossible to contact by 

phone or by e-mail (203) at the time of the survey. Finally, we eliminated 2 WISEs that 

helped us to develop the questionnaire. Overall, we eliminated 297 WISEs and administrated 

the survey to the remaining 704 WISEs. 159 WISEs completed the survey. From these 

WISEs, we eliminated 11 WISEs that were too small to study the organizational dynamics 

we were interested in, i.e. those with a net income for 2011 below 0.5 million Euros. Finally, 

we eliminated 9 WISEs for which we could not measure the dependent variable as they did 

not answer the questionnaire properly. 

We gathered data between mid-March and mid-September 2013, inviting presidents 

and general directors of each WISE to participate by answering two different questionnaires. 

Consistent with previous literature, we refer to general directors as administrative leading 

figures (Besharov, 2014) whose role is to manage the activities of both the social and the 

production area (Battilana et al., 2015).  

We collected data referring to the period between 2009 and 2012 mostly via online 

and telephone-aided questionnaires. F-tests (F critic 0.00, p > 0.9973) and t-tests show no 

statistically significant differences between different types of administration; t-tests also 

show no statistically significant differences between early (those who immediately agreed 

to participate in the survey) and late respondents (those who had to be solicited before 

agreeing to participate). Finally, results from a two-way ANOVA show no statistically 

significant difference (F critic= 0.30, p > 0.9747) due to the type and period of 

administration of the survey.  

After collecting the data, we decided to use only the information we gathered from 

the general directors, for several reasons. While almost all the directors we approached 

agreed to answer our questionnaire and answered almost all the questions, only 41% of the 
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presidents completed the questionnaire personally; the remaining 59% delegated the 

completion of the questionnaire to an unknown respondent. Moreover, over 80% of the 

questionnaires completed by presidents presented consistent missing answers to critical 

questions of our study, suggesting that presidents lacked in-depth knowledge about their 

WISE’s functioning. Hence, we dropped the presidents’ responses from the analysis.  

4.4.3. Measures 

Dependent Variable 

As introduced above, a social enterprise adopts an innovation strategy imbalanced toward 

social performance when it adopts product, process, or partnership innovations that impact 

more social performance (innovations that create value for society by addressing 

social/environmental issues) than commercial performance (innovations that enhance the 

value that the organization captures thanks to production efficiency and customer service). 

Conversely, a social enterprise adopts an innovation strategy that imbalances toward 

commercial performance when it adopts product, process, or partnership innovations that 

impact more commercial performance than social performance.  

We followed three steps to construct our measure of innovation performance 

imbalance (IPI), relying on the aforementioned definitions. First, we investigated the type 

(i) of innovations adopted by our sample WISEs; second, we asked general directors to 

indicate the impact of each type (i) of innovation on social and commercial performance; 

finally, we measured the innovation imbalance. 

First, we investigated the innovation types (i) adopted by the sample WISEs (See 

Appendix A for examples). Consistent with our distinction between product, process, and 

partnership innovation and with the recognition that in a WISE innovations can be adopted 

by both the social and the commercial areas, we identified the following six types of 
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innovation (i): (1) product innovations adopted by the social area, (2) process innovations 

adopted by the social area, (3) partnership innovations adopted by the social area, (4) product 

innovations adopted by the commercial area, (5) process innovations adopted by the 

commercial area, and (6) partnership innovations adopted by the commercial area. We asked 

the general directors to indicate which of these six types were adopted by their WISEs 

between 2010 and 2012, that is, the years following the financial crisis affecting Italy in 

2008 and reaching its peak in 2009 (ISTAT, 2009).  

Second, we measured the impact of each of these six types of innovation (i) on 

WISEs’ social and commercial performance. For each type of innovation adopted, we asked 

directors to assess the impact on organizational performance on four items. Two items 

addressed social performance, by assessing to what extent the innovation types (i) adopted 

by their WISEs (a) have impacted the quality of caring and counseling provided to 

marginalized workers (Pache & Santos, 2013), and (b) have extended the categories of 

marginalized people employed by the organization (Di Domenico et al., 2010). Two of the 

items addressed commercial performance, by assessing to what extent the innovation types 

(i) adopted by their WISEs have impacted (c) the organization’s capacity to address 

customer expectations (Pache & Santos, 2013), and (d) the organization’s profitability 

(Battilana et al., 2015). Directors scored answers on a 7-point Likert scale (1 = “minimal 

impact”; 7 = “maximum impact”). Based on the directors’ answers we calculated the impact 

of innovations adopted by WISEs on social and commercial performance as follows: 

Impact of innovations adopted  on social performance  =∑N
i=1 ;  (1) 

Impact of innovations adopted on commercial performance =∑N
i=1 ;   (2) 

where: 

i indicates the innovations types and ranges from 0 to 6;  

N is the total number of innovation types and is equal to 6; 
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si indicates the impact on social performance of the innovation types (i), computed 

as the average of the aforementioned items (a) and (b); and 

ci indicates the overall impact on commercial performance of the innovation types 

(i), computed as the average of the aforementioned items (c) and (d). 

Third, we measured the aggregate innovation performance imbalance (IPI) of the 

sample WISEs as follows: 

IPI = Impact of innovations adopted on social performance (1) – impact of innovations 

adopted on commercial performance (2) 

Values of IPI may range within the interval [−6; +6]. In our sample, values for 

innovation imbalance range from −2.00 to 3.25, with an average of −.13 and a standard 

deviation of .69. A social enterprise unbalances its innovation strategy toward social 

performance—and the measure IPI assumes positive values—when it adopts new product, 

process, or partnership innovations that impact more social performance than commercial 

performance. It unbalances its innovation strategy toward commercial performance—and 

the measure IPI assumes negative values—when the opposite situation occurs.  

Independent Variables  

We test our hypotheses with three independent variables: leader’s work background; board 

composition; and external stakeholders’ pressures.  

Leader’s work background. We adapted Battilana and Lee’s (2014) measure of past 

work experience to assess the work background of the administrative leaders in our sample 

organizations. We asked general directors (i.e., the administrative leaders) to indicate in 

which sector they had worked before joining the actual organization. A dummy variable 

assumes the value 0 in case of a work background in the “for-profit” sector and the value 1 

for the “not-for-profit” sector. 
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Board composition. We developed a measure of board composition to indicate the 

extent to which the number of board members from social occupations was (un)balancing 

the number of board members from business occupations. To construct our measure, we 

built upon Golden and Zajac’s (2001) measure of board’s occupational heterogeneity. In 

their study on strategic change, Golden and Zajac (2001) (i) classify 14 board members’ 

primary occupations; (ii) consider the percentage of members per each mutually exclusive 

category of occupation, given the total composition of the board; and (iii) then use 

percentages to calculate a measure of the board’s occupational heterogeneity, similar to a 

Herfindahl index. We borrowed Golden and Zajac’s (2001) intuition that board members’ 

distribution per categories of primary occupations is important to understanding board 

heterogeneity. We adapted their measure to our study to measure to what extent governance 

in social enterprises is “heterogeneous” in terms of unbalancing in the distribution of board 

members per occupational categories. Namely, we created three occupational categories: a 

category for board members from social occupations (e.g., social worker, psychologist), a 

category for board members from business occupations (e.g., production director, chief 

financial officer), and a category for board members coming from occupations that 

combined both business and social aspects (e.g., marketing managers for NGOs). Unlike 

Golden and Zajac’s (2001), our categories are not mutually exclusive. We further asked 

general directors to indicate the percentage of the social enterprise’s board members who 

are involved only in social occupations—within or outside the organization; only in business 

occupations—within or outside the organization; or in both social and business occupations. 

From the total composition of the board, we subtracted the percentage of board members 

involved in social and business occupations simultaneously. We obtained the final measure 

of board composition by subtracting the percentage of members from business occupations 

from the percentage of members from social occupations. The measure assumes positive 
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values when the board of directors has a higher proportion of members from social 

occupations than of members from business occupations, and negative values otherwise. 

Values may range within the interval [−100%; +100%]. 

External stakeholders’ pressure. To assess the pressure exerted on the social 

enterprises by external social and commercial stakeholders, we adapted the measure 

developed by Stevens and colleagues (2005). Namely, we asked general directors to identify 

the five main social and five main commercial external stakeholders of their organization. 

We further asked about the average level of pressure exerted by these two categories of 

stakeholders respectively. Answers are scored on a 7-point Likert scale (1 = “no pressure”; 

7 = “highest pressure”). The final measure of (perceived) external stakeholders’ pressure 

considers the difference between pressure exerted by external social stakeholders and 

pressure exerted by external commercial stakeholders. The variable assumes positive values 

when pressures from social stakeholders are perceived to be higher than those exerted by 

commercial stakeholders, and negative values otherwise. Values of external stakeholders’ 

pressure may range within the interval [–6; +6].   

Control Variables 

To exclude alternative explanations pushing social enterprises’ innovation strategy to 

unbalance toward social or commercial performance, we included seven variables in the 

regressions, to control for (a) administrative leaders’ tenure, (b) WISEs’ organizational 

mechanisms, (c) types of innovations adopted, and (d) WISEs’ human and financial 

resources. 

(a) Administrative leaders’ tenure. First, we controlled for (1) Administrative 

leaders’ tenure, assuming that the likelihood that social enterprises react to economic 

turbulence by adopting innovations that prioritize social performance is positively related to 
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the tenure of their general directors (i.e., administrative leaders). Thanks to their experience, 

more-tenured leaders should be more focused than less-tenured ones on a social enterprise’s 

consistency with its social mission even under conditions of exacerbated turbulence and 

economic constraints (Battilana et al., 2015). So we expect that more-tenured leaders would 

push a social enterprise to adopt innovations unbalanced toward social performance. 

(b) WISE’s organizational characteristics. We used two variables to control for 

WISEs’ organizational characteristics: (2) WISE’s activity, assessed considering the sector 

where they compete; and (3) WISE’s size. We assumed that social enterprises working in 

more competitive and more price-sensitive sectors (e.g., the assembly or the cleaning 

sectors) would be more likely to react to turbulence by adopting an innovation strategy 

imbalanced in favor of commercial performance than social enterprises working in less 

competitive and less price-sensitive sectors (e.g., the waste management sector). Moreover, 

as WISEs grow in size, they should be less exposed to financial constraints and external 

shocks, so they should be able to address economic turbulence through the adoption of 

innovations to remain consistent with their mission despite changed environmental 

conditions (Stevens et al., 2015).  

(c) Types of innovations adopted. Relying on answers from general directors, we 

created three dummies to control for the effect of innovation types: (4) Product innovations, 

(5) Process innovations, and (6) Partnership innovations. Our aim was to explore whether 

the adoption of certain innovation types might affect how the overall innovation strategy of 

a social enterprise impacts social and commercial performance.   

(d) Marginalized workforce in 2009 (7). We also controlled for the impact of 

human resources. The presence of a high percentage of marginalized workers in the 

workforce composition suggests that a social enterprise focuses on its mission and social 

performance (Ramus et al., 2017). So, we asked directors to indicate the percentage of the 
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marginalized workforce (Italian Law 381/1991) in their WISE out of the total workforce 

employed by their WISE in 2009, the first year of our observation. Appendix B presents the 

variables, items and references used for the dependent, independent, and control variables.  

4.5. RESULTS 

Table 1 presents descriptive statistics and correlations. 

+++++ Insert Table 1 about here +++++ 

We tested our hypotheses by performing five OLS regression models. We performed 

a baseline model (model 1) with only the control variables, three separate models (models 

2, 3, and 4) with the control variables and each of the three independent variables, and a 

model (model 5) that includes all control and all independent variables. Table 2 presents the 

results of the OLS regression analyses.   

+++++ Insert Table 2 about here +++++ 

In the full model (model 5), which includes all control and independent variables, 

we found statistically significant evidence to support hypotheses 2 and 3. We did not find 

any support for hypothesis 1. We found that having a higher proportion of members from 

social occupations on the board (as opposed to the proportion of members from business 

occupations) has a positive and statistically significant effect on the innovation performance 

imbalance (β = .00; p < .03). Similarly, higher pressures from social external stakeholders 

(as opposed to pressures from commercial external stakeholders) have a positive and 

statistically significant effect on the innovation performance imbalance (β = .11; p < .00).  

Since four of five regression models (models 1, 2, 3, and 4) presented problems with 

heteroscedasticity (see White tests, Table 2), we also ran GLS regression models 

(Wooldridge, 2003) that confirmed the OLS results (Table 3). 

+++++ Insert Table 3 about here +++++ 
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Our results are not without limitations, mainly due to the characteristics of our 

research design. The main limitation is that we collected data through a survey which 

involved the WISEs’ general directors as the main source of information. Hence, we 

captured the perceptions of the general directors about external stakeholder pressures on 

social enterprises and about the impact of adopted innovations on social and commercial 

performance. This might explain, for instance, why our dependent variable shows such high 

variance. Another limitation of our research design is that we collected cross-sectional and 

not panel data covering the period (2010–2012) following the financial shock affecting Italy 

in 2009. Hence, we could not control for time-period effects. Finally, our sample is just big 

enough to trust the interpretations of our results, as the sample size is almost 10 times the 

number of predictors included in the regression models.  

4.6. DISCUSSION  

In this study, we investigate the influence of administrative leaders, board members, and 

external stakeholders on the adoption of an innovation strategy that imbalances toward either 

social or commercial performance.  

Our results do not provide statistically significant support to our first hypothesis 

about the influence of administrative leaders’ background on innovation performance 

imbalance. Instead, they suggest an influence of board members and external stakeholder 

pressure. Namely, they indicate that in situation of turbulence a social enterprise will adopt 

an innovation strategy that imbalances toward social performance when the proportion of 

board members from social occupations is higher than that of members from business 

occupations (hypothesis 2). Our findings also suggest that a social enterprise will adopt an 

innovation strategy that impacts more social than commercial performance also when 

pressures from social external stakeholders are perceived to be higher than pressures from 

commercial stakeholders (hypothesis 3).  
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Taken together, our findings advance that the recombination of social and 

commercial performance in situations of turbulence through innovation adoption requires a 

delicate balance between internal and external stakeholders, therefore highlighting the 

importance of exposing social enterprises to the right combination of internal and external 

pressures. In so doing, our study has the potential, we believe, to contribute to advancing a 

deeper understanding of social enterprises’ functioning (Smith et al., 2013), for two reasons. 

First, it advances understanding of the social-versus-commercial dichotomy that typically 

characterizes social enterprise from an innovation’s perspective. Although previous scholars 

have acknowledged the innovative potential of these organizations (Jay, 2013), research has 

analyzed the social-versus-commercial dichotomy by focusing mainly on determinants 

leading to the prioritization of different practices (Pache & Santos, 2013), processes 

(Besharov, 2014), and arrangements (Battilana et al., 2015) and their impact on social 

enterprises’ performance. Our work complements these studies by showing drivers that 

influence social enterprises to adopt innovation strategy that imbalances toward either social 

or commercial performance.   

Second, our findings provide some suggestions about the influence of internal and 

external stakeholders on social enterprises’ capacity to remain focused on their original 

social mission in situations of economic turbulence. On this basis, we advance research on 

mission drift in social enterprises (Ramus & Vaccaro, 2017), an issue with strong strategic 

and ethical implications (Ebrahim et al., 2014; Zahra et al., 2009). Previous research has 

highlighted the influence of internal stakeholders, particularly administrative leaders 

(Battilana et al., 2015), employees (Ashforth & Reingen, 2014) and board members 

(Almandoz, 2012). Our findings help provide a more comprehensive picture that includes 

also external stakeholders. We suggest that, in situations of turbulence, external 

stakeholders’ influence on the ability of a social enterprise to remain consistent with its 
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social mission might be even stronger that the influence exercised by some internal 

stakeholders, in particular administrative leaders. 

Below, we elaborate on our findings and discuss our strategic and normative 

contributions to the growing body of research on social enterprises (Smith et al., 2013). 

 

4.6.1. Social Enterprises’ Reaction to Situations of Turbulence: The Influence of 

Internal Stakeholders 

Previous research has investigated the role of internal stakeholders to define the strategic 

positioning of social enterprises between social value creation and wealth generation 

(Battilana & Dorado, 2010; Besharov, 2014). In particular, a growing research stream has 

highlighted the role of administrative leaders, advancing that their background (Lee & 

Battilana, 2014) and experience (Battilana et al., 2015; Besharov, 2014) influence how they 

frame external pressures, identify organizational priorities, and consequently define social 

enterprises’ strategies (Battilana et al., 2015). Yet, with few exceptions (Battilana et al., 

2015), previous research remains largely silent about the role of administrative leaders in 

situations of turbulence: our empirical evidence helps fill this gap, de-emphasizing their role. 

We suggest that in situations of turbulence neither the background nor the tenure of 

administrative leaders—in our case represented by WISEs’ general directors—significantly 

affects social enterprises’ position amidst social and commercial performance through the 

adoption of innovations.  

Instead, our empirical evidence highlights the role of board members, in this way 

advancing understanding of social enterprises’ functioning (Smith et al., 2013). Despite the 

critical role of the board of directors to define the long-term strategies of any venture (Brown 

& Iverson, 2004; Wright & Millesen, 2008), only a few scholars have acknowledged its 

impact on social enterprises (e.g., Almandoz, 2012; Crucke & Knockaert, 2016). We address 
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this gap, suggesting that board composition is critical to determining a social enterprise’s 

innovation strategy and its impact on social and commercial performance.  

Highlighting the role of board members from social and from commercial 

occupations as internal stakeholders who can affect social enterprises’ innovation strategy, 

we also advance business ethics research on “stakeholder democracy” (Matten & Crane, 

2005). This stream suggests that stakeholders should be involved in governance processes 

both for strategic and for ethical reasons: stakeholders can help organizations gain 

legitimacy and resources (Harrison & Freeman, 2004) and therefore have the right to 

actively influence these organizations’ strategic decision-making processes (Van Buren, 

2010). We confirm that the participation of different stakeholders in board decisions can 

benefit social enterprises and help them tackle complex social problems sustainably through 

the adoption of an innovation strategy that balances social and commercial performance. 

Yet, similar to Crucke and Knockaert (2016), we also suggest that stakeholder representation 

and participation at the board level can also be detrimental: indeed, it can push the adoption 

of an innovation strategy that causes a social enterprise to imbalance toward either social or 

commercial performance, thus undermining its capacity to recombine social value creation 

and wealth generation.  

4.6.2. Social Enterprises’ Reaction to Situations of Turbulence: The Influence of 

External Stakeholders 

Past research has acknowledged different mechanisms through which external stakeholders 

can influence the strategies of social enterprises and foster their social commitment (Cooney, 

2012). For instance, some scholars have showed that the legitimacy vis-à-vis social versus 

commercial stakeholders influences social enterprises’ strategic choices (Tracey et al., 

2011). In this stream, Pache and Santos (2013) show that social enterprises tend to 

incorporate demands exerted by dominant stakeholders in their strategies in order to gain 
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legitimacy and acceptance with them. Other scholars have suggested that active involvement 

in dialogue and collaboration with social stakeholders can help social enterprises scale their 

impact more meaningfully despite divergent pressures exerted by commercial stakeholders 

(Laplume, Sonpar, & Litz, 2008; Ramus & Vaccaro, 2017). 

Our findings complement and extend these studies. We suggest that stakeholders can 

exercise a significant influence on a social enterprise’s innovation strategy by virtue of the 

pressures they exert on the venture, as they are perceived by organizational key members. 

In this sense, external stakeholders can be a source of threats but also of opportunities. They 

can be a threat because unbalanced pressure can lead social enterprises to adopt an 

innovation strategy that imbalances a social enterprise’s performance. Excessive pressure 

from social stakeholders might lead social enterprises to adopt innovation that impact social 

performance but at the expense of financial viability. Excessive pressures from commercial 

stakeholders, on the other hand, might lead a social enterprise to adapt its innovation strategy 

and adopt product, process, and partnership innovations that scale profitability, but at the 

expense of social impact. However, external stakeholders can also be a source of 

opportunities: our findings suggest that when a social enterprise properly manages external 

stakeholder pressures, these pressures might push it to combine product, process, and 

partnership innovation to balance social and commercial performance also in turbulent 

times.  

4.6.3. Mission Drift and Social Enterprises: Normative Recommendations 

Our results provide some suggestions for preventing and managing ethical issues that can 

affect social enterprises as they struggle to balance commercial and social performance 

(Ebrahim et al., 2014).  

Scholars have suggested that one of the main risks for social enterprises, particularly 

in turbulent times (Battilana et al., 2015), is the prioritization of commercial performance at 



164 
 

 

the expense of social impact. This prioritization might lead a social enterprise to drift away 

from its social mission (Battilana et al., 2015; Zahra et al., 2009), thus betraying its ethical 

obligations toward those stakeholders—donors, beneficiaries of services, and volunteers—

who support it because of its social commitment (Zahra et al., 2009). Previous research has 

provided some indications of the processes (Jay, 2013) and mechanisms (Canales, 2013) that 

social enterprises should implement to prevent mission drift and keep the focus on their 

social performance, while preserving their capacity to sustain their commercial performance, 

thereby honoring their fiduciary obligations to commercial stakeholders such as customers, 

investors, and suppliers (Zahra et al., 2009).  

We extend this research by providing some indications of the role of different 

internal and external stakeholders in influencing the adoption of innovations that can help 

social enterprises avoid mission drift and balance commercial and social performance. Given 

the significant influence of external stakeholders and board members, our findings suggest 

that, ideally, social enterprises should expose themselves to balanced external stakeholders’ 

pressures and compose their board of directors as a point of equilibrium between members 

from social and from commercial occupations. However, whereas a social enterprise usually 

has flexibility in composing its board of directors (Almandoz, 2012), it has little influence 

on the pressures exerted by external stakeholders, because they depend greatly on the 

structure (Battilana & Dorado, 2010) and evolution (Pache & Santos, 2013) of a particular 

field. For instance, a social enterprise might face more pressure from social stakeholders 

than from commercial stakeholders because of the historical characteristics of its field 

(Pache & Santos, 2013), or it might experience stronger commercial pressures due to a 

change in regulations that transforms the field structure and exacerbates market competition 

(Ramus & Vaccaro, 2017).  
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Our findings seem to suggest that social enterprises can address imbalanced external 

stakeholder pressures by increasing the presence and influence of board members who have 

an opposite orientation, thereby moderating the pressures of external stakeholders with an 

antithetical push exercised by internal stakeholders at the board level. However, this 

moderating strategy might be difficult to pursue because the artificial exposure to divergent 

pressures can lead to tensions and eventually cause breakdowns and organizational failure 

(Crucke & Knockaert, 2016; Smith et al., 2013). Combining our empirical evidence with 

previous research (Battilana & Lee, 2014), it seems that this moderating strategy can be 

performed when social enterprises can implement some coordinating mechanisms to (i) 

facilitate the interaction between internal and external stakeholders (Crucke & Knockaert, 

2016), and (ii) filter external stakeholder pressures (Pache & Santos, 2013). First, social 

enterprises might facilitate the interaction between stakeholders, creating an internal 

regulation that supervises the activities and the decisions of the board of directors and 

defines its interaction with external stakeholders. Second, social enterprises might develop 

internal mechanisms to filter stakeholder pressures in order to minimize unexpected and 

problematic influences, thus avoiding the “slavery of stakeholder expectations” (Vaccaro, 

Horta, & Madsen, 2008). These mechanisms should enable social enterprises to (a) 

periodically evaluate the pressure exerted by external stakeholders and its consequences on 

the adoption of innovations, and (b) analyze whether critical requests made by external 

stakeholders are appropriate and consistent with the needs and objectives of the 

organization.  

When the aforementioned mechanisms are absent or difficult to implement, an 

alternative strategy is to couple external and internal pressures, composing the board of 

directors to mirror external stakeholder demands. This strategy should enable social 

enterprises to avoid tensions (Ashforth & Reingen, 2014) but would also lead to adopting 
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innovations that unbalance a social enterprise’s performance. Therefore, when pursued, this 

coupling strategy should be combined with strategies to progressively introduce the 

aforementioned mechanisms to filter external stakeholder pressures and counterbalance the 

strategic positioning of the social enterprise’s board of directors.  

4.7. LIMITATIONS AND FURTHER RESEARCH 

Although this article contributes to developing a deeper and more generalizable 

understanding of the functioning of social enterprises, some limitations open several avenues 

for further research.  

We have provided some empirical evidence of drivers leading social enterprises to 

adopt an innovation strategy that balances (or imbalances) commercial and social 

performance in situations of economic turbulence. In particular, we have shown the effect 

of administrative leaders, board members, and external stakeholders on the adoption of 

innovations that impact either social or commercial performance. Yet, we have not 

accounted for the role of employees in influencing social enterprises’ reactions to turbulence 

(Besharov, 2014). Since previous scholars have suggested that motivations (Battilana & 

Dorado, 2010), values (Besharov, 2014), and identities (Golden-Biddle & Rao, 1997) of 

employees may influence social enterprises’ strategies, more quantitative research is needed 

to disentangle the effects of different workforce characteristics and compositions on social 

enterprises’ innovation strategy.  

Moreover, given our focus on stakeholders, and our research design, we have not 

studied how other internal—like organizational competencies, and innovative orientation 

(Laursen & Salter, 2006)— and external variables— like the political and institutional 

support that social enterprises can leverage (Li & Atuahene-Gima, 2001)— influence the 

impact of innovations adopted by social enterprises on their performance. More research 

should investigate this issue.  
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We have highlighted the importance of exposing social enterprises to the right 

combination of pressures exerted, both internally and externally, by social and commercial 

stakeholders to adopt an innovation strategy that balances social and commercial 

performance. Social and commercial stakeholders hold divergent values (Besharov, 2014) 

and understandings of organizational priorities and strategies (Battilana et al., 2015) that 

may generate tensions (Smith et al., 2013) that the quantitative nature of our work prevented 

us from investigating. Future qualitative research could therefore study this issue. In 

particular, research is needed to explore the coordinating mechanisms that can help manage 

tensions that may emerge at the board level and with external stakeholders holding different 

priorities and help prevent these tensions from developing into intractable conflicts (Golden-

Biddle & Rao, 1997).  

Relying on business ethics and strategic literature, we have studied here the impact 

of (perceived) stakeholders’ pressure on a social enterprise’s innovation strategy, but 

without differentiating for stakeholder’s salience, usually defined in terms of legitimacy, 

urgency, and power (Mitchell, Agle, & Wood, 1997). Future research may test how the 

perceived legitimacy, urgency, and power of alternatively social and commercial 

stakeholders affect organizational innovative choices. 

Finally, consistent with previous literature on social enterprises (Almandoz, 2012), 

in this study we have presented turbulence due to the economic turmoil that affected Italy as 

a source of threat for social enterprises. Yet, turbulence at the environmental level can also 

be perceived as an opportunity for change and transformation (George, Chattopadhyay, 

Sitkin, & Barden, 2006). Further research may disentangle whether and under which 

conditions economic turbulence can be perceived by social enterprises as a source of 

opportunity, and how their reaction changes. 
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TABLES 
 
Table 1. Descriptive Statistics and Correlations  

Variables Mean SD 1 2 3 4 5 6 7 8 9 10 11 

1 Innovation Performance Imbalance −.13 .69 1.00   
 

       
2 Leader’s work background .58 .49 .08 1.00         
3 Board composition −35.06 41.97 .14 .06 1.00         
4 External stakeholders’ pressure −.65 1.89 .30* .05 .09 1.00        
5 Administrative Leader’s tenure 11.42 6.84 .11 .04 .08 .11 1.00       
6 WISE’s activity 37.57 13.31 .03 .06 .09 .12 .05 1.00      
7 WISE’s size 1.63 .81 .10 .01 .17* .00 .06 .06 1     
8 Product innovations  .91 .28 .02 .00 .12 .04 .09 .04 .05 1    
9 Process innovations  .78 .42 .01 .10 .00 .03 .05 .02 .09 .10 1   

10 Partnership innovations .76 .43 .05 .06 .15 .08 .15 .04 .16 .00 .14 1  
11 Marginalized workforce in 2009 40.92 13.26 .14 .16 .12 .12 .07 .08 .01 .07 .11 .18* 1 

Note: SD are standard deviations.   
N (number of observations) = 139. 
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Table 2. Determinants of Innovation Performance Imbalance (OLS Regression 
Analysis) 

 
Model 1 Model 2 Model 3 Model 4 Model 5 

Variables β SE β SE β SE β SE Β SE 

Leader’s work 
background  

  .14 .12     .14 .12 

Board composition     0.00* .00   0.00** .00 

External stakeholders’ 
pressure 

      0.11*** .03 
0.11**
* 

.03 

Administrative leader’s 
tenure  0.01  0.01  0.01  0.01  0.01 

WISE’s activity 0.00 0.00 0.00 0.00 0.00 0.00  0.00  0.00 

WISE’s size 0.07 0.08 0.07 0.08 0.05 0.08 0.08 0.07 0.06 0.07 

Product innovations  0.09 0.21 0.09 0.21 0.16 0.21 0.12 0.20 0.20 0.20 

Process innovations   0.15  0.15 0.01 0.15  0.14 0.01 0.14 

Partnership innovations 0.00 0.14 0.02 0.15 0.05 0.15 0.04 0.14 0.11 0.14 

Marginalized workforce 
in 2009  0.00  0.00  0.00  0.00 0.01* .00 

Intercept  0.08 0.36 0.19 0.37 0.18 0.37 0.06 0.35 0.28 0.36 

Observations 137 137 136 137 136 

F critic .78 .85 1.13 2.16** 2.49*** 

R-squared .04 .05 .07 .12 .17 

Mean VIF 
(max VIF) 

1.06 
(1.12) 

1.06 
(1.13) 

1.08 
(1.15) 

1.06 
(1.12) 

1.08 
(1.17) 

White test  
(χ2 critic) 

52.15** 57.06** 54.66* 59.44** 67.88 

Note: β are regression coefficients; SE are standard errors. 
    * p < 0.10  
  ** p < 0.05  
*** p < 0.01  
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Table 3. Determinants of Performance Innovation Imbalance (Results of GLS 
Regression Analysis) 

 Model 1 Model 2 Model 3 Model 4 Model 5 

Variables β SE β SE Β SE β SE Β SE 

Leader’s work 
background  

  .14 .12     .14 .11 

Board composition     0.00* 0.00   0.00** .00 

External stakeholders’ 
pressure 

      0.11*** 0.03 
0.11**
* 

.03 

Administrative leader’s 
tenure  0.01  0.01  0.01  0.01  0.01 

WISE’s activity 0.00 0.00 0.00 0.00 0.00 0.00  0.00  0.00 

WISE’s size 0.07 0.08 0.07 0.07 0.05 0.07 0.08 0.07 0.06 0.07 

Product innovations  0.09 0.21 0.09 0.21 0.16 0.21 0.12 0.20 0.20 0.20 

Process innovations   0.14  0.14 0.01 0.14  0.14 0.01 0.14 

Partnership innovations 0.00 0.14 0.02 0.14 0.05 0.14 0.04 0.14 0.11 0.13 

Marginalized workforce 
in 2009  0.00  0.00  0.00  0.00 

0.01*
* 

0.00 

Intercept  0.08 0.35 0.19 0.36 0.18 0.35 0.06 0.34 0.28 0.34 

Observations 137 137 136 137 136 

χ2 critic 5.80 7.27 9.64 18.54** 27.12*** 

Log likelihood 140.07 139.36 137.70 134.21 130.00 

Note: β are regression coefficients; SE are standard errors. 
    * p < 0.10  
  ** p < 0.05  
*** p < 0.01 
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APPENDICES  

APPENDIX A - Examples Innovations types adopted by WISEs  

Types of innovations Description 

1) Product innovations 
adopted by the social area 
(examples) 

- Adoption of a new cleaning service in schools to 
reintegrate new categories of marginalized workforce 
(e.g., ex-inmates women previously not hired in the 
organization) 

- Adoption of a new data entry service to enable the 
reintegration of paraplegic workforce  

- Adoption of a new product design (digging wood instead 
of sawing) for the creation of wooden casings to make 
production of solar lamps easier to unskilled workforce 

2) Process innovations 
adopted by the social area 
(examples) 

- Adoption of new roles (e.g., team-leader) for training 
teams that work with marginalized workforce  

- Adoption of a new IT tool (e.g., electronic diary) to keep 
track of marginalized workers’ development of 
reintegration process  

- Adoption of new caring/training activities and services to 
foster the integration of marginalized workforce  

3) Partnership innovations 
adopted by the social area 
(examples  

- Adoption of an online platform to share best practices of 
work integration with other WISEs 

- Participation in joint projects with other nonprofit 
organizations (e.g., municipalities, local NGOs) to 
diversify care giving offer 

4) Product innovations 
adopted by the commercial 
area (examples) 

- Adoption of a new service of gardening for elite private 
households to satisfy new customers  

- Adoption of a new product (e.g., tailor-made suits) to 
reach out a new market share 

- Adoption of a new product design (e.g., removable solar 
panels instead of fixed solar panels) to adapt to 
customers’ need for flexibility in the use of solar 
technology 

5) Process innovations 
adopted by the commercial 
area (examples) 

- Adoption of more efficient production machines to 
shorten lead-time 

- Adoption of quality management in production to 
increase production efficiency 

- Adoption of standardized production activities to boost 
quality of production 

6) Partnerships innovations 
adopted by the commercial 
area (examples) 

- Participation in workshops for crowdsourcing to engage 
clients in new product development  

- Participation in joint projects with for profit organizations 
(e.g., suppliers) to enter new markets 
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APPENDIX B - Dependent, Independent and Control Variables: Variables, Items, 
Source of Information and Measures  

Variables Items 
Source of 

information 
Measures 

Dependent Variable     

Innovation performance 
Imbalance 
(IPI) 

Assessment of the impact 
of innovations adopted 
on social and commercial 
performance 
between2010 and 2012 
(Adapted from 
Damanpour, 1987, and 
Pace & Santos, 2013) 

General Director 

7-point Likert scale 
Impact of innovations on social 
performance –  Impact of 
innovations of commercial 
performance 

Independent Variable     

Leader’s Work 
Background 

Indication of the 
administrative leader’s 
work background 
(Adapted from Lee & 
Battilana, 2014) 

General Director 
Dummy variable: 
0: “For-profit” background 
1: “Not-for-profit” background 

Board Composition 
 

Given the total 
composition of the board, 
indication of the 
percentage of board 
members from social 
occupations and 
members from business 
occupations 
(Adapted from Golden & 
Zajac, 2001) 

General Director 

Percentage of board members 
from social occupations – 
Percentage of board members 
from business occupations 

External Stakeholders’ 
Pressure 

Indication of the average 
level of pressure exerted 
on the organization 
alternatively by social or 
commercial external 
stakeholders 
(Adapted from Stevens et 
al., 2005) 

General Director 

7-point likert scale: 
Social External Stakeholders’ 
Pressure – Commercial External 
Stakeholders’ Pressure 

Control Variables     

Administrative 
Leader’s tenure 

Indication of year of 
entrance in the 
organization of the 
administrative leader 
(i.e., the general director) 
(Adapted from Battilana 
et al., 2015) 

General Director 

Difference between the year of 
the survey (2013) and the year of 
entrance in the organization of 
the administrative leader (i.e., 
the general director) 
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WISE’s size 

Organizational income 
yield in 2011 
(Adapted from Venturi & 
Zandonai, 2011, and 
Battilana et al. 2015) 

European 
Research Institute 

on Cooperative 
and Social 
Enterprises 
(EURICSE) 

Ordinal variable: 
1 if large size 

 (x ≥ 1.5 mio €) 
2 if medium-large size  

(1 mio € ≤ x < 1.5 mio €) 
3 if  medium size  

(0.5 mio ≤ x < 1 mio €); 
4 if small size 

 (x < 0.5 mio €) 

WISE’s activity 

Organizational sector of 
activity 
(NACE classification of 
firm’s sector of activity) 

European 
Research Institute 

on Cooperative 
and Social 
Enterprises 
(EURICSE) 

Categorical variable ranging 
from 1 to 54 according to NACE 
classification 

Product innovations 

Indication of the new 
social and commercial 
product innovations 
adopted between 2010 
and 2012 
 (Adapted from Li & 
Atuahene-Gima, 2001, 
and  Shier & Handy, 
2015) 

General Director 

Dummy variable: 
0 if the organization does not 
adopt any product innovations 
1 if the organization adopts at 
least a product innovation 

Process innovations 

Indication of the new 
social and commercial 
processes innovations 
adopted between 2010 
and 2012 
(Adapted from Edquist, 
Hommen, & McKelvey, 
2001, and Shier & 
Handy, 2015) 

General Director 

Dummy variable: 
0 if the organization does not 
adopt any process innovations 
1 if the organization adopts at 
least a process innovation 

Partnership innovations 

Indication of the new 
social and commercial 
partnerships adopted 
between 2010 and 2012 
(Adapted from Walker, 
2006, and Shier & 
Handy, 2015) 

General Director 

Dummy variable: 
0 if the organization does not 
adopt any partnership 
innovations 
1 if the organization adopts at 
least a partnership innovation 

Marginalized workforce 
in 2009 

Indication of the 
percentage of 
marginalized workers in 
the organization 
(Italian Law 381/1991) 

General Director 

Percentage of marginalized 
workers in the organization (over 
the total of workforce employed) 
in 2009 
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5. PAPER 4 

Market-based and social-giving strategies for capability building: 

The case of solar technology diffusion in East Africa 

 

Barbara La Cara (ETH Zurich)  

Stefano Brusoni (ETH Zurich)  

 

Abstract 

Our longitudinal, ethnographic participant study analyzes the process through which a Swiss 
NGO developed a market-based strategy complementary to its traditional social-giving 
approach, to promote solar technologies in Kenya. The NGO leveraged market-based 
strategies to align incentives that fostered, first engagement of the local community and, 
later, learning about the technology. It leveraged social-giving strategies to foster the 
community’s learning about its own needs and methods to generate relevant capabilities. 
We argue that the development of an ‘enabling’ (as opposed to ‘coercive’) set of formalized 
and distinct social and commercial practices promoted the emergence and reconciliation of 
these two types of strategies. We contribute to research in hybrid organizations by showing 
how the NGO assimilates a commercial logic to respond to the community’s needs and in 
so doing achieves impact. We also shed light on the mechanisms allowing the NGO to 
manage social and commercial logics in a coordinated manner. 

 
Keywords: hybrid organizations, market-based strategy, international development, 

incentives, capabilities. 
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5.1. INTRODUCTION 

Development-oriented Non-Governmental Organizations (NGOs) have to reconcile 

multiple and conflicting objectives. They have to help some among the poorest communities 

in the world, in very difficult environments, while simultaneously showing impact and 

efficiency to satisfy donors. To achieve such objectives, NGOs have deployed historically 

different approaches such as transferring goods, money, technical expertise, information, 

etc. (Gomez & Helmsing, 2010). Yet, the evidence about their actual impact is at best mixed. 

There is some evidence of temporary positive impact (e.g., in-kind donations, Cohen & 

Dupas, 2010; Evans et al., 2009) as long as the NGOs are present on site (Easterly, 2006). 

Indeed, their effects seems to be generally short-lived (Wydick, Glewwe, & Rutledge, 2016). 

This is seemingly due to both the difficult conditions in which these communities live and 

the lack of local managerial or technical capabilities to continue using technologies 

introduced with the support of an NGO (e.g. Ahlborg & Hammar, 2014). NGOs themselves 

often lack the managerial and organizational capabilities to generate sustainable processes 

of local development (e.g. Marjanovic, Hanlin, Diepeveen, & Chataway, 2013). Hence, 

while the debate on how NGOs can effectively achieve local development continues, the 

needs of local communities remain unmet (Easterly, 2006; 2016) and their voices, often, 

neglected (Easterly, 2014). 

This paper intends to extend this discussion on the basis of a longitudinal, 

ethnographic, and participatory study of a Swiss NGO whose mission is promoting solar 

technologies in rural Africa. This NGO, in its recent evolution, captures one important trend 

that is highly visible across the whole NGOs movement (Fowler & Malunga, 2010): an 

increasing reliance on market-based mechanisms - i.e. the tendency to leverage markets to 

engage and incentivize local communities (Gomez & Helmsing, 2010). Participation in the 

market engages people in defining what they are good at and in gaining the capabilities 



187 
 

 
 

necessary to produce and trade goods (Easterly, 2006). Markets provide the incentives 

(Acemoglu, 2003) which encourage people to use goods or to exchange them (Ashraf, Berry, 

& Shapiro, 2010). 

Indeed, to better respond to local needs, NGOs have pushed themselves at the 

interface between civil society and the market (Lewis, 1999; Fowler, 2010), starting to 

pursue business objectives alongside traditional social objectives (Fowler & Malunga, 

2010). While social objectives may refer to in-kind donations of school uniforms (e.g., 

Evans, Kremer, & Ngatia, 2009; Hidalgo et al., 2013), laptops (Cristia et al., 2017), or 

improved technology (e.g., Ludwinski, Moriarty, & Wydick, 2011), business objectives 

concern the creation of sources of income in the target communities (Degnbol-Martinussen 

& Engberg-Pedersen, 2003).   

In this paper, we rely on neo-institutional theory (Thornton, Ocasio, & Lounsbury, 

2012) to analyze how NGOs may combine market-based and social-giving strategies to 

serve the needs of local communities, while reconciling the ensuing conflict between social 

and business objectives (Battilana & Lee, 2014). Research on neo-institutional theory 

(Greenwood et al., 2011), mostly drawing on the concept of institutional logics (Thornton et 

al., 2012), has studied how hybrid organizations manage distinct and at times conflicting 

objectives (Kraatz & Block, 2010). Institutional logics are the “socially constructed 

historical patterns of material practices, assumptions, values, beliefs and rules” (Thornton & 

Ocasio, 1999: 84) associated with societal-level institutional orders (e.g., community, 

market, etc.) which shape acceptable goals and organizing principles within a field, thus 

influencing organizations’ priorities (Pache & Santos, 2013), strategies (Battilana & Dorado, 

2010), and practices (Battilana, Sengul,  Pache, & Model, 2015). This research has theorized 

how organizational strategies vary depending on the extent to which institutional logics 

permeate within the organizational boundaries from the field level (Thornton et al., 2012; 
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Pache & Santos, 2010) and are represented within the organization (Besharov & Smith, 

2014) over time.  

Research in hybrid organizations (Battilana & Lee, 2014) has focused on the 

mechanisms (Besharov, 2014; Pache & Santos, 2013) that help hybrid organizations manage 

these logics  in response to complex societal needs (Canales, 2013) or to field level economic 

turbulence (Ramus, Vaccaro, & Brusoni, 2017; Ramus, La Cara, Vaccaro & Brusoni, 2018; 

Almandoz, 2012). For example, while some scholars have shown how incentives (Battilana 

& Dorado, 2010) steer organizational practices thus helping hybrid organization to manage 

multiple logics, others have focused on flexible rules (Canales, 2013) and formalized 

procedures (Ramus et al., 2017) in creating the capabilities necessary to manage conflicting 

logics. Yet, these two research streams have developed in parallel. This paper intends to 

combine the analysis of incentives and capability building processes to understand how 

hybrid organizations manage multiple institutional logics in response to local communities’ 

needs (Besharov & Smith, 2014).  

In this study, by integrating the analysis of incentive mechanisms (which are market-

based) and capability building (which is social oriented), we aim at answering the following 

research question: How do NGOs, that are originally guided by a social logic, assimilate a 

commercial logic to meet communities’ needs?  Indeed, pressures from local communities 

may influence NGOs’ practices and strategies (Marquis & Battilana, 2009; Seelos, Mair, 

Battilana, & Dacin, 2011). When pressures from the community to adopt a social logic 

(Pache & Santos, 2013) intensify, NGOs may address local needs for development by 

relying on donations and social-giving strategies to engage in capability-building work 

(Seelos et al., 2011). When pressures to adopt a commercial logic (Pache & Santos, 2013) 

intensify, NGOs may create income opportunities in the community harnessing exchange 

mechanisms and incentives through the deployment of market-based strategies (Seelos et 
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al., 2011).  

In this paper, we look at the effort of a specific Swiss NGO (renamed Aid) at 

changing its strategy to build capabilities in a rural community in Kenya through the 

promotion of solar technologies. We rely on the richness of a longitudinal, ethnographic 

study with two-year participant research conducted in both the local community (Kenya) 

and within the NGO (Switzerland) to understand how strategic change unfolds.  

We find that, over time, Aid changes its strategy – by developing a market-based 

strategy complementary to its traditional social-giving strategy - to respond to emerging 

needs from the local community (needs for employability beside the need for rural 

electrification). Over time, the NGO learnt how to reconcile market-based and social-giving 

strategies and to manage assimilated procedures to engage the local community. Namely, 

the NGO leveraged market-based strategies to align incentives that fostered, first 

engagement of the local community and, later, learning about the technology. It leveraged 

social-giving strategies to foster the community’s learning about its own needs and methods 

to generate relevant capabilities. Building on prior work by, e.g. Adler and Borys (1996), 

we find that an ‘enabling’ set of formalized and distinct social and commercial practices – 

rather than ‘coercive’ – help the NGO in managing distinct social and commercial logics. 

Additionally, we show that the formalization of Aid practices, enabled our focal organization 

to combine market-based strategies to incentivize the local community adoption of the new 

technology, and on social-giving strategies to engage the local community in a process of 

capability building.  

Our results contribute to literature in hybrid organizations in at least two ways. First, 

our findings extend prior research on the effects of formalization for capability-building 

(Ramus et al., 2017) by showing that enabling formalization alone is not sufficient to align 

social and commercial objectives if incentives are misaligned. Our results suggest that 
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hybrid organizations should leverage incentives first, then build capabilities. In this way, we 

also complement prior research in hybrid organizations highlighting the role of incentives 

systems (Battilana & Dorado, 2010) in shaping organizational behavior. Second, our results 

advances research in neo-institutional theory, by shedding light on the mechanisms (i.e., 

temporal separation and logic assimilation) that enable logics multiplicity (Besharov & 

Smith, 2014) in response to influence from a local community to assimilate a commercial 

logic in local practices and strategies (Thornton et al., 2012).  

5.2. THEORETICAL CONTEXT 

5.2.1. Influences on Organizations: An Institutional-Logic Perspective 

Institutional logics are defined as “socially constructed historical patterns of material 

practices, assumptions, values, beliefs, and rules” (Thornton & Ocasio, 1999: 84) 

prescribing what is legitimate and meaningful within different societal-level institutional 

orders (Thornton & Ocasio, 1999). Scholars (Friedland & Alford, 1991; Thornton, 2004) 

have typically associated societal-level institutional orders with family, state, religion, 

market, profession, and corporation. Community, as an institutional order, has received a 

growing interest only in recent times (Thornton et al., 2012). Communities matter in the 

study of institutions and organizations (Marquis et al., 2007; Marquis & Battilana, 2009) 

since “they embody local understandings, norms, and rules that serve as touchstones for 

legitimating mental models upon which individuals and organizations draw to create 

common definitions of a situation.” (Marquis et al., 2009: 927).  

From a neo-institutional theory standpoint, considering communities is useful for at 

least two reasons. First, by providing a relatively homogeneous environment, communities 

facilitate isolation of external mechanisms and their effect on the community itself (Seelos 

et al., 2011), hence providing understanding of the impact of strategies implemented in the 
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community. Second, a community level of analysis allows for an understanding of “how the 

specific behaviors and strategies of organizations are influenced by the community” 

(Marquis & Battilana, 2009: 288). For instance, when practices and strategies in a 

community have traditionally been characterized by a dominant or a single logic, pressures 

stemming from a community may intensify at a certain point (Ocasio & Radoynovska, 

2016), triggering organizations to change their strategies and practices to embody another 

logic (Thornton et al., 2012). Moreover, since institutional logics are interdependent and yet 

also contradictory in fields where multiple logics co-exist (Thornton, 2004), organizations 

may face institutional complexity (Kraatz & Block, 2008; Pache & Santos, 2010) when 

responding to influences from a community. Institutional complexity is when organizations 

are confronted with incompatible prescriptions from multiple institutional logics 

(Greenwood et al., 2011).  

Indeed, communities may influence organizations’ behaviors in different ways. They 

can determine organizational strategies (Seelos et al, 2011; Lounsbury, 2007) and outcomes 

(Galaskiewicz, 1997; Marquis, Glynn, & Davis, 2007) or be generators of new practices 

(e.g., O’Mahony & Lakhani, 2011; Lounsbury, Ventresca, & Hirsch, 2003). For instance, 

Seelos et al. (2011) show how a community logic, that traditionally supported philanthropic 

activities in Brazil, led a social enterprise address local poverty-related needs by deploying 

a social-giving strategy. Marquis et al. (2007) show how community-based templates 

pressured corporations, which were embedded in a commercial logic, to assimilate a social 

logic supporting corporate social responsibility behaviors. Finally, Lounsbury et al. (2003) 

find that the early stage of a recycling movement was founded and driven by a community 

logic of economic development before being challenged by a market logic promoting a 

profit-making recycling industry. 
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5.2.3. Institutional Complexity and Hybrid Organizations 

When institutional logics permeate the organization (Greenwood et al., 2011), they provide 

it and its members with organizing principles, means and ends that prescribe how to interpret 

organizational reality, what appropriate behavior is, and how to succeed (Thornton, 2004).  

In the case of hybrid organizations (Battilana & Lee, 2014), that are embedded in 

multiple institutional logics, distinct institutional logics may provide organizations with 

conflicting prescriptions. These organizations’ ability to respond to field-level pressures and 

manage multiple institutional logics within the organization is dependent on both the degree 

of logics centrality – that is the extent to which logics are each treated as equally valid and 

relevant to organizational core functioning” (Besharov & Smith, 2014: 369) - and on logics 

compatibility – that is the “extent to which the instantiations of logics imply consistent and 

reinforcing actions” (Besharov & Smith, 2014: 367). This framework suggests the extent to 

which logics change depends on the nature of ‘logic multiplicity’ within organizations 

(Besharov & Smith, 2014). For instance, high compatibility and high centrality create the 

potential for logics blending within organizations (Ramus et al., 2017), whereas high 

compatibility and low centrality suggest a greater possibility for logic assimilation 

(Besharov & Smith, 2014), that occurs when elements of one logic are combined into a 

prevalent logic. During logic assimilation, the core elements of the original logic prevail, 

with new practices and symbols made part of the prevailing logic (Thornton et al., 2012). 

Yet, by limiting the level of analysis to the organizational level, this framework does not 

consider some field-level factors, e.g., the role of communities, which may create additional 

variation in how multiple logics show up within the organizations and are managed within 

them (Besharov & Smith, 2014). In this paper, we analyze logics multiplicity in response to 

intensified pressures to meet local needs stemming from an institutional order – the 
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community - in a field traditionally characterized by a social logic (e.g., international 

development). 

From an empirical standpoint, research on hybrid organizations abounds. Hybrid 

organizations have been the ideal setting to explore the management of multiple (mainly 

two) institutional logics. Among the others, scholars have explored how organizations 

manage simultaneously a commercial and a community logic (Almandoz, 2012; 2014), a 

social-welfare and a commercial logic (Pache & Santos, 2013; Ramus et al., 2017), a 

development and a banking logic (Battilana & Dorado, 2010; Canales, 2013), etc.  

Research on hybrid organizations has focused on analyzing empirically mechanisms 

enabling the management of multiple institutional logics at an organizational level. For 

instance, some scholars (Battilana & Dorado, 2010) have focused on the role of incentives 

systems in managing conflicting logics. In their study in the micro-finance sector, Battilana 

and Dorado (2010) show how incentives systems provide means by which social enterprises 

enable the development of homegrown “hybrid” organizational members trained to exercise 

judgment in negotiation between business and charity forms. Battilana and Lee (2014) 

further argue that hybrid organizations should link incentives (and control) systems to both 

social and commercial objectives to teach and reinforce the behaviors and values desired in 

organizational members. Another research stream has focused on the role of formal rules 

and procedures (Canales, 2013; Ramus et al., 2017). For instance, Ramus and colleagues 

(2017) show that formalization can help hybrid organizations build capabilities to manage 

complex social and commercial activities if these organizations formalize to achieve both 

internal and global transparency (Adler and Borys, 1996) – i.e., enabling formalization. 

Enabling formalization (as opposed to coercive formalization), whereas rules and 

procedures are substitute for, rather than a complement to commitment (Adler & Borys, 

1996). Enabling formalization fosters employees understanding about the rationale, nature 
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and key components of the procedures they perform and promote the development of 

internal transparency. Internal transparency then facilitates collaboration among employees 

to achieve organizational objective, thus ultimately allowing organizational members to gain 

an understanding of each other’s objectives and the emergence of integrated practices. These 

two research streams have developed in parallel. Yet, we lack studies that explore the 

interplay between incentives systems and competence building processes at the 

organizational level to manage institutional complexity. Our paper aims at address this gap. 

We seek to analyzing incentives and capabilities together in the process of strategic change 

to respond to local communities’ needs. Our research question is:  How do NGOs, that are 

originally guided by a social logic, assimilate a commercial logic to meet communities’ 

needs? 

5.3. METHODS 

5.3.1. Research Setting: The Field of International Development 

International development is promoted by distinct donor groups. Among others, there are 

bilateral donors (e.g., USA, UK, Japan, France and Germany), UN system’s development 

programs (e.g., UNICEF), multilateral development banks (e.g., World Bank), the EU and 

international NGOs. The international aid chain is organized as such that NGOs, that 

generally receive funds from private donors and public aid institutions, deploy interventions 

in communities in developing countries through the collaboration with local organizations – 

both for-profit and not-for-profit (Fowler, 1996; Lewis, 1999). 

In 1980s, when a strong criticism of the local state’s role in development emerged, 

NGOs started to address their projects in favor of the private sector in developing countries. 

NGOs have typically worked “in order to support and strengthen the capacity of local people 

to take development in their own hands” (Degnbol-Martinussen & Engberg-Pedersen, 
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2003:36). They have strongly focused on people’s participation as a means to promote 

development. Since mid-1980s, the protection of the environment has been high on NGOs’ 

agenda. Today, NGOs face two main challenges.  

First, they are asked to display effectiveness in achieving their development goals. 

While there is evidence of NGOs’ impact in the achievement of immediate goals (Riddell., 

1999), there is particular need to document positive long-term impact of NGOs’ projects in 

local communities (Fowler, 1996). 

Second, NGOs have started to commercialize their products and services to multiply 

sources of revenues to fund their projects. While in the past NGOs were typically committed 

to advocacy, subsidized service delivery and/or alternative development models, they have 

gradually increased their participation in business activities in the regular market (Fowler & 

Malunga, 2010). Indeed, participation in the market has made it challenging for these 

organizations to strike a balance between newly assimilated business objectives (market-

related) and traditional social objectives (development-related objectives) over time 

(Degnbol-Martinussen & Engberg-Pedersen, 2003).  

5.3.2. Swiss NGOs and Promotion of Solar Technologies in Rural Africa 

The setting of solar technology promotion in rural communities is ideal to study processes 

of strategic change for international NGOs. International NGOs are confronted with a 

persistent, unmet need of 1.2 billion people who lack access to electricity. Ninety-five 

percent of this population lives in rural communities of sub-Saharan Africa and South and 

East Africa (Bloomberg, 2016). In response to this local need, international NGOs have 

largely promoted UN sustainable development goals of poverty reduction and provision of 

access to affordable, reliable and sustainable energy.  

According to the Swiss Development and Cooperation (in short SDC) agency (2016), sub-

Saharan Africa represents the main development region for Swiss international aid chain, 
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with growing investments over time (21.7 million in 2014 and 28.4 million in 2015). In 

Kenya alone, investments in renewable energy have led to the promotion of 20,000 to 40,000 

small PV installations (Acker & Kammen, 1996). Yet, the local need for rural electrification 

is far from being met. Kenyan rural electrification rates are still among the lowest in the 

globe, oscillating between 5 and 10% (SDC, 201618). Swiss NGOs are therefore likely to 

change their strategies to meet effectively the needs of the communities they target. 

5.3.3. Research Design and Sampling 

We addressed our research question through a qualitative ethnographic (Emersont, Fretz, & 

Shaw, 1995), longitudinal study with phases of participant observation (DeWalt & DeWalt, 

2011), action research (Coghlan & Brannick, 2014), and retrospective analysis (Creswell, 

2013) of a development NGO and of the organizations with which it collaborates in the local 

community. “Ethnographies can be aimed not only to uncover overt behavioral patterns, but 

also the subjective experiences of organizational reality and the ongoing relations among 

members and subgroups over the interpretation and understanding of this reality” (Zilber, 

2002: 237). 

Longitudinal studies enable researchers to document the development of the 

phenomenon under study over time and to investigate system changes (Patton, 2015). 

Participant observers (Emerson et al., 1995) benefit from: i) access to events and people 

otherwise not accessible; ii) perceived reality from a viewpoint of an insider, which provides 

an accurate portrait of the phenomenon under study and a set of all the alternative causes of 

that phenomenon; and iii) possibility to intervene to remove causes of problems by 

manipulating minor events directly on the field (Yin, 2015).  

                                                            
18 https://www.eda.admin.ch/sdc, Swiss Institute for Development and Cooperation (SDC). 

 



197 
 

 
 

The geographical context of this study is twofold. The first context is Switzerland, 

the second context is Kenya. Two participant observers (a research assistant and the first 

author) collected data from different sources in Switzerland and in Kenya. The second author 

acted as external advisor and devil’s advocate. The presence of the second participant 

observer is conceived as a solution for the “go native” problem (Flick, 2014), that is when 

participant observers lose objectivity in the research as they get more involved in the life of 

the community studied. We studied the process through which the NGO changed its strategy 

to meet the local community’s needs. 

Our sampling strategy was to select a single significant case (Patton, 2015). A single 

case study allows for an in-depth analysis of the phenomenon over time because the case 

manifests the important major dimensions of the issue and is accessible for a longitudinal 

study (Patton, 2015). Specifically, we selected a Swiss-based NGO – renamed Aid - that had 

carried out competence-building projects in Kenya with the goal of solving the local problem 

of lacking electrification through the means of solar technology diffusion. Despite Aid had 

conducted its projects for seven years, its performance in the local community was still 

minimal. We, therefore, selected Aid driven by the interest in understanding how Aid would 

change its strategy to meet the local community’s needs and ultimately enhance local social 

and business performance.  

Aid was founded in 2009 as spin-off of an international NGO engaged in 

environmentally friendly projects at a global scale. In Kenya, Aid funded a solar learning 

center (Edu) in 2012 and a solar company (Sun) in 2014. Aid collaborates with Edu – a local 

NGO - and Sun for the implementation of its competence-building projects. We, therefore, 

collected data from the whole network of organizations – encompassing Aid, Edu and Sun - 

as well as from these organizations’ stakeholders in the local community (e.g., participants 
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to training programs provided at Edu and Sun’s customers). Table 1 summarizes the 

characteristics of our sample organizations and key informants.  

+++++Insert Table 1 about here+++++ 

5.3.4. Data Collection 

Our data cover a period spanning from August 2009 to March 2017 and were gathered by 

the first author between April 2015 and March 2017. Data collection involved five phases.  

During phase one (April-May 2015) we acquired information from our sample 

organizations in preparation to the fieldwork in Kenya. Phase two lasted from June to 

December 2015. During this phase, we acquired knowledge from the field and helped Aid 

understand how to intervene to engage the local community. We followed manuals for 

ethnographic research (Emerson et al., 1995) and participant observation (DeWalt & 

DeWalt, 2011) to collect data in the field during the fieldwork. Throughout the fieldwork, 

the research assistant (renamed RE) kept a diary to describe events and conversations 

occurred during the day and meta-notes, capturing his reflections on particular events or 

preliminary interpretations for further questions. Both diary and meta-notes followed a 

chronological order (Emerson et al., 1995; Flick, 2014). The first author guided the study by 

interacting with and interviewing RE. The first author also engaged in probing interviewing 

with key informants from Kenya and Switzerland, as well as participated to meetings held 

by the Aid in Switzerland. During the third phase (from December 2015 to April 2016), the 

first author and RE wrapped up the main results of the fieldwork, RE left the field and 

attended follow-up meetings with the first author and Aid. During this phase, both 

researchers acted as action researchers to develop managerial and engagement tools together 

with Aid and its local organization in order to engage the local community. The first author, 

with the help of an external facilitator, also trained a new, local research assistant (renamed 

AO) to implement these tools. The fourth phase lasted from April to July 2016. During this 
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phase, AO begun her fieldwork in the local community. She was in charge of the 

implementation and eventually adjustment of the tools to engage the local community. Like 

in the first fieldwork, AO kept a diary and meta-notes. In the meantime, RE participated in 

the activities of the Aid in Switzerland. The first author guided and coordinated the activities 

of both RAs. During the last phase (August 2016-March 2017), we conducted follow-up 

meetings and interviews with key informants from Kenya and Switzerland and organized a 

final meeting (March 2017) with Aid to deliver a final report on the project. Overall, we 

collected 3,962 data points from Kenya and Switzerland including recorded face-to-face 

interviews and conversations, diary entries, reflection entries, archival data, pictures, Skype 

calls and chats, WhatsApp chats, emails, observations, scans, archival data, online press 

articles and websites screenshots over time. Table 2 lists data collected.  

+++++Insert Table 2 about here+++++ 

5.3.5. Data Analysis 

The analytical approach of the study was open ended and inductive (Strauss & Corbin, 

1997). We divided our data analysis into two stages. During the first stage, we explored the 

data to understand the historical evolution of the capability-building project in the local 

community until the emergence of problems related to capability-building. In this stage, we 

identified causes leading to the emergence of a commercial logic from the community and 

to tensions between Aid and its local manager as well as tensions within the community. 

During the second stage, we analyzed our data to understand how Aid and the local manager 

addressed these tensions and changed the strategy to capability building.  

First stage: historical evolution of Aid’s strategy and identification of tensions. At 

this first stage, we relied on retrospective interviews and Skype calls, material available 

online (i.e., website screenshots over time and online press articles), videos, pictures and 

archival data (i.e., internal and annual reports, flyers of training programs, etc.) to develop 
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an event history of the capability-building project for the period prior to the participatory 

study (from 2009 to early 2015).  

We relied on ethnographic coding manuals (Emerson at al., 1995; van Maanen, 

2011) to implement open coding, in order to analyze these data. The first author read every 

data entry line-by-line to identify and formulate any concepts they suggested. For each data 

entry, the researcher wrote a separate memo (Emerson et al., 1995) in which she took notes 

of the main incidents. We followed van de Ven’s (2007) method for process studies to 

organize the structure of the memos by incidents and events. Incidents are “operational 

empirical observations, while events are abstract concepts or set of incidents” (van de Ven, 

2007: 217). We used incidents as first-order set of activities and translated them into a 

sequence of events (a more abstract, second-order construction). In doing so, we adopted 

specific units of observations (i.e., ideas, people, transactions, context and outcome) from 

van de Ven’s classification (2007) and we implemented some others (i.e., technology, 

activities, and tools) that we found more relevant for our case. This phase produced 273 

memos for the first seven years of Aid’s activities. We complemented our understanding 

with open-ended interviews and Skype calls (from May to August 2015) with key informants 

from both Aid and local organizations in order to validate the trustworthiness of the analysis 

(Lincoln & Guba, 1985). For example, often times, we asked key informants to draw or to 

describe organizational strategies and structures in order to map main changes occurred. We 

then created an event-listing matrix (Miles, Huberman, & Saldana, 2013) to arrange events 

by chronological time periods, sorting them by units of observations.  

This analysis enabled us to confirm that Aid was originally embodying a social logic 

in its practices and strategies (Pache & Santos, 2013). It embodied a social logic because it 

was established as a NGO in 2009 by KR and JR - the first Swiss, the second Kenyan - with 

the social mission of “promoting the use of solar energy in Africa through engaging youths 
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as agents of change.” (Aid’s annual report, 2009-10) Consistent with a social-giving strategy 

(Seelos et al., 2011), between 2009 and 2011, Aid provided solar kits and offered free short 

workshops about solar energy to teach locals how to assemble and sell solar lamps in Kibera, 

Kenya’s largest slum (South of Nairobi, see map in Figure 1). In doing so, Aid collaborated 

with local CBOs. 

+++++Insert Figure 1 about here+++++ 

In theory, trainees should have been able to make a living by selling the lamps that 

they assembled. In practice, things worked out differently. Uptake was slow and lamps 

broke.  

If every third or fourth lamp returned for being repaired, we could no longer afford it – 
writes Aid’s vice-president referring to 2011. [Aid’s annual report, 2012]  

In 2012, Aid was almost bankrupt. Hence, it moved its activities to JR’s home 

community in Abura (Western Kenya), where it opened its own learning center – Edu. In 

the meantime, the Kenyan government established quality standards (i.e., licenses) for 

companies and technicians operating in the local energy market (Energy Regulation, L. 

102/2012). In Switzerland, Aid hired EK as a co-CEO to support JR (Edu’s manager and 

former Aid’s sole CEO) with doing fundraising for the activities in Kenya. 

I set up responsibilities about the project, about finances… We started with ZEWO… 
it’s a certificate for NGOs, you need to have that if you want to have funds from public 
institutions. [EK, interview, September 2015] 

In 2013, the assembling of solar lamps stopped.  

Aid’s new strategy consisted of training local people to enable them to properly install 
and maintain solar systems, and giving participants a work perspective independent from 
Aid. [Aid’s annual report, 2012] 

Therefore, Aid did mainly two things. First, it started providing a six-month training 

program on solar energy focused on climate change, application (e.g., PVs, solar lamps, 

solar cookers, etc.) and maintenance of solar technology.  
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Aid was paying for the whole training because most people in Africa were poor, they 
could not afford the high cost of training…so Aid raised funds and they supported the 
tools for making the training. [JR, Skype call, August 2015] 

Second, Aid provided funding to JR to set up his own solar company – Sun, at the 

same facilities of Edu – and apply for the governmental license (see Appendix for Aid’s 

balance sheets). In this way, trainees could engage in PVs installations at local schools and 

trainers’ houses as well as in exhibitions of solar technology in the community. It was in this 

moment that strategies and practices of Aid, at least locally, started to be influenced by a 

commercial logic. In addition to its social-giving strategy, i.e., relying on donations and 

volunteers to support local activities (Seelos et al., 2011), Edu established a few small 

business activities (e.g., barbershop, mobile phone charging, poultry) to provide trainees 

with a source of income. 

(Trainees) had something like a “profit sharing agreement” with Edu, so that Edu would 
have given them crop and everything to sell and would have kept a percentage (20-
30%)… they would have shared among themselves the rest – [Edu’s former trainer, 
interview, October 2015]. 

At the end of the training, trainees received a certificate of participation. Edu hired 

two of them to work at the learning center, while other two would work as Sun’s solar 

technicians.  

In 2014, Edu began to experience difficulties in finding new participants for the 

training. Edu shortened the duration of the training (~2 weeks), offered it in three times, and 

did not hire anyone this time. Tensions in the community started to emerge. 

(Many trainees) proceeded to discourage others to join the training…  apparently a 
technician even sued JR in court because he didn’t give him a job after graduation, which 
that guy thought it was obvious – explained Edu’s former teacher (September 2015).  

Hence, early in 2015, the training changed again, so did the target community. Edu 

offered the training to 16 people coming from Kilifi (South-East), added a business 

curriculum (i.e., introduction to social business, business plan and marketing), a 

participation fee, and a final exam. In the meantime, JR had moved to Kenya (October 2014) 
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to push forward the registration of Sun as a solar company. In Switzerland, Aid obtained the 

ZEWO certification (March 2015) and hired RE, our first research assistant, as a consultant 

(April 2015) to help JR in managing local activities in Abura. That was when our 

participatory study started.  

At this stage, Aid was facing problems in the management of the project. For 

instance, communication between JR and Aid was discontinuous. Aid lacked information 

about local activities, necessary for doing fundraising. 

EK said ‘I have no idea (of) what is going on down there… the learning center is what 
we advertise (to donors) around here and how do we fundraise?’ It really needs to run 
smoothly. [RE, research diary, May 2015] 

Aid also lacked information about people and structures involved in the project.  

Our open questions are: what exactly is the role of JR? How is the relationship between 
Sun and Aid? Also, what is the structure of Edu? I don’t know whether Edu and Sun are 
two organizations or is one. [EK, interview, August 2015] 

In the meantime, JR was collaborating with the local government to install solar 

systems in Kilifi (early 2015) and was still working at the registration of Sun (finalized in 

June). This was when performance tensions between Aid and its local manager started to 

emerge. Aid wanted to prioritize social objectives (training) at Edu, while JR was prioritizing 

business objectives (solar installations) at Sun.  

EK told me that a board member was officially charged by the board to talk to JR about 
the current circumstances that from Aid’s perspective are not acceptable… To the 
question ’why?’ he pointed out (that) JR ‘has clearly decided for Sun’. [RE, diary, May 
2015] 

We knew that JR was working for Sun, but since Sun was not one of our main projects... 
He was not mainly working for Edu, so we also could not pay him fully. [EK, interview, 
August 21, 2015] 

Other tensions related to the implementation of the project in the community 

emerged as soon as RE started his fieldwork in Kenya (June 2015). Specifically, Sun and 

Edu found it difficult to organize local activities (organizing tensions). For example, it was 

difficult to engage motivated personnel. 
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JR said, that generally in Africa it is hard to be associated with an NGO… apparently 
locals are so much used to just receiving money from charities, that when they know that 
Sun has something to do with a NGO, they have literally no motivation to work. [RE’s 
diary, June 8, 2015] 

What is generally a little weird, is that JR is never around. No idea where is and what he 
is doing [RE’s diary, June 16, 2015]  

Moreover, “everything at the center is kind of chaotic” – reported RE to EK (RE’s 

diary, June 17, 2015). Material supporting activities at Edu and Sun went broken and, at 

times, missing.  

The business curriculum used in the last training was not safely stored (and) has therefore 
been lost. [Report, July 1, 2015]. 

(Edu’s former employee) came and requested the keys… while she was then alone she 
took all the water tanks… 5 hens, a rooster… as well as considerable amounts of kitchen 
utensils of the restaurant. She pretty much robbed the place and JR does not yet know. 
[Diary, June 30, 2015] 

Edu and Sun were also facing performance tensions in the community. They both 

faced difficulties in engaging locals in the training and in the diffusion of solar technology. 

Until that moment (since 2013), Sun had diffused solar technologies by deploying a mixed 

strategy, as Aid’s CEO explained to us during an interview:  

I asked JR what activities they did with Sun; he told me – not sure about the exact number 
– they had like 6 or 8 schools and then they had 4 solar fridges and a few SHSs like 5... 
Schools were financed by donors in Switzerland and Sun just installed them… solar 
fridges were actually an order by the government, then there was 1 or 2 SHSs at private 
households regularly paid by the owners of the house for a profit-making price. [EK, 
interview, October 2015] 

Sun was now facing difficulties in selling solar technology or in promoting its 

continued use.  

(A teacher) wants ‘solar power to enable students at the boarding school to study’. Of 
course they cannot afford it. [RE’s diary, June 26, 2015] 
 
Both head nurses from the two dispensaries mentioned problems with the (solar) fridge: 
it is not possible to adjust the temperature. One head nurse therefore begged me to get 
her a thermometer, the other one said, they are not storing the sensitive drugs in the 
fridge anymore, which pretty much made the whole thing useless. [RE’s diary, July 28, 
2015] 
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Similarly, Edu found it hard to engage new trainees. When in August 2015 it wanted 

to offer a solar training in Abura at a cost for the first time, Edu had to postpone it by a 

month, reduce its length and have Aid subsidize it. Yet, Edu experienced 3 no-shows, a 

couple of drop-outs, and 5 participations.  

On Friday, not all of them confirmed that they were coming, they didn’t want to come 
because they didn’t have money… we were charging 100 CHF for staying here and 
money for food for five weeks… they didn’t have any sponsors… so we did a preview 
(1.5 week) and they didn’t pay [JR, Skype call, September 2015] 

Second stage: identifying a new strategy to address tensions. During the second 

stage of our analysis, we adopted the grounded theory method (Strauss & Corbin, 1990) to 

explore how Aid solved tensions related to its competence-building project in Kenya in order 

to enhance performance in the community. During this inductive phase, our work was driven 

by broad questions focused on organizing tensions (Smith, Gonin, & Besharov, 2013: 410) 

– i.e., those “internal tensions that emerge from divergent structures, practices, and 

processes”; performing tensions, i.e., those tensions that emerge from divergent objectives 

(Smith et al., 2013) in the management of the project and its implementation in the 

community; actors involved in those tensions (e.g., local managers and NGO’s CEO, local 

trainees), and actions taken by our sample organizations to deal with the tensions we 

identified (e.g., separation of socially and commercially oriented units, creation of new roles, 

design of new socially and commercially oriented activities). In this phase of analysis, we 

identified recurrent codes associated with empirical themes, using language that was as close 

as possible to the data (Strauss & Corbin, 1990).   

We noticed that Aid introduced bookkeeping and reporting to establish a stable 

communication channel with the local organizations (summer 2015). Aid also started 

redesign JR’s role and to separate Edu and Sun’s structures (e.g., by hiring distinct personnel 

for Edu and for Sun and relocating Edu’s two employees) and define new roles and 

responsibilities to pursue social and business activities. In this way, JR took on the role of 
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the local president (October 2015) to supervise activities of both local organizations. In 

Switzerland, Aid demoted JR from his operational role of co-CEO to make EK Aid’s sole 

CEO. Aid also hired a new project manager, FS, to replace JR in the fundraising and in 

supervising the Kenyan project from the Swiss side. In 2016, Edu had a new manager for 

the center (January), a manager for the training program (August), new trainers and auxiliary 

staff, while Sun hired a new manager and three solar technicians. Change is about to happen 

in connection to the Aid’s project in Abura.  

This stage of analysis drove us to identify many empirical themes. We entered a 

second stage of coding (axial coding, Strauss & Corbin, 1990) during which we sook to 

identify similarities and relationships among empirical themes. We took a more abductive 

approach to identify conceptual categories that were anchored to theoretical literatures we 

wanted to extend, on logics multiplicity (Besharov & Smith, 2014) and hybrid organizing 

(e.g., elements of organizational design, Battilana & Lee, 2014), as well as on mechanisms 

(Ramus et al., 2017; Battilana & Dorado, 2010) and strategies (Seelos et al., 2011) to 

combine social and commercial logics. The importance of conceptual categories of 

formalization (Adler & Borys, 1996), capabilities (Nelson & Winter, 1982), and incentives 

(Battilana & Dorado, 2010) started to emerge.  

In particular, we coded as “formalization” those practices that were codified in 

written rules and instructions (Adler & Borys, 1996) and that clearly defined responsibilities 

and procedures (Ramus et al., 2017) to accomplish tasks at Edu and Sun as the extract of a 

PowerPoint presentation illustrates: 

To separate the management of Sun and Edu we will have to acquire and retain mutually 
independent talents for the two positions, plus appointing JR as board president 
[September 9, 2015] 
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We coded as “capabilities” those practices that involved performing a particular 

social or commercial task (Helfat et al., 2007) in a repetitive (Nelson & Winter, 1982) and 

reliable (Helfat & Peteraf, 2003) manner, as the extract from an email shows: 

Interns come to the center every time they sell a lamp. They come to drop the cash and 
pick [another] one. A lamp is activated once per person so an intern carries one lamp [at 
a time]. [Edu’s Chief education officer, email, May 2016] 

Lastly, we coded as “incentives” those factors that organizations leveraged to 

reinforce behaviors and values desired in organizational members (Battilana & Dorado, 

2010) and in people from the local community, as the following extract from Sun’s 

internship contract illustrates: 

Successful interns will receive a certificate of internship and be offered a permanent 
position at Sun. [March 2016] 

Once we had developed a set of conceptual categories, we moved to more theorizing 

in an effort to aggregate categories in an empirically grounded model that explained the 

process through which Aid changed to address tensions in the management of the project 

and in the local community.  

We noticed that Aid and local organizations’ members tried to calm internal tensions 

and tensions in the community, though engaging in a three-stage changing process of 

formalization. First, Aid’s members engaged in a process of coercive formalization (Adler 

& Borys, 1996), i.e., formalization did not allow members understand the rationale behind 

their own rules and procedures, and their utility for successful tasks accomplishment (i.e., 

lack of internal transparency) or did not promote intelligibility, for members, of the broader 

system in which rules are embedded (i.e., lack of global transparency). Second, Aid’s 

members engaged in enabling formalization, which, instead promoted transparency. During 

this second phase, Aid’s members also considered incentives to develop distinct social and 

business practices (training and solar internship) and strategies (subsidized training and sales 

of solar technology). Third and last, Aid’s and local managers engaged in a new stage of 
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enabling formalization, during which they developed procedures to coordinate the 

management and implementation of distinct social and business practices and strategies. 

Impact of Aid’s change process was plentiful. From June 2015 to February 2017, the 

communication between Aid and the two local organizations produced 62 reports (compared 

to 8 exchanged before the participatory study began), countless conversations over emails, 

WhatsApp and Skype. Communication among Aid and the local organizations enabled local 

members to contribute to the definition of new practices (e.g., new payment method) and 

strategies (e.g., provision of a retainer for solar technicians), as well as Aid’s members to 

provide guidelines to accomplish local tasks and provide feedback. The change process had 

also a positive effect on Aid and its local organizations’ social and business performance. 

Today, Edu and Sun are two distinct organizations providing work to 13 and 5 people, 

respectively, which have started earning money from the provision of subsidized training 

(1,450.00 CHF) and solar diffusion (6,160.00 CHF). Namely, in the period observed, Edu 

has been able to implement two solar training programs and to certify 26 local students 

(April-September 2016). To promote diffusion, Sun has provided two internships to 12 local 

technicians and has established its own franchising system by hiring 3 of them as S&Ts, 

resulting in the sale of 54 solar systems (solar lamps with integrated charging system) in the 

local community. What is more, when we interviewed the first 19 customers of Sun (four 

months after their purchase), they all reported of being still using the solar technology. We 

also interviewed Edu’s trainees a few months after the training and in 7 cases (out of 18) 

they reported to have found a job in the community thanks to the certificate. Other trainees 

had applied for jobs or got back to school.  

To make sure that the performance that Aid enhanced in the community were not 

entirely due to the presence of the participant researchers on the site, we contacted Aid nine 

months after the end of our follow-up study (November 2017) to check on the evolution of 
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local activities. Since when we left the study, Edu and Sun had continued offering local 

training (2 programs, 25 students), internships (two for 13 technicians), and selling solar 

technology (90 solar systems). Edu and Sun’s joint income had increased by 8,950.00 CHF 

for year 2017. We consider skills generated in the community (i.e., certified exams taken, 

jobs created outside Edu and Sun, certified internships, etc.) as social performance. We 

classify organizational growth (i.e., new paid employees at Edu and Sun) as well as training 

programs offered and solar home systems sold in the local community as business 

performance. Table 3 summarizes Edu and Sun’s performance over time since their 

foundation. 

+++++Insert Table 3 about here+++++ 

Figure 2 shows the data structure as we developed it through data analysis.  

+++++Insert Figure 2 about here+++++ 

5.4. FINDINGS 

5.4.1. Coercive formalization (May-August 2015) 

Aid’s members started addressing tensions through a process of formalization, lasting from 

May to August 2015. In this section, we show how Aid and its local organizations used 

formalization in the resolutions of tensions between Aid and the local manager and of 

tensions in the local organizations.  

The definition of JR’s role in the management of the project and the introduction of 

a communication channel between Aid and the local organizations provide two examples of 

this pattern. Once Aid’s members recognized that internal tensions were caused by the 

increased centrality of the commercial logic in local practices and lack of local capabilities 

in managing them, EK suggested to redirect the local manager’s focus to social objectives, 

limiting RE’s tasks to Abura as the extract below shows:  
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 I stated that I cannot be relocated to Kilifi because the (job description) sets the terms 
and when I have to stay. [RE’s diary, May 5, 2015] 
 

RE’s tasks, among the others, included: “creating an inventory of the facilities at 

Edu”, “examining the status of the trainings”, “gathering knowledge about the 

organizational and administrative structures”, and “facilitating the build-up of Sun.” [Job 

description, May 2015] EK hoped that sending a consultant to implement bookkeeping and 

requesting monthly reports from the local manager would promote continuity in the flow of 

communication between Switzerland and Abura, restoring Aid’s capability to do 

fundraising. Yet, communication from the local manager was limited.  

I don’t know what he’s doing; I’m telling him: ‘Hey, I could implement a bookkeeping 
system’ and he’s like: ‘Oh, OK’ and then I do something and there is nothing coming 
back… Why doesn’t he give me information and just works with me and collaborates 
with me?  Either he really doesn’t care or he’s just incapable. [RE, interview, September 
2015] 
 

Therefore, to compensate the limited information, RE introduced inventory and 

bookkeeping and started to send separate reports to EK describing each local organization’s 

structure, tasks, and assets. Effects of formalization were mixed. Namely, we found that 

formalization and separation of local structures enabled Aid’s board and co-CEO to gain 

control over the local organizations involved in the project and to clarify the role of JR 

(positive effect). In particular, reporting allowed Aid’s board and co-CEO redefine the 

relationship between Aid and JR, by demoting JR from the position of Aid’s project 

manager, as the quote below explains:  

As far as I understood Aid’s board and EK took all the information into account and then 
decided on that course of action and of course the main bulk of available information 
was my reports… So now they are treating him as a ‘partner organization’: funds flow 
based on pre-negotiated budgets and upon presenting receipts of expenses; before, JR 
was just using money pretty much unsupervised and he was (and still is) co-CEO of Aid. 
FS is designated to be project leader on the Kenya project, so JR has really lost its 
‘special treatment’ as in: the CEO (JR) is handling the portfolio and not a project leader. 
[RE, Skype call, July 27, 2015] 
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In this way, Aid could apply the rules required by ZEWO and restore fundraising for 

Edu again, as the two extracts below explain:  

The rules within a project portfolio have been developed in the past years according to 
ZEWO: as an NGO you sell a service to funders and donors, then you charge a partner 
organization with just that and then pay it upon receiving proper receipts and proof upon 
which you can happily communicate back to the donors that you did it. [BL and RE, 
skype call, July 27, 2015] 

Since last year November (2014) there was no money, the liquidity was very low and 
now, from the last two months Aid has been sending some money. [JR, Skype call, 
August 14, 2015] 

We also found that formalization had negatives effects. For instance, requests for an 

inventory and reporting caused the opposition of the local manager, inhibiting Aid’s ability 

to build local capabilities in managing the project, as described:  

JR was telling me: ‘Why should I count the solar panels? Because we needed 
accounting? Of course we don’t need to count the panels!’ [Aid’s vice-president, 
interview, September 2015] 
 
I did get an email by JR, where he is criticizing my report... In particular he criticized 
that ‘I didn’t get a holistic view and that I should talk to other people’. [RE’s diary, July 
14, 2015] 

At this stage of the analysis, it became clear to us that formalization was not helping 

Aid either in engaging its local manager in local activities or in building local capabilities. 

We define this first type of formalization as coercive (Adler & Borys, 1996). At this stage, 

Aid’s members started reconsidering their approach to capability building as the extract from 

RE’s reflections shows: 

It was interesting (to see) how EK seemed to reverse his position on JR. In my opinion 
he had been gradually becoming more suspicious with him for month, then his cutting 
off all the money, etc. Now it seems (that) he had a change of heart, he was stressing 
again how he understands JR and that we would take it slow and just ‘change 
fundamentals, rather than come at it too harshly’. [RE’s reflections, July 15, 2015] 

Once RE understood that confusion between Sun and Edu’s practices caused the 

tensions, he also promoted the separation of the local organizations’ assets and personnel. A 

first example displaying this pattern is the provision of a job description for the two local 

employees, which did not explain the rationale, for employees, for task accomplishment:  
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I talked to the two guys about my vision of the company and assigned the roles of COO, 
responsible for inventory, and CFO, responsible for receipts/bookkeeping, to them… So 
we agreed that: Every moving material in or out of the inventory requires the signature 
of the COO. He collects the receipts and calculates the inventory therewith. Every once 
in a while he has to count to confirm. The CFO collect all the receipts and does the 
bookkeeping. [RE’s diary, June 16, 2015] 

A second example is RE’s request to create an inventory for organizing Sun and 

Edu’s assets without explaining the importance of counting the solar panels. As a result, 

local employees opposed resistance to RE’s request, inhibiting Aid’s ability to engage them 

and build local capabilities in organizing the material:   

I tried to tell this employee of Sun: ‘So, be the inventory guy’, but there is no way he 
would ever do it. [RE, interview, September 2015] 

 (About the) pile of broken panels, the next day… Sun’s employee asked me if he could 
sell and give it to friends, and I told him: ‘No!’ and then he apparently sold it but it 
should have been clear, it was just shards. There is no way this will ever work, ever! 
[RE, interview, September 2015] 

Local resistance also generated frustration as described:  

The employee doesn’t give a damn about the fact that the whole broken panel thing is 
bad for the company, despite the fact the he once happily embraced being appointed 
‘responsible for inventory’. I officially concluded that this employee is incapable of 
working for Sun [RE’s, reflection, August 21, 2015] 

Thus, formalization did not help Aid building capabilities at the local organizations. 

Yet, tensions were far from being solved.  

Incentives misalignment. At this stage of the analysis we realized the importance of 

incentives to engage locals and enable the implementation of capability-building activities. 

Specifically, to our “surprise” (Miles et al., 2013), we noticed that key informants from Aid 

started stressing the need to incentivize the local manager to step back from his role of local 

CEO, enabling the hiring of new managers for managing the local organizations, as shown 

below:   

JR is a very important person if he is working in the right way, he is really helpful but 
you just need to give him the right incentives, the right job, the right responsibilities, the 
type of involvement… he has a lot of influence everywhere in this region… he shouldn’t 
be too much involved in daily business… incentives should motivate him to work, to 
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support it and he should not be the only driver, but two guys [one for Edu and one for 
Sun] to guide it all! [CM, Aid’s vice-president, interview, September 2015] 

Moreover, in this stage, Aid also realized that local organizations’ members and 

locals (i.e., trainees and users) held misaligned incentives for engaging in local activities. 

While Sun was promoting solar diffusion through a mixed strategy to increase uptake and 

solve local problems related to lacking electrification, locals were de-incentivized to buy the 

technology if they knew that Sun was also implementing a social-giving strategy, as shown 

below:  

 ‘If (Sun is) seen as an NGO, it is apparently almost impossible to be taken seriously as 
a business’, said JR. [RE’s diary, July 2015] 
 
[During a survey that Sun administrated] a kid asked her mother: ‘How much can we 
afford in a month?’ she said: ‘500 BoP’, to which he would say: ‘You can afford more 
than that mother’, and she would get very annoyed and tell him that it wasn’t true. [RE’s 
diary, October, 2015] 

Similarly, while Edu was providing training programs to help trainees finding a job 

in the community, local trainees were not motivated to attend, hoping to obtain a ‘free’ job 

from Edu instead.  

Some graduates have developed entitlement issues, thinking they would be provided 
with a guaranteed job, or have lacked motivation to regularly attend the courses. Both 
those behaviors have led to conflict and undermining of the positive impact of the center. 
[Report, July 1, 2015] 

5.4.2 Enabling Formalization (September 2015-April 2016) 

Once Aid’s members understood that the local manager’s networking skills in the 

community were more suitable for covering a strategic position rather than an operational 

position, they started suggesting the demotion of JR from his role of local CEO to retain his 

skills and start developing capabilities in the management of the project. At this stage, 

capabilities and incentives started to interact, as the extract from an interview with RE 

describes:  

How to retain his strength? (By) giving him enough incentives to agree it would be to 
make him board member. I mean, if we just go to JR and tell him ‘we think you suck at 
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being CEO’ he is not going to like it, right? The only incentive that exists… is money 
anyway, so he’ll still be the owner and board president, so he gets the profits. Part of the 
profits will go to him as an owner, the rest goes to Aid which will reinvest in (Edu) the 
stuff that Aid does. [RE, interview, September 3, 2015] 

In this phase, Aid and its local organizations’ members addressed the unsolved 

tensions by engaging in a process that we term enabling formalization (Adler & Borys, 

1996). The redefinition of JR’s role as a local president provides a first example of this 

pattern. Hence, Aid’s members developed a business model for separating Edu and Sun’s 

activities and appointed JR as local president of both organizations hoping that it would help 

incentivizing JR to give up the position of local CEO. After having obtained the consensus 

from Aid’s board (workshop in October 2015), Aid’s co-CEO and its consultant travelled to 

Abura to present the new business model to JR and define together the details of JR’s role, 

as the extract of the meeting’s minute shows:  

What will JR be? No operational role, (receive) a Swiss salary, live in Abura and keep 
his job, make business, e.g., large investment on shopping mall (for solar panels), expand 
‘his’ center and be successful with it…Possible role for JR: President of Edu, co-owner 
and vice-president of Sun, landlord of the center. Salary: 400 (CHF) for being president 
of Edu; 200 (CHF) for being vice-president of Sun; and 200 (CHF as) rent for the center, 
total 1000 CHF. [EK and JR’s meeting minute, October 2015] 

In this way, Aid and JR could align their incentives for keeping JR in the project, 

which represented an important turning point in our analysis, as Aid’s board member 

commented: 

EK and I went to Abura and we achieved a lot as in we got JR on board also with the 
business model… (Otherwise) it would have been a big obstacle if we wouldn’t have 
agreed. [RE, interview, December 2015] 

Indeed, aligned incentives motivated JR (now on referred as the local president) in 

taking part in the local activities, minimizing internal tensions:  

In the last weeks, JR was always at the center, whereas in July and in August he was 
always gone for meetings… now he was everyday there. [RE’s diary, December 2015] 



215 
 

 
 

What is more, the participation of the local president to the meetings with EK (now 

on referred as Aid’s CEO) enabled Aid to learn about structures and tasks necessary to 

implement activities in the local community, as the CEO explained to us:  

I realized that you need a whole team… JR came up with this organigram, what we 
needed to have for the learning center to be running, and then what we needed was a 
facility manager, the driver, the cook… the trainers, a team… I also realized the 
importance of the working environment when I was there, because also there you don’t 
even come to the idea of starting working at 8 a.m... because when everyone is doing 
what he feels like at the moment then you just follow this. [EK, interview, October 2015] 

Assimilation of a commercial logic at Aid. At this stage, Aid’s practices started to 

be influenced by a commercial logic, according to which Aid incorporated business 

objectives (supporting solar enterprises) alongside its traditional social objectives, which 

remained central: 

The training is very important to Aid, the whole start-up is also becoming more and more 
important but the training is something that Aid wants to do long-term. [RE, Skype call, 
November 2015] 

In Abura, Aid started formalizing each logic at Sun and Edu through a mechanism 

that we term temporal separation (Jay, 2013), i.e., it focused on developing social practices 

for Edu first, and then proceed with business practices at Sun, as the extract from a Skype 

conference shows:   

I think I sent you the to-do list… It’s about the first steps, how to get there, and I’d like 
to concentrate in the beginning more on Edu and, once this is stable and working, we 
should then concentrate more on Sun. This means that we first need to have someone 
taking all the responsibilities of the training and administration of the center so you don’t 
have to do all this. [EK and JR, Skype call, September 4, 2015] 

Therefore, Aid assimilated a commercial logic at Edu, whose main objectives 

remained social, and a social logic at Sun, whose main objectives remained business-

oriented. 

Formalization of the social logic at Edu: (October 2015-March 2016). Aid and 

Edu’s members addressed organizing tensions at Edu by formalizing Edu’s social activities. 

An example of this process is the definition of the role and tasks for Edu’s new manager. 
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Once Aid’s CEO and the local president had achieved alignment in the management of the 

project, they also agreed on the importance of recruiting a local manager for Edu. They used 

a to-do list to structure meetings during which they defined a job description for the new 

manager. Therefore, they defined a salary level necessary to incentivize the new manager to 

work (input from the local president) and tasks that the new manager would accomplish, 

e.g., weekly reporting, budgeting, organization of a pilot training (input from Aid’s CEO), 

in order to develop capabilities in managing social tasks at Edu. An extract from the 

workshop’s minutes describes the output of the meeting:  

Plan for Edu: BA becomes manager of the center. Suggestion: beginning 1. Nov, 
preparation Nov-Dec for 200 CHF, from Jan 300 CHF. As of 2016, he is the official 
CEO of Edu and will continue to do so with the above mentioned tasks and 
implementation of the planned training development of teaching materials. [Meeting 
minutes, October 2015] 

While the salary and the managerial position enabled Aid to motivate BA to accept 

the job, the engagement of Edu’s manager enabled Aid to ensure continuity in the 

communication between Aid and Edu, as the quote below show:   

I talk with BA every Monday and he will send a report every Friday and then we can 
discuss the report… I have something like a call conference protocol, which I made in a 
way that we have all written down. [FS, Skype call, December 2015] 

What is more, a continued exchange of reports and feedback allowed Edu’s manager 

to learn how to perform local tasks and enabled him to contribute in developing local 

activities by selecting people to hire at Edu, defining a schedule for providing a short 

training, offering his own suggestions on how to improve local activities, as the quote 

describes: 

The way forward (for the training): i) the training period should be increased; ii) putting 
up accommodations rooms to host trainees, and iii) building one more latrine and 
renovating the existing ones. [BA’s report, December 20, 2015] 

In order to enable a continuous reflection of the Edu’s manager upon local activities, 

Aid further modified the template of the reports, including a dedicated section named 

‘miscellaneous’ (archival data, March 2016). 
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Assimilation of a commercial logic at Edu (March-April 2016). At this stage of the 

analysis, once that Aid had finalized the registration of Edu as a NGO (February 2016), it 

started to develop new procedures and a new strategy for Edu’s training second. We noticed 

that Edu’s social practices (training) started to be influenced by a commercial logic, since 

Edu began to offer the training at a subsidized price to incentivize local participation. The 

extract below shows how Edu and Aid’s teams relied on budgeting and reporting to define 

together a new participation fee:  

We are targeting 20 people and each person (has) to pay 5,000 KES (50 CHF) and this 
is fair enough and affordable considering many factors. [Edu’s budget, February 22, 
2016] 
 

During this stage, we also found that reporting and formal meetings enabled Aid and 

Edu’s teams develop a new set of procedures for the training (i.e., advertisement; selection 

of participants; timetable to follow; written solar, business and computer curricula; exams 

followed by a certificate), whereas business objectives started to be incorporated alongside 

central social objectives. Aid and Edu’s members hoped that the new assimilated procedures 

would “bring the training at a professional level” (Aid’s CEO, October 2015) and engage 

motivated trainees. They also hoped that attendance to the training could help build skills 

that trainees would invest in the community. The quotes below describe these two 

arguments:  

A way to incentive… to be attractive for possible trainees is to be able to tell them ‘If 
you do our training, then you can get the governmental certification’. [EK, Aid’s co-
CEO, interview, October 2015] 
 
When you give someone a certificate, it will count always, it is like a recommendation 
and if you ensure them, they can award the certificate and they will have interest as they 
will use it in the future whenever they will be looking for a job. [AO, participant 
observation, March 2016] 

 Moreover, at this stage of the analysis, we entered a phase of action research 

(February-April 2016), during which the first author and Edu’s appointed program manager 

developed procedures to enable trainees to speak about daily problems they faced in the 



218 
 

 
 

community and relate them to the lack of electrification, hoping to promote learning about 

solar technology and how it would solve local problems. Participatory procedures enabled 

Aid and Edu’s teams to learn about how to motivate locals to use solar technology. The 

extract from our participant observation provides an example of narratives that trainees 

elaborated:   

Before solar (energy), people could not get enough time to do their things at night, for 
example, the children could not do their assignments; after (the introduction of solar), 
the living standards of people have improved since you can charge your phone, the 
battery, also you can see that it gives opportunities to the young ones… it helps produce 
light at night in the compound, put light in the garden to prevent that the thief think I am 
alone. [Students’ training, April 2016] 

Commercial logic elaboration at Aid. At this stage, the commercial logic 

(commercialization of solar systems), for Aid, has become more central (yet not dominant) 

which – thanks to continued communication from Abura – could justify to donors the 

existence of distinct local organizations (Edu and Sun) and practices (training and diffusion), 

thus raising money for Sun, as shown:  

Today, I was brainstorming (on) how to go forward with Sun; it is my goal to finally get 
this company started. Not only it is integral part of achieving our goals, (but) it is also 
linked to donor money. [RE’s reflections, March 3, 2016] 
 

Hence, Aid hired RE as project manager to manage the business-oriented part of the 

Kenyan project from the Swiss side:  

FS is the official manager of the Kenyan project, so anything going on in Kenya would 
be his project, on the other hand, EK is always thinking about the strategic approach that 
he calls ‘business development’, so it has to do with the business. [RE, interview, March 
2016] 

This quote describes a mechanism of logic elaboration (Thornton et al., 2012), 

according to which Aid develops new practices to reinforce the commercial logic.  

Formalization of a commercial logic at Sun (March 2016). Before the last phase 

ended, Aid started to formalize business practices at Sun. Aid and Sun’s members engaged 

in a process of enabling formalization to develop a new internship for Sun’s would-be solar 
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technicians and a new strategy (market-based) to sell solar technology, hoping it could help 

solving performing tensions in the community related to solar diffusion.  

The internship constitutes the interface between the training at Edu and Sun. Excellent 
students of Edu will be given the opportunity to work as an independent franchising-
partner for Sun for a limited amount of time. After successful completion [of the 
internship], the interns will receive an internship-certificate and the opportunity to join 
Sun as S&T reps for a permanent contract. [Archival data, March 2016] 

In the meantime, RE and JR hired JO, a former business trainer, as appointed new 

CEO for Sun. We found that, an exchange of budgets, documents describing new procedures 

and roles for the technicians (called interns), and feedback (over emails and WhatsApp 

chats) enabled Sun’s appointed CEO to reflect upon possible challenges that solar diffusion 

could pose to interns and suggest incentives to engage interns during the internship, as 

explained below: 

Considering that this is a new product being rolled into the market, the possibility of sales 
that can guarantee a reward for the interns from the sales is anticipated to be low for some 
time. This, therefore, means that for effective motivation of the interns to keep the project 
going, there is need to consider an amount (retainer) for them such that even if the 
prospective customers have not finally purchased the product, the interns are still able to 
have a means of survival. [Sun’s appointed CEO, budget, April 28, 2016] 

An exchange of emails and written documents between Aid and Sun’s members 

enabled also the development of a new market-based strategy for selling portable solar 

systems (Oolux lamps) in the community and related selling procedures, as explained below: 

I have done some templates and the plan is that JR looks at those templates, says his 
opinion and we finalize it in a sort of convergent version… we hope that we find consent 
on the pricing. [RE, interview, April 2016] 

The Oolux lamps must be sold for at least 8,000 KES (80 CHF). The intern will have to 
return 8,000 KES back to Sun (either cash or through M-Pesa). For each lamp sold, the 
intern will then be paid 1,500 KES (15 CHF). For administrative reasons (bookkeeping), 
the money has to be processed by Sun before paying back to the intern and sales 
representatives. 8,000 KES (80 CHF) may be a big investment for a Kenyan family! It 
will be then interns’ challenge to convince customers to take that investment and show 
them the benefits of the lamp! [Internship document, April 2016] 

Assimilation of a social logic at Sun (April-June 2016). Once Aid and Sun’s 

members had defined business procedures to promote solar diffusion in the community, they 

defined new procedures that incorporated social objectives into business procedures though 
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a process of enabling formalization. During this stage, the first author, in coordination with 

Aid and the local organizations’ managers, also defined new procedures (i.e., selection 

process and training content) to provide a free (social-giving strategy) technical training to 

interns, in preparation for their internship, the execution of which enabled interns to 

transform narratives developed in the previous training into codified selling narratives. The 

extract below displays this pattern: 

Here is an explanation of what Sun is, the company, how it is supposed to work together 
with Edu, I do explain the distinction between Edu and Sun, so here I say: ‘It is an 
independent and legal entity and it is profit oriented’ because I stress that it is not a 
charity, Sun is not funded by any donations, it is supposed to be financially independent 
by all means. The interface between Sun and Edu makes sure that the internship leads 
students into Sun – I just say that Sun and Edu are part of a network. Then the links are 
these two: Edu sends to Sun trained solar entrepreneurs and Sun sends to Edu dividends 
reinvested in training. [RE, interview, April 2016] 

Creation of integrative roles (July-August 2016). In August 2016, our participatory 

study ended. At this final stage of the analysis, Aid had incorporated RE’s tasks and 

responsibilities related to the management of Sun into FS’ role (assimilation of commercial 

logic), who until that moment had only dealt with fundraising for Edu’s social procedures. 

As the quote below explains, Aid’s social objectives remained central, whereas peripheral 

business objectives were incorporated in the project manager’s job description to ensure the 

enactment of the others. 

I am the one project manager for Abura now. The idea is that I still work 20% like RE 
did in the past (for Sun) and I raise my FTE to 60%, so I work now 20% for Sun and 
40% for Edu. [FS, Skype call, August 31, 2016] 

RE had explained this transition in these terms: 

Once I leave Aid, FS will take over the role of the whole management for Sun, so he will 
be basically leading two different projects, Edu and Sun. the two entities Edu and Sun 
will stay separated in Kenya but the merging in Switzerland will be FS, this is the link 
here, and in Kenya the link will be still JR. [RE, interview, April 2016] 

Therefore, once Aid had managed to build managerial capabilities at Edu and Sun, 

JR was able to exert his role of local president to combine social-giving strategy (Edu) and 

market-based strategy (Sun), as his job description prescribed: 
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Maintaining strategic oversight and representing stakeholders of Edu and Sun in the 
position as respective board president…ensuring accordance of operational activities 
with arranged commitments to avoid agent-principals misalignment. [Job description, 
March 2016] 

JR was also able to explain the rationale of local activities and structures during 

meetings with members of the local community during negotiations for new partnerships, as 

shown: 

JR discussed what Edu, Sun and Aid are and explained their roles in the trainings at Edu.  
He explained that Edu is a non-profit organization that offers youth trainings after which 
it gives small solar gadgets to be sold… Sun is the profit wing that recruits the youths 
trained as interns to sell solar lamps for practical [training] and also employment based 
because most youths cannot get employment. [Meeting’s minutes, February, 2017] 

Evidence of “impact” in the community. We found that the implementation of the 

new assimilated procedures and new strategy helped Aid align incentives between Edu and 

trainees, solving tensions regarding expectations from the training. 

Actually, (trainees) did not have the mentality to get employed either at Edu or at Sun, 
they didn’t have that expectation. When BA asked them: ‘Do you know Mkopa?’, they 
said: ‘Yes, we know’, then he said: ‘If I give you something about solar to go and sell 
like at Mkopa, can you sell in other business?’, they said: ‘Yes, we can’, but they didn’t 
have the mentality that they could be employed… most of them came with the 
expectation that they wanted to learn computer better and to become a technician in 
solar. [AO, Skype call, April 2016] 

What is more, the new training helped attracting motivated trainees and develop 

skills that trainers could apply in the community, as the two quotes explain: 

In the evening, as I was going past the compound to my room, I found that some students 
were practicing what they have been taught and this gives me joy to know they also 
regard this training highly. [AO’s reflections, April 2016] 

After the training, (the trainee) searched for jobs but did not avail and decided to use the 
knowledge that he got from the training. He told me that he is now a farmer… he said 
that he used all the knowledge of the PRA – participatory module – to identify problems 
and trying not to just sit and wait. The business lessons also helped him in identifying 
the market and be able to be resourceful. [Interview with a trainee, June 6, 2016] 

We also found that, the interplay between incentives (to stay involved in the 

internship until the end) and capabilities allowed Aid to solve local tensions related to solar 

diffusion. Sun’s interns could sell the technology in the community and adapt procedures to 
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meet customer’s needs (i.e., flexibility). For example, Sun’s members were able to use 

narratives to engage customers in buying and using the technology, as shown: 

He sold the lamp to a man called James and used the homestead scenario – I asked him 
what narratives did he use to convince James to buy the lamp and he told me that he told 
him the benefits of buying the lamp were that it would reduce costs from buying and 
using kerosene, it would also improve the children’s studies because they will 
comfortably study at night, he told him they he would also reduce health issues like 
eyesight problem that could dictate future. [Interview with a technician, June 7, 2016] 

Interns and Sun’s CEO were also able to define a new selling method (in installments 

instead of cash) to overcome lack of liquidity. Sun’ CEO described the impact achieved in 

the community through assimilated procedures in this way:  

With regard to the social goal of the organization, we are glad that individual persons 
and businesses have acquired the lamps, fully appreciate their importance and begin to 
realize economic and social progress. For instance, the customer whose the intern sold 
has begun commercial charging to people. This will help in earning income that will 
improve the customer’s standards of living. This is a solution to the lighting problem for 
the customers and their family members. [Sun’s CEO, report, May 30, 2016] 

Figure 3 summarizes the main phases of the change process that Aid and its local 

organizations followed. Namely, in the first phase (i.e., coercive formalization of each 

logic), Aid sook to address internal and local tensions through imposing the separation of 

the local organizations’ assets. However, despite Aid managed to regain control over the 

local organizations, formalization did not help in building local capabilities, leaving tensions 

unresolved. At this stage (i.e., transition between the first and second phase), Aid realized 

that local people (the local manager as well as trainees and users) hold misaligned incentives 

for participating in local activities (e.g., training, diffusion and management). Aid, therefore, 

started to re-align incentives by separating the local activities through the formalization of 

distinct managerial roles and practices (social vs. business) for Edu and Sun. This second 

phase is called enabling formalization of each logic. In the third phase (i.e., logic 

assimilation and formalization of both logics), Aid proceeded to incorporate business 

objectives at Edu and social objectives at Sun through the formalization of new procedures 

and strategies in order to incentivize locals to take part in the training and commercialization 
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of solar technology and build local capabilities. At this stage, Aid finally created assimilated 

procedures to support its project manager and local president to coordinate the strategies of 

Edu and Sun both in Switzerland and in Kenya. 

+++++ Insert Figure 3 about here +++++ 

5.5. DISCUSSION 

In our ethnographic study, we elaborated theory (van de Ven, 2007) to extend research on 

organizational strategies and mechanisms for managing institutional complexity 

(Greenwood et al., 2011) caused by influences from a community (Thornton et al., 2012). 

On this basis, we collected data that revealed a two-stage process of local engagement that 

a development NGO (Aid) and two nascent organizations performed to deal with internal 

tensions and tensions in the community in response to influences stemming from a local 

community.  

+++++ Insert Figure 4 about here +++++ 

As illustrated in Figure 4, at the beginning of the retrospective phase of our study, 

local engagement was discontinuous (Point I). Aid’s historical social-giving strategy and 

social-oriented practices (free training program and distribution of solar technology), despite 

they were in line with the local incentives for participation, did not enable Aid either to 

provide locals with skills they could implement in the local energy market or to promote a 

continued use of the technology (low capabilities and aligned incentives). Our empirical 

evidence shows that, when local organizations’ practices and strategies began to be 

influenced by a commercial logic (commercial logic assimilation; Arrow a), tensions in the 

management of the project and in the community started to emerge. Specifically, Aid’s local 

manager aimed to respond to raising local needs for capability building in the energy sector 

and of jobs, by introducing business activities at Edu and installing solar technologies 



224 
 

 
 

through Sun. Consequently, Aid and its local manager’s incentives for conducting the 

project got misaligned (Point II): promotion of sustainable use of solar energy for the former, 

profit from solar installations and other business activities for the latter. At the same time, 

the assimilation of a commercial logic led the local organizations experience tensions in the 

community, due to misaligned incentives for participation to the training or solar diffusion. 

While Sun was promoting solar diffusion at times through a mixed strategy (social-giving 

alternated to market-based) to increase uptake and solve local problems, locals were de-

incentivized to buy the technology. Similarly, while Edu tried out new content and strategy 

(first application of a participation fee) to incentivize locals to participate to the training and 

helping them finding a job in the community, local trainees held expectations to a ‘free’ job, 

instead. At this stage, local engagement became minimal: local organizations faced 

difficulties in attracting new participants and communication between Aid and its local 

manager become rare.  

At the beginning of the second stage, Aid started to address internal and local 

tensions through engaging in a process of coercive formalization (Arrow b). While the 

deployment of a coercive type of formalization enabled Aid to regain control over the local 

organizations, it did not help in resolving tensions (Point II). Local capabilities were still 

low. At this stage, the organizations were still facing organizing and performing tensions in 

the community due to the assimilation of the commercial logic occurred in the previous 

stage. We find that Aid and the local organizations’ members engaged in a phase of temporal 

separation to address tensions (Arrow c). Specifically, Aid and the local organizations 

focused on resolving tensions related to Edu first, then they proceeded with addressing 

tensions related to Sun. The following phase (Arrow d) entailed the creation of assimilated 

procedures (i.e., logic assimilation and formalization). Therefore, in both organizations (Edu 

and Sun), Aid proceeded with assimilating the new logic (Arrow d), by incorporating 
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business objectives into social practices (training) and strategies (social-giving strategy 

involving a small participations fee) at Edu and social objectives (narratives about local 

needs) into commercial practices (commercialization of solar technology) and strategies 

(market-based) at Sun. In this case, the formalization of two sets of assimilated procedures 

and the explanation of the linkages between the two local organizations enabled local 

members to understand how new practices related to the global system (i.e., global 

transparency). We show how the implementation of assimilated practices and strategies at 

Edu and Sun enabled Aid to re-align incentives for engagement into local activities and build 

local capabilities (aligned incentives and high capabilities; Point III). Lastly, Aid developed 

integrative roles (Arrow d) – i.e., project manager and local president - to keep local 

activities separated in the local community and coordinated at the managerial level.   

5.5.1. Formalization and incentives alignment 

Our work contributes to the growing research in logics multiplicity (Besharov & Smith, 

2014), explaining how hybrid organizations (Battilana & Lee, 2014) can reconcile 

conflicting social and business performance objectives in response to influences from a local 

community. Namely, we contribute to prior research in hybrid organizations (Ramus et al., 

2017) that shows that enabling formalization, rather than coercive formalization, fosters the 

development of capabilities (Adler & Borys, 1996) in the context of institutional complexity.  

Our findings are consistent with this research and go a step forward, by providing 

new insights of the conditions that might prevent capability building from happening. 

Specifically, we find that in the context of institutional complexity originated by pressures 

from a local community, local incentives for taking part in capability building processes 

matter. Our findings suggest that the organization’s ability to build capabilities necessary to 

reconcile conflicting social and business objectives may be inhibited if incentives are 
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misaligned. Our findings suggest that, in this context, hybrid organizations should align 

incentives to engage people first, then build capabilities. By shedding light on the interplay 

between incentives and capability building, our findings also contribute and extend research 

in hybrid organizations that emphasizes the role of incentives systems in shaping 

organizational behavior (Battilana & Dorado, 2010).  

5.5.2. Mechanisms for combining social-giving and market-based strategies 

Our paper also contributes to research in neo-institutional theory (Thornton et al., 2012) 

exploring mechanisms that enable hybrid organizations to address tensions related to the co-

existence of conflicting institutional logics within the organization (Besharov & Smith, 

2014). Specifically, our work extends this research by shedding light on the mechanisms 

that allow hybrid organizations to assimilate a commercial logic to respond to intensified 

needs of a local community (Thornton et al., 2012). In order to deal with institutional 

complexity (Greenwood et al., 2011), our findings suggest that hybrid organizations should 

adopt a structured, sequential process with entails the temporal separation and formalization 

of each logic (first step), followed by a step of logic assimilation and formalization (second 

step). Temporal separation is consistent with prior work by Jay (2013), which shows that 

organizations deal with performing tensions related to innovation outcomes by prioritizing 

– temporally – one logic over the other. In our case, we find that Aid addressed local tensions 

through the separation and formalization of each logic, prioritizing the historical (social) 

logic first, then the incumbent logic (commercial).  

Once Aid had built initial managerial capabilities at the local organizations for 

managing distinct logics, it proceeded with assimilating the other logic in both the local 

organizations in order to engage locals and build capabilities in the community. Namely, 

through formalization, Aid assimilated a commercial logic at Edu, by incorporating 



227 
 

 
 

peripheral business objectives into social practices (i.e., business curriculum) and gift-giving 

strategy (i.e., participation fee). Similarly, Aid assimilated a social logic at Sun, by 

incorporating peripheral social objectives into Sun’s business practices (i.e., free internship) 

and strategy (i.e., narratives about social needs). Finally, to ensure the reconciliation of 

social and commercial logics at the management level, Aid also promoted the emergence of 

“pluralist managers” (Besharov, 2014), by relying on formal assimilated procedures at the 

top management (for Aid’s project manager) and local level (for the local president) in order 

to coordinate local strategies and practices.  

5.5. LIMITATIONS AND FUTURE DIRECTIONS 

Our paper opens up several avenues for future research.  

First, we have highlighted the importance of ‘enabling’ procedures in developing 

capabilities necessary to enhance strategic change within the NGO and in the community. 

With a focus on strategic change, we analyzed practices and the strategies that NGO and its 

local organizations developed over time. However, our finding suggest that strategic tools 

(e.g., reports, budgets, PowerPoint presentations, etc.) may also play a role in supporting 

strategic change in hybrid organizations. By building on extant literature on strategic tools 

in use (Jarzabkowski & Kaplan, 2015), scholars could bring this discussion forward and 

explore how strategic tools evolve over time in order to deepen understanding of how 

strategic change unfolds in practice in hybrid organizations.  

Second, our empirical evidence shows how local students learnt to develop codified 

narratives about societal needs and to apply them in the pursuit of business performance 

objectives, i.e., selling narratives, suggesting the importance of integrating social and 

business values at the individual level (Besharov, 2014). However, since teaching per se was 

beyond the scope of our study, our paper does not analyze either content or procedures 

supporting the local training. Scholars could build upon literature on logics multiplicity 
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(Thorton et al., 2012) to explore how teaching procedures enabling the integration of social 

and business objectives could be designed, implemented and their impact of sustaining 

logics integration over time at the individual level (Pache & Chowdhury, 2012).  

Third, in this paper we focused on the interaction between the development NGO 

and the local community in order to understand the NGO’s strategic responses to pressures 

stemming from the community level. However, our empirical evidence suggests that the 

NGO’s internal stakeholder (e.g., board members) as well as external stakeholders based in 

the aid-giver’s country (e.g., donors) may have influenced the NGO’s strategic change 

process. This intuition is consistent with recent work by Ramus et al. (2018) that shows that, 

in situations of economic turbulence, the presence of internal stakeholders and the intensity 

of pressures from external stakeholders may influence the innovation strategies of social 

enterprises. 
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TABLES 

Table 1 - Description of sample organizations 

 Aid Edu Sun 
Description International NGO, 

spin-off of a global 
environment-friendly 
NGO 

Learning center (local 
NGO) 

Solar enterprise 

Headquarter country Switzerland Kenya Kenya 
Legal status Non profit Non profit For profit 
Sector International 

development 
Education Solar energy 

Year of foundation 2009 2012 
Separated from Sun in 
2016 

2014 
Separated from Edu 
in 2016 

Size in 2017 9 full-time employees 
1 volunteer 
7 board members 

7 full-time employees 
6 seasonal workers  

2 full-time employees 
3 seasonal workers 

Main activity Fundraising for 
international 
development projects 
in Africa on solar 
energy 

Provision of training 
programs 

Commercialization of 
solar technology 

Main people involved 
in the study (roles) 

KR (Co-President, 
board member) 
CM (Co-President, 
board member) 
EK (Chief Executive 
Officer) 
FS (Project-manager 
for Kenya) 
RE (Board member, 
previously RA for the 
study) 

JR (Director) 
BA (Manager) 
AO (Chief Education 
Officer, previously 
RA for the study) 

JR (Director) 
JO (Manager) 
 

Incumbent logic Social Social Commercial 
Emergent logic Commercial Commercial Social 
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Table 2 – Data entries by sources of data 

Source of data Amount of data entries 
Primary data  
Pictures 930 
Website screenshot 93 
Research diary entries 

Research assistants 
Other auxiliaries 

327 
(297) 
(30) 

Reflections entries 
Research assistants and first author 
Other auxiliaries 

290 
(263) 
(27) 

Emails 687 
Videos 2 
Transcribed participant observations 

In Switzerland  
In Kenya 

84 
(20) 
(64) 

WhatsApp chats 361 
Field notes 107 
Online press articles 8 
Scans 118 
Questionnaires 34 
PowerPoint presentations 49 
Skype chats and transcribed Skype calls 

Aid’s board members and employees 
Local managers 

55 
(49) 
(6) 

Transcribed interviews 
Aid’s board members and employees 
Sun’ and Edu’s employees 
Local students 
Local customers and stakeholders 

68 
(23) 
(8) 
(17) 
(20) 

Archival material 
Internal and annual reports 
Certificates 
Job descriptions 
Manuals and codes 
Others 

476 
(71) 
(8) 
(7) 
(20) 

(370) 
Secondary data  
First author’s memos 273 
Grand total 3,962 
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Table 3 - Edu and Sun’s performance over time 

Edu 2012 2013 2014 2015 2016 2017 
Business performance       
Provision of solar training       

Training programs offered 1 1 3 2  2 2 
Training’s average 
duration 

4 
weeks 

6 
months 

~2 
weeks 

3.5 
days 

3 weeks 4 weeks 

People trained  12 16 19 21 29a 25 
Revenues from 
participation fees, CHF 

- - - - 1,450.00 750.00 

Organizational growth       
New paid employees 
(seasonal employees) 

- (4) - 3 4 (6) 3 

Social performance       
Skills generated in the 
community 

      

Certified exams taken 
(passed) 

- - - - 26 (26) 25 (25) 

Jobs created outside Edu 
and Sun 

NA NA NA NA 7b NA 

Sun  2013 2014 2015 2016 2017 
Business performance       
Diffusion of solar systems       

Solar systems donated 
(sold) 

 - - - (54) (90) 

SHS installations 
(profitable) 

 6 6 8 (1-2) 2 NA 

Revenues from sales, CHF  0 0 500.00 6,160.00 8,200.00 
Organizational growth       

New paid employees 
(seasonal employees) 

 - (2) - 2 (2) (1) 

Social performance       
Skills generated in the 
community 

      

3-month certified 
internships attended 

 - - - 12 13 

Solar systems working 
(checked systems) 

 - - 1(7) 19 (19) NA 

a Three people attended a separate computer training.  
b Out of 18 students interviewed, 7 found a job, 3 had applied for jobs, 5 went back to school, 
and 3 were not searching for jobs.  
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FIGURES 

Figure 1 - Map of Kenya 
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Figure 2 – Data structure 
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Figure 3 - Process followed by Aid and its local organizations for handling internal and local tension
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Figure 4 - Model of local engagement 
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APPENDIX 

Table A1 – Aid’s balance sheets over time (Project in Kenya) 

 2011a 2012 2013 2014 2015 2016 
Income 
(CHF) 

      

Sales of 
solar lamps 
in 
Switzerland 

10,959.14 6,609.00 20,163.00  

Sales of 
solar 
material in 
Switzerland 

34,019.06   

Donations 
for Edu 

 62,051.00 20,000.00  

Donations 
for SHSs 
installations 
in schools 

 1,000.00 35,800.00  

Kenyab   80,235.00 69,152.00 180,443.00 
Total 44,978.20 69,660.00 75,963.00 80,235.00 69,152.00 180,443.00 
Expenses 
(CHF) 

   

Purchase of 
solar lamps 

  1,202.00  

Solar 
training 
with scouts 

41,620.24 42,757.64  

Investments 
in Edu 

20,694.35 20,697.36 86,971.00  

SHS 
installations 
in local 
schools 

  36,744.00  

Investments 
in Sun 

  2,878.00  

Kenyab   78,313.00 54,119.00 119,290.00 
Total 62,314.56 63,455.00 127,795.00 78,313.00 54,119.00 119,290.00 
a Balance sheet not available for the period 2009-10. 
b Project-based fundraising implemented per geographical area since 2014. 

 

 
 


