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Abstract

This study investigates whether and how hybrid organizations continuously achieve
their dual objectives. Given the paradoxical pursuit of these goals within such or-
ganizations, we argue that hybridity is not a fixed concept; rather, its level fluctu-
ates over time. From this dynamic perspective, we examine how hybridity can be
temporally reconstructed. Specifically, since hybridity is shaped by two conflicting
institutional logics, we explore how hybrid organizations manage this institutional
complexity. Furthermore, we suggest that external incentive mechanisms can sup-
port these organizations in reconciling their inherent complexities. To analyze orga-
nizational responses to these mechanisms, we develop an agent-based model. This
approach effectively addresses the diversity in hybrid organizations’ behaviors un-
der dual-purpose settings. Through a qualitative investigation of social enterprises,
we detail how these hybrid organizations handle their dual logics and respond to
an externally influenced incentive system, illustrating how hybridity can be both
enabled and limited by external incentives.

Keywords Dual-purpose organization - Hybridity - Institutional logic - Agent-
based model - External incentive mechanism

1 Introduction

Hybridity, defined as “the mixing of core organizational elements that would not
conventionally go together” (Battilana et al. 2017, p. 129), is central to understanding
social entrepreneurship (Shepherd et al. 2019; Battilana and Lee 2014; Mongelli et al.
2019). Since social and economic objectives cannot simply be combined to resolve
inherent tensions, scholars suggest that social enterprises often prioritize these goals
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differently (Battilana et al. 2022; Pache and Santos 2013; Shepherd et al. 2019; Wang
et al. 2025). Research on hybridity has typically explored how hybrid organizations,
such as social enterprises, integrate nonprofit and for-profit elements (e.g., Palak-
shappa et al. 2024; Smith and Besharov 2019; Ramus et al., 2017; Wang et al. 2025),
focusing on the diverse configurations of hybridity in identity, form, rationale, and
institutional logic (Shepherd et al. 2019; Battilana et al. 2017; Wry and York 2017;
Pache and Santos 2013).

However, hybridity within hybrid organizations is often inconsistent and continu-
ally evolving (Battilana et al. 2022; Wang et al. 2025; Smith and Besharov 2019;
Bretos et al. 2024; Litrico and Besharov 2019). Social enterprises, in particular, expe-
rience ongoing transformation to shape their ultimate business model (Mersland and
Strem 2010; Mia and Lee 2017; Smith and Besharov 2019). While some social enter-
prises maintain alignment with their original mission, others deviate, experiencing
“mission drift” where the business aspect begins to overshadow social objectives
(Mia and Lee 2017; Grimes et al. 2019). Mission drift highlights a tendency for
social enterprises to become more focused on business viability than solving social
problems. As relatively new organizations, social enterprises face unique challenges:
the “liability of newness” where dual objectives struggle for validation in the mar-
ketplace and the “institutional complexity” of managing dual goals, purposes, and
identities (Smith et al. 2013; Battilana et al. 2022; Battilana and Dorado 2010). This
duality, crystallized in organizational structure (Jay 2013; Wry and York 2017; Pache
and Santos 2010, 2013; Thornton et al. 2012), complicates competitive positioning
in target markets (Battilana et al., 2022), as well as their ability to advance social
missions effectively.

Prior research has emphasized how hybrid organizations navigate institutional
complexity and balance dual goals (Battilana et al. 2017; Besharov & Mitzinneck,
2021), viewing hybridity as the result of internal organizational choices (Pache et
al. 2024). However, hybridity can also be shaped by external environmental fac-
tors, given the ongoing interaction between organizations and their environments
(McMullen 2018; Litrico and Besharov 2019). Since hybridity is rooted in competing
institutional logics (Pache and Santos 2010, 2013), interactions with external enti-
ties that embody these logics can shape how organizations construct and adapt their
configurations (Litrico and Besharov 2019). Thus, how do dual-purpose organiza-
tions manage hybridity? If their dual objectives shift over time, what influences these
trajectories? How, then, do organizations adjust their hybridity?

This study addresses these questions with two main objectives. First, it examines
how hybridity is (re-)configured over time by endogenous processes. Although insti-
tutional logics themselves are relatively stable, their organizational embodiments can
change based on strategic decisions (Pache et al. 2024; Litrico and Besharov 2019;
Kurland and Schneper 2024). By exploring patterns in logic configuration, we aim
to clarify how hybrid organizations continually (re-)construct their hybrid structures
over time. Second, we investigate how external entities can impact the (re-)construc-
tion of hybridity. Focusing on external incentive mechanisms (Vladasel et al. 2024;
Jung & Shin, 2022), we explore how such incentives shape hybrid organizations’
approaches to managing multiple institutional logics and how they influence hybrid-
ity over time.
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To achieve these goals, we employ an agent-based model. This approach effec-
tively captures the emergent, collective behaviors of heterogencous entities through
computational methods (Wall 2016; Wu et al. 2024; Howick and Megiddo 2024).
Given the complexity of hybrid organizations’ interactions with multiple institutional
logics, agent-based modeling allows us to observe the interaction effects between
institutional logics and organizational practices over continuous time (e.g., Neckeb-
rouck and Zellweger 2024; Yepes-Lugo 2019). By developing an agent-based model
that illustrates social enterprises’ behaviors in constructing hybridity through the (re-)
combination of dual institutional logics, this study clarifies how dual-purpose orga-
nizations build their hybridity over time and how external incentive mechanisms can
influence this temporally evolving hybridity.

2 Theoretical backgrounds
2.1 Hybridity construction

Prior literature has examined how social enterprises manage their dual objectives
through the lens of hybridity (Besharov and Mitzinneck 2021; Shepherd et al. 2019;
Bretos et al. 2024; Litrico and Besharov 2019). Hybridity has generally been inter-
preted through three theoretical perspectives. The first is an architectural view,
which focuses on nonprofits that adopt commercial functions (Besharov & Smith,
2014). This approach examines the contingencies where organizational components,
reflecting certain institutional logics, coexist incompatibly. The second perspective
is strategic leadership, which considers how social entrepreneurs integrate the often
incompatible goals of social missions and economic viability (Jay, 2013; Battilana
et al. 2022). For example, Wry & York (2013) argued that social enterprises navi-
gate complex institutional contexts by defining their identity. The third perspective
understands hybridity as an organizational paradox, where the inherent tensions
between social and commercial objectives create paradoxical characteristics (Smith
and Besharov 2019; Palakshappa et al. 2024).

These approaches generally assume that hybridity is predetermined. Although
actions taken to pursue hybridity may shift over time, the level of hybridity is often
considered stable and reflective of the organization’s identity as a dual-purpose entity
(Shepherd et al. 2019). Additionally, prior empirical studies adopt a contingency
perspective, suggesting that the environment shapes hybridity (McMullen 2018;
Litrico and Besharov 2019). This view implies that organizations partially adopt
dual-purpose characteristics to align with external demands (e.g., ESG-driven orga-
nizations). However, in reality, dual-purpose organizations actively orchestrate their
own perspectives, identities, and resources to address multiple objectives, adapting
their purpose composition over time in response to their environment (local com-
munities, domains, or markets) (Battilana et al. 2022; Kurland and Schneper 2024).
While studies on hybridization often portray this process as linear (i.e., construction
mechanisms), other research highlights the role of destruction mechanisms (Mia and
Lee 2017; Grimes et al. 2019) or pendulum-like shifts in organizational structure
(Smith and Besharov 2019).
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Thus, hybrid construction involves managing multiple institutional logics within
organizations (Thornton et al. 2012; Litrico and Besharov 2019). The composition of
these logics, specifically the extent to which organizations adopt and embody multi-
ple institutional logics, contributes to dynamic hybridity. Dual-purpose organizations
engage with two embedded logics and develop unique composition patterns (Bat-
tilana et al. 2022). As this logic composition shifts over time, hybrid characteristics
in these organizations emerge dynamically (Litrico and Besharov 2019; Smith and
Besharov 2019). For instance, mission drift can be seen as a state in which a social
enterprise, initially aligned with both state and corporate logics, shifts its focus exclu-
sively to the corporate logic, distancing itself from the state logic (Bretos et al. 2024).

There are two key mechanisms underlying the dynamic composition of logics in
dual-purpose organizations. The first is performance feedback mechanisms (Cyert &
March, 1963), through which organizations adjust based on discrepancies between
their goals and achievements. Organizational searches are conducted to effectively
address these feedback discrepancies. The second mechanism is institutional charac-
terization (Selznick, 1957), where social evaluations and stakeholder demands shape
strategic actions. Organizations evolve as they respond to social demands, thereby
constructing their organizational character (Suddaby et al. 2023a, b; Ansell et al.
2015).

We propose that social enterprises, as dual-purpose organizations, undergo a pro-
cess of dynamic logic composition. Their behaviors are not deterministic but situ-
ational, shaped by how they manage dual logics over time. Each social enterprise
develops its own configuration of dual logics, resulting in diverse approaches to
embodying dual purposes (Litrico and Besharov 2019). However, because institu-
tional logics govern organizational behaviors, patterns emerge in the dynamic logic
composition, reflecting broader trends across social enterprises (Fu 2024; De Cuyper
et al. 2024).

The dynamically patterned logic composition of social enterprises is guided by
performance feedback mechanisms (e.g. Smith and Besharov 2019; Bretos et al.
2024; Noh et al. 2023; Im and Sun 2025). Social enterprises pursue dual aspirations
aligned with two institutional logics, state and corporate. By examining gaps between
their dual aspirations and performances, they adjust their logic composition (Smith
and Besharov 2019). Feedback indicating underperformance prompts social enter-
prises to adjust their logic composition through problem-driven search, while posi-
tive feedback enables reinforcement through slack-driven search (Noh et al. 2023;
Im and Sun 2025). To implement these feedback mechanisms, it is essential to assess
behaviors embodying the state logic (social behaviors) and the corporate logic (eco-
nomic behaviors) equivalently. Social enterprises continuously assess their “social”
performance relative to their “economic” performance.

2.2 Institutional incentives
Institutional incentives refer to mechanisms provided by institutions to encourage
specific outcomes from targeted social actors (Han 2022; Nie 2024). These mecha-

nisms are categorized based on two dimensions: the locus of incentive sources and
the orientation of motivation (Jung & Shin, 2022; Au et al. 2024). The locus of incen-

@ Springer



Responses of dual-purpose organizations to economic compensation:... Page 50f 20 10

tive sources specifies where the incentives originate, either internally or externally
(Jung & Shin, 2022). An internal locus indicates that the organization itself designs
and implements incentive schemes to motivate targeted social actors, leveraging its
own processes to achieve its goals. In contrast, an external locus of incentive sources
means incentives come from outside the organization, such as government subsidies,
grants from external institutions, or other ecosystem-based interventions designed to
encourage specific behaviors (Jung & Shin, 2022).

The second dimension, motivation orientation, addresses the source of motivation
from the perspective of the targeted organizations, whether it is intrinsic or extrinsic
(Au et al. 2024). An intrinsic motivation orientation implies that organizations are
internally driven by their own growth, mission, or core goals (Morrison and Mota
2023; George et al. 2023). In contrast, an extrinsic motivation orientation means that
external factors, such as social evaluations, reputation, or capital market reactions,
influence the organization’s goal-oriented actions (Jung & Shin, 2022).

As illustrated in Fig. 1, institutional incentives can thus be understood through
these four distinct patterns of incentive mechanisms.

Cell I represents organizations motivated by social goals through internal incen-
tives. In this cell, organizations focus on achieving their purposes by self-monitoring
and assessing internal processes (Yamini et al. 2022; Au et al. 2024). Since hybrid
organizations aim to balance a social mission with economic viability (Besharov and
Mitzinneck 2021), an intrinsic drive to fulfill their social mission predominates in
Cell I. These organizations prioritize their social mission over economic gains, often
establishing internal tracking systems to monitor their actions (McMullen and Berg-
man Jr 2017). When actions diverge from the mission, they are adjusted based on
mission-oriented feedback. This focus on social missions aligns with the state-based
institutional logic embedded in these hybrid organizations (Litrico and Besharov
2019).

Cell II describes organizations motivated by economic goals through internal
incentives (Au et al. 2024). Unlike Cell I, organizations in Cell II are primarily driven
by economic outcomes, with actions rooted in internal self-interests (Greve 2002).
Profitability and financial growth become the main motivators, allowing hybrid orga-
nizations to sustain their social missions by first ensuring financial stability.

Motivation Orientation

Social Economic
Cell I Cell I
Internal |~ Purpose-pursuing - Profit-pursuing
- Mission feedback - Performance feedback
Locus of
Incentive
sources CellIDIII i Cel}l)l\/f i
- Purpose-driving - Profit-driving
B ie] - Social Evaluation - Market Evaluation

Fig. 1 Institutional Incentive Mechanisms
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Cell III encompasses organizations motivated by social goals through external
incentives (Jung & Shin, 2022). Here, organizations develop strategies to achieve
their social mission while being influenced by external evaluations (George et al.
2016; Suddaby et al. 2023a, b). The drive to pursue a social mission is supported by
external resources, such as government subsidies. Consequently, these organizations
are more responsive to how external stakeholders assess their social impact than to
internal assessments.

Cell IV captures organizations motivated by economic goals through external
incentives (Vladasel et al. 2024). Organizations in this cell rely on external entities
for direction, with economic returns serving as a primary driver. Hybrid organiza-
tions in this cell align their actions with market-driven logic, where financial perfor-
mance is essential.

This study focuses on Cells III and IV to explore how external incentives can
direct hybrid organizations toward either social or economic objectives. External
incentive mechanisms vary widely in social entrepreneurship contexts, where sup-
port ecosystems assist nascent social enterprises, often emphasizing economic sus-
tainability. Given that many social enterprises struggle with financial viability, one
form of external incentive intervention is social-value-based economic compensa-
tion, which helps integrate economic objectives with social missions.

3 Methods
3.1 Methodological approach

In recognizing that social enterprises’ social performance is assessed alongside their
economic performance, this study focuses on two main areas: (1) how social enter-
prises sustain motivation to reinforce their State logic in pursuit of social goals over
time, and (2) how economic interventions might impact this social focus. We employ
a formal theory to examine whether institutional incentives, specifically economic
interventions from ecosystem support systems, can help social enterprises main-
tain their dual objectives, with a particular emphasis on reinforcing social missions.
Given our focus on the evolution of hybridity, understood as a combination of mul-
tiple institutional logics (Litrico and Besharov 2019; Pache and Santos 2010, 2013),
we acknowledge limitations in positivistic approaches to studying dynamic hybridity
(or dynamic logic composition) for several reasons (Howick and Megiddo 2024; Lit-
rico and Besharov 2019; Dosi et al. 2020).

First, capturing the combination of logics is challenging. Proxy measures might
approximate this combination, yet they often fail to accurately represent the fluid,
performative aspects of dynamic logic interactions between institutions and organi-
zations (Litrico and Besharov 2019; Dosi et al. 2020). Second, identifying behavioral
patterns in dynamic logic composition is difficult on a collective level (Goldstone and
Janssen 2005). Since hybridity is a continuum, hybrid organizations exhibit diverse
behaviors aligned with their unique hybridity levels. Furthermore, the presence of
multiple institutional logics creates distinctive, individualized behaviors, complicat-
ing empirical studies that require strong internal and external validity to generalize
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findings. Third, dynamic logic composition is not a sequence of discrete events but a
continuous process (Silverman et al. 2021); thus, understanding hybridity construc-
tion requires focusing on the processes of logic composition rather than on corre-
lations between behaviors. Lastly, sample selection must be considered. Empirical
studies on hybridity are often limited to surviving social enterprises, excluding cases
where enterprises failed due to challenges with logic composition or changes therein
(Litrico and Besharov 2019).

To address these challenges in positivistic approaches, we developed an agent-
based model (ABM). Computational models like ABMs are valuable in difficult-to-
measure empirical settings and offer alternatives to anecdotal case studies (Bryson et
al. 2007). Our ABM draws on participant observations of social enterprises to spec-
ify hybrid organizational behaviors (Ghorbani et al. 2015; Yang and Gilbert 2008;
Antosz et al. 2022). Through qualitative data analyses, we identified evidence of
logic compositions, examining how social enterprises operate while striving to meet
their social missions. Specifically, we interviewed 23 social entrepreneurs in South
Korea to understand how they navigate multiple institutional logics over time. We
analyzed these interviews to develop a conceptual model of logic composition within
hybrid organizations, which was then refined into a computational model.

To further investigate the role of institutional incentives in dynamic logic compo-
sition, we studied the Social Progress Credit (SPC) program, a pay-for-performance
initiative for early-stage social enterprises in South Korea. The SPC program was
launched by a prominent Korean company to foster social innovation and support
social enterprises (Jung & Shin, 2022). Acknowledging that social enterprises often
struggle to balance social and economic objectives, the company designed economic
incentives to encourage a focus on social missions. We used the SPC program as a
research setting, collecting data from various sources, including interviews, docu-
ments, and participant observations, to examine how economic incentives influence
the pursuit of social goals in hybrid organizations.

3.2 Model settings

Based on our qualitative analysis of social enterprises in the SPC program, we devel-
oped an agent-based model (ABM). For simplicity, we assumed only two entities in
the model: social enterprises (SEs) and the SPC provider (PF).

First, social enterprises (SEs) are defined as entrepreneurial organizations that pur-
sue both social and economic value. Each SE operates a business model that gener-
ates measurable social and economic outcomes. Under the SPC program, SEs’ social
outcomes, like their economic outcomes, are assigned a monetary value in KRW,
referred to as social value. Meanwhile, we define the private funder (PF) as an exter-
nal entity that supports social enterprises by providing financial resources, based on
its own assessment procedures.

With these roles defined, we specify the interactions between SEs and the PF in
the model. First, SEs and the PF enter into a contract in which SEs agree to share
both social and economic performance metrics with the PF. In return, the PF commits
to providing financial resources based on the social value generated by the SE, as
measured by a third-party assessment. Second, when an SE meets or exceeds per-
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formance expectations, the PF offers financial compensation, which the SE can then
reinvest to enhance either social or economic outcomes. Third, the financial resources
obtained by the SE are used for operational purposes in the following time period.

Figure 2 provides an overview of these inter-agent interactions. Along with defin-
ing inter-agent roles, we also establish behavioral rules for SEs and PF: (1) SEs dis-
close performance shaped by dual logics; (2) PF assesses social value on its own
terms; (3) compensation partly rewards levels and partly rewards improvements; (4)
SEs respond by adjusting motivation and resources; and (5) they then react by real-
locating emphasis between economic and social aims for the next period, which feeds
back into subsequent performance.

3.3 Aformal model

Setup We consider a population of SEs (indexed by i=1,2,..., N evolving over dis-
crete periods t=0,1,..., K) with a PF that evaluates social value and allocates com-
pensation. SEs disclose their performance metrics (both social and economic) to the
PF. This performance results from each SE’s business model, shaped by a blend of
e-logic and s-logic. E-logic reflects an SE’s alignment with the Corporate model
(focused on profit maximization), whereas S-logic reflects an SE’s alignment with
the State model (focused on welfare maximization). For each SE at the beginning of
period ¢ the state is

Xijp = (Rits Mit, Sits€its EVig—1,8Vii_1) (1

where R;; denotes resources (cash-like operating funds), M ; motivation to purse
organizational goals (especially social goals) s;:€(0,1) the S-logic weight, e;;
€(0,1) the E-logic weight, EV;,_; the previously recorded economic value, and
SV +—1 the previously recorded social value. Market benchmarks market price ( p}"*
) and market cost ( c{") are treated as exogenous parameters; however, their values
are determined by calculating the average price and average cost across all agents in
the system. Each period features an idiosyncratic sales volumes, g¢;;~U(0,1), inde-

pendent across 7 and ¢.

N

Performance

Assessment
and
Compensation

Response
and
Reaction

€

Fig. 2 Specification of Agent Interactions
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Economic and social value We define the realized (stochastic) margin:
Wig = (Pit — Cit) it )

where p; ; denotes the price level of SE i‘s product at time ¢; ¢; ; indicates the cost
level for the product; g; . is the sales volume at time ¢. Considering the institutional
incentives, SE i’s economic value at time t is defined as:

EVii=p;s+ Riq 3)

Meanwhile, PF evaluates the SEs’ social value based on its own assessment criteria.
This creates a potential discrepancy between the SEs’ disclosed social performance
and the social value determined by the PF. As the SPC program defined (Jung & Shin,
2022), the evaluation of social values has two components:

SVt = svi, + svfﬂ5 @)

?

o _ | qielpie=pil, if pix <o
st sv;, = { 0, otherwise

, m
and sob, = 3 GitPie = (Cip =), if cip <
it 0, otherwise

In case that sv? generates a negative social value, the SPC program truncates the
negative sv’ at zero. Such SV evaluation schemes of the SPC program indicate that
pricing below the market price contributes sv¢ (affordability); bearing above-market
cost can contribute sv® (e.g., fair wages or ethical sourcing) provided it does not
push the implied “price minus adjusted cost” negative.

Compensation The level of compensation for each SE is based on the PF’s assess-
ment of social value. Compensation Rules are two-fold: (1) 20% of the social value
assessed at the initial time period; (2) 15% of the previous period’s social value plus
25% of any increase in social value in the current period. Let y ; , denote compensa-
tion. In the initial period, the compensation of SE i is defined as:

Vit =02x SV, t =0 (5)

Then, in the subsequent periods, the compensation level v ; , (t > 0) is determined

Yi:=015x SV;; 1 +0.25x max (0,SV;; — SVii1),t > 1, (6)

Response SEs adjust their motivation levels for dual goals and their available
resources based on the compensation received. First, the compensation (v ; ;) aug-
ments resources one-for-one:
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Rit=Rit—1+7Yit1 @)

A success ratio (0 ; ;) is then computed using the post-compensation resource base:

07 lfY1t:0
0 it — i t— s
Jt { ;i,yt—ll’ ify i,t>0 ()

Given this success ratio, motivation M;; is computed as a conditional probability
influenced by S-logic and E-logic:

ei,tq ©Sit—1

Mis Oit—1- Sit—1+(1—04-1)- €11 ©)

The S-logic is fueled by the motivation level ( M, +), whereas the E-logic can be

diluted through the increase in M 4, as these two logics are incompatible and para-

doxical (Smith and Besharov 2019). In this model, the logics (either S or E) are

updated via logistic squashing maps that keep them in (0,1) without imposing a sim-
plex constraint:

Sip =0 (Sig—1- Mit—1), eiy

=0 (i1 (1= M 1)), witho (2) = = (10)

_€e”
1+e?

Reaction SEs utilize the resources provided by PF strategically in the next operating
period, guided by their motivation toward social values. Internal decision-making
processes play a role, with SEs adapting their approach based on both internal and
external conditions. E-logic directs SEs to focus proportionally on economic out-
comes (e.g., revenue generation), addressing market needs, and achieving financial
gains. In contrast, S-logic directs SEs to focus proportionally on enhancing social
impact (e.g., social value generation), addressing social needs, and attaining social
legitimacy. These reactions govern the allocation of resources toward SV generation,
with resource distribution influenced by prevailing costs and prices. Thus, the costs
are re-adjusted with the updated S and E logics:

Cit =Cig—1+ P (8t — ez‘,t)Rm, (11)
An increase in S-logic raises costs proportionally to the available resource base,
while a shift toward E-logic mitigates this cost pressure. Operationally, the adjust-
ment budget is fixed at one-half of resources in period ¢, i.e., p=0.5, and is applied
to cost updates.

3.4 Analytics strategies

Using the agent-based model, we explore how the defined agents behave over time.
To do this, we first classify the types of agents by examining the combination of two
institutional logics: S-logic and E-logic. S-logic represents actions rooted in the insti-
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tutional logic of the state. Under this logic, social enterprises are primarily focused on
fulfilling their social mission. They strategically plan actions to achieve social impact
and adapt their business models to effectively address the social issues they aim to
resolve. E-logic, on the other hand, directs organizational actions toward economic
outcomes, including growth, profit, and responsiveness to the business environment.
Through this logic, social enterprises prioritize economic viability, strategize to meet
financial targets, and adjust organizational components associated with their social
mission to align better with business demands.

Because social enterprises operate within both S-logic and E-logic, the ways in
which these two logics are combined within an organization define distinct types of
social enterprises (e.g., Pache and Santos 2010, 2013; Jay 2013). For simplicity, we
categorize four types of agents based on the combination of these logics, as illustrated
in Fig. 3.

Type 1 is characterized by low S-logic and low E-logic, representing nascent social
enterprises where both logics are weakly embedded. With this limited integration of
institutional logics, Type I organizations exhibit a variable composition of logics,
or hybridity. Type II has low E-logic and high S-logic, describing mission-oriented
social enterprises. With a strong emphasis on S-logic over E-logic, these organiza-
tions primarily focus on actions that advance social goals. Type III is defined by high
E-logic and low S-logic, representing profit-oriented social enterprises with a focus
on economic performance. Type IV exhibits high S-logic and high E-logic, indicating
social enterprises that integrate both logics into their business models and organiza-
tional structure.

Following this typology, we defined 1,000 agents per type, each with unique initial
levels of S-logic and E-logic, randomly generated. We then ran simulations with this
computational model over a period of seven years. The agent-based model tracked
each agent’s values across key variables (i.e., motivation, resources, economic value,
and social value), resulting in distributions of agent behaviors. To streamline our
findings, we averaged these values to observe how each agent type moved within
the Resource-Motivation and Economic Value-Social Value coordinates. Figure 4
illustrates the behavioral trajectories of social enterprises in this coordinate space.
By analyzing the paths of each agent type, we aim to understand how institutional
incentives influence the motivation of social enterprises over time.

S-Logic
Low High

Type 1 Type 1I

- Nascent social enterprises - Mission-oriented social enterprises
Low | _ Weakly embedded logics - S-logic dominantly embedded

E-Logic

Type 111 Type IV

Hieh |~ Profit-oriented social enterprises |- Integrated social enterprises
g E-logic dominantly embedded - Strongly embedded logics

Fig. 3 Types of Agents
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;‘ T
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Ao A

Ao

Institutional incentives

Fig. 4 TIllustration of Agents’ Behavioral Trajectories

4 Simulation results

4.1 Motivation trajectories of social enterprises with respect to institutional
incentives

Figure 5 illustrates how motivation evolves over time with the involvement of the
SPC program in social enterprises’ operations. The solid lines represent the average
motivation levels for each type of social enterprise, while the dotted lines indicate the
upper and lower bounds of the confidence intervals.

Starting from a common origin at time 1, the graph demonstrates how the PF’s
institutional incentives influence each SE’s motivation over time. Overall, PF’s eco-
nomic compensation stimulates SEs, resulting in a general upward trend in moti-
vation. However, the rate of motivational growth slows over time, suggesting that
external incentives have a limited impact on motivation levels, fostering growth
within certain bounds. Additionally, the variation in motivation levels across agent
types increases over time, revealing that the expected impact of institutional incen-
tives becomes increasingly uncertain and variable. Despite this, institutional incen-
tives still contribute positively to motivation.

Figure 6 illustrates the behavior of social enterprises within the Resource-Motiva-
tion coordinate space. Motivation levels show an upward trend in line with resource
levels across agent types, though the rate of motivational growth diminishes over
time. Among agents with contrasting logic compositions (Type II: High S, Low E
and Type III: Low S, High E), Type II experiences a greater motivational increase,
indicating that SEs focused on social missions (Type II) are more responsive to insti-
tutional incentives than those oriented toward economic outcomes (Type III).

When comparing Types III (Low S, Low E) and IV (High S, High E), SEs with
integrated logics (Type IV) exhibit a smaller motivational increase than nascent
social enterprises (Type III). This suggests that SEs with less-established logics have
greater potential to leverage institutional incentives in developing hybridity.
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Fig. 5 Motivation Trajectories by Agent Type

4.2 Dual-purpose-pursuit trajectories of social enterprises with respect to
institutional incentives

Figures 7 and 8 display the trajectories of economic values (EV) and social values
(SV) for each type of social enterprise, respectively. With institutional incentives,
both values steadily increase over time, although their volatility also grows. These
findings suggest that institutional incentives can support social enterprises in enhanc-
ing their overall performance.

However, the positive effects of institutional incentives on both values are not con-
stant. In Fig. 9, we observe inflection points in the EV-SV trajectories at certain time
intervals. The slopes in Fig. 9 illustrate the rate at which SV increases relative to EV.
When the slope is steeper than the 45-degree reference line (dotted in Fig. 9), social
values grow faster than economic values. Comparing the tipping points, where eco-
nomic value growth begins to slow, across agent types reveals that Type IV reaches
this point later than other types. This suggests that Type IV sustains growth longer
under institutional incentives.

When institutional incentives are removed from the model, inflection points occur
at earlier time steps. This indicates that, although institutional incentives may not

@ Springer



10 Page 14 of 20 S.-J. Kim

High S and Low E__r_.,-*"o
© _| -
- -
Low S and Low E
©
2 -
Low S and High E

<

S o
s
= o ’ .
© o~ High S and High E
= -~ 7]
°
=

Q]

© _|

o

© ]

o

[ [ [ [ |
2 4 6 8 10

Resource
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fully enable social enterprises to sustain both social and economic values indefinitely,
they play a protective role in helping social enterprises remain resilient to external
business conditions. While the incentives have limited effectiveness in consistently
motivating dual-purpose pursuit, they serve a preventive function, supporting the
pursuit of both goals.

5 Discussion and conclusion

Sustaining hybridity is challenging, as social enterprises must both legitimize their
social missions within their business models and ensure these models remain viable
within a hybrid organizational structure. This study examines whether and how exter-
nal incentive mechanisms affect the behaviors of social enterprises. To capture the
diversity in social enterprise behaviors, we used an agent-based model to simulate
responses to a specific institutional incentive program. This program, implemented
in South Korea, provides pay-for-performance compensation to social enterprises,
and our model was built upon qualitative analyses of social enterprises that have
participated in the program.
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From our simulation experiments, we found that institutional incentives can
encourage social enterprises to pursue both social missions and economic profits, but
these effects are time-limited. While incentive mechanisms can temporarily increase
motivation for dual-purpose pursuit, they do not sustain it long-term. We argue that
this temporal limitation arises from the inherent nature of social enterprise business
models, where components aimed at social impact often conflict with those focused
on economic performance. This structural paradox influences decision-making
within social enterprises. As prior studies have noted (e.g., Grimes et al. 2019; Mia
and Lee 2017), hybrid organizations tend to prioritize economic goals and adjust
their operations for survival. External incentives can redirect focus toward social
goals and rearrange priorities to align with their mission. However, this paradoxical
structure of hybrid organizations limits the lasting impact of such incentives. Simi-
lar to how extrinsic motivation has limited effects on behavioral change (Herzberg
1966), we must recognize the temporally bounded impact of institutional incentives
on sustaining hybridity.

On the other hand, this limited duration of impact can benefit nascent hybrid orga-
nizations, which struggle with the “liability of newness.” These organizations can
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leverage temporary incentives to build legitimacy within their business environment
and strengthen their dual-purpose mission. Increased resources boost their motiva-
tion for pursuing both social and economic goals, supporting their economic viability
and survival.

The dual role of institutional incentives highlights the need for further research
on sustaining hybridity through both external and internal means. First, while agent-
based models provide valuable insights, they do not fully capture the empirical
realities of hybrid organizations. Positivistic approaches could enhance our computa-
tional findings. At the micro level, studies could investigate how social entrepreneurs
navigate complex landscapes shaped by competing institutional logics. By focusing
on how entrepreneurs interpret and reconcile these institutional conflicts, research-
ers could empirically explore the process of logic composition. At the macro level,
research could examine how external actors, such as ecosystems, can sustain hybrid-
ity by institutionalizing incentive mechanisms. Considering the limited impact of
direct incentives, studies could explore how ecosystem actors collaboratively build
governance systems to more effectively support hybrid organizations. Second, this
study centers on social performance as the evaluation target, while economic perfor-
mance emerges endogenously through the price—cost—resource dynamics. Although
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our simulations reveal co-development of social and economic outcomes under cer-
tain parameterizations, we do not identify the causal channels that link social-value—
based institutional incentives to subsequent economic gains. Future research should
examine whether, and through which mechanisms, incentives aimed at fostering
social value spill over to economic value, for example, via legitimacy-driven demand
shifts, preferential access to capital or procurement, learning effects that reduce unit
costs, or price premia for credence attributes. The compensation rule itself likely
moderates this interplay; distinguishing level-based from improvement-based pay-
ments and estimating their elasticities with respect to both performance dimensions
would enable counterfactual policy analysis. Therefore, a formal treatment of the
social-economic performance linkage, including potential nonlinearities and bound-
ary conditions such as market maturity, mission orientation (E- vs. S-logic), and
assessment criteria can be considered as a primary avenue for future work.
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