Giving Thoughts

Making Sense of Social Impact
Bonds for Companies
By Alex Parkinson, Senior Researcher and Associate Director, The Conference Board

Social impact bonds (SIBs)—also known as pay-for-success contracts—have emerged as a
financing mechanism that brings to the government and nonprofit sectors the performance
incentives and monitoring standards of private enterprise. In SIB projects, governments
and other social welfare payers raise capital from the private sector for nonprofit-led
social interventions, by offering the possibility of a financial return, as well as social impact.
This Giving Thoughts article describes SIBs, highlights challenges and opportunities, and
considers the role corporate social investing might play.
What is a SIB?
SIBs were first launched by Social Finance UK in 2010
as a public-private partnership to improve public sector
efficiency. The UK Cabinet Office Centre for Social
Impact Bonds, one of the early proponents of the model,
defines SIBs as: “A new tool that unlocks private finance
and public investment so that organizations which are best
placed to tackle social problems can do so on a paymentby-results basis.”1
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Social Impact Bonds, accessed on February 12, 2014, (http://data.gov.uk/
sib_knowledge_box/).
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The model funds proven social interventions that can
be scaled by government to reach more people and the
repayment structures, through which governments return
investment based on a project’s success, require very
precise social impact measurement, often including the
use of a counterfactual (see page 5).

Governments involved in SIBs typically seek to understand
whether the social intervention will be successful if scaled to a
larger number of participants. In that regard, all current SIBs
are in some way a pilot—a risk-free way for government to
experiment with potentially scalable projects. SIBs have the
potential to encourage government to reallocate funds from
remediation of social issues to their prevention.
Through SIBs, private investors bring a sense of discipline
to the social sector. When investors, governments and
service providers’ expectations are all aligned, SIBs (and
pay-for-success models more broadly) will create the
rigorous feedback loop required to correctly allocate
government’s abundant social sector resources.2
Some believe that this scalability is the most important
criterion for deciding whether to develop a SIB or not.
SIBs are complex deals, and the effort and expense that
goes into arranging them is only valuable if there is a
realistic opportunity that the intervention will be scaled
into a larger (e.g., state- or nation-wide) initiative.3

How SIBs work
SIBs are a complex, nascent financial product. They are
constantly evolving, and each new deal is different from
the last, often featuring unique characteristics or nuances
that break from convention. Considering these complexities,
it is difficult to present a single formula for how SIBs work,
but there are some common attributes and functions.
For example:5

•

A SIB is a contract typically with a public sector agency in
which the agency commits to pay for improved outcomes if
a threshold level of performance is achieved. The contract
outcomes and payment threshold are determined based
on data related to the historic performance of the selected
social intervention.

•

On the basis of this contract, investment is raised from
private, usually socially motivated or “impact,” investors.

•

This investment is used to pay for an intervention that has been
demonstrated to improve the contracted social outcomes.

•

If social outcomes improve to the agreed threshold level,
investors will receive payments from the commissioner.
These repay the initial investment plus an agreed financial
return, depending on whether the investment assumes
low risk or high risk (current agreed returns have ranged
anywhere from 2 percent for the lowest threshold of impact,
up to 30 percent for outperformance).

•

If the program does not achieve the threshold level of
social impact, investors lose their money.
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Daniel Shamplin-Hall, “Social Impact Bonds,” Knowledge Hub, accessed on
February 12, 2014, (https://knowledgehub.local.gov.uk/web/daniel.shamplinhall.1/blog).

Pay-for-success models
The “pay-for-success” (or payment-by-results) aspect
of SIBs is important to highlight. Pay-for-success is not
a new idea. Daniel Stid notes that performance-based
contracting has been around in government since the 1980s,
so many of the difficulties that SIBs face are not new.4
The difference with SIBs is that in traditional pay-forsuccess programs, nonprofits must be financially solvent
enough to undertake the program because the funding
comes at the end, when success has been achieved. But in
the case of SIBs, nonprofit funding is delivered up front
by private investors who then receive repayments from the
project commissioner (in the case of SIBs, the government)
at the end of the successful project, eliminating the financial
risk to the nonprofit service provider.
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George Overholser and Caroline Whistler, “The Real Revolution of Pay-ForSuccess: Ending 40 Years of Stagnant Results for Communities,” Community
Development Investment Review, volume 9, issue 1, 2013,pp 5-11.
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Hannah Azemati, Michael Belinsky, Ryan Gillette, Jeffrey Liebman, Alina
Sellman, and Angela Wyse, “Social Impact Bonds: Lessons Learned So Far,”
Community Development Investment Review, volume 9, issue 1, 2013, pp 23-33.
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Daniel Stid, “Pay For Success Is Not a Panacea,” Community Development
Investment Review, volume 9, issue 1, 2013,pp 13-18.
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Figure 1

The Social Impact Bond model
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Source: Adapted from Harvard Kennedy School Social Impact Bond Technical Assistance Lab, 2011.

Figure 1 shows a SIB model in its simplest form.
Within the basic SIB structure, there are four key groups,
each of which plays a unique role:

•

Government agency The government agency (or payer)
identifies the social problem for which it is seeking a
cost-effective solution and issues a request for proposal.
These typically come from nonprofits with documented
experience of success at addressing the issue, or from
financial intermediaries experienced in convening impact
investment deals. The government agency will also return
capital to investors upon achievement of agreed social
impact goals.

•

Intermediary The convener of the deal, the intermediary
will develop a SIB proposal, identify potential partners and
investors, raise the capital for investment, and coordinate
and finalize the contracts. It also manages the project
through to the end, ensuring the appropriate direction
of returns to investors. An intermediary may also be
responsible for raising the capital and for providing ongoing
investor relations and performance management services.

•

Investors Investors assume the risk, provide the capital and
receive the outcomes-based payments from governments.

www.conferenceboard.org

•

Service provider The service provider is typically a
nonprofit organization with a proven intervention that has
demonstrated success at addressing the identified problem.

This diagram excludes a key fifth group—the independent
evaluator—which verifies the service provider’s success
against its social impact goals. Using an independent
evaluator, rather than simply relying on the results of
the service provider, brings rigor and credibility to the
impact assessment process. The project’s goals and the
way in which they are assessed is negotiated by all parties
during the structuring of the deal (it can be a complex task,
particularly because it requires people and organizations
from very different areas to agree on social impact—a
largely intangible concept). The evaluator is appointed by
the deal’s intermediary. Evaluators typically seek to prove
the impact of a program by comparing the cohort that has
received the intervention with a similar cohort that has
not, thereby demonstrating the important “counterfactual”
component of social impact measurement—or what would
have happened if a particular program had not occurred.6

6

Paul Brest and Kelly Born, “Deconstructing Impact Investing,” Giving Thoughts,
1, 1, The Conference Board, 2014.

giving thoughts Making Sense of Social Impact Bonds for Companies

3

Figure 2 depicts a complex model and outlines where potential
contractual agreements could be developed. Roger Dugger
predicts that “in a fully developed social investment, there are
at least ten areas of contractual agreement.” He believes the
five most important are shown as the black ovals in Figure 2.7

This model highlights the variety of partners that must
come together—often from differing viewpoints and
experiences—to agree a range of parameters that will
bring the SIB to fruition.

Figure 2

The Social Impact Bond complex model
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Source: Adapted from Roger Dugger, “Success Begins With a Feasibility Study,” Community Development Investment Review, volume 9, issue 1, 2013, pp. 85–89.
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Social impact measurement
The development of final, agreed-upon success metrics
and the ability to measure progress against them is integral
to each SIB.
Developing impact metrics for SIBs Ian Galloway of
the US Federal Reserve says that the “big idea” behind
the social impact bond isn’t actually the bond itself; it’s
that the social sector should be held accountable through
ex post payments for evidence-based results rather than
ex ante payments for promising programs.8 For those ex
post payments to be accurate and fair to all parties, the
impact targets and evaluation metrics must be rigorous and
accurate, which means establishing similar comparison
groups and evaluating their performance against that of
the participants receiving the intervention.
Establishing comparison groups Much of the testing
and experimentation that is taking place with the
current SIB pilots is focused on how best to undertake
a credible impact assessment using a comparison group
as similar to the intervention group as possible. To
increase the attractiveness of the model to investors,
impact assessments need to be as accurate as possible to
reduce risk and eliminate the possibility of conjecture
surrounding the true nature of the impact achieved.

8

Ian Galloway, “Foreword: Pay for Success Financing,” Community Development
Investment Review, volume 9, issue 1, 2013, pp. 2-3.
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Although some SIBs operate without a comparison group, the
Harvard Kennedy School Social Impact Bond Technical
Assistance Lab (Harvard SIB Lab) places considerable
importance on this part of the process, saying: “If there
is no credible approach to establishing a counterfactual
outcome for a particular intervention, then a SIB may not
be feasible.”9
It suggests that there are a number of ways of doing this,
including:10

•

Randomized controlled trial (RCT), which compares
populations receiving an intervention with a control
group of identical individuals who did not receive
the intervention.

•

Regression discontinuity design, which compares
outcomes of those just below and just above program
eligibility thresholds.

•

Difference in differences comparison of changes in
outcomes in populations offered an intervention to
similar populations that were not offered the service.

•

Historical baseline comparison to past outcomes
for similar individuals.

9

Jeffrey Liebman and Alina Sellman, Social Impact Bonds: A Guide for State and
Local Governments, Harvard Kennedy School Social Impact Bond Technical
Assistance Lab, 2013.

10 Jeffrey Liebman and Alina Sellman, Social Impact Bonds: A Guide for State and
Local Governments, Harvard Kennedy School Social Impact Bond Technical
Assistance Lab, 2013.

giving thoughts Making Sense of Social Impact Bonds for Companies

5

Current SIB Pilots
This research identified 38 SIB pilots in operation in
Australia, Europe, and the U.S.11 The following table
provides summary information on each of these deals.
CURRENT OPERATIONAL SIB PILOTS, BY COUNTRY
CONTRACT DETAILS

Issue

Location

KEY PLAYERS

Total
investment

Public
sector payer

Intermediary/
structuring
Service
organization
provider

AUD$7 million
(~$6.15 million)

New South
Wales state
government

Social
Ventures
Australia

Evaluator

SOURCES

AUSTRALIA
New
South
Wales,
Australia

Uniting Care
Burnside

Deloitte

“Social Benefit Bond Trial in NSW,” New
South Wales Government Treasury,
accessed January 16, 2014 (http://www.
dpc.nsw.gov.au/programs_and_services/
social_impact_investment/social_
benefit_bonds#nsw_social_benefit_
bond_trial)
“Newpin Social Benefit Bond,” Social
Ventures Australia, accessed January 16,
2014, (http://socialventures.com.au/
work/newpin-social-benefit-bond/)

Out-of-home
care

New
South
Wales,
Australia

AUD$10 million
(~$8.7 million)
The investment
is divided into
medium-risk
and high-risk
tiers.

New South
Wales state
government

Westpac Bank

The Benevolent
Society

Deloitte

Social Benefit Bond Trial in NSW, New
South Wales Government Treasury,
accessed January 16, 2014 (http://www.
treasury.nsw.gov.au/site_plan/social_
benefit_bonds/social_benefit_bonds_
trial_in_nsw_FAQs#faq10)
Emma Tomkinson, “A Second Social
Impact Bond for NSW Australia,” accessed
January 29, 2014, (http://emmatomkinson.
com/2013/06/19/a-second-social-impactbond-for-nsw-australia/)
The Benevolent Society’s Intensive Family
Support Service: NSW Social Benefit Bonds
Trial, The Benevolent Society, 2013. "

EUROPE
Disadvantaged Augsburg,
youth
Germany

Not available

Bavarian State Juvat gemeinMinistry of
nützige GmbH
Labor, Social
and Family
Affairs, and
Integration

Ausbildungsmanagement
Augsburg; Kinder-, Jugend- und
Familienhilfe Hochzoll;
apeiros e.V.;
and Joblinge
gemeinnützige
AG München

Success
Evaluator:
Dr. Mohren
& Partner
Process
Evaluator:
University of
Hamburg (Universität Hamburg, Fakultät
für Wirtschaftsund Sozialwissenschaften)

“The First German Social Impact Bond:
The Augsburg Pilot Project,” Juvat,
accessed on July 28, 2015 (http://www.
juvat.org/pdf/juvat_augsburg_en1.pdf).

Note: This table represents best efforts to identify the full breadth of active social impact bond pilots in Australia, Europe (including the United
Kingdom) and North America (including Canada and the U.S.) launched before July 31, 2015. All information has been taken from public materials.
Interested parties should access reference documents, or contact the appropriate intermediary for complete details of each contract.
(table continues on next page)
11 This research was limited to these three regions (Australia, Europe, and the
U.S.), as this is where the majority of activity is taking place. It should be noted
that other countries (including South Korea and Peru) might have initiated SIB
contracts, but there is a lack of available information in English.
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CURRENT OPERATIONAL SIB PILOTS, BY COUNTRY
CONTRACT DETAILS

Issue

Location

(continued)

KEY PLAYERS
Intermediary/
structuring
organization

Total
investment

Public
sector payer

EUR
234,000
(~$258,000)

Actiris (Brussels Kois Invest
Regional
Employment
Office)

Service
provider

Evaluator

SOURCES

EUROPE
Migrant
unemployment

Brussels,
Belgium

Duo for a Job

Brussels
Observatory
of
Employment

“Brussels: Migrant Unemployment,” UK
Cabinet Office Centre for Social Impact
Bonds, accessed on July 28, 2015 (http://
data.gov.uk/sib_knowledge_box/
brussels-migrant-uemployment)
“A Belgian Premiere: A Social Impact
Bond to Tackle Unemployment in
Brussels,” European Venture Philanthropy
Association, accessed on July 28, 2015
(http://evpa.eu.com/uncategorized/abelgian-premiere-a-social-impact-bondto-tackle-unemployment-in-brussels/)

Primary school
computer
programming

Youth
unemployment

Lisbon,
Portugal

EUR 120,000
(~$133,000)

Municipality of
Lisbon

Social
Investment
Lab

Aida Vieira,
Bairro do
Armador, Sao
Joao de Deus
(all schools)

Nova
School of
Business and
Economics

“The First Social Impact Bond in
Portugal,” Laboratório de Investimento
Social, accessed on July 28, 2015 (http://
investimentosocial.pt/?lang=en)

Rotterdam,
Netherlands

EUR 680,000
(~$752,000)

Municipality of
Rotterdam

The Social
Impact Bonds
Rotterdam
Foundation

Buzinezzclub

Deloitte; Ortec “Social Impact Bonds: Private Finance
Finance
that Generates Social Returns,” European
Parliament Briefing, accessed on July
28, 2015 (http://www.europarl.europa.
eu/EPRS/538223-Social-impact-bondsFINAL.pdf)
Els Sol, “Rotterdam Experiments with
Social Impact Bond,” American Institute
for Advanced Labor Studies, accessed on
July 28, 2015 (http://www.resqresearch.
org/uploaded_files/publications/Sol_SIB_
Netherlands.pdf)

Utrecht,
Netherlands

EUR 700, 000 City of Utrecht
(~$774,000)

Society Impact

The Colour
Kitchen

Society
Impact
Foundation

“Second Dutch Social Impact Bond
launches monday April 20th!,” Society
Impact, accessed on August 3rd, 2015
(http://www.societyimpact.nl/seconddutch-social-impact-bond-launchesmonday-april-20th/)
“Social Impact Bond - The Colour
Kitchen Factsheet,” Society Impact,
Accessed on August 3rd, 2015 (http://
www.societyimpact.nl/wp-content/
uploads/2015/05/Factsheet-Social-ImpactBond_The-Colour-Kitchen-Utrecht.pdf)
(http://www.utrecht.nl/nieuws/artikel/
nieuwe-aanpak-werkloosheid-utrechtmet-social-impact-bond/)
(table continues on next page)
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CURRENT OPERATIONAL SIB PILOTS, BY COUNTRY
CONTRACT DETAILS

(continued)

KEY PLAYERS

Total
investment

Public
sector payer

Intermediary/
structuring
organization

Chicago,
United
States

$17 million

City of Chicago

IFF

Chicago Public
Schools

Not available

“Mayor Emanuel Announces Expansion
of Pre-K to More Than 2,600 Chicago
Public School Children,” City of Chicago,
Accessed on July 30, 2015 (http://www.
cityofchicago.org/city/en/depts/mayor/
press_room/press_releases/2014/oct/
mayor-emanuel-announces-expansion-ofpre-k-to-more-than-2-600-ch.html)
Melissa Sanchez, “For the Record:
Paying for Preschool with Social Impact
Bonds,” Catalyst Chicago, Accessed on
July 30, 2015 (http://catalyst-chicago.
org/2014/11/record-paying-preschoolsocial-impact-bonds/)
Elizabeth Campbell, “Chicago Will Use $17
Million in Social-Impact Bonds for Pre-K,”
Bloomberg Busines, Accessed on July 30,
2015 (http://www.bloomberg.com/news/
articles/2014-10-08/chicago-will-use-17million-in-social-impact-bonds-for-pre-k)

Utah,
United
States

$7 million

Utah State

United Way of
Salt Lake

Acelero
Learning

Utah State
University

“Fact Sheet: The Utah High-Quality
Preschool Program,” Goldman Sachs,
Accessed February 18, 2014 (http://www.
mayorsinnovation.org/images/uploads/
pdf/13_-_Utah_Fact_Sheet.pdf)

Homelessness
and Child
Welfare

Cuyahoga
Country,
Ohio

$5 million

Cuyahoga
Country

Third Sector
Capital
Partners

FrontLine
Service

Case
Western
Reserve
University

Anne Field, “$5M Ohio 'Pay For
Success' Targets Homelessness And
Child Welfare,” Accessed on July 30,
2015 (http://www.forbes.com/sites/
annefield/2014/12/05/5m-ohio-pay-forsuccess-targets-homelessness-and-childwelfare/)

Homelessness

Massachusetts,
United
States

$3.5 million

United Way of
Massachusetts
Bay and
Merrimack
Valley

Commonwealth of
Massachusetts

Massachusetts
Housing and
Shelter Alliance

Root Cause

“Massachusetts Launches Pay
for Success Initiative to Reduce
Chronic Individual Homelessness,”
Commonwealth of Massachusetts,
Accessed August 3rd, 2015 (http://
payforsuccess.org/sites/default/files/
mass.gov-massachusetts_launches_
pay_for_success_initiative_to_reduce_
chronic_individual_homelessness.pdf)

Recidivism

Rochester
and New
York City,
United
States

$13.5 million

New York State

Social Finance
USA

Center for
Employment
Opportunities

NYS DOCCS
Research
and NYS DOL
Research

“Governor Cuomo Announces New York
the First State in the Nation to Launch Pay
for Success Project in Initiative to Reduce
Recidivism,” NY Governor, Accessed January
29, 2014 (http://www.governor.ny.gov/
press/12302013-pay-for-success-project).
“Investing in What Works: ‘Pay for Success’
in New York State: Fact Sheet,” Social
Finance, Accessed on May 8, 2014 (http://
socialfinanceus.org/sites/socialfinanceus.
org/files/Fact%20Sheet%20for%20
NYS%20PFS%20Project.pdf)

Issue

Location

Service
provider

Evaluator

SOURCES

NORTH AMERICA

Early
Childhood
Education

(table continues on next page)
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CURRENT OPERATIONAL SIB PILOTS, BY COUNTRY
CONTRACT DETAILS

Issue

Location

Total investment

(continued)

KEY PLAYERS
Public
sector payer

Intermediary/
structuring
Service
organization
provider

Evaluator

SOURCES

NORTH AMERICA
Support
for Single
Mothers

Saskatchewan,
Canada

$1 million

Government of
Saskatchewan

Not available

EGADZ

Not available

“Saskatchewan - Children at risk of care,”
Center for Social Impact Bonds, Accessed
August 3rd, 2015 (http://data.gov.uk/
sib_knowledge_box/saskatchewanchildren-risk-care)
“New Home for Single Mothers Opens
in Saskatoon; Funding First of its Kind in
Canada,” Government of Saskatchewan,
Accessed August 3rd, 2015 (https://www.
saskatchewan.ca/government/news-andmedia/2014/may/12/social-impact-bond)

Youth
recidivism

Massachusetts,
United
States

$27 million

Commonwealth
of
Massachusetts

Third Sector
Capital
Partners

Roca

Sibalytics

Ariel Schwartz, “The Biggest Social
Impact Bond in the U.S. Will Keep At-Risk
Young Men in Jobs and Out of Prison,” Fast
Company Co-Exist, Accessed on February
11, 2014 (http://www.fastcoexist.
com/3025903/the-biggest-social-impactbond-in-the-us-will-keep-at-risk-youngmen-in-jobs-and-out-of-pris)
Anne Field, “Biggest ‘Social Impact
Bond’ in the U.S. Targets Stubborn
Recidivism,” Forbes, Accessed February
11, 2014 (http://rocainc.org/wpcontent/uploads/2014/02/Forbes-PFSlaunch-2-7-14.pdf)
“The Massachusetts Juvenile Justice
Pay for Success Initiative,” Third Sector
Capital Partners, Accessed February 11,
2014 (http://www.thirdsectorcap.org/
massachusetts-juvenile-justice-pfs/)
“Fact Sheet: The Massachusetts Juvenile
Justice Pay For Success Initiative,” Third
Sector Capital, Accessed February 11,
2014 (http://www.thirdsectorcap.org/
wp-content/uploads/2014/01/MA-JJPFS-Fact-Sheet.pdf)

£5.5 million
(~$9.04 million)
This is required to
serve the goal of
300 children per
year. However,
due to the unique
nature of this
deal (in which the
government body
“buys” the service
from the SIB), the
SIB could generate
sufficient funds
over ten years to
allow the service
to remain in
perpetuity.

Privately issued. Baker Tilly UK
Local authorities
“It’s All About
Me” service
from the service
providers

A consortium
of 18
voluntary
adoption
agencies.
Each agency
works with
specific
children
identified
by the local
authorities.

N/A. Local
authorities
(LAs) spot
purchase
the service
for each
child, and
the savings
to LAs are
already
known if
each child
reaches its
milestones,
therefore no
comparison
group is
necessary.

“It’s All About Me” - The CVAA Service
for Harder to Place Children,” Baker Tilly
UK, Accessed February 11, 2014 (http://
www.bakertilly.co.uk/publications/Its-AllAbout-Me.aspx)
“Social Impact Bonds: Baby Steps,” The
Economist Free Exchange, Accessed on
May 8, 2014 (http://www.economist.
com/blogs/freeexchange/2013/07/
social-impact-bonds)

UNITED KINGDOM
Adoption

United
Kingdom
(national
program)

(table continues on next page)
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CURRENT OPERATIONAL SIB PILOTS, BY COUNTRY
CONTRACT DETAILS

Issue

Location

Total
investment

(continued)

KEY PLAYERS
Public
sector payer

Intermediary/
structuring
Service
organization provider

Evaluator

SOURCES

UNITED KINGDOM
Merseyside

Triodos New
Horizons

Greater
Merseyside
Connexions
Partnership

“Triodos New Horizons,” Triodos Bank,
Accessed on May 8, 2014 (http://www.
triodos.co.uk/en/about-triodos/newsand-media/media-releases/triodos_new_
horizons/)

West
Midlands

APM UK

11 different
organizations
that form
part of the
Birmingham
Employment,
Skills and
Training
Network

“Young Peoples Services,” Advanced
Personnel Management UK, Accessed on
May 8, 2014 (http://www.apm-uk.co.uk/
young-peoples-services/)

Stratford and
surrounds

Stratford
Development
Partnership

Community
Links, via
Links4Life
program

“Links 4 Life program,” Bridges Ventures,
Accessed on May 8, 2014 (http://www.
bridgesventures.com/investment/links4-life-programme)
“Social Impact Bond Market in the
UK,” iforchange, Accessed on May 8,
2014 (http://www.i-for-change.co.uk/
resources/sib-market.html)

Indigo Project Solutions

YMCA Perth

“Innovation Fund,” Indigo Project
Solutions, Accessed on May 8, 2014
(http://www.indigops.com/innovation/)
“Social Impact Bond Market in the
UK,” iforchange, Accessed on May 8,
2014 (http://www.i-for-change.co.uk/
resources/sib-market.html)

Nottingham
City Council

Nottingham
Futures

Impetus-PEF

Tomorrow’s
People

“Strong Uplift in GCSE Results for
Young People Benefiting from Social
Impact Bond Scheme,” Big Society
Capital, August 2013 (http://www.
bigsocietycapital.com/sites/default/
files/pdf/GCSEs%20press%20release%20
26.8.13.pdf)

Greater
Manchester

Social
Finance UK

Teens and
Toddlers

“Social Finance is Awarded Two Contracts
From the DWP Innovation Fund to
Support 2,500 Vulnerable Young People
in the Thames Valley and the North
West of England,” Social Finance UK,
Accessed January 30 ,2014 (http://www.
socialfinance.org.uk/sites/default/files/
innovation_fund_release.pdf)

London

Prevista

Around six
different
organizations
with expertise
in each
London
borough

“Social Impact Bond Market in the
UK,” iforchange, Accessed on May 8,
2014 (http://www.i-for-change.co.uk/
resources/sib-market.html)

Perthshire
and Kinross

Disadvantaged
youth
Nottingham
City

London

These SIBs
form part
of the UK’s
Department
of Work and
Pensions
Innovation
Fund, a £30
million fund.
The total
investment in
each project
varies slightly,
but generally
does not
exceed £3
million.

Department
for Work and
Pensions

National
Centre
for Social
Research;
Insite
Research
and
Consulting

“Social Impact Bond Market in the
UK,” iforchange, Accessed on May 8,
2014 (http://www.i-for-change.co.uk/
resources/sib-market.html)

(table continues on next page)
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CURRENT OPERATIONAL SIB PILOTS, BY COUNTRY

(continued)

CONTRACT DETAILS

Issue

Location

Total investment

KEY PLAYERS
Public
sector payer

Intermediary/
structuring
organization

Service
provider

Evaluator

SOURCES

UNITED KINGDOM
Cardiff and
Newport

Disadvantaged
youth

Foster care

Healthcare

Thames
Valley

These SIBs form
part of the UK’s
Department of
Work and Pensions
Innovation Fund,
a £30 million
fund. The total
investment in
each project
varies slightly, but
generally does not
exceed £3 million.

3SC

Department
for Work and
Pensions

CfBT and
Dyslexia
Action

National
Centre
for Social
Research;
Insite
Research
and
Consulting

“3SC Capitalise-Welsh Social Impact Bond
in Action,” 3SC, Accessed on June 3, 2014
(http://www.3sc.org/news/3sc-capitalisewelsh-social-impact-bond-action)

Social Finance
UK

Adviza

Bridges
Ventures

Action for
Children

Not
available

“UK’s first social impact bond to fund
foster placements for children in care,”
Bridges Ventures, Accessed August 3rd,
2015 (http://www.bridgesventures.com/
uks-first-social-impact-bond-to-fund-fosterplacements-for-children-in-care/)
“Manchester City Council SIB,” Social
Ventures Australia, Accessed August 3rd,
2015 (http://socialventures.com.au/casestudies/manchester-city-council-sib/)

Outcomes
for Children
(Core Assets
Group)

Not
available

“Bridges Ventures backs foster placement
service commissioned by Birmingham
City Council,” Bridges Ventures,
Accessed August 3rd, 2015 (http://
www.bridgesventures.com/bridgesventures-backs-foster-placement-servicecommissioned-birmingham-city-council/)
Derren Hayes, “Social impact bond funds
Birmingham fostering scheme,” Children
& Young People Now, Accessed August
3rd, 2015 (http://www.cypnow.co.uk/
cyp/news/1148468/social-impact-bondfunds-birmingham-fostering-scheme)

Changing
Lives, First
Contact
Clinical,
Health
WORKS
Newcastle,
Mental
Health
Concern

Not
available

“Bridges commits £1.65m to first
active social impact bond in the UK
healthcare sector,” Bridgest Ventures,
Accessed August 3rd, 2015 (http://www.
bridgesventures.com/bridges-commits1-65m-first-active-social-impact-bond-ukhealthcare-sector/)
James Ronicle and Neil Stanworth, “Ways
to Wellness Social Impact Bond: The
UK's First Health SIB,” Commissioning
Better Outcomes Fund (https://
www.biglotteryfund.org.uk/-/media/
Files/Programme%20Documents/
Commissioning%20Better%20Outcomes/
CBO_ways_to_wellness_report.pdf)

Manchester

€.2 million (~$1.9
million)

Manchester City
Council

Birmingham

Not available

Birmingham City Not available
Council

Newcastle

€1.65 million
(~$2.57 million)

NHS Newcastle
Gateshead
Clinical
Commissioning
Group; Big
Lottery Fund;
Cabinet Office

Ways to
Wellness

“Social Finance is Awarded Two Contracts
From the DWP Innovation Fund to
Support 2,500 Vulnerable Young People
in the Thames Valley and the North
West of England,” Social Finance UK,
Accessed January 30 ,2014 (http://www.
socialfinance.org.uk/sites/default/files/
innovation_fund_release.pdf)

(table continues on next page)
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CURRENT OPERATIONAL SIB PILOTS, BY COUNTRY
CONTRACT DETAILS

Issue

Location

(continued)

KEY PLAYERS

Total
investment

Public
sector payer

Up to £5 million
(~8.3 million)

Department for
Communities
Local
Government;
Greater London
Authority

Intermediary/
structuring
Service
organization
provider

Evaluator

SOURCES

UNITED KINGDOM
Homelessness

London

Final amount
depends on
outcomes
achieved and
costs incurred.

Social Finance
UK

St Mungo’s;
Thames Reach

ICFGHK

“Greater London Authority: Homeless
People,” UK Cabinet Office Centre
for Social Impact Bonds, Accessed
January 30, 2014 (http://data.gov.uk/
sib_knowledge_box/greater-londonauthority-homeless-people)
“Homelessness,” Social Finance UK,
Accessed January 30, 2014 (http://
www.socialfinance.org.uk/work/sibs/
homelessness)

Loneliness

Worcestershire

£2.02 million
(~$3.15 million)

Wocerstershire
County Council

Social Finance

Age UK
Herefordshire
and
Worcestershire

Not
available

“Worcestershire awards UK’s first
innovative contract to tackle loneliness,”
Social Finance UK, accessed July 30,
2015 (http://www.socialfinance.org.
uk/wp-content/uploads/2015/07/
Worcestershire-awards-UK%E2%80%99sfirst-innovative-contract-to-tackleloneliness.pdf)

Out-of-home
care

Essex County

£3.1 million
(~5.1 million)

Essex County
Council

Social Finance
UK

Action for
Children

Esssex
County
Council
and Social
Finance

“Vulnerable Children,” Social Finance
UK, Accessed January 30, 2014 (http://
www.socialfinance.org.uk/work/sibs/
vulnerable-children)

Greenwich,
Manchester,
Oldham, and
Rochdale

Youth
Homelessness

Kirklees,
Calderdale,
and
Wakefield

These SIBs form
part of the UK’s
Department for
Communities
and Local
Government’s
Fair Chance Fund
(£15 million) and
Help for Single
Homelessness
Fund (£8 million).
The two funds
combined make
£23 million (~$36
million) available
to successul bids.

Department of
Communities
and Local
Government,
as well as
the Cabinet
Office Social
Outcomes Fund

Social Finance

DePaul UK

Numbers 4
Good

Fusion Housing

Not
available

Shardul Oza, “Analysis of the Social Impact
Bond in Essex, UK,” Instiglio, Accessed
January 30, 2014 (http://www.instiglio.
org/analysis-of-the-social-impact-bond-inessex-uk/)
“Preventing youth homelessness through
intensive, tailored, and flexible counselling
and guidance,” Bridgest Ventures,
Accessed August 3rd, 2015 (http://
www.bridgesventures.com/portfoliolist/
depaul-uk-fair-chance-chance/)
“Social Finance launches three
social impact bonds to tackle youth
homelessness,” Social Finance,
Accessed August 3rd, 2015 (http://www.
socialfinance.org.uk/social-financelaunches-three-social-impact-bonds-totackle-youth-homelessness/)
“Fusion Housing uses a multi-disciplinary
team approach to support and guidance
to reduce youth homelessness,” Bridges
Ventures, Accessed August 3rd, 2015
(http://www.bridgesventures.com/
portfoliolist/fusion-housing-fusion-fairchance-partnership/)
“Numbers4Good supports two organisations
to create social impact bonds in Fair Chance
Fund,” Numbers4Good, Accessed August
3rd, 2015 (http://www.numbers4good.
com/blog/numbers4good-supports-twoorganisations-to-create-social-impact)
(table continues on next page)
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CURRENT OPERATIONAL SIB PILOTS, BY COUNTRY
CONTRACT DETAILS

Issue

Location

(continued)

KEY PLAYERS
Total
investment

Public
sector payer

Intermediary/
structuring
Service
organization
provider

Evaluator

SOURCES

UNITED KINGDOM

Youth
Homelessness

Newcastle,
Northumberland,
South Tyneside,
North Tyneside,
Gateshead,
Durham, and
Sunderland

Numbers 4
Good

Home
Group

“Numbers4Good supports two organisations
to create social impact bonds in Fair Chance
Fund,” Numbers4Good, Accessed August
3rd, 2015 (http://www.numbers4good.
com/blog/numbers4good-supports-twoorganisations-to-create-social-impact)

Liverpool and
Knowsley

Social Finance

Local
Solutions

“Local Solutions and Oakmere Community
College awarded Fair Chance Fund,” Local
Solutions, Accessed August 3rd, 2015
(http://www.localsolutions.org.uk/media/
news/fair_chance_funding_award/)
“Social Finance launches three
social impact bonds to tackle youth
homelessness,” Social Finance, Accessed
August 3rd, 2015 (http://www.
socialfinance.org.uk/social-financelaunches-three-social-impact-bonds-totackle-youth-homelessness/)

Not available

P3

Gloucestershire,
Tewkesbury,
Forest of
Dean, Stroud,
Cheltenham,
Gloucester City,
and Cotswold
Birmingham,
Coventry,
Solihull, Walsall
and Wyre Forest

Leicester, Leicestershire, Derby,
and Derbyshire

www.conferenceboard.org

These SIBs form
part of the UK’s
Department for
Communities
and Local
Government’s
Fair Chance
Fund (£15
million) and
Help for Single
Homelessness
Fund (£8
million). The
two funds
combined make
£23 million
(~$36 million)
available to
successul bids.

Department of
Communities
and Local
Government,
as well as the
Cabinet Office
Social Outcomes
Fund

Not
available

“£1.45 million Boost for Accommodation,
Education, and Employment in
Gloucestershire,” P3 Charity, Accessed
August 3rd, 2015 (http://www.
p3charity.org/News/145million-boostfor-accommodation-education-andemployment-in-gloucestershire)

Social Finance

St Basils

“Fair Chance, Rewriting Futures is a Social
Impact Bond delivering support and
community engagement to reduce youth
homelessness,” Bridges Ventures, August
3rd, 2015 (http://www.bridgesventures.
com/portfoliolist/st-basils-fair-chancerewriting-futures/)
“Social Finance launches three social impact
bonds to tackle youth homelessness,”
Social Finance, Accessed August 3rd, 2015
(http://www.socialfinance.org.uk/socialfinance-launches-three-social-impact-bondsto-tackle-youth-homelessness/)

Not available

The Y

“Ambition East Midlands; Housing, education
& employment,” The Y, Accessed August
3rd, 2015 (http://www.leicesterymca.
co.uk/housing-ambition.php)
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Results to date
As of the summer of 2015, some SIB projects have already
returned interim investor capital (such as the Teens &
Toddlers and Adviza Social Impact Bonds in the United
Kingdom, and the Early Childhood Education program
in Utah), while others have been cancelled or prematurely
closed for other reasons.12
The SIBs that have returned investor capital to date have
all delivered only interim results, so it is difficult to analyze
the results with confidence. It is the short-lived projects
that are perhaps more interesting to investigate, because
of the analysis a completed project invites (whether or not it is
considered a successful or unsuccessful completion).
The world’s first SIB, the Peterborough Prison project in
the United Kingdom, funded the One Service, a project
specifically designed for the contract and managed by the
project’s intermediary, Social Finance UK. The One Service
aimed to “measurably reduce reoffending among male,
short-sentenced prisoners released from Her Majesty’s Prison
(HMP) Peterborough.”13 The program offered intensive
support to 3,000 short-term prisoners both inside prison and
after release, to help them resettle into the community.
The pilot was closed early by the U.K. Ministry of Justice
(MoJ) before its full completion (although two cohorts of
prisoners participated in the project). The MoJ says it plans
to introduce country-wide reforms to prisoner probation,
and the intervention used in the SIB pilot will be subsumed
by those reforms.14 The MoJ says the winding down of the SIB
is not a reflection of the pilot’s failure—early MoJ data in fact
showed positive impact trends as a result of the intervention.

The U.S. entered the SIB market in 2012, with a $9.6 million
deal to help reduce recidivism among young males
incarcerated at Rikers Island Prison in New York City.
The investment funded the Adolescent Behavioral Learning
Experience (ABLE), a cognitive behavioral program
designed to “equip young offenders aged 16 to 18 with the
social and emotional skills to help them make better life
choices when they leave jail, yielding financial savings to city
government by reducing readmissions to Rikers Island.”15
The pilot was canceled after three years of attempted
intervention programs demonstrated no reduction in
recidivism rates. Goldman Sachs, the sole original investor,
registered a $1.2 million loss. With the project lasting three
years, Goldman’s commitment topped out at $7.2 million
and Bloomberg Philanthropies provided a $6 million grant
to guarantee a portion of the investment.16
There are two perspectives on what the cancellation of the
Rikers Island project means. On one side, some consider
it evidence that SIBs are fundamentally flawed as a model
because, for example, there are factors other than the funded
intervention that can contribute to the outcomes or lack
thereof. The National Union of Public and General Employees
says: “According to the organization that was contracted to
deliver the SIB project, two factors that contributed to the
failure were conditions in Rikers Island jails and the lack of
services for inmates after they were released. The fact young
people released from Rikers Island couldn’t get mental health
care, drug treatment programs, and housing assistance in the
community were all identified as serious problems.”17
On the other side, proponents argue the structure enabled
city officials to experiment with a new intervention without
risk to taxpayers.18

12 “First Social Impact Bonds to return investor capital,” Social Finance UK,
accessed on July 30, 2015 (http://www.socialfinance.org.uk/news-views/
press-releases/); Nathaniel Popper, “For Goldman, Success in Social Impact
Bond That Aids Schoolchildren,” New York Times, October 7, 2015 (available
at: http://www.nytimes.com/2015/10/08/business/for-goldman-successin-social-impact-bond-that-aids-schoolchildren.html?smprod=nytcoreiphone&smid=nytcore-iphone-share&_r=0).

15 Timothy Rudd, Elisa Nicoletti, Kristin Misner, Janae Bonsu, Financing Promising
Evidence-Based Programs. Early Lessons From the New York City Social Impact
Bond,” MDRC, 2013.
16 Robert E. Slavin, “Good Failure/Bad Failure,” Huffington Post, accessed on July
14, 2015 (available at: http://www.huffingtonpost.com/robert-e-slavin/goodfailurebad-failure_b_7763116.html).

13 Alisa Helbitz and Janette Powell, The One*Service. One Year On, Social Finance
UK, 2011.

17 “First U.S. Social Impact Bond Fails,” National Union of Public and General
Employees, accessed on July 14, 2015 (available at: http://nupge.ca/
content/12360/first-us-social-impact-bond-fails).

14 “Social Finance Statement—Peterborough Social Impact Bond,” Social Finance
UK, accessed on July 14, 2015 (available at: http://payforsuccess.org/sites/
default/files/social_finance_statement_-_peterborough_social_impact_
bond___socialfinanceuk.pdf).

18 Paul Burton, “No Success Like Failure: N.Y. Sees Social Impact Bond Pluses,”
The Bond Buyer, accessed on July 14, 2015 (available at: http://www.
bondbuyer.com/news/regionalnews/ny-city-officials-social-impact-bond-bigplus-1077971-1.html).
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The Role of Philanthropy in SIBs
Philanthropy is the traditional provider of risk capital to
the social sector, seeding innovative approaches and models
that, when successful, can be handed off to government to
be scaled up.19 The SIB model is one such innovation that,
with the right early financial support, could attract large
numbers of social investors and blossom into a successful,
scalable model.
That’s where philanthropy comes in.
Whereas some commentators fear that pay-for-success
projects could direct funding away from social innovation by
rewarding only successful, proven interventions, others argue
that SIBs are an innovation in social financing in themselves,
and that the model should be nurtured to allow it to grow.
The question of how long philanthropy will be needed to
support SIB market development is a difficult one. Some
say that the small size of projects, which do not appear
to yield supernormal returns, means that “continued
philanthropic support of both intermediaries and
government capacity may be needed for quite some time.”20

Options for philanthropic support
With new deal structures constantly emerging, the role
of philanthropy in SIBs is always changing and often
expanding. Social Finance USA identifies four main roles for
foundations in supporting the creation of a SIB ecosystem:21

•

Making grants to support capacity building among key
market participants, conduct research and encourage
learning, develop proof-of-concept projects, pay for
outcomes, and mitigate risk.

•

Investing directly in SIB transactions, recoverable grants,
and other forms of investment.

•

Fostering partnerships among stakeholders by helping to
bring together the various and diverse actors in this space,
and helping to unite them around shared goals.

•

Advocating and educating to influence policy, attitudes, and
knowledge, both among the general public and among those
directly involved in SIBs, such as government officials and
service providers.

Social investment funds
Investing in a financial model as nascent as a SIB is risky.
Some foundations are diluting that risk by investing in
deals through social investment funds. Such an approach
offers the appeal of exploring the opportunities that SIBs
offer while not exposing large amounts of investment to an
unproven model. This style of SIB investing appears to be
generating the most interest from philanthropists, judging
by the number of foundation and other philanthropic
investors listed by the major SIB funds. Bridges Ventures
in the United Kingdom and Living Cities in the U.S. are
two of the main SIB fund managers.
Bridges Ventures’ Social Impact Bond Fund Launched
in April 2013, this is a £25 million (~$39 million) fund that
has Big Society Capital, an investment vehicle created
out of money left in dormant bank and building society
accounts,22 as its “cornerstone” investor.23
The fund invests in a number of SIB pilots in the United
Kingdom. It aims to “support charities and to deliver
programs designed to improve social outcomes in
areas such as education, therapy, adoption and care for
vulnerable young people.”
Living Cities’ Catalyst Fund Launched in 2008, the Catalyst
Fund has made $35 million in below-market rate loans to
“finance innovative efforts in the areas of neighborhood
stabilization, energy efficiency retrofits, public education
and access to fresh foods and health care.”
The Catalyst Fund invested in the Massachusetts youth
recidivism project and the New York state workforce
re-entry project.

19 Kippy Joseph, “Innovation Needs Foundation Support: The Case of Social
Impact Bonds,” Community Development Investment Review, volume 9, issue 1,
2013, pp. 75-78.
20 Hanna Azemati, Michael Belinsky, Ryan Gillette, Jeffrey Liebman, Alina Sellman,
and Angela Wyse, “Social Impact Bonds: Lessons Learned So Far,” Community
Development Investment Review, volume 9, issue 1, 2013, pp 23-33.

22 “Our Story,” Big Society Capital, accessed on March 12, 2014, http://www.
bigsocietycapital.com/our-story.

21 Foundations for Social Impact Bonds: How and Why Philanthropy is Catalyzing
the Development of a New Market, Social Finance USA, 2014.

23 “Bridges Social Impact Bond Fund,” Bridges Ventures, accessed on March 12,
2014, http://bridgesventures.com/social-sector-funds/social-impact-bond-fund/.
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Backing nonprofit service providers

Challenges of the SIB Model

An interesting approach to structuring a SIB involves
the nonprofit service provider taking a stake in deals by
deferring a portion of their revenue payments until the SIB
successfully meets its social impact targets. However, many
nonprofits do not have the financial capacity to defer large
amounts of revenue for what can sometimes be many years,
so the structure opens the door for philanthropic funders
to subsidize nonprofits until the delayed revenue is paid.
Doing so allows philanthropists to be invested in a SIB,
without necessarily being contracted into it.

A financial model in its infancy faces several challenges
that are important to consider. For SIBs, such challenges
include:

Such a structure means the benefits of successful projects
could accrue to all parties. In particular, nonprofits could
earn higher revenue through interest paid on successful
projects, and philanthropic backers, which do not
necessarily expect a return from their grants, could achieve
greater social impact from their funding by allowing
their nonprofit partners to reinvest the returns into their
programs, helping the organization to build a sustainable
financing model.

Guaranteeing investments
One of the most explicit uses of philanthropy to support
the nascent SIB model is to essentially “underwrite” the
contract, so that philanthropic funding takes most or all
of the risk, allowing investors an opportunity to take part
in the deal without the potential of losing their investment.
Such a structure has been used to varying degrees in the
early U.S. SIBs, with foundations such as Bloomberg
Philanthropies and the Rockefeller Foundation providing
the backing.24
The nature of philanthropic backing has evolved into
a subordinate loan structure in newer SIBs, such as the
Massachusetts youth recidivism deal. In that example,
the “senior” loan, for which Goldman Sachs has provided
financing, will be repaid first and will receive a higher
interest rate—despite shouldering less risk—than the
“junior” loans, for which philanthropic institutions have
provided financing.
Like other uses of philanthropic funding mentioned
previously, the main benefit of this structure is to allow a
range of different investors to take part in the model with a
minimal amount of risk.

24 In Australia, this structure has been introduced into the financial model more
formerly through medium- and high-risk investment tiers. The structure of
The Benevolent Society out-of-home care SIB, which has Westpac Bank as its
intermediary, is such that there is a pool of capital available to protect medium
risk-tier investments.
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•

Capacity If the SIB model is to be successful, capacity
building across government, service providers, and
intermediaries is vital.25 Skills and expertise are required in
a number of areas, not least in data capture and analysis,
especially among service providers. Unfortunately,
according to the Social Market Foundation, a UK-based
think tank, few community sector organizations have
the capability to absorb and deploy large amounts of
investment effectively.26

•

Complexity and expense Uniting the very different worlds
of private investment, government, and social service
providers is a complex process that involves a large
number of individuals who perceive the world in different
ways. The expense and effort that goes into contracting
mean that there should be large potential impact to make
the process worthwhile.

•

Government commitment Building government capacity
requires dedicated staffing and expertise, and new political
regimes might choose to manage contracts differently,
disrupting the passage of SIBs.27

•

Transaction pipeline, allocations, and liquidity
Steven Godeke notes that the current lack of deal
flow is a concern for investors, many of whom are also
“uncomfortable with the prospect of being locked into
an illiquid multiyear position.”28 He adds: “A sustainable
investor market for PFS [pay-for-success] financing will
require a set of successfully executed deals to provide
adequate data to price the risk and to standardize
elements of a PFS transaction where possible.”

25 Evaluation of the Joint Development Phase of the NSW Social Benefits Bond Trial,
KPMG, January 2014.
26 Nigel Keohane, Ian Mulheirn, and Ryan Shorthouse, Risky Business: Social
Impact Bonds and Public Service, Social Market Foundation, 2013.
27 Hannah Azemati, Michael Belinsky, Ryan Gillette, Jeffrey Liebman, Alina
Sellman, and Angela Wyse, “Social Impact Bonds: Lessons Learned So Far,”
Community Development Investment Review, volume 9, issue 1, 2013, pp. 23-33.
28 Steven Godeke, “Community Reinvestment Act Banks as Pioneer Investors
in Pay for Success Financing,” Community Development Investment Review,
volume 9, issue 1, 2013, pp. 69-74.
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•

Risk transfer While one of the most appealing aspects of
SIBs is the transfer of government risk to investors, in the
long run it might be necessary for governments to share
more of the risk to achieve impact, as the pool of capital
available and the number of policy areas where it will be
possible to convince investors to take on all of the risk are
likely to be limited.29

•

Significant ramifications for failures Service providers
face added reputational risk that goes beyond a single
contract if they fail to meet the goals of a pay-for-success
contract. McKinsey & Company consultants Laura Callanan
and Jonathan Law say: “Once outcome targets have been
set and measured under one contract, funders, investors,
and others doing due diligence before selecting a service
provider are likely to ask, ‘so, did you achieve your goals?’
A positive answer should go a long way toward cementing a
new relationship, but results that don’t measure up will sour
the discussion fast.”30

Corporate Involvement
Corporations have been slow to embrace SIBs. To date,
mainstream financial institutions are noticeable investors
in SIBs in Australia and the U.S. Their involvement
is either as a traditional “social investor,” such as the
Goldman Sachs Urban Investment Group, which invests
in three of the current U.S. deals (having taken a loss on
the Riker’s Island project),31 or through their foundations,
such as the Westpac Foundation in Australia, which
invests in The Benevolent Society out-of-home care deal.
Bank of America Merrill Lynch played a third role—that
of placement agent—when it placed the New York State
transaction on its wealth management platform and
facilitated the investment of their clients.
The companies that have shown interest—financial
or otherwise—are tending to test the waters through
investment pools or investments guaranteed by philan
thropic contributions (see page 16), and few have come
out publicly in support of the model.

Beverage alcohol producer and marketer Brown-Forman,
which owns brands such as Jack Daniel’s, Woodford
Reserve and Casa Herradura, is the first non-financial
company identified by this research to be considering a SIB
structure to address a business-critical social issue, in this
case alcohol addiction and substance abuse treatment and
recovery (see “Core CSR Issue Prompts Brown-Forman
To Explore SIB” on page 18).

A business case
Apprehension on the part of most corporations could reflect
the range of challenges the model faces in its formative
years, as well as the fact that there is not yet a particularly
compelling business case for corporations in the developed
world projects. For banks, there is the prospect of a new
financial product that could interest clients and other
investors, as well as the requirements of the Community
Reinvestment Act in the U.S.32 For others, the social issues
that have been addressed to date, such as prisoner recidivism
and out-of-home care, do not necessarily have a clear
business benefit alongside the social benefit (also known as
“blended value” or “shared value”).
An argument could be made that any of the issues
addressed by current SIBs help with community building,
which in turn benefits local economies and ultimately
provides a more stable and attractive business environment.
But companies are more strategic with their support
for social causes, as demonstrated by the tendency for
corporations to develop community or corporate social
responsibility “pillars” or focus areas.
Until SIB projects fall into companies’ community or
corporate responsibility strategies, they might remain
the purview of private social investors—or at the least,
financial institutions.

29 Hannah Azemati, Michael Belinsky, Ryan Gillette, Jeffrey Liebman, Alina
Sellman, and Angela Wyse, “Social Impact Bonds: Lessons Learned So Far,”
Community Development Investment Review, volume 9, issue 1, 2013, pp. 23-33.
30 Laura Callanan and Jonathan Law, “Pay for Success: Opportunities and Risks
for Nonprofits,” Community Development Investment Review, volume 9, issue 1,
2013, pp. 79-84.
31 “Impact investing,” Goldman Sachs, accessed on July 31, 2015 (http://www.
goldmansachs.com/what-we-do/investing-and-lending/impact-investing/).
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32 According to the Federal Reserve, “The Community Reinvestment Act is
intended to encourage depository institutions to help meet the credit needs of
the communities in which they operate, including low- and moderate-income
neighborhoods, consistent with safe and sound operations.” More information
is available at http://www.federalreserve.gov/communitydev/cra_about.htm/.
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Core CSR Issue Prompts Brown-Forman To Explore SIB
Louisville-based beverage alcohol producer and marketer BrownForman has a well-established corporate vision: “To enrich
the experience of life, in our own way, by responsibly building
beverage alcohol brands that thrive and endure for generations.”a
According to Rob Frederick, Brown-Forman’s vice president
and director of corporate responsibility, alcohol addiction
completely contradicts that vision. “The last thing we want is to
have someone’s health and well-being ruined by drinking,” says
Frederick. “We’ve focused on helping people with addiction for a
long time because it’s very relevant to us as a business.”
Much of Brown-Forman’s work on addiction has been in
partnership with The Healing Place, a Louisville-based nonprofit
that aims to reach men and women suffering from drug and
alcohol addiction, provide the tools for recovery, and restore
productive lives. The Healing Place is recognized as one of
the country’s most effective long-term social model recovery
programs. With 75 percent of its alumni remaining sober after
one year, the organization boasts a success rate five times the
national average for recovery facilities.b
Ripe for a SIB There is a confluence of factors in Kentucky and
Brown-Forman’s approach to addressing addiction that makes a
social impact bond (SIB) an appealing option. These factors include:

•

A health crisis Kentucky is in the middle of a heroin crisis and
there is much attention on the issue and many approaches
surfacing on how to best address it.c Nowhere is this
manifesting itself more than in the Louisville Department of
Corrections, where the jail is increasingly serving as a shortterm detox unit. Frederick acknowledges that it has been a
challenge for Brown-Forman to get comfortable with heroin
and alcohol addiction being lumped together, but at the end of
the day, he says, “addiction is addiction, and addicts often use
more than one substance.”

Partnerships between the government, private and nonprofit
sectors are crucial. Frederick says: “No one actor can or should
solve the addiction problem alone, and a SIB is a way to do it in
partnership. It’s a really good stakeholder engagement tool.”
Having read about New York City and New York State SIBs,
Frederick led Brown-Forman into discussions with local partners,
including Louisville Metro Government, the Community Foundation
of Louisville and James Graham Brown Foundation, to explore the
possibility of developing a project in Kentucky to tackle addiction.
The basic premise is to provide treatment to a target population
from the local jail that will reduce recidivism and other burdens
on local government services. Placing inmates who are ready for
treatment will create cost savings, cost avoidance and community
benefit. The project reins have been handed over to Louisville
Metro to develop the idea further. The explorations have not yet
yielded a contract, but they are fairly advanced and have included
experts from the Harvard Kennedy School Social Impact Bond
Technical Assistance Lab and Third Sector Capital Partners.
Company-led project To have a company act as convener of a
SIB is unique—contracts are typically instigated by government.
But having a company at the helm of discussions could become
more common, particularly if corporations look at their core social
issues and decide that something needs to be done in partnership
to achieve a level of impact that they can’t on their own.
Frederick acknowledges that the multi-stakeholder aspect and full
system approach of a potential project is part of the appeal, but
also adds to the complexity. For instance, one of the challenges
that the partners will have to address is that the potential costsavings of reducing addiction can accrue to many parts of the
community and therefore several areas of government. Building a
measurement framework and repayment schedule to reflect that
is not going to be easy.

•

Cost-effective, measurable solution Addiction is a huge drain
on community and government resources, and a cost that far
outweighs the cost and benefit of recovery. At a cost of $25 a
day and free to clients, The Healing Place’s intervention is cost
effective and proven through measurable outcomes. Moreover,
the organization deals with constituents who are most in need
of assistance—those who are deep into addiction and have
had many personal consequences.

Although Brown-Forman has not yet decided whether or not it will
invest in any future SIB on addiction in Kentucky, the idea that a
SIB could help shift Brown-Forman’s philanthropic mindset from
being one of “donation” to “investment” is appealing to Frederick.
He says: “You could potentially tap into a much bigger source of
funding and significantly scale up our contribution to the issue.
It’s a way to have a bigger financial contribution to something
that’s accountable and which matters to us.”

•

Government inefficiency The alcohol industry is heavily taxed,
which is an ongoing legacy of prohibition that was established
to reduce harm. But, according to Frederick, government
needs to better address the problem of addiction and the SIB
model provides an opportunity to improve the use of limited
government resources.

a

“About,” Brown-Forman, accessed on September 10, 2015 (https://www.brownforman.com/about/).

b

“Our Purpose,” The Healing Place, accessed on September 9, 2015 (http://www.
thehealingplace.org/our-purpose/).

c

Chris Kenning, “Ky. To Get Part of $2.5m to Fight Heroine Crisis,” The CourierJournal, accessed on September 9, 2015 (http://www.courier-journal.com/
story/news/local/2015/08/18/kentucky-get-piece-million-federal-grantcombat-heroin-crisis/31846911/).
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Multi-stakeholder response The issues related to addiction
and the benefits of recovery affect so many different branches
of society that no one party or sector can deal with it alone.
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Development Impact Bonds
The current SIB model assumes that local or state govern
ments issue the bond, but the emergence of some alternative
approaches suggests an evolutionary model. In future SIB
models, the commissioning organization could be any
party that seeks to shift the risk of funding social services
to the private sector. This could mean institutions like
corporations, or large international donors essentially
playing the “outcome payer” role that has to date been
fulfilled by government.

Other funding commitments and advanced explorations
include:

•

Mozambique International development consultancy Dalberg
is working with three corporate partners to launch the
Mozambique Malaria Performance Bond, which aims
to address the funding gap for malaria interventions by
increasing funding and efficiency for malaria interventions
(see “Corporations Unite to Fight Malaria with Unique DIB”
on page 20).

A movement has emerged that advocates the use of
the “impact bond” financial model for international
development funding. These so-called development impact
bonds (DIBs) follow a very similar approach to SIBs, but
donors such as the U.K. Department for International
Development act as the outcome payer.33 The need for such
a model in the international development sector is similar
to why SIBs have started to appear: to counter inefficient
allocation of capital, improve cost-effectiveness, and
improve the nonprofit sector’s focus on results.

•

Uganda The UK Department for International Development
has announced that it will launch a DIB to invest in the
prevention of sleeping sickness in Uganda. This process will
begin with a £1.5 million (~$2.3 million) inception project that
will research and design the final bond.35

Early activity In June 2014, the world’s first DIB launched.
Led by Instiglio, an international development intermediary,
the DIB focuses on girls’ education in Rajasthan, India.
The payer in this project is the Children’s Investment Fund
Foundation, and the UBS Optimus Foundation is providing
working capital to the service provider, Educate Girls, a
Rajasthan-based nonprofit that instigated the idea for the
DIB.34 The organization has a strong history of collecting
data on its performance, having measured its impact in the
past using a randomized controlled study, which it believes
made it a strong candidate for a DIB.

33 Michael Belinsky, “Development Impact Bonds: Success Depends on a
Supportive Network,” The Guardian, accessed on March 13, 2014, http://www.
theguardian.com/global-development-professionals-network/2014/jan/02/
development-impact-bonds-success-network.
34 Rita Perakis, “Two DIB Pilots Will Test New Development Partnerships,” Center
for Global Development, accessed on May 2, 2014, http://international.cgdev.
org/blog/two-dib-pilots-will-test-new-development-partnerships.
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35 “UK Development Bonds Will Combat Global Poverty,” UK Department for
International Development, accessed on April 30, 2014, https://www.gov.uk/
government/news/uk-development-bonds-will-combat-global-poverty.
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Corporations Unite to Fight Malaria with Unique DIB
There is something fundamentally different about the
Mozambique Malaria Performance Bond (MMPB) from any
other SIB pilot or DIB under exploration: a strong business case
for corporations’ participation. This is according to Lily Han,
an Investment Principal at D. Capital of Dalberg, the project’s
financial intermediary.
In an interview with Devex Impact, Sherwin Charles, a Director
at Nando’s and Sonhos Social Capital, expands on this idea:
“I think what is great about the model is that it shows there is
a compelling business case for corporates doing business in
an endemic malaria country to invest in eliminating malaria in
those communities. Because, at the end of the day, for anyone
who is doing business there, there is an incredible upside
and return on getting rid of malaria. It raises the GDP of the
community, it frees up health resources to deal with other
illnesses, and it makes a huge impact on education because
malaria has a big effect on kids who suffer from malaria at a
a
young age.”
Corporate involvement Although the MMPB has not officially
launched, a pilot program is under way to test the intervention.
The pilot has secured initial grant funding and technical support
from corporate partners including Nando’s, a South African
based casual dining restaurant with a Portuguese/Mozambican
theme, BHP Billiton and the Coca-Cola Foundation. A total of
$600,000 was raised from corporate support and used to build
a team of implementers that launched the intervention.
Each of these companies has a business interest in supporting
an effective model for eradicating malaria in Mozambique:

•

Nando’s sources chili peppers there;

•

BHP Billiton has operations there; and

•

A healthy, prosperous Mozambican population
will be a large consumer base for Coca-Cola.

Han says that these companies have all spent significant
resources over many decades trying to counter the economic
burden of malaria, but the bond will allow them a financial
mechanism to pool their resources and have a stronger impact.
“The MMPB has a strong value proposition,” she says. “Where
similar business rationales lie for companies to participate in
DIBs, I would encourage them to explore those, rather than
construing DIBs as irrelevant to the private sector or a pure
corporate philanthropy effort.”
a
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Public sector involvement Dalberg and the rest of the
partners, which have strong connections with the Mozambique
government, have been working closely with the Ministry of
Health and donor agencies in Mozambique. The Mozambican
government was also heavily involved in the setup process. It
fostered a policy environment in which Indoor Residual Spraying
(IRS) activities—the intervention used to address malaria—could
function efficiently. The government also approved the district
operations, and provided the implementers with the insecticide
used in the IRS spraying rounds. The intervention not only
piloted the malaria control program but also the privatepublic partnership that is unique to this intervention, and one
which should be strengthened and expanded to maintain the
gains made in malaria control. The strong relationships that
have been built between corporates, implementers and the
government is one of the major drivers behind the positive
results achieved.
Pilot results The pilot intervention was primarily focused
on prevention through the implementation of an IRS regime
in the Boane District, Maputo Province. The IRS spraying
was led by Francios Maartens, a veteran expert with over
15 years’ experience in malaria control, and his team at the
Goodbye Malaria Foundation. Francios’s experience working
on the Lubombo Spatial Development Initiative (LSDI), a highly
successful cross-border malaria control program,
has been a key factor driving the success of this pilot.
After two years of spraying, the parasite prevalence rate in
Boane District has reduced by 72 percent from an initial 13.75
percent to 3.75 percent. There has also been a 33 percent
reduction in the number of malaria cases reported, from 29,305
(2013) to 19,704 (2014). The second round of spraying was
completed in April, 2015, and the final parasite prevalence
survey will take place in November 2015. The results in Boane
have proven that this type of intervention produces strong
results and should be replicated further to protect more people.
Based on these results, the Goodbye Malaria Foundation,
in conjunction with D. Capital, has designed a scale-up plan
to expand the project from Boane to all eight districts in the
Maputo province over the next three years. The proposed
program scale-up will be funded through a DIB, with the aim
of providing a clearer understanding of whether a DIB is an
effective financial mechanism to fund efforts to eradicate
malaria at scale in an emerging market.

Adva Salinger, “How a Restaurant Chain Pioneered a Social Impact Bond to
Fight Malaria,”Devex Impact, accessed on May 2, 2014, https://www.devex.
com/news/how-a-restaurant-chain-pioneered-a-social-impact-bond-to-fightmalaria-82212.
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Conclusions
Whereas many believe the SIB model offers a practical way
for governments to experiment with interventions risk free,
others are less willing to expound SIBs’ potential. With
two early closures already logged and the industry largely
unsure what to make of them, SIBs are experiencing some
growing pains. Nonetheless, pre-contract SIB activity
continues to flourish around the world and high-profile
government support—including support from the White
House—suggests that will continue.36
Philanthropy has been an important support for the
model’s experimentation with financing structures, and it
will no doubt continue to be as the field searches for the
most compelling model to attract investment.
It is, however, the ability of SIBs to create or enhance social
impact that will likely dictate whether they will continue to
be used. Each party currently involved is seeking impact in
the most efficient way, and if SIBs can help them achieve that,
then there could well be a proliferation of projects in future.

No one-size-fits-all approach
A variety of structures are being implemented in current
SIB pilots, despite the small number in operation. To
a degree, this is a reflection of market nuances. The
philanthropy sector in the U.S. is more mature than either
Australia or the United Kingdom, where other SIB pilots
exist. As such, early U.S. pilots have had considerable
backing from prominent philanthropy organizations, and
the deals are built to focus on the pay-for-success model
and less about a new financial product.
In Australia, however, there seems to be more focus on
generating a market for SIBs as a financial instrument,
so more effort has been put into creating comprehensive
structured finance deals with considerably more investors.
The United Kingdom, which developed the SIB model out
of a large pool of government capital earmarked for social
investments, seems to have continued with this approach,
launching funds to develop the market and attracting some
individual and organizational investors along the way.
Meanwhile, the emergence of DIBs has generated
a different model that does not necessarily require
government to fulfill the role of outcome payer.

Experimentations like this will likely continue, and the
future SIB/DIB market could be one in which a variety
of structures become the norm.

Corporates need a more compelling business case
Although expressions of interest abound regarding
corporations’ involvement in SIBs, there is still a relatively
low amount of activity from the corporate sector in the
model. Companies that are taking part are doing so largely
because there is a business case for them. That means that
the majority of corporate involvement is coming from
banks, for which SIBs and DIBs present the opportunity to
develop a new financial product and to engage investors.
There is potentially a more robust business case for
companies in DIBs, particularly those with operations,
employees, or consumers in the developing world. The
social issues that DIBs attempt to address are more
systemic poverty-related issues, such as health and
education. Improving the performance of the developing
world on such issues could help to create a safer, more
attractive market in which to do business, and therefore
has corporate interest.
The emergence of healthcare as a social issue for which
SIBs might be an effective funding mechanism presents
an interesting proposition in terms of a business case,
particularly in the U.S. where healthcare costs for
corporations are significant. Brown-Forman has emerged
as the first company to lead explorations into a SIB,
focusing on addiction and recovery. It is a social issue that
the company has been involved in for decades and one
which is core to its business. The example could provide a
pathway for other companies tackling social issues through
a multi-stakeholder approach.

Nonprofits face public scrutiny
As nonprofit service providers attempt to figure out their
potential role in SIBs, it is important to note that the
prospect of new funding also carries with it the prospect of
a very public examination of their impact. Embarking on a
SIB is a large reputational investment, and the reputational
damage that failure might bring could heavily affect a
nonprofit’s potential to fundraise in future.

36 “Paying for Success,” The White House Office of Management and Budget,
accessed on October 8, 2015 (available at: https://www.whitehouse.gov/omb/
factsheet/paying-for-success).
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