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KEY FINDINGS AT A GLANCE 

PRIVATE FINANCE 

{ƻŎƛŀƭ ƛƳǇŀŎǘ ōƻƴŘ ǇǊƻƧŜŎǘǎ ŀǊŜ ǘƘŜ ƭŀǘŜǎǘ ƴŜǿ Ψōǳȅ-ƴƻǿΣ Ǉŀȅ ƭŀǘŜǊΩΣ ƻŦŦ-balance sheet schemes to 
increase private finance of public services and the welfare state, driven by austerity policies and 
neoliberal ideology.  

They are a complex venture capitalist model applied to the provision of social services, health, 
education and other public services. Private investors provide working capital to social impact bond 
projects with the expectation of an annual rate of return or profit of 15% - 30% or more, dependent on 
the achievement of specified outcomes. 

Early intervention/development and prevention are only part of a strategy to tackle the root causes of 
poverty and inequality. However, social impact bonds and pay-for-success are designed to deliver 
selective social outcomes. 

¢ƘŜ ǎƻŎƛŀƭ ƛƳǇŀŎǘ ōƻƴŘ ǇǊƻƧŜŎǘ ƭƻōōȅ ŜƳōǊŀŎŜ ƴŜƻƭƛōŜǊŀƭƛǎƳ ŀƴŘ ŀ ΨƎƻǾŜǊƴƳŜƴǘ ŦŀƛƭǳǊŜΩ ƳƻŘŜƭ ǘƻ ƧǳǎǘƛŦȅ 
their approach, but they are in denial of market failure and the cause of the global financial crisis.  

The social impact bond project lobby is, however, happy to accept public money in the form of tax 
breaks, grants, subsidies and guarantees to extend corporate welfare. Nearly £520m of UK public 
money has been given to social enterprises and social impact bond projects in recent years in the form 
of grants and financial support. 

International bodies have advanced the case for social impact bonds projects - the G8 group of 
countries established a Social Impact Investment Taskforce, the Organisation for Economic 
Development and Cooperation (OECD) and World Economic Forum (2013) extolling their virtues. 

Global banks such as Bank of America Merrill Lynch, Goldman Sachs, JP Morgan Chase and Co. and 
Morgan Stanley, have played a key role in promoting and funding social impact bond projects in 
ŀƴǘƛŎƛǇŀǘƛƻƴ ƻŦ ŀǘǘǊŀŎǘƛƴƎ ǿƛŘŜǊ ǇǊƛǾŀǘŜ ƛƴǾŜǎǘƻǊ ƛƴǘŜǊŜǎǘ ŀƴŘ ŀ ƴŜǿ ΨŀǎǎŜǘ ŎƭŀǎǎΩΦ  

There are currently 54 operational social impact bond projects in 13 countries with at least a further 23 
at the planning or procurement stage. The UK is the global leader with 32 operational projects with 
outcome payments valued at £91m, followed by the US with 9 projects.  

ECONOMIC AND SOCIAL  FLA WS 

The level of innovation is exaggerated. Private investors will fund projects that use proven evidence-
based methods to minimize risk. The organisational structure of social impact bond projects is more 
innovative than the services they deliver and the methods they use to achieve outcomes, but 
nevertheless has basic flaws and negative consequences. 

Social impact bonds are a development in the mutation of privatisation.  

No attempt is made to compare the social impact project with other innovative and improved public 
services. This has a double effect of excluding in-house public service delivery and virtually guarantees 
the project will show some improvement (and financial return) because it is applying proven 
techniques. 

Social impact bond projects increase the financialising of public services with private investors providing 
operating capital and whilst outcomes are 
monetised by agreeing a fixed sum of 
money for each outcome. 

The model is built on claims of public 
expenditure savings similar to those made 
for outsourcing and privatisation. They are 
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frequently exaggerated and often fail to meet targets. 

Payment-by-Results is a fundamental part of social impact bond projects and has been more widely 
ǳǎŜŘ ƛƴ ƎƻǾŜǊƴƳŜƴǘ ŎƻƴǘǊŀŎǘǎ ƛƴ ǎŜǾŜǊŀƭ ŎƻǳƴǘǊƛŜǎ ŀƴŘ ōȅ ǘƘŜ ²ƻǊƭŘ .ŀƴƪΦ ¢ƘŜ ¦YΩǎ ¢ǊƻǳōƭŜŘ CŀƳƛƭƛŜǎ 
PbR contracts achieved 100% performance even in major industrial cities and assumed the turn around 
ƛƴ ǇŜƻǇƭŜΩǎ ƭƛǾŜǎ ǿŀǎ ǇŜǊƳŀƴŜƴǘΗ 

Further, their structure outside of the public sector, results in the outsourcing of commissioning 
functions, such as monitoring and evaluation, and service delivery. They increase the rate of 
commodification, marketisation and privatisation processes.  

Democratic accountability and transparency is absent from the case studies and documents promoting 
social impact bonds. 

There are few references to jobs, terms and conditions for staff either displaced by, or employed in, 
organisations delivering social impact bond projects. With non-profit average wages 20% - 30% less 
than the national average wage, let alone the equivalent public sector wage in many industrialised 
countries, wider use of temporary staff, fewer in pension schemes, lower trade union membership, 
social impact bond projects will have a significantly negative effect on employment and economic well 
being. 

Participation of service users and staff has been tokenistic with emphasis on stakeholder engagement 
limited to private investors, intermediary organisations and contractors. 

DEVELOPMENT IMPACT BONDS 

Advocates of development impact bonds in the globaƭ ǎƻǳǘƘ ƳŀƪŜ ǘƘŜ ǎŀƳŜ ŎƭŀƛƳǎ ŀōƻǳǘ ΨƎƻǾŜǊƴƳŜƴǘ 
ŦŀƛƭǳǊŜΩΣ ŎƛǘƛƴƎ ǇƻƻǊ ǘŀǊgeting of resources, inadequate incentives to focus on outcomes, limited 
innovation, short-term funding and insufficient evidence to support decision-making, whilst ignoring 
the historic role of private companies and market failures.   

Development impact bonds have similar objectives, organisation and operating methods as social 
impact bonds, but they are currently funded by aid agencies and/or foundations rather than private 
investors. However, they have the same basic flaws. 

ALTERNATIVE STRATEGY 

A four-part strategy is required: 1) An alternative vision of public services that provide early 
intervention and prevention, good quality integrated core services and multi purpose use of public 
buildings; 2) Public Service Innovation and Improvement Plans at departmental or service level; 3) An 
agreement not to propose or approve social and development impact bond/pay-for-success projects; 4) 
Action strategies to build alliances of staff/trade unions, service users/community organisations and 
other campaigns to organise support for strategies and scope for transnational action. 
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TABLE 1: 30 NEGATIVE ELEMENTS OF SOCIAL IMPACT BOND PROJECTS 

Investors select social needs that are profitable, but ignore 
needs that are not. 

Address the symptoms, but not the causes of poverty and 
inequality. 

Privatise the design, finance, service delivery, contract 
management, monitoring and evaluation of projects. 

Extend markets and market forces further into the welfare 
state that could ultimately threaten social rights. 

Monetize the value of outcomes by agreeing a sum of 
money for each outcome. 

Private and institutional investors will increasingly replace 
ΨǎƻŎƛŀƭ ƛƴǾŜǎǘƻǊǎΩΦ 

Make social need dependent on private markets and 
decrease publicly provided services. 

Democratic accountability, participation and transparency 
are eroded by the contract culture. 

Blur important distinctions between public, non-profit and 
private provision of public services. 

Risks are borne by government, service users, staff and 
contractors, not just private investors. 

Commodification and monetising early intervention and 
prevention will have a negative impact for women in social 
reproduction, in training and employment and will intensify 
gender inequality. 

Creates a new source of accumulation for private investors 
in public services with annual rate of return of up to 15% - 
30% or more. 

Employees have private/non-profit sector terms and 
conditions, less job security and trade union representation. 

Performance-based contracts lead to commercialisation of 
non-profit and voluntary sector organisations. 

Private finance, alternative providers, making markets, 
competition, privatisation, deregulation and public grants 
and subsidies are the components of neoliberal public 
management. 

A secondary market is likely to emerge to trade in social 
impact bond investments that could be transferred to 
offshore tax havens following the PFI/PPP model. 

Do not deliver additional resources, as public sector has to 
repay private/social investors with profit.  

Banks and financial institutions will increase their power to 
shape public policies. 

Project organisation is a neoliberal innovation, but services 
are rarely innovative - they apply proven methods to new 
population groups. 

High set-up or transaction costs including a coterie of 
consultants, financial advisers, lawyers and evaluators. 

Lack of evidence of savings in public spending, which are 
only valid if the full public cost of reconfiguring public 
services and infrastructure legacy costs are included. 

Early intervention and prevention should be part of public 
sector initiatives and integrated with core services. 

Exclusive focus on outcomes despite inputs, processes (and 
outputs in some cases) having a direct effect on the quality 
of public services. 

/ƭŀƛƳǎ ƻŦ ΨǎƻŎƛŀƭ ƻǊ ǇǳōƭƛŎ ǾŀƭǳŜΩ ƻǊ ΨǇǳōƭƛŎ ōŜƴŜŦƛǘΩ ŀǊŜ 
vague, are not meaningful and conceal class interests. 

The comparison of outcomes with unimproved public 
service provision is fundamentally flawed and designed to 
exaggerate the effect of social impact bonds. 

Impose a new set of power relations between private 
investors, intermediary organisation, contractors, 
consultants, evaluator and the government or public body. 

Exploit the most vulnerable, poorest and others dependent 
on public services and the welfare state. 

Deliberately exclude and deny there are viable and more 
effective public sector alternatives. 

!ŘǾƻŎŀǘŜǎ ƳŀƪŜ ŀǎǎŜǊǘƛƻƴǎ ŀōƻǳǘ ΩƎƻǾŜǊƴƳŜƴǘ ŦŀƛƭǳǊŜΩ ǿƘŜƴ 
market failure is the cause of financial and economic crises. 

Development impact bond model threatens to impose more 
profiteering and privatisation in the global south. 
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1 PRIVATE INVESTMENT TO PRIVATISE THE WELFARE STATE 

DƻǾŜǊƴƳŜƴǘǎ ƛƴŎǊŜŀǎƛƴƎƭȅ ǎŜŜƪ ƴŜǿ Ψōǳȅ-ƴƻǿΣ Ǉŀȅ ƭŀǘŜǊΩΣ ƻŦŦ-balance sheet schemes to increase private 
finance of public services and the welfare state, driven by austerity policies and neoliberal ideology. 

One such scheme is a social impact bond project (known as pay-for-success in the US, social benefit 
bond in Australia and development impact bond in the global south). Social and development impact 
bonds are similar. Private investors and/or foundations provide working capital to social impact bond 
projects, whereas aid agencies and/or foundations finance development impact bond projects. There 
are currently 54 operational social impact bond projects globally with a further 23 at the design stage. 
The UK is the global leader with 32 operational projects followed by the US with 9. UK project outcome 
payments are valued at £91m. 

The social impact bond model is intended to attract ΨƴŜǿΩ ǇǊƛǾŀǘŜ ƛƴǾŜǎǘƳŜƴǘ ǿƛǘƘ ŀ ŎƻƳƳŜǊŎƛŀƭ ǊŀǘŜ ƻŦ 
return, to deliver early intervention and prevention policies on a payment-by-results basis for the 
outcomes achieved. The model is claimed to increase innovation, because services are delivered by 
social enterprises and non-profit organisations managed by social entrepreneurs. It is claimed that 
social impact bond projects improve efficiency because projects are not burdened by bureaucracy, risk 
is transferred to private investors and large savings in public spending are achieved as the need for 
crisis interventions are reduced. 

Social and development impact bonds should not be confused with bonds or fixed income securities 
issued by municipal, state and national governments or companies to raise capital to fund projects as 
an alternative to public debt or a bank loan. These bonds have a defined period with a fixed or variable 
interest rate. In contrast, social impact bonds are Ψmulti-stakeholder partnerships managed through a 
series of contractsΩ (McKinsey, 2012). TƘŜ ǘŜǊƳ Ψsocial impact bond projectsΩ is used in this study. 

Social impact bond projects are a venture capital model applied to the provision of social services, 
health, education and other public services. Private investors provide working capital to social impact 
bond projects with the expectation of an annual rate of return or profit of 15% - 30% or more, 
dependent on the achievement of specified outcomes. Government or public bodies must allocate 
funds in future budgets to repay private investors and expect to obtain financial savings from a 
reduction in the cost of service provision. Foundations, trusts and charities have part-funded many of 
the early social impact bond projects in an attempt to establish the model, but they will gradually be 
replaced by banks and other financial institutions, such as private equity funds, pension funds and 
wealthy individual investors when more projects are developed.  

One project was lauded as άΧŀƴ ƛƴƴƻǾŀǘƛǾŜ ǿŀȅ ǘƻ ŦǳƴŘ ǇǊƻƳƛǎƛƴƎ ƴŜǿ ǇǊƻƎǊŀƳǎ ŀǘ ƴƻ Ŏƻǎǘ ǘƻ 
ǘŀȄǇŀȅŜǊǎέ (Office of the Mayor of New York City, 2012). However, this was a unique case and the 
project has since been terminated, because it failed to reduce reoffending. Although social impact bond 
projects are branded as being innovative, most are not (see Part 4).  Early intervention and prevention 
policies are not new. Furthermore, savings could be achieved by direct government funding and service 
provision. The greater the innovation, the bigger the risk, and the higher the rate of return required by 
private investors. 

A new intermediary organisation or special purpose company is set up for each project outside of the 
public sector to recruit investors, appoint contractor(s), consultants and an evaluator and to manage 
and monitor the project. It is also the conduit by which the government or public body repays private 
investors. Projects (usually run for 3-5 years) have focused on employment and training for young 
people, reducing reoffending, support for disadvantaged families and young children, keeping children 
out of the care system, early childhood education and reducing homelessness. This study also draws on 
the experience of Payment-by-Results (PbR) in public service outsourcing contracts where payment is 
linked to the achievement of outcomes. PbR has a longer track record and is a critical component of 
social impact bond projects. 
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1.1 NEW DEVELOPMENT IN THE MUTATION OF PRIVATISATION  

Social impact bonds are a development in the mutation of privatisation (Whitfield, 2012b). Government 
and public bodies outsource a significant part of their commissioning responsibilities and the public 
sector has been excluded from delivering services in social impact bond projects. 

Although there is limited evidence available to assess the performance of social impact bonds there is 
extensive evidence of the effects of the component parts of these projects, namely competition, private 
finance, markets, outcomes, pay-for-success, profit and commercialisation, PPPs and privatisation. 
These are the components of neoliberal public management, commonly used to financialise, marketise 
and privatise public services and the welfare state. This is the concept of the neoliberal state in which 
άΧǘƘŜ ǇǳōƭƛŎ ǎŜŎǘƻǊ ǿƛƭƭ ƛƴŎǊŜŀǎƛƴƎƭȅ ŀŎǘ ŀǎ ŀ ŦŀŎƛƭƛǘŀǘƻǊ ƻŦ ǎŜǊǾƛŎŜǎΣ ǊŀǘƘŜǊ ǘƘŀƴ ŀ ŘƛǊŜŎǘ ǇǊƻǾƛŘŜǊΣ ǿƛǘƘ ŀƭƭ 
areas of service delivery openeŘ ǘƻ ŎƻƳǇŜǘƛǘƛƻƴέ (Western Australia Audit, quoted in Impact Investing 
Australia, 2014). 

The first social impact bond project at Peterborough Prison, UK, was terminated because the 
government decided to privatise probation services nationally and the project failed to meet its 10% 
target reduction in reoffending. The New York City project failed because it did not reduce recidivism. 
Second-year performance of the Newpin project in New South Wales included eight cases of children 
returning to care, but these reversals had not been accounted for in the payment mechanism (further 
details on performance in Part 4).  

Outcomes are the current obsession in neoliberal public management, which has switched from one fad 
to another over the last three decades ς compulsory tendering, quasi markets, private finance, 
marketisation, performance targets, and now outcomes and payment by results. They too are likely to 
have a limited life as a result of pressure from investors to reduce the risk of larger investments. 
Eventually, common sense may prevail and inputs, processes, outputs and outcomes will again be 
considered important and jointly assessed. 

Social finance organisations have targeted early intervention and prevention arguing that they are 
uniquely placed to operate social impact bond projects. They have adopted the classic neoliberal 
ΨƎƻǾŜǊƴƳŜƴǘ ŦŀƛƭǳǊŜΩ ƳƻŘŜƭ ǘƻ ƧǳǎǘƛŦȅ ǘƘŜƛǊ ǊƻƭŜ ŀƴŘ have chosen to ignore the reality of market failure. 
Governments have been too slow to implement early intervention and prevention policies, but there is 
no evidence that a privatised model will be more effective as it has many negative consequences.  

Despite the relatively small number of operational social impact bonds and payment-by-results 
contracts, they have international support (G8 group of countries and several nation states including US 
and UK); from global institutions (World Bank and OECD); the involvement of big banks (JP Morgan, 
Goldman Sachs, Bank of America Merrill Lynch) and major foundations and charities (Rockefeller).  

The spread of social impact bonds is at a pivotal stage ς will they fade as little more than an experiment 
or will they expand more rapidly with projects in more countries spanning a wider range of services? 

Social impact bonds are rooted in neoliberal public sector reform, so it is important to understand their 
ǇƻƭƛǘƛŎŀƭ ŜŎƻƴƻƳȅ ŀƴŘ ǘƘŜ ƛƳǇŀŎǘ ŀƴŘ ƳƻǘƛǾŜǎ ƻŦ ǘƘŜƛǊ ŀŘǾƻŎŀǘŜǎ ǘƻ ΨƎǊƻǿ ǘƘŜ ƳŀǊƪŜǘ ŦƻǊ ǿŜƭŦŀǊŜ 
ǎŜǊǾƛŎŜǎΩΦ ! ƴŜǿ ƎŜƴŜǊŀǘƛƻƴ ƻŦ ǇŀǊǘƴŜǊǎƘƛǇ ŎƻƴǘǊŀŎǘǎ ŎƻǳƭŘ ŜƳŜǊƎŜ ǘƻ ŦǳǊǘƘŜǊ ƳŀǊƪŜǘƛǎŜ ǇǳōƭƛŎ ǎŜǊǾƛŎes. 
However, so-called social entrepreneurs will not only have hastened their own demise, but speeded up 
the privatisation of the welfare state. 

1.2 AUSTERITY ACCELERATED NEOLIBERALISM 

The global financial crisis and austerity policies created an opportunity for governments, particularly the 
UK, to accelerate neoliberalism in the public sector. Public expenditure cuts and severe budget 
constraints increased pressure to outsource, close facilities, transfer services to social enterprises, and 
encourage voluntary sector contracting and a social investment market. This resulted in the 
fragmentation of services into outsourcing contracts, arms length trading companies and social 
enterprises leaving under-funded in-house public services.  

ΧŀǳǎǘŜǊƛǘȅ ǇƻƭƛŎƛŜǎ ƘŀǾŜ ǊŜǎulted in a destabilised and weaker economy; the 
dispossession of wages, pensions, homes and services; the depoliticisation of 
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communities as management of the economy is increasingly ceded to business interests 
and technocrats; disinvestment in the public infrastructure and economic development; 
and the attempts to disempower trade unions, community and civil society organisations 
(Whitfield and Spoehr, 2015). 

The new emphasis on financialising and personalising services to create new pathways for the mutation 
of privatisation recognised that health, education and social services could not be sold off in the same 
way as state owned corporations. It ensured marketisation and privatisation were permanent and not 
dependent on outsourcing, which could be reversed by terminating or not renewing contracts 
(Whitfield, 2012a and 2012b). 

Austerity policies also coincided with the mainstreaming of commissioning in the public sector. Deep 
cuts in public spending accelerated the split between the purchaser/client and provider/contractor 
functions and widened the ideological and operational split between the client and in-house contractor.  

1.3 EARLY INTERVENTION AND PREVENTION 

Early intervention/development and prevention strategies have important benefits for children and 
adults (Allen, 2011 and Heckman, 2011). 

IŜŎƪƳŀƴΩǎ ǊŜǎŜŀǊŎƘ όнлммύ ŎƻƴŎƭǳŘŜŘ άΧŎƻƎƴƛǘƛǾŜ ŀōƛƭƛǘƛŜǎ ŀƭƻƴŜ ŀǊŜ ƴƻǘ ŀǎ ǇƻǿŜǊŦǳƭ ŀǎ ŀ ǇŀŎƪŀƎŜ ƻŦ 
cognitive skills and social skillsτdefined as attentiveness, perseverance, impulse control, and 
ǎƻŎƛŀōƛƭƛǘȅΧΧ.Investment in early education for disadvantaged children from birth to age 5 helps reduce 
the achievement gap, reduce the need for special education, increase the likelihood of healthier 
ƭƛŦŜǎǘȅƭŜǎΣ ƭƻǿŜǊ ǘƘŜ ŎǊƛƳŜ ǊŀǘŜΣ ŀƴŘ ǊŜŘǳŎŜ ƻǾŜǊŀƭƭ ǎƻŎƛŀƭ ŎƻǎǘǎΦέ  

Second chance education and training opportunities for adults are important too. 

Predistribution ς improving the early lives of disadvantaged children - is considered much more 
effective than redistribution in promoting social inclusion, economic efficiency and workforce 
productivity (Heckman, 2013). The pace of adoption of early intervention strategies was criticised by 
Allen (2011), which led to recommendations to attract external investment. However, this appeared to 
underestimate the extent of early intervention and the financial difficulties of reconfiguring services in a 
period of deep public spending cuts. 

We know Head Start saves government at least $7 for every dollar spent on it. If 
Goldman and Morgan Stanley ƘŀǾŜ ǘƘŜƛǊ ǿŀȅΣ ǿŜΩƭƭ ǎƻƻƴ ƘŀǾŜ ǘƻ Ǉŀȅ ǘƘŜƳ ŀnd their 
clients a portion of those savings for having replaced taxpayer funding for such programs 
with private capital investments. [ŜǘΩǎ Ŏŀƭƭ ƛǘ ǿƘŀǘ ƛǘ ƛǎΥ ǇǊƛǾŀǘŜ ǇǊƻŦƛǘ ŎǊƻǿŘƛƴƎ ƻǳǘ ŀ 
public good (Rosenman, 2014). 

Health promotion policies that promote well being enable people to live, learn, work and participate 
more successfully, achieve a better work-life balance and can reduce inequalities. ά¢ƘŜ Ŏƻǎǘ ƻŦ ƛƭƭƴŜǎǎ 
resulting from health inequality costs the NHS well in excess of £5.5 billion per year and between £20 
and £32 million in terms of lost taxes and higher welfare paymentsέ (NHS England, 2015). Many chronic 
diseases are preventable, or rates can significantly be reduced, which reduce the cost of healthcare, 
reduce absenteeism and health and safety risks whilst increase productivity and opportunities for 
workplace development (The Marmot Review, 2010). 

Many other intervention initiatives have positive impacts. For example, a new analysis of the US federal 
Moving to Opportunity experiment in five large cities concluded that children under 13, whose families 
moved to a Ψlower-poverty neighbourhoodΩ using experimental vouchers, had improved college 
attendance rates and annual income $3,477 (31%) higher on average in a control group in their mid-
ǘǿŜƴǘƛŜǎ ό/ƘŜǘǘȅ Ŝǘ ŀƭΣ нлмрύΦ ¢ƘŜ ǇǊƻƎǊŀƳƳŜ ƘŀŘ ƴƻ ŜŦŦŜŎǘ ƻƴ ŀŘǳƭǘΩǎ economic outcomes. The findings 
suggest άΧǘƘŀǘ ŜŦŦƻǊǘǎ ǘƻ ƛƴǘŜƎǊŀǘŜ ŘƛǎŀŘǾŀƴǘŀƎŜŘ families into mixed-income communities are likely to 
ǊŜŘǳŎŜ ǘƘŜ ǇŜǊǎƛǎǘŜƴŎŜ ƻŦ ǇƻǾŜǊǘȅ ŀŎǊƻǎǎ ƎŜƴŜǊŀǘƛƻƴǎέ (ibid). aƻǾƛƴƎ ŀƭƭ ŎƘƛƭŘǊŜƴ ƻǳǘ ƻŦ ΨƭƻǿŜǊ ǇƻǾŜǊǘȅ 
ƴŜƛƎƘōƻǳǊƘƻƻŘǎΩ ǿƻǳƭŘ ƘŀǾŜ ǇƻǎƛǘƛǾŜ ƻǳǘŎƻƳŜǎ ǎǳŎƘ ŀǎ ŀƳŜƭƛƻǊŀǘƛƴƎ ƭƛǾƛƴƎ ŎƻƴŘƛǘƛƻƴǎ ŀƴŘ ƛƴŎǊŜŀǎƛƴƎ 
life opportunities, but would not address the conditions that cause low income neighbourhoods. 

http://www.nhsa.org/files/static_page_files/399E0881-1D09-3519-AD56452FC44941C3/BenefitsofHSandEHS.pdf
http://www.businesswire.com/news/home/20131101005387/en/Morgan-Stanley-Establishes-Institute-Sustainable-Investing
http://www.instituteofhealthequity.org/projects/fair-society-healthy-lives-the-marmot-review
http://www.instituteofhealthequity.org/projects/fair-society-healthy-lives-the-marmot-review
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ΧŜŀǊƭȅ-intervention policy avoids some of the ideological minefields in current political 
discourse. But it reflects a troubling increase in policy interventions ƛƴ ǇƻƻǊ ǇŜƻǇƭŜΩǎ ƭƛǾŜǎ 
ǘƘŀǘ ŘƻƴΩǘ ŀŘŘǊŜǎǎ ǘƘŜ ŦŀŎǘ ǘƘŀǘ ǘƘŜȅ ŀǊŜ ǇƻƻǊΦ ²Ŝ ǘŀǊƎŜǘ ǘƘŜƛǊ ōŜƘŀǾƛƻǊǎΣ ōŜƭƛŜŦǎΣ 
nutrition, and schools and say less and less about the sources of their poverty: growing 
inequality, the absence of jobs, lack of affordable housing (Rose, 2012). 

Early intervention and prevention are only part of a strategy to tackle the root causes of poverty and 
inequality. More fundamental policies are required, such as progressive taxation, economic 
development, good quality jobs, public investment and affordable housing. However, social impact 
bonds and pay-for-success projects are designed to deliver selective social outcomes and, therefore, are 
subject to a challenge about who does the selecting. 

1.4 RECONFIGURING PUBLIC SERVICES AND THE WELFARE STATE 

Public services and the welfare state need to be reconfigured to combine early intervention and 
preventative policies, comprehensive provision of integrated good quality core health and social care, 
education, criminal justice and other public services and multi-service use of the welfare state 
infrastructure.  

Although important strides have been made by governments and public bodies to implement early 
intervention and prevention policies, the process has been too slow. Bureaucratic and professional 
conservatism often led to inertia and retention of the status quo. When innovative change was 
successful, application elsewhere and lessons learnt were limited. The global financial crisis and 
recession, and subsequent austerity policies, caused the public sector to consolidate deep spending 
cuts, thus making it more difficult to launch early intervention and prevention initiatives.  

However, a service provision approach is limited in the extent to which it contributes towards reducing 
poverty and inequalities. The causes of poverty and inequality must be tackled ς lack of jobs, low 
income, financial exploitation, overcrowded and poor living conditions, crime and violence, 
environmental hazards and ill health. For example, many of the UK Department for Work and Pensions 
ǎƻŎƛŀƭ ƛƳǇŀŎǘ ōƻƴŘǎ ƘŀǾŜ ΨŦƛƴŘƛƴƎ ǿƻǊƪ ŦƻǊ ǘƘŜ ǳƴŜƳǇƭƻȅŜŘΩ ŀǎ ŀ ƪŜȅ ƻǳǘŎƻƳŜΦ ¢Ƙƛǎ ŀǇǇǊƻŀŎƘ ŘƻŜǎ ƴƻǘ 
create jobs by adding to the total number of jobs in the economy, although it increases skills levels of 
the workforce. Those finding employment may move out of receipt of welfare benefits, but are 
replaced by another group of unemployed ς the shifting sands of welfare benefit costs, with limited net 
gain for the economy or public expenditure unless economic growth outpaces the net effect of 
increases in the workforce. 

/ƻƳƳƛǎǎƛƻƴƛƴƎ ŀƴŘ ǘƘŜ ǘǊŀƴǎŦŜǊ ƻŦ ǎŜǊǾƛŎŜǎ ǘƻ ǘƘŜ ƭŀǘŜǎǘ ΨǇŀǊǘƴŜǊǎƘƛǇΩ ƻǊ ǎƻŎƛŀƭ ŜƴǘŜǊǇǊƛǎŜ ƳƻŘŜƭ ǿŜǊŜ 
considered to be innovative. But market forces limit innovation, with most private contractors focusing 
on winning contracts to build market share, minimising wages and maximising profits.  

Social impact bond projects have expressed little or no interest in organising and building a political 
movement that is a fundamental necessity to achieve sustainable reductions in poverty and inequality. 
They have not advocated the involvement of service users and community organisations, staff and 
trade unions and have expressed little, if any, concern for employment conditions in social impact bond 
projects. 

Social impact bond projects are claimed to make significant savings for governments, but this is heavily 
reliant on taking a limited range of costs into account. Selective cost analysis avoids taking account of 
ǘƘŜ Ŧǳƭƭ ǘǊŀƴǎŀŎǘƛƻƴ ŀƴŘ ǊŜŎƻƴŦƛƎǳǊŀǘƛƻƴ ŎƻǎǘǎΦ hǳǘǎƻǳǊŎƛƴƎ ΨǎŀǾƛƴƎǎΩ ǊŀǊŜƭȅ Ƴŀǘerialise, if at all, but the 
real impact is concealed by the lamentable lack of post-contract or project impact assessment, except in 
cases of large-scale cost overruns and private sector performance failure (Whitfield, 2007). 

The growing attention for SIBs may distract from more meaningful social policy reforms. 
For example, reducing recidivism rates for one prison ignores the institutional policies 
that systematically perpetuates the mass incarceration of particular populations. 
Politicians may use SIBs to superficially advocate for an issue without delving deeper into 
long-term and systematic solutions (Princeton University, 2014).  
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Trade unions have been caught between maintaining the status quo in the belief that this was the most 
effective way to maintain terms and conditions for members, whereas being proactive could lead to job 
losses (the traditional jobs, terms and conditions mandate). Others often successfully advanced 
alternative policies and plans and built alliances, but were sometimes accused oŦ ΨŘƻƛƴƎ ƳŀƴŀƎŜƳŜƴǘΩǎ 
ƧƻōΩΦ LƴŘǳǎǘǊƛŀƭ ǊŜƭŀǘƛƻƴǎ ŦǊŀƳŜǿƻǊƪǎ ŀƴŘ ǘƘŜ ŜŦŦŜŎǘ ƻŦ ǘƘŜ ǇǊƻŎǳǊŜƳŜƴǘ ǇǊƻŎŜǎǎ ƻƴ ƧƻōǎΣ ǘŜǊƳǎ ŀƴŘ 
conditions also restricted the scope of innovation. 

The exclusion of public sector alternatives is similar to outsourcing and PPP strategic partnership 
ŎƻƴǘǊŀŎǘǎ ǿƘŜǊŜ ŀƴ ƻǇǘƛƻƴǎ ŀǇǇǊŀƛǎŀƭ ǇǊŜŎŜŘŜǎ ǘƘŜ ǇǊƻŎǳǊŜƳŜƴǘ ǇǊƻŎŜǎǎΦ ! ΨōǳǎƛƴŜǎǎ ŀǎ ǳǎǳŀƭΩ ƻǇǘƛƻƴ ƛǎ 
adopted, which is designed to fail to ensure procurement proceeds only with external bids. The social 
impact bond process does not require the constructive dismissal of an in-house option, because the 
ideology of impact investing assumes that an in-house option does not exist. 

Through the SIB model, investors can produce a social impact in a targeted community, 
reap a financial return, diversify their portfolios, and improve their public image. These 
benefits are part of an emerging interest in conscious capitalism, whereby corporations 
can both make profits and facilitate positive social changes (Princeton University, 2014). 

This statement ŀǎǎǳƳŜǎ ǘƘŀǘ ŦƛƴŀƴŎŜ ŎŀǇƛǘŀƭ ŀƴŘ ΨǎƻŎƛŀƭƭȅ ǊŜǎǇƻƴǎƛōƭŜΩ ŎƻǊǇƻǊŀǘƛƻƴǎΣ ǘƻƎŜǘƘŜǊ ǿƛǘƘ ǎƻŎƛŀƭ 
investment organisations and philanthrocapitalism (foundations and trusts seeking a return on their 
investment), are able to transform public services, radically improve the life opportunities and well 
being of the poor, and make a market rate return on their investment. 

However, there is a strong case that early intervention and prevention should not be subjected to 
profiteering, and that to knowingly profit from others misfortunes, personal vulnerabilities, poverty and 
inequalities is morally and ethically wrong.  

The OECD claim that social impact bonds άΧŀǊŜ ǇŜǊƘŀǇǎ ǘƘŜ Ƴƻǎǘ ǇǳǊŜ ŦƻǊƳ ƻŦ ǇǳōƭƛŎ ǇǊƛǾŀǘŜ 
partnerships in this field and represent an opportunity to change the way government approaches social 
ǇǊƻōƭŜƳǎέ (OECD, 2014a). Typically, this is not supported by evidence or any reference to the track 
record of PPPs, strategic partnerships, commercialisation and privatisation. 
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BOX 1: OVERVIEW OF SOCIAL IMPACT BONDS AND PAY-FOR-SUCCESS 

 

Social impact bonds and pay-for-success contracts seek to deliver specific outcomes to a defined population or group 
of service users. Each project is organised with: 

¶ A government or public body 

¶ A target population 

¶ Private and/or social investors and foundations 

¶ An intermediary organisation of company 

¶ Private or non-profit contractors 

¶ Consultants, advisers and lawyers 

¶ Independent evaluator 

Services are outsourced to a social investment intermediary, initially financed by private investors and/or foundations, 
delivered by non-profit or private contractors, advised by consultants and lawyers, performance is assessed by 
independent evaluators, with government or a public sector body responsible for the repayment of capital and profits 
to investors dependent on performance.  

Social or development impact bonds should not be confused with bonds or fixed income securities issued by municipal, 
state and national governments or companies to raise capital to fund projects as an alternative to public debt or a bank 
loan. These bonds have a defined period with a fixed or variable interest rate. Social impact bonds are multi-
stakeholder partnerships managed through a series of contracts (McKinsey, 2012).  

Payment-by-results means that investor profits are linked to the success or failure of the project. If the project achieves 
all its targets then they can achieve a 15% - 30% or more rate of return (profit) per annum. If a social impact bond 
project fails to achieve the performance targets they will normally get the original investment back, but with reduced 
or no profit. 

Social impact bond projects have been funded to varying degrees by foundations, charities, social investment 
organisations, governments or public bodies, banks, venture capital funds and private investors (see Table 4). However, 
global banks and impact investing organisations are likely to turn social impact bond projects into a new asset class to 
open up new investment opportunities for private institutional investors. 

Social impact bond projects have been established to: 

ï Reduce reoffending ï Help patients manage long-term conditions 
ï Drug and alcohol treatment ï Adult mental health 
ï Social care ï Improve early childhood education 
ï Special educational needs ï Reduce out-of home foster care placement 
ï Adoption of hard to place children ï Support for single mothers and children 
ï Family support to reduce children in care ï Support disadvantaged young people into 

education or work 
ï Improve employability of migrants ï Reduce homelessness 

Why some governments support social impact bonds 

Social impact bonds are another manifestation of neoliberalism, which promotes free trade, competition and markets 
to allocate resources and deliver services; deregulate to create new opportunities for accumulation; reconfigure the 
state to reduce its role in the economy; and reduce the cost and power of labour. ΟMotives include: 

¶ Cost savings; 

¶ Deferred payment for service provision ς Ψōǳȅ ƴƻǿΣ Ǉŀȅ ƭŀǘŜǊΩΤ 

¶ An additional method of marketising and privatising public services; 

¶ Transfer operational responsibility for service delivery; 

¶ Relinquish responsibility for employing staff and industrial relations;  

¶ Public relations advantage by claiming innovation. 

In practice they mean new risks for government, public costs, plus wider economic, employment, social and equality 
impacts. UK social impact bonds are regulated by the Financial Conduct Authority, although this is not evident from 
their website. 

See Table 1 for a summary of the negative effects of social impact bond and pay-for-success projects. 
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1.5 THE EMERGENCE OF SOCIAL IMPACT BONDS 

A New Zealand agricultural economist, Ronnie Horesh, first proposed Social Policy Bonds in 1988, 
followed by an article in Economic Affairs, a journal of the right wing Institute of Economic Affairs 
(Horesh, 1988 and 2000). His concept of Social Policy Bonds άΧǿƻǳƭŘ ōŜ ƛǎǎǳŜŘ ōȅ ƭƻŎŀƭ ƻǊ ƴŀǘƛƻƴŀƭ 
government and auctioned to the highest bidders. Government would undertake to redeem these bonds 
for a fixed sum only when a specified social objective has been achieved. The bonds would be freely 
ǘǊŀŘŀōƭŜ ŀŦǘŜǊ ƛǎǎǳŜΣ ŀƴŘ ǘƘŜƛǊ ƳŀǊƪŜǘ ǾŀƭǳŜ ǿƻǳƭŘ ǊƛǎŜ ŀƴŘ Ŧŀƭƭέ (Horesh, 2000). Significantly, 
government would initially suffer a financial loss on the initial sale and redemption of bonds, but would 
obtain financial and social benefits once the objectives are achieved. The original target areas were the 
same as the current scope of social impact bond projects.  

Horesh (2015) is now critical of the current social impact bond model because they do not bring about 
άΧŎǊŜŀǘƛǾŜ ŘŜǎǘǊǳŎǘƛƻƴ ƛƴǘƻ ǘƘŜ ŀŎƘƛŜǾŜƳŜƴǘ ƻŦ ǎƻŎƛŀƭ ŀƴŘ ŜƴǾƛǊƻƴƳŜƴǘŀƭ ƻǳǘŎƻƳŜǎέ, and are not 
tradable in a free market.  

The concept of social impact bonds emerged in the UK in 2008-2009 through the Council on Social 
Action set up by the Blair government άΧǘƻ ōǊƛƴƎ ǘƻƎŜǘƘŜǊ ƛƴƴƻǾŀǘƻǊǎ ŦǊƻƳ ŜǾŜǊȅ ǎŜŎǘƻǊ ǘƻ ƎŜƴŜǊŀǘŜ 
ideas and initiatives through which government and other key stakeholders can catalyse, develop and 
ŎŜƭŜōǊŀǘŜ ǎƻŎƛŀƭ ŀŎǘƛƻƴέ (Council on Social Action, 2008 and 2009, Cabinet Office, 2013a). The fifteen-
member Council included representatives from Community Links, an east London charity; various social 
investment and communications advisers; the Young and Joseph Rowntree Foundations; organisations 
promoting social and criminal justice solutions and volunteering; management consultants Accenture; 
lawyers Allen and Overy; Royal Mail; and a fair trade chocolate company. 

The Council on Social Action was preceded by the first Social Investment Task Force in 2000, an 
initiative of the UK Social Investment Forum, New Economics Foundation and the Development Trusts 
Association, and chaired by the founder of a private equity group. Other members included the chief 
executives of the PPP Healthcare Medical Trust and Guide Dogs for the Blind, founders of a large 
ǿƻƳŜƴΩǎ ŦŀǎƘƛƻƴ ǊŜǘŀƛƭŜǊ ŀƴŘ ŀ ŎƻƳǇǳǘŜǊ ŎƻƳǇŀƴȅΣ ǘƘŜ ex-director of a Chicago community 
development bank and a journalist! They recommended a community development tax credit and 
venture funds, support for community development financial institutions and encouragement for 
foundations and trusts to invest in community development initiatives including for-profit initiatives 
(Social Investment Task Force, 2000).  

The Young Foundation cited their role in advancing social impact bonds as:   

Χŀ ŦƛƴŀƴŎƛŀƭ ǘƻƻƭ ōŜƛƴƎ ŘŜǾŜƭƻǇŜŘ ƛƴ ǘƘŜ ¦Y όōȅ ǘƘŜ ¸ƻǳƴƎ CƻǳƴŘŀǘƛƻƴ ŀƴŘ {ƻŎƛŀƭ 

Finance) to provide a new way to invest moneyΟin social outcomes. Their key innovation 
is to link investments (by commercial investors or foundations); a programme of actions 

to improve the prospectsΟof a particular group (for example 14-16 year olds in a 

particular area at riskΟof crime or unemployment); and commitments by national 
government to make payments linked to outcomes achieved in improving the lives of the 
group (for example, lower numbers in prison, and lower benefits payments) (Murray et 
al, 2009).  

The 1997-2010 Labour government produced various reports outlining its approach to public sector 
reform to άΧǇƛƭƻǘ ǎƻŎƛŀƭ ƛƳǇŀŎǘ ōƻƴŘǎ ŀǎ ŀ ƴŜǿ ǿŀȅ ƻŦ ŦǳƴŘƛƴƎ ǘƘŜ ǘƘƛǊŘ ǎŜŎǘƻǊ ǘƻ ǇǊƻǾƛŘŜ ǎŜǊǾƛŎŜǎέ (HM 
Government, 2009).  

Often the right supplier of a service is a social enterprise, a private sector provider, a 
public sector organisation with the autonomy and freedom to innovate or, increasingly, 
communities and individuals themselves (ibid).  

To enable this process, Social Finance was set up in 2007 to άΧƳŀǊǊȅ ǘƘŜ ƴŜŜŘǎ ƻŦ ƛƴǾŜǎǘƻǊǎ ŀƴŘ ǘƘŜ 
ǎƻŎƛŀƭ ǎŜŎǘƻǊΣ ŀƴŘ ǘƻ ŎƻƴƴŜŎǘ ǘƘŜ ǎŜŎǘƻǊ ǘƻ ŎŀǇƛǘŀƭ ƳŀǊƪŜǘǎέ (Social Finance, 2009a). The concluding 
commentary of the Council for Social Action describes how its first meeting agreed to develop a 
proposal from two members, Peter Wheeler, partner at Goldman Sachs and David Robinson of 
Community Links, a East London charity working with young offenders, to obtain longer term funding 
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based on outcomes. A Sainsbury family trust agreed to fund Social Finance to explore how the 
International Finance Facility for Immunisation Bond model, (which front-loads funding for 
immunisation in developing countries), could be applied in the UK on behalf of the Council (Council for 
Social Action, 2009). 

POLITICAL SUPPORT 

It is no coincidence that conservative governments have promoted social impact bonds in the UK, 
Canada and Australia, supported by US Democrats and Republicans. However, the first social impact 
bond in Peterborough, UK, was developed and approved during the 1997-2010 Labour government. It is 
yet another example of how New Labour policy is being mainstreamed by conservative governments. 

The timeline shows that the policy and proposal, discussions with the HM Treasury and Ministry of 
Justice (who prepared the draft contract), outcome measures, operating model, structuring and 
discussions with potential investors, took place between late 2008 and March 2010 prior to the election 
of the Conservative/Liberal Democratic coalition government and their promotion of so-called Ψ.ƛƎ 
{ƻŎƛŜǘȅΩΦ   

EUROPEAN PERSPECTIVE 

The European Commission adopted its Social Investment for Growth and Cohesion strategy in 2013, 
which made a brief reference to social impact bonds that άΧƛƴŎŜƴǘƛǾƛǎŜ ǇǊƛǾŀǘŜ ƛƴǾŜǎǘƻǊǎ ǘƻ ŦƛƴŀƴŎŜ 
social programmes by offering returns from the public sector if the programmes achieve positive social 
ƻǳǘŎƻƳŜǎέ. The Commission agreed to facilitate the exchange of experience between Member States 
(European Commission, (2013). 

The following year the European Social Policy Network (ESPN) produced country reports and an overall 
ǊŜǇƻǊǘ ƻƴ Ƙƻǿ ǘƘŜȅ ŎƻǳƭŘ ŎƻƴǘǊƛōǳǘŜ ǘƻ ǘƘŜ ƛƳǇƭŜƳŜƴǘŀǘƛƻƴ ƻŦ ǘƘŜ /ƻƳƳƛǎǎƛƻƴΩǎ ǎƻŎƛŀƭ ƛƴǾŜǎǘƳŜƴǘ 
strategy. The UK report made only a brief reference to social impact bonds, despite the UK being the 
global leader in these projects (European Commission, 2015a). The overall European report made no 
reference social impact bonds (European Commission, 2015b). A European Parliament briefing for 
Members was largely supportive of social impact bonds (European Parliament, 2014). 

An example of a UK public body expressing support for social impact bond projects is set out in Box 2 
together with comment following their italicised statements. 
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BOX 2: DISTORTED RATIONALE 

 

1.6 LANGUAGE OF THE MARKETPLACE 

The impact investing, social impact bond and pay-for-success literature unashamedly uses terms such 
as private investors, investment market, rates of return, profit, venture capital, and equity-style returns. 
These terms are the language of financial markets and business and directly conflict with the principles 
and values of public service, most non-profit organisations and community organisations. The choice of 
ƭŀƴƎǳŀƎŜ ǇǊƻƳƻǘƛƴƎ ŀ ΨǊŀǘŜ ƻŦ ǊŜǘǳǊƴΩ ƛƴǎǘŜŀŘ ƻŦ ŀ ΨǇǳōƭƛŎ ǎŜǊǾƛŎŜΩ ƛǎ ƛŘŜƻƭƻƎƛŎŀƭƭȅ ǊŜǾŜŀƭƛƴƎΦ ά¢ƻ ŜƴƎŀƎŜ 
more mainstream investors, including institutional investors, will require framing the discussion in 
ƭŀƴƎǳŀƎŜ ǘƘŜȅ Ŏŀƴ ǊŜƭŀǘŜ ǘƻΣ ƴƻǘ ǇǳǊŜƭȅ ƛƴ άǎƻŎƛŀƭ ƛƴǾŜǎǘƳŜƴǘέ ǘŜǊƳǎέ (OECD, 2014).  

The language of the marketplace ς competition, contestability, contracts, procurement, making 
markets, mixed economy, level playing field, business, brokers, and soft market tests ς is intended to 
change attitudes, priorities and embed the idea of marketisation in the public sector (Whitfield, 2006).  

{ƛƳƛƭŀǊƭȅ ǘƘŜ ŘŜǎŎǊƛǇǘƛƻƴ ƻŦ ŎƻƴǘǊŀŎǘƻǊǎ ŀǎ ΨǇǊƻǾƛŘŜǊǎΩ ƛǎ ŀƴ ŀǘǘŜƳǇǘ ǘƻ ƴŜǳǘǊŀƭƛǎŜ ŀƴŘ ƳŀƪŜ ŀŎŎŜǇǘable 
the language of procurement, despite the fact that a legal contract and company status are basic 
conditions for participating in the procurement process. 

New Economy, which delivers policy, strategy and research for the Greater Manchester Combined 
Authority and the Greater Manchester Local Enterprise Partnership, is an example of the way social 
impact bonds are promotedΦ ! ǊŜǾƛŜǿ ƻŦ ŦƛƴŀƴŎƛŀƭ ƛƴǎǘǊǳƳŜƴǘǎ ǘƻ ƛƴŦƻǊƳ ǘƘŜ bƻǊǘƘ ²ŜǎǘΩǎ нлмп-2020 EU 
Funding Strategy contained the following statements on social impact bonds (New Economy, 2013). 

Firstly, SIBs allow for private financing of interventions aimed at alleviating social 
problems. This has the advantage of bringing in investment which otherwise would not 

be available to the public sector. Ο 

Comment: The public sector has to pay for the investment plus the profits to investors and is therefore 
not additional investment. It replaces public investment at a much higher cost.  

Secondly, SIBs provide businesses with a way to invest in social projects that provide the 
possibility of financial return while also benefiting society. This widening of access to and 
supply of finance is especially important when government budgets are limited and 
opportunities to fund interventions through traditional funding streams are 

correspondingly reduced. Ο 

Comment: These are public services, but re-ŘŜǎƛƎƴŀǘƛƴƎ ǘƘŜƳΣ ŀǎ ΨǎƻŎƛŀƭ ǇǊƻƧŜŎǘǎΩ ŦƻǊ ǇǊƻŦƛǘŀōƭŜ ōǳǎƛƴŜǎǎ 
investment is marketisation and privatisation. Social impact bonds are ultimately financed by the public 
sector when private investors are repaid. It would be financially advantageous if early intervention and 
prevention policies were directly provided by the public sector to avoid having to pay the 15% - 30% or 
more annual rate of return to private investors. The solution lies in increased public spending through 
progressive taxation and economic development strategies, not in accepting austerity and neoliberalism. 

Thirdly and finally, by increasing the number of investors, SIBs also transfer a portion of 
the risk of failure of an intervention away from the public sector: if the intervention fails, 
investors lose a proportional amount of their money whilst the public agency has not 
had to reallocate budgets away from acute services in order ǘƻ Ǉŀȅ ŦƻǊ ǘƘŜ ƛƴǘŜǊǾŜƴǘƛƻƴέ 
(New Economy, 2013). 

Comment: If the intervention fails it will almost certainly impact on service users and staff, but this is 
never referred to. The public sector, service users, staff and contractors bear risks as well as private 
investors. If the public sector funds social impact bonds it must reconfigure existing services and 
continue to operate acute services at a time of continuing public spending cuts. The failure to achieve the 
outcome targets may not be evident for several years so avoiding reallocation of budgets is a myth. 
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The branding of projects ŀƴŘ ǇƻƭƛŎƛŜǎ ŀǎ ΨǎƻŎƛŀƭΩ ŀƴŘ ΨŎƻƳƳǳƴƛǘȅΩ ƛǎ ŀƴ ŜǎǘŀōƭƛǎƘŜŘ ǘŀŎǘƛŎΦ ¢he 
Conservative/Liberal Democrat UK Coalition frequently used ǘƘŜ ǘŜǊƳ ΨŎƻƳƳǳƴƛǘȅ ŀŎǘƛƻƴΩΣ ŀ ǳǎŜ 
unheard of even in the Thatcher era.  

The focus on selective words to the exclusion of others is another tactic. For example, the current 
obsession with outcomes excludes the value of inputs (skills and experience of staff), processes 
(working methods, participation) and outputs (location and quality of affordable housing) when all the 
criteria are equally important in determining the quality of public services.  

1.7 OBJECTIVES AND STRUCTURE OF THIS REPORT 

This study examines the impact investing sector and social impact bonds and pay-for-success projects.  

ü Part 2 describes the role of global banks and philanthrocapitalism in promoting impact 
investing and social impact bond projects.  

ü Part 3 examines the political economy of social impact bond projects identifying the reasons 
why and how they developed, the similarities and key differences with PPPs. 

ü The financial, organisational and operational aspects of social impact bond projects are 
discussed in Part 4 including the degree of innovation, risks and long-term effects, high 
transaction costs, exaggerated savings, the impact of profiteering and lack of economic, social 
and equality impacts.  

ü Changes in the finance of development aid in the global south and planned use of 
Development Impact Bonds are examined in Part 5.  

ü Part 6 examines the lack of democratic accountability, participation and transparency. Equally 
significant is the absence of service users and communities in the planning, design and 
operation of social impact bond projects. 

ü Part 7 reveals the almost total absence of references to the employment terms and conditions 
of those engaged in delivering social impact bond projects.  

ü Part 8 details the scope for public sector innovation and improvement and sets out the policies 
and strategies that are needed. The concluding section considers the potential effects of 
private investment and the future of the welfare state. 
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2 BIG BANKS, PHILANTHROCAPITALISM AND IMPACT INVESTING 

2.1 PRIVATE, SOCIAL AND PHILANTHROPIC FUNDING MODELS 

At one level social investment is broadly defined as άΧƛƴǾŜǎǘƛƴƎ ƛƴ ǇŜƻǇƭŜΦ Lǘ ƳŜŀƴǎ ǇƻƭƛŎƛŜǎ ŘŜǎƛƎƴŜŘ ǘƻ 
ǎǘǊŜƴƎǘƘŜƴ ǇŜƻǇƭŜΩǎ ǎƪƛƭƭǎ ŀƴŘ ŎŀǇŀŎƛǘƛŜǎ ŀƴŘ ǎǳǇǇƻǊǘ ǘƘŜƳ ǘƻ ǇŀǊǘƛŎƛǇŀǘŜ Ŧǳƭƭȅ ƛƴ employment and social 
ƭƛŦŜέ (European Union, 2014). The term has also described public and private investment in 
infrastructure and services (Allens, 2015). Impact investing is another dimension of social investment 
that combines the demand for a rate of return or profit with achieving social and environmental 
targets. A business and commercial approach provides άΧŀƴ ƻǇǇƻǊǘǳƴƛǘȅ ǘƻ ŎƻƳǇƭŜƳŜƴǘ ǇǊŜŎƛƻǳǎ 
philanthropic capital and to promote market-ŘǊƛǾŜƴ ǎƻƭǳǘƛƻƴǎέ (Rodin and Brandenberg, 2014).  

SOCIALLY RESPONSIB LE INV ESTMENT AND CORPORATE SOCIAL  RESPONSIBILITY  

Socially Responsible Investment (SRI) describes investments made into companies that engage in, or 
adopt policies, for sustainable/clean energy, social investment, environmental protection and human 
rights. It can also include investments made to try to improve corporate policies. It is investor led. 

Many large corporations adopt Corporate Social Responsibility (CSR) policies, which usually allocate a 
small part of their annual budget to charitable work and have policies that may promote environmental 
and social policies and good working conditions. It is corporate led in contrast to SRI. 

IMPACT INVESTING 

Impact investing is defined as άΦΦΦƛƴǾŜǎǘƳŜƴǘǎ ƳŀŘŜ ƛƴǘƻ ŎƻƳǇŀƴƛŜǎΣ ƻǊƎŀƴƛȊŀǘƛƻƴǎΣ ŀƴŘ ŦǳƴŘǎ ǿƛǘƘ ǘhe 
ƛƴǘŜƴǘƛƻƴ ǘƻ ƎŜƴŜǊŀǘŜ ƳŜŀǎǳǊŀōƭŜ ǎƻŎƛŀƭ ŀƴŘ ŜƴǾƛǊƻƴƳŜƴǘŀƭ ƛƳǇŀŎǘ ŀƭƻƴƎǎƛŘŜ ŀ ŦƛƴŀƴŎƛŀƭ ǊŜǘǳǊƴέ (Global 
Impact Investing Network, 2015). Sectors include sustainable agriculture, affordable housing, 
healthcare, clean technology and financial services. 

Impact investment has four dimensions ς investors, social objectives, measuring impact and financial 
return (some investors may accept a return of capital as a minimum requirement). 

There is a strong case for increased social investment in new or improved community housing, 
community enterprises and facilities, regeneration and other citywide or local projects. This is distinct 
from privatising public services and the welfare state, which is the subject of this study. 

PHILANTHROCAPITA LISM ς DEMAND FOR INVESTMENT A ND FINANCIAL  RETURN 

Philanthrocapitalism describes the growth of foundations and trusts that are critical of awarding grants 
and instead believe in the application of business practice and market forces to ensure resources are 
invested at market rates of return. This approach raises key issues and questions that cannot be 
examined in detail here, but the following comments are indicative: 

 Χphilanthrocapitalists have helped to perpetuate a dubious belief: the idea that 
corporations and private entrepreneurs are subsidising gaps in development financing 
created by increasingly non-interventionist states. In reality, it is often governments 
subsidising the philanthrocapitalists. (McGoey, 2014). 

ΧŘƻǳōǘ ǘƘŀǘ ŀƴŀƭƻƎƛȊƛƴƎ ŎƘŀǊƛǘŀōƭŜ ǿƻǊƪ ǘƻ ǘƘŀǘ ƻŦ ŎŀǇƛǘŀƭƛst entrepreneurs and Wall 
Street investors will enrich the way nonprofits are governed and the way they carry out 
their activitiesτparticularly to the extent that nonprofit work disproportionately affects 
non-elites in society, i.e., poor, disadvantaged, and middle-class people (Jenkins, 2011).  

ΧtƘƛƭŀƴǘƘǊƻŎŀǇƛǘŀƭƛǎƳ Ƴŀȅ ǿŜƭƭ ǇǊƻŘǳŎŜ ŀ ǾŀŎŎƛƴŜ ŀƎŀƛƴǎǘ ƳŀƭŀǊƛŀΣ ōǳǘ ǘƘŜǊŜΩǎ ƴƻ 
vaccine against greed, fear, poverty, inequality, corruption, lousy government, personal 
alienation, and all the other things that plague us (Edwards, 2010). 

Instead of making a profit to help the most vulnerable, the goal becomes making a profit 
from the most vulnerable (National Union of Public and General Employees, Canada, 
2014). 
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Philanthrocapitalism is the embedding of neoliberalism into the activities of foundations and trusts. It is 
a means of marketising and privatising social development aid in the global south. It has also been 
described as Philanthropic Colonialism:  

Whether it involved farming methods, education practices, job training or business 
development, over and over I would hear people discuss transplanting what worked in 
one setting directly into another with little regard for culture, geography or societal 
norms (Buffett, 2013).  

In the article appropriately titled The Charitable-Industrial Complex, he observed:  

Χ!ǎ ƳƻǊŜ ƭƛǾŜǎ ŀƴŘ ŎƻƳƳǳƴƛǘƛŜǎ ŀǊŜ ŘŜǎǘǊƻȅŜŘ ōȅ ǘƘŜ ǎȅǎǘŜƳ ǘƘŀǘ ŎǊŜŀǘŜǎ Ǿŀǎǘ ŀƳƻǳƴǘǎ 
ƻŦ ǿŜŀƭǘƘ ŦƻǊ ǘƘŜ ŦŜǿΣ ǘƘŜ ƳƻǊŜ ƘŜǊƻƛŎ ƛǘ ǎƻǳƴŘǎ ǘƻ άƎƛǾŜ ōŀŎƪΦέ LǘΩǎ ǿƘŀǘ L ǿƻǳƭŘ Ŏŀƭƭ 
άŎƻƴǎŎƛŜƴŎŜ ƭŀǳƴŘŜǊƛƴƎέ τ feeling better about accumulating more than any one person 
could possibly need to live on by sprinkling a little around as an act of charity. But this 
just keeps the existing structure of inequality in place (ibid). 

The replacement of public finance and grants from public/foundations/trusts to community 
ƻǊƎŀƴƛǎŀǘƛƻƴǎΣ ǾƻƭǳƴǘŀǊȅ ƻǊƎŀƴƛǎŀǘƛƻƴǎ ŀƴŘ ǎƻŎƛŀƭ ŜƴǘŜǊǇǊƛǎŜǎ ǿƛǘƘ ΨǎƻŎƛŀƭ ƛƴǾŜǎǘƳŜƴǘΩΣ ǊŜǉǳƛǊƛƴƎ ŀ ǊŜǘǳǊƴ 
on investment, means that all activities must be profitable. This will have a profound impact on the 
ability to regenerate to meet social and community needs. The merging of PPPs, impacting investing 
and philanthrocapitalism would be complete! 

GRANT FUNDING FOUNDATIONS,  TRUSTS AND CHARITIES 

Two types of funding practices are evident by foundations, trust and charities. The first is the traditional 
grant-aided support for a wide range of non-profit social action ranging from campaigns to community 
initiatives and the provision of services. It ranges from one-off grants or donations, to limited-term 
support for projects that meet the foundation, trust or charity objectives. Some may provide pump-
prime funding to suǇǇƻǊǘ ŀƴ ƻǊƎŀƴƛǎŀǘƛƻƴΩǎ ǿƻǊƪ ǘƻ help it attract wider funding. 

The second type is the funding of political and business campaigns by some philanthrocapitalists. A 
powerful US group of neo-conservative organisations and wealthy individuals raise/distribute millions 
of dollars annually to finance right wing candidates, promote low taxes, anti-trade union legislation, 
corporate welfare, and the implementation of neoliberal public policies (such as charter schools). Many, 
such as Koch companies and foundations, operate through the American Legislative Exchange Council 
(Center for Effective Government, 2013 and In the Public Interest, 2012). Other foundations such as the 
Bill & Melinda Gates Foundation, Walton Foundation (Walmart) and the Eli and Edythe Broad 
Foundation have played a key role in funding and promoting charter schools to compete with the public 
school system (Barkan, 2011). Similar philanthrocapitalists operate in Europe and other parts of the 
world. 

The four models of private, social and philanthropic funding are descried in Table 2. Investors include 
individual private investors, banks and other financial institutions, companies and charitable 
organisations such as foundations and trusts. 
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TABLE 2: PRIVATE, SOCIAL AND PHILANTHROPIC FUNDING MODELS 

Socially responsible 
investment (SRI) and 

Corporate Social 
Responsibility (CSR) 

Impact investing Philanthrocapitalism 
Grant funding 

foundations, trusts and 
charities 

Investment in SRI 
companies that engage in 
sustainable/clean energy 
and other projects with 
positive social and human 
rights impacts. 

Companies adopt 
Corporate Social 
Responsibility policies to 
allocate a fraction of their 
resources for charitable 
work and have policies that 
claim to promote 
environmental and social 
policies.  

Impact investments are 
investments made into 
companies, funds and 
organisations with the 
intention to generate both 
a market-rate financial 
return and social and 
environmental outcomes. 
{ƻƳŜ ǇǊƛƻǊƛǘƛǎŜ ΨŦƛƴŀƴŎŜΩ 
firsǘΣ ƻǘƘŜǊǎ ΨƛƳǇŀŎǘΩ ŦƛǊǎǘΦ 
Impact investments can 
include cash deposits, 
loans, and purchase of 
shares in a company or 
combination of these. 

Foundations and trusts 
make investments in social 
enterprises and expect a 
market rate of return. Can 
include loans or other 
financial instruments with 
repayment and profit. 

The application of business 
practices and market 
theory to foundation 
funding of projects.  

Limited term or one-off 
grants/donations to non-
profit groups, community 
organisations and citizen 
initiatives. Venture 
philanthropy targets new 
or expanding organisations 
to provide operational 
support in addition to 
grants.  

Cash funding of political 
campaigns and business 
organisations by wealthy 
individuals and private 
foundations usually in 
pursuit of neoliberal 
objectives. 

Related ideology and objectives 

Profit, markets and 
business planning and 
practices. 

SRI or ethical investors buy 
shares only in companies 
with social and 
environmental policies. 

CSR companies seek 
reputational advantage by 
contributing to good 
causes and local causes 
where they are located.  

Profit, markets and idea 
that combining the profit 
motive with social and 
environmental objectives 
will produce a net gain for 
shareholders, ΨŎǳǎǘƻƳŜǊǎΩΣ 
employees, suppliers and 
communities. 

Profit, markets and 
business planning and 
practices. Investment in 
enterprises with results- 
driven conditions to make 
repayment of loans with 
profit.  

 

Non-profit funding of 
causes, campaigns, 
services, research and 
innovative projects. 

Venture philanthropy has 
objective of creating 
sustainable innovative 
organisations by providing 
business planning and 
support alongside grants, 
but do not require a return 
on investment. 

 

 

2.2 PROMOTING SOCIAL IMPACT BOND AND PAY-FOR-SUCCESS PROJECTS 

Global banks such as Bank of America Merrill Lynch, Goldman Sachs, JP Morgan Chase and Co. and 
Morgan Stanley have played a key role in promoting and funding social impact bond projects in 
anticipation of attracting wider private investor interest. Foundations, in particular the Rockefeller 
Foundation and the J.B. and M.K. Pritzker Family Foundation, have similarly promoted and funded 
projects. Impact investment and social finance organisations have published reports that portray social 
ƛƳǇŀŎǘ ōƻƴŘǎ ŀǎ ǘƘŜ ΨōŜǎǘ ǘƘƛƴƎ ǎƛƴŎŜ ǎƭƛŎŜŘ ōǊŜŀŘΩΦ 

International bodies have also advanced the cause of social impact bond projects. The G8 group of 
countries established a Social Impact Investment Taskforce (Social Impact Investment Taskforce, 
2014a), the OECD produced two reports on social investment (OECD, 2014a and 2015) and the World 
Economic Forum (WEF) reported on the opportunities to engage mainstream private investors (WEF, 
2013). The World Bank launched its own version of payment-by-results, Program-for-Results (P4R), in 
2012 (World Bank, 2015). 

A M ULTI-BILL ION MARKET?  

The fifth annual global impact investor survey revealed that 82 organisations that responded in both 
2013 and 2014 reported a 7% growth in capital committed and a 13% growth in the number of deals. 
Total investment reached US$10.6bn in 2014 in 5,400 investments (J.P. Morgan and Global Impact 
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Investing Network, 2015). UK social investment was forecast to increase from £165m in 2011 to £1bn 
by 2016, but this included all forms of social investment. However, it only accounted for just over 1% of 
the small business loans market (Brown and Swersky, 2012). If the £1bn was achieved with an average 
15% - 30% annual return on investment, it would divert between £150m - £300m from frontline 
services into the pockets of investors. 

An assessment of the US social impact bond market concluded:  

However, as the market grows, philanthropic participation as guarantors may not prove 
scalable. Familiarity with deal structures and evaluation methods, supportive political 
environments and longer track records for interventions should contribute to commercial 
investors gradually assuming more performance risk with lower levels of guarantees 
(Godeke Consulting, 2012).  

This would radically change the ƴŀǘǳǊŜ ƻŦ ΨǎƻŎƛŀƭΩ ƛƴǾŜǎǘƳŜƴǘΦ 

INVESTING TO PRIVATISE THE WELFARE STATE 

The State of New York recidivism project, funded by Bank of America Merrill Lynch and Social Finance 
US, was the first social impact bond project ƻŦŦŜǊŜŘ ǘƻ ƛƴǾŜǎǘƻǊǎ Ǿƛŀ ǘƘŜ ōŀƴƪΩǎ ǿŜalth management 
platform in 2013. US$13.5m was raised from over 40 individuals and institutional investors (US National 
Advisory Board on Impact Investing, 2014). 

The Dutch bank ABN-AMRO considered the possibility of banks issuing social impact bonds as normal 
financial bonds. άΧōŀƴƪǎ ŀǊŜ ŀƭǊŜŀŘȅ ƛǎǎǳƛƴƎ ōƻƴŘǎ ƻƴ ŀ ƘǳƎŜ ǎŎŀƭŜΣ ǎƻ {L.ǎ ŎƻǳƭŘ ōŜ ŀ ƳƛƴƻǊ ŀŘŘƛǘƛƻƴ ǘƻ 
their portfolio. Making it easier to involve banks in SIBs, but also to scale SIBs. Once the bonds are up 
and running, it can be easily duplicated. If bonds are issued, it immediately creates a secondary market 
ŦƻǊ {L.ǎέ (Vennema and Koekoek, 2013). However, investors would want a relatively low risk return and 
it would be very difficult to fix a standard rate for dividend payments.  

The UK social investment company Allia launched the first retail social impact bond, the eight-year 
Future for Children Bond, in early 2013, but it was cancelled due to lack of interest. 78% of the fund 
would have funded a low risk, fixed rate loan to Places for People housing association for affordable 
ƘƻǳǎƛƴƎΣ нл҈ ǿŀǎ ǘƻ ōŜ ƛƴǾŜǎǘŜŘ ƛƴ ǘƘŜ 9ǎǎŜȄ /ƻǳƴǘȅ /ƻǳƴŎƛƭΩǎ ǎƻŎƛŀƭ ƛƳǇŀŎǘ ōƻƴŘ ǇǊƻƧŜŎǘ ǘƻ ǇǊŜǾŜƴǘ 
ŎƘƛƭŘǊŜƴ ƎƻƛƴƎ ƛƴǘƻ ŎŀǊŜΣ ŀƴŘ ǘƘŜ ǊŜƳŀƛƴƛƴƎ н҈ ǿŀǎ !ƭƭƛŀΩǎ ƳŀƴŀƎŜƳŜƴǘ ŦŜŜΦ aŀǊƪŜǘƛƴƎΣ ǘƛƳƛƴƎ ŀƴŘ 
features of the bond were cited for the lack of interest (Social Enterprise Buzz, 2013). 

¢ƘŜ ¢ǊƛƻŘƻǎ .ŀƴƪ ǇǊƻŘǳŎŜŘ ŀ ΨōƭǳŜǇǊƛƴǘ ŦƻǊ ǊŜǘŀƛƭ ƛƳǇŀŎǘ ƛƴǾŜǎǘƛƴƎΩΣ ǿƘƛŎƘ ǊŜŎƻƳƳŜƴŘŜŘ ǘƘŜ ŎǊŜŀǘƛƻƴ ƻŦ 
impact investment funds for the retail market, the expansion of impact-enabled employee savings and 
pension plans and tax incentives for retail impact investments (Social Impact Investment Taskforce, 
2014b). ! ΨǎƻŎƛŀƭ ǇŜƴǎƛƻƴ ŦǳƴŘΩ retail model is planned to attract savers to invest part of their defined 
contribution pension fund, run by large investment companies and social finance intermediaries, to 
άΧkick-start a new social impact segment of the UK pensions marketέ (Keohane and Rowell, 2015).  

Impact investment by Australian superannuation funds has been limited. This was primarily due to a 
pessimistic response by trustees concerned about their statutory investment obligations and a limited 
understanding of impact investment (Charlton et al, 2013). 

¢ƘŜ ΨǎƻŎƛŀƭ ƛƴǾŜǎǘƻǊΩ ƛǎ ŀ ŎƻǾŜǊ ǳƭǘƛƳŀǘŜƭȅ to draw in mainstream private capital to fund social and other 
public services that would otherwise, at least initially, only attract a few financial companies such as 
Bank of America and Goldman Sachs. Global banks have to date committed very small exploratory 
resources to social impact bond projects and are clearly waiting to see whether the investment market 
shows potential growth. Foundations and charities have financed many social impact bond projects, but 
limited resources and changing priorities mean they are unlikely to continue to be a mainstream funder.  

Right wing organisations such as the Reason Foundation and the American Enterprise Institute (AEI) are 
promoting social impact bond projects. Reason believes they are άΧŀ ttt ǘƘŀǘ ǳǎŜǎ ǇǊƛǾŀǘŜ ǎŜŎǘƻǊ 
funding to advance new social service delivery modelsέ ŀƴŘ Ƙŀǎ ǊŜǇƻǊǘŜŘ ƻƴ ƭŜƎƛǎƭŀǘƛƻƴ ŀƴŘ ǇǊƻƧŜŎǘǎ 
through its newsletters and annual privatisation report (Gilroy, 2013). The AEI proposed using social 
impact bond projects to leverage private capital to finance higher education, for example, State- and 




























































































































