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Social Impact Bonds

The purpose of this briefing is to:
· Introduce the concept of  Social Impact Bonds
· Give a definition and potential areas of application

· Give examples of different models
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Introduction

This Briefing Paper has drawn on the work of two organisations – Social Finance Ltd.
 and The Young Foundation
 to explain Social Impact Bond and their potential role.  

There is a strong recognition that early intervention in areas of social need leads to long term benefits both in terms of social gain and to central government finances.  However, there has been no sharing of these benefits with either local authorities or third sector organisations providing the services which lead to these gains.  Health has been identified as an important area where Social Impact Bonds could play a role.

Large institutions are considered to be naturally averse to innovation since any failure is often exaggerated by those seeking to gain politically.  Therefore historically there has been little incentive to make long term investment in unconventional ways of achieving social improvements.  Social Impact Bonds are seen as a way of others taking the risk and payment only being made if the social intervention proves successful.
Focussing on the outcome of the intervention rather than the process is seen as key to the success of Social Impact Bonds because an outcome based approach allows much more flexibility in delivery and is not tied down to one process for delivering social benefits.  

Innovative processes are not always replicated widely and often are funded as one-off’s and whilst successful and admired as having been really ‘innovative’ struggle to find larger funding streams that would enable them to be rolled out regionally or nationally.  Social Impact Bonds would provide an evidence based way of scaling up successful grass roots schemes so that their benefits can be delivered much more widely.  
Definition
Social Impact Bonds are a financial tool to provide new ways to invest money in social outcomes.  Their purpose is to more effectively achieve social goals through creating more good for less money.  In the UK the Young Foundation and Social Finance have been developing a number of models.  
They are based on a commitment from central government to use a proportion of the savings in public expenditure that result from improved social outcomes to reward non-government investors that fund the early intervention activities. Social Impact Bonds have three elements:
· Investments (by local authorities, commercial investors or foundations)
· A programme of actions to improve the prospects of a group (for example people returning to work following mental health interventions or people engaged in healthy eating interventions -  in a specific geographic area). 
· Commitments by national / local government or foundations to make payments linked to outcomes achieved in improving the lives of the group (for example linked to reduced numbers of Incapacity Benefit recipients or reduced weight related illnesses). 
A detailed specification is required to outline the different roles of the three parties (investor, programme operator and payer) and also to define the outcomes that will be rewarded and over what period of time.  A strong evidence base for the effectiveness of the intervention is key to the success of the Social Impact Bond.
Potential Areas of Application

Healthcare is seen as a potential area where the role of partnership is key in achieving better outcomes for prevention and social care.  Although Local Area Agreements (LAA) provide a common framework for both PCT’s and Local Authorities they have not been successful in achieving joint financing of outcomes, partly because LAA’s are target driven.   Health Impact Contracts are considered to be a model of Social Impact Bond which could create partnerships between the NHS and other agencies, such as local government.  The Contracts could bring together a range of activities into a coherent health related programme of work which would lead to the long term development of financial incentives for health outcomes as LAA goals.  The NHS would make payments to partners at a future date dependant on outcomes.  
Models
The Young Foundation identify three potential Social Impact Bond models:

· Local Authority Model
· Commissioning Model
· Third Sector Model
The Local Authority Model is considered straightforward to design as it requires the local authority to borrow money from existing markets to finance the investment in a social impact programme.   It will then receive a series of payments from national government based on milestones achieved in relation to the lower costs for government.

Commissioning for Social Outcomes model aims to incentivise a service provider or group of providers to deliver a particular social goal that can be benchmarked against comparable areas.  A consortium of third sector organisations providing a mix of services such as counselling, treatment services, etc. with one organisation acting as lead contractor would raise capital either through social investment sources or from a local authority.
Third Sector Social Impact Bonds focus on activities of the third sector to achieve the outcome and shares the risk with:
· Finance raised form the market with investors sharing risk for non-achievement of social outcomes

· A special purpose vehicle (potentially comprising public, private and third sector) to manage a series of interventions with a target group.
· Payments based on results against benchmarks
Areas proposed for this type of bond are in health prevention and improvement, youth offending, employment creation.
Structure 

In their working paper the Young Foundation
 say that Social Impact Bonds must be structured so that risks are minimised, and returns made are proportionate to the remaining risks.  It identifies three objectives:

· Measurement Risk – there must be a fair and accurate measure of the effect of the intervention.  
· Basis Risk – the metric on which the scheme is judged must reliably drive social benefit and cost savings

· Execution Risk – the risk to funders must be manageable

More details and a working example of a Social Impact Bond can be found in the Young Foundation working paper at http://www.youngfoundation.org/financing-social-value-implementing-social-impact-bonds .
The Young Foundation is working with NHS and local health trusts and authorities to develop variants of Social Impact Bonds.  If you would like further information on Social Impact Bonds contact neil.reeder@youngfoundation.org. 

VSNW (Voluntary Sector North West) is the regional voluntary sector network for the North West. The purpose of VSNW is to ensure that the voluntary and community sector (VCS), in all its diversity, takes its full part in shaping the future of the North West.

VSNW works with 150 members which

· work across the region directly supporting and delivering services for individuals, or

· are VCS infrastructure organisations (LIOs) that work with local voluntary and community groups.

VSNW members provide community services, regenerate neighbourhoods, support individuals, promote volunteering and tackle discrimination. The 40 generalist LIOs in membership of VSNW have a membership of 6,780 VCS groups and are in contact with 19,800 local voluntary and community sector groups in the North West – just under two-thirds (63%) of the region’s VCS groups.
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� Social Impact Bonds: rethinking finance for social outcomes, Social Finance Ltd. 2009


� Financing Social Value: implementing Social Impact Bonds, The Young Foundation, 2009
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