Will social impact bonds work in
the United States?
As state and local governments consider a new financing mechanism to scale proven preventive
solutions to social problems, research shows the potential and challenges.
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Scaling what works

Yet foundations don’t have the reach or the

Government social-welfare programs are often

resources that governments have to fund proven
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their offerings. In the case of PSH, we estimate
that the solution already benefits 88,000

people 6

Following the path to social impact
We have created a graphic to illustrate how

who were formerly classified as “chronically

SIBs work to scale preventive solutions (see

homeless,”7

page 4). The numbered points we discuss next

but an additional 110,000 people still

fall under this classification. PSH could also help
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highlight the critical interactions that occur
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among the stakeholders in a SIB.

such, society could benefit if the current capacity
for PSH were at least doubled.

1. Constituents are the heart of a SIB’s work.
They are the people who will directly benefit

Some programs like PSH—that have been piloted

from the social interventions funded and

and demonstrated to work—do receive limited
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remediation programs to new preventive
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proven to improve constituents’ lives and

night or delivering emergency medical care seem

reduce the need for remedial services, the state

necessary and yield immediate, tangible results,
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an intermediary to develop a SIB. (Note that
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without government support, SIBs will not

Showing that a program like PSH is keeping

takes responsibility for identifying evidence-

happen.) Under the contract, the intermediary
people from sleeping on the streets and

based program solutions, raising the money

preventing such emergency costs is more like

to bring them to scale, conducting ongoing

proving a negative. Then there’s the question of

project management, and working with

risk appetite. Yes, the solution may have worked

nonprofit service providers to ensure effective

in other cities or states, but what if it doesn’t

implementation. The government agrees to

deliver after this government has invested funds

repay investors—via the intermediary—capital

in it? Then the public would pay twice: once for

plus a return on investment if the program

the preventive measure that didn’t work, and

meets specific, defined metrics (for instance,

then again for the remedial services that become

reduced recidivism). If the SIB performance

necessary in the wake of the failure.

targets are met, the intermediary will receive
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The SIB ecosystem

Remedial
programs

1

CONSTITUENTS

Government currently
provides costly remedial
programs for constituents
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7

Investors provide up-front
capital to intermediary to
pay for preventive programs;
investors are repaid their
capital plus a return only if
preventive programs meet
predetermined performance
targets

5

4
NONPROFIT
SERVICE
PROVIDERS

INTERMEDIARY

3
Independent assessor determines
if predetermined performance
targets are met; if targets are
achieved, government repays
investors with a return and pays a
success bonus to intermediary and
service providers

Service providers receive
multiyear funding from
intermediary to deliver
evidence-based preventive
programs to constituent
treatment group
Intermediary raises capital from
investors, selects and manages
nonprofit direct service providers,
retains evaluation adviser and selects
independent assessor, and provides
overall SIB project management

Government contracts with intermediary
for delivery of preventive programs to
improve constituents’ lives, reducing
their demand for remedial programs

GOVERNMENT

Preventive
programs

6

Evaluation adviser monitors
ongoing progress of the
preventive program, working with
the intermediary and service
providers to refine program based
on interim results

INVESTORS

INDEPENDENT
ASSESSOR

GLOSSARY OF TERMS
Remedial programs: Programs that address negative social outcomes after
they've occurred (e.g., emergency room care for chronically homeless people).
Preventive programs: Programs that reduce negative social outcomes for
constituents and reduce demand for remedial programs (e.g., permanent
supportive housing for chronically homeless people).
Constituent treatment group: Constituents who receive preventive
programs. Program results for the treatment group are compared with
constituents who do not receive preventive programs (i.e., the constituent
control group) who did not receive similar services.

EVALUATION
ADVISER
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a success fee, pay some to the service provider

of activities, including determining the

as a performance bonus, and pay out the rest

evaluation approach, defining performance

to the investors. An intermediary will have

outcomes, monitoring progress, and suggesting

experience in the content area related to the

course corrections if needed. The evaluation

social problem, in financing, and in project

adviser is paid on a fee-for-service basis out of

management. The intermediary links all

SIB funds.

the other stakeholders in the service of the
constituents.

7. As it comes time to determine whether the
performance targets in the SIB contract have

3. In the near term, SIB investors likely will be
private foundations or major philanthropists

been met, an independent assessor reviews
the constituent treatment group relative to

who prioritize benefits to society over financial

a counterfactual and reports on whether

rewards for themselves. These investors

the target outcomes have been achieved. As

transfer funds through the intermediary to

with the evaluation adviser, the independent

pay the nonprofit provider to deliver services,

assessor is paid out of SIB funds only on a

cover a management fee for the intermediary,

fee-for-service basis. Based on the assessor’s

and pay the costs of evaluation. SIB investors

report, the government knows whether, and

understand that they will be repaid only if the

how much, to repay investors according to the

intervention achieves the performance targets

terms of the SIB.

laid out in the contract.
4. The intermediary then provides multiyear
funding to one or more nonprofit service

This article is meant to provide some context
on SIBs, why they could be important, and who

providers to scale up preventive solutions. As

would have to be involved to make them work.

noted earlier, these service providers stand to

In the coming months, we will issue a report

receive a bonus if they deliver the promised

with our findings in these areas, as well as other

outcomes.

research we did to develop an in-depth view
of evidence-based interventions in the areas

5. The nonprofit service providers then scale

of homelessness and criminal justice (which

up their operations and deliver preventive

experts consider to be the best places to test the

interventions to an expanded group of

water for SIBs), an estimate of how many people

constituents.

could be helped by proven programs, a snapshot
of current government spending on remediation

6. As the nonprofits provide services under the
multiyear SIB contract, the intermediary will

efforts, and an assessment of whether service
providers currently have the capacity to bring

want to monitor performance and ensure

these solutions to scale. The report will also

that the intervention continues to deliver as

include a pro forma analysis we developed to

expected as it reaches scale. To do this, the

evaluate the time frame and economics of a

intermediary hires an evaluation adviser. The

hypothetical SIB in juvenile justice to illustrate

evaluation adviser is involved in a number

how an actual SIB might work, and it will discuss
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our plans to help build a set of tools to support
the development of SIBs.
A SIB is simply one new type of tool for scaling
solutions to social sector challenges. But it is one
that continues to push forward the conversation
about several basic tenets—such as increased
multistakeholder collaboration and a focus
on results and alignment of incentives—that
can be applied in other ways, as well. Whether
or not SIBs are successful, they have made a
meaningful contribution to discussions about
government performance transformation. If
they ultimately galvanize a new wave of system
improvement and pave the way for better
alternative models, their impact will be truly
significant.
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