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Abstract 
 
Access to sufficient funding and capital has traditionally been a major barrier for non-
government organisations (NGOs), and the challenge has been exacerbated following the 
Global Financial Crisis and European Debt Crisis. Confronted with budgetary constraints, 
governments around the world are reducing funding for social policies, and increasing 
pressure on the private sector to help promote inclusive growth and building resilient 
economies.1 The liquidity crisis also means that social innovation will become critical to the 
sustainability of NGOs, and their financing model must be reengineered with a focus on 
impact and the efficient allocation of resources. In 2010, significant inroads were made in 
the deployment of a new type of social instrument – the Social Impact Bond (SIB).2 This 
innovative scheme has helped restructure the relationships between government, NGOs and 
private sector investors in order to deliver improved social outcomes that generate future 
government cost savings.  
 

Recommendations 
 

1. OECD to establish a list of priority policy areas that present the greatest 
opportunities for SIB implementation. 

 
2. OECD to promote and encourage governments towards adoption of the SIB scheme 

and provide continuous technical assistance. 
 

3. Governments to identify potential host NGOs within relevant policy areas and 
introduce pilot SIB programs based on in-country circumstances. 

 
4. Governments to prescribe evidence and outcome based reporting by host NGOs and 

develop performance measurement systems. 
 

5. Australia to lead the world in developing a global best-practice SIB model that can 
be reapplied by OECD member countries, based on existing precedents and 
learnings. 

 

Introduction 
 
The SIB, in its current form, is a public sector agreement in which the government commits 
to pay for improved social outcomes that result in public sector savings. Under the 
arrangement, the government identifies a list of host NGOs and social enterprises to issue 
SIBs. Investment can be raised from the private sector, high net-worth investors, superfunds 
and other charitable trusts to pay for a range of projects and social interventions. The 
investors will be entitled to a return contingent upon the risk involved and agreed social 
outcomes being met.  
 
 

                                                        
1
 4

th
 High Level Forum on Aid Effectiveness, Expanding and enhancing public and private co-operation 

for broad-based, inclusive and sustainable growth, November 2011, p6. 
2
 Social Finance, Towards a new social economy, March 2010, p10. 
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FIGURE 1 below illustrates how the SIB scheme operates: 
 

FIGURE 1: Social Impact Bond Operating Structure3 
 

 
Source: Social Finance UK  

 
In recent years, SIBs have been at the forefront of social innovation offering large-scale 
crowd-sourcing potential. It presents benefits to governments, NGOs, and private investors 
in the form of risk-sharing, increased access to capital and opportunity for attractive returns. 
Ultimately, SIB schemes help drive inclusive growth by aligning the interests of key 
stakeholders in the economy4:  
 

Governments  Governments will be responsible for paying a return on investment 
to investors only when positive social outcomes are achieved 

 Amount paid will come from the portion of government cost 
savings obtained through the SIB intervention and its prevention of 
social problems 

 Investors will bear the risk that their investment does not lead to 
improved social outcomes 

NGOs  SIBs provide up-front funding to NGOs prior to any service delivery 

 It vastly expands the NGO’s access to capital and enables providers 
of all sizes to participate in generating positive social outcomes. 

 SIBs help drive innovation and differentiation amongst  NGOs, as 
well as improving resource allocation towards projects with the 
greatest social impact 

                                                        
3
 Ibid, p30. 

4
 Social Finance, A new tool for scaling impact: how Social Impact Bonds can mobilize private capital to 

advance social good, 2012, p16. 
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Private Sector 
Investors 

 SIBs provide a low-risk alternative for investors to diversify their 
investment portfolios 

 Social and financial imperatives are aligned, with greater financial 
reward correlating with greater social return 

 Sovereign wealth funds and national superfunds can be utilized for 
making long-term investments 

 

An OECD Analysis of SIB Feasibility 
 
The advantages provided by SIBs are of considerable significance to the OECD’s focus on 
building “Resilient Economies for Inclusive Societies”5. On one hand, SIB schemes help drive 
inclusive growth by increasing productivity levels, as well as improving allocation of 
resources toward projects and interventions that bring the greatest social benefit. On the 
other hand, it creates opportunities for investment diversification, access to capital for 
NGOs and increased expenditure on preventive services. Following the aftermath of the 
Global Financial Crisis and European Debt Crisis, OECD countries have consistently ran 
budget deficits in order to stimulate the economy (FIGURE 2). These measures have led to 
extreme levels of government debt 6  and an unsustainable model for funding social 
interventions. A current opportunity is thus for governments across OECD countries to 
identify key policy areas that offer the greatest potential for budgetary savings and 
introduce specific SIB interventions targeted towards these key challenges.   
 

FIGURE 2: Government financial balance of OECD countries 
 

 

                                                        
5
 2014 OECD Forum Homepage. 

6
 Jorgen Elmeskov, Post-crisis debt overhang: growth implications across countries, February 2012, p5. 
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Source: OECD Economic Outlook database 

FIGURE 3: Total government spending as percentage of GDP 

Low (<40%) Medium (41-49%) High (>50%) 

South Korea (27.3%) 
Ireland (34.2%) 
USA (36.7%) 
Slovak Republic (36.9%) 
Japan (36.9%) 
Spain (38.7%) 
New Zealand (38.9%) 
Canada (39.9%) 

Luxembourg (40%) 
Norway (42.2%) 
Poland (42.9%) 
Iceland (43.1%) 
OECD Avg (43.6%) 
Greece (43.6%) 
UK (43.9%) 
Czech Republic (44.1%) 
Netherlands (45.5%) 
Germany (45.8%) 
Portugal (46.5%) 
Italy (48.1%) 
Finland (49.1%) 
Belgium (49.6%) 

Hungary (50.2%) 
Austria (50.5%) 
Denmark (52.5%) 
France (52.9%) 
Sweden (54.4%) 
 
 
 
 
 
 
 
 
 

Source: OECD Economic Outlook database 
 
Despite the large budget deficits in recent years, there is increasing pressure over the 
government’s role in promoting economic growth with positive social outcomes.7 Countries 
in the high spending category (FIGURE 3) devote a relatively large share of their national 
income to public purposes, whilst countries in the low spending category are more inclined 
towards less government intervention. 8  A more detailed breakdown of government 
expenditure reveals how OECD countries prioritize certain sectors and purposes: 
 

FIGURE 4: Government spending breakdown as percentage of GDP 

 
Source: OECD Economic Outlook database 

                                                        
7
 World Commission on the Social Dimension of Globalization, A fair globalization: creating 

opportunities for all  (Geneva: ILO Publications, 1998), p6. 
8
 Centre for American Progress, Comparing public spending and priorities across OECD countries, 

October 2009, p5. 
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Based on FIGURE 4 above, social protection, health and education are the greatest areas of 
government expenditure for the majority of OECD countries.  However in the current 
economic downturn, these spending have been heavily focused on delivering acute services 
to existing social problems, with reduction in the proportion spent on early intervention. 
Overtime, this will lead to a rising demand for acute services, which further constrains the 
resources available for prevention. 9 SIB schemes offer a solution to break this cycle by 
helping governments shift resources towards early intervention of social problems. There is 
also considerable evidence that early preventive intervention can deliver financial savings to 
the taxpayer. In the US, the Nurse Family Partnership that supports low income women have 
been a highly cost effective way to improve future prospects for children. For every $1 spent 
on the program, there were benefits to the taxpayer of approximately $2.88.10 Through 
partnership with NGOs and private investors, governments can utilize SIBs to achieve 
greater efficiency, improved social outcomes and long-term budgetary savings. 
 
Recommendation 1: OECD to establish a list of priority policy areas that present the greatest 
opportunities for SIB implementation. 
 
Recommendation 2: OECD to promote and encourage governments towards adoption of the 
SIB scheme and provide continuous technical assistance. 
 

Redefining the Government and NGO Relationship 
 
A major barrier to the growth and effectiveness of NGOs lie in the nature of funding for the 
social sector. NGOs have traditionally been supported by the government through out-come 
based contracts 11 , however this mechanism is increasingly struggling to meet the 
overwhelming need and demand for program delivery. Limited funds are thinly spread 
across a fragmented nonprofit landscape and there is an inherent drawback of NGOs’ 
relative immunity from transparency and accountability.12 Governments are also reluctant to 
fund preventative services due to their inherent risks – the possibility that it could end up 
paying for the cost of the preventative services, as well as the costs of further dealing with 
the particular social problem. SIB schemes overcome these barriers and support the system 
by transferring the risk that interventions fail to the investors. In effect, this delivers two 
significant advantages: 
 

1. Governments are no longer confined by the trust and dependent relationship in 
contracting with individual NGOs. SIBs shift the contractual obligations to government 
and investors and enable the use of a number of NGOs to deliver better social 
outcomes within a policy area. 

2. Prior to the government’s outcome-based payments, NGOs will no longer need to 
self-fund their initiatives. SIBs will provide access to private sector investments 
upfront for the delivery of these projects and services. 

 
SIBs are thus extremely powerful for funding preventative services. Where interventions are 
effective, governments will experience significant long-term savings on costly social 

                                                        
9
 The Centre for Social Impact, NSW Government Social Impact Bond Pilot, February 2011, p13. 

10
 Benefits and costs of prevention and early intervention programs for youth, Washington State 

Institute for Public Policy (2004), p3. 
11

 OECD LEED forum on partnerships and local governance, Successful partnerships: a guide, p5. 
12

 Kapstein, 2000. 
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problems that are difficult to address through policy measures. Despite this, identifying what 
types of programs are suitable for a SIB structure and engaging participation from credible 
host NGOs remain challenging issues. Based on study from Harvard’s Kennedy School of 
Management, there are three approaches governments can take to select promising SIB 
projects.13 The first relies on the policy process within government agencies. Ministers often 
possess a wealth of knowledge about gaps in service provision and areas that offer greatest 
potential for budgetary savings if investments in prevention are made. A second avenue is to 
solicit suggestions from interested parties through public consultations. This process offers 
opportunity to learn about issues and promising programs that the government may not be 
aware of. It also opens up engagement with potential host NGOs or intermediary agencies. 
The final and most common approach is for governments to review existing evidence and 
research to identify programs in priority policy areas that could be replicated locally. 
Together these have given rise to several popular types of interventions applicable across 
multiple jurisdictions: 
 

Policy area Relevant Programs Cost Savings & ROI 

Criminal justice Reduce juvenile and adult 
reoffending 

Avoided facilities expense & 
lower recidivism rates 

Disability Disability housing; Transition from 
welfare to work 

Reduced reliance on disability 
pension 

Homelessness Alcohol/drug rehabilitation; 
Affordable housing 

Decreased use of medical care, 
shelter & incarceration 

Education  Mentoring and improving literacy; 
Reducing youth unemployment 

Reduced reliance on welfare and 
unemployment benefits, 
increased tertiary enrolment 

 
In consideration of the costs and complexity for governments to launch a pilot program, an 
SIB program will be feasible where14: 

 The identified social problem and policy area incurs high costs for the government 
and can be measured; 

 There will be significant reduction in government expenditure if the social costs can 
be avoided through SIB intervention; 

 Project and initiatives for intervention has a substantial likelihood of success for 
improving social outcomes; 

 Cost of rolling out intervention program is substantially less than the expected 
government savings from improved social outcomes. 

The private sector has also shown strong interest in supporting SIB implementations for 
certain social interventions. In the UK, the Rockefeller Foundation provided £5m to several 
NGOs to deliver services that would discourage repeat criminal activity.15 Investors have a 
potential to earn a return linked to the reduction in recidivism rate, with payment 
dependent on achieved government savings as a result of the decline in repeat offenders. In 
the US, Goldman Sachs have similarly invested USD$9.6 million for a SIB scheme aimed at 
reducing recidivism rates among young inmates16, with additional SIB pilots underway 
targeted at the chronically homeless, unemployment, youth outcomes, and early childhood 

                                                        
13

 Hanna Azemati et al, “Social Impact Bonds: Lessons Learned So Far,” Community Development 
Investment Review, April 2013, p4. 
14

 The Centre for Social Impact, NSW Government Social Impact Bond Pilot, February 2011, 28. 
15

 “Social Finance Inc. to bring Social Impact Bonds to the US”, PR Newswire, 17 February 2011. 
16

 Timothy Rudd, Financing promising evidence-based programs, December 2013, p10. 
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education.17 FIGURE 5 below demonstrates the current SIB involvement by governments 
around the world: 
 
FIGURE 5: Current SIB developments around the world18 
 

Canada  Federal government call for proposals 

 Exploring applications in criminal justice, homelessness and 
aboriginal affairs 

United 
Kingdom 

 Currently 14 SIBs up and running in areas of criminal justice, 
homelessness, employment and youth services 

 £60m available for outcomes payments - £20m through the Cabinet 
Office and £40m via the Big Lottery Fund 

 30% tax relief for social investment was announced in FY2014 
budget 

United States  President Obama proposed funding of USD$100m for SIBs in his 
FY2011 and FY2012 budgets 

 Massachusetts and New York City already launched SIB programs in 
youth justice and homelessness 

 Connecticut, New York State, Ohio and Minnesota developing SIB 
projects 

 Harvard SIB Lab providing technical assistance to six state 
governments 

Colombia  Undertaking early stage market analysis into SIB to reduce teen 
pregnancy 

Germany  Bertelsmann Foundation supporting early stage SIB market analysis 

 Application to youth engagement under development 

Israel  Exploring applications around employment for orthodox 
communities and criminal justice 

South Africa  Government exploring potential projects for SIB deployment 

Australia  Two out of home care SIBs launched in New South Wales (Social 
Ventures Australia / UnitingCare Burnside and the Benevolent 
Society / Westpac Institutional Bank / Commonwealth Bank of 
Australia) 

 Social Ventures Australia raised AUD$7m investment 

 NSW co-developing applications around reoffending 

 Other states and federal government exploring projects 

 
Despite the growth in government interest, there are still challenges that need to be 
overcome to enable the progressive development and widespread adoption of SIBs. The 
most critical of these is the availability of reliable frameworks that can be consistently 
applied across host NGOs to measure social return. Currently charitable funding often does 
not flow to areas of greatest social need and more emotionally appealing areas tend to 

                                                        
17

 Hanna Azemati et al, “Social Impact Bonds: Lessons Learned So Far,” Community Development 
Investment Review, April 2013, p7. 
18

 Center for Global Development & Social Finance, Investing in Social Outcomes: Development Impact 
Bonds, 2013, p18. 
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attract greater funding.19 Political considerations also make it difficult for government to 
spend money in certain areas. Prisoners, youth offenders, the homeless and drug addicts are 
disadvantaged in this way and they are the very categories of issues that impose the 
greatest costs on society and the public purse. SIBs present a phenomenal opportunity to 
revolutionize the non-for-profit sector through market discipline and improvements in 
efficiency. It aims to put evidence at the heart of the process, and encourages participants to 
think in terms of investment and returns. The scheme encourages greater investment in the 
evaluation of impact, thereby helping NGOs improve resource allocation and reduce 
wastage. Success of SIB schemes will thus vastly depend on the creation of evidence-based 
project impact reports and quantified results for social improvements. 
 
Recommendation 3: 
Governments to identify potential host NGOs within relevant policy areas and introduce pilot 
SIB programs based on in-country circumstances. 
 
Recommendation 4: 
Governments to prescribe evidence and outcome based reporting by host NGOs and develop 
performance measurement systems. 
 

Leveraging Australia’s Unique Advantage 
 
United Kingdom was the first country in the world to implement SIBs, supported by the 
intermediary agency Social Finance.20 In 2010, the UK Peterborough government contracted 
with social investors to address reoffending among short-sentence offenders. Where 
recidivism rate falls far enough, investors can earn up to 13.5% annual rate of return. Where 
there is no improvement, investors could lose all their money.21 Following initial market 
validation, there has been widened interest in reapplication of this precedent by other 
countries and towards other policy areas. In particular, Australia has led the way in applying 
learnings from the existing model to devise a more government-friendly alternative. The 
Centre for Social Impact proposed improvements to the existing SIB model in two important 
respects:22 
 

1. In the original Peterborough SIB scheme, the intermediary agency is at the center of 
the transaction, performing all roles and holding the contract from the government.23 
Since then, Australia has adapted the model for a government-led rollout in order to 
provide greater credibility and transparency. Under the new arrangement, the 
government can contract directly with a host NGO. The host then raises funds from 
investors and could subcontract with additional providers. An intermediary agency 
will not be necessary, however may be useful as consultants to the NGO and helping 
its capacity to raise funds and meet performance outcomes.24  

                                                        
19

 The Young Foundation, Social impact investment: the opportunity and challenge of Social Impact 
Bonds, November 2010, p6. 
20

 Bolton et al, 2010. 
21

 ‘Performance bonds: who succeeds gets paid’, The Economist, 17 Feb 2011, p1. 
22

 The Centre for Social Impact, An Australian Snapshot – Social Impact Bonds, November 2012. 
23

 UK Cabinet Office – Centre for Social Impact Bonds, Essex County Council: Children at risk of going 
into care, 19 April 2013. 
24

 UK Cabinet Office – Centre for Social Impact Bonds, New South Wales Government: Children in out-
of-home care, 19 April 2013. 
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2. SIB schemes should offer alternative options to appeal to different levels of risk 

sharing across government, NGOs and the social investor. The current SIB model 
rewards investors when social outcomes are successfully achieved, however failure to 
do so means that the government pays nothing.  This option is attractive to 
governments as there is a full transfer of risk to the social investor. However the pool 
of investors and scale of investment is very limited and will only be attractive to 
philanthropically-minded investors. The new Australian model aims to incentivize 
broader investors by shifting some of the risk to the government. Under this option, a 
portion of the NGO’s program delivery cost will be subsidized through a fixed charge 
(similar to a government grant), and the remaining costs and reward payment will be 
dependent on the achievement of a successful outcome. Amount of the fixed charge 
will be subject of negotiation between the NGO and government, and depend on 
perceived appetite of potential investors on a case-by-case basis. In doing so, the 
government will encourage greater support from NGOs and social investor for the 
rollout of SIB programs. In Australia’s case, this model has also enabled the federal 
government to explore shared-funding arrangements with State or Local government 
where there is common responsibility over a policy area.25  

 
Despite the early stages of applications, these examples have validated SIB as a versatile and 
highly effective social instrument. It presents proven models for scaling across OECD 
economies and is hugely relevant for facilitating sustainable growth and economic 
development. Most importantly however, it has ensured that Australia is well placed in 
making significant contributions to the design and adoption of a best-practice SIB model, as 
well as providing technical expertise to the OECD in assisting and promoting the global 
diffusion of SIBs. 
 
Recommendation 5: 
Australia to lead the world in developing a global best-practice SIB model that can be 
reapplied by OECD member countries, based on existing precedents and learnings. 
 

Conclusion 

 
SIBs signify a new paradigm of cross-sector partnership in the wake of the financial crisis and 
has potential to become a significant source of capital for addressing a range of social issues. 
For governments, SIB schemes represent a low-risk alternative to solving costly social 
problems and help entrench future government savings. It encourages research, 
development and innovation in NGOs, whilst simultaneously improving operational 
efficiency and resource allocations. For investors, SIBs offer an incentive to improve society 
through impact driven returns and the opportunity to diverse investment portfolios. 
Ultimately, SIBs has potential to unlock an unprecedented flow of funds for individual 
economies and the OECD. It calls for cooperation between individuals, corporations, 
governments and NGOs in order to achieve inclusive growth and collectively build long-term 
resilient economies. 
 
  

                                                        
25

 The Centre for Social Impact, An Australian Snapshot – Social Impact Bonds, November 2012. 
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