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Public Health Law and Policy Innovations:
Social Impact Bonds

Social impact bonds (SIBs) are pay-for-success arrangements that can be used to address public
health issues such as asthma and infant mortality.” SIBs are used as financing mechanisms to raise
upfront funding from private investors for social and public health preventative interventions. They
function by leveraging the anticipated savings of prevention as a source for potential financial rewards
for the intervention’s investors. In a SIB arrangement, rewards are due if and only if the intervention
succeeds in reaching predetermined benchmarks, thereby shifting the financial burden of success to the
investors. For example, South Carolina is planning to use SIBs to leverage private investment to finance
interventions to improve early childhood health outcomes, such as nurse-family partnerships.” It is
expected that these early childhood interventions will create measurable savings, including reduced
Medicaid expenditures from preterm births and emergency room visits.? If the interventions succeed in
obtaining their savings goals, South Carolina will compensate the intervention’s investors.*

Proponents of SIBs suggest that they can take advantage of private sector efficiency and capital
to achieve public sector goals while shifting financial burden and risk to private parties.> Successful SIBs
create a “public policy trifecta” that benefits taxpayers, social service recipients, and private investors.®
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SIBs are used not only to address public health goals, but also to combat social problems such as inmate
recidivism and homelessness.’

In some SIB programs, a backer (often a government entity) will agree to pay an intermediary to
provide a public health intervention if, and only if, the intervention meets preset goals (Figure 1).2 To
secure the up-front financing for the public health intervention, the intermediary’s investors finance it in
exchange for the possibility of full repayment plus a premium if the program meets preset goals.’
Investors are given SIBs, which represent their opportunity to profit if the program is successful.

Programs can be designed so payouts to investors are less than the program’s expected savings;
thus, a successful governmental SIB can save taxpayers money.'® For example, a New York City SIB
program aims to lower government costs associated with inmate recidivism at the Rikers Island
Correctional Facility."" If it achieves a set goal of 20% reduction in recidivism, the city expects to save
$32.2 million from reduced incarceration costs. Per the terms of the SIB arrangement, the city would
owe the intermediary $11.7 million (investment plus success premium) for achieving a 20% recidivism
reduction. Thus, the city expects to save $20.5 million from reduced recidivism after paying the
intermediary.™

SIBs are not ideal for every public health intervention. SIBs are intended to finance interventions
for well-defined problems affecting known populations when costs and benefits can be measured
accurately.” These definitions and measurements are crucial because SIB program success will depend
on how outcomes are defined and measured.** SIB programs must be supported by reliable and valid
evidence to attract investors and ensure program outcomes’ fair evaluation.’ Program outcomes
should have the potential to deliver social savings in excess of implementation costs to attract needed
private investors.*® SIB issuers may not be required to repay investors if the initiative fails to achieve
intended measurable outcomes , and investors could risk total loss, unless the SIB program offers
insurance."’

From a governmental perspective, SIB projects are particularly useful where resources are
limited and projects require large up-front expenditures because the government pays investors only if
the program is successful.'®* When a SIB program is well constructed and successful, the government
benefits because it spends less than it otherwise would; moreover, government avoids losses for failed
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programs.’® However, SIBs may challenge government appropriations in several ways, including creating
long-term contingent contracts that may bind future legislatures.?

Early experiences with SIBs show that intermediaries have organized SIB programs and set
performance benchmarks with government as backer.?! Alternatively, the California Endowment, a
nonprofit corporation, developed SIBs backed by insurers and employers rather than a government
entity to fund home-based interventions to lower asthma rates.’ If the program achieves reduced
asthma-related medical cost goals, then investors are repaid by the private stakeholders who have
assumed the role held by the government in other SIB arrangements.? This example of early SIB
implementation shows how SIBs can create new oportunities for innovative public health interventions.

Two of the world’s earliest SIBs (both addressing inmate recidivism) are showing promising
preliminary results. In the UK, the Peterborough prison SIB is on pace to achieve its goal of a 7.5%
decrease in recidivism with preliminary results showing a 12% decrease in recidivism compared with an
11% increase nationally.>* Similarly, the start of the Rikers Island SIB is correlated to a 36% reduction in
violence among current inmates in the first year of the program; although, it is unclear if the reduction
in violence will translate to the SIB’s objective of lowering reoffending rates.”> While these preliminary
results are not definitive, they do suggest that the SIB model is capable of creating positive social impact
by improving funding to successful social service initiatives.

Further information and tools to implement SIB programs can be found here:
http://www.cdc.gov/phlp/docs/sib-researchanthology.pdf

This document was developed by Cason Schmit, JD, Oak Ridge Institute for Science and Education Fellow,
with the assistance of Matthew Penn, Director, JD, MLIS, and Tara Ramanathan, JD, MPH, with the
Public Health Law Program (PHLP) within the Centers for Disease Control and Prevention’s Office for
State, Tribal, Local and Territorial Support. PHLP provides technical assistance and public health law
resources to advance the use of law as a public health tool. PHLP cannot provide legal advice on any
issue and cannot represent any individual or entity in any matter. PHLP recommends seeking the advice
of an attorney or other qualified professional with questions regarding the application of law to a specific
circumstance.
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Figure 1: Generic Social Impact Bond Arrangement

The intermediary, usually a non-profit, and backer, usually government, negotiate terms of SIB arrangement.

The intermediary seeks investors.

The intermediary may obtain credit enhancement, often similar to insurance, to reduce the risk to investors.

The intermediary oversees the administration of the intervention.

An independent evaluator determines if the intervention achieved its goals.

If the goals are not met, the backer is not obligated to pay anything and investors may lose entire investment unless they
obtained credit enhancement.

If the goals are met, the backer pays the intermediary the cost of the SIB plus any premium.

After receiving the payment from the backer, the intermediary forwards the payment to the investors.
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