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Introduction

Mario La Torre and Mario Calderini

Social impact investments (SIIs) are those that intentionally aim at social
impact and financial returns. The term SII is relatively new in the invest-
ment panorama, since it was coined in 2007 at the Rockefeller Bellagio
Centre in Italy (Harji and Jackson 2012). However, the underlying idea
of investing in order to support projects and organizations meeting social
needs is well anchored in most of the world’s cultures.

To date, the SII market is estimated in 114 billion worldwide (Mudaliar
etal. 2017) and it is characterized by many actors, generally grouped into
supply-side and demand-side organizations. Demand-side-organizations
demand funding to support their high-impact activities, while supply-side
organizations offer funding to impact-oriented institutions. Instead of this
general taxonomy, the SII market faces differences in terms of types of

M. La Torre (34)
University of Rome “La Sapienza”, Rome, Italy
e-mail: mario.latorre@uniromal.it

M. Calderini
School of Management, Politecnico di Milano, Milan, Milano, Italy
e-mail: mario.calderini@polimi.it
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2 M. La Torre and M. Calderini

organizations involved in any country as well as in the development of
financial instruments and regulations as recognized by the Social Impact
Investment Taskforce (SIIT 2014).

The SIIT (2014) classifies some financial instruments and sub-markets
as mature—like the microcredit market—and emerging—Ilike social
impact bonds (SIBs).

SIBs have gained the consideration of many public bodies due to their
structure based on a public-private partnership and on the payment of
financial return subordinated to the achievement of the expected social
impact. The pay-for-success approach utilized for SIBs, has inspired, over
the last several years, different and variegated financial impact-oriented
financial structures.

This book aims at analyzing case studies of impact investments going
beyond SIBs. With this perspective in mind, the volume firstly recalls
literature of Slls and some opening points in the architectures of SIBs;
secondly, the book analyzes specific case studies of public-private partner-
ships, of crowdfunding platforms, and of social impact measurement
models.

The book contains nine chapters structured as follows.

Chapter 2, “Investing with Impact: An Integrated Analysis between
Academics and Practitioners” by Rosella Caré and Karen Wendt, intro-
duces the theme of SII from the scholars’ and practitioners” perspective.
Indeed, the chapter summarizes literature on social impact investments
and assesses what drives impact investors’ decisions.

Chapter 3, “Social Risk and Financial Returns: Evidences from Social
Impact Bonds” by Elisabetta Scognamiglio, Alessandro Rizzello and
Helen Chiappini, provides an empirical insight into factors characteriz-
ing social risk of social impact bonds (SIBs) and explores the correlation
between social risk and financial return by implementing a social risk
score and analyzing a sample of 34 SIBs sharing information publically.

Chapter 4, “The Use of Payment by Results in Healthcare: A Review
and Proposal” by Alessandro Rizzello, Rossana Carida, Anna Rita Trotta,
Giuseppe Ferraro and Rosella Care, aims to clarify opportunities and
challenges of the SIB development in the Italian context, from economic
and legal perspectives. This conceptualization is based on literature review
and on the assessment of SIBs in multiple case studies.



Introduction 3

Chapter 5, “Impact Investing Innovation: Bringing Together Public,
Private, and Third Sectors to Create Greater Value: The Case of the Public
Private Partnership Initiative for the New Public Hospital of Treviso” by
Filippo Addari, Fiorenza Lipparini and Francesca Medda, describes the
Public Private Partnership (PPP) implemented to finance the new hospital
in Treviso, Italy and explains how to reach the goal promoters have made
recourse to the Shared Value framework developed by Porter and Kramer
(2011). This case study represents one of the first cases of large infrastruc-
ture realized in Europe within the framework of impact investments.

Chapter 6, “The Evolution of a Social Service Crowdfunding Platform
towards an Investing Logic: The Meridonare Case Study” by Carmen
Gallucci, Michele Modina and Antonio Minguzzi, analyzes the
Meridonare crowdfunding platform and its features. The chapter pro-
poses a Social Bond Crowdfunding-based (SBCb) model as an innovative
financial structure, shifting the role of the Banco di Napoli Foundation,
which created Meridonare, from impact facilitator to impact generator.
The new model platform moves from the needs of strengths investment
perspectives and from the pay-by-results rewarding mechanism.

Chapter 7, “Benefit-Cost Evaluation of Prevention and Early
Intervention Measures for Children and Youth in Sweden” by Lars
Hultkrantz, reports on an on-going effort to create a societal benefit-cost
model for evaluation of causal effects of social programmes that target
individuals and groups in Sweden; the model supports the knowledge of
“ex ante” priority decision making and “ex post” follow-up of local inter-
ventions funded by municipalities and regional authorities according to
an impact investment approach.

Chapter 8, “Impact Measurement for Social Innovation: Analysis of
the Spanish Third Sector” by Marta Solérzano-Garcia, Julio Navio-Marco
and Mercedes Valcircel Duenas, assesses a range of social impact moni-
toring and evaluation practices used by organizations working in the
Spanish third sector.

Finally, Chap. 9, “Social Impact Investments Beyond Social Impact
Bonds: A Research and Policy Agenda” by Helen Chiappini, concludes
the book and assesses some research and policy points still open in the
impact investment field, like the need for: a hard and soft regulation; a
transparent governance; reliable social and financial performance; and
the market development.
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Investing with Impact: An Integrated
Analysis Between Academics
and Practitioners

Rosella Caré and Karen Wendt

1 Introduction

Since the 2007/2008 financial crisis, many questions have been posed
about how financial markets operate and how they are able to benefit
society (Shiller 2013; Zingales 2015). The contribution made by finan-
cial markets and financial institutions to the prosperity of society has
been questioned, and the need to develop new investment opportunities
able to create blended returns and shared value has emerged (Porter and
Kramer 2011; Lehner 2016; Weber and Feltmate 2016; Jacobs and
Mazzucato 2016). Around the globe, new investment models able to
reflect responsible behaviour have been claimed in order to keep financial
markets in tune with the development of society.
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In this vein, impact investments have become one of the most impor-
tant and most talked about market approaches. Impact investors go
beyond the traditional socially responsible investments because their
ambitions are to actively place capital in business or projects with the aim
to promote environmental or social objectives (Nicholls 2010a, b;
Hummels et al. 2016).

The Canadian Task Force on Social Finance (2010, p. 5) defines impact
investing as “the active investment of capital in businesses and funds that
generate positive social and/or environmental impacts, as well as financial
returns (from principal to above market rate) to the investor.”

Further specification on what impact investing entails is provided by
the World Economic Forum (2013, p. 6), which describes impact invest-
ing “as an investment approach that intentionally seeks to create both
financial return and positive social or environmental impact that is
actively measured.” This definition highlights two major characteristics of
impact investing (World Economic Forum 2013; Brandstetter and
Lehner 2015):

1. impact investing is an investment approach and not a stand-alone
asset class. In the wide range of impact investing opportunities, finan-
cial instruments span from equity to bonds;

2. outcomes must be measured in order for the investment to be consid-
ered an impact investment.

At the same time, impact investing differs from Socially Responsible
Investing (SRI) because this latter technique screens investment moving
from environmental, social, and government factors (the most well-
known ESG factors), while impact investors seek to make positive and
measurable impacts in addition to traditional financial returns (Geobey
and Weber 2013; Weber 2016).

Nicholls (2010a, p. 81) encloses impact investments in the area of social
investments and explains how they reflect systemic investor rationality that
typically aims at balancing means-ends and values-driven rationalities by
seeking returns that benefit both the investor and the investee/beneficiary.

Many authors have tried to clarify the boundaries of this emerging
investing approach.
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However, the academic literature shows significant variations in the
conceptualization of impact investing, and many authors highlight that
the same method of impact investing goes by many names (Hebb 2013;
Hochstidter and Scheck 2015; Trotta et al. 2015; Rizzello and Care
2016), including double and triple bottom line, mission-related invest-
ing, program-related investment, blended-value, and economically tar-
geted investing. The 2017 “Annual Impact Investor Survey” provided by
GIIN highlighted that one of the major challenges to the growth of the
impact investing industry is related to a common understanding of defi-
nition and segmentation of the impact investing market (GIIN 2017a).

Hochstddter and Scheck (2015) investigate a large number of academic
and practitioner works by highlighting several inconsistencies in definitional
and terminological aspects. By analyzing only peer-reviewed work, Rizzello
etal. (2016) depict the academic landscape of impact investing by providing
a useful map of contributions, areas of inquiries, and future research direc-
tions. However, these two works—Rizzello et al. (2016) and Hochstidter
and Scheck (2015)—are actually the only two works that have tried to shed
light on this research area. They do not provide an assessment of financial
instruments and investment opportunities that are actually available in the
impact investment market. Moving from these considerations, this work
aims 1) to provide a deeper understanding of the impact investing landscape
through a systematic literature review, by providing an assessment of the
instruments and actors involved; 2) to analyze the investors™ preferences by
using a pilot survey; 3) to discuss the major trends and challenges that have
emerged, both in theory and practice. To clarify the variety of concepts,
instruments, and approaches around the term “impact investment,” this
research—through an exploratory analysis—is based on a qualitative
approach including both a systematic literature review (Tranfield et al.
2003) and a research survey (Baker et al. 2011). In particular, we performed
a systematic literature review and examined the content of the different
research subfields in impact investing studies. Then, we scrutinized the
results of our literature review with the aim to identify the instruments and
current practices that can be enclosed in the impact investing landscape. To
perform this second objective, we enclosed technical reports in our review
and conducted a survey in order to capture practitioners perception of
impact investing. The chapter is organized as follows. Section 2 highlights
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our methodological approach, while Sect. 3 describes the main results of
our literature review. Section 4 shows the results of our exploratory survey
on impact investors. Section 5 provides insights and implications that may
be useful for the development of the impact investing market, and Sect. 6
focuses on limitations and the main conclusion.

2 Research Design and Methodological
Approach

In this work, a two-pronged methodology was undertaken: a systematic
literature review approach (Tranfield et al. 2003) in order to perform a
selection of the most relevant works published to date in the field of
impact investing, and an investors’ survey (Baker et al. 2011) in order to
provide a preliminary analysis of the participants in the impact investing
market. In the next sections, we discuss our search method, inclusion and
exclusion criteria, sample characteristics, and data analysis process.

2.1 Systematic Literature Review: Methodological
Details

A systematic literature review can be defined as an objective, replicable,
and comprehensive method to assess relevant studies on a specific topic
(Tranfield et al. 2003; Thorpe et al. 2005; Weed 2005). To perform our
systematic literature review, we followed the three-stage procedure sug-
gested by Tranfield et al. (2003): planning, execution, and reporting.
Our review entailed extensive searches of relevant databases with the
aim to ensure that all literature on impact investing was identified while
maintaining the focus of greatest pertinence with our research objective.
To avoid bias and errors in the process of literature identification, a
research protocol has been developed (Tranfield et al. 2003).
Considering the explorative nature of our study, we have considered
more than only the most important journals of the field. We opted to
scrutinize the following databases for the investigation: ISI WoS, Scopus,
and Google Scholar and considered all journals in each database. The
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same search criteria were used for all databases and the databases analyses
were performed in August 2017 and included all works published as of
that date. Database searches were performed by using only two strings—
“impact investing” and “impact investment.”

The analysis of the results allowed us to detect, as expected, a large
overlap between databases. The greater number of results is attributable
to Google Scholar, which, for its search algorithmic structure, also returns
results that do not perfectly match with the search expression (Mikki
2009, p. 42). However, the use of Google Scholar helped us to capture
both academic and practitioners’ work. Due to the exploratory nature of
our work and moving from our research objective, we decide to scrutinize
both academic and practitioners’ works. In particular, with regard to the
academic works, we decide to include in our sample only works pub-
lished into international scientific journals, books, and book chapters, as
they are considered “certified knowledge.” Consequently, conference pro-
ceedings, working papers, and non-peer-reviewed journal articles have
been excluded from our sample of analysis. The abstracts of all the articles
obtained were analyzed in order to verify the relevance with the object
abstracts. This step significantly reduced the results of the search. Finally,
with regard to the practitioners’ literature, in order to be sure that all
published reports were captured through our search strings, we scruti-
nized the Global Impact Investing Network (GIIN) database (Hochstadter
and Scheck 2015) and manually added missing reports. In this step, both
GIIN-authored reports and third-party reports were selected. Reports
have been further analyzed in order to remove duplicates and non-
relevant results. Our final sample is composed of 215 works that are dis-

tributed as highlighted in Fig. 2.1.

2.2 Review Results

In recent years the number of works published about impact investing
has growth. Figure 2.2 show their distribution by year.

Practitioners’ contributions represent 58% of the entire sample.
Table 2.1 provides an overview of the works enclosed in our analysis.
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Table 2.1 Reports enclosed in the sample
Commissioner/consultant Title Year
GIIN Annual Impact Investor Survey 2017
GIIN Impact Measurement in the Health 2017
Sector
GIIN Scaling the use of guarantees in 2017
U.S. community investing
Business & Sustainable The state of blended finance 2017
Development Commission and
Convergence
Nesta Impact Investments Nesta Impact Investments—Annual 2017
Report
GIIN & Cambridge Associates The financial performance of real 2017
assets impact investments
Council of Development Finance Urban revitalization & impact 2017
Agencies (CDFA) investing
The ImPact and CREO Syndicate Water: An Impact Investment 2017
Primer For Family Offices and
Foundations
Cornerstone Capital Group Colorado Impact Report 2017
Federal Reserve Bank of St. Luis Impact Investing: Survey of 2017
Missouri Nonprofits
OXFAM Impact investing: who are we 2017
serving?
Athena Capital Advisor Impact Investing: History & 2017
Opportunity
Mckinsey&Company Impact investing: purpose-driven 2017
finance finds its place in India
UK Government Growing a culture of Social Impact 2017
Investing in UK
Impact Investing Australia 2016 Investor Report 2016
Toniic Institute Report & BNP Millennials & Impact Investment 2016
Paribas
Responsible Investment Association 2016 Canadian Impact 2016
Investment—Trends Report
UBS Doing well by doing good 2016
GIIN Impact Investing Trends: Evidence 2016
of a Growing Industry
GIIN Annual Impact Investor Survey 2016
CECP Investing with purpose 2016

Bertha Centre for Social Innovation
and Entrepreneurship

Innovative Finance in Africa Review 2016

(continued)
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Table 2.1 (continued)

Commissioner/consultant Title Year
BRIDGES VENTURE Better Outcomes, Better Value: The 2016
evolution of social impact bonds
in the UK
Bertelsmann Stiftung Social Impact Investment in 2016

Germany: From momentum to
implementation
Purpose Capital, Canadian Credit A Guidebook for Canadian Credit 2016

Union Association (CCUA) Unions
GIIN Annual Impact Investor Survey 2016
Social Finance UK Social Impact Bonds: The Early 2016
Years
GIIN The Business Value of Impact 2016
Measurement
Big Society Capital Corporate social investment— 2016
Gaining traction
ANDE, Latin American Private The Impact Investing Landscape in 2016
Equity & Venture Capital Latin America

Association (LAVCA), and LGT
Impact Ventures
GIIN Achieving the Sustainable 2016
Development Goals: The Role of
Impact Investing
Investisseurs & Partenaires (I&P) and Investing in Development in Africa: 2016

The Foundation for International How Impact Investment can
Development Study and Research contribute to meeting the
(Ferdi) Sustainable Development Goals
(SDGs) in Africa
Intellecap Mapping Philanthropy and Impact 2016
Investing Opportunities in India
GIIN & Open Capital Advisors The Landscape for Impact Investing 2016
in Southern Africa
Barclays The Value of Being Human: A 2015

Behavioural Framework for
Impact Investing and
Philanthropy

OECD Social Impact Bonds: state of play 2016
& lessons learnt

OECD Social Impact Investment: Building 2015
the Evidence Base

ABN-AMRO Social Impact Bonds: Opportunities 2015

and Challenges in the
Netherlands

(continued)
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Table 2.1 (continued)

Commissioner/consultant Title Year
GIIN & University of New Hampshire Scaling U.S. community investing 2015
Omidyar Network Frontier Capital: Early Stage 2015
Investing for Financial Returns
and Social Impact in Emerging
Markets
Mission Investors Exchange Essentials of Impact Investing: A 2015
Guide for Small-Staffed
Foundations
The Impact Programme Survey of the Impact Investment 2015
Markets 2014
Challenges and Opportunities in
Sub-Saharan Africa and South
Asia
City of London Corporation Developing a Global Financial 2015
Centre for Social Impact
Investment
Money Management Institute Bringing Impact Investing Down to 2015
Earth: Insights for Making Sense,
Managing Outcomes, and
Meeting Client Demand
GIIN ImpactBase Snapshot: An Analysis 2015
of 300+ Impact Investing Funds
JP MORGAN & GIIN Eyes on the Horizon. The Impact 2015
Investor Survey
GIIN & Cambridge Associates Introducing the Impact Investing 2015
Benchmark
GRI, IRIS, and Triodos GRI, IRIS, and the Investor 2015
Perspective IRIS Standards Series
The Lemelson Foundation and Catalyzing Capital for Invention: 2015
Enclude Spotlight on India
Brookings Institution Policy recommendations for the 2015
applications of impact bonds
Merrill Lynch’s Wealth Management Impact Investing: The Performance 2015
Institute Realities
GIIN & Dalberg Global Development The Landscape for Impact Investing 2015
Advisors in West Africa
The Center for Effective Investing and Social Impact: 2015
Philanthropy Practices of Private Foundations
Clifford Chance Impact Investing Private Equity 2015

Fund Industry: Legal
Considerations

(continued)
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Table 2.1 (continued)

Commissioner/consultant Title Year
GIIN & Dalberg Global Development The Landscape for Impact Investing 2015
Advisors in South Asia
Social Finance UK Technical Guide: Designing 2015
outcome metrics
Social Finance UK The Global Impact Bond Market 2014
Bank of America Merrill Lynch, A De-risking Toolkit for Impact 2014
Bridges Ventures Investment
Bridges Ventures & The Parthenon  Investing for Impact—case studies 2014
Group across asset classes
Social Ventures Australia (SVA) How to Grow Impact Investing 2014
Bank of America Merrill Lynch and  Choosing Social Impact Bonds. A 2014
Bridges Ventures practitioner’ s Guide
Social Impact Investment Task Force Impact investment: The invisible 2014
heart of markets
Social Finance Foundations for Social Impact 2014

Bonds: How and Why
Philanthropy Is Catalyzing the
Development of a New Market

UK National Advisory Board to Building a social impact investment 2014
Social Impact Taskforce market. The UK experience
The Impact Programme The Impact Programme—Market 2014

Baseline Study: Impact
investment in Sub-Saharan Africa
and South Asia in 2013

Intellecap Invest. Catalyze. Mainstream: The 2014
Indian Impact Investing Story

The Impact Programme The Impact Programme: Annual 2014
Report 2013

RAND Europe Phase 2 report from the payment 2014

by results Social Impact Bond
pilot at HMP Peterborough
US National Advisory Board on Private Capital, Public Good: How 2014
Impact Investing Smart Federal Policy Can
Galvanize Impact Investing—and
Why It's Urgent

Social Impact Investment Taskforce, Reports from the Social Impact 2014
established by the G8 Investment Taskforce, established
under the UK'’s presidency of the
G8
MARS, Purpose capital State of the Nation Impact 2014

investing in Canada

(continued)
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Table 2.1 (continued)
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Commissioner/consultant Title Year
LGT Venture Philanthropy, Aspen Mapping the impact investing 2014
Network of Development sector in Brazil
Entrepreneurs (ANDE), Quintessa
Partners, University of St. Gallen
Hub Séo Paulo
Big Lottery fund SIBs. The State of Play. Full Report 2014
Impact Economy Serving Client Demand for Impact 2014
Investing: A Hands-On Guide for
Financial Advisors and Senior
Management
JP MORGAN & GIIN Spotlight on the Market 2014
GIIN Catalytic First-Loss Capital 2013
Toniic E-Guide to Early-Stage Global 2013
Impact Investing
World Economic Forum From Ideas to Practice, Pilots to 2013
Strategy. Practical Solutions and
Actionable Insights on How to Do
Impact Investing
Keystone Accountability Impact Investment What Investees 2013
Think
World Economic Forum Bringing Impact Investing From the 2013
Margins to the Mainstream
Mission Investors Exchange, the Community Foundation Field 2013
Council on Foundations Guide to Impact Investing:
Reflections from the Field and
Resources for Moving Forward
Sonen Capital Evolution of an Impact Portfolio: 2013
From Implementation to Results
Center for Global Development, Investing in Social Outcomes: 2013
Social Finance Development Impact Bonds
InSight at Pacific Community Impact Investing 2.0: The Way 2013
Ventures, Case at Duke University, Forward
ImpactAssets
Impact Economy Making Impact Investible 2013
Rosemary Addis, John McLeod, Alan IMPACT—Australia: Investment for 2013
Raine social and economic benefit
FEDERAL RESERVE BANK OF SAN Social Impact Bonds: Using Impact 2013
FRANCISCO Investment to Expand Effective
Social Programs
UKSIF The Future of Investment: Impact 2013
Investing

(continued)
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Table 2.1 (continued)

Commissioner/consultant Title Year

Cambridge Associates Impact Investing: A Framework for 2013
Decision Making

Purpose Capital Guidebook for Impact Investors: 2013

Impact Measurement
The European Venture Philanthropy A Practical Guide to Measuring and 2013

Association Managing Impact—2015
D. Capital Partners Impact Investing in Education: An 2013
Overview of the Current
Landscape
MARS, Purpose capital The Landscape for Social Impact 2013
(commissioned by TD) Investing—a White Paper
MARS Mission Possible 2013
PCV Insight, CASE at Duke, A Market Emerges: The Six 2012
ImpactAssets Dynamics of Impact Investing
Boston Consulting Group The First Billion: A forecast of social 2012
investment demand
City of London Corporation A brief handbook on social 2012
investment
Global Alliance for Banking on Strong and Straightforward: The 2012
Values Business Case for Sustainable
Banking
Impact Assets Risk, return and impact: 2012

understanding diversification and
performance within an impact
investing portfolio

Social Finance, Finethic Microfinance, Impact Investing, 2012
and pension fund investment
policy survey

Nesta Impact Investments Standards of Evidence for Impact 2012
Investing
J.P. MORGAN A Portfolio Approach to Impact 2012

Investment: A Practical Guide to
Building, Analyzing and
Managing a Portfolio of Impact
Investments

E.T. Jackson, Associates Ltd. Accelerating Impact: 2012
Achievements, Challenges and
What's Next in Building the
Impact Investing Industry

(continued)
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Commissioner/consultant Title Year

Bridges Ventures The Power of Advice in the UK 2012
Sustainable and Impact
Investment Market

The Rockefeller Foundation, United A Framework for Action: Social 2012

Nations Global Compact Enterprise and Impact Investing

Godeke Consulting Building a Healthy & Sustainable 2012
Social Impact Bond Market: The
Investor Landscape

Cambridge Associates Limited The U.K. Social Investment Market: 2012
The Current Landscape and a
Framework for Investor Decision
Making

Social Finance A New Tool for Scaling Social 2012
Impact: How Social Impact Bonds
Can Mobilize Private Capital To
Advance Social Good

Pacific Community Ventures et. Al Impact at Scale: Policy Innovation 2012
for Institutional Investment with
Social and Environmental Benefit

Pacific Community Ventures et. Al The Impact Investor: The Need for 2012
Evidence and Engagement

McKinsey From Potential to Action: Bringing 2012
Social Impact Bonds to the U.S.

Monitor Inclusive Markets, Acumen From Blueprint to Scale: The Case 2012

Fund for Philanthropy in Impact

Investing

NCIF, the IRIS initiative Collaborating to Harmonize 2012
Standardized Metrics for Impact
Investors

The Social Investment Business Making Good in Social Impact 2011
Investment: Opportunities in an
Emerging Asset Class

Responsible Research Impact Investing in Emerging 2011
Markets

UK Government—Ministry of Justice Lessons learned from the planning 2011

and early implementation of the
Social Impact Bond at HMP
Peterborough

(continued)
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Table 2.1 (continued)

Commissioner/consultant Title Year
J.P. Morgan, the GIIN Insight into the Impact Investment 2011
Market. An In-Depth Analysis of
Investor Perspectives and Over
2200 Transactions
Dalberg Global Development Impact Investing in West Africa 2011
Advisors
Insight at Pacific Community Impact Investing: A Framework for 2011
Ventures & Initiative for Policy Design and Analysis
Responsible Investing at Harvard
University
Grantmakers in Health Grantmakers in Health: Guide to 2011
Impact Investing
GIIN Impact-based incentive structures 2011
3lg From Faith to Faith Consistent 2010
Investing: Religious Institutions
and their Investment Practices
FSG Social Impact Advisors Maximizing Impact: An Integrated 2010
Strategy For Grantmaking and
Mission Investing in Climate
Change
Center for Global Development More than Money: Impact 2010
Investing for Development
The Parthenon Group, Bridges Investing for Impact: Case Studies 2010
Ventures Across Asset Classes
J.P. Morgan, Rockefeller Foundation, Impact Investments: An Emerging 2010

GIIN Asset Class

The academic interest in this field of research has grown exceptionally
in 2017 as described in Fig. 2.2. Literature about impact investing shows
a significant variation by sub-theme of focus with works that discuss only
Social Impact Bonds (SIBs), social finance, or social entrepreneurship
and other works that provide a general overview on impact investing. A
classification is provided in Table 2.2.

2.3 Portfolio Strategies and Impact Investing:

An Investors’ Survey

Despite the growing number of works published in the field of impact
investing, only a few studies have tried to explore the main characteristics
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Table 2.2 Academic literature by sub-theme

Literature about impact investing

Antadze and Westley (2012), Bozesan (2013), Brandstetter and Lehner (2015),
Brest and Born (2013), Bugg-Levine and Emerson (2011), Burand (2015),
Clarkin and Cangioni (2016), Cronin (2017), Evans (2013), Farley and Bush
(2016), Geczy et al. (2015), Gilligan (2017), Glanzel and Scheuerle (2016),
Grieco (2015), Hangl (2014), Hebb (2013), Hochstadter and Scheck (2015),
Jackson (2013a, b), Koshovets and Frolov (2015), Lane (2014), Liern and
Pérez-Gladish (2018), Martin (2016), McGoey (2014), Meade (2017), Mendell
and Barbosa (2013), Nicholls (2010a), Ormiston et al. (2015), Phillips (2016),
Pretorius and Giamporcaro (2012), Rizzello et al. (2016), Roundy et al. (2017),
Salamon (2014), Sardy and Lewin (2016), Scherer et al. (2012), Schrétgens and
Boenigk (2017), Shulman and George (2012), Spiess-Knafl and Scheck (2017),
Suetin (2011), Thillai Rajan et al. (2014), Trotta et al. (2015), Urban and
George (2018), Vecchi et al. (2015, 2017), Viviers and Firer (2013), Viviers et al.
(2011), Walker et al. (2016), Weber (2016), Wilburn and Wilburn (2014)

Literature about social impact bonds, pay-for-performance, and pay-for-success
instruments

Bafford (2014), Baliga (2013), Crowley (2014), Deering (2014), Dowling (2017),
Erickson and Andrews (2011), Fitzgerald (2013), Fox and Albertson (2011,
2012), Giacomantonio (2017), Hedderman (2013), Jackson (20134, b), Joy and
Shields (2013), Kim and Han (2015), McGoey (2014), McHugh et al. (2013),
Meade (2017), Mohamad et al. (2016), Quinn and Munir (2017), Rizzello and
Caré (2016), Roundy et al. (2017), Scherer et al. (2012), Schinckus (2017a, b),
Stoesz (2014), Trotta et al. (2015), Ward (2012)

Literature with a focus on social innovation and/or community development
Bhatt and Ahmad (2017), Erickson and Andrews (2011), Farley and Bush (2016),
Geobey et al. (2012), Lehner and Nicholls (2014), Phillips (2016), Tekula and

Shah (2016), Winget et al. (2017)

Literature with a focus on impact investing instruments and approaches

Cetindamar and Ozkazanc-Pan (2017), Chiappini (2017), Cronin (2017), EMPEA
(2015), Fanconi and Scheurle (2017), Geczy et al. (2015), Gilligan (2017),
Glanzel and Scheuerle (2016), Hummels and de Leede (2014), Hummels and
Millone (2014), La Torre and Chiappini (2016), Roundy et al. (2017),
Schrotgens and Boenigk (2017), Silby and Nicholas (2015), Spiess-Knafl and
Scheck (2017), Thillai Rajan et al. (2014), Vecchi et al. (2015), Weber (2013)

Impact investing in the space of social finance

Geobey and Harji (2014), Geobey and Weber (2013), Geobey et al. (2012),
Hangl (2014), Lehner and Nicholls (2014), Mendell and Barbosa (2013),
Mohamad et al. (2016), Weber (2016)

Social enterprise financing

Lehner and Nicholls (2014), Lyons and Kickul (2013), Roundy et al. (2017),
Shulman and George (2012), Silby and Nicholas (2015), Spiess-Knafl and
Scheck (2017), Tekula and Shah (2016), Wilburn and Wilburn (2014)
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and attitudes of impact investors (Roundy et al. 2017; GIIN 2017a), and
much remains to be done. This work attempts to address this void by
providing the investors' perspective on impact investing through a
research survey. Research surveys are considered as a way of bridging the
gap between financial theory and practice (Weaver 1993), and the con-
tinuing dialogue between academics and practitioners could be helpful in
designing research agendas by working from the considerations that the
practice of finance can contribute to financial theory, and vice versa
(Weaver 1993; Kent Baker and Mukherjee 2007). In contrast, Aggarwal
(1993) describes five main reasons why researchers interested in under-
standing the forces underlying financial practice should consider a series
of limitations of information obtained through surveys. In particular,
interviewees are reluctant to divulge their reasons and other details about
their strategies and actions, may not be fully aware of all the reasons for
their firm’s strategies and actions, and are not easily accessible (Aggarwal
1993). In designing our survey, we considered that one of the main chal-
lenges in conducting a survey of institutional investors is to find an effec-
tive distribution channel to reach the relevant individuals. We also
considered the fact that investors have very busy schedules and might not
be willing to spend time to finish a lengthy survey. Moving from these
considerations, we attempted to strike a balance between the topics to be
covered in the survey and the time investors are willing to spend to answer
questions. We assumed that they would at most devote approximately
15 minutes to an online survey. The survey was conducted online with
the aim to open the possibility of reaching investors outside of one geo-
graphical region and was distributed to the following categories of par-
ticipants: Development Financial Institutions (DFIs), institutional
investors (pension fund, insurance, bank, or other), asset managers, other
service providers or advisors (investment bank or broker, investment con-
sultant, financial analyst, proxy advisor, accountant or auditor, credit rat-
ingagency, or other), private companies, associations (investor association,
association of beneficiaries of institutional investors, association of asset
managers, business federation, trade union, NGO, or other), private per-
sons (qualifying as professional investors), retail investors, and academic
researchers active in the field of impact investing. To attract investors to
participate, we described our research project before starting questions.
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We included questions about the participants’ demographic data, such as
age and gender, questions about the participants’ portfolio strategies and
compositions, and then we asked a series of questions aimed at discover-
ing how investors became interested in and decided to include impact
investments in their portfolio.

3 The Impact Investing Landscape:
A Theoretical Analysis

3.1 Terminological Clarifications and Conceptual
Assessment

Impact investing is a growing field of practice and research. From a con-
ceptual point of view, Bugg-Levine and Emerson (2011, p. 10) highlight
that the idea behind impact investing is that investors can pursue finan-
cial returns while also intentionally addressing social and environmental
challenges. Definitions of impact investing are based on two common
principles: (1) the blended value principle and (2) the principle of sus-
tainable financial return (Weber 2016). In this sense, Weber (2016) clari-
fies that these two principles distinguish impact investment from
conventional investment because the latter does not strive for positive
social impact but only financial return (Weber 2016, p. 86). However,
the precise conceptual boundaries and terminology are still under discus-
sion (Glinzel and Scheuerle 2016), and other terms such as “social invest-
ment” (Dowling 2017) are used to describe widely similar approaches.
Some authors use the term “social impact investing” (Martin 2013; Joy
and Shields 2013; Hangl 2014; Glinzel and Scheuerle 2016; Schrétgens
and Boenigk 2017; Chiappini 2017). In this sense, Salamon (2014,
p. 14) highlights that the term “impact investing” itself provides little
clue about what the content of such “positive impact” is supposed to be,
and suggests the use of the terms “social and environmental impact
investing” or “social impact investing” in order to put attention not only
on the financial return but also on the type of positive effect that inves-
tors may have. In particular, Glinzel and Scheuerle (2016) use the term
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social impact investing to clearly distinguish from the finance-first
approaches of impact investing that have a stronger commercial orienta-
tion. Hummels and de Leede (2014) enclose impact investing in the
wider category of responsible investing, of which impact investing is only
a part while Hebb (2013), Pretorius and Giamporcaro (2012), Viviers
and Firer (2013), and Viviers et al. (2011) consider impact investing as
“responsible investing.” Shulman and George (2012) consider impact
investing as a form of Socially Responsible Investing (SRI), while Geobey
and Weber (2013) clarify that SRI screens out investments for social,
environmental, or governance reasons, while impact investing is based on
the assumption that investments can create financial returns and address
social and environmental challenges simultaneously. Impact investing is
also included by many authors in the social finance landscape (Suetin
2011; Geobey and Weber 2013; Geobey et al. 2012; Mendell and Barbosa
2013; Weber 2013, 2016). Finally, Roundy et al. (2017) underline that
impact investing is a phenomenon conceptually close to other types of
investments in early-stage for-profit and non-profit organizations, such as
angel investors, venture capitalists, philanthropists, and philanthropic
foundations.

3.2 Instruments and Investment Approaches

In recent years, diverse impact investment opportunities have emerged
across multiple asset classes (Lyons and Kickul 2013). The term impact
investment provides a broad rhetorical umbrella under which a wide
range of investors could huddle (Bugg-Levine and Emerson 2011, p. 12).
Hummels and de Leede (2014) define microfinance as an exemplary case
of impact investing. Grieco (2015) lists as examples of impact invest-
ments: Social Impact Bond, Developmental Impact Bond, Cash on
Delivery Aid, Microfinance, and Green Bonds. Microfinance (Hummels
and de Leede 2014; Hummels and Millone 2014; Koshovets and Frolov
2015; La Torre and Chiappini 2016; Fanconi and Scheurle 2017), Private
Equity, Venture Capital, Social Venture Capital, and Developmental
Venture Capital are enclosed in the impact investing landscape by many

authors (Lane 2014; EMPEA 2015; Silby and Nicholas 2015; Martin
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2016; Bhatt and Ahmad 2017). Moreover, our sample shows a high
number of authors that focus only on SIBs as a way of supporting the
public funding for social programmes in specific areas of intervention
(such as health or criminal justice) (Erickson and Andrews 2011; Fox and
Albertson 2011, 2012; Ward 2012; Fitzgerald 2013; Hedderman 2013;
Jackson 2013a; McHugh et al. 2013; Crowley 2014; Deering 2014;
Social Finance UK 2014, 2016; Stoesz 2014; Tan et al. 2015; Bridges
Venture 2016; Dowling 2017; Giacomantonio 2017; Schinckus 2017a,
b) while others focus on Islamic Social Impact Bonds or Developmental
Impact Bonds (Center for Global Development & Social Finance 2013;
Mohamad et al. 2016).

In the impact investing landscape, the 2017 survey proposed by the
GIIN (2017a) highlights the following main investment opportunities:
deposits & cash equivalents; private debt; public debt: publicly traded
bonds or loans; equity-like debt; private equity; public equity; real assets;
pay-for-performance instruments. By highlighting the role and the
opportunities related to real assets impact investing funds, Cambridge
Associates (2017) point out that risk-adjusted market rates of return are
achievable in impact investing and that the selection process is key to
success.

Moreover, our analysis shows that in recent years, current macro driv-
ers such as climate change, demographic shifts, and resource scarcity have
heightened interest in real assets impact investments (Cambridge
Associates 2017). In this sense, sustainable infrastructure investing and
real assets impact investing strategies are crucial for achieving the
Sustainable Development Goals (SDGs), particularly by bridging the gap
between patient capital and venture capital, and can be transformative in
scaling up sustainable energy investments, especially through climate
change mitigation projects and land restoration projects (The New
Climate Economy 2016). The role of impact investing—and in particu-
lar of the entire spectrum of blended finance—in closing the SDG fund-
ing gap is further highlighted in a recent report provided by Business &
Sustainable Development Commission and Convergence (2017).

Furthermore, terms such as “community investing” and “community
development investing” are considered subsets of impact investing that
are distinguished by a focus on marginalized areas or communities that



24 R. Caré and K. Wendt

conventional market activity does not reach (GIIN & University of New
Hampshire 2015). In the field of community investing, investors can
access a wide range of asset classes, including fixed-income investments
(e.g., debt in nonprofit loan funds), cash investments (e.g., deposits in
community development banks and credit unions), and equity invest-
ments in real estate—often accompanied by government tax credits—
and in private equity impact funds (GIIN & University of New
Hampshire 2015). A 2017 report of GIIN focuses on the role of credit-
enhancement tools as a way to stimulate private-sector investment in
solutions to social and environmental problems. In the growing impact
investing market, many projects and enterprises may have interesting
prospects for positive social and/or environmental impact while lacking a
risk-return profile that meets the needs of conventional investors seeking
risk-adjusted, market-rate returns. For such opportunities, credit
enhancement can unlock private capital to help solve a wide range of
pressing challenges. In particular, guarantees offer a way to leverage rela-
tively small amounts of capital to address the real and perceived risks that
keep many investors from participating in impactful deals (GIIN 2017b).

3.3 Impact Investing: Actors

Weber (2016) and Geobey and Harji (2014) highlight that the current
players in the field of impact investing are foundations, high-net-worth
individuals, banks, institutional investors, and asset managers such as
pension funds, asset management firms, and other financial institutions.
Nevertheless, Weber (2016) clarifies that these different types of investors
have different motivations to engage in impact investment. In this sense,
bigger banks and financial institutions see impact investing as a business
opportunity, while foundations see impact investing as a way to employ
capital comparable to granting donations (Weber 2016). A classification
of the relevant players in impact investing is provided by Harji and
Jackson (2012) who proposed the following categories: (1) Asset owners
(high-net-worth  individuals/families; ~ corporations;  governments;
employees; retail investors; foundations); (2) Asset managers (investment
advisors; fund managers; family offices; foundations; banks; corporations;
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venture funds; impact investment funds/intermediaries; pension funds;
sovereign wealth funds; development finance institutions; government
investment programs); (3) Demand side-actors (corporations; small and
growing businesses; social enterprises; cooperatives; microfinance institu-
tions; community development finance institutions); and (4) Service
providers (government programs; capacity development providers; uni-
versities; non-governmental organizations; consulting firms; networks;
standard-setting bodies).

Impact investors can operate as individuals, as groups of investors, or
as institutional venture capital funds (Roundy et al. 2017). In this vein,
Jackson (2013b) clarifies that actors can be divided into four broad cate-
gories: asset owners who actually own capital, asset managers who deploy
capital, demand-side actors who receive and utilize the capital, and ser-
vice providers who help make this market work.

3.4 The Impact Investors’ Categories
and Preferences: A Preliminary Assessment

New investors in impact investment have emerged all over the globe over
the last decade, and the market has moved from a stage of “uncoordi-
nated innovation” to “market building” as early stage infrastructure has
emerged in order to catalyze increased activity (Ormiston et al. 2015).
Impact investors seek to allocate their capital where it can generate the
more integrated, blended value (Bugg-Levine and Emerson 2011, p. 10).
This particular category of investors is described as “blended investors”
seeking an investment that both makes a financial return and delivers a
certain degree of environmental or social return (Harold et al. 2007;
Antadze and Westley 2012). Freireich and Fulton (2009) provided—for
the first time—a preliminary categorization of impact investors distin-
guishing between “impact-first” and “financial-first.” In particular, based
on their primary objective, impact-first investors seek to optimize social
or environmental impact with a floor for financial returns, while financial-
first investors seek to optimize financial returns with a floor for social or
environmental impact. In this scheme, financial-first investors are typi-
cally commercial investors who seek out sub-sectors that offer market-rate
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returns while achieving some social or environmental good (Freireich and
Fulton 2009, p. 31).

The distinction between impact-first and financial-first is also used by
Bozesan (2013), Freireich and Fulton (2009), and Hebb (2013). The last
annual impact investor survey provided by the GIIN (2017a) highlighted
that:

* impact investing assets are allocated to a range of geographies, sectors,
and stage of business;

* the predominant instruments are private debt, real assets, and private
equity;

* during 2016 investments have either met or exceeded the expectations
for both impact and financial performance;

* the majority of impact investors principally target risk-adjusted mar-
ket rate returns.

Liern and Pérez-Gladish (2018) divide the decision-making process
into two stages. The first involves the applications of filters to four
main critical issues (target geography, impact theme, asset class, and
target return category). The second considers the classical financial
criteria (risk and return) and tries to maximize the social impact of
the portfolio.

From a behavioural point of view, Schrotgens and Boenigk (2017)
investigated—through a web survey involving 145 private investors—the
effects of three potential influences on impact investment: return, age,
and social impact. The authors conclude some interesting insights. First,
the study provides indication on a potential age range of social impact
investors and highlights that the perceived innovativeness of an impact
project increases the probability of investment. Finally, the study pro-
vides some interesting considerations with regard to the impact investors’
characteristics (such as optimism and self-confidence).

Roundy et al. (2017) provide an interesting survey based on 31 impact
investors and highlight that:
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* impact investors seek both financial ROI that social ROT;

* angel investors are similar to impact investors because they can also
make investments for reasons that are not only related to purely finan-
cial returns;

¢ the motivations of impact investors are more complex and often are
related to personal values and values that prioritize societal change and
the creation of social good;

* impact investors are motivated by a “slow money” or “patient capital”
approach that differs from traditional angel or venture capital
investment.

4 The Impact Investing Landscape: Survey
Results

4.1 Study Units and Response Rate

In their study, Harji and Jackson (2012) mainly differentiate between the
supply-side investors—asset owners and their managers—and the
demand-side investors—business owners and social entrepreneurs seek-
ing funds and service providers. Starting from our literature review, we
developed a questionnaire tailored to impact investors. Our study units
therefore were: family office and private investors, asset managers includ-
ing financial institutions and DFIs, investors™ associations, investment
consultants and advisors as they influence the decisions of impact inves-
tors in a comparable manner as asset managers, and academic researchers
active in the field of impact investing. The questionnaire was beta tested
by one member of a private equity association and one member of a
financial institution working in impact investing. The institutions of the
beta testers were not included in the survey. Despite a quite short response
time of three weeks, 20% of the 100 supply-side providers responded.
The non-response bias is mitigated by the fact that late responders show
a similar response behaviour as non-responders. The breakdown of
responders is summarized in Table 2.3.

The split of Table 2.3 shows that 75% of responses were from practi-
tioners on the supply side, whereas 25% of responses came from aca-
demic researchers that advise on impact investing.
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Table 2.3 Response rate by categories

Supply side

Banks 18.75%
Asset managers 6.25%
Investment consultants 6.25%
Investment advisors 6.25%
Investor associations 6.25%
Family offices 6.25%
Private investors 25%
Academia

Academic researchers 12.50%
Educators in impact investing 6.25%
Professors of finance 6.25%

Source: Our elaboration

4.2 Survey Evidence: Risk Aversion Versus Risk
Affinity

More than half of respondents disagree with the statement that stability
(low fluctuation) is worth foregoing profits. Of those who agreed that
profit can be waived for stability, 75% came from the academic sphere.
Moreover, participants were asked whether they disagree or agree with
the following statement:

Generally, I prefer investments with little or no fluctuation in value, and
I'm willing to accept the lower return associated with these investments.

Responses are summarized in Fig. 2.3.

To see whether investors and advisors put their money where their
mouth is, the survey wanted to know what the investors focus on. Putting
private capital or even fiduciary money into start-ups and ventures could
be seen as a risk-taking strategy with high investment risk and high return
potential. For this reason, we asked the following question:

When I invest my money, I am. (Fig. 2.4)

As summarized in Fig. 2.4, 81.25% of all respondents were equally
concerned about financial, environmental, and social returns.
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Fig. 2.3 Responses to question 1. Source: Author
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Fig. 2.4 Responses to question 2. Source: Author

When asked to “Enter the current allocation in whole numbers for the
savings used to answer question 10. Your percentages must total 100%.
If you don’t enter any data, the questionnaire will assume 100% of your
assets are in short-term reserves” it appeared that 36.9% of all assets are
in short-term reserves and that the supply side does not seem to be
entirely invested but is still looking for opportunities. An asset allocation
quota of 22.4% seems to suggest that investors accept asset fluctuation
and—as far as private debt and equity is concerned—also counterparty
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Private debt (31,2 of investors)

Private equity or venture capital
(25 % of investors)

Stocks (68,8% of investors)

Bonds (43,8% of investors)

Short term reserves (81,2%
of investors)

0 10 20 30 40 50

Fig. 2.5 Asset allocation. Source: Author

risk and start-up risk. Overall, 22% of assets are invested in high-risk
asset classes, which is aligned with the statement in question 1, where
more than 55% of investors were discarding the option of stable, low-
fluctuation assets. Figure 2.5 provides an overview of the responses.

The following questions were targeted at finding out about the main
themes in impact investing: the questions of how investors consider
impact in investing and how they make sure they include it in the equa-
tion. Most investors see the intention to create positive societal impact as
the main drive in impact investing. Most of those who value that inten-
tion also want the impact to be measured and achieved (more than 60%).
The second criterion in impact investing was found to have a long-term
investment horizon (42% of investors). Having a responsible investment
strategy was considered and valued by 40% of investors, which was fol-
lowed in popularity by the intention to make a financial return and being
an active manager. None of the investors regarded impact investing as a
separate asset class, while a small fraction from academia did (Fig. 2.6).

Also surprising was the fact that pressure from clients was not consid-
ered as the main driver of impact investing. The main reasons for impact
investing were noted to be as follows:
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seeking a social return,

reducing the risk of assets,

aligning internal policies with the long-term interests of beneficiaries,
ethical considerations,

pressure from clients, and

legal and regulatory constraints (Fig. 2.7).

N N

Responsible investment strategy...
Separate asset class
Long-term investment horizon
Expectation to generate a financial...

Active management of the investment

Measurement of societal impact
Intention to achieve positive societal...

Achieving societal impact
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Fig. 2.6 Fundamental characteristics of impact investing. Source: Author

Risk management
Alignment of investment...
Pressure from clients on whose...
Seeking a positive social or...
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Fig. 2.7 Main rationale in impact investing. Source: Author
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A small fraction of 8% considers all of these factors to be equally rele-
vant. The control question—what other reasons exist for impact invest-
ing?—showed that only a small fraction of 8% found other reasons
relevant. These other reasons can be explored better in follow-up research.

4.3 Impact Investing: Converging Definitions

The last sections of our survey intended to get at the various and slightly
different definitions of impact investing and to determine whether or not
impact investing is still in search of a commonly shared definition in the
world of practitioners and researchers. The definitions provided in
Table 2.4 were provided in response to the question: “Can you provide a
definition of impact investing?”

The most important elements as shown in Fig. 2.7 are that the envi-
ronmental or social impact has to provide positive effects and improve
the life of people in a quantifiable, measurable way, one that allows the
calculation of a return on impact, where impact can be measured,
reported, and compared to a benchmark. GIIN has stressed the impor-
tance of applying a theory of change, which investors regarded as a build-
ing block in impact investing, together with ethical leadership. Some
respondents also acknowledge that impact investing is extending the
investment universe by creating funding for new market players that
potentially would not have had access to funding otherwise. They appear
to state that this cannot be done in the mainstream model, and therefore
highlight the aspect that funds are provided to companies that would not
have gotten funding under the mainstream model. Thus, impact invest-
ing is addressing the investment gap by providing capital to such compa-
nies. We assumed that the investment gap is mainly addressed by
providing venture capital and private debt. However, this aspect has to be
further investigated in detail. Whereas private investors invest for them-
selves, the survey was inclined to also understand the attitude of institu-
tional investors who have additional aspects to consider. For this reason,
we decided to ask: “What is the main rationale for institutional investors
and asset managers to take impact investment opportunities into account
in their investment decisions?” Responses to this question are summa-

rized in Fig. 2.7.
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Table 2.4 Definitions of impact investing

#1 One investment that has a meaningful effect on people and the
environment, improving their current situation and preferably for those
with less opportunities.

#2 Investments intended to generate positive, measurable social and
environmental benefits as well as financial returns.

#3 Creation of measurable impact on society and ecology and the
environment/climate as an element of intended outcome.

#4 Recommendations on investments | can rely on regarding the return on
investment as well as the social component (what will be done with my
money).

#5 Impact investing is the deployment of capital to pursue both returns and
positive socioeconomic and/or environmental benefits, which are
measured and reported.

#6 Ethical investments for which the pathway to impact is clear and metrics
for impact objectives exist.

#7 Invest in companies that are concerned with social impact issues.

#8 The application of capital market solutions to create social good. Creating
market demand out of social need.

#9 Doing good while doing well.

#10 Projects that yield a social or environmental return which can be
quantified and where there is a benchmark and/or preset objective
regarding such returns.

#11 In impact investing the return on impact (thus impact—or creating good
for society—) is maximised rather than financial profits.

#12 Triple bottom line investing pursuing financial plus ecosocial return,
measuring impact, applying a theory of change, creating additionality.
Make investments happen that would not have got funds under a
mainstream approach and address the 2 trillion investment gap.

Source: Our elaboration

The last question was mainly a control question to see whether respon-
dents understand the differences between SRI, ESG, and impact
investing.

The respondents were asked to provide answers in their own words to
the question: “How does impact investing differ from PRI, SRI and
ESG?”

Most respondents found positive differentiators from the SRI, CSR,
and ESG approaches.

The following elements were mentioned:
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* impact investing is a positive approach o generating favourable outcomes
for targeted beneficiaries, whereas PRI, SRI, and ESG tend to be nega-
tive filters about what investments to avoid;

* impact must be measurable;

* creation of measurable impact on society and ecology and the
environment;

* positive quantifiable and measured social and environmental objectives,
and therefore a strategic component in the theory of change of the enter-
prise and investment,

e it covers all capital market innovation;

* environmental and social returns and risk are made explicit;

* enlarges the investment universe instead of reducing it helps to create new
assets and influence the market through theory of change mainly used for
start-ups, VC, and equity investments plus private debt addressing the
2 trillion USD investment gap (found by the World Bank);

* in comparison to SRI, ESG, and PRI, impact investing is actively creat-
ing a positive social and environmental impact,

* impact investing builds on the fundamentals of exclusionary, positive,
and ESG screens to deploy capital in profitable companies that inten-
tionally identify and seek positive social and/or environmental benefits
and that commit to actively measuring, reporting, and improving impact
performance over time.

Two of the respondents held the view that impact investing is a jour-
ney that builds on SRI and ESG as well as disclosure and reporting, all
attributes that are more connected to the SRI approach and that do not
necessarily reflect impact investing.

5 Future Research Directions

Impact investing offers a very broad range of future research directions
that could be potentially interesting for academics, policymakers, and
practitioners.

This work offers a preliminary assessment of investor attitudes in con-
sidering impact investing opportunities in their asset allocation strategies.
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Recent works (GIIN 2017a; Roundy et al. 2017; Schrotgens and Boenigk
2017; Liern and Pérez-Gladish 2018) highlight that this is a research area
that has not been completely explored. Future studies need to deeply
analyze investors’ attitudes in terms of financial returns required, risk per-
ceived, risk tolerance, and risk exposure.

Moreover, the most cited definition of impact investing, provided by
the Canadian Task Force on Social Finance (2010, p. 5) defines impact
investing as “the active investment of capital in businesses and funds that
generate positive social and/or environmental impacts, as well as financial
returns (from principal to above market rate) to the investor.” However,
during the last years, certain segments of the impact investing industry
have seen strong returns and a high positive impact as conflicting objec-
tives, while others argue that strong performance across both objectives
can be simultaneously achieved (Evans 2013). Evans (2013) raised
principal-agent problems resulting from asymmetric information in pur-
suing the agreed goals and the generation of both financial and social
returns in impact investing strategies. The themes of principal-agent
problems and asymmetric information are also dealt with by Rizzello and
Care (2017) with regard to the SIB model. Future theoretical investiga-
tion in this research area is needed and could be tested moving from
actual impact investing experiences.

Finally, many investment opportunities areas—such as VC, PE, and
Angel Impact Investing—are actually under-explored. Only a few works
(see among others, Lane 2014; EMPEA 2015; Silby and Nicholas 2015;
Martin 2016; Bhatt and Ahmad 2017) try to shed light on the opportu-
nities that these kinds of investments may offers to social enterprises.
Future work, especially qualitative and quantitative research, should
analyze both the supply side and the demand side of this growing impact
investing segment.

6 Conclusions

This work offered a pilot analysis of the impact investing landscape by
using both theoretical and practical perspectives. Our survey provides
interesting insights for future studies. Investors’ attitudes and behaviours
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represent one of the most important fields of research (see among others:
GIIN 2017a; Roundy et al. 2017; Schrétgens and Boenigk 2017; Liern
and Pérez-Gladish 2018). Moreover, to our knowledge this is the first
comprehensive literature review that has tried to assess both actors and
financial instruments and approaches that can be included in the impact
investing landscape. The review confirms that there are several instruments
and approaches that can be used to make a positive impact in society. A
close connection between social enterprises and impact investing has been
detected. With regard to investors’ behaviour, our review retrieved only
two works that try to explain what drives impact investors decisions. For
this reason, our survey offers several important insights for future studies.

Many differences between the academic and practitioners’ definitions
about impact investing have been found. In this sense, while in the aca-
demic sectors many academics considers impact investing as a form of
SRI, practitioners do not consider the concepts to be the same. Interviewees
focuses their attentions on the measurability of impact and are equally
concerned about social/positive impact and financial return. Although
the current study has extended our understanding about impact invest-
ments, it also suffers from a number of limitations. As with all reviews, it
was limited by the search terms used and the exclusion criteria. Several
working papers and conference proceedings have been excluded from our
review because they do not represent “scientific knowledge” assessed
through peer review. However, the papers discussed in this literature
review provide a snapshot of research on impact investing that is represen-
tative of the state of the art at the time. From a policy/practitioners” per-
spective, three main conclusions may be drawn from this work: (1) impact
investing has a great potential for the growth of social enterprises by offer-
ing a wide range of financial instruments that span from equity to debit;
(2) social impact bonds represent the most talked about instruments in
the impact investing industry by representing useful instruments to fund
many kinds of public programmes in time of budget constraints; and (3)
investors look with great interest at this market. Finally, the results of this
work have implications for the development of the impact investing mar-
ket both if we consider the market from the supply side and from the
demand side. Only with a better understanding of the entire impact
investing landscape and the related investment opportunities is it possible
to ensure an effective market development.
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Social Risk and Financial Returns:
Evidences from Social Impact Bonds

Elisabetta Scognamiglio, Alessandro Rizzello,
and Helen Chiappini

1 Introduction

Social Impact Bonds (SIBs) have recently piqued the interest of govern-
ments, investors and researchers. They have also been known as Payment
for Success bonds or Pay for Benefit bonds, even though such innovative
financing instruments are not real bonds in financial terms, but rather
contracts on future social results (Clifford and Jung 2016). Therefore,
SIBs involve contracts in which socially motivated investors—like high
net worth individuals and institutional investors—provide working capi-
tal to social sector service providers, allowing them to scale up high-
impact social programs. Investors receive financial returns in relation to
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the social impact achieved and they do not obtain payback if the social
goals have not been achieved. This mechanism transfers the risk of not
achieving social goals from public administration and taxpayers to inves-
tors. SIBs constitute forms of collaboration where commissioners, pro-
viders and investors share the risk and pool knowledge and experience in
the delivery of services (Maier and Meyer 2017). SIBs demand commis-
sioners, investors and providers to work collaboratively and flexibly,
rather than in the classic public procurement manner (Warner 2013).
The financial architecture of SIBs involves different stakeholders includ-
ing: (a) commissioner: one or more public sector bodies (central or local
administrations) seeking an outcomes-based solution to a social problem
and that commit to paying for pre-determined outcomes; (b) @ provider: a
charity or not-for-profit organization that implements the program and
delivers social outcomes for the target populations defined by the SIB; (c)
a specialized intermediary: organization that facilitates the creation of the
deal, brings the service providers, outcome payers and investors together
to make the deal possible and provides advice on how the SIB should be
structured; (d) socially motived investors: they provide the up-front capital
to scale social services; (e) an independent auditor or evaluator: who deter-
mines whether the social outcome has been achieved (Fraser et al. 2016).
Figure 3.1 illustrates the dynamics of the SIB model.

Investors
Capital
Capital +
Return
Payment for . Financial . .
Outcome Payer —iccess > Intermediary T resources > Service provider
1
1 Program:
1 Deliver services/good
1
Indipendent Social outcome
Evaluator t-—--===-- and = -—---=-=-=-= Target Population
public savings

Fig. 3.1 The SIB model. Source: Authors elaboration adapted from Chiappini
(2017)
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SIBs were pioneered in the United Kingdom (2010) and have grown
to become a global phenomenon. There are now 89 SIBs worldwide: 33
located in the United Kingdon, with the second biggest market in the
United States (16 SIBs) and 20 more across Continental Europe
(Gustafsson-Wright et al. 2015; Dear et al. 2016). Applications of SIBs
span several social areas ranging from employment to education and
social welfare (Arena et al. 2016).

The achievement of a pre-determined social outcome is key for the
success of a SIB, because it triggers payout to the impact investors
involved in such schemes. The risk of not achieving the desired outcome
is labeled social risk.

Thus, the study sought to explore the relationship between social risk
and financial return within the context of SIBs. In more detail, this chap-
ter: (1) provides a scoring model of SIBs social risk; (2) provides empiri-
cal insight by measuring the social risk in a sample of SIBs; and (3)
explores the relationship between social risk and financial return.

Social risk scoring was determined by adapting and improving the early
version contained in Scognamiglio (2017), while financial return was iden-
tified in terms of Internal Rate of Return (IRR). The sample is composed
of 34 SIBs launched worldwide by analyzing publicly available data and
previous works on SIBs. The chapter is organized as follows: Sect. 2 intro-
duces the concept of social risk and describes determinants of SIBs’ social
risk factors; Sect. 3 presents methodology and data, while Sect. 4 provides
empirical results. Sect. 5 analyzes the correlation between social risk and
financial return, while Sect. 6 discusses results and Sect. 7 concludes.

Findings provide useful insights enriching the literature on SIBs, which
is still in its infancy, and it contributes to the ongoing debate on the role of
SIBs in the design and delivery of social welfare interventions.

2 Social Impact Bonds and Social Risk:
From Theory to Practice

SIBs represent one of the most debated form of financial innovation
within the impact investing field (Fraser et al. 2016). Similar to impact
investors, SIB investors expect both social and financial returns.
(O’Donohoe et al. 2010). Financial returns are generally, but not exclu-
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sively, expressed in terms of IRR that may be fixed or variable in relation
to the social performance achieved with the SIB intervention. Social
returns are expressed in terms of pre-determined levels of expected social
impact. An independent evaluator measures the achievement of these
thresholds, which determine outcome payments to investors. Financial
returns are obtained by the SIB investors, only if social impact has been
achieved (Nicholls and Tomkinson 2015). Thus, the central element to
the concept of social risk is whether social outcomes are achieved.

This type of risk has been recently explored by academics and practi-
tioners in the impact investing field. More in detail, there is not a com-
mon understanding of the concept of social risk' in the impact investing
literature (Lehner 2016). Recent contributions suggested that social risk
is expressed in terms of not reaching the intended impact (Brandstetter
and Lehner 2014) or as the likelihood that a given allocation of capital
will generate the expected social outcomes irrespective of any financial
returns or losses (Nicholls and Tomkinson 2015).

In the specific context of SIBs, the term social risk is used to identify
the possibility that the expected social outcome is not achieved (Arena
et al. 2015; Disley and Rubin 2014; Gustafsson-Wright et al. 2015;
Disley et al. 2016) due to unpredictable events (Chiappini 2017) that
may occur during the implementation of SIBs. However, the financial
architecture of SIBs is peculiar and thus requires a more in-depth investi-
gation of financial and social risk. In this vein, the systematic study of
Scognamiglio (2017) explored and segmented the concept of social risk
in the specific field of SIBs. This study provided an identification of social
risk factors that could affect the success of a SIB. Scognamiglio (2017)
identified those social risk factors by performing literature review and
organizing them in a preliminary model, based on a methodology intro-
duced by Serrano-Cinca et al. (2013). For the purpose of this study, the
original scoring model was updated by the authors as explained in the
following sections.

!"The academia is not unanimous also under the use of definitions. For instance, sometimes the
term impact risk is used interchangeably to identity social risk like in Brandstetter and Lehner
(2014).
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3 Methodology and Data
3.1 Methodology

This chapter aims to analyze the correlation between financial return and
social risk of the SIBs included in our sample. In order to achieve this
research objective the methodology is organized in three steps:

1. definition of the social risk scoring model starting from the prelimi-
nary version contained in Scognamiglio (2017);

2. data collection and measurement of social risk scores across the
sample;

3. test of correlation between social risk and IRR of SIBs.

3.1.1 Modeling the SIB Social Risk Score

As introduced in Sect. 2, the early version of the model produced by
Scognamiglio (2017) has been implemented by the authors to re-organize
the sub factors identified in the previous work and by removing redun-
dancies. Then, each social risk sub-factor has been grouped under three
main categories: program process, players and social outcome evaluation.
Table 3.1 shows the new version of the scoring model.

As reported in Table 3.1 each category of risk is characterized by different
factors, further divided into sub-factors. Each sub-factor is weighted on the
basis of key questions and related options corresponding to different levels of
risk ranging from 1 (low) to 5 (high). Some of the sub-factors are intuitively
identifiable as more or less risky, while others require further considerations.

Within the program feature, the risk of the duration of program sub-
factor has been identified on a range from lower (more than five years) to
higher risk (less than three years). Long duration of a program is considered
less risky than short duration, because a social program in nature needs lon-
ger periods to obtain social results (Dear et al. 2016). Furthermore, the pres-
ence of a SIB pilot phase may influence the risk of not meeting desired social
outcomes because the SIB design take into account lessons learnt (Dear et al.
2016). For these reasons, the presence of a pilot phase was considered a factor
that reduces the level of social risk. Similarly, the availability of previous evi-
dence from the intervention design was considered a less risky sub-factor.
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Concerning the risk category of players, the presence of a specialized
intermediary and of an independent evaluator was scored as less risky
because they can respectively ensure a compliant design and the reliabil-
ity of measurement.

Regarding the risk category of outcome evaluation we attributed low risk
scoring to SIBs with small numbers of outcome measures because this
reduces the complexity of data and resources required for the measuring
activities. The evaluation methodology considered the adoption of a coun-
terfactual method less risky for success in social outcomes. Furthermore,
the use of a counterfactual group in the evaluation phase may be time
consuming, although this risk could be managed through appropriate eval-
uation methodology and a more rigorous SIB intervention design (Dear
etal. 2016). The absence of a benchmark program outcome could produce
an over- or under-valuation of the expected social return (Dear et al. 2016).

Finally, the aggregate measure of social risk for SIBs was obtained by
an average of these values.

3.2 Data

The sample originally included 64 SIBs sharing information publically
and established until August 30, 2017 when we collected data on social
risk categories and IRRs. Those SIBs have been identified through desk
research and literature review. However, 30 SIBs have been excluded
from this list because they do not disclose one of the following elements:
program, players, social outcome evaluation and financial return. Thus,
the final sample included 34 SIBs. Details are summarized in Table 3.2.

Data showed that 10 SIBs have been implemented to support youth
employment, 10 for homeless people, four to help family and children,
two to reduce the recidivism, two to support the health sector, two for
education, one for the environment and three to favor immigrant inclu-
sion. Even if the highest number of SIBs have been established in the
United Kingdom, the highest total amount was invested in the United
States (with $46,000,000 invested), despite the £19,992,000, invested in
the United Kingdom (Table 3.2).

Referring to the IRR, the minimum IRR is 0.01% while the maxi-
mum is 0.65% (Table 3.2).
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Table 3.2 The sample of SIBs in a nutshell
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No SIB country  Social issue Amount invested Expected IRR
1 UK Healthcare 2,020,000 (GBP)  0.30750962
2 UK Justice—recidivism 5,000,000 (GBP)  0.125
3 UK Youth unemployment 3,000,000 (GBP) 0.03228012
4 UK Youth unemployment 900,000 (GBP) 0.36650505
5 UK Youth unemployment 370,000 (GBP) 0.43492838
6 UK Youth unemployment 1,500,000 (GBP)  0.44224957
7 UK Youth unemployment 900,000 (GBP) 0.91697118
8 UK Youth unemployment ND 0.33005732
9 UK Youth unemployment 800,000 (GBP) 0.60376716
10 UK Youth unemployment 420,000 (GBP) 0.65387026
11 UK Youth unemployment ND 0.54297471
12 UK Homeless 884,000 (GBP) 0.39189693
13 UK Homeless ND 0.39189693
14 UK Homeless 550,000 (GBP) 0.17402075
15 UK Homeless 620,000 (GBP) 1.51645065
16 UK Homeless 498,000 (GBP) 0.22465984
17 UK Homeless 620,000 (GBP) 0.12382061
18 UK Homeless 310,000 (GBP) 0.283345
19 UK Welfare—family and 1,200,000 (GBP) 0.19300798
children
20 UK Welfare—family and 1,000,000 (GBP)  0.15829219
children
21 USA Justice—recidivism 9,600,000 (USD)  0.05193473
22 UK Youth unemployment 900,000 (GBP) 0.49380158
23 ASIA Education 270,000 (USD) 0.04551592
24 USA Homeless 6,900,000 (USD)  0.029914
25 USA Homeless 8,600,000 (USD)  0.05593824
26  Continental Education 10,000,000 (SEK) 0.03696223
Europe
27 Australia Homeless 9,000,000 (AUD) 0.08281706
28 South Korea Welfare—family and 10,000,000 0.08546933
children (WON)
29 USA Environment 25,000,000 (USD) 0.00417568
30 USA Welfare—family and ND 0.08697582
children
31 USA Justice—recidivism 4,600,000 (USD) 0.04377177
32  USA Immigrant wellness 12,400,000 (USD) 0.03216324
33  Finland Immigrant wellness ND 0.01370886
34  Australia Mental health 7,000,000 (AUD) 0.15211241
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4 Financial Returns and Social Risk of SIBs:
Evidences from the Field

This section presents findings of the empirical analysis conducted on a sam-
ple of SIBs currently under implementation. In particular, Sect. 4.1 analyzes
results obtained in terms of program process, while Sect. 4.2 analyzes scores
of players and Sect. 4.3 analyzes results of social outcome evaluation.

4.1 Program Process

Program process is analyzed according to four sub-factors of risk: duration
of program, presence of a pilot phase, empirical evidence and contract
clauses relative to ex-post policy variations. Thus, most SIBs have a dura-

tion from three to five years (82.4%) (Table 3.3). No SIB requires a pilot

Table 3.3 Program process

Risk Risk No
category factor  Sub-factor Key question Options Score SIB % SIB
Program Program Duration Howlongis  Morethan 1 6 17.6%
process features of the project? 5 years
program From3to 2 28 82.4%
5 years
Less than 3 0 0.0%
3 Years
Pilot Is there a pilot Yes 1 0 0.0%
phase phase present? No 2 34 100.0%
Empirical Isitan Evidence on 1 4 11.8%
evidence evidence- large scale
based Evidence on 2 26  76.5%
program? On  small scale
which scale?  No evidence 3 4 11.8%
Policy Does the Yes 1 18  52.9%
variation contract permit No 2 16 47.1%
the ongoing
variation
consequent to
a policy
change?

Source: Authors elaboration
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Fig. 3.2 Synthesis of score: Program process. Source: Authors elaboration

phase, while most SIBs show small-scale evidence (76.5%). Furthermore,
52.9% of SIBs consent the program variation after policy revisions.

The analysis shows that most SIBs (67.6%) are characterized by a
medium level of program process risk (1.5-2%), while 32.4% of SIBs
present higher scores than others, ranging from 2% to 2.5% (Fig. 3.2).

4.2 Players

Players are analyzed according to three risk factors: service provider,
intermediary and independent evaluator. Empirical analysis of SIBs
included in our sample shows that 94.1% of them have involved between
one and three service providers and 55.9% of SIBs have engaged a service
provider employing a range of one to 10 workers. Service providers are
involved in at least five similar projects (47.1%) or in more than 10 simi-
lar projects (47.1%). Furthermore, service providers have long experience
in SIBs, showing an expertise from five to 10 years (44.1%) or longer

than 10 years (55.9%) (Table 3.4).
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Fig. 3.3 Synthesis of score: Players. Source: Authors elaboration

Most architectures of a SIB include a financial intermediary (70.6%)
with an experience from five to 10 years (55.9%). Moreover, 70.6% of
SIBs show the presence of an independent evaluator of social impact
(Table 3.4).

Most SIBs (55.9%) show a medium level of the players risk factor,
while 38.2% of them show a risk ranging from 1% to 1.5% (Fig. 3.3).

4.3 Social Outcome Evaluation

Most SIBs use no counterfactual evaluation methodology, while 14.7%
use multiple methodologies (Table 3.5). Few SIBs have implemented
controls for both observed and unobserved variables (2.9%).

Among the SIBs, 73.5% measure a range from one to three outcomes,
while 17.6% measure more than five outcomes (Table 3.5).

Evaluation represents one of the riskier factors for SIBs. This is derived
from the non-counterfactual evaluation method applied and by the num-
ber of outcomes measured (Fig. 3.4).
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Table 3.5 Social Outcome Evaluation

No
Risk category Risk factor Sub-factor Key question Options Score SIB % SIB
Social Evaluation Method- Which Experimental 1 1 2.9%
outcome ology methodology  design that
evaluation is used? controls for
both observed
and
unobserved
variables
Live but 2 3 8.8%
non-
experimental
counterfactual
‘Constructed’ 3 2 5.9%
counterfactual
with no live
control
Multiple 4 5 14.7%
No 5 23 67.6%
counterfactual
Number of How many From 1to 3 1 25 73.5%
outcomes outcomes are From3to 5 2 3 8.8%
measured? More than 5 3 6 17.6%
Source: Authors elaboration
100%
90%
80%
70%
60% 55.88%
50%
40%
30%
20% 14.71%
8.82% 8.82%
10% | 2949 >-88% 5 949
cos [l pm
0% i - r r — r —t —
1 1,0-1,5 1,5-2,0 2,0-2,5 2,5-3,0 3,0-3,5 3,5-4,0 4,0-4,25

Fig. 3.4 Synthesis of score: Evaluation. Source: Authors elaboration
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5 Financial Returns and Social Risk:
A Correlation Analysis

This section assesses the correlation between financial return and social
risk factors. Program process and players are not significantly correlated
with financial return (Table 3.6). The correlation between program pro-
cess and IRR accounts for —0.00072, while correlation between players
and IRR accounts for —0.28035. Thus, it is close to zero.

The correlation between social outcome evaluation and IRR is posi-
tive, and it is close to zero (0.35691) like the other factors (Table 3.6).

Table 3.7 shows the correlation between IRR and any risk factor and
risk sub-factor. No correlation is relevant. Thus, the financial return of
SIBs is uncorrelated to social risk, both in an aggregate sense (social-risk
category) and disaggregate sense (social risk factors and sub-factors).

However, some results can be highlighted as showing signs of correla-
tion, for example, program duration is positively correlated with IRR. On
the other hand, the presence of an intermediary demonstrates a negative
relationship with IRR, while the presence of an independent evaluator
shows a positive sign of correlation.
The analysis suggests that the level of social risk does not affect financial
return of SIBs, thus other factors appear driving the level of expected
financial return of SIBs.

Table 3.6 Correlation between financial return and category of social risk

Program Social outcome
IRR process Players evaluation
IRR 1
Program process —0.00072 1
Players —0.28035 0.405362 1
Social outcome 0.35691 0.127428 —0.2521 1
evaluation

Source: Authors elaboration
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Worker/
Program  Number of  target
Duration of  Pilot Empirical  Policy futures service number
IRR program Phase evidence variation mean providers relation
IRR 1
Duration of program 0.335784 1
Pilot phase 1
Empirical evidence —0.02553 —0.15905 1
Policy variation —0.34868 —0.49099 0 1
Program futures mean —0.00072 0.25352 0.764835 0.262336 1
Number of service providers  -0.16191 0.115728 —0.25769 0.014731 -0.13692 1
Worker/target number relation —0.2285 —-0.39117 0.4181 0.424246  0.351128  0.139431 1
Number of similar projects 0.088936 0.453921 0.202152 -0.13868 0.405371 0.379975 0.039774
developed
Years of experience of service —0.09668 0.411306 0.244232 -0.00698 0.491846 0.029617 0.087097
provider
Service provider mean —-0.12716 0.215817 0.337021  0.121484  0.515692 0.430269 0.527486
Presence of an intermediary ~ —0.33399 —0.03984 0.133073  0.16736 0.189302 -0.16137 0.137458
Years of experience —0.40012 -0.12518 0 0.119506 -0.01433 0.139431 0.03856
Intermediary mean —0.48285 —-0.12263 0.058515  0.173943  0.071205 0.046124 0.092823
Independent evaluator 0.247875 0.298807 -0.26615 —0.47926 -0.31474 -0.16137 —-0.53019
Methodology 0.31567 0.077801 0.328248 -0.1939 0.224098 -0.1924 0.040365
Number of outcomes 0.22181 0.164122 —-0.07831 -0.385 —0.18657  —0.14245 —-0.5335
Evaluation 0.35691 0.128035 0.258023 -0.3103 0.127428 -0.22019 —0.16006

Source: Authors elaboration
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Number of  Years of

similar experience Service Presence

projects of service provider  of an Years of Intermediary Independent Number of

developed provider mean intermediary  experience mean evaluator Methodology outcomes Evaluation
1
0.708632 1

0.832249 0.760976 1
—0.09494 0.206474  0.064488 1
0.208813 0.291323  0.253497 0.137458 1
0.133596 0.335421 0.241224 0.555146 0.900167 1

0.012659 -0.18353  -0.33416 0.008333 —0.30764 —0.25467 1
0.041635 -0.17606  -0.06242 —-0.32204 —-0.18837 —-0.29978  0.14389 1
0.074498 -0.20026  -0.30964  —0.36781 —-0.27157 —0.38977  0.715996 0.161291 1

0.063637 -0.22708 -0.16788  -0.41592 -0.26394 —0.40453  0.387793 0.932451 0.506963 1
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6 Discussion

Our findings highlight a non-significant correlation between social risk
and the financial return of SIBs. Furthermore, the majority of SIBs exam-
ined in the study presented a medium score of social risk. This consider-
ation poses interesting points for discussion.

6.1 Commissioner-Led IRR

One of the main objectives when commissioning SIBs is the ability to
produce cost savings in public expenditures (Del Giudice 2015).
Moreover, it is a common understanding in literature that the maximum
payments are capped in relation to the curve of public expenditure sav-
ings calculated in the SIB design by the commissioner (Fraser et al. 2016).
In this sense, the maximum level of outcome payments reflects a limita-
tion by taking elements un-related to social risk into consideration. In
other words, outcome payments made over the public savings curve
could determine a non-positive cost benefit comparison for the commis-
sioner, and therefore, result in a financially unsustainable SIB deal.

Even if our study analyzed some social risk factors that can be consid-
ered also a proxy of financial risk factors (i.e., program duration), an in-
depth analysis should be conducted in this direction. Specifically, further
studies could explore the correlation between financial risk and IRR to
investigate if this relationship follows traditional financial trends.

6.2 The SIB Investors’ Rationality

The investors’ approach to impact investing has been extensively researched
in existing literature (Brandstetter and Lehner 2015; Daggers and Nicholls
2016; Chiappini 2017) and it has been observed that SIB investors are
mainly social purpose-first oriented (Rizzello and Care 2016). For impact
investors the whole point of investing is not to have a financial return at a
given point in the future, but for those funds to produce impact. In other
words, financial returns represent—one side of the unicum return for this
category of investors who are interested in both social and financial
returns. Consequently, impact investors assess a tridimensional framework
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of risk, return and social impact when making their decisions. SIB invest-
ments are assessed by their (impact) investors not against the two-dimen-
sional risk-return dichotomy but in a three-dimensional framework to
promote value creation. This consideration opens doors for further research
in order to explore the role of social risk in the SIB investment decisions.

6.3 Asymmetries of Information

There is an agreement among scholars about the complex nature of con-
tractual arrangements in a SIB (see, among others: Liebman 2011;
Warner 2013; Burand 2014; Maier and Meyer 2017). Even if they can
differ by national regulatory frameworks, the connection within SIB
actors presents multiple differences of governance that can be summa-
rized in managed (typically in United States), direct and intermediated
SIBs (typically in United Kingdom) (Gustafsson-Wright et al. 2015).

In a direct SIB, a delivery contract is signed between the outcomes
payer and service provider who is responsible for performance manage-
ment, while the intermediary is responsible for raising capital and deter-
mining the feasibility of the deal (Goodall 2014). In an intermediated
SIB, the delivery contract is signed between the outcomes payer and the
investor or an intermediary that contracts the service provider (Gustafsson-
Wright et al. 2015). A managed SIB is signed between the outcomes
payer and the intermediary who usually manages the entire process. In
such complex governance structure, asymmetries of information may
arise between the commissioner, service provider, intermediary and the
investors. The public commissioner may also encounter unintended risks
or perverse effects in the above-described governance structure.
Furthermore, unintended risks may also emerge from events that are out
of stakeholder control. Such events may have an impact on determining
the amount of social outcomes. These considerations may not enable
investors to make correct assessments and pricing of their investments.

The hypothesis of asymmetric information presented a possibility that
SIB players did not have a perception of the risks linked to SIBs, espe-
cially social risk. In this sense, future research should explore whether the
absence of a correlation could be due to other social risk factors or mis-
categorizing certain factors.



66 E. Scognamiglio et al.

7 Conclusions

This chapter has explored the link between financial return and social risk
in a sample of SIBs under implementation and has offered some prelimi-
nary insights. This relation was explained in light of investor rationalities,
commissioner motivation and asymmetries of information. The chapter
also suggested that there is an emergent need for new research in this area
to underpin the implications of our results. Future research needs to
adopt a three-dimensional assessment of financial returns, social risk and
financial risks, by building a holistic risk-return profile adapted for SIBs.
Furthermore, researchers should investigate whether these findings can
be confirmed by employing ex-post IRR, instead of expected IRR. Such
specialized studies will ultimately help inform policymakers and practi-
tioners, contribute to building a successful SIB market and enable com-
missioners to connect with social and potential investors.

Moreover, the relationship between social risk and financial return can
be investigated by distinguishing between promoters in central public
administrations and local administrations. Differences in terms of equity
and debt structures or social areas (i.e., employment, health, education,
housing, justice) could also be assessed. In order to undertake these anal-
yses the SIB market should grow in terms of magnitude and the number
of projects.
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The Use of Payment by Results
in Healthcare: A Review and Proposal

Alessandro Rizzello, Rossana Carida, Annarita Trotta,
Giuseppe Ferraro, and Rosella Care

1 Introduction

In recent decades, scholars and practitioners worldwide have begun to
analyze the use of the Payment by Results (PbR) approach because of its
potential to make the use of public funds more efficient (Webster 2016).
PbR contracts present a number of challenges, benefits and risks over the
current funding models and are discussed in the literature from several
perspectives. As stated in Sheil and Breidenbach-Roe (2014: 24), “the
principles of paying for impact and commissioning for outcomes are not
commonly disputed. However, the way programmes are being designed
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and implemented is leading to questions about the viability of PbR as a
method for improving public service delivery and for providing quality
outcomes for service users.”

These concerns are also linked to issues regarding the variety and com-
plexity of the existing PbR schemes. It therefore appears essential to
understand and regulate—in theory and in practice—several innovative
types of partnerships that engage investors, governments and service pro-
viders in a new way (Wong et al. 2016). These schemes emphasize Social
Impact Bonds (SIBs), which are a specific type of outcomes-based, or
PbR, contracting. SIBs involve a commissioner buying a service from a
service provider, where the payments are conditional on the achievement
of a set of pre-specified and measured targets for the outcomes the service
achieves (Jackson 2013; Sinclair et al. 2014; Martin 2015).

Applications of such instruments span several social welfare areas,
including the healthcare sector (Rizzello and Care 2016). The healthcare
sector seems to represent a particularly promising field for the application
of SIBs, in terms of both innovative practice and improvements in out-
comes, within the growing financial constraints imposed by austerity
measures (Karanikolos et al. 2013). In recent years, SIBs in the healthcare
sector have been issued in the United Kingdom, the United States and
Israel in several areas of intervention (Tan et al. 2015). However, in many
countries, such as Italy, the effective diffusion of such instruments is
hampered by market and legal issues (Di Raimo and Mignone 2017;
Bengo and Calderini 2016; Blasini 2015).

Based on these considerations, our work aims to provide an overview
of the relevant literature regarding PbR models, with SIBs as the main
subject, and to perform an explorative multiple case study (MCS) analy-
sis of such schemes in the healthcare sector. To achieve this, our research
comprises three phases: (1) a literature overview that conceptualizes the
definition of PbR and identifies several different facets related to this
issue, with a focus on SIBs; (2) a qualitative analysis of the existing SIBs
schemes in healthcare; and (3) a focus on suggestions and implications
for scholars, practitioners and policy makers and a discussion—from a
law and economic perspective—about the opportunities and obstacles
related to the development of PbR instruments in the Italian healthcare
sector.
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The study is based on a qualitative method (a case study of innovative
SIBs in healthcare). The results encourage a refinement of the research in
this domain and form a road map for future investigations. The remain-
der of the work is organized as follows. Section 2 provides a literature
overview, outlines the importance of the topic and identifies the key char-
acteristics of PbR schemes, with a focus on SIBs. Section 3 depicts the
research design and methods. Section 4 is devoted to analyzing the SIB
market, with a focus on the healthcare sector. Section 5 performs the case
study analysis, and Sect. 6 presents lessons learned. Section 7 provides
reflections and suggestions for future research. Section 8 provides insights
about the Italian legislative framework for the development of PbR con-
tracts. Finally, Sect. 9 gives concluding remarks.

2 A Literature Overview

Several academic studies have reported on the systems of payment for
productive work (Udal 1924; Leibenstein 1966; Thierry 1987; Heywood
etal. 1997) and performance management in both the private and public
sectors. This is a very large area of research that analyzes many different
topics from several different perspectives. In principle, PbR approaches
are recognized as an “abstract ideal” (Baumol 1975). However, from a
practical side, at the heart of the debate, there are numerous questions
and issues to consider (which involve, among other thing, key outcome
variables in defining and measuring the cost and quality of services).

Especially in recent years, a number of scholars have been working on
PbR models to examine concrete proposals and experiences for perfor-
mance management, generally focusing on key public sectors, such as
education (Tomlinson 2000) and healthcare (Klein 2006; Farrar et al.
2009; Abbott et al. 2011; Appleby et al. 2012). As stated by Lancefield
and Gagliardi (2016: 1), “Paying for results is in vogue. The concept is
fairly straightforward: The parties define the result up front, agree on a
baseline, work out how confident the organization is in delivering the
result, and then specify the expectation and payment in the contract. The
idea isn’t new —...— but its application is becoming more widespread in
the private and public sectors.”
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After examining a large amount of academic and grey literature to
outline the conceptual basis for PbR, Clist and Verschoor (2014: 4) admit
that “defining PbR, and related or constituent concepts, is widely noted
to be difficult. Different organisations use many different terms, with
boundaries between these terms suggesting a variety of different group-
ings.” Researchers, practitioners and policy makers use a range of parallel
terms, including pay for performance, performance contracting, out-
come commissioning, pay for success, and outcome-based payment
schemes (Webster 2016). Farr (2016: 2) notes that outcome-based con-
tracting, defined as a model where service providers have some payment
dependent upon the achievement of specific outcomes, includes PbR,
performance-based contracts, payment for performance and SIBs.

There is no agreement regarding the use of terminology, and several
terms are used interchangeably (Perrin 2013; Olsen 2011; Burand 2014;
Tan et al. 2015). However, the different definitions of PbR contain com-
mon elements. According to Mason et al. (2015: 1), PbR “is a model for
delivering public services where government or the commissioner pays
providers for the outcomes they achieve rather than the activities they
deliver.” Similarly, PbR is defined by Webster (2016: 12) as “a commis-
sioning approach to the delivery of public services where contract pay-
ments are wholly or partly dependent on the achievement of specified
outcome.” Although there are different schemes with different details,
three of the most important key characteristics are well understood in the
academic and grey literature: (1) contingent payments depend on inde-
pendent verification of results (Perrin 2013); (2) the legal aspects of PbR
contracts should consider both rewards and penalties that are useful for
achieving the outcomes (Webster 2016); (3) there is a risk transfer, as
payment depends on an outcome (Webster 2016). Beyond the different
and overlapping denominations, these models are taking on increasing
international significance as models of commissioning in public services
reform (Farr 2016). Obviously, evaluating the opportunity to use these
models depends on a number of elements (see, among others, Clist and
Dercon 2014). As affirmed by Clist and Dercon (2014: 1), “the principle
factor that should determine whether PbR is used, and the strength of
incentives, is the quality of the performance measure.”
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Equally important for the practical success of these models are the full
understanding of the organizational and legal aspects (including clauses
aimed at encouraging the realization of the outcome) as well as the assess-
ment of outcomes and the various related risks. Recent developments in
this field have increased in popularity since the 2008 financial crisis,
mainly because of their promise to solve specific and pressing social issues
in light of financial austerity, although a number of researchers emphasize
that there is much less PbR in practice than is claimed (Crowe et al.
2014; Perrin 2013). In this regard, it should be noted that most scientific
attention has been devoted to linkages between PbR, social investment
and impact investment. Daggers and Nicholls (2016: 69) explain the dif-

ference between these concepts:

Impact Investing concerns the allocation of repayable capital to organiza-
tions that have the intention to create specified social or environmental
impact. The focus is, therefore, mainly on the investor. Social Investments
concerns providing access to repayable capital for social sector organiza-
tions (SSOs), where the providers of capital are motivated to create value
or environmental impact. There is, therefore, a focus on the investee than
in Impact Investing.

It is interesting to note, as affirmed in Mulgan et al. (2011: 13), that
“(t)he idea of SIBs has evolved in parallel with the growth of interest in
‘impact investing’. Over the last two decades a great deal of work has
been done on developing new vehicles and new metrics to apply invest-
ment models to social needs. (...) The idea of SIBs has also evolved in
parallel with the much longer experience of commissioning for outcomes.
Many governments have wanted to be able to contract directly with pri-
vate or third sector providers which could take the risk of achieving out-
comes such as lower unemployment or reoffending.” Similarly, Griffiths
and Meinicke (2014: 6) affirm that “one of the best known forms of
social investment of interest to public sector agencies and their partners
is SIBs.”

In the social impact investing spheres, SIB is increasingly acknowl-
edged in both academia and public debate, and it is becoming a key point
of the political agendas in many countries. Although SIBs present many
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common characteristics with PbRs, they each have specific features: “they
involve bringing in outside (social) investors to finance the provision of
the service, rather than having that burden and financial risk placed on
the service provider or commissioner” (Griffiths and Meinicke 2014: 6).
Therefore, in the SIB model (in contrast to a traditional PbR contract),
the financial risks are not placed on the service provider or commissioner;
instead, social investors finance the provision of the service (Fox and
Albertson 2011; Salamon 2014).

Rizzello et al. (2016) indicated that SIBs play a key role in the social
impact investing (SII) sector because they connect the three main
“domains” of the SII landscape of research (sustainable finance, impact
entrepreneurship and public policy in the social sector).

According to Edmiston and Nicholls (2017: 1), SIBs are “a form of
payment by results but extend this by harnessing social investment from
capital markets’ to cover the up-front costs of service intervention”
(McHugh et al. 2013; Sinclair et al. 2014; Nicholls and Tomkinson
2015). The role of private capital in outcome-based commissioning and
its relation to more established forms of quasi-marketization has just
recently been receiving attention in the literature (see Edmiston and
Nicholls 2017). Indeed, SIB-related work is often limited to debating the
theoretical aspects or to illustrating the development of the market size
(see, among others, Arena et al. 2016; Brandstetter and Lehner 2015; Dear
et al. 2016). Regarding the theory, the appeal of SIBs resides in the fact
that “private investors can inject capital into traditionally public activities
or initiatives, producing more cost-effective practices in both sectors”
(Rizzello and Caré 2016).

Moreover, SIBs are considered one of the most interesting financing
schemes, and they are garnering increasing attention in the new public
management approach (Warner 2013) because they monetize the bene-
fits of social interventions and transfer risks from the public sector to
private-sector investors (Warner 2012). Nevertheless, a number of recent
studies note problematic aspects (Roy et al. 2017; Edmiston and Nicholls
2017; Cooper et al. 2016) with regard to their possible contribution to
the public sector (Warner 2012).

The various concerns about SIBs can be grouped into three main over-
arching themes: measurement, financialization and governance (Clifford
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and Jung 2016: 165). These concerns also depend on the variety and
complexity of the SIB schemes. Extant literature shows that SIBs can
assume various contractual (and organizational) forms:

despite some attempts at standardization, there is no “one size fits all” for-
mula for SIBs. While with the growing number of SIBs, certain common-
alities have started to emerge (Rotheroe 2014; Tomkinson 2015), overall
frameworks on SIBs are highly abstract and do not reach into underlying
structures and applications required of a more detailed typology (i.c.,
Palandijan and Hughes 2014). To this end, appears useful to look toward
the wider academic and gray literature on social entrepreneurship and social
investment, of which SIBs form a part (Clifford and Jung 2016: 165-166)

The typical SIB structure always appears complex because it involves
several counterparties (e.g., governments or commissioners, intermediar-
ies, social service providers, investors), often with diverging goals (Maier
and Meyer 2017) and different tolerance and preference for risks. These
characteristics make SIBs hybrid financial tools, similar to some features
of derivatives, bonds and/or equity (Del Giudice 2015; Maier and Meyer
2017). In addition, SIB projects have some similar attributes to Private
Finance Initiative or Public Private Partnerships projects (Loxley 2013;
Whitfield 2015). As stated by Schinckus (2017: 1): “although the poten-
tial of SIBs is theoretically huge, this way of financing is still contested
and it does not raise real interest by private investors. This contradictory
situation is mainly due to the lack of unified framework for the evaluation
of these assets—for drawing the attention of private investors, it is impor-
tant to explain them opportunities offered by social impact bonds in a
language they are familiar with. In other words, the little interest showed
by classical investors for SIBs may partly be explained by the absence of a
financial formulation of aspects related to social impact bonds.”

The financial and social facets of SIBs are two main relevant dimen-
sions (Clifford and Jung 2016) that need further investigation, particu-
larly with regard to the evaluation of risks and the assessment of outcomes.
Regarding the assessment of outcomes, many questions lack adequate
discussion, such as questions regarding standard impact metrics or a lack
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of investment track records (Evans 2013; Warner 2013). Jackson (2013)
notes that as more SIBs are executed, independent evaluations of their
outcomes and impacts are required. In the development of a method-
ologically robust evaluation model, academics and professionals identify
the key driver of the development of the SIB market and indicate that
further studies are needed to analyze crucial matters and technical aspects
(Brandstetter and Lehner 2014; Social Impact Investment Task Force
2014; Trotta et al. 2015; Rizzello et al. 2016).

Identifying the various types of risk (related guarantee forms) and
determining their interrelationship are among the main tasks of future
research (Liebman 2011; Pasi 2015; Burand 2014; Maier and Meyer
2017). In summary, several SIB issues require further investigation, and
many streams of research are underexplored. The evidence regarding how
and whether SIBs work is also limited (Edmiston and Nicholls 2017;
Ronicle et al. 2016). Therefore, an in-depth qualitative analysis of extant
SIB projects in practice must be undertaken to enhance our understand-
ing of the relationship between various counterparts—such as third-
sector organizations (Tan et al. 2015) and the voluntary sector (Sheil and
Breidenbach-Roe 2014)—as well as to perform a concrete outcome and
risk assessment.

2.1 Understanding Risks in SIB Programmes:
A Theoretical Perspective

The SIB scheme is based on the relationship between the involved parties
in the commissioning and provisioning of social services (Nicholls and
Tomkinson 2013; Palandijan and Hughes 2014; Arena et al. 2016) and
on common interests between a wide range of stakeholders, such as gov-
ernments, private organizations, investors, and financial intermediaries
(Kim and Kang 2012; Nicholls and Tomkinson 2013; Arena et al. 2016;
Caré 2017). An SIB involves a set of contracts (Nicholls and Tomkinson
2015; Arena et al. 2016) between a set of actors. According to Godeke
and Resner (2012: 5), “a SIB is a multi-stakeholder partnership based on
contracts that define the targeted outcomes, risk sharing and payment
mechanisms among the partners. The government’s obligation to pay SIB
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investors is a contractual obligation; it is distinct from a general obliga-
tion, moral obligation or revenue bond,” and the contractual level repre-
sents one of the main sources of risk to be considered for the development
of the market. From a contractual point of view, much of the risks in an
SIB project arise from the complexity of the arrangement itself. Care
(2017) classifies the risks into three main levels: (1) the macro level,
which comprises external risks; (2) the meso level, which includes risks
occurring within the boundaries of the project; (3) and the micro level,
which represents risks arising from the relationship between the private
and public sectors. The macro level includes regulatory or policy risks
that may occur when new policies and new legislation are implemented
through changes in the operating setting of the SIB, such as in the case of
Peterborough, where the policy reform called “Transforming
Rehabilitation” caused the cancellation of the third cohort of the SIB. At
the meso level, programmatic, operational and evaluation risks may
occur. In particular, programmatic risks may occur when the programme
does not work, as in the case of the Rikers Island SIB, where the estab-
lished parameters make it very difficult to achieve substantial financial
savings. Operational risks may occur when the programme is not exe-
cuted as scheduled in the design phase, and evaluation risks may arise
when errors occur in measuring results. Finally, partnership risks (micro
level) refer to the possibility that partners do not fulfil their obligations
(Care 2017). Instead, from a portfolio perspective, Saltuk (2012: 27)
emphasizes that “the types of risk that arise for impact investments are
often the same risks that would arise for a traditional investment in the
same sector, region or instrument.” Similarly, Emerson (2012: 3) clarifies
that impact investors are concerned with risks typical of traditional
investments but are additionally concerned with how various aspects of
risk play out within the context of impact investing. In particular, these
might include the following:

* liquidity risk, which refers to the ease with which an investor may
enter or leave a given investment;

e impact risk, which is related to the possibility that what may first be
viewed as a good thing may actually end up being not so good;
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* manager risk, which refers to shorter track records, with smaller asset
bases and portfolio breadth, along with less robust compensation
models, which may lead to staff turnover;

* fund development risk, which is related to the manager’s ability to
close a fund at scale and not get caught in stalled funds or invest in
funds that are unable to deploy or are too slow in deploying the capital
in suitable impact investments;

* measurement and reporting risk, which refers to the possibility that
investors may be exposed to an inaccurate assessment of social and
environmental impact;

* social enterprise risk, which is related to the type of underlying busi-
ness venture that is linked to the investment vehicle and the level of
risk it carries;

* subordinate capital risk, which refers to the possibility to rely on grants
or subordinate investments from concessionary funders; and

* exit risk, which refers to the greater challenges in realizing investment
returns in the future, be it through liquidity events directed to strategic
buyers or through IPOs in public stock markets.

Ng et al. (2015) provide an overview of the initiatives that have been
developed to address risks and to facilitate the development of the SIB
ecosystem.

Reputational risk is conceived as a typology of risk that might affect
the commissioner, service provider, intermediaries and social enterprises
involved in the project. From the commissioner side, especially when the
SIB is commissioned by a public body, reputational risk is tied to both
providing services and testing a new approach (Giantris and Pinakiewicz
2013), and there are also risks associated with introducing new policies
and practices. The ability to balance these risks is a key element of access-
ing private capital at no cost to the government until outcomes are
achieved (Giantris and Pinakiewicz 2013). Moreover, from a legal point
of view, governments (at federal, state or local levels) may not have the
legal authority to participate in the SIB scheme as an issuer of SIB or as
obligor to pay investors (Ng et al. 2015). In this sense, Ng et al. (2015:
148) clarifies that “to address both legal and reputational risks, special
legislative authority, regulatory exemptions, or executive actions can be
crafted for government to participate in SIB (e.g., the Massachusetts
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legislature created a US$ 50 million Social Innovation Financing Trust
Fund in July 2012 for the state to fulfil its potential obligations in SIB
transactions).” In addition, from a service provider point of view, there is
the real risk of an unprepared provider compromising the organization’s
reputation and the programme’s reputation (Giantris and Pinakiewicz
2013). Another risk factor that may affect a SIB scheme is related to the
programme’s ability to generate a positive impact and to be correctly
implemented. Several authors (Emerson 2012; SIIT 2014; Ng et al.
2015) identify implementation and impact risks as some of the most
important risks involved in implementing an SIB. It is important to
understand how impact risks, which can take various forms, may influ-
ence returns (Barby and Gan 2014). A typical example is that it is possi-
ble for the programme to create positive change for its target beneficiary
but a negative change for other stakeholders (Barby and Gan 2014).

3 Research Design

This work employs an exploratory and qualitative approach based on
MCS. The use of a qualitative approach is not uncommon in academic
work to reveal the defining features of a phenomenon (Lucas 1974;
Eisenhardt 1989; Patton and Appelbaum 2003; Baxter and Jack 2008;
Yin 2013), and it seems particularly useful to explore the challenges and
opportunities of health impact bonds. The MCS methodology is particu-
larly appropriate to describe complex phenomena within their contexts
(Baxter and Jack 2008: 544). An MCS approach offers the ability to (1)
navigate a technically distinctive situation that involves many more vari-
ables of interest than data points and (2) benefit from the prior develop-
ment of theoretical propositions to guide data collection and analysis
(Yin 2013). In particular, the case study methodology is considered most
appropriate in the critical and early phases of a new theory, when key
variables and their relationships are being explored (Eisenhardt 1989; Yin
2013). However, a lack of rigor in case studies often occurs in the early
stages of the theory development process and therefore may have negative
effects in the next stages, when relationships between variables are elabo-
rated and tested (Eisenhardt and Graebner 2007). For this reason, and to
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ensure the reliability of our study, we designed a research protocol (Yin
2013) that defines the main sources of reliable data, the data analysis
techniques, the reporting procedure and the reporting outline.

3.1  Sampling Procedure and Data Collection

In selecting our cases, we considered the following criteria: (1) scientific
interest—each case highlights a specific characteristic of the phenomena;
(2) transparency—only cases where there is an adequate availability of
information are selected; (3) reliability and trustworthiness—only cases
where there is certainty of data and information are chosen.

Our sample includes eight existing SIBs in the healthcare sector. We
selected the following cases: (1) The Nurse-Family Partnership SIB (US);
(2) Social Impact Bond for Prevention of Type II Diabetes (Israel); (3)
The Reconnections SIB (UK); (4) The Resolve Social Benefit Bond (Aus);
(5) The Heart and Stroke Social Impact Bond (Can); (6) New Zealand
Social Bond pilot (New Zealand); (7) Mental Health and Employment
SIB (UK); and (8) Ways to Wellness (UK). We excluded the SIBs
launched in Japan in April 2017 from our sample because of a lack of
data. Table 4.1 provides an overview of the selected case studies.

Table 4.1 Health impact bonds in implementation stage

SIB name Country Healthcare issues

#1 New Zealand Social Bond New Zealand Mental health and
Pilot employment

#2 The Heart and Stroke Social Canada Hypertension
Impact Bond

#3 Social Impact Bond for Israel Diabetes
Prevention of Type Il prevention
Diabetes

#4 The "Nurse-Family South Carolina (USA) Early childhood
Partnership” SIB development

#5 Mental Health and Haringey, Staffordshire Mental health and
Employment Partnership & Tower Hamlets (UK)  employment

#6 The “Reconnections” SIB Worcestershire (UK) Social isolation

#7 Ways To Wellness Newcastle Social prescribing

#8 The Resolve Social Benefit Australia Mental health
Bond

Source: Authors’ elaboration
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To confirm the validity of the process, we used multiple sources of infor-
mation (Yin 2013). We drew data from multiple sources (i.e., websites,
reports and secondary sources), with the main aim to increase the con-
struct validity by encouraging convergent lines of inquiry (Yin 1994: 144).

4 The Global Social Impact Bond Market:
Scenario and a Focus on Healthcare
Sector

SIBs are a small part of the wider market for PbR contracts. While large
private companies deliver most PbR contracts, with SIBs, impact inves-
tors pay the upfront cost of delivering a social intervention and ultimately
receive a return based on the success of that intervention. The idea is that
the public sector pays for the service only if the agreed-upon social out-
comes are achieved. Moreover, SIBs enable social organizations to man-
age the financial risks associated with those PbR contracts from which
they would otherwise be excluded. SIBs are a growing global phenome-
non, having initially been pioneered in the United Kingdom, where the
first SIB was launched in 2010. As of 30 September 2017, there are 89
SIBs worldwide. The largest market is the United Kingdom, with 33
SIBs, and the second largest is the United States, with 16; 20 more have
been implemented across Europe. Figure 4.1 shows the geographical dis-
tribution of SIBs.

Based on the global impact bond online database provided by Social
Finance, the total global investment raised is approximately $322 mil-
lion. SIBs worldwide are currently funding activities in five main catego-
ries, and a new issue, the environmental SIB, has launched in the United
States. The data per social issue are represented in Fig. 4.2.

The flexibility of SIBs and their potential as a tool for financing new
and promising approaches to the challenges faced by public services are
demonstrated by the variety of services funded globally through SIB con-
tracts. Such interventions focus on interventions targeted to address dif-
ferent social needs, such as education for young people, employment or
training, adoption, children in care and at the edge of care, homelessness,
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Fig. 4.1 Geographical distribution of SIBs. Source: Authors’ elaboration based on
Social Impact Bond online database retrieved September 30, 2017, from: www.
socialfinance.org.uk/database/
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Fig. 4.2 SIBs social issues. Source: Authors’ elaboration based on Social Impact
Bond online database retrieved September 30, 2017, from: www.socialfinance.
org.uk/database/

re-offending and patients suffering with long-term conditions. As
reported by Gustafsson-Wright et al. (2015) and by Dear et al. (2016),
the SIB market is now developing quickly, and there are considerable
opportunities to explore SIB financing of interventions in the healthcare
sector in this rapidly growing field (Tan et al. 2015; Rowe and Stephenson


http://www.socialfinance.org.uk/database/
http://www.socialfinance.org.uk/database/
http://www.socialfinance.org.uk/database/
http://www.socialfinance.org.uk/database/

The Use of Payment by Results in Healthcare: A Review... 83

2016). As reported in Fig. 4.2, the healthcare sector represents 13% of
the SIBs launched to date, and as of 30 September 2017, we are aware of
36 health impact bonds worldwide, either activated or in the design/
negotiation phase (see Table 4.2).

Table 4.2 Health impact bonds under implementation/design/negotiation stage

State Status Intervention area
1 USA—South Started Pregnancy/early
Carolina childhood
2 USA—cCalifornia Pilot phase concluded Asthma management
(under evaluation)

3 Israel Started Diabetes prevention

4 UK (New Castle) Started Long-term conditions

5 UK (Worcestershire) Started Loneliness in older
people

6 UK (Manchester) Started Home care

7 Canada Started Preventing
hypertension

8 Australia Started Mental health

9 New Zealand Started Mental health and
employment

10 Japan Started Dementia prevention

11 Japan Started Diabetes prevention

12 Japan Started Cancer screening

13 USA (Connecticut)  Under design/negotiation Substance abuse

14 USA (Michigan) Under design/negotiation Pregnancy

15 USA (New Mexico) Under design/negotiation Mental illness

16 USA (New York Under design/negotiation Maternal and child

State) health

17 USA (Oregon) Under design/negotiation Long-term conditions

18 USA (Virginia) Under design/negotiation Pregnancy

19 UK (Sandwell) Under design/negotiation End-of-life patient care

20 UK (Cornwell) Under design/negotiation Long-term conditions

21 UK (Leeds) Under design/negotiation Home care

22 South Africa Under design/negotiation HIV prevention

23 Japan Started (pilot phase) Dementia prevention

24 Netherlands Under design/negotiation Home care

25 Brazil Under design/negotiation Long-term conditions

26 Cameroon Under design/negotiation Maternal and Infant
health

27 Cameroon Under design/negotiation Eye health

(continued)
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Table 4.2 (continued)

State Status Intervention area

28 Australia Under design/negotiation Aged care

29 Canada Under design/negotiation Long-term conditions

30 Canada Under design/negotiation Long-term mental
health

31 Canada Under design/negotiation Cancer coaching

32 France Under design/negotiation Mental health and
employment

33 Uganda Under design/negotiation Preventing sleeping
sickness

34 Mexico Under design/negotiation Diabetes prevention

35 India Under design/negotiation Maternal and infant
health

36 Mozambique Under design/negotiation Malaria reduction

Sources: Authors’ elaboration based on Tan et al. (2015), National Governors
Association (2015), New Zealand Ministry of Health (2015), Nippon Foundation
(2015), Harchaoui et al. (2016), Dear et al. (2016)

5 Description of Case Studies

In this section, eight SIBs under implementation worldwide in the
healthcare sector are described and analyzed based on the available public
data.

5.1  The Nurse-Family Partnership SIB (USA)

The Nurse Family Partnership SIB is an evidence-based community
health programme that connects low-income, first-time parents with
maternal and child health nurses who provide support for a healthy preg-
nancy, knowledgeable and responsible parenting and a strong start in
infancy for children born in the State of South Carolina (US) (Milner
and Eldridge 2016). In February 2016, the South Carolina Department
of Health and Human Services led a state-wide expansion to include an
additional 3200 first-time low-income mothers over the following four
years, beyond the 1200 who had already participated in the programme
(Social Finance US 2016). The BlueCross BlueShield of South Carolina
Foundation, The Boeing Foundation, The Duke Endowment, Greenville
County SC First Steps, Laura and John Arnold Foundation, Medicaid
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and a consortium of private funders funded the expansion of the pro-
gramme through a pay-for-success contract. The SIB aims to improve the
wider health and wellbeing of communities. It includes a randomized
controlled trial to measure (1) the reduction in preterm births; (2) the
reduction in child hospitalization and emergency department usage due
to injury; (3) the increase in healthy spacing between births; and (4) the
increase in first-time moms served in ZIP codes with high concentrations
of poverty (Nurse-Family Partnership 2016). Technical details of the SIB
are summarized in Table 4.3.

Social Finance US provided the programme design and support in
raising capital, and it negotiated the performance management services

Table 4.3 SIB Nurse-Family Partnership (South Carolina—US)

SIB name: South Carolina Nurse-Family Partnership

State South Carolina (US) Date of February
launch 2016

Duration 4 years Service Nurse Family
provider  Partnership

Investment 17,500,000 USD (BlueCross BlueShield of South

Carolina Foundation, 3.5 M; The Duke Endowment,
8 M; The Boeing Company, 0.8 M; Greenville County,
SC First Steps, 0.7 M; Laura and John Arnold
Foundation, 0.491 M; consortium of local investors,
4 M)
Additional funding provided by Medicaid of 13 M

USD via a 1915 (b) Medicaid Waiver, awarded to the
South Carolina Department of Health and Human
Services by the federal Centers for Medicare and
Medicaid Services

Target population 3200 first-time, low-income mothers over four years

Outcome metrics (1) reduction in preterm births; (2) reduction in child
hospitalization and emergency department usage
due to injury; (3) increase in healthy spacing between
births; (4) increase in first-time moms served in ZIP
codes with high concentration of poverty

Evaluation method Randomized Controlled Trial
Outcome payments/ South Carolina will make up to $7.5 M in success
returns (maximum payments

amount eligible)

Public savings expected Reduction of 25% in the healthcare cost of services for
(in healthcare sector) mothers and children

Sources: Authors elaboration based on Nurse Family Partnership (2016) and
Social Finance US (2016)
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provided, in part, by the Harvard Kennedy School Government
Performance Lab (Social Finance US 2016). The SIB investors agreed to
reinvest 100% of the SIB’s success payments in the Nurse-Family
Partnership programme beyond the duration of the SIB. For this reason,
they are defined as philanthropic funders and not simply as investors
(Nurse-Family Partnership 2016).

5.2 Social Impact Bond for Prevention of Type II
Diabetes (Israel)

The Israeli health system decided to extend, through the SIB model, dia-
betes prevention measures to 2250 Israelis at risk of type 2 diabetes (Social
Finance Israel 2016). The health impact bond intends to test a preventa-
tive (and scalable) diabetes model targeting lifestyle changes for the Israeli
health system. The interventions will last for two years, and programme
participants will receive support for an additional three years (Social
Finance Israel 2016). The technical details are illustrated in Table 4.4.

Table 4.4 Prevention of type Il diabetes SIB (Israel)

SIB name: Prevention of type Il diabetes

State Israel Date of March
launch 2016

Duration 3years Service Bwell
provider

Investment 5,500,000 USD (Group of investors coordinated by UBS

banking corporation)
Target population 2250 people at risk of developing type 2 diabetes
Outcome metrics Proportion of the cohort that are prevented from

developing type 2 diabetes compared to a control
group that continues to receive the existing standard
of care
Evaluation method Control group
Outcome payments/  Outcomes payments information not yet available
returns (maximum
amount eligible)

Public savings An effective intervention could lead to a reduction of
expected (in (not exactly estimated) of both indirect and direct
healthcare sector) non-medical costs

Source: Authors’ elaboration based on Social Finance Israel (2016) and Cohen (2016)
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The outcome metric used in this SIB is focused on the proportion of
each cohort (three in total) that are prevented from developing type 2
diabetes, compared with a control group that continues to receive the
existing standard of care offered by their healthcare providers. If success-
ful, a reduction in type 2 diabetic cases will generate significant savings
for the Israeli Health Maintenance Organizations and the social security
system of Israel (Clalit and Leumit, National Insurance Institute), which
will repay the investors a pre-agreed amount (still not publicly available)
for each successful case (Social Finance Israel 2016).

5.3 The Reconnections SIB (UK)

Reconnections is a new health programme that aims to address loneliness
among older people living in Worcestershire and reconnecting them with
interests and activities in their local community through a network of
volunteers and community-based organizations (Fulton and Jupp 2015;
Jopling 2015). Worcestershire County Council and the three Clinical
Commissioning Groups in Worcestershire commissioned the interven-
tion, which is funded through a SIB contract. The investors in the
Reconnections SIB are Nesta Impact Investments and the Care and
Wellbeing Fund. The project will measure the change in participants’
loneliness using a frequently used survey, the Revised University of
California Loneliness Scale (R-UCLA) (Big Society Capital 2015). The
technical details are summarized in Table 4.5.

One of the innovative elements of Reconnections is the fact that an
explicit aim of the service is to fund new approaches to addressing loneli-
ness. Moreover, the Reconnections project adds to the understanding of
the cost of loneliness in the United Kingdom.

5.4 The Resolve Social Benefit Bond (Australia)

In late 2015, the Australian State of New South Wales (NSW) released a
request for proposals that called for innovative social impact investment
proposals targeting the areas of chronic health conditions and mental
health hospitalizations. In 2017, the NSW government subsequently
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Table 4.5 Reconnections SIB (Worcestershire—UK)

SIB name: Reconnections

State Worcestershire (UK) Date of May
launch 2015
Duration 3 years Service Age
provider UK
Investment 850,000 GBP (Care and Wellbeing Fund Nesta Impact
Investments)

Target population 3000 people aged 50 years and older classified on the
UCLA loneliness scale as 8 to 12
Outcome metrics The targeted outcome is the reduction in participants’
loneliness score, measured using the Revised UCLA
scale of loneliness
Evaluation method  Revised UCLA scale of loneliness
Outcome payments/ Outcomes payments are capped to 540,000 GBP from
returns (maximum Worcestershire CCG, to 480,000 GBP from Clinical
amount eligible) Commissioning Group of Wyre Forest, South
Worcestershire and Redditch and Bromsgrove. Further
payments are available from Social Outcomes Fund and
are capped to 1,000,000 GBP. Globally there is an
overall cap on returns of 12%

Public savings An effective intervention could lead to a reduction in
expected (in future welfare services use of 17% for a cohort of 5000
healthcare sector) lonely individuals

Sources: Authors’ elaboration based on Big Society Capital (2015) and Tan et al.
(2015)

announced that it would proceed to negotiate the first SIB targeting the
complex issue of mental health, called the Resolve Program (NSW Gov
2017). The service provider is Flourish Australia, a national leader in the
employment and support of mental health peer workers (NSW Gov
2017). The key technical information is summarized in Table 4.6.

As we can observe from the information in Table 4.6, in this SIB,
financial returns are of two typologies: fixed and performance related.
The outcome metric used to evaluate performance is the percentage of
reduction in health-related service consumption represented by the
National Weighted Activity Units (NWAU), an activity measure for deter-
mining total health-related service consumption, which also accounts for
the severity and duration of services consumed, including hospital admis-
sions (Social Venture Australia 2017).



The Use of Payment by Results in Healthcare: A Review...

89

Table 4.6 Resolve social benefit bond (New South Wales—AUS)

SIB name: Resolve social benefit bond

State

Duration

Investment

Target population

Outcome metrics

Evaluation method

Qutcome
payments/returns
(maximum
amount eligible)

Public savings
expected (in

Australia—New South Wales Date of June 2017
launch

8 years Service Flourish
provider  Australia

7,000,000 ASD (The 50 investors range from high-net-
worth individuals and foundations to institutional
investors, such as NGS Super and Grosvenor Pirie Super)

Approximately 530 mental health patients in the Western
NSW and Nepean Blue Mountains local health districts

Percentage reduction in National Weighted Activity Units
(NWAU—AnN activity measure for determining total
health-related service consumption, which also accounts
for the severity and duration of services consumed,
including hospital admissions) incurred by the
individuals in the programme over their two-year
measurement periods relative to those incurred by a
control group

Live control group

Returns are 2% pa fixed interest payments over
4.75 years. The performance coupons will occur if the
NWAU reduction is more than 17.5%. In case of success,
I.R.R. p.a. range from 4% to 11% (for a NWAU
reduction over 40%)

Savings are quantified in National Weighted Activity
Units (NWAU) reduction. In case of programme success,

healthcare sector)  a minimum of a 17.5% NWAU reduction is required
Source: Authors’ elaboration based on Social Venture Australia (2017)

5.5 The Heart and Stroke Social Impact Bond

(Canada)

In October 2016, the Public Health Agency of Canada (PHAC), in part-
nership with the Heart and Stroke Foundation and the MaRS Centre for
Impact Investing, launched the first SIB in Canada. The Heart and Stroke
SIB aims to fund the Community Hypertension Prevention Initiative, an
evidence-based programme designed to address hypertension (high blood
pressure) among seniors by improving their ability to manage their modifi-
able risk factors (e.g., exercise, dietary changes, smoking cessation)
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(Farthing-Nichol and Jagelewski 2016). With the SIB model, governments
have the potential to achieve measurable change in health outcomes that
has not yet been seen through traditional funding approaches (MaRS
2017). The players involved in the SIB are The Heart and Stroke
Foundation, which is responsible for achieving the outcome targets, and
the PHAC will pay investors if the programme meets its targets. The MaRS
Centre for Impact Investing managed the raising of capital from 10 inves-
tors. The Social Research and Demonstration Corporation will indepen-
dently validate the intervention’s results (Farthing-Nichol and Jagelewski
2016). The full details of this SIB are summarized in Table 4.7.

As indicated in Table 4.7, the SIB includes two payment metrics.
Notably, PHAC did not select an SIB model to generate public savings.
It commissioned a PES contract with the aim to better understand the
degree to which its programmes help people and to demonstrate strate-
gies that increase the adoption of healthy habits (Farthing-Nichol and
Jagelewski 2016).

Table 4.7 Hearth and stroke social impact bond (Canada)

SIB name: Hearth and stroke

State Canada Date of October 2016
launch
Duration 3.5 years Service Heart and
provider  Stroke
Foundation
Investment 2,000,000 CAD of capital raised (10 investors—foundations,

high-net-worth individuals and companies)

Target population 7000 pre-hypertensive older adults (60+) in Toronto and
Vancouver. The SIB will also count pre-hypertensive
adults 40 years and older

Outcome metrics Performance will be measured for an Intake Volume
Metric and a Blood Pressure Metric

Evaluation method Live but not counterfactual methodology

Outcome payments/ In case of success, investors will receive a maximum

returns (maximum internal rate of return of 8.8% on their investment.

amount eligible) Investor commitments are partially protected by a CAD
1 M outcomes payment guarantee from the PHAC as
outcomes funder

Public savings As savings did not motivate the PHAC to pay for outcomes,

expected (in PHAC did not rely on those savings to assign payments
healthcare sector)

Source: Authors’ elaboration based on Farthing-Nichol and Jagelewski (2016)
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5.6 New Zealand Social Bond Pilot (New Zealand)

The first proposed New Zealand social bond aims to improve employ-
ment outcomes for individuals with mental health conditions, thereby
reducing welfare dependence and improving mental health outcomes
(NZ Gov 2017). The service delivery started in February 2017 and will
continue for five years. The target population will receive services by an
experienced for-profit service provider, APM Workcare Ltd. The target
for the service is for 43% of participants to obtain work, compared with
the 30% target of other government contracts (NZ Treasury 2017). In
Table 4.8, the key elements of the New Zealand SIB are summarized.

As reported in Table 4.8, to improve potential interest in the bonds,
NZD 1.5 million of private investments see two classes of investors: those
with less and more risk. Based on the case assumptions, less risky capital

Table 4.8 New Zealand social bond pilot (New Zealand)

SIB name: New Zealand social bond pilot

State New Zealand Date of Feb-17
launch

Duration 5 years Service APM
provider Workcare

Investment 1,500,000 NZD of capital raised (APM Workcare Janssen—

Prospect Investment Management Limited—Wilberforce
Foundation)
Target population 1700 people with diagnosed mental health conditions
Outcome metrics  The two metrics by which success will be measured are the
percentage of people that enter employment and the
extent to which employment is sustained

Evaluation method Validated administrative data

Outcome The contract caps maximum potential yields at 9% for less
payments/returns  risky capital, and 17% for more risky capital
(maximum
amount eligible)

Public savings A conservative approach has been used for the analysis of
expected (in this SIB, where savings only include the direct benefits
healthcare sector) from benefit cessation and expected income tax gains

from work. Savings are only attributed during the bond’s
life and capped after two years’ employment for any
participant, so they do not include gains from those who
stay in even longer-term employment

Source: Authors’ elaboration based on New Zealand Treasury (2017)
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will return 7%, and riskier capital will return 13%. The contract caps the
maximum potential yields at 9% and 17%, respectively (NZ Treasury
2017). Finally, the expected performance occurs when 43% of referred
clients obtain employment. This compares with a condition where 10%
find employment without any interventions, and a 30% target for the
main comparable MSD intervention, Work-to-Wellness contracts (NZ
Treasury 2017).

5.7 Mental Health and Employment
Partnership SIB (UK)

Individual Placement and Support (IPS) is an evidence-based UK pro-
gramme that embeds employment specialists within mental health teams
(CBO 2017). The SIB mental health and employment aims to expand
IPS delivery to up to 2500 people who are unemployed and are in con-
tact with secondary mental health services (MHEP 2015), and it expects
to facilitate 500-800 job placements over three years (Social Finance
2015). More technical details of this SIB are provided in Table 4.9.

The expansion of IPS delivery involves a combination of two key ele-
ments: (a) combining funding from employment and health via co-com-
missioning arrangements between national commissioners, such as DWD,
CCGs and local authorities in different areas, and (b) a PbR mechanism
to enable high-quality IPS providers to manage the financial risk of out-
comes-based funding models. The mental health and employment SIB
aims, therefore, to test both of these elements. To do so, the Mental
Health and Employment Partnership (MEHP), intermediary Special
Purpose Vehicle, has partnered with local commissioners in Haringey,
Tower Hamlets and Staffordshire to secure £1.3 million of outcomes-
based IPS services. In each area, the local commissioner pays for 70% of
the service cost, with MHEP paying for the remaining 30%. MHEP has
raised the residual impact capital from Big Issue Invest. Big Issue Invest’s
initial £400,000 investment is partly in the form of equity (into MEHP)
and partly a loan repayable at an interest rate of 8% (CBO 2017). Over
time, MHEP’s investors will be repaid by the Cabinet Office and Big
Lottery Fund based on achieving the pre-defined outcomes, as reported

in Table 4.9.
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Table 4.9 Mental health and employment SIB (United Kingdom)

SIB name: Mental health and employment partnership SIB

State United Kingdom Date of January 2016
launch
Duration 3 years Service Health and

provider employment
partnership

Investment £400,000 from Big Issue Invest
Target population 2500 people who are out of work and in contact with a
secondary mental health service (typically with a
diagnosis of psychosis, such as bipolar disorder or
schizophrenia, or severe depression or anxiety)
Outcome metrics The three metrics by which success will be measured are
user engagement, job entry and job sustainment
Evaluation method Validated administrative data
Outcome payments/ The total potential outcome payments for the three
returns (maximum  contracts let to date is estimated to be ££2.9 m
amount eligible)
Public savings The long-term goal of the mental health and
expected (in employment SIB is to demonstrate the viability of
healthcare sector)  rolling out high-quality, high-fidelity IPS services
nationally. Therefore, job outcomes are the primary
goals. Indirectly, support from IPS services will also
enable users to recover more rapidly and effectively,
enabling them to live full and fulfilling lives and reduce
their use of high-cost mental health services

Source: Authors’ elaboration based on MEHP (2015), CBO (2017)

5.8 Ways to Wellness SIB (UK)

The Ways to Wellness SIB aims to add to and complement medical sup-
port with social prescribing for patients suffering from long-term
conditions. It provides access to community-based activities that help
them, for example, become more active, learn to eat and cook more
healthily or get back to work. Ways to Wellness will run for seven years
starting in 2015, and it aims to improve the health of approximately
11,000 people who have one or more long-term conditions and live in
the west of Newcastle. Over time, the services should improve the quality
of life for patients in the programme while also reducing the demands on
the NHS primary and secondary care (Tan et al. 2015). The full details
of the SIB are reported in Table 4.10.
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Table 4.10 Ways to wellness SIB (United Kingdom)

SIB name: Ways to wellness SIB

State United Kingdom Date of March
launch 2015
Duration 3 years Service Ways to

provider  Wellness

Investment £1,700,000 from Bridge Ventures
Target population 11,000 people with long-term health conditions, such as
lung disease, diabetes and asthma
Outcome metrics The two metrics by which success will be measured are
improvement in wellbeing and reduction in secondary
care costs
Evaluation method Wellbeing is measured every six months using a
"Wellbeing Star” (standard tool of measuring
wellbeing). Reduction in secondary care cost is
calculated by comparison with a matched cohort of
similar individuals without access to social prescribing
Outcome payments/ The total expected outcomes payments made to Ways to
returns (maximum  Wellness in its first six years of operation are £8.2 m
amount eligible)  For the first outcome, payments are contingent upon the
Wellbeing Star indicators, with payments increasing
incrementally up to £500 per beneficiary. The remaining
payments are contingent upon reduced secondary care
costs, for which the Clinical Commissioning Group (CCG)
will pay a maximum of £330 per annum
In case success targets are achieved, the estimated money
multiple over seven years will be ¢.1.38 times the initial
investment of Bridges Ventures
Public savings Anticipated secondary care cost savings for the CCG:
expected (in £10.8 m
healthcare sector) Estimated broader public service savings: £13.6 m

Source: Authors’ elaboration based on Tan et al. (2015), CBO (2016)

As reported in Table 4.10, payments are made based on the achieve-
ment of two primary outcomes. In the long term, 30% of outcome pay-
ments are contingent upon the achievement of the “improvement of
wellbeing” outcome (CBO 2016). The “reduction of secondary care
costs” outcome concerns the reduced cost of secondary healthcare ser-
vices as a result of improvement in the self-management of long-term
conditions. In detail, this is defined as (1) the cost of use of hospital ser-
vices (reductions in GP visits are not counted because these services fall

to NHS England, not the CCG), (2) planned and unplanned admissions
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and (3) the use of out-patient and accident and emergency services. In
the long term, 70% of outcome payments are contingent upon the
achievement of this outcome (Bridge Ventures 2015). Ways to Wellness
represents an unprecedented case of commissioning of large-scale social
prescribing to improve long-term health outcomes through the commit-
ment of all parties to a truly innovative approach, which would have been
too risky without seed funding from social investment. Moreover, it
introduces an innovative linking of outcome payments to unprecedented
improvements in the self-management of long-term conditions.

6 Learning from Case Studies

The case study analysis provides evidence of multiple funding designs and
of innovations introduced with the launch of health impact bonds. It is
important to note the different typologies of funding adopted under the
profile of returns, investors, investment and metrics. A summary of key
issues is reported in Table 4.11.

The profiles of the investors engaged span from “pure philanthropy
oriented” (such as in the case of the Nurse-Family Partnership, where
investors agreed to totally reinvest future financial returns) to “pure for-
profit oriented” (such as in the case of Resolve SBB, where the 50 inves-
tors involved will receive a fixed coupon, beyond the performance-based
financial returns). Furthermore, in the case of the New Zealand SIB, we
found two classes of investors (and returns): less (for the capital covered
by warrant) and high risk (investment not covered by guarantee). At the
same time, in the Heart and Stroke SIB, we observe diversified investors
with a high level of (and guaranteed) returns. The presence of a financial
intermediary (UBS) is a characteristic of the Israeli SIB, while Bridges
Ventures, in the Ways to Wellness SIB, plays a primary and direct role as
the prime contractor. Moreover, in two cases, investors are also the co-
founders of the total capital commitment, sharing the risks with the pub-
lic actors. Guarantees for capital loss are present in the case of the
Canadian SIB and, partially, in the Resolve SBB. Finally, key innovations
introduced by the SIBs analyzed in the case studies can be identified in
terms of (a) expansion of an evidence-based programme (with a well-
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Table 4.11 Case comparison

SIB name

Objective of SIB
intervention

Outcome metrics
adopted

Funding

Nurse-Family
Partnership
(South
Carolina—US)

Preventing Type
Il Diabetes
(Israel)

The
Reconnections
(UK)

Extension to large
scale of people of
an evidence-based
programme

The expansion
through the SIB of
a healthcare
model more
effective than
other traditional
forms of care,
because it is
focused expressly
on prevention but
is still not
widespread

The connection of
the improvement
of quality of life,
especially in terms
of reduction of
risk factors for
various diseases of
the elderly, with
the reduction of
their degree of
loneliness and
social isolation

(1) reduction in
preterm births; (2)
reduction in child
hospitalization and
emergency
department usage
due to injury; (3)
increase in healthy
spacing between
births; (4) increase
in first-time moms
served in ZIP codes
with high
concentration of
poverty

Proportion of the
cohort that is
prevented from
developing type 2
diabetes compared
with a control
group that
continues to

receive the existing

standard of care

The targeted
outcome is the
reduction in
participants’
loneliness score,
measured using
the Revised UCLA
scale of loneliness

(1) Total financial
returns will be
re-invested in the
programme
extension; (2)
Investors are
co-funders (with
public authorities)
of the total capital
commitment

(1) Presence of a
financial
institution (UBS) as
a fundraiser

(1) Investors
accepted the
adoption of
innovative (and,
consequently,
risky) outcome
metrics

(continued)
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SIB name

Objective of SIB
intervention

Outcome metrics
adopted

Funding

Ways to
Wellness

Mental Health

and
Employment
Partnership

New Zealand
Social Bond
Pilot

Longer-term
support for an
innovative service
targeted at
improving the
quality of life for
people living with
long-term
conditions. In
detail, social
prescribing had
not been done on
this scale before
and measured so
rigorously

The long-term goal
of the mental
health and
employment SIB is
to demonstrate
the viability of
rolling out
high-quality,
high-fidelity IPS
services nationally

Improvement in
wellbeing and
reduction in
secondary care
costs

User engagement,
job entry and job
sustainment

Improvement of the The percentage of

employment
outcomes for
those with mental
health conditions,
delivering reduced
welfare
dependence and
improved mental
health outcomes

people that enter
employment, and
the extent to
which employment
is sustained

(1) Investor (Bridges
Ventures) acts as
the prime
contractor,
working directly
with the service
provider as the
performance
manager; (2) The
role of the prime
contractor
represents a
mitigation risk
factor directly
related to the
adoption of a
highly innovative
(and risky)
outcome metric

(1) Investors are
co-founders (with
public authorities)
of the total capital
commitment

(1) Presence of two
classes of investors
(and financial
returns): less and
more risk

(continued)
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Table 4.11 (continued)

Objective of SIB

Outcome metrics

SIB name intervention adopted Funding
Hearth and Through the Heart Intake Volume (1) Presence of full
Stroke SIB and Stroke Metric and a Blood guarantee for the

contract, Pressure Metric investment; (2)
commissioner Even if investment
hopes to receives total
demonstrate protection, there
strategies that is an expected
increase the return over the
adoption of medium market
healthy habits rate (8.8%)

Resolve SBB The Resolve SBB is  Percentage (1) Diversified
expected to reduction in typology of
improve the NWAU financial returns

mental health and
wellbeing of
participants, while
generating
significant savings
for the state
through a
reduction in
participants’
utilization of
health and other
services, in
particular by
reducing the
number of days
spent in the
hospital

(fixed coupon
beyond
performance-
based returns); (2)
Partial guarantee
for capital loss

Source: Authors' elaboration
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known positive impact evaluation) and (b) new approaches/policies to
address health outcomes that present different levels of (social) risk
accepted by SIB investors. Outcome metrics identified reflect this dichot-
omy. For example, the “increase in wellbeing” outcome in the case of
Ways to Wellness, as measured through the Wellbeing Star, or the decrease
in loneliness scores, as measured by the UCLA loneliness scale, represent
highly innovative outcomes adapted to highly innovative (and riskier)
interventions.

7 Reflection and Suggestions for Ways
Forward

The analysis of SIBs in this study suggests further considerations beyond
those related to the lessons learned, as described in Sect. 6. First, the rela-
tively restricted number of SIBs (11 compared with 89 implemented)
now running in the healthcare sector reveals some degree of complexity
in designing the types of interventions in this sector that are able to be
implemented under a PbR contract. On the other hand, their integration
under a SIB contract permits the introduction of high-potential preven-
tion policies, thanks to the intervention of impact investors that bear the
risks of the non-achievement of the targeted social outcomes. Furthermore,
as suggested by Edmiston and Nicholls (2017), an in-depth analysis of
such instruments is still lacking; when such an analysis is conducted, it
reveals technical differences from the standardized model proposed by
the academic literature on SIBs. Such divergences can be connected to
the national peculiarities of the financial and provider markets, the type
of intervention funded and, finally, on the limitations provided by
national laws.

An enabling legal and policy environment is important for SIB devel-
opment. A government can create a conducive ecosystem for SIBs by
introducing support for a particular service in a policy framework or a
strategy document. For instance, the United Kingdom, which has issued
the majority of SIBs, has one of the most developed ecosystems. The
Centre for Social Impact Bonds has been established in the Prime
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Minister’s Cabinet Office as part of the Social Investment Finance Team,
and it launched the Social Outcomes Fund in November 2012, with
20 million GBP available for SIBs. In 2014, it also introduced legislation
providing tax relief that applies to SIBs. Additionally, in Australia, in the
state of NSW;, the Social Impact Investment Policy was implemented in
2015.

As stated previously, a good SIB ecosystem also requires an enabling
regulatory framework, if we consider that regulation impacts the activi-
ties of all stakeholders engaged in an SIB mechanism: government
authorities, investors, intermediaries, and service providers. In the United
States, for example, a specific normative and budgeting innovation was
tested before the implementation of the SIBs in the country. For these
reasons, future investigations are needed to explore the existing best prac-
tices in regulatory and risk-sharing frameworks. This study contributes to
enriching the empirical evidence on SIB experiences but is still too lim-
ited to conclusively confirm the main narrative evidenced by Fraser et al.
(2016) and Edmiston and Nicholls (2017).

Empirical evidence could be enriched by studies using interviews and
questionnaires with the stakeholders involved in SIB programmes. The
analysis performed in this work gives preliminary insight regarding the
viability of such instruments in Italy.

Regarding the Italian context, one the barriers evidenced by early stud-
ies exploring the application of SIBs found a common opinion regarding
the legal barriers to SIB development. In particular, limitations due to the
market, public budgeting and commissioning have been well evidenced,
respectively, by Bengo and Calderini (2016), Del Giudice (2015) and
Dal Maso et al. (2013). In SIBs, the presence of operational risk bearing
from investors distinguishes them from the legal concept of the “provi-
sion of service.” Therefore, SIBs under Italian law could be tested more
efficiently, in accordance with public accounting and public contracts
laws.

The commissioning of an SIB could be related to public cost savings as
well as to the introduction of innovation in public welfare policies. To
achieve this objective, the engagement of third-sector organizations
remains crucial.
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8 A Focus on an Italian Legislative
Framework for the Development of PbR

Potentially applicable regulations could result from the New Italian
Public Procurement Code, contained in the Legislative Decree n.
50/2016, implementing European Parliament and Council Directives
2014/23/EU, 2014/24/EU e 2014/25/EU.

In particular, article 20 of Legislative Decree n. 50/2016 could be
applied; this provides, with regard to public works carried out at the
expense of private works, that the code does not apply if a public author-
ity concludes an agreement by which a public or a private entity is com-
mitted to achieve, in its total care and with all necessary permits, a public
work or a part of this, as provided by urban planning tools or programmes
(without prejudice to article 80).

Before the agreement is signed, the public authority evaluates whether
the project to be performed (with details about the deadline by which
they must be completed and the scheme of procurement contracts pro-
posed by the counterparty) is respondent to the implementation of pub-
lic works. The agreement should also regulate the consequences in case of
a breach of contract, including contractual penalties and substitution
powers.

Article 35 of Legislative Decree n. 50/2016 states that provisions of the
code shall apply to public contracts whose amount, excluding VAT, is
equal to or greater than € 750,000,00 for social services procurement
(and other specific services listed in Annex IX).

Legislative Decree n. 50/2016 provides different arrangements for the
publication of notices (article 142) and, furthermore, the possibility of
awarding the contract exclusively to third-sector organizations (article
143).

More specifically, the procuring entities may be reserved for certain
organizations that have certain requirements, which give them the right
to participate in competitions organized for the award of public procure-
ment in healthcare, social and cultural services, but these awards must
meet all the following conditions:



102 A. Rizzello et al.

1. the organizations have the statutory objective of pursuing a public
service mission linked to the provision of the services covered by the
award;

2. the organizations’ profits are re-invested to achieve the statutory objec-
tive (if profits are distributed or redistributed, this should be based on
participative considerations);

3. the management or ownership structures of the organization perform-
ing the contract are based on employee ownership or participatory
principles or require the active participation of employees, users or
stakeholders;

4. the organization has not been awarded a contract for the services con-
cerned by the contracting authority concerned pursuant to this article
within the past three years.

5. The contract shall not exceed three years.

In addition to the procedures governed by the code, the following addi-
tional methods may be useful:

* authorization/accreditation (ANAC Decision n. 966/2016);

* co-design (ANAC Decision n. 32/2016, law n. 328/2000; Prime
Minister’s Decree dated 30 March 2001) as a functional form to solve
“specific social issues” with “innovative and experimental” measures;

* direct agreements with associations.

Therefore, following these regulations, the SIB’s contractual terms may
be defined according to each concrete social situation connected to a SIB.
In this respect, the issue of controls is important and worthy of adequate
analysis, also through the formulation of proposals for possible legal pro-
visions. As this last point is important, slightly more detail is provided in
the following subsection.'

"With regard to Sects. 8.1 and 9, the author would like to express gratitude for the discussions,
inspiration, valuable contributions and participation of Dr. Valentina Pupo and Dr Andrea Lollo,
Department of Legal, Historical, Economic and Social Science, University Magna Graecia of
Catanzaro (Italy).
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8.1 Control Activities

Controls should be considered both in terms of the Public
Administration’s (PA) vigilance to ensure the quality standards of services
provided to users (Blasini 2015) and in terms of the wider monitoring of
the entire public/private collaboration mechanism that would be imple-
mented. The aim of this is twofold: on the one hand, it aims to constantly
monitor the activity of providers identified on a case-by-case basis
(Fiorentino 2013; Blasini 2015), since it is a PA’s task to care for public
interests, providing the indispensable sanctions and necessary substitution
mechanisms useful to address possible cases of default. On the other hand,
it aims to prevent and, where appropriate, adequately penalize possible
forms of corruption and criminal infiltrations that might interest the col-
laborative formulas and public/private partnerships set up.

9 Conclusions

The application of PbR logics has been explored in the context of the
innovative financial instruments represented in SIBs. The involvement of
social investors constitutes a characteristic that distinguishes such instru-
ments from classic PbR schemes. The focus on social outcomes represents
a further element of distinctiveness. The peculiarities of SIBs emerged
from the in-depth analysis conducted through an MCS analysis, and the
study of single SIBs revealed a need for more empirical research in this
direction. Differences in funding schemes, outcome metric designs and
risk-sharing models outlined in the analysis reveal a series of research
questions that could be useful to investigate in the future, not only to
improve the academic debate on such contractual schemes but also to
provide robust frameworks to public commissioners and specialized
intermediaries for more adherent SIB designs.

With regard to applying such an instrument in Italy, the lesson learned
through the analysis led us to hypothesize on the legal nature of SIBs
within the Italian law system. Furthermore, it is important to highlight
how the use of such innovative social finance instruments poses new
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research questions on the nexus between social finance and public finance.
At the same time, it is conducive to more general considerations regard-
ing the empowerment of the Italian non-profit sector to engage in more
impactful and sustainable public partnership experiences.

Additionally, the Public Procurement Code, Legislative Decree n.
112/2017 (Discipline on Social Enterprise) and Legislative Decree n.
117/2017 (Third Sector Code) have been enforced, both implementing
law n. 106/2016.

All these regulations, which aim to regulate social services in a context
where economic and financial resources are lacking, could allow third-
sector organizations to enhance their structures and realize their activities
efficiently and effectively, thus playing an important role regulated by the
SIB’s contractual terms.

Finally, the role of local governments (such as administrative regions),
given their proximity to local communities, could permit the identifica-
tion of specific and more urgent social interventions, minimizing the dis-
persal of valuable resources and testing modern and innovative solutions,
according to efficiency and effectiveness principles that inspire public
action. As indicated by both constitutional and accounting jurispru-
dence, the matter of awarding public services to private individuals must
be constantly inspired by the binding principles of legality and the good
performance of administrative action. Moreover, that perspective would
enable the concrete implementation of the subsidiarity principle set out
in article 118 of the Italian Constitution, particularly in its horizontal
connotation.
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1 The Case: Impact Investing Strategy
in the PPP for the New Hospital
of Treviso

The Public Private Partnership (PPP) for the new hospital of Treviso
(Italy) is the first case in Europe of a large infrastructural project in
which social impact investing principles have been applied to the design
of the project financing, construction and operation phases of the
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development (Santarelli and EIB 2017). The chapter starts present-
ing the PPP structure and the impact investing strategy giving the reader
the essential background information. Then the ‘Shared Value’ theory
(Porter and Kramer 2011) is employed to analyse the achievements of
this project against an international trend fostering a transformation of
capitalism towards a new relationship with society and value creation
beyond a restrictive interpretation as shareholders’ interests. The ‘Shared
Value’ theory captures a trend within the private sector and paves the
way for a better alignment between public and private interests and,
therefore, it helps to assess the value of the Treviso project and the origi-
nal contribution of its analysis. On the other hand, this case provides evi-
dence that ‘Shared Value’, despite having a fruitful intuition at its core,
is still a work in progress and requires deeper research as well as innova-
tion in the practice. The theory has been rightly criticised for its reduc-
tionist interpretation of the relationship between business and society
(Crane et al. 2014).

The authors of the chapter have been directly involved in assisting the
private sector partner of the PPP in devising the impact investing strategy
of the project and its implementation. This gives a unique vantage point
in the analysis of the case that brings together research and practice, and
contributes to the advancement of the impact investing field both in
practice and policy.

1.1 PPP for the New Hospital in Treviso

In December 2015, the concession contract for the new hospital of
Treviso was awarded to Ospedal Grando S.p.A. (OG), the Special Purpose
Vehicle (SPV) established by Lendlease (through its subsidiary Finanza e
Progetti) together with other financial and industrial partners (for a more
in-depth overview, see Fig. 5.1). Lendlease is an Australian multinational
corporation specialised in urban regeneration and infrastructural proj-
ects. It is a developer and investor that designs, finances and manages its
projects in partnership with public institutions.

Treviso is a prosperous town in Veneto (northeast of Italy) and an
industrial hub hosting international brands like Benetton and Geox,



Impact Investing Innovation: Bringing Together Public, Private... 117

Lendlease Italia Servizi Italia ‘E;q"{fy Interest —
apital —_—
Finanza e Progetti

Lenders: EIB, UniCredit Financing (loans) SPV-Ospedal Grando

Group, & Intesa S.p.A. (OG)
Sanpaolo

Hospital Trust-Treviso

Public Authority Industrial Partners

Concession Agreement

Project Management Contract

EPC Contract

Project Management &
Statutory Roles.

Lendlease
Design & Construction JV/

Facility Management

(FM) Contracts
Lease

Agreements

Catering Laundry
Design Construction Cleaning (Soft FM JV)

Hard FM JV. Maintenance
(Energy Mng / Hard FM) Med Equipment

Third Party Revenues

SIRA T Tenants

Fig. 5.1 Corporate, economic and financial structure of the PPP for the new hos-
pital of Treviso. Source: Author’s elaboration based on Lendlease’s internal
documentation

which makes investing for the renewal and upgrade of its social infra-
structures strategic in order to maintain its competitive advantage inter-
nationally. The Treviso hospital, the main one in the province offering
specialist services, serves the community in the province of Treviso, which
has a population of up to one million people. The upgrade of the hospital
follows the recent restructuring of the regional Sistema Sanitario
Nazionale—National Health Service (SSN).

The concession contract for the new hospital demands an extensive
renewal and the partial refurbishment of the hospital, and the provision
of asset management and facility management services for 21 years from
the signature of the concession. The construction part aims at rebuild-
ing a large portion of the hospital maintaining the overall surface of
160,000 sqm (with 1000 beds) with an upgrade of core and intensive
health care services including day surgery, and a general technological
enhancement. The new and refurbished buildings will comply with the
latest safety and anti-seismic structural regulations (Italian Ministerial
Decree 14th January 2008 and subsequent modifications) as well as
higher energy standards allowing for savings and CO, emissions reduction
(Interministerial Decree 26th June 2015 and subsequent modifications).
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The goal is to make the hospital of Treviso a regional hub that will serve as
a model for the enitre health service in the region, as stated by Luca Zaia,
the president of the Veneto Region, at the ceremony to lay the first stone
on 17 June 2017 (Wolanski 2017).

We briefly review the corporate, economic and financial structure of the
PPP to put the development of the impact investing strategy into context.
OG is a company limited by shares registered in Italy and 80% owned by
Finanza e Progetti of which Lendlease holds a 50% share. Originally,
Finanza e Progetti shareholders were Lendlease (49%) and Palladio
Finanziaria (51%), the latter being an Italian investment company. In
2015, there was a change in the shareholding structure. Palladio sold its
shares in Finanza e Progetti to Lendlease, who then sold 50% of them to
Servizi Italia, a new industrial partner, which provides laundry and sterili-
sation services for hospitals. Several industrial partners hold the other
20% ownership of OG: SIRAM (10%), Carron Italy (2.5%), Bilfinger SE
(2.5%) and Tecnologie Sanitarie (2.5%). The construction subsidiary of
Lendlease Construction also owns 2.5% of shares. According to the italian
regulation, it is mandatory for the economic operator in charge of PPP
contracts to include industrial partners that deliver works and services as
shareholders of the SPV. The PPP for Treviso hospital is the first case in the
country in which the leader and majority shareholder is a pure developer
and investor, not a constructor—an element that explains the attention
for innovative financial instruments, such as impact investing.

Figure 5.1 summarises the complexity of the PPP structure and the
tight collaboration between public and private partners. The upper part
illustrates the corporate structure of the PPP, which includes the flow of
equity and capital. The bottom part of the figure summarises the services
that OG provides to the public authority (identified as the Hospital
Trust) and contractual relationship with all industrial partners. Lendlease
acts as Project Manager whilst construction is delivered by Bilfinger SE
and Carron Italy via an Engineering, Procurement, and Construction
(EPC) contract. The other services are design and facility management.
They include energy supply, laundry, cleaning, catering, building mainte-
nance, purchasing and maintenance of medical equipment, and manage-
ment of tenants (i.e., all commercial activities within the hospital premises
such as bar, restaurant, shopping, units and car park). All these ser-



Impact Investing Innovation: Bringing Together Public, Private... 119

vices are essential for an effective functioning of the hospital, to serve staff
and users, and as source of revenues to repay investors. However, health
services, which are the core mission of a hospital, are excluded from the
PPP, as the public authority is in charge of them.

The finalisation of the concession contract was a long journey started in
2012 when OG won the public tender and was awarded the preferred bid-
der status. Nevertheless, the bureaucratic itinerary and start of the final
negotiation were not finalised until 2015. Public authorisations, further
administrative checks, and a lawsuit led by competitors delayed the process
for three more years. In this project, more than 50% of the equity invested
by the private partners was absorbed in the pre-construction phase at full
risk of the private party. The ability of OG to minimise the additional costs
generated by the delays in the approval process has been essential for the
positive outcome of the project, though the inefficiencies in such a process
increased costs and wasted public resources. The ultimate results are a
reduction in international competitiveness, market efficiency and innova-
tion.! Paradoxically, such a challenging environment forces both the public
and private partners to devise new solutions as this case demonstrates.?

When, in December 2015, OG finally confirmed the concession con-
tract, the financial terms were the following: 250 million euros total value
of the investment, 124 of which came from the public sector and 126
from the private sector. European accounting rules require more than
50% of the capital investment to be borne by the private sector for the
project to be considered a PPP. This is a condition for the public sector to
account the investment off balance sheet and avoid the limits imposed by
the European Growth and Stability Pact on public indebtment—one of
the main reasons for the local authorities to opt for a PPP instead of the
ordinary public procurement process (Vecchi and Leone 2016). OG has
invested 20 million euros in equity and sourced 80 million euros from
the debt market.’ The other financial resources are generated by the

!Elaboration of the author based on interviews with Andrea Ruckstuhl (President of OG and CEO
of Lendlease Italy) and Francesco Mandruzzato (CEO of OG and Head of PFI at Lendlease Italy).
>Those new solutions are not always within the legal boundaries and the reputation of PPP sector
has been undermined by misdeed and financial scandals.

3Both figures are approximations due to the complexity of project finance but reflect the order of
magnitude (source: Francesco Mandruzzato).
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project itself by the provision of services. Several options were considered
and a bank loan was deemed to be the most efficient, mainly because the
interest rates at that time were close to zero, and because of the flexibility
that loans offer, compared to other financial instruments such as project
bonds. Banks provided the loan and the financial closing was reached in
July 2017: 27 million euros by UniCredit Bank Group (the Lead
Arranging Bank), 24 million euros by Intesa Sanpaolo (of which six mil-
lion were provided by Banca Prossima, Intesa’s subsidiary bank special-
ised in credit to the third sector), and 29 million euros by European
Investment Bank (EIB). EIB has also financed 36 million euros to the
ULSS Treviso (the Public Health Agency of Treviso Province) leading on
the public sector side of the PPP.

1.2 Impact Investing Strategy of the PPP for Treviso
Hospital

In February 2016, OG contracted PlusValue (PV), a London-based
research and consultancy company specialised in social impact strategies,
to provide assistance in devising a strategy for social impact investing.
Lendlease, leader of OG shareholders, was interested in testing the pos-
sibility of developing a social impact bond or a similar financial instru-
ment to source 80 million euros of debt finance. The inspiration came
from the United Kingdom, although it had never been applied to infra-
structural projects.

The rationale underpinning the choice was to create and sell a saving
product to households and stakeholders in Treviso to finance the 80 mil-
lion euro debt for the hospital. Families and institutions of the local com-
munity would make a good investment and, at the same time, finance the
upgrade of the infrastructure that they would use in the future: it
would therefore be a mutually advantageous situation. Obviously, OG
expected investors to accept a lower financial return compared to the mar-
ket rate—the difference being a trade-off for the public value: the upgraded
hospital complemented by the commitment from OG to invest 100% of
generated savings in initiatives with a clear and measurable positive impact
on the community. This was an original proposal that would apply the
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principle of impact investing to project bonds, which in countries like the
United States, are usually used to finance infrastructural projects.

However, these are just speculations because this proposal could not be
implemented. Figure 5.2 illustrates the structure of the impact investing
strategy as it was devised at the beginning. The initial structure was
simple—reflecting the same simplicity of the Shared Value theory that we
review later—but did not take into consideration the complexity that
emerged as it had to be finalised and approved by all parties involved.
OG was required by contract to have certainty on the full amount of debt
capital and precise price—something that a project bond could not guar-
antee and that no bank was ready to write off capital and price in case the
sale of bond hadn’t reached the targets. The bank Natixis would have
done it, but it would have applied market rates, thereby defeating the
purpose of the impact investing strategy.

The solution came instead from the EIB when, in 2016, it offered to
join the financing of the project in a club deal with the other banks. EIB
took a leading role in relaunching investment in infrastructural projects
following the global financial crisis started in 2008, especially through
the Juncker Plan for strategic infrastructural investments. The EIB was
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willing to invest directly in a social infrastructure project in Italy. In the
past, the bank did not invest in social infrastructures like hospitals, espe-
cially in a direct manner, instead lending capital to national banks.* The
combination of the financial crisis that triggered a dramatic drop in pub-
lic investment in social infrastructures and the launch of the Juncker Plan
changed EIB’s lending strategy.

The collaboration with EIB made the social impact investing strategy
possible because it lends at the lowest rate in the market, thereby signifi-
cantly reducing the cost of lending compared to any other commercial
bank. OG was therefore able to save 90 basis points (—0.9%) on the
interest cost of the debt—compared to the market price made by
UniCredit, the leading arranging bank, and shared by Intesa Sanpaolo
and Banca Prossima, the other commercial banks in the club deal.
Moreover, further savings were made on the upfront and commitment
fees. At the financial signing in July 2017, OG realised 1.8 million euros
in total savings thanks to the EIB loan.” At the same time, the partnership
with EIB has become a validation of the social impact investing strategy
vis-a-vis the other banks and public sector partners. The Juncker Plan, for
the first time, included ‘societal impact assessment’ in the investment
policy criteria of the EIB (Lipparini et al. 2015) and the bank has
acknowledged that the project in Treviso is the first funded by the bank
with an explicit commitment to use derived benefits for social impact
investing (Santarelli and EIB 2017).

The portion of the debt leveraged for the impact investing strategy
could have been greater if all banks had taken part. Instead, the commer-
cial banks were not able to offer a discount below the market price, which
they could have done it if they also had borrowed the capital from EIB. In
doing so, they would have benefited from price on the cost of capital
below the market rate and could have transferred the savings—partially

#Interview with Lendlease’s senior management.

>'The financial costs of the debt are upfront fee, commitment fee and interest fee. The upfront fee
charged by EIB is sensibly lower than the one of commercial banks, but the benefits were absorbed
by extra transaction costs for the negotiation with EIB. The commitment fee of EIB is half of the
one of commercial banks—approximately 50 basis points—making OG to realise savings from the
financial closing and diminishing over time until the end of construction phase. The interest fee is
90 basis points lower than the commercial one, and realised on the actual borrowed capital over
16 years—duration of the debt repayment.
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or entirely—to the impact investing vehicle. However, this option was
not implemented due to the risks attached. OG did not want to increase
risks that might have jeopardised the main project financing.

Changes in the credit rate of intermediary banks is a significant risk,
especially in countries like Italy where the banking sector is under strains.
If the credit rate deteriorates, the EIB can withdraw the capital and have
a veto power on the choice of other financial institutions that could step
in. It is evident what risk the financial equilibrium of the project financ-
ing would have faced in a similar situation.

2 Shared Value’ Theory as Interpretative
Framework

To analyse the impact investing strategy of the Treviso case study we
apply the ‘Shared Value’ framework developed by Michael Porter and
Mark Kramer (Porter and Kramer 2011) as a blueprint for the redefini-
tion of the role of capitalism in society—an interpretation that has had
much traction in international corporate circles.

Porter and Kramer developed the framework to address the legitimacy
crisis that the private sector has undergone following the global financial
crisis started in 2008. Such a loss of legitimacy is harmful for both busi-
ness and society because it triggers governments’ action against business
and hinders economic growth. As the authors stated (Porter and Kramer
2011), the crisis has proved that the neoliberal thinking that the main and
only purpose of the company is to maximise short-term profits and share-
holders’ value as posited by Milton Friedman (Porter and Kramer 2011)
is outdated and inadequate to address the challenges of the twenty-first
century. On the contrary, companies should pay attention to social values
and their impact on society. Social and environmental impact should not
be understood as costs to be minimised, but as opportunities to create new
markets. Therefore, companies should include social and environmental
value creation in their business strategy as a source of efficiency, innova-
tion and competitiveness. This is not a simple reconfiguration of Corporate
Social Responsibility (CSR) or a form of philanthropy as wealth redistri-
bution, but rather an opportunity to transform current business models,
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and expand markets and profits. This, ultimately, will change capitalism
and enhance its power to generate both economic and social value.

Companies can do so by means of three different approaches that the
authors identify as ‘reconceiving products and markets’, ‘redefining pro-
ductivity in the value chain’ and ‘enabling local cluster development’. In
the first case companies can adapt or develop new products to meet soci-
ety’s unmet needs, whereas the second and third approaches target the
network of suppliers and the community in which business operates.

We do not need to review the approaches in detail, but it suffices to
highlight the main points of the third approach—the one that fits the
Treviso hospital case. Porter and Kramer argue that companies must
invest within the communities in which they operate: address their struc-
tural weaknesses, develop their public assets, infrastructures and institu-
tions, and work in partnership with local stakeholders including the
public sector and civil society. Their investment is repaid by having access
to a greater pool of talents and bigger markets, and preventing future
costs such as environmental degradation and unhealthy workforce.

On the other hand, Shared Value theory as formulated by Porter and
Kramer presents interpretative limitations defining the public sector’s
role, and identifying the challenges that any company would face build-
ing and managing multi-stakeholder governance, devising an appropriate
investment strategy and measuring social value. These are the four aspects
that the case of the Treviso hospital helps us to consider, providing
suggestions to address them.

2.1  The Public Sector’s Role in Impact Investing and
Multistakeholders’ Governance

Porter and Kramer assign to the public sector the role of setting the stan-
dards for social value creation, establishing incentives for business and
monitoring compliance with standards. These are certainly tasks for the
public sector but do not exhaust its role. The case of Treviso hospital, on
the contrary, supports the interpretation of the ‘Entrepreneurial State’ as
devised by Mariana Mazzucato (Mazzucato 2013). The public sector is
not just a fixer of market failures as often portrayed in the neoliberal
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thinking that underpins Porter and Kramer, but shapes markets, builds
market infrastructures and invests to grow new markets often stepping in
first, taking the highest risks and attracting private sector partners.
Mazzucato’s perspective is more effective in interpreting the role of the
public sector in the Treviso hospital case. Figure 5.3 illustrates the role of
EIB (public sector) in financing the impact strategy and devising its gov-
ernance structure.

Firstly, the role of the EIB as investor has made the social impact
investing strategy possible. Neither the companies nor the commercial
banks were able to provide the capital to start the initiative. Secondly, the
EIB helped designing the governance structure between the project
finance and impact investing. Initially, the social impact vehicle was sup-
posed to be a subsidiary of OG that would have collected the savings
generated from the loan as equity capital, and invested on behalf of
OG. This solution was problematic since the dependency of one com-
pany on the other would have connected the risks of the project finance
to the impact investments with possible recourse claims on both sides.
The EIB proposed, instead, to create a sister company called Ospedal
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Grando Impact Investing (OGII) that would be capitalised by the share-
holders of OG with the savings generated by the European loan. Doing
so, the impact investment stream was ring-fenced from the risk of project
finance and vice versa. The EIB also provided the solution for the transfer
of the savings generated by the European loan to the impact investing
vehicle. Such savings are returned to OG shareholders as a special type of
dividends—the so-called ‘social impact dividends’ in the contract of
financing. Shareholders give mandate to OG to transfer the dividends to
the impact vehicle as these are generated in the form of ‘social impact
distributions’. So, de facto, it is an equity investment that OG sharehold-
ers make in a new company.

Finally—as a counterproof—the lack of government initiative in
defining the boundaries of a new social impact investing market in Italy
has been a source of misunderstanding and delays between the parties
involved. Contrary to the United Kingdom, Italy does not have a clear
policy and legal framework for impact investing, and lacks experts and
intermediaries. So, the default position for companies willing to share
value with the community is the traditional philanthropy or support to
not-for-profit sector: for instance, financing the hospital’s kindergarten.
Initially, the plan to set up an investment vehicle generating both finan-
cial and social returns was viewed with suspicion by the partners. Actually,
the first solution proposed was to transfer the savings to the public sector
and cut its costs. However, that would have defeated the purpose of
impact investing by implicitly stifling the entrepreneurship displayed by
the private sector, and it would have certainly been a missed opportunity
to generate further value for both shareholders and the community. Only
the moral persuasion of EIB changed the situation and justified the
impact investing strategy.

Hence, the case of Treviso provides evidence against reductionist theo-
ries on the role of the public sector, showing not only the active role that
it can have but also the necessity for its initiative and different shapes that
it can take. In this project, a European institution took the lead, rather
than regional or national public authorities. The Treviso project vindicates
Mazzucato’s theory of government, and reminds the proponents of Shared
Value theory and any other theory of public private partnership about the
pivotal role of the public sector and the diversity of its manifestations.
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In this context, coalitions play important roles in the effective imple-
mentation of the agreement and project, as observed: ‘Companies should
try to enlist partners to share the cost, win support, and assemble the right
skills. The most successful cluster development programs are the ones that
involve collaboration within the private sector, as well as trade associa-
tions, government agencies, and NGOs' (Porter and Kramer 2011).
Nonetheless, the authors underestimate or ignore the challenges implied
in multi-stakeholder action. Instead, according to Olson (1965), building
a coalition of several and diverse partners is a public good—in the eco-
nomic definition of the term. A cost-benefit analysis usually cannot jus-
tify such an effort. Furthermore, the costs are increased by the number
and diversity of members in the coalition as the expected benefits are not
the same. Certainly, they do not all respond to economic rationality alone,
and it is naive to posit that different stakeholders are due to join in a coali-
tion because of an apparent opportunity to create public value. The poli-
tics of collective action is beyond what economic rationality can explain.

The project in Treviso clearly illustrated these challenges. Commercial
banks were not able or willing to join for commercial reasons although
they were attracted by the branding opportunities—especially in a
wealthy province such as Treviso, where the reputation of the banking
sector is plummeting due to the collapse of the two main local banks.®
The philanthropic foundations were called to be part of such an initiative,
but they had their own agendas and binding rules on how to use their
resources. Most Italian foundations struggle to endorse impact investing
for both cultural and legal reasons—not to mention vested interests. The
same case applies for potential co-investors approached in the process.
The various stakeholders in the community did not have a unique and
shared view, but identified different priorities for the impact investing
strategy: projects and initiatives to invest.

Even in this case, the interpretative framework of Porter and Kramer is
not of great help due to its limited analysis of social dynamics. However,
Pasi (2017) argues that impact investing is a new field that brings together
actors from all sectors forcing every player to reposition goals and patterns

Banca Popolare di Vicenza and Veneto Banca are bankrupt and have been sold to Intesa Sanpaolo
for 1 euro each one (June 2017) with great financial loss of account holders and small investors.
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of behaviour. A natural alignment of professional cultures and values can-
not be expected or taken for granted. The development of the field
requires forms of brokerage and intermediation. Pasi’s interpretation is
validated by the choice of British government that since 2000 has made
impressive investments in new intermediaries to foster the impact invest-
ing market.”

In the case of the Treviso project, OG tasked PV, as an external and
knowledgeable broker, to map the local stakeholders, identifying needs
and opportunities, and devise an impact assessment methodology cus-
tomised for the project. Contrary to the simplistic interpretation of Porter
and Kramer, local stakeholders and civil society do not simply respond to
leadership and opportunities offered by the private sector. Actually, the
consultation of the community revealed that the initial assumptions for
the impact strategy were wrong. While OG assumed that the main need
in the community was the improvement of services for children and the
elderly, it turned out that the priority was young people, including talent
retention and new job opportunities. This simple observation explains
the expectation of local stakeholders and civil society to be part of the
strategic phase. For this purpose, Fondazione FITS! (a corporate founda-
tion belonging to the Intesa Sanpaolo Bank Group) proposed to establish
a Community Foundation to institutionalise the community’s participa-
tion in the decision-making process. The proposal was not brought for-
ward, but the investment policy of OGII acknowledges the inputs of the
community and commits to the transparency of process and accountabil-
ity on the final investment choices. It also foresees to bring in an external
certifier to assess the realised impact. Transparency and accountability are
key for community engagement, as testified by the wide consensus in the
scientific literature (Putnam et al. 1994; Fukuyama 2015).

Eventually the governance for the impact investing strategy in Treviso
found a solution at the financial closing (July 2017): Finanza e Progetti
(the majority shareholder of OG controlled by Lendlease) is in full con-
trol, leaving the financing banks veto power on investment decisions,

’In Ttaly, the only financial intermediaries for impact investing with a track record and significant
size are Banca Prossima (subsidiary of Intesa Sanpaolo) UBI Banca and OltreVenture (impact
equity fund) with little or no support from government.
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room for consultation to the community, opportunity to co-invest
together with other investors, and relying on external experts for valida-
tion and impact assessment. As confirmed by both the experience of the
authors, and the Treviso project, that designing a multi-stakeholder gov-
ernance system gathering a highly diverse membership of partners is the
most challenging aspect of projects of this kind—more than raising capi-
tal. Moreover, it is a dynamic process that cannot be reduced to the
simplicity and predictability of corporate governance rules.

2.2 Impact Investment Mission and Assessment

The Treviso hospital project proves how difficult it is to devise an effective
investment policy. Figure 5.4 summarises the agents and flows of the
impact investment policy. The first challenge was to choose the legal form
for the impact investing vehicle given the fact that the Italian legislation
does not contemplate anything as such. Within Italian law, a company is
for profit, not for profit or a cooperative.® OGII was set up as a company
limited by shares and the impact mission was written in its Memorandum
and Articles of Association. This makes impact considerations mandatory
in every investment decision made by the OGII Board of Directors. The
localisation of the social mission is another important element: the invest-
ment decisions must be in line with the PPP main project, and therefore
they have to be related to the fields relevant to the hospital such as health,
education and social services, or the local community in Treviso or the
Veneto region.” The legal rationale behind this choice is the comparison
of OGII’s social mission to compensatory works often included in a PPP
although not directly related to the core project.'” More broadly, such a
convergence generates a multiplier of value creation for the overall

8 New legislation on the reform of the third sector and social enterprise has just been approved by
Parliament, but the effective outcomes are far from being definitive.

?In Italian, article 4 of OGII's Memorandum of Understanding: ‘Partecipazione ad iniziative eco-
nomiche in Iralia nel settore sociale o che abbiano finalita di impatto sociale, ivi incluso a titolo
meramente esemplificativo iniziative riguardanti la fornitura di servizi socio-sanitari, assistenziali,
welfare, culturali o didattici ovvero di sostegno all'ambiente e al turismo eco-sostenibile’.

"Interpretation of Bonelli Erede, the law firm assisting EIB.
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investment and local community, and justifies the discount on the loan
of the EIB.

In respect to the market standards as defined by the international
impact investing community and summarised in the final report of the
Taskforce on social impact investing of G7: “The Invisible Heart of the
Markets’ (Social Impact Investing Taskforce 2014), OGII’s mission and
governance is only partially aligned. OGII has a mission-lock—in other
words, the board of directors must take into consideration the impact
dimension in every strategic decision and share it with the banks.'" The
financing contract with the banks bars the board of directors from modi-
fying the mission of OGII and the provisions on impact. On the other
hand, OGII has a partial cap on both profit distribution and asset trans-
fer. The cap lasts for the entire duration of the repayment of the project
finance loan (i.e., 16 years). Until that time expires, profits generated by
successful investment must be reinvested in OGII. The company could
be liquated on the sixteenth year at the end of the repayment of the proj-
ect finance loan. Before that date, shareholders can sell their shares in OG
to third parties with no obligation to take part in the impact strategy for
the latter. However, they are due to compensate OGII in case of loss of

"1Only EIB finances the impact investing vehicle, but all the banks involved in the project financ-
ing of the main project are included in the impact investing decisions.
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expected capital generated by savings on the loan providing the equiva-
lent capital. All these elements make OGII a straightforward for-profit
enterprise with impact.

OGII is almost unique in Italy for its governance as well. In Italy, the
governance of social enterprises is usually democratic, as a consequence
of the cooperative movement tradition. On the contrary, OGII has
adopted an outright corporate governance, leaving the full control to its
only shareholder, i.e. Finanza e Progetti (Lendlease, majority sharehold-
ers). The other shareholders of OG (holding 20%) have forfeited their
shares in favour of the former. In this model of governance, OGII is a
vehicle for venture capital investments with impact embedded in the core
mission.'? OG shareholders’ commitments to the impact investing strat-
egy are ironclad as the savings from the financing are generated. This is
formalised in a financing contract between OG and the banks. At the
same time, this model justifies the direct investment of EIB as its benefits
are not privatised, but reinvested by the shareholders in the community
to generate further value for all parties involved.

All these elements make OGII a real novelty in the national and inter-
national scenario assimilating it to a form of corporate venture capital
with positive social impact embedded in its mission (Growth Capital
Ventures 2017). It should not be considered a mature model for impact
investing and entrepreneurship but an experimental hybrid (Venturi and
Zandonai 2014). In any case, its success would prove that impact invest-
ing can be a component of a new business strategy that aligns private and
public interests, and is suitable for mainstream and sizeable companies
and investors.

In the Treviso project, PV has been contracted by OG to put in place
a framework for impact assessment following the mapping of stake-
holders and their needs. The investment policy of OGII requires an
impact assessment based on the mapping, consultation with the
local community and stakeholders, and coherence with the interna-
tional standards applied by Lendlease to every project in the world

2]t is the view of Sir Ronald Cohen (Chairman of the G8 Taskforce on social impact investing)
reiterated in numerous occasions by other early impact investors such as Luciano Balbo
(OltreVenture) that impact investing is a declination of venture capital applied to the social sector
(Vecchi et al. 2015).
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(Lendlease 2016). All the investors have demanded in written form in
the financial contracts that the assessment is taken regularly to evaluate
achievements against targets, the perception of the local community
and stakeholders, and possible improvement and adaptations to increase
value generation. As of the time of writing this chapter, the evaluation
has not started yet.

Porter and Kramer recognise the importance of measuring impact—
they call it social value—and collecting data to build a baseline for mar-
ket growth. This is certainly reasonable, but the researchers underestimate
the difficulty of doing so. The measurement of impact or social value is
not as straightforward as measuring financial value: it is based on deci-
sions that are affected by the different stakeholders involved, and is sector
specific—measuring results in health is quite different from measuring
results in education. Impact measurement in the United Kingdom exem-
plifies the challenge. Government has been fostering impact measure-
ment for almost 20 years and, in 2013, it has put it into law with the
Social Value Act requiring social impact measurement in public procure-
ment for all public services. Despite these efforts, the potential and some
success, social impact measurement is still far from becoming an exact
science, as public assessment for the British government has recognised
(Young 2014).

The impact assessment is based on the Social Return on Investment
(SROI) approach, the international standard method to account for both
monetisable and non-monetisable impact (Social Value UK 2012). It is
the basis for a comprehensive assessment framework system to collect,
monitor and analyse socio-economic impact data, both from available
databases and crowdsourced data. It includes a set of socio-economic
goals (e.g., increased well-being of the local population, jobs and enter-
prises created, increased social capital for defined social groups, etc.); a set
of impact indicators (e.g., number of new jobs and enterprises, increase
in salaries, investment in local area, reported satisfaction of local citizens,
number of people using public spaces, etc.); and methods and tools to
collect, store and share data (e.g., subjective/self-reported indicators vs.
objective indicators, existing data vs. new data, desk research vs. inter-
views, surveys, crowd-sourcing, social media analysis). The SROI is to be
matched with an experimental online open data platform to track and
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analyse social media activities related to the project. Social media data are
processed through a mix of natural language analysis, network analysis,
geo-referencing and machine learning developed by Human Ecosystems,
to provide a thorough assessment of the impact of the project. A similar
approach has already been successfully tested and implemented in
Bologna (HUB — Human Ecosystems Bologna 2015)."

The second observation concerning the comparison between the
Shared Value theory and the actual development of the impact project in
Treviso is the non-linearity of the process of impact assessment. Porter
and Kramer present social value recording as a mere accounting job, but
in reality the complexity of interactions, time lapses, unforeseen causes
and consequences make the impact assessment often impossible, at least
in terms of causal attribution and monetary equivalent. Looking at it
from a mere corporate prospective, how can an investment be deemed
successful or not if its contribution to the bottom-line cannot be defined?
Usually the only certain attribution is the expenses, which makes it like a
charitable initiative. A concrete example related to Treviso can illustrate
the point. One of the initiatives that could be the target of OGII action
is the plan to create a new international Faculty of Medicine in the
premises of the hospital, bringing together higher education and practice
to attract students from all over the world.' This project would increase
the value of the overall investment in the hospital, but measuring the
return on investment for the developer is not evident and might not
be carried out exhaustively.

3 Conclusions

The analysis of the case of the project in Treviso has been a unique
opportunity to test the potential of impact investing to lead a corpora-
tion to move beyond the current mind-set in which the business model
is reduced to short-term profit maximisation, erasing any awareness of
interdependencies between the company and all the other stakeholders

Y For further information on the methodology, see https://www.he-r.it/.
YInterview with Francesco Benazzi, CEO of ULSS Treviso (Provincial NHS authority).
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that populate the environment in which it operates. Instead, the Treviso
case study embraces a non-zero-sum approach that, not only recognises,
but also capitalises on such interdependencies to increase value creation,
thereby aligning public and private interests.

In practical terms, the results generated by the project are multiple and
it is useful to recapitulate them to provide the full picture, as illustrated in
Fig. 5.5. Firstly, the case study has tested and proved that the impact
investing strategy has a transformative power in infrastructural projects
generating new resources to increase the overall value of the investment.
By including impact investing in the plan of the PPP for the new hospital
in Treviso, OG, the SPV created by Lendlease and its industrial partners to
carry out the concession contract to design, finance, build and manage the
hospital, was able to secure a loan of 29 million euros from the EIB at a
discount price compared to the market rate. The optimisation of the proj-
ect financing has generated an extra 1.8 million euros that OG sharehold-
ers used in its entirety to capitalise a new vehicle—OGII—established to
invest in entrepreneurial and financial initiatives that combine both finan-
cial and social value creation. The latter will support initiatives that expand
the services of the hospital and opportunities in the local community.
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If the investment phase will work as well, it will generate a sustained
positive feedback that will induce further investments in OGII, more capi-
tal for enterprises, more jobs, better services for the community and a
greater commitment of the community stakeholders in sustaining the pos-
itive cycle. This would be a new frontier for sustainability and resilience."

Secondly, the project in Treviso has offered the EIB a framework to
realise the ambition of the Junker Plan to relaunch investments in strate-
gic infrastructures across Europe, proving how to address societal impact
in the investment policy of the European bank. This result has been
acknowledged in the official communication of EIB and could be repli-
cated across Europe with an impact on up to 0.5 trillion euros, which is
the investment target of the reviewed Juncker Plan (European Commission
2016). The project has also identified areas of improvement in the invest-
ment policy of the European bank to increase its impact and power to
leverage private capital. Actually, the EIB leadership can induce private
banks and investors to follow the example. In the case of Treviso, we have
seen the influence that EIB had on UniCredit Group and Intesa Sanpaolo,
the two main Italian banks, in getting them to move beyond their comfort
zone—although the concrete results in terms of extra capital for the
impact strategy did not materialise due to bank policies. Those policies
can be improved in the future to mobilise more commercial partners,
which currently represents a priority. The British government established
a working group to engage insurance groups and pensions funds
(Independent Dormant Asset Commission 2017), and was followed by
the European Commission (European Commission and High-Level
Expert Group 2017). The market is mature for the main investors to step
in and embed impact investing principles in their mainstream
operations.

The project has also revealed a flaw in the funding system, which could
be addressed by EIB leadership. In Treviso, we were not able to mobilise
the traditional public and philanthropic resources—for example, bank
foundations, corporate foundations and structural funds. The funding

In October 2017, Lendlease won the public tender to regenerate the site where EXPO Milan
took place in 2015, and was awarded the concession contract to design, finance, build and manage
the site for 99 years. This is a €2 billion investment project and includes a social impact investing
strategy that replicates the model piloted for Treviso hospital but eight times larger.
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environment for entrepreneurship and innovation is still very fragmented,
and the impact investing and entrepreneurship ones are even more scat-
tered in multiple, small initiatives that do not represent a critical mass.
Funders pursue individual agendas and there are no incentives to join
forces. Moreover, the hybridisation of commercial practices and philan-
thropic resources faces cultural and legal barriers that represent a real
obstacle for impact investing. Projects like OGII in Treviso exemplify the
emergence of alternatives, but cannot scale without the intervention of
policy-makers to address structural shortfalls.

Thirdly, the project in Treviso has become an opportunity to devise
new legal solutions to embed impact investing principles in current busi-
ness practices, even in a country like Italy where government action has
been deficient in developing the market infrastructure. The law firms that
assisted OG and the banks were creative in devising legal arrangements
that ring-fenced the risks of the project finance from the ones of impact
investing, creating two separate companies but aligning their mission.
OG and OGII are sister companies with almost the same shareholding
structure (Finanza e Progetti holds 80% of OG shares and 100% of OGII
shares) and the commitment to invest in projects related to the hospital
and the local community is spelled out in the Memorandum and Articles
of Association of OGII. Moreover, an ingenious solution has been devised
for the transfer of the savings due to the loan to the impact investing
vehicle: the savings are in principles dividends for OG shareholders,
which have mandated OG to transfer to OGII as ‘Social Impact
Distributions’ the savings generated during the course of the project
(16 years). This is an elegant solution that avoids any risk of recourse, and
turns the operation into a form of corporate venture capital with impact.

However, the model designed still has a problem: EIB releases the capi-
tal step by step and savings on the financing of the project are realised
over 16 years. This means that OGII, in principle, would be capitalised
in full not before 2033 and only then it would be able to invest. To
implement the impact investing strategy from the beginning of the con-
struction phase there is a need to anticipate the capital against the future

savings. OG shareholders could advance the capital'® and get repaid as

alian legislation allows for ‘prestito soci’, a loan between shareholders or partners in business.
16Ttalian legislat llows fc
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the savings are realised. In this scenario, the challenge for the industrial
partners would be to price the risk and define the expected return. In any
case, the remuneration would be high and arbitrary. Therefore, Lendlease
has opted for a bridge loan by the banks as professional lenders. The pro-
posal is under discussion with the commercial banks,'” and the solution
of this point will be particularly relevant for the evolution of the market.
The discount on the pricing of the loan would be a proxy to measure the
banks’ commitments to impact'®—a method developed and piloted by
Engaged Investment Ltd. (Evenett and Richter 2011). There is a further
point that is also not solved yet: delays or missed payments due to issues
with main project finance will have a negative impact on the release of
savings. Who will bear the risk and pays for the extra costs? Lendlease’s
proposal is that the lent capital would be swapped for shares of OGII in
proportion of the loss, thus turning the lender into a shareholder. For the
time being, the agreement on the bridge loan has not yet been final-
ised. In any case, this is an ad hoc solution. So even this situation requires
greater attention to develop structural solutions for the market.

Finally, the hospital of Treviso is, to our knowledge, the first project of
this scale and complexity in which the private sector partners—with no
request from the public counterpart—have not only committed to an
impact investing strategy, but have also included an independent assess-
ment of the outcomes and the inclusion of the main community stake-
holders in the whole cycle, and even considered the use of experimental
methods based on online tools. Such a commitment is formalised in the
investment policy of OGII and financial contracts between the banks
and OG.

The ‘Shared Value’ theory as an interpretative framework for private
sector’s initiative in aligning its values to the ones of society has been
helpful to analyse the structure of value generated by the project in
Treviso. At the same time, we pointed out the limits of the theory com-
pared to developments in the field. As argued earlier, Porter and Kramer’s
framework shows severe limitations on multiple points: in identifying the
role of the public sector as co-leader in building the market infrastructure

17 Interview with Francesco Mandruzzato, CEO of OG and head of PFI at Lendlease Italy.

'8 An approximate estimate of the interest fee is around 6% (source: Francesco Mandruzzato).
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of impact investing and early investor; the complexity of building multi-
stakeholder coalitions that bring together stakeholders from different sec-
tors in a joint action to pursue both their individual interests and public
good; and the challenges in devising an investment policy that meets the
profit-making mission of a company with the aspiration to generate posi-
tive impact in the community. Such a balance is far from evident. Finally,
the ‘Shared Value’ theory underestimates the different methodology for
assessing social values compared to monetary value. The former is far
from financial accounting and quantifiable measurements.

These remarks question the validity of the ‘Shared Value’ theory—
although we acknowledge the contribution of the intuition underpin-
ning the theory and its ability to influence the course of theory and
practice of capitalism—and should be taken as new starting points for
future research in the field. Our conclusion is the need to move beyond a
corporate perspective, since companies are just one type of agents in a
highly diverse environment. The company is not a closed system
but rather an element of a complex and dynamic system. Hence, impact
investing theory requires a system perspective that embraces a multi-
stakeholder approach and aims at redefining the terms and practice for
long term socio-economic sustainability and resilience (Directorate-
General for Research and Innovation et al. 2017).
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The creation of economic value by means of the generation of shared
value, which is the only form of value that can sustain communities’
equity conditions, has become the new challenge of modern society. The
last decade, characterized by the financial crisis, has highlighted the
important role of social entrepreneurs in the promotion of community-
friendly initiatives in three ways: the offering of innovative solutions to
unsolved social problems, the centering of their corporate mission on the
concept of shared social value, and their intention of contributing to the
progress and sustainability of the global economy (Nel and McQuaid 2002).

C. Gallucci ()
University of Salerno, Fisciano, Italy
e-mail: cgallucci@unisa.it

M. Modina * A. Minguzzi
University of Molise, Campobasso, Italy

© The Author(s) 2018
M. La Torre, M. Calderini (eds.), Social Impact Investing Beyond the SIB, Palgrave
Studies in Impact Finance, https://doi.org/10.1007/978-3-319-78322-2_6

141


http://crossmark.crossref.org/dialog/?doi=10.1007/978-3-319-78322-2_6&domain=pdf
mailto:cgallucci@unisa.it

142 C. Gallucci et al.

Public funds allocated to welfare policies have been progressively reduced,
particularly in highly developed economies and countries. This situation
has led scholars, practitioners and policy makers to address the necessity
of identifying innovative funding models capable of attracting private
financial resources to be channeled towards the improvement of the sus-
tainability of welfare systems (Azemati et al. 2013; Social Impact
Investment Task Force 2014; Del Giudice 2015).

The issue under investigation has been worsened by the occurrence of
two macro phenomena: the financial crisis, which has reduced the finan-
cial resources available to many European countries, even in those where
the welfare state system was more developed, and the demographic transi-
tion, which has produced a progressive aging of the population, a conse-
quent increase in elderly care services and a reduction in the young working
population, which can contribute to the reduction of social spending.
Such a situation raises the need to channel new key players, whether pub-
lic or private, into the market of social activities and to offer them admin-
istrative support and financial benefits when community-friendly social
conditions are met. Citizens play a key role since they are called upon to
contribute to both the planning and production of services and to shape
the highly democratic model of a welfare society (Venturi and Zandonai
2014), the alternative to the traditional model of a welfare state, in which
the administration of social issues is a prerogative of the state, which col-
lects the financial resources from the citizens through taxation and then
redistributes those resources back to them through the welfare system.

The reconfiguration of public expenditures on welfare policy is one of
the main drivers for the development of new forms of financing useful for
social innovation (Azemati et al. 2013). The construct of Social Finance,
defined as the set of processes directed towards the collection of financial
resources implemented by all organizations or individuals whose aim is to
satisfy a social need, can be useful for studying these issues because it
attempts to achieve a positive impact, in both social and environmental
terms, by offering a wide range of financial products and services (Weber
2012; Geobey and Weber 2013). In the broader context of Social Finance,
impact investing is one of the emerging asset classes (Martin 2013; Trotta
et al. 2015). The term “impact investing” refers to the specific branch of
finance whose aim is to sustain investments directed towards reaching
measurable social goals that can, at the same time, generate an economic
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return for investors. The specificity of this new business model can be
retraced in the coexistence of social goals and economic returns and in
the qualification of the specific trade-off.

A strong impulse towards the framing of social finance in an interna-
tional context was provided with the British G8 presidency, in June 2013,
during which Prime Minister David Cameron set up a task force whose
job was to promote the development of social impact investments and to
balance the growth of countries. Moving in the same direction, Italy, dur-
ing the G8, established the Social Impact Investment Task Force. This
group, with the contribution of the national advisory boards, provided a
first definition of the term “social impact investing”: “(all those) invest-
ments which intentionally aim to the reaching of measurable social goals
and to the generation of measurable economic returns” (Social Impact
Investment Task Force 2014).

The aforementioned theoretical framework includes all approaches
whose aim is to provide financial means and services to all organizations
that pursue social goals based on the co-participation and collaboration
of the actors involved. However, the offering of social impact invest-
ments, perfected by using a variety of financial instruments, both tradi-
tional and innovative, must still be defined. If, from the point of view of
supply, it is clear who the key players are, whether they are profit organi-
zations or non-profit organizations offering these kinds of services in the
marketplace, that is, all actors whose actions are “impact-oriented,” the
overall framework of those instruments, usually divided into equity and
debt instruments, has still not been defined. If some of those instruments
appear to be mature and offered by established financial intermediaries,
the marketplace also includes financial instruments in their embryonal
phase or, in some cases, as yet non-existing financial instruments offered
by pioneering intermediaries (Fig. 6.1).

It appears to be evident that finance scholars are being called upon to
spot new methods of provision of financial resources and to identify new
modes of interaction with beneficiaries to make the social finance market
as effective and efficient as possible while preserving the central role of the
community (Nicholls et al. 2015). The search for new and more articu-
lated operational responses to relevant social issues has found its expres-
sion in emerging academic approaches that place their attention on a
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Fig. 6.1 The instruments of Social Impact in Italy. Source: Authors elaboration
based on Social Impact Investment Italian Task Force (2014, p. 41)

financial innovation ever more functional to the communities social
needs and which constitute the “alternative voices” (Rappaport 2012;
Shiller 2012) when compared to the traditional financial approaches,
which showed their limits and inadequacies during the recent financial
and economic crisis (Krugman 2014).

In this scenario, the Meridonare social crowdfunding platform consti-
tutes a best practice because it has permitted the Banco di Napoli
Foundation to generate a social multiplicator of 400% compared with
traditional philanthropic activities. Through a descriptive and explor-
atory analysis of the resource allocation procedures based on a “pay-for-
performance” rewarding mechanism, the authors aim to identify an
innovative financial structure. This emerges through conjunct financial
and relational efforts, which make the funded organizations financially
sustainable and are capable of creating a shared social impact in the eco-
nomic and social context. The new financial architecture can be legiti-
mately included in the framework of social impact investing instruments,
thereby contributing to the ongoing academic debate. The present work
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contributes to the current literature on the effective use of financial
instruments in welfare policies and has implications for both entrepre-
neurs and crowdfunding platform owners whose aim is to set up an effec-
tive and successful crowdfunding industry for social finances.

2 Literature Review

The theory of social capital (Coleman 1990; Putnam 2000) suggests that
a network of social relationships can constitute a strategic resource for
undertaking and conducting social business initiatives, since the social
context in which an entrepreneur is embedded is an additional and
important contributor to entrepreneurship (Know and Arenius 2010).
The strong interdependence between business and community (Porter
and Kramer 2011), where the social capital community produces its ben-
efits on the business (Roxas and Azmat 2014), has produced the emer-
gence of even more business initiatives oriented towards the promotion
of social changes and a sense of greater cohesion within communities.
Recent literature has dedicated particular attention to the definition of
new business models capable of promoting innovative yet sustainable
social initiatives, since many of them present high levels of risk associated
with medium-long-term sustainability (Bammi and Verma 2014; Letts
et al. 1995).

In response to this need, in recent decades, new forms of Social and
Sustainable Finance have been born, particularly financial platforms
whose aim is to support social entrepreneurship initiatives. Financial and
non-financial support to the social entrepreneurship is becoming funda-
mental in terms of contribution to the progress of the global economy. In
the broad range of the Social and Sustainable Finance landscape (Harji
and Hebb 2010; Weber 2012; Geobey and Weber 2013; Hochstadter
and Scheck 2015), an important role is played by the “Social Impact
Investment,” a branch of study that aims to favor the intervention of
private financial resources in the financing of social programs (Martin
2013). It promotes innovative financial structures capable of attracting
different types of investors aware of the fact that their financial resources
are directed to activities that produce both measurable financial and
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social returns (Viviers et al. 2011; Jackson 2013; Wood et al. 2013; Evans
2013). In the current literature, a distinction between Impact Investing,
an expression coined by two international financial institutions,
J.P. Morgan and The Rockefeller Foundation, and Social Impact Investing
is not yet clear. The current literature (Freireich and Fulton 2009; Nicholls
2010; Harji and Jackson 2012; Louche et al. 2012; Martin 2013; Clarkin
and Cangioni 2016) has included in the definition of “Impact Investing”
different financial manifestations, such as blended value investing and all
financial instruments meant to create both social and financial returns.
This has led some scholars to suggest that the two terms are synonyms
(Imbert and Knoepfel 2011) or that “Social Impact Investing” is a sub-
category of “Impact Investing” (Hill et al. 2011).

According to the definition of the Global Impact Investing Network
(GIIN), impact investing includes all investments in social enterprises,
organizations and financial funds made by companies, organizations and
funds with the intent of generating measurable social and environmental
impacts jointly with an economic return. Compared to socially respon-
sible and ethical investments, which are built on the will to respect envi-
ronmental, moral and social values, impact investing is characterized by
the explicit intention to generate a measurable, positive social impact
without refusing, at the same time, to create an acceptable yield for inves-
tors. Together with the intent to produce socially relevant and measurable
improvements, the yield can be seen as one of the qualifying elements of
this form of investing. Social Impact Investments, in contrast, are invest-
ments primarily directed to the generation of a positive social impact, as
they consider the social impact itself as the main driver of the investment.
The financial architecture is implemented with the sole scope of making
the investment procedure both sustainable and lucrative: financial capital
is no longer the goal but rather a means by which the social finality can
be achieved (Crescentini and Zaccardi 2016).

It appears to be evident that the characterizing element of both catego-
ries is the joint achievement of a social impact and a financial return on
the investment (Hochstadter and Scheck 2015). Nicholls and Daggers
(2016) affirm, however, that Social Impact Investment refers to organiza-
tions that deliberately aim to create measurable social and environmental
value and, if possible, to obtain a financial return on the investment.
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From this perspective, Social Impact Investments are investments capable
of sustaining social enterprises in the creation of a social impact where the
attention is concentrated more on the organization in which the invest-
ment is made (investee) rather than on the investors (Cantino et al.
2016). However, the current banking and financial literature (O’Donohoe
et al. 2010) labels both categories of emerging assets as characterized by
atypical risk-return relations. Thus, social impact configures a third essen-
tial dimension in the evaluation of investments: if traditional finance sug-
gests considering only the trade-off between risk and return, in social
impact investing, it is necessary to introduce the dimension of the social
impact that the investment is able to create. This will induce investors to
consider as worthy even those investments with returns in line with or
below those of the market that permit the generation of measurable social
impacts (outcome).

The cultural revolution that financial instruments for social impact can
generate finds its origin in the collaborative approach adopted to reach
community goals. Overcoming a perspective based exclusively on the
achievement of single outputs in the short term makes it possible to cre-
ate an action model based on financial blending, which consists of the
fusion of public and private funds finalized to the financing of social
development projects (Geobey and Weber 2013; Jackson 2013). In this
way, a short-term vision, based on the mere production of outputs, leaves
room for an outcome-oriented approach finalized at the attainment of
behavioral, institutional and social effects observable in the medium and
the long terms.

Creating social value thus means determining a tangible and durable
change in a specific context (Crutchfield and Grant 2008; Perrini 2007)
by significantly modifying the life conditions of the recipients of the
social mission (Roche 1999). In other words, creating social value also
means producing behavioral, institutional and social changes observable
in the medium and the long terms (between 3 and 10 years) made pos-
sible by means of the firms’ short-term results (outputs). The outcome,
however, is sustainable long-term change that influences the population
and the environment that has been determined by the intervention of the
organization, intervention that is also influenced by exogenous variables
and that is verifiable with a counterfactual analysis, a type of evaluation
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that allows us to verify what would have occurred in the absence of the
intervention of the organization itself. An impact value chain is a tool
that allows us to identify the steps that constitute the so-called Theory of
Change (ToC), a theory based on a logic setting that begins with the
identification of the specific need that must be satisfied and then leads to
the desired change by performing the processes of setting goals, identify-
ing causal nodes and acting consistently with the decisions made
(Zamagni et al. 2015). In this way, the Theory of Change constitutes a
reliable framework: this strategic tool, more and more widespread and
adopted in international philanthropy initiatives, starting from the iden-
tification of the social impact goal, explicates the causal process “outcome-
output-activities,” defines evidence-based modes to produce the desired
change and sets measurable indicators adopted to both monitor the
whole process and to verify if the financed project is running smoothly
(Castello and Lévéque 2016). It is then important to evaluate the impor-
tance of each activity and the corresponding resources to invest in the
realization of change (Kail and Lumley 2012).

Hence, performance measurement becomes a relevant issue for the
community, which benefits both from the improved transparency and
reliability of the results (Solari 1997) and from the actions performed by
the investor himself, who needs to improve resource allocation efficiency
(Nel and McQuaid 2002; Nicholls 2009; Zamagni et al. 2015) through
the selection of high-impact projects, portfolio management activities,
reporting processes and an effective communication of the chosen invest-
ment models (Perrini and Vurro 2013). Focusing philanthropic interven-
tions on those organizations that have centered their mission around the
creation of shared social value and are able to replicate in a virtuous man-
ner the achievable results is becoming a fundamental step in the selection
of community-friendly initiatives.

The modification made regarding the so-called Third Sector has been
particularly cautious in giving an answer to the European guidelines on
the subject of the evaluation of social impact through the adoption of
evaluation methods capable of finding the correct balance between quali-
tative and quantitative data (CESE 2013). Although the entire social
impact investing sector is working on social impact evaluation practices,
a reliable set of evaluation tools has not yet been identified: the Impact



The Evolution of a Social Service Crowdfunding Platform... 149

Reporting and Investment Standards (IRIS) and the Global Impact
Investment Rating System (GIIRS) can be qualified as attempts to stan-
dardize the procedures through which organizations can communicate
their performance by favoring the comparison between the investment
made and the corresponding benchmarks and by providing measurable
indicators. Thus, this new emerging industry has started to create a net-
work and metrics to measure the value of its social impact, which is usu-
ally seen as a qualitative variable (Jackson 2013; Clarkin and Cangioni
2016).

Social enterprises are then called upon to report the produced social
impact, the latter intended as the significant change of communities’ wel-
fare conditions determined by the allocation of social investment capital
in order to become recipients of social impact financial instruments.

The first academic studies on social investment and impact investing
date back to 2011 (Viviers et al. 2011). Since then, several other studies
(Nicholls et al. 2015; Schinckus 2015; Brandsetter and Lehner 2015;
Daggers and Nicholls 2016; Lehner 2016; Weber 2016) have featured
the observations of practitioners (Saltuk et al. 2011) and institutions
(Social Impact Investment Task Force 2014; OECD 2015; Sodalitas
Foundation 2015; Gonnella and Cerlenco 2016). A recent work (Rizzello
et al. 2016) provides a picture of the existing state of the Social Impact
Investments academic landscape. The authors note three “domains” of
research: sustainable finance, impact entrepreneurship and public policy
in the social sector. The need has emerged to define a map of innovative
models of financial investment, such as Social Impact Bonds, Social
Bonds, venture philanthropy and lending and equity crowdfunding,
which could transform the supply of social services.

Among others, we focus on crowdfunding, arisen as one of the innova-
tive financing and fundraising tools. From the analysis of the current lit-
erature, a lack of attention emerges regarding the role of crowdfunding in
the impact investing field.

The crowdsourcing revolution (Howe 2006) has made possible the
beginning of a process based on the co-creation of value through digital
technologies: the disintermediation of web-based platforms and online
communities, which has given easy access to widespread financial resources,
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allowing firms to fundraise their activity (Landstrom 1992; Schwienbacher
and Larralde 2010; Ordanini et al. 2011; Freund 2012; Wheat et al. 2013;
Belleflamme et al. 2014; Marlett 2015).

Crowdsourcing is influencing innovation processes through a mecha-
nism of interaction between the providers and the seckers of strategic
resources. If, initially, the strategic resources were mainly knowledge
based, currently the financial-based resources are becoming a relevant
aspect of crowdsourcing thanks to crowdfunding, which in recent years
has been considered capable of turning a large audience of customers into
investors (Schwienbacher and Larralde 2010; Ordanini et al. 2011;
Belleflamme et al. 2014; Feola et al. 2017). Crowdfunding literally con-
nects entrepreneurs with potential funders or individuals who can supply
financial capital (Wheat et al. 2013; Marlett 2015). This is possible
thanks to intermediation Internet-based platforms, which act as an alter-
native finance marketplace where it is possible to collect and channel the
private capitals to sustain business ideas (Agrawal et al. 2011).

It is possible to distinguish different typologies of crowdfunding
(Schwienbacher and Larralde 2010). On the one hand, we find token
crowdfunding, dealing with the donation-based model, which entails
online charity fundraising campaigns; on the other hand, literature iden-
tifies investing crowdfunding, encompassing in this category the lending-
based, the reward-based and the equity-based models, differing from
each other on the basis of the returns (interests, rewards and dividends).

Crowdfunding, as a bottom-up financing approach, might be able to
collect and to redirect all the financial resources that are usually over-
looked by the traditional banking intermediaries. Those resources are
potentially ready to be transformed into investments directed towards
high-impact social and environmental initiatives (La Torre 2013). Thus,
crowdfunding seems to be capable of producing a social impact, espe-
cially considering its vocation to fund social enterprises, very close to the
phenomenon of impact investing (Shaw and Carter 2007; Bull 2007;
Nicholls 2009; Arvidson et al. 2010; Slootweg et al. 2011; Lane and
Casile 2011; Barraket and Yousefpour 2013; Estévez et al. 2013). Starting
from these premises, the authors study the role of crowdfunding cam-
paigns and impact investing.
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3 Aim and Methodology

In the current ever-changing scenario, one of the main challenges consists
of encouraging the process of promotion of social finance initiatives ori-
ented towards impact investing. From the analysis of a successful case of
a crowdfunding donation—reward-based platform, the present work
aims to understand how a platform that integrates fund gathering with
the assignment based on a “pay-for-success” mechanism might evolve in
an impact investing logic.

The current nature of the topic, the paucity of data, the early stages of
the analyzed phenomenon and the explorative nature of the research led
the authors to apply a case study approach (Yin 2014). Specifically, our
research uses a qualitative approach to perform an exploratory analysis
compiled with primary data sources: ofhcial documents integrated with
published reports, online databases and interviews with key informants
(top management of foundations and the head of Meridonare). Therefore,
the research is designed as a qualitative and epistemological investigation
with a holistic approach.

In particular, we adopted a single case study. This choice is motivated
by the fact that we are examining an unusual case. A case is unusual when
it presents some peculiarities that justify an in-depth study, which could
also reveal insights into the normal processes/procedures/techniques and
thus have repercussions useful for everyday practice (Yin 2014). The
research methodology adopted and the study of a specific case have made
it possible to capture the dynamics of the specific phenomenon, relatively
new in the literature (Eisenhardt 1989).

This chapter outlines the decision-making process followed by a bank-
ing foundation in selecting projects of investment with a high social
impact, gathering and allocating capital efficiently with the aim of creat-
ing a Social Impact Investing model capable of increasing the value added
of the foundation. The strategic management of philanthropic initiatives
must necessarily be oriented to the careful research of solutions of the
optimizing processes. Therefore, the decision to associate traditional fun-
draising with a crowdfunding platform is definitely a more effective way
to gather resources. In this context, the “Meridonare” case study, the first
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social crowd-fundraising platform in Southern Italy, can be considered a
best practice. In 2016, the Banco di Napoli Foundation, thanks to a wide
range of online and offline services (planning and development of the
crowd-fundraising plan, social communication, social networking and
social reporting of the project), increased the capital gathered in the ter-
ritory by 400%. Diversifying the raising of capital by leveraging on the
crowd and investing in social impact projects were aimed at creating
added value exponentially.

The present chapter aims primarily at a twofold goal: first, describing
a Social Finance best practice (Meridonare social crowdfunding plat-
form—Banco di Napoli Foundation) that collects capital and provides
services to social organizations with the intent of giving an impulse to the
creation of relational and social capital, and second, configuring an inno-
vative financial architecture to gather capital to be invested in social activ-
ities to create both social and economic value. Accordingly, the new
financial structure identifies a new role for the Banco di Napoli
Foundation, which from “impact facilitator” elevates itself to “impact
generator” as a key player of Social Impact Investment.

4 The Meridonare Case Study:
An Innovative Social Service Platform

The “Meridonare” crowdfunding platform operates as a limited liability
company (Meridonare Ltd.) characterized by the “Startup Innovativa a
Vocazione Sociale (SIAV)” legal form. This legal form makes it possible
to preserve both its innovative setup and its social and philanthropic
vocation. In Italy, SIAVs were created with the clear intention of facing
the difhiculties encountered by many social organizations when the col-
lection of capital, both from donations and equity/debt capital, is needed.
Today, this particular legal form represents the most important means for
encouraging the use of additional financial resources besides philan-
thropic funds. However, an appropriate financial literacy is not yet pres-
ent in the Third Sector. For this reason, banks and foundations have
implemented in recent years several financial experiments aimed at col-
lecting capital and promoting local communities.
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Meridonare was established in November 2015 and is led by Banco di
Napoli Foundation (an Italian banking foundation), which considers it
as an instrument for enhancing its social interventions. Italian banking
foundations are defined by the Italian law as “Enti privati con finalita
sociali” (i.e., “Private Entities with Social Purposes”) and use their assets
to promote philanthropic activities in the territory to which they belong.
Meridonare’s mission is “to plan and develop its activity of capital collec-
tion by means of innovative financial instruments, which are intended to
promote the culture of giving and its reciprocity, the social well-being
and the development of local communities through the creation of social
infrastructures and of social capital enhancement mechanisms.” The pur-
pose of Meridonare is to become the reference point for all who aim at
planning social, cultural or civic interventions targeted to promote a new
way of intending active citizenship in local urban areas by using the
crowdfunding platform to improve, from both qualitative and proactive
standpoints, the welfare of Southern Italy. Meridonare’s goal is to support
all worthy and innovative social, cultural and civic ideas and projects
directed at promoting the culture of philanthropic giving, the sense of
community and the creation of strong and cohesive social bonds by hav-
ing as its main reference the South of Italy, its resources, its talents and its
unlimited potential.

The platform is strongly service oriented towards those who propose
ideas rooted in reliable empirical evidence. Those proposing institutions,
especially in the Third Sector, usually lack the ability to collect funds by
using crowdfunding platforms and to utilize effectively all marketing
tools aimed at promoting the initiative to be funded. Meridonare offers
several online and offline services to assist the promoter from the presen-
tation phase all the way through the realization phase. The assistance
services given in the phase of definition of the fundraising campaign have
been improved, and today Meridonare offers many services to the pro-
moters of the idea, which cover the entire life cycle of a project (Fig. 6.2).

A fundamental theme in the development of the crowdfunding plat-
form has been the instrumental relationship with the Banco di Napoli
Foundation, which in addition to funding the startup phase of the
project, has been, since the early phase, the main funder of Meridonare’s
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campaigns, which has always been considered a platform targeted at pro-
moting the social interventions of the Foundation.

Over time, the applicant’s evaluation process, which initially was per-
formed preventively by the board of directors of the Banco di Napoli
Foundation based on an inquiry conducted on the documental archives,
has been modified. In fact, the greater variety and richness of the infor-
mation produced during the interviews with the applicants has created
the need for a measurement of the social value of a project. Despite the
common difficulties encountered in the evaluation of social initiatives
because of the adoption of objective criteria, a more well-structured pro-
cess of evaluation oriented to the creation of social evaluation reports of
the campaigns has been adopted. The reports are then presented to the
board of directors of the Foundation, which eventually grants an incen-
tive program targeted to the involvement of the applicant organization in
the funding phase and in the realization phase of the project.

Figure 6.3 illustrates the process of evaluation currently adopted and
highlights object, goal, measurable indicators and performances of each
evaluation phase.

months years
Time «  Ex-ante +  Ex-post ¢ Initinere ¢ 1 or2years later
crowdfunding crowdfunding the end of
campaign campaign crowdfunding
campaign
Object *  Project relevance *  Project impact . Perfgml.ance +  OQOutcome
monitoring
Goal Evaluation of: Evaluation of: Monitoring of: Evaluation of:
«  Project innovation Achievement of *  Any distortions *  Project impact
«  Partnership coherence expected results or problems on the territory
*  Budget and expected (0| ¢ Interaction between created during
results coherence M Meridonare and NPO W the project
*  Community involvement implementation
5 R phase )
Key *  Nr. of estim. events Collected euro 5} ©  Degree of *  Degree of
measures Nr. of expected donors B Nr. and type ofdon_ors I achievement of achievement of
«  Nr. of stakeholders IL8 «  Nr. of events organized N intermediate final objectives
* Nr. of partners 1 Social media activity objectives ¢ SROI(t0 be
*  Target budget (| © Marketing activity G SROI (70 be implemented)
*  NPO’s participation level A Donors satisfaction implemented) * SEIE(to be
in project’s feasibility T *  Nr. of meetings between *  SEIE(to be implemented)
i NPO and Meridonare implemented)
Results ¢ Admission or refusal to o Evaluation board *  Reporting ¢ Social impact
post on the platform N (Embryonic) functional board

scoring to the rewarding

Fig. 6.3 The evaluation process of Meridonare
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The evaluation process is not a “black-box” but is shared with the
applicants right from the planning phase of the proposal. The sharing of
the ex-ante, ex-post, in itinere and final evaluation mechanisms helps to
implement effective and efficient behaviors and actions for the
following:

¢ the financial target of the crowdfunding campaign (funding);

* the implementation of the intervention (output) controlled by
Meridonare, then publicized on the platform;

* the evaluation of the social impact (outcome) made by the Foundation,
published annually in the social balance sheet.

The evaluation process of the Banco di Napoli Foundation, in accor-
dance with the fundamentals outlined by the Theory of Change, repre-
sents a first step in supporting the industry’s various players by means of
an impact model that permits the allocation of resources in a rational and
strategic manner on efficient projects that conform to the Foundation’s
vision and mission.

The Banco di Napoli Foundation has identified in the evaluation of
the social impact not only a tool to attract donations but also a means to
monitor and evaluate the efficacy of its own social intervention. Such a
mechanism actually makes it possible to establish specific priorities with
reference to those projects that can be proposed for additional funds
(Table 6.1).

The incentive program provides eventual financial intervention by the
Foundation only for projects that have exceeded the financial target set
out for the crowdfunding campaign. The board of directors of the
Foundation evaluates monthly the analytical reports prepared by
Meridonare’s staff for each campaign and decides to assign an incentive
and to deliver the funds according to the procedure described here:

¢ If the crowdfunding project collects at least 100% of the funds (fund-
ing target achieved), it receives an incentive from the Foundation,
which determines the amount of resources to be transferred (which
range from 7% up to 15%) in accordance with the score obtained.
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Table 6.1 The mechanism of rewarding

Key measure (% of Rewarding applicability and Percentage of the
collected funds) conditions for availability of funds rewarding
<15% NO 0%
NPO will not receive the funds
15% < X <50% NO 0%

NPO must remodel the project
and the availability depends on
the degree of conviction
generated by the project

50% < X < 100% NO 0%
NPO will receive immediately the
funds
100% YES Class scoring E: 0%

Class scoring A, B, C,
D: from 7% to 15%
of the collected
funds

¢ If the crowdfunding project collects more than 50% of the funds, then
resources are available for the NPO.

* If the crowdfunding project collects between 15% and 50% of the
funds, the applicant organization ought to modify its proposal to per-
suade both Meridonare and the Foundation that the additional funds
will contribute significantly to the finalization of the project (e.g., the
NPO wants to buy a nine-seater bus, but, alternatively, chooses to buy
a six-seater bus or to acquire a bus by recurring to debt capital and
then using the funds collected and the incentives to extinguish the
payments).

e If the crowdfunding project collects less than 15% of the funds, the
NPO will not receive the funds, and the funds will be devolved to
another project on the platform.

In conclusion, in the authors’ opinion, the monitoring and evaluation
mechanism outlined above includes all the elements needed to generate a
social scoring/rating system instrumental to the development and
improvement of the entire evaluation chain. According to the present
view, it is necessary to both refine the measurable indicators adopted
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throughout the whole process and to validate such a mechanism through
a statistical-quantitative analysis conducted on the projects funded to
date. Furthermore, the incentive mechanism is functional to the intro-
duction of the pay-for-success mechanism, which characterizes the fund-
ing structure proposed in the following paragraph.

5 Future Directions: A New Financial
Structure for Social Impact Investments

The current operating model of Meridonare follows a traditional scheme.
Meridonare is a crowdfunding platform where private individuals pro-
vide resources in the form of endowment in favor of social projects con-
veyed on the platform. So defined, the scheme falls into the category of
donation/reward crowdfunding. As such, it does not currently feature
characteristics that could determine its inclusion into the category of
Social Impact Investment financial instruments.

However, for the purposes of the present chapter, two important char-
acteristics of Meridonare are taken into account.

The first is the holistic approach that accompanies the entire fundrais-
ing process. Not a mere online platform, Meridonare offers a number of
online and offline solutions ranging from the project submission phase to
the end of the crowdfunding campaign.

The second element concerns the project evaluation activity that
occurs at the stage either before or after the crowdfunding campaign. In
the pre-campaign phase, Meridonare analyzes the project in terms of
completeness, potentiality and social impact by assigning its own evalu-
ation judgment. The preliminary assessment of the project aims to decide
whether to place the request on the platform without the assignment of
a score to be communicated to the donors. In the final phase, namely, at
the end of the campaign, Meridonare assesses the social impact of the
campaign on the community and evaluates the social report of the
funded project.

The evaluation process adopted by Meridonare is a first step towards the
development of a social rating system, which, as we will see later in the
work, is a prerequisite for the qualitative-quantitative evaluation of projects
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with a social impact. By referring to the formal system developed by
Meridonare, it is possible to map the evolution towards a social score/rating
system that can guide the project’s financial viability. For the internal rating
systems adopted in the banking sector, obtaining a favorable score enhances
the financeability of the social impact project in terms of the speed of the
fund collection, the size of the funds collected and the conditions applied
(for example, in the case of lending crowdfunding and social bonds).

As described in the previous paragraph, the rewards assigned by
Meridonare are already based on a reward (greater contribution) appoint-
ment mechanism (pay for success) in the presence of a virtuous fundrais-
ing campaign in terms of funds raised over the target (output) and a set of
qualitative parameters (including social activism, which demonstrates
good mobilization of stakeholders). In this context, Meridonare and, con-
sequently, the Foundation, act as “facilitators of impact,” and the NPO,
endangering its reputation with the risk of failure in implementing the
project, is encouraged to act successfully through the mechanism of reward.

Based on these assumptions, it is possible to hypothesize an evolution
of Meridonare’s financing structure in accordance with the paradigm of
performance/risk/social impact. The new potential financial structure
helps guide the shift of Meridonare’s (and the Foundation’s) role from
“impact facilitator” to “impact generator.” The evolution drives the tran-
sition from donation/reward crowdfunding to a more systematic scheme
(social impact logic) that, thanks to the presence of new actors, can virtu-
ously combine the peculiarities of some of the funding instruments used
in Social Finance: social bond grant/loan based, lending crowdfunding,
social impact bond/pay for success and venture philanthropy.

Table 6.2 presents the characteristics of the financing instruments and
the peculiarities of each of them as found in the case under examination.

More specifically, the hypothesized scheme provides the translation
from a two-dimensional structure of impact-investing tools to a
three-dimensional structure. From this perspective, Meridonare, while
continuing to act as a crowdfunding platform, might propose a new
financial structure (Social Bond Crowdfunding based—SBCb). In line
with the social impact investment logic, the SBCb groups the peculiari-
ties of the aforementioned typologies of social financing and obtains the
right to be fully inserted into the SII tools landscape.
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Table 6.2 The peculiarities of the social financing instruments present in the
examined case (Social Impact Investment Italian Task Force 2014; The Cariplo
Foundation 2013)

The peculiarities of the social
financing instruments present in

Type Description the case examined

Social bond Bonds with lower market It is expected to issue bonds
grant/loan yields; the sums collected  with features of social bond
based are intended to finance loan based

social projects by way of
donation and/or
financing on competitive

terms
Lending Loan form that, through  Meridonare is the online
crowdfunding an online platform, crowdfunding platform
allows private investors through which social
to give as interest or fundraising projects are
zero rate funds for social  presented in form of both
value projects donation/reward (as is) and
lending (to be)

Social impact Configurable as a The financing structure takes on
bond/pay for partnership between typical characteristics of the
success various actors to raise social impact bond with

private capital to particular reference to both
promote innovative the payment for success and
public policies by the mechanism for evaluating
contractual forms of and monitoring the results
“payment for results”

Venture A series of both financial Banco di Napoli Foundation

philanthropy and non-financial supports the activity of
initiatives with a Meridonare and the nascent
long-term horizon intermediary (SPV) to increase
aiming to increase the the extent and depth of its

social impact of projects philanthropic mission
promoted by ILOs

To better understand the extent of the change, a description of the
financing scheme is provided below: (a) presentation of the actors
involved; (b) illustration of the operating mechanism; (c) description of
the peculiarities of the various funding instruments present in the pro-
posed model; and (d) description of the risk/performance/social impact

paradigm for each of the actors (Fig. 6.4).
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By referring to the SIB structure, the proposed scheme consists of five
stakeholders who are linked to each other by bilateral long-term
contracts:

* Non-Profit Organization (NPO);

* Crowdfunding platform (Meridonare);

* Banking foundation (Banco di Napoli Foundation);

* Specialized intermediary (SPV-Special Purpose Vehicle);

¢ Private and institutional investors with social and impact investor pur-
poses (social and impact investor).

The specialized intermediary (SPV) issues social bonds that are sub-
scribed to by private and institutional investors (social impact investors).
The bonds issued provide a more competitive (i.e., lower) remuneration

SOCIAL
INVESTORS
. € + Social Bond
Crowdfunding
based (SBCb)
* guarantee fund
SPV
specialized investor I
. project * scoring and BdN
selection momtom'lg i FOUNDATION
communication . .
g banking foundation
=
9 ¢ MERIDONARE
= .  contributions to
S crowdfunding platform < the functioning * social
° elevator
 venture| philanthropy . service
« independent assessor payment
N NPO * outcome

——> COMMUNITY

non-profit organization

Fig. 6.4 The operating diagram of SBCb
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than market securities with similar characteristics and durations. In the
first stage, the remuneration is fixed, and the repayment of the capital
occurs in a single solution (bullet bond)." The money collected by SPV is
devoted in the form of lending to high social impact projects run on the
crowdfunding platform managed by Meridonare. A part of the funds
raised (assumed at 1%) is used to cover SPV’s management costs and
transaction costs. To mitigate the emerging opportunistic behavior of the
NPO, fund distribution occurs not in a single solution but in a gradual
manner according to the need for funds to cover implementation costs.

SPV acts as a specialized intermediary and, as an asset manager,
administers the resources collected in compliance with the risk/
performance/social impact criteria. The selection of projects and, there-
fore, the allocation of the funds gathered benefit from Meridonare’s eval-
uation activity. By acting as an independent assessor as well as the
platform manager, Meridonare defines the scoring system and the moni-
toring and measuring system of the final performance. Specifically, the
allocation of resources is influenced by the score assigned by the evalua-
tor to each project. Assigning a good score favors campaign closing speed
and mitigates funding conditions. In addition to the assignment of a
score, Meridonare continuously monitors the project funded, measures
the performance and certifies the achievement of the goal by communi-
cating its outcomes to the SPV. If delays to the achievement of the social
objective arise, SPV has the contractual power to request revisions and
adjustments in the funded project.

The ex-ante, on-going and ex-post evaluation process plays a key role
in ensuring the proper functioning of the mechanism as a whole. It
follows that the role of Meridonare, and its coordination with SPV, are
critical factors of success based on the professionalism, independence and
experience of the two players.

With the funds raised through the placement of bonds, the SPV can
grant medium- and long-term funding to non-profit organizations
(NPOs) at a reduced rate compared to the conditions normally applied

! Fixed remuneration is an element of diversity compared to the standard scheme of a Social Impact
Bond (SIB). However, as will be seen later, the proposed scheme retains the peculiarities of the “pay
for success” mechanism.
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to similar funding. The lower yield offered to bond subscribers is trans-
ferred entirely, in terms of the rate of interest rate reduction applied, to
these funds. The scoring system contributes to the application of cheaper
rates according to a reverse pay-for-success scheme. As mentioned, the
assignment of a more favorable score improves the financing conditions.
In the case of a high-standing project, the actual cost of financing may be
lower than that accorded to investors by the rewarding mechanism: in
this case, the Foundation provides contributions to the NPO based on
the merit awarded by Meridonare to the project.

In addition to supporting a specialized brokerage (SPV) and crowd-
funding platform (Meridonare), the Foundation also guarantees default
in the repayment of the loan by acting as a last-resort lender. In this con-
text, the Foundation allocates a sum of non-repayable resources that serve
as a guarantee to cover the investment. Although this element differs
from the financial structure proposed by the classic SIB scheme (i.e., the
concentration of financial risk on the part of investors), we believe that
such correction is necessary to mitigate the financial damage at the
expense of the social investor and, therefore, to help remove one of the
critical obstacles that restrain, for now, the spread of financing in the sec-
tor of social innovation services.

An example clarifies the operation of the proposed financial structure.

Let us assume that the SPV issues a bond of 1 million euros. The bond
expires in five years and grants a 3% yield rate of less than approximately
200 basis points on securities with similar characteristics without any
social purpose.

The SPV invests in two high-impact projects run by Meridonare: the
first project presents an excellent score, whereas the second receives a
score that is positioned in the mid-range. To both projects, €500,000 is
assigned at a rate of 3% (you can assume, for ease of calculation, that the
SPV management costs are null).

Consequently, instead of an amount of 30-thousand-euro annuity
interest, the SPV receives 30 thousand, of which 15 thousand is from
project A and 15 thousand is from project B. However, the actual cost
for the most virtuous social project (or project A, to which Meridonare
has awarded a better score) will be lower because it will benefit from
the Foundation’s contribution in the form of a reward. If the reward
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recognized by the Foundation amounts to €10,000, the financial cost
for Project A will fall from 3% to 1%, thereby encouraging the adop-
tion of virtuous behavior by the NPO. Seeing as, for the reasons stated
below, it is expected that social bonds will produce a fixed remunera-
tion (3%) in the first stage, the higher the expected target of the funded
project, the higher the contribution of the foundation.

Thus, the pay-for-success mechanism would still have its own applica-
tion, though in a way different to the classic one. In the traditional pay-
for-success mode, when the achievement of the minimum social objective
is certified (or when the project is successful), the lent capital is given
back and, based on the results, the return on capital may vary up to the
prefixed maximum value. In the model presented, the remuneration of
the capital is fixed and guaranteed to overcome the uncertainties of the
investors and to promote the development of social bonds. The pay-for-
success mechanism nevertheless finds its application: the achievement of
the result is reflected not in the higher remuneration for the investor but
in the lower cost sustained by the virtuous NPO thanks to the
Foundation’s free contribution. In our view, this circumstance finds its
logical justification in the fact that the most virtuous project (or the one
that has received a more favorable score) will produce a greater social
impact (higher outcome). The higher social benefits generated in favor
of the community justify the greater contribution to a non-profit that
operates in the Foundation’s area and encourages the adoption of virtu-
ous behavior by the NPO.

The model proposed aims towards reconciliation, by means of the
enhancement of the peculiarities of the financing instruments repre-
sented in Table 6.3.

The combination of the characteristic elements of the financing instru-
ments serves as an amplifier for social impact initiatives and, if properly
implemented, can make the new SBCb funding structure propagate as a
replicable and scalable reference model through the involvement of other
actors (e.g., banking foundation, public administration).

At the end of the description of the new funding structure, for each of
the actors involved, the risk/performance/social impact paradigm is illus-

trated in Table 6.4.
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Table 6.3 The peculiarities of funding instruments in the proposed scheme

Impact/
Element Instrument Peculiarities of the case Presence
Activities in the SiLb, SIB, e Projects funded through .
social field LC, VP Meridonare are only those that
generate social and economic
value
Pay for success SIB e Although in a different mode, ‘
pay for success drives the
award of the award from the
Foundation to the NPO
Presence of an SIB e Meridonare operates from an °
independent independent assessor by
evaluator assigning a score to social
projects according to a scoring
system
Knowledge and SILb, SIB, e Meridonare has developed 0
social experience LC, VP social skills and provides online
and offline integrated services
to support crowdfunding
campaigns
Identifying target SlLb, SIB, e Selection of beneficiary projects ‘
population LC, VP by SPV benefits from
Meridonare’s evaluation activity
Long-term SILb, SIB, e The Foundation addresses social °
orientation LC issues with innovative tools and
medium-long-term horizons
Risk allocation SIB e Compared with SIB, the risk is “d

not entirely allocated to
investors by virtue of the role
of guarantor exercised by the
Foundation

SILb social bond loan, SIB social impact bond, LC lending crowdfunding, VP
venture philanthropy

6 Conclusion

The Social Finance research field, and in particular the Impact Investing
field, has not yet been explored by finance scholars; therefore, it is worth
identifying new social finance initiatives oriented towards impact invest-
ing. By describing and exploring the success of the crowdfunding
donation-reward Meridonare platform, the present work aims to define
an innovative financial structure: Social Bond Crowdfunding based
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Table 6.4 The risk/performance/social impact paradigm in the SBCb

Actor

Yield

Risk

Social impact

NPO

Meridonare

The greater the score The worse the

of the project, the

greater the chances

of successfully
closing the
crowdfunding
campaign and
obtaining better
financing
conditions thanks
to the reward
The success of the
campaigns driven
by the platform
raises the
reputation of
Meridonare

Banco Napoli The success of

Foundation

Investors

funded projects
(outcome)
maximizes the

effectiveness of the

Foundation’s social
activity

The goodness of the
funded projects
raises the social
dividend

score, the lesser
the chances of
success of the
campaign, and
the less favorable
the financing
conditions

Failure of the
driven campaigns
worsens the
standing
reputation of
Meridonare

The inefficiency/
ineffectiveness of
the proposed
model worsens
the social
performance of
the Foundation

The social bond
yield is lower than
the market value

Social value is the
main determinant
driving the score
assignment

The platform raises
the breadth and
depth of social
impact
investments by
measuring
ex-ante and
ex-post results
through a score
and monitoring
process

As a facilitator and
guarantor, the
Foundation
amplifies the
scope of social
impact
contributions

The spread of new
funding
instruments raises
the ability to raise
funds for social
finance
interventions

(continued)
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Table 6.4 (continued)

Actor Yield Risk Social impact

SPV The ability to build Failure of the By acting as a
trust relationships financing scheme specialized broker,
between the increases SPV favors the
various actors transaction costs introduction of
involved makes the  until they become  new tools and
SPV's role more sustainable reduces the
determinative adverse selection

of the social

impact projects

(SBCDb). Through the gathering and usage of resources, it can preserve the
central role of the community, the beneficiary of social interventions, and
ensure an adequate return on the capital invested. In the authors’ view,
SBCb can be legitimately included in the framework of social impact
investing instruments, contributing to the ongoing academic debate on
the sustainability of social initiatives.

The analysis carried out is based on the in-depth reading of a case study
that highlights a precise evolution in the process of the assignment of
financial resources to the requesting social organizations.

Whereas in a first phase, the Banco di Napoli Foundation assigned the
resources according to the traditional scheme based on a request for con-
tributions, the creation of the Meridonare crowdfunding platform
changed the resource assignment procedures by applying an “impact
model” evaluation process. This model, according to the postulates of the
Theory of Change, represents a first step in the allocation of financial
resources in a rational and strategic way to eflicient projects in line with
the Foundation’s vision and mission. However, in its current state, the
Meridonare crowdfunding platform represents only a collection mecha-
nism for social initiatives, and it lacks the investing perspective. Moving
from the strength of the crowdfunding platform and the procedures
based on a “pay-for-performance” rewarding mechanism, we have identi-
fied an innovative financial structure: SBCb. It may represent the subse-
quent evolution of the aforementioned transition since, as a financial
instrument, it is able to support social enterprises in the creation of social
impact and to refund and reward the investors (Fig. 6.5). SBCb identifies
the Foundation among the key players of Social Impact Investing.
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.SBCb

‘Meridonare
crowdfunding
platform
o Traditional
assignment
Social Impact | | Social Impact Investment

Fig. 6.5 The evolution process of the assignment of the financial resources

One of the aspects differentiating this new financial architecture from
the preceding ones is the strategic role of the Foundation, which now is
configured as a last-resort lender and as a guarantor for the repayment of
the loan.

According to Social Impact Investment logic, the SBCb model
focuses its attention on the beneficiary NPO (namely, the investee)
rather than on the investors. The latter participate in the realization of a
social project, accepting a yield that is below the average return that the
market has to offer. In contrast, the beneficiary NPO benefits from the
scoring system, which contributes to the application of cheaper rates
according to a reverse pay-for-success scheme: the assignment of a more
favorable score improves the financing conditions for the
NPO. Therefore, the rewarding mechanism for resource allocation,
already implemented by the Foundation through the services offered by
the Meridonare crowdfunding platform, finds its higher expression in
the new SBCb financial model.

This evolution drives the transition from donation/reward crowdfund-
ing to a more systematic scheme (social impact logic) that, thanks to the



The Evolution of a Social Service Crowdfunding Platform... 169

presence of new actors, virtuously combines the peculiarities of some of
the Social Impact Investment instruments: social bond grant/loan based,
lending crowdfunding, social impact bond/pay for success and venture
philanthropy.

Although a financial culture is not widespread among the foundations,
a deep change has been observed in the international context. The role of
foundations in the development of Social Impact Investing is becoming
strategic. According to the Global Impact Investing Network (GIIN) and
J.P. Morgan, 18% of the impact investments worldwide have in effect
been made by foundations. Similarly, a Financial Times recent survey
noticed a convergence between the intervention models: 36% of the
foundations in the sample are active in terms of both philanthropic inter-
ventions and Social Impact Investing (Financial Times 2016). With the
new financial structure, the Banco di Napoli Foundation plays an impor-
tant role in the challenge that Social Impact Investing represents for the
key players. In fact, the Foundation may elevate itself to the role of “social
impact generator” since it is directly capable of creating social change and
of generating, at the same time, sustainable economic yields for the inves-
tors. In this way, the Foundation contributes to overcoming one of the
major obstacles to the development and diffusion of social finance,
namely, the skepticism of investors towards risk.

Despite the interesting results, the present work suffers from a series of
limitations and offers several other suggestions for future research. First,
the analysis of a single case, despite the fact that it may be justified by the
newness of the topic and by the lack of empirical data, does not allow the
validation of the proposed model, which has been analyzed without con-
sidering the inevitable obstacles deriving from the application of the cur-
rent laws. Furthermore, it might be interesting to further study ex post
the effectiveness of the social rating system and its possible development
seeing that the Meridonare mechanism is still in an embryonal stage. The
advancement in research could be carried out on the more than 100 proj-
ects supported by the Foundation to date. Lastly, we intend to evaluate
the feasibility of an evolution of the present model, which considers a
variable remuneration for investors that is closely linked to the social
results of the project, with evident implications regarding the risk/
return/social impact paradigm.
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Benefit-Cost Evaluation of Prevention
and Early Intervention Measures
for Children and Youth in Sweden

Lars Hultkrantz

1 Introduction

In a series of studies, Heckman and collaborators (e.g., Heckman 2006;
Cunha and Heckman 2010) have observed that there is a high social rate
of return on investments in young people. Heckman’s work brought
attention to how it is possible to estimate the economic yield to efforts
invested in children, such as early interventions. Remarkably, while a
substantial effort has been put in for decades in the United States and to
some extent in the United Kingdom (Edovald et al. 2013) into such anal-
ysis, there is not much corresponding work in continental Europe. For
instance, a recent “Frankfurt declaration” issued by the German Congress
on Crime Prevention (2016) observes that this country offers next to
nothing in terms of cost-effectiveness and benefit-cost analysis (BCA) for
assessing such interventions. Here, I report on an on-going effort by sev-
eral researchers to create a BCA model with Swedish data for evaluation
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of causal effects of interventions that can be used by public and private
bodies that design, select and finance social impact investments' target-
ing children and young people.

A role model for the Anglo-Saxon work in conducting evidence-based
assessment of public policy measures is the Washington State Institute of
Public Policy (WSIPP). WSIPP’s appraisals are based on a meta-analytic
approach for assessing the effectiveness of various programmes combined
with BCA calculations for assessing their societal efficiency (WSIPP
2016). The BCA is based on normalised intervention effects that are, in a
second step, linked to projected medium- and long-term economic
effects. This procedure is, however, naturally set within a specific social,
institutional and economic context, which means that results are not
obviously transferable over the Atlantic Ocean or even across various
countries in Europe. This is therefore a main motivation for the pursuit
to build a model that reflects the characteristics of the Swedish context.
However, the different national setting also opens up possibilities to make
a range of improvements to the basic model design, for instance, by
exploiting access to comparatively rich longitudinal data in Sweden from
administrative registers and other sources.

Further, a specific driver for this work is the expressed needs for eco-
nomic evaluation tools expressed by a variety of “social investment funds”
(SIFs) that have been set up in recent years by local and regional govern-
ments in Sweden, including the three largest cities, Stockholm, Géteborg
and Malmo. These funds aim to foster, finance and learn from innovative
projects for implementing and testing new practices for supporting chil-
dren with different needs by services provided by the municipalities
through pre-schools, schools, health care and social work. These funds are
based on the impact investment concept, which means that they are (1)
intended to make (social) impact, (2) have return expectations, in par-
ticular by expected reduction of future public spending needs and (3)
require measurement and reporting of the performance and progress of
the investments made (see OECD 2015, p. 58). However, as these funds

'Impact Investments are defined by the Global Impact Investing Network (www.thegiin.org) as
“investments made into companies, organisations, and fund with the intention to generate social
and environmental impact alongside a financial return” (OECD 2015, p. 58).
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have come into operation, the absence of valid tools for assessing both the
overall impact on social welfare, or the net present value of societal ben-
efits, and the financial returns, that is, the expected reductions of future
public expenditure, from such projects has become immanent.

For this reason, a feature of the framework for economic evaluation of
interventions for children and youth at some developmental risk that is
being developed in Sweden is that the level of analysis is local. This means
that programme evaluations are as far as possible adapted to the size and
other characteristics of the local population or treatment group as well as
to the local cost level and other specific economic circumstances. The aim
of this chapter is to give an overview of the current state of these efforts,
including both published studies and on-going work.

The plan of the chapter is as follows. The next section gives a brief
background on the local social investment funds. Then, an overview of
the BCA model with a description of empirical components of the model
in various stages of completion follows. After that comes a summary of
methods and results of two case studies; one on a supported employment
programme for pupils in the final year of special secondary school, and
the other on training programmes for parents to children with indicated
externalising behavior.

2 Social Investment Funds?

The city of Norrkoping established in 2010 a SIF for financing “social
investments” that can be expected to yield future returns both from
direct cost offsets to the municipality and more generally as “human
benefits” (Norrkdping 2010). The initiative got nation-wide attention
and ignited a series of similar decisions by other municipalities. As
shown by a survey in May 2014 (Balkfors 2015; Hultkrantz 2014),
more than a fifth of the 290 Swedish municipalities had allocated
resources to a SIF at that time. While several of these SIFs were small and
loosely organised, some were rigorously controlled with elaborated proce-
dures. Also, a couple of regional (county-level) governments and the three

2'This section draws on Hultkrantz and Vimefall (2017) and Hultkrantz (2014).
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largest cities (Stockholm, Géteborg and Malmd) have followed succes-
sively, which has enhanced the scale and sophistication of operations.
Further, in 2015, a private philanthropist (Leksell Social Ventures)
launched a social impact contract programme with the Norrkoping SIF,
which may set a standard for public-private partnerships.

In a case study based on experiences from SIFs in two medium-sized
municipalities (Norrkoping and Orebro), Hultkrantz and Vimefall
(2017) observe that most projects that had received funding so far target
youth and children with a high risk for social exclusion (foster children,
individuals with some disability, etc.) or those already having problems
(being absent from school, having a drug problem or engaging in crimi-
nal behavior). The main goal is to support these individuals to improve
their long-term wellbeing and avoid future costs for the municipality.
Funding is granted to innovative interventions that are not part of regular
operations and that have a measurable impact that can be predicted and
followed up, including estimates of predicted and achieved cost
reductions.

A crucial feature of the first SIF in Norrkdping was that sustained
funding for new projects should be held by yields from previous projects.
Paybacks were to be made by adjustments of the future internal budget
frames of those administrative divisions that were expected to benefit
from lower expenditure needs. For instance, if a school programme tar-
geting potential high school dropouts is expected to reduce the expendi-
ture needs for the social services in the coming years, then the budget
frame of the social services unit will be adjusted accordingly when that
happens and an equal amount will be allocated back to the SIE While the
original decision in 2010 stated that returns shall be based on expected
cost reductions, it was later decided that paybacks are conditional on
project evaluations showing that these reductions actually were realised.

In Orebro, re-payments are supposed to start three years after the proj-
ect start while in Norrkdping, the full amount is required to be returned
within ten years. This therefore implies that the magnitudes of actual cost
reductions need to be assessed and, since the outcome of the impact eval-
uations in this way may have direct economic consequences, their quality
is likely to become an important issue in the project planning. The guide-
lines for the Orebro SIF state that priorities shall be based on, among
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others, efficiency, measured by socioeconomic effects and municipality
cost reductions, and the credibility of the predicted size and timing of
effects.

Thus, the SIFs by construction builds on an idea that proposed proj-
ects can be selected based on appraisals of the expected socioeconomic
and financial returns and that the actual outcomes of implemented proj-
ects can be followed up economically and financially in ex-post evalua-
tions. Decision makers have obviously presumed that tools for such
socioeconomic and financial assessment exist and are readily available to
be applied for this kind of investment analysis. Although societal BCA is
indeed a well-developed and regularly used method in several other pol-
icy fields in Sweden (Svensson and Hultkrantz 2017), applications to the
kind of interventions that are the focus of the SIFs have been rare or
non-existent.

3 Overview of the BCA Approach

This section gives a brief overview of the general approach used for eco-
nomic appraisal of measures investments targeting children or their
families.

3.1 General Structure

The comprehensive economic performance measure that is used for BCA
is the societal net present value (NPV). This is calculated as:

1
NPV =30, —— 5 [AB] + AB + AC™]=(1+0)C;“""  (1.1)

(1)

with the following denotations:
r social rate of discount
a age of the child when treated
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i age of the child until retirement age (i > 65)
AB" expected monetary benefits at age 7
AB" expected non-monetary (intangibles) benefits at age 7

i
ACP" expected cost offsets (avoided costs) at age 7
CUe™™  treatment cost
1+0 marginal cost of public funds (for tax funded treatment)

Interventions are assumed to target children or their families. Treatment
cost is the direct cost of a specific intervention. Expected cost offsets are
the expected reduction of tax-funded costs (real use of resources, i.e.,
excl. welfare payments and other transfers). We use two sets of standard
assumptions for the discount rate and the marginal cost of public funds:
the Swedish standard » = 0.035 and € = 0.3 and the health economics
standard 7 = 0.03 and € = 0.

As a scale invariant measure of societal profitability we use the Benefit-
Cost Ratio (BCR). This is defined as:

NPV +(1+6)Clreme

BCR =
(1 + 0 ) C(Ilreatment

(7.2)

As a supplementary financial measure, we use the cost Municipality
Payback Period (MPP), defined as:

offset
AM!

C treatment
a

MPP = (7.3)

where AM" represents expected expenditure offsets within the munic-
ipality economy. This includes all expenditure, for instance, transfers,
irrespective of whether it corresponds to real use of resources; and excludes
cost offsets by other public bodies (regional and state level) than the local
government. This measure therefore can be used to evaluate the short-
term ability of a social investment proposal to meet the payback require-
ments of a SIF.
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3.2 Modelling of Effects

The economic analysis is based on measures of effects on a set of outcome
variables from a specific intervention (“do something”) in comparison to
some reference treatment (“business-as-usual,” “do something else” or
“do nothing”). The preferred starting point for the analysis is results from
one or several high-quality trials with controls that provide evidence of
the effect of a specific intervention. These measures of effect size of out-
come variables have then to be scaled to the target population of the
analysis. The WSIPP approach builds on scaling of treatment effects on
outcome variable means (WSIPP 2016). However, for economic evalua-
tion of interventions targeting children at some kind of developmental
risk, it is often more relevant to focus on the effect on the fraction of the
target population that will pass a critical threshold, for instance, the share
of individuals that will require clinical treatment or be eligible to pass on
to a higher education level. An important technical contribution that is
exploited in some of the Swedish work is therefore a method for doing
this based on the whole distributions of the trial samples, demonstrated
by Sarkadi et al. (2014) in an evaluation of a parenting programme for
preschoolers with behavioral problems.

Another issue in measuring effects is that most trials do not follow
subjects for a very long time, whereas early intervention and prevention
measures frequently have a focus on medium-term returns within
5-10 years (payback requirements) or long-run returns spanning over the
remaining lifetime of the treated individuals. Such effects therefore have
to be modelled by short- or medium-term models, such as tree models or
Markov models, by short- to long-term linkages over intermediate vari-
ables, or by combination of these approaches. Examples of both types of
approaches are described below.

3.3 Cost Offsets

Cost offsets are future tax-funded costs that can be avoided if an interven-
tion is successful. These costs can be borne by the local, regional or state
government levels. In a BCA, only expenditure that represents real use of
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resources is included, but in a municipality, financial analysis of all expen-
diture is relevant.

Cost offset analysis is based on unit cost data, representing the average
avoidable cost per individual. For instance, Hultkrantz et al. (2017), in a
study that will be further described later in the chapter, use the average
cost per year of occupation in a day-service programme, organised and
paid for by the municipality for adults with intellectual disabilities that
have not got (state-subsidised) employment at a regular workplace, in a
cost-offset analysis of a programme supporting transition to work for
special school pupils. Likewise, Wellander et al. (2016) calculate the
monthly average cost for potentially avoidable additional support to
compulsory school pupils with ADHD, psychosocial problems or anxi-
ety/depression, respectively, in a school district in a Swedish city.

When the activity of interest is performed by a separate unit, like the
day-service programmes in the first previous example, unit cost can be
derived directly from accounting data for this unit, but when the cost
offset relates to work by staff that also is performing other duties, as in the
second example, it is necessary to collect additional time-use informa-
tion. The total cost can then be calculated by multiplication with the
direct, and possibly indirect, labour cost per unit of time.

3.4 Education-Earnings Linkage

Educational achievements provide a potential link between short-terms
effects of interventions supporting children and long-term, life-course
outcomes. Although statistical associations between schooling and later
lifetime events may be due to selection on common unobserved individ-
ual characteristics, there exists evidence on causal relationships in some
cases; one of them being average earnings. A model for this linkage is
developed in Hultkrantz et al. (2017) based on a two-step procedure.

In the first step, the effect of high school (upper secondary school)
graduation on life-course, labour-market earnings is estimated. This is
made by estimation of age profiles based on a data-set containing data on
earnings and educational status from administrative registers for the
whole population 2009-2013. Separate such age profiles (second-order
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polynomials) are estimated for both gender and two educational status
levels: compulsory school (nine years) and upper-secondary school
(twelve years). These are then used to calculate the average earnings dif-
ference for each gender at all ages (20-65 years) and then the present
value of these differences up until the age of 65. These values are based on
gross earnings, including payroll taxes. According to basic economic the-
ory, they can be used to calculate the real loss of marginal productivity to
society.

These present values show the maximum average education premium.
To take into account that only a portion of this maximum effect is causal,
it is multiplied by a causal-correction factor. There exist several studies
with Swedish population-wide register data that can be used to estimate
such a factor. Meghir and Palme (2005) studied earnings differences of
pupils living in municipalities where the extension of compulsory school
from seven to nine years in school were made different years. Isacsson
(2004) estimated earnings differences between twins. More recently, Lang
and Nystedt (2016) report similar findings from estimations for a large set
of dizygotic (DZ) and monozygotic (MZ) twins. Hultkrantz et al. (2017)
conclude from these studies that the casual part of the relationship between
education and earnings is around 0.5 or somewhat lower, so we use a cau-
sality correction factor at 0.5 with 0.35 as a lower alternative.

In a second step, these estimates of high school graduation education
premia are used to assess the net present societal value of passing an
important threshold at the end of compulsory school, that is, at age 16
(for most pupils). This latter achievement is related to the minimum
requirement for being eligible to a national programme in upper second-
ary school. In Sweden, 99.5 percent of all pupils, except those of special
schools for children with intellectual disabilities, continue from compul-
sory school to upper secondary school, but the 15-20 percent of each
cohort that do not meet the eligibility requirements for starting in a
national programme start instead in an “Introduction programme” that
is meant to prepare them for transfer to a national programme. However,
only a quarter of the non-eligible pupils eventually graduate from high
school. On the other hand, also some of the eligible pupils drop out
before graduation, although this portion is much lower. Therefore,
eligibility, which is a measure that is clearly defined and recorded in
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administrative registers for the whole population, can be used to predict
high school graduation and, in turn, life-course earnings. Also, it can be
used to predict the total cost of high school education, which is poten-
tially important both in benefit-cost analysis and in cost-offset analysis.

In the second step, therefore, a tree-analysis approach is used to calcu-
late the (average) net present societal value of eligibility. The tree analysis
is based on the conditional probabilities of graduation from upper sec-
ondary school after three or four to five years, respectively, of eligible and
non-eligible pupils, and the annual average costs of education in the
national programmes and the introduction programme, respectively.

The final results show that, with base case assumptions on real wage
growth (1.5 percent), discount rate (3 percent) and causality correction
factor (0.5), the earnings net present value to society of high school grad-
uation is around 160,000 Euros, while eligibility on average is worth
100,000 Euros per individual.

3.5 Value of Statistical Life, Quality of Life
and Willingness to Pay

Benefit measures in BCA are ultimately based on the willingness-to-pay
(WTP) concept. While cost offsets and gross earnings effects are directly
measurable using market prices, many important “human” or “quality-
of-life” effects have to be estimated by revealed or stated preference meth-
ods for elicitation of non-market priced values.

There are two common approaches to economic evaluation of effects
on mortality and morbidity. One is cost-effectiveness analysis where
alternative interventions are compared according to their incremental
unit cost, that is, the incremental cost of the intervention divided by a
one-dimensional measure of the intervention effect. The output measure
can be, for instance, a survival or fatality rate, the number of expected
life-years gained or the number of quality-adjusted life-years (QALY5)
gained. In benefit-cost analysis, benefits are valued in monetary measures
based on WTP estimates. Such measures are the Value of Statistical Life
(VSL) and Value of Statistical Illness/Injury (VSI). Another approach is
the so-called hybrid BCA that extends cost-effectiveness analysis by
imposing a monetary value on a QALY.
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I have been involved in a couple of recent Swedish-stated preference
studies of VSL, VST and WTP/QALY (for previous studies, see Hultkrantz
and Svensson 2012): in one, Olofsson et al. (2016), we use a so-called
chained method in a traffic safety context. The chained approach is based
on a two-step procedure in which, first, the WTP is estimated for a health
state that is relatively easy for respondents to evaluate (low or medium
severity, short duration, high frequency/prevalence) and then is scaled up
to more severe, longer duration, less frequent health states (severe injury
or fatality). This means that all measures can be derived on various paths
depending on the nature of the health states in the two steps. For VSL,
estimates were held in a range of 3—5 million Euros, and for WTP/QALY
estimates were between 0.24—0.32 million Euros. In two other studies,
Olofsson et al. (2017), we estimate WTP/QALY for fatal diseases/injuries
with varying severity and duration of morbidity before death. A general
finding is that these values are slightly higher than those for traffic-related
injuries and fatalities. Another approach to estimation of WTP/QALY is
a revealed preference study by Svensson et al. (2015) of implicit threshold
values of reimbursement decisions for pharmaceuticals in Sweden. Based
on decisions made from 2005 to 2011, these threshold values are found
to be in the range from 0.07 to 0.12 million Euros.

Early intervention measures for children and youth sometimes target
categories of individuals with enhanced suicide risk, for instance, pro-
grammes for reducing school bullying or depression treatment. In a state
preference study, Persson and Svensson (2013) estimate the aggregate
societal WTP for measures to prevent school bullying in a medium-size
Swedish city to 0.065-0.093 million Euros per statistical bullying victim.
In a recent study, Vimefall et al. (2018) estimate WTP for depression
prevention and estimate VSL in both traffic accident and suicide con-
texts. The main purpose of this study is to find support for value transfer
from the well-studied traffic safety context to suicide prevention.

3.6 Summary and Looking Ahead

As of yet (June 2018), some of the groundwork of a Swedish BCA model
for evaluation of early intervention and prevention for children and
youth has been laid, in particular some data for cost-offset analysis and an
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education-earnings link. Also, several studies have been conducted for
WTP valuation of mortality and morbidity. However, much work
remains. Some studies are already underway for improving data sources
for cost-offset analysis, especially concerning avoidable costs in compul-
sory school, high school and costs of placement of young individuals in
family homes or institutions.

Another important gap to be filled by on-going work relates to the cost
of crime and criminality. The first step is an extension of the education
earnings linkage as, based on Swedish longitudinal register data, there is
support that societal costs of crime also can be linked to educational
attainment (Bergman and Andershed 2009; Nilsson et al. 2014; and, in
a natural experiment setting that allows for causal inference, Hjalmarsson
etal. 2014 and Aslund et al. 2017). These links can, as in WSIPP (2016),
be used for economic assessment based on methods developed by Cohen
and Piquero (2009) and McCollister et al. (2010).

However, although more work is needed before all potentially impor-
tant benefits of intervention and prevention can be assessed, it is already
possible to do informative benefit-cost assessments with the available
components. This will now be demonstrated by brief summaries of two
recent BCA studies.

4 Case Studies
4.1 Supported Employment

People with intellectual disabilities have a low probability of ever getting
ajob in Sweden. A recent study (Arvidsson et al. 2015) finds that only 22
percent of graduates from special upper secondary schools during the
preceding eleven years were employed at least one hour a week by the end
2011. These schools prepare pupils aged 16-20 years who have been con-
sidered to have an intellectual disability for a work life, but apparently fail
to do so for most. Therefore, 47 percent of the graduates had ended up in
day-activity programs organised and funded by the local governments,
while the remaining 31 percent were not in any kind of occupation.
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In two separate studies, Larsson Tholén et al. (2017) and Persson
(2017) have made cost-offset and benefit-cost evaluations of a programme
called “Job in Sight” (JiS) that was conducted as a four-year trial includ-
ing all pupils in the special upper secondary schools of a medium-size
Swedish city. JiS was much inspired by so-called Supported Employment
strategies developed in the United States that have been found in several
studies to be successful in this respect (Marshall et al. 2014; Dowler and
Walls 2014). A specific feature of JiS, though, was that it was provided as
an integrated part of the last year in special schools, and the institutional
context is quite different from the United States.

While there was plenty of previous evidence on effectiveness of this
kind of approach, the cost of the programme would have been seen as
prohibitive if it was not for a grant from the European Social Fund to this
specific project. The cost per pupil of JiS amounted to 30,500 Euros,
which corresponds to 114 percent of the cost of a full year of the special
school, which is way beyond what the school administration could
finance within its regular budget. This aspect is also probably the main
reason that Supported Employment approaches have not been used pre-
viously in special schools. The objective of the two economic evaluation
studies was therefore to find out whether there were economic arguments
for permanent funding either by the municipality or through state aid.

Both studies were based on a before-after evaluation design study in
which the employment status of the former pupils were followed by
administrative registers up to eight years after graduation, in which the
first four annual cohorts constituted a control group and the last four the
treatment group. Pooled panel probit regression results showed that those
treated by the JiS programme had, on average, a 31 percent higher prob-
ability of being employed (with controls for age, programme and local
unemployment rate in the graduation year).

In cost-offset analysis based on this estimated effect, Hultkrantz et al.
(2017) calculate MPP from the implied cost savings by fewer individuals
in need of day-activity programmes. The result isa MPP at 7.5 years. This
is within a ten-year payback-period requirement, suggesting that a “busi-
ness case” can be made for municipality funding of the programme. In
the second study, Persson (2017) develops the analysis further into a soci-
etal BCA. The treatment effect on the employment status of the former
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pupils is predicted up to age 30 with a Markov model of annual transi-
tions between four states: regular employment, subsidised employment,
unemployment and disability pension. Societal (tangible) benefits are
then estimated from three sources: avoided cost of day-service pro-
grammes, productivity in regular employment and the share of non-
subsidised productivity in subsidised employment. In spite of the
ignorance of quality-of-life improvement effects, the BCR is estimated to
2.3. A probabilistic sensitivity analysis suggests that the probability of a
positive net benefit is 69 percent.

4.2 Parental Training

Over time, several manual-based programmes have been developed for
teaching parents of children with externalising behavior problems
(Conduct Disorder, ADHD, or combinations) how to support their chil-
dren. Four such programmes (COPE, Comet, Connect and Incredible
Years) and a self-help book targeting parents of children aged 3—12 years
were evaluated in a randomised control trial conducted in several Swedish
municipalities by Stattin et al. (2015), with a two-year follow up by
Hogstrom et al. (2017). All programmes were found to be effective in
reducing externalising behavior problems.

Based on these effect studies, two economic evaluations have been
made. Sampaio et al. (2016) evaluate and compare the cost-effectiveness
of the programmes from estimates of the costs of the programmes and
short-term outcomes. As any cost-effectiveness study, this is useful for a
decision maker that wants to select one programme, but does not show
whether any programme delivers value for the money. However, this is
made in a BCA study by Nystrand et al. (2017). They develop a Markov
model using population-wide epidemiological data with annual transi-
tions between disease and recovery to predict the intervention effects for
the children of the trial samples up to age 20 years. This is then used in
the benefit-cost appraisal, where the benefits include avoided costs in
compulsory school, avoided cost from clinical treatment of neuropsychi-
atric problems and the net benefit from passing the eligibility threshold
in compulsory school (based on the study by Hultkrantz et al. (2017)).
All programmes are found to have BCRs way above unity.
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5 Conclusion

In this chapter, I have given a brief overview of the institutional back-
ground that motivates the on-going research in Sweden for developing
tools for BCA of early intervention and prevention measures for children
and young people. The interest in innovative forms for funding of social
impact investments in Sweden has been mainly driven by a wish to
improve efficiency of local government services in education and social
work. The idea is that by taking an investment perspective, some of the
shortsightedness and silo mentality of one-year-ahead budget planning
can be avoided. Thus, the main motive has not been a search for private
funding sources in times of fiscal austerity. However, recently at least one
public-private partnership has been set up. Anyway, these developments
have revealed a lack of valid tools for making economic evaluations of
overall societal returns as well as of financial returns to local governments,
which is what have spurred the work on such models that is reviewed here.

I have described the general structure of the models and some work on
their empirical content that has been made or is underway. While not all
benefits have yet been monetised, as indicated by the summary of two
case studies, even partial benefits can be sufficient to show that some early
intervention and prevention measures for children and youth have favor-
able societal returns and cost offsets.
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Impact Measurement for Social
Innovation: Analysis of the Spanish
Third Sector

Marta Solorzano-Garcia, Julio Navio-Marco,
and Mercedes Valcarcel-Duenas

1 Introduction

Contemporary civil societies face challenges that need new approaches,
approaches that mainly come from third-sector organizations. These new
approaches for solving social problems are called social innovation. In
order to generate and develop social innovation, these organizations
should enhance their potential and improve their management to address
the changes that are occurring in society and strongly affect the way
third-sector organizations operate and their way of interacting with other
stakeholders. In recent years, the public spotlight on voluntary-sector
organizations, and their ability to demonstrate effectiveness, has become
intense. Monitoring (collecting information and tracking progress rou-

M. Solérzano-Garcfa (<) © J. Navio-Marco
UNED, Madrid, Spain

e-mail: msolorzano@cee.uned.es

M. Valcircel-Duenas

Fundacién Tomillo, Madrid, Spain

© The Author(s) 2018 195
M. La Torre, M. Calderini (eds.), Social Impact Investing Beyond the SIB, Palgrave
Studies in Impact Finance, https://doi.org/10.1007/978-3-319-78322-2_8


http://crossmark.crossref.org/dialog/?doi=10.1007/978-3-319-78322-2_8&domain=pdf
mailto:msolorzano@cee.uned.es

196 M. Solérzano-Garcia et al.

tinely and systematically) and evaluation (gathering research and other
data to make judgments and determine the value of worth of something)
has become a critical part of organizational life. The approach taken in
this study is to identify “third sector” with “non-profit sector.” Inside the
category of third sector, the Third Sector of Social Action (TSAS) is dis-
tinguished by the intended purpose of its organizations. Through the
Second Strategic Plan of the Spanish TSAS, we can confirm the defini-
tion of TSAS used in this research: “The Third Sector of Social Action is
formed by private voluntary and non-profit entities, arising from free
citizens’ initiative, that work independently to promote the recognition
and exercise of social rights, to achieve social cohesion and inclusion in all
its dimensions and to avoid certain social groups exclusion from adequate
levels of well-being” (Plataforma de ONG de Accién Social 2013).
According to a perspective that takes into account the finalist sense, enti-
ties are considered non-profit (not-for-profit organizations) when ori-
ented to meet social needs or, in other words, when the goal of providing
services to members or the community prevail over profit. This chapter
reports on the range and extent of monitoring and evaluation practices in
the TSAS. The research proposed is needed to build an evidence base
about monitoring and evaluation practice and its benefits, if any, and to
place that practice within the context of funders’ requirements and evalu-
ation activity. We want to identify the resources available to Third Sector
Organizations (TSOs) as well as the extent to which organizations had
learnt the skills and techniques needed to carry out evaluation.

* Had they also acquired the skills necessary not only to manage and
interpret data but also to make it useful?

* How had the emphasis on value and on outcomes and impact that
were pervading the policy and funding environment affected learning
from evaluation and created benefits for users?

This knowledge, that we will have gained from the first two phases of
the research, will allow us to develop the third-stage methodology that
serves the TSOs to monitor and evaluate their activities systematically
over time as well as to serve stakeholders” evaluation requirements.
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2 Background and Current Status

During the last three decades, Spanish Third Sector (TS) has gradually
gained presence in the social, political and economic Spanish scene. The
economic boom lived until 2008 and the emphasis on the welfare state
resulted in a dizzying growth of Spanish TSAS organizations during the
years before the economic crisis. They received a large amount of public
funding, and the diversification and positive evolution of intervention
programmes resulted in the creation of a great number of TS entities.
Additionally, regulatory framework changes occurred that caused private
financing participation in the sector.

The economic relevance of the Spanish TS, according to the TSAS
annual report (2015), is revealed by its contribution to the Spanish Gross
National Product (1.51%) and its social implication (29,737 organiza-
tions that employed 644,979 workers and had 1,272,338 volunteers).
Out of all these organizations, the three that are considered “singular
entities” (ONCE, the Red Cross and Caritas) employed 77,000 paid staff
and managed a total income of €14,470 million, 1.5% of Spanish GDP
(Ruiz 2015).

The financial structure of social service TSOs is highly dependent on
public funding. The percentage of public funding was already high
before the crisis, 61.3% (Ruiz 2015: 94). However, the degree of depen-
dence of the different TSO clusters is very uneven, so the impact of the
budgetary austerity policies applied during the crisis years has also been
uneven. Public funds accounted for two thirds of the income of medium-
sized TSOs. These were the TSOs that had grown and expanded most
during the period of economic prosperity that preceded the crisis. They
were also those that suffered the greatest reduction in public funding.
Another group of very large TSOs and “singular entities” is less depen-
dent on the public purse (around 33%). Lastly, small TSOs also depend
less on public funding (33%), which they mainly receive from the
regional and municipal levels of government. One major challenge for
the TSOs is diversifying their funding and correcting its concentration
on a single source. While this dependence has lessened in part, in the
boom years it also increased, placing a number of TSOs in a vulnerable
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position of excessive dependence and consequent financial risk
(Fundacién Lealtad 2013). External audits continue to be on the to-do
list for many TSOs, as 58.45% do not audit their accounts (Ruiz 2015:
92). The major form of funding is subsidies and grants, rather than
agreements and contracts with government bodies. The budgetary aus-
terity policy was applied two years after the crisis began, mainly from the
end of 2010 onwards. The reduction in public funding had a broad,
widespread but uneven impact on the TSOs. The total public funding of
Spanish social sector TSOs fell from €10,480.5 million in 2010 to
€8002.34 million in 2013, in other words, it fell by an average 23.6%
(Ruiz 2015: 95). By level of government, approximately 50% of the
funding is from the regional governments, around 30% from the pro-
vincial and municipal councils and 10-15% from the central
government.

The social service TSOs budget volume has decreased significantly
during the last past years. In the boom years, TSOs budgets figures
reflected high expenses, placing a number of TSOs in a vulnerable posi-
tion of excessive dependence and consequent financial risk (Fundacién

Lealtad 2013) (Fig. 8.1).
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Fig. 8.1 Total Spanish TSAS's income and expenses. Years 2008, 2010, 2013.
Source: Authors’ own work
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The financial structure of social service TSOs has evolved in order to
confront the effects of the economic crisis. Although the sector is highly
dependent on public funding, a diversification of the funding sources is
observed, fundamentally among the singular and largest TSOs. The rest
of the organizations are making an attempt at this, but diversifying their
funding and correcting its concentration on a single source is still a big
challenge to deal with (Fig. 8.2).

The degree of dependence of the different TSO clusters is very uneven,
so the impact of the budgetary austerity policies applied during the crisis
years has also been uneven. External audits continue to be on the to-do list
for many TSOs, as 58.45% do not audit their accounts (Ruiz 2015: 92).

The budgetary austerity policy was applied two years after the crisis
began, mainly from the end of 2010 onwards. The reduction in public
funding had a broad, widespread but uneven impact on the TSOs. The
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Fig. 8.2 Percentage of each type of funding in relation to the total funding of
TSAS entities. 2008, 2010, 2013. Source: Authors’ own work
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Table 8.1 TSAS's total income per funding source

2013 2010 2008
Public funding €8002.34 €10,480.50 €10,313.42
Private funding €2807.33 €3179.09 €4021.06
Self-financing €3661.11 €3807.92 €2409.03
Total revenue €14,470.77 €17,467.50 €16,824.50

Years: 2008, 2010, 2013
Source: Authors’ elaboration based on Ruiz (2015)

total public funding of Spanish social sector TSOs fell from €10,480.5 mil-
lion in 2010 to 8002.34 million in 2013, an average 23.6% (Ruiz 2015:
95). Private funding suffered an overall decrease from €3179.09 to
€2807.33 but the percentage that private funding represent relative to
the total funding of the sector experienced a relative growth (Table 8.1).
Largest TSOs balance their accounts better than the smaller ones, even
getting to make a positive difference in their outcome. Smaller compa-
nies, on the other hand, normally exhibit an average deficit. The more
efficient management of largest entities could be due to the provision of
monitoring and control mechanisms of the activity, which help managers
to take good decisions that result in end-of-year budgets without deficit.
Small entities are in a more difficult position, probably motivated by the
multipurpose character of the personnel structure, not being used to
adjusting expenses during a period of austerity and the absence of moni-
toring and control mechanisms of the activity. A better-trained and pre-
pared management staff and implementation of activity monitoring
systems could be the key to more efficient management of small TSOs.
Future assessments predict that financing situation for TSOs will
aggravate, with funding cuts of 20% or even 30%. This forecast has
implications that go further than the sector funding, and make its trans-
formation and overcoming some crucial challenges a necessity. In other
respects, funders’ new demands and the need to strengthen the sector
image will imply a change in the TSOs™ accountability that should be
based on the impact that these organizations generate in society.
Therefore, one of the biggest challenges the sector faces is how to
develop an accurate measurement of the impact it generates and how to
monitor, evaluate and control the activities performed to generate that
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impact. It needs not only to rationalize its management in order to
increase its effectiveness but to create adequate information systems lead-
ing to the achievement of information transparency about the manage-
ment of the organization’s resources.

To this end, it is essential to develop a methodology that could make
impact measurement a tool of efficient management, communication
and transparency. An innovative mechanism that permits to show the
stakeholders the economic, social and environmental value that the orga-
nization is generating should be developed. And to do so, it won't be
enough to show the results obtained but how they have been achieved.
This will enable the stakeholders of the organization to evaluate the enti-
ty’s enforcement and value generation capacity, and adopt the appropri-
ate decisions.

3 Improving the Methodology
for Monitoring and Evaluating

The analysis and measurement of the social impact is an aspect that
directly affects the provision of public services and in many cases the use
of public resources. In addition, all the stakeholders committed to social
impact seek to be able to know which initiatives provide the best results,
in terms of efficiency. Pressure on non-profit organizations for more rig-
orous impact measurement and reporting can come from a range of
involved actors. These include the clients, other social purpose organiza-
tions and so-called patrons (Ebrahim 2003). The challenges posed by the
measurement of social impact in TS entities arise from their ultimate
objective: to know the influence generated by the project, policy, action
or activity being analyzed, in aspects related to the development, values
and human needs. With the growth of the “social investment state” and
the gradual phasing out of grant-giving to the third sector, we anticipate
that measures of social impact will become increasingly central for the
assessment of policies and social action plans and to resource acquisition
in particular. Used properly, it also provides an engaging narrative of the
organization’s impact.
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Social impact assessment serves three principal functions: (1) perfor-
mance measurement (both for internal and external purposes); (2) to
attract funding (and other resources); and (3) to reinforce the organiza-
tional mission (Pathak and Dattani 2014). Out of more than 40
approaches that have been developed for measuring social impact
(Stevenson et al. 2010), some of the most recognized are: Logic models,
Social Accounting and Audit, methods based in Cost-Benefit and Cost-
Effectiveness and Social Return on Investment (SROI). Among them,
SROI has undoubtedly grown into the pre-eminent means of evaluating
net social returns. Although these are the most widely used approaches,
there are many others, so it is unlikely to establish a single reference and,
in fact, no standard has been agreed upon to measure social impact.
Recognizing there are no “one-size-fits-all” solutions, it is important for
organizations to choose the approach that best suits their specific envi-
ronment and requirements. This, far from being an inconvenience, is a
positive factor in the objective of pursuing a correct measurement of
social impact, since the objective of any organization that takes into
account the social impact of its initiatives is to optimize impacts in several
dimensions rather than to maximize impacts against any dimension
(Maas and Liket 2011); the measurement process can not pose in a uni-
directional way. Combined measurements would allow a common frame-
work of comparison, homogenized and benchmarked, that would allow
a comparative evaluation of the goodness and virtues of the future proj-
ects that are being analyzed. Additionally, using a single approach could
ignore the different stages that organizations are at, not only in terms of
their size and resources, but in terms of their cultural openness to and
capacity for evaluation. Given the diversity of the organizations within
the non-profit sector, it is virtually impossible that one single measure of
impact or one approach will be suitable for all of them.

The analysis of the different methods of measurement of social impact
will allow us to draw some conclusions and set future goals.

The Logic models, such as the Logical Framework Approach (LFA),
are, rather than a method, a global project-planning framework that
often precedes specific methodologies for measuring social impact. The
advantage and attraction of Logic models is that they provide a frame-
work that enables organizations to embed evaluation and performance
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assessment into the program design and life-cycle process of the program
(Zappala and Lyons 2009). Logic models or the Logic approach to pro-
gram design and evaluation emerged in the 1970s as a response to the
shortcomings of many program evaluations that were being conducted.
Since the 1990s, different agencies linked to development cooperation
have promoted the application of more advanced approaches than LFA
but have taken many elements of this early approach. This included
“Results Based Management” (RBM), which focuses the analysis on the
achievement of results in the interventions and not only, as before, in the
management of invested resources.

In relation to Accounting and Social Audit models (Gibbon and Dey
2011), the internal data collection and analysis procedures (social
accounting) are followed by an independent audit of the results (social
auditing) before finally disseminating the outcome more widely (report-
ing). Therefore, it will be important to establish information standards
and methodologies and generally accepted accreditation processes, since,
as Gonzdlez et al. (2010: 23) indicate “it is true that there are reports
commonly and popularly called ‘Social Balances’, but on the other hand
they are very far from what could be expected from a document with that
name. None of these tools is really useful to help the knowledge of the
generation of social value, communication and transparency of the value
generated and, consequently, to win it back.” This method has a longer
history of innovation and use in the United Kingdom; it has been to
some extent eclipsed by the importing and development of the SROI
approach, which has been supported by recent UK and Scottish govern-
ment initiatives.

On the other hand, it would be very useful to design indicators and/or
tools that allow us to gain a broader understanding of the reality of proj-
ects and their execution, with a focus on social value and impact. In this
sense, the Social Balance model could benefit much of the work done in
the other methodologies and, in this sense, could serve to offer new anal-
ysis to solve different needs.

The methods based on the comparison between costs and benefits have
very limited methodological development. The possibilities of use are
directed to the adaptation of the concept to the specific casuistry of the
projects under analysis and, in particular, for the determination and
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quantification of those effects of a non-economic nature but that have an
evident social impact.

The non-excessive complexity of these models and the intuitive inter-
pretation of the results allow them to be a good initial option for those
entities that are not applying more complex procedures in determining
the social value of their projects, or for those whose small size limits the
implementation of broader and more demanding methodologies.

Based on a more generalized use of Cost-Benefit and Cost-Effectiveness
analyses, these methodologies can be taken as a reference for the develop-
ment of research and new valuation systems (Retolaza and Ramos 2005),
allowing to advance in this field towards models of more complex and
global management that pursue the maximization of social impact and
integrate the entire entity. Cost-benefit analysis has traditionally been
used for evaluating the costs and benefits of policies and programmes by
government, with more recent work, such as that by Fujiwara and
Campbell (2011), looking to incorporate social and well-being consider-
ations into the policy tool. This is the most demanding approach for the
analysis of costs and outcomes, as it requires a comprehensive measure-
ment of costs and program impacts. Unfortunately, classical cost-
effectiveness analysis and cost-benefit analysis (and therefore any approach
that incorporates these methodologies) do not currently incorporate a
consistent approach in order to deal with value judgments. Each study
reflects the researcher’s assessment about how the costs and benefits are
distributed among stakeholders and how the various outcomes are
valued.

SROI is probably the methodology most widely applied and the most
widely analyzed by researchers (Solérzano et al. 2015). SROI’s applica-
tion is a relatively young discipline. As a result, there is great variability in
how SROI is applied across projects. This makes robust and consistent
comparisons across social ventures difficult while rendering the validity
of SROI measures vulnerable to contestation. On the other hand, prob-
ably the most widely acknowledged quality of SROI is its effectiveness as
a communication tool.

SROT has detractors, as seen in Fujiwara (2015), which synthesizes the
ideas of those who consider it a vague concept; that its approach to the
stakeholders may be limited, which is based in a methodology that it
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considers to be obsolete and incomplete; that it does not have a clear
normative approach; and that it approaches the principles of equality and
equity unduly, giving greater importance to groups that are not the most
needy. It also finds that the calculation of the ratio is susceptible to bias
and that, since its design has not followed the advances in statistics and
econometrics, it does not meet the criteria necessary to raise inference
tests, which causes the application of statistical methods to infer causality
to be limited or even problematic. It is possible to identify three groups
of limitations in connection with SROI analysis (Maier et al. 2015).
Firstly, there are certain fundamental and irresolvable issues that have the
potential to call the method as a whole into question. Secondly, there are
some issues that are also irresolvable but that do not preclude using the
method, as long as they are understood and knowingly taken into
account. Thirdly, there are a number of technical issues that might be
remedied as the method matures.

Methodologically, there are many advances that have been proposed in
relation to the SROI, given its quantitative nature, although with impor-
tant qualitative foundations in its construction. Already in Tuan and
Emerson (2000) two challenges were posed: on the one hand, the deter-
mination of an adequate discount rate—the social discount rate; and on
the other hand, the incorporation of the degree of difficulty to reach the
proposed social objectives, implying the calculation in social terms of a
traditionally financial magnitude—the beta. Subsequently, other authors
have explored the methodological keys and conceptual difficulties of
SROI, such as Moody et al. (2013) and Pathak and Dattani (2014),
among others. In addition to the importance of the aforementioned, it
will be important to make progress in setting standards for the allocation
of general costs and methodologies related to weightings, which allow us
to know the actual counter-value of the initiatives under assessment.

4 Conclusions

Based on the above, we propose, as main conclusions of this research, the
main fronts where we consider that work in the field of social impact
measurement must progress:
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* 'The first challenge in measuring and/or estimating social value beyond
the lack of common measures is the lack of quality data for these mea-
sures overall. Measuring data (social outputs, outcomes, impacts and
costs) requires a lot of resources and time. Collecting and analyzing
data can be very expensive and this expense is often borne by the
grantees of foundations that require such data. Typically, non-profits
have limited time and money to pursue activities outside of their mis-
sion. Additionally, most non-profits do not have the administrative
depth or expertise to track social outcome and cost data.

* Another significant issue is to improve the transparency of the organi-
zations and the structuring of information based on their usefulness
and relevance. Under the premise that resources are scarce and social
intervention needs are very high, the entities must be transparent.
Likewise, it should be possible to demonstrate a certain degree of use-
fulness in all projects undertaken that may be observable and identifi-
able by stakeholders.

e It is very relevant to advance in the definition and selection of indica-
tors, given the complexity of this point. On the one hand, because it is
difficult to collect the value of qualitative aspects such as well-being,
social relations or mental health status and to reflect them in monetary
values can be sometimes inappropriate. It is important not to force
monetization when this is not possible and in this case, it may be use-
ful to use “financial proxies,” ensuring their quality and integrity, in
order to avoid the consumption of significant resources for organiza-
tion and generation of unnecessary or inefficient information.

¢ 'The institutional commitment to measuring the impact of its initia-
tives, on all stakeholders, both the positive and negative effects, direct
and indirect, and on the entire temporal scope of the results of these
initiatives, constitutes the third overall challenge. It should be noted
that sometimes the social impact of the initiatives is not immediate, so
the measurements should be made the moment they materialize, and
it is necessary to keep track of those results. To date, it is common to
stop analyzing the results of the initiatives once they have been final-
ized, the funding line has been replaced or the associated policy has
disappeared, causing loss of information about its real impact in the
long term. Social impact should be measured taking into account the
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greater good (solution of the social problem) for the greater number of
stakeholders (who should be paid attention to and whose problem is
solved through the social action implemented) because their interests
have intrinsic value. Additionally, in the Practical Guide for Measurement
and Impact Management, it is recommended that entities focus their
calculation on results, as noted by the European Venture Philanthropy
Association (2013: 94), “techniques for doing so (i.e. randomized con-
trol groups) are very costly in terms of time and can also raise ethical
issues in the case in which potential beneficiaries of the Social Project
are excluded.”

* Another challenge is related to the establishment of adequate commu-
nication mechanisms with stakeholders, focused on the information of
their interest and in the form and time necessary for decision making,
facilitating comparison with other initiatives. And for this, the mea-
surement should be oriented not to the triggers of payment by the
promoter, but to the results and impacts actually sought, since its
objective is to improve knowledge in the organization and boost its
effectiveness and efficiency.

In any case, regardless of the method selected for the measurement of
social impact, what is truly relevant for organizations is always to follow
a structured methodology, properly reasoned and focused on continuous
improvement. And for all those involved—organizations, users, patrons,
researchers and public authorities—the important thing is to continue to
make progress, so that small progresses continue to be made with the
ultimate goal of promoting equitable development, the defence of values
and satisfaction of the needs of the disadvantaged.
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Social Impact Investments Beyond
Social Impact Bonds: A Research
and Policy Agenda

Helen Chiappini

1 The Main Outlines of the Book

This book provides many specific outlines on the social impact invest-
ments (SIIs) market. Impact investors seem more aware now than in the
past about what social impact investments are and about the main differ-
ences between SIIs and other familiar investments, like socially responsi-
ble investments (SRIs). The most talked about (and maybe attractive)
investment of the SII industry appears to be social impact bonds (SIBs)
(Car¢ and Wendt 2018). SIBs allow public bodies to repay financial
return whether the expected social impact is achieved, controlling for
social-mission drift. However, the SIB market suffers many limits, includ-
ing the restricted knowledge of social risk determinants and lack of stud-
ies assessing the relationship between social risk and financial return. The
study conducted by Scognamiglio et al. (2018) in Chap. 3 constitutes
one of the first attempts to fill this gap. Scognamiglio et al. (2018) devel-
oped a social risk score and found that SIBs have a medium level of social
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risk, mostly driven by social outcome evaluation. Social risk and financial
return of a sample of 34 SIBs worldwide appeared not significantly cor-
related. Thus, future investigations should assess the role played by finan-
cial risk in determining SIBs financial return.

The SIB model is also challenging from a regulatory perspective, as
shown in Chap. 4 by Rizzello et al. (2018) in which they discuss the
Italian market and the complexity of its architecture. In fact, the public-
private partnership and the involvement of a social impact independent
evaluator provide an advantage in terms of social challenges met, without
weighing down the public balance sheet. From another perspective, SIBs
can—under some conditions—experience a start delay of a social inter-
vention. An interesting alternative can be considered by the case pre-
sented in Chap. 5 by Addarii et al. (2018). They analyzed one of the first
infrastructure public partnerships agreed upon for the realization of the
hospital in Treviso, Italy.

Another financial alternative available in the SII market is crowdfund-
ing. Crowdfunding bases the success on the crowd: a wide range of people
can potentially support a campaign, regardless of the amount of money
they invest (Belleflamme et al. 2010; Whitla 2009). Large potential for
improving their effectiveness can be driven by the use of a crowdfunding
platform within an innovative scheme called ‘Social Bond Crowdfunding
based,” which is discussed in Chap. 6 (Gallucci et al. 2018).

The measurement of social impact remains a challenging area within the
SII framework as is illustrated by the Swedish case in Chap. 7 (Hultkrantz
2018) and the Spanish one in Chap. 8 (Solérzano-Garcia et al. 2018).

Although the SII market appears characterized by a wide range of
financial architectures (beyond SIBs) suitable to realize social and (or)
environmental impacts, a great market potential is still unexpressed or
limited by different kind of barriers.

2 Impact Investments: A Research
and Policy Agenda

A research and policy agenda can be formulated for any kind of SII archi-
tecture. However, some pillars regard many financial structures as well as
geographical areas and political contexts.
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Thus, this section assesses research and policy points still open and
highly interrelated, like the need for: a hard and soft regulation; a trans-
parent governance; reliable social and financial performance; and the
market development.

2.1 Hard and Soft Regulation for the Impact Sector

The SII market is a growing market (Mudaliar et al. 2017b), however, the
development of ad hoc regulation did not correspond to the industry
growth. Some products, like microcredit, are regulated by pioneering law,
as in Italy and France, but the industry as a whole is not regulated by
specific law. Thus, on the one hand, the SII industry can be affected by
asymmetric information and by the risk of the development of a shadow
market. On the other hand, the market functioning can be affected by
concerns in terms of investors protection and by reputational and stabil-
ity risk.

Asymmetric information is related to the concept of impact invest-
ment. To date, many international organizations and scholars have spent
time discussing what an impact investment is (i.e., Social Impact
Investment Taskforce 2014; Organization for Economic Cooperation
and Development, OECD 2015), however, no country has regulated by
law when we can refer to a financial product as an impact investment.
Looking to social impact funds, Chiappini (2017) showed that many
funds are far from an impact investment as defined by the OECD (2015)
in a report including the consideration of experts and of the Social Impact
Investment International Taskforce. Thus, asymmetric information may
not only characterize impact funds but also transcend to the larger spec-
trum of social impact products.

The concatenate concerns regard both the establishment of a shadow
market in which many financial actors can be advantaged in their fund-
ing by the misuse of the term ‘impact investment and the relative risk for
unaware impact investors. By contrast, large impact investors can also
experience relevant difficulties in portfolio selection, recognizing an evi-
dent difficulty in answering the question: when is an investee organiza-
tion (really) an impact body?
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In Europe, the High-Level Expert Group on Sustainable Finance has
recently suggested that the European Commission develop a standard for
sustainable assets, including an official European green bond standard,
while the Directive 2014/95/UE on non-financial disclosure is already in
force in many European countries.

Thus, whether governments can act in order to regulate the impact
investment market and their segments (hard regulation), professional
bodies can play an important role as well in developing guidelines (soft
regulations).

The potential role of professional bodies was recalled by the Independent
Advisory Group appointed by the UK government in 2016. The Advisory
Group (2017) recognized that trust of UK impact investors can be gained
(among others) with the implementation of standards concerning impact
investments.

The United Nations Environment Programme Finance Initiative'
released in January 2017 a standard called “The Principles for Positive
Impact Finance’. Those principles include a definition of impact finance
(first principle), the general framework in which the impact finance move
(second principle) and the following other two principles:

1. Transparency and disclosure on:

(a) the process that guided the selection of eligible social impact
projects

(b) projects financed and on their social impact achieved

(c) the monitoring process of financed projects

2. Assessment of social impact achieved
This standard can be viewed as one of the first attempts to provide a

standard for SII. However, it is far from a comprehensive standard. Thus,
there is still large space for social impact standards.

"United Nations Environment Programme Finance Initiative (UNEP FI 2017) is a partnership
between United Nations Environment and the global financial sector created in the wake of the
1992 Earth Summit with a mission to promote sustainable finance. More than 200 financial insti-
tutions collaborate with UN Environment.
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2.2 Governance, Ownership and the Missing Link
with Social and Financial Performance

Ownership and governance of financial institutions are under the lens of
regulators and policy makers due to the relevant role played in the stabil-
ity of the financial sector. At the European level, the concept of gover-
nance recently assumed relevance in the field of sustainability. Indeed, the
European High-Level Expert Group on Sustainable Finance released a
Report in July 2017 including policy recommendations in terms of gov-
ernance. Specifically, the High-Level Expert Group indicates the need for
a sustainability committee for some specific typologies of firms and over
some firms’ size and recalled that incorporating ‘long-term value creation
and improving investor governance should be central objectives at the
European level. Sustainability needs to be embedded in the objectives
and oversight of board directors and investment institutions/funds and
their advisers’ (p. 26). Thus, those elements appear to be essential aspects
also for the impact investment industry devoted to social impact along-
side financial return.

In a theoretical perspective, ownership and governance play a critical
role in the mission-lock of demand-side organizations and supply-side
organizations. Demand-side organizations experience mission drift espe-
cially when the funding phase is completed. Indeed, Mudaliar et al.
(2017a) report that only 11% of delivery organizations measure social
impact after the investors exit. Thus, the impact attitude of some delivery
organizations can be driven by funding needs.

Scholars are investigating the governance role in impact finance. Lehner
(2016) suggests the study of the impact that crowdfunding can have on
corporate governance of social enterprises due to the large number of stake-
holders involved. Chiappini (2017) recognized that there is no evidence
about the mission-lock clauses used by social impact funds, governance
structures and boards composition of those investors, and the link between
those elements and social and financial performance are opaque areas.

Governance is also relevant for other impact actors such as founda-
tions, banks, microfinance institutions and governance bodies. Many
central and local government bodies have been involved in the SII field,
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however, those impact projects have been governed in different ways. For
instance, the United Kingdom established a specific unit in the prime
minister’s cabinet office: the Social Impact Finance Team, while other
countries have not established a specific unit. Are there implications in
terms of social impact investment development emerging from different
projects’ governance?

Moreover, in terms of governance of social impact actors there are no
evidences about whether demographic features of impact committees or
of the board of directors drive a more effective mission and mission-lock
than others do. Thus, while many studies recognized that a more diversi-
fied board of directors can have a positive role in firms’ and banks’ risk-
taking and performance (i.e., Berger et al. 2014; Adams and Ferreira
2009) or that CEO features can impact firms’ performance (i.e., Palvia
etal. 2015; Faccio et al. 2016) in the social impact investment field those
elements are under-investigated.

2.3 Reliable Social and Financial Performance Track
Records

Case studies support the in-depth analysis of specific impact projects,
impact institutions or financial architecture active in the social impact
industry. However, the sector suffers from a lack of mainstream research
assessing social and financial performance.

With regard to social performance, the proliferation of impact metrics
and the large amount of social areas (i.e., health, education, justice) did not
support the development of a univocal or restricted set of social impact
metrics. Indeed, the TRASI Foundation (2015) has recognized more than
150 metrics to measure social impact. Therefore, the overall estimation of
social impact generated through many years of impact investments is not
currently assessed. By contrast, we know the state of measurement practices
through the lens of proxy institutions, as discussed by Mudaliar et al.
(2017a) in the Global Impact Investment Network (GIIN) report.

Regarding financial performance, another recent report of the GIIN
has summarized the widest research analyzing SII financial performance.
Indeed, Mudaliar and Bass (2017) recognized the following widest stud-

ies of financial performance.
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Cambridge Associates (CA) and the GIIN since 2015 update quarterly
a performance report of 71 social impact funds targeting market-rate-
returns and investing mostly in Africa and the United States, and margin-
ally (17%) in other emerging economies (Bouri et al. 2015). The Wharton
Social Impact Initiative (WSI) analyzed 32 market-rate-seeking private
equity impact funds (Gray et al. 2016), while Symbiotics (2017) ana-
lyzed 98 microfinance impact vehicles (MIVs). Other research—restricted
in terms of sector and geographical area—have been recognized by
Mudaliar and Bass (2017), such as the research conducted by EngagedX
and the Social Investment Research Council (2015) and the Boston
Consulting Group (BCG).

Research conducted by scholars are limited due to the lack of public
time series and public available benchmarks. An illustration of these phe-
nomena is provided by the London Social Stock Exchange (SSX) and its 36
member companies® (SSX 2017b). Among these organizations, only 14 are
publicly listed securities; nine are traded on the London Stock Exchange’s
Alternative Investment Market (AIM) and five on the Social Stock Exchange
segment of the ICAP Securities and Derivatives Exchange (ISDX).

Impact Indexes have been recently created. For instance, the MSCI
ACWT Sustainable Impact Index—including listed companies ‘whose
core business addresses at least one of the world’s social and environmen-
tal challenges, as defined by the United Nations Sustainable Development
Goals (UN SDGs)” and meeting some minimum ESG standards (MSCI
2017a)—was established in November 2015. Thus, time series are no
longer than two years (MSCI 2017b) and they are not suitable for finan-
cial investigation and comparisons.

This makes it challenging to study performance, risk-adjusted perfor-
mance and the portfolio contribution to performance and risk of social
impact investments as shown in preliminary investigation by La Torre

etal. (2017a, b).

>The London Social Stock Exchange (SSX) promoted in 2013 to foster the fundraising of delivery
organizations. Specifically, ‘it offers access to funding to impact organizations and a framework for
impact assessment through the Impact Reporting Process which is the key milestone for achieving
membership at the Social Stock Exchange. It offers access to the world’s first regulated market dedi-
cated to impact businesses of all sizes and investors, meaning that the SSX is a platform where
accredited member companies can be traded publicly’ (SSX 2017a).
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Thus, the SII funding of financial-first (and impact-first) investors
remains challenging due to the absence of resilient (and independent)
information about social and financial performance. Working in this
direction can contribute to market development and to the attraction of
investments, meeting the funding needs of demand-side organizations.
In contrast, a reverse causality can be found: the SII market growth can
drive both the establishment of impact indexes and of scholars’ research
exploring financial and social performance.

2.4 Market Development

The demand for SIIs and SRIs is progressively growing. Schroders (2017)
published results of research conducted on 22,100 retail investors in 30 coun-
tries. The research shows that younger generations are more inclined to invest
in products aiming at social impact and sustainability. Among Millennials
(18 to 35 years of age), 52% ‘often or always invest in sustainable investment
funds’, compared to 40% of people aged 36 to 50 years (Generation X) and
31% of people aged 51 to 69 years (Baby Boomers) (p. 8).

Those results have been confirmed by Union Bank of Switzerland
(UBS) (2017): Millennials are proactively interested in SIIs instead of the
investments barriers that they face, among which is the limited informa-
tion on impact investments. Barriers to the investment in the SII market
have also been recognized in the United Kingdom, one of the most devel-
oped markets for SII. Research conducted by Barclays (2015) showed
that the investment gap between people that would like invest in the
industry (56%) and people investing in it (9%) is consistent.

Governments and professional bodies can actively work in order to build
up a trustable market. Aspects recalled in previous sections can drive the
market development, but other aspects are also relevant. The increasing
availability of financial products incorporating social impact aims and pos-
sibly certified by independent evaluators as ‘impact investments’ can also
contribute to fill the gap between demand and supply of SIIs.

The Independent Advisory Group to the UK government (2017)
recalled three elements useful in order to ‘make it easier for people to
invest’ (p. 6): improve the social finance education of people through
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coordinated actions of governments, professional bodies and organiza-
tions involved in the field; boost the trustee of investors through stan-
dards; and develop more products embodying impact finance concerns.

2.5 Concluding Remarks

The impact finance market faces many research and policy paths still
open. This chapter assesses some of the most relevant ones. However,
other aspects can drive the market development, such as the partnership
between private and public entities, favourable fiscal policies and reliable
market infrastructures. The space for research is large and worldwide
scholars can significantly contribute to the development of the impact
finance discipline.
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