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Note for members on Social Impact Bonds (SIBs) (March 2012)

Acknowledgement: Thank you to Philip Dunion (Finance Director, Apex) for his substantial comments and guidance in the preparation of this note. MM.

On  15th March 2012, Alison McInnes (MSP - LD) led a Member’s debate in the Scottish Parliament on the following motion: 

“That the Parliament recognises that successful rehabilitation is vital in order to reduce reoffending rates and support ex-offenders to turn their lives around; further recognises the role that voluntary organisations and social enterprises can play in delivering innovative and high quality programmes to address offending behaviour; believes that Social Impact Bonds have the potential to deliver a new approach to investment in rehabilitation, which incentivises innovation and rewards positive outcomes, and calls on the Scottish Government to pilot the Social Impact Bond model as a new approach to prison rehabilitation and reducing reoffending.”

What are social impact bonds, what do we know so far about their efficacy, and is this a model of relevance to developing services in criminal justice in Scotland?

Social impact bonds (SIBs)

SIBs (also known as Payment By Results (PBR)) are a new form of financial instrument first mooted by the Home Office under Jack Straw and since progressed by the UK Coalition government. There are no hard and fast mechanisms for SIBS, in detail, but all will have tripartite structure of commissioners (local or central government), investors (seeking a return or not) using an intermediary and service providers. The concept is that against a backdrop of decreasing public funding, services may be financed by combinations of new and old sources of money. The innovation is to set up a structure wherebye private or commercial investors would take up SIBs, the consequent flow of money is used to fund  a social project and at an agreed point, if savings to the public purse can be demonstrated, the investors get a return on their outlay.

In principle, contracting for services can take many forms. For example, it may be that the service provider identifies a need, attracts an investor and goes to government with the concept, whereby payment would be made out of direct savings accrued from the delivery. It may be that government tenders for service delivery on a SIB basis (as was done by DWP under the Innovation Fund).

Normally there would be the service provider who would be "overseen" by an Intermediary Body, who would generally have been tasked with finding the investor and there will be discussion about the monitoring and evaluation of performance. There has also been a suggestion that it may be necessary to have FSA registered bodies involved above the intermediary body to deal with the issues around the pump priming of monies from the Investor and how this plays into money laundering regulations. 

It is argued that the SIB model may also offer a better more sustainable option to the voluntary sector service providers than public grants because amongst other they may be (1) for a longer period than is customary allowing the service to concentrate on provision rather than chasing the next funding stream, (2) the model is suited to preventative services which may otherwise find difficulty in attracting interventions (3) there is a clear structure of evaluation and concern with outcomes providing an incentive to be effective and yet (4) the risk is carried by the intermediary and the investors holding the SIBs rather than government or the service providers.

What do we know about how they work?

The short answer at present is - very little. The first SIB in the justice sector was only launched in September 2010  and it will not be until at around 2014 that the first outcome results, and therefore the investment return are expected.  The One* Service aims to reduce re-offending amongst male prisoners leaving HMP Peterborough who have served a sentence of less than 12 months. This is a group who are known to be at high risk or reoffending and yet, there is no obligation on the part of statutory agencies to work with them prior to, on and following release. In this case the service providers are a network of experienced social sector organisations, such as St. Giles Trust, The Ormiston Children and Families Trust, SOVA and YMCA  providing intensive support to 3,000 short-term prisoners over a six year period, both inside prison and after release, to help them resettle into the community. The intermediary body is Social Finance, an organisation set up in 2007 to ‘establish a social investment market’ in the UK. The investors for this pilot project are a consortium of largely philanthropic interests, charities and foundations, some, but not all, of whom had not previously funded criminal justice projects. 

However, RAND Europe report published last year, commissioned by the Ministry of Justice, in which some very useful early lessons are identified, although the difficulty of generalising from this one example to all possible applications of the model are noted (Disley et al, 2011). It is recommended that anyone interested in thinking about SIBs should read the full document. Social Finance’s own first year report offers, as would be expected, a more upbeat gloss on progress (Social Finance 2011).

The outcome measurement in this case is a reduction in the frequency of overall reconviction by 7.5% compared with a comparison group. Only if this is achieved will investors get return and this will be capped according to an agreed formula. The value of the return will be determined by the number of reconviction events and also the value given to each event in the contract between Social Finance and the Ministry of Justice. This has not been disclosed for commercial reasons. This payment is funded by the savings to the public purse in prison, court, police and other costs. However, it is clear that real cashable savings are only likely to be made in the system when these are not at the margins and that interventions result in real reductions in capital expenditure, such as the closure of prison wings and so on. There therefore needs to be clarity about the real nature of these savings. 

Both the contractual arrangements and the calculation of the outcome measure were reported by RAND to be very complex and time consuming. This may in part because the parties were having to invent the process and it may be that the subsequent application of the model will be able borrow from this template. Nonetheless there are questions around, for example, the scale of the project required to generate statistically significant results. Also, if SIBs were to be rolled out as a mechanism to provide a general service amongst the whole of a particular population (all parolees for example) there would not be a comparison group against which the efficacy of the intervention could be tested.

And of course the likelihood of attracting investment from other than the usual philanthropic donors is as yet unclear. It might be argued that these are high risk investments only really suitable for those individuals and institutions who are more concerned with ethical deployment of funds rather than a safe return at commercial rates, and who would be prepared to take the risk. On the other hand trusts and charities may be legally constrained from using high risk financial instruments.  Conversely there are ethical questions arising from the possibility of making a profit from social disadvantage. Sceptics might also consider the likelihood of a win for investors, for clients and for all other stakeholders as being too good to be true.

For Scotland?

Consortium members will be well aware that there has been a tendency in Scotland to wait and see what the outcomes of innovations begun elsewhere might be before adopting and adapting those models for the circumstances of our local jurisdiction. 

However, the same challenges in providing effective services against the backdrop of cuts in public expenditure apply here, as do similar pressures on third sector organisations to secure sustainable funding. Both combine to make new access to new sources of money attractive to government. Nonetheless there has been relatively limited privatisation and centralisation of criminal justice agencies here compared with the south. (HMP Peterborough is managed by Sodexo). The problems of scale might be of concern in the context of SOAs between central and local government. On the other hand, it is conceivable that the CJA structure might have some potential as a prototype of a public sector intermediary body and be reinvigorated by that role. However, at present these are not funded, staffed or have sufficient expertise to carry out such a function.

The Audit Commission for Scotland reporting last year on criminal justice in Scotland noted that “the scale of the budget reductions, combined with increasing cost pressures in some areas and limited control over demand mean there are risks to the long-term sustainability of criminal justice services” (ACS 2011). The report also notes that there has been little progress in the reduction of reconviction rates and the “availability of services to support offenders varies across the country and information on the effectiveness of these services is limited and inconsistent” (ACS 2011).  Clearly a SIBs model would have some attractions in terms of this analysis. The Public Accounts Committee of the Scottish Parliament responded by publishing its own report in February in which it was critical of CJAs’ poor performance monitoring and sought to identify areas which it would wish Audit Scotland to consider including in a further performance audit report to be undertaken this year (PAC 2012). So this is work in progress.

Apex has been involved in the development of SIB's in Scotland for over a year now, although has been unsuccessful in getting one off the ground. The first SIB in Scotland will be in Perth and Kinross, with the YMCA as service provider, to work with ‘disengaged’ 14-17 year olds and young people not in education, training or employment.  The intermediary is Indigo Project Solutions.
This then is the immediate background to Alison McInnes’s motion. It was perhaps unexpected, in the light of John Swinney’s reported interest in SIBs, that Kenny MacAskill seemed to be less committed and tabled an amendment that reflected that.
 Furthermore his speech suggested a more cautious approach but one that at the same time does not exclude the possibility of further consideration:

“ [ . . .] we must build on the evidence. The only scheme of which we are aware is in Peterborough and I am happy to look at it, although it is fair to say—especially in a justice debate—that the jury is out. I give the member a commitment to look at the scheme with an open mind. I do not want to give a commitment on the timescale, but I am happy to look at the scheme. Given that it was started by Labour and supported by the coalition, we take no ideological view of it; we will look at what has worked, which is why we will also consider the concept of public-social partnerships.

I am grateful to Alison McInnes for raising the issue. I hope that the Liberal Democrats will accept the spirit of the amendment. I am more than happy to undertake to look at the good work that is being tried in Peterborough. If it works and can be replicated here, we will be more than happy to use it. In the interim, whether we are talking about public-social partnerships or the on-going good work that is being done the length and breadth of Scotland, it has the Government’s full support.”

Further reading

Audit Scotland 2011: An overview of Scotland’s criminal justice system.
Disley et al for RAND Europe (May 2011) Lessons learnt from the planning and early implementation of the Social Impact Bond at HMP Peterborough, Ministry of Justice, May 2011

Public Audit Committee 1st Report, 2012 (Session 4): An overview of Scotland’s criminal justice system
Scottish Parliament Official Report 15.3.12: Offenders (rehabilitation)
Social Finance (2011) Social Impact Bonds: The One Service, One Year On.
http://www.socialfinance.org.uk/

http://www.onesib.org/

http://www.indigops.com/innovation/index.html
Mary Munro  (CjScotland and the Centre for Law Crime and Justice, Strathclyde)  

� “and welcomes that the Scottish Government will explore the potential of innovative approaches to funding, including the piloting of social impact bonds and public social partnerships, to support preventative spend measures.“
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