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1. Introduction



1-1 Background

Social impact bond (hereinafter referred to as
“SIB”) is an innovative funding mechanism
that enables private investors to enter into
performance-based contractual arrangements
with the public sector with the ultimate goal of
achieving better social outcomes in certain
The SIB model
incentives when the objectives pre-determined

areas. offers financial
by the governing authority and private-sector
service providers are achieved. In line with the
recent trend of Evidence-Based Policy
Making (EBPM) that aims to satisfy the
objective requirement of a clear link between
investment and impact, SIB gains popularity
as a solution for development challenges that
OECD DAC List
experiencing and also as

countries are now
a financial
instrument used not only to attract public
finance from traditional donors but also from
private-sector such as private foundations.

Particularly in Latin America and the
Caribbean (LAC) where heightened income
inequality and a large number of social issues
through  the
the financial

need to be addressed

redistribution of wealth,
stringency caused by populist subsidy policies
and tighter fiscal management practiced under
fiscal responsibility laws necessitate more
suitable fiscal policies. High potential demand
for SIB is therefore expected as one of the
measures to improve the efficiency of public
expenditures including subsidies and other

different forms.

Served as a new solution to problems faced by
developing economies along their path toward
development, SIB is deemed complementary
with other traditional cooperation schemes
and approaches that the Japan International
Cooperation Agency (“JICA”) is currently
adopting there, and that alone makes this study
of the SIB potentials more meaningful for
JICA.



1-2 Study Overview

Study Overview

Overview Team structure
@ January,2021- January,2022 Latin America and the
N . . Caribbean Department,
(o011 1y P Brazil, Colombia, Peru JICA South America
Division
@ To explore JICA’s new possibilities of SIB-related - ) Mr. T
cooperation in countries covered in this study JICA ¢ Vir. Lange

e Mr. Hayakawa

A h o Worldwide
YSRes” SIB trend research
e LAC

= Identifica- e Scenario of SIB ripple effect Dream Incubator
E = tion of in LAC e Mr. Hosono
= E potential — , p (o ia)] SIB themes for o Mr. Miyauchi
= B Aoz each count
== v Research e Mr. Kusuda
2 f _______________________________________________ team e Ms. Yamaguchi
== . q e JICA’s assistance options
=g Discussion concerning SIBs
< ”; with local o ) Office 1192
= e Possibility of cooperation

governments
with local governments ® Mr. Matsuoka

*  Figure 1: Overview of study



1-2-1 Purposes and approach

The purpose of this study is to have an
overview and a close analysis of the central
and local government spending in LAC
countries- especially in Colombia, Peru, and
Brazil, collect information regarding
expenditures potentially incorporated into SIB
programs, and to explore the possibility of
cooperation between various stakeholders and
JICA with respect to SIB-related projects. For

the realization of this study, two major steps

will be necessary: Step 1: Analyze SIB trends
across the globe and target countries, Step 2:
Formulate hypothetical ripple-effect scenarios
for a sustainable development of SIBs in LAC
based on insights drawn from Step 1. Then,
high-potential SIB themes in three countries
covered by this study will be identified and
brought to discussions with local governments
to reveal the feasibility of setting up SIBs with
those themes and JICA's involvement.

Overall work plan (excerpt from DI’s initial proposal)

(2) Formulation of research policy /
(3) Data collection concerning expenditure items and quantitative metrics

(1) SIB case study
research
(2.
1 Select areas of research
Analyze SIB trends

Country/municipality-

e b level financial analysis

2)2. L (3)3.
Deﬁl:!e quantitative Assume socio-
metrics

economic impacts

Identify areas
) suitable for SIBs
Collect SIB-related
information 3)1.
in target countries*® Extract public

expenditure items

Assume the
conditions of above
items/metrics that can Assume
be replaced by SIB
secondary
Formulate research soctoeconomic
li impacts
policy 4
3) Research
I itativ report
g(i::t]gl,e‘:t quantitative Verify with
local residents
Collect quantitative fhrough
data of policy targets nterviews

Interview to discover
intentions of
related gov’t agencies

Extract items by sector
from expenditure
3. data
Structure the whole - .
. Interview to discover
process of setting intentions of
up a SIB related gov’t agencies
¢ Colombia, Peru, Brazil

*  Figure 2: Overall work plan (excerpt from DI’s initial proposal)



1-2-2 Organizational structure

This study is carried out in collaboration with
IDB Lab, innovation laboratory of the Inter-
American Development Bank (IDB) Group.
IDB Lab has provided us with various insights
into SIB-focused innovative development
assistance approaches.

This study is conducted mainly by Dream
Incubator Inc. (“DI”), headquartered in Japan.
DI’s business model is highlighted by a

DI’s snapshot

Company Profile

multifaceted and interactive combination of
strategy consulting and incubation initiatives
such as management support and venture
capital investment in and outside Japan. DI’s
main mission is centered on solving various
social issues and creating new businesses,
backed by its varied expertise and strong track
record in investment funds, management and
startup support, as well as public-private
partnership building.

Business Model

DI = "The Business Producing Company"

Founded:  June 2000 in Japan

Net Asset™s US$135M”

Staff™: 665 (Consolidated)

109 (Non-consolidated)

Stock listing
e 1st Section of Tokyo Stock Exchange

Global offices (DI Group):
e India, Vietnam, Thailand, Indonesia

As of September, 2020
**  Social TEIpEcT bokds
**  Asset under management

Professional
Services

Incubation

Consulting

SIB (in Japan)

Asia Impact
Investment Fund

Private Equity Investment
with majority share

*  Figure 3: DI’s snapshot



DI has recently launched a SIB - the very first
one in Japan and among Asia’s biggest funds.
The first project it funds aims at preventive
care for the elderly people in Toyota City. DI’s
COO Kyohei Hosono who is presently
overseeing SIB and impact investment
initiatives of DI, has been assigned as project
team leader for this study. The following table
shows all the project team members involving

in this study.
e Table 1: List of project team members
Scope of work Full name Company
Chief officer/ Kyohei Hosono Dream Incubator Inc.

Impact investing

Public policies Makoto Miyauchi

Dream Incubator Inc.

Public finance management Hiroshi Matsuoka

Office 1192, LLC

Finance Ryosuke Kusuda | Dream Incubator Inc.
Compilation of research Yuriko Dream Incubator Inc.
(Overall support) Yamaguchi
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1-2-3 Schedule

The study was originally scheduled from
January 28", 2021 to November 31%, 2021,
but was extended to January 28" 2022 to

Timeline as of inception

secure opportunities for discussion with the
local governments.
The overall study timeline is as follows.

Tasks and activities 1 T? f’ ‘4 |5 ? F EIE ? 1|0 1} 1|2 (Month)
T T T T T T T T T T —*
§ T 1.Analyze trends of SIBs across the globe - mmm : Local working hrs
= S Japan working hrs
— : Japan working hrs
; - 2.Collect SIB-related information [ | A : Reporting meetings
§ =1 in target countries* L * Tnterviews
38 . _—
B2 3.Structure the process of setting up a SIB e
* Overview of e Ceniral gov't’s
social 1ssues in spending —, 00
South America & structure, |
(2)1. centraf gov't financial issues,
Sl i initiatives and initiatives
» Shortlist social 1ssues (expenditure items)
of research with high potential of employing SIB
scheme _‘- al
3)1.Extract || ® Verify SIB applicability by identifying the A
(3)1.Ex .rac beneficiaries (financial contribution ratio) Shortlist social
pul:;-l:l of social issues issues
enditure i _ -port
exp. t * Gov't imtatives or policy targets to | A e
LA address social issues and social service

delivery
Identify areas of SIB adoption

(2)2.Select quantitative metrics items
(3)2.Collect quantitative data

“oprod yaaeasax jo uopemuLIog (py)

(3)3.Assume socio-economic impacts

soLnem aanejpuenhb
pue swajf amyppuadso Jo mope[od E1Eq (W)

(3M4.Report research findings ‘

Identify target
regions

ee—— A
EEE A Report
research findings
Confirm research policy 4NN

Second
interim report
¥ S

Fmal
report

Draft final
1eport

* Figure 4: Timeline as of inception

1-2-4 External meeting record
Several interviews with stakeholders in and
outside of JICA have been conducted to verify

the feasibility of establishing SIBs in LAC.
The table below provides a list of meetings
during this study.

Date Participants

Agenda

* Potential SIB

May 27", 2021

JICA Brazil Office (Mr. Masayuki Eguchi,
Mr. Shinji Sato, Mr. Ryunosuke Kataoka),
JICA Latin America and the Caribbean
Department (Mr. Taishi Hayakawa)

themes in Brazil

June 1%, 2021

JICA Colombia Office (Mr. Naoki Kamijo,
Mr. Yoichi Ueno), JICA Latin America and
the Caribbean Department (Mr. Taishi
Hayakawa)

 Potential SIB
themes in Colombia
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Date

Participants

Agenda

June 3 2021

JICA Peru Office (Mr. Tomoyuki Odani,
Ms. Yumi Nakagawa, Ms. Yun Yamanaka),
JICA Latin America and the Caribbean
Department (Mr. Taishi Hayakawa)

= Potential SIB
themes in Peru

June 28" 2021

IDB Lab (Ms. Christine Ternent, Mr.
Tetsuro Narita), JICA Latin America and the
Caribbean Department (Mr. Takayoshi
Tange, Mr. Shohei Kashiwagi, Ms. Misa
Haratsu, Ms. Minori Chitani, Mr. Taishi

Hayakawa)

* Hypothesis of
sustainable S1B
development scenarios
for LAC

* Potential SIB
themes and their
feasibility in LAC

August 16™, 2021

JICA Governance and Peacebuilding
Department (Mr. Chigiru Yamashita, Mr.
Satoshi Ikegami, Mr. Takashi Ishii), JICA
Latin America and the Caribbean
Department (Mr. Takayoshi Tange, Mr.
Taishi Hayakawa)

« SIB feasibility for
crime reduction in
Brazil

August 18", 2021

Nippon Koei Co., Ltd.

* Issues in water
supply and sewerage
infrastructure and SIB
feasibility in Peru

August 26", 2021

Nippon Koei Co., Ltd.

= Solid waste issues
and SIB feasibility in
Peru

August 27", 2021

JICA Global Environment Department (Mr.
Shigeyuki Matsumoto, Ms. Yoko Hattori,
Mr. Takahiro Otsuka, Mr. Yuto Hyakkan),
JICA Latin America and the Caribbean
Department (Mr. Takayoshi Tange, Mr.
Taishi Hayakawa)

« SIB feasibility for
water and sewerage

improvement in Peru

September 3", 2021

JICA Global Environment Department (Ms.
Sanae Yoshida, Mr. Shiro Amano), JICA
Latin America and the Caribbean
Department (Mr. Takayoshi Tange, Mr.
Taishi Hayakawa)

« SIB feasibility for
solid waste

improvement in Peru
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Date

Participants

Agenda

September 3", 2021

JICA Evaluation Department (Mr. Masanari
Yanagiuchi, Ms. Aya Tamura, Ms. Kayo
Matsunobu, Ms. Moeko Imayoshi), JICA
Latin the
Department (Mr. Takayoshi Tange, Mr.

America and Caribbean

Taishi Hayakawa)

+ SIB feasibility for
crime reduction in
Brazil

September 6", 2021

JICA Economic Development Department
(Mr. Masayuki Miyazaki), JICA Latin

+ SIB feasibility for
improving farmers'

America and the Caribbean Department livelihoods in
(Mr. Takayoshi Tange, Mr. Taishi Colombia
Hayakawa), JICA expert (Mr. Toshiaki
Kurihara)

October 14, 2021 Instiglio, JICA Latin America and the | - Possible

Caribbean Department (Mr. Takayoshi
Tange, Mr. Shohei Kashiwagi, Ms. Minori

Chitani, Mr. Taishi Hayakawa)

cooperation for SIB
development in LAC

November 161, 2021

Ministry of the Environment of Peru, JICA
Peru Office (Mr. Tomoyuki Odani, Ms.
Chiaki Takabatake, Ms. Yun Yamanaka),
JICA Latin America and the Caribbean
Department (Mr. Takayoshi Tange, Mr.
Shohei Kashiwagi, Mr. Taishi Hayakawa,
Ms. Chihiro Ogata)

« SIB feasibility for
solid waste

improvement in Peru

December 23, 2021

ADR (Agencia de Desarrollo Rulal) of
Colombia, JICA Colombia Office (Mr.
Naoki Kamijo, Mr. Yoichi Ueno), JICA
Governance and Peacebuilding Department
(Mr. JICA Latin
America and the Caribbean Department
(Mr. Mr.  Shohei
Kashiwagi, Mr. Taishi Hayakawa, Ms.
Chihiro Ogata), JICA expert (Mr. Toshiaki
Kurihara)

Takumi  Sunohara),

Takayoshi  Tange,

« SIB feasibility for
improving farmers'
livelihoods in
Colombia

13




2. Analysis results of SIB trends across the globe
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2-1 Overview of SIB
2-1-1 Overview of SIB scheme

Social impact bond’s model

3.Services for

i

= . 4.Impact
improved social .
L . . evaluation
Service delivery outcomes Target population Evaluator
organizations (e.g.,
corporates, NPOs)
2.Provide working
capital
o - e N BF
o K~ o o
S
(7.Success N 6.Success . .
bonus) ; mediary bonus Government S.Evaluation results
ntermediary (outcome payer)
A b4 A
1.Prepare o © 7.Repay capital
up-front capital plus interest .
1¥] s I1¥]
S r E 1

Investors

Qutcomes fund

*  Figure 5: Social impact bond’s model

Social impact bond (“SIB”) - a type of public-
private partnership, seeks to maximize social
impact by outsourcing social services to
private sector actors.

As shown in Figure 5, there are seven major
steps in the implementation of a SIB scheme:
1) Private investors (institutional investors,
foundations, individual investors) provide
upfront capital to an intermediary to finance
social programs, 2) The outcome payer
(typically the government) contracts with
private-sector service providers through the
intermediary to deliver social services with
3) Contracted

service providers work with beneficiaries to

pre-determined outcomes,

15

render the services, 4) An
the
accomplishments of the project, 5) The

independent

evaluator evaluates outcomes  or
evaluator reports evaluation results to the
government, 6) The government pays the
intermediary based on the achievement of
agreed-upon outcomes, 7) The intermediary
repays the investors the principal amount plus
interest according to the financial incentives

received.



2-1-2 The invention of SIB
The SIB was created in the course of the
consideration of social investment of the U.K.

government who advocates small government.

From the Thatcher administration, the trend of
small government brought the change of

policies to leverage the power of private sector.

The Conservative Party introduce PFI as part
of its market-based policies, along with asset
sales and privatization of government
enterprises. However, these policies have
resulted in a transfer of risk to the private
sector. From 1997, the Blair government of
the Labor Party had shifted to a philosophy of

optimal risk sharing between the public and

private sectors. In that time, the committee to
study the concept of distributing dormant
deposits of retail banks to youth and social
projects was formed. The committee was the
forerunner of Social Finance, which was
established in 2007 to develop SIBs and
become the main actor of worldwide SIB
formation.

SIB was invented to better balance the risks
between the outsourcer and outsourcee arising
out of outsourcing in the public sector. Figure
6 shows the transition concerning the practice
of outsourcing and contracting with the
private sector in public service delivery.

Historical background of the invention of SIB

History/background of the invention of SIB

Incentives of stakeholders

Initiatives Issues
Partially outsourced by Mgk oAt Reduce financial risks
Partially the gov’t e Innovative solutions ti
outsourc;d e Service providers e No innovative ideas address social issues
deliver services foiservics .
based on S Ty ° Low-nsk .
specifications providers S implementation
Fully Fully outsource to Low service quality
2 service providers .
outsourced e Intense price
R e Encourage . i
(PFT’) innovative e Secure stable business
thinking e Moral hazard funds
e - . . . H
Pav-f Finance based on Service providers Service e Transfer financial
ay-Ior- - sutcomes avoid risks provider risks to investors
T, - o
su;zis e Aim at improving ° };lﬁtclgﬁls :? ; et
® ) service quality e Lack of up-front Return on investment + «
capital e Receive certain return
L i, if specified outcomes
Mobilize private finance I ¥ I are achieved
P BN P e - : e -+opportunities to
SIB ° S?n, ice prov 1dels rece-l\e up-front capital from e oeston participate in topics of
private-sector investors social problems
e Risk transfer

Private Finance Initiative

- Pay For Success

e Figure 6: Historical background of the invention of SIB
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The partial outsourcing model in many cases
is not cost effective. The reason is that
specifications are pre-determined by the
government with merely a part of the services
rendered by private sectors to utilize their
capabilities for public-sector initiatives,
leaving little room for innovation from the
service providers’ standpoint. To solve this
problem, the private finance initiative (PFI)
model is then developed. Unlike previous
schemes with detailed specifications included
in contract documents, the PFI model instead
allows private-sector service providers to
maximize their capability in service delivery
through entering into outsourcing agreements
as an equal partner with the public sectors to
offer certain services in a comprehensive
manner placing emphasis on results and
performance. Plus, competitive bidding driven
by market dynamics is expected to lower costs
for governments. But there is, however,
another problem. The government has to bear
a greater risk such as deterioration in service
guality following the consignment due to
of  bidding.
many private-sector service

fierce price competition
Particularly,
providers tend to focus on winning the bid by
offering low-quality services for a lower price.
The pay-for-success (PFS) scheme is intended
to tackle this issue of moral hazard, but at the
same time it has posed a big risk to service
providers due to the lack of upfront capital and

unknown prospect of outcomes.

SIB opens the door to solving these problems

by looking at private investors’ demand of

17

funding projects for better social outcomes,
mobilizing upfront capital from them to
finance service providers, and enabling better
risk sharing among relevant stakeholders. The
SIB model can maximize social impact while
financial risks are transferred away from the
government and service providers to the
investors.



2-1-3 SIB stakeholders’ roles and incentives
As shown in Figure 7 below, there are
different incentives for each stakeholder
involved.

SIB stakeholders’ roles and incentives
Roles Examples of actors

SIB incentives

Outcome payment Government (central and
municipal govermment)

Design of scheme, NPOs, commercial banks,
contractual arrangement mvestment banks, think
with stakeholders, service tanks (in some cases, SIBs
provider selection and are implemented without
management intermediaries)

Funding Foundations, philanthropists,

int’l financial institutions,
impact investment funds,

banks, investment funds,

institutional investors

Service delivery NPOs/NGOs, companies,
int’l organizations,
development organizations,
impact investors,
commumnity org.

Service
provider

Outcome evaluation and Research institutes,
Evaluator BRG LSS academia and professional
firms

“IMPACT EONDS IN DEVELOPDNG COUNTRIES: Ealy Leamings fom the Ficld™

Spending cuts
Improved outcomes

e Address social issues

Secure revenue
Some SIBs offer small success payments for
intermediaries in addition to their service fees

Find new investment opportunities with low interest
rates
Balance social contribution and financial returns
Mitigate investment risks of their portfolio

Low direct correlation w/ general investment deals
Some SIBs have low investment risks thanks to debt
guarantee of gov’t and foundations

Secure multi-year and large-scale budgets for social
innovations

High possibility of receiving future orders as the service

delrvery w/ strict quality standards is required

Expand business in SIB themes with cumulative
capabilities

Source: Ichire, Tsukamoted: Kaneko Iouve (Eds.), Social Innovation throuzh Impact avestments: Opportunities and Challenges of Socisl Impact Bouds

e Figure 7: SIB stakeholders’ roles and incentives
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The benefits available to the government for
their participation in a SIB is of utmost
importance to the architecture of SIB. As
thanks to the
characteristics of pay-for-success model,

indicated in Figure 8,
higher outcomes can be achieved at a lower
cost with a stronger governance being
established over the service providers through
the

Service providers can have a certain level of

involvement of external stakeholders.

‘What SIB initiatives have to offer the government

Scheme characteristics

freedom to create and put their innovative
ideas into action for project delivery as the
contract is performance/output-based without
appointing any particular programs design
specifications. In addition, the upfront capital
mobilized from private investors allows a

of
The financial

large-scale expansion services and

preventive activities. risk
transfer is also an attractive factor to attract a

wider range of service providers.

Impacts the gov’t gains through initiatives

Results-based financing

Enable higher results at lower costs

e Offer incentives to service providers through success
payments

Pay for

Success

Give service providers more freedom in their approaches to
initiatives and create more opportunities for innovation
e KPI-based (performance) management allows the
implementation of initiatives w/ hard-to-identify specs

+

+

Private up-front finance

Secure up-front large and long-term finance, enabling scaling and
preventive initiatives

Incentivize relevant stakeholders to strengthen governance over
service providers and increase success rate

e Take governance cost burden off the gov’t’s shoulder

Easier to attract service providers as they could avoid risks
e Concerns about inability to raise funds/business capital, etc.

e Figure 8: What SIB initiatives have to offer the government
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2-1-4 The position of SIB within ESG
investing and impact investing

As shown in figure 9 below, ESG/impact
investments comprise four major goals listed
in the order of social returns generated:
creating impactful solutions, seeking new
ESG-based market opportunities, reducing
ESG-related
competitive

risk factors, and pursuing

returns. Different types of
investment will cover different goals among
these four. For example, in sustainable
investing, ESG considerations are actively

integrated throughout investment processes

where investors will prioritize competitive
returns without seeking new ESG-based
market opportunities and ESG-related risk
mitigation efforts. Regarding the position of
SIB within ESG
investing, SIB is focused on generating high

investing and impact
social impact rather than pursuing competitive
financial returns. On the other hand, although
SIBs have higher financial returns than ODA,
their financial returns are less secure than
those of green bonds and sustainability-linked
loans.

Position of SIB within ESG investment and impact investment

. . Impact investing
Conventional Responsible  Sustainable
investing investing investing Level 1 Level 2 Level 3 Philanthropy
Financial returns High High High High~Med Med~Low Low -
Social impact - - - Med~Low Med~Low Med~High High
ESG risk Negligible Moderate Significant Significant Significant Significant Significant
Reduce high- Proactively Aim for Aim for Financial returns Only focus on
ESG-risk introduce environmental & environmental are below environmental
initiatives ESG social impact & social average. Focus & social impact
initiatives while ensuring  impact with on
proper risk low financial ~ environmental &
e Jeveliretums | retoms socialimpact ______________.
. Negative Positive Green bonds SIE and ODA and ODA (interest-
Specific screening screening, Sustainability-  others others free), donations,
approaches theme-based linked bonds/ grants, etc.
investment loans, etc.
Focusing on (measurable) high-impact sclutions
Goals

Pursuing ESG opportunities

Mitigating ESG risks

Delivering competitive retums

e Figure 9: Position of SIB within ESG investment and impact investment
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2-2 The worldwide presence of SIB
2-2-1 Overview of SIBs across the globe

Worldwide presence of SIBs

Global cumulative” number of SIBs

Cumulative number/breakdown by country

(#SIBs)
140

OECD DAC List countries
B Developed countries

120+

11
9
(5]
100
80
o
60 120 =
109

40 -

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Total §1B= alraady lanncked by February 2021
Source: Social Finance ST Daisbase

(#SIBs)
160 1

140 A
OECD DAC List countries: 11
120 -

100 -

Australia; 10

80 4 Netherlands: 11

60
40 4

20 A

*  Figure 10: Worldwide presence of SIBs

The number of SIBs launched across the globe
is gradually increasing every year since the
world’s first SIB program was ever
established in 2010 to prevent re-offending in
Peterborough prison in the U.K. As of 2019,

the world records more than 139 SIBs.

The breakdown chart shows that the majority
of SIBs took place in the U.S. and SIB origin
country the U.K., followed by the Netherlands
and Awustralia totaling 128 SIBs formed in
developed countries, mostly in Europe and the
U.S., while only 11 are situated in OECD
DAC List countries. This gap arises because

21

governments of developed nations have an
advanced level of administrative capacity and
functions than less developed nations which is
for the of SIB

essential success

implementation.



In terms of SIB themes, as shown in the left-
hand side of Figure 11 prevailing topics
include social welfare (typically employment
support), education, and healthcare that
require huge public expenditures due to large
target population. The scale of SIBs needs to
be large enough to incentivize private-sector
investors, which will therefore necessitate
SIBs having a substantial potential for
spending cuts for governments participating in
these programs as they need to secure a large
target population and sufficient funds to repay
investors for the achievement of social
outcomes.

Major SIB themes
Cumulative* #SIBs launched by theme

Examples of SIB themes

1 grré’\’-‘n%tim Youth care
140 7 ducation/
Employment 'cslulfggar%m
Homeless ¥ Healthcare U.K.
120 { | JPoverty!
envirofiment I

100 4
80 A
60 4

40

n.;*ﬁ-fuJJTLl

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Australia

- Tots] 5IBs slveady lsunched by Februzry 2021
Source: Social Finance STE Datsbase

Year Description Topic
2010 Re-offending prevention in Peterborough Crime
2012 NEET employment support m West Midlands Employment
20122 Reduction of youth care in Essex Youth care
015 Reduction of homelessness in Birmingham Homeless
2016 Mental health improvement in Haringey Healthcare
2017 Reduction of HIV patients in London Healthcare
2013 Re-offending prevention in New York Crime
2013 Child edu, support for low-income families in Utah Education
2014 Reduction of homelessness in Massachusetts Homeless
2016 Water pollution improvement in Washington Other
2017 Immigrant employment support 11 Massachusetts Employment
2018 Reduction of youth care in Jefferson Youth care
2013 Employment support in Rotterdam Employment
2016 Re-offending prevention in Amsterdam Crime
2017 Cancer patients returning to work in Netherlands Healthcare
2013 Reduction of housing care for young ppl in NSW Youth care
2015 Reduction of homelessness in Adelaide Homeless
2016 Re-offending prevention in NSW Crime
2014 Canada: Single mom support in Saskatoon Youth care
2015 Portugal: PC education for young people in Lisbon Education
2017 Japan: Increase of cancer screening rate in Hachioji Healthcare

e Figure 11: Major SIB themes
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2-2-2 Historical precedents of SIB in the U.S. and the U.K.

The world’s first SIB in U.K.- Re-offending prevention in Peterborough Prison

Overview Scheme
~2 : s
Timeline 2010~2016 (suspended in 2015)
. =! Independent .
Tareet Male inmates sentenced to less than one year Evaluation
lg i at Peterborough Prison |
popuiation * Approximately 3,000 people |
Evaluation results Contract

Goal of repeat offenders

Initiatives JESEINI

Outcomes
funding
Impact
metrics

Unknown

Reduce re-offending by 7.5% vs avg.

in judicial policies of the Ministry of Justice
Outcomes

Tsukamotof: Kansio lkuye (Eds.), Social Imovation through Impact Investments:

= anid Challengss of Social Impart Bonds

Reduce prison operating costs by reducing the number

= Annual cost of £40,000 per prisoner

e Suspended after 5 years since launched due to a change

e Repay capital + about 3% interest based on achieved
outcomes (9% reduction in re-offending rate)

(operated by
Socis] Finance)

Repay capital =
& interest

L

Investor
(donation-based funds)

* Figure 12: The world’s first SIB in the U.K. - Re-offending prevention in

Peterborough Prison

The Figurel2 illustrates the world’s first SIB,
a project aimed at reducing reconvictions to
achieve prisons cost savings in Peterborough
prison (the U.K.) launched from 2010 to 2015.
In this scheme, the Ministry of Justice was the
outcome payer and One Service (operated by
the UK-based Social
intermediary that contracted with 3 service

Finance) was the

providers to  undertake  re-offending
prevention education programs in prisons.
Eventually, the SIB was suspended after 5
years since its establishment due to a change
in judicial policies of the Ministry of Justice.
In 2014, the Ministry of Justice announced
their policies to expand a reintegration

program for offenders after serving their

23

prison sentences on a national scale, making it
impossible to measure this SIB’s outcomes
with accuracy given the impacts of this new
program rollout.



2-2-3 Key stakeholders in the U.S. and the
U.K. and their initiatives

The characteristics of the U.S. and the U.K.
stakeholders’ initiatives are summarized as

below.

Characteristics of stakeholders in the U.S. and U.K. SIBs

U.K.: 46 SIBs U.S.: 27 SIBs
Mainly central/municipal government aiming to Mainly municipal government aiming to cut
cut public spending public spending

+ Historically, municipal government has been
promoting spending cuts through austerity

® Recently, more municipal governments have
become an outcome payer

Government measures
Central (incl. central + municipal):35 9 2 Municipal: 22 1
— 5 — —
Municipal Other Central + Municipal Foundation

SIB drafter ”Social Finance” (NPO) is a major contributor of SIB expansion
e Enpage in ~1/4 of all SIBs in the UK. & have offices in the U.S.

Triodos Bank UK Bridges Fund Management Third sector capital
Intermediary I—| =]
B oo B 0 ones
L = O — ~ ]
Social Finance Numbers Other T Social Impact Solutions
for Good Finance
There are SIB funds (Bridges Fund Funded by large foundations and
Management) receiving large finance from the philanthropists
government s Gov't offers incentives to the above
Investor investors
18 Other: 11 Foundation/charitable foundation:23
Foundation’ Bridges Fund —
Charitable foundation  Management Other: 4

SBource: Social Financa SIB Database (February 20211

e  Figure 13: Characteristics of stakeholders in the U.S. and U.K. SIBs
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SIBs in the U.S. and the U.K. have the three
main characteristics: the first characteristic
is the participation of the government as an
outcome payer. In the U.K., the central
government often serves as the outcome
payer, the U.S.
decentralization is taking place, in many

while in where
cases it is municipal governments who will
take this This
characteristic of SIBs in these two countries

role. is a distinctive

due to differences in their administrative
structures. In OECD DAC List countries, on
the other hand, outcome payers are usually
non-governmental players.

The second characteristic is the involvement
of SIB designer Social Finance (an NPO) as

Profile of intermediary Social Finance

an intermediary in both the U.S. and the U.K.
As a participant of 1/4 of all SIBs in the U.K.
with offices located in the U.S., Social
Finance is a major contributor to the
expansion of SIBs worldwide. There is few
organizations specializing in providing SIB
intermediary function or having this role as
their core business. The most prominent
representatives of this stakeholder group
include Social Finance as mentioned above
and Instiglio who has active presence in
OECD DAC List countries. In many SIBs,
traditional development consulting firms
such as Palladium also function in this role.
The profile of Social Finance is shown in the
following figure.

Examples of projects

Overview
€D
D

@ Formerly a commission that looked into the
distribution of dormant account deposits for the
benefit of youth and social projects and has

developed the SIB scheme

e Asaresult, UK. government’s investment

e Re-offending reduction (Peterborough, 2010)
— World’s first SIB
e Youth care (Essex, 2012)

o Employment support (Greater Manchester,
2012/2015)

e Homelessness (Birmingham, 2015)

e Employment promotion and re-offending reduction

(New York, 2013)

institution Big Society Capital was launched

2012 and also funded SIBs

* Co-founded by commission chairman, Sir

Ronald Cohen, and other members

@ Partner with the government, the social sector, and the
financial sector to discover better ways to address

social issues

'@ Have offices in the U.K., U.S., Israel, India, and the

Netherlands

e Also work extensively as a technical advisor in

developing countries

Composition of intermediaries

Triodos Bank UK Bridges Fund Management

|
|
i 3 Not shown: 15
LT o———

Other

UK

T
So F

Social Finance  Numbers for Good

Third sector capital
L
1
7 I 4
I_|

Social Impact Solutions

Other: 9

Source: Social Finance SIB Datzbase, Social Finance website, “The Landscape of Social Investment in the UK, Alex Nicholls, Oxford University™, Third
sector’s “MNew finm to Prepare Ground for Social Investment Bank”, Social Investment Task Force's “Social Investment Ten Years On”

e Figure 14: Profile of intermediary Social Finance
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The third characteristic is that most SIB
investors in the U.S. are private foundations
and philanthropists, owing to the fact that
there is already a philanthropic investment
environment in place, while in the U.K., SIB-
focused funds fueled by the government are
dominant. In particular, the Bridges Fund
Management (BFM), an asset management
company established in 2002, specializes in
impact investing and has assets of about $1.37
billion. Although BFM’s investment portfolio
is focused on large social impact businesses
and real estates, it also funds various SIBs of
employment  support, child  welfare,
homelessness, and chronic  diseases,
contributing greatly to the expansion of SIBs
in the international community.

Profile of investor Bridges Fund Management
Bridges Fund Management profile

SIB-funded businesses

An asset management company specializing in
impact investing

(1) Healthy & happy life, (2) Edu. & skills acquisition,

(3) Sustainable living, (4) Under-served markets

@ Approx. $1.37B (around £ 1B)
o —— O1B investment
“
0%

" Investment in social
businesses

60%

40%

20%
0% impact buziness

SIB fund investor

o Big Society Capital, European Investment Fund,
Fund of funds = o :
Deutsche Bank social investment fund

- Omidyar Network, Piper Charitable Trust, Prince of
Philanthropy & oo P
ﬁ:lildsnp} Wales’s Charitable Fund, Hywood Foundation, Trust for
London

B NLER L LAEN Greater Manchester Pension Fund, Merseyside Pension
of local gov't [T

Source: Evidzes Fund Manszement website, Ichire, TsukamotoS: Hancko Iauve (Eds.), Social Innovation throush Impart
= : iti

vestmants: Opportumities and ChallSRZes f Soial Impact Bonds, 2016

“Community Links” (East London: 2012)
“Career Connect™ (Merseyside: 2012/2015)
“Teens & Toddlers™ (Greater Manchester: 2012/2015)

i
-1
g

“Action for Children™ (Essex: 2013)

“It’s All About Me™ (2013)

“Action for Children” (Manchester: 2014)
“Qutcomes for Children”(Birmingham: 2014/2015)

STeJ[2M P[]

“St Basils™ (West Midlands: 2014)

2014)
“Fusion Housing™” (West Yorkshire: 2014)

“Ways to Wellness” (Neweastle: 2015)

SSIUSSI|

-surol]

28
28
38
0O o

SIB funds’ outcomes

Investment Outcomes achieved
Approx. $43.7M Approx. $68.3M
(£32M) (£50M)

* Figure 15: Profile of investor Bridges Fund Management
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2-3 SIB trends in Japan
2-3-1 Overview of SIBs in Japan

In Japan, SIBs began to emerge since around 2015.

Overview of SIBs in Japan
Prevailing themes of PFS/SIB

Key examples

Number of Japan’s PFS and SIB
programs by sector

12

10

Igluhe

Education

Employment
Regional

revitalization
Child welfare

1= S

Nursing care

[

m Healthcare

2015 2016 2017 2018 2019

%ﬁu&l??‘ﬁﬁzﬂ"ﬁm A o

FY2018

Increased colorectal cancer
screening rates (demonstration)
Increased colorectal cancer
screening rates

Diabetic kidney disease
aggravation prevention
Increased colorectal cancer
screening rates

Health points, lifestyle disease
prevention

Health points, lifelong activity
and employment

-Based Public-Prival
Ramat o D SRS

Smdms ln.'lapmrv {(Mitsubizhi UF] Fesearch & Consulting)

iMﬁ*&%ﬁ%‘}l@%ﬁf‘E‘m

Izumi City and Takaishi City
(Osaka Prefecture)

Hachioji City (Tokyo)

Kobe City (Hvogo Prefecture)

Hiroshima Pref & 6 local cities
(intra-regional cooperation)
Mitsuke City (Niigata Pref),
Shirako Town (Chiba Pref),
Kawanishi City (Hyogo Pref)
(cooperation of 3 cities/town)
Okayama City (Okayama
Prefecture)

Figure 16: Overview of SIBs in Japan
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Started in Scope Service provider Intermediary
Promotion of plenary adoption Yokosuka City (Kanagawa Nippon Foundation
(pilot) Prefecture)

. ; 4 cities in Fukuoka Pref (Fukuoka, .
Prevention of dementia Okawa, Ukiha, Munakata cities), Nippon Foundation
-5 (pil Kumamoto City (Kumamoto Pref. 3
progresses (pilot) Matsumoto C1 Nagano Pref), Tenri
City (Nara Pref.
Youth employment for Amagasaki Clty (Hyogo Nippon Foundation
households on welfare (pilot) Prefecture)
Community/business start-up Higashiomi City (Shiga Prefecture)  Higashiomi 3poyoshi
support (demonstration) Kikin

Orgamzation of Health
Science Business
Innovation

Social Innovation and
Investment Foundation

K-three Inc.

Tsukuba Center Inc.

Wellness Research

PS Setouchi



One of the characteristics of SIBs launched in
Japan is that there is a large number of
programs in healthcare and nursing care
systems. The country’s aging population is
believed to be a contributing factor in this
situation. As a result, outcome payments are
often done by municipal governments alone or
through inter-city collaborations since
healthcare and nursing care initiatives are
implemented and managed by municipal

governments where SIBs take place.

The country’s relevant ministries and agencies

are actively providing support for

the

establishment of SIB projects in the said

sectors.

Japanese ministries and government agencies’ supportive actions for SIBs

Support the establishment of SIBs in healthcare sector to promote the creation of

Ministry
of
Economy,
Trade &
Industry

outstanding issues

Ministry
of
Health,
Labor &
Welfare

and welfare sectors”

industries that help increase people’s health and life expectancy
e Launched a demonstration project with Kumon in 2015
e Supported the launch of SIBs in Hachioji City and Kobe City in FY2016
e Supported the launch of SIBs in Hiroshima Prefecture in FY2018
Aim to expand similar initiatives to other regions and establish SIBs in areas with

e Created a know-how collection in 2017

Promote SIB projects as one of “Environmental improvement projects in insurance

e The proposed budget for FY2018 reached ¥111 million

6 SIB projects for Specified Issues and 4 for Regional Issues in FY2018, incl. FY2017

Other ministries and agencies also started looking at SIB adoption

e Ministry of Internal Affairs and Communications: Promotion of open data

e Ministry of Justice: Recidivism prevention

Source: Official websites of ministries and agencies, DI Interview

e Ministry of Land, Infrastructure, Transport and Tourism: Urban development

* Figure 17: Japanese ministries and government agencies’ supportive actions for

SIBs
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The Ministry of Economy, Trade and Industry
(METI) is assisting the formation of SIBs to
promote the creation of industries for life

extension of communities. The following

figure provides an overview of SIB projects

carried out by METI as part of their said

efforts.

Summary of SIBs implemented by METI

Hachioji: Early cancer detection

Kobe: Diabetes progression control

Hiroshima: Early cancer detection

2017-2020 (3 years)
- Early detection of colorectal cancer

BADA Send out custom-made cancer test
LRUEVERN ccommendation posteards

1.Colorectal cancer screening rate
2.Thorough checkup rate
3.Patients with cancer early detected

Outcome
metrics

Achieved colorectal cancer screening
rate of 27% in 2017 and made a full
success payment for the achievement
of metric 1.

o 2015: 9%, max. target: 19%

Interim
outcomes

2017-2020 (3 years)

Prevention of dialysis for diabetic
patients

Health guidance such as nutrition and
physical therapy

(DProgram finish rate
(ZLifestyle improvement rate
(3Progression control rate

Exceeded targets set for metrics
1.2.

o (D100% (target: 80%)

o (295% (target: 75%)

Institute for Fuure Exalustion
Encineering  [einieieieieieieiieity
e Sacial Innavation
| Evaluation i & Investment

[t / Foundation
! | Operztion & memt.

DPP Health

SMBC, individual
investors

2018-2021 (3 years)

Early detection of colorectal cancer

Send out custom-made cancer test
recommendation postcards

Cancer sereening rateXNumber of

people receiving thomugh checkup
¢ The remaining operating costs
+ outcomes

Independent
eu]natur

| E\ aJusnun

Ing

e
e

| SIE stracturing
‘Suppart

- -»

e | service
e

I.ncmma ]o Provide

Mizuho/Hirozhima Bank
Crowdfunding

Source:  "Ressarch smudy on the Actal Simation of Performance-Based Private Sector Subcontracts in Tapan: & Review of Precedents in Tapan™ by Mitsubizhi UFT Ressarch and Consulting Co, Ltd.

*  Figure 18: Summary of SIBs implemented by METI
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2-3-2 Initiatives of Dream Incubator Inc.
As previously mentioned, DI is currently
accelerating its efforts to expand the SIB
ecosystem in Japan. DI's initiatives can be
broadly grouped into two categories: the
establishment of SIB funds and the
management of SIB projects. For the former,
DI launched Japan’s first-time and Asia’s
biggest SIB fund in July 2021. Established
with the purpose of securing private capital for
funding a hypothetical number of various SIB
projects, this will be the pool of funds for SIB
private investors to investin (e.g., Nippon Life
Insurance Company, Development Bank of
Japan Inc.) and gains SIB financial incentives
as investment returns. For the latter, DI started
a long-term care prevention SIB project in
Toyota City in July 2021.

Overview of DI’s SIB initiatives

Japan’s first-ever/Asia’s largest SIB fund 15t SIB for care prevention in Toyota City
’ 15407y —82¢AH
SDGs™=*

o Next Rise fﬁ;Eﬁl-;ﬁlCctt
DI Social Impact Social Impact Actlan
Capital

Next Rise Social Impact Fund Toyota City
Fund name P . o .
- Investment Limited Partnership Outcome e Hub of Japan’s automotive industry like

payer Toyota
WY EV LRGN M DI Social Impact Capital e Long tie-up history with DI

company Co., Ltd. Target Healthy seniors
3 billion ven QUGG @ Mainly 65~ year-olds

e Continue to mobilize up to

Total amount

aised - - r , - fr -
EERISE 5 billion yen (Target) Promotmg'sustamable social participation
. for the seniors
Service . i . .
DRGSR July 1, 2021 program e Via multiple programs in physical
exercise, hobby, entertainment and
Development Bank of Japan, employment

Investors

Nippon Life Insurance,
Dream Incubator, etc. 5 years from July 2021

Operation 1@ 57 (alerrmzal) Outcomes -
¥ @ fund Approx. 5 million USD

*  Figure 19: Overview of DI’s SIB initiatives




Toyota City long-term care prevention SIB
outdoes other SIBs in 2 points. The first point
is the use of academic data for evaluation.
Historically, it has been difficult to establish
SIBs in the field of long-term care due to the
obscure causal relationship between the
implementation results of nursing care
prevention measures (output), the reduction in
the level of nursing care required by each
individual (outcome), and government
spending savings (impact). However, DI has
made it possible to evaluate the outcomes and
impacts of this SIB project by collaborating
with a university with various researches
conducted to clarify the above causal
relationship.

KPIs set for Toyota City long-term care prevention SIB

Academic data for calculations Outcome metrics of SIB in Toyota City
Long-term care data for calculations Output The amounts of incentives
N ] — varies depending on user
(Fcllov\--u];ld.ata off];-’lsp people in T:k.oﬂamd N e City, Alcl}; Pre:f.)f age/status
¥ - 5 Wl traceiv ti . .
(%) nosied long o catn 2008 For The number of e Larger incentives to get
e . service people who tend to stay
Service . : . .
P recipients/ indoors, even if they are
" regular users not as active, than to get a_
large number of socially
5 e, active people
long-term care cost

0+
2006 07 08 0% 0 11 ¢ 13 4 15 16 2017(E) | | e o

g Impact Utilize academic “correlation™
i E data
] ! Let lifelong care cost be double the current For ; . . ial
“‘§ | Zve commie long e cars ot por Out e Between seniors’ socia

: utcome . ..
; \ums {pemon = Reduction of participation and the long-
" Cenificar Cument i ayer
it Resatine Y long-term term care costs saved
care costs

e Based on historical cohort

Toyota
City data of 200,000 people

Regular participation in social activities is
proved to cut lifetime long-term care costs
by 15~40%

Soarce: DI Tayeta City Long-term Care Prevention materials

e Figure 20: KPIs set for Toyota City long-term care prevention SIB
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The second point is the engagement of
innovative startups as service providers.
Historically, NPOs and NGOs with their usual
traditional solutions have been appointed as
service providers in many SIB projects. The
Toyota City's long-term care prevention SIB
has managed to involve many startups that
adopt digital technologies in the services they
provide.

Examples of some service providers in the Toyota City SIB

Lyxix: “Osekkai cat” Helte: “Sail”
A chatbot service that bridges the Online Japanese language classes for
communication between parents and foreigners delivered by elderly people
children e Figuring out how to teach language is a
e A cat-shaped virtual pet that speaks to way for elderly people to exercise their

old parents everyday & helps children
check on their parents

brain

Source: DI Toyota City Loag-1erm Care Preveation materials

*  Figure 21: Examples of some service providers in the Toyota City SIB
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2-3-3  Prospects of  future SIB
implementations in Japan

Currently, the SIB model is mainly applied to
social issues in which it can mitigate negative
impacts on individuals and local communities
(illness, violence, employment, crime,
accidents, child welfare, and healthcare). In
the future, the SIB scheme is deemed potential
to apply to issues with outcomes that are
difficult to assess in the short term in a target
region or country (nursing care, infrastructure
maintenance, disaster prevention, and
environmental issues). Moreover, issues with
new positive social impacts will be the most
challenging for SIB design as their outcome
metrics are substantially difficult to define.

Overall picture of social issues and DI’s view concerning future SIB expansion

Individual-level Region-level Country-level
Easy to Illness Violence Crime .
TR Accident
Social short-term Potential areas for
issues s Employment future STB
that Childcare — Healthcare expansion
aim ——— - E———
for Difficult to Dis ast?r Food
——0 TR Marriage & Iong-term Illfl‘flstl“llctl.lre prevention
short-term birth - maintenance
impacts Emm:onmental Esourd Eocurit)
1s5ues

Social issues that aim Minority group
for 0 >+ support

Motes: The levels are defined as follows
Individual: The size of target population (peaple in need) is identifiabla
Resion, The tarzet population covers @ aze ares, but aot nationwide,issize i, Boweve,
‘hard to identify

Country: The target population is distributed widely across the whole coantry
Source- Statistical data, survey reports

Regional Nature
revitalization conservation
Cult International Technological
Ut competition innovation

% The “0—+" issues are the most difficult for SIB structuring
as it is hard to define their outcome metrics

Figure 22: Overall picture of social issues and DI’s view of future SIB expansions
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In Japan, besides the aforementioned nursing
care prevention program launched by DI,
there are also a number of initiatives regarding
new SIB themes that have not been covered
before. As the efficiency of government
subsidized programs remained unverified in
Higashiomi City (Shiga Prefecture, Japan),
the city government has established an SIB
transforming subsidized development projects
for resolving several regional problems into
outcomes-based schemes. Multiple programs
have been rolled out to support the
An

overview of this SIB in Higashiomi City is

revitalization of local communities.

shown in the following figure.

Overview of SIB in Higashiomi City

Background and scheme

Examples of social services

May 2016 ~ March 2020
» 4 terms ¥ Each term lasts 11 months

Back-

To improve public spending by adopting outcomes-based
B payment scheme for subsidized social services to tackle
gr_om_d- several regional issues as the effectiveness of current
il services remains unverified

Submit
S arion Independent evaluator Examine Beneficiaries

results
rinel

! B Ryukoku University  [RESNR *
i panies

Outcome 3 gem,{ﬁ
aver ervice provider
e
3 reward 3 l Repay capital

Ploz Social Invertment

Repay

Business
support
funds

Invesztorz
{local individuals, companies)

Investor

Source: Higashivei City $18 pmject ouslize

Child-
friendly
commu-

nities

Sell toys manufactured using local wood
Develop an environment for winemaking using
locally grown grapes

» Renovate empty stores as regional locations
s Build a system 0 help tackle local problems

Build a system to support mothers before and
after childbirth

Provide support for social recluses
(“hikikomori™) through development of
farming products

Create a variety of workplaces designed to
solve local problems for social recluses

Build a child-friendly city

Provide employment support for residents with
disabilities

Organize workshops for young people working

in the social welfare sector to discuss the
meaning of work

e Figure 23: Overview of SIB in Higashiomi City
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2-4 SIB trends in OECD DAC List
countries

2-4-1 Overview of SIBs in OECD DAC List
countries

The number of SIBs launched in OECD DAC
List countries is gradually increasing since
2015. In 2013, Social Finance published a
report on the adoption of SIB scheme for the
development of OECD DAC List countries
after a series of SIB rollouts in developed
countries since 2011. The report paves the
way for the development of SIBs and DIBs in
OECD DAC List countries. SIB is being

Overview of SIBs in OECD DAC List Countries

Steady increase in OECD DAC
List countries since ‘15

employed as one of the approaches to
addressing OECD DAC List country-specific
social issues. Since the first SIB was
established in Peru, there emerges a trend to
develop SIBs mainly in 3 regions, namely
LAC, India, and Africa. DFIs and
intermediaries in these countries have been
working on regional expansion of SIBs in
certain targeted areas. Their diligent and
tireless activities have, however, widened
regional disparities. Further details will be
given in later sections.

Addressing OECD DAC List country-specific issues

. SIB theme Country
Cumulative” #SIBs across the globe Y
' — E g Employment support Colombia
(#51Bs) | OECD DAC List country == Employment support Argentina
160 Developed country . Improving poor children’s literacy Chile
140 " g- Child education for poor families South Africa
1 9 2 g Improving girls’ education India
120 | g g- Improving home economies education India
] : = quality in primary schools
100 g = E Rural small biz establishment support Uganda/Kenya
4 Q . . N
= ;; Sustainable production of cocoa/coffee Peru
80 . - . .
1 128 - Improving pregnant women/infants’ health India
120 . . - -
50 g R g2 Physical therapy service for countries Mali/Nigeria/DR. Congo
1 2 = = with conflicts
40 B a ' Cataract blindness prevention Cameroon
I - Malaria prevention Mozambique
7
20 @ 29 E Il Upgrading domestic water infra. Tajikistan
1 1 14 1 = = .
0 = 2 Refugee employment support and Syria
T T T T T T T T E & reducing burden of host countries
2010 2012 2014 2016 2018 =}

Tatal SIBs already launched by February 2021

- Socisl Fmance SIB Datshaza

Ending gender-based violence

Papua New Guinea

*  Figure 24: Overview of SIBs in OECD DAC List countries
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The first SIB project launched in LAC, which
was also the first SIB in an OECD DAC List
country, was aimed to support indigenous
peoples in Peru with cocoa and coffee
Unlike SIBs
developed countries thus far, their objective is

production. launched in
not to cut public spending, but to improve
livelihoods of indigenous peoples with the
outcome payer being the Common Fund for
Commodities (CFC) who seeks to apply the
DIB model mentioned in a Social Finance

report to the region.

The SIB for a sustainable cocoa and coffee production by indigenous communities of Peru

Overview SIB Scheme
February ~ October 2015 E‘Pﬂ{lm Independent evaluator Examine Larget group

09 Ashaninka people from 133 households of

ults T~ """ Royal Tropical Institute
s (Wetherlands)

------ Ll Azhaminka
people

Target Amazon downstream’s Ene River (members of i
e bl Kemito Ene producer’s association) i * Data ¥
¥ Service providers i
. . Outcome payer i
# Adoption of cocea harvesting tech = — T = -
- cial agre y ing = E-no und for (Indigenonz urgam: onl Guidance &
o e

Initiatives

# Restoration of agricultural land

# Development of nurseries for resistant
varieties

Up to US$110,000

5LFmra msmmm

Success reward

idt Fam: oundation
(pru‘lte foundation)

SIB background and history

(1) Total supply: 20% boost in supply to the
association

(2) Fammiand use: Cocoa yield is 600kg/ha or more

(3) Trading vol.: The association’s cocoa trading
wvol.

(4) The no. of producers owning nurseries for
resistant varieties

PN (1) Achieve 75% (2)Not achieved
sl (3} Achieve 100% (4) Achieve 100%
T;tﬂm $75,623 (68.75% of fund)

Source: 1B,
The Ce:
Founds

velopusent bmp 5 Lea |||Ih.|1.m|\. Aok e
Umiversal Education a: Breoking; I|||,.u.| Boid i
Advasced Studics an Intematisadl Deve lopment “The i

uI( offie Case i P

The Common Fund for Commodities (CFC) and Rainforest Foundation UK
(RFUK: an NGO that helps support indigenous peoples’ livelihoods)
implemented a DIB study (December 2013)

= Given the DIB study results published in October 2013 by Social Finance, the

F(oje_ct goal is to build a relationship facilitating DIB pilots, evaluation, and

eaming
- CéFC later proposed a DIB learning opportunity to Schmidt Family Foundation

RFUK’s proven theme is adopted to increase cutcome accuracy
= BFUK already has a proven track record in agricultural improvement, price

improvement, access erhancement
— Started since 1988. In 2010, the producers formed "Kemito Ene” and
successfully sell organic and Fair Trade Certified cocoa

u
1« in Deve L|1 1,[ untrie

e Figure 25: The SIB for a sustalnable cocoa and coffee production by indigenous

communities of Peru
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The following figure shows major
characteristics of SIBs in OECD DAC List
countries. The outcome payer is usually
philanthropists or private foundations
alongside the government. SIB schemes in
OECD DAC List countries without the
government participation are often referred to
as DIBs (development impact bonds). Their
purpose of launching SIBs is totally different.
In OECD DAC List countries, the purpose is

often to create social impact and secure funds,

whereas in developed countries it is mainly to
reduce government spending. This difference
in stakeholder engagement and SIB objectives
also clearly shows up in commonly found SIB
themes. Trending SIB themes in OECD DAC
List countries are not only limited to public
but
encountered along the path toward economic

spending cuts, also social issues
development, while in developed countries
they relate to social issues that require large

public spending.

The differences between developed and OECD DAC List Countries in SIB trend

Developed countries

Outcome
payer

Governments

Purpose

of SIB Government spending cuts

—~——g—

Trends of
SIB themes

In areas where high public

spending becomes a problem

OECD DAC List countries

Governments, foundations, funds

<

Create social impacts and secure
funds

—~——g—

Social problems typically faced by
emerging economies, not just
limited to public spending cuts

<

* Figure 26: The differences between developed and OECD DAC List countries in
SIB trends
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SIBs in OECD DAC List countries are also
vastly different from those of developed
economies in terms of stakeholders. Besides
the intermediary Social Finance mentioned
above, there are also organizations like
Colombia’s Instiglio who specializes in acting
as a SIB intermediary in OECD DAC List
countries. There is also a wide range of
investors including philanthropic funds and
private foundations as well as local banks,
international development agencies, and
crowdfunding investors.

Characteristics of stakeholders in OECD DAC List Countries

OECD DAC List Countries: 11 SIBs

(Repeated content) U.K.: 46 SIBs

Most are international development agencies and
charitable organizations

e Become an outcome payer by collaborating with local
Outcome gov't

S
Int’'l agencies: 4 Charitable fdn -3 2
nt’l agencies. aritable — &

r
Local gov't Hedge fund,
Normal fund

Social Finance and Instiglio are major players

o Companics specializing m acting as intermediaries of
SIBs in developing countries

Instiglio; 3

Social investment funds/foundations

Other dev. consulting firms

Intermediary

Social Finance: 3

Investors include private funds, local banks, and
international development agencies

e Some are in the form of crowdfunding

Fund/private foundations, etc.: 6 2 _

-
Local banks Int’l dev. orgamzations,
crowdfunding, etc.

Mainly central/municipal gov’ts who
aim to reduce gov’t spending

e Recently, more municipal gov’ts
have become an outcome payer

Social Finance is a major contributor
of SIB expansion
e Engage in about 1/4 of all SIBs in
the UK.

There are SIB funds receiving large
finance from the government

e Bridges Fund Management

Source: “What is sociel impact bond?”, The Center for Universal Educztion at Brookings “IMPACT EONDS IN DEVELOPING COUNTRIES: Early Learnings from the Field”, GoLAE

website, Socizl Finance SIB Dambase Secial finance website

* Figure 27: Characteristics of stakeholders in the U.K. and OECD DAC List

countries
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2-4-2 SIB initiatives of DFIs

International development financial
institutions (“DFIS”) are often involved in
SIBs in OECD DAC List countries. They
usually participate in SIBs as outcome payers
or investors.

Major stakeholders of SIB launched in OECD DAC List Countries Red text: International
development agencies
Theme Key stakeholder
) ] IDB-Lab/SECO (Swizs) Instiglio, g“tdag‘m C"“";’ F:l‘“d."_““”]; 3‘;”’
Colombia Employment support Governmant of Colombia Fundacicn Corona (NGO) ante Domingo, Fundacién Bolivar
Davivienda
Peru Sustainable production Common Fund for Commodities — Schmidt Family Foundation
of cocoa and coffee (CFC) {private foundation m Califormiz)
e . . ) 3 charitabla foundations {K&E&:fﬁg;’;:;?;g:ﬁ: 5 mvestors gathered through Dioble
Chile Literacy improvement A )
provide cooperation support Impacte {crowdfundig)
Women's education T(hh:d:ehﬁde? s Investment Fund Instiglio UBS Optmus Foundation
Pragnant women/newboms* | & -0, Merck for Mothers, Palladium (consulting firm) UBS Optimus Foundation
health i ) Fajasthan state gov't (year 4-3 N
improvement cnwards) Palladinm, PSI, HLFFPT
j R | Michael and Susan Dell Foundation e Aa . . .
_Iznhic;x::;n::lﬁ;ial:‘ (private foundation) and others British Asian Trost (foundation) UBS Optimus Foundation
Preventi Fblindna Conrad M. Hilton Foundation D. Capital Partners (consulting firm) U.5. International Development
Cameroon evantion of blindnass (private foundation) and othars Finance Corporation
dus to cataracts = Formerly called OPIC
- USAID, the Department for Global Development Incubator + . N
Kenya, R.u.ml.small business International Development, Instiglio design and provide Es_l:;l;u_.ud and anonymous
E Uganda establishment support anonymous donors cooperation support .
= — . = e - : . . 5
) A c Frov fohveical 1a Caixa"” Foundation, Belgian : et Fammia] e Private investors coordinated by
] L’:E gigm m?-j:;g;ﬁpmé;m-im Gov't, Swizz Gov't, UK. Gov't, Koz Invest (social investment fund) Lombard Odier & Co (private bank)
ongo wi ongomg conflicts Italian Gov't
Republic of | Depomssa fsion | Wt Cope SoulDevlopist 15, bt Vol Copil St Bk i Commnity
. 3 ; - 2 - 5
South Africa income familias ApexHi charitable trust 50% Biz management: mothers2mothers Dhilanthropy

*  Figure 28: Major stakeholders of SIBslaunched in OECD DAC List countries
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IDB Lab, USAID, and DFID are three
distinguished examples of DFIs when it comes
to SIB initiatives.

Particularly, SIBs taken place in OECD DAC
List countries are often limited in budget for
social outcome payments which shall be made
by municipal governments or private
foundations alone as they seem to have
difficulties securing funds from other
investors. This is why DFIs with a large fund
size appear to be an attractive stakeholder for
SIBs. The Village Enterprise DIB in Kenya
and Uganda has considered developing a SIB
with the intermediary Instiglio taking the
leading role but it was unable to engage
private foundations as outcome payers. They
later approached DFID and USAID for this
function. The Cameroon Cataract Bond has
selected OPIC as its investor from other
private-sector candidates. With great interest,
DFI considers SIB as a promising scheme for
public-private  partnership  scheme to
maximize development impact. IDB Lab has
made a significant contribution to the
establishment of several SIB programs in
LAC with the ultimate goal of building a SIB
ecosystem in the region. And while USAID is
engaged in Utkrisht Impact Bond to explore
new financing schemes for development
projects, DFID takes part in India's education-
related SIBs for technical assistance and is
rolling out several research projects on SIBs
and DIBs in order to achieve education and
other sustainable development goals mainly in
South Asia.
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The following section shows some main
examples of projects the DFIs have engaged
with.

(1) Engagement as an outcome payer
(examples)

Most notably, USAID set up a big SIB with a
$8 million outcomes fund in India to improve
the health of 300,000 mothers and newborns
across Rajasthan. This SIB aims to work with
private health facilities across the region to
improve and maintain service quality and
processes of maternal care with the tripartite
collaboration among the local government of
USAID, and the Merck for
Mothers as outcome

Rajasthan,
payers. The 3
organizations joined hands to study the
applicability of outcomes-based schemes and
develop this SIB program for pregnant and

parturient women. While Palladium and the
government of Rajasthan have been working
their
regionally, Palladium - an actor with previous

to expand maternal care efforts
experience in SIB projects, has launched
outcomes-based  fundraising initiatives
together with HLFPPT in other states. These
initiatives were funded by the Department of
International Development of the U.K. In
addition, with HLFPPT’s support, Merck for
Mothers has launched several maternal care
initiatives in India with training and quality
assurance systems provided to 76 private
facilities in Rajasthan over 3 years. A similar
pay-for-performance scheme has also been
considered by USAID and PSI, a non-profit
organization  that

offers  development

assistance to OECD DAC List countries.

USAID X Outcome payer: Pregnant women and newborns’ health SIB (India)

Overview

SIB Scheme

March 2017~~December 2020

Mothers and newborns in Rajasthan
o Health facilities: 360~444
e At least 300,000 persons

Target
population

Work w/ private health facilities across
Rajasthan to improve/maintain service
quality/processes for maternal care

Investors’ $3.5M
funding

$8M
e Funded by USAID, Merck for
Mothers (maternal & child support
foundation), local gov’t

Impact Quality standards of services offered at
metrics health facilities

Hi stan Latex Family Planning Promotion Trust

Initiatives

QOutcomes
funding

Independent

e - ——— - ———— | Small health
evaluator Evaluation ] facilities
| 1
! i
1By i .
i i
| | ! Support
¥ ] i
> !
s  Intermediary e provider

TSAm -O. g O
(US. Agency B (dev. consulting [t
for Int’l Dev.) Lkl firm) =

Population
l\::len;]]: for Repaying Services
~ Mothers principal Financing International
(foundation) :
g plus interest
;ﬂ.itﬂs‘h“-:: Investor
ate gov UBS Optimus
Foundation
(foundation)

*  Figure 29: USAID x Outcome payer: Pregnant women and newborns’ health SIB

(India)



(2) Engagement as an investor (examples)

OPIC (now the United States International
Development Finance Corporation)
participated in a DIB for blindness prevention
through cataract treatments in Cameroon, with
the Conrad N. Hilton Foundation being the
outcome payer with a 100% principal
guarantee offered to the investors. As part of
the initiative, training programs are offered to
develop a human resource of highly skilled
eye care professionals. The noteworthy point
is that OPIC has provided $1.75 million out of

the $2 million capital for this DIB. With a

strong interest in DIBs, the Fred Hollows

Foundation, as an outcome payer, has
prepared a draft SIB proposal with an initial
focus on eye care for blindness prevention.
The Conrad N. Hilton Foundation, an investor
of the Africa Eye Foundation in the sub-
Saharan Africa, joined the SIB as an outcome
payer, Cameroon was therefore selected as the
target region of the program. After several
negotiations with Deutsche Bank and other
potential investors, OPIC has been selected as

the SIB investor.

OPIC X Investors: Cameroon Cataract Bond (Cameroon)

Overview SIB Scheme
2017~2022 Independent evaluator
___________________ ,
No. of patients with cataracts at Magrabi LD Evaluation i o
ICO Cameroon Evye Institute } . _thauems
Target * MICET Non-profit eye hospital | Evaluation i T EEEES
population founded by Africa Eye Foundation | results i
e Estimated #patients in 5yrs: 18,000 v |
Outcome payer i
i
AL iogh- ity - The Fred Hollows !
gi]:i\czlugh quality and affordable eye care - Intermedia L N
Imtiatives Certification training for the next generation 5
of African eye care professionals _ | c“;,mlN' L _.o _____ >
Success Volta Capital Sub-
payment contracting
Investors’ $2M
funding o OPIC: $1.75M, Netri: $0.25M +
Success 5 5 Financing Establishing i
O}Jt:o_mas Up to $3.5M payment !
funding

(1) No. of cataract surgeries

(2) Cataract surgery quality

(3) Hospital financial sustainability

(4) Service delivery to vulnerable people

Success [ i
_ ! Undisclosed i
payments 1 |

Impact
metrics

Source: Ecarys “Cameraon Cataract Bond”

Investor

Capital relationship

e Figure 30: OPIC x Investors: Cameroon Cataract Bond (CAMEROON)
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3. SIB-related study results in the focus countries
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3-1 SIB situation in LAC

Being a pioneer of the early adoption of SIBs
among emerging and developing nations,
LAC countries have launched a more
significant number of SIB projects across the
region compared to other groups of OECD
DAC List countries. Most SIBs in LAC are
created to address social issues similar to
those in OECD DAC List countries. There are
three main characteristics of SIBs in LAC,

namely 1) A relatively large number of local

government  participants as in  youth
employment SIBs in Buenos Aires, Argentina,
employment support SIBs in Colombia, etc.,
2) Major contribution of IDB Lab

innovation laboratory of the Inter-American
the

establishment of SIBs in the region such as a

Development Bank Group - to
series of SIBs established in Colombia for
employment support, etc., and 3) Presence of
local intermediaries such as Instiglio.

Overview of SIBs/DIBs and stakeholders in LAC W :Govemment 7 :IDBLab - lustiglio
Summary Stakeholders
Country Area Themea Timeline Status a. Outcome payer b. Intarmediary . Imvestor d. Bervica provider Others
Usemsployment  Youth employment 17-01E Finished ETOIL IDELal  Fundacion Corona Tversar Frndarion Coronz Universities GO Parmer w! [DE Lab
Colombia ‘18- Ongoing T IDE Lab Frdarion Corona Testiglio Deetzils tnkrown Details tnknown  Parmer w' IDE Lab
R TED Outcomes fund TED Details unknown Details unknown  Darsper w/ IDE Lak
Usemployment  Youth employment 17718 Ongoing ILocal pov’ Acrug parners/SF* Conglomerates' local NGO Parmer w/ IDE Lab
Argentina Edu banks
Edugatian TR UR TED TED TED TED Detailz unknown
Primary 13 Finizhed CFC** il Privats foundations HGO DIE 1o execata
Peru indusary TR UR TED Tentatively Instiglio CFCiinvestment fund NGO ‘{_mu‘;%lf F parmer
Repet cffnderpevenion. '18 review UR TED TED TED TED Panner w! [DE Lab
Chl 18 review  UR. TED TED TED TED Panrer w! [DE Lab
"1 review  UR TED TED TED TED Parmer w/ IDE Lab
‘19711 Onpoing Foundation'fund NGO/'EF* [w E"‘D‘E tinn-related  DIE to execate
‘14 review  Suspended  Unlmown SF* Unknown Unlmewn Details unknown
18 review  Suspended SF* Unknown Unknown, Gov't-led project
18 review  Suspended - IDE-Lab Unknown. Pariner w! IDE Lak
'19 review  Suspended ederal pov’] Reesearch Institute Unknown Unlmewn Cancelled due to
COVID-19
20 review  UR L ocal pov'] SITAWI Unknown Unknown. SITAWT competition
20 revisw  UR I ocal mov'] SITAWI Unknown Urnlmown, SITAWT competition
léreview  Suspended  NEEEE] Instizhio - Climics Parmer w! T3-AID
"lireview  Suspended  IETERERRoL Instiglio/EF* IDE-Lab Foundations Pariner w/ IDE Lab
Unkmown  Unkmown Unknown Unkrown Unknown Unknown, Detailz unknown
19review TR TED Unkrown Unknown Unknown, Detzilz unkrown
walerat schools Unlmown  Suspended  TED Tentatively Instizlia Unknown Unkmown. Detail: unkrown
Imereased hanbac Unkmown  UR CFC** Unkrown Charity organizations  International Deatailz unknonm
procurement organizations
s, Grol. \ull\muun: sl Visslimtions, lsstiglio website, Brookings Instituse “Empact bosds ia developiag countries”

e Figure 31: Overview of SIBs/DIBs and stakeholders in LAC
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3-2 LAC SIB case studies

Among the SIB case studies in LAC,
particular attention should be paid to
employment SIBs that proceed with the
of

government agencies

engagement local authorities and
in Colombia and

Argentina.

The Colombian central and local governments
have led several SIB projects supported by
IDB Lab. These programs have three
significant outcomes:

(a) With the involvement of the central
government, the first SIB project enables an

Employment SIBs in Colombia

accumulation of employment SIB-related
know-how within the region and the SIB
effect appeals to other local governments.

(b) The central government clears the hurdle
of the government's inability to secure a
budget by establishing an outcomes fund
within the Social Prosperity Department.

(c) This is a rare case of continuous
establishments of SIBs in the world and is also
a remarkable example of a sustainable SIB
ecosystem. The establishment of an outcomes
fund as in (b) is a particularly important point
in this example. Further details on this point
will be given in later sections.

Outcome payer

Overview
Timeli Launch at least 3 SIBs
bl from 2016~2023
Target Non-regular Colombian workers aged 18-40
population

Skills training, including psychological

Initiatives skills, mental support, and staffing

Investors®
funding

Outcomes
funding

(undisclosed)

Approx. $8.6M

s SECO*: 48%, IDB Lab: 17%, local
gov’t & others: 35%

No. of full-time workers

No. of workers maintaining employment for
3 months

Impact
metrics

No. of workers maintaining employment for
6 months

Swiss State Secretariat for Economic Affairs

Outcome payer Details

Location:

s Bogota, Cali, Pereira
Target population:

* 766 people
Outcome fund:

e Approx. $1M
Total payment:

o Central gov’t
¢ IDB Lab, SECO"

¢ Fundacion Corona

* $9.83M
¢ Cali City Location:
+ IDB Lab, SECO’ o Cali
. Target population:
¢ Fundacién Corona o 856 people

Total incentives paid:
¢ (undisclosed)

¢ Outcome fund of

Social Prosperity
Department

(undisclosed)

Source: IDE Lab “Results fom the Leaming Agenda First Social Impact Bond in an Emerging Country”, IDE Lab “Social Impact Eonds in Latin America®,

IDE news raleasss. GoL AE website. Broakinss website, Instizlio website

e Figure 32: Employment SIBs in Colombia
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For the employment SIB in Argentina, the city
of Buenos Aires was the outcome payer in
charge of structuring and launching the said
SIB. As the SIB’s leading actor, the new
government of Buenos Aires city expected to
increase its public approval ratings through
innovative policies such as SIBs. IDB Lab’s
role in this SIB is principal guarantor.

Youth employment SIB in Buenos Aires

Overview SIB Scheme
Outeome verification/validation Target population
MNP Dec. 2018 ~ Dec. 2020  [|ndeendentevaluator TR TEECARATEOERE > 1,000 menployed younz peogle
Timeline i o in Argentina
(Final evaluation in 2021) i O
 Evalustion results Contract fee Contract! ! Skills htam_mg &
payment emant mentoring
.. Outcome paver  (Oytcome payment L T - B e—
JETVTSAN 1,000 unemployed young people living T §  [memedam & S ur e
. . . . City of Buenos Aires Fi foundatior
o Bl in S target districts el — ST
v ‘Communify)y+]
. SIB satup
. .. H -
8 hours of vocational training per e 5} Iamppurt S::i;’:;’;‘ 8| |&Fmancine
I wock  for 476 months Intermediary Tnvestor Principal T
Initiatives . . Euarantes
Mentoring service for more than 6mths 3

Outcomes

funding Up to $1.1M

SIB background and history

(1) Finishing secondary school

(2) Full-time employment

(3) Maintaining employment for 4mths
(4) Maintaming employment for lyr
(5) Labor market expansion

After the new gov’t taking charge in 2015, the city of Buenos Aires started
working with IDB Lab to study SIB as it sought innovative policies to
improve its approval rating
¢ The nationwide youth unemployment rate was 24.7% in 2017
— Possibly more than 70% of young people. esp. in southern Buenos
Aires, were unemployed compared to other regions
Currently under verification e Social Finance, local partner Acrux Partners, Swiss non-profit
Alimentaris Foundation provided support in SIB design
o N . ¢ Investors were called publicly & IDB Lab provided principal guarantee
Source: Social Finance SIB Database, GoLAE INDIGO Data and Visualisations, IDE Lab “Social
II:“;S;:(["BGW in Latin America: IDE Lab‘s Pioneering Wark in the Fegion: Lessons to those

Impact

metrics

e Figure 33: Youth employment SIBs in Buenos Aires
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3-3 Key stakeholders and their initiatives
3-3-1 Activities of IDB Lab in LAC
As mentioned above, IDB Lab plays a major

Roles of IDB Lab in SIBs

role in the formation of a SIB ecosystem in
LAC. See the following diagram for its roles
within SIBs in LAC.

IDB Lab’s role

SIB setup support SIB launch

l EM I - Evaluation "HM*
/. s I.m t T -
¢ Policy evaluation mei?is POPURMTION
Report Seryice
m Financial A Contract Management
e Data infrastructure support m lﬁp\
NS
e Research fees Payment .\\\
OUTCOME OUTCOME INTERME- SERVICE
FUNDER PAYER DIARY PROVIDER
m Capital & Up-front
Outcome payer Interest capital
o Stakeholder introduction collaborates with . =
— Local governments, investors. e e
. . y ’ and SECO ] ¥ [ l ¥ [
service providers, etc. Princi
— rincipal  —
INVESTOR | E'7™€®  pank

* Figure 34: Roles of IDB Lab in SIBs

To support the establishment of SIBs, IDB
Lab provides regional governments with
technological, financial, and network-related
support. Specifically, on the technical front,
they work with intermediaries who have
extensive knowledge of SIBs such as Social
Finance and Instiglio to design SIBs and
evaluate past policies. On the financial aspect,
they support to build a data infrastructure
necessary to measure SIB outcomes and
finance initial research costs. For networking
purposes, they also proactively hold several

47

seminars to connect the local governments,
private foundations, and service providers.

As a SIB participant, IDB Lab has two major
roles, including an outcome payer or a
principal guarantor of investors. Notably, IDB
Lab has helped clear single-year budget
hurdles and address insufficient public budget
issues by participating in SIB schemes as an
with local

outcome payer and foreign

governments.



3-3-2 Activities of SIB intermediaries and
other project supporting organizations

Intermediaries play an essential part in the
implementation of SIBs. Given the global
trends in SIB implementation, know-how of
SIB scheme design and operation tends to
accumulate with intermediaries, and this
tendency is even more evident for the special
environment in LAC where people speak the
same language. Like Social Finance playing

the central role in the establishment of SIBs in

Instiglio’s initiatives as SIB intermediary

Details of SIB initiatives in South America

developed countries, Instiglio serves a similar
role in LAC market. Instiglio is a for-profit
corporation whose main activity is to act as an
intermediary for SIBs in OECD DAC List
countries. Headquartered in Colombia,
Instiglio primarily focuses on expanding SIBs
in LAC countries. They are a pioneer in the
field of impact bonds that has involved in
about half of the 20 SIBs projects currently

launched in OECD DAC List countries.

Their initiatives in South America

2012

<>
D>

A commercial company specializing in acting

as an intermediary of SIBs in developing

countries

e 3 Harvard Kennedy School graduates

established a non-profit startup for

launching SIBs in Medellin

— Aware of the progressive thinking of

gov’t leaders & came to the

Governor of Antioquia for support

— Also focused on Medellin’s
economic growth

Locationg

Headquartered in Bogota
e Locations: Nairobi, Rabat, Lima,
Washington D.C.
SIB/DIB intermediary

&

e Mexico: Women's employment support

e Peru: Education quality improvement

- ISS: Mexican Social Security Instinte
Source: Instiglio website, Harvard Kenedy School “Devil in the Details: Desizning a Social
Impact Bond Agresment in Mdellin®

Design pilot SIB for employment support &
work with IDB Lab for scale-up

Hired by IDB Lab in 2016 to provide technical
assistance service to stakeholders of projects in
Colombia

EIquiojo)

Provide Rainforest Foundation UK with technical
assistance for DIB prototype design
e Definition of design concept, payment
criteria, metrics, etc.

Technical assistance/advices on the structural
arrangements of pay-for-success contracts to
expand diabetes management services for
IMSS*

0TI

*  Figure 35: Instiglio’s initiatives as SIB intermediary
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3-4 Current situation of SIB-related
legislative systems in LAC

The development of legal systems is a crucial
issue for the structuring of SIBs. Some
countries have little legal ground for SIB
implementation, and in some cases, it is even
impossible to perform one. And, even though
it is possible to set up SIBs, there might be
significant limitations concerning program
schemes and according participants due to the
fact that it is practically impossible to have an
intermediary involved as the payment of
outcomes cannot be outsourced and that
investment returns cannot be gained from
philanthropic investments.

Current regulations and respective situation in each target country

Peru Colombia Brazil Other LAC Countries

_ _ i SIB can be structuredL Chile: In principle,
i but the legal basis for!
| payment is vague

e Gov't & civil

performance-based
payments cannot be

Regulati . | society org. 3 made by the
egulations governing i cannot distribute!  government
SIB establishment i profits (Law !
! No.13,205/2015) |
40% of original _ Not allow
. Cannot engage contractor’s work is subcontracting with
= mtermcdlqnfzg uc to the upper limit in success payment
o the prohibition of ca;e 0 tracti » Federal Law
o m outcome-based subcontracting 8.666/94
B = subcontracting e Law No.30225
g =
=5
g e
g & _ _ _ 1\'11_:I a]lm}; to receive Argentina:
& o Local investors are zﬁm}i’?:bl‘::r Charitable investors
7Y not allowed to receive investments cannot receive
5 returns/ e Income tax investment returns
deduction of
get fewer benefits about 1-4%

Source: IDE Lab, “FAQ — Social Impact Bonds in Latin America and new MIF pilot program”
S ocial Tmpact Bonds in Latin America: IDB Lab's Bioneering Work in the Region: Lassans
Leamt”, legal system of ach courtry

e Figure 36: Current regulations and respective situation in each target country
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Among the countries covered in this research
study, Brazil has a huge regulatory hurdle as
there is no legal basis in place for establishing
SIBs in the country. The government has
drafted CIS Act towards the enactment of a
SIB-related legal system. The CIS Act aims to
address  vulnerabilities of SIB’s legal
foundation regarding the inability of the
government and civil society organizations to
share profits and guarantees benefits of
service providers and investors through pay-
for-success schemes/SIBs. Despite the
approval of CAE for this bill in 2018, the
initiative has been put into mothballs as no
further progress has been made on the issue
since the public hearing with CCJ held in 2020.

Current situation of SIB-related legislative system in Brazil

Overview of n°338/2018

Review status

Stakeholder’s benefits are not gnaranteed

as Law No0.13,205/2015 stipulates that the

(@G gov't and civil society organizations are
legal not allowed to share profits

system e Currently review based on bidding and
PPP laws

Enacting laws on the conclusion of Social
Impact Contract (CIS)

e “A public or private entity, whether
for profit or not, pledges to achieve
certain targets of improved social
outcomes and gets paid by the gov’t
for the performance targets achieved.
The achievement of outcomes is
assessed by an independent evaluator”

SIB-related
legislative
process

Source: “Projeto de Lei do Senado n® 338, de 20157

Approval process Status
Approval by Economic Approved in
Affairs Committee (CAE) 2018

Justice and Citizenship hearing held at

Approval by Constitution, CCJ public
Commission (CCJ) ‘ the end of 2020

Approval by receiving a -
session
* Receive 257 votes out
of 513 votes

President’s decision —

e Figure 37: Current situation of SIB-related legislative system in Brazil
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4. SIB establishment process and associated hurdles
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4-1 General establishment process of SIBs
The process of setting up a SIB is basically
divided into three stages, namely planning,
structuring, and implementation. SIB
processes and key tasks are shown in the
following figure. The planning stage involves
SIB theme selection and the engagement of
stakeholders, i.e., outcome payers and
intermediaries. A financing scheme and

evaluation indicators will then be determined;

SIB establishment process

service providers and investors will be secured.
The implementation stage involves the
management of service providers’ service

delivery and impact assessment.

It is important to seek agreement from
different stakeholders such as outcome payers,
providers, and

intermediaries,  service

investors throughout the entire process.

Process Key work items
Pick appropriate e Identify social issues to address
SIB themes e Assume social interventions/solutions
\
Engage outcome payers and e Confirm/build a SIB organizational structure
intermediaries
+

Define outcome metrics and
financial incentives/budgeting

4

Select service delivery
organizations & raise funds

\ 4

Deliver social services

4

yuotmapduony

Evaluate outcomes

Throughout the process

e Secure budget
e Define outcome metrics
e Determine model for success payments

Select service providers, evaluators
Mobilize funds

Monitor the business
Manage the services/business

Analyze results
Report to outcome payer

e Reach agreement with stakeholders

e Figure 38: SIB establishment process



4-2 SIB process-specific challenges and
potential solutions

4-2-1 Major challenges involved in each
SIB establishment process

Main obstacles in each SIB process have
become increasingly evident through the
SIBs. The
following figure shows main issues and

implementation of historical

hypothetical approaches to resolving them
when formulating SIBs in OECD DAC List
countries. The following sections describe in
detail possible issues and potential solutions
for each process.

SIB process-specific challenges and hypothetical solutions

Pick appropriate
SIB themes

l

Engage outcome payers
and intermediaries

|

Define outcome metrics
and financial incentives
/budgeting

|

Select service delivery
organizations
& raise funds

|

Deliver social services

l

Evaluate outcomes

[
B
=
-
B
*
B
-

Key issues

Hypothetical solutions

1.Securing outcome payers &
service providers

2.Single-year budget constraints

3. Limitations of data acquisition for
setting outcome metrics

4. Securing investors

5.Service delivery environment

6.Risk of suspension and cancellation
due to government transition

Engage outcome payers after clearly defining
portfolio of service providers

The gov't to set up their fund

Adopt outcomes as KPIs and maintain the necessary
data

Specific players/gov’t agencies to set up their own
funds/Gov't to define incentive scheme

Fine-tune theme selection approaches, engage
players who are familiar with local markets

Identify the timing of SIB launch, engage
government agencies and ministries

Central gov’t/municipalities’ commitment to SIB
implementation

e Figure 39: SIB process-specific challenges and hypothetical solutions

53



4-2-2 (1) Securing outcome payers and
service providers

At the stage of SIB theme selection and
stakeholder engagement, there is a possible
“chicken-and-egg” problem, in which SIB
participants cannot announce their candidacy
for outcome payer while service providers are
left undecided. Conversely, service providers
are not attracted to SIBs due to the non-
existence of outcome payers. The reason
behind this is that the outcome payer's
decision to enter into SIBs depends largely on
the qualities of service providers, which will
determine SIB future outcomes. Hence, it is
difficult for them to make such decision when
companies rendering social services are not
decided. On the other hand, service providers
cannot make such a decision neither because
their outcome payments are not assured until
an outcome payer is secured.

It is common for candidates of outcome
payers to be decided first, then service
providers are publicly invited to apply to join
the projects afterward. However, in cases
where it is challenging to engage outcome
payers, it may be necessary to identify service
providers first to present the project in a more
concrete and detailed way. For example, as the
Village Enterprise DIB in Kenya and Uganda
has difficulty securing outcome payers,
Instiglio, a SIB intermediary, has searched for
service providers ahead of time and compiled
a list of more than 80 service providers by
itself. Instiglio has designed a model case that
eyes specific service providers in the list to
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help secure USAID and DFID as SIB outcome
payers.

4-2-3 (2) Single-year budget constraints
Another major obstacle in securing outcomes
funds for SIBs is the system limitation in
which the government can only secure a
budget for a single fiscal year. The inability to
secure funding spanning several years is a
major issue for setting up a SIB, which is
supposed to be designed and structured over
multiple years.

In this regard, there are two main approaches
to the aforementioned employment SIBs in
Colombia. In the first and second case studies,
IDB Lab, SECO and the Fundacion Corona
jointly participated as outcome payers to
provide funds for the second and subsequent
years, which the government could not secure.
In many SIBs in OECD DAC List countries,
private foundations and international financial
institutions join as co-outcome payers with
local authorities to overcome this single-year
budget limitation. In the third and subsequent
SIB projects, SIB outcomes funds are set up
within the Social Prosperity Department with
a mechanism in place for tackling the
limitations of the single-year budget system.



Employment SIBs in Colombia

Overview

Outcome payer

Target
population

Initiatives

Outcomes
funding

Impact
metrics

Launch at least 3 SIBs
from 2016~-2023

Non-regular Colombian workers aged 18-40

Skills training, including psychological
skills, mental support, and staffing

(undisclosed)

Approx. $8.6M

¢ SECO*: 48%, IDB Lab: 17%, local
gov’t & others: 35%

No. of full-time workers

No. of workers maintaining employment for
3 months

No. of workers maintaining employment for
6 months

. Swiss State Secretariat for Economic Affairs
Source: IDE Lab “Results fom the Leaming Azenda First Social Impact Bond in an Emersing Country”, IDB Lab “Social Impact Bonds in Latin America®,
IDE news relesses, GoLAB website, Erookinzs website, Instizlio website

15t STB
(2017-

2018)

Qutcome payer

Details

s Central gov’t
¢ IDB Lab, SECO"

¢ Fundacién Corona

¢ Cali City
e IDB Lab, SECO"

¢ Fundacion Corona

¢ Outcome fund of

Social Prosperity
Department

Location:

® Bogots, Cali, Pereira
Target population:

® 766 people
Outcome fund:

* Approx. $1IM
Total payment:

* 59.83M

Location:
e Cali
Target population:
* 856 people
Total incentives paid:
¢ (undisclosed)

(undisclosed)

Figure 40: Employment SIB case study in Colombia (duplicate slide)
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Structured by DI, the SIB of long-term care
prevention in Toyota City adopts the corporate
version of the hometown tax system of Japan
to build a scheme that allows companies to
provide funds to local government agencies
through an outcomes fund. As a result, the city
can secure a budget of 500 million yen in five
years. This scheme also increases business
opportunities for companies looking to
address social issues and save on taxes at the
same time.

The establishment of outcomes fund and the adoption of “Corporate version of Japanese
hometown tax system”

“Corporate version of Japanese Hometown Tax” Use donations for outcomes fund
— 7, : s =
Revitalize municipalities by “donations” g Evamation Tw*
----------------------------------------------------------------- OUTCOME TARCGET
Municipal ) ) o EvALpATO POPULATION
. Finance projects delivering .
government . . Report Impaet metrics .
n improved social outcomes Service
e Capitalize large donations
m P . & A Contract Management
from businesses m Ip
. . \
e Suitable for social Payment S
financing scheme T?}TO‘TA INTERME- s]lig:’}lg}é
Sch Donations e ; DIARY R
cheme P5 - Capital & Up-front
I ¥ l Tnterest capital
Companies in Explore new social business — uvestien: W
ther ” N " OUTCOME ¥
oiher opportunities with tax-savings 5 @ I)l
municipalities . : y = Retury S
e Wider range of investment FULD e DI’s PRIVATE INVESTO
opportunities and foster FUND R
public-private partnerships Donations
CONEN ($5M in 5 years)

e Figure 41: The establishment of outcomes fund and the adoption of “Corporate
version of Japanese hometown tax system”
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4-2-4 (3) Limitations of data acquisition for
setting outcome metrics

The design of outcome metrics is a crucial
point in designing a SIB. The three types of
metrics generally used to measure outcomes
are output, outcome and  impact.
Characteristics of SIB themes and stakeholder
intentions are determinant factors to decide
which metrics will be used. The following
figure shows details regarding output,
outcome, and impact, as well as main
requirements for using these indicators in
SIBs. The outcome is the metric adopted in
most cases, as with the outcome metric, it is
relatively easier to compare the results of SIB
efforts over time or against the non-
intervention scenario.

SIB impact metrics setting and measurement methods

Definition Measurement methodology Conditions of applying metrics
Implementation status of SIB Records of SIB activities and ~ Only use this metric for the below cases
. N . e Carrying out SIB activities itself is
activities program implementation the primary purpose of establishing
¢ E'g'j t.hc number Of. — There are barriers to .
Output participants of nursing care implementation / innovative
prevention programs activities, etc.

e And when the causal relationship
between SIB actlvﬂg‘ gm gram
implementation, and 1ts impact can be

ed

Changes in target ¢ Measure changes in target ‘When a measurement environment is in
population/groups receiving Etoélrl:s‘eggﬂ': and after place folr ev:llluatmg speclficl target groups
social services in SIB programs C int tion & * Historical dal_;a are pal:hcularly neecjed
prog ) ° ngg?;::rl‘i:%;n ll(‘:)nl.l < to compare “intervention groups with
Outcome o E.g. cffects observed in the o Compare in terven%ion zruups the historical average of populations
target population/ groups with the historical average of ‘ having l?.u: same CO?C]IF[O]J.S‘
populations having the same — Commonly used in existing SIBs
conditions
SIB social/economic outcomes Estimate impacts by This metric can be used when the causal
achieved after the measurement comparing “statistical data of  relationship between output, outcome,
TImpact process is completed municipal gov’ts and and impact can be defined
e E.g. nursing carc cost savings organizations” hefore and e Some cases also require long-term

of municipal gov’ts after SIBs  after SIB implementation cohort analysis

Source: “What is Socizl Impact BondT*

e Figure 42: SIB impact metrics setting and measurement methods
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As previously mentioned, DI’s SIB in Toyota
City adopts output (the number of people
participating in this long-term care prevention
program) and impact (the resulting reduction
in long-term care costs of Toyota City
government) as its outcome’s metrics. Long-
term outcome observation and measurement
are necessary in this SIB, for example, how
the level of care required by each individual
has decreased since they first participated in
the program. There is a large gap in the timing
of SIB implementation and outcome
measurement. For these reasons, DI has
designed KPIs based on research study results
concerning the correlation between seniors’
social participation and the resulting reduction
in long-term nursing care costs.

KPIs set for Toyota City long-term care prevention SIB

Academic data for calculations Outcome mefrics of SIB in Toyota City
Long-term care data for calculations Output The amounts of incentives
- - - - varies depending on user
(Follow-up data of 3,483 people m Tokoﬂ.an?e Cl?y: A1c.h1 Pfef.} agefstatus
) g eceive crifcation of The number of e Larger incentives to get
e — service people who tend to stay
recipients/ indoors, even if they are
™ regular users not as active, than to geta_
- large number of socially
* active people
T

o+
2006 07 ‘08 ‘09 ‘10 ‘11

13 14 M5 16 201TUE) | | e e

g Impact Utilize academic “correlation™
= '
g E ] ; data
§ - For . .
B 1 1 Letlifelong care cost be double the current *
"% hv § iz ot ong e care o s Out o Between seniors’ social
!Jcima:pm uicome . m . dth I. -
H RN t p Reduction of participation and the long
" centificat it ayer
et Preine ¢ long-term term care costs saved
care costs

e Based on historical cohort

Toyota
City data of 200,000 people

Regular participation in social activities is
proved to cut lifetime long-term care costs
by 15~~40%

Sousce: DI Tayota City Long-term Care Prevention materials

*  Figure 43: KPIs of Toyota city long-term care prevention SIB and related
academic research (duplicate slide)
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Regarding outcome measurement, a side-by- education of their Constitution. Specifically,
side comparison of interventions and non- when outcomes are used as KPls, it is
interventions for some topics and themes may necessary to divide the population into
raise the issue of equal opportunity. For intervention and non-intervention groups.
example, a secondary education SIB in Brazil Impact measurement is done by comparing
necessitates a random grouping of schools for these two groups, which is the cause of this
SIB interventions and non-interventions to inequality. The SIB was therefore cancelled
measure educational improvement. This when it was still at its setup stage. This issue
action has triggered opposition from teachers can be addressed by making some changes to
claiming that the separation of intervened KPI setting and measurement methods (such
schools and non-intervened ones was a as measuring changes over time) to ensure
hindrance to the equality of opportunity in equal opportunities.

The problem of equal opportunities in impact measurement
(education-related SIB in Brazil)

SIB background Arguments of 2 groups concerning education SIBs
IDB aimed to improve secondary education . .
focusing on low graduation rates of public Opposition groups “ Supporting groups

secondary schools in Sao Paulo

e IDB launched a SIB study in Brazil Separated intervention and non- Need to verify impacts with a
from 2016 infervention groups and control group in pilot prol]ects_
e Sao Paulo was selected for: educational inequality are a e North American education

SIBs were criticized for
measuring impacts without
a control group

violation of the Constitution
¢ Conflict with universalism
that recognizes education as
a social right

— The state gov’t supportive
stance for SIBs

- Alignment with IDB's overall

strategy
- Strong financial strength of the School autonomy is violated School autonomy is not violated
government o Interpreted as if the o Prohibit service providers
— High-quality data in education . cotm?ry-"sqhools are fromany
sector Ethical unable to intervene in teattl:ln.u;g-’achwltlesfdoEe '
. - i activities of service without consent of schoo
- ‘S;:E]l]‘gms Ofse:‘mml“t‘::"ld;‘ig " 1ssues providers ll;paéds through contract
— Willingness to partnership wi inding
the private sectors
Public educators’ opposition due to Missing school participation in Fl‘ﬁee"'niollmtal'y participation of
concerns and misunderstandings resulted decision-making process sehools | . .
in policy changes Issues in . }.ack ﬁl information disclosure . bDlSC(lilSSIOIIS with school
== or schoals oards based on
e Teachers' unions regarded SIB as a confract e Schools that applied for explauat(ngr materials
means of privatization process intervention group were e Reflect public consultation
selected for non-intervention comments in calls for
group, ete. proposals

Source: “Educztion Policy Analysis Archives 26:130 (2018)" (Femando L. Céssio)
“Education Policy Analysis Archives 28:112 (2020)" (Sergio G. Lazzarini)

e Figure 44: The problem of equal opportunities in impact measurement
(education-related SIB in Brazil)
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4-2-5 (4) Securing investors

Securing incentives for investors is also an
important point in SIBs. In particular, the U.K.
and the U.S. central/state governments have
been taking certain efforts to secure funds.
Capital for SIBs is secured by the U.K.
government. Further, both the U.K. and the
u.s.
investors with tax breaks.

governments offer incentives for

Employment SIBs in Colombia

Capital flow Initiatives in the U.K. and U.S.
UK. u.s.
PN Goverment Fund f:stablilshed bv. gov’t
an e Big Society Capital
e Establish — Use dormant accounts ,
Use gov’t funds @ i e Big Lottery Fund A
@ L] o — Lottery fund
t

Direct

4 _ - ™

invest T ﬁ ‘
ment —

Fund Biz Private

Investor

Incentives

Indirect @

invest-
ment

Source: Social Finance SIB Datzbase, “Overseas Survey on Financing Activities Contributing +~
Improved Socizl Outconves” (PricewaterhouzeCoopers Aarata LLC)

Social investment tax cuts
¢ Income tax cuts for
investments in social
business

Community investment tax
cuts
¢ Tax cuts for investments in
community development
funds

Regional Re-investment Act
e Encourage investments
from financial institutions
to NPOs
— Penalties, e.g.. reject
application of M&A/
branch opening

'

New market tax cuts
e Tax cuts for investments in
community dev. funds
Donor-advised fund

e Tax incentives for
launching a fund in a
foundation

*  Figure 45: Examples of incentives offered for investors and central government

funding in developed countries
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4-2-5 (5) Service delivery environment

It is essential to verify in advance whether an
environment for service delivery is readily
available to achieve SIB outcomes. For
example, due to several environmental factors,
the re-offending prevention SIB at Rikers
Island prison in the U.S. could not render a
smooth service, making the project terminated
without achieving any results in the first year.
Recidivism prevention is a favorite theme of
many investors because social impacts can be
seen in the short term. However, social impact
may not be guaranteed in some local
environments. Thus, it is important to have an
in-depth understanding of local situation prior

to any actual implementation.

Failure factors of New York City’s Rikers Island recidivism prevention SIB

Overview

Failure factor

Beginning of 2013~End of August 2015

glé::lltle'crerated youth of Rikers Island Correctional
population e About 2.000 people a yearx3 years

];)e::wli:cersMoral Reconation Therapy training

Up to $9.6M (raised $7.2M by the 1st assessment)
nvesiors

Recidivism rate decrease of youth incarcerated in
2013

e 1st assessment (July 2015): 9%

e 2nd assessment (July 2017): 8.5%

Indicator

Discontinued as it did not meet the target in the

el 1t assessment in 2015 (under 9%)

No returns

e MDRC used $6M loan guarantee from
Bloomberg to compensate GS. GS lost
$1.2M

Total paid
by outcome

payer

Spurce: “A Smdy of Social Impact Bond E Process and Applicsbility to

sm Prevertion in Japan”

Class Life-threatening incidents occurred daily to
sy inmates, causing extensive class delays and

due to cancellations

prison » Frequent lockdowns and emergency call-
security outs

Frequently witness and experience violence by
guards, other prisoners; common practice of
solitary confinement
o 845 violent incidents caused by target
inmates reported in FY2013
e 517 violent incidents caused by prison
guards reported a year
o Subjugation and coercion by gang members
against target inmates become a norm

Mental
pressure
due to daily

acts of
violence

Inmates who were released before they completed
MRT in prison rarely joined correctional
e Difficult to predict release time. Offenders
released from prison are assigned to many
other obligations such as volunteer
activities

Released
prisoners

*  Figure 46: Factors contributing to the failure of New York City’s Rikers Island

recidivism prevention SIB



4-2-6(6) Risk of
cancellation due to government transition

suspension  and

For SIBs with government agencies being an
outcome payer, it is important to structure a
SIB taking into account the timing of national
elections and political cycles. In reality, there
was a SIB project in the state of Jalisco
(Mexico), which was cancelled with its
pending preparations due to lengthy delays
caused by difficulties in incentive and
contractual arrangements with no results

delivered for the current administration.

Brief summary of Jalisco women’s economic empowerment SIB project cancellation

(Mexico)

Situation

—=® Detailed reasons of cancellation

From 2014, IDB Lab conducted a research to
find local gov’t willing to launch SIBs and
eventually worked with Jalisco government
e IDB Lab held a SIB conference & met
stakeholders
e IDB Lab worked with Social Finance to
conduct a feasibility study

uonjeredaxd gJg

Cancelled due to its incompatibility with the

country’s political cvele

e Fundamental design, evaluation scheme
design, legal and financial scheme design
were carried out from ‘16~"17

e Lengthy delays of the design process were
caused by difficulties in incentive
arrangements and contracts. Then the
implementation process took place during
the government transition period

E
o
]
E
3]
(2]
—
=
"]
=
e
=]

Souwsce: Ethos Laboratorio de Politicas Plblicas “E1 EIS mexicanc: de la promesa de innovacidn 2
1a frustracion en su implementacidn™

(1)Difficulties in incentive arrangements
e Service provider’s costs were higher than
expected
e Considered business model integration to reduce
costs

(2)Took 1 year to draft contracts and coordinate to

o—

establish a payment scheme
e A mix of public & private trusts

Lengthy delays

Suspended as there were no results produced within
the current administration while the political
benefits would be gained by the next government
e PJ preparatory works completed in 2017 but the
election was held in July 2018
e Jalisco gov’t decided to cancel the PJ

e Figure 47: Brief summary of Jalisco women’s economic empowerment SIB

project cancellation (Mexico)
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On the other hand, in Colombia, several
measures have been taken to avoid the risk
from government transition that may affect
continuous SIB establishments. The timeline
of the first SIB, which was initially scheduled
to complete before the national election, was
extended on purpose to create a track record
within the next administration. And the
outcome payer of the second SIB was changed
from the central government to a local
government as the central government would
be left with little freedom of decision making
during the presidential election.

2017 2018 2019

Source: GoLAB, “Colombia Workforce Development Social Impact Bond - EMPLEANDO FUTURO™

President Juan Manuel Santos Ivan Duque Marquez
2
=
=) Governing the Social Party of National Unity Presidential =~ Democratic Centre
] Y
g party election
2 Main Economic growth & job creation Education, healtheare & housing
Policies
9 . ) After the first SIB ended, there was concern that the SIB
.E'T‘ " 15 SIB implementation __|efforts might not be carried over to the next
— = E' End before election ——  3dministration
=l =5
E E = Extensh SIBIEinme line Extend SIB timeline on
X a 15t SIB Implementation purpose to build SIB track
% =: End after election record in the next
@ ¢ administration
a
» o B Lo I
8’. o = During presidential I X SIB Preparation with f}m t of Cali m?} that was involved
< o . . ~ . in the first SIB is now the outcome
= M B B election period, the > National Government er of 4 SIB
E. g- = | central gov’t is unable [ hanging the payer of secon
E o to make decisions Qutcome payer
@ concerning its SIB Preparation with
= .y « nd
=: participation Local Government SRR FESIpe— R
w

Figure 48: Adjustments of the employment SIB during the national election in

Colombia
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4-2-7 Summary of major challenges in SIB
establishment process and hypothetical
solutions

In light of the above SIB challenges and
potential solutions, the establishment of SIBs
necessitates an environment well developed
by the central government and the
commitment of local government agencies to
individual SIB projects. The state or central
government is required to develop a legal
system for SIB implementation and favorable
tax treatments for stakeholders, set up an
outcomes fund, and determine policies to
support SIB initiatives across the region. The
local government will need to commit to the
continued implementation of SIBs and make
policy decisions that take regional SIB
initiatives into account.

Major challenges and solutions for each SIB setup process

Key issues Key driver Required government actions
Pick appropriate
S]IBptll)lenl:es e Regulatory
framework for SIB
| implementation
1.Securing outcome payers & Promote 3 e Incentives for
Engage outcome payers  service providers romoter g stakeholders
and intermediaries § 8, through taxation
2.Single year budget constraints 5’; ¢ Set up a fund for
¥ PP 2 4 in success payment
3. Limitat: f dat; tion fi i .
Define outcome metrics ¢ t.um . twns © ﬂh:. acquisttion tor =l and financing
w and financial incentives o & OWICOME MELrICS Central N ¢ Determine policies
g /budgeting government taking into account
= regional SIBs
g I . 4. Securing investors -
® Select service delivery
organizations . e :
& raise funds 5.Service delivery environment Promoter = e Commit to
s - - - . E f:ontmuous )
6.Risk of suspension and cancellation Central Jd & implementation of
N ) government =
EI Tl Froror =l Eominns due to government transition —_— 5 SIBs
Nunicipa T [ =] s P
=2 Qo S . Det.er'm.me policies
§ + Z taking into account
g = SIB initiatives
- Evaluate outcomes E

e Figure 49: Major challenges and hypothetical solutions in each SIB establishment
process
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Based on the SIB case studies in LAC, we
found that successful SIB projects are those
with a well-developed SIB implementation
environment and the according government’s
The of
Colombia’s employment support SIB is the

commitment. success  factor
central government's commitment to the
establishment and continued implementation
of SIB,
outcomes fund. It is especially important to
note that the first SIB launched by the central

government sets a precedent and starts a trend

including the establishment of

for other local governments to follow.
Meanwhile, Buenos Aires city government
has a huge incentive when launching SIBs, a

driver making Argentina’s youth employment

SIB successful. On the other hand, the central
government of Chile could not participate in
education-related SIBs as an outcome payer
due to legal restraints, thus DIBs can only be
established by private players. In Brazil, a
secondary education SIB initiative was halted
due to opposition from surrounding players. In
Mexico, a government transition has
suspended a SIB program due to the concern
that the next administration would take credit
for the intended outcomes. Based on these
success and failure factors, the lessons learnt
are the development of an ecosystem for
the

sustainable SIB developments and

government’s commitment.

The establishment and influencing factors of government-involved SIBs

Colombia: Argentina: Chile: Brazil: Mexico:
Employment Employment Education Education Healthcare

o 1%t; Central gov’t Buenos Aires Central government  Sio Paulo Jalisco
= e d. i City
2 § 2nd; Cali City
Ll-l 34 TBD, ceniral
® gov’t to set up fund
Established (1% and Ongoing Ongoing; the Suspended Suspended
w nd) central gov’t is not
£
5 e The 34 KIB is engagedin SIB as
- underTeview an outcome payer
SIB is structured The commitment of  Regulations Due to opposition Due to government
with the central Buenos Aires as an activities of educators transition
E government’s outcome payer
) E- engagement in
a 3 continuous
EB-l  implementation
E
=%

* Figure 50: The establishment and influencing factors of gov’t-involved SIBs
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5. ldentification of potential SIB themes in LAC
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5-1 Ripple effect scenario for sustainable
SIB development in LAC

5-1-1 DI’s hypothesis concerning SIB ripple
scenario in LAC

DI has formulated a hypothesis of ripple effect
scenario for a sustainable development of SIB
in LAC to address the hurdles associated with
forming SIBs which we have studied in
Chapter 4.

As depicted in Figure 51, the four key points
to realize in this scenario are:

1) A commitment of state or central

governments to the establishment of SIBs
through government policy support to ensure
a sound regulatory framework and stakeholder
incentives; 2) SIB precedents formed by
municipal governments as early adopters;

3) Use of these precedents to spread similar
SIB
governments; and 4) A commitment of state or

initiatives to  other  municipal

central government ministries and agencies
associated with areas covered by the SIB to
the establishment of outcomes funds and other
to continuous

arrangements ensure a

implementation of SIB.

The “Ripple Effect” scenario for sustainable SIB development in LAC (DI’s hypothesis)

1

Central government

(Prime ministry & others)

Policy support for SIB
structuring and
arrangements

e Regulations

e Incentives

Local government

Seel as early adopter

sueeert Establish precedents i e

& track-records

Cooperate

Request
o take
actions

Central government
(Government agencies involved in policy implementation)

Establish funds for performance rewards

1 : Central government to commit to SIB scheme establishment

Key points

2 : Local government, as early adopter, to become a model case
3 : Spread over other local governments

4 : Related government agencies to support continuous SIB implementation

* Figure 51: “Ripple effect” scenario for sustainable SIB development in LAC

(DI’s hypothesis)
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Regarding point 1), there are many examples
in LAC where the local legal systems prevent
a sustainable development approach to SIBs,
thus, creating an environment for SIB
implementations needs to be a top priority of
central governments. For 2), securing early
adopters to set precedents would be a major
steppingstone to spread SIBs across the entire
nation, similarly to the employment support
SIBs in Colombia where the central
government established the first SIB for other
municipal governments to follow the example
given. As SIBs often involve complicated and
sometimes arduous design processes, studies,
and operation, precedent maker should be a
governmental body with competent abilities.
Regarding 3), government's commitment to
SIBs will be a major success factor given the
fact that a number of SIBs across the globe
have been discontinued due to government
transitions and changes in policies. As for 4),
to overcome single-year budget limitations,
each government needs to secure a multi-year
budget for SIB implementations. The
establishment of an outcomes fund within the
government could remove such constraints
and allow continued developments of SIB
programs.
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5-1-2 IDB Lab’s view concerning DI’s
hypothetical SIB ripple effect scenario in
LAC

DI held a meeting with Ms. Christine Ternent,
SIB program leader at IDB Lab - a pioneer in
developing SIBs in LAC and Mr, Tetsuro
Narita, senior specialist with the Investment
Unit of IDB Lab, to discuss the
aforementioned hypothesis. In the meeting,
Ms. Ternent made the following comments.

The key is to locate municipal governments
that are open to innovative initiatives as early
adopters. In particular, the commitment of
these governments is a major premise, as they
tend to be conservative. Since there are many
cases where local governments in LAC do not
have enough budget dedicated to SIBs,
engaging government agencies after setting a
precedent of DIB (a SIB scheme in which
outcome payers are not government bodies,
but private foundations or philanthropists)
could be a potential approach. In view of the
foregoing, it is necessary to facilitate the
establishment of SIBs with multiple programs
formed as examples to clear certain hurdles in
engaging local governments. It is also
important to have alternative proposals
without sticking to a single SIB. In addition,
the establishment of outcomes funds within
central governments is crucial for the
establishment of a series of SIBs due to large
single-year budget constraints.
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Mr. Narita also made the following comments.
In the context of IDB or JICA to make social
impact on LAC, not only the cooperation with
innovative servicers but also an innovative
financial scheme must be considered. In that
point of view, understanding failure cases is
also crucial. For example, foreign exchange
risk is expected when such institution as IDB
or JICA supports SIB.

DlI's views in response to the above comments
are as follows.

DI regards forming DIB as an option in the
first place in order to establish a track record
and demonstrate the usefulness of this scheme
to the government. On the other hand,
considering the sustainability of the scheme,
we believe it is essential to involve the
government in the scheme. Particularly, many
social issues in OECD DAC List countries are
tackled by the governments through public
services and policies. Hence, even when the
private sectors launch initiatives without the
public sectors’ engagement, it is essential to
align with these policies. Not only do
examples created by the private sectors matter,
but the government’s track records also help
back the spread of SIBs. DI perceives that
planning with a vision towards continued
establishment of SIBs will have significant
value. In particular, what matters the most in
setting up an SIB is the possibility to
collaborate with government agencies who are
interested in SIB model, and it is so important
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to secure a number of such governmental
candidates to ensure the success of SIB
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5-2 SIB theme screening methodology
5-2-1 Methodology

In this study, highly potential SIB themes in
the three target countries are identified by
deductive  reasoning. Based on the
hypothetical SIB ripple effect scenario in LAC
described in section 5-1, DI has developed a
three-step screening process with clearly
defined evaluation criteria taking into account
the requirements of creating SIBs. The
following figure gives an overview of the
whole approach for identification of highly
potential themes.

SIB theme screening process

2.Which theme to adopt ?

a.Scan governmental
development program list

1.Which local government ?
b.Screen suitable SIB themes

e Capability e A : SIB applicability e ¢ : The government’s
e Influence &willingness to e B : Sustainability attention
involve in new initiatives _ Amount of central/local — Government budget
e Adequate published data government spending e p : Ease of SIB adoption
e Stable government — Ease of evaluation
foundation _ Precedents

e 7 : Synergies with JICA

*  Figure 52: SIB theme screening process
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5-2-2 Identification of early adopters
The first step is to select local governments
in each target country as SIB early adopter
candidates. The  screening  process
considers four factors namely government
capacity, influence on other local
authorities and willingness to carry out new
initiatives, availability of necessary data,
and political stability. The selection method
and results are shown in the following
figure.

1.Selection of municipal governments as early adopters

Selection method

Initial selection results (proposal)

Description Verification

Capable of planning,  Cross-municipality
ating SIBs with ~ comparison b

e“;precedents or ecorll;:l)m_lc scale &

Capabili not? . population i

pability o Sufficient ¢ GDP, population,
HR/financial tax revenue, etc.
resource?

X

Eagy to obtain central

Influence &  gov’t support or not?  * Capital or major

willingness  Strong influence on cities
to involve in  other municipalities? ¢ Proven track record
new S]ﬂ?alht?;;egf not? of sensational
initiatives : initiatives
X : :
Isit posfslljli}g to have a e
A t Tasp O get/ ¢ Confirm data
det!na © %.uancml structure for ailabili
published cilch ita:%l l.I&L their availability
data plans wr ata
available?
X

Easy to avoid the risk  v7.; BF
Stable gov’t of SIB cancellation Verify the stability

. due to gov’t transition ©f government
foundation  or not? foundation

nzeag

vquoo)

State gov't

Local gov’t

Department’s
gov't

Local gov’t

Regional
gov't

Local gov't

1%t pick

2t pick

State of Sao
Paulo

Sao Paulo city

Valle del Cauca

department

Cali city

Arequipa region

Lima city

Rio de Janeiro
state

Rio de Janeiro

city

Antioquia
department

Medellin city

Department of La
Libertad

Arequipa city

*  Figure 53: 1) Selection of municipal governments as early adopters
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5-2-3 Identification of highly potential SIB

themes through public expenditure
structure analysis

With a comprehensive understanding of issues
faced by early adopter candidates that are
identified based

development

on mid-to-long term
of

governments, DI examines and screens major

plans selected local
items from those plans based on their SIB
applicability and sustainability. The criterion
of SIB applicability is defined as the

correlation between those development plan

items and their social significance and
outcomes measurability. With the criterion of
sustainability, common issues among several
potential early adopters and the level of
interest of both central and local governments
are evaluated. The level of interest of both
central and local governments is evaluated
their

contributions associated with mid- to long-

based on independent  financial

term  development plans and citizen

satisfaction with public services.

2a.Development program list screening methodology

Screening criteria

Reasoning

Detailed screening method

Database screening:

Med- to long-term development plans of
first-pick states and cities

Comprehensively identify issues
of early adopters/gov’t

A
SIB
appli-
cability

A-1
Eliminate issues with limited
social impact/scope

A2
Eliminate ones w/ quantitatively
unmeasurable or
unassessable outcomes

B-1
Common issues shared by
several potential early adopters

B B2
ST Attention of Indg-jge[gd fgﬁmce
nability central/ municigal gov't
municipal |1 g3 '
Satisfaction with i

gov’ts i

public services

Any issue that’s unlikely to
relate directly to addressing
social issues is not within the
scope of SIB

SIB performance outcomes
need to be measured
quantitatively

To confirm that the issue does
not relate on]y to specific
mmnc1f)a lities but 15 commonly
shared by many in the pool

Easy to create ownership
mentality within municipal
gov’ts, and central gov’t also
has incentives for support

For issues that are missed in B-
2, pick those with strong issue
awareness

Eliminate issues under 4 categories
. Bureaucmcy & mstltutlonal
mgmt./ econmmcs & public
finance ]?c security;
dlplomacy & mt’ 1clallons

Eliminate issues that fall under 3
categories below

e Those of R&D purposes/ one-
time capital investment/
system-related affairs

Eliminate issues that are not common
to dev. plans of second-pick
municipalities/early adopters

Extract items with high municipal/
central gov’t spending from their
budget resources for each item

Extract items in arcas where there are
issues found in surveys of citizen
satisfaction with public services

* Figure 54: 2)a Development program list screening methodology
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5-2-4 Evaluation process of highly potential
SIB themes

Similar items and topics extracted from
selected mid-to-long term plans are grouped
into larger themes. Those umbrella themes are
then evaluated against three distinct criteria of
(a) Government budget size, (f1) Ease of
outcome evaluation, and (B2) Degree of
knowledge accumulation to identify the most
promising ones. Ungualified themes will be
deprioritized, then more scores will be added
if the criterion (y) Synergies with JICA is met.
The detailed approach is shown in the
following figure.

2b.Potential ratings: Categorize selected items into larger topics and evaluate their

potential

p : Ease of SIB adoption

Summarize a: . o :
program Government’s n + 06 Sy“;i'g';s with
after evaluation accumulation
screening Relatively large Measurable Numerous SIB There are JICA
and budgets allocated | | outcomes precedents exist initiatives
categorize to the across the globe undertaken in
them topic/theme target countries

into
large
topics/
themes

from 2010

Eliminate unqualified topics in the order of
a=p1=p2

More scores
-

if met y

criterion

—_—

*  Figure 55: 2)b Potential ratings: Categorize selected items into larger topics and

evaluate their potential
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Evaluation results of potential SIB themes in
the target countries are shown in the following
figures.

Peru: Evaluation of potential themes %ﬂﬁﬁd Low

— T

a: Gov’t attention of adoption . B Synergies
State budget* [ City budget* Precedents with JICA

Healthcare facility operation

Employment support
Solid waste disposal

Medium ‘Water/sewerage improvement

Maintenance 11,224 008 ,
””” Primary and secondary | i
| education @ el
Crime rate 38,011.251
igherusdon [ o [ =
Improved irrigation 18,208.243 _
Infectious disease 21,813,348
Mental health 3,089388
Family planning 2,949,103
Road accidents/Traffic jams :

. State budget and city budget: FY2020 / Unit: Peruvian sol

*  Figure 56: Peru: Evaluation of potential themes

Brazil: Evaluation of potential themes t':f ed oW

Theme +
State budget* [l City budget* [l Evaluation

v: Synergies
with JICA

Chronic diseases

Flood control S

N State budget and city budget: FY2020 / Unit: Million Brazilian real

*  Figure 57: Brazil: Evaluation of potential themes
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Colombia: Evaluation of potential themes BT Med [Tow

a: Gov't attention y: Synergies
Theme | Govtatenton g .
with JICA

Primary and secondary
education

Higher education/
Employment
______ . Farmers’livelihood

Reconstruction

Fostering startups
. State budger: FY2020, city budger: Total of FY2020-FY2023 / Unit: Million peso

*  Figure 58: Colombia: Evaluation of potential themes
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5-3 Selection results of potential SIB
themes

With the above approach, the most promising
SIB themes for each target country are
identified and shown in the following figure.

Hypothesis of potential SIB themes in the target countries
Hypotheses of potential SIB themes

Topic selection process

Select local government
(early adopter)

‘Which local

government ?

| Brazil | Colombia | Pern |

State of Séo
Paulo

City of Sdo
Paulo

o Valle del ® Arequipa
Cauca department
department e Lima City

e Cali City

e SIB applicability

Scan
governmental * Sustainability
development — Amount of central/
program list local gov’t spending

e A ! The government’s
attention

— Government budget

Screen suitable o B : Fage of SIB adoption
SIB themes

¢ ydope 0) 2wy YITYM

— Ease of evaluation
— Precedents

e C : Synergies with JICA

syuapadaxd aaoAl

Ey
=
-
=
=]
g
a
-
=
(]
E
-
n

Education
Chronie
diseases
Employment
Crime rate

‘Water supply
& sewerage
system

Solid waste

¢ Education o Education
e Chronic ® operation
diseases o Lifestyle
e Employment diseases
¢ Farmers’ o Maternal care
livelihood o Employment
improvement
(including refugee
support)
o Water supply
& sewerage
system
® Solid waste

e  Figure 59: Hypothesis of potential SIB themes in the target countries
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6. Case study on SIB scheme applicability into potential SIB themes in
LAC
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6-1 Selection of key SIB themes

Firstly, we performed initial feasibility studies
on the establishment of SIBs in four potential
themes (issue areas) based on the availability
of future pipelines and JICA's network in the
target countries.

Improving livelihoods of farmers in Colombia
is a chosen area of study as JICA has started a
assistance there

technical on

of

project

livelihood improvement for victims

conflicts from 2021.

Meanwhile in Brazil, JICA is working to
expand community policing activities to
various regions of the country and is currently
cooperating with the Sao Paulo state police to
measure social impact of their past community
policing activities. Crime decline is therefore
our selected area of study.

For Peru, water supply and sewerage
infrastructure are selected for further studies
because of JICA’s strong network with a
water supply company named SEDAPAL in
Lima. Their relationship with JICA has been
cultivated through  various  assistance
programs conducted thus far. With multiple
Japanese ODA loan projects involving solid
waste implemented since 2012, we also select
solid waste as one of our themes for SIB

scheme study.
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6-2 SIB scheme applicability to livelihood
improvement of farmers in Colombia

6-2-1 Problem structure in Colombia

In 2011, the Colombia’s congress enacted
Victims and Land Restitution Law aiming to
return lands that have been stolen or

abandoned through violence and fraud by anti-

government armed groups during the
Colombian conflict to their original owners
and farmers. Accordingly, the Land

Restitution Unit (URT) has been established
under the Ministry of Agriculture and Rural
Development, putting self-sufficiency and
reconstruction of life for conflicts’ victims in
the limelight. Building a relationship with host
communities — a solid foundation for farming
activities and maintenance of farmers’
livelihoods, has emerged as a major challenge
Another

challenge in supporting their self-sufficiency

facing the victims. significant
involves strengthening agricultural production
system to improve farmers’ livelihoods. Since
2017, JICA with its technical assistance
projects has been supporting victims of long-
running armed conflicts after land returns. The
following figures show the problem structure

in this country and JICA's relevant initiatives.



Challenges in improving the livelihood of farmers in Colombia and JICA’s initiatives

Initiatives
of
Colombia/
JICA

Rebuilding

Machinery and
material purchase

communities

The relationship
between returning
farmers & their host
communities is not
well built
¢ Return lands to
refugees/IDPs who
lost their land in

Unable to share
machinery with the
community

~

anti-government Lack of access to
demonstrations finance
e i,
Community’s Provide support in
empowerment agricultural input
e Re-orgamize citizen
community ¢ Support through

® Promote participation “land return units”
in agri-business
management

e Enhance collaboration

outside the community

)

Improving farming profitability

Production Distribution/sales

Lack of organizational mechanism across agri-value chain

) Hard to adopt a
No progress of collaborative selling
co-farming system

€

Low farming profitability

Lack of production Price pressure on
knowhow commodity products
i, i,

Connect w/ market
¢ Integrated system of
collection,
distribution, sales
& marketing
¢ Matching w/ buyers

€

Offer agricultural
technology education
and training

)

Foster an entrepreneurial mindset

¢ Capacity building in effective finance/marketing management

Source Local market research

*  Figure 60: Challenges in improving the livelihood of farmers in Colombia and
JICA’s initiatives

JICA’s technical assistance initiatives supporting victims of conflicts in Colombia

Period

Organization

Objectives

Activities

Japan’s
input

Historical: Livelihood improvement P.J for
conflict victims after land returns

May 2017~May 2020 (3 years)

Ministry of Agriculture and Rural Development - Land
Restitution Unit (URT), Victims Unit (UARIV), Rural
development agency (ADR)

Build a model case for helping improve livelihoods
of victims wishing to return to their lands and
farms

o Review agricultural production projects carried
out by production units and pinpoint lessons
learned

¢ Propose solutions to improve production through
pilot projects

o Facilitate cooperation among counterparts

o Long-term experts: 1
— Peacebuilding/agribusiness and rural
development
o Overseas project enhancement costs
— Research, general & on-site training,
preparation of materials and teaching aids,
related materials/equipment for pilot projects,
efc.

New: Agriculture & rural dev. PJ with
secured inclusiveness for peacebuilding

August 2021 ~TJuly 2026 (5 years)

Rural development agency (ADR)

Promote the adoption of agriculture and rural
development models that help promote community
inclusiveness and the execution of peace agreements
in conflict-affected areas

o Identify issues in ADR’s proper and effective
planning of agriculture and rural development
and launch pilot projects in conflict-affected arcas

¢ Extract lessons learned, develop manuals, provide
training for ADR staff

¢ Review production projects carried out by
production units and extract lessons learned

e Long-term experts: 5
— Integrated rural development, operation
coordination, agribusiness and value chain
dev., peacebuilding, regional analysis
o Overseas project enhancement costs
— Supporting materials and devices for local
projects, training fees, ete.

* Figure 61: JICA’s technical assistance initiatives supporting victims of conflicts

in Colombia
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6-2-2 Options for SIB scheme adoption

The adoption of SIB model can create a

greater social impact that helps address the

said social challenges utilizing resources from

the private sector. See the following figures

for possible SIB options for this theme in

Colombia.

Possible options for launching SIBs for farmers’ livelihood improvement in Colombia

Improving farming profitability

Rebuilding
communities

Community’s
empowerment
¢ Re-organize citizen

Initiatives community

of ¢ Promote participation
Colombia/
JICA

in agri-business
management

s Enhance collaboration
outside the community

.5
Strengthen the
foundation of agri-
Ih el IS  business through
of SIB community building
themes initiatives

o By NPO and others

Machinery and

material purchase Production

Provide support in
agricultural input

Offer agricultural

e Support through and training

“land return units™

£y £3
Foster an entrepreneurial mindset

technology education

Distribution/sales

Connect w/ market
e Integrated system
of collection,
distribution, sales
& marketing
e Matching w/
buyers

£3

e Capacity building in effective finance/marketing management

.. -
Improve agricultural Apply farming tech
productivity by for higher
providing producer productivity
goods/financing for s« By NGO/NPO,
material purchase startups,

¢ By NGO/NPO, distributors/
microfinance wholesalers, etc.
companies etc.

L

Boost sales with well-

established

distribution/sales

system

e ByNGO/NPO,

startups,
distributors/
wholesalers, etc.

* Figure 62 : Possible options for launching SIBs for farmers’ livelihood

improvement in Colombia
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The following figure shows the projected

socio-economic impact the SIB with this

theme would create.

Projected socio-economic impact generated from the launch of SIB for farmers' livelihood

improvement in Colombia

Rebuilding Community
communities building
activities
Supply of
materials,
E production
E goods
=
B Farming tech
£ & educational
- activities
3
=3
g
=
E;' bution & Sales to
S sales market

¥

Strengthened
foundation of
community

Improved
efficiency with
materials,
equipment

Improved
productivity by
stronger tech
capabilities

Higher
sales volume,
margin

(" Sustainable )/~ Y4 ™\ (Lower costs of)
use of l 1 assistance to
materials, victims of
\ equipment ) conflicts
(~ Enhanced ( L \
efficiency with Higher Farmers’ Achieving
well-established b farming M livelihood P social
collaborative profitability improvement stability
\__process ) \ J
(Collaborative ) ( N
Collaborative
collection & Reduced
shipping/ poverty
\_higher sales J\__ VAN J\ J

*  Figure 63 : Projected socio-economic impact generated from the launch of SIB
for farmers' livelihood improvement in Colombia
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6-3 SIB scheme applicability to crime
decline in Brazil

6-3-1 Problem structure in Brazil

High crime rates remain a matter of concern in
Brazil. The high incarceration rates are due to
its worsening public security, stagnant trial
proceedings, and deteriorating conditions at
the country's prisons. JICA has been
promoting community policing activities

introducing Japan’s police box system to local
communities as a crime preventive measure.
There are two main objectives of community
policing: maintaining public safety and
building trust between the police and residents.
The following figure shows the problem
structure concerning crime reduction in Brazil
and possible options for SIB scheme adoption.

Problem structure of crime decline in Brazil and possible options for SIB scheme adoption

Crime prevention Crime occurrence

Criminal investigation
and trial

Imprisonment

\J

Rising public safety =~ —>Ranked 12 for crime
rate in the world

Perform regional policing activities
e Prevent crimes
e Build trust between police & community

SATPEI

n -

g issues

g o Some civilians e Intentional homicide

z. have been caught rate of 30.74% per

g_ in middle of 100,000 population

g (Global Note stats)
gunfights

1
—lrial plroceeding issuesl — Prison overcrowding and
¢ gfeumfatggg‘z;gtggggg challenges with re-entry
statutes and into society (recidivism
understaffed public  rate of 70%)
e ILow percent of

defender system

e Pre-trial detainees ; ;
reaches as much as prisoners doing

30% of prisoners labor: 18.9%

A) Expand policing activities to other states

e Service provided by Sdo Paulo police

C) SIBs reducing re-
offending rates

e Engage NPOs and

3
55
2 &
g

investigation performance
e Work with innovative SUs

B) Provide crime prevention solutions+improve criminal

NGOs in SIB
structure

Source: Local markst research

e  Figure 64: Problem structure of crime decline in Brazil and possible options for
SIB scheme adoption
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6-3-2 Options for SIB scheme adoption

With regard to the expansion of community
policing activities to other regions (A in the
Figure 64), a SIB scheme could be formed
affiliated
established by a local government with rich

with an organization  being
experience in community policing such as the
government of Sao Paulo state to provide
other states with community-policing capacity

building service (under an outcomes-based

Hurdles
metrics have also been recognized, such as

contract). concerning  outcome
having data as a basis for measurement and the
like

perceived public safety. Further, it is essential

eligibility of qualitative indicators
to verify the feasibility on institutional aspects
when developing a SIB scheme with an
affiliated organization of the government
included. The following figure shows a
hypothetical SIB scheme.

A) Proposed SIB scheme for the expansion of community policing activities to other

regions in Brazil
Hypothetical SIB scheme

Outstanding issues

‘ JICA’s possible roles

KPI-related difficulties: data

Evaluator Technical
= | assistance

g ,_/
— =
—
Evaluate
l 4

Brazil’s other Police-related
state governments oo oo affiliated org.

A
.

Pay for success

ﬁ x

. o Repay <% Finance -
Finance 6 capital & 6 Invest 6
; : |
il e %
[ T R 1111
r L1
Outcomes Investor Sio Paulo state

fund government

Source: Local market research

—.

ﬁ Technical
-~

assistance

——— tional

management and selection of eligible
indicators

e Hurdles ensuring the accuracy and
handling of reported crime data

e Subjective security as a KPI is an

option, but not easy to measure
because it is qualitative

— Baseline data for comparison
is also required

To consider the feasibility of
establishing a SIB with an affiliated
organization

e Other state governments to enter,

into contract with the affiliated
organization

e Applicability of outcome-based
payment scheme

e Private finance acceptance

Institu-

aspect

e Figure 65: A) Proposed SIB scheme for the expansion of community policing

activities to other regions in Brazil
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Other potential options include the use of SIB
model for employing innovative solutions
provided by start-ups (B in the Figure 64). See
examples below.

B) Examples of some solutions for crime prevention and enhanced efficiency and
effectiveness of criminal investigation

Crime prevention Crime occurrence

Fogo Cruzado: Gunfight avoidance app

Criminal investigation
and trial

o Early warnings of possible shootings in Rio de Janeiro
& Over 250,000 downloads
Brazil
Cargo X: Truck robbery avoidance app
o Warn drivers when they deviate from normally safe travel routes and
send alerts of robbery
e Over 5,000 truck drivers as registered users

Shotspotter (U.S.): Gunfight warning system
o Precisely locate shootings using acoustic sensors placed around town
and send alerts to the police
¢ Used by more than 120 police departments in the U.S.

NEC + Police of Kyoto (Japan): Highly efficient patrol route system

World e Analyze crime data in Kyoto over the past decade, including types,

locations, and time of day to identify priority areas
Citizen (U.S.): Push notifications + Efficient crime-tracking SNS
o Provide instant notifications, real-time police radios, live footage of
reported crime scenes and incidents
e Acquired 5,000,000 MAU

Source: Company websites
*  Figure 66: B) Examples of some solutions for crime prevention and enhanced
efficiency and effectiveness of criminal investigation
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6-4 SIB scheme applicability to water
supply and sewerage infrastructure in

Peru

6-4-1 Problem structure in Peru

In Peru, there is a vast difference between the

problem structure of water supply and

sewerage infrastructure in slums and other

regions due to

development

conditions.

different
Building

infrastructure

new

infrastructure is a major challenge at slums

while what matters for other areas is the

maintenance of infrastructure. The following

figure depicts the problem structure of water

supply and sewerage infrastructure in Peru.

Problem structure of water supply and sewerage infrastructure in Peru

Abstraction/
Purification

Supply/
Distribution

Consumption

Collection

sumjs

Protect water
sources

1)Limited water
supply time/
undeveloped piping
system
o Higher social costs
— Time & effort

3)Low sewerage
coverage
e About 15% of
residents do not
have access to
sanitation facilities
e Environmental,

spent on sanitation issues
buying & (soil and water
storing water pollution)

i
i 0)Lack of
| water sources
| in some areas
o Population
growth
e Impact on

ment and

H
=
L]
o
=
o
o
5=
ol
=
L]

|
|
i
|
!
i
! environ-
i
|
|
|
|
‘

2)High non-revenue
water rate
e Physical loss:
leaking due to old
pipes, etc.
e Commercial loss:
water theft, etc.
e Poor water quality
and operational
efficiency

Source: Local Market Research, DI Interview

Effectively use the limited water resources

with lower non-revenue water rate

Transfer

Treatment

4)Aging
infrastructure
e Higher
maint-
enance
costs
e Environ-
mental
issues

5)Untreated
sewage
e Escalating
water
pollution

Build
fnew
infra.

Maintain
[infra.

Protect water sources

e Figure 67: Problem structure of water supply and sewerage infrastructure in

Peru
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6-4-2 Options for SIB scheme adoption

Among several issues in water supply and

sewerage infrastructure in Peru, there are four

major problems with ample room for creative

SIB applications. The following figure

includes some options for adopting SIB

scheme in this area.

Possible options for launching SIBs for water supply and sewerage infrastructure

improvement in Pern

Issue areas with plenty
of room for innovation

Limited water
supply time/
Undeveloped
piping system

High non-

revenue water
rate

Low sewerage
coverage

CLL S Aging sewerage
erage infrastructure

Untreated
sewage

Source: Local Maricet Resaarch DI Interview

* Figure 68: Possible options for launching SIBs for water supply and sewerage

Infrastructure development

Service improvement

5
. reventive ‘orrective
New infra. maintenance maintenance

Build new water
supply system
e PFS program by
World Bank

V.Y Reduce maintenance

Build new sewerage
system

o SIB case study in
Cambodia

Build new treatment
facilities
e By ODA loans

costs with
preventive measures

Reduce maintenance
costs with preventive
measures

Carry out post-
incident repairs

* By yen loans

Carry out post-
incident repairs

infrastructure improvement in Peru
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Improve
operational
efficiency of water
trucks

Increase bill
collection rate
s PFS project in
Lima



In the preventive maintenance framework of
water supply and sewerage infrastructure (A
and B in the Figure 68), SIB initiatives aiming
at reducing maintenance costs are feasible
with

stakeholders

the engagement of private-sector

and a  comprehensive
management system in place. A major point
we need to consider is how to secure the
evaluation capability needed for assessing the
effectiveness of preventive maintenance
measures. The following figure provides an
overview of SIB scheme of preventive

maintenance.

SIB scheme for preventive maintenance of water supply and sewerage infrastructure

Scheme

KPI

Contract with private-sector service provider for preventive
maintenance with comprehensive management

What preventive maintenance
activifies have been performed
and to what extent?

Pay xx billion L.

El[Y;\ren for | Output =>Tll1fse alg_tlwtli_s thelmsqlves are
maintaining the . not the subject of evaluation as
healthand Fer || Independent evaluator | this SIB confract comes wi
of target infra. in comprehensn'e management and

10 years pertformance assessment
Regularly
Pool of outcomes-
based funding assess hfaalth *******************************************
resources Reported level of infra. How the health of target
Outcome int ! infrastructure has improved
funder cost savings ) . with SIB activities
1 Service provider Onteame )
(all-inclusiveDaily inspection e Require players that can
Government management) ;aim:;;:ﬁg fhorelil?St gaenera*l trends of
r .S | ——
assistance | [y 02002 mER/( @0 Converffgmoney ----------
m ] i Technologiest Extent of medium- to long-
SEI&C‘;PPIWMS & pay higher efficieney term infrastructure
[Of SUCCess s s
Repay Finance Startups ma{ntenance cost savings
capital & ps achieved
return (e.g Fracta™ —+ TImpact e Require players that can
Investor estimate the difference in

- Facility Condition Index

** A Tapemese startup offering sohutions for forecasting infrastruchurs deterioration and
damage progression (such as of water, gas, railroads, factories) (hnps:www fracts-
p.com’y

repair costs achieved
thanks to improved
infrastructure health

*  Figure 69: SIB scheme for preventive maintenance of water supply and sewerage

infrastructure
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6-5 SIB scheme applicability to solid waste
issue in Peru

6-5-1 Problem structure in Peru

Solid waste issue has become a challenging
social issue in Peru. Trash is openly dumped
and piled up in many areas severely affecting
the surrounding environment and health of
local communities. Even in areas where the
shift from open dumping to sanitary
landfilling is promoted, recycling rates remain
low. The following figure illustrates the
existing problem structure in Peru.

Problem structure of solid waste in Peru

Solid waste issue structure in Peru

Total

Ref.: Types of waste disposal by region

) ] o Kilograms Sanitary Open-Air Reuse /
LIME 10,602,665 52% 5% 2%
FREEDOM 1,572 662 3% 93% 4%
Dumped without Low collection Open-air waste FIURA 1,106,542 6% 6% 5%
valid collection frequency dumping AREQUIPA | 1,067,098 | 32% R B
® 64% are S Laale el CALLAO 930,002 999 0% 1%
household capacity. LAMBAYEQUE | 929,272 0% 34% 5%
. ’ Lack of landfills JUNIN 763,445 27% 59% 13%
waste vehicles & CUsCo 753,467 3% 78% 10%
manpower 4 ANCASH 715,235 13% 65% 20%
ICA 660,721 20% F4% 6%
FIST 606,701 0% 70% 10%
Unsorted waste Unorganized CAJAMARCA 549,978 60% 35% 2%
recycling SAN MARTIN 524 086 439 46% 906
e Low LORETO 493,339 55% 31% 3%
AR UCAYALI 438,190 0% 919 9%
AYACUCHO 340,036 64% 29% 7%
HUANUCO 297,618 5% 81% 13%
TACNA 265,192 0% 94% 5%
APURIMAC 169,297 31% 55% 14%
TUMBES 166,322 9% S0% 1%
PASCO 157,996 9% 70% 13%
AMAZOMN 141,198 13% 75% 6%
MOQUEGUA 127,341 1% 26% 1%
HUANCAVELICA | 121,506 229 73% 3%
MOTHER OF GOD| 105,555 0% 87% 8%

Source: Local market research

Next challenge: How to promote recycling system in regions that adopted sanitary landfill

*  Figure 70: Problem structure of solid waste in Peru
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Since 2012, JICA has been providing support

for the establishment of sanitary landfills and

enhanced waste collection efficiency through

co-financing with IDB. Plus, a Japanese ODA

loan project is being scheduled for closure of

open dumping sites in some cities in Peru

where new sanitary landfills have been

constructed since December

2012. The

following figure shows an outline of the

Japanese ODA loan projects in Peru.

Overview of “Solid Waste Management Project” in Peru

Timeline

Solid Waste Management Project (I)

October 2012~~June 2022

Implementing Corporacion Financiera de Desarrollo S A,

body

Aim/
outline

Fund
allocation

“COFIDE" (Development financial corporation)

# Aim to improve solid waste collection, final
disposal system in 23 cities in Peru

= Aim to improve integrated waste treatment
& management capacity

» Contribute to the improvement of natural
and living environments of local residents,
climate change mitigation

= Construction works for new sanitary landfills
® Procurement of materials and equipment
- Heavy machinery for landfill operation,
collection and transport vehicles, etc.

# Consulting services

Solid Waste Management Project (IT)

December 2021 ~December 2025

Ministry of the Environment

& Close old open dumping sites in Peruvian
cities where new sanitary landfills were built
in Phase I

* Aim to improve integrated waste treatment
and management capacity

= Contribute to environmental improvement
of the country

& Closure of open dumping sites

— Final soil cover, gas venting system, etc.
= Consulting

— Detailed design, construction management,

grc_:-{eg:t management support, capacity
uilding support for local governmerits,

awareness-raising efforts towards local

residents, social participation support for

waste pickers, etc.

Figure 71 : Overview of “Solid Waste Management Project” in Peru
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6-5-2 Options for SIB scheme adoption
The following figure shows potential SIB
options associated with solid waste in Peru. In
addition to issues to be addressed with ODA
loan projects, a greater social impact can be
achieved by incorporating innovative
solutions from the private sector for increasing
waste collection efficiency, promoting
recycling, and supporting waste pickers in
seeking employments who will lose their
income due to open dumping site closures.

SIB options for solid waste in Peru

Government

of Eeru
Project

Yen loan
fee
., Il :
e e
<
S A )
Government
s of Peru s
A Success

Qutcomes funds m fee

saApERIY
M rouosH
-
[ s
"

Collection/transport
capacity buildin

Ry

Introduction of waste
collection vehicles

(@)

Increased waste
collection efficiency

Construction of
sanitary landfills

ol -2

Closure of
open-air

landfills C 31«:]5]]3

Employment support for

Construct
sanitary

waste pickers

S-H &

‘Waste mgmt.
company
@)

Encourage recycling

ﬁm&%

behavior
Residents

NPOY ‘Waste
NGO ( ) picker
_ Help
optumze
Startup Recycling
company

e Figure 72: SIB options for solid waste in Peru
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The following figure shows projected socio-
economic impact of SIB with this theme.

Projected socio-economic impact generated from the launch of SIBs for solid waste in
Peru

Improved

1 i
- 1 Drop of employment | 1
Employability employment i .. I
of waste pickers rates of waste i rates in informal —1' Reduced poverty a
pickers b ecomomy = L /
Strengthened Maximized | [ " ( Maximized investment
Shift to nge;:;);]ﬂ collected vol./ returns of local
s capacity man-hours gov't spending
landfills Opening of Increased share of Improved soil and
sanitary landfill solid wastes regularly water quality
facilities Reduced collected and —
trash piled up properly treated Better living
openly environment
Cl f
duminsilllll:s‘i)tes Liinreel i ]
\_ - J mitigation
Promotion of Increase of i \_,[ Resources conservation ]
Recycling classification/ recyclable
cycling ! | — Reduced
promotion collection wastes Higher recycling _'[ environmental pollution ]
Introducton | 1 et v recvclingndusiries )
. recycling industries
of recycling efficiency of X
facilities wastes \ y Job creation

*  Figure 73 : Projected socio-economic impact generated from the launch of SIBs

for solid waste in Peru
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7. Results of our discussions with the local governments
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7-1 Selection of themes for our discussions
with the local governments

Our feasibility criteria to assess four potential
SIB options selected for further discussion

presence of relevant service providers,
measurability of KPIs, JICA's local network,
and possibility to clear other expected hurdles.

The following figure shows our evaluation

with the local

governments

DI’s evaluation of SIB options

include the

results of these SIB options.

JICA’s Possibility to DI’s
Service provider Measurability network clear hurdles evaluation
Expansion of regional Local police already g;%iela;ibility
policing activities has thas capability ) . oct
= - Difficulty setting Strom e hon asp
AETT tion ot crme Several SUs exist KPI: with Sio Paulo State Currently
prevention solutions . government highly
e1E are - . = " e
TR ] expesienced NPOg/ Poss:;le :: follow Seﬁice deh;er} possible
NGO:= preceden ENVIToImEen
¥ 1 o’ There are ; .
_('.olpmbla_ X Farm experinced NPOs  PossibletoRollow oy
livelithood improvement & companies precedents
Reducing non-revenue :
w:atc]g%Prcvcntive . Need to verify the Certain
maintenance nffﬁd;? ’(‘*‘m“ﬂ existence of players . hurdles
Aging sewage system provy Gener ith measurement Ve strng exist but
x With e
- e . cottractors X SU) abiliti connection with
Preventive maintenance ties L ima vet there s the 5IB
Efficient use of ) Easy to develop a titnited room for ?‘gmﬁ‘:"nce
water trucks LS nﬁ_ﬁ':;:ﬂ mkmt social problem is profound
- solving
Increased bill There are service Difficulty linking mm ¢
collection rate providers with social impact Lima
; z : : Difficulties
Higher cﬁ.'lcmn_c}r NIA Difficulty with data o I establishing
of waste collection MANAZEMELT peojec ﬁxg . SIBs or PFS
Employment _support There are experienced Possibleto follow pipelines isa programs
for waste pickers NPOs/ NGOs precedents possible option already
- o Limited sumber of Difficulty with data  No ongoing launched
Recycling promotion SUs management projects

Figure 74: DI’s evaluation of SIB options

As a result of initial evaluation, JICA and DI
have had some meetings with the Colombian
and Peruvian governments on rural
development and solid waste respectively.

These two themes turn out to have large
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potential for SIB establishment thanks to the
presence of competent service providers
capable of rendering necessary services,
identifiable sets of metrics, and future

promising pipelines.



7-2 Results of our discussions on SIB
applicability to the improvement of
farmers’ livelihoods in Colombia

A discussion was held with the Rural
Development Agency (ADR) that is in charge

of the project named “Agricultural and Rural
Development with Secured Inclusiveness for
Peacebuilding” in Colombia. The meeting

summary is provided below.

Date & time

December 23, 2021 from 8:00-9:30 (JST)

Format Online

Participants
from ADR
Alejandra Pineda Garcia

Yolanda Ojeda Torres

Eiji Equchi
Toshiaki Kurihara

Carolos Alberto Parodi, Director de Calificacion y Cofinanciacion
Diego Acosta Peldez, Director de Participacion y Asociatividad

Sandra Maria Martinez Theran
Wilson Mauricio Rodriguez Trivifio

Carlos Enrique Bustos Morales

Active questions mainly about a budget issue
arose from ADR side in the discussion. ADR
is unable to set a budget on its own and serve
as an outcome payer in SIB programs. In order
for the Colombian government to participate
in SIB schemes as an outcome payer, it is
necessary to approach the ministry that
controls ADR's budget, i.e., the Ministry of
Agriculture and Rural Development. Since
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budget requests need to be made to the

Ministry  of  Agriculture and  Rural
Development, an in-depth understanding of
technical aspects of SIB programs is required,
especially in terms of funding. Overall, the
participants expressed strong interest in SIB
schemes and agreed to prepare a list of SIB-

related questions for us.



In addition, the following issues needs to be
examined further in future discussions with
ADR.

1) Who will provide funding and how?

How to design fund flows? Since ADR will be
in charge of SIB implementation and is unable
to serve as an outcome payer, it is necessary to
approach their higher authority - Ministry of
Agriculture and Rural Development for
budget-related issues. In addition, careful
considerations are required when determining
an optimal capital structure for investors, such
as a fund or a donation.

2) What role can ADR play in SIB schemes?
In light of the above, how ADR should engage
in a SIB scheme? Is it possible to serve as a
service provider?

3) Implementation of SIB programs will
necessitate  capacity building of the
government and related stakeholders. How
much budget will be required for this?

4) How to set KPIs for measurement of social
economic impact of SIB?
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7-3 Results of our discussions on SIB
applicability to solid waste issues in Peru
JICA and DI have held a talk with officials
from the Ministry of the Environment of Peru,

“the competent authority of Solid Waste
Management Project Phase 2” which is
scheduled as an ODA loan project in 2021.
The section below is our meeting summary.

Date & time

November 16, 2021 from 8:00-9:30 (JST)

Format Online

Participants

Diaz Maria Pia

Edgar Romero : Director de la Direccion General de Gestion de Residuos

Luis Saenz: Coordinador de la Unidad Ejecutora 003 (Executing Agency)

from the Sélidos (DGRS)
Peruvian
government | Juan Pilco: Coordinador Técnico de la Fase Il de RRSS

Luz Mendoza: Especialista social programa 2 BID
Juana Miyahira: Consultora local de JICA del Proyecto RRSS

Overall, positive interest was also confirmed
from the Ministry of the Environment
regarding the establishment of a SIB centering
social inclusion for waste pickers. A summary
of responses obtained from the Ministry of the
Environment is described below.

In Peru, social inclusion and employment
support for people working in informal waste
sector are hot social issues, especially in the
recycling sector where there is a large number
of people engaged in informal sector activities
such as waste pickers. Phase 2 of the Solid
Waste
employment support for waste pickers in 18

Management  Project  covers
open dumping sites. A main aim is to put them
in formal recycling companies. There are
several options for consideration, including
providing waste pickers with access to
technical and

training employment
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opportunities,  support  for  recycling

companies employing those workers, etc.

During the meeting, the Ministry of the
Environment raised questions around (1)
impacts of SIB projects on the existing system,
(2) precedents in the area of solid waste, and
(3) Development process of SIB scheme.



Their first concern was (1) Impacts of SIB
projects on the existing system. DI has
commented that it depends on which problem
associated with solid wastes we choose to
approach. For example, if the theme selected
is the employment of waste pickers, no
particular institutional changes are deemed
necessary. Yet when it comes to recycling
promotion, the achievement of greater social
impact will likely be in sight when project
implementation is in line with some
institutional changes.

They would like to know (2) Solid waste
related precedents. DI has commented that
despite no precedent on the area of solid waste,
there are precedents of SIBs with the theme of
employment support across the globe, which
could serve as reference for employability
support programs for waste pickers.

In addition, they also would like to understand
about (3) Development process of SIB scheme.
DI has commented that the first step is to
identify problems to be addressed with clear
solutions and set KPIs for the programs, then
structure a SIB scheme, identify stakeholders,
and detail financial aspects of business.
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8. Summary:
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8-1 Significance of SIBs in LAC

recognized through this study

This study confirms the potential of SIBs as an
innovative financing approach to maximize
social impact generated in LAC, mainly in the
following 3 perspectives.

(1) Potential contribution in social impact

maximization in OECD DAC List countries

SIB scheme evidently has played an important
part in social problem-solving in OECD DAC
List countries. The main purpose of SIB
scheme in developed countries is to reduce
government spending, while OECD DAC List
countries go further than just public cost
savings by generating positive social impact.

The differences between developed and OECD DAC List Countries in SIB trend

Outcome
payer

Governments

Purpose
of SIB

—~———

Trends of
SIB themes

In areas where high publi

Developed countries

Government spending cuts

C

spending becomes a problem

OECD DAC List countries

Governments, foundations, funds

<

Create social impacts and secure
funds

<

—~———

Social problems typically faced by
emerging economies, not just
limited to public spending cuts

<

Figure 75: SIB differences in developed and OECD DAC List countries

(also Figure 26)
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(2) Benefit for local governments

SIB programs are expected to bring significant
benefits to local governments. In fact, both of
the Colombian and Peruvian counterparts
have shown a high level of interest in SIBs.

Enhanced efficiency is the first important gain
of SIBs. Outsourcing and contracting with the
private sector will allow more flexibility in
service delivery, thus enabling a more
An

outcomes-based payment scheme will provide

effective use of available capital.
an incentive for service providers and
investors to produce better outcomes and
strengthen governance. The second potential

Benefits of SIB schemes for local governments

(1) Enhanced
implementation
effectiveness

budget

benefit is removing barriers to innovative
solution adoption, including partnership
opportunities with startups. An all-inclusive
outsourcing contract with the private sector
will allow more flexibility in social service
delivery for startups and other stakeholders to
implement various innovative solutions they
have to offer. The outcomes-based model will
reduce risks for outcome payers when
innovative solutions are adopted. Last but not
least, private-sector funds in SIB schemes can
be used to scale up projects. SIB programs can
secure large amounts of long-term private-
sector funds to deliver social services on a

larger scale.

All-inclusive outsourcing to the private sector (PFI) allows greater
flexibility in service delivery, thus enabling more effective use of

Pay-for-success scheme (PFS) provide an incentive for service
providers and investors to create better outcomes, resulting in
strengthened governance

(2) Adoption of
innovative
solutions
(partnership
with SUs)

All-inclusive contracting to the private sector (PFI) allows greater
flexibility in service delivery, thus enabling the adoption of
innovative solutions offered by SUs & other stakeholders
Pay-for-success scheme (PFS) reduces risks for outcome payers
when adopting innovative solutions

(3) Larger project
scale with
private finance
mobilization
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As the SIB scheme gets funding from the private sector, it can
secure large amounts of long-term funds to deliver social
services on a larger scale

Figure 76: Benefits of SIB schemes for local governments



(3) Geopolitical advantage of LAC
For SIB programs in LAC, a major point for

consideration is that LACs have more
favorable foundation for the development of
SIB initiatives than other regions. Due to the
complexity of SIB implementation, both
governments and private sectors need to have
necessary execution capabilities. LACs, with
relatively advanced economic development
and maturity among OECD DAC List
countries, are believed to have enormous
potential for innovative models like SIB. Also,
an additional important point to note is that
SIB precedents have been established by IDB
Lab, meaning that the ecosystem is already
under  development  with  cumulative
knowledge generated to a certain degree.
Finally, another advantageous aspect of the
region is their shared language, culture, and
social issues, making it easier to spread the
knowledge gained in one country to other
countries in the region.
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the consideration and

implementation of SIB programs in LAC

Furthermore,
could have even greater significance for
international development agencies like JICA,

from the following 3 standpoints.

(1) New form of non-ODA development

assistance

In LAC where there will be more countries
graduating from ODA, it is necessary to
explore other forms of non-ODA development
assistance from the perspective of maintaining
continuous bilateral relationship between
Japan and countries in the region. SIB
establishment support from local governments
could be a promising option to realize this
objective. Also, it is vital that JICA takes a
broader view to consider how to integrate
impact finance related framework with PFS
and other outcomes-based mechanisms as a
new public-private partnership scheme for
social good with greater impact.

(2) Collaboration between IDB Lab and JICA
Over the course of the planning process, being

able to collaborate closely with IDB Lab, both
as a pioneer in innovative financing schemes
such as SIB in LAC and JICA’s indispensable
partner in multidimensional context, would
offer various useful insights and hold so much
value to JICA.

(3) Knowledge and expertise transfer from

Japan
Japan's SIB-related initiatives have been

accelerated, uniquely with a particular focus
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on the adoption of innovative solutions

provided by social service providers,

Those
knowledge and expertise accumulated in SIB

including  technology  startups.
related initiatives, in combination with JICA’s
expansive network in private sector in Japan,
could be a solid foundation for a
complementary relationship with stakeholders
such as IDB Lab and Instiglio - those who are
highly experienced in establishing SIB
programs in the region. More evolutionary
progress and incremental development
assistance value as Japan can be expected as
both parties work together to structure SIB

deals.

In summary, it is highly recommended that
JICA consider structuring SIB deals by
addressing the needs of Colombian and
Peruvian local governments in ways that
generate social impact in LAC through
innovative initiatives, e.g.,, SIB programs
designed for the two countries based on
research findings and insights from this study.
Also, this could be very meaningful first step
JICA

frameworks in LAC in general.

for to explore new assistance



8-2 Proposed process for SIB program
development

This study has confirmed the needs of
Peruvian and Colombian governments with
respect to SIBs and it is our proposal that we
establish a SIB program in two main steps.

In the first step, the Japanese government will
lead the formulation of initial hypotheses

around possible SIB/PFS schemes in
discussions  with  relevant  municipal
governments, intermediaries, and service

providers. Each of these projects needs to be
so tailor-made that it is essential to develop an
in-depth understanding of SIB schemes, reach
an agreement on shared goals and role
allocation among stakeholders, as well as to
foster ownership of SIB development in each
organization. In fact, the Peruvian and
Colombian governments have indicated that
further progress toward the establishment of
SIBs

understanding of SIB mechanism. The

will require a more in-depth

governments also desire further discussions
the
on

feasible schemes,
of

stakeholders and their role allocation, fund

about including

formulation initial  hypotheses
flow, concretized services, expected social
impact, and KPIs necessary for constant

measurement and evaluation.

In the second step, project owner (i.e., local
organizations) will take the lead in developing
a concrete scheme and action plans detailing
activities of each project stakeholder in
alignment with the initial hypotheses. Japan
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will also provide necessary support for this
process.

See the following figure for details of each
step as our proposal.



Details of SIB development process (proposal)

Step 1: Formulate initial hypotheses of SIB schemes

(1) Discuss with local ) Engage key (3) Detail
imy lu‘;l:,’lf;ﬁ%’n stakeholders implementation plan

Step 1: Create action plans

for SIB project development

anize workshops Ly Follow-up with
with the pm‘ticipar?on Provide input on SIB xuﬂmritigs
of Ministry of to authorities | responsible for
E%xl-i{mgnilmtb@’eru), L‘TE“;SI"!& foi-ml budgetary control
A o | | eeetary eon Detail the SIB Specify next actions with the Ministry
local Once 2 month r* = Foster the schemes of Environment (Peru) and ADR
gov't | = Build mitial understanding _ (Colombis)
by ses of SIB ;Pm!‘ﬁgﬂe . D?}a:mme T = Clarify cooperation policies
e i these = a0d agiee on « Specify activities/initiatives for
. fands. role UPCOMINE terms
SIB project D h allocation.
preparation intermediaries detailed Specify next actions with
» Exchange idess on service intermediaries
With ﬁ&i;f ™ IOCPI et:’ Tt = Clarify cooperation policies
. collaboration and T = Specify activities/initiatives for
pri- ?meucal sIB upcoming terms
sector Prepare a list of Have initial discussions with
service providers 4w LR :n?';:t.l;gt;:n‘l.ce prorll.ders sB
= ldentify concerns & hurdles
Identification of Locate other government agencies in LAC that
other opportunities show i.l'l'le]_'estt;; the Sﬁm fel rine diffor
o » Examine ossibility of realizin ent
Sl i e STE themes i Colomiia and Pera
model in LAC = Explore the possibilities in other countries

e Figure 77: Details of SIB development process (proposal)
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8-3 JICA’s possible cooperation scenarios
for SIB project implementation

There are four possible scenarios that combine
with the existing assistance menu of JICA for
cooperation with other stakeholders to deliver
a SIB project. First, JICA could provide
outcomes-based funding to local governments
or provide financial assistance for them to
establish an outcome fund with international
ODA loans. Second, JICA may provide
capacity building assistance with regard to
institutional design for SIB implementation.
SIB and SIB-related

Besides scheme

JICA’s assistance senario (hypothesis)
Hypothetical SIB scheme

institutional design, JICA could also provide
support in historical policy evaluations and
institutional design for each theme of choice.
Third, JICA could choose to provide technical
with
evaluators to improve service quality and

assistance service providers and
develop evaluation metrics and framework to
measure service performance. Lastly, JICA
could become an investor using overseas
investment and loan scheme. The following
figure summarizes the 4 possible options of
SIB-related assistance for JICA to consider in

LACs.

JICA’s assistance senario

s =l '
¢® _ ) C:Technical = Evaluation
jch Assistance
OUTCOME
EVALUATOR
Report
‘ Funding A / N
T 111~
% Payment £5) Payment
OUTCOMES FUND OUTCOME INTERMEDIAR
(Local gov't) PAYER Y
(Liocal gov’t)
. Capital & Up-front
A:ODA Loan B:Capacity e capital
Bmlding repayment
= = -
jica Jica
S
INVESTOR

..‘-\ D:Overseas loans
JICA' and investments

106

Pay-for-success

S H

A financing
TARGET P  » Financial support
POPULATIO for outcomes fund
N
Zarvice
Institutional design
support for gov’t
e Policy evaluation
® SIB scheme design
SERVICE Technical support for
PROVIDER service providers and
. C evaluators
i;]:e':hm‘:“l g1l e Setting evaluation
Asia.t assistance metrics/framework
. ) e Better service qualify
jica

D
Overseas

Become an investor
with overseas loan/
investment scheme

loans and
investments

Figure 78: JICA’s assistance scenarios (hypothesis)



It is also important to note that the SIB scheme
is just one of the outcomes-based assistance
options serving as a starting point for JICA to
consider potential ways to incorporate the
outcomes-based approach into traditional
protocols. There are 3 main options for JICA
to employ this new approach: 1) To provide
assistance for the establishment of SIB
programs in the region, 2) To provide
performance-based ODA loans and 3) To

combine schemes of ODA loan and PFS.

As for 2), loan amount and interest rates will
vary depending on program performance,
which is similar to sustainability-linked loan
schemes of the private sector for example.

However, as the current system does not allow
the
payment scheme into ODA loans, system

incorporation of performance-based
modification for actual implementation will
be required,

As for 3), JICA can act as an outcome payer
and pays service providers based on the
achievement of expected outcomes within a
scheme where outcomes-based payment is
made using consulting fees of ODA loan
projects, or a scheme where separate research
projects are to be established and linked with
these ODA loan-funded projects. See the
following figure for further details.

Initial hypothesis of the ways of JICA to incorporate pay-for-success model
into conventional assistance options with a SIB as a starting point

A: Support SIB formulation

B: Build-in success fee mechanism into ODA scheme

SIE financial/'tech support

o Finance: Support for outcomes
funds (yen loans)

e Tech: Capacity building for
Gov't/service providers through

technical assistance
Local gov’t Technical

assistance "
e S N
il jic

ODA loan

&

PFS/SIB
Techmnical

assistance

Service
provider

== Extension of DFI’s conventional assistance options

Success-based ODA loan

o Loans/interest rate change
depending on the outcomes

e Use the scheme of private
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