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SOCIAL IMPACT BONDS 

• The first SIB contract was signed with the Ministry of 
Justice in March 2010 and officially launched in 
September 2010. 

• Social Finance raised £5m from 17 social investors to 
fund work with 3,000 short-sentence male prisoners 
leaving Peterborough prison. 

• Payments to investors are made in proportion to the 
programme’s success at reducing offending among the 
prison leavers. 

• Investors make a financial return on their investment if 
the interventions are successful. 

• SIB investment is not intended to displace other funding, 
but to supplement the money available to pay for a 
wider range of interventions than service users 
currently receive. 

• Since the launch of the Peterborough Social Impact 
Bond, Social Finance has explored the potential to use 
outcomes-based finance to support a wide range of 
outcomes for target populations with complex needs. 

• These include looked-after children, substance users 
and disadvantaged young people with poor employment 
prospects. 

COMMISSIONER 

SERVICE 

PROVIDERS 

Social Impact Bonds (SIBs) refer to a family of outcomes-based finance products. They 
involve raising social investment to fully or partly pay for services to be delivered that 
improve social outcomes and reduce long term costs.  
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PROJECT OVERVIEW 

The Department of Communities and Local Government (DCLG) & Greater London Authority 
(GLA) commissioned Social Finance and The Young Foundation to assess the feasibility of a 
SIB to help address the needs of entrenched rough sleepers in London. 

• SIB funding would be used to fund new, additional services for the cohort which are tailored to 
individual needs. 

• Public sector payment for these services would be contingent on the extent to which agreed 
outcomes are achieved. 

• Social investment could be raised to fund interventions up front and take on risk around the 
achievement of these outcomes. 

 

The assessment has been made on the basis that DCLG are minded to earmark up to £5m for 
outcome payments. 

• No other public sector agency has been approached to provide revenue funding for the project. 

• DCLG has approached Big Lottery Fund (BLF) to support commissioner costs and to enable a 
full evaluation of the programme. 

 

Given the focus on the Mayoral target to end rough sleeping by the end of 2012, speed of 
design, launch and intervention are key considerations. 

• The assessment has been guided by the cohort definition and high level outcomes outlined by 
DCLG and GLA. 
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SUMMARY OF FINDINGS 4 

Despite the level of spending on rough sleeping in London, outcomes remain poor for the 
identified cohort. 

 

There is a clear social case for funding new interventions targeted at the cohort. 

 
A survey of existing provision has highlighted a model of individualised support provided by 
personal keyworkers that could be used to deliver sustainable improvement in the lives of the 
cohort. 
 
 
Given the evidence base around such an intervention, there is a compelling case for 
government to transfer risk around the achievement of the target outcomes to service 
providers. 
 

 
Service providers should be supported and encouraged to use social investment to fully or 
partially fund services up front, potentially transferring implementation risk to investors. 

 

 
We recommend that DCLG make available £5m in outcomes funding to support an open 
procurement process run by GLA to award outcomes-based contracts based around the 
identified core principles and outcome metrics. 
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THE SOCIAL NEED 
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ROUGH SLEEPING IN LONDON 

Rough sleepers continue to be amongst the most 
vulnerable people in society. 

• The average age at death of people in hostels or 
registered with homelessness services is 40-44 years.1 

• Most have one or more support needs – 53% alcohol, 
39% drugs and 38% mental health.2 

• People who sleep rough are 35 times more likely to 
commit suicide than the general population.3 

 

London is estimated to account for over half of all 
rough sleeping in England4, with 3,975 individuals 
sleeping rough in the year to March 2011.2 

• 59% had only one night out, but 1,612 returned to the 
streets for at least 2 nights.5 

• In recent years, the makeup of the rough sleeping 
population in London has changed; a growing number 
have come from new EU countries in Central and 
Eastern Europe (CEE). 

 

In recognition of these issues, the Mayor has 
committed to ending rough sleeping in London by 
2012. 

 

 

Total number of rough sleepers seen in London - 12 month rolling average 

Number of rough sleepers seen in London – division by nationality 

Source: CHAIN data 

CAGR Sep 07 to Sep 11:  +13.7% 

1 – Healthcare for Single Homeless People, Department of Health 2010 

2 – CHAIN Street to Home Annual Report 2010/11, Broadway 2011  

3 – Still Dying for a Home, Crisis 1996 

4 – Rough Sleeping England Total Street Count, DCLG 2010 

5 – Greater London Authority 
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See also Appendix 1 – Trends in London Rough Sleeping.  
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PROPOSED TARGET COHORT 

There is a group of entrenched rough sleepers who have 
missed out on the new, targeted initiatives. 

• The “205s” initiative has targeted c.250 of the most entrenched 
rough sleepers. 

• The No Second Night Out project has targeted rough sleepers 
new to the streets. 

• There is a gap in services specifically targeting the rough 
sleepers “in between” these groups in terms of time spent on 
the streets. 

 

A named cohort who would most benefit from new services 
can be identified within this group. 

Using CHAIN1 data, DCLG/GLA has identified a cohort of 653 rough 
sleepers who: 

• Have been seen rough sleeping in the last three months and/or 
have stayed in a London rough sleeping hostel in the last three 
months; and 

• Have been seen rough sleeping at least six times over the last 
two years. 

These criteria generate a discrete cohort of current rough sleepers 
who are entrenched. 

• This group represents a significant proportion of current 
service effort - accounting for 44% of rough sleeping outreach 
contacts over the past year. 

• The cohort would be “refreshed” with the same criteria prior to 
project launch. 
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1 – CHAIN database of London rough sleepers maintained by Broadway. 
Source – CHAIN data for the 2011 cohort.  
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WHAT ARE WE TRYING TO ACHIEVE? 

The programme would operate within the context of the The Mayor’s Rough Sleeping Commissioning Framework and 
address a number of the overarching and cross-cutting priorities it identifies: 

• To help entrenched rough sleepers off the streets so that we no longer have a single person living on London’s streets; 

• To meet the physical and mental health needs of rough sleepers; 

• To improve partnership working around enforcement; 

• To tackle rough sleeping by non-UK nationals; and 

• To sustain rough sleepers in a life away from the streets. 

 

The Rough Sleeping SIB programme seeks to move beyond these goals to deliver a sustainable, transformative 
improvement in life outcomes for the target cohort. 

Primary goals: 
• To reduce London rough sleeping amongst the cohort; and 
• To support the cohort in sustaining life away from the streets by moving into safe, sustained accommodation, involving 

reconnections out of London and/or the UK where appropriate. 

Secondary goals: 
• To improve health outcomes and reduce chaotic interactions with the NHS; 
• To reduce the level of crime committed by the members of the group; and 
• To assist as many as possible in a journey towards sustained employment. 

 

The programme  offers a compelling opportunity to develop a new model of commissioning and intervention for rough 
sleepers in London by: 

• Bringing together fragmented borough-based services and commissioning; 

• Maximising the value of existing services by connecting provision with need; and 

• Re-centering provision around the needs of the individual, rather than existing practice. 

8 

The programme would target sustainable improvements in the lives of the cohort, as well as 
contributing to the Mayor’s 2012 goal.  
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NEEDS OF THE TARGET COHORT 

There is significant diversity of type and severity of need 
within the cohort. 

• 63% were first seen rough sleeping in 2009 or earlier. 

• CHAIN-recorded assessments show typically high levels 
of alcohol, drug, mental health and ex-offending support 
needs. 

• Only 69% of the cohort had been recorded on CHAIN as 
having accessed accommodation services; 8% had 
recorded access to long-term accommodation. 

 

Segmenting the cohort and primary service offering will 
be central to developing a functional investment model. 

• Whilst no simple division will fully capture this 
complexity, it is necessary to segment what is a diverse 
population to assess service needs. 

• In considering need and appropriate service offerings, 
nationality and length of time on the streets (as 
represented by year first seen on the streets) are the 
central dimensions considered. 

• Nationality provides a simple proxy for likely outcome. 
Within nationality, the cohort will be segmented by 
ability to access services (“Local Connection”) and 
willingness to take a reconnection pathway away from 
the streets of London. 
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Source: CHAIN data 

See also Appendix 2 – 2011 Cohort Analysis.  
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‘In betweener’ 

rough sleepers 

Reconnection event 

Return  

to streets 

Move into 

accommodation 

Stay on streets and 

in hostel system 

We have sought to understand historic progression amongst similar groups of rough 
sleepers, in the absence of additional interventions, with a view to establishing baseline 
expectations.  

WHAT HAPPENS TO THIS GROUP? 10 

No contact with 

rough sleeping 

services 

Analysis of historic cohorts – one year after cohort generation 

c.8% c.14% c.13% 

c.66% 

breakdown 

within 6 

months 

Source: CHAIN. Based on analysis of historical cohort CHAIN data from historic cohorts based on same criteria in 2008, 2009 and 2010. Figures show one year after cohort start date.  

c.74% 

breakdown 

within 6 

months 

See also Appendix 3 – Current Cohort Pathway.  
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POTENTIAL INTERVENTIONS 
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Policy gaps 

• ‘Silos’ of service delivery 
caused by functional rather 
than person-based 
commissioning 

• Service costs directly borne 
by local authorities with 
multiple competing priorities 
— requiring emphasis on 
‘local connection’ 

• Restricted ability to provide 
services for those without 
recourse to public funds 

• Inability to influence faith-
based services with cross-
cutting objectives due to non-
reliance on government 
funding and lack of political 
will 

• Consistent, credible 
enforcement approach 

• Specialist advice, advocacy 
services and ongoing support 

• For some nationalities, 
effective reconnection service  

• Alcohol services willing and 
able to cater for ‘high-risk’ 
clients 

• Responsive and specialist 
mental health services 

• Lack of housing for ex-
offenders 

• Support to build resilience 
and positive social networks 

• Breadth of translation and 
language services 

• Lack of flexible 
accommodation offers 

• Instances of poor 
coordination between 
providers tracking and 
monitoring clients 

• Instances of lack of effective 
cooperation and 
communication between 
service providers and UKBA  

• Effectiveness of primary and 
secondary healthcare in 
providing services for rough 
sleepers 

• Varying quality of tenancy 
support 

GAPS IN CURRENT SERVICE PROVISION 

Service gaps  Delivery gaps 

The Young Foundation’s interviews with service providers and London boroughs revealed a 
complex set of issues that inhibit better outcomes for this group. 

12 

See also Appendix 4 – Analysis of Current Provision.  
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CORE PRINCIPLES FOR NEW SERVICES 

Supporting  people in sustaining a lifestyle away from the streets of London 

• Service providers offered maximum flexibility to deliver against outcomes 

• Clients offered maximum flexibility to achieve this outcome 
 

Urgency 

• Inspiration taken from the Housing First model 

• Service providers to persistently pursue best interests of the clients, including reconnection 

• Recourse to enforcement where necessary to achieve intervention goals 
 

Better use of existing resources 

• Focus on making existing services responsive to the needs of the group 

• Acknowledging the importance of other agencies; cooperation with and support for their work 

• Cooperation and shared-learning amongst service providers as a pre-condition of participation 
 

Accountability 

• Service providers, boroughs and commissioners responsible for each member of the cohort individually 

• Focus on monitoring, oversight and accountability to the London Delivery Board 
 

Leveraging the resources of interested communities 

• Opportunities for volunteering amongst former rough sleepers and other members of the community 
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Services commissioned by GLA around the following core principles could help address the 
issues in service provision for the cohort whilst allowing service providers maximum 
flexibility to deliver positive outcomes. 
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EXAMPLE INTERVENTION APPROACH 

Personal keyworkers - Navigators - assigned to each individual in the cohort 

• Navigate client through the system and challenge blockages or poor services, supporting other agencies’ work 

• Continuity of relationship over the period of the intervention and throughout journey – from outreach to floating 
tenancy support 

• Individual attachment rather than geographical or service-related focus 

• Builds on existing relationships where appropriate 

 

Floating budget available to meet individual needs of each member of the cohort 

• Personal budgets 

• Spot purchase of specific services 

• Potential for cross-cohort commissioning 

 

Tapping the resources of communities and volunteers 

• Formal/informal support network linkages 

• Volunteer support systems of ex-rough sleepers to build social networks and be positive role-models  

• Volunteer translation and social network support in the community 

• Pro-bono street solicitor services 
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The Young Foundation’s research identified a need for individualised support to enable access 
to existing services. Outcomes-based contracts would leave potential providers free to define, 
test and refine the most effective approaches. 

See also Appendix 5 – Potential Intervention Approach.  
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SLIDING SCALE OF SERVICE SUPPORT 

Lower cost Mid cost Higher cost 

Volunteer Service 
Model 

 

• Low intensity support 
from volunteers 

• Social support from 
regular meetings 

• Focus on informal 
relationship tailored 
to client needs 

Navigator Model 
 

• High intensity support 
from professional 
navigator who helps 
to manage the client’s  
journey away from 
rough sleeping 

• Navigator refers  and 
supports clients to 
access existing 
services 

• Recovery budget to 
support employment, 
housing and 
reconnection work 

Flexible Support Model 
 

• Support from 
volunteers or  
professional 
navigators according 
to complexity of client 
needs 

• Support to access 
existing services 

• Recovery budget to 
support employment, 
housing and 
reconnection work 
 

Even within this framework, there is significant scope for allowing service providers 
flexibility. An open procurement process should ensure best value for money. 

15 

WE HAVE BEEN UNABLE TO IDENTIFY A ROBUST EVIDENCE BASE LINKING INTERVENTIONS WITH 

REALISTIC EXPECTATIONS OF OUTCOMES IMPROVEMENTS. 

Illustrative Sliding Scale of Support 

Post-intervention benchmarks that may be of relevance are included in Appendices 9-14.  
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THE SIZE OF OUTCOME PAYMENTS REQUIRED 16 

1 – 2004/05 unit costing  sourced from Scottish Government 2007 review of programme 
2 – Average across monthly costs identified in 2011 DCLG final evaluation report; 
annualised 
 

We have modelled illustrative costs for a higher and lower cost service in order to provide 
guidance on boundary costs per head of potential interventions. 

Illustrative intervention costs are based on a 
review of available evidence, sector feedback and 
a number of assumptions. 

• Costing includes indicative cost of capital prior to 
finalisation of payment mechanism. 

• Methodology and assumptions can be found in 
Appendix 6. 

 

An open procurement process would enable GLA 
to refine the price at which service providers are 
able to work with the client group on an outcomes 
basis. 

• This will also determine the timing of prospective 
payments, as a function of assumptions around 
engagement and intensity. 

 

Service providers will also need to define: 

• The intensity of intervention required to achieve 
outcomes for the group (including segmentation by 
need). 

• How the new service will share workload with existing 
providers of services for the cohort. 

 

 

WHILST A PROCUREMENT PROCESS WOULD REFINE THE LEVEL OF FUNDING REQUIRED, INDICATIVE 

MODELING INDICATES IT WOULD BE PRUDENT TO EARMARK THE FULL £5M TO ALLOW FOR INTENSIVE 

INTERVENTION WITH A SIGNIFICANT PROPORTION OF THE TARGET POPULATION. 

Programme Cost/ 
head (£) 

Cost for cohort 
of 653 (£m) 

Comparison Costings 

Supporting People England – 2004/5 
unit cost of support for homeless clients 

6,062 4.0 

Average ACE pilot cost – annual basis  8,019 5.2 

Indicative Model Costings 

Higher cost model 11,600 7.6 

Lower cost model 5,700 3.7 

Average 8,650 5.6 

See also Appendix 6 – Illustrative Intervention Cost Modelling.  
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OUTCOME 

METRICS 
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CHARACTERISTICS OF GOOD OUTCOME METRICS  18 

Outcome metrics aim to encourage the right behaviour among service providers – to deliver the 
desired outcomes for the target group – and avoid perverse incentives. 

  

The outcome metrics determine whether payments are made to service providers and investors; therefore 
their definition is of critical importance to ensuring service providers and investors participate in the 
procurement process.  

 

Outcome metrics should: 

• Be strongly linked to the change that commissioners are seeking to incentivise; 

• Provide an incentive to work with all cases; 

• Provide an incentive to focus on sustainable success for the target population; and 

• Minimise the potential for perverse incentives and ‘gaming.’ 
 

 

When designing outcome metrics, simplicity, ease and cost of accurate measurements are key considerations. 

• The objective measurement and internal monitoring required for outcome metrics is not without cost. 

• Additional complexity can reduce transparency and increase the potential for ‘gaming.’ 
 

 

 

WHEN DESIGNING OUTCOME METRICS, THE AIM IS TO IDENTIFY THE SMALLEST NUMBER THAT INCENTIVISES THE 

RIGHT BEHAVIOUR. 
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DESIGNING OUTCOME METRICS 19 

 

For groups with multi-dimensional needs, multiple outcome metrics are appropriate where they: 

• Incentivise substantial additional progress towards a certain outcome; 

• Are required to secure outcome payments from a particular commissioner; or 

• Would be of substantial benefit in securing cooperation from other public sector stakeholders. 
 

 

 

A distinction should be drawn between outcome metrics – measurements which trigger payments– and other 
measurements which will be monitored by service providers and commissioners during implementation. 

 

 

DCLG/GLA may also wish to commission a broader evaluation of impact to develop a stronger evidence base for 
the benefits of the procurement and intervention approach.  
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SUMMARY OF PROPOSED METRICS AND BASELINES 20 

Metric Definition Cohort baseline Measurement 

level 

Reduced rough 

sleeping 

Reduction in the number of individuals with bedded down 

street contacts, with quarterly measurement periods 

Q1-4: 28% seen bedded down 

Q5-8: 16% seen bedded down 

Q8-12: 12% seen bedded down1 

Cohort level  
 

In stable 

accommodation 

Confirmed sustainment of tenancy for 6 months in non-

hostel setting2  with no more than 1 bedded-down street 

contact in London 

4.4% over the three years of 

intervention 
Individual level 

Sustained 

reconnection 

Confirmed reconnection to destination outside of the UK 

with no bedded-down street contact in London in the 

following 6 months 

8.8% of those eligible3 over the 

three years of intervention 
Individual level 
 

Progress to 

employment 

Increase in the number of individuals: 

• Volunteering with training 16+ hours per week sustained 

for 13 weeks 

• Employment 8-16 hours per week sustained for 13 weeks 

• Employment 16+ hours per week sustained for 13 weeks 

4% initial employment4 

 Individual level 

Better-managed 

health 

Decrease in ratio of emergency to elective hospital 

admissions 

3.3 average A&E episodes per 

member of the cohort per year 
Cohort level 
 

In order to provide a standard for the measurement of impact, baselines for the achievement of 
similar cohorts have been identified for each proposed metric. 

1 Based on analysis of historical cohort CHAIN data from historic cohorts based on same criteria in 2008, 2009 and 2010. See Appendix 9. 
2 Potentially defined as those with non-license based tenancies – see Appendix 10 for discussion of other eligible outcomes such as friends and family. 
3 Prior to assessment of legal status of final cohort, simple proxy of nationality used to determine likely pathway – this does not imply different initial service offering by 
nationality or that all non-UK nationals will be expected to reconnect. See Appendix 11. 
4 Prior to receipt of DWP analysis on employment history of the cohort. 

• Given the costs involved in additional outcome metrics, the focus of the programme on accommodation and the strong link between stable 
accommodation and reduced reoffending risk5, a separate criminal justice outcome metric has not been included. 

• We would recommend further testing these metrics with potential service providers before commencing procurement. 
 

See also Appendix 7 – Outcome Metric Design; and Appendices 8-14 – cohort baselines.  
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KEY PRINCIPLES OF PAYMENT MECHANISMS 21 

An effective payment mechanism should: 

• Work in tandem with outcome metrics  to incentivise 
the desired service-provider behaviour; 

• Achieve an appropriate balance between capital 
efficiency (time lag to payment) and service provider 
incentivisation; and 

• Minimise public sector payment for “deadweight” – 
people who would have achieved outcomes anyway. 

 

As the primary aim is to stabilise client lives, 
accommodation and reconnection metrics should 
account for the bulk of expected outcomes payments. 

• These two pathways should not have payment levels 
so divergent so as to distort incentives.  

 

Given uncertainty around the legal status of the 
cohort until engagement, either pathway would be 
available to all cohort members. 

• Assessment of a client’s legal status, existing social 
networks and preferences will drive pathway decision.  

 

Rough sleeping metric 

Reconnection 

metric 

Accommodation 

metric 

Employment 

metric 

Target cohort 

Health  

metric 

• Rough sleeping and health metrics measured for all 
members of the cohort.  

 

• Those on accommodation pathway also eligible for 
accommodation and employment metric payments; 
those on reconnection pathway eligible only for 
reconnection metric. 

“Payment mechanism” describes the way in which payments for success are made in terms of 
the value and timing of outcome payments. 

Accommodation pathway Reconnection pathway 

Interaction of outcome metrics  Key principles  

See also Appendix 15 – Payment Mechanisms and Deadweight.  
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PAYMENT PROFILE BY METRIC 22 

Metric Key principles Principles of payment profile 

Reduced rough 

sleeping 

• Moving people off the streets and into 

early-stage accommodation quickly, 

enabling sustained engagement. 

• Not sufficiently well-rewarded to distort 

incentive to focus on long term 

accommodation. 

• Quarterly assessment of number of cohort seen bedded down to 

encourage work with those seen rough sleeping early-on. 

• Individual rather than frequency measure to mitigate impact of perverse 

incentives on outreach recording teams. 

• Fresh quarterly test periods encourage continued engagement even for 

serial rough sleepers. 

In stable 

accommodation 

• Sustainment of tenancy. 

• Allows for progression of tenancies. 

• Small payments on individual entrance into tenancy-based (non-licensed) 

accommodation and receipt of confirmation from landlord. 

• Significant payment after six months if no more than one street contact. 

• Small payments monthly thereafter if same or similar tenancy sustained 

further for six months. 

Sustained 

reconnection 

• Sustainment of stable lifestyle outside the 

UK. 

• Small payments on individual reconnection and receipt of confirmation 

from agency. 

• Significant payment on elapse of six-month test period without a bedded-

down street contact. 

Progress to 

employment 

• Return to employment. 

• Progress towards employment. 

• Small payments on individual completion and verification of milestone 

activities. 

• Payment on entry to employment; significant payment on sustainment for 

13 weeks; subsequent monthly sustainment payments for up to 1 year. 

Better-managed 

health 

• Fewer chaotic interactions with NHS. 

• Improved cohort health. 

• Yearly cohort-level payments on progress against average number of 

emergency episodes per member of the cohort. 

We believe that a procurement process based around the following payment principles should 
encourage the right behaviour of service providers with the cohort. We would recommend that 
the details of the payment mechanism are refined through the procurement process. 
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THE VALUE FOR 

MONEY CASE 

 

23 
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ACHIEVING VALUE FOR MONEY 24 

Public procurement of goods and services must 
achieve value for money. 

• That programmes generate net cost savings to the 
public sector is a desirable, but not a necessary 
precondition of achieving this. 

• Other government services are procured on a balance 
of cost and effectiveness in achieving a set of output 
goals (e.g. selecting a provider to build a hospital). 

 

Just as with other services, this can be achieved for 
an outcomes-based contract by an open, competitive 
procurement process. 

• Competing service providers bid the level of payment 
that they would require to deliver the outcomes. 

 

Outcomes-based contracts offer an additional 
opportunity to achieve value for money by 
transferring  implementation risk to third parties. 

• Such structures can also encourage innovation and 
service provider focus on desired outcomes. 

 

AN OUTCOMES-BASED PROCUREMENT PROCESS OFFERS A NEW WAY TO ACHIEVE  BEST VALUE FOR 

MONEY IN MEETING TARGET OUTCOMES. 

Service 

specification 

Procurement 

process 

Best value for 

outputs 

achieved 

Gov’t  still 

pays if desired 

outcomes not 

achieved 

Outcome 

specification 

Procurement 

process 

Best value for 

outcomes 

achieved 

Payments not 

made if 

outcomes not 

achieved 

Implementation risk 

Standard 

procurement 

Outcomes-based 

contract 

Programme 

launch 

Programme 

launch 
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• An academic review of 500 
quantitative studies of 
child/adolescent interventions notes 
‘the level of implementation affects 
the outcomes achieved.’1 

• Meta-analysis of juvenile justice 
interventions found ‘in some 
analyses, the quality with which the 
intervening is implemented has 
been as strongly related to 
recidivism effects as the type of 
programme.’2 

 

Outcomes-based procurement may 
comply with Green Book guidance on 
risk transfer. 

• ‘When faced with significant risks, a 
public body should consider 
transferring part or all of it to the 
private sector. The governing 
principle is that risk should be 
allocated to whichever party from 
the public or private sector is best 
placed to manage it.’3 

 

 

IMPLEMENTATION RISK IN GOVERNMENT PROGRAMMES 25 

Sure Start4 

Early intervention scheme designed to provide advice and support to parents and carers 

National review of Sure Start, implemented in 200 Local Authorities with common 

guidelines found: 

• ‘Substantial variation among Local Authorities in the way the new Children Centre 

model is implemented 

• This raises the issue that amongst SSLP5 communities, variability in the 

implementation of the SSLP may relate to variation in effects upon children and 

families.’4 

• Implementation quality varied despite well-evidenced programme 

Source: (1) Durlak and Dupre (2008); (2) Lipsey (2009) , (3) HM Treasury – Green Book: Appraisal and Evaluation in Central Government (2011), (4) Sure Start National Evaluation 
(2007); (5) SSLP = Sure Start Local Programme; (6) DWP - The impact of Pathways to Work on work, earnings and self-reported health in the April 2006 expansion areas (2009); 
(7) NAO - Support to incapacity benefits claimants through Pathways to Work (2010) 
 
 

Pathways to Work6 

DWP scheme designed to get long-term unemployed off incapacity benefit and into work. 

Successful pilot launched in 2003 followed by national roll-out 

National roll-out through Job Centre in 2005 failed to achieve statistically significant 

impact: 

• ‘This study did not find a statistically significant impact from Pathways on any 

of the work, earnings and self-reported health outcomes considered in the April 

2006 expansion areas’6 

• ‘Once accepted on to incapacity benefits, new claimants are just as likely to move 

into employment without Pathways support as they are with it’7 

• Under outcomes-based contracting, risks that external factors (e.g. economic 

conditions) lead to poorer outcomes can be transferred 

Outcomes-based contracts allow government to outsource the risk that poor implementation 
means interventions fail to achieve expected outcomes. Experience in other sectors demonstrates 
that this can be a risk, even with relatively well-tested intervention models. 
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A service commissioned on the basis of outcomes would enable DCLG and GLA to transfer the financial risk 
associated with the achievement of the outcomes to service providers and social investors. 

• To the extent that target outcomes are not achieved, DCLG/GLA will not be required to make payments to fund the 
programme. 

• This approach allows government to tie expenditure to target outcomes and thus enable a more effective method of 
government ‘purchasing’ the target outcomes. 

 

Whilst a new intervention has the potential to deliver significantly improved outcomes for the cohort, there are 
significant risks associated with this goal. 

• Expectations of impact are difficult to benchmark: there are few examples of programmes delivering the target 
outcomes with a directly comparable population in the UK. 

• The ambition of the programme is significant: the size of the cohort and the breadth of outcomes being targeted may 
put pressure on services required to achieve those outcomes. 

• Relatively little impact has been made with similar groups to date: existing services already have responsibility for 
this cohort; government currently spends a significant amount on rough sleeping services in London but outcomes 
remain poor for this group. 

• Services on which the cohort will rely are likely to come under pressure: borough-level and statutory services will 
be exposed to funding pressure over the period of the intervention. 

 

The value of this risk transfer must be balanced against the additional return required by those funding the 
project. 

GIVEN THE RISK AROUND ACHIEVING IMPROVED OUTCOMES FOR THIS GROUP,  A TRANSFER OF THIS 

RISK TO A THIRD PARTY COULD REPRESENT GOOD VALUE FOR MONEY. 



©Social Finance 2012  

SPECTRUM OF RISK TRANSFER 27 

The greater the risk transferred to service providers or investors, the greater the financial 
return they will require to compensate them for this risk. 

This cost will be reflected in a greater proportion of outcome payments being spent on costs of capital. 

 

 

Increasing transfer of risk from government 
• Increasing return requirement  
• Increasing cost of outcome payments/reduced proportion of 

payments available to be spent 

 

Service providers/investors paid for 
taking inappropriate risk, e.g.: 

• Capital inefficiency: delaying outcome 
payments waiting for excellent (as 
opposed to good) indicators of positive 
outcomes  to be realised 

• Taking risk over which they have no 
control (e.g. government realising 
savings from reduced use of services) 

Profile too risky 
for social 
investment to 
support project 

Insufficient risk 
transferred to justify 
complexity of payment 
by results contracts 

Low High 

THE PROPORTION OF OUTCOME PAYMENTS SPENT ON INVESTOR RETURNS SHOULD REFLECT 

OPTIMAL – RATHER THAN MAXIMUM – RISK TRANSFER TO ENSURE BEST VALUE FOR MONEY. 

Too low Prohibitive Too high Optimal 

LEVEL OF RISK TRANSFER 
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A number of factors influence the risk profile for a potential investor: 

 
Outcome metric and payment mechanism design. 

• Payments should be made on the basis of outcomes that are directly influenced by interventions. 

• The timing of payments for outcome metrics. 
– Payment mechanisms must work in tandem with outcome metrics to ensure capital-efficiency. 
– Payments must balance risk of rewarding providers too early vs.  being too remote or difficult to engage with. 

 
The treatment of deadweight. 

• The method of accounting for the ‘deadweight’ in each metric. 
– Deadweight is the  proportion of the cohort that would have achieved positive outcomes without the intervention.  In 

order to maximise the efficiency of the programme, payments for these outcomes should be minimised, but there are 
different ways to account for this in payment mechanism. 

 

Contract structure. 

• Whether 100% of payments are outcome-based. 
– A small proportion of payments could be allocated for process or commencing work with clients (c.f. Work Programme). 

• Restrictions or recommendations on risk transfer to providers. 
– Investors  can reduce their own risk by including an element of payment by results in their service agreements with  

intervention providers – this can be encouraged or restricted. 
 

Strength of intervention evidence base.  

• More innovative programme likely to be higher risk.  

 

 
THIS REPORT CONTAINS INITIAL RECOMMENDATIONS ON OUTCOME METRICS, PAYMENT MECHANISMS 

AND THE TREATMENT OF DEADWEIGHT -  THESE SHOULD BE TESTED WITH SERVICE PROVIDERS WHEN 

DESIGNING THE PROCUREMENT PROCESS. 
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FURTHER BENEFITS OF AN OUTCOMES-BASED APPROACH 29 

 

In addition to directly connecting outcomes to costs, commissioning the service on the basis of outcomes offers 
an opportunity to drive further benefits for the sector: 

• Freeing  service providers to innovate in their pursuit of target outcomes, rather than deliver defined outputs. 

• Incentivising  increases in productivity amongst service providers. 

• Focusing providers on service-user impact, not input  or process metrics. 

 

Today there is limited data on the long-term success of service users and the effectiveness of some 
interventions. 

• Required investor reporting will drive data collection around service efficiency and impact. 

• The programme impact evaluation will inform future service delivery and the development of new services. 

 

Further benefits for the sector can be achieved with a pan-London commissioning process: 

• Helping to break down borough-level barriers to accessing services. 

• Encouraging co-operation and consistency of data-monitoring across service providers. 

 

 

IT ALSO OFFERS AN OPPORTUNITY TO STRENGTHEN THE EVIDENCE BASE AROUND EFFECTIVE 

INTERVENTIONS FOR THIS GROUP. 
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Costs Cost estimates used in model 
Cost estimates not used in 

model 

Net Present Value (NPV) of 

costs over five years 

Rough sleeping 

costs 

 

Average costs per person = £1,664 

Outreach services 
Housing benefit uptake Average NPV per person = £2,985 

Accommodation 

costs 

Average costs per person = £3,818 

Temporary accommodation 

Tenancy breakdowns 

Changes in housing benefit Average NPV per person = £6,849 

Criminal justice 

costs 

 

Average costs per person = £10,693 

Reconviction costs 

Police time 

Probation costs 

Long-term imprisonment 
Average NPV per person = £19,182 

Employment costs 

Average costs per person = £2,600 

Job Seeker’s Allowance  

Employment Support Allowance 

 

Exchequer benefit from  

employment 
Average NPV per person = £4,664 

Health costs 

Average costs per person = £1,890 

Unplanned hospital usage (A&E and ambulance 

usage) 

Psychiatric hospital usage 

Specific alcohol and drug 

treatment programmes 
Average NPV per person = £3,390 

Average per 

person 

 

Estimated cost 

of cohort 

£20,000 

 

£13.5m 

£37,000 

 

£24.2m 

Note: All costs are presented on nominal basis and not inflated from original source estimation. NPV assumes 30% annual reduction as clients move off the streets, with costs 

discounted at HMT Green Book rate of 3.5%. 

Despite the degree of exclusion exhibited by the cohort, significant public sector resource 
usage can be identified. 

See also Appendix 16: Public Sector Costing Materials. 
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Given the high level of support needs and chaotic lifestyles in the target cohort, the cohort currently places a 
significant burden on public sector resources. 

• These costs are primarily around high usage of acute health services and costs associated with criminal justice. 

• However, relatively few statutory bodies record information on rough sleepers as a distinct category; some 
calculations have been based on or checked against categories  of need which are better represented (e.g. 
reoffenders, and drug users). 

 

The Rough Sleeping SIB aims to deliver long-term outcomes for a group with high levels of support need; this 
suggests that there will be significant unmet need and that a central part of any new service will be to 
encourage more planned usage of statutory services. 

• Moving rough sleepers into accommodation is likely to require access to housing and other benefits. 

• Stabilising the lives of a large proportion of  the cohort may require support to engage with statutory drug, alcohol 
and mental health services. 

 

For this reason, direct evidence on the ability of similar programmes to deliver net cost savings to the public 
sector is mixed. 

• The Transitional Spaces Project, aiming to help homeless people living in hostels or supported housing to enter 
sustainable employment as a route into sustaining private tenancies was able to deliver cost savings: “Over the four 
years, the savings to Government per participant in the Transitional Spaces Project was £2,480, after project costs.” 1 

• The evaluation of the Adults facing Chronic Exclusion pilots  found that they “…were successful in reducing health 
costs, but these were outweighed by a short-term investment in accommodation and benefits. In all of the pilots, the 
monthly costs exceeded the total cash savings” 2 

WHILST THE COHORT IS RESPONSIBLE FOR HIGH LEVELS OF PUBLIC SECTOR RESOURCE USAGE,  NET 

COST SAVINGS FOR A NEW PROGRAMME MAY NOT BE FEASIBLE WITHIN THE CONTRACT PERIOD. 

Source: (1) ‘Report of the cost-benefit evaluation of the Transitional Spaces Project’, Off the Streets and into Work, March 2010 (2) Adults facing Chronic Exclusion evaluation – 
final report, DCLG June 2011. 
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CONCLUSIONS AND RECOMMENDED 

NEXT STEPS 
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There is a clear social case for funding a new intervention targeted at the cohort. 

• There is consensus among existing service providers and boroughs that more could be done to improve outcomes for this group. 

• Reducing rough sleeping amongst the target cohort offers the possibility of real progress towards the Mayor's 2012 targets. 

• Whilst the group is responsible for a high level of public sector costs associated with the impact of rough sleeping, robust evidence on the 
level of associated savings that could be achieved is not available. 
 

A survey of existing provision has highlighted a potential model to deliver change for the target cohort. 

• Individualised support delivered through personal keyworkers – Navigators – would help the cohort to access community resources and 
support networks. 

• Prior to a procurement process, there is little robust information available on the intensity of intervention required to achieve target 
outcomes, and thus an accurate estimate of costing is difficult to generate. 
 

There is a compelling case for government to transfer risk around the achievement of the target outcomes to third parties. 

• The lack of a robust evidence base around effective interventions, the level of need amongst the cohort and the relative scale of the project 
suggest a high level of risk in achieving the target outcomes. 

• Rough sleeping service providers will be best placed to manage this risk, though may face financial impediments to taking this on without 
a source of working capital. 
 

Service providers should be supported and encouraged to use social investment to fully or partially fund services up front. 

• Any procurement process should have at its core the flexibility required to allow providers to raise social investment. 

• An outcomes-based approach supported by social investment offers a number of further potential benefits to the sector, including the 
opportunity for innovation and increased productivity among service providers. 

 

We recommend that DCLG make available £5m in outcomes funding to support an open procurement process run by GLA to award 
outcomes-based contracts. 

• Whilst the value of outcomes payments should be determined by an open procurement process, indicative costings show that the full  £5m 
in outcomes payments could be required to support better outcomes for the client group. 

• Service provider consultation on the core principles, outcome metrics and outcome values, as well as the structure of the process itself, 
should inform the design of the procurement process. 

• Dedicated engagement with the sector on the role of social investment will help providers to enter into the process in an efficient way. 
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CONSIDERING A COMMISSIONING STRUCTURE 

Assuming DCLG makes outcomes funding available, we would recommend GLA run an open 
procurement process for outcomes-based contracts in the new year.  

 

Building on their experience with the DWP Innovation Fund, Social Finance will support GLA to 
define a procurement process that: 

• Enables social investment to be raised; 

• Assesses potential risks to service providers; and  

• Facilitates ‘black-box’ contract management by GLA. 

 

The procurement process would be built  around the specification of the identified cohort, 
target outcomes and core principles. 

• Service providers would be invited to bid to run the service for a proportion of the cohort, specifying their 
approach to the core principles and the level of outcome payments that they would require. 
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A CAREFULLY DESIGNED PROCUREMENT PROCESS SHOULD ENCOURAGE INNOVATION AND VALUE 

FOR MONEY. 
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NEXT STEPS AND INDICATIVE TIMESCALE 

Subject to DCLG making available outcome payments to support the Rough Sleeping SIB, we  
would support GLA in running an open procurement process. 

 

Sector workshop on social investment to support outcomes contracts 

• Supporting service providers to source social investment where needed 

Stakeholder engagement over outcomes commissioning principles and process 

• Discussion of commissioning framework and process 

Development of GLA outcomes-based procurement process 

• Process refined by reference to stakeholder input 

 

Indicative timeline: 
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Apr May Jun

Testing key contract terms  with service providers

Designing procurement documentation and process 

Social investment seminars for potential providers

Initial call for bids

Short-listing of potential providers

Commercial discussions

Contracting

Process launch - DCLG outcomes funding to be confirmed before procurement process starts

Jan Feb Mar


