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Abstract

Social Impact Bond (SIB) is a relatively new andamative concept that has the ability
to bring together the private and the public sexctor close cooperation with a social cause at
the centre of the mechanism. It is said to have#pability of bringing benefits to the
government through risk transferring as well as/jgl® investors with an investment
opportunity characterised not only by a social dbation but also by financial returns. From
a broader perspective it has the capability of owjprg the effectiveness of provided services
and money contributed to them, increase the coeevlgocial issue addressing and achieve
more social goals met in a shorter time-frame. Mleehanism has already proven to be
successful in some parts of the world and is beorgsidered in the less economically
developed countries.

Bearing in mind that Latvia lacks sustainabilitydaeffectiveness in both preventative
and remediation programmes in the social areagukigors of this paper set out to investigate
whether the benefits of the SIB concept could lgwad in this country. Putting forward a
research question regarding the current stateeafi@hts that have an effect on the
applicability of a Social Impact Bond in Latvia taathors focus on four aspects, namely
political will, investor perspective, service prders and problem propriety. Within each
aspect the goal is to investigate whether thergrmglems that would signal that the SIB
setup is not appropriate in the context of Latvid assess their severity in a sense of whether
they could be overcome. In order to fulfil the altjees, the authors perform a qualitative
study with interviews as the main means of datiectbn and publicly available
governmental and other sources as secondary.

The main conclusion of the paper is that therecar&in drawbacks and
underdevelopments in the social, political and eaain spheres that need to be addressed
before the concept could be considered in Latviee dbstacles that are most difficult to
overcome currently are coming from the PoliticallWillar, whereas issues concerning other
pillar readiness are of moderate level and carddecased relatively faster. As research of
Social Impact Bond mechanism applicability in Lathias not yet been brought forward by
the existing literature, the contribution of thesper lies in aggregating information from 16
interviews with representatives of most influensielkeholders within the setup and
interpretation of the insights while taking intacaant the international experience with

Social Impact Bonds.
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List of abbreviations

+ CSR - Corporate Social Responsibility
« FFG - Finance For Good

« HF — Housing First

- LSA — Latvijas Samarie3u Apvigret

+  MRR - Market rate of return

« NGO - Non-governmental organisation
« OECD - Organisation for Economic Cooperation amdé&opment
- PPP — Private Public Partnership

- PW — Political Will

+ RCC - Riga City council

« SIB — Social Impact Bond

- SP - Service Provider

« SOE - State Owned Enterprises

+ WM — Welfare ministry

! Biggest and said to be the most efficient NGO atvia operating as a service provider in severeiband
health care areas.
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1. Introduction
The very first payment-by-results mechanism that 8ocial Impact Bond was firstly

introduced in 2010 by a social investment bank &déinance UK. (Travis, 2010) Since then
8 SIBs have reached the implementation state (inUkSand Australia) and 32 are in design
stage (in US, UK, Australia, Uganda, Israel, Inale 5 other countries). (Instiglio, 2015)
The most basic setup of a SIB is the following:estors make
payments for certain activities that are to addtiessinderlying social
issue, the intermediary organization or few of thesa that money to

develop and implement a respective preventativgraro within a pre-set

timeframe, which, relating to the concept of boruds) be referred to as
the time to maturity. If the outcome satisfies pine-determined goals, the Figure 1 SIB structure
government commissioner repays the initial investinpéus the compensation (Cabinet Offce, 2013)
for the risk undertaken, known as return, to thedtors, whereas in case of unmet goals the
investors end up losing the invested money. (Séerence, 2012)

The concept is considered to bring mutual bengditshe parties involved as well as
solve problems associated with lack of effectiver@msa broader macroeconomic level. To
the government it provides the opportunity to addggocial problems in the country at the
same time performing risk transfer to the privagetsr. To investors it creates an opportunity
to engage in a considerably attractive investmdmlievsimultaneously contributing to a
social cause. From a broader perspective, it esddpping into private sector funds to
improve the welfare of the society, increases éffeness of the investment by shifting the
focus from remediation to preventative programs/els as incentivizes more efficient means
of addressing respective social issues by puttiagdcus on impact rather than activity.
(Instiglio, 2015)

The implemented cases of SIBs were tackling a nambsocial problems, mainly
concentrated within four broad areas - youth engege, homelessness/adults with complex
needs, criminal justice and welfare of children gadng people. Within the timeframe of
four years, the SIB concept has achieved impressmsdts by attracting cumulative
investments of more than a 100 million U.S. dolkmsl engaging types of investors that were
beyond the initial investor profile, which was ialty thought to be limited to philanthropic
foundations and endowments. Even more so, thedinttoon of Social Impact Bonds,
referred to as Pay for Success Bonds in the Ud&Sagial Benefit Bonds in Australia,
encouraged developments of its extensions, suBleaslopment Impact Bonds (DIB)

aiming at providing an international investment oppnity to tackle social problems in
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developing countries. (The Global Social Impact 8®arket, 2014) However, despite its
rapid growth, up to this date this innovative finehtool is faced with a great deal of
uncertainty and receives its fair share of constrecriticism. The image of an attractive
"pay-only-in-case-of-success" investment is oftemplemented by warnings about the
underlying risks, including, among others, thossiag from complex mechanisms behind it
and the lack of understanding it to the fullestjoliby many people is instantly associated
with the financial crisis of 2007-08. (The Econotniz012)

The authors of the work want to explore SIB framekigapplicability in Latvia. The
budget of the WM suggests that the majority of alosiipport is ensured in monetary terms,
indicating a gap in the social care system for pnéative and rehabilitation programmes.
(Labklajibas Ministrija, 2014) The authors aim to test & 81B could close the gap and
deliver an efficient solution by providing sociaipact. Therefore, the following research
question is stated:

* What isthe current state of the elements that have an effect on the applicability of
a Social Impact Bond as a means of addressing social issuesin Latvia?

In order to answer the research question the authok into the current state of
political system, investment environment and sgafablem related aspects in Latvia that are
relevant for an innovative social tool to be acedmnd work. The authors aim at identifying
the level of acceptance for each of the aspedstifg the existing problems and motivating
conditions for overcoming them. This is achieveatigh performing a qualitative research
by analysing the respective theoretical conceptsliig 16 interviews with the decision
makers in the representative areas and analystagman the publicly available
government’s sources.

The study is structured to cover four main partee first part presents the overview of
existing literature on the SIB concept and thedecaffecting the applicability of this
mechanism. The second part provides a descripfittheanethodology followed throughout
the paper. The third section is data descriptiahiaterpretation of results, which firstly
presents the conducted interview insights and skngrdata and then provides the authors’
interpretation of the findings in the light of t8&B mechanism. This part includes 3 sub-
sections addressing the broad areas of interéstred to as pillars throughout the work,
namely political will, investors, and the third bgiservice providers and the choice of
problems. Finally, the last section concludes theimgs and includes further suggestions for

the government.
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2. Literature Review
The following section includes an overview of laaire existing on Social Impact

Bonds and their history, a summary of papers #&d ko determination of the main factors
affecting the SIB's implementation process, andequoently the chosen research focus and

research question.

2.1. Literature on Social Impact Bonds
As a result of achieving rather impressive outcogiesn the innovativeness of the

approach, over the years the Social Impact Bondeqmnthat was able to bring together
private funds, public social issues and the expewi different parties involved, has attracted
a great deal of publicity. Taking into account thet that the concept is rather new and that
there is not yet sufficient amount of data to mty it is not surprising to find that this
phenomenon faces a lack of academic research dong ia However, the concept has to a
great extent been covered by many debates andsdisas in the press as well as
explanatory and informative reports by social inwent experts and organisations. Some of
the literature turns more to discussing the detait the mechanism behind this instrument,
while others focus on untangling the benefits, draeks, opportunities and struggles
associated with it, or even provide guidelinescmnstructing SIB cases. An overview of the
educational and informative literature on SIBgrhtture taking the form of discussion of the
mechanism's features as well as guides for SIBapagipn and evaluation are presented
below, whereas papers that were relied on whenrdateg the main examined dimensions
when drawing on the tool's applicability in Lateee described in more details in the
following sub-section.

The first type of papers that can be found amoeditbrature about the Social Impact
Bonds is the informative publications providingdapth descriptions of the instrument and
its features. One of the examples of such is aigatidn by the innovatory organization,
Social Finance Limited, callddtroduction to Social Impact Bond®012) The publication,
firstly, provides a rather simple and down-to-eartplanation of the setup behind the SIB - it
positions the Social Impact Bond as a means te raigestment for funding the unmet needs
of the groups within the society and briefly expkathe most basic setup of the instrument. In
addition to that, Social Finance representatives ptovide the reader with a more complex
framework of a real life SIB, consequently, lettihgm know that the mentioned basic setup
is not all there is to the instrument, but rath@nsndetails within each case can be adjusted

according to the circumstances. The publicatiothieysocial investment bank also turns to
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explaining the novelty and the contribution of fmancial tool naming its ability to facilitate
investing in prevention, improve the quality of fhr@gram addressing the issue by
transferring this responsibility to an independangfanisation and encourage innovation when
tackling the problem from the service providerdesiRelying on the very first SIB
implemented by the authors themselves, the papeniplemented by an outline of the SIB
development process including factors that weresicened at each stage. All of them
diverge to the purpose of meeting five objectiveSI8s in general. The mentioned
objectives are - closer, more direct alignmerthefpublic sector funding with improved
outcomes (1), enabling collaboration of a wideedsity of service providing organisations
(2) and increasing the certainty of revenue strei@ameffectively acting ones (3), an increase
of the capital pool when it comes to funding preaéme programs (4), contribution to
development of a more rigorous performance managemethod involving measuring the
results achieved by the program and consequeihdly ta the construction of an evidence
base more convenient for distinguishing methodsdhaefficient (5). The paper is
concluded by general remarks on the financial Ardbperational sides that were considered
when building the Peterborough Prison SIB backOh@® for instance, practical implications
of how the instrument could operate as well adittancial model of the SIB including the
estimation of the program related costs, outconigegaand the time horizon for investment
return realization.

Other papers that have the informative purposéiendpic of the Social Impact
investment take more or less similar forms to thlgased by Social Finance. The report
Jeffrey B. Liebman from the Center for Americandtess (2011) provides a more
comprehensive description of this financial toadl goints out the same objectives of SIBs.
However, this report allocates more attention eodhallenges faced by the instrument,
namely the limited applicability of it due to difilties in measuring the outcomes of
prevention programmes and obtaining a crediblesassent of the outcomes in absence of
the proposed programme. The paper also discussestessity to develop well-thought-
through contingency plans in case of financingexfgrmance failures to ensure no harm
being done to the treatment populations if the e is terminated early. As this work
was released quite early in the Social Impact Baxistence period, the work also includes
some observations and suggestions for the futare gfl developing SIBs in the U.S. as well
as tasks to be carried out to be able to adopttrisept and potentially, overcome some of
the named drawbacks. The author then conclude$tBatseem to be an important

breakthrough that has the potential of speedintheprocess of solving the most pressing
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social problems in the nation and that any innava#is promising as this has to deserve
careful consideration from the involved parties.

There are more papers to be found that provideciaer with the opportunity to
familiarize with the innovative tool combining fineial means and social focus, such as that
released by Social Finance US (2012) or by theyHatérvention Foundation (Griffiths &
Meinicke, 2014) that even presents a summary oksointhe carried out SIBs. Some of them
concentrate more, and in some cases even soletiie@ducational aspect, whereas others
also discuss the strengths of this investmenthoidiing on the rationale behind its
employment as well as/or the weaknesses and suguesh overcome them. For instance,
the articleSocial Impact Bonds: A Wolf in Sheep's Cloth{2623) by Neil McHugh et al.
focuses on a rounded critique on the SIBs withees the three harmful effects they might
cause. The first drawback, is based on the measmtsoh outcomes - the authors claim that
it is practically impossible to put the resultstioé programme in a numerical, measurable
form for most of the social problems, whereag, i indeed an option, it is impossible to
distinguish whether the positive effect was acyustimulated by the actions undertaken by
the service providers. At the same time, the astbarphasize that this issue is of major
significance due to SIB returns being based oroperdnce and outcome measurements. The
second argument is concerned with the third sexdtthve economy, also called the Voluntary
sector and comprised of non-profit and non-govemtaierganizations, and its incentives to
focus on the most topical issues within the soci€he authors hypothesise that extensive
implementations of Social Impact Bonds might dtive focus of the third sector away from
the most pressing matters to ones that are moilg gaantifiable. Lastly, McHugh and his
colleagues are concerned with deterioration of gumece and accountability as well as
reduced capability for oversight from the governiraising due to transferring of the
service providers' choice to the SIB Delivery Agend®icHugh, Sinclair, Roy, Huckfield, &
Donaldson, 2013)

Among the existing literature, there are also papauching upon the regulatory aspect
of the SIBs, such asot Your Older Brother's Bonds: The Use and Reguanf Social
Impact Bonds in the United Stateg K.Humphries (2014)The key take-away from the
paper is the argument that due to the underlyingriial and a promising setup the SIBs
might be facing a widespread use in the futurectviposes crucial policy concerns about
how the market for the instruments should be regdland whether there is a need for that at
all. (Humphries, 2014)
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The line of literature on SIBs that is especiatiievant for the purpose of this research
are papers that take the form of guides in the saheelopment process as, among other
specifics, they bring the reader's attention toctireditions that should be desired for an
effective and most promising SIB implementationconte. An advisory department of
sustainable and impact investment fund Bridges t¥peecently released a paper under the
nameChoosing Social Impact Bonds: A Practitioner's Guidwhich the organization
recites and describes the benefits associatedeath of the parties involved in the SIB
setup, followed by a list of design features thatehbeen observed to increase the likelihood
of these benefits being realized, and roundeddiyeaklist once again laid out for each party
separately. (Goodall & al., 2014) Another examgleuxh works is th&ocial Impact Bond
Technical Guide for Service Providezsmposed by the MaRS Centre for Impact Investing.
This work is rather focused on the SIB structuoerfithe service providers' point of view
including a discussion of benefits and risks faogdhis party attributable to SIB financing,
service provider-oriented guidelines for dealinghw®1B development process, and other
aspects worthwhile to consider. The paper suggekitsg into account such benefits as a
stable revenue stream for program development gifrpuovision of the initial working
capital that, in turn, allows the organizationsdduce their undertaken financial risk. On the
other hand, it reminds about the certain risksutagonal risk, risk associated with
collaboration in between the parties and others.&Sagelewski, 2013)

Literature that has the capacity of providing meaiiable suggestions for the analysis
of current state of conditions in Latvia that aféngportance for a successful applicability of
a SIB, takes the feasibility study approach paositig it as research that is most closely
related to this paper. A feasibility study on hogsSIB developed in cooperation between
Social Finance UK and MaRS Centre for Impact Inwngstevolves around the propriety of
this financial mechanism to improve the lives ofrfedess people with mental disabilities in
Canada. The study takes the following steps Jyirgtexamines the backgrounds of both
problems in Canada and establishes a connectiarebrtthem. Then, it specifies the
intervention model, that is, the introducers of 8iB come up with specific actions of the
program that would improve the life quality of tfa@get group most significantly. The
determination of the actions that the program shmdlude is based on the prior research
that was already carried out in 2008. It is bydhthors referred to as the pilot project,
funded by the Canadian government with 110 milblofiars, and conducted within four
years by employing an experimental trial designmmame than 2000 participants divided into

several groups. As people in all of these group®iaced with the same problems that are at
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the core of this paper, and the only variable d#ifé within groups was the intervention

itself, the pilot study was perfect for distinguisip the most effective means for tackling the
problem. Based on the findings from 2008, the Hayigiirst (HF) SIB initiators specified the
exact structure of the ties in between all theigsiihvolved and going through key features
of the problem at stake concluded that a SIB wael@pplicable in this set up. The HF paper
was concluded by a presentation of the case afewtslifferent scenarios. (Miguel &
Abughannam, 2014)

2.2. Factor determination
In order to determine the factors, current stat@toth should be assessed in Latvia so

as to draw conclusions about the feasibility ofi8ldenpact Bonds, the authors rely on
several existing practicability studies that ainaetieving a similar goal in different
contexts.

The paper'#\ssessing the opportunity to improve social outcthmugh the use of
social impact bondby Finance for Good main purpose is demonstratiahapplication of
an evaluation process that could be used on a @iopition to study its viability. (Finance
for Good, 2013) The assessment takes a form of gilkar approach providing a framework
for evaluation of regional strength of factors rega to support a SIB. The six elements
within this work are identified as "Service Providgapability”, "Political Will",

"Measurable Impact", "Investor Appetite”, "Potehfa@ Impact" and "Economic Links".
Employing the chosen methodology each of the fadtbassigned a value of "Weak/Low",
"Moderate" or "Strong/High". In case any of thetas is identified as "Weak/Low", the SIB
is concluded to be an inappropriate mechanismhiatrparticular case, whereas "Moderate"
values indicate that the commissioner of the cantréll have to pay more attention to the
areas of medium strength.

The "Service Provider Capability" element refers¢ht® existence of organizations that
would be able to efficiently and effectively implent the prevention program with the
provided funds in the area and provide measurenuét®ir achieved impacts. The authors
evaluate the respective pillar by addressing eaphce provider's relations with the
government, capability to manage the funds, thepsgence of its leadership and
management, strength of its partnerships and ggipo towards the community. After
evaluating the main service providers in the atfe&yating is assigned to the element -

"Strong" if there are three or more organizatidra tvould be capable of efficiently and
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effectively operating as a service provider folB,SModerate" if there are only two or one
of such organizations and "Weak" if there are none.

"Political Will" element is concerned with the viiigness of the government and other
authority figures to address the issue at stakeaodate attention and resources to it. The
information on this factor is gathered through iiviaws with public sector officials and
previous data available. The relevant data is demed to include but not be limited to:
previous programs addressing the issue, appointafienore staff and high position officials
to it, accordingly allocated funds, public announeats about support for the problem.
Three criteria are highlighted and researched tiiranterviews - Political Must, Political
Want and Political Can. The ratings are defined@song" - the government support for the
issue is ensured through a direct communicaticsupported with concrete evidence by the
data, "Moderate" - it is found that the issue &s plublic sector priority via second-hand
information or there is no reason to conclude gach "Weak" - when there is no
information helping to determine whether it is ®not a priority.

"Measurable Impact", according to the authorsnign@ortant part of the elements as it
is one of the core requirements in the mechanisetigp. Finance for Good points out that
when considering this factor, the evaluators maist into account the measurement effect on
the service delivery incentives, possible extefaetor bias of the measurement, the possible
adverse incentives that a poorly chosen methodafiifying could create. Three
measurement requirements are then raised in tioet reguantification and transferability,
required for a successful demonstration of resultscalculation of pay-outs as well as
comparability with other interventions, reliabledarepeatable data collection methods, and
the mutual agreement of all of the parties aboair#lised goals and the propriety of the
measurement. A "Strong" rating in the context ef theasurable impact element means that
there is a commonly accepted means of measuremdithe data required is collectable,
"Moderate" informs that there are ways of quantifyand measuring the impact in such
field, it has proven to work elsewhere, but hashesn tested locally, whereas "Weak" rating
signals an absence of a measure for the partisataal issue.

The fourth element turns to the initial provisidrttee funds - the investors. "Investor
appetite” is meant for assessing the alignment ivitbstor interest and is primarily
examined through interviews with prospective ingestAlternatively, the authors point out,
the investor interest could be indicated by théohis regional philanthropic activity trends -
the attention allocated to the issue in questioouthout the years. The authors then define

the "Strong" position if it is possible to identipptential investors, "Moderate" if they were
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not identified but there is strong evidence of sarpfo the issue in the past, and "Weak" if
does not seem likely that the SIB on the issuendkive sufficient support from the
investors.

"Potential for Impact" pillar is included in theauation process as in essence it is
assessing the need for the SIB - the effect theagghan the model could have on the interest
group. Considering three key criteria - the thaocaéside of the change from the possibly
implemented interventions, including understandiregspecifics of the target demographic,
also measuring the numbers of people currentleedrfor help and the number of people
that could benefit if the issue was addressed $iBa the authors investigate whether there
is space for improvement over the current modeteBaon the three criteria the authors
assign one of the values to the pillar: "High", 'diten” or "Low".

The "Economic Links" element is concerned with @jgrt assessment according to a
standardized framework enabling independent caskes tompared, and particularly focused
on the financial return to government. The autlistghe potential sources of government
financial return, such as direct cost savings et awoidance, changes in taxes paid,
increased income and others. For the purpose ofumieg this pillar the authors employ an
adjusted Social Return on Investment (SROI) frantkwBoth primary and secondary
research in this paper are performed while keepimgind few evaluation criteria -
economic outcomes being quantifiable, such asalsipility to quantify the financial
benefit for the government, time needed for tharitial benefit to be realized, the risk
associated with the case. In this setup, "Stromadyievis assigned to cases when there is
strong evidence suggesting measurable and liketntial benefit for the government,
"Moderate" - when there is reason to believe thati$sue could have an indirect financial
benefit, and "Weak" when the evidence suggestglteaissue has no or minimal financial
implications.

Other feasibility studies that can be found inlttexature support and append the
elements listed as the main ones by Finance fod@adhe rigorous and data-driven
analysis presented by McKinsey & Company in thereglprom Potential to Action:

Bringing Social Impact Bonds to the It SIB ecosystem is disaggregated into various
stakeholder parties, namely Government, Investotstmediaries, Evaluators and Assessors.
The features, experience and capabilities reqdimedach are identified that must be
possessed so as to conclude that favourable comsligire in place for a successful SIB
implementation. (Callanan, Law, & Mendonca, 201&#izing a goal of assessing whether

a SIB would work for a specific problem rather thenommending actual SIB specifics and
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usage, the authors structure their analysis aréaunrdbase questions, to their mind crucial to
assessing before considering a SIB framework: véretldifferent approach might offer
significant improvements, in terms of economic sgsi over the current remedial and
preventative cost scale, whether preventativevetdions that could address the social issue
with great efficacy exist, whether there are pagdiservice providers that could and be
willing to undertake the preventative programshia tegion, whether the SIB would target at
helping a meaningful number of people in need. diors evaluate these questions as well
as the stakeholder capabilities and willingnesduating their ability to engage in
partnerships successfully, through interviews,emibn of government provided, academic
sources and other publicly available data. Theastbhonduct analysis, such as cost-benefit
analysis of the overall forecasted economic beha&fithe society, projected returns for the
stakeholders and others.

Reflecting on the above described literature onégdmpact Bonds, the authors have
identified four elements that will be considerectastral for a SIB to be feasible in Latvia.
The elements that will be researched and analys#us paper in order to determine the
current state of each of them in Latvia are thiowahg: political will, investor profile,

service provider capability and choice of probléne, latter two of which are analysed less
in-depth than the first ones and discussed jointiyhe section Service Provider pillar. The
process of the element specification and the rat@éohehind the deviation from the original

study by Finance for Good is elaborated on in tle¢hadology section of this paper.
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3. Methodology
Reflecting on Robert K. Yin’s bookase Study Research: Design and Meth{tfs,

2014), the study of Social Impact Bond applicayilit Latvia could closely be associated
with the case study design as it involves an exterenalysis of a single case, that is an
exploration of the dimensions needed to be of ciffit levels and specifics for a single
mechanism to work in a single context. The casgystiesign is quite commonly employed
under the choice of the qualitative research dessgtine narrow area of interest specified by
the case allows for in-depth investigation by cariohg unstructured interviews or semi-
structured interviews and/or subject observatidmengas, vice versa, research methods
commonly undertaken in qualitative research gereedults required for intensive case
studying. However, the scope of the research waiteld by time and data availability, thus
instead of taking the very detailed form of a cstsely, it rather follows a quasi-case study
design.

16 semi-structured interviews were held with theresentative parties of investors,
political will participants, public service provideand NGOs. A full list of interviewee
profiles can be viewed in AppendixTo protect the interviewee opinion and ensure their
unbiasedness the authors of this paper chose potkeenterviewee identity anonymous.
Sample interview questions were drafted prior witfierviews basing on the conducted
literature review and authors’ knowledge within tmncept. However, the majority of the
guestions were developed during the individualringavs based on the respondents’ answers
following the semi-structured interviewing prin@gl For the majority of the interviews the
average meeting time was approximately an hourpntgjof the interviews were recorded.

As the authors undertook a study that is baseti@wverall SIB applicability in Latvia
rather than made an analysis for a specific SIB,d&e previously described 6 pillar model
had to be modified to touch upon 3 pillars as waslinclude theories of Public Private
Partnership (PPP) and others. The study revoh@msmdr4 main aspects (2 of them grouped
into the third pillar) the development stage of efhcontribute greatly to whether a delivery-
for-success mechanism could be accepted in Lakha pillars were determined reflecting
on the work by Finance for Good (2013), and naraaewn to Political Will, Investors and
the Service Provider pillar partly also addresshegspecific problem choice aspects. A
deeper analysis of Measurable Outcome, Potentidhfpact and Economic Links is not
necessary for the scope of this work as they gllire focusing on specific social issues
rather than assessing the mechanism’s applicabititthe broader, national, level. Thus, the

Measurable Outcome aspect was partly addresséd iBdrvice Provider pillar. Potential for
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Impact, or in other words identifying the gapshe turrent model, was addressed throughout
all three chosen pillars, whereas the main fadi@oonomic Links pillar — financial return to
the government was only addressed in a sense @stigating its importance within the
Political Will pillar. As there are many aspectsctmsider within each of the chosen pillars,
the authors aimed at looking at each of the pifians various perspectives suggested mainly
by the above mentioned article and interviews witperts that had been conducted in the

earlier stage of the study.

3.1. Political will
For a SIB implementation, one of the milestondtsiacceptance by the government.

In the context of this work, Political Will is defd as government officials’ capability,
standpoint and willingness towards addressing icestacial issues, potentially with an
innovative solution. This factor was analysed tdenstand the strength of political will
factor in Latvia in the context of Social Impactrigts. In order to do that, the authors
collected the information through interviews, adhae used publicly available data. The
authors aimed at looking at various aspects affgair supporting/rejecting the presence of
Political Will:

Government structure features

As a Social Impact Bond is to a great extent comdglarto any Public-Private
Partnership, some conditions required for the datt@vork also are relevant, but not limited
to, for the purpose of this work. Following the madology of successful PPP (EC, 2003)
which suggests the importance of local politicatitution’s strength and stability when it
comes to entering a partnership with the privatéssethe authors analysed the stability and

consistency of political power, the aspect of sgat sustainability and view into the future.

Current public sector’s acceptance and attitude tow ards

innovations

During the interview with a representative of SbEimance UK, the pioneer
organization of SIBs, and one of the expert inmges in the context of this work
innovative nature of the SIB mechanism as welhasnecessity of welcoming authorities’
attitude towards innovative approaches were empbds{Anonymous 15, 23 April, 2015)

Therefore, during the interviews the authors aimegaining insights of government’s
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attitude towards innovations and defining the fexthat from the government’s perspective

could be motivating towards accepting innovations.

Social entrepreneurship

Above mentioned interviewee, a representative ofébdinance UK who has
extensive experience with SIB implementation precakso revealed that good proxies for
evaluating the extent to which the mechanism waeldvelcomed in a particular country are
the development levels of social investment aniaseatrepreneurship sectors. (Anonymous
15, 23 April, 2015) Taking this into account, theteors briefly overviewed the current
state’s activities towards creating a ground faiacentrepreneurship concept’s introduction

in Latvia and attitude towards the concept overall.

Private-Public Partnership

By conducting the interviews with the public seqgtarticipants the authors gained
insights of the overall standpoint of the chosewegoment representatives towards
establishing a close partnership with the privata. This is worthwhile investigating as,
having mentioned that a SIB is closely comparabla Public-Private Partnership in general,
if there was a strong positive/negative attitudeaimls PPPs one could hypothesize that most

likely it is a motivator/warning when it comes ttBSeadiness in Latvia.

Financial perspective

The financial aspects and calculations regardirygpaagram, including the Social
Impact Bond, highly concern the government offgias it should. (Anonymous 15, 23 April,
2015) Unfortunately, in the scope of this paper wuémited time and other resources the
authors were not able to go in depth regardingdetential social issues and present
efficiency improvement and financial benefit caltidns. Therefore, this section rather
focuses on the current fund attraction methodsh @pproach is still fit given the nature of
the work as it is suggested by the Finance for Ga0d3) paper that looking into the gaps in
the current model and potential for impact is psimportant and might signal the need to
look at alternative solutions. Reflecting on thieimiew with State Treasury representatives
the authors also identified the differences betwesng the SIB model for project financing

and the current approach.
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SIB specifications — smaller scale possibility

Given that the SIB project scale is not strictlyimked as well as reflecting on the
international experience cases (Anonymous 15, 23,A015) the authors analysed the

potential of SIB introduction on a smaller scaleunicipality level.

3.2. Investors
In order for a SIB framework to work, a sufficiemimber of investors that would be

willing to engage in the initial funding and theragment with the government must be
present in the region. In order to evaluate thengfth of this pillar, some of the potential
investors currently engaged in philanthropic at#gi must be and were identified and
interviewed with the purpose of assessing whetbeiakissues at the centre of the SIB are to
a sufficient extent aligned with the investor iet&s, what the investors’ attitude is towards
cooperation with the government. The secondarycsoaf information used for this pillar

was the historic tendencies of social investmenented towards social issue addressing.

International SIB cases

In order to create the SIB common practice corftaxthe reader and compare the
usual scale of this mechanism to the scale thatdws®em to be reasonable in the context of
Latvia, the authors aggregated and overviewedrfleemation available about the investment
amounts, returns on an international level as aglrovided a brief international investor
overview. These observations were further reflecieds a benchmark for the assessment of

SIB specifics in Latvia.

Investment overview in Latvia

As mentioned before, literature on SIBs as wethasexpert interview suggest that
social investment level in the country prior to 8I8 is a relevant indicator of the ease with
which such a tool could be successfully implemenfddonymous 15, 23 April, 2015)
Hence, the authors chose to look into this aspent the investor perspective in the Latvian
context. The paper provides an overview of amodatsted for social causes, the biggest
companies that donate to Social Benefit organimatas well as a more general overview of

the investment environment, including the curresmds and likely changes in this area.
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SIB aspects

The section takes the form of a discussion of @tlewing factors — appropriate return,
issue alignment importance, openness to innovadadsunfamiliar setups, cooperation with
the government that were highlighted by the inteomal experience and literature about
SIBs to be important determinants for investor aippeg(OECD, Finance For Good) By
drawing on the interview insights the authors asedythe role they would play in the context
of Latvian investors and reflected on certain issmiestrengths that would have to be taken

into account if SIB was pursued regarding eaclneifrt.

Investor feedback on SIB setup

This section provides the reader with other, m@nmeegal, comments from the investor
point of view that could have weight on the sucfidsmplementation of a SIB. Following
the example of SIB feasibility studies carried imubther countries the authors investigated
the motivators that would be most relevant to emstitraction of sufficient investor numbers

and investment amount. (Deloitte and Mars Centrénfipact Investing, 2014)

Potential investor groups

As the Finance for Good paper (2013) describeterLiterature Review section
indicated it is crucial to identify the potentiad@al Impact Bond investors, their number and
whether it would be sufficient to support the meghm. Unlike the mentioned work, this
paper’'s aims do not include investigation of SI8sd specific social issue, thus the exact
institutions and organizations cannot be namede#us relying on the international
experience and suggestions gained through intesyithe authors present a discussion of

potential investor groups in the SIB mechanismatvla.

3.3. Service providers
In the context of this work, service providers dedined as government or privately run

institutions that operate in the field of preventeind treatment and/or could deliver the
preventative programs the funding of which comesifthe private investor and government
agreement. This factor was analysed to understendttength of Service provider
capabilities in Latvia. The capability includesessment of the agents’ ability to efficiently
and effectively implement preventative programsluding innovative programs that could
offer improvement over the current model. For a Bi&hanism to succeed a number of

such institutions capable of delivering to the iegments and keen to engage in such a setup
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must be present. In order to identify such indting and assess their ability the authors

collected the information through interviews andlply available information.

3.3.1. Public versus Private Service Providers
As many papers on SIBs suggest, a distinctive feaitithe mechanism is that it offers

not only a shift from remediation programs to preagive ones, but also that it includes
transferring the services usually performed byphielic sector to the private organizations.
(Instiglio, Finance for Good) However, for the datshift to be implemented successfully and
efficiently the private sector SPs have to be chptboffer an improvement over the current
approach, namely be able to perform the duties mibeetively and efficiently. (Finance for
Good, 2013) Thus, the authors chose to focus ofotleaving three areas concerning the

public and private SPs.

Shift in the model

This section provides an overview of the curretutation in the social Service Provider
sector and the shift from private to public SP4 tiess already started in the healthcare area.
The fact that such a shift has already been iediaind is in progress is important and
worthwhile to consider when investigating countmeéadiness for a SIB, hence, the authors
investigate who were the initiators of the shifhavwere the concerns from the
government’s perspective as well as include a shatview of the current Public and
Private SP model.

Environment for NGOs

The Finance for Good article (2013), among othergth essential for private SP
capability, emphasize the communication and coajperavith the government capabilities’
necessity. The private SPs have to keep the salmetter cooperation level than the
subordinate public ones maintain. Therefore, thibaa of this thesis chose to analyse the

NGO cooperation with the public sector environnfemin the NGO perspective.

Comparison

Finally, the subsection is concluded with compariebthe public and private service
providers on the basis of innovation, efficiency @apacity, motivators (aims) and the

existing cooperation with investors.
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3.3.2. Impact potential and measurable outcome
At the core of the critique for SIBs one of thewargents is that the impact when

addressing some social problem can rarely be igl@mantifiable, which implies that for a
specific Social Impact Bond to work, the impact swwament has to be clearly defined,
reliably measured and the parties have to agrets pnopriety. (McHugh, et al, Finance for
Good) This also requires a well-defined target gratithe centre of attention of the social
issue. The impact potential part is concerned whikther the outcome affects a sufficiently
large number of people, thus the impact would be&ed and realized by various parties. In
the articleSocial Impact Bonds: Lessons Learned SotRarauthors especially emphasize

the importance of the potential of impact eleméwctording to the article, the SIB

framework requires sustained attention of the @fficover the mechanism’s time frame and
simultaneously there are other crucial demandthitime and attention of these top

officials within the country, state or the city thes undertaken the SIB. Thus, the SIB has to
possess either a large scale of the impact atatebeginning, has to have a realistic
embedded option to be expanded to larger scakbe itatter stages, or should play a part in a
larger initiative and have positive spill-over effe onto the other parts to be worth
undertaking. (Azemati, et al., 2014) Even though iiot possible for the authors of this
thesis to go into such depths regarding specifitabtssues due to a more general nature of
the approach chosen, it is still worthy to toucloruphese aspects from a broader perspective.
The data obtained for this subsection was primémign the interviews with various

stakeholders.

Measurable outcome

The authors deliver insights of how the curreniaqaroject measurements are taking
place from the government’'s perspective, identily forms of potential measurement,
investor and public sector attitudes when it cotodsust in the measurements. These results
bring value to the paper by investigating the aurdevelopment level of the measurement
issue as well as providing basis for hypothesizmhgther there is a possibility that a
mechanism heavily based on the measurement mfikieshe SIB) might be accepted in

Latvia.
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4. Sample description

4.1. Experts from the NGO sector

The authors started data collection byragghing experts, coming from the NGO
sector, that have extensive past experience regpsdicial innovation implementation, such
as, the concept of social entrepreneurship, byetlagorking on it together with either the
public or the private sector to achieve more swsfaéand efficient innovation introduction.
Out of these interviews, the authors wanted taét)prior insights of the individual
interviewee’s past experience cooperating withegighrivate or public sector that would give
the authors overview and understanding of the catjee model and experience that helped
for research construction as well as further inewconstruction (2) identify individuals
from the public and private sector that are worlangpave worked with innovative models
that would represent the opinion of the true decisnakers in the respective areas.

Therefore, the authors approached an adfrism the Latvian Association of local and
regional governments, who has been involved inad@titrepreneurship development in
Latvia and has played a supportive role in otheovative activities. The interview gave
insights on the cooperation with the public seasryell as gave the idea of SIB
implementation on a regional level. The authors alsproached experts from foundation
.Dots“(previously ,Soros Foundation“) and Busing»svelopment Foundation. The
organizations have previous experience with pugictor and could comment on the
Political Will‘'s innovation acceptance as well as/é a clear understanding of the existing
investors and funds available in the region. Moez@ome of the interviewees could also
provide insights in SP capabilities in Latvia. Tet @ better comparison and insights of
international experience, project manager from &d€inance (the creator organization of

SIB concept) was approached.

4.2. Investors

By contacting investors the authors aiteeidentify investor attitude towards
opportunity of social investments, attitude towagdgering a partnership with the
government and test the current state of otheoffa¢hat have to be present for a SIB
mechanism to be implemented. The authors startedtéywiewing the manager of Latvia of
an international bank operating in Latvia as a §maldium size bank. The specific bank was

chosen following the authors’ knowledge about theks investment strategies (supporting
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social projects while avoiding reputational gaionfrthe activities) gained from previously
carried out researches. According to SIB litergtacenpanies that heavily invest in CSR
activates by supporting social projects can beidensd as potential SIB investors. Further
on, after performing market research of compangesating in Latvia that most actively
participate in programs with social causes, thb@stidentified additional two interviewees
— a Latvian manufacturing company and an internatibank operating locally. To get valid
interview results the interviews were held with gany representatives responsible for

social projects the companies invest in.

4.3. Political will participants

By holding interviews with Political Witlecision makers, the authors set to investigate
and understand the attitude towards SIB mecharliteauthors held 2 interviews with
people from the public sector that are currentlykivag on social entrepreneurship pilot
project creation and social policy development.

To understand the State’s attitude tow#rdsmechanism from the financial
perspective, interview was held with the State Suearepresentatives. Approaching State
Treasury was also suggested by Anonymous 5.

Additionally, a member of Saeima (the Ranknt); previous minister of Welfare was
interviewed. From this interview authors could iete not only understanding of country’
strategy in Welfare development and legislatiorattom but also strong insight of the
political environment as such.

Following the suggestion by the expertrfrihveLatvian Association of local and regional
governmentsone of the biggest City Council Welfare departhamputy director and the
head of Employment department were interviewedetdrgsights of having SIB on a regional

level.

4.4, Service providers

To test the service provide capabilitied alentify the topical problems in Latvia that
should be addressed as well as understand thengxgstoperation model with the
government both private and public service proddeere approached. The authors faced
limitations regarding increasing the interviewedvaxe provider sample as several other

interviewees declined or ignored the authors’ retiter meeting due to limited time
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resources and suspicion towards social innovativdats. However, authors managed to
arrange an interview with the director of one @& thrgest NGO — SP in the country that not
only could comment on the relationship with the ggovnent but also provide authors with an
overview of the private sector providers and idgritie existing problems in the system.
Moreover, the authors held an interview with theclior of a Public SP to get insights of the

current social issue addressing models from SPeetise.
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5. Discussion of results

5.1. Political Will
The section focuses on analysing the SIB applitgliibm the Political Will's

perspective. The authors look in to the overals#xg situation followed by innovation
acceptance by the public sector including ovenaéthe on-going social entrepreneurship
activities. It is followed by giving insights oféhPPP experience and commenting on the
most preferable fund attraction means. Additionallythors investigate SIB applicability on

a regional level.

5.1.1. Overview in Latvia
Among aspects of political will that could have f@wver to affect the Social Impact

Bond implementation in Latvia, and were raised miyithe interviews with the political will
pillar representatives, is the fact that the sozaaé focus is rather limited and many urgent
social problems are already demanding immedia¢aitdin from the governmental sector.
(Anonymous 6, March 27, 2015) The Welfare minigmgsources both time wise, in terms
of human resources as well as in financial terrmsicgprimarily be focused on the long term
sustainability which is not in favour of Social lagi Bond implementation likelihood.

Unstable governmental position could pose a paktitreat for the SIB
implementation which could in turn be caused byange of authorities. However, it was
commented by the parliament representative thatrtbk is not so much present anymore. In
the past, that could have been the factor thoughinhshould not be an obstacle. 10 years ago
in Latvia there were clear interest groups withi@dfdayers. Currently there are not as strong
individuals and the overall political environmestnore stable.

Overall, from the interviews (Parliament, WM) th&tfzors conclude that the political
environment is moving in the more socially respblesdirection and will eventually be more
welcoming to such social innovations. In the curssistem, the companies that perform
large scale investments in fixed assets (startimm f3 million LVL) that are afterwards used
for operational activities receive tax benefitsdarertain amount of time. (Ekonomikas
Ministrija, 2014) However, this does not hold farde scale social investments. This is
viewed as lack of consistency in the model, a gap gsimply was not thought through. There
are plans for it to be corrected from the legabkpective in the upcoming time. (Anonymous
6, March 27, 2015) The authors can say that inttdn of such tax benefits would support

attraction of private investment in the social eect
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5.1.2. Innovation acceptance
The basic rule of economics tells us “Once thedeimand, there will be supply”. As

the economy develops, the private market playere bhacome more educated, and have
demanded changes in the state system, to whicstdteis trying to respond. However, there
are several drawbacks in the current processegibatnt the supply from keeping up with
the need for changes.

Overall all ministries support new ideas, howeggiite often the public sector lacks
consistent structure of who should take the respiityg and to some extent the ministries
and departments avoid taking direct responsibiifyionymous 3, March 6, 2015) One of
the problems arising from the issue is postponegproject consideration. To some extent
the private sector participants feel that the gorant is using the postponing tool to avoid
interaction. The support is received on a theaaiktevel, however, it lacks action that would
support the initiatives also on a practical leydl.of this combined creates a slowly
developing environment — with lots of procedured approvals needed. However, one of the
perceptions from the government perspective isittiedduction of new models to some
extant is “playing” with tax payers money as theggmment cannot be completely sure that
the launch of the project will be successful. Mme this is a sensitive question in Latvia
where the resources overall are limited. (Anonymau30 March, 2015)

However, there are several key points that coutthgty motivate the innovation
consideration on state level. One of them is ttaargde of international experience of what
results the same initiative have brought in foreigantries. The other tool is trial of a pilot
project as the initial action towards implementatibhough an expert from a local NGO
admits that also getting pilot project acceptasoguite hard, time consuming and for the
private sector always a fear exists that the ideddcbe cut at any moment by the

government. (Anonymous 4, March 6, 2015)

5.1.3. Social entrepreneurship
According to research carried out by Providus etimated number of social

enterprises in Latvia is up to 100. (LeSinska, 304%Hexamples of social entrepreneurship in
Latvia can be mentioned fashion company MAMMU ttabperates with young mothers in
Latvia targeting the mother inability to fully paipate in the labour market (MAMMU,

2014) or Lude that employs retired people and esedésign rugs (Lude, 2014) However,
there is not a legal supportive ground for soamditepreneurship created in Latvia so far. In

October 38, 2014 the Cabinet of Ministers in Latvia approveel start of development of
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“Social entrepreneurship introduction possibilityliatvia”. (Cabinet of Ministers, 2014)
Currently Social entrepreneurship concept is oeind developed in Latvia under the
responsibility of labour policy department of Mimsof Welfare. The first step towards the
concepts’ introduction is creation of a pilot pajevhich still is to be finalized. The pilot
project in cooperation with Altum is expected tarstn 2016. (Anonymous 7, 30 March,
2015) The second step will be the analysis opitw projects’ success. If the results satisfy
the governments’ expectations, respective moditioah the jurisdiction will be created and
the concept will be implemented. From the intengd®Rublic SP, WM, Parliament) it can be
concluded that pilot project is an acceptable angbime extent tried out tool for introducing

innovative models.

5.1.4. Public-Private partnership
From the past experience, the government has smspigarding entering a contract

with the private sector player. The overall permapts that the private sector is profit-
seeking and initiation of social benefit seekingnsisual, therefore considered with caution.
(Anonymous 3, March 6, 2015) In the governmentasentatives’ eyes PPPs are
complicated mechanisms and they have to be contplaghieve value for money.

Moreover, the benefits for the State have not laéy discovered, and looking at the past
cases, the deals have been more in favour forrthate sector. (Anonymous 8, April 1,
2015) In Latvia there are previous examples of PRRe areas of transportation,
construction and others. (Baltic Institute of Sb8eaiences, 2010) However, the authors can
conclude that none of the projects are with antaisupport social/health care sector.
Representative of the Parliament believes thdterupcoming years there will be such

contract established and the industry is movincarol it.

5.1.5. Fund attraction means
The members of State Treasury shared their opwfi@iB as a tool of attracting

financing for the social projects, however dispthyeore preference towards the plain vanilla
instruments (Bonds, T-bills) as a means to atirastors. The reasons will be discussed in
the following paragraphs.

Plain vanilla instruments are clearly understanelablthe investors. Moreover, they are
comparable to bonds issued by other countries dsaséhey are liquid. As a consequence,
for the regular bonds the investors from the vesgibning can evaluate the underlying risks

due to previous knowledge and due to internationaiparable data availability.
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In comparison to bonds, SIB mechanism is more cerairstly, it would cause
problems attracting investors as more explanasoreeded regarding the structure, benefits
and risks regarding the concept. Secondly, frongthernments’ perspective the
complicated mechanisms are more expensive andawdiiB model introduction (especially
if it is performed on a smaller scale) it is naal if the benefits of having such mechanism
would compensate for the initial costs of creattn@herefore if possible they would
preferably avoid participation in complicated spsuThirdly, the current project
management is more efficient and from the operatiparspective a SIB would require a
shift from the “managing one pool of assets” to fraging every project individually”.
(Anonymous 10, April 1, 2015)

5.1.6. SIB specifications

Lower level of political will participation

A senior advisor at Latvian Association of Locatld®egional Governments, shared the
opinion that it might be hard to get acceptanc8I8fon a national level, however, that a SIB
contract with a municipality could be consideretisTis due to municipalities usually being
closer to the people that they are representinglarsimore open for discussion regarding
changes. (Anonymous 1, 27 February, 2015) Thisvige lead the authors to a
consideration whether the SIB could be created aitlaim to operate within the
municipalities’ region where the representativéhef public sector is the municipality.

Every individual municipality operates within thmework of their budget. The
regulation states that the total debt level thatrtunicipality can undertake is 20% of the
total budget. If the municipality fails to operatéhin the limit, it is overtaken by the
Regional Development Agency. (Anonymous 8, Apyi2Q15) Due to this rule two crucial
limitations arise regarding municipality particifwat in a SIB deal. First, due to the limit the
municipalities fear undertaking any project in aricof debt. The second being that even if
the individual municipality can afford levering itfhas to receive an approval from the
ministry of Finance. However, as the experienceamfal city council shows, they are quite
negative towards increasing debt level.

Overall the municipalities do not have completeflem to manage their budget. If the
individual municipality is strongly in favour of dertaking the project, the best they could do
to increase chances of receiving support from themment is to make their suggestions —

economic and social calculations, analysis of #necfits. This procedure is very strict when
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it comes to PPP, however, if the project does antefrom the financial accounting
perspective in the form of debt, the municipalisn®perate more freely. Moreover, if the
government sees the project as PPP, the munigipaéds to follow PPP legislation that
includes market analysis, a lot of evaluationsparations and documentation. Overall PPP
projects are viewed as expensive and time consurhiogever, at the same time Local City
council’s attitude was welcoming — they understdrad private SPs could ensure more
efficient services and are open towards partlytisigithe health care and social care
responsibilities to the private sector participaiiits achieve this efficiency, however, a
substantial amount of investment is required. Unfately, not always the municipality has
the capability to attract the funds individualllgetefore a SIB mechanism would be

beneficial to close the gap.
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5.2. Investor pillar
The following section is aimed at investigating &éxent to which a Social Impact

Bond mechanism could attract initial investmenntfrthe private sector in Latvia. The
authors first turn to the international experiefarean overview of the investor-related
aspects that are common for SIBs to give the remdeasp of what needs to be present for it
to work. The section then turns to secondary dadkirterview result analysis to see whether
the social investment sector in Latvia is of sudintly developed level and what the gaps that

need to be closed are in order to be ready foutigerlying SIB framework to work.

5.2.1. International SIB cases

Returns and investment scale

Initial contribution from the investors for the Salcand Development Impact Bonds in
the development and implementation stages histlyrisas been in the range of 1.4 to 35
million U.S. dollars. The upper bound are the ddorestments being put together in the
developing countries, like Mozambique, Pakistanatitp and others where the amount of
money raised has to be sufficient to address esheornery problems. The principal raised
for the SIBs in already the implementation stageyes from 6.4 to 18 million U.S. dollars
(Instiglio, 2015) However, the initial contributiaepends on the needed actual amount to
solve the chosen issue, therefore the scale ibléeand can be scaled down to fit the social
investment levels in the respective economy. lukhbe noted though, that the international
experience suggests smaller SIB scale usually implymaller returns for investors.
(Anonymous 15, 23 April, 2015)

The return on a Social Impact Bond varies greatlyashding on the location where the
SIB is implemented, the involved parties, the ulyileg social issue and the case-by-case
circumstances. (OECD, 2015) However, there has begaat deal of discussion on the
appropriate range of the return for social impaeesting. (WGAA, 2014) The OECD
suggests the upper and lower bounds for the exghsotdal investment returns in their paper
Social Impact Investment: Building the EvidenceeB&X)15) The lower bound is
characterised by donations that imply that the ritmunied money is not returned to the
investors, and that by definition cannot be rega@®investments. The upper part is capped
by the risk-adjusted market rate of return as itnaesits characterized as having such a high
or higher return could not be differentiated frdma tmainstream profit-oriented investment
opportunities. The OECD paper authors note thabme cases the return of social impact

investments exceed the MRR benchmark. Howevekdliedea of social impact investing is
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contributing to a social cause. Thus, such a hagtrn should not be incorporated in the
investor expectations as else way it would viotageessence of social impact investing.
Table 1 presented below provides a summary oftdliityi attributes for Risk Adjusted

Return Expectation used in the paper by OECD. mtexview with a representative of Social
Finance UK, revealed that most commonly the taflm investors receive when it comes to
Social Finance UK projects has been in the rangetof8 percent. (Anonymous 15, 23 April,
2015) In the potential SIB investor research cdraet in Canada prior to the introduction of
this mechanism, the surveys revealed that mosteofdspondents characterised as potential
Canadian SIB investors expected return in the rahgeto 10 percent, and a close runner-up

being 10 to 15 percent range. (Deloitte and Marst@dor Impact Investing, 2014)

CHARACTERISTICS Attributes of the Characteristic Eligibility”
Grants ouTt
. Return of Capital IN
i Profit =< market RR IN
Profit > market RR ouT

Table 1 Eligibility attributes for Risk Adjusted Return Expectation. Table created by OECD. (OECD, 209)

Investor profile

On an international level the following investoes/a joined the SIB mechanism so far:

¢ Goldman Sachs

* Bloomberg Philanthropies

¢ Bank of America Merrill Lynch

* Robin Hood Foundation

* Rockefeller Foundation (Pay For Success, 2014)

* Fair Chance Fund

¢ Help for Single Homeless fund (Civil Society, 2014)

Concluding the current SIB participant list frone timternational experience the biggest
investor groups that can be identified are investrbanks, philanthropic investors and
foundations. Researches focusing on investor profibther countries showed that the
features of a SIB that attract the investor intemesst and create positive associations were:
the possibility of social contribution, effectivesseand innovativeness of the approach, shift
from remediation to preventative programs, finaheégurn, and the underlying form of
partnership (presented in a descending order)irfteenational investors were open for
consideration of a wide variety of social issuepa@tential target for a SIB. The biggest
threats and concerns coming from the investor petsge included the rather young age of
the investment mechanism itself, and thus a pamepf lack of concept’s development,
impact measurement difficulties, regulation issagsvell as transaction costs. (Deloitte and

Mars Centre for Impact Investing, 2014) What cduddmentioned about previous investors
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in SIB overall is that they come from countrieshasufficiently developed social investment
sectors (Anonymous 15, 23 April, 2015), which, gitkat Latvia does not fall into this

category, suggests a potential obstacle for futmdaiiton for a SIB in Latvia.

5.2.2. Social investment overview in Latvia
In 2011 the total amount donated for social bemefianizations was 35,9 million LVL

out of which 24 million LVL was donated by privatempanies and 2,6 million by
individuals. The Social benefit organizations teieived the biggest donations were —
Latvijas Pasvalibu Savieiba”, “Latvijas Olimpisk komiteja”, “Fonds “Ziedot™, “SOS
bernu ciemati”. (VID, 2013) In the same year the fogonators to invest in CSR activities
were the following — Latvijas Valsts Mezi, Latveger Latvijas Dzelzds, Rgas Siltums,
Latvijas Hipotku un Zemes banka. (Delfi, 2011) A conclusion cardtawn that the

majority of investors that are investing throughRC&:tivities are state owned enterprises.
However, SOEs would not have a rationale to entamaract with the government (with the
potential to receive a return from it) which is@stacle that limits the amount of potential
investors for a SIB mechanism even more. The takgdhat the pool of investors is limited
when it comes to social investments/donations Wwsssupported by the interview results.
(Anonymous 3, March 6, 2015) Yet private sectorkatplayers that care about the welfare
and social development in the country, are conlstaeeking for new opportunities, more
innovative and result achieving projects, and @enao consider various proposals are also
present. Moreover, for these institutions/compaaigslable funds for future activities are

expected to increase. (Anonymous 16, April 27, 2015

Changing economic situation

In the pre-crisis period the profits one could reedrom the real estate market were
insanely big. In no other place in Europe one ctwatde experienced the same financial
performance. The returns could have been comparetreturns of operating in the market
of illegal activities. (Anonymous 6, March 27, 2015

However, currently almost all of the potential @&aere investors could retrieve fast
and large return are exploited. Therefore, thegyion of what adequate profit ratios are
will have to change. Currently health care andadamare are not seen as potentially holding
opportunities for profitable business, howevergality they can bring stable long term
income. (Anonymous 6, March 27, 2015) Additionathe representative of the parliament

provided an argument supporting her opinion thaitadly responsible investment tendencies
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should change in the favourable direction by pagtut that Latvia is facing an aging
population issue. It has to be taken into accchettin a few years this problem will already
have economic and financial implications on thesp@msystem and consumption structure
in turn affecting institutional investors, suchpaivate companies, directly. It will be realized
by these investors, and that could be a factorwgaging social investing from their side.
(Anonymous 6, March 27, 2015)

5.2.3. SIB specifics

Appropriate return

The interviews with potential social impact investo Latvia revealed that even
though such a mechanism would still be primariswwed as a social contribution vehicle, the
average Latvian investor might consider the finah@turn feature as a great motivator. It
was described by the investors as a “package défafing actual return in the current
environment of remarkably low returns on governmmntds, and suggested that it most
likely will be viewed, by at least some invest@s,a “business opportunity”. The latter has
several implications. (Anonymous 5, March 6, 20Eaistly, it implies that the return
specification would be an important determinanthef amount of funds this mechanism has
the potential to attract in Latvia. Secondly, fioirms that calculating and presenting exact
return a particular SIB would offer is requiredoirder to tell the specific number of investors
and, consequently, identify them.

The interviewing process also lead to various partiommenting on what, to their
mind, would be an appropriate return for a socrglact investment in Latvia. An expert
from the NGO sector, who has extensive experientesacial entrepreneurship and social
innovations in Latvia, expressed the view that eemigh there is a perception that a social
return should be equal to 0 percent, there is parant gap in the number of socially minded
investors in Latvia already. Based on her expegetite interviewee believes that
introducing a return aspect could help change ge®plerception that the social contribution
can only be “giving money away” and motivate moeeje to get involved. (Anonymous 3,
March 6, 2015) However, the mentioned intervieweevall as multiple others pointed out
their concern that the return should not be toar@sgive either. According to a
representative of the Welfare Ministry, too bigaafeturn might not be understood by the
investors and could even be an obstacle to attigaotivestment — given the Latvian mentality

it would most likely be associated with unreliatyilishady deals and schemes. A research by
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Talis Putnp$ and Arnis Sauka (2011) identifies high levellddow economy in the country
(38,1% of GDP) which is almost twice the amount panng to other Baltic countries, as
well as level of bribes is extensive. Thus sucloeissions are not uncommon and could be
said not to be surprising. As a benchmark for hygen bound the interviewee mentioned
below 15 percent, and emphasized that what, tonlived, investors would be looking for in
this and would be attracted to is a return thabisbig but rather stable in the longer term.
The investors backed up the point about the sizeeofeturn by commenting that in order to
attract attention of a broader audience thoughnsttlcause suspicion and caution, it should
be somewhere in between the Latvian government pigidis and the yield offered in the
equity markets. (Anonymous 5, March 6, 2015) Ihifine with the financial economics
concepts emphasizing the risk signalling featureigih returns. Moreover, the investor
comments and takeaways are consistent with theestiggs brought forward by the OECD.
(OECD, 2015) From these observations combined thélreturn presence to a great extent
increasing the probability of attracting Latviawestors the authors conclude that the most
appropriate return for a Social Impact Bond in iatvould be above the long term

government bond yields and the equity market return

Issue alignment importance

In the papeAssessing the opportunity to improve social outstheugh the use of
social impact bond&inance for Good, 2013) it is emphasized thattengt to attract
funding through a Social Impact Bond mechanismtbd®e supported by targeting an
appropriate social issue. In the light of invegterspective that implies being in tact with
investor interest. Such a necessity arises dugetongjority of investors being more
philanthropically driven rather than solely weigfgfithis investment opportunity based on
risk-return relationship. The authors investigaie $ocial issue alignment importance in
Latvia by looking at the insights obtained in theerviews with potential investors and
experts that have experience in cooperation wiimth

From the interview results the authors concludéttie choice of the specific social
issue might have a slightly smaller impact on theestor attraction aspect than it usually
does, as in Latvia the return on a social investrisea new concept and it could function as a
counterweight for some investors if the issue afich is not perfectly aligned with their
primary interests.

However, the alignment of the issue with the ingestinterest is still an essential

point. The specific interests of institutional ist@s depend largely on their internal values
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and restrictions, regulations within the institutahen it comes to social investments.
(Anonymous 12, April 1, 2015) Nevertheless, theniew results suggest that there are
certain things to be considered here that playeaae a more macroeconomic level. The
authors conclude that a reputational consideragistrongly present among the investors in
Latvia. It was uncovered during the interviews thia¢ of the reasons why at least some
companies contribute to social causes is to imptoegeompany’s reputation, even if that
does not play the central role, it has weight endlecision making process, and,
consequently, would have several implications &Baintroduction in Latvia. Firstly, it
could be hypothesized that it is not the most amsiges that stand the chance of attracting
sufficient investment, but rather the ones thatrhe centre of attention in the society.
Further on, the first statement combined with titerview insights about the Latvian
mentality allow to narrow the range of social isstieat are most likely to be funded even
more. The interview with the head of a public S@ulght the authors’ attention to the fact
that there are certain inveterate perceptionsdrsttiety, investors not being an exception,
that some of the social causes are more noblentwilsote to, such as supporting children,
and thus, having the potential to raise the coutoits reputation more effectively. In the
investor context, this informs that the issue atigmt with the society’s view should also be
considered as choosing a controversial issue treadgl@t this stage in Latvia could cause
struggles to attract financing. This point was agpported by the head of another public SP,
who has experience with both attracting investastackling various social issues, and said
that it has to be taken into account that a ldineé has to pass until the society is ready to
really accept some of the social issues, like migridésabled people integration in the
society, and be tolerant towards it not only oheptetical but also on a practical level. For
investors that implies that sometimes supportirghsssues might mean that they will be
held responsible for bringing this issue closeth®society that would otherwise stay
ignorant in this aspect. (Anonymous 13, April 713D

Although the reputational importance seems to Ippasded by many interviewees, it
has to be noted that it is not the case for athefpotential investors. There are still
companies in Latvia that donate or in some other ezmtribute to social causes without
publicly announcing it. (Anonymous 5, March 6, 2DE6r them, as it was pointed out
during interviews, the question of reputation wontd be a determinant of which problem to
contribute to. Rather it would then be determingeither the actual sensitivity and
topicality of the issue, alignment with internaldrests, the return profile or, most likely, a

certain mix of these.
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Openness to innovations and unfamiliar setups

A Social Impact Bond usually takes a complex seiogh a form that is not present in
Latvia. This implies that certain willingness tagage in unfamiliar and innovative projects
and arrangement has to be displayed by the govertrane the potential investors as well as,
to a lesser extent, service providers. In ordexjore whether such openness is present
among the potential investors the authors addrabseduestion during the conducted
interviews.

The takeaway from the interviews is that from tieeistor point of view the
innovativeness of mechanisms is not a crucial chstét might not come as a surprise as it is
a common view that businesses have to be openvamdinovation seeking in order to stay
competitive in the market. Some investors have displayed an opinion that for many
companies this mechanism, while being of a differexture, would still not be the most
complex setup they have dealt with. (AnonymousAk#ijl 1, 2015) However, when talking
about attracting attention to unfamiliar investnsemis a SIB is, it is at the same time
essential that the investors get gradually intreduend familiarized with the concept,
structure, the underlying processes and risks twilliag to invest in it. It is also important to
note that for investors it matters that not oniptifully understand the mechanism but also

all other involved parties. (Anonymous 5, Marct2615)

Cooperation with the government

An important issue that could pose a threat tartiementation of a Social Impact
Bond if not present is investor willingness to egg@n a deal with the government. A SIB is
in essence a financial contract between the twgsavhich requires a close cooperation
over the contract’s lifetime. Since in Latvia tlopic of corruption and schemes is still vivid
and receives a lot of attention, the authors ingatt whether this issue could pose a threat
for investor participation during the interviews.

Even if the perceptions about high level of coruptare stagnated and outdated to
some extent, not reflecting the actual nowadayssdn, solely the perceptions themselves
can be an obstacle for a SIB implementation akerend they are what determines the
willingness to participate in contracts as suchcakding to the representative of the
Parliamen{March 27, 2015)Public-Private partnerships in general in Latvia ttaa great
extent be said to have a negative reputation wihesnies to the level of transparency and
integrity due to questionable experience in the. pdee previous Welfare minister, pointed

out that some of the most vigorous examples coora the financial crisis period of 2007-
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2008. It is apparent that the corruption risk dmlfear of corruption could pose a serious
threat to more complex mechanisms, as it comes laiim of the parties central to this
agreement and it damages the trust in the coumtgipatentions and fair conduct.
(Anonymous 1, 27 February, 2015) On the societadllthis problem, however, cannot be
changed very easily, quickly, there is no clear waw to do it. It requires time in
combination with continuous effort from the goveemhin the form of programmes
addressing the ingrained views that “PPP is onbuaibtealing”. (Anonymous 6, March 27,
2015)

The interviewees from the investor side have atsotpd out the doubts surrounding
the possibility to enter a public-private partngpstiowever, in addition to that several other
points were raised. Firstly, it should be noted theestors displayed interest in rational
solutions to that. For instance, it was noted thatpossibility for the investors to supervise
the process could be a significant means of addig#sis issue, such as involving investor
representatives into the activities of the interragdthat organizes and supervises the
process. (Anonymous 5, March 6, 2015) Moreoverfridmmework of the SIB usually also
involves independent parties, the sole purposehatiwnis to supervise the entire process and
ensure its quality and fairness, which could warlaaufficient guarantee for the investors.
(Centre for Social Impact Bonds, 2013)

Another viewpoint of investors that should be ndtethat this particular setup is not so
much about the trust in the government but ratkeéebin the service provider capability and
fairness as it is them that are directly trustethwhe capital and whose effectiveness
essentially determines the investors’ return. (Amoous 12, April 1, 2015) Thus, the chosen
supervisory body has to also have the capabilitgégh the preventative programme
implementation level of the SIB framework and eesinat investors’ money is being put
into the best use. Regarding the trust in the gowent, the mechanism can once again be
considered to simply be a financial agreement betwibe investors and the government as a
promise to repay the principal and the promisedrnetif simplified this way, it would imply
that it all comes down to investors’ belief in ty@vernment’s ability to repay the promised
money, which is at the core of regular governmemids, and as it can be seen from the
report by the State Treasury of Latvia there is aednin the bond market. (Valsts Kase,
2014)
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5.2.4. Investor feedback about SIB setup
Some of the interviewees were presented with afaeagion of the Social Impact

Bond mechanism specifics. Apart from the abovegresl points there were other issues
raised and feedback given by the investors thatvaréhwhile to consider.

The investors have expressed their opinion on Wit think government’s standpoint
should be towards this setup. The consensus iogimeon was reached, namely emphasizing
that logically the government should display ingtiie the SIB as it is an alternative means
for addressing social issues which is addresshdraay, and if put in a very primitive way
it simply offers them avoiding paying for failunrdowever, investors seemed to think that it
is not that much about the government being abseéothe benefits of the mechanism but
that it rather comes down to them being open tovation and change. (Anonymous 12,
April 1, 2015) The openness to innovative and éveagolutions would in turn signal to the
society that the government really cares aboustiogety and is searching for more efficient
ways to solve existing problems. (Anonymous 5, Ma&c2015)

Several takeaways could also be highlighted whearites to the exact SIB features
formulation and the form in which they should begented so as to appeal most to the
investors. Firstly, in addition to knowing the ekaeturn on their investment, the investor
representatives also pointed out that in ordeoteiude whether they would be considering
such an investment they would pay most attentiasther calculations like efficiency of
service providers, their capability assessmengrivational experience, success rates and
outcomes turned out to be of secondary importanttenithis pillar as it seems that people
are sceptic about the result transferability duapparent economic development differences
between the countries where the SIB has already ingg@emented and Latvia.

Just like the governmental sector representatthiesnvestors have commented on the
appeal and benefits of a gradual introduction amglementation of projects that have a
somewhat comparable profile to a SIB. The authars bence, draw conclusions that a pilot

project would be accepted by both sides and might the concept gain trust and familiarity.

5.2.5. Potential investor groups discussion

CSR companies

Companies heavily working on their CSR activitias ©e considered as one of the
potential investor groups. The private investokeated that there are often restrictions
within the companies’ CSR policies stating that méneer the activity aims at increasing the

company’s reputation, it cannot be viewed as CSRdiher as a promotional activity.
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(Anonymous 12, April 1, 2015) If this applies te@ficient number of socially responsible
companies, that would imply that attracting CSR panies as investors for a SIB could
solve the reputational problem pointed out by thestors.

For the majority of the private companies the C®8jguts are created both by an
internal and external initiative. However, eachiaf projects has to be approved by the board
of directors. A key point for the activity is toveathe same mission and values as determined
by the company. However, in reality the companyidied CSR interest areas are quite
wide and a lot of projects can be tied under thre a@ea. (Anonymous 12 and Anonymous
16)

Investment Banks

Latvia due to its financial market limitation couidt follow the international
experience and attract major investment banksw&siar sector participants for the SIB
mechanism. In fact, there are quite few possiblestment banks that could be considered in
Latvia — the role could be filled by banks operatom local level through their risk

management projects.

Foundations/Funds

There are several foundations that could potentialinterested in such investment —
“Vtolu fonds”, “Oak funds” and others. However, thaievious donations have not
exceeded 0,5 mil. EUR limit, thus considering simtestors would support the necessity to

attract a pool of investors.

Others

Foreign NGOs, investment banks and private comgatgald be a potential target
group. However, from the experience of LSA it cancbncluded that attraction of foreign
financing is time consuming. (Anonymous 13, ApriD15)

Overall, the authors can conclude that even tholigie are some potential investors in
Latvia, the investment size that they have the cpto undertake would be on a smaller
scale than the average one on the internationel. IBloreover, most probably a pool of

investors would need to be created to attractulidimancial amount needed.
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5.3. Service Provider Pillar
5.3.1. Public versus Private Service providers

Shift in the model

In USSR regime all social/health care sector wasatpd by the public sector. After
regaining independence in the early 1990s NGO |ast\BamarieSu Apviépa initiated a
shift to private SPs. The very beginning was quotegh; following the leftover ideology the
government stakeholders could not understand weywmuld even suggest such shift.
(Anonymous 13, April 7, 2015)

The shift took approximately 20 years and it wasykd due to the following factors:

» Public sector fear of the private SP ensured guafil how the model would
function in the long term;

* Municipalities were used to the old system thatHem feel safer as they held the
power of the industry quality and they could pariarlose monitoring.
(Anonymous 13, April 7, 2015)

The authors can conclude that initially there wetgensive trust issues from the state’s
perspective towards the capabilities of privateiserproviders, however, now the trust
issues are gradually being resolved and the cobperaas become more open when it comes
to social and health care.

Riga and Ventspils municipalities have the moseesive service provider outsourcing
from the private sector. (Anonymous 13, April 718D And the cooperation takes place in
several forms — ministries and private sector, wipaiities and private sectors, state agency
and private sector, municipality together with stagency and private sector. (Anonymous 2,
3 March, 2015) Overall the state is operating leyrttethod “money follows the individual” —
where the patient has the opportunity to chooseevttereceive the treatment, in private or
public institution. When making the cooperationtwiirivate sector institutions a negation is
made that the state covers the patients’ expengdbs extent they would in a public SP, the
difference has to be covered by the individuals\ddymous 6, March 27, 2015) The authors
conclude that the current move towards opennegsuate SPs signals that the government
could be welcoming towards shifting the respongibib private SPs which is a crucial part

of SIB mechanism.

Environment for NGOs

From the data gathered from the interviews withRhdiament, Ministry of Welfare
and the biggest NGO in Latvia — LSA, the authors canclude that the NGO in the current
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system operates as a player between the privatar ggwestors) and the public sector
(government, municipalities). NGOs individually rd#ies a problem and creates a solution
for it and afterwards hold negotiations with thédlzisector trying to achieve the idea’s
implementation. The head of private SP says thegt #ine creating the programme how to
achieve the goal, they create the legal and adiratiige framework that is given to
municipalities for them to even start considering hew approach. However, from his
insights the authors conclude that the overallmvnent for NGOs is not stimulating
because a lot of effort is required to achieve gowvent’s consideration for the chosen
opportunity. Due to this a lot of NGOs are closed/d or become inactive and only the
biggest and strongest NGOs with an extremely stwiligarry on their operations.
(Anonymous 13, April 7, 2015)

5.3.2. Comparison

Innovation perspective

“Overall the function of NGOs is really interestirghey are created when the society
understands that some problem is not solved othiea¢ are efficiency issues” (Anonymous
13, April 7, 2015) Demand for the shift from Puli® to Private SP was initiated by NGOs,
the social entrepreneurship concept is initiatethdtyr — NGOs and entrepreneurs. These are
few examples that NGOs patrticipate in achievingirations in the whole operational system
among the three players — private sector, privatepanies and NGOs.

Additionally in Latvia several NGOs have createdawative projects in social and
health care not only on national but also inteoretl level. A great example is LSA project
“Apripe nijas” where instead of taking people from sparselyutated areas and
transporting them to regional care centres, tharaggtion built a machine which operates a
health care centre on wheels. This model is anviaitnan on an international level.
(Anonymous 13, April 7, 2015)

Also private SPs that operate with a larger profirgin have the capability of
innovation perspectives and are moving towardgthknthropic area. As an example can be
mentioned the Centre of aesthetic surgery whengld®sosmetic correction, facial surgeries
and other plastic surgeries, people can also redeimd microsurgeries that are supported by
state-funded programme. Here though, the authaes toehighlight that it was achieved by

performing a research of how much higher the gawnemt’s expenses are (by taking sick
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leaves, becoming disabled) if the problem is nieemacare of at the initial stage.
(Anonymous 6, March 27, 2015)

The authors can conclude that private sector pagier more innovation seeking which
lead to more efficient outcomes achieved regarthegensured services and outcome
measurement methods. Private NGOs in Latvia havedpability and will to create new

service that can outstand in the local as welhtsmational market.

Efficiency and capacity

The question of efficiency is still an open-debate the opinion differs from private to
public sector. In 2005 Riga city council let LSAestake the service of home care. In 2006
with the same financial resources LSA as a SP aetiiBvo times better results — the number
of people served. (Anonymous 13, April 7, 2015) ldeer, at the same time it is not clear
whether the introduction of private sector is theveer to the current model’s gaps.
(Anonymous 6, March 27, 2015) Even though the sbifirivate SPs is complex, they can
potentially ensure efficiency in the long term. @Rymous 10, April 1, 2015)

One of the aspects on which private SPs overcompuhlic ones is continuity. Public
SPs lack a united system in between each othdrasdf tan individual is moved from one
union to another he would receive continuous suppar example, a mother is living in the
crisis centre for 3 months, during the time sheravided with public service, she establishes
a future plan, etc. However, once she leaves the#ezghe support is monitored by another
institution. There is a gap in how one institutmmntinues the work of the other. Due to this
many people cannot fully integrate back in the estycand experience relapse coming back to
the crisis centre. (Anonymous 13, April 7, 2015)

Currently NGOs operate in the local level, LSA expéd that they would have the
operational capacity to provide the whole countithuts services in certain areas — for
example home care. However, the required invessrergxpand are quite substantial and as
the investment attraction takes a long time, thgaagion on national level would take

several years.

Result

From various interviews with the NGO representatife authors can conclude that in
some occasions the determined aims from the govarhperspective are blurred and
unidentified. Regarding the service providers andeustanding how problems are solved in

practice, a difference in underlying aims of pulalicd private service providers can be
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identified. For the government the key point ibtsure the service while for the NGOs it is
important to actually achieve the set result. Einguthe service is a part of achieving the
result. As an example can be mentioned the opesdtgirategy of private/public crisis
centres. For public ones the aim is to ensuregbertything is in order for the individuals to
successfully live in the centre. While for the pttiv crisis centres the aim is to achieve that
people once leaving the centre are integrated imaitle society. In Private centre Avhs
centrs” 80% of the individuals return back to toeisty, the average ratio for public centres
is only approximately 40%. (Anonymous 13, AprilZD15)

Another key point is the debate of preventativesusirehabilitation programmes. The
public SPs focus on rehabilitation rather thanpgfeention. (Anonymous 2, 3 March, 2015)
The individual has to be diagnosed with a probleenis grouped with others and then within
the group the public SPs provide the service. Thesé¢he consequences of social regime and
its effect on people’s line of thought. On one hasatial workers should be able to predict
the accidents before-hand and work on preventatiogramme creation. On the other hand,
the emphasis is not encouraged by the governmaetciirrent model is easier to operate
with because the state has to work only with tlubdiem once it has already happened.
Moreover, technically it leaves a place for hopat the need for prevention could be avoided
completely. However, within the mechanism of SIBeamphasis is put on the preventative
step and in Latvia private SPs focus both on réitation and prevention. According to the
head of a private NGO SP in all areas there are §NtB&t could operate in the preventative
area.

From the interviews and gathered data the autlmr®do a conclusion that the
majority of support (77%) from the state to theiwalials come in the monetary form.
(Appendix 2, table 2) Moreover, this is the highegio in Europe. If we look at this aspect
on an international level, US, UK, Japan and Alistiavest almost the same amount of
support in form of cash as in the form of serv{@ECD/European Union , 2014)
Additionally, Latvia has one of the lowest ratidshealth care spending as % of GDP.
(Appendix 2, table 1). The existing WM budget dimition strategy has an additional
drawback — from experience one of the SP pillarinewees could comment that the money
not always is used by the receiver personally atlter the individuals’ relatives and

perceived as additional income.

Cooperation with the investors

The current cooperation model is based on theuiatig means:
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* Financial support
* Support by providing with goods
» Support by investor actively taking part in thegitrachievement

Attracting financing from the private sector for G is time-consuming and a hard
process. The NGOs themselves always need to entti@t cooperation. Also for the majority
of the projects the form of cooperation NGOs achisvonly project based. (Anonymous 13,
April 7, 2015) Moreover, a conclusion can be drdhat the companies, that invest most in
social projects, are state owned enterprises abdéon one of the missions is to give back to
the society through CSR investments. (AnonymoudAp2j 1, 2015) Once inviting the
company to contribute to a social problem, theeesgveral cases when the company
internally creates a supportive project to the fmwband that is their form of involvement.
Also companies support the projects by providinthuwhie company manufactured goods, for
example chairs, repairmen tools etc.

NGOs in Latvia also attract financing from inteinatl partners — foundations and
private companies. This is achieved through pg@dioon in international exhibitions,
seminars and fairs. Though the support from bifg@ndations is limited as Latvia has quite
a strong NGO sector while other countries do rattefore, the big foundations prefer to
support the NGOs that are in a bigger need. Fanple Samaritan International would
rather support NGOs in Lithuania, Georgia and Ulgaivhere the organizations are still in
the development stage. Also for these organizati@#s contributes donations in several
forms. (Anonymous 13, April 7, 2015)

Municipalities also try to attract financing indiially for social investments from the
private sector, however, they have different medthswever, if they cannot reach their
target groups, the experience shows that they apprNGOs that could help them by
attracting financing through their pool of contagta example of such cooperation model is
the creation of night shelter in Ventspils, whdre initial investments to build the shelter

were attracted by LSA.

5.3.3. Problems

Measuring outcome
One of the key points for reaching a successfulehisdthe ability to measure the
impact. The measurement according to OECD (2044 ake one of the following forms:

* Qualitative (for example improving education avhilidy);
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* Quantitative (for example decreasing the numbgreaiple that increase drug
addiction relapse after treatment);

* By the monetization of outcomes (for example addin@dditional benefit for
all of the treated individuals and society as al&ho

A key point for all results is to have impact measoent in order to understand the
project and investment’s actual social impact. (OEuropean Union , 2014)

From the interviews with Parliament and WM repréatves the authors conclude that
the current approach of how the state measuresatigiities’ success lacks sustainability
and efficiency. The used methods are taken froermational experience, however, the
previous Minister of Welfare admitted that it hash hard for their ministry to show the
Ministry of Finance the calculations of economid @ocial benefits for projects.
(Anonymous 6, March 27, 2015)

As it is not a common approach to provide extenafter-project analysis due to lack
of competence. (Anonymous 1, 27 February, 20153 rffore, the numerical measurement
system could be viewed with caution by all of tlaeties involved when it comes to SIB
introduction.

As a conclusion, the authors can say that the ledion framework would need to be
provided by the intermediary while taking into agnbthat in-depth explanations are needed
as the majority of involved parties would not beassvof such concept beforehand. By
having clear explanation and argumentation, mutaeéptance of the measurement can be

hoped to be achieved.

Choice of the problem

In Latvia people happily donate to certain socgtyups such as pensioners, small
children. However, experience shows that the suppaarried out until the kid reaches the
age of 18. (Anonymous 13, April 7, 2015) Nevertkss]ea bigger number of organizations
and individuals that currently are contributingaidressing social issues related to
pensioners and children could signal that thesmlspmblems might have a better chance of
attracting sufficient investment in Latvia if chosas the target for a SIB. Moreover, these
are the fields which have been previously addrebgetdSIB in other countries, thus,
simplifying the challenge to define the measurapitetrics and process as well as helping
gain the trust of the involved parties.

Regarding choices of other problems, from the ui¢svs held with SP, the authors can

conclude that people are quite intolerant towasdtam groups of the society that are in need
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of help. For instance, disabled people and drugctldre stigmatized with respect to support
from the society. Inhabitants refuse to, for exaampllow construction of stigmatized people
care centres in the neighbourhood. (Anonymous 6¢cMa7, 2015) Thus, such problems
might face difficulties in attracting investorswasll as gaining society’s acceptance if
considered as a SIB target.

However, some of these stigmatized problems arecésfy acute in the context of
Latvia. For instance, youth drug addiction - Estiohiatvia, Greece and Lithuania are the
countries with the highest number of HIV casesrp#iion inhabitants and the overall
number of cases since 2009 has increased in L&tvthe same time Latvia stands out as
one of the countries where individuals in a neettezditment from drug addiction do not
receive it (only 5% is said to be rehabilitate@MCDDA, European Drug Report, 2014) In
Latvia prevalence cannabis usage among the 15dr6oj& group schoolchildren has
increased from 16% (2003) to 24% (2011) and theease is one of the highest of ESPAD
countries. (EMCDDA, Country overview: Latvia, 201@yrrently the treatment is provided
by both — public and private service participahtsyever, their capacity does not fulfil the
demand. Such numbers suggest that an innovativeféextive solution in such area would
be especially beneficial, thus, it is importanateady now take measures, for example,
educative programs, that could address the negagireeptions in the society which might

prevent such noble and urgent causes from attgatiten funds that are needed to address it.
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6. Limitations and Implications for further research
Due to limited time and resources available thekwefacing several limitations that

the authors see as potential directions for funtesearch.

Firstly, the authors do not consider constraintdtie SIB implementation from the
legal perspective due to lack of knowledge in tteaand the time-consuming nature of the
option to perform a legal analysis. However, it waised by several interviewees as a crucial
point, thus, an implication for further researctghtibe to research the legislation that has to
be in place and the legislation changes that hadedtake place in other countries to make
the legal environment ready for the SIB.

Secondly, the authors of this work believe that tiriea of research in Latvia could be
further improved by complementing the interviewise For instance, interviewees from the
investors pillar included foundations and corpanasi investing in CSR, however, the
interviewee list could be improved by adding moaalrepresentatives, specifically people
in such positions that could look at the SIB med$rarfrom a more extensive investment
perspective. As another example it could be saitlttte work could be improved by adding
more large corporations that operate on the intexmal level and are also present in Latvia.
As these companies are usually taking up somelbeninded initiatives as well as have the
capability to operate with larger funds, it woulel Vmlue-adding to find out what their
attitude towards SIBs would be. Additionally, theleors were not able to arrange an
interview with a direct representative of the Minjsof Finance that would give better insight
of the government’s perspective from the finanstahdpoint. The same limitations on the
interviewee list can be mentioned when it comeh¢oService Provider pillar — the authors
faced a difficulty in arranging meetings with direepresentatives of some of the NGOs that
could be considered as potential SPs for a SIBs,Ttuther developments of the work could
provide interview list improvements in this field.

Lastly, as the aim of the work was to determinea¥erall SIB mechanism
applicability rather than focus on an individuablplem, the authors could not go into much
detail when it comes to problem-specific aspecthefSIB. However, having the necessary
means and resources it would be value-adding toeatgploy the latter approach as then
exact economic and social benefit, efficiency inwgroent calculations could be provided,
specific service providers, investors and measunemetrics could be identified as well as
more precise investment amounts and returns caufutdposed. Then the government
attitude representation as well as recommendationksl be more accurate and unique for

each social issue.
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7. Conclusions

Many countries have already set out to or are denisig the possibility to achieve
improved efficiency and outcomes in the social caetor through the use of a Social Impact
Bond. The authors of this work aimed at exploriinipé current conditions in Latvia are of
sufficient readiness for such a mechanism to bsidered as a realistic one as SIB benefits
might be one of the options to address the exidtioks of efficiency and sustainability of
social programs. By looking at three pillars, nay@blitical Will, Investors and Service
Providers (last one also including the problem chaispect), and following the brought
forward research goals and methodology, the authuvestigated the development level,
identified the biggest threats and obstacles akasahe difficulty with which they could be
addressed within each of the pillars.

From the political will perspective, it is conclubithat at this stage there would be a
sufficient level of resistance to engage in sucinanvative social impact investment
mechanism coming from the higher level of the pubkctor. The resistance is considered to
be arising mainly from the lack of experience watlblic-private partnerships, the
complexity inherent to them and from current pties laying elsewhere. The situation,
however, is changing and it is believed to be mgwowards an environment that would be
more welcoming for the SIBs. This shift can be etpd to be slow as it requires, among
other things, a change in mentality and views @inatstagnated in the society. The change
could be smoother and to some extent faster if aieg with respective educational
programs and possibly a pilot Social-Impact-Botka-lproject. The idea that a Social Impact
Bond could be implemented on a municipality leggbartly rejected due to constraints on
the municipality budget management.

As for the mechanism’s ability to attract privateéstment in Latvia the authors
conclude that it is possible but on a smaller stalaonetary terms than it is common for a
SIB concept worldwide. This is mainly due to lessially aware investors present and a less
developed social investment/contribution environhiemgeneral. However, there are still
groups of institutional investors that could evéthé point be potential investors in social
impact bonds, namely companies that extensivelgsnior the CSR purposes, foundations
and foreign NGOs. The initial contribution wouldlgnost likely come from a pool of
investors. The return that is concluded to be rapptopriate in the Latvian context is in

between the governmental bond and equity markédsyie
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When it comes to the Service provider and problélarpthe authors conclude that
private sector SPs have the capacity to provideiefit supportive programmes both on
preventative and rehabilitation levels, howeverdhieve that and utilise this capability to
the fullest a substantial investment would be nesgliln line with the SIB framework, the
private SPs in Latvia rather focus on the restutijevpublic SPs on ensuring the service.
Speaking about the social issues aspect it waslev¢hat quite many social groups in the
country are stigmatized; the state needs to wotlonly on their integration but also on the
society’s acceptance. Overall, regarding SIB applitty it can be said that Service
Providers have the capability to ensure suppo# pational level. Even though still the
majority of SPs are public, the interview insightsl the concept “money follows the
individual” prove that the political will towardsttaboration with the private SPs when it
comes specifically to healthcare is open for dismrsand possible.

Overall, the attitude about the mechanism itsetistroversial: slightly negative from
the government’s point of view due to perceptioaiplexity, high expenses and difficulty
in monitoring, whereas investors’ attitude doespuxsess negativity on the same level. The
crucial obstacles that prevent the mechanism fremgbconsidered as realistic in Latvia at
this point are coming from the political sector.eTihvestor and service provider parties
could be summarized as also having several obstadien it comes to SIB applicability in
Latvia, but they are less meaningful and couldd@ressed or changed more easily.

The authors have looked into and analysed Pol¥éd| Investor and Service Provider
aspects, have identified potential obstacles, trégins, severity and whether they could be
overcome, hence, addressing the raised researstiaquerhe novelty of the topic combined
with the fact that no such research has been dastiein Latvia contribute to the
significance of the findings and make them relevarihe reader as this paper is a starting
point for investigating the fit of one potentialtmm that could address the existing

difficulties in the social care sector.
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Appendices
Appendix 1. List of the interviewees
Profile Company/ Interviewee Position Date of Type of
Organization interview interview
NGO Latvian Association Anonymous 1 Senior Advisor 27.02.2015 Open-ended
of local and regional interview in
governments person
Public SF Public SF Anonymous . Directol 03.03.201¢ Oper-endec
interview in
person
NGO Foundation “Dots” Anonymous 3 Project manager 6.08.2015. Open-ended
interview in
person
NGO Foundation targeting Anonymous 4 Project manager 06.03.2015. Open-ended
business developmen interview over
phone
Investor International bank Anonymous 5 Managdraifia 06.03.2015. Open-ended
interview in
person
Political Parliament Anonymous 6 Deputy of Saeima, 27.03.2015. Open-ended
will Minster of Welfare interview in
person
Political Ministry of Welfare Anonymous 7 Representativelasour 30.03.2015. Open-ended
will market policy department interview in
person
Political Local City Council Anonymous 8 Deputy director 01.04.2015, Open-ended
will Welfare Department interview in
person
Political Local City Council Anonymous 9 Head of Employment 01.04.2015. Open-ended
will Welfare Department Department interview in
person
Political State Treasury Anonymous 10 Representative of nEiah 01.04.2015. Open-ended
will risk management department interview in
person
Political State Treasury Anonymous 11 Representative of Eialn 01.04.2015. Open-ended
will Resource Department interview in
person
Investor Latvian manufacturgr ~ Anonymous 12 International Branding 01.04.2015. ®peded
actively participating in interview in
CSR activities person
NGO Private NGO/SP Anonymous 13 Director 07.04.2015. er®ended
Service interview in
Provide persol
Political Ministry of Welfare Anonymous 14 Representative@dcial 20.04.2015. Open-ended
Will Policy Planning and interview in
Development Department person
NGO Social Finance UK Anonymous 15 Project manager 23.04.2015. Open-ended
interview over
Skype
Investor International bank Anonymous 16 Publica# Manager 27.04.2015. Open-ended
interview in
person
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Appendix 2.
Ministry of Welfare — Budget 2015, Health expenditue as share of GDP, 2012

MINISTRY OF WELFARE - BUDGET 2015, IN MIL EUR

Special budget

36,2M
[CATEGORY NAME] 6%
[PERCENTAGE]
Service
programmes 52,8M
9%

Project and foreing
financial support
17,9M
3%

State paid social
benefits 440,5M
77%

Other 5,8M
1%

Table 1. Budget of Ministry of Welfare 2015. Gragkeated by the authors based on the publicly availa
information (Labkdjibas Ministrija, 2014)

Health expenditure as a share of GDP, 2012 (or nearest year)
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Privata insurance

General government H Private household Non-profit Corporations (other
excluding social  Social security funds mmmm out-ofpocket  institutions serving than healin Rest of the world
security funds Sl expenditure households msurance)
Belgium 10.5 65.5 42 19.7 02 0.0 !
Bulgaria (') 177 385 05 426 0& 03 0o
Crech Republic |‘] 54 iTa o 143 ag o3 x
Denmark ) B46 00 17 137 01 00
Garmany 649 701 a7 124 05 0.5
Estonia 107 604 03 178 0.0 14 0.4
Ireland ;
Greece 4
Spain 8.2 a7 5T 241 03
France 37 735 144 17 0o 07
Croatia
Italy : :
Cyprus () 420 0.1 57 50.2 20 0.0 0.0
Latvia () 597 08 388 03 05
Lithuania 85 §13 06 252 a0 oo 03
Luxembourg (') 85 738 35 137 04 0.0 0.0
Hungary 25 56.1 27 268 19 42 1
Malta \ 3 ;
Hetheriands 81 715 5.6 6.0 12 17 00
Austria 323 448 45 17.0 11 [ K] 3
Poland 6.3 645 o7 240 13 31
Portugal 842 13 £9 289 (K] 05 =
Romania 127 66.2 01 207 01 03 00
Shovenia 18 713 137 122 B 1.0 0.0
Siovakia 72 56.5 0o 2386 10 T 00
Finland 60.2 151 22 1985 oe 22
Swaden B16 03 172 D2 0.8
United Kingdom
icetond () 51.1 28.3 16.2 4 :
Morway () 123 124 1514 02 01
Switzeriand 169 458 86 258 a8 z
Japan (%) 86 716 25 163 a0 11 oo
United States () 38 433 T 123 a7 0z :

Table 3 Healthcare expenditure by financing aggbit,1 (% of current health expenditure). Table agdly
Eurostat (Eurostat, 2011)



