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GOVERNMENT OF CANADA AND SOCIAL FINANCE

1 CONTEXT

Before the convening of the 42" Parliament, mandate letters from the Prime Minister
to the Minister of Families, Children and Social Development and the Minister of
Employment, Workforce Development and Labour included the direction to “develop
a Social Innovation and Social Finance strategy.”*

Social innovation has been defined as “proven ideas that work to address pressing
unmet needs by applying new learning and strategies to solve these problems.”?
In its development, social innovation can be understood to have three stages:

the emergence of an idea that identifies both a need and a proposed way to meet the
need; the piloting of the idea on a small scale; and, finally, the third stage: “The third
stage of the social innovation process comes when an idea proves itself in practice
and can then be grown, replicated, adapted, or franchised.”® It is at this third stage
that social finance is often brought to bear.

Social finance can be described as an investment made for the purposes of
achieving (a) a beneficial and quantifiable impact on society and/or the environment;
and (b) an economic return. The title of the report of the federally appointed Task
Force on Social Finance provided a shorter description: “mobilizing private capital for
public good.”* The private investment can take the form of a short- to medium-term
loan, bond, mortgage or venture capital investment® to service providers, such as
registered charities, not-for-profit organizations, co-operative corporations or social
enterprises® that deliver social and environmental services.’

Although social finance is not a new concept, its specific application to social
challenges traditionally funded by the public sector is a more recent phenomenon. It
has been argued that the intractable nature of such challenges, together with fiscal
constraints, has created a gap that social finance can fill® by means of new
approaches for the development, implementation and funding of initiatives to tackle
these challenges.

This paper focuses on social finance at the federal level in Canada and discusses
federal government initiatives and studies by parliamentary committees.

2 FEDERAL GOVERNMENT INITIATIVES

Several provincial governments have undertaken or are exploring social financing
models, including variations on a social impact bond. Examples are Alberta’s Social
Innovation Fund,® Ontario’s development of social impact bond pilot projects,'® and
Saskatchewan’s appointment of a legislative secretary for social impact bonds.** At
the federal level, the government first identified an interest in social finance in

Budget 2011 and made further references to social finance in subsequent budgets. In
2012, the government issued a “call for concepts” for social finance ideas, and has
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since initiated some tentative experiments with social finance approaches. The
following sections address each of these steps in the federal government’s initiatives
with respect to social finance.

2.1 FEDERAL BUDGETS

In Budget 2011, the government suggested that it was considering new funding
approaches to community/government partnerships.'? Budget 2012 indicated
“that the Government will continue to explore social finance instruments as a way
to further encourage the development of government-community partnerships.”*?
In Budget 2014, the government announced that it would “continue to work with
leaders in the not-for-profit and private sectors to explore the potential for social
finance initiatives.”**

In Budget 2015, the government announced “the implementation of a social finance
accelerator initiative to help develop promising social finance proposals.”*® This initiative
is intended “to help promising social finance proposals become investment-ready,
attract private investment and turn social entrepreneurs’ proposals into action,”

and to “help to fast-track promising social finance ventures to a greater stage of
investment readiness.”*®

2.2 LAYING THE GROUNDWORK

In November 2012, the Minister for Human Resources and Skills Development
Canada’’ issued a call for “Concepts for Social Finance,” inviting “ideas on how
for-profit organizations, not-for-profits, charities, foundations and individuals can fund
programs to help families, seniors, and at-risk individuals in Canada.”*® The goal,
the Minister said, was “to help identify future partners and inform how we can shape
our existing programs to better support social innovation.”**

In May 2013, the Minister presented a report that provided, as examples, detailed
information on 15 of the 150 submissions received and described the experience
with social finance in other jurisdictions.?’ The report also committed the federal
government to the following short-term next steps: “furthering the conversation,”
“connecting partners,” “sharpening ideas” and “developing the tools."**

“To support the many SFIFs [social finance investment funds] in Canada,”
Employment and Social Development Canada commissioned a report to explore,
through cases studies, best practices in social finance investment.? The resulting
document, Eight Tracks: Impact Investing in Canadian Communities,* was
published in May 2014.

As noted above, Budget 2015 committed the government to the implementation of

a social finance accelerator initiative. This initiative is designed to “build and apply
practical skills and expertise through a combination of brokerage and advisory services,
mentorship, networking opportunities, and investor introductions over a short period
of time; thereby, quickening the developmental stages of innovative ideas.”**
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The “Statement of Work” for this project, which was released on 5 June 2015, noted
that up to three contracts would be commissioned, to result in accelerators being
established in the Western provinces (including the territories), Ontario, and Quebec
and the Atlantic provinces.? It describes the objectives of the contract as follows:

[TIhe Contractor will work with organizations that develop and implement
activities to improve social and economic conditions in Canada and are
interested in accessing financing through social finance ... or individuals
wanting to launch such organizations. *°

The goal of this initiative, according to the Statement of Work, is “to develop
investment-ready, innovative project proposals by a) providing business
development services to build the capacity of participants; and b) connecting
them with potential investors.”*’

After the completion of several interim steps outlined in the Statement of Work, each
contractor is to submit a “lessons learned report” by 23 September 2016 and a final
evaluation by 20 November 2018.%

2.3 PAY-FOR-PERFORMANCE INITIATIVES?®

At the time of Budget 2012, Human Resources and Social Development Canada
reported that through innovative financial arrangements in pilot projects it was
“changing how the department supports community organizations to improve
economic and social outcomes for Canadians.”* The department described these
innovations as:

rewarding organizations that deliver pay-for-performance agreements
that bring new approaches to addressing social challenges; matching
taxpayer dollars with non-government contributions to extend the impact of
not-for-profit organizations; and simplifying access to government funding for
community organizations.*

In October 2013, the Minister for Employment and Social Development Canada
announced Canada’s first social finance pilot projects. The minister suggested that,
in the area of literacy, the projects would “bring new and effective ways of generating
employer and private investments to help unemployed and underemployed

Canadians develop the literacy skills they need to be connected to available jobs.”*2

In the Departmental Performance Report for 2013-2014, more details were provided
about two pilot projects. The first “will test elements of a social impact bond and new
ways to generate employer and private investments to improve labour market
outcomes for Canadians.”*® The second “will test whether performance-based
funding (pay-for-performance) models for essential skills will make delivery of
employment and training services more effective.”* Described as “transformative
projects,” these initiatives were expected to reach 2,600 “low-skilled workers in
multiple jurisdictions across the country.”*® These projects were to be funded by
monies from the Employment Insurance fund and from the Consolidated Revenue
Fund.® To date, additional information about outside investors, payment structures
and models of reimbursement is not available.
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3 CONSIDERATION OF SOCIAL FINANCE ISSUES
BY HOUSE OF COMMONS COMMITTEES

In the 41% Parliament, three standing committees of the House of Commons undertook
studies that included an examination or consideration of social finance: the Standing
Committee on Finance, the Standing Committee on Public Safety and National
Security, and the Standing Committee on Human Resources, Skills and Social
Development and the Status of Persons with Disabilities. Each of these reports,
including their recommendations and the government’s response, are summarized
below.

3.1 STANDING COMMITTEE ON FINANCE

In 2012-2013, the House of Commons Standing Committee on Finance conducted
a study on tax incentives for charitable giving. Its report cited testimony with respect
to innovative funding mechanisms, including impact investing, social enterprise and
investments by charitable foundations in innovative (and perhaps less proven)
approaches.?” One of the Committee’s recommendations was “[t]hat the federal
government continue to explore social finance instruments as a way to further
encourage the development of government-community partnerships.”®

In response to the Committee’s report, the government made a commitment
to “redouble” its efforts with respect to several recommendations contained in the
Committee’s report.*

3.2 STANDING COMMITTEE ON PUBLIC SAFETY AND NATIONAL SECURITY

In its 2014—-2015 study on social finance as it relates to crime prevention, the House
of Commons Standing Committee on Public Safety and National Security heard
testimony from witnesses with expertise in crime prevention and/or social finance.
An official from Employment and Social Development Canada described the
government’s approach to social finance as “a cautious incremental approach,
testing social finance to see where it works best in Canada, and making adjustments
based on early lessons learned.”*® An official from the Department of Public Safety
and Emergency Preparedness told the Committee that the federal government
“needs to support the development and implementation of social innovation and
social finance tools.”*!

The Committee’s 10 recommendations called for an expansion of social finance
applications related to crime prevention,*? including:

¢ the introduction of “a pilot project of crime prevention programming developed
through a social financing model”;

o the development of more social-finance-inclusive criteria for funding through the
National Crime Prevention Centre;

o the establishment of an advisory panel “to seek input into the development of
social finance models of funding to enhance crime prevention programming
in Canada”;
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¢ building relationships “with the various partners of social finance models, namely,
investors, intermediaries and service providers”; and

¢ the development of models and roadmaps for the application of social financing
to crime prevention in Canada.

In response to the Committee’s report, the government said that the Department of
Public Safety and Emergency Preparedness “is currently working toward developing
a pilot project to test the applicability of social finance models in the domain of crime
prevention.”** However, the response also indicated that preliminary steps would
need to include a review of evidence to determine the programs that might be
appropriate for such a funding model and a review of the terms and conditions of the
National Crime Prevention Strategy “to assess the extent of changes required to
foster social innovation and the ability to pursue collaboration with the private sector
in implementing social finance models.”** In its Report on Plans and Priorities for
2015-2016, Public Safety Canada committed to “undertake social enterprise pilot
projects for federal offenders.”*

3.3 STANDING COMMITTEE ON HUMAN RESOURCES, SKILLS AND SOCIAL
DEVELOPMENT AND THE STATUS OF PERSONS WITH DISABILITIES

In its study of social finance, the Standing Committee on Human Resources, Skills
and Social Development and the Status of Persons with Disabilities heard testimony
from witnesses who described social finance in terms of sparking and supporting
innovative initiatives to address persistent and complex social problems; other
witnesses, however, warned of challenges associated with social finance initiatives.*®
For example, measuring results requires the collection and analysis of relevant data,
and entering into a social finance arrangement requires funding for legal support and
expertise that would not exist among staff or volunteers of many not-for-profit
organizations. In addition to these themes, the Committee’s report focused on the
need for a regulatory framework for a social finance market, on the measurement of
social impact and on the development of knowledge and capacity in the not-for-profit,
public and financial sectors.*’

The Committee made nine recommendations with two emphases. The first was the
creation of opportunities and incentives for private investment in social finance
instruments; the second was to expand eligibility for existing federal contract
opportunities to explicitly include not-for-profit organizations that can act as
intermediaries and/or that deliver services directly.*® The Committee also called on
the government to explore social procurement, continue to encourage “cross-sector
collaboration,” and work toward a “national strategy on the development of the social
finance marketplace in Canada.”*

4 CONCLUSION

Although the Government of Canada’s involvement in social finance has been largely
exploratory to date, Employment and Social Development Canada and Public Safety
Canada have laid important groundwork for future initiatives. The recommendations
of the three House of Commons Standing Committees during the 41* Parliament
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called on the federal government to amend federal regulations in order to include and
encourage social finance innovation, to invest in building the capacity of all parties to
be effective participants in pay-for-performance arrangements, and to play a catalytic
role in encouraging the supply of private-sector capital to fund social finance
initiatives.

As governments around the world and within Canada enter into social finance
arrangements for the delivery of public services, the lessons learned from such
initiatives are informing next steps in the application of social finance initiatives
by Canada’s federal government.
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