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< Abstract>

Social Impact Bonds:

Market-Based Solution to Social Problems

Korea needs solutions to cope with problems related to
social polarization and to facilitate sustainable economic
development. Government policies are limited in the following
ways: i) budget shortfalls, ii) treating symptoms and not the
cause, and iii) lack of accountability in public sector programs.
Now is the time for Korea to seek solutions that are capitalistic

and market-oriented.

The author thinks that the Social Impact Bond (SIB) is a
possible solution. The SIB is an outcome-based contract where
the government commits to pay for social outcomes that result
in budget savings. In the SIB scheme, private investors (mostly
charitable foundations) fund an early intervention program. The
government repays the investors with interest only if the social
outcome goal is achieved. As a result, taxpayers do not pay for

a failed program.

The SIB can make up for weaknesses of government-
driven early intervention programs as follows. First, the SIB can
finance early intervention services by issuing bonds to private

investors and thereby address budget issues. Second, early
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intervention services of the SIB can address the causes of social
problems, not the symptoms. Third, the SIB scheme enhances

accountability by measuring outcomes of intervention services.

The study on the Social Impact Bond is relevant for social
welfare issues in Korea. In debates over these matters, the
budget issue is the most important. Since the SIB is an
innovative scheme to increase social welfare without tax
increases, it can overcome controversies about the budget. Then
the government can use the savings from SIB programs to fund

increased social welfare.
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