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Pay for Success and the Savings Trap.
Saving money isn’t the point. The conversation should be about government effectiveness
and positive outcomes.

“So, how does this really save our jurisdiction money?” I get this question about “pay for success”
projects all the time, and I dread it — not because I can’t answer it but because it’s pernicious. It
sounds practical and technocratic, but it’s neither. It conceals an intricate web of misunderstanding
about why and how to fund, manage and evaluate public programs.

What’s more, this is largely a self-inflicted wound. From its inception nearly a decade ago, many of
us involved with pay for success (PFS) have described it as a way to deliver “cashable savings.” It’s
not. Framing it that way is both an over-simplification and a fundamental misreading of how the
public sector works.

PFS projects are a way for governments to fund social programs on the basis of their performance.
Parties agree on what outcomes constitute success and how to measure them, and then put a price
tag on how valuable each outcome is. But most nonprofits that provide program services can’t afford
to wait to get paid until outcomes are achieved and can’t bear the financial risks of a negative result.
That’s why working capital for PFS programs is often provided by “impact investors,” those who
seek to generate social and environmental impact alongside a financial return.

Cost savings aren’t the point — not for PFS projects and not for governments. The point is to create
safe, just and prosperous communities at a reasonable cost to taxpayers. The idea that, for example,
helping the homeless find stable housing has to save money is ludicrous; we support the homeless
because the kind of society we want doesn’t let the most vulnerable among us live, and too often die,
on the streets. In plenty of areas this is obvious: K-12 education is incredibly expensive, doesn’t
show any fiscal return for decades and pays off over a lifetime — and is one of our most important
public institutions.

Of course, some programs do drive down costs, and good cost-benefit analyses are valuable tools for
making decisions. But we should be humble about our ability to predict the future. Sophisticated
models can’t tell us whether a new drug will stop a disease in its tracks, or whether treatment costs
will plummet, or whether policies will change. Each of these dynamics changes the “savings” picture
dramatically.

What is really misleading about the idea of cashable savings, though, is that “cashing” them is
ultimately about effective governing. If, for example, a PFS program reduces days people spend in
jail by 25 percent, it will mean fewer incremental costs, such as for inmates’ food and clothing. But
most of the real value will come from personnel. There will be less work for staff members —
corrections officers, janitors — to do. A county can decide to “cash” those “savings” by downsizing
jail staff, or it can decide to put these staffers to work on other tasks. Deciding to extract savings
from the budget is a political question separate from programmatic success. It’s the job of public
leaders to decide what to do with the value created by good programs: extract and reallocate it, or
reinvest it.
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A better way to talk about programmatic success is in terms of effectiveness. Instead of focusing on
the cost of services, we need to start focusing on the cost of getting good outcomes. Take the cost of
high school. If our state spends $10,000 per student per year and graduates half of the class, we’re
paying $80,000 per graduate. If by spending another $1,250 per student per year we can boost
graduation rates to 90 percent, we won’t “save” any money, but we’ll get a lot more bang for
taxpayer’s buck by paying only $50,000 per graduate.

This is what pay for success is about: not cashable savings but government effectiveness.

We need to start having a more sophisticated conversation about the value of programs and stop
hiding behind the false simplicity of cashable savings. Governments need to redefine the terms of
engagement to more thoughtfully make tough decisions about where to spend taxpayers’ money.
That’s the only way we’ll be able to accomplish something refreshingly bipartisan: getting more
value out of our government spending.
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