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INTRODUCTION 
 

Public policy has been and continues to be instrumental in the growth of capital markets. Similarly, public policy 
can be a critical force in the growth of the impact investing market, where traditional capital markets converge 
with social impact and outcomes. Government has the authority to create critical incentives, appropriate public 
dollars, establish regulatory frameworks, and can provide critical capital and guarantees. All of these levers 
directly or indirectly influence the behavior of capital providers, particularly investor behavior and confidence.  
 
The COVID-19 pandemic has highlighted stark disparities and inequities with respect to race, income, and 
geography. This broad societal recognition of the need for inclusive and equitable economic growth presents an 
opportunity to mobilize public and private financial resources to make lasting change in addressing the barriers 
faced by low-income communities, women, and communities of color. For these communities to thrive, access 
to capital is essential. Catalytic investment has the potential to mobilize traditional investment capital at scale 
to meet these crucial needs. 
 
Catalytic capital is a powerful tool in making transformative change. It can mitigate risk and seed new ideas, 
both of which can lead to foster greater participation from traditional capital investment. Catalytic capital is a 
critical component to scale impact investments that seek to achieve positive social and economic outcomes in 
addition to financial return. Aside from government sources, the primary provider of catalytic capital is private 
foundations. However, foundation resources alone are not a sufficient source of catalytic capital to scale the 
amount of investment needed to meet the capital needs of communities and organizations, for-profit and 
nonprofit, to improve social and economic outcomes. Meanwhile, the range of private and philanthropic 
investors able and willing to provide catalytic capital is limited and represent a small share of total investable 
assets. Many investors have fiduciary obligations or investment mandates that prevent them from providing this 
type of capital.  Further, there are inefficiencies with respect to knowledge, access, and transparency with 1

respect to catalytic capital.   2

 
The Sorenson Impact Center is pleased to present a series of White Papers covering federal policy ideas 
designed to unlock catalytic capital to scale the impact investing market and build market infrastructure. 
Catalytic capital is defined as investment capital that is patient, flexible, risk-tolerant, sometimes concessionary, 
and which enables either or both third-party traditional capital investment or follow-on investment that would 
not otherwise be possible.  While the impact investing market has grown in recent years, additional sources of 3

catalytic capital are needed to mobilize traditional return-seeking capital at scale to address the pressing social 
needs and promote inclusive economic growth in the U.S.  
 
 

 

1 (n.d.). Catalytic Capital - Tideline. Retrieved October 26, 2020, from Catalytic Capital 
2 (2020, October 19). What Investors Need to Know to Embrace Catalytic Capital. Retrieved October 26, 2020,  from What Investors Need to Know to Embrace 
Catalytic Capital 
3 Derived from MacArthur Foundation: Catalytic Capital Consortium 
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“Like traditional financial markets, impact investing needs enabling policies; standardized performance 
measurement and reporting systems; third party ratings and regulations; platforms to share market 
information and match capital with investments; educational programs to encourage impact investing; and 
easily accessible, transparent data to support investors in making disciplined investment decisions.” 
 
— US National Advisory Board on Impact Investing. Private Capital Public Good. 2014.  
 

 

https://tideline.com/wp-content/uploads/Tideline_Catalytic-Capital_Unlocking-More-Investment-and-Impact_March-2019.pdf
https://ssir.org/articles/entry/what_investors_need_to_know_to_embrace_catalytic_capital
https://ssir.org/articles/entry/what_investors_need_to_know_to_embrace_catalytic_capital
https://www.macfound.org/programs/catalytic-capital-consortium/


 
WHITE PAPERS INCLUDED IN THIS SERIES 

 
  

1. Unlocking Catalytic Capital: Federal Requirements for Outcomes-based Financing 
 

Federal statutes that authorize outcomes-based funding have not resulted in wide adoption of these 
funding models. Introducing a requirement for states to expend a percentage of new money in targeted 
funding areas can catalyze and scale investment to improve social outcomes, creating meaningful 
change. 
 
 
 

2. Unlocking Catalytic Capital: United States Domestic Investment Fund (USDIF)  
 

Existing federal efforts to direct public and private resources to small businesses and low-income 
communities face limitations in meeting the needs of underserved communities and populations. A new 
U.S. Domestic Investment Fund can address these limitations and promote greater and more resilient 
inclusive economic growth. The USDIF would be dedicated solely to providing public catalytic capital to 
enable scaling of private investment to address domestic social and economic development needs and 
national economic priorities. 
 
 
 

3. Unlocking Catalytic Capital: Community Reinvestment Act (CRA) 
 

The Community Reinvestment Act has the potential to increase bank provision and facilitation of 
catalytic capital in support of low- and moderate-income communities. This proposal explores ways in 
which CRA could expand the pool of catalytic capital providers and enhance LMI community investment 
readiness. We discuss the limitations of CRA, including the ratings and evaluations process, regulatory 
consensus, and additional incentives outside of the CRA. 
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Sorenson Impact Center is an applied academic think-and-do tank focused on solving social problems through 
the use of data, evidence, and innovation. Housed at the University of Utah David Eccles School of Business, the 
Center works with public, nonprofit, and private sector stakeholders across the globe to develop and implement 
outcomes-driven solutions to problems. The staff includes experts in data science, finance, policy, investment, 
and storytelling. In addition, the Center maintains a robust student program, developing the talents of 60 
graduate and undergraduate students from diverse disciplines. The Center works with partners to marshal 
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UNLOCKING CATALYTIC CAPITAL: 
FEDERAL REQUIREMENTS FOR 
OUTCOMES-BASED FINANCING 
 
 
Federal statutes that authorize outcomes-based funding have not resulted in wide adoption of these funding 
models. Introducing a requirement for states to expend a percentage of new money in targeted funding areas 
can catalyze and scale investment to improve social outcomes, creating meaningful change. 
 
 

 
 

OVERVIEW 
The United States has stark needs and there exist persistent disparities across racial, ethnic, gender, and 
socio-economic groups. Twenty-three percent of all children lived in a family that received public assistance in 
2019.1 Forty-three percent of children lived in a household where the highest educational attainment was High 
School.2 The 2018 poverty rate for single-mother families was 34 percent, nearly five times more than the rate (6 
percent) for married-couple families.3 Black workers are more than twice as likely to be unemployed as white 
workers (6.4 percent vs. 3.1 percent), and even Black workers with a college degree are more likely to be 
unemployed than similarly educated white workers (3.5 percent vs. 2.2 percent).4 
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Government, philanthropy, and private entities create resources and 
programs to address these needs and disparities. However, we do 
not consistently track whether these interventions successfully 
impact outcomes or result in meaningful change. Shifting to 
outcomes-based financing models shifts funding from outputs to 
outcomes, ultimately benefiting those receiving the services (e.g., 
being placed in a higher-wage job, attending a high-quality early 
childhood program, or avoiding a return to incarceration).  

In addition, outcomes-based financing models provide a 
mechanism for governments to test program effectiveness, 
improve public management and program outcomes, and pay for 
expenses and services that are aligned with their overall goals.5 By 
employing outcomes-based financing models, the public sector 
reorients its business model, making public funding dependent on 
specific outcomes, rather than simply paying for activities or 
enrollments, as is common.6 Tying funding to evidence-based 
policies produces a greater return on public investment, reduces 
wasteful spending, expands innovative programs, and strengthens 
accountability.7 

 
OUTCOMES-BASED FINANCING 
 
Because “Outcomes Funding” does 
not have a statutory definition or 
uniform application and use, this 
paper defines “Outcomes-based 
Financing” as contracts, or other 
financial and funding arrangements, 
in which payments or funding are 
contingent on the achievement of 
predefined outcomes. 
Outcomes-based financing may 
include pay for success, social impact 
bonds, rate cards, and pay for 
performance contracts or funding 
models, and may or may not include 
upfront private investor capital. 
 
“Outcomes-Based 
Contracting/Results-Based Financing.” 
The Government Outcomes Lab. Accessed 
October 14, 2020.  
https://golab.bsg.ox.ac.uk/the-basics/inno
vative-partnerships/. 



Many ideas exist on how to increase outcomes-based financing in the public sector. This paper explores 
enacting a federal requirement, in certain federal funding streams, to use a portion of any new funding for 
outcomes-based financing. We acknowledge there is still considerable work to be done to grow the 
outcomes-based financing field where allowability in federal statute already exists. However, a percentage 
requirement for outcomes-based spending in newly allocated money does not limit the scope of additional 
policies aimed at incentivizing and supporting states in their shift to outcomes-based financing with current 
federal dollars. 

Federal grants account for about one-third of state government funding and more than half of state government 
funding for health and public assistance. The federal government was expected to provide state and local 
governments around $750 billion in federal grants in fiscal year (FY) 2019.8 Current federal statutory language 
allows states to use outcomes-based funding for some portion of certain federal funds, but this allowability has 
not been widely used. See Appendix A for a detailed table of outcomes-based funding allowability in federal 
acts. 
 
Federal requirements for outcome-based financing is catalytic in that it would increase potential cash flows and 
financial returns for social impact investments across asset classes, including private first-loss investments, 
and in outcomes-based transactions and models. States would be able to use these federal dollars to incent 
greater private investment that is aligned with social and inclusive economic impact. Increasing cash flow for 
impact investments through an ongoing source of federal outcome payments will facilitate greater capital 
investment by private investors by increasing the likelihood that subordinate and recoverable first loss capital 
will be repaid. Ensuring reliable measurement and capacity building will provide greater transparency that will 
benefit market efficiency. 
 
Ultimately, outcomes-based financing promotes more transparency and accountability in government, and is 
part of a larger movement “that seeks to transform how governments partner with communities and direct 
dollars with a human-centered, equity-driven lens.”9 This can begin with a strong foundation and expectation 
from federal policymakers. 
 

 

 
 

OUTCOMES-BASED FINANCING MODELS 
Using outcomes-based financing models to deliver service interventions has gained significant traction in the United States. 
One model, Pay for Success (PFS), has been used in 14 states over the last decade, with more than 25 PFS projects 
launched around the country. These programs have delivered a range of interventions that address recidivism, criminal 
justice, maternal and child health, early childhood education, workforce development, homelessness, mental health, health, 
and the environment. From the launch of the White House Social Innovation Fund in 2009 and the first U.S. PFS project in 
New York City in 2012, the field has grown with new understanding around needed data and data improvements, service 
providers, contract management, expectations, systems change, and project development. New funding models and 
innovative outcomes-based funding structures have emerged, partially based on lessons learned from the first iteration of 
PFS projects.10 Moving to a mandatory requirement will help drive greater impact, increase geographic reach, and encourage 
a more robust market and ecosystem for outcomes-based financing models.  
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EXAMPLES OF OUTCOMES-BASED FINANCING PROJECTS  
 

 

 

 

PROPOSED POLICY  
Policy Proposal: Establish requirements that states use a minimum percentage of new money appropriated for 
outcomes-based financing models, in certain federal funding streams; and identify additional federal funding 
streams to expand allowability of outcomes-based funding. 
 
 

 
 
We have not seen the development of an ongoing, sustainable market for outcomes-based funding from states, 
despite several federal funding streams providing states the authorization to expend funds in this way. With an 
ongoing and stable source of funding to establish outcomes-related infrastructure in states, attract private 
investors, and redirect funding to paying for outcomes, there is an opportunity to grow the market and see 
catalytic investment into impactful activities. While there may be some reluctance to establish additional 
mandates on states, this proposal seeks to better focus federal tax dollars on effectively achieving positive 
outcomes for beneficiaries and taxpayers. Tying federal funding to achievement of positive outcomes is 
particularly important as the nation approaches economic recovery following the Covid-19 pandemic, which will 
require innovation and transformational change in how we invest both our human and monetary capital. 

We recognize there are several policy options to grow the outcomes-based funding market. Granting allowability 
to states has been a positive step towards introducing the concept at the local level, and this proposal takes the 
next step in scaling the outcomes-based funding market. We identify a framework for strategically selecting 
federal funding streams that should be targeted for outcomes-based financing. This applies to a mandatory 
requirement on new money allocated, or to expand allowability to additional funding streams. In both cases, we 
believe outcomes-based financing will see greater uptake and implementation success with additional supports 
and incentives, to assist states in building the infrastructure, capacity, and knowledge needed to shift existing 
structures to focus on outcomes.12 
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Maternal and Child Health  
 

● In 2015, the poverty rate for children in 
South Carolina was 27 percent, and over 
half of newborns were born to low-income 
mothers who qualified for Medicaid. South 
Carolina successfully utilized a PFS model 
to fund the Nurse-Family Partnership home 
visiting program for first-time mothers. 
Recognizing a need to address 
high-poverty areas, the program focused 
on targeted zip codes. Program goals were 
to improve birth outcomes, improve 
children’s health and development, and 
improve families’ economic 
self-sufficiency.11 

Job Training/Workforce Development  
 

● To address unemployment rates and career 
pathways, a state might structure a project to 
increase young adults’ training and employability. 
Meeting certain performance metrics throughout 
the process could trigger different outcomes 
payments. These might include enrolling a target 
audience of those most likely to benefit from the 
program (e.g., low-wage, low-skill workers), 
program completion resulting in an 
industry-recognized credential, securing 
employment at a predetermined wage, and 
retention in employment after one or two years, 
still at the threshold wage. 

 



 

Time Horizon for Funds 
In addition to an explicit statutory requirement to utilize outcomes-based financing for a portion of 
newly-appropriated dollars, we recommend allowing these funds to be used over a ten-year period (no year 
appropriations), with either an outcomes-based contract in place by the end of the second year or outcomes 
payments paid by the end of the second year. This time frame allows states flexibility to structure and 
implement projects or restructure contracting arrangements. The time horizon also allows investors to commit 
to multi-year investments and for interventions that produce intermediate-term outcomes.  

The percentage required to be used on outcomes-based financing will depend on the federal funding stream 
and the total allocation to states in that funding stream. To make a switch to an outcomes-based funding model 
worthwhile, it is important to consider whether enough money would be available to invest and maintain the 
needed infrastructure, as well as make the outcomes payments attractive to investors. Consideration should 
also be given as to whether the minimum percent allowed under the requirement would be sufficient for small 
states that receive less funding than larger states. 

 

Allowable Expenditures 
To have the most impact and catalyze the most investment, the majority of funding should be earmarked for 
making outcome payments; however we recognize that moving towards outcomes-based financing requires 
start-up investment and ongoing expenditures in other areas to ensure the necessary infrastructure and 
systems are in place.13 States have varying levels of capacity to effectively track outcomes, engage in 
outcomes-based contracting, initiate innovative financing models, and oversee implementation. Therefore, 
states would be allowed to spend some of these funds to create and maintain the supporting infrastructure 
needed to support a shift to outcomes-based funding.  

We propose allowing for 1 percent of the funding (i.e., 1 percent of the mandatory requirement) earmarked for 
outcomes-based financing to be used for capacity building, infrastructure development, and ongoing 
management of data systems. These expenditures might include personnel, training and assistance, validating 
performance metrics, and data collection and integration. In order to use this funding for any of these purposes, 
states would need to seek approval from the administering agency, and outline the details and purposes of the 
redirected funds.  
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Policy Vehicles 
There are multiple ways this policy change may occur, both statutory and non-statutory. Some programs 
may need specific authorizing statute to allow funding to be used in an outcomes-based financing model, 
while some programs may require amendments to statute that remove explicit prohibitions. A statute may 
already allow for outcomes-based financing, but barriers may exist in implementing regulations. Increasing 
clarity or removing burdensome regulatory requirements can facilitate states’ ability to use outcomes-based 
financing models. Depending on the funding stream, another avenue to enact this policy goal is through 
language in an appropriations bill. Annual appropriations bills provide opportunities to require new money to 
be used for positive outcomes. It is not intended, in this proposal, that savings must accrue to the federal 
government, making these financing models appropriate for federal block grants.  

 



 
 

 

 

IDENTIFYING FEDERAL FUNDING AREAS BEST POSITIONED 
FOR OUTCOMES-BASED FUNDING 
In order to strategically select which types of federal funding should be targeted for mandatory outcomes-based 
funding, we considered several factors including bipartisan appeal, potential for impact and catalytic 
investment, and potential for implementation success.  

 

Bipartisan appeal 
Achieving better outcomes while efficiently spending government money should be an attractive goal 
for policymakers. However, the details and methods of how to achieve these goals create different 
philosophies and approaches. Capitalizing on common ground and shared values around specific 
funding streams could help propel action toward broader adoption of outcomes-based funding. Some 
framing questions we used to analyze bipartisan appeal include: 
● Does the funding stream already have outcomes-based allowability provisions, potentially indicating 

support for using the funds in this way? 
● Is there current support and momentum to reauthorize the funding stream and discussion around 

how expenditures or outcomes might be improved, or the funds increased or redirected? 
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States may need to provide ongoing funds for 
personnel who manage data systems, and oversee and 
implement outcomes-based contracts or projects. 
Additional costs include training for agency staff and 
contracted providers on how to collect, analyze, 
validate, and report performance data. Additionally, 
states may contract with an independent third-party 
entity to validate whether the outcome metrics have 
been met. Funds may also be used to update contracts, 
building performance requirements directly into grants 
and contracts with service providers. 
 
Additionally, funds may be used to increase capacity in 
service providers, to improve their data collection/data 
infrastructure. For contracted services, governments 
should ensure that providers collect and report 
common outcome metrics so officials can compare 
performance and aggregate the overall program 
effects.  

 
OUTCOMES-BASED DATA INFRASTRUCTURE 
 
Integrated data systems are fundamental to an 
outcomes-focused infrastructure, and require 
significant investment. Allowable funding under 
this proposal may include implementing or 
improving any or all of the following areas: data 
collection; storing, securing and processing of data; 
or sharing, curating and publishing of data. To 
optimize outcomes-based contracts, data systems 
should seek a multi-pronged, and longitudinal 
approach. Estimates from the State Longitudinal 
Data System (SLDS) provide insight into expected 
costs, with several states spending from $2 to $7+ 
million to build their data system. Maintenance 
costs also vary depending on the type of system 
and associated staff, and states have spent almost 
half a million to $2 million annually. Ideally, multiple 
funding streams could be blended or braided 
together to fund such a system.  
 
https://m.nationalskillscoalition.org/resources/publicatio
ns/file/Cost-of-State-Longitudinal-Data-Systems_web.pdf 

 



Impact and Catalytic Investment Potential 
By investing in social and other human-centric strategies, the government provides critical services and 
supportive structures to improve the long-term economic impact for individuals and society. Investing in 
preventative interventions benefits public budgets, as the government realizes a greater return on 
investment for addressing needs earlier, and spending less on addressing interventions for 
long-entrenched issues later on. Examining funding streams for their potential impact to human 
well-being and better outcomes is a key focus of this policy proposal. An equally important focus is the 
potential to unlock additional capital to scale and accelerate this positive impact. To identify impactful 
and catalytic funding opportunities, we asked: 
● Do expenditures address areas of high societal need that could be deployed more efficiently and 

effectively to improve outcomes? 
● What amount of funding will be driven toward ensuring outcomes? 

What types of private investments would be catalyzed from this funding stream, and will impact 
investors be attracted and interested in investing?  

Implementation Success 
Certain funding streams and the types of services or interventions they fund naturally lend themselves 
well to compatibility with outcomes-based funding. Because the focus is measuring improved 
outcomes, policy areas with accepted indicators, measurement standards, and available data for 
measurement lend themselves well to this policy. In addition, funding streams that are already used for 
contracting to private providers, as opposed to paying for governmental operations, are a good fit for 
performance-based contracting. Other questions we considered were: 
● Have there been outcomes-based financing projects in this area or funding stream that have seen 

success or limitations that we can learn from?  
● Are requirements and uses of these funds highly prescriptive, or is there more discretion on what 

states may spend funds on? 

Through this analysis, and in consultation with our advisory board, we have prioritized three areas that merit 
further consideration for this policy: workforce and youth development; community, family, and child 
development; and criminal justice and substance abuse prevention. While we focus on analyzing the merits of 
each policy area separately, we also recognize that outcomes and impact of these areas are integrated, and 
employing an outcomes-based framework across these systems would be mutually reinforcing, particularly with 
regards to integrated data systems. 

 

WORKFORCE AND YOUTH DEVELOPMENT 
In recent years there has been a strong effort to improve measures used to assess performance of the U.S. 
workforce development system and to increase the efficiency, effectiveness, and accountability of the various 
programs and services funded under workforce and youth development. With a strong evidence base for 
interventions, measurable outcomes, and a need for innovation, the government can capitalize on existing 
momentum behind workforce efforts and continue shifting spending towards outcomes-based contracting. 
Already, some outcomes-based programs have been successfully launched in this area across the U.S, 
providing a solid blueprint for implementation. With nearly 40 percent of American employers saying they 
cannot find people with the skills they need, even for entry level jobs, there is great potential for interventions to 
address this “skills gap” and develop the untapped talent to fill these positions.14  Please see Table 01, which 
provides an analysis of outcomes-financing readiness factors in the workforce and youth development policy 
area.  

 

 
Unlocking Catalytic Capital: Federal Requirements for Outcomes-based Financing | 6 



TABLE 01 – WORKFORCE AND YOUTH DEVELOPMENT 
 

 

COMMUNITY, FAMILY, AND CHILD DEVELOPMENT 
 
High-quality early childhood experiences are a cornerstone for lifelong learning, laying a foundation for success. 
Brain development begins before birth and is most active in the first few years of a child’s life. Negative childhood 
experiences, such as toxic stress and neglect affect early brain development and become more difficult and costly 
to overcome as time progresses. The U.S. has significant work to do in equitably increasing outcomes for mothers 
and children. For instance, between 2000 and 2015, the rate of maternal deaths increased from 17.5 per 100,000 
live births to 26.4 per 100,000 live births, making the U.S. comparable to middle-income countries.21  

When working to improve outcomes for young children, the government must also think about improving 
outcomes for the adults in their lives, as well as the communities in which they live. When communities and 
neighborhoods support adults, outcomes for the children around those adults improve.22 These issues are complex 
and require significant investment, presenting an area where public-private partnerships can be utilized, as well as 
outcomes-based financing. The government can see significant return on investment, both monetarily by investing 
in preventative services instead of more costly treatment or intervention services later, and socially, through a 
more healthy and productive society resulting from increased opportunities and equitable interventions for 
disadvantaged populations.23 Please see Table 02, which provides an analysis of outcomes-financing readiness 
factors in the community, family and child development policy area. 
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BIPARTISAN APPEAL   

 
IMPACT AND CATALYTIC 
INVESTMENT POTENTIAL 

 

   IMPLEMENTATION SUCCESS  

● Two funding streams, WIOA and the 
Perkins Act, have allowability language for 
outcomes-based funding. 
 

● When WIOA was enacted in 2014 by 
bipartisan majorities, there was broad 
allowability for outcomes-based 
contracting. However, there has been 
limited uptake from states. The 
outcomes-based allowability found in 
WIOA signals an appetite to move 
towards evidence-based and 
outcomes-based contracting in the space 
of workforce development.15 

 
● Bipartisan amendments to the Perkins 

Act passed in 2018 allowed the U.S. 
Department of Education to fund PFS 
initiatives that will prepare students and 
adults to enter the workforce.16 

 
● The TANF Extension Act was a bipartisan 

piece of legislation that extended funding 
for TANF programs. Policymakers have 
shown interest in measuring employment 
outcomes in federal programs supporting 
low-income individuals. Because TANF 
provides many of these services, it may 
be well situated to move towards more 
outcomes-based models.17 

 

  ● Mandatory outcomes-based financing within 
any of these funding streams could help train 
low-wage, low-skilled workers to move into 
high-demand occupations. Funds can help 
scale the most effective programs, making 
these services more efficient and impactful. 
 

● WIOA funds an array of workforce 
development services. In Program Year (PY) 
2020, almost $3.8 billion was allocated in the 
U.S.18 

 
● The Perkins Act allocates $1.2 billion dollars 

annually for states to fund secondary and 
postsecondary training, or career and 
technical education (CTE).19 

 
● In FY 2018 TANF allocated $3.3 billion of its 

total funding towards work, education, and 
training and $2.6 billion to Pre-K/ Headstart.20 

 
● If 10% of each of these funding streams was 

required to be used for outcomes-based 
payments it would create almost $379 million 
annually in outcome payments available from 
WIOA for workforce development, $120 million 
from The Perkins Act for CTE related 
programs, and a combined $590 million from 
TANF for workforce and youth development. 

  ● A significant portion of funding in 
WIOA, TANF, and The Perkins Act is 
paid-out to non-governmental service 
providers in the form of grants and 
contracts. It makes sense for the 
government to transition towards 
outcomes-based contracts with grants 
and contracts to better ensure the 
efficiency and impact of public 
funding. 
  

● Workforce development lends itself 
well to outcomes-based contracting 
because of the easily measured 
performance indicators associated 
with this field: training completion, 
employment, job placement, job 
tenure, yearly earnings and annual 
increases, and benefits gained by 
employment (e.g., healthcare, 
retirement, paid time off, etc.). Data 
around these performance indicators 
can be easily tracked and assessed.  

 
● Tracking performance indicators will 

help to better illustrate the impact of 
various interventions, helping to scale 
the best, while increasing efficiency 
and impact of federal funding dollars.  

https://www.naco.org/blog/congress-passes-bipartisan-tanf-funding-extension


TABLE 02 – COMMUNITY, FAMILY, AND CHILD DEVELOPMENT  
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BIPARTISAN APPEAL   

 
IMPACT AND CATALYTIC 
INVESTMENT POTENTIAL 

 

   IMPLEMENTATION SUCCESS  

● The Covid-19 pandemic has shed light on the 
fragile state in which many families exist. 
Policymakers have recognized the need, and 
provided additional support to businesses, 
communities, and families. In particular, 
actors across the political spectrum have 
identified the impact of child care on the 
economy, and shown bipartisan support for 
additional funding for child care.24  
 

● In March 2020, Congress allocated an 
additional $3.5 billion to the Child Care 
Development Block Grant (CCDBG) under the 
CARES Act, identifying this as an area critical 
to weathering and recovering from the effects 
of Covid-19.25 

 
● The Maternal, Infant, and Early Childhood 

Home Visiting Program (MIECHV) has enjoyed 
wide bipartisan support and was awarded over 
$340 million in FY 2020 for evidence-based 
home visiting services.26 The Bipartisan 
Budget Act of 2018 provided new authority for 
“Pay for Outcomes” projects with MIECHV 
funds. We stand at an opportune time to 
capitalize on the success and support for 
these types of interventions, and to explore 
additional evidence-based solutions that 
support children and families in other federal 
funding streams. 
 

● While maternal and child development have 
seen some promising bipartisan support, there 
may be less consensus around large funding 
streams that support communities and other 
social services. However, if additional federal 
money is directed toward communities, there 
is an opportunity to improve transparency and 
accountability for outcomes in these funding 
streams. 

 

  ● A strong case exists for investing early in 
child development, both to improve impact 
and outcomes on the individual, as well as 
society. Investing in children’s caregivers 
and communities strengthens the 
investment by producing reinforcing and 
aligned outcomes. 
 

● The CCDBG received $5.8 billion in 
discretionary funding from the federal 
government in FY 2020 to continue 
supporting child care services and 
providing subsidies to assist low-income 
families in obtaining childcare.27 

 
● The Title V Maternal and Childhood Health 

Block Grant (MCHBG) received over $551 
million in FY 2020 in federal allocation for 
programs and services associated with 
maternal and child health.28 

 

● The Community Development Block Grant 
(CDBG) provides grants to state and local 
governments to support adequate housing, 
a suitable living environment, and 
expanding economic opportunities, 
primarily for low and moderate-income 
persons. CDBG received $3.4 billion in FY 
2020.29 
 

● The Social Service Block Grant (SSBG) 
supports a wide variety of social services 
that help promote self sufficiency, protect 
children and adults from neglect, and help 
individuals who are unable to take care of 
themselves to stay in their homes.SSBG 
was funded at almost $1.6 billion for FY 
2019.30 
 

● If a small percentage of each of these 
funding streams was required to be used 
for outcomes-based financing, it would 
inject hundreds of millions of dollars into a 
market for outcomes-based payments for 
interventions and services associated with 
community, family, and child development.  

 

  ● Because developmental learning is 
cumulative, with each stage building on 
the next, outcomes in this area have 
the potential to also be cumulative, 
producing significant returns if both 
investment and ongoing supports are 
offered and sustained. 
 

● Existing well-defined maternal and 
early outcomes for children, such as 
birth outcomes, have shown to be 
positively impacted by interventions in 
this area. For instance, the 
evidence-based program Nurse Family 
Partnership shows positive outcomes 
in indicators such as reducing child 
abuse and neglect, ER visits, language 
delays, behavioral/intellectual 
problems, and preterm delivery. The 
mothers also experience increased 
employment and fewer arrests. 
 

● Because the groundwork has been set 
for the MIECHV program with recent 
Pay for Outcomes allowability 
provisions, this should be a funding 
stream that could convert to a 
mandatory provision if funding is 
increased. The MIECHV program also 
already has accepted performance 
measures and state grantees have 
experience with contracting. 
 

● Given that the funding streams 
identified here are mostly block grants, 
they lend themselves well to allowing 
states to implement different 
outcomes-based models within a 
federal mandatory structure. Because 
block grants are non-competitive 
formula grants, eligible entities must 
submit annual applications 
demonstrating compliance to any 
statutory or regulatory rules in order to 
receive the funding. These funding 
streams give states broader flexibility 
to focus on outcomes and customize 
interventions for their communities.  

 
● To the extent that these funding 

streams are already being used to 
contract out services, they can 
transition those dollars to 
performance-based contracting. 

 



CRIMINAL JUSTICE AND SUBSTANCE ABUSE PREVENTION 
Criminal justice reform has been thrust to the forefront of the national conversation, with the growing social justice 
movement and increased focus on policing. Cost-effective solutions in criminal justice are critical given the significant 
societal and financial challenges associated with incarceration. Taking into account the direct costs of incarceration as 
well as indirect costs to agencies outside the justice system and the families and communities of incarcerated persons, 
studies estimate a national burden of almost $1 trillion dollars annually.31 Criminal justice is a prime candidate for 
outcomes-based financing models, given its data availability and flexible funding streams. Across the country, 
municipalities and states are already implementing PFS programs targeting a variety of issues including recidivism, 
unemployment, and health resources for people returning from jail or prison.32 
 
Mental health and substance abuse are also good candidates for increased outcomes-based financing. In these fields, 
there are some good indicators to help measure impact, and health care systems collect data that may be available to 
measure this impact. Outcomes-based financing has the potential for generating savings to the health care system, as 
there are great social and financial costs with these issues. For instance, The Council of Economic Advisers estimates 
that the opioid crisis alone cost more than $2.5 trillion from 2015 to 2018.33 There are opportunities to create a 
coordinated, outcomes-focused funding approach to help families struggling with addiction or mental health challenges 
obtain the healthcare and other critical supports they need.34  Please see Table 03, which provides an analysis of 
outcomes-financing readiness factors in the criminal justice and substance abuse prevention policy area. 

 

TABLE 03 – CRIMINAL JUSTICE AND SUBSTANCE ABUSE PREVENTION  
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BIPARTISAN APPEAL   

 
IMPACT AND CATALYTIC 
 INVESTMENT POTENTIAL 

 

   IMPLEMENTATION SUCCESS  

● SAMHSA (Substance Abuse and Mental 
Health Services) is an agency within the 
Department of Health and Human 
Services. It uses a variety of 
evidence-based programs which focus 
on prevention and limiting impact of 
drug abuse in communities. 

  
● The Comprehensive Addiction & 

Recovery ACT (CARA) was a bipartisan 
law that increased resources for fighting 
the opioid abuse epidemic using 
evidence-based methods.35 

 

● The Second Chance Act authorizes 
federal funding for state and federal 
reentry programs. It was signed into law 
in 2008 and reauthorized in 2018 as the 
First Step Act with strong support from 
both parties.36  

  ● In 2017, an estimated 20 million 
Americans needed treatment for a serious 
substance abuse problem. 19% of 
American adults met the medical standard 
for a mental, behavioral, or emotional 
disorder that substantially interfered with 
major life activities.37 

 
● $5.5 billion in SAMHSA funding was 

distributed in 2020. The majority of 
distributions take the form of block grants, 
with some discretionary funding. $1.9 
billion is specifically allocated to 
addressing the opioid crisis.38 Two million 
people receive care in facilities that 
receive public funding from this formula 
grant each year. 
 

● Since 2009, the Second Chance Act has 
provided over 900 grants to programs 
across 49 states, impacting more than 
164,000 lives.39 The First Step Act’s 
budget calls for $75 million per year, 
which has received criticism for being 
insufficient.40  
 

● In its 2021 budget report, HHS reports 
providing $1.1 billion in targeted funding 
for mental health. They note that “The 
Budget prioritizes evidence-based 
programs, which show the greatest 
likelihood of achieving positive client 
outcomes.41 

  ● These areas track relevant data and have 
innovative and impactful programs across 
the country to use as models for creating 
and expanding outcomes-based programs. 
 

● Examples of key performance 
indicators:Substance abuse/mental health: 
prevalence of drug use, 
hospitalization/death rates, sucide 
ideation/attempt/death rates, health 
practitioner training.42 

 
● Criminal justice: recidivism rates, substance 

use disorder treatment, job placement rates, 
housing placement rates.43 

 
● The Substance Abuse Prevention & 

Treatment Block Grant, the largest federal 
grant addressing substance use, provides 
one-third of all public funds spent for this 
purpose. As a flexible formula grant, it can 
be used for a variety of purposes, including 
providing services for hard-to reach 
populations and other critical services.44 

 
● While state and local budgets largely fund 

criminal justice, federal grants can be 
effective in providing a means to 
communicate priorities and expose recurring 
problems.45 As of 2018, over half of the 
active PFS programs operating in the United 
States were related to criminal justice, 
targeting outcomes such as decreases in 
jail-bed days and time periods without 
rearrests.46 

 



UNLOCKING CATALYTIC CAPITAL 
 

 
By requiring states to use a portion of their funding to pay for outcomes, the federal government can catalyze 
additional private sector investments, primarily through increasing the cash flow available to multiple types of 
projects, providers, investors, and entrepreneurs. An ongoing stream of government outcome payments will 
catalyze additional private investment across asset classes, and make outcomes payments themselves 
“catalytic.” Mandatory use of outcomes-based funding will help establish market depth, creating more data and 
information around effective interventions and outcomes. Such market depth should ultimately promote market 
efficiency and establish positive market-making reinforcement.  
 
INCREASED CASH FLOWS 
By requiring states to use a portion of their federal funding directly for outcomes-based funding, impact 
investments will benefit from increased cash flow. While this could benefit the impact investing market broadly 
(depending on eligibility for outcome payments), it will also facilitate a sustained market to fund additional 
outcomes-based financing models, including PFS and pay for performance projects.  

Increased cash flows from outcomes payers could also render more confidence in the economics of the 
outcomes market. Catalytic funders seeking to recoup their investment with or without a return on capital will 
have greater confidence of repayment. Increased cash flows through outcomes payments can reduce the risk 
across the capital stack, improving the risk profile and potential returns for not only catalytic investors, but other 
investors as well, improving liquidity in the overall outcomes-based funding market. 

As more outcomes-based projects are funded and able to show results, governments and investors can feel 
more confident in directly investing in these interventions. Improving Information sharing and data collection will 
also ultimately drive better and more efficient capital towards interventions that create desired social and 
economic outcomes. Because this policy proposal allows for funding infrastructure, states can contribute to the 
long-term market creation through improved data collection, integration, and analysis. 

CONCLUSION 
 

 
By requiring federal money to pay for outcomes, the government can attract private investment to support 
important social outcomes and economic goals. As discussed in this paper, targeting a small percentage of 
additional federal funding could unlock hundreds of millions in additional funds available for outcome 
payments, potentially unlocking a small portion of the trillions of assets under management in the United States. 
These additional dollars could provide immense capital for social impact, and bring more actors and dollars into 
the impact investing market.  

Several PFS projects have been launched surrounding maternal and childhood health, workforce development, 
and recidivism, pointing to an appetite to invest in these kinds of programs from private investors. With the 
growing calls for government-supported activities to combat climate change and its effects, outcomes-based 
contracting should also be considered to deliver environmental interventions. 

State and local government leadership and support is also key to successful implementation of this policy, as 
they must actively engage with service providers and the greater community, identifying programs and services 
that are good candidates for outcomes-based financing models and supporting the transition to paying for 
outcomes. Ultimately, outcomes-based dollars, invested wisely to produce the best outcomes for individuals 
and communities, produce a more cost-effective governmental and long-term economic strategy.   
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APPENDIX A 
Examples of Outcomes-based Funding Allowability in Federal Acts 
 

 
Suggested Citation: Nicholson, A., Hill, D., Dubno, J., Clarke, K., Jowers, J, & Brimley, P. (2020). Unlocking 
Catalytic Capital: Federal Requirements for Outcomes-based Financing. [White paper]. 
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Federal Funding Source  Outcomes-based Funding Provisions  Oversight Agency 

Maternal, Infant, and Early 
Childhood Home Visiting 
Program (MIECHV) 

Allows states to enter into performance-based 
contracts for home visiting and use up to 25% of their 
MIECHV dollars for success/outcome payments 

HHS 

Social Impact Partnerships to 
Pay for Results Act (SIPPRA) 

Allows for up to $100 million in funding for PFS 
projects 

Treasury 

Carl D. Perkins Act  Up to $1.6 million authorized as part of Innovation 
Grant Program that allows PFS; Also allows states to 
use funds allocated to Basic State Grant Program for 
creation, implementation, and support of PFS 
initiatives  

Education 

ESSA  Title I, Part D 
Title IV, Part A 
Allows States and Local Education Agencies to invest 
funds in PFS projects 

Education 

Hurricane Sandy Community 
Development Block Grant 
Disaster Recovery Grants 

Permitted recipient states to use up to 15 percent of 
their federal funds in PFS arrangements 

HUD 

WIOA  Allows up to 15% of WIOA funds for Pay for 
Performance (PFP), authorizes states to invest their 
own workforce development funds in PFP, authorizes 
local workforce investment boards to invest up to 
10% of their WIOA funds in PFP, and authorized state 
and local workforce investment boards to award PFP 
contracts to intermediaries, community-based orgs, 
and community colleges. 

Labor 

Second Chance Act  Awards competitive PFS implementation grants to 
localities through the Bureau of Justice Assistance 

Justice 

VA Center for Innovation  Created the Veterans Employment Pay for Success 
Program 

Veterans Affairs 

Social Innovation Fund 
 

FY 14–FY 16 authorized to invest up to 20% in PFS 
efforts 

CNCS 
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