
UNLOCKING CATALYTIC CAPITAL: 
FEDERAL REQUIREMENTS FOR OUTCOMES-BASED FINANCING 
Thanks to generous support from the Tipping Point Fund on Impact Investing, the Sorenson Impact Center authored a series of 
three white papers exploring federal policy options to scale the impact investing market by unlocking catalytic capital. Please 
see the full paper for this policy and others at https://www.sorensonimpact.com/policies-unlock-catalytic-capital 

 
Federal statutes that authorize outcomes-based funding have not resulted in wide adoption in states. This 
policy proposes a requirement for states to expend a percentage of new money in targeted funding areas, which 
would catalyze and scale investment to improve social outcomes to create meaningful change.  

 

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

Governments create interventions to address needs and 
societal disparities. However, they do not consistently 
track whether these interventions successfully impact 
outcomes or result in meaningful change. Shifting to a 
funding model that makes payments based on outcomes 
instead of outputs benefits those receiving the services, 
while ensuring efficient use of capital (e.g., being placed 
in a higher-wage job, accessing an early childhood 
program, or avoiding a return to incarceration).  
 

 

Despite authorization in multiple federal funding streams 
(see White Paper Appendix A), we have not seen the 
development of an ongoing, sustainable market for 
outcomes-based financing.  By requiring a percentage of 
new money in certain federal funds to pay for outcomes, 
states will have increased cash flows to fund outcome 
payments, catalyzing private sector investment. 

 

Responding to COVID-19 by leveraging private 
capital alongside federal funding: Responding to 
and recovering from the Covid-19 pandemic will 
require innovation and transformational change in 
how we invest both our human and monetary 
capital. Tying a percentage of funding to the 
achievement of positive outcomes offers a 
mechanism for states to use federal funding to 
leverage outside private capital for social good.  

 

Example: The MA Juvenile Justice PFS Initiative aims 
to reduce incarceration by 40%, while increasing job 
readiness and employment. Goldman Sachs and other 
investors contributed over $21M to fund the services, 
with repayment to investors from the state dependent 
on the service providers’ ability to meet agreed-upon 
outcome metrics.     

Defining Outcomes-based Financing 
Because “Outcomes Funding” does not have a 
statutory definition or uniform application and use, we 
use the term “Outcomes-based Financing” to describe 
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 (PFS), social impact bonds, rate 
cards, and pay for performance contracts or funding 
models. It may or may not include upfront private 
investor capital. 
 

Informed by Outcomes-Based Contracting and Outcomes 
Funds. The Government Outcomes Lab. University of Oxford 

Allowable Expenditures 
To maximize impact and catalyze the most investment, 
the majority of funding should be earmarked for making 
outcome payments; however we recommend a 
percentage of expenditures be allowable for activities 
related to establishing the infrastructure and systems 
necessary for States to move towards outcomes-based 
financing.  

  Outcomes-based Financing Infrastructure  
States have varying levels of capacity to effectively track 
outcomes, structure contracts, initiate innovative financing 
models, and oversee implementation. States would be 
allowed to spend some of these funds to create and 
maintain the supporting infrastructure needed to shift to 
outcomes-based funding, particularly in data collection 
and data systems. 

 

https://www.sorensonimpact.com/policies-unlock-catalytic-capital
https://d7c50b97-c4ba-4182-85b9-db32ff97187c.filesusr.com/ugd/b7a6ac_184f6f9d1cf94536a6f9780b46698bfc.pdf


 

 

PRIORITY POLICY AREAS FOR OUTCOMES-BASED FUNDING 
Based on the criteria, we identify three priority areas best suited for outcomes-based financing. See full analysis 
for each policy area in Federal Requirements for Outcomes-based Financing White Paper. 

 
UNLOCKING CATALYTIC CAPITAL 
 

Targeting a percentage of new funds for outcomes-based financing could unlock hundreds of millions in 
additional funds available for outcome payments to catalyze additional private investment. For example, if just 
1% of funding in certain WIOA, Perkins Act, and TANF funds were used for outcomes-based financing, it could 
unlock $110 million of capital to catalyze private funds for Workforce and Youth Development. In Criminal 
Justice and Substance Abuse Prevention, 5% of major funding streams (SAMHSA, First Step Act) spent on 
outcomes-based financing could result in an additional $330 million for states to catalyze private investment.  
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CRITERIA TO IDENTIFY FEDERAL FUNDS WELL-POSITIONED FOR OUTCOMES 
We identify several criteria to strategically select which types of federal funding should be targeted for 
mandatory outcomes-based funding. 

Bipartisan 
Appeal 

Achieving better outcomes while efficiently spending government money should be an 
attractive goal for all policymakers. Capitalizing on common ground and shared values in 
certain areas and funding streams could help propel action toward broader adoption of 
outcomes-based funding. Has there been support and momentum in the policy area to 
improve outcomes? Does a funding stream already allow outcomes-based funding? 

Impact & 
Catalytic 
Investment 
Potential 

Government provides critical services and support structures to improve the long-term 
economic impact for individuals and society. Identifying funding streams with positive 
potential impact to human well-being and societal needs, and potential to attract additional 
capital is a key focus of this policy proposal. Do funds address high societal needs with 
solutions that could be deployed more efficiently and effectively? What investments will 
attract private dollars? 

Implementation 
Success 

Policy areas with accepted indicators, measurement standards, and available data lend 
themselves well to outcomes-based models. In addition, funding streams currently used for 
contracting to private providers are a good fit. Have existing outcomes-based financing 
projects been successful in a certain area? Do states have discretion in deploying the funds 
to structure for outcomes? 

 

WORKFORCE & YOUTH 
DEVELOPMENT 

   

COMMUNITY, FAMILY, & CHILD 
DEVELOPMENT 

   

CRIMINAL JUSTICE & 
SUBSTANCE ABUSE 

PREVENTION 
With a strong evidence base for 
interventions, measurable outcomes, 
and a need for innovation, this area 
has existing momentum to shift 
spending towards outcomes-based 
contracting. 
 

● Multiple funding streams (e.g., 
WIOA, Perkins Act, TANF Extension 
Act) enjoy bipartisan support and 
represent large amounts of funding 

● Ability to address workers’ earnings 
and economic potential and stability 

● Good performance measurements 
and ability to implement by requiring 
outcomes in service contracts 

The potential for significant return on 
investment is high when focusing on 
preventative services, particularly in 
interventions that address opportunity 
for historically marginalized populations. 
 

● Desire and need exist to address 
family- and community-support issues 
in a post-pandemic world 

● Significant federal money in social 
programs, particularly block grants 

● Outcomes in this area have potential 
to show cumulative impact, producing 
significant returns if both investment 
and ongoing supports are offered and 
sustained 

Cost-effective solutions in these areas 
are critical given the significant societal 
and financial challenges associated with 
incarceration, mental health, and 
substance abuse. 

 

● Bipartisan support exists to address 
great needs, expand evidence-based 
programs, and foster innovation 

● Large amount of funding expended, 
and relevant data and performance 
indicators already tracked 

● Existing and emerging evidence from 
successful outcomes-based models 
in municipalities and states provide 
lessons and best practices 

https://d7c50b97-c4ba-4182-85b9-db32ff97187c.filesusr.com/ugd/b7a6ac_184f6f9d1cf94536a6f9780b46698bfc.pdf

