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Important notice 

Our report was prepared solely in accordance with the specific terms of reference set out in the 
contract agreed between ourselves and the Ministry of Health (“the Ministry”) and for no other 
purpose. Other than our responsibility to the Ministry, neither KPMG nor any member or employee 
of KPMG undertakes responsibility arising in any way from reliance placed by a third party on this 
report. Any reliance placed is that party’s sole responsibility. 

Any redistribution of this report outside core government requires the prior written approval of KPMG 
and in any event is to be complete and unaltered version of the report and accompanied only by 
such other materials as KPMG may agree. 

Responsibility for the security of any distribution of this report, electronic or otherwise, remains the 
responsibility of the Ministry and KPMG accepts no liability if the report is or has been altered in any 
way by any person. 

KPMG expressly disclaims any and all liability for any loss or damage of whatever kind to any 
person acting on information contained in this report, other than the Ministry. Additionally, we 
reserve the right but not the obligation to update our report or to revise the information contained 
therein because of events and transactions occurring subsequent to the date of this report.  

The statements and opinions expressed in this report have been provided by the participants in the 
market consultation exercise. This report is a summary of those views. Accordingly, neither KPMG 
nor its partners, employees or agents, accept any responsibility or liability for any such information 
being inaccurate, incomplete, unreliable or not soundly based or for any errors in the analysis, 
statements and opinions provided in this report resulting directly or indirectly from any such 
circumstances or from any assumptions upon which this report is based proving unjustified. 
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Market Consultation Exercise 
Introduction 

Background 

In December 2012 KPMG completed a feasibility study and concept design for Social 
Bonds. The study indicated that there appeared to be a potential market for Social Bonds, 
overseas case studies showed it was possible to finance these types of contracts and 
pass on social outcome risk to non-government parties and that the concept is well 
aligned with government policy. Therefore, it was concluded that it was worthwhile 
investigating the value for money of a Social Bonds project.  

In February 2013 a paper was presented to the Cabinet Social Policy Committee seeking 
approval to test potential provider and investor interest in a Social Bonds pilot. Approval 
was granted and a market consultation exercise was conducted in March and April 2013. 
This document summarises the views of the organisations who participated in the market 
consultation exercise.  

Objectives of market consultation 

The market consultation aimed to determine:  

■ The level of interest from the market to participate in a Social Bonds pilot 

■ How the benefits of Social Bonds could be harnessed 

■ Any specific risks or concerns associated with Social Bonds and ideas for mitigating 
them 

■ How the government may most effectively work with non-government groups to 
establish a Social Bonds pilot and the form a pilot could take, such as how payments 
and parties would be arranged.  

 

 

 

 

 

Overview of our approach 

A GETS notice was released on 19 February 2013. The purpose of the notice was to 
inform the parties potentially interested in being part of a pilot to trial Social Bonds of a 
market consultation exercise. 

Responses to the GETS notice closed on 15 March 2013. A total of 62 responses were 
received; 55 of these provided sufficient information to be evaluated for invitations to 
market consultations meetings.  

The evaluation process had two stages: 

■ Each response was rated against two criteria, relevance of the social issue (to the 
shortlisted social issues) and track record of the organisation. 

■ The highest scoring responses were reviewed to ensure that an even spread of 
organisations across the three shortlisted social issues, three roles (arranger, investor 
and provider) and type of organisation, (such as commercial, not for profit). 

Of the 55 organisations that provided sufficient information to be evaluated, a 
representative sample of16 was invited to market consultations meetings and 39 were 
invited to provide written responses. A number of the providers came to the market 
consultation meetings with other providers with which they propose to collaborate. This 
resulted in 20 organisations attending the 16 market consultation meetings available.   A 
list of the organisations who attended market consultation meetings, and provided written 
feedback, is included in Appendix 1. 

All 55 organisations were provided with an Information Memorandum (IM).  The IM is now 
a public document and sets out:  

■ The response requirements for those who show interest in participating in a potential 
Social Bond pilot 

■ An introduction to Social Bonds, covering the four step cycle (Define Outcomes, Form 
Partnerships, Deliver Services and Measure Outcomes), what the proposed Social 
Bonds pilot will consist of and similar international schemes 

■ The potential benefits and challenges associated with Social Bonds pilots 

■ Potential social issues for a pilot 

■ How government could contract with non-government groups, covering potential roles 
for non-government parties and performance measurement and payment frameworks 
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Market Consultation Exercise 
Key Messages 

Potential 
Role 

Strengths and opportunities Weaknesses and threats 

Service 
Providers 

■ Showed enthusiasm and energy for the Social Bonds pilot concept, 
demonstrated through the face-to-face consultation sessions and evidenced 
by their preparation and background research on the Social Bonds concept 
and similar international schemes 

■ Recognised the importance of outcome based contracting and the potential 
efficiencies to be gained and increased effectiveness in the delivery of 
services. Some were developing outcome frameworks, others remained 
input/output focused and had not fully thought through the outcomes they 
would target if successful. 

■ Saw Social Bonds as an opportunity to remove barriers when contracting 
with more than one government agency, increasing collaboration within the 
sector. Providers suggested cross-government contracting was the best 
approach to delivering social outcomes. 

■ At this stage, most providers do not have relationships with investors and 
would require assistance in meeting potential investors. They would likely 
need a financial intermediary to attract and structure investment and manage 
funds. 

■ It was apparent that there is a low level of commercial capability in the 
majority of provider organisations. 

Investors ■ Overall reflected an enthusiasm for the Social Bonds concept and an interest 
in participating in a Social Bonds pilot.   

■ Broadly agreed that they would be most interested in a social issue which 
naturally aligned itself to their organisations values and community interests.  

■ The level of investment potential investors were willing to commit varied 
between $5 and $15 million, investment beyond $20 million would present 
challenges. 

 

■ Were concerned with government intentions e.g. is Social Bonds really about 
effectiveness or just about risk transfer. 

■ Unlikely to be interested in social issues that require large social change. 

■ Thought they had expertise to bring to the table. They raised concerns with 
their ability to complete an accurate due diligence on providers and noted 
that they often rely on academic experts. In addition, investors raised 
concerns with the NGO’s capability to manage change, foster and sustain 
innovation within the sector. 

Arrangers ■ A large number of organisations who responded to the GETS notice 
indicated they could act as arrangers.  

■ While a large number of organisations indicated they could act as arrangers, 
through discussions, it seemed there was a lack of understanding of what 
this role involved. 

■ It is likely that the arranger role will have two functions, financial 
arrangement and arrangement of services. Most organisations could only 
fulfil one of these functions (the majority spoken to had service provider 
arrangement experience but not finance arrangement experience). 

■ Banks commented that a bond instrument would require them to write-off 
some of their costs due to the size of a pilot 



© 2013 KPMG, a New Zealand partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative 
(“KPMG International”), a Swiss entity. All rights reserved. Printed in New Zealand. 

4 

Market Consultation Exercise 
Appetite for Social Bonds and the drive for change 

Providers 

There was a lot of enthusiasm from providers in the market consultation meetings.  

The factors driving provider appetite for Social Bonds are: 

■ Improving efficiency and effectiveness across providers. 

■ Currently there are limited opportunities for social finance initiatives. 

■ Government taking a longer term view to the success of contracting. 

■ Increased recognition of the importance of outcome based contracting and focusing 
on “what works”. 

■ Opportunity to remove misalignment and barriers when contracting with more than 
once government agency. 

■ Two providers indicated they have funds available to invest in a pilot and therefore 
could also fill the investor role, however additional investors would also be required. 

■ Social Bonds could free up bottlenecks and allow funding to flow faster to the frontline 
where it is needed. In the current model their view was that there are a lot of steps 
between the source of the funding and the front line. 

■ The Social Bonds concept offers an opportunity to ‘brain-storm’ ways to innovate with 
a wider group outside the current model. 

■ Some held the data e.g. surveys and GP data. 

 

 

 

 

 

 

 

Investors 

Investors are interested in the Social Bonds concept but require further information. 
Investors reflected willingness, although to a varied degree, to participate in a Social 
Bonds pilot. The key aspects driving investors appetite for Social Bonds are:  

■ Alignment of the selected social issue with their organisation’s core values and 
community interests. 

■ Balance of financial risk between investors and government i.e. If the investor carriers 
less risk compared to government the investor will have a greater appetite for 
investing in a Social Bonds pilot. 

■ Ability to recycle capital through Social Bonds for sustainable re-investment. 

■ Reputational benefits (or disincentive if social outcome not aligned with values). 

■ Improvement of effectiveness of delivery. Focus reserves to “what works”. 

■ Social Bonds as an alternative to grants, with some investors mentioning their interest 
may change to divert funds away from grants to Social Bonds. Some said their long 
term ambition would be to divert their commercial investments into Social Bonds, or 
create a third “blended return” fund. 

Arrangers 

A large number of organisations indicated they could act as arrangers but through 
discussions it seemed there was a lack of understanding for many of what this role 
involved. 

Through discussion it became apparent that it is likely organisations could act as either a 
financial arranger or an arranger of services, but only one organisation could fulfil both 
financial and service arrangement. 

Arrangers are interested in Social Bonds because:  

■ It provides a new way of delivering services in New Zealand.  

■ It moves contracts from input focused to outcome focused and will assist improving 
outcomes. 
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Market Consultation Exercise 
Challenges and areas that would deter involvement in Social Bonds 

Providers 

Potential providers noted the following as the key challenges they will likely face with 
Social Bonds: 

■ Potential cash flow problems – some providers do not have surplus funds available 
and would require  much of the investors’ funds upfront to carry them through until the 
success payments were triggered. They would seek certainty of cash flow and not 
want to bear much risk. 

■ Performance measurement and payment mechanism model shouldn’t be too defined. 
Providers would like to provide input to the design of the model. 

■ Culture change from NGO/charities to social enterprises i.e. acting as a business. 

■ Raising finance from trusts may be difficult as trusts are less flexible in the way they 
fund than other organisations. 

■ Reputational risk and how a provider might be perceived by the general population by 
being part of the Social Bonds pilot. 

■ Limited financial knowledge and hence the expertise to speak confidently with 
investors and understand the financial terminology. 

■ Pilot size would need to be kept to a manageable level – if the population cohort is too 
large it will become problematic for providers. 

■ Incentives underpinning the Social Bonds pilot could put off collaboration amongst 
investors e.g. providers competing rather than collaborating. 

■ Measurement of the social outcome and the robustness of baseline data for 
measurement could be limited causing a lack of confidence in the baseline 
measurement and whether targets have been reached. 

■ New behaviours will need to be learnt to allow failure and be open to innovation and 
risk taking. Government must be open to failure in early years to inform continuous 
improvement and innovation. 

 

 

 

Investors  

In terms of the areas that would deter involvement in the Social Bonds pilot the 
discussions with investors focused predominately on the risks. Potential investors cited 
the following challenges/risks that would deter involvement:  

■ Not having a social issue confirmed and well articulated before an investment was 
committed. 

■ The balance of risk between government and investors – if investors are asked to 
carry a higher level of risk then they feel they have control over it will be a deterrent. 

■ Gaining trust the provider will know how to reward, foster and sustain innovation 
within the sector. 

■ Liquidity of investment could deter investors if the investment did not see a return after 
three years. Investors indicated they may want the opportunity to divest. 

■ Ability to complete an accurate due diligence over the providers, the social issue 
selected, the service design and intervention logic. 

■ Ability to manage the providers’ performance and when providing oversight of their 
performance, know when to act if performance is not meeting the requirements. 

■ Administration costs would be high for investors for this early stage of the pilot. 

■ One potential investor said they lacked confidence in providers’ ability to reward, 
foster and sustain innovation in the sector. 

■ Unlikely to be interested in social issues that require large social change. 

■ Would need certainty that government would pay if performance achieved e.g. solid 
contracting and not carrying risk of change in government policy. 

Arrangers 

■ Cost of arranging would be high for the first pilot. 

■ Limited ability for arrangers to perform both service and financial arranger role. Would 
need partnering. Iwi groups may be better placed to perform both roles.  
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■ Risk allocation: Organisations expect clear and concise outline of the risk allocation 
framework and expectations of all parties involved.  

■ Capital underwrite: It was suggested that government indicate the level of underwrite 
that it might be asking to respondents. It was acknowledged that this will be 
determined by the social outcome and the level of risk involved. 

■ Performance measurement: The majority of organisations have a preference for 
performance measurement principles to be presented in EOI and RFP documentation, 
rather than a defined performance measurement model. Providers, arrangers and 
investors would like the ability to bid back on and then jointly develop the performance 
framework. They also requested government to be open with the types of databases 
available to help consortia develop their bids. It was suggested that the measurement 
framework ramp up over time to acknowledge learning in early years.  

 

 

 

Market Consultation Exercise 
Requests to government 

Organisations who participated in the market consultation exercise raised a number of 
points for government to consider in the design, procurement and operation of a Social 
Bonds pilot. 

■ Market making: The majority of providers do not have existing relationships with 
investors. It was suggested that government could play a role in facilitating providers 
to meet investors and arrangers, who could then partner together to respond to a 
Social Bonds pilot Expression of Interest (EOI) and Request for Proposal (RFP). An 
alternative option suggested was that the specifics of a Social Bonds pilot, in terms of 
social issue, service design and providers, could be selected prior to discussions with 
investors. Government support was also requested for developing “investor ready” 
intervention logic and service design. 

■ Social issue: The social issue to be piloted needs to be selected as early as possible 
to allow potential arrangers, investors and providers to partner.  

■ Pilot scale: Investors indicated that the pilot should be of sufficient scale to make an 
impact, for example between $5 million and $10 million. A very large scale pilot, for 
example approximately $20 million, would be difficult to raise finance from investors. 

■ Pilot duration: It was proposed that Government should consider a pilot duration of 
between 2 and 5 years. Providers acknowledged that a start up period of between 3 
and 12 months would be required before lead outcome indicators could begin to be 
measured. Some investors suggested that it would be undesirable to wait for more 
than 3 years for a return on their investment. Most organisations said that social 
outcomes require a long lead time but acknowledged a Social Bond would need to 
have a shortened time restriction.  

■ Procurement: Potential providers and investors expect the government to have a 
clear procurement process that is open, transparent and frank; establishing an 
environment where people can come together and collaborate as partners forming a 
consortium. It was requested that the procurement process be designed to be low 
cost for respondents. 
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Market Consultation Exercise 
Potential social issues 

A range of social issues were proposed by organisations, including the three shortlisted 
social issues from the IM. The table below outlines the 16 broad areas that the proposed 
social issues have been grouped into. 

These issues are currently being refined and evaluated by government to select a social 
issue suitable for the first pilot. An initial evaluation is presented in the table below based 
on feedback from the market.  

 

 

 
Social Issue Initial evaluation based on 

market feedback

Re-offending More suitable
Unemployment More suitable
Domestic violence Less suitable
Healthy housing More suitable
Teenage pregnancy Less suitable
Disability Less suitable
Drug addiction More suitable
Alcohol addiction More suitable
Readiness for school More suitable
Obesity and diabetes Less suitable
Vulnerable children and whole approaches to family More suitable
Finanical literacy More suitable
Community Law Less suitable
Self responsibility in health Less suitable
Grief Less suitable
High users of health services More suitable



Appendices 
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Appendix 1 
Market consultation participants 

Market consultation meetings 

Throughout March and April 2013, the KPMG Social Bonds team spoke with a sample of 
20 potential providers, arrangers or investors for the Social Bonds pilot. The organisations 
interested in the Social Bonds pilot consisted of Non-Government Organisations, banks, 
community organisations and health care providers. The 20 spoken to are listed are in the 
table below: 

 

 

 

Written feedback 

The remaining 39 of the 55 organisations who met the evaluation criteria were invited to 
provide written feedback. The table below sets out the four organisations that responded 
to this request:  

 

 

A set of questions, pre-agreed between the Ministry of Health and KPMG were used as a 
guide in discussions with each organisation. See Appendix 2. 

Organisations who attended market consultation 
meetings

Organisations who provided written feedback
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■ What would attract you to be part of a Social Bonds pilot? 

■ What would deter you from being part of a Social Bonds pilot? 

■ You mentioned that you are interested in [XXX] social issue/s. Within this area, what 
drives your preferences for which social outcome is piloted? Are there any “no go” 
social areas for you? 

■ What measurable social outcome would you aim to achieve in our area of interest? 

■ Why do you think a Social Bonds approach would be more effective than previous 
efforts to address the socially intractable issue, and do you think Social Bonds would 
allow greater opportunities for innovation in the area? 

■ Do you believe that there would be sufficient interest from NZ social finance investors 
for this to work? 

■ Are there social areas in which investors would be more likely or less likely to invest? 

■ How would you see yourself partnering with other groups to deliver a pilot? 

─ Who might you work with?  

─ What would drive your decision on who to work with? e.g. financial viability, 
track record, past relationships. 

─ How might you structure yourselves? 

■ How do you view your own and your potential partners’ readiness to be involved in a 
pilot? [e.g. management capability, strength of relationships with investors/providers..] 

■ [for Investors and Arrangers] One of the advantages of Social Bonds is that 
Government steps back and investors are incentivised to facilitate innovation and 
performance with Service Providers (first in service design then through operation). Is 
this a role you would be comfortable playing? What do you see at the benefits and 
challenges of this approach? 

 

 
  
 
 

■ [for Service Providers] In the overseas pilots we’ve seen Arrangers and Investors 
involved in service design and managing the performance of services in part because 
they will be rewarded (or penalised) if the services do/do not deliver the outcomes. 
Would you feel comfortable interacting with investors in this way? What do you see as 
the benefits and challenges? 

■ Robust performance measurement is crucial in Social Bonds. We’re keen to design a 
system which can be relied on by all parties and is not too burdensome 

─ How far do you think you could go in defining indicators and designing the 
measurement framework? How much of the performance measurement work 
would you want to see worked up by Government?  

─ What data sets and past performance data would you expect Government to 
be able to provide? 

─ Do you hold data sources which may be of use for measuring outcomes? 

■ [for Investors/Arrangers] Payment from Government would be linked to performance 
against outcomes. What would you like Government to consider when designing the 
payment mechanism?  

─ Would you require a fully commercial return or be open to a “blended 
return”? 

─ Is there a size and length of pilot that you would favour? 

─ What would facilitate a streamlined pilot procurement?  

■ Are there any barriers you see from being involved in Social Bonds e.g. regulation, 
legislation, your own Constitution/Deed.  

■ The procurement and development of a pilot would require significant time to be 
invested by both the Government and the non-government teams. Would this be 
possible for you?  

■ What role would you look for Government to play in a pilot in the lead up to 
procurement and during the operational phase? [e.g. match-making, which risks you’d 
want Government to hold/share...] 

■  Are there any other questions you have or comments you would like to make? 

 

 

 

 

Appendix 2 
Market consultation questions 
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