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A Message of Optimism
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WARREN E. BUFFETT

I am an optimist, a very realistic optimist. You can gain a sense of this by reading Berkshire’s annual reports and the op-eds I have written over the years. For one thing, I believe that living standards around the world will continue improving far into the future, as they have done in America since our forefathers discovered the country’s secret sauce.

America has led the way with an innovative market system built upon a rule of law and equality of opportunity. This combination has delivered incredible growth during my lifetime—real GDP per capita has increased sixfold since my birth in 1930. And our economy will continue to benefit from a steady unleashing of human potential.

This is never more evident than when I meet with university students. Every year, groups from forty colleges and universities visit with me in Omaha to talk about the world they will inherit and improve. My message is consistent: Despite the difficulties we face, I am confident that their grandchildren will live in a world with far greater abundance than we have today. After we talk, I always come away feeling even more optimistic about the future.

For students like these, this book will be a helpful resource. It is grounded in a well-researched and tested approach, which will serve as a framework for partnership building. As you learn from the strategies pursued in these stories, you’ll discover just why I’m so hopeful about the future. You will enjoy this book, and I’ll bet you will be inspired, too, by its message of optimism and action.


Introduction
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HOWARD W. BUFFETT AND WILLIAM B. EIMICKE

In the middle of New York City is an open and expansive green space—something just as quintessentially Manhattan as its skyline. Every year Central Park welcomes more than forty million visitors from all over the world.1 Many think of it as a perfectly landscaped and pristinely maintained park, but not so long ago it was one of the most dangerous precincts in what was then the murder capital of the United States. In popular movies—The Out of Towners, Annie Hall, Six Degrees of Separation—Central Park symbolized why few people wanted to live in New York, why Europeans were advised not to visit, and why no street smart New Yorker ventured in after dark.

What changed? In the 1980s and 1990s, the neighboring community mobilized to create the Central Park Conservancy (CPC), recruited hundreds of volunteers and millions of dollars in support, hired highly qualified and passionate leaders and workers, and partnered with the city to run the park as if it were their own. The city government still owns the park, and it is open to all for free—but CPC runs it and raises the money to pay most of its operating and capital costs. This was an uncommon approach for its time, but this kind of creative cross-sector partnership is becoming more and more common. It didn’t happen overnight, and it required constant, tireless, and visionary leadership from members of the conservancy and the city government. As good as this approach is, the partners are still trying to make it better—and they are helping other parks around the world replicate their success.

Just blocks away in Chelsea, near the previously notorious and highly dangerous Hell’s Kitchen neighborhood, is a park built atop the abandoned tracks of an elevated freight train line that once delivered meat, dairy, and manufacturing supplies to the city. A well-organized community organization with inspired leadership convinced the city not to demolish the tracks, and, together, the community and the city built a beautiful park with panoramic views that attracts nearly eight million visitors each year.2 Similar to CPC, the nonprofit Friends of the High Line manages the park for the city and raises funds from donors to cover most of the rather substantial operating costs.

The Central Park Conservancy and Friends of the High Line are excellent illustrations of cross-sector partnerships: voluntary collaborations between organizations from the public, private, or philanthropic sectors that accomplish mutually agreed-upon goals. Today partnerships are delivering goods and services more efficiently and effectively, and with greater benefit to society, than one organization could ever achieve on its own. The two parks also show how partnerships between different sectors—in these cases, nonprofit organizations partnering with government—often are able to overcome the limitations that constrain organizations in any single sector. Private sector organizations also bring unique contributions to partnerships, generally driving better outcomes for programs that benefit the public in addition to their profit-making purpose.

We explore cross-sector partnerships as case studies at the School of International and Public Affairs at Columbia University, where we teach. Our graduate students are incredibly bright and diverse, and our alumni span more than 150 countries and come with professional backgrounds from government, for-profit, and philanthropic organizations.3 However, they all come together with a common goal of improving society. In our courses on effective public management, innovation, and philanthropy, we often find ourselves describing cross-sector partnerships as a more effective way to serve the public interest. From the innovative High Line urban park in the heart of New York City to the many other examples in this book—digital transformation of government services in India, economic and agricultural revitalizations in Afghanistan, and so on—organizations from all three sectors are coming together in different ways to meet their individual organization’s goals and serve the greater good.

WHY DO WE NEED PARTNERSHIPS?

The traditional view of how societies manage themselves is changing. Government alone has not been able to handle the growing responsibilities and costs of the issues it faces in the modern world: public safety, social welfare, public health, infrastructure, education, national defense, international relations, job creation, housing, energy, environmental protection, transportation, space exploration, scientific research, justice, and so on. In addition, most individuals and local communities do not want these important issues handled for them without their input, no matter how well-meaning the government may be. A community generally will have better everyday solutions than officials from their vantage points at city hall or far away at the capital.

Decentralizing government decision making at the local level may help, but economic decisions are increasingly influenced by global developments, which have both positive and negative implications.4 On the good side, globalization has improved the lives of billions around the world, and much of that benefit was made possible through organizations partnering across sectors and national borders.5 At the same time, globalization contributed to the financial crisis of 2008 and its lingering aftermath: displaced homeowners, drained retirement accounts, limited access to financing, and structural unemployment.6

So far globalization seems to have reduced inequality in many countries and exacerbated it in others. The innovations and efficiencies globalization has enabled also has created an uncertain future for many workers around the world. For example, the coming age of automation could act as a second industrial revolution in the decades ahead, with the potential to significantly increase efficiency and convenience. Simultaneously, millions of workers may be replaced with robots, worsening already dangerous levels of inequality.7

As we discuss in chapter 1, government used to be the leader in responding to major societal challenges, such as poverty during the Great Depression. In today’s world, however, government bureaucracies seem slow, rigid, and clumsy and often are stalemated by partisan bickering and gridlock. Too many people across our country (and around the world) are underemployed, hurting, and frustrated. The Brexit vote in Great Britain and the U.S. presidential election in 2016 reflect the pessimism of working-class and middle-income voters, not just regarding their future but also the prospects for their children and grandchildren.8

Many around the world believe that our challenges are too great and too complex to be solved. Although these challenges will not be solved by any one country, organization, or even sector of society, solutions to these challenges do exist. Leaders from organizations of all types have been developing new strategies and joining together to tackle the most entrenched and intractable problems in our world today—progress that is well documented in economist Steven Radelet’s book, The Great Surge. In the past few decades alone, extreme poverty has been cut in half,9 billions more have access to clean water,10 and under-five child mortality has declined nearly 60 percent.11 This is undoubtedly incredible progress, and yet much more is needed.

In the following chapters, you will read about how cross-sector partnerships are becoming the most effective method of accomplishing large-scale public good in the twenty-first century—dramatically improving programs by sharing responsibility that governments alone are unable to deliver. However, implementing these new approaches requires unprecedented innovation, inclusivity, and sustainable solutions, and they will only be successful if they focus on creating value for everyone involved.

CHANGE IS ON THE HORIZON

Major shifts in the characteristics of our populations, their values, and the distribution of wealth are happening all around us. For instance, the baby boom generation has been surpassed in size and influence by the millennials.12 Simultaneously, roughly $60 trillion of global wealth is expected to change hands over the next 50 years,13 and 86 percent of future inheritors are interested in sustainable investing14—including actions or advancements by businesses that improve our society.15 According to Deloitte, 2013 marked the first year that millennials began ranking the primary purpose of business as creating social value—not creating profit.16 Between 2012 and 2014 alone, socially responsible investing grew more than 76 percent,17 and in 2016, it comprised more than one out of every four invested dollars under professional management.18 A Pew Research Center study found that 84 percent of millennials report that making a positive difference in the world is more important to them than professional recognition.19 What these numbers indicate is not a temporary or passing trend but a paradigm shift in how society values itself—value defined by purpose rather than by a relentless march toward profit.

The growing crisis of economic inequality in the United States is a clear example of “success” for some—but possibly becoming disastrous for us all. Nobel laureate economist Joseph Stiglitz agrees, saying that the real solution to the inequality crisis is focusing on community rather than individual self-interest: “Indeed, we are a community, and all communities help those who are less fortunate among them. If our economic system leads to so many people without jobs, or with jobs that do not pay a livable wage, dependent on the government for food, it means that our economic system has not worked in the way it should.”20

HOW CAN WE GET BETTER OUTCOMES FOR ALL?

To live up to our collective potential to solve these complex challenges, we believe that a core value of sharing success—between organizations, individuals, local communities, and our environment—will enable society to transform how it defines and accomplishes its goals. Professor Stiglitz has outlined policies that could increase economic growth and equality, creating what he calls “a shared prosperity.”21 We agree that society can do better, and in often unnoticed ways we are already accomplishing great things, frequently through new and exciting collaborations. That is really what this book is about. We discuss how important it is for partners to establish clear and mutually beneficial goals, agree on appropriate and feasible performance measures, bring together those who can get the job done, identify the places that want and need help, and implement processes that will lead to success.

Technology and innovation alone will not carry us forward. Economist Robert Gordon has attracted a great deal of attention for his theory that the rate of innovation is slowing dramatically and, therefore, expectations for future improvement in the human race should be lowered.22 Even if the rate of innovation slows, we can still substantially improve our societies through performance-driven management. Management expert Peter Drucker believed that leadership and management contribute as much or more to progress as technological innovation does. How well we measure success can dramatically affect our results. As Drucker wrote in the early 1970s, “it is the task of this management generation to make the institutions of the society of organizations, beginning with the business enterprise, perform for society and economy; for the community; and for the individual alike.”23

What Drucker was saying forty years ago is similar to what millennials are saying today: private firms should make money and do good at the same time.24 Drucker also advocated for cross-sector collaboration with the nonprofit sector to make the world a better place.25 Over the past several decades, the number and influence of nongovernmental organizations (NGOs), including nonprofit aid agencies, community-based organizations, foundations, and advocacy organizations, have increased almost exponentially in most countries around the world.26 From tiny neighborhood associations to mega-foundations and global service organizations, these groups are feeding the hungry, housing the homeless, curing the sick, educating children, and promoting sustainability. In many cases, when philanthropic initiatives are taken to scale, they are done so in partnership with government.

Cooperative efforts such as these are not a twenty-first-century phenomenon. Governments have contracted with for-profit and nonprofit organizations to complete projects, supply goods, and deliver services for centuries. What makes current and future partnership models different are the reasons the parties come together, the collaborative manner in which they design and implement their agreements, and how they measure individual and collective success.

SOCIAL VALUE INVESTING CAN HELP PRODUCE BETTER OUTCOMES

An important message of this book is that we must be smarter in our attempts to make the world a better place. “Doing good does not excuse us from doing better,”27 and throughout this book, we explore new ways to add or increase value for society through better management, planning, and performance measurement. Ours is not the first attempt to be more analytical about the effects of our public or philanthropic investments, and we hope to build on this quickly developing field. We argue that partnerships combining the strengths of multiple sectors—government, corporations, and philanthropy—can yield the most public benefit, especially when they are structured with integrity and inclusion.

This book presents a framework for creating social value that is modeled after one of history’s most successful investment paradigms: value investing. Like value investing, social value investing employs a long-term investment strategy that attempts to unlock hidden or intrinsic value, and it focuses on effective management through a five-element approach: process, people, place, portfolio, and performance.

In chapter 2 we introduce this framework and describe its origins, history, and development. The chapters that follow present case studies of cross-sector partnerships, each exemplifying one of the five elements of the framework. These cases are paired with an analysis and the theoretical underpinnings of each element. In all but one case, the partnerships we describe were developed independently and without knowledge of the social value investing approach. While they are not necessarily a perfect adaptation of the framework, we believe this independence reinforces the validity of the broad applicability of the model.

This new management framework begins with the first element: the need for an effective process to structure how organizations partner successfully. This is especially important in complex situations that require coordinated action and comprehensive programs. Partners must develop a fully integrated approach, relying on organizations from across sectors, to develop solutions that will outlast their initial investments. To illustrate this element, in chapter 3 we present an initiative in India designed to spur economic growth and opportunity through a partnership led by the national government. The initiative provides official biometric identification for the country’s 1.3 billion residents, resulting in a more efficient, effective, and honest distribution of publicly funded benefits. These programs also facilitate savings, investment, and job growth, and raise the standard of living for low-income families. Following the case, in chapter 4 we detail the framework’s first element and draw examples from the partnerships in India.

In chapters 5 and 6 we discuss how cross-sector partnerships rely on people as their most important asset. Leaders must build teams of diverse human capital and work with other leaders in a collaborative, sustained, and decentralized manner. To understand how well this can work in the real world, we look at the leadership of the Central Park Conservancy and the network of partners that created the High Line. Today CPC is partnering with other conservancies in cities across the United States to bring private resources and expertise to the management of public spaces. CPC has worked with Columbia University and others to design and implement training and certification programs for urban park managers—supporting the next generation of leaders who will help bring the CPC’s best practices to parks around the world.

In chapters 7 and 8 we illustrate how successful partnerships empower constituents as co-owners of outcomes by using a place-based strategy and cooperative planning mentality. This emphasizes the importance of designing, operating, and implementing a partnership’s efforts in support of stakeholder-developed goals. To better assess the opportunities and challenges of applying this element, we explore a cross-sector partnership to strengthen the rural economy in western Afghanistan despite decades of conflict.

In chapters 9 and 10 we discuss ways in which partners from different sectors can coinvest their resources in a portfolio to diversify risk and achieve greater impact. To illustrate this aspect of social value investing, we describe the work of an innovative NGO made up of private sector leaders in Brazil called Comunitas. These leaders created a program called Juntos, which brings together corporate expertise and finance, philanthropic donors, and Comunitas staff to partner with willing local governments to improve the efficiency and effectiveness of jointly selected government programs—all in close collaboration with local residents.

Finally, in chapters 11 and 12, we discuss the fifth element of social value investing, which focuses on projecting and measuring performance to understand the intrinsic value a program or partnership may create for society. We document how former New York City mayor Michael Bloomberg used performance-based partnerships to revolutionize public safety, saving lives and property and dramatically improving the quality of life in the city. We then present a formula that can help partners—whether in the public, private, or philanthropic sector—compare the predicted positive social impact of different programs that serve the public good. By inputting key variables and a measurable social impact goal (in areas such as fire safety, renewable energy, or smallholder agriculture), partners can calculate an impact rate of return per dollar expended. Enabling partners to compare similar programs seeking to bring about positive outcomes means they can determine which options will achieve the greatest benefit for society. The formula is a starting point and an important step toward an accessible and robust cross-sector partnership measurement methodology.

We believe the full potential of the process, people, place, portfolio, and performance management framework can be realized when applied through cross-sector partnerships. Our case studies and their analyses illustrate how the talents and resources of one partner can complement the others and magnify positive social impact as well as the efficiency of an endeavor.

However, not all partnerships are successful. In chapter 13 we explore a cautionary tale of the complex public-private investments in preparation for the 2016 Summer Olympics in Rio de Janeiro. This chapter examines the government-led partnerships to revitalize the city’s dilapidated port area and public transportation system. In this case, a number of elements from the framework were missing, and the results were uneven: corruption ensued, some stakeholders were disenfranchised, and many Olympic venues were virtually abandoned or fell into disrepair.

HOW DID WE GET HERE AND WHY DOES IT MATTER?

The modern cross-sector partnership model developed over nearly a century of experimentation in how the government engaged with the private and philanthropic sectors, beginning with New Deal programs led by President Franklin D. Roosevelt. The Great Depression left millions of previously self-reliant families destitute, and only government agencies had the size, scope, power, and leadership to partner with private companies and charities to ease their poverty. As many countries deteriorated into anarchy and dictatorship, the U.S. government engaged private businesses and charities to work together toward recovery. World War II boosted the authority of the government to “lead” its private partners and supply the demand for weapons and provisions for all of the Allied forces. However, resulting decades of government-led partnerships bloated the public sector, and public trust in the government’s ability to accomplish important work efficiently was lost.

The privatization movement followed. Ronald Reagan and Margaret Thatcher led a growing antigovernment groundswell, and privately run public projects followed. Many of these programs moved faster, cost the government less, and produced visible outcomes. But privatization had its own drawbacks, including a predominant focus on short-term profits over other important considerations, bidders who oversold their outcomes, and contractors who avoided serving hard to reach communities and constituents (who were often in the greatest need). Some scholars argue that, in certain cases, privatization simply replaced an inefficient public monopoly with a private one, offering consumers little more at a higher price.28

The reinventing government phenomenon of the 1990s focused on improving how government works rather than replacing it with private companies. This reinvention included some decentralization of decision making, increased community participation, and additional contracting with nonprofit organizations for service delivery. In many ways, it set the stage for the rise of cross-sector partnerships by highlighting successful relationships between governments and community-based organizations, as well as collaborations among federal, state, and local agencies, and occasionally private companies. But reinvention also reinforced the now outmoded idea that government should be the sole source of new policy ideas, of program development, and be the architect of measures of success. Nor did reinvention anticipate the substantial growth in funding and innovative social and public policy solutions that would flow from the philanthropic sector in the twenty-first century.

Today large foundations and nonprofits are leading partnerships with a willingness to provide no-cost and low-cost capital over the long-term and with a keen focus on measurable social impact. Challenges exist here too, as we will discuss, and what these organizations perceive as the desired social value may differ from what community stakeholders want.
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To solve many of the most important challenges we now face—whether destabilizing inequality, declines in the number of living-wage jobs, degraded soils and food production, damaging climate change, or a shortage of quality, affordable housing and education for all—we must work in partnership. This is because no single sector acting alone is adequately equipped to design the necessary long-term approaches, to deploy the large amounts of required capital, and to catalyze community-led program development.

Partnerships have the potential to maximize the positive attributes of each sector while minimizing their weaknesses. The partnerships that cleaned up Central Park and created the High Line, among others that we discuss in greater detail, provide us with helpful examples of cross-sector partnerships that achieved higher social value than one sector could accomplish on its own. At the same time, in these cases and the others we discuss, it is easy to see that successful partnerships can be difficult to form and maintain.

BUILDING A BETTER WORLD WILL TAKE TIME

Fundamental problems of hunger, poverty, and inequality cannot be solved with short-term approaches. Meaningful progress on making the world a better place for everyone requires long-term strategies and management frameworks measured by how well we share success. Many of our biggest problems, those most worth solving, may not be solved in our lifetime—but they can be solved.29 It will require investment in all kinds of people to bolster their ability to succeed. It will take thoughtful, contextually appropriate processes that align organizations’ goals with local and global needs. It will mean investing time and resources in communities in ways that transform beneficiaries into shareholders of their outcomes. And it will mean putting the right measurement and performance systems in place so that we invest in opportunities that have the highest intrinsic value for society.

[image: image]

We live in a postrecession, globalized, collaborative, young, hyperconnected world.30 More so now than in any earlier time, we have the tools, the science, the best practices, the momentum, and the impetus to bring about positive change on a global scale. Many of us—from baby boomers to millennials—believe our new reality is challenging but that we have the knowledge, technology, resources, and new ways of organizing ourselves to meet our needs more efficiently and equitably. As authors, we each represent one of these two very large and influential cohorts, and we share a strong conviction that we can, in fact, dramatically improve our world. We believe that it begins by coming together and redefining success. Our hope is that future generations will focus less on traditional definitions such as wealth, power, or fame and be equally or more interested in making a positive impact on their communities—both locally and globally.

We have developed these observations over a decade of researching, studying, teaching, and working with cross-sector partnerships around the world. We hope this book provides you with inspiration for learning how, by working together, we can make the world a better place.
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CHAPTER ONE
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The Evolution of Cross-Sector Partnerships
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HOWARD W. BUFFETT AND WILLIAM B. EIMICKE

During and after the Great Depression, massive, government-led investments reignited economic growth in the United States. Modernization during the twentieth century’s World Wars resulted in dramatic improvements in the production and infrastructure capacity of the United States. Subsequently, the privatization movement in the 1980s and the reinventing government reforms in the 1990s sought to redefine and downsize the role of government in society. In the twenty-first century, nonprofit organizations of all shapes and sizes are playing an ever-larger role in what was previously considered the purview of government. Today, cross-sector partnerships are carrying out major infrastructure projects and social programs, sometimes on an international scale. Despite their global reach, much of this partnership activity is a relatively recent, and understudied, phenomenon.

Beginning in the 1980s, public and private sector leaders, politicians, advocates for social change, and academic researchers focused increasing attention on accomplishing large-scale goals through public-private partnerships. These PPPs, as they are widely known, became somewhat “fashionable” and more prevalent in the years that followed.1 In the simplest terms, public-private partnerships are working agreements between a government and a nongovernment organization to reach a shared objective in line with the legal terms of a contract.2

There is a substantial amount of scholarship on public-private partnerships, but only more recently have researchers turned to cross-sector partnerships that include social, philanthropic, and nongovernmental organizations where the primary purpose is to serve the public good.3 Such cross-sector partnerships focus on a wide range of goals including research and development, local economic growth, poverty alleviation, and public health. In addition, these types of partnerships act as a critical enabling mechanism for accomplishing otherwise impossible objectives, or for addressing previously unsolvable, complex challenges.4

Cross-sector partnerships, including those profiled throughout this book, are an important development because they help focus numerous and diverse actors on the pursuit of socially valuable activities.5 They empower partners and stakeholders alike to overcome collective action problems6 and to better identify and track the negative and positive externalities of their work.7 We believe that such partnerships may help society move past the individualistic rent-seeking and free-rider behavior that dominates traditional views of economic self-interest.8 Although cross-sector partnerships may not be the easiest way to get important things done,9 we show that they have great potential to leverage resources from all three sectors to meet public objectives efficiently and effectively at a scale not otherwise possible.10

REACHING A GLOBAL SCALE

The emergence and proliferation of cross-sector partnerships is a reflection of the inability of one sector to effectively address many of our most substantial societal challenges. Regardless of such limitations, a number of significant collaborative efforts have made, and continue making, considerable progress. One example is the United Nations Millennium Development Goals (MDGs). In place for fifteen years between 2000 and 2015, this effort represented society’s most significant attempt at positive collective action on a global scale. The MDGs and their call to action resulted in “a coherent framework for the entire UN system [which includes governments, private businesses and non-governmental organizations—NGOs] to collaborate toward shared, common goals.”11

Among the eight MDGs were many goals historically viewed as the primary responsibility of government, including poverty and hunger eradication, universal primary education, gender equality, and environmental sustainability. The UN’s subsequent global agenda, the Sustainable Development Goals (SDGs), have expanded this list to seventeen, along with 169 measureable targets.12 The SDGs also include a goal fully dedicated to promoting partnerships as a means to strengthen society’s collaboration for accomplishing the other goals. Even more than before, individuals and organizations of all types are engaging in the SDG agenda and taking remarkably active roles to support one another. For example, Bill and Melinda Gates convened some three hundred participants in late 2017—including activists, journalists, investors, philanthropists, businesspeople, government officials, and more—to raise the visibility of the goals and to broaden public engagement. Called “Goalkeepers,” this group is helping to track and report progress on the SDGs annually, advocating for increased government action, and promoting sustained commitment from all sectors.13

An inclusive approach is important for many reasons, particularly because there is no one “best” sector for leading major cross-sector partnerships. Nor can any one sector or organization effectively deliver the many diverse goods and services required for meeting important national and global challenges, whether in sustainability, economic growth, or inequality.14 There is no question that organizations of all types and sizes have to band together, and partnerships will play a major role in reaching complex and large-scale outcomes such as the SDGs.

As cross-sector partnerships increase in size and prevalence, we can draw from some important historical lessons. For instance, the current state of partnerships has been profoundly influenced by the evolution of government-led collaboration in the United States over the past 160 years. Although the public, private, and philanthropic sectors in the United States have been, and remain, independent, there is a long history of formal cooperation between them. We believe this collaboration has helped shape modern partnerships in the United States and around the world, and this chapter touches on major developments in U.S. history since the 1800s.

PUBLIC-PRIVATE PARTNERSHIP EARLY ON

In the early nineteenth century, rugged individualism became the popular ideology of America: pioneers and cowboys “winning” the West through their creativity and the sweat of their brow. In reality, it was the Morrill and Homestead Acts of 1862 and later amendments, plus the public-private partnership to build a coast-to-coast railroad system that connected the nation’s people and markets, that enabled the West to flourish. The Homestead Act, although far from perfect, turned over 270 million acres of public land to be claimed and settled by private citizens, including immigrants, single women, and former slaves.15 The federal government also provided a series of incentives to leverage private capital and labor to build the transcontinental railroad: land grants, direct appropriations to companies involved in the development, waivers and modifications to taxes and regulations, contracts for services, and government backing for corporate bonds.16

The public policy to build a national railroad system came at the beginning of what Robert Gordon coined as an era of “Great Inventions” and rapid economic growth.17 Between 1870 and 1940, the American home went from isolated to connected: electricity, gas, telephone, water, and sewage. The United States was transforming from rural to urban, from underdeveloped to developed. Our life expectancy and quality of life increased dramatically.

Many of these transformative innovations were driven by private finance, entrepreneurs, and the expansive corporations they created. Often known as “robber barons,” it was Carnegie, Edison, Mellon, Phipps, Rockefeller, Vanderbilt (and others) and the companies they founded that enabled the modernization of the United States. However, as we learned from the market crash in October of 1929, rapid and monopolized modernization and expansion (along with the investment frenzy that resulted from these world-changing innovations) can lead to disaster.

“THE ONLY THING WE HAVE TO FEAR IS FEAR ITSELF”

By 1932, the United States was in the throes of the worst economic depression in the nation’s history: 25 percent unemployment, runs on banks, businesses closing, and the developing Dust Bowl disaster that left much of the country’s breadbasket cropless. President Franklin Delano Roosevelt promised Americans “A New Deal” and used the bully pulpit of the presidency (and the expanding power of radio networks) to encourage hope. As he famously said, “The only thing we have to fear is fear itself.”

Elected in November 1932, FDR did a lot more than deliver inspirational speeches and fireside chat radio talks. As former New York Governor Mario Cuomo stated, he “lifted himself from his wheelchair to lift this nation from its knees.”18 Roosevelt assembled a team of the country’s best and brightest from all sectors, both parties, and every background (including Frances Perkins as Secretary of Labor, the first woman appointed to a cabinet position in U.S. history).19 He had them innovate and experiment relentlessly to get the country back on track. Roosevelt sought to save capitalism by reinventing it—putting people’s lives back together through an alphabet soup of agencies and the multitude of partnerships they formed with business.

FDR’s administration regulated banks much more strictly, but the government also guaranteed savings in private banks and initiated mortgage insurance and purchasing programs that enabled millions of families to own homes and farms. These government-led partnerships with private banks forever changed the country—many of the nation’s renters became owners with a long-term stake in the system.20 During this time, the American public became real shareholders in the U.S. economy.

The federal government financed huge public works projects—dams, bridges, rural electrification, and even the Tennessee Valley Authority (a government-owned economic development corporation)—that created demand for privately manufactured products and stimulated economic growth through cheap power and ubiquitous access to public highways and bridges. Social Security and Unemployment Insurance programs provided mandatory support for the retired and those out of work, were paid by contributions from workers and employers, improved the lives of millions of Americans, and stimulated the economy.

The biggest economic boost came from FDR’s commitment to supply the World War II Allied forces in Europe by mobilizing U.S. manufacturing to build tanks, planes, jeeps, and weapons, and produce supplies, which often were financed by loans from the U.S. Treasury. The war effort effectively ended the Depression and simultaneously funded the manufacturing infrastructure that enabled the country to become a global consumer manufacturing powerhouse for decades to come. This connection between national security and domestic economic growth would continue as FDR had showed how large projects with a public purpose could succeed when the private sector was engaged more as a partner than in the limited role of a contractor.

A MASSIVE AND NEW INTERSTATE PARTNERSHIP

In the two decades following World War II, the next three U.S. presidents initiated major government programs employing the capacity of the private sector to dramatically stimulate the U.S. economy and make life better for millions of Americans. President Dwight David Eisenhower took a job creation and infrastructure development plan of FDR’s—a national superhighway—and made it perhaps his most important legacy. The National Interstate and Defense Highways Act of 1956 called for the creation of roughly 40,000 miles of new U.S. interstates crisscrossing the country, with the federal share initially estimated to cost $24.8 billion (about $230 billion in 2018 dollars).21

Currently, the system is more than 48,000 miles long and a federal review in 1991 estimated its cost (including additions not originally planned) closer to $58.5 billion in 1957 dollars (about $549 billion in 2018 dollars).22 From the beginning, the project was a partnership. The federal government authorized the construction and provided 90 percent of the funds to states. States generally paid a 10 percent match for which they were given ownership of the highways within their state lines and the responsibility for maintaining them.23 The states, in turn, generally contracted with private companies to build the roads. Although national defense is often associated with the act, its primary benefits (and some would say “costs”) were economic expansion, spread of the population, and the interconnectivity of the country that it stimulated.

One of the largest public works projects in U.S. history, now known as the Dwight D. Eisenhower National System of Interstate and Defense Highways, our federal highway program not only facilitated the movement of people and goods but also enhanced national security and deepened our national identity. Similar to the New Deal, this government-led partnership, connecting the country in new ways, reminded Americans that we are all on the same team pulling toward a common purpose.

President Eisenhower helped create one of the most successful infrastructure partnerships in U.S. history, but he had concerns about the dangers of partnerships between big government and big business. In his nationally televised farewell address to the nation, Eisenhower warned of the rise of a “military-industrial complex”—a partnership sharing a common interest in the business of war that he saw as a stark and potentially harmful trade-off. “The cost of one modern heavy bomber [could fund] a modern brick school in more than thirty cities…we pay for a single destroyer with new homes that could have housed more than eight thousand people.”24

THE NEW FRONTIER

With the Cold War worsening in the early 1960s, control of outer space became a key battleground between the United States and the USSR. The USSR took the lead, strategically and in terms of global prestige, with the launch of Sputnik in 1957 and kept that lead as manned space flight began. President John F. Kennedy viewed the situation as so dire that on May 25, 1961, he delivered a special address to a Joint Session of the U.S. Congress25 requesting up to $9 billion in new funding so that “this nation should commit itself to achieving the goal, before the decade is out, of landing a man on the moon and returning him safely to the earth.”26

JFK’s call to action—and his New Frontier agenda—resulted in the Apollo program of the U.S. space agency, NASA. President Kennedy did not live to witness Astronaut Neil Armstrong proclaim “That’s one small step for a man. One giant leap for mankind” from the surface of the moon on July 20, 1969, at 10:56 PM EDT. But his vision was realized because of public-private cooperation, and it was witnessed by more than half a billion people watching on live television.

NASA ran the Apollo program with federal government funds, but fulfilling the mission would not have been possible without a number of private corporation partners including North American Aviation, Grumman, General Dynamics/Convair, and others. The strong national defense rationale of the Apollo program dictated federal funding and a top-down partnership structure that centralized power in the government. Some observers believe this government-dominated partnership neglected commercial technology transfer opportunities. This could have offset costs and perhaps stimulated more innovative approaches, but in the context of the Cold War competition with the Soviet Union, driving down costs was not a priority.27 JFK’s initial estimate of $9 billion expanded to $12 billion by 1963 and exceeded $21 billion by the time Armstrong stepped on the surface of the moon, thereby limiting the future of that era’s manned space exploration.28

In the twenty-first century, NASA and outside experts now agree that more balanced partnerships are essential in developing a sustainable and successful space exploration program.29 Private companies such as SpaceX and Orbital ATK are already flying robotic vessels to supply the International Space Station and may soon transport astronauts. SpaceX has developed a reusable rocket, which could dramatically cut the cost of space exploration while making the company a significant profit.30 Mars, Jupiter’s Europa moon (which likely has liquid water), and Saturn are on the agenda of space explorers and entrepreneurs.31 We cannot predict when this will happen or what we will learn, but we are reasonably certain that cross-sector partnerships will be essential to getting us there. There are also great risks in space exploration, as we learned early in the Apollo program on January 27, 1967, when Astronauts Chaffee, Grissom, and White were lost in the testing of the Apollo I rocket—and learned again in the Challenger and Columbia explosions.32

THE GREAT SOCIETY

Lyndon Baines Johnson was sworn in as president November 22, 1963, following the assassination of John F. Kennedy. Johnson was a skilled politician, particularly at the congressional level, and he seized this opportunity, using the tragedy to enact a number of JFK’s initiatives. Johnson then built on that success, embarking on his own ambitious agenda to end poverty, make education and health care more affordable and effective, and put people to work—even if it required federal government subsidies. Johnson referred to it as a war on poverty designed to create a Great Society for all.

Similar to the New Deal, the Great Society comprised dozens of new initiatives; some worked but many did not. The Great Society included several programs that changed the United States forever for the better, including Medicare, Medicaid, Head Start, PBS, and National Public Radio, and a dramatic increase in federal assistance for urban housing and community development. The Vietnam War essentially ended the Great Society and Johnson’s presidency, in contrast to the aftermath of World War II when the New Deal had secured Roosevelt’s central objective of revitalizing the U.S. economy.

Johnson’s Great Society also marked the end of the era of partnerships directed by “Big Government.” Medicare and Medicaid depended on the private health care system to care for its patients, and the Great Society’s education and jobs initiatives were generally partnerships among the three levels of government: local, state, and federal. Johnson’s programs in housing, community development, and job training relied on nonprofit, often community-based organizations, as implementation partners, which was quite a different approach. The Community Action Program even created community-based agencies to fight poverty and get people into jobs. Many of the Great Society housing programs provided grant funding directly to nonprofit, community organizations to acquire, rehabilitate, own, or manage affordable housing in cities across the United States.

THE AGE OF DISCONTINUITY

In 1969, Peter Drucker, a professor of management at New York University, wrote that the age of discontinuity was on the horizon. New technologies were already emerging, the international economy was now a global economy, large institutions (particularly the federal government) had lost the public trust, and knowledge would become the most important form of capital in the coming years.33 Drucker believed that the new world economy was “the one positive achievement of the period since World War II,” that it was a creation of business not government, and that it provided a tremendous opportunity for economic growth and a force for global unity.34

Drucker wrote that government was never more prominent—the largest employer almost everywhere, “all-pervasive”—but also that it was “sick.” After decades of government-led success, Drucker argued that government was big rather than strong and that it had lost the trust of the people, particularly the young. Government was a poor manager, crippled by bureaucracy and red tape, with a reward system based on loyalty rather than performance.35

Drucker’s solution to this dilemma might surprise you. We believe it opened the door for both the privatization movement of Ronald Reagan and Margaret Thatcher, the alternative “reinventing government” philosophy championed by Bill Clinton and Al Gore, and the cross-sector partnership approach we now propose.

Drucker said government should focus on governing—make fundamental decisions by focusing the energies of civil society: dramatize issues, present choices, and set a course consistent with the will of the people. This is, in essence, a collaborative process in the United States because fundamental decisions require the agreement of a president and a Congress elected by the people, which is designed to represent our diverse population in a balanced way. Implementation of those decisions—execution, operations, and performance—should be handled by nongovernmental institutions such as businesses, universities, and hospitals (which were his examples). In this construct, government sets major objectives, and the private and nonprofit sectors seek to achieve the intended results. Drucker called this approach “reprivatization.”36

Business is independent of government. It both innovates and abandons because the market forces a performance-based measurement—profit. Profit is easy to understand, clear to see, requires recognizing and taking risks, and provides significant consequences for success or failure. Drucker also believed that non-business organizations have their own rationale for effectively implementing government objectives. For example, he cited the World Bank and the International Monetary Fund (IMF) as successful reprivatizations. These groups were organized and funded by governments and major financial institutions from around the world, but they operated independently in compliance with their mission and sound business and social principles.

Drucker concluded that we need “a strong and very active government,” but a government that acts as a conductor of an orchestra, not an “eighteenth-century organ virtuoso that…could—and should—play all parts simultaneously.”37 As you will see in the coming pages, Reagan and Thatcher applied an extreme and somewhat distorted version of Peter Drucker’s reprivatization theories, which led to the reinvention paradigm created by David Osborne and Ted Gaebler and implemented by Bill Clinton and Al Gore.

GOVERNMENT IS THE PROBLEM

On January 20, 1981, Ronald Reagan gave his inaugural address to a country weary of a deepening recession, high inflation, and the hostage crisis in Iran. Unlike many presidents before him, Reagan did not see massive government programs and spending as the answer. He said, “government is not the solution to our problem; government is the problem.”38 In that same speech, Reagan said his solution would be to reduce government’s burden on private industry, reduce the size of government, and cut taxes. Over time, and often in tandem with Margaret Thatcher, his contemporary and the conservative prime minister of the United Kingdom, Reagan championed what became a global movement to “get government out of the way” and maximize the role of the private sector in society, thereby empowering consumer choice and getting things done more efficiently.

Throughout the 1980s and 1990s, governments around the world sold public assets to private companies, including airlines, telecommunications companies, steel plants, shipyards, ports, power and energy companies, water companies, and even roads, bridges, schools, and prisons. What is now known as the privatization movement dramatically reduced the size of government globally and changed how we all think about providing public services. The movement had a greater impact in Europe where government ownership of major services was far more prevalent than in the United States.

In fact, it was not until 1987 that President Reagan appointed his Commission on Privatization; at that time only Conrail, the national freight rail service, had been sold. Reagan had been more successful in transferring employment from the federal civil service to private contractors (sometimes employing the same people) with a total of 38,000 jobs transferred and a reported savings of $602 million annually.39 This trend toward contracting out government services accelerated after Reagan left office, becoming a key principle of President Bill Clinton’s reinventing government movement.

Privatization also dramatically changed the United Kingdom, the reunified Germany, much of Eastern Europe, and many countries in Asia and Oceania (Singapore, Australia, New Zealand, South Korea, and even China) by moving industries and services from public agencies to private companies. Reagan and Thatcher also led an international movement in support of free trade, which seemed to work as the prevalent pessimism of the 1970s faded and a spirit of optimism and determination grew throughout the 1980s.40

Large-scale and often privately driven infrastructure partnerships multiplied throughout the 1980s and 1990s, operating on the middle ground between the government-dominated New Deal and Great Society and the strict antigovernment mantra of Reagan and Thatcher. Massive, well-known examples proliferated during this time. The Eurotunnel launched in 1986 and is one of the largest privately led partnerships in modern history, spanning two countries, ten construction companies, five banks, and multiple insurance companies and government agencies.41 This contrasts against the often and continuingly troubled development of the Panama Canal from a century before, which failed multiple times as a strictly private initiative, and continues to struggle as a government-dominated enterprise.

In the United States, projects such as the Chicago Skyway and the Indiana Toll Road often are called privatizations, but they were public-private partnerships structured as long-term leases from the government. Other large transportation infrastructure partnerships in the United States include the Denver Eagle P3 commuter rail, the Hudson-Bergen Light Rail in New Jersey, and the AirTrain JFK in New York City. A number of very large partnerships are under way all over the globe, including replacement of the Tappan Zee Bridge in metropolitan New York. This long overdue project failed multiple times over more than a decade for being too costly, but it now seems well on its way to completion through a privately led partnership.

Public-private partnerships are a major category of public works projects that many observers label privatization. Even more widespread are contracts between government agencies, tax rebates to private businesses that advance a policy agenda for infrastructure development, and initiatives for private for-profit and nonprofit organizations to deliver goods and services previously delivered by public servants. These efforts are considered conditional privatizations if they are limited by the length of the contract term and service provisions and if program responsibility is returned to the public sector when the contract concludes.

Other examples of government services that are delivered by private companies now include low-income housing construction and management, child care, elder care, job training, water systems, elementary and secondary education, homeless services, transportation, prisons, and non-combat field support to the military. Some of the most ardent critics of privatization have embraced contracting out government services as a way to make government work better and cost less. In fact, Bill Clinton and Al Gore used this approach to contracting to hold down the cost of the federal government and move decision making and service delivery of social services to local governments and for-profit and nonprofit organizations.

REINVENTION FOR GOVERNMENT

In the mid-1980s, David Osborne, a journalist and author, was so discouraged by the Reagan presidency’s performance on the domestic front that he turned to state governments to evaluate what was being done. To his delight, significant innovation was taking place, including education innovation by a little-known governor in the small state of Arkansas and housing innovation by a better-known governor from the big state of New York, Mario Cuomo.42

Osborne expanded his exploration of innovation to local government when he partnered with Ted Gaebler, a city manager who was pioneering new ways of running government more like a business. In 1992, Osborne and Gaebler published an unlikely best seller, Reinventing Government, which ultimately had significant influence on the incoming Clinton-Gore administration.43 The authors disagreed with Reagan and Thatcher that the solution to the world’s problems was to get rid of government. Rather, they sided with Peter Drucker, arguing that government was critical to making society better but that government needed to be more efficient, less costly, and partner with other organizations from all three sectors to make the world a better place.

Osborne and Gaebler outlined ten principles of reinvention; the principles were not new then, nor are they surprising today, but taken together they set out a role for government much different from the New Deal / New Frontier / Great Society eras, and equally different from the privatization philosophy of Reagan, Thatcher, and George H. W. Bush. In brief, the ten principles are these: government should steer rather than row (let others “do”); empower rather than serve; create competition in service delivery; focus on mission rather than rules; fund outcomes rather than inputs; have customers define performance; focus on earning not just spending; prevention over cure; decentralize; and leverage change in the market.44 Bill Clinton was impressed by this, created a reinvention commission, the National Performance Review, and appointed Vice President Al Gore as its leader. Staffed by federal employees and volunteer outsiders, as well as David Osborne, the commission’s report debuted in September 1993 and served as a blueprint for the Clinton administration’s operational reform efforts throughout its eight years.45

The short-term impact of reinvention in the U.S. government was not much different than prior government reform efforts: budgets were cut, fewer workers were hired, some regulations were eliminated, the hiring and procurement processes were streamlined somewhat, and some layers of management were eliminated. More profound and long-term was the decentralization of authority for many social welfare programs to state and local governments. In turn, those local governments then chose to contract with community-based nonprofit organizations (and some larger for-profit firms). This trend was particularly pronounced in the programs generally referred to as “welfare to work,” and often the contracts paid for performance outcomes—job placement and retention—rather than more traditional payments for time and materials.

Another significant innovation during the reinvention era was the theory and practices of then mayor of Indianapolis, Indiana, Stephen Goldsmith. Goldsmith campaigned as an advocate of privatization, but once in office he became convinced that competition between existing public agency providers and interested private contractors might yield the best public services at the lowest cost to taxpayers. During his eight years in office, Goldsmith conducted dozens of competitions, what he called marketization, for government activities from filling potholes to sewer billing, wastewater treatment, running the airport, and towing away abandoned vehicles. Sometimes a government agency won back its work, sometimes the private firm won out, but overall the city was able to provide better services at a more efficient cost. Ultimately, the mayor and his union leaders won a Harvard Kennedy School Innovation award for carrying out these innovations while simultaneously making sure workers either kept their jobs or were able to transition to new positions.46

The ideas and lessons of reinvention were not limited to the United States. Osborne and his collaborators encouraged others around the world to adopt the principles. In the United Kingdom, Australia, and New Zealand, governments accelerated contracting out of services, increased competition between contractors and government agencies, and set up government agencies as independent “companies,” often known as state-owned enterprises. As a philosophy, reinvention-based principles encouraged cooperation and collaboration across sectors and levels of government.

Slowly but surely the principles of reinvention ignited experiments at all levels of government, many of which began to look and act like cross-sector partnerships. Privatization evolved into contracting, then competitive contracting (including government agencies as bidders) emerged, and now we see a culture of innovation and collaboration developing among all three sectors.47 We believe this is the beginning of a major change in how government interacts with other organizations—moving from director to regulator to partner.

GOVERNING THROUGH PARTNERSHIPS

Experiments with cross-sector partnerships took place during the administrations of President George W. Bush and President Barack Obama. For example, the federal government aggressively pursued contracts with faith-based organizations (FBOs) to carry out a wide range of social programs, including housing, homeless services, job training, and education. To encourage these partnerships, President Bush established an Office of Faith-Based and Community Initiatives (which President Obama renamed the Office of Faith-Based and Neighborhood Partnerships). The office worked across the traditional agency boundaries to redirect funds from existing federally funded social service and housing programs through the states into contracts with religiously affiliated community-based nonprofits. Even though federal funds could not be used for religious purposes, grant recipients benefited from leveraging other funds, facilities, and the trust of local religious, community-based organizations. The White House made it clear that FBOs were eligible to receive federal funds and worked with them, and federal agencies, to ensure that these organizations applied for competitive grants. Because of this, the number and amount of federal grant awards to FBOs increased by 38 percent (number of grants) and 21 percent (total funding awarded) from five different agencies (Health and Human Services [HHS], Housing and Urban Development [HUD], Department of Justice [DOJ], Department of Labor [DOL], and the Department of Education [ED]) between 2003 and 2005 alone.48

The George W. Bush administration also created the Millennium Challenge Corporation (MCC) to improve the outcomes of U.S. foreign assistance programs. MCC uses a competitive process for country eligibility, and prioritizes country-led solutions and country-led implementation. The goal was to achieve transformative progress in governance, economic growth, and social improvement in countries making headway but still facing significant challenges. By early 2018, MCC had invested over $13 billion in twenty completed country-led compacts, had eleven in progress, and had only terminated two projects. More than $3 billion had gone to infrastructure projects, including power generation and transportation (including ports).49

MCC differs from many other foreign aid programs. It seeks to reduce poverty through local economic growth, often funding infrastructure-focused public-private partnerships that address local development priorities.50 MCC also requires performance measures and evaluates the success of projects based on independent analysis, assessing whether or not a project’s economic returns exceeded the cost of MCC’s investment.51 Based on publicly available data, reports indicate that more than 90 percent of MCC funds have invested in projects achieving measured economic benefits in excess of the projects’ costs.52 MCC attracted bipartisan support throughout the Bush and Obama administrations, and we believe this results-based, cross-sector partnership methodology could be expanded to other aid programs.

Similarly, President George W. Bush’s Emergency Plan for Aids Relief (PEPFAR) has provided more than $7 billion to help people affected by AIDS, particularly in Africa, by channeling the resources through local countries and working through nongovernmental organizations. The themes of these programs—measurement, reward performance, local ownership, achieve scale of impact, efficiency, and partnership—illustrate that the principles set out by Drucker and Osborne continue to resonate decades after they were first articulated.

In 2008, the government took a decidedly expanded role in multi-stakeholder collaborations when it launched the Global Partnership Center at the U.S. Department of State. Initially established by Secretary of State Condoleezza Rice and an advisory committee focused on new forms of transformational diplomacy, this office grew dramatically after the transition to the Obama administration. Their mission was to engage “businesses, philanthropy, and community organizations…to advance foreign policy goals and expand the scope and effectiveness of the Department.”53 These early efforts provided important groundwork for the development of future partnership doctrine during the Obama administration, where the Center was expanded into the Office of Global Partnerships reporting directly to the Secretary of State.

In 2009, President Obama established a new White House Office of Social Innovation and Civic Participation. Charged with helping government to do business differently, this office worked to establish new partnerships with citizens, nonprofits, social entrepreneurs, private foundations, and corporations to make progress on the nation’s greatest challenges. The office sat at the pinnacle of government reinvention, illustrating that these principles had really taken hold at a national level (we discuss this further in chapter 2).

In fact, members of the national security community also share these views. In 2013, Deputy Secretary of Defense Ashton Carter and Vice Chairman of the Joint Chiefs of Staff Admiral James Winnefeld issued a department-wide memorandum arguing in favor of partnerships between the Department of Defense and nonfederal entities. They called for an increased use and breadth in “voluntary, non-contractual collaborations” with outside organizations of all types in order “to achieve mutually agreed goals.”54 Moreover, U.S. defense Joint Doctrine supports entire divisions or directorates at Defense Department combatant commands focused on partnership development, as is the case with U.S. Pacific Command and U.S. Southern Command.55 The 2017 Global Trends report published by the National Intelligence Council identified “multi-stakeholder multilateralism” as a core driver of changing power dynamics in the coming decades.56 In it, the intelligence community argues that traditional forms of “material power—typically measured through gross domestic product, military spending, population size, and technology level,” will no longer define “the most powerful actors of the future.” These actors will be the “states, groups, and individuals who can leverage material capabilities, relationships, and information in a more rapid, integrated, and adaptive mode than in generations past.”57 In other words, power will become more and more decentralized, and success in a globalized world will require the coordinated action of many different types of organizations and people.58

SHARING SUCCESS: GLOBAL CHALLENGES AND GLOBAL OPPORTUNITIES

Many of today’s most important public issues are global, crisscrossing national borders: inequality, climate change and severe weather, trade practices and imbalances, conflict and displaced persons, migration and immigration, human rights, poverty, availability of food and water, transportation, natural resource management, and natural disasters. Not only do these issues cross national borders, but national borders can be part of the problem. Global challenges require global solutions. Institutions such as the United Nations, the World Bank, the IMF, the International Finance Corporation (IFC), the G-20, and regional organizations such as the Inter-American Development Bank (IADB) and the Association of Southeast Asian Nations (ASEAN) can and do lead global initiatives.59 However, these multilateral, government-led partnerships can be easily bogged down by bureaucratic procedures and regulations. Fortunately, many of today’s NGOs and businesses also are global, and they are leading new partnerships and driving solutions in ways not previously possible. Great challenges are facing us as a global community, and we see government, business, and the social sector partnering in new ways to meet our current challenges efficiently and effectively.

Throughout this book you will see examples of how organizations from all three sectors can accomplish major public objectives that might otherwise be unattainable. Each type of organization brings natural advantages and certain limitations in addressing national and international issues, but today’s new forms of partnership can amplify those advantages while minimizing the limitations.

We have seen an evolution of partnership structures over the past few decades, and we believe there is enormous potential in how current and future public, private, and philanthropic capital can be deployed to solve society’s problems. This type of social value investing, as we describe in the coming chapters, provides opportunities for organizations to create more inclusive and comprehensive approaches to global challenges. As our world continues to transform, so too will our organizations and institutions. Through better collaboration and by sharing success through cross-sector partnerships, the next progression of this evolution will lead to significant improvements in the quality of life for billions of people around the world.
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A Personal Narrative
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This chapter presents the author’s personal narrative to describe the history and development of the social value investing framework.

The federal government’s role in building and shaping public policy and infrastructure through partnerships with the private and philanthropic sectors has evolved significantly over the past few centuries. So, too, has the scope, scale, and approach of philanthropy itself in the United States.

The so-called Gilded Age philanthropists, or scions of industrial wealth—Rockefeller, Carnegie, Eastman, and others—made unprecedented charitable gifts during their lifetimes.1 These gifts launched an era of modern, otherwise known as professional, philanthropy that continues to influence giving today. In the past thirty-five years, successful businesspeople and entrepreneurs, including Paul Newman, Ted Turner, and Mark Zuckerberg and Pricilla Chan, have committed vast portions of their private wealth to philanthropy.2

A particularly notable event took place on June 26, 2006, at the New York Public Library. My grandfather, Warren Buffett, made a seminal announcement that he would leave almost his entire fortune, valued then at approximately $44 billion, to the benefit of humankind.3 Not only did this announcement shock the world of philanthropy—news outlets heralded it as the beginning of a new era of mega-foundations4—it also stunned the world of finance. My grandfather represents the pinnacle of success in the field of investing; his is an achievement built in a capitalist economy that measures success by how much wealth you accumulate—not by how much you give away. In taking this step, he set an example for others that will continue to have unforeseen ripple effects for years to come.

In a well-known story, my grandfather built his fortune through the business operations of Berkshire Hathaway Inc., utilizing the principles of value investing. Value investing was originally developed in the 1920s by Professors Benjamin Graham and David Dodd of Columbia University.5 In the fall of 1950, my grandfather attended a course titled Investment Management and Security Analysis, taught by Dodd, and the following semester he attended a small seminar taught by Graham.6 These courses, and books by Dodd and Graham—Security Analysis (1934) and The Intelligent Investor (1950)7—provided the necessary framework for engaging in what became one of the most enduring and successful investment paradigms of all time.

Although the approach is based on a complex and rigorous securities analysis framework, many of the main tenets of the value investing methodology are straightforward. For example, when allocating capital, look for investments that are “on sale”—investments that have an intrinsic value beyond what appears on their balance sheets. Assume that the market’s supply and demand curves are often misinformed for investments; investors must establish a minimum size discount, or margin of safety, before they consider making a purchase. Furthermore, investors must resist the temptation to react to media hype or market hysteria. Finally, and perhaps most important, the approach relies on a long-term investment strategy.8

Following these and other principles, my grandfather built one of history’s most successful investment holding companies and amassed what was at one time the largest fortune in the world.9 With his decision in 2006, that fortune became one of history’s largest gifts.10 Traditionally such a donation would go to a namesake foundation under the donor’s close and personal control. However, my grandfather chose a different approach, announcing that he would make annual distributions of Berkshire Hathaway stock to five separate charitable foundations. The bulk of the contributions go to the Bill & Melinda Gates Foundation, and other significant commitments go to the Susan T. Buffett Foundation and foundations for each of my grandfather’s children.

My grandfather’s gift caused each of these foundations to face a new and important challenge: given significant resources to accomplish something great in this world, what should be done? The 2006 gift did not come with strict guidelines or overly burdensome stipulations, but my grandfather provided a set of strategic suggestions for the foundations in a letter accompanying each gift.11

The letters encouraged the foundations to focus their new funds and energy on relatively few activities and to take a broad view when evaluating where they could make an important difference in the world. The letters also suggested a concentration of resources on needs that would not be met without the foundation’s specific efforts, which acknowledged the unique and flexible role that philanthropic capital can play in addressing pressing challenges. In light of that flexibility, these letters also encouraged making mistakes, stating that nothing important in life is accomplished with only “safe” decisions. Finally, the recipients were encouraged to focus on the impact they could make while alive and actively involved in the operations of their foundations, so that they could learn from their mistakes, adapt, and carry the lessons forward.12

These suggestions served as informal guidance for the foundations, including my father’s, the Howard G. Buffett Foundation (HGBF). The ideas my grandfather conveyed were important, especially the last one, which encouraged a sense of purpose and urgency in the foundation’s work. In line with this suggestion, and almost unheard of among foundations, my father had instituted a sunset clause to put his foundation out of business roughly forty years after the 2006 announcement.13 Knowing his foundation will not operate in perpetuity has encouraged my father to take smart risks, to learn as quickly as possible, and to operate in a way that seems to maximize the impact of every dollar the foundation distributes.

I have been very fortunate that my father involved me so closely in his foundation’s work. Over the course of twenty years, I traveled to more than seventy countries—almost all with my father for the work of the foundation—to learn directly from people and communities we visited. I have observed many of the world’s challenges firsthand, and I have witnessed my father’s dedication to being the best steward he can be of the resources his father gave to him. I also have observed that he is as strongly driven by this sense of duty—the effective stewardship of philanthropy—as my grandfather is by his duty to Berkshire’s shareholders. I know of few individuals who exhibit a stronger commitment to their self-described missions, and I have gathered many lifelong insights as a witness to their somewhat parallel approaches in the worlds of finance and philanthropy.

Until 2006, the business operations of the foundation were somewhat limited. HGBF had a relatively small team equivalent to roughly two full-time staff; it distributed about $6 million in grants in 2005.14 Grant making increased almost tenfold by the year following my grandfather’s announcement, to nearly $60 million.15 The influx of funding and increased activity prompted some significant and immediate organizational changes. Almost overnight the foundation’s annual distributions rose dramatically. It added staff capacity to meet an immediate increase in grant making, diligence, operations, and program supervision. It needed additional office space and began exploring new management processes to handle quickening work flows. Most important, it needed to identify additional grantees, high-reward opportunities, and long-term challenges to address, encouraged by the suggestions my grandfather had provided in his gift letter.

A number of programmatic shifts took place between 2005 and 2007 as well. In its early years, a portion of the foundation’s grant making had been funding programs to protect against environmental degradation and to save threatened wildlife species. Many grants were in the form of individual gifts to single organizations, and they were small in scale and in their ability to solve widespread problems due to the limited size of the foundation’s annual grant making budget.

In 2006, my father developed detailed internal position papers on each of the foundation’s main programmatic areas, supported by research, lessons learned from past activities, and input from previous and existing grantees. He also explored a deep analysis of the web of underlying causal relationships, where he saw ways that one problem made another worse. The foundation’s increased giving enabled my father to take a more comprehensive perspective, and new funds focused almost entirely on humanitarian efforts, water conservation, and global food security programs. Perhaps most significant, this widening view led to three main shifts in the organization’s overall operational approach.

First, the foundation began deepening its view of grantees as partners in its overall philanthropic mission, with roles going beyond that of contractors or the recipients of gifts.

Second, to have lasting impact my father decided the foundation needed to work collaboratively with partners and to encourage them to incorporate and prioritize local community ownership of the projects the foundation supported.

Third, the foundation began looking at opportunities to fund larger initiatives or groups of organizations working toward common goals rather than one-off or isolated projects. This allowed the foundation to develop a more robust strategy over time, refocusing its mission and activities on the individuals whose lives it hoped to improve. It also enabled the foundation to better define its target issue areas and look at mitigating root causes of challenges, such as causality between conflict, poverty, and hunger.

Many of the organizational shifts following the increased funding in 2006 subtly mirrored particular operational values that had made Berkshire Hathaway incredibly successful. For instance, in 2007 the foundation launched a $150 million, multiorganization effort called the Global Water Initiative (GWI).16 The goal was to improve water management policies, research, investment, and knowledge resources for sustainable agricultural production and improved food security—mainly in Africa and Latin America.

At the foundation’s invitation, senior managers from leading water nongovernmental organizations (NGOs) and other funders came together from around the world to jointly develop a strategy that aimed to be both comprehensive and flexible.17 The organizations the foundation eventually worked with were selected based on their competencies and track record and on their complementary skills and assets for solving the web of problems involved in improving water quality while conserving it as a limited resource. The group found ways for the comparative strengths or experiences of one organization to offset risks created by gaps or shortcomings in another and vice versa.18 The foundation established a portfolio of NGO partners, hoping to unlock value through a belief that their coordinated efforts would be worth more than the sum of their isolated activities.19

Because of HGBF’s increased funding, it was able to develop and finance multiyear implementation plans such as GWI. In doing so, HGBF could take a relatively long-term investment focus, which was in contrast to typical nonprofit sector time horizons that can be as brief as the next round of fund-raising. These new strategies, which were developed in tandem with a variety of stakeholders, prioritized the inclusion of local communities in the design and development of solutions so that they could better assume co-ownership over the philanthropic investments.20 Furthermore, the foundation instilled a great deal of trust and autonomy in the leadership at these organizations. By recognizing that these managers would be the stewards of the philanthropic capital, HGBF sought ways to incentivize them to work together to accomplish everyone’s shared goals rather than to approach fund-raising with a zero-sum mentality.

Although this may not initially seem analogous to Berkshire’s value investing style, my father was following a playbook similar to that of his father. The key ingredients were there but were applied to philanthropy rather than business, using an investment approach focused on the long-term that attempted to unlock hidden or intrinsic value through its allocation strategy. More important is how HGBF’s methodology mirrored a broad application of many of the management principles that made Berkshire Hathaway so successful through its operating strategy.

Consider the following key elements of Berkshire’s operational paradigm that have led to such successes.

1.    Berkshire is a partnership of diverse yet complementary businesses that collectively contribute to its creation of long-term value.21

In other words, Berkshire’s operating process expands and aligns its subsidiaries’ efforts in a mutually collaborative manner, often drawing on comparative strengths.

2.    Berkshire’s team is a network of decentralized managers who operate its independent subsidiaries—they comprise a range of varied strengths but are aligned toward shared goals.22

In this way, Berkshire invests in and empowers one of its most important assets—its people, the managers operating its businesses—and supports their collective ability to lead and succeed.23

3.    Berkshire incorporates shareholders as owner-partners of the company—not just investors—by building their trust and prioritizing their best interests.24

The company’s operating manual invites investors to stay with it forever, just as if they “owned a farm or…house in partnership with members of [their] family.” This concept of permanent community, or place-based co-ownership, is apparent in the unique relationship between the company and its shareholders.25

4.    Berkshire draws from a combined set of financial tools, assets, and liabilities that diversifies risk and increases its balance sheet over time.26

In other words, Berkshire blends different types of financial capital—including equity, cash on hand, deferred taxes, insurance float, debt, and so on—spanning a versatile and coordinated portfolio of investments.

5.    Berkshire identifies and invests in opportunities with comparatively high intrinsic value (especially in comparison to book value) that are in line with the company’s principles.27

Through this approach, the company predicts the relative future performance of a given set of investments and allocates capital based on its priorities and goals.

This outline provides a basic description of Berkshire’s value investing approach through five aspects of its management methodology. These five elements—process, people, place, portfolio, and performance—are also the basis for the framework I call social value investing.

In the coming chapters, we explore ways in which this framework combines the principles of value investing with the intentions and goals of philanthropy and the public sector to create partnerships that provide a meaningful and positive impact for society. In the remainder of this chapter, I briefly explore how the social value investing framework evolved over the course of a number of distinct phases.
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The five elements of social value investing.

THE ORIGINS OF SOCIAL VALUE INVESTING

My early thinking about social value investing began while attending Columbia University’s master’s program in Public Policy and Administration, studying under the tutelage of my coauthor, Bill Eimicke. Bill and I spent many hours outside of class discussing management theory, interesting cases such as Central Park, and ways that successful management practices from one type of organization could be modified and adapted to other organizations. Although we did not know it at the time, these conversations informed the early development of the social value investing framework.

I arrived at Columbia more than fifty years after my grandfather had attended and almost immediately after his 2006 announcement. Around this time, philanthropies and NGOs alike were grappling with the challenges of how to increase the scale of their impact and how to measure that impact and determine, in quantifiable terms, how effectively donor’s dollars were being used.28 During my master’s program, I worked on a customized, flexible, and expandable analytical framework for defining and comparing the potential social impact of philanthropic grants. Much has changed since its first iteration as I have refined the tool into what is now the Impact Balance Sheet.

The Impact Balance Sheet provides a uniform way to analyze and compare the expected quality of impact that a project or program may deliver, based on a customized set of constraints and preferences. In one sense, the framework provides insights into the potential intrinsic social value of a program, defined by one’s intended goals. In addition, the underlying principles and analytical structure of this tool helps partners define success in a common language using similar methods of measurement. This enables partners with diverse goals to better plan activities, allocate resources, and improve their impact-related performance. This tool is part of the social value investing measurement methodology and is incorporated into a new formula I call Impact Rate of Return (see chapter 8).29

Living in New York City while pursuing my degree provided me with an opportunity to work with and learn about a wide range of organizations spanning the public, private, and philanthropic sectors. Many of the leaders I worked with seemed to be asking a common question, “How can we combine our resources with other organizations to better accomplish shared goals?”

One individual I worked with was Amir Dossal, then the executive director of the United Nations Office for Partnerships (UNOP).30 Dossal and I had connected through a somewhat chance meeting, and he invited me to join his office as a partnership advisor. The UN Secretary General established the UNOP to serve as a gateway for partnerships and to leverage external resources in support of the UN’s global agenda.31 Among other programs, it oversaw the United Nations Fund for International Partnerships and facilitated cross-sector collaboration in support of the $1 billion gift Ted Turner announced in 1997.32 Dossal and his team looked for ways to combine private sector programs, philanthropic capital, the assets of the UN family, and other government donors toward coordinated and aligned objectives. This type of blending of assets from different organizations and sectors resulted in a coordinated portfolio approach.33 (We discuss this aspect of social value investing in chapter 7.)

DESIGNING A PARTNERSHIP BUILDING PROCESS

Many aspects of the process component of social value investing were expanded and formalized during my work in the federal government following the 2008 presidential election. This may seem oxymoronic because the U.S. federal government is usually regarded as an ineffective collaborator—frequently mired down in rules or regulations preventing it from successfully working across organizations and sectors. However, the financial crisis of 2008 sent a clear message to the incoming presidential administration: be prepared to do more with less and involve a broad spectrum of stakeholders. From the outset of his election, President Barack Obama made it a priority for his administration to find new ways for the government to collaborate with public and private organizations alike in solving the country’s challenges.34

This collaborative mind-set started in the very early days of the Obama administration. Following the 2008 presidential campaign, I joined the presidential transition team’s efforts to help prepare for the government’s turnover and develop the president’s 100-day agenda. The transition team was also charged with authoring innovative and inclusive strategies to respond quickly to the Great Recession, even as it was still unfolding. This ultimately contributed to the American Recovery and Reinvestment Act, known as “the Stimulus,” which was signed into law less than one month after President Obama took office.35 Woven throughout these policies was a common thread: the importance of engaging in meaningful cross-sector partnerships across the administration and across the country.

Also during this time, the transition team’s Technology, Innovation, and Government Reform Policy Working Group (TIGR) was charged with developing specific ways in which the White House and its executive departments could better partner with nonprofits, foundations, philanthropists, corporations, and social enterprises of all kinds and sizes.36 To advance the president’s Innovation Agenda, this group established a set of objectives that would eventually make up the priorities for the only newly created office in the White House—the Office of Social Innovation and Civic Participation (SICP)—where I served as a policy advisor under Sonal Shah, its inaugural director.37

During the first eighteen months of the administration, SICP developed a variety of programs and government-wide initiatives prioritizing and relying on meaningful partnerships for success. For example, SICP established the government’s first Social Innovation Fund, created to finance partnerships in support of the administration’s key domestic policy priority areas.38 The office also hosted a series of Energy Innovation Conferences, bringing together dozens of organizations and agencies, where the Department of Energy announced $60 million in new funding for Small Business Clean Energy Innovation projects.39 Further, SICP launched a Next Generation Leadership initiative focused on fostering collaborative partnerships between millennial leaders all across the country.40 Internal to the Executive Office of the President, SICP advanced the president’s partnership agenda by establishing an interagency working group on the subject, titled Partnerships for Innovation. This group shared information across fifteen executive branch agencies to develop new cross-sector partnerships and innovation strategies to enhance collaboration between the White House, federal departments, agencies, for-profits, nonprofits, and foundations. Through my role in these initiatives, I assembled relevant knowledge and guidance from a variety of perspectives and gathered lessons learned regarding the development of effective cross-sector partnerships.

With key input from agencies such as the State Department and the Small Business Administration, the SICP team codified these new practices and lessons into the president’s internal policy framework for engaging the executive branch in a coordinated, cross-sector partnership strategy. This effort and the work it led to inspired many of the principles, definitions, and models related to partnership development that are reflected in my social value investing framework. We explore some of these principles in chapter 4, which outlines the process by which partners create a comprehensive strategy for addressing complex challenges.

DEVELOPING PLACE-BASED OWNERSHIP STRATEGIES

Following my work in the White House, I joined a unique economic development team based in the Office of the Secretary at the U.S. Department of Defense (DoD). Much of DoD’s efforts at the time focused on the conflict areas of Afghanistan and Iraq, and this team’s mission was to promote diverse economic stability operations in regions across both countries.41

As the head of the team’s agricultural development program, I further refined the principles of the social value investing framework. One focus area was creation of community-led economic development strategies in Afghanistan’s western Herat region. Following the food price crisis of 2007–2008, the government prioritized investment in Afghanistan’s agricultural systems as a direct way to alleviate unemployment and hunger and promote security and stability in the region.42

The agricultural development team worked hand in hand with each of the local communities engaged in the initiative and with their shuras (which are similar to community councils). We established or supported creation of women-owned local enterprises linked to new farmer cooperatives developed in the region. We engaged the local city and provincial governments to garner their support and to develop policies and resources needed for the initiatives over the long term.43 Ultimately, every program dollar expended, capital project constructed, and piece of equipment procured was in consultation with and led by local guidance. Herat University, farmer cooperatives, and local NGOs and associations took legal ownership over our investments, with the goal of transforming “beneficiaries” into true shareholders of the program’s outcomes. The cross-sector partnerships we developed among the DoD, external funders, local communities and NGOs, and universities also put in place a permanent training infrastructure and knowledge base required for the long-term success of the program.44 This led to important capacity development and infrastructure for the agricultural sector across the region.

The third element of the social value investing framework—supporting local community ownership in the places where partners are working and investing—is discussed in detail in chapter 8. We dive into this subject by establishing cooperative principles for developing place-based strategies so that organizations and communities can coinvest their resources toward an intended outcome. A set of best practices for sharing success across organizations is outlined in the chapter, as well as ways to balance decision-making authority between funders, implementers, and local communities. Furthermore, we discuss how partners can plan and sequence activities strategically and build collaborative evaluation models for allocating shared resources.

DEPLOYING NEW INVESTMENT IN PEOPLE

After my time at the Defense Department, I began serving a two-year term as the Executive Director of HGBF. During this time, the organization went through a brief strategic planning process as I worked to incorporate principles of social value investing into its programming and operations. The foundation’s team discussed ways it could restructure objectives into a more comprehensive approach and developed what we called our Global Food Security Spectrum to provide thematic guidance for programs (figure 2.1).
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Figure 2.1 The Howard G. Buffett Foundation’s Global Food Security Spectrum illustrates a range of interconnected activities and programs falling within the organization’s mission.

The left end of this range represented immediate-term relief and aid, and the right end represented long-term systems change. Various types of activities or initiatives filled the spaces in between, such as water resource management or the development of integrated food systems. The team ordered these activities based on longevity of program impact, complexity, and the foundation’s experience with the given type of work.

At the far right end of the range we listed activities such as awareness and advocacy, topics the foundation had been exploring with increasing frequency. We observed that large-scale impact requires the coordinated efforts of numerous funders, the government, influencers, and support from the general public. In addition, we considered ways to elevate the visibility of issues the foundation had prioritized.45

Also during this period, we spent a great deal of time reflecting on the foundation’s work from the past decade and the experiences we had learned from the most. We eventually decided that these experiences could serve to drive public awareness on global hunger challenges, and the foundation began working on a book to chronicle insights and lessons learned about the complex problems our world was facing.

My father and I wrote 40 Chances: Finding Hope in a Hungry World to create a conversation on what was and was not working, particularly in the development and aid community. This was an opportunity to share our observations and our failures over the past decade, but we also hoped it would inspire increased public engagement in local and global issues that could encourage important policy changes in the United States and abroad. Also, this presented an opportunity for me to discuss some aspects of the social value investing approach.46

As we organized the book’s chapters, it became clear that we were telling the stories of people from around the world where the foundation had made major investments. These people were the real heroes. Throughout the years, we had built a network of successful “managers” who were dedicated to achieving goals shared by the foundation and who put their missions and their altruistic hopes ahead of themselves.

One standout example is Kofi Boa, a Ghanaian farmer and environmental conservationist who has dedicated his life to advancing Africa’s sustainable agricultural practices. Boa is a soft-spoken but tireless advocate for improved production techniques, and the foundation recently partnered with him to launch Africa’s first Center for No-Till Agriculture. Because of our trust in Boa, we structured a unique cross-sector partnership designed to improve the productivity and sustainability of smallholder farmers through conservation-based techniques—first in Ghana, and later, we hoped, across much of Africa.47

The objectives of the partnership with Boa are complex because the agricultural issues it addresses are multifaceted and tough to solve. For example, the World Bank estimates that nearly 80 percent of the world’s poor live in areas where agriculture is the primary economic activity—areas that often need investment throughout the agricultural value chain.48 However, if done well, these investments can be very fruitful. The World Bank approximates that agricultural sector development is up to 4 times more effective at lifting the income of poor individuals than investments in any other sector.49 Moreover, this effectiveness jumps to as much as 11 times more effective for sub-Saharan Africa.50

Working closely with Boa and the smallholder farmers in his community, HGBF orchestrated partners to develop a suite of context appropriate tools (such as a new model of small-scale, conservation-based planters manufactured by John Deere), resources (such as customized seed and cover crop recommendations based on soil types and topography), and agriculture-sector-related infrastructure improvements. The program has taken work that goes beyond what many traditional development projects require, but it has endured because of HGBF’s partners, the collective group’s commitment, and especially Boa, who understands that the success and scalability of this partnership could have far-reaching implications.51

Boa and his team lead all aspects of the program’s design and the center’s programs and operations, only seeking input from the foundation as needed. Another central aspect of this partnership is to reach and influence farmer behavior in meaningful but everyday ways to encourage them to adopt conservation-based practices through in-person workshops and radio broadcasts. Because of Boa’s reputation with farmers throughout Ghana, he is uniquely positioned to capture their attention and speak with authority on the subject. Boa’s work and his personal story is told in chapter 35 of 40 Chances: Finding Hope in a Hungry World.
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In 2012, halfway through my time at the foundation, there was yet another announcement—the funding provided from my grandfather’s 2006 gift to his children would be doubled.52 My father began looking for opportunities to further increase his investments and expand his impact, and for new partners to help deploy the capital. The foundation’s reliance on its managers became more important than ever. By 2014, the foundation’s total giving increased to more than $150 million per year, and its capacity to take on new and exciting challenges increased as well.53

This example illustrates the importance of human capital and how leaders can invest in and empower the people both on their staff and in a partnership. In chapter 6 we discuss a leader’s role in working effectively across decentralized partners and teams. We also discuss the importance of diverse leadership qualities and of understanding the underlying emotional and intellectual influences that motivate teams. Finally, we discuss ways that leaders can inspire their team’s energy and momentum throughout the life cycle of a partnership.

THE SOCIAL VALUE INVESTING FRAMEWORK

The coming chapters further illustrate the social value investing framework, and how it reflects principles from the value investing approach. This adaptation is apparent at the most basic level of the framework, as outlined in the process / people / place / portfolio / performance paradigm. At the same time, many of the parallels vary significantly due to the obvious nature of the adaptation—it is a translation of principles from a purely financial construct for building monetary value to one providing guidance on effective ways to collaborate for the creation of social value.

The framework sets out a series of preconditions for planning and building effective partnerships between organizations of all types. However, it is not a comprehensive list, nor will all aspects of the approach apply to every partnership. This is a generalized framework on purpose, and the principles outlined are broad so that they are widely applicable. The cases discussed and their accompanying course companions and video documentaries demonstrate how these lessons apply, but the principles and observations are not the end result.54 Instead, we hope they provide a starting point for others to expand and improve on our ideas, to establish sets of common goals, to create a more inclusive and community-driven vision for the future, and to begin exploring new and more effective ways for investing in social value.


PROCESS
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CHAPTER THREE
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The Process Case
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The Digital Revolution and Telemedicine in India
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WILLIAM B. EIMICKE

Across India several expansive partnerships are under way to connect citizens with important government services. In return, citizens are receiving high-quality health care and access to bank accounts, which is simultaneously stimulating the economy of India and reducing corruption often referred to as “skimming.” One set of partnerships is widely known as Digital India, a suite of related initiatives to provide every one of India’s more than 1.3 billion residents with a secure identification card through which they can access a national network of public and private services.

The government is working with numerous partners on significant up-front investments in a long-term strategy that will take many years to fully implement. These programs will unlock significant intrinsic value over time by making government more efficient and honest, and by providing citizens with direct access to essential public services. For example, using biometric security, residents can conduct banking and access important personal records, such as proof of identity, voter registration, deeds and permits, driver’s licenses, and automobile registration. All of this can be delivered through a relatively inexpensive smartphone, serving citizens across income levels and from even the most remote rural areas.

Building on these investments, the government is also working closely with the private sector to provide advanced, high-quality health care services to poor and working class citizens. Through cross-sector partnerships, the government is providing residents across India with access to low-cost medical care in clinics and local service centers using the Internet and advanced medical technology and practices. The government is partnering with private programs, such as Apollo Telemedicine, as well as with local entrepreneurs to collaboratively develop a strategic plan and deploy complex programs. This chapter discusses how Digital India and Apollo Telemedicine used a well-structured, highly decentralized process to serve a huge and very diverse population across a country as large as a small continent.

INDIA RISING

Independent since 1947, India is a relatively young democracy established after several centuries of tumultuous relations with Great Britain. Britain effectively ruled large parts of India from 1600 to 1857 through the independent East India Company and directly as a British Colony from 1858 to 1947, a period often referred to as the British Raj.1 Imperialism and colonialism are largely discredited and vilified in the twenty-first century, but the Indian democracy, its well-respected (and frequently criticized) civil service, and even two of its greatest modern leaders, Gandhi and Nehru, were shaped by the experiences of the Raj.2

Today’s India reflects its past as it seeks to transform itself into a leading nation for the twenty-first century.3 India is the world’s second most populous nation, with more than 1.3 billion people, and ranks as the world’s third largest economy.4 The number of very poor people in India is declining, and its ranking in the Gini Index—a ranking of relative inequality—is improving, but it remains a poor country with huge disparity between rich and poor. India’s Gini score (lower is “better” or “more equal,” higher less so) is 35.2 compared to 26.8 for Norway, 45 for the U.S., and 49.7 for Brazil.5 India currently has less income inequality than the United States or Brazil; however, more than 21 percent of the population still lives on $1.90 a day or less.6 Hundreds of millions of Indians remain extremely poor, representing about one-third of the poor in the world.7

There is good reason to be optimistic about India’s future, however. Over the past three decades, India has transformed its agricultural sector, becoming a net exporter of many agricultural products instead of a net importer. India is now the world’s sixth largest net exporter, particularly of rice, cotton, sugar, and beef (buffalo). Its export growth was the highest of any country in recent years, with twice as many exports as the EU-28, and India is second only to the United States in cotton exports.8 India has become a global player in health care, pharmaceuticals, data processing, and space technologies and is a world class “back office” for call centers, credit card processing, legal work, and radiology, among other areas. In addition, India will soon have one of the largest and youngest workforces in the world.9 In 2014, India elected a new prime minister, Narendra Modi, who had great success at the state level using public-private partnerships to jumpstart economic growth and reduce poverty. As prime minister, Modi promised to use the successful state-level techniques at the national government level to integrate public-private partnerships through programs such as Digital India.

DIGITAL INDIA

Building on the groundwork developed by his predecessor Manmohan Singh, Modi developed Digital India, founded on the Aadhaar ID, through which India can deliver an ever-expanding portfolio of complementary services over time—income subsidies for heating and cooking gas, records and record-keeping through DigiLocker, health care through telemedicine, and more to come. Key ingredients of the social value investing framework run consistently throughout the Digital India case. For example, the partnership has a long-term investment strategy—building the country’s broadband network and local services centers, and connecting all citizens to it through Aadhaar. Digital India is unlocking hidden or intrinsic value through programs such as the health partnership with telemedicine. These methods are aligned with the social value investing framework because they integrate local stakeholders in program design and delivery. The programs use local banks to provide a broad range of financial services to even the poorest citizens in the most remote communities through cell phone and smartphone accounts. These networks of organizations provide potentially world class health care for everyone from private companies such as Apollo Hospitals Enterprise Ltd., as well as a full range of work-based benefits such as pay, insurance and pensions, and government services directly to employees and citizens through their mobile devices.

Digital India10 is a series of related initiatives created (or rebranded) in 2014 by Prime Minister Modi that are designed to reinvent the country’s public sector using state of the art information technology.11 Modi’s vision is to transform India into a connected, knowledgeable and information-based society through broadband “highways,” universal access to mobile connectivity, electronic delivery of public services, dramatic expansion of access to quality health care, and banking—even to rural and remote areas—and IT-related employment opportunities (including electronics manufacturing).12 A key element in achieving this vision is Aadhaar,13 a twelve-digit random number identification “card,” or ID, issued by the government’s Unique Identification Authority of India.14

Voluntary and free of cost, any resident of India can obtain a unique Aadhaar number. Security and veracity are ensured by demographic information—name, verified date of birth or declared age, gender, address, optional mobile number, email, and biometric information—that includes all ten fingerprints, two iris scans, and a facial photograph (figure 3.1). Available online, Aadhaar can potentially provide residents with a wide range of services and benefits from virtually any location securely, and with much lower risk of skimming and fraud.15
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Figure 3.1 Voluntary biometric registration of Indian citizens at an Aadhaar processing center. Photo by Richard Numeroff, courtesy of SIPA Case Collection.

Proof of identity is an important and long-standing challenge in India, particularly for the poor, in a country of 1.3 billion, mostly Hindu (80 percent) and Muslim (14 percent) but also with significant numbers of Christians, Sikhs, Buddhists, and Jains. Between them, Indians speak twenty-two official government-supported languages and live across twenty-nine states and seven territories.16 Many people have insufficient documentation to conduct business, create bank accounts, or access government programs. Many different IDs could be used for individual purposes, but until recently only passports and tax IDs (PAN cards) were widely recognized, and few Indians carry those.17 As recently as 2015, 57 million had passports, 170 million had PAN cards, 600 million had voter ID cards, 150 million had ration cards, and 173 million had driver’s licenses.18

One of the main reasons the Indian government pushed forward with a unique identification card was to combat the problem of “leakage.” This kind of corruption or skimming diverts a portion of government social welfare program benefits, often to ineligible recipients (such as local government officials charging “fees,” tribal leaders, or family members) or through duplicate claims. Government officials estimated suspect beneficiaries amounted to 10 to 15 percent of social welfare, totaling as much as half a billion dollars or more annually.19 A World Bank report in 2015 estimated the potential leakage of savings in one government cash transfer program now covered by Aadhaar at $1 billion annually.20

Aadhaar evolved out of a series of initiatives by the Indian national government to provide its residents with a single, multipurpose, verifiable identification card. This began in 1993 with the Election Commission issuing photo ID cards. In 2003, the government approved the creation of a Multipurpose National Identity Card (MNIC). It wasn’t until 2006 that the government began the pursuit of a unique identification card by executive order through the India Planning Commission. This new initiative overlapped with work of the Registrar General of India on the National Population Register and the issuance of a Multipurpose National Identity Card.21 Then prime minister Dr. Manmohan Singh created a multiagency committee to recommend a plan to align the two related projects.

Based on recommendations of the committee, the government created the Unique Identification Authority of India (UIDAI) to be responsible for implementation of Aadhaar.22 The National Population Register (NPR) remained responsible for creation of a national database of all citizens and residents of India under the provisions of the Citizenship Act of 1955. This information is then sent to UIDAI to make sure there is no duplication and UIDAI issues (or documents) the Aadhaar number.23

Despite its visionary appeal, Aadhaar faced substantial opposition for many reasons and from many quarters. There was opposition based on privacy concerns, fear that it would be used to deny government benefits not extend them, and that it would benefit illegal residents/immigrants. Other institutions, particularly NPR, but also Congress, feared a loss of control and authority among each other and vis-à-vis their “customer-citizens.”24

The prospects for Aadhaar changed dramatically for the better when billionaire technology businessman Nandan Nilekani was appointed as UIDAI chair in July 2009 (figure 3.2). He decided to partner with a broad array of private sector partners for everything from infrastructure to more than seventy thousand street-level enrollment contractors. UIDAI partnered with private companies, state governments, banks, and insurance companies to scan biometric data and store it. Even UIDAI management and staff comprised a mix of civil servants and loaned executives from the private sector.25
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Figure 3.2 Prime Minister Narendra Modi with Nandan Nilekani, private sector technology business leader recruited to make the Aadhaar partnership a success. Narendramodi.in.

HCL Infosystems Ltd. (HCL), India’s giant computer systems management and outsourcing firm, was chosen to help build and manage Aadhaar’s hardware, networking, and software, beating out international competitors Accenture and Wipro—even IBM and HP dropped out before the final round. HCL would build the central ID repository and manage the database. HCL also ensured Aadhaar was interoperable with existing government systems and emerging new applications in the banking, agriculture, and legal system. Aadhaar staff took responsibility for verification, security, maintenance, and the helpdesk.26

As enrollment increased, the Indian government began to offer programs that worked with Aadhaar members’ IDs. Beginning in late 2012, the national government initiated a cash transfer program linked to Aadhaar for cardholders eligible for cooking gas, food, and fertilizer subsidies. After a successful pilot phase in 2013, the program was made available nationally in 2014. Initial research on the gas program indicated that the more efficient corruption-resistant cash transfers to Aadhaar-linked bank accounts was saving the government between 11 and 14 percent27 (as of 2015, the savings were estimated at $2 billion in this program alone).28 Another study of the cumulative impact of all the subsidy programs converted to cash transfers through the Aadhaar ID bank link was estimated to exceed $11 billion in efficiencies annually.29

Noted economists and India experts Jhagdish Bhagwati and Arvind Panagariya strongly support the shift from in-kind benefits. They observed, “Significant gains in efficiency can be achieved by replacing the public distribution system by cash transfers…. The advantage of cash transfers is that they would greatly minimize the leakage along the distribution chain and also eliminate the huge waste that characterizes the public distribution system.”30 Indian governments subsidize a wide range of items—rice, wheat, sugar, water, fertilizer, electricity, rail transport, and cooking gas—so the potential efficiencies and increased welfare to those in need could be tremendous. Leakage in the subsidized kerosene for home lighting program can exceed 40 percent.31 Cumulatively, these subsidies total more than 4 percent of India’s GDP, enough to raise the consumption levels of the nation’s poor above the poverty line if distributed through this more efficient process.32
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In addition to the successful partnership process used, Digital India illustrates underlying fundamentals of social value investing: investment in programs over a long-term time horizon that unlock intrinsic social value. These aspects are accelerating Indian’s modernization and helping to raise the standard of living for the world’s largest concentration of people living in poverty. Long-term public infrastructure investments are building a nationwide “digital highway” connecting local service centers, government agencies, and banks to residents through Aadhaar. Once connected, citizens are able to benefit from a new electronic cash transfer system that ensures they receive the full amount of their government program payments, virtually eliminating related corruption. As noted, such a reduction in corruption would have significant impact on the consumption levels of the nation’s poor. The partnership process reflects multiple elements of the social value investing approach by integrating local leadership into program operations and using local banks to provide a broad range of financial services, in turn building community wealth and supporting economic stability and prosperity.

JAM

In 2014 a team from Columbia University visited India to film our case study on these partnerships (figure 3.3). Since that time, the scope and impact of the programs organized under the Digital India umbrella have increased. Social programs tied to Aadhaar are often referred to as JAM—Jan Dhan, Aadhaar, Mobile. Jan Dhan is Modi’s initiative to provide banking services to Indians: accounts, credit, and insurance. Mobile is the cash transfers directly to beneficiaries on their mobile devices. By early 2016, the number of Jan Dhan bank accounts exceeded 210 million, with more than 70 percent actively transacting. Over 170 million are linked to debit cards, and participants are beginning to make their own deposits, apply for loans, and buy insurance.33
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Figure 3.3 Prime Minister Modi (center) with economist and Columbia Professor Arvind Panagariya (left). Panagariya served as Modi’s vice chairman for the National Institution for Transforming India, the government agency responsible for Digital India. Photo by AP, courtesy of Arvind Panagariya.

By 2018, the number of Aadhaar IDs issued was over 1,200,000,000,34 and the number of mobile phone subscribers in India exceeded 1 billion, with 350 million of them smartphone users.35 By early 2017, India had become Facebook’s largest market of users.36 Some analysts also see a direct connection between smartphone growth and economic growth.37

Challenges to maximizing the potential of JAM continue. Matching a wide array of national and state means-tested benefits to the eligible Aadhaar cardholders and then connecting those eligible to bank accounts accessible on mobile devices is a work in progress. Extending those bank networks to extremely rural India is also under way but not yet a reality.

In 2015, Prime Minister Modi announced a series of new initiatives to expand Digital India and reach more people in many ways, creating a national digital highway.38 Taken together, the initiatives should make more government services available online, expand connectivity and digital access in rural areas, and expand the nation’s electronics manufacturing sector. In a speech to Silicon Valley technology executives in San Jose, California, in the fall of 2015, Modi said Digital India would make governance “more transparent, accountable, accessible and participative,” and that it would “touch the lives of the weakest, farthest, and the poorest citizens of India and also change the way our nation will live and work.”39

As the communications minister phrased it, “if the Atal Bihari Vajpayee government is remembered for laying down national highways, the Narendra Modi government will be known to have laid the digital highway of the country.”40 Specifics of the initiative included a new data center, eight new software technology parks, and “digital villages” in rural areas that provide telemedicine facilities, virtual classes, and solar-powered Wi-Fi hot spots. More broadly, Modi has pushed to expand access to high-speed Internet connections across much of India.41

The Modi government is also committed to using Aadhaar to make a DigiLocker available to all citizens to safely store important documents such as driver’s license, car registration, education certificates, and deeds. Similar to cloud storage provided by companies such as Microsoft, Apple, and Google, DigiLocker has the twin advantages of being linked to the Aadhaar ID and being protected by multiple levels of security.42 It is easily accessible from a mobile device—no need to hand over a driver’s license or car registration to a police officer or other government official.43 DigiLocker saves documents in PNG, JPEG, and PDF formats so they are easy to share, and it is linked to government services and financial benefit accounts. DigiLocker provides state of the art security measures including 256 Bit SSL encryption, Aadhaar authentication-based document access, hosting an ISO 27001 security certified data center, data redundancy backup, timed log out, external security audits, and data sharing only with explicit consent of the user.44 By early 2018, DigiLocker had 9.5 million registered users, 14 million user uploaded documents, and access to 2 billion other related documents—just a beginning, but a very impressive start.45

Taken together, JAM is following a particular cross-sector partnership process. It has created a system that connects a massive number of users and recipients to essential public and private services over a huge geographic area and uses the best of the private sector’s cutting edge technology as its implementer. As the primary funder, the government provided regulatory authority and expansive financial resources, and each sector engaged a very large number of local entrepreneurs and other stakeholders throughout program delivery.

FIGHTING CORRUPTION

Prime Minister Modi also sees Digital India as a means to fight corruption by putting the competition for public contracts up for bid online, openly and transparently.46 Alleged favoritism in awarded telecommunications and coal licenses by the government prior to Modi’s election are estimated to have cost the taxpayers more than $70 billion.47 Aadhaar protects low-income workers from leakage by local bureaucrats who deduct a “certification and payment fee” typically equal to one-third of the worker’s wages. Under the Digital India innovations, these workers can claim their wages through an app on their cell phone, payable at a local grocery or local center, with a fixed commission equivalent to approximately sixteen cents.48

Digital India is thereby serving the interests of many different stakeholders. It provides a more level playing field for those bidding for government contracts and increases transparency. It also makes government more efficient by helping to ensure that the full amount of income and benefits reach low-income citizens, and it creates an opportunity for many Indians to access banking services for the first time.

BUMPS ALONG THE DIGITAL HIGHWAY

Aadhaar, the linchpin of Digital India, is not without its critics, and there are lingering obstacles to its universality and long-term success. Although well on the way toward universal participation—over 1.1 billion of the country’s 1.2 billion residents registered by the fall 2017—there is currently no strategy to serve those hardest to reach, including millions of homeless people.49 Officially, both the Modi government and the Congress want to require an Aadhaar ID for access to a number of public benefits. But, several Supreme Court decisions have ruled in the special cases before them that an Aadhaar ID cannot be required.

Can biometric data make Aadhaar a unique, reliable identifier? Experiences in the United Kingdom, Australia, France, Argentina, and Kenya indicate that those with medical conditions, the elderly (the iris may change over time), and manual laborers might encounter verification issues.50 UIDAI Director Ram Sewak Sharma told our team in 2015, “experts say our ID can achieve an accuracy level of 99.99 percent. Unfortunately, 0.01 percent off from 1.2 billion is 102,000.”51 Director Sharma went on to say, “from a public policy perspective, even in the current situation where Aadhaar is voluntary, where a large [segment of the] population has Aadhaar, I am left with a much smaller subset to monitor.”52

UIDAI leadership is focused on using Aadhaar to improve the lives of India’s low-income workers and their families and the very poor. At the same time, UIDAI shares the concerns raised by privacy advocates and has therefore resisted information demands from other government agencies, particularly law enforcement organizations. A 2014 Supreme Court ruling decided in favor of UIDAI’s position that it could not be forced to share Aadhaar data without the individual’s consent. The decision also reaffirmed the court’s prior rulings that Aadhaar must remain voluntary.53 Nevertheless, in 2015, a Delhi court ordered that Aadhaar records could be accessed to identify hit-and-run accident victims.54

A large data repository of valuable identity information on more than a billion people poses serious security concerns, particularly in light of the major hacks into large public and private databases all over the world, including the U.S. government’s Office of Personnel Management, Internal Revenue Service, and National Security Administration. Data breaches have also hit the Democratic National Committee, and private sector companies such as Target, Yahoo!, Home Depot, and others. UIDAI has strict policies and multiple protocols to protect Aadhaar and has a good track record so far. Yet, in 2013, the UIDAI Maharashtra office lost the data of 300,000 applicants. Although no evidence of damage has been identified, the affected individuals had to reapply—and faith in the system was shaken. As UIDAI deputy director general Ajay Bhushan Pandey explained to our team in 2015, “people will always find ways to commit fraud with Aadhaar. Nothing is foolproof. There’s always some ingenuity where someone figures out how to game it. But we have given Aadhaar to more than 850 million people and we haven’t come across any significant number of cases where people have been able to beat the system.”55

The Modi government continues to press forward with Aadhaar as a critical interface between citizens and their government. In 2015, public sector businesses such as Air India and the state steel and oil companies were directed to require employees to register for an Aadhaar ID to serve as the basic identification for company attendance, payroll, insurance, and benefit systems.56 As we have seen in numerous examples, public and private databases are vulnerable to criminal and political cyberattacks and government overreach, which present real threats to an individual’s right to privacy. In the case of Aadhaar, it is encouraging to see that the Indian courts have been active in this area to protect the rights and security of all Indians and that the government has worked closely with its corporate partners to maximize the security of the Aadhaar database.

APOLLO TELEMEDICINE: PARTNERING TO BRING QUALITY HEALTH CARE BEYOND THE URBAN CENTERS

Modi still had broad public support in 2018. Although his BJP political party lost some key elections at the state level in 2015 and 2016,57 in early 2017 Modi’s BJP won an important electoral victory in India’s largest state, Uttar Pradesh, dramatically strengthening his political position.58 A Pew Research report found that more than 80 percent of Indians viewed the prime minister favorably, and even a majority of the opposition party members surveyed viewed him positively.59 This widespread popularity is no doubt related to India’s economic growth rate of 7.1 percent for the quarter ending in June 2016 (compared to 6.7 percent for China), making India the fastest-growing large economy in the world.60 And it could well be that Aadhaar and the Digital India infrastructure that the Modi government and its private sector technology partners are building will spur private sector innovation. Furthermore, it will put money directly in the hands of low- and moderate-income Indian consumers to buy the goods and services that the innovation created, thereby growing the economy at an even faster rate.

Emerging cross-sector partnerships in India’s public health sector could enhance the societal infrastructure by making what will be one of the largest and youngest workforces in human history healthier and thereby more productive. For example, to advance health care services in the country, the government (through Common Service Centers) partnered with Apollo in 2013. The partnership is aimed at providing state of the art health care to Indians living outside the major cities via telemedicine (figure 3.4).61 Apollo operates a for-profit hospital chain and one of the largest organizations of its kind in the world, with 45 million patients from 121 countries and 9,215 beds across sixty-four hospitals.62
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Figure 3.4 (a): Apollo medical experts conduct a remote telemedicine consultation. (b): A village Common Service Center (CSC) where telemedicine consultations are offered to the community. Photos by Richard Numeroff, courtesy of SIPA Case Collection.

Common Service Centers (CSCs) is a division of the central government’s Department of Information and Technology. Created in 2006, CSCs expand the availability of web-based e-governance services throughout the country, particularly to rural areas. Based on a partnership model, CSCs are staffed by Village Level Entrepreneurs (VLEs) and representatives from the national and state government. Services include agriculture information; payment of electric, water, and telephone bills; banking; government forms and certificates; printing; and Internet access.63 The Modi government sees CSCs as a cornerstone of Digital India because they provide access points to every corner of India and to the increasing number of services and assistance the government hopes will create a much more inclusive society and will improve the quality of life for India’s very large population of poor families and individuals.64 Apollo sees the program as an opportunity to do good while simultaneously attracting new customers and perfecting a new way of delivering medical services. The government also hoped to serve the public interest by illustrating how Digital India could help make a real difference in the lives of its most needy and isolated citizens.

Both partners realized that the potential was great but that this initiative was complex and expensive, with a relatively high risk of failure. Apollo built its business by providing high-quality health services to middle-class and wealthy Indians and international patients at a much lower price than U.S. and European providers. As early as 2000, Apollo experimented with telemedicine as a pro bono enterprise serving India’s rural areas using satellite technology provided by the Indian space research organization. Later the Internet, Skype video, electronic records, Bluetooth stethoscopes, and wireless sensors enabled Apollo to expand its market-rate health businesses through tele-radiology and clinics in large housing developments in India, the Middle East, and Africa, totaling more than one hundred centers in twelve countries.65

Developing a telemedicine public health service partnership primarily to serve India’s rural poor is an ongoing challenge. Apollo wanted the enterprise to be a for-profit business with a positive social impact. The government’s CSC leaders envisioned a free, public service. After much discussion, the partners agreed to charge patients a low fee of 100 rupees ($1.60) for primary care and 900 rupees ($14.40) for specialties such as neurology and cardiology.66 The fees are split 40 percent to Apollo, 40 percent to the local Village Level Entrepreneurs that facilitate the examination at the local center, and 20 percent to the government CSC. Even at these very low fee levels, Apollo’s leadership believed the organization could at least break even on the initial service because of the large number of patients. In the long run, they also expect that once access is established and relationships are built, use of services covered by state-subsidized insurance would make telemedicine a viable business in India.67

Indian telemedicine continues to face ongoing technical challenges: unreliable electrical supply, inadequate Internet bandwidth, video distortions, and software malfunctions. Even so, Apollo reports that telemedicine examinations provide reliable diagnoses for 80 percent of patients, including the more complicated neurological and craniological cases. Telemedicine examinations are generally videotaped (with the permission of the patient), providing the physician with an opportunity to review or “see” the patient again several times, to make sure the initial diagnosis was correct and that no important information was missed.68

The prospects for the telemedicine partnership remain bright, but the rollout has taken some time. The program—National Telemedicine Network (NTN)—was officially launched by the Ministry of Communications and Information Technology and Apollo Hospitals on August 25, 2015.69 Initially, services were provided in 60,000 CSCs across the country with a focus on reaching underserved remote regions. The government also announced that the CSCs would collaborate with the Bureau of Pharma PSU of India (BPPI) so that telemedicine patients could order generic drugs online through the CSC network.70

The Modi government’s commitment to telemedicine remains strong in 2018, although it is now supporting a new modified approach to its rollout. The original model begun in 2015 and the CSCs remain in place, but the Indian government has now supported a new project involving 164 eUrban Primary Health Centers in the state of Andra Pradesh. The technology for delivery remains the same as with the CSC model, but each local center is a fully functioning and professionally staffed local community health clinic, rather than a privately run office offering a variety of services. Apollo uses remote telemedicine to deliver expert care from its specialists in the central hospitals, but it can rely on more fully trained local staff for support. The government, whose role in the original CSC model was more limited, is now providing full funding for each center’s operating costs, and Apollo is responsible for all local staffing and service delivery. Remote telemedicine remains a core component of the plan, allowing most services to be delivered by trained registered nurses and telemedicine technicians. As a network of organizations and communities, this initiative has developed into a comprehensive and complex cross-sector partnership providing expansive, world-class health care.

LOOKING FORWARD

Although challenges remain, Indian government telemedicine initiatives clearly show the powerful results of a successful government funded, private-sector operated, and community supported and engaged partnership. There is a convergence of interests between the partners to expand affordable health care to the very poor, sharing the financial risk and potential reward. Each partner is making resource investments and working together to secure a reliable, sustainable revenue stream without pricing anyone out, and they are working to have a greater positive impact on health outcomes for the poor than would be possible without the partnership. They also have a comprehensive strategy for long-term program sustainability, a plan that has been modified several times since Apollo first ventured into telemedicine in 2000.

Achieving financial viability for programs serving the poor is improving as the government expands the number of services covered and develops relationships with health insurance providers. Clearly, long-term investment in building an infrastructure backbone is essential to success, and both the government and Apollo have invested in its construction. In the case of telemedicine, increased involvement by Apollo in the implementation phase has yielded much better results.

For the Digital India and JAM initiatives, government legislation, regulations, and funding have been crucial to progress. Building the infrastructure and implementing and connecting the system to services for residents has been run by private companies. Significantly, Aadhaar’s unique biometric identification system, on which Digital India and JAM rest, achieved a new level of permanence and legitimacy on March 26, 2016, when Lok Sabha (House of the People, the Indian Congress) passed The Aadhaar (Targeted Delivery of Financial and Other Subsidies, Benefits and Services) Act, 2016. The law entitles every resident to obtain an Aadhaar card but does not require it. Any public or private entity can accept the card as proof of identity, but it is not a proof of citizenship or domicile. The law is important because it enables the government to link the card to additional benefits and for banks to use it to eliminate fake accounts.71

In many respects, Digital India, JAM, and Apollo Telemedicine are partnerships that exhibit multiple elements of the social value investing framework. Having the right people has been crucial. Without the leadership of Prime Minister Modi, billionaire technology businessman Nandan Nilekani, and one of Apollo’s leaders, Dr. Krishnan Ganapathy, it is unlikely that Digital India or Apollo Telemedicine would have been nearly as successful as they have been to date. These partnerships illustrate how important the partnership process can be when planning and designing complex cross-sector collaborations.

These examples also exhibit the other elements of the social value investing framework, which we describe in the coming chapters and cases. Numerous organizations made coordinated and tangible investments in individual communities—very much a place-based approach—that were informed by local residents and entrepreneurs. Each partner had something unique and important to contribute, sharing various aspects of risk as well as potential reward from the outcomes of the initiatives—resembling a portfolio strategy. Although program delivery was decentralized and partners came from different sectors, they were able to share success by maximizing the public benefit generated for citizens across India through measurable performance indicators.

In the next chapter we use the cases of Digital India and Apollo Telemedicine to illustrate our cross-sector partnership process. Combined with other’s extensive related research, we include formalized definitions and descriptions of partnership functions and partner roles. We also discuss tools partners can use to assist in comprehensive planning to achieve their shared goals.


[image: image]

CHAPTER FOUR
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The Process Framework
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Effective Partnerships Across All Sectors

[image: image]

HOWARD W. BUFFETT

Large-scale, complex challenges facing society cannot be solved by organizations acting alone. When groups decide to work together, using the best process is critical.1 How organizations develop comprehensive partnership strategies is just as important as their willingness to engage in work with others.2 When companies in the private sector partner, collaborative arrangements are straightforward and use well-established legal structures and precedents. Companies may align their activities through acquisitions or mergers, joint ventures, product or service contracts, and so on.3 In most cases, private sector organizations collaborate to attain higher returns on equity by improving operating efficiency and reducing either short-term or long-term costs.4 Such improvements may be seen directly in ways that are reflected on the balance sheet, or indirectly through factors such as customer satisfaction and loyalty, strategic planning, or workforce retention.

When businesses partner or consolidate, they can draw from their comparative strengths. Partnering businesses are usually governed by similar laws, operate under similar principles, and focus on creating value for similar stakeholders—a parent company, private owners, or shareholders. Effective private sector partnerships align the objectives of top-level strategy and capital allocation with the operations of subsidiaries or business divisions, as well as with the interests of shareholders. But how does collaboration work when addressing more complex, societal challenges where the alignment of activities or the compatibility of private and public interests may be less straightforward?5

In the cases of Digital India and Apollo Telemedicine, the makeup and delivery of programs evolved and expanded over time. The government of India allocated capital through investment in training and infrastructure, and it established high-level goals for the country. Private sector partner Apollo Telemedicine focused on medical service delivery through a geographically diverse network of Common Service Centers (CSCs) funded by the government. The CSCs were staffed by local Village Level Entrepreneurs (VLEs) who shared in fees for services that were affordable for low-income residents in the community. Those residents—stakeholders in their government—received access to critical human services, including basic health care. This mutually collaborative partnering process, based on distributed operations, enabled the program to expand to more than 60,000 community-level CSCs fairly quickly, and eventually led to more than 160 new, major eUrban Primary Health Centers.6

This process for partnering describes the India case in general terms. However, the observations and lessons herein apply to cross-sector partnerships quite broadly, particularly when those partnerships include a diverse array of participants. Funders or investors in these partnerships provide financial capital, implementers or operators carry out partnership activities, and stakeholders or shareholders provide principled direction and guidance for the partnership and receive benefits from its outcomes.7

When organizations from the public, private, and philanthropic sectors decide to collaborate, not only will legal structures and operating principles differ but so, too, might each group’s end goals, interim objectives, or stakeholder interests.8 My grandfather observed yet another important differentiating factor. In a letter he wrote to Bill and Melinda Gates, he said that “success in philanthropy is measured differently from success in business or government.”9 This difference defines a key challenge in developing effective cross-sector partnerships: how you measure success is based on how you define it. Organizations from across sectors define success using different terminology, develop different planning procedures to work toward success, and deploy different methods for delivering organizational or operational strategies to achieve success.10

This chapter discusses how potential partners can overcome these differences, especially when considering the needs and interests of the public good. It begins by outlining a formal definition of what it means to enter a cross-sector partnership, and the key characteristics and advantages of doing so. Next it examines the primary function of a partnership, the three main partnering roles, and how a partnership can be modeled. Finally, it addresses the issue of comprehensive strategy development through two analogous tools: a theory of change process for planning at a program level and a value chain analysis for identifying gaps and weaknesses at a system level. Each of these aspects is an important early step toward building a partnership of diverse yet complementary organizations working in alignment.

DEFINING A CROSS-SECTOR PARTNERSHIP

In recent years, partnership has become an expansive term with a wide range of interpretations.11 In some cases the word carries legal implications, such as when each partner “contributes money, property, labor or skill, and expects to share in the profits and losses of [a] business.”12 An example of this is a joint venture.13 In other cases, groups may use the term more informally when they announce a political alliance, are awarded a services contract, or receive a grant. This lack of consistency and formality creates challenges at the very start of partnership development, particularly when two very different organizations try to collaborate—such as a global for-profit technology company and a local, community-based nonprofit human services provider.14 So what do we mean by a cross-sector partnership?

Fundamentally, a cross-sector partnership is a collaborative working relationship between two or more entities, and in our examples these entities span two or more sectors.15 Our work and research is concerned with significant or complex challenges facing society, so many of the cross-sector partnerships described here are led by public or philanthropic organizations, or serve to benefit the public good. Our definition of a cross-sector partnership arises from the belief that many of society’s challenges cannot be addressed by any single sector or organization alone; coordinated action is required to achieve collective, positive social impact.16

Given this context, we define a cross-sector partnership as a voluntary collaboration between organizations from two or more sectors that leverage their respective teams and resources to achieve mutually agreed-upon and measurable goals.17 This definition is as much a mind-set as it is a process, and it requires further clarification.

■    By voluntary, we mean that partnering organizations enter the collaboration by choice (not as a result of punitive or compulsory action). Partners often begin with clear agreements that guide the development of their engagement. Some partners may prefer nonbinding documents, particularly in the early stages of cooperation.18 That said, most cross-sector collaborations are governed by a formal structure, such as a letter of intent (LOI). Others may use a memorandum of understanding (MOU) for general terms, or a memorandum of agreement (MOA) to spell out activities and resource sharing.19 Later, this chapter outlines seven partnership models that illustrate possible structures for collaborative engagements.

■    By collaboration, we mean the engagement goes beyond straightforward fee-for-service or product procurement between organizations.20 Unlike traditional contracting or PPPs, collaborative, cross-sector partnerships involve multiple types of partners in the design, planning, and progression of the overall effort.21 Partner roles and functions are well defined, as discussed in this chapter, and the partnership strategy is developed jointly across teams (using tools such as a theory of change and value-chain analysis outlined later).

■    By teams, we mean the collective knowledge and leadership experience of the people operating the organizations in the collaboration. Teams in a cross-sector partnership represent their organization’s distinct perspectives and resources. Furthermore, teams are responsible for advancing their organization’s objectives and maintaining progress while also accomplishing the partnership’s goals. Leaders across teams contribute critical skills-based capital (see chapter 6) that complements other resources invested toward shared outcomes.22

■    By resources, we mean a broad range of different types of assets or capital. This can include a coinvestment in a portfolio of blended financial capital (see chapter 10). Or, this can include access to physical assets, infrastructure, intellectual property, technology, or natural or environmental resources.23 Alternatively, coinvested resources may include important, yet intangible contributions that create intrinsic value for participants or that advance the partnership’s goals.

■    By mutually agreed-upon goals, we mean that partners and stakeholders work together to develop and prioritize specific objectives, milestones, and the long-term desired impact of the collaboration. Together, these groups determine individual and shared responsibilities within the overall scope of the partnership.24 They also codevelop time lines and priorities for resource allocation based on common terms and operating standards (see chapter 8).

■    By measurable, we mean that partners are able to discretely define success using clear and relevant metrics tied directly to their mutually agreed-upon goals. Specific objectives may vary significantly when organizations from different sectors are partnering. Therefore, the partnership will require a consistent, yet flexible methodology to outline and measure the performance of its collaborative programs.25 We recommend using a customizable approach that combines quantitative and qualitative measures into the analysis (such as the Impact Rate of Return methodology described in chapter 12).

The more a partnership meets or exceeds the various aspects of this definition, and the preconditions outlined throughout the book, the better positioned its participating organizations will be for success. Other definitions of similar types of partnerships vary,26 but they typically share overlapping terms or provisions.27 Terminology aside, engagements under the social value investing cross-sector partnership rubric exhibit a number of important characteristics:28

■    They are based on the convergence of interests between the partners that advance the objectives of each respective organization. These interests must be clear, fair, well thought out, and can be amended as needed;29

■    They share both risk and potential reward for all partners through the mutual investment of various types of resources. Thoroughly planning on, agreeing to, and coordinating shared investment throughout the collaboration helps reduce potential conflict between partners;30 and,

■    They rely on leveraging partner skills and assets, producing outcomes with higher measureable impact than could be achieved independently. This requires an up-front evaluation of each partner’s strengths and weaknesses, as well as key resource constraints.31

ADVANTAGES OF PARTNERING

We believe that partnerships following this definition and exhibiting these characteristics will enjoy distinct advantages.32 Such partnerships can produce significant collaborative value for all participants.33

1.    These partnerships enable participating organizations to accomplish more than they could on their own.34

By combining efforts, partners can leverage their respective resources. From a financial perspective, this aspect of partnering appeals to organizations confronting budget deficits, government sequesters, or volatile market fluctuations. Partners also benefit by gaining access to others’ physical assets (such as meeting space), intellectual property, or the ability to share information widely across social groups. In the Digital India case, for example, the government had legal authority and national scope, private companies had technology and expertise, and community entrepreneurs provided local places of access for potential Aadhaar enrollees spread across the Indian subcontinent.

2.    These partnerships enable participating organizations to build on each other’s expertise.35

Organizations in a partnership benefit from the core competencies and unique capabilities of each other’s teams. This provides partners with access to leadership skills and knowledge they may not otherwise possess. Partners can build off each other’s experiences operating specific types of programs or delivering particular services, share past lessons learned, and avoid repeating the mistakes of others. In the case of Apollo Telemedicine, Apollo had medical staff with specialized expertise as well as technological experience operating the delivery platform. The government had administrative systems and staff in place who were well equipped to handle the partnership’s financial resources and to help operate the initiative’s local clinics and multiservices centers.

3.    These partnerships enable organizations to draw from cooperative and coordinated activity.36

By bringing together new coalitions of public and private actors through an interactive process, partnerships can generate activities with a wider reach and larger scale than any single organization can alone. This especially matters when accomplishing the partnership’s goals depends on the cooperative action of multiple partners across wide geographic areas or between diverse communities. This was apparent in the success of both the Digital India and Apollo Telemedicine cases in which numerous decentralized teams carried out similar programs throughout the country.

4.    These partnerships can drive improved performance for each organization.37

Partners must agree on specific and clear milestones. Coordinated activities should draw on the comparative strengths of each partner and focus on tracking and advancing progress. For example, aligning activities with external stakeholders who are more agile can improve the speed of accomplishing shared objectives, especially if partners work in harmony toward the same milestones. In other cases, some partners may be able to advance common goals because they are governed under less burdensome rules or regulations. In the case of Digital India, Prime Minister Modi established aggressive time lines and ambitious goals that the government would have been unable to meet on its own. He also used his “bully pulpit” to encourage all members of the partnership to work together, to make progress quickly, and to provide mutual accountability.

5.    These partnerships benefit by including a broad range of diverse actors.38

Partnerships that prioritize diverse and inclusive participation in their program design and deployment are more likely to result in long-lasting outcomes. Collaborative planning creates opportunities for individuals, communities, and small- and medium-sized organizations to participate in larger-scale problem solving. Stakeholder inclusion opens access to critical domain specific information and important cultural nuances that otherwise may be inaccessible to other partners.

In both cases, Digital India and Apollo Telemedicine needed the participation of a wide variety of organizations and communities to succeed. The large, nationwide federal government and partners in the private sector provided highly sophisticated technology and administrative services but designed their programs to meet the needs of both big cities and rural villages across the country. The VLEs in the Apollo Telemedicine example acted as an important linkage between their communities and the CSCs, thereby providing local context for program outreach and delivery.

These features apply in many settings beyond the ones discussed in India, as you will see throughout the book. Cross-sector partnerships come in all shapes and sizes, but these five core advantages are seen across each of our examples.

THE PRIMARY FUNCTIONS OF A PARTNERSHIP

With common definitions established, and an outcome-oriented process in place for organizations to chart their intended goals, partners must identify the “bottom line” objectives driving their motivations for partnering. Three core functions serve as a baseline for establishing a common understanding of what organizations hope to achieve through the partnership process:39

Coordination of resources. Partnerships often form so organizations can combine or leverage resources. One organization may have a resource that another organization does not and cannot easily acquire, such as unrestricted funding, technology, expertise, or distribution networks. By coordinating efforts, partners draw on key sources of capital from each other and benefit from their comparative advantages as part of a coordinated partnership plan.40

Enhancement of visibility or reputation. Some organizations partner for the explicit purpose of raising their public profile or that of their cause. The actual partnership may focus on charity, education, or community development, for example, but a primary purpose relates to the visibility or perception of a brand, group, or specific social outcome.41

Shared policy goals. Organizations across sectors work toward specific policy objectives; this can mean more government funding, reduced reporting burdens, creation of behavioral incentives, elimination of taxes or penalties, and so on.42 Policy agendas are relevant to every organization, whether they act on them or not. Agendas may include maintaining a status quo, increasing a policy oversight or available funding, or decreasing a policy or program restriction.43

THE PRIMARY ROLES WITHIN A PARTNERSHIP

To carry out these functions, organizations within a partnership typically take on one of three roles. Funders are donors or investors who finance the activities of the partnership or the capital expenditures. Implementers or operators carry out or manage the activities and programs of the partnership. Stakeholders are those who receive a benefit from or who have a highly vested interest in the partnership’s outcomes. Stakeholder groups often include communities at a local scale where the partnership’s investment of resources is focused.

Funders

Funders may be foundations (family, corporate, community, or operating foundations), governments (local, state, or national), bilateral organizations, multilateral organizations (such as the United Nations), corporations and other private sector actors (ranging from multinational companies and global financial institutions to venture capitalists and entrepreneurs), university endowments, pension funds, or sovereign wealth funds.44

In the Apollo partnership in India, the country’s government acted in the role of funder, and it facilitated program oversight, delivery, and some financing through its network of Common Service Centers. In this instance, the CSCs acted as a bridge between the funder and the implementation partner, which is common in larger or more complex cross-sector partnerships—particularly ones that span a broad geographic region.

Implementers

Implementers are typically contractors, nonprofit nongovernmental organizations (NGOs), academic institutions, external advisors or experts, faith-based organizations, or other private or government-funded aid agencies or collaborative initiatives designated with carrying out the activities identified in the partnership’s theory of change (outlined later in this chapter).45

With Digital India, the Apollo program and its hospital network acted as the primary implementation partner. However, the government’s CSCs acted as delivery mechanisms for the services being provided. Local VLEs helped operate the CSCs and acted as a bridge between the primary implementation partners and the communities where the CSCs were located.

Stakeholders

Finally, the stakeholders of a partnership may include locally engaged management, place-based experts, any number of community-based institutions, universities or schools, churches and other places of worship, neighborhood associations, or a community’s individuals. In some partnerships, stakeholders may be defined as taxpayers, voters, constituents, members of a neighborhood, or participants of a specific project or program related to the collaboration.46 In most cases, collaborative engagements derive from the active leadership or participation of stakeholders with a highly vested interest in the outcomes of the partnership.47

Stakeholders in the Apollo partnership were many. Not only did this include residents in all the communities where the CSCs were delivering new Apollo health services. This also included the VLEs, who were local area residents, and who received an equal cut of the program fees as Apollo. This benefited the local community in numerous ways—not least of which were improved health outcomes and cost savings from preventative care. It also supported the overall climate for small businesses in each area and boosted local wealth creation.

Oftentimes organizations overlap between these descriptions. For instance, an NGO may serve as an implementer in one partnership and a cofunder in another. Or an implementation partner, such as a VLE, may operate a community-based organization with local stakeholder interests. However, these generalizations hold true when groups are categorized based on the primary activities they undertake and their responsibilities relative to other participants in the partnership.

HOW PARTNERS STRUCTURE THEIR COLLABORATION

Organizations working together to form partnerships must structure activities in ways that coordinate their respective strengths and provide an environment for sustained, collective impact.48 Because the functions of a partnership may vary, and because there may be multiple partners across roles, structuring a collaboration can be incredibly complex. Funders, implementers, and stakeholders can model partnership engagements in diverse ways. The following set of examples, written by and adapted from findings and analysis of the 2009 Collaboration Prize, represent distinct models for how organizations can work together and advance their common goals.49

Joint Programming

Funders, implementers, or community-based organizations frequently partner to deliver new or improved programming, which may occur in one of two ways (figure 4.1).50 They may combine otherwise separate programs into one, especially if those programs have significant overlaps and would benefit from economies of scale. Groups forming a joint programming effort to eliminate duplicative activities or operating expenses will benefit from coordinated action toward a common goal. For example, a community food bank and a nearby health clinic might separately conduct nutrition-related programming—including conflicting or competing educational outreach. Although their core missions remain distinctly different, these groups could be more effective if this aspect of their programming were jointly developed and executed in concert.
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Figure 4.1 Joint programming allows partners to benefit by reducing duplicated efforts or by leveraging complementary activities for new or expanded programs.

Alternatively, this model may be used when partners work together to form new programming based on their strengths rather than combine already existing programs. This was the case in the Apollo Telemedicine example when the CSCs partnered with the VLEs to deliver Apollo’s new health services.

Affiliated Programming

Some organizations may be engaged in programming that is complementary but not as duplicative as the previous example.51 These groups may engage in a type of joint affiliated programming, working together to develop shared projects (figure 4.2). This can be effective when there is an existing overlap in programming or the delivery of goods or services or when there is a natural hand off between groups. For example, a community youth development nonprofit and a local government job placement agency may jointly develop programming for the same stakeholders at different stages in their life. Such a partnership may result in a conveyer belt approach, providing services for constituents as they age or progress through their education and training.
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Figure 4.2 When partners engage in affiliated programming, they maintain independent operations but coordinate activities to better accomplish their missions.

Joint Advocacy

Multiple organizations may choose to work together and form a partnership for joint issue advocacy (figure 4.3).52 This may be done when groups collaborate to raise awareness about a topic of shared importance, such as economic development in a low-income community. This type of collaboration may be a relatively short-term engagement when there is a need for concentrated visibility on a specific subject or impending policy change. For example, a hybrid-energy car manufacturer and an environmental nonprofit may work collaboratively to pass a ballot measure supporting tax incentives for purchasers of low-emission vehicles.
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Figure 4.3 With a joint advocacy partnership, organizations work to elevate awareness of issues of shared interest, particularly as they relate to policy changes.

Independent Spin-Off

Another form of partnership is when organizations combine resources into an entirely new, independent entity (figure 4.4).53 This can happen when a joint programming office or a partnership for joint issue advocacy matures or grows significantly and would benefit from having its own streamlined operations. This is also true if the founding organizations cannot or do not want to take on additional activities internally, or if a joint program evolves outside of the scope of the founding organizations’ missions. For example, a foundation and a university might work jointly to raise awareness about the importance of science, technology, engineering, and mathematics (STEM) education. In this case, programming and mutually contributed staff time grow to a point where the program’s mission would benefit if it were an independently operated nonprofit organization.
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Figure 4.4 Organizations may jointly form an independent entity when doing so enables them to support related or complementary activities while remaining focused on their core missions.

Combined Administration

With a combined administrative or back office partnership, two or more organizations identify overlapping resource needs or excess capacity (figure 4.5).54 This could include underutilized operations staff, excess office space, or access to prohibitively expensive technology or other infrastructure. These groups may come together to share resources without creating new programs or separate legal entities, and in doing so, they may benefit from reduced costs or overhead. For example, a university and a group of small companies may coinvest in advanced research and laboratory equipment to support similar research and development needs. Or two nonprofits may simply decide to share backend accounting and legal services that they cannot otherwise take full advantage of independently.
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Figure 4.5 Even when partners do not create new or expanded programming, they may benefit operationally by combining or streamlining certain administrative or back office activities.

Formal Confederation

Through a formal confederation structure, a parent organization or umbrella entity provides services and support to a group of member partners (figure 4.6).55 Although structures vary widely, member groups may pay fees or otherwise finance the operations of the coordinating organization. In return, all members receive benefits, including leveraged resources and visibility. On a global scale, the United Nations functions as a form of confederation, providing diplomatic services (among other things) to its sovereign nation-states. Alternatively, a membership organization may bring together companies, nonprofits, and foundations all working in a similar field, such as health care, and provide services to enhance knowledge sharing, workforce development, and public policy.
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Figure 4.6 A formal confederation enables organizations to partner directly or indirectly through a parent or umbrella group that provides collective services or benefits to members.

Partial Integration

Finally, two organizations may choose to partner through a partial integration, either at the organization or the program level (figure 4.7).56 In such a case, the majority of one group’s programs may be absorbed by the other partner in a way that leaves the brands of both groups intact but with a new partnership story. This can provide distinct strategic advantages to each organization while eliminating duplicity and competition. One organization may voluntarily spin out a specific program that is adopted or acquired by another organization. For example, imagine a small community-based organization that focuses mainly on preventing the spread of sexually transmitted diseases. One of the group’s benefactors wills them a home to be used as a halfway house. After a year of struggling to operate the house as a new program, the organization decides to partner with a larger nonprofit that already successfully operates multiple similar facilities. The first group officially transfers ownership of the house to the new partner but continues to provide their prevention services. This is the least typical example of the types of cross-sector partnerships discussed here, but it does take place.57
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Figure 4.7 Through a partial integration, organizations partner by merging certain programs or activities while maintaining their separate brand identities and operational independence.

DEVELOPING A THEORY OF CHANGE

Once partners have established common definitions, goals, and functions, and an understanding of each other’s partnering rationale, the focus shifts to the partnership’s program strategy. This section will discuss two considerations for developing outcome-driven solutions across a set of diverse organizations working toward common goals.

Through our work, we have observed a surprising number of organizations that fail to adequately (or collaboratively) define each aspect of a proposed partnership’s strategy or scope. Frequently used in the philanthropic or nonprofit community, a theory of change is a comprehensive outline and visual depiction of a desired set of outcomes.58 Although these frameworks can vary widely depending on complexity, preference, and need, the process for developing a collaborative theory of change should begin at the end: partners must define their common goals and intended long-term societal outcomes for the engagement.59

As a next step, partners then work backward to map out which intermediary steps stand between the present situation and their hoped-for outcomes, often accompanied by measurable outputs from a set of activities. These activities must be defined, along with appropriate indicators, and assigned ownership responsibilities. More thorough theories of change articulate prerequisites for success, organized thematically, such as the necessity for knowledge development, policy change, or infrastructure investments. Finally, partners should create a comprehensive list of the resources and inputs required for the activities and identify which of those resources are available and which are missing among the partners. Figure 4.8 illustrates the logic flow for a theory of change model. Although many organizations undergo a similar type of strategic planning for their individual missions, it is vital for multiorganizational partnerships to plan like this as well.60
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Figure 4.8 A theory of change logic model provides partnering organizations with a planning process resulting in an overview and logic flow of inputs and activities required to reach a desired set of outcomes and impact.

In the Apollo Telemedicine case, for example, the partners undertook a fairly comprehensive planning analysis. They recognized that the partnership would be both complex and expansive and would carry a relatively high risk of failure, especially given the extensively decentralized nature of the service delivery. Building on the previous model, figure 4.9 illustrates what a simple theory of change might include in the Apollo Telemedicine case study. In practice, the logic model used by partners in cases such as Digital India are far more multifaceted and in-depth and should include a detailed time line (likely in the form of a Gantt chart) linked to the various actions and stages in the theory of change.
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Figure 4.9 This example logic model provides a simple illustration of various elements in a theory of change applicable to the Digital India partnership profiled in the chapter 3 case study.

Developing long-term, permanent solutions to complex challenges will not typically occur without a collaboratively developed and integrated approach that allows partners to test each other’s assumptions, thoughtfully plan activities, and establish pathways to success.61

COMPREHENSIVE PLANNING THROUGH VALUE CHAIN ANALYSIS

Completing a theory of change process alone is not enough to develop a comprehensive partnership strategy. As a program-focused model, it outlines resources for inputs and the various stages or steps needed to reach a given outcome. A similarly important process charts the overall system of organizations and, frequently, the flow of goods or services related to the inputs, activities, and outcomes outlined in the theory of change. This may include how various programs interact with one another, or dependencies between programs and services. It may require an understanding of different economic and contextually relevant variables in a particular place or geography and mapping of value chains related to the partnership’s goals.

Value chain analysis was originally developed as a tool for looking at an organization’s “strategically relevant activities” across supply chains and how that process ultimately brings value to customers.62 We broaden the value chain analysis to include wider systems in which societal challenges are being addressed or a public good is being supported through a partnership. This includes the various interactions and operational functions that go into a partnership’s development and the production and delivery of relevant products or services that support shared goals. Expanded definitions may include research and development, workforce training, competitive environment analysis, marketing and sales, and other industry or sector-relevant support over the long term.63

Many of our examples of partnerships deal with complex systems, and the pathway to system-level change may not be immediately “linear, predictable or controllable.”64 Comprehensive planning requires a thorough understanding of the context, interconnectedness, and dependencies between organizations relevant to the partnership’s goals and activities.65

Many complex challenges in global development are sustained by similar factors: immediate resource constraints, lack of appropriate regulations, rule of law considerations, or economic market failures. Organizations themselves may be resource-constrained, focusing on single or isolated portions of a given challenge or “intervention” taking place within the context of a larger system’s failure. This type of siloed approach is arguably a root cause of organizational failure or project dysfunction, and it exists across all sectors despite being a long-recognized problem.66

One major challenge is that few funders are excited about financing expensive and time-consuming up-front research. This can include field surveys to analyze existing activities, studies on economic and regulatory conditions, and reviews of academic literature. It also may mean conducting informed theories of change processes alongside other funders, local organizations, community members, and city or provincial governments.

This is even more challenging if past attempts at in-depth planning have failed. Partners may be reluctant to invest time and energy in this type of analysis if past work has gone unnoticed or unused. They may have produced reports that went nowhere—gathered dust on shelves, unread and unstudied. In rapidly changing environments (such as conflict zones or during immediate postdisaster recovery efforts), any kind of in-depth studies may be outdated before they are even completed.

Despite these challenges, concerted analysis must take place if a multiorganization effort, implemented over a long period of time, hopes to be successful. Many multiyear, complex initiatives require distinct research and planning phases, beginning with problem definitions and the identification of root causes.67 This kind of early analysis is even more important in underdeveloped geographic areas because a systems analysis may challenge partners’ assumptions and provide unexpected insights. Furthermore, a single break in a value chain can disrupt an entire collaboration’s efforts. Not addressing gaps identified in this analysis means that resources invested upstream or downstream of that disruption might fail to have a sustained impact.68

For example, consider a three-year rural development project in a poor country with an agrarian economy. The project hopes to improve smallholder farmer productivity, with an end goal of increasing a farmer’s crop output, thereby increasing income and improving the farmer’s livelihood.69 In this example, a donor aid program (run by an NGO) receives funding to provide new seeds and fertilizer to a group of fifty farmers and provides them with technical assistance and advice. In this example project, the farmers see a nearly instantaneous increase in yields, and the donor agency deploys vehicles and staff to help transport that season’s bumper crop to regional markets and food processors. The farmers produce more, sell more, make more money, and invest in their families’ livelihoods. For example, farmers may purchase livestock to produce additional products and diversify their revenue streams.

Figure 4.10 outlines a simple generic version of an agricultural-based value chain, including the example activities of the NGO donor aid program.
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Figure 4.10 Value chain models can depict complex economic systems and dependent relationships between inputs, activities, and outputs. In this generic agricultural-based value chain example, temporary support from an NGO donor aid program illustrates the problematic nature of short-term solutions when long-term, system enabling investments are required.

Based on the goals of this isolated program, they will achieve success for the fifty farmers and their families. The implementer will likely write a report for its funder reflecting the program’s accomplishments and lessons learned, and they will consider their project complete. But some obvious questions arise:

■    What happens in the fourth year when the NGO program ends and new seeds and fertilizer stop coming?

■    Even if farmers have another plentiful crop, how will they transport it to market without the NGO vehicles or staff support?

■    What happens if the farmers do not produce enough extra crop to feed their livestock, or the livestock get sick?

■    What if a new monetization program starts nearby and destroys local sales prices for the farmers?

Questions such as these arose during partnership development for our Afghanistan case study later in the book. In chapter 7, you will see this type of value chain analysis in practice.
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It is challenging to have a permanent and lasting effect when working in difficult operating environments. Furthermore, organizations working in isolation cannot face the challenges that require a systems scale solution, especially if there is not an entire economic support system in place to pick up when aid money runs out.70 Long-term solutions cannot fail to address market linkages, resource waste, labor shortages, contract enforcement, disaster mitigation, and a host of other potential roadblocks.

Planning with a comprehensive approach in mind may sound like common sense, and it is certainly nothing new, but many programs suffer without systems thinking or fail to address gaps in the value chain—especially when those gaps fall outside their core funding or programmatic areas.71 Hence, planning and analysis are important components in the social value investing approach.

OVERCOMING OBSTACLES

Engaging in effective partnership development is difficult work, and it presents numerous challenges.72 Leaders of some organizations simply do not understand the potential benefits to partnering or value what may come of the work. Some leaders or administrators may be indifferent. In many cases, an organization simply lacks the resources or human capacity required to meaningfully engage in partnership development. Or they may not have the mandate to do so from their funders or a parent organization. Some groups will have tried before and failed, and others lose interest when attempting new partnerships. Building out long-term, cross-sector collaborations is complex and time consuming. Ensuring that partners begin with a similar understanding of the intended objectives through a collaborative design process is an early prerequisite for success. Incentives and motivations for stakeholders within a partnership can be very different; aligning these is not easy and should be addressed as early as possible in the collaborative process.

Public, private, and philanthropic organizations working to develop a comprehensive partnership strategy must survey the complete value chain of a given industry or set of objectives in a given place and combine this analysis with appropriate logic models to cover critical enabling factors needed for sustained positive impact. Such planning allows partners to chart the interdependent web of organizations required to work together for an entire ecosystem of solutions to flourish.73

In the case study in chapter 3, we described collaborative efforts to modernize the way the government of India delivers social services to the poor. We described how a diverse set of partners, coordinating their efforts throughout the value chain of health care services, could unlock intrinsic value worth more than the sum of their individual and isolated activities. We believe these types of strategic, comprehensive partnerships can bring about new and important emergent processes that are critical for success—and for solving many of our world’s most persistent and pressing problems.


PEOPLE
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CHAPTER FIVE
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The People Case
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Improving Big City Life Through Urban Parks
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WILLIAM B. EIMICKE

We began this book with the story of Central Park and the High Line because they so dramatically and visually demonstrate how cross-sector partnerships can achieve amazing results simply not possible under a more traditional single sector, hierarchical, organizational structure. These stories demonstrate the power of partnerships led by people with collaborative leadership skills. Were it not for a handful of committed, experienced, and focused leaders, Central Park and the High Line might still be dangerous eyesores, as they both were not so long ago. In each case, a nonprofit organization formed to rescue or create these iconic parks. In partnership with New York City government and businesses and community organizations, the Central Park Conservancy (CPC) and Friends of the High Line operate and maintain these public spaces primarily with their own funds and free of admission charges to visitors. As important, and mirroring many elements of the social value investing framework, these two partnerships have led to a new way to create, rehabilitate, and operate public parks that can be replicated in cities across the United States and around the world.

In chapter 3, we saw effective partnership processes operating through Digital India and Apollo Telemedicine. These partnerships succeeded under the strong, collaborative leadership of the Modi administration in partnership with India’s major technology companies, the global Apollo health care organizations, and local entrepreneurs. In this chapter, we look at how Gordon Davis of the New York City Parks Department and Betsy Rogers of the fledgling Central Park Conservancy built a partnership, slowly and methodically over time, through motivational leadership and a relentless commitment to a shared vision. Later, under the collaborative leadership of Doug Blonsky, the Central Park Conservancy implemented an innovative Zone Management System and more effective ways to manage turf, care for trees and plants, remove trash, and reuse biowaste. Applying many aspects of the social value investing framework—a formal partnership structure, mutual operations, and a comprehensive strategy—the decentralized zone park maintenance system is operated by forty-nine diverse teams across Central Park, each with the necessary experience, skills, and autonomy. In addition, CPC created a subsidiary education and training institute to help its partner, the New York City Parks Department, successfully apply these innovative techniques in dozens of parks run directly by city employees.

Comparable to CPC is the success of the High Line, which is largely attributable to another decentralized team approach implemented by an equally extraordinary, collaborative, but somewhat different style of leadership. Joshua David and Robert Hammond came from the community and formed the nonprofit Friends of the High Line to preserve and reuse what they perceived as a potential community asset. David and Hammond also sought the broadest possible public participation and acted as community advocates throughout the partnership (in line with the place element of social value investing, which is discussed in chapters 7 and 8). They also recruited John Alschuler, a nationally recognized real estate expert and consultant, to help define and quantify measurable indictors of success. Using the CPC as a model, they developed a portfolio of funding, securing risk capital from a number of high-profile philanthropists and working closely with influential and powerful members of New York City Mayor Michael Bloomberg’s team, including Amanda Burden, chair of the City Planning Commission, first deputy mayor Patricia E. Harris, deputy mayor of economic development Dan Doctoroff, and parks commissioner Adrian Benepe. The city leaders brought the power of zoning, substantial capital dollars, political expertise, and parks knowledge. The Friends of the High Line brought the vision, the community support, philanthropic dollars, and the willingness to sustain the project over the long haul.

Both the Central Park restoration and creation of the High Line were made possible by effective cross-sector partnerships led by collaborative leaders who were in touch with their team’s needs and motivations. These leaders clearly and mutually established measurable indicators (by freely sharing data and information between organizations) and defined success around their shared goals. It is important to recognize that in both cases these organizations do much more than raise a great deal of money for the maintenance and operations of the parks. They run the parks with their own staff and equipment, using innovative management techniques developed with their partners, and they have subsequently helped the City Parks Department apply these techniques widely.

THE QUINTESSENTIAL NINETEENTH-CENTURY PARK

Most people flying into New York City over Manhattan are amazed by the size of the green space in the heart of the most densely populated city in the United States, a city often referred to as the City of Skyscrapers. Central Park is huge for an urban park: 843 acres, 2.5 miles long, and half a mile wide. It stretches from 59th Street—bookended by Columbus Circle on one side and the Plaza Hotel on Fifth Avenue on the other—all the way up to 110th Street in Morningside Heights, just south of Columbia University and Harlem. It is open every day of the year from 6:00 AM to 1:00 AM.1

Central Park was designed in 1858 by Frederick Law Olmsted, its superintendent of construction, and English architect Calvert Vaux. The site was set aside for a public park by the government, and Olmsted and Vaux were chosen to design it through an open competition. Built out to its current dimensions in 1873, the original land area is largely intact to this day.2 In addition to the trees and open green spaces, the architects designed footpaths, bridle paths for horses, and carriage paths, along with four sunken transverse roads, enabling cars to pass through the park without disruption. Most of the park is relatively free of cars and buses to this day.3

The uses of the park have changed somewhat over the past 150 years to reflect “the most important values held by the society of the day.”4 Built as a quintessential nineteenth-century park for peaceful thought and joyful celebration of nature, in the twentieth century the park dramatically expanded recreational opportunities, including more than twenty playgrounds for children, skating rinks, a swimming pool, tennis courts, and ball fields. Today the park is an important component of urban infrastructure. It serves as a major tourist attraction, a place for cycling and jogging, and as the backyard and “view” for some of the world’s most valuable residential properties. These views help generate hundreds of millions of dollars in taxes for the city government, as well as tax revenue from visitors coming from all over the world.

CYCLE OF DECLINE AND RESTORATION

Great vision and tremendous effort made Central Park possible. Maintaining and protecting it from politics, opportunism, progress, and underfunding over its entire history has proven equally difficult. Olmsted applied for the position of superintendent of Central Park in 1857 and was hired by a park board appointed by a Democratic administration and run by a corrupt political machine widely known as Tammany Hall.5 Nominally a Republican, Olmsted was highly qualified for the job, and the board viewed the appointment as an opportunity to satisfy Republican demands for a share of the patronage controlled by Tammany Hall.6 It was Olmstead’s visionary and inspirational leadership, professional expertise, and ability to navigate the politics of the board and the city government that enabled him to keep the park in good condition for as long as he did.

Olmsted sought to manage the park professionally, but he was constantly caught in the crosscurrents of New York City and New York State politics. Between 1870 and 1883 he was forced out, reinstated, resigned, came back in a lower position, was let go, and was retained as a consultant. Finally, in 1883, he relocated to Boston and worked on building their park system.7 The permanent departure of Olmsted and the death of Calvert Vaux in 1895 marked the beginning of a slow but steady decline in the condition of Central Park.8

Under the control of Tammany Hall, the city parks became “fiefs for private gain.”9 As a result, the parks, including Central Park, became “scabs on the face of the city.”10 Between 1900 and 1934, the park’s great lawns turned to weeds, then to dirt and mud holes when it rained. The paths and walkways were littered and broken. Buildings, fountains, statues, and walls were filled with graffiti, vandalized, and, in many cases, literally were falling down. The city park workers “complemented the scenery” with their appearance.11 The condition of the park worsened with the onset of the Great Depression when homeless men constructed and lived in more than two hundred shacks behind the Metropolitan Museum of Art.12

The depression era also marked the beginning of the restoration of Central Park, with significant assistance from New York State and the federal government. In 1933, Fiorello H. La Guardia, a reformer and liberal Republican running on the Fusion ticket, was elected in a three-way race with only 40 percent of the vote. According to historian Robert A. Caro, it was the last minute but passionate endorsement by the widely-known and influential Robert Moses that put La Guardia over the top. In return, La Guardia supported state legislation drafted by Moses that consolidated the city’s five borough parks departments into a citywide department and enabled Moses to simultaneously hold the positions of state and city parks commissioner as well as several other commissions and authorities concerned with parks and roads.13 Moses pulled together important financial support to accomplish the parks restorations and engaged numerous federal, state, and local agencies to get the necessary work done. He was a strong leader but hardly a collaborative one, as his many very public battles and reputation attest.

On January 19, 1934, Moses became New York City Parks Commissioner, and he began what would be twenty-six years of restoration and innovation for Central Park. Between 1934 and 1938, he used federal Civil Works Administration (CWA) and Works Progress Administration (WPA) dollars to fund architects, engineers, and thousands of laborers working in three shifts, 24/7, through even the most severe winter weather, to bring Central Park back to its former beauty.14 He planted trees, flowers, and bushes; fixed roads and bridges; restored paths and modernized playgrounds, ball fields, and the landscape of the “Great Lawn”—he even reinvented the Central Park Zoo. Moses was often hailed in the press for these achievements—“dynamic,” “brilliant,” “Moses’ New Deal for Parks,” “Moses made an urban desert bloom”—and by the general public as well.15

Moses is sometimes criticized for changing the original look of the park, replacing many of the original materials with red brick. Some of his new structures blocked important views designed by Olmsted and Vaux.16 On the positive side, Moses restored Central Park and ushered in an era of professional management and maintenance. He also initiated a wide range of free entertainment and programs for children and their families, including a Winter Carnival, dance competitions, puppet shows, an entire children’s district (including a musical clock, the zoo, sculptures, the boat house, and concessions), and the very popular Shakespeare in the Park produced by Joseph Papp.17 Ironically, it was a very public battle with Papp over the future of Shakespeare in the Park that contributed to the end of the Moses era in Central Park.18

Moses resigned as City Parks Commissioner on May 23, 1960, to accept the presidency of the 1964–65 World’s Fair in Queens, New York.19 Many of Moses’s hires remained in the Parks Department, and Moses himself continued to exercise some behind the scenes influence, but his departure marked the beginning of nearly two decades of severe decline in infrastructure, cleanliness, and safety in the park.

The social movements and upheavals of the 1960s and 1970s often used the park as a site for gathering and demonstration. Lax management permitted heavy use of high-impact sports, with and without permits. Lawns were turned to dust and mud, and clogged catch basins resulted in frequent flooding of open spaces, paths, and walkways.20 The simultaneous decline of New York City’s fiscal health was unfolding—the city nearly went bankrupt in 1975, and local tabloid headlines announced that then President Ford told New York it could drop dead.21 The loss of the city’s manufacturing industry to the lower-cost southern states and the massive exodus of the city’s middle class (over highways and bridges built by Robert Moses’s public authorities), combined with a national recession, put the city budget in severe imbalance. Banks cut off the city’s credit and, ultimately, a financial control board and state assistance were put in place. The price for the city was severe, and budget cuts resulted in the loss of 6,000 police officers, 6,000 teachers, and 2,500 firefighters.22

The consequences for parks in general and Central Park in particular also were severe. The City Board of Estimate had approved a $7 million Central Park rehabilitation fund, but newly elected Mayor Abraham D. Beame chose to use that fund for other parks around the city. Shortly thereafter, in 1975, the fiscal crisis put all parks restoration projects on hold.23 For Central Park, this led to vandalism, graffiti, piling up of garbage, and deferred maintenance.24

Broken benches, playground equipment, and lights that were never fixed created an environment that invited crime, as is often described in the broken windows theory of policing.25 As recent Central Park Administrator and Central Park Conservancy President and CEO Doug Blonsky described the situation, “the bridle path had more rats than people, the Great Lawn had become the Great Dustbowl, Turtle Pond was filled with the stink of dead fish, and the Castle was covered in graffiti, surrounded by razor wire, and inaccessible to the public.”26 Central Park became so dilapidated (figure 5.1) that major feature films including Annie Hall and Six Degrees of Separation used it as a symbol of New York City’s physical decline and dangerously high crime rate.
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Figure 5.1 (a): Belvedere Castle with graffiti before its renovation in 1984; (b) the dilapidated Great Lawn. These images illustrate conditions in the park before the partnership between the New York City Parks Department and the Central Park Conservancy. Photos by Sara Cedar Miller, courtesy of CPC.

Despite the city’s ever-worsening fiscal condition, the New York City Parks Department workforce swelled to more than three hundred on the government payroll assigned to Central Park. Without a leader with the strength, dedication, and command of Olmsted, Moses, or Blonsky, and without performance measures to hold those workers accountable, the parks continued to decline.27 Perhaps the low point in the history of Central Park was the beating and rape of Trisha Meili—known as the Central Park Jogger case—which filled the world’s tabloid headlines in the spring of 1989.28

For many outsiders, Central Park is a very visible symbol and a barometer of the state of the city, and in the 1980s and early 1990s New York City was a very dangerous place. In 1990, 2,245 people were killed in New York City, an all-time record and up 17.8 percent from 1989. Then police commissioner Lee Brown blamed the absolutely frightening totals on drugs and guns.29 To put this in perspective, 2015 was a year in which murders spiked nationwide: New York City had 352 murders, and Chicago, with a third of the population of New York City, led U.S. cities with 488 murders. Today the media often represents Chicago as a very dangerous city, which gives you a sense of how really unsafe it was in New York City in 1990.30

These tragedies created fear across the city and around the nation. Central Park is located in the heart of Manhattan, easily accessible to residents, commuters, and tourists alike.31 Because of its beautiful, pastoral setting in midtown Manhattan, some of the most expensive and exclusive high-rise residences, hotels, and office buildings surround its perimeter. This location and its influential neighbors made the sad and dangerous state of Central Park in the 1970s and 1980s a very visible, much discussed, and very troubling state of affairs.

The wealthy occupants and owners of the buildings surrounding the park view Central Park as their backyard—and its condition has a material impact on their quality of life and the value of their substantial real estate investments. The danger and violence in Central Park was danger and violence in their backyard, the backyard of the “rich and famous.” To combat the decline, several voluntary organizations and friends of the park groups formed to try to restore the park to its former glory.32

PARTNERING TO BRING THE PARK BACK

One such group, the Central Park Community Fund, led by two wealthy financiers, George Soros and Richard Gilder, commissioned a study of the park’s management in 1974. Published in 1976, it became known as the Savas Report, after its author, then Columbia Business School professor E. S. Savas (who subsequently became well-known as one of the intellectual forces behind the privatization movement).33 The report made three major recommendations: first, create a Chief Executive Officer for Central Park (and the city’s other flagship parks) with full responsibility for parks operation (which emphasized collaborative leadership); second, establish a Central Park Board of Guardians responsible for developing a strategic plan (or comprehensive strategy) for the park and for ensuring its implementation; and, third, promote civic engagement (and community ownership) through the planning process, including private fund-raising to realize the strategic plan.34

In 1978, newly elected New York City mayor Edward I. Koch was rightly focused on restoring the city’s fiscal health: balancing the budget and establishing a sustainable, long-term fiscal plan while keeping the city livable and thereby growing its economy. His mantra to the agency commissioners he appointed was the same, repeated ad nauseam: “Do more with less!”35 To head the Department of Parks and Recreation, Koch chose Gordon Davis (figure 5.2), a Harvard-educated attorney with prior New York City government experience under former mayor John Lindsay.
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Figure 5.2 New York City Parks Commissioner Gordon Davis (appointed in 1978) recruited Central Park’s first Administrator, Betsy (Barlow) Rogers. The two led the park’s revitalization by establishing the Central Park Conservancy partnership. Photo courtesy of CPC.

Gordon’s response to Koch’s “Doing more with less” was, “Give me a break!”36 What Commissioner Davis meant was that funding for parks had already been cut dramatically. The Parks Department staff was down from 8,000 during the Moses years to 2,500 in 1978, so there would be few savings and much potential danger in further cuts. Davis instead developed a multidimensional strategy founded on decentralization, collaboration, and partnerships, very much in line with our social value investing model.37

Internally, Davis advanced a decentralized team approach for managing the city’s parks by creating the new position of Borough Parks Commissioner, who acted as a chief executive for all of the parks in each of the city’s five boroughs (otherwise known as counties). He also appointed an administrator for each large park, which proved to be critical to the future of Central Park. To deal with the staffing crisis, Davis leveraged complementary federal Comprehensive Employment and Training Act (CETA) funds to create new parks jobs that were paid entirely by CETA for the first eighteen months for positions qualifying for federal job training funds under the act.

He also worked with the mayor’s office to obtain authorization for a new job classification, Urban Park Ranger, which was outside the department’s existing civil service titles and enabled Davis to bring in young, well-educated, dedicated individuals with management skills and a customer service attitude. New uniforms and young, friendly professionals as a visible presence in parks, particularly in Central Park, helped project the reality that things were getting better.38 One of those rangers, Adrian Benepe, later became the Commissioner of Parks and Recreation under Mayor Michael Bloomberg. This parallel structure to the traditional Parks Department organization and staffing would continue to expand as the management of Central Park shifted from direct city operation to the cross-sector partnership that runs it today.

BETSY ROGERS AND THE CONSERVANCY

Perhaps the important innovation of Commissioner Davis was his decision to hire Elizabeth “Betsy” (then Barlow) Rogers—a young Yale educated urban planner, writer, and Olmsted expert—as the first Central Park Administrator in 1979. Prior to her appointment, she was the director of the Central Park Task Force’s program for summer youth interns, which worked closely with the Parks Department.

As administrator, Rogers was directly responsible for all aspects of the daily operations, exactly what the Savas Report recommended. Upon taking the job, Rogers asked some logical questions: Where is my office? What’s the budget? And what are my responsibilities? Davis told her that he didn’t know if there was an office, there was no budget, and they would figure out her responsibilities as they went along.39

A self-described “zealous nut” about the importance of Central Park to the future of New York City, Rogers (figure 5.3) loved the mission of restoring the park to its former greatness.40 It was Rogers (with full support from Commissioner Davis) who developed the vision of a cross-sector partnership to restore and maintain Central Park primarily with private dollars. She acquired and used a small gift from the Vincent Astor Foundation to hire a horticulturist, summer interns with some horticulture training, and an environmentalist, and she completed several small but visible restorations to show the public and potential donors that Central Park was on the way back.41 From the very beginning, Rogers used a collaborative leadership approach as she brought together the city administration, the Parks Department, outside funders, community leaders, and volunteers with a passion to help restore Central Park.
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Figure 5.3 Betsy (Barlow) Rogers, the first Central Park Administrator and first President and CEO of the Central Park Conservancy (positions she held simultaneously). Photo courtesy of CPC.

A year later, Rogers became president of the newly created Central Park Conservancy, merging two existing and important advocacy groups: the Central Park Task Force and the Central Park Community Fund (an organization similar to what the Savas Report recommended). Rogers masterfully leveraged private donations to add to city tax dollars to help the government run the park; she continued on as Central Park Administrator while simultaneously serving as president of CPC. Some advocates suggested she couldn’t criticize the city when necessary and appropriate if she also sat on their side of the table. Her response, “I don’t want to be critical. I want to work with the city.”42 In that spirit, Mayor Ed Koch assured the Conservancy that he would not reduce the city’s financial commitment to Central Park as more private dollars were raised and contributed to the Park from CPC. By sharing success in this way, the CPC built credibility with donors, knowing that their gifts would accelerate the park’s restoration, not just provide general budget relief to the still-stressed New York City finances.

Initially, the city government provided virtually all of Central Park’s operating funds, and the Conservancy—which had fewer than thirty employees as late as 1985—focused on funding the design and preparation of major shovel-ready capital projects such as the restoration and renovation of the Sheep’s Meadow, the Dairy, the Cherry Hill foundations, and Belvedere Castle.43 The team knew they needed a big, visible success early on to show there was reason to believe the park could be rescued, and Davis wanted Sheep’s Meadow to be that symbol. This project, however, cost well beyond an amount they could dream of raising at the time. It just so happened that New York City governor Hugh Carey was also looking for a highly visible project to signal hope for the city’s future. To Davis’s surprise, Carey also settled on Sheep’s Meadow and secured state funds for the restoration.44

Commissioner Davis and Administrator Rogers recognized from the beginning that they were forming a cross-sector partnership that could transform Central Park for decades to come. They also recognized that there were great risks: conflicts between the two workforces, significant differences over priorities and policies, and real and perceived issues regarding private entities having any kind of control over public spaces, particularly such an important public space as Central Park. Partnerships, even more traditional PPPs, were somewhat uncommon in the United States at the time and virtually unheard of for the operation of large public parks, so Davis and Rogers kept the relationship as informal as possible, “No lease…no license agreement.”45 Although they consistently acted as collaborative leaders with complementary yet diverse teams, they delayed formalizing the partnership until they had achieved sufficiently broad public participation and support.

Rogers also trod lightly on issues regarding location of the two groups of workers, differences in training, and equipment. She found many of the civil service workers poorly trained and unmotivated, and there was resentment. As Rogers recalled, initially the Conservancy workers were not welcome in the City Parks building and were forced to use a small pesticide shed as their “headquarters.”46 Rogers preferred to hire new workers through the CPC, without civil service red tape and negotiations with citywide public employee unions. Nevertheless, she worked hard to maintain integrity and respect; and over time, the two workforces came together.

CPC AND BLONSKY TAKE THE LEAD

Doug Blonsky, a landscape architect, joined the Conservancy’s Capital Projects office in 1985. His technical expertise and passion for being hands-on in the field, along with his coordinating skills, propelled him up the organization’s management ladder—from supervising construction projects to chief of operations, then to Betsy Roger’s title of Central Park Administrator. His intimate knowledge of park management and maintenance provided him with critical leadership skills for success. Since 2004, he also has held the title of president of the Conservancy and CEO, responsible not only for the park’s management and operations but also for fund-raising.

Like Rogers, Blonsky supervised both Conservancy and City Parks Department staff. It is a real challenge to create diverse teams of workers from two very different cultures and to establish a unified set of standard operating procedures, job descriptions, and roles and responsibilities. By listening, learning, and then leading, Blonsky established a common culture of professionalism and innovation that characterizes the CPC-Parks Department combined staff to this day.

Blonsky implemented a comprehensive management strategy (an important partnership process) at CPC called Zone Management, which divides the park into forty-nine geographic zones for managerial purposes. Each zone is headed by a zone gardener, who supervises grounds technicians and volunteers. Each is held accountable for his or her area, according to maintenance standards set out in a management and restoration plan. Throughout the late 1980s and early 1990s, the Conservancy used strategic planning and measurable performance indicators and accountability to define success. They also used ongoing fund-raising to eventually create a formal partnership with the City Parks Department. As Blonsky commented,


We were very good at having projects truly shovel-ready and prepared. We would do the designs, have the plans complete, and then at the end of the fiscal year, City Hall would go to the Parks Department and say, “We have this pot of money, do you have any projects ready to go?” We did, and it became a really great way for us to get City money invested into the park, leveraged by the private dollars we used for the designs and plans.47



In 1987, the Conservancy launched its first capital campaign, which raised $50 million. Although significant improvements in the park had been achieved throughout the 1980s, an economic slowdown in the city economy led to major cuts in Parks Department staff and maintenance. There were delays in capital projects, and it became more difficult to raise private donations. In 1990, Rogers said, “These are the hardest times we’ve seen in 10 years. The Great Lawn is a dust bowl [again] and the pond is almost completely silted up.”48

In response, Richard Gilder created a challenge grant in 1993 to support the Conservancy and the city in their second “The Wonder of New York Campaign.” That campaign reached its goal of $51 million—$17 million from Gilder, $17 million from the city, and $17 million raised by CPC from other donors. From this point forward, the Conservancy would provide at least two-thirds of the capital budget for the park and an ever-larger share of the operating budget and staff.49

Although crime in the city continued to rise until 1990, the work of the Conservancy in beginning to reclaim and rebuild Central Park provided a very visible symbol of hope for the city overall. Then mayor David Dinkins secured state funding to significantly increase the number of NYPD police on patrol through his “Safe Streets, Safe City” initiative. In 1994, NYPD Commissioner Bill Bratton’s CompStat innovation (see chapter 11) started to significantly reduce crime and restore the quality of life in what would become the safest big city in the Americas. In many respects, CPC’s work in Central Park and the NYPD’s work on the city streets were mutually reinforcing efforts to make New York City livable again.

The collaboration between CPC and New York City became a formal, structured partnership in a contract signed in 1998. Under the eight-year agreement, the Conservancy, led by Central Park Administrator Doug Blonsky and CPC Chair Ira Millstein, reported to the Parks Department Commissioner Henry Stern under then mayor Rudolph Giuliani. The city would contribute up to $4 million annually (it averaged $3.7 million over the term of the contract), up from about $3 million under the informal relationship. In return, the CPC would take full responsibility for operation and maintenance of the park, including operating expenses in excess of the city’s contribution, and nearly all capital costs would come from CPC fund-raising.50 Blonsky was okay with the deal because he really thought of the park’s budget as one big pot. CPC did not own the assets. For him, creating and maintaining a great park was a combination of capital restoration and maintenance, cutting the grass, pruning the trees and bushes, a lot of picking up of garbage, security, and customer service. To Blonsky it was one big job with one big budget.

Even back then, some were concerned that CPC’s reliance on (and success at) fund-raising would drain public and private resources from the rest of the parks in the system. Those concerns persist today, but the true sharing of success and the smooth operation of the partnership continues to attract much more praise and support than criticism. From the city side, as NYC Parks Deputy Commissioner Robert Garafola said, the city still owns and controls the park. They have a contract with CPC to run the park, and the Parks Department ensures contract compliance and mutual operations.51

CPC and the New York City renewed the contract to operate Central Park in 2006 for a second eight years, and in 2013 for a third eight years, for what will be twenty-four years of formal partnership and nineteen years of informal collaboration (1979–1998). By 2017, CPC provided approximately 75 percent of Central Park’s $67 million annual operating budget. Since 1980, CPC has invested $950 million in the park.52

MAKING SURE THE IMPROVEMENTS ARE SUSTAINABLE

CPC leadership stressed a long-term strategic approach from day one. A 1985 report commissioned by the CPC, “Rebuilding Central Park: A Management and Restoration Plan” became the foundation of a comprehensive strategy to revitalize and maintain Central Park. That strategic approach, combined with project-by-project success and superior ongoing maintenance, encouraged more and more private donors, foundations, and corporations to invest in rebuilding and restoring Central Park (figure 5.4).
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Figure 5.4 The Great Lawn (a; photo by Sara Cedar Miller) and the Belvedere Castle (b; photo courtesy of CPC), have been fully restored due to the success and sustainable operations of the partnership between New York City Parks and the Central Park Conservancy.

Following the first two campaigns in 1987 and 1993, the Conservancy launched its third one, the Campaign for Central Park. That campaign concluded in 2008, raising $120 million, which enabled CPC to fund the continuing implementation of the 1985 restoration plan.53 In addition, the Conservancy created an endowment that it is hoped will permanently end the history of cyclical decline and restoration.54 On October 23, 2012, John A. Paulson (a hedge fund manager) announced a $100 million gift to the Central Park Conservancy, the largest donation in the history of the city’s park system. Half of the gift went to long-term operating support and the other half to capital improvements.55

In the summer of 2016, CPC announced an ambitious ten-year, $300 million plan, “Forever Green: Ensuring the Future of Central Park.”56 The new campaign will help fill the ongoing and growing need for maintenance in a huge park that also now has the challenging reality of over forty million visitors, often 250,000 in a single day. Among the projects to be funded from the new campaign are restoration of Belvedere Castle, dredging and repairing the Ravine in the North Woods, replacing and revitalizing much of the Naumburg Bandshell, restoring the badly deteriorating Dairy, and many other pressing infrastructure needs such as upgrading the irrigation and drainage systems. Less than a year into the campaign, the goal was raised to $500 million, with approximately $300 million planned for capital projects and $200 million for operating support and the endowment. By design, the capital budget schedule can be accelerated or stretched out, depending on the size of the endowment and the demands of the operating budget.57

HELPING OTHER PARKS AROUND THE CITY AND AROUND THE WORLD

Over the past several years, CPC created and expanded a new program, the Institute for Urban Parks, to share the knowledge and tools developed over nearly forty years of restoring and maintaining Central Park. The institute educates and trains urban park users and managers on how to care for urban parks in New York City, across the United States, and around the world, through more than a dozen management seminars and webinars annually. The institute also develops educational programming and experiences for children and their families on the importance of urban parks, how ecosystems work, and how to become responsible users and urban park stewards.58

Additionally, the institute offers apprenticeships, internships, and fellowships to aspiring park managers. Consulting services, including detailed manuals and training sessions on trash management and recycling and turf management, are given to park managers and workers throughout the city and across the region. The Conservancy’s Five Borough Crew program supports fifteen city park sites around New York City, including direct services, training programs, and management plans. In 2014 alone, the Conservancy spent more than $2.6 million in services to other parks.59

In 2015, CPC’s Institute for Urban Parks began working with students and faculty from Columbia University’s School of International and Public Affairs and Columbia’s Earth Institute to pilot a Certified Urban Park Manager (CUPM) education, training, examination, and certification program. Three successive capstone classes worked on building out the pilot program, and in the spring of 2016 CPC committed to launch a pilot test class for certification during 2017–18.60

In June 2016, the CPC and Forest Park Forever of St. Louis hosted a National Forum on Urban Park Sustainability and Public-Private Partnerships in New York City. Seven conservancies, one alliance, and a foundation came together to explore how they could work collectively to protect and improve their own parks over future generations and to share their learning with public and private urban park managers.

REDEFINING SUCCESS FOR NEARLY FOUR DECADES

Since 1979, the New York City Department of Parks and Recreation and the Central Park Conservancy have partnered to rescue, restore, and enhance Central Park for the people of New York City and millions of visitors from all over the world. In 1978, Gordon Davis took over as Parks Commissioner when he and Betsy Rogers were perhaps the only people who could envision what we enjoy today. Working together as visionary, coordinated, and collaborative leaders, Rogers and Davis forged what has become a model for outstanding cross-sector partnerships like those profiled and analyzed in this book.

The success of the partnership goes beyond the boundaries of Central Park. The city’s economy stimulates restoration of the park every day, and the benefits are much greater than those generated by the spending of tourists visiting the park during their stays. A 2007 study found that the revitalized Central Park added $17.7 billion to property values around the park, an 18 percent premium, or about 8.1 percent of the total property value for all of Manhattan.61 Estimates of annual economic activity and revenues generated for the city by Central Park exceed $1 billion.62 By 2015, an updated economic impact study estimated that Central Park had added $26 billion to property values around the park, and the taxes and fees paid to New York City government attributable to the Conservancy and related Central Park enterprises totaled more than $1.4 billion for 2014 alone. The Conservancy itself employs over 450 with a payroll of $21.4 million.63

CPC and the revitalized Central Park do much more than generate additional taxes and increase property values in the area, as important as that is to New Yorkers. In 2014, the 41.8 million visitors to the park included 8.3 million from outside the United States and 13.7 million from outside the metropolitan region, supporting nearly 1,900 full-time job equivalents and over $200 million in economic output. As important, New York City residents made approximately 27 million visits to Central Park in 2014 for exercise, recreation, cultural, and entertainment activities, and the quiet appreciation of nature.64

Today Central Park is treasured by everyone, a space that is both a respite from the city that never sleeps and a free and open space enjoyed by many from around the world. Despite the heavy use, the Conservancy’s zero tolerance for both garbage and graffiti has changed the way people behave in the park. In the words of the Conservancy, “the American ideal of a great public park and its importance as a place to model and shape public behavior and enhance the quality of life for all its citizens once again defines the measurement of a great municipality.”65

Through the efforts of the Institute for Urban Parks, CPC is sharing its recipes for success with parks departments, conservancies, and aspiring parks professionals and volunteers from all over the world.66

THE HIGH LINE

Just across town and a few blocks south “a pair of nobodies…undertook [an] impossible mission”:67 use the Central Park Conservancy playbook to create a new urban park atop an abandoned elevated railroad track in what was then a rough neighborhood on Manhattan’s West Side (figure 5.5). A few years later there is now a public park known as the High Line, free and open to all. Already visited by millions from around the city and around the world, the High Line is a partnership between the New York City government and the Friends of the High Line. Similar to Central Park, the High Line is operated by the Friends of the High Line and most of the operating funds come from private donations.
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Figure 5.5 The High Line as an active rail line in the 1930’s (a; photo by Fred Doyle); and abandoned and overgrown in the 1980’s (b). Photo courtesy of Friends of the Highline.

The West Side Line was once a very active commercial railroad line on the west side of Manhattan, serving the factories, meatpacking, dairy, and food stuffs businesses in the area. Western Electric built telephones beside the rail lines, and later Bell Telephone Laboratories conducted research there until 1966, when they moved to New Jersey. As trucks replaced rail as the primary distribution method in the 1950s and 1960s, traffic on the West Line declined precipitously. By 1960, the southernmost section of the West Line was demolished. In 1980, Conrail ceased using the remaining half of the line.68

During the 1970s, an attempt to reuse the line for passenger rail failed, and support for demolition of the elevated rail structure grew. At the same time, residents in the neighborhood started to become interested in the wild natural “garden” growing along the line. By 1999, the New York City government was ready to sign off on the demolition of the elevated tracks running from Gansevoort Street north to the 34th Street rail yards through Chelsea and the West Village.

A group of neighborhood residents, preservationists, naturalists, and artists had another idea. Led by residents Joshua David, a freelance magazine writer and editor, and Robert Hammond, who worked for a variety of entrepreneurial start-ups, they formed a nonprofit organization called Friends of the High Line.69 In almost every respect the creation and maturation of the Friends of the High Line reflects important aspects of collaborative cross-sector partnerships and leadership, which we analyze in chapter 6.

Initially, David and Hammond were focused on just preserving the railroad structure. Using the Central Park Conservancy as the model, the group determined that the best way to preserve the structure was to raise private and public funds to convert and operate the space as a linear, elevated park, not unlike the Promenade Plantée in Paris (also constructed on an abandoned railroad line).70 A federal program would permit the CSX rail company to transfer the property to New York City for park purposes.71 If the city chose to do so, it could work with Friends of the High Line to develop a revitalized residential and commercial neighborhood around the new public park.72

Fortuitously, there was a personal connection between Friends of the High Line and CPC—the families of Robert Hammond and Betsy Rogers were friends from previous days in San Antonio, Texas. As Robert Hammond said, “Betsy Barlow Rogers and the Central Park Conservancy had always been models for us. Theirs was an existing park, but a group of private citizens had come along, saved it from ruin, and then gone on to manage and operate it, raising the majority of funds to do so.”73

To persuade the city to go along with their vision, Friends of the High Line would need to find a way to finance both construction and ongoing operations and maintenance. John Alschuler, a nationally known and well-regarded real estate consultant (who later became board chair), advised the Friends team on how to structure the project. Designing it as a cross-sector partnership could deliver the park and open space at a lower cost than the city could do on its own and, over time, would make a significant “profit” for the city financially in terms of the incremental increase in real estate values, economic development, tourism, and higher income, sales, and property tax revenues. This would be the same Central Park effect that a similar study of Central Park found.74 Specifically, Alschuler’s study found that, while the High Line would be costly to build (his first estimate was low, predicting only $65 million), it would generate significant additional tax revenues to the city over its first twenty years of operation.75 Originally, this increase in revenue was estimated at $140 million, and was later revised to $900 million, indicating the amount of unexpected value unlocked through the partnership.76

Alschuler was a strong believer in the power of cross-sector partnerships to build and maintain great cities. He noted that the New York City subway system and regional commuter rail systems were both built with private capital and are now maintained and operated by public authorities. Central Park was originally built and maintained with public capital and was restored and now maintained and improved primarily with private capital and managed by a nonprofit entity. He believed the High Line could follow that same proven plan for sustainable success.77

The New York City government under Mayor Rudolph Giuliani did not favor the Friends’ vision for the High Line; in fact, the city had already begun plans to demolish the elevated structure. Friends of the High Line filed a lawsuit to block the action, but the city government never moved forward. The attacks of September 11, 2001, occupied the attention of Mayor Giuliani and his staff for the remainder of his term.

In January 2002, the new mayor Michael Bloomberg took office with the revitalization of Lower Manhattan one of his top priorities. As a successful businessman, he was already aware of the potential benefits of cross-sector partnerships, and he was and is a strong supporter of the Central Park Conservancy. Even as a candidate, Bloomberg had expressed support for the High Line.78 Beginning in 2002, Bloomberg, his first deputy mayor Patricia E. Harris, his deputy mayor for economic development Dan Doctoroff, Amanda Burden, chair of the City Planning Commission, and Parks commissioner Adrian Benepe all became active and supportive of the High Line project.79

“OUR GENERATION’S CENTRAL PARK”80

To capture public attention, in 2003 Friends of the High Line launched a light-hearted competition for the best ideas to reuse the old rail line. First place for the best idea went to building a lap pool along the entire length of nearly two miles; second place went to a roller coaster of the same length. Although many of the ideas were silly, the main objective—to bring attention to the High Line and engage the community—succeeded. A formal design competition in 2004 selected James Corner Field Operations, Piet Oudolf, and Diller Scofidio+Renfro as project leads and landscape architect.81 The team essentially had a blank—but challenging—canvas on which to work.

According to Amanda Burden, the city considered la Promenade Plantée in Paris as a model and sent the design team to visit it.82 The Promenade Plantée runs along the former path of the Vincennes railway line, which linked the Bastille station to Verneuil–l’Étang until 1969, after which it was replaced by a commuter rail line. In the 1980s, the entire Promenade Plantée area was redeveloped, and the Bastille station was demolished and replaced by the Opera Bastille. Landscaper Jacques Vergely and architect Philippe Mathieux designed the park to reuse the abandoned rail line between Bastille and the old Montempoivre gate to the city. The shops below the park were renovated in the late 1980s, and the Promenade Plantée was officially inaugurated in 1993.83

The Plantée was an interesting approach for the High Line development. The New York City government took a number of steps to make the park feasible and to ensure that the redevelopment had a major, positive economic effect for the city overall and would create a vibrant and diverse neighborhood. Previously zoned for light industry (the southern end is widely known as the Meatpacking District), the new Special West Chelsea district (from 16th Street to 30th Street, between 10th and 11th Avenues) allowed for a mix of manufacturing and art galleries and residential and commercial development. To gain the support of private owners under or adjacent to the proposed elevated park, those owners would be able to sell their development rights to properties on 10th and 11th Avenues, enabling developers to go higher and thereby make more money.84

This aspect of the project was crucial and substantial. Zoning changes to permit greater density and more profitable development uses attracted significant private investment, as well as fees and property taxes on higher property valuations, which made the High Line financially feasible and sustainable. Furthermore, there was a zoning bonus to exceed the zoning height limits, provided the developer pay a fee of $50 per square foot to the High Line Improvement Fund. This was attractive, as the market rate in the area was several hundred dollars per square foot. For the city, the fees and taxes from increased property values would help finance the long-term capital costs of the park. The owners of a large development in the area—Chelsea Market—convinced the City Planning Commission to expand the district north to include them. In return, the developer agreed to pay about a third of the $19 million fee for affordable housing and education programs for public housing in the neighborhood.85 Overall, the High Line financing plan led to an important portfolio of substantial, complementary investments necessary to help overcome common fiscal limitations on “public” projects.

BUILDING A SPECIAL PLACE

Development of the project was complicated by the number of partners involved. Superficially, it was a partnership between Friends of the High Line and the New York City government; in practice, New York City involved four different agencies—the New York City Department of Parks and Recreation, the Department of City Planning, New York City Economic Development Corporation, and the Mayor’s Office. Despite the challenges of five sign-offs on every significant design issue, such as whether market-rate new buildings should have private entrances to the park, and many not-so-significant issues (such as twelve-inch versus eighteen-inch bench seat widths), a groundbreaking for the first section occurred in 2006. That first section, from Ganesvoort to West 20th Street, was opened to the public in 2009.86

Also in 2009, Friends of the High Line signed a formal partnership license agreement with the City of New York. Under the agreement, the city would own the elevated structure in exchange for fully funding the three phases of construction and restoration. Friends of the High Line agreed to raise funds from private sources to cover 90 percent of the park’s annual operation and maintenance costs, public programming, and community outreach.87 It is not surprising that the agreement mirrors that between the city and the Central Park Conservancy.

Even in 2009 New York City did not have the resources to adequately fund and manage the parks it already had (figure 5.6). At the same time, many of the donors who had helped sustain the project from the beginning would continue to contribute only if the vision and commitment of the Friends organization had a major role in its operations. So, as Joshua David said,


Neither Robert nor I ever felt that we would stand off to the side. But ultimately to occupy the central role, like that of the Central Park Conservancy, would mean stepping up and being the park’s primary funder—forever, basically…. We were setting up an organization that was aiming to run a public park in New York City.88



[image: image]

Figure 5.6 Friends of the High Line founders Joshua David and Robert Hammond on the High Line before its transformation began. Photo by Joan Garvin, courtesy of Friends of the Highline.

The second section of the park, from West 20th Street to West 30th Street opened to the public in 2011. Together, construction of the first two sections of the park cost a little over $152 million,89 nearly 75 percent provided by the city and roughly half the remaining covered between the federal government and private sources (New York State contributed $400,000).90 The third section, known as the Rail Yards, opened in September 2014 and runs from West 30th Street to 34th Street and cost about $75 million to construct.91 As New York Times critic Michael Kimmelman said, “Phase 3, like the rest of the High Line, cost more per acre than probably any park in human history.”92 At the same time, he also said, “If the newest last stretch of the High Line doesn’t make you fall in love with New York all over again, I really don’t know what to say.”93

What he did not say is that more and more of the cost of creating and maintaining the High Line was coming from private contributions raised by the Friends of the High Line. Encouraged by Alex von Furstenberg, a member of the Friends of the High Line board, his mother, Diane von Furstenberg, and her husband, Barry Diller, visited an exhibition on the High Line on display at the Museum of Modern Art (MoMA). A proposal for funding soon followed. Before the end of 2005, von Furstenberg and Diller pledged $5 million in support.94 In 2008, despite the onset of the world economic crisis (and charitable contributions drying up for organizations across the city), the Diller-von Furstenberg family made a $10 million challenge gift.95

In 2011, Mayor Michael Bloomberg announced that the Barry Diller-Diane von Furstenberg Family Foundation was making a $20 million gift to pay for the design of the third phase and build the endowment for the park (this was on top of their previous gifts).96 It was the largest gift given to New York parks at that time, prior to the $100 million gift to Central Park by John Paulson. In addition to raising substantial funds for capital expenses and an endowment, the Friends of the High Line continues to cover nearly all of the park’s annual operating budget.97

Similar to Central Park and CPC, city officials and developers from all over the world—Rotterdam, Hong Kong, Jerusalem, Singapore, Chicago, Memphis, and Atlanta, just to name a few98—are coming to see the High Line, as much for its partnership model as for its innovative and spectacular design. The formal partnership between the city and Friends of the High Line is extremely important and is a key to the huge success of the High Line. Emeritus Friends board chair John Alschuler also stresses the importance of community involvement: “The most important partnership here is between engaged and passionate citizens and their government. These partnerships are economic. They’re legal. They’re civic. They are ways for the passion of citizens to be engaged in the democracy that reflects their values.”99

ALL THINGS TO ALL PEOPLE?

The High Line has already attracted over twenty million visitors from all over the world and the Friends organization has worked hard to be a good neighbor, as demonstrated in part by over 450 public programs and events hosted annually. Nine seasonal food vendors serve tourists and daily meals for people who live and work in the community. Over 120 artists from all over the world have exhibited in the park. It is also a public garden, with over 350 species of perennials, grasses, shrubs, vines, and trees, with plenty of spaces to walk, sit, read, chat, people watch, paint, take pictures, or just think. Due to the strong public-private efforts it took to create and sustain the High Line, today it is a free and public park owned by the City of New York.100

Just as Alschuler predicted, the High Line is proving to be a very good financial investment for the New York City government and its taxpayers (figure 5.7). City officials estimate that the first two sections alone have generated more than $2 billion in planned or new development.101 In 2016, the Wall Street Journal reported that the High Line was having a “halo effect” on properties along the park, with resale prices 10 percentage points higher than properties only a few blocks farther away.102 In 2016, when resale prices were softening throughout Manhattan, prices near the High Line (and Central Park) continued to rise. More restaurants and shops are serving the neighborhood, but the area retains its image of “hipness.”103

[image: image]

Figure 5.7 The High Line as it appears now, following its complete renovation. Photo courtesy of Friends of the Highline.

Twenty apartments in the High Line neighborhood have sold for $10 million or more since 2009, and the median price for condos has risen from $1,000 a square foot in 2009 to between $2,000 and $3,000 in 2016. In 2016, there were eleven projects with 155 apartments under construction and nine more with 751 apartments planned.104 Interestingly, the High Line park area has developed a reputation as family-friendly, and developers are building family-sized apartments to meet their needs. According to real estate experts, families that previously focused their home searches on the traditional family neighborhoods in the Upper East and Upper West Sides are also looking at the High Line area as a preferred location.105
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Real estate development in New York City is often controversial and political. Before the High Line, the surrounding Chelsea neighborhood provoked images of a place where prostitutes were a familiar sight on the streets at all hours of the day, drugs were dealt openly and often accompanied by violent crimes, and the infamous Westies crime gang often ventured in from neighboring Hell’s Kitchen. The neighborhood continued to improve as the High Line was constructed and completed, and many observers worried about rising prices, higher densities, and gentrification. John Alschuler saw it another way,


One of the great things about New York is, we all coexist as part of a diverse neighborhood. It’s one of the reasons why public housing is so essential, [so] that when neighborhoods such as West Chelsea do transition, there are important blocks of housing that will be perpetually devoted to low and moderate income people and their future in a diverse neighborhood.106



Even as the neighborhoods around the High Line continue to attract new housing and commercial investment (some would call it gentrification), the High Line neighborhood remains the permanent and longtime home to three major New York City Housing Authority low-income developments with a total of two thousand apartments. Chelsea Houses has two twenty-one-story buildings on 1.71 acres, opened in 1964, and is located on Ninth Avenue between West 25th and West 26th Streets. Chelsea Houses Addition is a fourteen-story tower for seniors completed in 1968 on a one-acre parcel bordering Chelsea Park at West 26th Street and Tenth Avenue. Elliott Houses, four high-rise buildings, opened in 1947, covers 4.70 acres between West 25th Street, Ninth and Tenth Avenues, and Chelsea Park, and is named after John Lovejoy Elliott, who was passionate about one of the city’s worst neighborhoods and became a major force in getting the Elliott and Chelsea developments built. He was the founder of the Hudson Guild, which operates a summer camp program for young children in the area. Fulton Houses, eleven buildings between six- and twenty-five-stories tall, opened in 1965 on 6 acres located at Ninth Avenue between West 16th and West 19th Streets. The project is named after Robert Fulton who produced the first practical steamboat, the “Clermont”; its first successful voyage was from New Harbor, up the Hudson River, to Albany.107

Although the neighborhood now has one of the greatest levels of inequality in the city, the large number of public housing units in the community also makes it one of the most economically diverse. Due to vigilant civic engagement and responsible public policy, the public housing locations have never been seriously threatened with relocation, nor is there any imminent threat. A study in 2015 found that public housing residents in the area are benefiting from safer streets and better schools, and incomes of the residents are rising, probably due to better job opportunities in the neighborhood. Residents also enjoy the many free entertainment events organized by the Friends of the High Line. Nevertheless, longtime residents miss the many locally owned and operated stores whose spaces are now occupied by higher-end retailers and restaurants. Many residents must travel well outside the neighborhood to shop for lower-priced groceries and find more affordable restaurants.108

On balance, it seems that most people feel that things are better for the residents of public housing as a result of the High Line and the development it has spurred. As the vice president of the Elliot Houses tenants’ association (and president of the Hudson Guild advisory committee) told the New York Times, “I’d rather have Chelsea as it is today. There’s more people. It’s brighter, it’s beautiful, it’s more inviting than it used to be. We’re very lucky to be able to stay in housing that hopefully will not disappear.”109

BETTER PARKS THROUGH COLLABORATIVE LEADERSHIP

The renaissance of Central Park and the creation of the High Line are successes brought to fruition by cross-sector partnerships and exceptional, collaborative leadership. Neither park would exist if it weren’t for enlightened government officials (and the citizens that support them) such as Parks Administrator Frederick Law Olmstead, Mayor Fiorello La Guardia, Parks Commissioner Robert Moses, Parks Commissioner Gordon Davis, mayors Ed Koch, David Dinkins, Rudy Giuliani, and Mike Bloomberg, and parks commissioners Henry Stern and Adrian Benepe. Despite best efforts though, even well-funded cities such as New York simply do not have the resources to sustain great parks consistently, and support from private partners and donors has proven indispensable.

Partnering with the Central Park Conservancy and the Friends of the High Line saved one great park and built a new one, thanks to a large number of consistently generous donors and a number of visionary and tireless collaborative leaders, particularly, Betsy Rogers, Doug Blonsky, and Ira Millstein for Central Park, and John Alschuler, Joshua David, Robert Hammond, and Phil Aarons for the High Line. The city did not, could not, and would not have done it on its own. The same could be said about Battery Park, Prospect Park, Brooklyn Bridge Park, Bryant Park, and many other great parks from Forest Park in St. Louis to Golden Gate Park in San Francisco.

With the majority of the world’s population living in cities (and expected to reach 66 percent by 2050),110 the world will need more and better urban parks—and it will take partnerships like those of Central Park and the High Line to meet the growing demand.

In recent years, New York City mayors Mike Bloomberg and Bill de Blasio significantly increased the public funding for parks, stemming decades of cuts in public dollars. Bloomberg spent hundreds of millions of city capital dollars to help create the High Line, the new Brooklyn Bridge Park, and parts of the Hudson River Park.111 Mayor de Blasio created three programs to help parks that have not yet attracted significant private investments. Five large parks, one in each borough, will get $30 million each between 2016 and 2020, and projects in the parks will be chosen in collaboration with the local communities. The second program, the Community Parks Initiative, will invest $285 million to improve sixty smaller parks around the city. And the Parks Without Borders program will spend $50 million to make parks more accessible and inviting by opening them up to the neighborhood streets and taking down high fences.112

Current Parks Commissioner Mitchell Silver (figure 5.8), an active partner of the Central Park Conservancy and the Friends of the High Line, recently won a significant increase in Parks Department staffing, which had not happened in some time. We believe that the success of the Central Park and High Line partnerships has raised public consciousness about the importance of urban parks for all New Yorkers. That, coupled with the budget relief to the city government provided by all the private dollars flowing to the flagship parks with private partners, has enabled and encouraged city officials to provide significantly more tax dollars to the other city parks without access to private support.113
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Figure 5.8 Graduates of the Community Parks Initiative Gardener Training Program in 2017. Attending the ceremony were New York City Parks Commissioner Mitchell J. Silver (third from the left), CPC Institute for Urban Parks Chair Ira Millstein (center) and Central Park Conservancy President Doug Blonsky (far right). Photo courtesy of CPC.
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Success in cross-sector partnerships is best accomplished when everyone coordinates their efforts to achieve the maximum benefit for the people and the communities they serve. It also works best when each partner contributes its fair share of resources and effort to reach the partnership’s goal. And that is exactly why so many parks in New York City are better than they have ever been—and why millions of people from all over the city and all over the world enjoy them every day.

In chapter 6, we analyze how partnerships work best when leaders act collaboratively and their organizations operate as decentralized teams, each with its own expertise and areas of responsibility. Keeping partner organizations in alignment so that they are working efficiently and effectively toward common objectives and goals is a key responsibility of leaders. This is a complex and difficult task, and we outline how leaders can operate effectively when encountering unexpected challenges and opportunities.
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CHAPTER SIX
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The People Framework
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Leadership for Successful Partnerships
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HOWARD W. BUFFETT

Cross-sector partnerships are well suited for addressing complex societal challenges, but only if the people leading them are highly effective in coordinating their team’s efforts across partnering organizations.1 In many of the partnerships we discuss in this book, collaborations work in similar ways. Partners function as a network comprised of decentralized teams, each with diverse abilities, expertise, and responsibilities. Each leader is empowered to manage his or her team without much interference from the other partners, which allows leaders to do what they do best—operate their organizations based on the knowledge and insights they are uniquely positioned to provide. Synchronizing distinct organizations and teams in a decentralized manner presents one of the more complex and difficult tasks when building effective partnerships.2 This chapter highlights common observations and important characteristics of how teams and leaders align their efforts and focus on shared goals.3

Decentralized team management under a shared decision-making authority is relatively common in the business world.4 This structure often characterizes the relationship between a parent company and its subsidiaries, and it is representative of a multiproduct or multiservice corporation operating distinct business divisions. In these cases, the lines of authority and communication between an organization’s governance, executive, and management teams are usually clear, as are relative degrees of operational independence.5 Effective decentralization requires shared authority for decision making between these different levels of leadership, as well as an ability for teams to take on new or unfamiliar responsibilities in an operating environment that is not overly restrictive.6

There are many benefits to this approach, which also apply to teams in a cross-sector partnership. Due to its resulting autonomy, decentralization fosters individual team motivation and creativity.7 It allows for large, independent groups to focus multiple and diverse perspectives toward a common challenge. The structure provides for flexibility in how teams problem solve, and for distinct approaches to idea development.8 Many of these advantages were apparent in our case example (see chapter 5). Leaders from across sectors inspired their teams to successfully partner around common goals and visions to improve New York City’s parks. This was even the case internally within Central Park, where Doug Blonsky implemented an innovative Zone Management System. Under Blonsky’s leadership, the Central Park Conservancy decentralized park maintenance systematically across forty-nine teams, each with the necessary experience, skills, and autonomy to manage and restore the park successfully.9

In our examples of cross-sector partnerships, we find that leaders exhibit similar characteristics across management styles. These characteristics are prerequisites for highly successful partnership building,10 and they include vision, drive, integrity, admirable ambition, emotional intelligence, and empathy.11 These all contribute to a leader’s predisposition to collaborate with others.12 Leaders who display this combination of characteristics are well suited to motivate their teams, to work well across partnering teams and with other leaders, and to understand key resource and operational constraints—and benefits—of different kinds of organizations.13 As successful partnership builders, they combine these leadership characteristics with an awareness of their team’s needs, the patience and perspective needed to understand partnering teams’ dynamics, and the resilience required to maintain their team’s momentum toward a partnership’s goals.14

Leaders of effective partnerships continually inspire their team to carry the partnership forward, regardless of difficulties or challenges.15 They must motivate buy-in throughout their entire organization, just as Betsy Rogers and Gordon Davis did in the case of Central Park. Leaders must communicate their vision internally and externally and effectively engage community stakeholders. In addition, they must establish measurable outcomes, be willing to learn and modify strategies, and set and follow realistic expectations for their teams and themselves.

These activities and leadership qualities are discussed in further detail throughout this chapter. The analysis begins by describing roles and resources that different kinds of organizations and their leaders can contribute to a partnership. The chapter then outlines five types of leadership skills that may be represented by the leaders in a partnership, as well as a set of programmatic leadership experiences relevant for effective collaboration. Next is a discussion of core group identities of a team and why leaders must know and understand them. Finally, the chapter explains how leaders can motivate their teams and maintain a partnership’s momentum. This chapter is not meant to serve as an assessment tool for organizational capacity, impact, or individual leadership—many of those exist already.16 Rather, it provides broad guidance on important leadership perspectives in a decentralized team environment, and some strategies necessary for sharing success across organizations in a partnership.

ADVANTAGES THAT DIFFERENT PARTNERS BRING TO THE TABLE

chapter 4 described the types of organizations that engage in cross-sector partnerships and the roles they typically assume. Foundations, government agencies, or private sector entities often serve as donors or investors in a partnership. In the Central Park and High Line cases, the funders were both private donors, such as John Paulson, and decision makers at government agencies, such as the New York City Parks Department and the Mayor’s Office. Contractors, NGOs, or services firms often serve as a partnership’s implementers. This included the Central Park Conservancy as well as the Friends of the High Line described in chapter 5. Each organization was founded to improve the parks and coordinate development activities, and their leaders worked hand in hand with funders, going far beyond a standard contractual or grantee relationship. Finally, partnerships have groups of stakeholders—such as the residents and neighborhood associations surrounding each of the parks—around which a partnership is focused or where a partnership’s efforts are invested.

Partners across organizations bring unique perspectives and resources to a partnership, regardless of their role. However, for leaders to work well with counterparts in a decentralized team structure, they must understand the ways in which different partnering organizations contribute value. For example, a state government agency delivers its mission and operates programs much differently than a small-business management consulting firm. Yet each organization has particular capabilities and specific advantages it can apply toward a partnership’s goals. The following section outlines a number of organization types related to collaborations profiled in this book, discusses their strengths at a general level, and how those strengths apply to partnership building.

Leaders in the public sector usually create legal and policy conditions necessary for long-term systems or community change, and the government agencies they operate have the power to regulate markets and market actors.17 Government agencies at any level can draw on relatively large-scale budgets, and their leaders can use prestige or power to attract attention to drive progress in a cross-sector partnership.18 These leaders also engage in diplomacy and the development of international trade agreements that may be applicable when building multinational partnerships. Many government agencies have access to significant amounts of data that may be relevant for partnerships ranging from the community level to the global arena. Furthermore, each branch of government plays a role in enforcing policy change or altering legal frameworks, which has the potential to enhance other organizations’ ability to serve the public good.

In the private sector, leaders can contribute to cross-sector partnerships in a wide variety of ways. They may provide business acumen or access to physical capital necessary to achieve the goals of a partnership.19 These leaders have valuable experience focusing on product or service innovation and customer satisfaction and retention. Private sector leaders are uniquely positioned to nurture and sustain economic markets related to their business practices.20 This can create demand for jobs, support employment growth throughout related value chains, and help build individual and community wealth. The private sector also invests in significant research and development, which may be relevant to a partnership’s goals. However, the resulting knowledge or technology usually is limited to the products or services the company produces and may be locked up through intellectual property protections.21

Leaders of philanthropic organizations, such as foundations or grant-makers, have experience thinking strategically about effective ways to work with multiple stakeholders to improve social conditions.22 They can direct patient (or long-term) capital to a partnership, or their assets can serve as first-loss capital for a partnership’s coinvestment. In doing so, philanthropic capital can offset short-term risk and encourage long-term private sector investment that might not otherwise occur.23 Furthermore, the leaders of foundations face fewer external forces of accountability (they have no direct shareholders or public elections) and can more easily attempt efforts that have a high probability of failure.24 Although most foundations have yet to tap into the full suite of financial tools available to them (see the examples outlined in chapter 10), their structure affords important flexibility for cross-sector partnerships.

The heads of community-based nonprofits, such as food banks or religious organizations, typically have significant on-the-ground experience in a given area or region. Due to the nature of their work, these leaders build and maintain community relationships beyond those of less locally focused leaders.25 Their organizations can be effective at service delivery, and they often innovate to accomplish significant social good with little or restricted funding. These organizations and their leaders have to be flexible to respond quickly to changing community needs and resources. Leaders of these organizations tend to have a deep understanding of local challenges, an awareness of important historical context, and know what cultural nuances must be taken into account so that a partnership’s investments make a lasting difference.26

Academic and research organizations present their own set of strengths and capabilities.27 Many are well-established institutions, with leaders focused on long-term knowledge development and idea dissemination. These organizations might partner with others, such as think tanks or foundations, to help develop institutional capacity for a given field or practice.28 Universities and community colleges are engaged in workforce training and readiness through their degree and vocational programs, and are well equipped to develop new and useful technology for society and effectively transfer that technology externally so that it may be scaled to serve the needs of many.29

This is not an exhaustive list of all types of organizations, nor does it capture the full scope of advantages, skills, or resources they may bring to a partnership. But it serves as a representative outline for considering the potential levers that leaders across decentralized teams can pull to contribute to a partnership’s overall goals.

LEADERSHIP SKILLS THAT CONTRIBUTE TO A SUCCESSFUL PARTNERSHIP

Leaders work more effectively with their counterparts in decentralized teams when they can identify and understand the leadership skills possessed by their peers. Our examples of successful partnerships are run by teams with leaders who have diverse backgrounds, experiences, and expertise.30 Research on what makes a good leader, on the quality of leadership, and on effective team management is expansive, and this chapter does not summarize or replicate that work.31 However, the leadership skills observed in our examples can be distilled into five categories, which are outlined in this section. Leaders with skills in each of these areas also benefit from corresponding skills-based capital,32 which describes associated leadership strengths they can draw from to contribute to the success of a partnership.33

Intellectual Leadership

Intellectual leadership skills are typically associated with leaders who have an innate or highly developed ability to understand important or complex ideas or concepts.34 These leaders draw on or leverage intellectual or knowledge-based capital through their deep awareness, expertise, or experience regarding a specific issue area, system, or process innovation. They also may be viewed as thought leaders in a field and may have the ability to influence the views of others. In the High Line example from our New York City parks case, John Alschuler, the nationally known and well-regarded real estate expert, provided critical guidance and insights on how to establish the Friends of the High Line partnership. Not only did he advise on the complex structuring of the initiative, he also helped to communicate the vision and worked with community representatives, such as the newly elected mayor Michael Bloomberg.

Representative Leadership

Representative leadership skills are exhibited by leaders who are effective at representing the needs or preferences of a specific constituency or group of individuals.35 They may leverage political capital through their role, or through access to local, state, or national individuals who are elected, hired, or appointed to positions that can influence or better inform policy, regulation, or management of public resources.36 In the Central Park case, one of New York City mayor Edward Koch’s important leadership decisions was to appoint Gordon Davis as head of the Department of Parks and Recreation. Koch gave Davis key direction: focus on the city’s and the park’s financial sustainability through your role as a steward for the public. In his appointed position, Davis built a multidimensional strategy focused on collaboration and partnerships that led to significant success for Central Park.

Transactional Leadership

Transactional leadership skills are associated with leaders who are effective at negotiating, especially when bargaining for or structuring access to resources for a partnership.37 These leaders may have control or influence over significant financial capital that can be directed toward or coordinated for a partnership’s goals, or they may bring a keen understanding of or access to key markets. Consistent across both New York parks cases was the importance of external or private funding to support each park’s partnerships. In the case of the High Line, Mayor Michael Bloomberg’s experience, leadership, and relationships helped inspire significant financial contributions. This leadership continued through the final phases of construction and supported the establishment of an endowment (funding more than 90 percent of the park’s annual operating budget).38

Inspirational Leadership

Inspirational leadership skills are found in leaders who inspire trust and action across their teams, partners, or groups of stakeholders.39 These leaders often possess significant social capital, such as a deep reach into a community, or a broad reach between communities, through traditional or innovative networks.40 These leaders have well-regarded reputations and may be considered a reliable voice for their peers.41 This was obvious in the case of Betsy Rogers, who was an effective and inspirational leader for the Central Park efforts. Through her vision and demonstrated passion, she was entrusted by the city and its residents to steward resources in support of critical improvements to the park.

Organizational Leadership

Organizational leadership skills are exhibited by leaders who understand processes that better coordinate physical or human capital, or sequence planning and activities toward common partnership goals.42 These leaders can activate or access significant operational or infrastructure resources at local, regional, or national scales, and may have expertise in logistics, information systems, strategic planning, or facilities management, for example.43 This quality was apparent in the leadership efforts of Doug Blonsky in establishment of the Conservancy’s Institute for Urban Parks.44 He was the first executive to manage both the Conservancy and the City Parks Department staff, which required him to establish a unified set of standard operating procedures and to align the efforts of multiple teams, organizations, and departments around a common vision.

LEADERSHIP EXPERIENCES ACROSS DECENTRALIZED TEAMS

Planning strategies for developing cross-sector partnerships, including a theory of change model to outline desired outcomes from a collaboration, are discussed in chapter 4. The activities portion of that model describes what actions partners undertake to produce intended outputs in support of the partnership’s goals. Partners will have varying degrees of experience conducting different types of programmatic activities. Therefore, leaders working in decentralized teams will benefit from understanding the scope and types of experiences represented by their counterparts. The following is a typology for identifying and categorizing experience sets relevant to partnerships discussed in this book. This typology was developed by, and is adapted from, a joint McKinsey & Company and Annie E. Casey Foundation analysis on best practices for advancing social impact programs.45

Knowledge Development.46 This may include experience with “discovering, developing, interpreting, or sharing” new information or data to solve challenges.47 Knowledge development activities may seek to identify root, underlying causes of a challenge, or improve existing methodologies for scientific research or data interpretation related to the goals of the partnership.48

In the case of Central Park, the effort began with a commissioned study of the park’s management in 1974, known as the Savas Report.49 The knowledge developed through this study translated into key management recommendations, and partnerships, necessary for the future prosperity of the park.

Policy Change and Implementation. This may include experience with activities that promote or resist “a change in government, multi-lateral, or corporate policy”50 or regulation.51 Partnership activity may focus on early stage engagement, such as the clear articulation of the implications of a proposed policy change, or may support grassroots campaigns, lobbying efforts, or litigation on the subject matter.52

As we saw with New York City’s High Line, the partnership benefited significantly by working with developers and city teams to establish new zoning regulations. The policies led to financing for the High Line Improvement Fund, which supported capital costs for construction and led to new affordable housing and education programs in the area. Former New York City planning director Amanda Burden was able to bring city officials and Friends of the High Line leadership together in a collaborative way to solve some very complex and contentious zoning issues.

Platforms and Enabling Systems.53 This may include experience working with organizations or government bodies to create common standards, networks, or physical infrastructure.54 Examples of these activities may be partnerships that develop a significant public works initiative, the creation of requirements or specifications for a new technical service or technology, or some other advancement or framework that meets the needs or demands of the general public.55

The ongoing development of Central Park and construction of the High Line serve as examples of infrastructure development. Beyond that, the team for the Central Park Conservancy’s Institute for Urban Parks focuses on working with other parks and conservancies around the world to share best practices on urban park sustainability.56 Through this, they are working to grow a network of potential public, private, and philanthropic partners with shared missions.

Organizational and Individual Improvement Programs.57 This may include experience working with individuals or organizations to expand their educational or professional capabilities or to encourage behaviors that result in positive gains for society.58 Partnerships may support activities ranging from job training and technical assistance at the individual level, to development of new programs or executive training for staff at the organizational level, to community-wide public service campaigns for issues such as neighborhood safety, energy efficiency, or recycling.59

Thanks to Doug Blonsky’s leadership, the Central Park Conservancy now offers internships, fellowships, service learning activities, and workforce development training. This is also apparent through the Conservancy’s Institute for Urban Parks and subsequent Certified Urban Park Manager education program, which drew from the expertise of teams at Columbia University’s Earth Institute.

Basic Human or Community Services. This may include experience providing new or improved community-based services, or it may be the delivery of basic goods, such as food or medical supplies, “to fulfill unmet needs of constituents.”60 This activity may serve broader community enrichment, such as supporting the performing arts or programming at a children’s museum.61 In any case, a partnership exists to provide or produce some set of outputs where expertise in service or product delivery will be relevant.62

Under Betsy Rogers’s leadership, the Central Park Conservancy restored and created new community services early in the partnership. The Conservancy renovated Central Park’s Sheep Meadow, Wollman Rink, Cherry Hill, and Belvedere Castle—providing important cultural and recreational services to the community.

Cross-sector partnerships may include activities falling outside of this list; however, these categories describe a range of typical core experiential sets relevant across teams and leaders. A given leader’s knowledge and familiarity will vary widely across these activity groups. Therefore, other team leaders in a partnership should be equipped to identify critical experience gaps and supplement their teams accordingly.

HOW DOES A LEADER DEVELOP A PARTNERSHIP TEAM’S IDENTITY?

Effective leaders know how to look outward across a partnership to understand the advantages other partnering organizations can provide. They also know what skills and experiences their counterparts can contribute to complement their own. But leaders must also look inward at their own teams and understand what drives and motivates team member commitment to a partnership’s success.63

We saw this with the development of the Central Park Conservancy partnership under the leadership of Betsy Rogers. Rogers’s management style allowed for a hands-on approach to her team’s activities. As a self-described “zealous nut” about the park, it helped that she worked tirelessly to strengthen its mission and refine its programs.64 Her focus on park maintenance and the creation of new restorative processes resulted in an almost ritualistic pride among her team. She tapped into her staff’s loyalty—to both herself and the park—to inspire previously unaccomplished advances in the park’s complex operations. Rogers articulated a new vision for the park’s future, establishing new and exciting values for the organization and its employees. Finally, Rogers was able to build meaningful shared experiences for her team members—not only through her management style but also by celebrating critical fund-raising successes, lauding visible improvements, and highlighting the efforts of her team.

Each of these examples represents different ways that Rogers built and tapped into her team’s underlying core identities. Described in Daniel Shapiro’s Negotiating the Nonnegotiable, core identities represent the “spectrum of characteristics that define you as an individual or as a group.”65 Understanding how to develop and nurture these core team identities enables leaders to support their team’s efforts in ways that are critically important. It allows leaders to better motivate their teams, reassure them when facing challenges, or avoid conflict between members. It can provide context for when leaders should help teams emphasize certain identities over others. And it can assist leaders in situations where clashing cultures or differing norms between partner organizations are slowing progress toward goals.

The following list of core identities, adapted from Shapiro’s work, describes the emotional and intellectual foundation from which many groups and teams react to a challenge, process their response, prioritize their needs or requests, or make decisions regarding a new course of action. It is important to recognize that a group’s identity is not the same as the sum of its parts; rather, an organization can foster its own team character based on team dynamics, operational norms, management history, or governance priorities articulated through a values statement—any of which can be healthy or unhealthy. To create healthy team identities, leaders must focus on developing the following five attributes:

Beliefs make up the collection of “convictions, principles,” or ethics held by all members of the team that provide broad behavioral guidance.66 Team beliefs may be articulated in a charter, codified in an organizing document or mission statement, or described as a set of philosophies framed and displayed on a wall.

Rituals are a team’s “meaningful customs” or repetitive acts. This could include celebration of an individual milestone reached, welcoming of a new team member, or recognizing significant progression toward a goal.67 This could be a ribbon-cutting ceremony, a party in someone’s honor, traditions of eating lunch together, or how a team ends their workday together.

Loyalties are dedications, or strong senses of commitment. They could be toward the organization, the team itself, other members of the team, a team leader, or a collaborative partnership. Loyalties also can extend to a particular idea, goal, or purpose, or to an organization’s brand identity.68

Values are a team’s ideals, such as integrity, honesty, justice, or freedom. They describe or articulate what a team believes is worth holding in high regard. Values often represent a set of standards the team hopes to uphold through its actions or choices, such as ethical conduct, providing good customer service, or excellence in a work product.

Shared emotional experiences are “events, positive or negative,” that affect a team’s identity. This could include the resignation of a critical team member or team leader, the resolution or accomplishment of a team’s goal or purpose, or a particularly difficult or uncertain time in the group’s existence. These experiences contribute to a sense of common history or camaraderie among group members.69

Each of these core identity attributes provides a basis or rationale from which a team leader can better understand the team’s behaviors and inspire team action.70 Given this knowledge, what discrete steps can leaders take to motivate their teams?

HOW DOES ONE START—AND CONTINUE—LEADING A PARTNERSHIP?

Recognizing that partnerships inherently bring about some kind of change or inflection affecting an organization’s culture, leaders must constantly reinforce the goals, vision, and efforts related to the partnership’s intended outcomes.71 Decentralized team leadership is complex; it requires significant effort in team design, in team member recruitment, in building and maintaining team momentum, and in anchoring successes along the way. Achieving a partnership’s outcomes can take a significant amount of time—many months, years, or even longer. Because these processes can be drawn out, leaders across partners must engender team ownership throughout the life cycle of the partnership, especially during incremental progress.

In considering the chapter 5 case, many important aspects of maintaining a partnership’s long-term momentum are apparent throughout the early history of Central Park’s revitalization. When New York City mayor Edward Koch assumed office in 1978, he instilled an important sense of urgency in Gordon Davis, directing him to quickly bring about significant improvements throughout the park system.72 Realizing that Central Park may soon suffer further setbacks, Davis recruited Betsy Rogers as the first Central Park Administrator in 1979, and they set out to save park operations from an already shrunken staff and dismal resources. Rogers quickly rallied her team around a newly communicated vision, and she established coalitions of community, government, and private sector support.

At the same time, Davis worked with the government to clear hurdles for expanded park staff by creating new job positions that would qualify for federal job training funds.73 He anchored this progress through an Urban Park Rangers program, which brought in fresh, young, and well-educated individuals to improve park operations.74 He and Rogers also made subtle yet noticeable changes to organizational culture, including new uniforms and a customer service–oriented mentality for park employees. Taken together, this all became part of Central Park’s new brand story.

The following strategies outline ways to inspire team member engagement and buy-in throughout the time line of a partnership’s implementation, and to help team leaders realize significant goals along the way.

1.    Establish a clear need or sense of urgency.75

In some cases, this requires leaders to issue a strong call to action, building on independent indicators that a sense of need or urgency exists and is appropriate given the circumstances. In other cases, this can be done by effectively communicating the consequences of not engaging in a partnership (or what will happen if a partnership fails to achieve its goals). In either case, leaders need to address why the particular effort being proposed is essential, and consider its overall compatibility with their team’s core identities.

2.    Build internal and external support.76

Leaders assemble team members with sufficient resources and influence to develop and sustain the life cycle of the partnership. They identify advocates whose beliefs align with the partnership’s goals. They also recruit champions with strong loyalties from throughout the organization, ranging from the base up to the board of directors. Leaders must garner support from key external stakeholders, which may include clients or customers, and focus on ways that support can mitigate potential obstacles for the partnership.

3.    Communicate the new reality.77

Leaders develop a communication plan that builds on team values and articulates a clear image of what is possible in terms of end goals. They provide access to relevant information and engage in open dialogue. It can be difficult to build real commitment unless teams realize what the partnership is intended to accomplish. Staff may need to internalize what success means to them, and how the partnership’s work may or may not affect their role in the organization.

4.    Clear the path for necessary change.78

Leaders work with their governance team, such as a board of directors, to eliminate or modify rules or policies that would prohibit the success of the partnership. They work with management to procure technology and the equipment the partnership needs. Similarly, organizations must dedicate space and time to focus on the partnership’s efforts, sometimes through new team rituals, and must consider necessary organizational shifts to support the goals. Finally, leaders encourage an appropriate risk-taking mind-set in testing and proposing changes that benefit the partnership’s goals.79

5.    Celebrate team member accomplishments.80

Leaders must plan activities around milestones to illustrate visible and practical progress made by their teams and by individual members. Leaders should work to recognize and reward those who are responsible for reaching milestones, and they can use new or existing team rituals to build shared emotional experiences. Such recognition should champion progress with public statements, appearances, and high energy. In doing so, leaders will more effectively reinforce the progress made during a partnership, and the shortened distance toward its new vision.81

6.    Anchor the team’s progress toward goals.82

The progress of partnerships can easily be reversed, particularly when a partnership is still new or if it challenges the previously embedded culture of an organization. Milestones must be anchored, for instance through changes in technology, updates to standard operating procedures, or improvements to organizational structure in support of the partnership’s goals.83 Leaders should consider their team’s values and work to highlight and positively frame changes for team members based on those values. At times, anchoring may require tangible shifts to the organization’s human capital structure: promotions, changes in job descriptions, or new hires.

7.    Create the partnership’s new brand story.84

Partnerships tell a story of how organizations come together to accomplish something new. This story can be one of the most compelling tools a leader has to build and maintain momentum throughout the development of a new or difficult partnership. The story and the shared emotional experiences it reflects reinforce a team’s loyalty to the partnership. It can help team members conceptualize how a shift in operations fits within the culture of the organization itself. Functionally, leaders should include team members formally and informally in the development of the narrative, and consider important brand elements, such as a dedicated logo, color schemes, and marketing for the partnership.

8.    Align the partnership’s vision with the team’s vision.85

The goals of a partnership describe a new reality, and the brand story conveys how that reality fits with the culture, but leaders must also align a partnership’s mission with their team’s beliefs. Overall, both the new vision and each step throughout the partnership time line must support all aspects of a team’s core identities. Outcomes must lead to higher satisfaction among team members and to a new culture of success built around the overarching narrative of the partnership.

Central Park’s long-term narrative, for example, began with the partnership between New York City and Frederick Law Olmstead and Calvert Vaux, the landscape architects who envisioned a design for the park that led to its opening in 1858.86 Every Parks Commissioner and Administrator since then has built on the strength of that foundation, allowing for today’s modern park services, and underscoring every partnership and private donation that continues supporting the park and its success. Doug Blonsky, for example, worked continuously and tirelessly to support the CPC staff over the past thirty-two years, and focused on creating a positive work environment for the entire team during his tenure.87

Throughout the stages of partnership engagement, leaders recognize the need to build and nurture a team’s cross-sector identity.88 They do so by defining core mutual beliefs and by developing shared rituals. They also delineate common values across teams, and create shared emotional experiences by instilling a sense of achievement and pride over the quality of the collective work. Finally, leaders cultivate loyalty to the partnership’s vision and to each other. When leaders are effective at doing this, all members of their organization will be positioned to share in the partnership’s success.

OVERCOMING OBSTACLES

Employing an effective decentralized leadership strategy is a challenging process. Sometimes a team lacks specific leadership skills or experiences and may be unable to make up for those deficiencies. Cost and time can be barriers to working across teams representing a multitude of partners.89 Some organizations face regulatory restrictions governing their staff size or composition—this is particularly true in certain government situations, where additional human capital may be needed but cannot be hired or contracted due to statute.90 Team member or leader attrition, especially during lengthy partnership time lines, can significantly complicate or hinder success.

Decentralized teams in a cross-sector partnership may not be balanced or representative across the five leadership skill sets discussed in this chapter. This is one reason the Central Park Conservancy built and continues to expand a multifaceted training program, codified through detailed program guides, to maintain and upgrade the skills of all team members working in Central Park.91 However, strengthening teams from within is not always a plausible course of action and depends on the goals and activities of the partnership. Leaders may have to build trusted coalitions outside their senior team members to offset skills gaps or shortcomings. This may add additional stress between executive leadership and senior management, or it may result in an unevenness in contributions between partnering teams at different phases of the partnership.92

CONCLUSION

Team leaders are responsible for facilitating a partnership’s ongoing success and must commit significant time and energy to the partnership-building process. Leaders must be cognizant of their team’s emotional health, especially if a partnership is causing difficult or stressful experiences. They must model the partnership’s goals or agenda in their actions and public speeches, and when addressing their teams. And they must constantly strive to inspire trust and confidence.

When working with their counterparts, leaders must ensure that the design and composition of the partnership itself supports an effective decentralized team structure. When operated successfully, partnerships will support collaborative environments that:93

■    Convene leaders representing organizations across sectors that contribute distinct advantages to the partnership, and who exhibit the necessary leadership skills for developing a comprehensive partnership strategy;

■    Coordinate planning with partners who represent diverse and extensive experiences required for the partnership’s theory of change activities, and who possess a range of skills-based capital relevant for accomplishing goals shared across organizations; and

■    Catalyze the collective action of partners with leaders who develop and nurture their team’s core identities, who inspire and guide their teams to actively seek solutions to shared challenges, and who facilitate engagement with additional partners throughout the life cycle of the partnership.

Leading a partnership toward a unified vision of success can be extremely difficult; it is time consuming and requires balancing many factors.94 Even the most successful leaders find this challenging. However, doing so effectively helps teams avoid duplicated efforts, enables teams to learn from one another and generate new or unexpected ideas, and allows teams to develop and share best practices. When partnering leaders understand and employ decentralized team management, they are better equipped to advance mutual goals, share success, and achieve the partnership’s intended outcomes.
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Economic Stability in Afghanistan
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HOWARD W. BUFFETT

By 2009, the U.S. Department of Defense (DoD) was deeply entrenched in military conflicts across Afghanistan. That same year the U.S. government released an updated multiagency Counterinsurgency (COIN) Guide aimed at creating a “blend of comprehensive civilian and military efforts designed to simultaneously contain insurgency and address its root causes.”1 In line with this approach, the Secretary of Defense called on an economic development team to work in tandem with military command in theater to promote stability programs and business development throughout Afghanistan.2 Relying on military assets for the mission was critical, but the team’s combined civilian and military efforts were not combat-related, they were in support of economic stability goals.3 As the COIN guidebook stated, “Non-military means are often the most effective elements, with military forces playing an enabling role.”4 This multipronged approach was also in line with certain Afghan perspectives. In 2008, former finance minister (and future president) of Afghanistan Ashraf Ghani wrote that “collaborative partnerships across state, market, and civil society boundaries” were required to stabilize and rebuild economies in countries such as Afghanistan.5

The mission of the DoD economic development team spanned multiple industry sectors, numerous programs, and many provinces. The team brought together experts and investors from diverse backgrounds to consider “private-sector strategies to create a sustainable Afghan economy.”6 The agriculture sector in Afghanistan quickly became an obvious focus for the team, a perspective that senior military officials also supported at the time.7 This chapter outlines the strategy and project development that supported the DoD’s economic stability efforts in Afghanistan’s agricultural sector, specifically in Herat Province. The importance of cross-sector partnerships between the DoD and a number of private and public sector organizations is also explored.

The DoD’s initiatives addressed underlying economic and infrastructure challenges that led to improved agricultural output and employment in rural areas. This strategy was built on an early iteration of social value investing, with a primary goal of transforming beneficiaries of the programs into shareholders of the initiative’s outcomes.8 Specifically, the management approach and resulting programs treated the people of Herat as co-owners of the investments, with a sense of place-based permanence. Four closely linked and interrelated projects were initiated in the Herat area. These projects (1) increased a community’s production of agricultural commodities and (2) expanded nearby food processing capacity and job opportunities. The initiative also (3) organized large groups of farmers into more prosperous and stable cooperatives and (4) built a new agricultural college and related program capacity to serve important educational and research needs for the country.

AGRICULTURE IN AFGHANISTAN

Afghanistan is an agrarian economy: agriculture is its most important economic activity. Nearly 80 percent of Afghans live in rural areas,9 producing wheat, rye, rice, potatoes, fruits, and nuts.10 However, Afghanistan’s agricultural production faces significant challenges. Fewer than 12 percent of the country’s 161 million acres are arable,11 and a majority of farmers engage in subsistence or near-subsistence irrigated or rain-fed agriculture, cultivating only a few acres or less (figure 7.1).12
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Figure 7.1 An Afghan village surrounded by subsistence farming. Smallholder plots such as those seen here characterize agricultural production throughout the country. Photo © Howard G. Buffett.

In the twenty-two years following the 1979 Soviet invasion, Afghanistan’s agriculture sector grew by only 0.2 percent annually.13 This compares with 2.2 percent growth during preconflict between 1961 and 1978.14 In 2010, the World Bank estimated that an annual rate of 5–6 percent growth (or more) would be required to support the country’s employment and economic needs.15 In addition, approximately 90 percent “of Afghanistan’s manufacturing industry and most of its exports” rely on agricultural production.16

Shortly after the DoD launched its economic development team in Afghanistan, it engaged the Norman Borlaug Institute for International Agriculture (the Borlaug Institute), centered at Texas A&M University. Borlaug Institute personnel traveled to Afghanistan to assess and identify ideal locations to develop new agriculture-based programs. These assessments, outlined later in the chapter, illustrated that investing in Herat Province’s agricultural sector would be an effective way to employ Afghans and improve food security and stability.

FOOD INSECURITY AND POVERTY IN HERAT

Herat Province suffers from pervasive food insecurity and malnutrition. At the time of the economic development team’s first assessments in 2009, one-third of Afghans lived below the minimum healthy daily caloric intake.17 Such chronic malnutrition diminishes physical and mental development for children and limits work productivity in adults.18 Herat’s food insecurity was largely the result of cyclical poverty perpetuated by decades of war and conflict.19 Researchers have documented the link between poverty and recurring conflict in many poor countries. For example, Oxford professor Paul Collier found that 73 percent of the world’s poorest citizens suffered a civil war during the ten-year period between 1993 and 2003.20 Afghans understood this well: in a 2009 survey, 70 percent of those interviewed perceived poverty and unemployment as the major causes of conflict in their country.21

Rural or remote areas often magnify the effects of poverty and conflict because residents lack access to advanced health and human services, wholesale or retail markets for commodities, or steady employment.22 In 2009, over 70 percent of the nearly two million residents of Herat Province were living in rural areas.23 DoD research estimated that approximately two-thirds of these residents were unemployed and that 300,000 additional jobs would be required by 2020 just to maintain the status quo.24 Reports also estimated that this unemployment would spike to as high as 90 percent of residents during winter seasons when reliable agricultural jobs disappeared.25 The Borlaug Institute estimated that 46 percent26 of the residents of rural Herat Province earned less than $2 a day, or about $600 per year.27 Without reliable employment and livable wages, most of Herat’s residents could not purchase nutritious food throughout the year. According to Afghanistan’s Ministry of Rural Rehabilitation and Development, this situation threatened security and stability throughout the province.28 Because of economic instability and unemployment, and because control of the district shifted frequently, the military classified Guzara district,29 a focal point for the development team’s efforts in Herat, as “amber” (transitional conflict).30

The region’s insecurity exacerbated already poor living conditions for its most vulnerable residents. Recurring hunger and limited economic opportunities disproportionately affected women and children in the area, which contributed to a worsening cycle of instability.31 To achieve successful and sustainable development, particularly in areas such as Herat, U.S. government efforts had to consider this. Therefore, the DoD strategy prioritized collaboration with women-focused organizations on economic empowerment programs—with investments going beyond typically funded prenatal, child health, and nutritional projects.32 In fact, engaging and empowering women through agriculture provides the best protection against the long-lasting effects of child malnutrition, according to the United Nations Special Rapporteur on the right to food.33 Connecting these facts from a policy perspective, the Afghan government and the United Nations recently developed a countrywide strategy on women in agriculture. The strategy stated, “Empowerment of women is fundamental to reduce poverty, hunger, and improve food security,” arguing that successful agricultural projects require gender equity and greater economic integration across gender lines.34

A FOCUS ON AGRICULTURAL INFRASTRUCTURE

Food insecurity can corrode social cohesion and prolong conflict around limited natural resources. Agricultural productivity gains in the early stages of development can be indispensable, especially if they demonstrate a visible and meaningful impact on local communities.35 Because of this, Herat’s development plan had to take into account economic, social, and environmental realities, and its strategy had to focus on long-term sustainability rather than short-term assistance. The DoD economic development team determined that one of the most effective ways to do this was to invest in the agricultural sector value chain. As discussed in chapter 4, a value chain typically encompasses the various inputs, activities, and business functions that go into a product’s development, production, and delivery.36 It can be customized to include industry or sector-specific attributes. For example, stability and development programs that aim to support an agricultural value chain must consider year-round access to adequate nutrition as a core component of food security, and as a foundational aspect of prosperity, particularly in rural parts of the world.37

At the time of the DoD’s assessments, Herat’s agricultural sector faced several structural deficiencies: seasonal shocks (such as drought), limited skilled labor, dated scientific knowledge, and market failures along a broken and unpredictable value chain.38 Typically, during the traditional harvesting season from May through October, rural families in Herat produced sufficient staple crops of vegetables and grains.39 During peak season, processing capacity usually could not keep pace with production, nor was there adequate cold, cool, or dry storage for excess crops. Because there were few opportunities for processing, preserving, or storing raw goods, rural families did not have enough food for the entire year. In a province home to tens of thousands of malnourished children and adults, crops rotted in the fields during peak season.40 The need to alleviate market disjunctions in the food supply chain was obvious. The top priority of the project team was to support links between agricultural production and processing to ensure more consistent food availability in Herat and develop a steady source of income for families.

ASSESSING WHAT COULD AND SHOULD BE DONE

Because of the importance of agriculture in Afghanistan, the DoD economic stability team launched a dedicated group focused on agricultural development (the DoD Ag team). The DoD Ag team settled on a broad mission for its agricultural strategy: improve food supply and agriculture-related infrastructure to promote security, stability, and rural development throughout Herat. Because it was relatively secure, Herat was an attractive area for investment. Using counterinsurgency language, the DoD felt it could develop the region as an expandable “ink blot” of stability, which could spread to adjoining, less stable areas.41 As the economic benefits spread, they hoped Herat could drive commercial integration and intracountry trade throughout more of Afghanistan.

The DoD Ag team engaged the Borlaug Institute to identify and assess specific, actionable opportunities for agricultural development across Afghanistan.42 This study identified several important attributes of Herat Province, including its inexpensive and somewhat dependable electricity in the capital, suitable climate for crop growth, soil that was comparably rich, and relatively limited insurgent violence. The assessments also identified some isolated agricultural activities, including fruit and vegetable production, which were promising given the local conditions. These assessments reviewed potential areas for investment, as well as specific projects, using four categories (and a number of subcriteria):

■    Impact: the amount of revenue, employment, and political effect a successful project in the area would generate;

■    Feasibility: the condition of the existing supply chain, including reliable electricity, human capital, and financial investments;

■    Sustainability: the presence of clear and consistent market demand, and dependable logistics necessary for commodity trade; and

■    Speed: the time required to create a desired effect. In an unstable environment, projects that take too long often run the risk of disruption by insurgent actors or by funding interruptions. Therefore, timing was an important consideration to ensure that local communities actually benefited from successful project implementation.

The first four potential project evaluations were for a poultry hatchery, a wholesale market, expansion of a grape farm, and development of a vegetable packaging and processing operation. Between the four, the vegetable packaging initiative received the highest score, in part because it supported and built on other investments in the value chain. The team conducted a preliminary analysis of external activities required to support the vegetable packaging initiative. Figure 7.2 illustrates a rudimentary list of partners and their functions relative to that analysis.43
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Figure 7.2 Adapted from Norman Borlaug Institute Field Surveys and Analysis, this figure illustrates various partners and their functions relative to an integrated vegetable packing and processing operation under funding consideration.

INFORMING STRATEGY DEVELOPMENT

Following the research and assessment phase, the team developed a strategy centered on improving farm outputs, filling gaps in agribusiness processing, and driving demand for agricultural sector jobs. Further, these efforts strengthened the production, agribusiness, processing, livestock, crop, and horticulture subsectors of the broader agricultural industry throughout other parts of Afghanistan.

Many of the programs aimed to help farmers cultivating between one and five acres of land (figure 7.3). This group’s support would be valuable for rural long-term stability efforts because these farmers were often members of prominent local governing councils. They accounted for 60 percent of the population, farmed 80 percent of the land, and produced more than 80 percent of the agricultural output.44 When income increased for these farmers, so would the demand for rural nonfarm goods and services, which would create economic multiples and drive employment for many of the poorest citizens. Research indicated that this type of “middle market” farmer would more than double agriculture employment growth in Herat’s economy between 2010 and 2020.45
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Figure 7.3 A smallholder farmer cultivating land in central Afghanistan. Photo © Howard G. Buffett.

Strategy development benefited from hundreds of in-field missions for data gathering, farmer interviews, and relationship building. Time in the field is particularly important when working with rural communities because it allows for consistent contact and for collaborative working relationships to develop. The team engaged local agribusiness and learned about the state of quality assessment and quality control, food safety, processing capacity, and product sourcing. Regional military commands were making their own investments in local agricultural development, which factored into the strategy, as did the existing capacity of farmer support services and programming at Herat University, especially as it related to cooperatives in the area.

The strategy also had to align with the broader military missions and the preexisting objectives and resources of U.S. and NATO forces in Afghanistan, which included:

■    Supporting operational needs of commanders in the field;

■    Maximizing measurable results in the early months of operation; and

■    Prioritizing opportunities for market-driven solutions.

The DoD Ag team strategy led to four mutually supporting projects in areas around Herat Province. The first project helped a group of rural farmers improve their access to underground water so they could irrigate their crops and expand their food production. The second project built nearby food processing centers, allowing expanded crop production to undergo value-added processing (turning tomatoes into tomato sauce, or wheat into flour for cooking). These centers also provided jobs, equipment, and training for underemployed women and increased local demand for raw agricultural commodities. The third project focused on forming cooperatives for large groups of farmers who were further out from the city of Herat. By pooling their resources, farmers could get bulk discounts and diversify their risk. The final project included construction of a new agricultural college at Herat University, along with staff resources, training, and laboratories for critical agricultural research.

MAKING THE STRATEGY WORK

The team developed its plans in line with the State Department’s recommendations in its “Afghanistan and Pakistan Regional Stabilization Strategy.”46 In broad terms, the strategy had four focus areas with objectives and implementation methods for each.

Strategic Area 1: Regenerate Agribusiness Value Chains

The team facilitated infrastructure and equipment investment to spur business creation and fill gaps in local supply chains by addressing market failures. Objectives included:

■    Improve crop production and inputs;

■    Prevent postharvest loss (through cold, cool, or dry storage);

■    Increase processing capacity and market access;

■    Enhance water usage and irrigation; and

■    Deliver resources and appropriate mechanization to cooperatives.

Agribusiness development in this strategic area relied on joint civilian-military efforts to connect farmers and farmer associations to markets through trade corridors, and it supported transborder facilitation.

Strategic Area 2: Invest in Farmer Development

The second strategic area supported farmer access to improved extension services. Extension programs, often operated as partnerships between local governments and universities, provide farmers with applicable scientific knowledge through non-formal education and training (by extending research and the classroom to the field).47 Improving extension would improve technical assistance to farmers through better procedures, curriculum, information delivery, and outreach services. This also supported a secondary goal of regaining rural support for the local Afghan government.

DoD partnered with leading U.S. agricultural extension universities (including faculty at Texas A&M University and the University of Nebraska-Lincoln) to gain their expertise.48 DoD also partnered with a new initiative, the Center on Conflict and Development, to add staff and research capacity focused on agricultural development in conflict regions, with an initial focus on Herat.49

Strategic Area 3: Grow Demand for Ag Sector Jobs and Cooperatives

The team prioritized increases in agricultural production through support to cooperatives. The main objectives were to create jobs and increase rural household income and prosperity. This also led to support for labor-intensive programs, such as watershed rehabilitation and rebuilding irrigation infrastructure, to help reintegrate former combatants into the economy. The team cooperated with initiatives already under way, such as the U.S. Agency for International Development’s Local Governance and Community Development program50 and the Commander’s Emergency Response Program (CERP) operated by the military.51 The team could then influence preexisting strategies and direct funding and support into related programs. Overlapping with existing government programs through interagency collaboration meant agribusiness activities and stability operations would be better coordinated and better resourced.

Strategic Area 4: Expand Agricultural Education and Research

The team’s final strategic area focused on the development of long-term national agricultural education, including infrastructure, curriculum, and both practical and advanced research capacity. The team worked with existing faculty and staff at Herat University’s College of Agriculture, as well as with the district office of the Afghan government’s Ministry of Agriculture, Irrigation, and Livestock (MAIL). Specific objectives for this strategic area included:

■    Expand the overall knowledge base for the agricultural sector through instruction and research;

■    Improve the quality of technology transfer from university research to producers;

■    Increase extension and outreach services provided by staff of the university and the Ministry of Agriculture; and

■    Provide linkages between farmers and local and regional sales markets, including capability for international exports.

INTEGRATING SOCIAL VALUE INVESTING

The DoD Ag team’s strategy used an early version of the social value investing framework described previously. Specifically, programs closely aligned with the framework’s people, process, and place elements.

People

By partnering with the Borlaug Institute, the DoD Ag team accessed world class talent, broad skill sets, and deep knowledge bases. The Borlaug team provided leadership and expertise needed for effective local capacity building and for identifying outside resources to support the program. Team members had training and advanced degrees in numerous agronomic subjects relevant to the strategy: agronomy, horticulture, marketing, quality control, value-added processing, cooperatives, extension, university education, and livestock. The team operated in a decentralized manner, conducting field visits throughout the villages and, at times, provinces around Afghanistan. They worked with local communities on a daily basis to identify opportunities to unlock intrinsic value that would have otherwise gone unnoticed by outsiders.

Process

The team’s partnership process resulted in an expansive cross-sector approach, organized as a holistic value chain solution for the local community in Herat. The team recognized that a single break in the value chain would likely mean that funds invested upstream or downstream of that disruption would fail to have a sustained impact on a community. This collaborative approach required equipping and empowering people and institutions throughout the province, and it required new mechanisms to get products and services to market and create sufficient return on stakeholder investment. The team developed a simple value chain analysis mapped against the initiative’s key strategic areas (see figure 7.4).

[image: image]

Figure 7.4 Value chain analysis helps partners develop a comprehensive overview of program activities and gaps to fill in a region’s economic system. This diagram maps out aspects of Herat’s agricultural value chain within the context of the DoD economic development team’s four strategic areas.

Place

The team’s place-based strategy focused on investing in regional ownership and management to integrate local context into the design, development, and deployment of all aspects of the initiative. Stakeholders (including community groups and local political leadership) were involved in decision making from the beginning. These stakeholders were willing to coinvest their time, energy, and expertise in building a functioning, long-term, and healthy economic system that engaged the community in addressing its own challenges and maintaining long-term solutions. The DoD Ag team partnered with local institutions—both cooperatively and privately owned—as coinvestors in the projects. As articulated at the time, this strategy intended that the population receiving the benefit would become shareholders of the project’s outcomes rather than remain reliant as dependents on foreign assistance or donor aid.

The people, process, and place elements of social value investing were all represented by the initiative. Furthermore, financing for the program followed many of the principles of the portfolio element of social value investing. However, the programs relied heavily on the place-based aspects of the framework through locally driven project development and economic ownership for the communities.

HERAT’S PLACE-BASED INITIATIVE

Following the assessments and evaluation of proposals, the DoD Ag team identified four program areas for Herat’s place-based initiative.

Increase Community Production

Creating an economically sustainable model requires a comprehensive suite of solutions to fill gaps along the value chain. One critical gap in Afghanistan’s agriculture sector is access to water and irrigation infrastructure for crops. Herat is a semiarid climate, and irrigation is required for most crops during the dry season.52 Afghanistan once had an elaborate system of wells and belowground irrigation canals (called karez), but much of it was destroyed by decades of war and conflict.53 Conflict also hampered modern water management, resulting in inefficient resource use upstream (through methods such as flood or furrow irrigation) inadvertently harming farmers downstream by depriving their crops and livestock of water. Flood irrigation requires very little infrastructure, but it is incredibly wasteful and inefficient.54 Modern irrigation applies water through a long line of sprinklers that pivots in a circular pattern over large areas of land, often 160 acres. Such pivots apply water relatively slowly, can use low-pressure nozzles, and can reach as high as 98 percent water application efficiency. By comparison, flood irrigation is only 40 to 50 percent efficient.55 However, pivots typically require large fields and specialized maintenance, and they are capital intensive.

During the assessment phase, the Borlaug Institute spent time in a district east of Herat City, in the Rabāţ-e Pīrzādah village.56 The head of the local governance council (called a shura), Ghulam Jalani (figure 7.5), welcomed the DoD Ag team into the community to consider how the village could be more prosperous. Members of the community, as well as the Ag team’s assessments, identified the lack of irrigation as a chief constraint for crop production.57
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Figure 7.5 Ghulam Jalani with a center pivot irrigation machine, installed in 2012, outside of the Rabāţ-e Pīrzādah village. Photo courtesy of Saboor Rahmany.

Some community members had seen a small demonstration irrigation pivot in Kabul and proposed the system as a solution for their farms. Jalani, a local farmer himself, knew that this project could make a significant difference for his village, and he worked closely with the DoD team to develop ideas. At first, it was unclear how a center pivot covering a large area could meet the needs of many individual small-scale farmers. The community proposed that its farmers coordinate their production cycles, adjust field boundaries, and grow complementary crops in specific zones under the pivot.

With community approval, the DoD Ag team evaluated well sites and tested water availability.58 They then managed procurement, delivery, and construction of new pivots, as well as maintenance and operations training programs with Herat University. Project success depended on a long-term and substantial commitment from the governor of Herat, who provided additional electricity infrastructure to power the pivots. Local government officials were continuously engaged to maintain their support for the project and to build support for similar projects based on lessons learned. In addition, the Borlaug Institute arranged for new varieties of crop seed to be available for sale to the farmers, so that they could take advantage of the improved water supply.59

Previous experience and contacts with global irrigation companies expedited the design and shipment process for the pivots, and the local community was eager to deploy the systems and benefit from better access to scarce water resources. By providing high-efficiency moisture application, these farmers could significantly increase yields for their wheat and double crop plants such as melon, cucumber, onion, eggplant, or tomato.60 This was especially important during the low rainfall months.

Near Herat city is the Urdu Khan Research Farm (a government-sponsored demonstration farm and research facility).61 Researchers at the farm were similarly interested in deploying a center pivot to conduct field research and rigorous data collection and analysis. Urdu Khan, the DoD team, and Herat University partnered on a research program to inform expanded use of irrigation systems in Herat and potentially elsewhere in Afghanistan. This included adaptive and comparative research on varieties of corn, cereals, and other vegetables and plants.62 Following this project, the World Bank issued a tender for improved crop inputs and capacity development at Urdu Khan through its Afghanistan Agricultural Inputs Project (AAIP) initiative.63 As of 2016, the Afghanistan government’s Ministry of Agriculture, Irrigation, and Livestock was actively working to expand this project and its research at the Urdu Khan facilities.64

Build Community-Based Value

Increases in crop production meant increases in raw produce as well. It was critical that additional output from the pivots be met immediately with expanded value-added processing capacity. Otherwise, local prices could suffer, and excess production might spoil.65 The DoD Ag team worked concurrently on new, women-owned cooperative food processing centers. These centers were reasonably straightforward to develop with short start-up times, they increased living standards for employees, and they helped stabilize local food supplies. New jobs and improved food security also created positive visibility in the communities, which yielded additional direct short-term benefits.

Simple food processing activity was already taking place in communities neighboring the center pivot projects. A local Afghan NGO, for example, focused on providing jobs for women by supporting in-home, rudimentary operations. However, these activities were limited in scope and had little or no quality control (figure 7.6a). The DoD Ag team hoped to leverage the preexisting relationships and experience in place and collaboratively established new Women’s Food Processing Cooperatives (WFPCs).

The team conducted a thorough planning process, integrating the full range of stakeholders. In line with the social value investing framework, the team ensured that local Afghan community members played a leading role in designing each processing center and collaboratively developed marketing and distribution plans. These plans integrated local production and logistics information and provided a clear path for market expansion to Herat city and other rural towns. The team worked with technicians and employees at the centers to differentiate their product lines and expand processing operations from the current crop-dependent schedule of six to eight months to a more consistent schedule of nine to ten months. With proper training and equipment, the centers’ employees learned to meet quality and control standards (which was necessary for exporting), and the rural processing centers became profitable, self-sustaining, and scalable (figure 7.6b).
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Figure 7.6 (a): In-home preparation and sale of processed goods in 2010 before project investments into the community. (b): A thriving cooperative store in the Herat area selling the community’s processed goods in 2017, years after the cross-sector partnership concluded. (a) © Howard W. Buffett, (b) courtesy of SIPA Case Collection.

Local residents worked with the team to build small-scale hot houses fitted out with the necessary supplies and equipment. This allowed local growers to jump-start production for the first growing season and provide high-quality produce to the food processing centers very quickly. By allowing farmers to grow fruits and vegetables throughout much of the year, the hot houses extended the time line of income-generating activity for farmers and employees at the processing centers. Developing the WFPC program included the training of technicians to assume responsibility for the full-spectrum of business and processing operations as well as creation of a maintenance fund for the building and equipment.66

Upon completion, the WFPC immediately led to new full-time jobs for local women, with a strong prospect for additional jobs as operations expanded. More goods and capital were exchanged between local farmers and the rural processing centers, and the production of pastes, sun-dried fruits, jams, and jellies processed from locally grown and harvested vegetables and fruits showed a significant increase.

This all led to a successful agricultural development model that was transferable, sustainable, and scalable for other parts of rural Afghanistan, especially other communities with similar demographic, economic, and political characteristics. The DoD Ag team focused on this effort because the early agricultural assessments indicated that fruit and vegetable processing had a high potential for success. Over time, the team continued to provide expertise, capital, and infrastructure to develop more fruit and vegetable cooperatives, also run by women.

Project team leaders for the WFPC adhered to two critical guidelines. First, they ensured buy-in from the local stakeholders every step of the way. Second, they maintained consistent stakeholder communication to ensure that funders and implementers were delivering a project that met local needs. The team engaged local stakeholders from the outset of the project, investing the time and energy to develop trusted relationships. Furthermore, the team did not develop the project until invitations for the initial assessments were received from the local shura and from the preexisting NGOs.

The community also assisted by helping to secure a location for the team to work while they oversaw the project and by maintaining frequent communication during program development. It was a truly balanced partnership; each group brought their own skills, expertise, and resources, and the project team coordinated outside private sector capital to construct the processing centers. Collaborative planning and open communication in the early stages of project implementation proved critical for success.

Ultimately, the program established stable, women-owned and -operated cooperatives that sourced, processed, and marketed local fruits and vegetables in Herat and the surrounding region. One of the processing centers, in the village of Ziaratja, prospered very quickly (figure 7.7). A year after the center opened, Afghanistan’s minister of agriculture named the center’s leader, Zainab Sufizada, the best commercial farmer of Herat Province.67
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Figure 7.7 (a): Zainab Sufizada’s in-home processing operation in early 2011 before the cross-sector partnership. (b): A cooperative food-processing center operated by Zainab in late 2011, around the time of the project’s completion. (a) © Howard G. Buffett, (b) courtesy Mark Q. Smith.

Establish a Community-Centered Cooperative Model

Rural farmers’ associations existed in Herat long before the DoD Ag team began working in the area. However, farmers often struggled because their operations were small and they had rudimentary equipment, usually limited to hand and animal power.68 In rural areas, food from locally produced crops was readily available only during the growing season, but farmers frequently had to sell or eat what they grew immediately because there were few ways to store, package, or ship crops after the harvest.69 Farmers’ associations could not adjust production to changing market conditions, and income levels varied wildly throughout the year. Without better production and marketing capacity, the agriculture value chain remained disjointed, and rural citizens faced food insecurity and hunger throughout much of the year.70

To address these challenges, the DoD Ag team worked with the Borlaug Institute to establish a large farmer-owned group of cooperatives, the Herat Cooperative Council Growers Association (Cooperative Council). The project organized more than fourteen hundred farmers across several districts into “producer associations.” These associations connected farmers to processing facilities so they could access more reliable markets. This project complemented other projects implemented by the regional military command, which was in charge of security forces in the Herat region. This, in turn, supported more secure conditions for sourcing food, more equitable market prices, a more stable rural economy, and, most important, a sense of hope for a better life.

The Cooperative Council helped organize business activities and provided technical advice to fruit and vegetable grower’s associations in each active district. This initiative served three primary functions. First, it provided assistance to the coalition forces and Afghan communities through security, stability, and economic investments that would encourage conditions for reconstruction and development. Next, it assisted the adoption of effective business models among rural farmers and agribusinesses that were open, transparent, and reliable. Finally, it developed a comprehensive farm-to-table approach for small fruit and vegetable growers.

The DoD Ag team worked with Afghanistan’s Ministry of Agriculture and Herat University’s College of Agriculture to enhance the university’s applied research for improved fruit and vegetable cultivation. It also provided technical assistance including field inspection staff, crop variety selection, advice on planting and harvest dates, evaluation of soil fertility and water use, integrated pest management plans, and diagnostics on fruit and vegetable growing problems.71

In turn, the Cooperative Council supported adoption of new methods and technologies to compete with products from other countries (such as imported wheat from neighboring Iran). For example, the Council was better able to identify market demand fluctuations and forward pricing, and schedule increased or decreased processing capacity as a result. It also improved brand identity for local products. Jointly with the DoD Ag team, the group trained farmers in the cooperatives on how to develop business plans, including distribution, advertising, and overall market growth. Furthermore, the group identified supporting customer services that would increase market share for its raw goods and for the food processing center’s products.72

The Herat Cooperative Council Growers Association aimed to reduce hunger, poverty, and conflict by increasing economic well-being and food security in Herat’s rural communities. The initiative worked to coordinate on-farm planning, assist in the timely production of vegetables, and develop skills that Herat’s subsistence farmers needed to operate their rural fruit and vegetable farms. It also developed programs to provide literacy and technical skills these farmers did not have. The projects used or augmented existing agricultural infrastructure, which made them more likely to succeed. Moreover, the strategy developed small- and medium-size farms and strengthened local value chains, including the weak links, such as research and development, production, processing and preservation, and distribution.

In the first year of operations, funding from the development team provided base salaries for Afghan field consultants to work on quality control issues with participating farmers. In addition to providing a framework that would create new rural jobs, the field consultants advised the Council on operations critical to each surrounding community: crop planning, marketing, weed and pest management, and equipment maintenance and operations. From a trade and sales perspective, the training focused on developing marketing channels and on logistics such as shipping and payment processing. These activities increased participants’ professional and technical skills, bolstered the long-term economic viability of each village, and reduced the need to migrate from rural areas to city centers.

The program worked quickly to engage the fourteen hundred small-scale farmers identified across key villages and added new extension staff who could support agricultural efforts.73 University staff and students were involved in a collaborative exchange of data and information. The Council supported financial instruments for contracts and cooperative planning for more efficient product delivery. The DoD Ag team hired local staff as technical field personnel who could resolve issues the farmers faced, and this staff developed training for self-directed leadership based on improved and more accountable business practices.

In the end, the Cooperative Council initiative was a co-ownership model truly emblematic of the social value investing framework. By design, the model was directly applicable to other regions across Afghanistan. It was immediately scalable to twenty-seven thousand small-scale farmers in four surrounding districts to support the larger area’s development into a reliable source of products for wholesalers, processors, and exporters.74 The Council helped stabilize the region and improve the perception of Afghanistan’s military security there. The partnership also strengthened relationships between the government of Afghanistan and coalition forces—and support for the U.S. presence among local Afghans.

Invest in Long-Term Stability: Herat University

In addition to supporting a resilient end-to-end agricultural supply chain, an integrated development model requires investment in place-based institutions to advance human capital, conduct research, and translate academic expertise into value for farmers. To this end, the DoD Ag team worked on construction of a new agricultural college at Herat University. Agricultural colleges are one of the most important building blocks of a thriving, stable, productive agrarian economy. As institutions of higher education, they are committed to the long-term development of agricultural sciences, horticulture, and related subjects.

Plans for a new agricultural college at Herat University began years before the DoD Ag team arrived. The framework of a partially constructed building stood on campus for years, incomplete due to a lack of funding and political support.75 The DoD Ag team obtained the original blueprints for the building’s construction and worked with the university, the Borlaug Institute, and local contractors on cost and time estimates to complete the facility. The team had experience with this kind of project, having previously coordinated construction of the Dr. Abdul Wakil Agriculture College building at Nangarhar University in eastern Afghanistan.76

Once complete, the new agricultural college at Herat University was able to house thousands of students studying in existing agriculture-related departments as well as new departments created by the program (figure 7.8).77 The college was fitted with advanced laboratories for commodity and soil testing, and 130 students were able to learn from laboratory instruction at a given time.78 The DoD Ag team also coordinated equipment procurement, greenhouse construction, supplies for current and future operations, and provided technical expertise.
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Figure 7.8 (a): Herat University’s agricultural college building sat partially constructed for years. (b): It was completed in 2013 as a result of the collaborative efforts of numerous partners. (a) courtesy of Lou Pierce, (b) courtesy of Richard Ford.

New programs provided the training and technical capacity for farmers in the area to increase production, meet advanced processing needs, and gain the skills and knowledge to access markets. By building an institution centered on enhancing agricultural productivity for years to come, the team anchored the other agricultural projects in the region—creating a truly comprehensive partnership process for one of the largest long-term stability challenges in Afghanistan.

As a first step, the team established a research-training program to train agricultural faculty to use the new laboratory facilities. This program was also open to regional agricultural ministry personnel, local staff of the UN’s Food and Agriculture Organization, as well as workers from a local flour processor.79 Prior to this program, neither the agriculture faculty nor the regional government staff had access to this type of advanced laboratory or the requisite training in analytical methods.80 The community benefited directly as the quality of teaching and research at the university improved significantly, as did the value of the government’s services to farmers. Rather than an academic research lab for a limited few, this project emphasized the importance of teaching and extension efforts to engage many in the agricultural community. The university developed a uniform curriculum of twelve classes that covered basic statistics and laboratory practices, lab work, and exams.81 It opened the course to all students, regardless of their gender, religion, background, or area of study.

Although some of the students failed the initial assessment test required to enroll in the course, these students worked with the instructors to develop a special independent study program outside of normal business hours. Fifty-five students enrolled in the first one-month program, of which fourteen were from outside the university (nine from the regional government).82 During interviews, the instructors spoke highly of the motivation of the students, especially because many of them were taking the course in addition to their normal employment or academic obligations. The class demographic was unusually diverse, attracting both men and women.

WHAT CAN WE LEARN FROM THE AFGHANISTAN INITIATIVES?

The development team’s community-driven approach created a comprehensive and complementary set of place-based solutions for farmers in Herat. Each project aligned with the implementation strategy’s four strategic areas:

■    Investment in Farmer Development and Production was supported by the Herat center pivot irrigation systems, which allowed for more quantity and consistency of production.

■    Regeneration of Agribusiness Value Chains was supported by establishment of the Women’s Food Processing Centers, which provided new processing capacity to meet the increase in production from the center pivots.

■    Growth of Agricultural Sector Jobs and Cooperatives was supported by the Herat Cooperative Council Growers Association, which organized farmers for economies of scale, broader distribution and wholesaling of food, and a reduction in unemployment.

■    Expansion of Agricultural Education and Research was supported by the new College of Agriculture at Herat University, which provided support for the entire agricultural sector through extension, workforce readiness, technology transfer, cooperative advancement, and technical staff.

The Herat initiative was the most comprehensive set of place-based projects undertaken by the DoD’s economic development team, and it was an invaluable field test for the social value investing framework.83 This initiative was the team’s most ambitious effort to build cross-sector partnerships for agriculture in Afghanistan, and it engaged stakeholders across the entire agricultural value chain. The development team’s experiences in Herat were unique given the complexity of the setting, the resources brought to bear, the challenges, and the partners involved. Nevertheless, some of the lessons learned may be applicable to agricultural development projects elsewhere.

To succeed, these projects required local buy-in and the commitment from community residents to contribute what they were able to, such as the specialized labor for the women’s cooperatives. Building local buy-in may take time and is challenging in high-risk environments, but it was a significant contribution to the on-time and on-budget delivery of services—particularly the equipment installation and training at the women’s cooperatives and the successful implementation of the center pivots and the university training and development programs. The Herat team built productive working relationships with the military, USAID, and foreign government entities operating in the province, which further strengthened the programs.84

The working relationship between the U.S. and Afghan governments, private investors, and public institutions was a uniquely appropriate military-civilian collaboration for stabilizing the local environment. NGOs and the private sector often can move quicker and with more flexibility than government. Millions of investment dollars from public and private funding poured into Herat in alignment with the U.S. government’s objectives for regional agriculture and stability operations.85 Furthermore, funders would not have had the opportunity to survey these initiatives without support from the military for transportation and security. We have found only limited instances of cross-sector partnerships with military-civilian collaboration in conflict settings that combined private sector investment and philanthropic support for stability operations.86

Significant cultural barriers between the military, private sector, and the NGO community remain, but a clear and coordinated plan to facilitate cross-sector partnerships can overcome organizational differences. Under such difficult operating conditions, this was important for developing effective programming that did not solely rely on traditional fee-for-service contracts. The DoD Ag team acted as a broker for efforts in the region; in future partnerships, a similar secretariat could provide clear communication and manage various activities, relationships, and cultural nuances that develop throughout the partnership.

The Herat project looked comprehensively at the entire agricultural environment, well beyond isolated aspects of the agricultural industry. Addressing only one dimension of agricultural development could lead to more harm than good. Focusing on farmer production alone may serve a rural population’s needs for a short time, but failure to link those farmers to broader market opportunities could be disastrous.87 The assessment team saw this in parts of Afghanistan when farmers had a bumper crop but faced bottomed-out market prices. Some five thousand farmers in a district the Borlaug team evaluated planted tomatoes with the promise of later selling them to a development-aid-funded processing plant. However, these farmers were told four years in a row that the local “market disappeared” when they went to sell, and they were left with excess production and struggling incomes.88

The team’s assessments in Afghanistan relied on an expansive, context appropriate value chain analysis that looked at various links between training, crop production, processing, and marketing. The assessments informed key investment and resource allocation decisions such as focusing on vegetable and fruit processing and cooperatives. But the Herat project went beyond business supply chain analysis by factoring in the physical and human costs and benefits of the project. By implementing programs to improve human capital, cultivation methods, and the capability of agricultural institutions, the Herat team created a framework to strengthen the links in the value chain and create a healthier economic system that included support structures for agribusiness that have prospered in other places.

The teams focused on engaging experienced local management, and on fully integrating local preferences into strategic planning and program implementation. The team’s early assessments ensured that the necessary local capacities were in place to create effective partnerships. This was a productive collaboration between the government, private sector, philanthropic organizations, local NGOs, and the community, and everyone involved shared in the program’s successful outcomes.89


[image: image]

CHAPTER EIGHT

[image: image]

The Place Framework
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Collaborative and Inclusive Partnership Planning
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HOWARD W. BUFFETT

Debate between scholars and practitioners over the need to shift broad economic development policy and implementation toward regionally contextual, place-based strategies has intensified over the past decade.1 Interest and investment in place-based initiatives among funders, ranging from economic development institutions,2 to private and family foundations,3 to U.S. government agencies,4 has helped fuel this debate. Neither the concept nor practice is new, but the financial crisis and great recession of 2007–2009 prompted reexamination of traditional economic development models.5 As a result, place-based initiatives received greater attention, including new research and expanded dialogue by think tanks6 and academic institutions.7

Initiatives are often considered place-based when they bring together multiple partners and stakeholders to develop long-term, comprehensive strategies that support or revitalize a defined geographic area8 such as a neighborhood or a community.9 These initiatives attempt to improve social conditions by integrating contributions from funders, implementers, and stakeholders. They form and interconnect programs and services in the given place, often using a common analysis framework for defining and evaluating measures of success.10 In effect, place-based initiatives are intended to concentrate and coordinate resources, and when designed well, they empower local stakeholders and engage them in the design and implementation of how those resources are deployed.11

The programs in the Afghanistan case exhibited many of the characteristics of a place-based approach. Partners coinvested their time, energy, and resources in a set of interconnected programs in and around the city of Herat. Stakeholders in the area worked together with government agencies, foundations, NGOs, and others to design, plan, and carry out the overall partnership. Local entities, ranging from community councils to the public university in Herat, took ownership of the projects, determined program governance, and codeveloped priorities and time lines with the other partners. The initiative’s funders and implementers entered the partnership with a specific mentality, treating the community and other stakeholders as true shareholders, or permanent co-owners of the investments being made.

Overall, the approach was supported by an important sense of place, it built on a disposition of longevity, and it engendered stewardship among all partners over shared resources.12 The management approach of this particular case, and the resulting collaborative attitude between partners, may have been somewhat unusual, but we believe the lessons from its stakeholder focus are important.13 This focus built trust and encouraged cooperation between community members and local organizations, and it prompted partners to emphasize programs and investments that would yield positive results over the long run. Each of these aspects, fundamental to the social value investing approach, was critical to the initiative’s overall success.

In this chapter we will explore ways in which funders, implementers, and stakeholders can work together in partnership through commitments to candid and open dialogue, accountability, and active participation between teams. We discuss ways to support inclusive engagement and consensus building through a joint scoping exercise, and the need for principles that reinforce collaborative ownership. Finally, we outline a process for partners to mutually determine how they prioritize projects through a scoring methodology based on partners’ preferences and priorities. This common analysis framework, called the Impact Balance Sheet, is a tool that helps partners cooperatively evaluate program options and plan activities throughout the life cycle of a partnership.14

INCLUSIVE PLANNING REQUIRES INTENTION

Cross-sector partnerships involve participants from numerous organizations differing in size, scope, and mission, and with differing timetables and priorities.15 These participants have to collaborate under diverse leadership styles, and they have to balance their organization’s respective objectives, requirements, and resources while working toward common goals. However, few organizations have adopted norms, guidelines, or standard operating procedures for how they will plan and interact with other participants in a cross-sector partnership.16 This is especially important when collaborative efforts involve neighborhoods, community-based organizations, or individual stakeholders with a highly vested interest in the activities or outcomes of the partnership.17 The absence of widely established principles for stakeholder inclusion in place-based development can result in stakeholder disenfranchisement, can lead to harmful unintended consequences, or can create resistance to a partnership’s objectives.18 Not only does this present moral considerations,19 it is also problematic when solutions to complex societal challenges require the willful, active, and coordinated participation of many diverse individuals and organizations.20

Almost by default do investors or donors enter a partnership in a position of power or control because they can stipulate requirements for their funding.21 Often this allows them to set the agenda, determine the goals, unilaterally make major capital allocation decisions, and even micromanage the activities of other partners.22 As a result, funders may end up imposing their approaches or beliefs on the cooperating organizations whether or not those views are accurate or appropriate for a given context.23 This means a partnership’s goals may be overly “top down,” may fail to account for stakeholder preferences or customs, or may fail to identify a problem’s root causes.24 Similarly, when implementation partners respond to requests for proposals or tenders, it positions them to prioritize the wishes and perspectives of the funder above all others. In these cases, delivery of a partnership’s programs could be based on misperceptions, uniformed assumptions, or biases rather than on a community’s true needs or interests.25

For cross-sector partnerships to be effective at providing lasting solutions to problems facing society, funders, implementers, and stakeholders alike must be involved in a partnership’s decision-making process.26 As was done in the Afghanistan case, leaders and participants across organizations should view partnerships as a long-term coinvestment of their time and resources, and stakeholders should be treated as co-owners of the partnership’s outcomes.27 Partners should mutually design the scope of the partnership, develop and follow cooperative principles, and determine agreed-upon responsibilities between participants.28 Doing so will result in an effective partnership strategy that guides the goals, implementation, and outcomes of the engagement, as well as its governance and the resolution of conflict.29

COOPERATIVE PRINCIPLES FOR PLACE-BASED COLLABORATION

Teams in a partnership have unique underlying core identities, and what goes into developing and strengthening those identities is outlined in chapter 6.30 For example, teams often engage in important rituals that maintain team cohesiveness, and they hold loyalties toward their organization, fellow members, or leaders. Teams strive toward ideals and values, and team members all go through a variety of shared emotional experiences together. Finally, teams often share a set of common principles that guide their thinking and the execution of their work.

Similarly, partners working collaboratively must share a set of common principles to guide their cooperation throughout the partnership. Funders, implementers, and stakeholders will have diverse preferences and priorities that may come into conflict, and cooperative principles are critical for supporting ongoing work at challenging times. As collaborative efforts become increasingly complex, cooperative principles can help guide ongoing program development and support effective teamwork between partners. The following principles are relevant to cross-sector partnerships engaging in place-based strategy deveopment:31

Inclusive Engagement. Effective planning of place-based strategies includes as many stakeholders as possible who have a vested interest in the activities and outcomes of the partnership. Partners should conduct exercises to assist with stakeholder identification, mapping, and assessment to help develop engagement strategies. Partners also may conduct scoping exercises to outline programs and help guide decision making early in the partnership. The scoping method (discussed later in this chapter) can assist partners in understanding partnership activities and outcomes in relation to stakeholder preferences and priorities. This is especially important due to the imbalance of power among partners; funders and implementers must embrace inclusive participation and allocate time and resources for consensus building. Doing so benefits the partnership by helping to avoid barriers and opposition to program selection.32

Committed Leadership. Organizations and stakeholder groups working together must have leaders committed to the goals and outcomes of the partnership. These leaders must establish teams responsible for specific activities and outputs throughout the time line of the partnership, otherwise the collaboration itself is unlikely to survive. Each partner should identify the individuals, including representation from their organization’s senior leadership, who will support inclusive engagement and advance partnership goals. Leaders should invest time outside of their partnership teams as well so the goals of the partnership are fully understood and embraced by the entire staff of participating organizations.33

Mutual Accountability. Initiatives must articulate methods of accountability between partners’ respective ownership teams and the stakeholders or members of the local community engaged in the partnership. Partners must mutually develop a set of high-level guidelines to support one another during partnership development and to help establish appropriate expectations regarding program activity. These guidelines may govern conduct between members or outline specific responsibilities undertaken by the partners. The resulting responsibilities must take into account the differing roles, strengths, and activities of funders, implementers, and stakeholders within the partnership.34

Recognition of Progress. Designing, building, and managing cross-sector partnerships is complex and difficult work that requires ongoing effort. Sometimes partnerships occur over protracted periods with lengthy program time lines that can suffer from stagnation or lead to partner disengagement. Teams and communities alike benefit when milestones are celebrated, partners are brought together frequently, and progress is recognized toward the partnership’s goals. Continually recognizing progress is self-reinforcing—it encourages ongoing participation, supports consensus building, and encourages participants to constantly build on relationships and reinforce mutual commitments.35

Participatory Decision Making. Inclusive partnerships use open and transparent processes to guide governance; this is particularly important for program selection criteria. Effective place-based strategies draw from evaluation models developed cooperatively across partners and stakeholder groups. Similar to the analysis framework outlined later in this chapter, these models help partners customize measures of success, analyze program options, and revise objectives as necessary. To avoid inadvertently excluding stakeholders, the funders and implementers in a partnership must actively support necessary participatory decision-making activities. Initiatives must incorporate ways in which participants can constantly share information and engage in open and honest dialogue.36

Continual Improvement. Partnering organizations must support methods for continual process and program improvement throughout strategic planning and partnership implementation. Resources will be required to develop tools and methods to monitor, evaluate, and report the progress of programs. Partners must ensure there are opportunities for communities or individuals to contribute ideas, viewpoints, and commentary throughout the life cycle of the partnership. Furthermore, initiatives must use effective feedback loops to capture lessons learned, share insights across organizations and individual stakeholders, embrace best practices, and avoid unnecessary activity or the duplication of efforts.37

This is not an exhaustive list, and partners are encouraged to expand on these principles in ways that are relevant for their specific programs and working environments.

Creating an effective and collaborative environment for participants in a cross-sector partnership relies on principles with a common theme: stakeholders must be proactively engaged throughout the design, development, and deployment of place-based strategies.38 Funders and implementers must be inclusive and welcoming of stakeholders ranging from community individuals to local political leadership to community-based organizations to neighborhood associations and beyond.

ESTABLISHING THE SCOPE OF A PLACE-BASED PARTNERSHIP

Including multiple partners and stakeholder groups in partnership planning and engagement helps align their activities and goals around a common mission and set of shared objectives. Partners who understand each other’s preferences and priorities are more likely to respect differences, overcome potential conflict, and appreciate diverse viewpoints.39 Knowing each partner’s perspectives regarding the type and scope of programs that align with their mission means that partners will be better equipped to plan inclusively.40

A value chain analysis identifies gaps that a partnership can fill, and the logic flow model outlines inputs, activities, and outputs required to accomplish a partnership’s outcomes (see chapter 4). Both should be developed in a cooperative manner; however, neither tool includes elements of partner preference (such as ideal program scale) or operational or mission-related priorities (such as program time lines) in the planning process. Engaging funders, implementers, and stakeholders in a scoping exercise can add those dimensions and provide commonality for exploring respective viewpoints.

In our examples of partnerships throughout the book, initiatives show a higher degree of success when partner’s preferences, priorities, and collective actions are harmonized across participants. The thoroughness and inclusivity of partnership planning often governs this harmony and affects whether partners remain engaged, programs meet objectives, and partnerships provide lasting outcomes over time.41 In particular, funders and implementers in our examples support stakeholder-led development of program plans, or ensure program alignment with existing plans, so that activities reflect stakeholder needs and desires.

Figure 8.1 illustrates the scope of activities in a place-based partnership. These partnerships have a defined geography, or place (the y axis), have defined program time lines (the lower x axis), and are comprised of programs with differing degrees of impact (the top x axis). This chart shows the generalized relationship between those factors and enables funders, implementers, and stakeholders to collaboratively plot their activities within the scope of the partnership regardless of their respective role, sector, or mission. Partners may begin by outlining the partnership’s goals or objectives on the chart. This example includes strategic and program focus areas from the place-based strategy in the Afghanistan case.
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Figure 8.1 A scoping exercise allows partners to plot multiple aspects of a place-based partnership, as seen in this example based on the Afghanistan case. Strategic focus areas falling further along the right of the x axis generally require more time to implement but have a higher potential longevity of impact. The y axis delimits the potential or targeted geographic scale of reach, and these values can be exchanged for varying scales (for example, a range from city block to citywide, or from province to multinational).

In Afghanistan numerous organizations worked alongside one another. These groups operated programs meeting different needs, and their preferences and priorities are represented by different areas in the figure. For example, food aid and relief efforts were operated by the United Nations World Food Programme located at small primary schools. The administrator overseeing those school-level programs, or a leader in charge of a nonprofit providing similar programs, may prioritize how many hungry mouths get fed in a given day and the next. They may prefer working at the individual school level due to local logistical constraints and the ability to cluster other services on site. Activities such as these provided an important quick-response stabilization function in our case and fall into the lower left area in the chart.

The Department of Defense (DoD) team worked closely with communities of farmers at the village level on training and the installation of irrigation infrastructure. Local governance councils were most interested in program options that would have a fairly quick and direct impact on their crop production, therefore leading to increases in income and village-level prosperity. The team also worked with small groups of women entrepreneurs whose preference was to serve a broader population than that of the farmer-based programs. In tandem with the governance councils, these entrepreneurs formed cooperative food processing centers to provide the community with access to value-added food products. These centers were supplemented by somewhat limited-use, but important hot houses that extended growing seasons for processed crops. Overall, these activities fall higher on the chart’s program scale than the school feeding programs, but they took longer to implement. As reflected in figure 8.2, the depth of the effect of the food processing centers on the community was expected to be similar to that of the farmer irrigation projects in their respective villages.
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Figure 8.2 The scoping chart illustrates specific programs across strategic focus areas, as seen with this mapping of activities depicted in the Afghanistan case.

A collaboration between Afghanistan’s Ministry of Agriculture and Herat University led to the development of multiple farmer-owned cooperatives, which were organized under the Herat Cooperative Council Growers Association. The association reached across multiple communities in the area, and over time it improved the quality of crop production and supported more stable local commodity markets. Program participants received training and new knowledge through increased university extension services and access to research conducted at new university greenhouses. Furthermore, partners worked closely with the city and provincial government in Herat, which increased political support for the university’s new programs and the village- and community-level initiatives. For example, a local politician committed resources for new electricity supply and infrastructure serving the partnership’s projects east of the city of Herat. Not only did this deliver improved services and assistance to his constituents, it provided the official with a widely visible “quick win,” which is plotted in the upper left area of figure 8.2.

Finally, partners made numerous long-term investments in agricultural research and educational capacity at Herat University’s College of Agriculture. The university and the Ministry of Agriculture both had an interest in supporting knowledge development that would span a multiyear time horizon. This interest included long-term, advanced research needs and new opportunities for students in relevant areas of study. High-tech laboratories for commodity and soil testing provided services to local farmers and cooperatives and led to important advanced research data for improving crop production at a regional level.

Based on this outline, we can plot Herat’s place-based programs and activities across figure 8.2.

In the Afghanistan case, all partners worked well together, but this type of seamless integration is more often an exception than the norm. A frequent challenge in partnership building is conflicting implementation schedules and objectives for desired outcomes between teams.42 Because of differing preferences and priorities, teams must work collaboratively to ensure that early or small-scale activities support strategic objectives and the resiliency of the partnership’s programs over time. Concurrent programming should be considered throughout the continuum of short-, to medium-, to long-term planning efforts, ranging from actions that meet immediate needs to ones that coordinate community resources, address policy changes, or expand enabling systems or infrastructure. Engaging in inclusive planning helps groups look beyond individual constraints—such as limited resources, information, influence, or time—and illustrates how coordinated action supports the accomplishment of a partnership’s goals and outcomes.

MUTUAL ACCOUNTABILITY AMONG PARTNERS

Partners in a successful place-based strategy maintain mutual accountability to one another and support ongoing cooperative action among participants.43 Effective place-based partnership strategies establish high-level expectations regarding important conduct that is representative of the partnership’s scope and in line with its collaborative principles. This conduct can be governed by operational standards and responsibilities agreed on by the partners, and may be customized and expanded so it is relevant to the nature of specific programs in a given partnership. These standards and responsibilities should be mutually developed and accepted by all participants involved in the engagement, whether they are funders, implementers, or stakeholders.44 We have found that the following list of accountability practices, grouped by partner role, has led to successful partnerships.

Funders

Organizations assuming the role of investor or donor in a partnership (such as foundations, corporations, or government entities) should consider the following practices:

■    Allocate funding for or make up-front investments in the development of human capital in implementation partners or stakeholder groups if needed. In some cases, this may take a significant amount of lead time and may include training or knowledge transfer for partnering teams or team leaders. Or it could include local or regional capacity building, infrastructure investment in academic or research institutions, or the development of a new knowledge base necessary for making informed decisions.45

■    Ensure that ample time is spent on the alignment of missions and priorities between partnering organizations. Although a seemingly straightforward task, this requires a concerted effort to give a voice to all partners during partnership planning.46 It also requires frequent or consistent revisiting of plans and procedures to ensure that necessary course corrections are made throughout the partnership’s time line.

■    Support linkages between team leaders, program and project managers, external advisors, and other participants across the funders, implementers, and stakeholders in the partnership. Investors or donors often are well positioned to allocate resources to coordinate these linkages, which can help keep otherwise disparate activities aligned.47

■    Provide guidance and insight on the principles of operation, performance metrics, and the desired long-term goals of the partnership—and how these factors can build on or benefit from other programs or initiatives falling outside the scope of the place-based strategy. Funders can draw on analogous experiences and provide access to advisors or other teams who can introduce new information and fresh perspectives in the development of a partnership’s strategy. However, this must be done collaboratively with other partners, and not by directive.48

The Defense Department followed many of these practices in the Afghanistan case. The DoD team prioritized contextually appropriate proposals by investing in months of preliminary research and by supporting hundreds of field visits during program design. The team also set clear expectations for stakeholder engagement; implementation partners were both empowered and required to integrate local perspectives and preferences in program planning and development.

Implementers

The implementers in a partnership (such as contractors, NGOs, or publicly funded aid agencies), should consider the following practices:

■    Identify and recruit world class talent, as needed, to support the development of the partnership strategy and the delivery of programs and operations.49 This is particularly important when there is a need for specialized capacity building, or when partners are operating in difficult or challenging environments. Outside expertise must be brought in with the intent of supplementing existing team experience and stakeholder knowledge rather than supplanting it.

■    Assess available resources and key resource constraints required for the partnership to succeed. Implementers must have an understanding of what place-based capacities will be necessary for an effective collaboration, and whether or not those capacities exist.50 Implementers may need to encourage funders to invest the time and resources required for a proper survey and analysis before full program deployment.

■    Create feedback loops for sharing information about partner expectations, program implementation, and stakeholder satisfaction throughout all stages of the partnership. This function is particularly important for maintaining communication between funders and stakeholders, especially at the individual or community level where resources often are deployed. This is frequently a critical missing link in the development of projects, leading to a mismatch between donor or investor intent and community or stakeholder needs and preferences.51 Without this link, there may be few other means by which to enable effective accountability between the participants in a partnership.

■    Improve on or develop new solutions by identifying outside resources not otherwise available to a community or stakeholder group.52 Implementers may have team members with experience working across wide geographic areas or networks that can be tapped into for innovative ideas. Team members may be able to draw from similar project experiences and responsibly integrate new capabilities or fresh knowledge into the strategy. Implementers also may have access to important political capital relevant to specific program barriers or to the broad scope of the partnership.

In the Afghanistan study, both the Norman Borlaug Institute of International Agriculture and Herat University were key implementation partners. In each case, these implementers oversaw daily project activities and were in constant contact with stakeholder groups throughout the program’s planning and operational phases. Because members of the DoD team moved frequently between initiatives in various provinces, and were back and forth between the United States and Afghanistan, the implementation partners provided essential continuity and consistent feedback. They conducted frequent stakeholder interviews and worked with regional partners, including military programs, to acquire additional funding and equipment to support the projects.

Stakeholders

Stakeholders with a highly vested interest in a partnership’s outcomes (which may include community members, local experts, community-based institutions, neighborhood associations, and others) should consider the following practices:

■    Supply domain knowledge and local expertise for identifying program opportunities with the greatest potential effect in a given geography or for a given population.53 Locally engaged organizations and community members are well positioned to provide input on whether or not approaches and proposed solutions are contextually and culturally appropriate or welcome.

■    Participate and remain fully engaged in the strategic planning and development of as many aspects of program design and implementation as possible.54 Stakeholders and implementers should collaboratively plan meetings at times and locations that allow for broad and inclusive participation, taking into account the conditions and constraints of various stakeholder groups. Some stakeholder groups may need to rely on an independent consensus process and self-select members to represent their interests or participate by proxy.

■    Develop diverse community support and foster ongoing engagement throughout the life cycle of the partnership to provide practical and constructive input to the partners.55 Local leaders or representatives must communicate goals effectively and accurately, collect feedback and suggestions, and integrate community perspectives throughout the deployment of the partnership’s activities.

■    Provide insight on community history and background, social and group identities, and collective beliefs or norms that would otherwise be unknown to outsiders.56 Every community is made up of unique tangible and intangible attributes, nuanced culture, and shared emotional experiences that help define the character and energy of its stakeholders. These fundamental aspects all contribute to a community’s preferences and priorities and cannot be overlooked when developing a place-based strategy.57

Local communities were heavily engaged in all aspects of the Herat initiative in the Afghanistan case. One of the village shuras coordinated farmer participation and crop planning for the center pivot irrigation project. This was a delicate matter requiring some field boundary adjustments and updated cultivation practices. In another instance, the head of one of the food processing centers was heavily involved in the design, sizing, and layout for the center. She corrected some preliminary assumptions around the building’s overall square footage and staffing capacity, and the implementation partners adjusted plans accordingly.58

In the case of the cross-sector partnerships in Afghanistan, funders and implementers made program and infrastructure investments in locally or publicly owned entities—Afghan NGOs, the public university, community cooperatives, and so on. However, in some partnerships, a funder (such as a government entity) may maintain ownership over an investment rather than transfer direct ownership to an implementer or community-based institution. In these cases, partnerships involving public assets should be structured so that stakeholders benefit regardless of ownership or control, such as the arrangement with the Central Park Conservancy profiled in chapter 5. There are many sources of further information on partnership models where the government maintains asset ownership. For example, the United Nations Economic Commission for Europe published a relevant typology in its Guidebook on Promoting Good Governance in Public-Private Partnerships.59 Regardless of the model used, successful and collaborative place-based partnerships should exhibit and follow a well-established set of operational standards and responsibilities.

Cooperatively Designing an Analysis Framework

When collaborative principles and mutual responsibilities are established, partners will be better equipped to design the partnership’s program analysis framework. Numerous tools exist on which to base the design of the framework.60 Given the complexity of decision making in cross-sector partnerships, tools drawing on multiattribute utility theory may be most applicable.61 For example, a Pugh matrix analysis62 may be well suited when partners engage in multiple criteria decision making.63 Regardless of a framework’s specific attributes, the analysis helps illustrate the alignment of participants’ respective priorities and preferences with the partnership’s strategy and intended outcomes. In effective place-based strategies, these frameworks are developed cooperatively across all partners, and partners work together to use the information to analyze program options and guide decision making.64

In the case of Afghanistan, the DoD, the Borlaug Institute, and Herat University collaboratively developed an evaluation tool that was used to analyze proposed programming early in the partnership. This tool included evaluation categories such as “expected impact” and “complexity of program implementation.” Each category included project-specific measures such as “employment generated,” “safety and security” in a given project’s location, and “speed or time required” for project completion. Measures for each criterion were divided into a range from one (the lowest score) to five (the highest score), and all projects were evaluated using this standardized scoring. Figure 8.3 is an excerpt from a project evaluation in Herat.
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Figure 8.3 A simple weighted project evaluation excerpt conducted by partners operating in the Herat region in the Afghanistan case. Measures for specific project attributes (the rows) and assigned scores (the columns) are indicated by the shaded boxes. In this example, the evaluated project is expected to generate $1–10 MM of additional revenue, therefore scoring four points in that category.

Evaluation tools can be highly flexible and as multifaceted as required based on the complexity of a partnership and the preferences of funders, implementers, or stakeholders. Although the structure of the initial Defense Department tool was fairly straightforward, portions of it were similar to a more complex model described in the next section.

The Impact Balance Sheet

We assume that partnering organizations have established a collaborative logic flow model and have surveyed various value chains relevant to the partnership’s goals. Partners have leaders with diverse skills and experiences in place and have a plan for maintaining team momentum throughout the life cycle of the partnership. We also assume that partners understand each other’s strengths, constraints, priorities, and respective time lines, as discussed previously.

Partners also need to formalize how they analyze program options for the partnership and what aspects of analysis will be most helpful and relevant to collaborative decision making. The Impact Balance Sheet forms the basis for the place-based program analysis framework outlined here, and derives from an analytical tool codeveloped with the Bill & Melinda Gates Foundation.65 Furthermore, it is an integrated component of the Impact Rate of Return (iRR) formula presented in chapter 12—specifically, it contributes to iRR’s Impact Multiplier variable.

Effective frameworks for place-based partnerships provide funders, implementers, and stakeholders with a model consisting of the following attributes:66

■    A set of evaluation criteria reflective of each partner’s preferences and priorities regarding options for program implementation. These criteria should be context relevant within the place-based strategy and are used to score or rank program alternatives within the partnership. In the Herat assessment tool, one criterion was the amount of time required for project completion.

■    An assessment platform that allows for customized weighting between different criteria—depending on the importance of those criteria to the partners—and yet provides a consistent scoring structure across partners’ frameworks and between program analyses. One partner may view the safety and security in a given project location as a more important criterion than the project’s expected time to completion. In such a case, that partner would assign a higher numerical weight to its preferred criterion (safety).

■    An ability to adjust weighted criteria scores based on the confidence the partners have in assigning scores. There may be varying levels of uncertainty across criteria and between projects, and this acts as a discounting factor. For example, if partners have a high level of uncertainty about the amount of time required to complete a project, they may discount that score by a relatively high amount.

■    An analytical output that is meaningful, comparable between program alternatives, easy to communicate, and can be plotted in different ways (for example, the time required for project completion relative to a project location’s safety, or the size of the population reached relative to the expected economic impact).

Analysis frameworks vary from partnership to partnership, and the specifics of a given place-based strategy will influence which evaluation criteria are used to score the different program options. Although individual criteria may differ between frameworks, we suggest that the criteria categories generally include the following groups:67

1.    Program Alignment. This aspect of the framework evaluates the extent to which a given project or program aligns with high-level goals or parameters established by the partners’ leadership teams. When developing cross-sector partnerships, there may be many options for allocating resources. Taking into account that a full assessment of all options against all criteria could take considerable effort, cost, and time, this section acts as a stage gate for the overall process. If a project or program alternative does not achieve a minimum alignment score, as mutually determined by the partners, it will not be considered further within the analysis.

This category may include line items related to the size of funding for a project (relative to the overall partnership’s budget), the type of program activity (for example, product or service delivery, knowledge development, or policy change), how well the project fits partners’ missions, the degree of alignment with community-led plans, and so on.

2.    Program Objectives. This aspect of the framework evaluates how well a given project or program aligns with the partnership’s defined objectives. The program objective score may include line items such as the size of population reached, depth and longevity of impact, sustainability of a project, or cost efficiency of a program. Other factors that may be considered include the uniqueness of the opportunity for the given partnership and the time horizon within which the given program or project can be implemented.

This category helps determine what aspects of program impact are most important to the partners, and how effective a given opportunity may be at delivering such impact. This category often includes criteria representing the operational factors making up the x and y axes of the scoping chart (see figure 8.1).

3.    Program Risk. The final aspect of the evaluation framework looks at types of risk related to program options, such as the risk that a set of activities will not result in the intended outcomes or that a program will lead to unintended consequences that cause harm or disrupt the partnership’s time line. It also questions whether the partners can properly implement the project being evaluated.

This category may include criteria that account for risk to the partnership or partners’ reputation, risk based on a project’s overall complexity, or whether or not there is a risk that significant amounts of unexpected or unavailable follow-on funding could be required.

These categories help partners define the overall areas they will evaluate, and line items in each category address how the partners will evaluate specific programs. Partners also determine how they will score the valuations across the categories and criteria and how they will assign weighting depending on outcome preferences. This will answer what specific metrics the analysis framework will use to measure opportunities against each other and how important each metric will be.

As an example, one of the program objective categories may be allocated 200 points. A line item within that category, say, the predicted breadth of impact of a given project, may be weighted with 25 percent of the overall points in that category relative to the other line items. This would yield a possible 50 points for that line item.

Criteria within the line item help define what partners mean by breadth of impact. This can be customized depending on program specifics, but may include the number of people reached directly and indirectly by a project, as well as the likelihood a project can build off of other projects already taking place in the program area. Each of these criteria are subweighted within the possible 50 points for that line item. The criterion people reached directly may receive 50 percent of the 50 possible points allocated, or 25 possible points.

Performance ranges define the evaluation ratings for each of the criteria, and these ratings determine what percentage of possible points the project actually receives. Continuing with this example, if a project is predicted to reach more than 10,000 stakeholders, it may receive a rating of 3. If it will reach between 1,000 and 10,000 stakeholders, it may receive a rating of 2, and so on.

In our example, a rating of 2 is only 75 percent as good as a rating of 3, so if that criterion is rated a 2, it receives 75 percent of 25 points, or roughly 19 points. Figure 8.4 shows a few line items from a simplified version of the Impact Balance Sheet analysis framework and illustrates this calculation across category line 2.1, criterion 2.1.a.
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Figure 8.4 The Impact Balance Sheet tool allows partners to develop complex evaluation models for program selection. In this example excerpt, line 2.1.a illustrates how a given partner may assign weights and scoring to a specific criterion regarding the number of people directly reached by a program under consideration.

The evaluation rating portion of the model helps partners describe, in a quantifiable way, how they differentiate scales or qualities of impact across their line items—something central to the Impact Rate of Return formula (see chapter 12). This example uses a simplistic three-step rating scale, in which an evaluation rating of 3 equates to “high quality impact,” a 2 equates to “medium quality impact,” and a 1 equates to “low quality impact.” Fully customizing a model of this type provides partners with a means to define their joint priorities and to collaboratively determine what metrics and ranges should be used to evaluate many possible projects in a consistent manner.

In more complex evaluation models, each of the scores can be adjusted based on the partner’s perceived level of confidence in assigning a given valuation (for example, the partner’s level of confidence that a given project will reach the claimed scale of population, or succeed in time). A discounting factor can be applied based on levels of uncertainty, which is particularly helpful when projects use untested methods or partners operate in locations with instability, unreliable infrastructure, or other constraints.

These categories combine to provide an overall project evaluation score, discounted appropriately based on the confidence ratings. The results can be plotted on a scoping chart to illustrate how the methodologies work together visually. This is a useful tool showing an easily understandable relationship between projects and user-selected variables (such as program cost and implementation risk). For example, figure 8.5 plots scoring criteria representing a subset of consolidated projects from the Afghanistan study.
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Figure 8.5 Plotting program evaluation scores on the previously outlined scoping chart provides a visually useful output illustrating the relationship between projects and partner selected variables. This example includes operational variables such as the scale of program cost and program implementation risk.

OVERCOMING OBSTACLES

Co-creating a comprehensive strategy between organizations from different sectors must account for their different strengths, motivations, time lines, and cultures. This is a challenge, particularly when it is time for organizations to prioritize their activities. Partnerships often offer a positive-sum result, yielding successes far greater than any one organization could achieve alone.68 But it is not unusual for partners to fall into a negative-sum mind-set and worry about how and where to allocate finite resources. This is ironic because it is often the case in resource constrained environments that “cooperation is not merely a luxury but a necessity to address complex societal problems.”69

Developing an effective place-based strategy requires funders to involve other partners in making decisions about budgets and goals. They must be willing to consider new, and perhaps less exciting, ways of allocating funding over longer time horizons or in ways that support transitions between short-, medium-, and long-term programs. It is likely that funders will need to consider making up-front investments in preliminary work that supports the development of local and regional capacities.

In general, funders and implementers must be willing to do something that has been traditionally difficult for them: engage stakeholders at the community level, involve them in project development and decision making, and provide them with the opportunity to shift the course of programs during the life cycle of a partnership.70 Furthermore, implementers must constantly ask themselves how they can do a better job facilitating open communication between funders and stakeholders and how they can provide feedback loops between the two.

Challenges at a local level also may impede a successful place-based partnership strategy:

Stakeholder Rejection. A community or group of stakeholders may not wish to engage in partnership building if that group has developed mistrust in outside partners, or if there is a track record of failure. This could be because a funder or implementer did not develop plans inclusively or follow a set of cooperative principles in the past.71

Challenging Conditions. Certain locations may lack a degree of governance, rule of law, or enforcement mechanisms (for contracts, for example) that are necessary for effective engagements between funders, implementers, and local communities or community-based intuitions.72 This can be particularly difficult for organizations without experience operating in such environments.

Foundational Needs. The absence of basic services (such as quality health care or education) or enabling infrastructure (such as roads or Internet access) can be prohibitive for successful partnerships.73 This is especially true if funders are unable or unwilling to take on the responsibility of making up-front investments to address these needs or to invest in local capacity building.

Partner Mismatch. A funder’s intentions and a community’s needs may be incompatible, or a funder or implementer may misunderstand stakeholder preferences. Staff of an implementation partner may believe their experiences working in one environment will translate well to another—and be mistaken. Implementers may find that they are unable to deliver on a project, leading to unfulfilled commitments or partnership stagnation. Any of these may result from a lack of early and inclusive planning, quality discussion, or the alignment of partner preferences and priorities.74

These are just a few of the potential difficulties. Other possible obstacles include coordination complexity, the prevalence or persistence of corruption, unanticipated resource constraints, and more. We will illustrate some of these challenges in the case outlining partnerships delivered for the Olympics in Rio de Janeiro, Brazil (see chapter 13).

CONCLUSION

The recommendations outlined in this chapter may not be universally applicable or practicable. Every partnership is unique, constantly changing, and dependent on each partner’s willingness to work collaboratively through conditions both positive and challenging. It is critically important for funders and implementers to engage stakeholders thoroughly in partnership planning and development.

As we saw in the case of Afghanistan, a strong connection between funders, implementers, and stakeholders was a vital component of the initiative. In any partnership, success relies on the delicate relationship between all groups involved, as well as their commitment to work together over time regardless of the difficulties that present themselves. Open, honest, and frequent communication is important, as is the partnership’s emphasis on building community and the partnering team’s familiarity and camaraderie with its participants.

The set of operational responsibilities and cooperative principles described in this chapter can guide these engagements, helping to conceptualize and encourage a long-term sense of place and inclusion in support of a partnership strategy. By incorporating these principles, we expect that partners will be more willing to act in the interests of all who are involved, and funders and implementers will treat stakeholders as they would want to be treated themselves, working collaboratively through setbacks and sharing in the partnership’s success.
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Increasing Government Effectiveness and Accountability in Brazil
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WILLIAM B. EIMICKE

Previous chapters provide diverse perspectives on a variety of cross-sector partnerships. We explored collaborative planning and the partnership process through India’s expansive public service programs. We saw how collaborative leadership in the Central Park and High Line cases created and maintain two of the most iconic and visited public parks on the planet. And we learned how stakeholder-focused program development led to improved and sustained prosperity for rural agricultural communities in Afghanistan.

This chapter describes a cross-sector partnership in Brazil, led by a nonprofit organization called Comunitas.1 Comunitas is known for their work as a convener of conferences in Brazil focused on best practices in local government. They also provide full fellowships for local officials in Brazil, enabling them to earn master’s degrees in public policy and administration. Comunitas’s membership and board includes many of Brazil’s most successful private corporate leaders, who focus on improving the performance of city governments throughout the country. All of the organization’s work is funded by voluntary contributions from members. Recently, Brazil has gone through very difficult economic times, with several major corruption scandals affecting federal, state, and local government officials as well as corporate executives. Public faith in the effectiveness and honesty of government has fallen.

In response to these challenges, Comunitas launched a program called Juntos, designed to bring greater efficiency, integrity, and transparency to local governments in Brazil. Although designed and developed independently of the social value investing framework, Juntos delivers its mission in ways that are analogous.

Juntos has developed formal, cross-sector partnerships with cities through expansive processes and comprehensive strategies. It also relies on decentralized, collaborative leadership across diverse teams, with organizational values that emphasize integrity and respect. Through Juntos, Comunitas members provide philanthropic capital and private sector expertise to help their city government partners. Juntos helps cities revise their financial practices, increase community outreach, and better use their public dollars to improve and expand critical community services, such as public health and education. They also employ place-based strategies to enhance local economic development so these cities can sustain new innovations and improvements with a growing tax base. By mixing social, corporate, and individual investment into a blended portfolio, they are offsetting implementation and political risks, expanding pools of available capital, and aligning financial and social goals to increase public program efficiency. Although Juntos is a relatively new program, it has already achieved measurable success in several Brazilian cities, as you will see in the coming pages.

GOVERNANCE CHALLENGES IN BRAZIL

Brazil has been a boom and bust economy for most of the twenty-first century. Between 2003 and 2012 Brazil enjoyed prolonged economic growth. The boom attracted substantial international investment and helped raise millions of Brazilians out of poverty as the government used higher tax receipts (particularly from oil-related taxes) to fund substantial increases in government cash transfer payments and other social programs. When the global rise in commodity prices ended and oil prices fell, cities across Brazil had to raise taxes on individuals, property, and local businesses to sustain themselves.2

As Brazil’s economy continued to decline, the federal, state, and local governments also cut programs, leading to massive protests across the country. Millions of Brazilians took to the streets, demanding more affordable public transportation, better education, improved infrastructure, as well as greater transparency, more honesty, and less corruption from lawmakers. Many officials were criticized for imposing high taxes yet failing to provide basic city services.3 Responding to legitimate complaints about tax levels and tax fairness would not be easy.

Brazil’s tax system is widely considered one of the most complex and bureaucratic in the world. A 2014 study by PricewaterhouseCoopers (PWC) in cooperation with the World Bank and the International Finance Corporation (IFC) found that business tax compliance in Brazil was the most burdensome tax system of the 189 economies included in the study.4 PWC found that the worldwide average for tax compliance was 268 hours, with United Arab Emirates at the lowest (12 hours) and Brazil as most burdensome, requiring more than 2,600 hours to comply with tax codes.5 In 2018, the World Bank Group rated Brazil 125th of 190 countries in the ease of doing business overall, 139th in trading across borders, and 176th in starting a business.6

Not surprisingly, these high barriers to access a rapidly developing market of two hundred million people enabled a relatively small group of local companies and large multinational corporations to do very well. For all its complexities, Brazil’s legal and tax systems remain stable and consistent, and the World Bank ranks Brazil relatively well in protecting minority investors (43 of 190) and enforcing contracts (47 of 190).7 Some of the most successful companies include Jereissati Participacoes (shopping centers and telecommunications) and Kieppe Patrimonial Ltda. (construction services, oil, and gas). Kieppe is controlled by the Odebrecht family, who played a major role in construction for the Rio de Janeiro Olympics, including the Porto Maravilha (see chapter 13).8

Some of the leaders of these companies and some leaders of other smaller, successful enterprises recognized that Brazil’s growth and development was constrained by overly complex and often inefficient and corrupt governments. They share a sense of corporate social responsibility for the harm this poor governance had on the country’s large population of low-income families and the inequality that characterized most cities in Brazil. In 2000, several of these private sector leaders came together to form a social organization called Comunitas, which combines philanthropic and private sector investment to improve management of the public sector.

COMUNITAS PARTNERS WITH AND INVESTS IN LOCAL GOVERNMENTS

Comunitas’s mission is to drive private sector participation and investment in the social development of Brazil.9 Comunitas is founded on the belief that a better future for Brazil requires more effective local governments and that public-private partnerships, including private sector expertise and investment, can achieve that. Research by Comunitas indicates that private companies are willing to make that investment; its 2014 study found private firms invested R$2 billion (roughly USD $620 million) in education, health, environmental protection, public safety, and other social development projects in that year alone.10

Originally focused on researching best practices in corporate social investment and on its Annual Leaders Forum (which is an ongoing program), in 2012 Comunitas created a cross-sector partnership called Juntos Pelo Desenvolvimento Sustentável (Together for Sustainable Development), widely known as Juntos. Comunitas director and president Regina Siqueira (figure 9.1) explained that Juntos created a network of private sector leaders and companies deeply committed to corporate social responsibility, particularly focused on improving local governments’ financial practices, increasing government outreach to the public, enhancing local economic development, and improving community services. Juntos seeks to accomplish these objectives through cross-sector partnerships of leaders from the private sector, civil society, and local governments, with a primary objective of combining social, corporate, and individual investments to increase public program efficiency.11
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Figure 9.1 Regina Siqueria, director and president of Comunitas. Siqueria runs the Juntos program, which works with cities to improve their effectiveness and their accountability to citizens. Photo by Adam Morrell, courtesy of SIPA Case Collection.

Through this combined capital approach, board members such as José Roberto Marinho and Carlos Jereissati, and Comunitas President Siqueira, sought to develop a new strategy for investing in local governments. Rather than support individual gifts to local organizations such as a hospital or school, Comunitas would create a large fund for concerted action and focus on a range of medium-sized cities. The group identified cities as the level of government most in need of help and whose improvement would have the most direct impact on local businesses and residents. The group would provide a package of services, and selected cities could choose options from the package, such as independent financial consulting, leadership coaching, and digital platforms to facilitate citizen engagement.

The initiative is funded by a group of approximately forty donors, including several Juntos board members and other Brazilian business leaders, who together raised more than USD$23 million for the first four years of operation.12 These business leaders believe that a more effective and efficient public sector will improve the lives of all Brazilians and thereby improve the business climate. They also believe that through Juntos they could transfer the best practices of private sector management to local governments across the country, particularly in financial management, customer service, strategic planning, innovation, and communication.13

Juntos board members and senior staff agreed that the most pressing issue facing most local governments in Brazil was recurrent budget deficits. In Brazil, most of the power to tax is at the federal level, but most of the responsibility to deliver key public services such as education, health care, and public safety is handled locally. Federal aid to localities usually falls short of the amount needed to provide quality services. Poor local management, bad planning, fiscal mismanagement, opaque government, poor communication with the public, outdated technology, and corruption exacerbate the impact of the funding shortfalls. All of this is made worse by the pressure of the four-year election cycle for local mayors. Strategic planning and fundamental reform is difficult when you must prepare for the next campaign no more than two years after you are first elected.

Professor Thomas Trebat, director of Columbia University’s Global Center in Rio de Janeiro and an economist and former bank executive, commented, “To build a culture of taxation…requires a lot from local managers. If they are seen as asphalting roads, building a hospital or school [they hope that] voters would somehow reward them for that, but a lot of that spending turns out to be aimed at winning re-election, rather than providing the services that citizens really need and want at prices that are sustainable.”14

To overcome these obstacles, Juntos looked for cities where the mayor and local officials were in their first term and would commit their professional staff to the effort. They followed a similar playbook to that of the social value investing framework: they used formal agreements to enter and structure their partnerships, established mutual operations, and developed comprehensive strategies for city projects. They also developed diverse, decentralized teams, including members from Comunitas, city officials and staff, and private consultants. Programs are place-based by nature due to their focal areas, and the partnering mayors work to include broad community participation and a willingness to operate transparently and share important financial information with Juntos staff, consultants, and the public. With all of the elements in place, a formal contract is signed, and Comunitas, city leaders, and constituents collaboratively select projects for reform and innovation.15

JUNTOS BEGINS IN CAMPINAS

Juntos leadership pilot tested their model in the city of Campinas, located ninety minutes from São Paulo, the largest city in South America, and in Brazil’s most affluent state. The population and wealth of Campinas grew rapidly during Brazil’s boom years, and it became home to major companies including Samsung and Honda, as well as to some important universities. It is connected to the rest of Brazil and to much of the Americas through an international airport and modern highways.

The city government of Campinas was well known for its recurrent budget deficits, inefficient and complex bureaucratic procedures, and corruption. To many of those dealing with the city, it seemed that the only way to get an approval or move paperwork along was to pay a bribe or make a political contribution. Decades of bad behavior reached a breaking point in 2011 when then mayor Hélio de Oliveira Santos was arrested and charged with accepting illegal payments for city water and sewage contracts.

A reform candidate, Jonas Donizette, ran and was elected on a promise to bring fiscal reform, transparency, and responsiveness to Campinas city government. Taking office in 2013, Mayor Donizette and Juntos agreed to partner in the reform. The first step in the process was balancing the city’s budget. To do so, with the city’s approval, Juntos hired a well-respected management consulting firm, Falconi, to conduct a comprehensive financial assessment and audit. The city agreed to open all its books and records to Falconi and then, to broaden community participation, Falconi would present their findings in meetings open to the public and the media.16

Instead of a quick and easy fix by cutting major programs and laying off city employees, Campinas and the Juntos team focused on measuring, monitoring, and reforming government processes to balance the budget in a sustainable manner while improving public services (so citizens would be more willing to pay the taxes they owed). The first step was to set monthly targets for revenues and expenditures that would bring the budget into balance. Second, the city focused on collecting taxes already due that were unpaid or underpaid. By the end of the 2013 fiscal year, for the first time in several decades the city had an operating surplus.17

This strategy reflects aspects of a cross-sector portfolio approach similar to that of social value investing: offsetting financial and implementation risk by blending resources from different sources. The mayor and his team understood that their financial management practices could be improved and, if they were, that the city would likely collect more revenue and reduce expenditures. However, hiring an expert private consulting firm for the analysis and for identifying the appropriate reforms would be politically controversial, and the procurement process would take a long time. Moreover, the winner of procurement might be the least costly consultant rather than the most talented, and there was also the risk that once implemented the reforms might not improve the city’s finances enough to justify the cost of the consultants—at least in the near term. Through the partnership, Comunitas could quickly hire one of the best financial consultant firms in Brazil and pay their fees, protecting the city from significant political and financial risk. With the expertise of Falconi consultants, the city’s implementation risk was also reduced. The city covered the costs of implementing the recommendations, but also reaped the benefits of significantly higher revenue collections and lower expenditures.

The next step for the city and the Juntos team was to show Campinas taxpayers that the city could work better. To illustrate this visibly and meaningfully, the reform team focused on the building permit process. The existing process was extremely complex, very slow, and often corrupt. Typically, granting a building permit required the approval of dozens of bureaucrats in eleven separate agencies, which took an average of more than three and a half months. For local builders and small projects, the cost of the permit process in time and money was high, and the payment of small bribes was often required to move the paperwork along.18

The consultants found that all projects were subject to the same rigorous and complex analysis, regardless of whether it was for constructing a major new factory or a minor home modernization project. In fact, more than 75 percent of all applications were for small projects. Their solution was radical for Brazil (but practiced in many cities around the world): put the process online and allow small projects (up to five hundred square meters for residential projects and up to one thousand square meters for commercial projects) to be “self-certified” by the licensed engineer or architect supervising the construction.19

Average approval time for small projects dropped dramatically to less than a month, and some approvals happened in a matter of days, a very significant and measurable performance improvement. Now city experts and officials could focus their time on large, complex, and potentially higher-risk developments. The new process communicated a basic trust between citizens and their government.20 Here, again, the financial risk of hiring an expert consultant was mitigated by Juntos choosing the firm and paying their fees (figure 9.2). The city continues to bear the implementation risk—the new process might not work—but that risk is partially mitigated as the city relied on experts at Juntos and Falconi to design and implement the new process. To date, the process is working well.
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Figure 9.2 In Campinas, Brazil, a team works on the Colab platform provided by Juntos. Colab engages citizens by giving them a voice in setting city priorities and providing feedback on how well the city is functioning. Photo by Adam Morrell, courtesy of SIPA Case Collection.

Enhancing citizen participation in municipal decision making was next for the Juntos collaboration with Campinas. Using an existing online platform called Colab, Juntos helped Campinas engage its citizens digitally through the Colab mobile application and website. Citizens use the application to alert the city government about roads or buildings in need of immediate repair, such as potholes or a crumbling cornice. Citizens can propose a new initiative or rate an interaction with a city agency or official. The new link gives citizens a voice in city decisions, and city officials have a chance to rebuild their credibility in the wake of a major corruption scandal and discover firsthand information about the public’s priorities. Mayor Jonas Donizetti signed a contract with Colab in 2015, and a recent count showed over nine thousand Campinas citizens actively using the platform.21 The use of Colab in Campinas is an important step toward supporting increased community ownership over city programs.

Based on the success in Campinas, Juntos helped the cities of Pelotas and Santos adopt the Colab platform. Juntos worked with each city’s in-house IT staff to customize the platform and integrate it with existing hardware, software, and other communications channels. Juntos ensured that the three cities could operate and maintain their system without expensive outside consultants or ongoing subsidies from Juntos. By blending various sources of capital, Juntos paid for creation of the Colab application and platform and customized it to work with each city’s existing IT hardware, software, and staffing, which allowed the three cities to reduce their financial risk.

Our team visited Campinas in 2016 and observed the progress of the Juntos-Campinas partnership. We spoke to them about their comprehensive strategic plan and next steps in moving the government of Campinas toward long-term success. We met with Mayor Jonas Donizette, the Juntos Leader Partner, Campinas department heads and staff, citizens, and local business leaders. Although the visit was relatively short, we saw much of the city, met many residents, and were impressed with the professionalism and commitment of the government and Juntos. It was clear from the many people we met there that citizens in Campinas wanted to make their city a model for other cities throughout Brazil and even around the world.22

JUNTOS PARTNERSHIPS SPREAD ACROSS BRAZIL: PELOTAS

Building on the success of the Campinas pilot project, Juntos launched similar initiatives in small and medium-sized cities across Brazil. The popularity of the Colab platform in Campinas encouraged Juntos to use technology to improve management and services in other places. The city of Pelotas, in Brazil’s southern state of Rio Grande do Sul, provided Juntos with an opportunity to work with a young, newly elected, energetic mayor, Eduardo Leite (figure 9.3), who was known for his intelligence and integrity. These collaborative leadership attributes contributed to the choice of Pelotas as a Juntos partner. Mayor Leite believed the private sector could help government manage more effectively and efficiently. Acting on this belief required political courage because partnerships between the government and private entities were generally viewed unfavorably in his region. Mayor Leite (elected in 2012) said he welcomed a partnership with Juntos because they had the financial resources and management expertise that could help his city deliver better services to its citizens at a lower cost.23
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Figure 9.3 Mayor Eduardo Leite at a city health clinic designed collaboratively with local residents and completed through the Juntos-Pelotas cross-sector partnership. Photo by Caco Argemi / Valor Econômico / Agência O Globo, courtesy of Comunitas.

Juntos agreed that the city should choose which services to improve with their help. Based on public surveys and meetings with his constituents, Leite focused on improving public health by refocusing the municipal health care system on primary care. Leite hoped that by doing so the city would not only improve the health of its citizens but also save money.24

With financial assistance from Juntos, Leite hired Falconi, the same consultant firm used in Campinas. The city also partnered with the Tellus Institute to rethink and redesign the city’s public health program. The redesign process began with a dialogue between citizens and frontline health care workers, which continued throughout the implementation phase. The top priority for the participants was to make the system and the facilities more welcoming and the approach more holistic.

Ultimately, they created a new system called Rede Bem Cuidar (Well-Cared-for-Network) in the Bom Jesus Basic Health Care Unit. The facility includes not only health care services but also an educational kitchen to promote a healthy, well-balanced diet, a community garden, an outdoor exercise space, a playground for children, and green space for quiet contemplation and relaxation.25 The city could afford to pay only about 15 percent of the capital costs for a new facility, so Juntos provided a capital grant for the rest and construction began immediately. This approach was an effective blending of capital in which the initial risk was offset from philanthropic contributions, making it possible to kick-start these public service upgrades.26

Like Campinas, Juntos funding helped mitigate the city’s financial risk in choosing the private sector consultants (Falconi and Tellus) for the health care reform initiative. Juntos also helped the city reduce its implementation risk by paying 85 percent of the capital costs of redesigning the first holistic clinic. Subsequent surveys indicate that the people of Pelotas are very pleased with the new facility they helped design. Today the clinic is much more than a place for the sick: citizens come in regularly to learn how to cook healthy meals, how to exercise more beneficially, and to watch their children play. Based on this initial success, Pelotas has financed the redesign of two more clinics, with partners making substantial complementary investments.

Using the Colab model from Campinas, Juntos helped Pelotas create a digital platform called Click Health (Clique Saúde). Click Health shows its users the most convenient health care center or emergency room and lists the services provided and the medications available—it can even schedule vaccinations by location. Click Health also sends out health care alerts and public health information from the city.27

Mayor Leite commented that the Juntos partnerships with local government are extremely important in improving Brazil’s public management. He said Juntos gave his city access to the best experts in financial management, strategic planning, and design, substantially mitigating the city’s financial and his own political risk of adopting more innovative management practices. Juntos also helped expedite the implementation of the innovations by paying for some of the capital costs of rehabilitating the first new health clinic and of setting up the Colab communication platform. The Juntos network also connected Mayor Leite with the Lemann Foundation, experts on education innovation in Brazil. With Lemann’s help, Leite brought the well-known and well-respected Khan Academy to Pelotas to help improve elementary and secondary education in the city.

CURITIBA: BUILDING ON A HISTORY OF PLANNING AHEAD

In the 1970s, the leaders of the southern city of Curitiba sought to emulate the futuristic, well-planned new Brazilian capital of Brasilia. Brasilia was based on the now world-famous vision of Oscar Niemeyer and Lucio Costa and was built from scratch in four years. Brasilia was designed to be modern and beautiful and was carefully and rationally organized. The buildings are widely viewed as beautiful, but the city is huge, designed for the automobile, and lacks the “street life” we often associate with great cities such as New York or Paris.28

Curitiba embraced the Brasilia concept of a modern, well-designed and beautiful city but with a very different vibe, greatly influenced by architect and former Curitiba mayor Jamie Lerner. Lerner sought to design a city that would welcome working, shopping, recreation, diversity, and art, and one that would not depend on the automobile.29 Building on these principles, Curitiba is becoming a model for other sustainable cities, particularly for its innovative and expansive express bus-based transit system (BRT)—essentially an aboveground subway. In the 1980s, Curitiba expanded the system to the entire metropolitan area and subsequently the model was copied by Bogota, Colombia’s TransMilenio, and in other cities around the world from South Africa to China.30

Entering the twenty-first century, Curitiba’s commitment to innovation through strategic planning was slowing. The tremendous growth in population—from 360,000 when the commitment to planning began to more than 1.8 million today—put tremendous pressure on the system. Despite the continuing success of the BRT, new housing developments were less carefully planned, and car use increased significantly, adding traffic congestion and air pollution.31 As the population grew, planning became more top-down, less collaborative, and less effective.

In response, during the early 2000s, the city introduced a new plan—Curitiba 2030—but it was only partially implemented and then shelved. City officials believed the problem with Curitiba 2030 was that key stakeholders and the public were not engaged enough in its formulation and implementation. Therefore, Juntos and Curitiba decided to partner in an effort to recapture the community’s spirit of cooperative planning and innovation.32

Working with Juntos, the city began to reinvent the 2030 plan as Curitiba 2035, using aspects of a place-based approach (see chapter 8). Juntos provided technical assistance on network management to engage key citizens and civil society. Overall, thirty stakeholders and more than 250 technical experts contributed to the strategy. A series of lectures, panels, meetings, and communications expanded participation and knowledge about the new plan. In late 2016, the opposition party won the municipal elections, so the future of Curitiba 2035 is unclear.33 Nevertheless, the partnership between Curitiba’s government and Juntos developed a new city planning engagement platform that can be replicated elsewhere. And, the new Mayor seems to be embracing the partnership with Juntos.

Here again, Juntos helped mitigate the financial and implementation risks of innovation in Curitiba by providing technical assistance to design a networking system that would effectively connect key stakeholders. The system also enabled a very large number of experts to contribute to the plan itself, and it provided substantial transparency by communicating the substance of a series of meetings and discussions regarding what the plan should encompass. Because the plan has not yet been implemented, it is uncertain whether the Juntos investment will mitigate the city of Curitiba’s implementation risk.

A GROWING NEED FOR THE JUNTOS MODEL

Beginning in 2015, a wide-ranging set of corruption scandals enveloped Brazil, starting with the revelation of kickbacks and payoffs around the oil and gas giant Petrobras and spreading to the construction projects for hosting the FIFA World Cup in 2014 and the Rio Summer Olympics in 2016. Hundreds of politicians and company executives have been accused, and many convicted. A former president (Lula) and the current president (Temer) stand accused, another former president (Rousseff) was removed from office, and trust in the Brazilian government continues to erode.34 A 2016 Gallup poll found that a mere 15 percent of Brazilians trusted their country’s leadership, a record low. The study also indicated that perceived corruption was at a record high of 78 percent.35 A poll in April 2017 found that over 90 percent of Brazilians felt the country was on the wrong path, and President Temer’s September approval rating was at 3.4 percent.36

For Juntos and the leadership of Comunitas, these national events make their work at the municipal level even more critical and challenging. Juntos and its partner cities have sought to overcome the public’s general skepticism and understandable anger at their government by providing positive results. Working locally, Juntos is helping to improve services that matter to the citizens through a partnership process that engages the public and operates with a full commitment to transparency. So far, the public seems to recognize the difference. In the 2016 elections, public officials in Juntos network cities were reelected at twice the rate of the national average. In the eight partner cities in which the mayors were up for reelection, six were reelected and one, Eduardo Leite of Pelotas, chose not to run for a second term, leaving office with a 60 percent approval rating.37

JUNTOS: TODAY AND TOMORROW

Since its initial 2013 pilot project in Campinas, Juntos has partnered with the cities of Pelotas, Curitiba, Paraty, Juiz de Fora, Teresina, Santos, and Itirapina to facilitate improvements and innovations in local governments across Brazil. In 2017, Juntos initiated new partnerships with larger cities, including São Paulo, Porto Alegre, and Salvador. Juntos also continues to host an annual meeting of its network of public officials and its expert members for discussion and debate on important issues and problems facing local governments in Brazil. The 2017 meeting, for example, focused on cross-sector partnerships. Comunitas sought to spur new thinking by inviting representatives from outside Brazil to speak about their experiences with partnerships as a tool for innovation, including the Mayor of Medellin, Colombia, whose city has been called a model for twenty-first century urbanism.38 Juntos also hosts special forums on critical municipal challenges.

At Juntos governance meetings, local business leaders, mayors, cabinet secretaries, and technical partners gather to discuss expectations, challenges, and opportunities for the program itself.39 Also in 2017, Juntos took its knowledge-sharing and government-improvement initiatives beyond its network of partnerships by offering an open online learning and training platform called Rede Juntos, which provides information, digital tools, and private sector expertise to anyone.40

Going forward, Comunitas and the Juntos initiative face significant challenges. Whether the network can be sustained and expanded in the economic and political malaise that currently envelops Brazil remains to be seen.41 Additional funds must be raised to add new cities to the network. A very important and positive Juntos rule (but significant fund-raising challenge) is that private donors cannot have a financial interest in Juntos partner cities. Also, new projects need to have medium to high initial investment costs (covered by Juntos private members) and low ongoing maintenance costs, so that the cities are able to sustain the innovations over the long term.

Evaluating the performance of the initiative, internal studies by Comunitas found that partner cities benefit ten dollars in program savings or increased revenues for every dollar Comunitas invests through Juntos.42 Clearly, the investment of private capital and expertise produces a major benefit to the people of Brazil. By offsetting program, cost, and implementation risk for its partners, the Juntos program engages in a blended capital approach aligned with the social value investing portfolio element (see chapter 10). Although the Juntos portfolio represents investments broader than the set of financial tools outlined in chapter 10, the overall principles are the same—combine different types of capital, especially from less risk-averse sources such as philanthropy, to create a coordinated strategy that finances the programs in a cross-sector partnership.
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The Portfolio Framework
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Blending Capital for Social Good
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HOWARD W. BUFFETT

In previous chapters, we outlined the benefits of cross-sector partnerships and important methods and considerations to ensure they succeed. We provided common definitions and discussed the need for comprehensive program planning. We also described human capital coordination across teams, and crucial aspects of collaborative program ownership between funders, implementers, and stakeholders. In chapter 8 we discussed ways for partnership participants to evaluate and select programs cooperatively to ensure that place-based development strategies focus on long-term stakeholder-driven needs. This chapter outlines how partners from across sectors can combine resources into a blended portfolio—with a particular emphasis on philanthropic capital—to finance activities throughout the life cycle of the partnership.

Developing and deploying a blended cross-sector portfolio brings together funding from public, private, and philanthropic partners collaboratively to address challenges that require the coordinated activity of many participants. It focuses the efforts of decentralized teams and leaders across funders, implementers, and stakeholders and drives improved performance toward mutually developed programs and common goals. By including financial market mechanisms, it opens partnerships to for-profit sector knowledge, resources, and expertise that might otherwise be isolated from activities that provide a social good.

The blended cross-sector portfolio approach allows partners to draw from diverse capital pools to affect or offset risk and, in turn, to unlock coinvestment opportunities. This chapter begins with a brief discussion of investment-related risk and then introduces concepts of a blended finance portfolio. We then describe the potential role for philanthropy and detail ten types of philanthropic capital allocations relevant to a cross-sector strategy.

THE ORIGINS OF A PORTFOLIO APPROACH

The 1950s saw the emergence of a new mathematical framework for investors to analyze the trade-off between financial risk and reward. The technique looked beyond an individual investment’s risk/reward profile and focused on the interactions of many investments across asset classes when combined into a diversified portfolio. This approach, modern portfolio theory, suggested that investors analyze and take into account how assets are interrelated rather than consider them in isolation.1 Because assets can share similar volatility, diversifying investments in a portfolio can reduce risk and lead to more predictable or profitable returns.2

Blending diversified investments to influence the risk/reward profile is central to the theory.3 Investors can analyze groups of investments based on this relationship and select those with the highest levels of return at given levels of risk. Plotting the ideal trade-off points between risk and reward illustrates the efficient frontier—a series of portfolio configurations with optimal investment allocations (figure 10.1).4
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Figure 10.1 The efficient frontier illustrates portfolio configurations with optimal trade-offs between financial risk and return. Portfolios falling below the frontier are inefficient or suboptimal; a different configuration of investments could yield higher returns at the same level of risk or could reduce risk without lowering returns (figure is adapted from multiple sources and does not represent actual financial analysis).

Portfolios falling below the efficient frontier are combinations of investments that are suboptimal. If they were configured more efficiently, they could yield higher expected returns at the same level of risk, or the same expected returns at a lower risk.

EXPANDING THE FRONTIER

The efficient frontier as originally conceived focused on the field of traditional finance. It likely did not account for the inclusion of grants or concessionary investments through cross-sector partnerships. For example, consider how public finance, charitable contributions (as first-loss capital), or instruments comprised of philanthropic dollars might change the composition of a portfolio.5 In the context of cross-sector partnerships, could traditional portfolios move beyond a given frontier by blending nontraditional forms of capital into the mix to drive down risk or drive up return?

This question, and the topic of blended finance more broadly, is the subject of a recent joint project between the World Economic Forum and the Organisation for Economic Co-operation and Development (OECD).6 Called the ReDesigning Development Finance Initiative, this project focuses on increasing the amount and flow of development finance and philanthropic capital to enable private sector investment.7 This blended cross-sector approach is meant to facilitate funding for international economic development in riskier frontier8 and emerging markets.9 The OECD has also made recommendations specific to policymakers for mixing and then mobilizing new forms of capital to these types of markets, and in support of the United Nations Sustainable Development Goal agenda.10 A blended finance portfolio, from this perspective, mitigates risk and supports commercial risk-adjusted returns for private sector partners.11 Similar to the way investors mix assets to reduce risk in their portfolios, blending financial and philanthropic capital attempts to provide analogous results.12

The social value investing framework goes one step further and considers the contribution of philanthropic dollars to a blended cross-sector portfolio as more than a mere subsidy to other investors.13 Funders following this approach actively collaborate with private sector partners, other implementers, and stakeholders in the selection and development of projects. Funders also have a vested interest in the positive social outcomes of the collaboration as it relates to their charitable mission and the long-term viability of the projects in the partnership. From this perspective, funders can leverage private capital to deliver larger projects with greater impact than they could using their dollars alone.

Imagine a scenario in which an investor is considering some set of high-risk investments in small-scale manufacturing in an emerging market. A foundation working in that same region could provide first-loss capital for loans to small enterprises in the same value chain to support the overall business climate.14 It also could partner with local NGOs to provide critical training and education programs so more members of the community are eligible for loans and employment.15 By coordinating activities and goals and blending programs and investments, this type of cross-sector partnership can offset risk or improve returns in ways that traditional finance can not or will not.16 In this scenario, philanthropic capital may have the effect on portfolio configurations marked A, B, and C in figure 10.2.
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Figure 10.2 The boundary of the efficient frontier can shift when mixing in concessionary investments by way of cross-sector partnerships. Consider that portfolios may fall beyond a given frontier when blending nontraditional forms of capital into project finance, such as charitable contributions or instruments comprised of philanthropic dollars. This is illustrated by portfolio configurations A, B, and C. The distance and direction of movement for these portfolio configurations is fictitious and for illustrative purposes only (figure is adapted from multiple sources and does not represent actual financial analysis). For a detailed discussion regarding calculations of the efficient frontier, see Robert Merton, “An Analytic Derivation of the Efficient Portfolio Frontier,” Journal of financial and Quantitative Analysis 7, no. 4 (1972): 1851 -1872.

Philanthropic capital held by private foundations stands apart from traditional investment capital in several important ways. First, it is not subject to the same market demands as finance, and it can be invested over very long time horizons.17 This is primarily because philanthropic capital is much more flexible. It can range from entirely concessionary allocations (such as grants), to quasi-concessionary vehicles (such as low-interest loans), to more innovative coinvestments (such as social impact bonds). Philanthropic assets, even if deployed through traditional investment instruments, are unbound by the return-maximizing constraints of the markets. Foundations have no shareholders (by the traditional definition) demanding higher profits and no investors pressuring management to make short-term trade-offs for financial gain.18 Instead, a foundation’s obligation is to its charitable mission and the delivery of social good.

The idea of blending capital through cross-sector partnerships aligns with two key ingredients of the social value investing approach. First, it allows for investment over longer time periods than traditional finance. Second, it enables investors and philanthropists to collaborate in ways that unlock hidden or unrecognized intrinsic value. Philanthropic capital can act as an enabler, supporting local community needs and prosperity, which in turn serves the mission of the foundation. An investor can enter a market it otherwise would not enter, increasing economic activity in the region and linking market activity, while at the same time making a financial return. Combining diverse investment tools blends financial and social goals and bridges gaps in the risk/reward calculus where value would otherwise remain locked away by unresolved constraints.19

In some cases, a blended cross-sector portfolio approach can be straightforward. We saw this in the Comunitas case study with the public-private partnership Juntos Pelo Desenvolvimento Sustentável (Juntos). Private sector leaders and philanthropic donors contributed to the partnership’s general fund by cofinancing projects and services that would improve government processes and reduce bureaucracy. Sometimes outside experts guided planning and program improvements, and the fund partnered with a technology firm to facilitate constituent feedback and input—in line with the people and place elements of social value investing. Once partners settled on program improvements, the government financed the cost of implementing required changes and communicated this to its citizens. These changes improved the social and business climate around local municipalities and made the governments more accountable to constituents. One study found that for every dollar invested the partnership created ten dollars of return through more efficient government services or increased revenue.20

Oftentimes government agencies or municipalities are a primary contributor to a cross-sector blended-capital portfolio. With public financing, all levels of government can play an enabling role, whether through various types of instruments or through changes in regulation. Governments can engage in tax increment financing, provide block grants, offer new market tax credits, or designate business improvement districts, among other things.21 Some government agencies, such as the Overseas Private Investment Corporation, exist to offset business risks for U.S. companies interested in working in emerging markets.22 Although some or all of these methods are suitable in our blended cross-sector portfolio approach, government capital can be far more encumbered than philanthropic capital. Therefore, we are limiting the scope of this chapter to the latter.

HOW PRIVATE AND PHILANTHROPIC CAPITAL MEET

Ultimately, many successful cross-sector partnerships rely on market solutions for long-term success. Some solutions may begin with philanthropic or government grants, but gains for society are more sustainable if these grants catalyze activity supported by a broader economic system. Philanthropic capital can construct the first rungs in a ladder from poverty to prosperity or move social programs from financially infeasible to financially viable, but it cannot complete the journey alone.

For example, philanthropy can provide an impoverished rural community with access to basic resources, training, scientific data, and the supplies necessary to transform barren rural land into productive cropland. As we discussed in the Afghanistan case, local conditions might pose implementation risks and limit prospects for near-term financial return, which would deter private investment. But over time this development might open the door for small-scale food processing and farmer cooperatives. Then the community may gain access to grain marketing and forward contracting. Access to microcredit could provide economies of scale and support more vibrant agribusiness. Eventually this could lead to an environment more conducive to agriculture-related private sector services, such as lending, equipment servicing, and new infrastructure. This is an oversimplification, but many problems remain unsolved for lack of private investment or scaling capital, which relies on market solutions. Using aid or philanthropic funding to offset early stage risk can create opportunities for businesses to support an economic ecosystem and bring in financial products that engage a wide range of potential investors.

Through a blended cross-sector portfolio approach, philanthropists can collaborate with investors using many different types of financial products.23 Early stage capital may focus on advancing the maturity of a project to reach viability, sustaining it until it is large enough for more traditional forms of investment. This type of philanthropic stacking places grants at one end of a range of options, uses different types of reduced-cost lending in middle layers, and finds market-return-seeking products at the other end.24

FINANCIAL TOOLS IN A BLENDED CROSS-SECTOR CAPITAL PORTFOLIO

A range of blended portfolio tools is described in this section, and figure 10.3 outlines ten types of capital allocations available to philanthropic organizations. The furthest left end of the range represents allocations with no requirement for financial return or payback. These types of allocations have high overall flexibility and the potential to significantly affect the risk/reward profile of a given project. At the right end of the range are investments with an increasing requirement for financial return and constraints over how the funding can be allocated.25
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Figure 10.3 A blended cross-sector portfolio approach may draw from many types of philanthropically oriented financial tools. This chart illustrates ten types of various capital allocations ranging from completely concessionary grants at the left end to more traditional return-seeking investments at the right end.

Traditional Grants

Through traditional grant-making—at the furthest left end of the range—a foundation typically transfers capital to an implementer who completes a project, advancing mutual goals to improve society. This is similar to what we saw in the Comunitas case, where the Juntos program relied extensively on foundations and private donors to finance operations and program services. While grant-making is fairly common, Juntos represents an innovative program design, including funder participation going well beyond just giving a gift. At the city level, grants funded strategic planning in Pelotas, Brazil, for a network of clinics, called Rede Bem Cuidar.26 Partners engaged the community to gather input on how to deliver improved services to meet their needs.27 Grant funding was used to finance project design support by Comunitas staff, rebuild two clinics, and renovate three basic healthcare units. The use of philanthropic capital significantly offset program and implementation risk for the city and provided flexibility for its elected officials to make decisions guided by the community’s input.

In a broad sense, the landscape of traditional grant-making is undergoing change. Until recently, few intentional links between grants and private sector strategies would be found. Typically, uptake into private markets from a grant would be considered an added benefit, not a function of the grant itself. The Afghanistan case, however, contrasts this by illustrating small scale grants that financed market-enabling expenditures.28 As the availability of philanthropic capital has increased generally, and as NGOs become more significant market actors and cross-sector partnerships proliferate, this will continue to shift.29

Program-Related Investments

The U.S. Internal Revenue Service requires private nonoperating foundations to give away, on average, at least 5 percent of their assets to charitable causes every year (or face penalties).30 Foundations generally use the remaining funds to generate profits to grow their assets, leaving considerable resources locked away from charitable activity. Historically, foundations tend to build large financial corpuses. Assets held by all foundations in 2014 in the United States totaled over $865 billion;31 assets held by private nonoperating foundations alone comprised more than 80 percent of that total.32 Generally, foundations think of their assets in a compartmentalized way: 95 percent dedicated to growing assets and 5 percent allocated to grants or charity. Innovative capital allocation strategies (namely, program-related investments and mission-related investments, discussed later) can bridge the two.

As a classification of investment approaches subject to specific eligibility requirements, program-related investments (PRIs) can include many of the financial instruments outlined here. PRIs allow foundations to use dollars from their traditional grant-making allocation to make low-yield investments in support of the foundation’s philanthropic mission. Among other things, this broadens the financial and impact analysis used to allocate the capital and opens interesting cross-sector partnership opportunities.

In 2012, the White House updated its description of PRIs in the U.S. Code as “an investment made by a foundation, which, although it may generate income, is made primarily to accomplish charitable purposes.”33 Accordingly, a foundation can make qualified investments (such as those indicated in figure 10.3) that count toward its minimum 5 percent annual charitable distribution requirements. Furthermore, this class of investments is exempt from a number of taxes imposed on other types of investments made by a foundation. But, as the definition says, the purpose of a PRI must be to serve the foundation’s charitable mission rather than to focus on a potential financial return.34


Pioneering PRIs: Profile of the Ford Foundation

The Ford Foundation was established in 1936 by Henry Ford, founder of the Ford Motor Company, and his son, Edsel. At one point, the foundation owned nearly 90 percent of the nonvoting shares of the automotive company, making it the largest private foundation in the country.35 By 1968 the Ford Foundation was grappling with how to increase its social reach beyond the limits of its grant-making resources.36 In a proposal to the foundation’s trustees that year, foundation staff urged them to “re-examine the tradition that limits our philanthropy to a single mode—the outright grant.”37 Shortly thereafter, the foundation began its first program-related investments.38 Although not technically classified as such then (the Tax Reform Act of 1969 provided the first legal definition for a PRI39), it focused on programs for minority business development, affordable housing, and environmental preservation.40 The foundation has since allocated about $690 million41 toward PRIs and engages in direct loans, equity investments, and loan guarantees.42

The Ford Foundation has a long record of success with PRIs.43 In 1977, the foundation provided a grant to a new nonprofit lender in Bangladesh for an experimental small-scale credit program.44 This program sought to provide access to credit, mainly to women who had no collateral (such as land), and it organized debtors into small groups with collective responsibility for loan repayment. The model showed promise, reaching fifteen thousand participants with a 98 percent loan repayment rate within a few years. By 1981, the program sought to expand to one hundred thousand borrowers, increasing its partner commercial banks from twenty-five to one hundred.45 The Ford Foundation provided a multiyear recoverable grant for $770,000 as a 10 percent loan default guarantee.46 This guarantee offset the risk of potential loss for new commercial banks interested in joining the program and supported the program’s rapid expansion. Funds from the guarantee that were not needed by the end of the term were to be repaid to the foundation.47 Over time, the foundation increased its support, including financing for a revolving fund for larger enterprises.

Today, this nonprofit lender—Grameen Bank—has more than 2,500 branches and has made over eight million loans totaling more than $20 billion,48 and it pays dividends to its borrowers.49 Structured as a cooperative, Grameen’s borrowers are also the bank’s owners, holding more than 90 percent of the organization. The remainder is owned by the Bangladeshi government.50 In 2006, Grameen Bank and its founder, Muhammad Yunus, were awarded the Nobel Peace Prize.51



The number of foundations and the amount of foundation assets available for PRIs has grown considerably since PRIs began in 1969. The MacArthur Foundation, the David and Lucile Packard Foundation, the Rockefeller Foundation, the W. K. Kellogg Foundation, the F. B. Heron Foundation, to name a few, all use PRIs to unlock their assets and increase social good. More recently, the Bill & Melinda Gates Foundation entered this space.52 It has made more than sixty PRIs, committing more than $1.8 billion in capital with a total allocation of $2 billion to its PRI strategy.53

Recoverable Grants

Recoverable grants are pools of capital allocated to projects that meet the objectives of a funder but are dedicated to catalyzing longer-term for-profit business development.54 Similar to traditional grants, they are given without a requirement for financial return. What makes them “recoverable” is that any profits generated from the grant funding, which (as traditional commercially generated profit) would normally be returned to an investor, are instead put back into a capital pool to make future grants. For example, the nonprofit Echoing Green provides cash stipends to for-profit social entrepreneurs who agree to pay back the stipend if their company becomes successful. If the company fails, then it owes no debt.55

As one of the most risk-tolerant and inexpensive forms of capital available, recoverable grants act as “convertible note[s] with no time expiration and no liquidation payback rights.”56 Because these products are classified as grants, there is no obligation to the grant-maker if the borrower defaults.57

Zero Interest Short-Term Loans / Zero Interest Long-Term Loans

Another way for a foundation to spur market development is by offering zero-interest loans.58 For example, a community garden that is expanding operations may need financing for a new greenhouse and the equipment and supplies to grow more food. A community foundation could provide a long-term, no-cost loan for the greenhouse so that a local community development financial institution (CDFI) would be willing to open a line of credit for seed, fertilizer, and tools.

This type of commitment can encourage private sector lenders to loan to individuals or groups they would otherwise find too risky, and it creates credit histories that can be used for future lending considerations. Zero-interest loans provide a substantial subsidy to a loan offering, and it holds a borrower accountable more than grants or recoverable grants do but less than other financial products.

Forgivable Debt

Forgivable debt is typically a loan structured to incentivize a particular behavior or accomplish a measurable social outcome agreed upon between a philanthropic lender and a borrower.59 Any portion of the loan may be forgiven if specific conditions are met.

For example, a foundation makes a forgivable loan to a social enterprise running an early morning before-school program with the goal of reducing high school truancy. If the program meets a given target—a 20 percent reduction in student absentees within six months—then the foundation would forgive the loan as though it were a grant. If the target is not met, the foundation could recollect the money as a debt.

Low-Interest (Concessionary Rate) Long-Term Loans and Low-Interest Short-Term Loans

In other cases, a lender may offer a loan at a rate that the borrower cannot afford but could pay back at a reduced interest rate.60 In these cases, philanthropy can subsidize the lending rate to a level feasible for the borrower but still profitable for the lender. Sometimes these rates can be adjusted over time, with the subsidy gradually removed as a track record is established, the borrower stabilizes, and the lender becomes more confident that the loan will be repaid at favorable terms.

In the community garden example, imagine that the CDFI is providing both the loan and the line of credit. In this case, a foundation could subsidize the interest rate on the loan and line of credit so that it meets the needs of both organizations.

Social Impact Bonds

Social impact bonds (SIBs) are an innovative financing instrument designed to help governments, foundations, and investors structure prevention programs that achieve social outcomes.61 These outcomes, if realized, save long-term costs that would otherwise be absorbed by society. Therefore, the government agrees to pass some of those savings along to investors who take the risk to fund the programs. But investors are only repaid if the desired outcomes are met.

SIBs are similar to pay-for-performance contracts, through which service providers are paid for results, not for their work to achieve specific outcomes.62 In both cases, providers must closely document success and establish meaningful and measurable outcome indicators.63 For example, a state government agency may want to reduce the number of people receiving compensation through unemployment insurance. Through a pay-for-performance contract, that agency agrees to pay a job training and placement company $5,000 for every person (otherwise on unemployment benefits) they place in a job at a living wage for six months or longer. If the company does not achieve the outcome, they are not reimbursed for their program expenses.

With SIBs, an investor underwrites the cost of a program through a project manager responsible for coordinating the activities. Payment for success goes from the government through the manager to the investors. This payment can include a return on investment, depending on the success of the program. If the program fails, the investors can lose their capital. As a result, the entire up-front investment is at risk because there is no guaranteed payment.64 So far, as the Rikers Island example shows, SIBs have had a mixed track record.


Lessons to Learn: Rikers Island Social Impact Bond

In 2012, a coalition of partners launched the first SIB in the United States. It was designed to reduce recidivism of teenagers released from Rikers Island jail in New York. Financed by a $9.6 million loan from Goldman Sachs (insured by a $7.2 million guarantee from Bloomberg Philanthropies), the program delivered cognitive behavioral therapy from the Osborne Association to teenage inmates.65 MDRC, a nonprofit research center, was the intermediary managing organization, and the Vera Institute of Justice served as an independent evaluator. In the arrangement, Goldman Sachs would be repaid only if the existing recidivism rate of 50 percent was reduced by 8.5 percent, and they would receive a profit of up to $2.1 million if the reduction exceeded 10 percent.66

The program encountered a series of operational and contractual challenges, including control group problems and staffing shortfalls.67 In July 2015, the Vera Institute concluded that the program did not reduce recidivism for the 2013 program participants during the twelve months following their release from Rikers, as compared to a historical control group who passed through the jail before the program began.68

How much value the program ultimately provided, regardless of its cancellation, depends on who you ask.69 Supporters argue it was worthwhile for what they learned using an experimental approach. Supporters also point out that the experiment was paid for by investors, not taxpayers,70 and implementers of the program can document participants who say it helped them stay out of jail.

Bringing a private partner into government social programs can yield efficiency and innovation, and having government as a partner creates opportunities to scale successful experiments more easily. But bringing these two groups together in such a collaboration requires an independent evaluator, especially because financial payment is conditioned on mutually agreed goals. Involving the philanthropic sector diffuses the risk and encourages partners to expand programs if they succeed.

Detractors of the Rikers Island SIB, however, suspect that city officials spent a lot of taxpayer-subsidized time on the project. They also wonder whether the time horizon for investor payouts over a long-term program would have been prohibitive for investors, even if the experiment had run successfully. The same holds true for the payer: significant savings for the government may not occur until, for example, recidivism is dramatically reduced.

Furthermore, SIBs could pressure government to privatize activities that may not benefit from being privatized—prisons are an example. The high transaction costs of adding a managing intermediary, an outside evaluator, and an outside operator may doom some SIBs to failure. Even when successful, SIBs may be too complicated to easily replicate or scale. Finally, critics point to opportunity costs—philanthropic dollars are not unlimited, and they claim spending them on speculative experiments could be wasteful.71 We believe this type of experimentation is a sweet spot for philanthropic dollars, and regardless of these challenges, SIBs are not likely to go away soon.72



The very first SIB is a recent success story. The Peterborough Pilot Social Impact Bond in the UK ran from 2010 to 2015 and had positive results.73 Similar in goals to the Rikers Island SIB, the Peterborough SIB was designed to reduce the number of prison reoffenders. Of a first cohort population of roughly a thousand participants, the SIB-financed program reduced the reoffending rate by 8.4 percent compared to the control group.74 An analysis from the results of a second cohort estimated an improved reduction rate of 9.7 percent.75 These results averaged above the minimum threshold required for success (a 7.5 percent reduction), and the SIB’s outcome payment to investors was triggered.76

Since this first SIB launched in 2010, over one hundred others have begun, with at least seventy more under development.77 SIBs are under way around the world: in Australia, Austria, Belgium, Canada, Finland, Germany, Ireland, Israel, Netherlands, Switzerland, the United Kingdom, and the United States, among others.78 A social impact bond is inherently structured as a cross-sector partnership. According to an OECD study on SIBs, “the combination of partners is part of the innovation.”79 Although still a developing model, the goals and intentions of SIBs embody many of the characteristics of the social value investing framework.80

Restricted Private Equity Stake

In 2016, the U.S. Treasury Department updated and clarified their list of permissible PRI-related activities.81 As a result, foundations were given more clarity on the use of PRIs for making equity investments in for-profit companies if those investments serve a social purpose (assuming certain conditions are met).82 For example, the Gates Foundation took an equity stake in a biotech start-up in Cambridge, Massachusetts. Among other things, it encouraged the company to apply its new and pioneering T-cell targeting discovery technology toward the creation of a vaccine against malaria—a major focus of the foundation’s global health strategy.83

Although not a requirement, the IRS indicated that exit triggers automatically liquidating a foundation’s stake in a company, once the company turned profitable, could substantiate the charitable claim of the investment.84 Furthermore, such equity investments may be combined with grants or loans (from the same foundation or otherwise), enhancing the charitable objectives of the investment even further.85

Mission-Related Investments

In very simple terms, mission-related investments (MRIs) complement PRIs by picking up where they leave off.86 An MRI strategy either supports social goals (such as actively seeking investments that contribute to a foundation’s overall charitable purpose) or avoids contradicting the values or mission of a foundation. However, investments in an MRI portfolio fall outside the scope of PRIs, in part because these investments are intended to generate a market-rate financial return, and because they come from the corpus of the foundation, not the grant-making side.87 For example, a foundation focused on environmental preservation or air quality could use its corpus to make a significant investment in a large, for-profit solar energy project. Unlike PRIs, a foundation cannot count MRIs toward its 5 percent annual charitable distribution requirement. Although mission-related investments are not a separate legal classification on their own, they must still follow IRS non-jeopardizing rules.88 Similar to traditional investments, MRIs may be subject to unrelated taxable income (whereas PRIs are not).89

An investment strategy led by MRIs is very different from a passive or blind investment strategy, which could have a foundation’s endowment investing in companies that are diametrically opposed to its charitable mission. Continuing with the environmentally focused foundation example, that same foundation could have holdings in a coal or oil company under a blind or agnostic investment approach. Therefore, a foundation may use negative screening to avoid broad investment categories antithetical to their charitable mission or values (such as screening out investments in weapons or tobacco). Or it may choose to engage in or support specific company or industry divestment. For example, the Rockefeller Brothers Fund (established by descendants of John D. Rockefeller and financed by the family’s success in the oil industry) announced in 2014 that it would divest its endowment’s assets from fossil fuels.90 Shortly thereafter, the fund also signed onto the United Nations–sponsored Principles for Responsible Investment,91 a voluntary agreement among investors to track and consider environmental, social, and governance metrics in their investment strategies.92

The Ford Foundation took a bold step in 2017 when it announced it would allocate up to $1 billion of its endowment, roughly 8 percent, to an active MRI strategy.93 This was the largest MRI commitment ever for a private foundation, and it is initially focused on “affordable housing in the United States and access to financial services in emerging markets.”94 It is likely we will see more and more foundations making similarly significant commitments in the future.

ADVANTAGES OF A BLENDED CROSS-SECTOR CAPITAL PORTFOLIO

A blended cross-sector capital portfolio uses innovative and flexible funding, such as philanthropic dollars, to shift the risk frontier for projects in a partnership. It is a critical enabler for other elements in the social value investing framework because it unlocks partnership opportunities with high intrinsic social value, and because it also allows partners to focus on outcomes over a long time horizon. As a result, blending investments for social and financial goals has inherent advantages for everyone involved.

■    It widens the risk/reward profile for investors. By blending philanthropic and financial products with differing risk appetites and reward requirements, investors can tap into diverse capital pools for financing partnerships that serve the public good.95

■    It leverages collective assets. By adjusting the risk/reward horizon, initiatives can bring together new coalitions of public, private, and philanthropic partners. Using an effective and collaborative partnership process enables collective capital to solve problems that cannot be addressed by any single sector or class of funding.96

■    It builds a coalition of people. By tapping into a broader alliance of participants, the initiative can access an expanded, decentralized network of leaders, experts, teams, and organizations spanning multiple geographic areas and providing for complementary capital allocation needs.97

■    It aligns financial and social outcomes. By integrating traditional finance, social programs can draw from for-profit sector knowledge, experience, and resources to improve the efficacy of grants or charitable activity. These advantages may not typically be available to such programs, which makes this an important approach for partnerships involved in the development of place-based strategies.98

Partnerships and projects of all sizes can benefit from a blended-capital portfolio. Long-term systems-based solutions, in particular, require significant and diverse capital to finance program expenditures, infrastructure, and services. By engaging an array of capital types, partnerships can provide new solutions or accomplish collectively what would otherwise be impossible individually. This is especially important in parts of the world that face chronic poverty, conflict, or economic downturns, as we saw in the Juntos case. In places where government aid or market forces alone have not built prosperity for communities, or even whole countries, innovative financing through cross-sector collaboration is an exceedingly important strategy.


PERFORMANCE
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The Performance Case
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Using Big Data to Improve City Services—FDNY and Beyond
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WILLIAM B. EIMICKE

In previous chapters we presented cases and analysis to illustrate how the elements of social value investing—process, people, place, and portfolio—contribute to the success of cross-sector partnerships. This chapter focuses on the fifth and final element of the social investing framework, a partnership’s performance. To illustrate how a focus on performance measurement can produce outcomes that meaningfully impact people’s lives, we present several examples from New York City. Over the course of a few decades, New York City transformed from one of the most dangerous cities with the least effective city government in the world to one of the most admired and copied. New York City adopted performance management citywide in 1977, but the effects were limited until 1994 when Police Commissioner Bill Bratton created and implemented the CompStat system, a performance management program focused on crime prevention.1 CompStat has evolved over the past several decades, but it continues to help keep New Yorkers safe. By the turn of the century, Mayor Michael Bloomberg directed the enhancement of CompStat and the successful application of similar, performance-based management systems for the city’s emergency and rescue services, operated by the Fire Department of New York City (FDNY). Over time, FDNY’s focus on performance measurement—ranging from response times and lives saved to fires prevented—as well as new performance management systems, led to a transformational change in how it accomplished its mission and served the public.

PREVENTING CRIME

Everything about performance management in New York City changed on January 10, 1994, when a new mayor, a self-identified crime-fighter named Rudolph Giuliani appointed William J. Bratton commissioner of the New York City Police Department (NYPD). Bratton had a track record of reducing crime in Boston and in the New York City subway system.

Bratton had extraordinary success in transforming New York City from one of the most violent and dangerous big cities in the world into one of the safest, with a multifaceted strategy using techniques that had helped other cities. Bratton’s major contribution to policing theory was elegantly simple—policing should be focused on crime prevention first. Before Bratton, NYPD was famous around the world as fearless, relentless, and, occasionally, corrupt. Bratton changed the NYPD for decades to come by harnessing the big data the agency was already collecting and making it available in real time so precinct commanders could predict emerging patterns of crime geographically and focus their resources on “hot spots” before criminals could take over a neighborhood.2

The system started with a few dedicated in-house believers, particularly the late Jack Maple,3 appointed by Bratton as a deputy commissioner for designing the CompStat crime control strategies. In the beginning, CompStat used only elementary desktop computers, a big map of the city, and some colored pushpins. Over time, the NYPD’s data and analytics program evolved into a partnership with IBM to create the NYPD Real Time Crime Center and the program known as CompStat, which the city still uses today.

Using FBI’s Uniform Crime Reporting categories of serious crimes,4 CompStat provided weekly reports on the number of these crimes, precinct by precinct, across New York City’s seventy-seven precincts (each holding 100,000 or more residents). Precinct commanders, guided by the top brass at headquarters, can deploy their resources to most effectively control and ultimately reduce crime. Bratton chaired weekly (twice weekly in the early years) citywide meetings to hold precinct commanders accountable for their performance. CompStat enabled top NYPD leaders to question lower-level commanders regularly and in person, in front of a large number of their supervisors and peers. Crime dropped by 12 percent in 1994 compared to 1993, whereas the comparable figure nationwide was a drop of 1.1 percent.5 By the end of the decade, citywide crime was down by 50 percent.6 CompStat subsequently won the prestigious and highly selective Harvard University Kennedy School Innovations in American Government award and has been copied by cities across the country and around the world.7

Based on the extraordinary success of CompStat, the Giuliani administration tried to bring CompStat-style data-driven, predictive performance management to other city agencies—with limited success. FireMarc, the FDNY version of CompStat, failed miserably. It languished without real commitment and suffered from a poor choice of indicators and few incentives or penalties—sticks and carrots—to ensure accountability. In the Department of Parks and Recreation, Parkstat fared somewhat better. Parkstat used inspections and a rating system to grade pass or fail equipment, benches, and leisure areas of each park. But here again resources were limited, and there was no effective accountability system.

The Central Park Conservancy (CPC) under the leadership of Doug Blonsky developed an effective system for parks, using CompStat-like zone management and performance standards and accountability, comprehensive manuals, standard operating procedures, and detailed handbooks for horticulture management, turf management, and trash management and recycling (see chapter 5). Partnering first with Mayor Michael Bloomberg and more recently with Mayor Bill de Blasio, CPC is now training City Parks Department managers to deploy the same accountability system in other city parks throughout New York City.

MAKING NEW YORK’S BRAVEST EVEN BETTER—FROM TACTICS TO STRATEGY

Businessman Michael Bloomberg faced daunting challenges when he became the first new mayor elected post-9/11. Major areas of lower Manhattan had been completely destroyed or severely damaged, the city’s economy was depressed, the government’s budget had a large and growing deficit, and even though crime was still dropping, the city faced a very real and imminent threat of terrorism as well. Bloomberg was committed to running the city like a business, which meant belt-tightening and fiscal discipline. But Bloomberg also understood that serving customers (in this case city residents and visitors) was at least as important. Bloomberg used performance-based accountability and partnerships to do both extremely well.

Despite the fiscal constraints, Bloomberg continued to invest in CompStat and the impact-based approach to policing, and he worked aggressively and effectively to bring CompStat-style performance management to other New York City agencies, particularly the FDNY.

FDNY, New York City’s fire and emergency medical services agency, has always been one of the world’s best. On September 11, 2001, FDNY personnel became America’s heroes as they evacuated 13,000 to 15,000 people8 from the two World Trade Center towers in the 102 minutes between American Airlines Flight 11 hitting the north tower and when the tower collapsed at 10:28 AM.9 This extraordinary success came at a very high price—343 FDNY personnel died,10 a staggering nearly one-third of the total number of 1,172 FDNY deaths from the very first firefighter to die while on duty in 1865.11

With so many deaths and the subsequent realization that FDNY initially had serious difficulty determining who was at the site and who was not, it was clear to the department and incoming mayor Bloomberg that FDNY needed to improve its systems management. The Mayor’s Office commissioned the well-respected consulting firm McKinsey & Company to conduct a pro bono management review of FDNY and NYPD, focused on how both agencies could be better prepared for future major events, whether it be terrorism, fire, epidemic, or natural disaster. McKinsey’s key recommendations included that FDNY should “improve accountability and discipline” through “enhanced planning and management.”12 To accomplish this, McKinsey recommended increasing the number of personnel in management positions, enhancing the planning and analytical skills of those managers, and focusing more on “explicit metrics and milestones” to monitor the overall performance of the FDNY.13

To implement the McKinsey Report recommendations, the FDNY recognized that the vast majority of its senior managers came from the field—that is, firefighting—and had little training in management, analysis, planning, and organizational communication. This leadership and management challenge was acute given FDNY’s size—an annual operating budget exceeding $1.8 billion, 1.7 million incidents annually, and a workforce of over seventeen thousand spread over 250 locations.14 To overcome this training gap, Mayor Bloomberg and Fire Commissioner Nicholas Scoppetta engaged Columbia University to partner with the FDNY to develop an executive leadership and management training certificate program, modeled on the core curriculum of Columbia’s MPA and MBA degrees.15

Every year since 2002, mixed cohorts of sixteen16 of the FDNY senior management (and those the department viewed as the next generation of leaders) from both the fire and EMS divisions have completed the FDNY Officers Management Institute (FOMI), including a program-long team project.17 Sessions are taught at GE’s state of the art John F. Welch Leadership Development Center, a 59 acre corporate university campus founded in 1956 and named after legendary former GE CEO Jack Welch. As one GE employee selected to attend a program at the Welch Center described the experience, “this is where you go to get promoted.”18

GE’s president and CEO at the time, Jeff Immelt, was one of the first people to contribute to 9/11 charities after the attacks on the World Trade Center, and from the very beginning Immelt and GE have been full partners in FOMI. GE has donated the full cost of housing, food, classrooms, support, and recreation for all FOMI participants and Columbia University and FDNY faculty since the beginning in the fall of 2002. Given the all-day, every-day nature of FDNY, getting managers off site to a full-service learning center is an essential element in the success of the program. Participants continue to be paid during the training time but are taken off line by the FDNY and live and study at the Welch Center, an hour train ride north of New York City. Immelt and other GE leaders have addressed every FOMI cohort. Receptions and meeting opportunities allow FOMI and GE managers in programs at the center to get to know each other and share best practices.

Mayor Bloomberg and Commissioner Scoppetta recognized that partnering with Columbia University and GE could teach practical management skills and problem-solving techniques that FDNY participants would use to significantly improve FDNY performance. Over the past fifteen years, the FDNY-Columbia-GE partnership has prepared well over two hundred participants for senior management positions, and most of the top jobs at FDNY have been filled by FOMI graduates for more than a decade. A FOMI certificate has almost become a requirement for promotion to senior management. The quality and effectiveness of FOMI has been recognized by Harvard University’s Innovations in American Government annual competition, selecting FOMI as a “Top 50” program in both 2008 and 2009.

FOMI has played a major part in bridging the divide between FDNY’s fire and EMS divisions.19 FDNY leadership credits FOMI’s mixed cohorts of the next generation of fire and EMS leaders with creating more of a unified FDNY culture; this has resulted in much safer and more effective emergency services agencies, particularly as the number of fires has declined over the past decade and medical and other emergency calls have increased dramatically. Today, it is more likely that FDNY will save a life through a medical intervention than a rescue from a burning building.

In 2004, FOMI graduate Chief Joseph Pfeifer led the effort to create the first formal FDNY Strategic Plan in the department’s then nearly 140-year history.20 Over the past decade, the plan dramatically increased the FDNY’s success in securing federal grants from the U.S. Department of Homeland Security and others for equipment, including new fireboats, advanced technology, and grants for natural disaster and many other types of training programs. The plan also led to major improvements in emergency response operations, health and safety initiatives benefiting FDNY members, increased diversity, enhanced fire prevention and education initiatives, and a much stronger and more effective management and organizational system. The Strategic Plans also led to a $17 million upgrade of the Fire Department Operations Center (FDOC) in 200621 and a new FDNY Terrorism and Disaster Preparedness Strategy to be implemented by Chief Pfeifer, who then became the director of the FDNY Center for Terrorism and Disaster Preparedness.22

FOMI created a stronger learning culture at FDNY. The department probably has the best-equipped emergency services training center of any U.S. city, and a wide array of educational programs operate year-round, primarily focused on tactics and field operations. FOMI has encouraged management degrees at major universities across the country including Harvard’s Kennedy School, the School of International and Public Affairs at Columbia University (SIPA) and the Naval Postgraduate School, and a certificate in Counter Terrorism from West Point. Chief Pfeifer now holds a Master’s in Public Administration from the Kennedy School and a Master’s in Security Studies from the Naval Postgraduate School.23 FOMI graduate Assistant Chief of Fire Prevention and Citywide Command Chief Richard Tobin, a leader of FDNY’s risk-based inspection innovation, went on to earn his MPA from SIPA. Several other FOMI graduates went on to earn degrees from the Naval Postgraduate School. Currently, FOMI graduate Battalion Chief for Times Square Mike Meyers is pursuing his Master’s in Public Administration at SIPA. Partners FDNY, Columbia University, and GE all benefit from the shared learning happening at the Welch Center among current and future leaders from the public (FDNY), private (GE), and nonprofit sectors (Columbia University); and the public benefits from this sharing of best practices, which enables the FDNY to better save and protect lives and property in New York City, today and for decades to come.

PREVENTING FIRES

Former fire commissioner Nicholas Scoppetta once said, “Inspections are not firefighters’ favorite activity” (firefighters carry hoses, an ax, someone in need of rescue, not a clipboard and pencil, or even an iPad).24 Those who relish running into burning buildings do not enjoy walking around stores and office buildings issuing violations for overloaded electrical sockets or bicycles cluttering hallways. Firefighters previously disliked inspection activities enough that their unions negotiated contracts to limit inspection periods to two days a week and only when weather conditions were moderate.

The importance of effective inspections (figure 11.1) for saving lives became very clear in the aftermath of a major fire at the vacant Deutsche Bank building in Lower Manhattan (adjacent to the World Trade Center site) on August 18, 2007, which took the lives of two firefighters. The building was severely damaged on 9/11 but was still under slow deconstruction because of the presence of asbestos, toxic materials, and possibly human remains. Firefighters went into the building to put out the fire because of the environmental dangers so close to nearby occupied buildings.25
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Figure 11.1 A Fire Department of New York firefighter carrying out an inspection before the new prevention-based priority process was developed by the NYC FDNY-IBM cross-sector partnership. Photo by Richard Numeroff, courtesy of SIPA Case Collection.

The investigations that followed the incident discovered that a test of a standpipe that had been noted as breached earlier that year was never completed, and an even larger break in the basement was completely missed.26 The fallen firefighters were unable to escape because there was no water coming from the cut standpipe to fight the fire, and the primary escape route down the staircase was improperly blocked. Fire officers at several levels failed to carry out the rule that buildings under construction or demolition must be inspected every fifteen days. Inspectors at the Department of Buildings also failed to properly train inspectors and conduct proper inspections, and they did not communicate important information to other city agencies, including the FDNY.27 FDNY executives were forced to confront the reality that in 2007 inspection records were not digitized in easily accessible databases. Rather, many were kept on index cards, written in pencil, and stored in local FDNY captain’s firehouse offices (of which there were over two hundred and twenty). Accessing inspection information or monitoring the inspection program from FDNY headquarters was virtually impossible.28

A team of FDNY members, civilian and uniformed, were charged by the Mayor’s Office with developing a comprehensive solution to the obviously flawed inspection system. The team quickly concluded that the decentralized, paper-based program was outdated; cyclical inspections in such a large city were wasteful and ineffective; and prioritizing by catastrophic risk (such as schools and hospitals) had led to multiple annual inspections of the city’s safest buildings and infrequent inspections of buildings most likely to have a fire, explosion, or structural collapse. With a workload of three hundred thousand buildings, fewer than four hundred civilian inspectors, and limited inspection time for uniformed firefighters, the team concluded that a radical reform of the current system was in order. However, the city government did not have the in-house knowledge of technology and global best practices to build a new system on its own.29 After careful consideration of multiple options, FDNY turned to IBM (NYPD’s long-time partner on the Real Time Crime Center and on CompStat) for help.

Claudia Gerola, an experienced IBM business strategy and development consultant, and a team from IBM worked closely with the FDNY team to map out the inspection process and interview the people who actually did the work, from the firefighters on the truck, to the captain in the firehouse, to the IT system managers, and throughout headquarters to the decision makers who needed the information.30 The two teams conducted a gap analysis to determine what data were needed to build a predictive inspection prioritization model, what data were already being collected, and what data needed to be collected or found. They explored solutions to close those gaps and then began to build a system with the primary goal of preventing as many fires and building-based emergencies as possible—for fires that did occur, they hoped to make them less dangerous and damaging.

As FDNY Deputy Chief Richard Tobin (figure 11.2) described it,


We saw all of the successes the police department had with CompStat. We saw where they were targeting their resources to where the crime was occurring. The whole idea was to get there before the crime occurred, saturate the area. And we wanted to duplicate the same thing with our inspection process. We didn’t want to wait for a fire to hit, we wanted to be out there proactively inspecting these buildings, eliminating their hazards before they had a fire there.31
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Figure 11.2 FDNY Chief Richard Tobin reviews paper files with previously inaccessible data for setting inspection priorities. Photo by Richard Numeroff, courtesy of SIPA Case Collection.

The FDNY needed a system like CompStat that could analyze all the inspection information available (from FDNY and from other city, state, and federal agencies) and use a learning algorithm to prioritize the most dangerous buildings in their area for the inspection teams for each inspection period. That way, even with limited inspection resources, the opportunity to prevent damage and death before it happened would be greatest.

The first step in creating a new system was to digitize the existing inspection database. Then, to create a process for collecting new inspection information digitally, and to identify and track key performance indicators tied directly to program success. Digitizing the data required close cooperation among IBM, FDNY headquarters, the FDNY IT unit, and the firehouses. It was slow and challenging because firefighters in the field were not particularly interested in inspections in the first place. But some firehouses were more interested than others, and the team picked them to pilot the system. As the new system began to take shape, cooperation across the field operations increased. By 2009, there was a computer in every firehouse—replacing the index cards and pencils of 2007—connected to the FDNY Metrotech Center headquarters in Brooklyn, so senior management could review, analyze, and monitor the entire inspection program for the first time.32 As Commissioner Scoppetta said in 2009 after the Deutsche Bank fire investigations, “I think that if there is a silver lining to this cloud, it is that there is not an officer or a firefighter in the FDNY who does not recognize how important inspections are, how it saves lives and sometimes it will be the lives of our own members responding.”33

By 2010, FDNY and IBM were testing a new system that provided captains in the pilot-tested neighborhoods with a list of the most dangerous buildings in their area in real time at the beginning of each inspection period. The local captain could override recommendations based on experience or local knowledge, but the variation in buildings inspected would have to be explained and entered in the computer database. Pilot-testing made clear that a truly predictive inspection system would require data from multiple city agencies: the Department of Buildings, the Department of Environmental Protection, the Finance Department, Sanitation Department, Health Department, and even NYPD. Violations issued by these other agencies could also indicate a higher risk of fire. Failure to pay taxes could indicate neglected building maintenance. Police activity in a building might indicate dangerous chemicals being used in making illegal drugs or explosives used by terrorists. State and federal agency databases could provide similar information to make the predictive model even more robust.

Mayor Bloomberg created a citywide fire response task force almost immediately after the Deutsche Bank incident. Directed by Caswell Holloway IV of the Mayor’s Office (one of Mayor Bloomberg’s most trusted advisors, particularly in crisis situations),34 the task force identified the interagency nature of risk-based inspections and initiated the data sharing that would make the new system predictive. Although most city agencies were well on the way to digitizing their data, most used different platforms and many were using outdated legacy equipment. As Chief Tobin told us, “Sharing that data across [agency] lines was very difficult, really difficult.”35 Fortunately, the mayor was working on a parallel track to share and publish as much city data as possible through his commitment to open government and citizen engagement.

Beginning in December 2009, Mayor Bloomberg charged a few young analysts led by a charismatic, hard-driving former federal lawyer named Mike Flowers (who had worked on the Saddam Hussein trial in Iraq) to find a way to share data that could mitigate city problems before they spun out of control. Flowers knew the city had a tremendous amount of publicly accessible but agency-siloed data that could be better used to improve the quality and efficiency of government services. Flowers also knew that the more than forty city agencies could not change their systems, procedures, platforms, and identifiers for years, even if they wanted to (which they didn’t). Even if there was a will, he and his team of six did not have access to the money and technology, much less the time, to get it done. In any case, Bloomberg wanted results—and he wanted them yesterday.

Rather than go to war with agency heads, his team, dubbed the “Geek Squad,”36 recognized that technology had advanced so that data from different platforms and systems could be synthesized for problem solving in their present form. With this insight, Flowers and team set up the system that incorporated information from the Buildings Department, Department of Finance, and other agencies into the FDNY platform, which improved the accuracy in identifying the most dangerous buildings so FDNY could inspect those buildings first. In May 2013, the FDNY Risk-Based Assessment System was officially launched. During its development and after its official launch, the number of serious violations issued by FDNY inspectors has risen significantly, and fatal fires since 2009 have held at historically low numbers.37

Flowers and the Geek Squad went on to other data-matching triumphs, including identifying and preventing mortgage fraud, uncovering Medicaid fraud to access OxyContin and oxycodone, and tracking down restaurants that were illegally dumping cooking oil into city sewers. Harvard professor and former mayor Stephen Goldsmith would later describe them as “the best city data team in the United States, and one of the best in the world.”38 Goldsmith served as a deputy mayor under Mayor Bloomberg and was a major force in establishing the Mayor’s Office of Data Analytics (MODA), led by Flowers, and in leading Bloomberg’s efforts to share 311 and other city data with the public, organized geographically, so citizens could find out easily what the city was doing in their neighborhood, good and bad.39

Reflecting on his experience as the senior New York City official overseeing the risk-based fire inspection innovation, Goldsmith described it as an iterative process. FDNY was hampered by an underpowered internal technology system and limited staff support, but it had the on-the-ground personnel. IBM brought vast processing capacity, but perhaps too broad of an approach. And the Geek Squad brought knowledge of the entire New York City data system with insight on what could be accomplished rather quickly using cross-agency collaboration and the ever-increasing power of algorithms. This led Goldsmith to initiate a major innovation of his own—creating teams of Building Department and FDNY inspectors to work jointly on buildings identified by the algorithm as presenting the greatest risk of fire.40

The evolving partnership of FDNY, IBM, New York City Department of Buildings, and the Mayor’s Office illustrates how rethinking a program—fire inspections—to deliver quantitatively better results was made possible through a cross-sector, multiorganization partnership. Accessing the more sophisticated technology and analytic skills of IBM and City Hall’s Geek Squad enabled the application of advanced algorithms to actually prevent fires and building-related emergencies. Given the chronic and long-standing underfunding of IT equipment and staff in most city government agencies, this innovative breakthrough would not have happened without a partnership focused on performance measurement and analysis.

“IN GOD WE TRUST. EVERYONE ELSE, BRING DATA.”41

Mike Bloomberg became one of the richest people in the world by figuring out how to get the best information to Wall Street traders and managers before anyone else realized how important and profitable that might be. For twelve years, from 2002 through 2013, he used data-driven accountability systems to make the New York City government more effective than it had ever been. He often chose partnerships to accomplish complex challenges, sometimes private companies such as IBM and GE, sometimes nonprofits, and sometimes philanthropic organizations, including his own foundation. (He used his foundation to facilitate implementation of some of his most creative and risky innovations because he did not want to experiment with taxpayer dollars, such as the Rikers Island Social Impact Bond program described in chapter 10). His reliance on partnerships and performance contributed significantly to his overall success; in 2013, an independent panel of historians and political scientists rated Bloomberg second only to Fiorello La Guardia as the best mayor in the city’s very long history dating back to 1665 (and several rated him first, even though he was still in his third term at the time).42

BLOOMBERG’S LEGACY FOR SOCIAL IMPACT MEASUREMENT AND MANAGEMENT

Through Bloomberg’s performance-based approach, his administration partnered with a wide range of large and small for-profit and nonprofit organizations to drive improved outcomes and an ever-better city for twelve years.43 Many of these examples proved that impact-based partnerships can make a real, positive difference in people’s lives. While limits to performance measurement in its current practice remain, it has great potential for improving public programs and services, as highlighted by the comprehensive management programs in New York City.44

Data-driven performance management did not originate with Mike Bloomberg; in fact, CompStat began under Rudy Giuliani, but Bloomberg recognized that city activities could be dramatically improved by following a CompStat-style performance-based model. The process: first, carefully think through the mission and goals (prevent crime and prevent fires rather than catch criminals or put out fires); second, designate key impact indicators that enable senior managers to measure how well their organizations are doing in achieving their mission (cut serious crimes in half or eliminate fire-related deaths); and third, hold all members accountable for success.

At a general level, this approach to performance management is applicable to a broad range of social missions. In chapter 12 we discuss a variety of impact measurement tools and outline how a predictive based methodology might apply to many of the cross-sector partnerships profiled in this book. We explore specific questions such as: How might the FDNY score new fire prevention programs and choose which to fund? We also detail the new Impact Rate of Return (iRR) formula, which helps partners compare potential program options or strategies to achieve a desired positive social impact.
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CHAPTER TWELVE
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The Performance Framework
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Predicting the Social Value of a Partnership
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HOWARD W. BUFFETT

When organizations spanning multiple sectors decide to collaborate, they often enter the partnership with different ideas about what they hope to accomplish. As discussed in previous chapters, they may use dissimilar terminology to describe their objectives and intended outcomes.1 In addition, their respective preferences and priorities will drive the metrics they choose to analyze programs against a partnership’s goals (see chapter 8). Even when partners determine mutual measures of success, it can be difficult to predict which programs will be best at creating social value. This chapter discusses a standardized approach for doing so. Called Impact Rate of Return (iRR), it provides organizations in a cross-sector partnership with a common platform to forecast a project’s or a program’s performance and calculate an assumed intrinsic value for society.2 Using this methodology, partners can estimate which programs will yield the greatest social return per dollar expended, based on how they collaboratively define success.

Organizations measure success based on how they define it. In the private sector, the universality of currency allows firms to define success using straightforward financial measures, such as an investment’s total gain or its dollar-in per dollar-out rate of return. Making capital allocation decisions in finance requires context and a comparative analysis of projected return across investment alternatives.3 Organizations in a cross-sector partnership should think about capital allocation for social improvement in a similar way. However, program selection is more challenging without a universal unit of measure for public benefit.4 How might the Fire Department of New York City (see chapter 11) compare different program options to reduce the number of fire-related deaths? In the Afghanistan case (see chapter 7), how might partners compare the social good created by providing irrigation to one set of farmers over another?

There is no right or wrong answer, but the Impact Rate of Return methodology helps to overcome some of these comparative challenges. Using a formula that mirrors traditional financial models, it translates a program’s potential performance into a uniform output.5 By comparing the iRR output of similar programs against an appropriately established goal for social improvement, partners can make more efficient and better informed capital allocation decisions. Using iRR is very much a starting point, but we believe this method will develop into a set of tools that provides rigor, reliability, and comparability similar to the methods available for analysis of financial investments. This chapter outlines a number of measurement approaches and their applicability to cross-sector partnerships before introducing the full iRR methodology. Comparative examples across four areas—fire safety, renewable energy, smallholder agriculture, and sustainable mixed-use real estate development—are then analyzed.

DEFINING MEASURES OF SOCIAL IMPACT

Scholars and practitioners have yet to agree universally on terminology or measurements for calculating a program’s or capital allocation’s potential costs or benefits to society (often referred to as social impact).6 The evolving field of social impact measurement has made tremendous progress in recent years, including newly developed frameworks such as the Impact Reporting and Investment Standards (IRIS) discussed later in this chapter. Governments, foundations, and other partners are constantly looking for ways to apply improved thinking around measurement, especially for significant collaborative efforts such as the Sustainable Development Goals (discussed in chapter 1). Numerous approaches to measuring results and wide-ranging measurement tools have emerged over the past few decades, but a lack of consensus hampers the ability of organizations to assess the performance of programs in a cross-sector partnership.7 Having a positive or negative social impact on something means different things, even in similar contexts, and is measurable in many different ways.8 Positive impact, for instance, may include improvements in standards of living, increases in life expectancy, decreases in carbon emissions, additional students graduating, and so on. As a result, the field has many examples of tools, approaches, or programs related to social impact measurement that are diverse in their scopes, methodologies, and purposes. The next section looks at a few notable examples and discusses their limitations and applications to the types of cross-sector partnerships profiled in this book.

Disability-Adjusted Life Year

The United Nations World Health Organization uses a technique that quantifies the negative social impact of an individual’s poor health and disease.9 The Disability-Adjusted Life Year (DALY) measures both mortality (as years of life lost due to early or premature death) and morbidity (as nonfatal health problems).10 Programs that reduce or avoid the highest number of DALYs accomplish the most social good. DALY is useful because it combines these factors into a single output, which organizations can use to compare the cost-effectiveness of various relevant programs.11 However, the approach is not without drawbacks (critics argue there are flaws in its design and validation), and it has limited applicability for cross-sector partnerships outside of health-related fields.12

Best Available Charitable Option

Acumen is a nonprofit organization that applies entrepreneurial principles through venture funding to address global poverty issues. They have invested over $100 million in more than one hundred companies across thirteen countries in areas such as agriculture, education, and health.13 In 2007, Acumen detailed a social impact measurement methodology comparing a potential investment for social good against the “best available charitable option” (BACO).14 They sought to understand how much social good they could create per dollar invested over the lifetime of an investment compared to a traditional philanthropic grant with similar goals. Acumen provided a comparative analysis by examining which of two options were likely to create more good for society: for example, a loan to a manufacturer of malaria-preventing bed nets or a “sunk cost” grant in the same amount to an international NGO to procure and distribute bed nets.15 The resulting analysis showed that the loan option could be fifty-two times more effective.16 The BACO methodology is a useful approach for thinking through the cost effectiveness per unit of defined social impact. However, as Acumen points out, it requires careful selection of a “right” charitable alternative for comparison. Similar to monetization approaches discussed later in the chapter, BACO focuses mainly on financially based cost-effectiveness comparisons.17 As originally presented by Acumen, this does not necessarily account for important aspects of varying impact quality or program delivery between alternatives.

Social Internal Rate of Return

Another example is a method used by the intergovernmental Organisation for Economic Co-operation and Development (OECD), called social internal rate of return.18 The OECD initially used it to compare the social costs and benefits of education at a countrywide level. Among other things, the calculation captures various aspects of related economic activity in addition to numerous positive externalities resulting from a country’s investment in education (such as reduced crime, improved health, and increased productivity).19 Others have applied the social internal rate of return calculus to fields outside of education, such as infrastructure investment.20 Overall, the method focuses mainly on economic evaluation and the aggregate output of public investments from the societal perspective. It has little or no focus on program quality or organizational or stakeholder preferences, which are critical design elements in cross-sector partnerships.

Social Progress Index

A broader methodology, also at a countrywide level (but increasingly at subnational levels as well), is the Social Progress Index.21 This index aggregates social and environmental indicators from 128 countries, and across three aspects of social progress: basic human needs (such as nutrition and shelter), foundations of well-being (such as access to information and a sustainable environment), and opportunity (such as freedom of expression and access to higher education).22 The index purposely excludes economic indicators so that others can use its data to “rigorously and systematically analyze the relationship between economic development (measured for example by GDP per capita) and social development.”23 By design, the index does not provide a rate of return output, an impact measurement, or assessment at a programmatic level. However, the data are useful in guiding program priorities or coordinating program activities across numerous cross-sector partnerships.24

B Impact Assessment

Another tool, B Impact Assessment, standardizes and indexes the measure of benefit created by corporations that undergo its evaluation.25 It provides comparative, organization-level impact scores in areas such as corporate governance, workforce advancement, and effects the company has on the community and the environment.26 The tool does not assess collaborative programs or cross-sector partnerships, but it does perform an important benchmarking function for participating groups. Moreover, establishing “social impact” baselines is helpful for comparing relative performance measurement regardless of the sector. The nonprofit B Lab operates the tool and certifies companies that meet minimum levels of social and environmental performance, transparency, and legal accountability.27

DEVELOPING INDUSTRY STANDARDS

Perhaps the most widely known work to establish industry standards for social impact measurement is that of the Global Impact Investing Network (GIIN). Originated by the Rockefeller Foundation (among others) in 2007, GIIN is a self-described “nonprofit organization dedicated to increasing the scale and effectiveness of impact investing.”28 Impact investing, a developing category of finance, attempts to combine social improvement and profitability, with an expectation that results are quantifiable.29 GIIN defines impact investments as those “made into companies, organizations, and funds with the intention to generate social and environmental impact alongside a financial return.”30 A number of the financial tools discussed in chapter 10, including some program-related investments and most mission-related investments, qualify under this definition.

GIIN argues that the practice of impact investing has the following characteristics:31

1.    An “intention to have a positive social or environmental impact;”32

2.    An “expectation of generating a financial return;”33

3.    A “range of return expectations and asset classes targeted;”34 and

4.    A “commitment to measure and report the social and environmental performance of investments.”35

To further the practice of impact investing, GIIN, the U.S. Agency for International Development, the Rockefeller Foundation, and JP Morgan Chase launched a joint initiative in 2009.36 This cross-sector partnership focused on developing a broad catalog of impact performance measurements, which are likely the most widely accepted in the field of impact investing.37 The Impact Reporting and Investment Standards (IRIS) provide more than five hundred metrics to define and track social change, and GIIN updates it with some frequency.38 These social impact measurements range from the number of part-time employee jobs created, to the amount of waste reduced, to the number of forest rangers trained for conservation initiatives.

One of the catalog’s most direct applications to social value investing relates to the program analysis framework (or the Impact Balance Sheet) outlined in chapter 8. Partners can use the metrics in IRIS to guide development of their program evaluation criteria, which also helps them differentiate between low- and high-quality impact. This, in turn, informs iRR’s Impact Multiplier variable, discussed later in this chapter. Given its expansive size, the catalog has many metrics relevant to performance measurement for the types of cross-sector partnerships described in this book.39

IRIS is, therefore, a valuable resource, even if the breadth of its scope can be intimidating. This scope illustrates the extensive number of items partners may want to consider when defining social impact, as well as the complexity of social issues and their associated indicators. Moreover, the catalog is useful for articulating a program’s or partnership’s social impact goals to practitioners from other industries. IRIS is free and open to all, and the metrics can be easily simplified and adapted to other platforms to support streamlined reporting.40

BENEFITS OF A FORWARD-LOOKING APPROACH

Many social impact organizations outline broad intended or hoped-for outcomes from a program, and then they examine what took place in retrospect. This ex-post or after-the-fact analysis is particularly important for understanding what aspects of program design and implementation worked and which did not work. This process also supports progressive or milestone-based monitoring, which is especially useful for programs implemented over long time periods.

Some organizations, such as the Robin Hood Foundation, have developed impact assessments that take a forward-looking or predictive-based approach. Robin Hood very clearly defines its mission: poverty fighting in New York City.41 They fund what they consider the most effective poverty fighting programs; efforts that reduce poverty or increase future earnings for low-income New Yorkers fall within their mission’s purview.42 To assist in this, Robin Hood uses an approach called “relentless monetization,” which computes the dollar value of social benefits created by a grant.43

To analyze program effectiveness relative to its mission, Robin Hood developed an extensive set of metrics—as well as 163 formulas spelled out across 168 pages—to assist their team in monetizing the particular outcomes of a program.44 Robin Hood then compares the outcomes of a given program to what they predict would have happened in the absence of their funding; in this way, they are developing counterfactual estimates of the true value created due to their support. By dividing the total estimated benefit created from the program by investment in the program (the size of the grant), Robin Hood calculates a benefit-cost ratio.45

For example, Robin Hood estimates that a low-income adult who attends a dental health care program can, through a variety of dependent factors, expect an approximately 1 percent increase in future earnings. They base this claim on research and available data cited in their metrics manual. On average, they estimate that every low-income adult who receives such dental work will have roughly an additional $20,000 of future lifetime earnings because of the program.46 By multiplying the future earnings by the number of individuals who receive the treatment and then dividing by Robin Hood’s investment in the program, the organization calculates its benefit-cost ratio.

Another example looks at the benefit-cost ratio of a program designed to increase the number of high school graduates at a particular school. With a $400,000 grant, Robin Hood estimates that a hypothetical program would lead to twenty-five more students graduating than would have absent the program. Furthermore, twenty of those students would go on to attend some college who otherwise would not have done so. In monetizing the outcomes, Robin Hood estimates that each of the high school graduates will have a $6,500 earnings boost per year, and each will live a healthier and longer life (which itself carries a benefit of $90,000 over an individual’s lifetime). Furthermore, by attending some college, twenty of the students increase their future earnings by an additional $2,000 per year. Robin Hood estimates that this adds up to just over $6 million in benefits to low-income individuals participating in the program, and by dividing the benefits by the initial investment of $400,000, this leads to a 15:1 benefit-cost ratio. That is, for every dollar invested, Robin Hood can forecast that low-income participants will receive lifetime benefits equivalent to $15.47

The Robin Hood Foundation’s assessment philosophy articulates a social return on investment for its programs and illustrates how economic benefit and anticipated outcomes combine into a uniform and straightforward monetary output.48 This allows the organization to distill a wide variety of poverty fighting programs into a simple benefit-cost ratio that is informative and broadly applicable. It also illustrates a very effective method for conducting social impact performance measurement at the programmatic level.49

The monetization approach, and other cost-benefit calculations, are well suited for programs that define success in terms of economic benefit created or monetary value added.50 However, many cross-sector partnerships (including some profiled in this book) use measures of a different kind, or ones that cannot be monetized.51 Substituting monetary value in place of certain outcomes runs the risk of leaving out important information or relevant program factors that cannot, or should not, be captured in dollars.52 Because of this, groups such as Robin Hood may choose to incorporate additional, non-monetary measures into their evaluation for a more comprehensive analysis.53 Measuring performance may need to consider subjective viewpoints, cultural nuance, or design aspects of program delivery. For instance, think back to the Digital India case (chapter 3) and imagine that the government and Apollo Telemedicine are considering new healthcare services for eUrban Primary Health Centers. What happens if they evaluate two dental care programs that yield nearly identical benefit-cost ratios but differ in the quality of care, customer satisfaction, or the experience and credentials of the dental care practitioners?54 Comparing programs in a case such as this is an area where the iRR approach has some advantages.

OUTLINING THE iRR METHODOLOGY

Social impact means something different to everyone, so quantifying it requires a customizable approach that can take into account partners’ various preferences and priorities. Despite the difficulties inherent in impact measurement models, Impact Rate of Return shows promise because it incorporates flexibility yet maintains a standardized framework. By doing so, organizations in a cross-sector partnership can compare relative social impact performance between programs against specific goals to improve society. Organizations can do this in a manner that is uniform regardless of the type of impact they choose to measure. In effect, iRR allows organizations to estimate how much future impact they can expect to achieve per dollar expended in comparison to projects of a similar type, and to do so consistently.

Similar to financial analysis for Net Present Value (NPV), which calculates the time value of money, iRR estimates the impact value of money. The formula divides future (or expected) impact from an investment by the effectiveness and quality of that impact over time. Doing so solves for a program’s potential rate of impact. For the sake of comparison, we represent Net Present Value as:
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In comparing the variables of the Net Present Value formula to the iRR formula (below), we find that iRR replaces “Future Value” with “Future Impact.” Instead of calculating an “Interest Rate,” as NPV does, the denominator of iRR calculates a “Net Impact Rate”—a product of a program’s “Impact Multiplier” and “Impact Efficiency.” Finally, the “Number of Time Periods” represents the same in both formulas. Therefore, we represent iRR as:
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We further simplify the iRR formula by representing the “Impact Multiplier” and “Impact Efficiency” variables as “Net Impact Rate” as follows:
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Customizing the iRR Formula

To set up the iRR formula, organizations in a cross-sector partnership must do the following:

1.    Determine the impact theme: this is a categorical type of impact related to the desired outcome of the cross-sector partnership (e.g., fire safety, renewable energy, smallholder agriculture). This categorization guides the formula’s customization.

2.    Establish a Key Impact Indicator: this is a unit of measurement for the type of positive social impact delivered by programs or projects in the cross-sector partnership’s theme.

For example, indicators could include the number of lives lost that were prevented by a new fire department safety program, the megawatt hours generated by a solar power energy project, acres of farmland improved, or the number of square feet developed for a sustainable real estate project. In each case, the Key Impact Indicator is a clearly defined and straightforward metric directly tied to the social impact goals of the organization or partnership.55 The greater the number of Key Impact Indicator units, the greater the potential social impact of the program.

3.    Set an impact goal for the theme: this establishes desired impact in terms of the theme’s Key Impact Indicator and creates a comparative baseline for any programs evaluated in that theme.

For the purpose of the iRR formula, an organization’s impact goal is the number of Key Impact Indicator units it hopes to reach within a theme (e.g., forty-eight lives lost will be prevented, 150 MWs will be generated, 10,000 acres of farmland will be improved).

4.    Define a uniform scale for quality of impact: this is iRR’s Impact Multiplier, and it outlines the qualifications or attributes a project must meet or adhere to in order to achieve a given rating within an impact theme.

The Impact Multiplier rating is a numeric scale ranging from “highest-quality impact” (measuring a 0.99) down to “lowest-quality impact” (as low as 0). Quality of impact may be based on existing and widely accepted standards, such as LEED Certification for sustainable construction, which uses ratings classified as “Platinum” (highest), “Gold” (second highest), “Silver,” and so on.56

In many cross-sector partnerships, the Impact Multiplier will be custom defined by partners based on their preferences and priorities. Partners may choose to use a program analysis framework (such as the Impact Balance Sheet), outlined in chapter 8, to determine weighted points-based evaluation criteria. Alternatively, a simpler scale may be used. For example, a project meeting twelve out of fourteen specific impact qualifications might be considered “very high quality” and earn a 0.86 (which is twelve divided by fourteen). A project meeting eleven out of fourteen qualifications might earn a 0.79, and so on.

This is a critical component of the tool because organizations will have different ways of defining what qualifies as high-quality impact, as well as which metrics should factor into the rating system. Organizations should use the same rating framework (whether customized or based on existing standards) to compare all projects within a given theme.

Once the formula is set, organizations must calculate two figures to determine the iRR for a given project or program:

1.    Estimate the project’s Future Impact: this is the percentage of an organization’s or partnership’s thematic impact goal it expects to achieve with a given project. For example, if a project is expected to prevent six fire-related deaths out of a goal of forty-eight, its Future Impact is represented as 0.125 (or 12.5 percent).

2.    Calculate the project’s Impact Efficiency: this variable combines the measure of dollars expended per Key Impact Indicator (KII) unit reached with a standard logarithmic scale (using a uniform log base of 100 for the examples in this chapter). This merits further explanation:

Because the cost per unit of impact can vary significantly between comparable projects—and quite dramatically between different types of thematic impact—a logarithmic function allows us to normalize the value into a more consistent output.

For example, cost per KII unit may range from millions or hundreds of thousands of dollars per solar MW, to thousands of dollars per acre of farmland, to hundreds of dollars per square foot of mixed-use real estate developed. The resulting logarithmic output provides a useful and structured scale regardless of the cost expended per KII unit. As one might expect, the lower the cost per unit of projected impact, the more cost efficient that impact will be. The Impact Efficiency figure reflects this inverse relationship by showing a lower value for greater cost efficiency.57

In general, the information required for these two calculations is available through due diligence or is provided in a grant application, project proposal, or program prospectus. The following sections illustrate iRR’s customization and calculation process across four thematic examples.

iRR and the FDNY

iRR’s predictive, goal-based approach is an important aspect of its formulation. As discussed in chapter 11, the Fire Department of New York City (FDNY) uses predictive methodologies to determine the most effective allocation of its resources. Through risk-based fire inspections, the department redesigned operations based on clearly established goals and the way in which it measures success.58

Here we consider an application of the iRR formula using an impact goal relevant to the department.59 The FDNY may use the number of fire-related deaths prevented as their Key Impact Indicator, and we can assume that they have a goal of preventing all fire-related deaths. In 2016, the number of fire-related deaths was a historically low forty-eight (despite responding to more than 26,000 structural fires across the city).60 To calculate iRR’s Future Impact quantity in this example, we use the percent of the expected impact goal achieved (fire-related deaths prevented) by a given project.

For the sake of illustration, say that the FDNY is evaluating a number of similar projects to deploy new “smart” home smoke detectors in the highest risk areas of the city (faulty detectors are a contributing factor to in-home fire-related deaths).61 The first project the FDNY evaluates costs $8 million to develop and deploy, will take three years to test and implement, and is expected to reduce annual fire-related deaths by twelve. In reducing fire-related deaths by twelve, the project would accomplish 12/48ths, or 25 percent of the FDNY’s overall impact goal. This number represents the amount of Future Impact expected by this project, and three years is the number of time periods. We enter these amounts into the formula as follows:
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At this point, we have established our measurement units (deaths prevented), our goal (forty-eight), and the expected amount of the goal accomplished by the first proposed project (twelve, or 25 percent). We also know the project’s cost ($8 million) and the number of time periods required for implementation (three years).

The next step in the iRR process is to determine the project’s Impact Multiplier. In this hypothetical case, the FDNY uses a customized program analysis framework to establish a number of straightforward impact qualifications for its smart detector program. This includes variables such as the complexity of user installation, the type of failsafe system (such as a low-battery warning), the frequency of safety inspections required, previous successful deployments of similar programs, overall efficacy of the detectors, and so forth. Upon analysis by the FDNY, the first smart detector project meets sixteen out of twenty qualifications, and scores an Impact Multiplier rating of 0.80. We enter that value into the formula as follows:
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Our final calculation is the Impact Efficiency of the project. In the case of this first smart detector project, the cost per KII unit (fire-related death prevented) is $666,667. The logarithm base 100 of 666,667, written log100 (666,667), equals 2.9120. Entering this value into the formula results in the following:
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Therefore, the Impact Rate of Return for this example project is 14.31 percent (table 12.1).

TABLE 12.1   Fire Safety

[image: image]

Given this outline, the FDNY can easily compare the iRR of this project to any other potential smart detector project. For example, it can compare a similar project that costs $10 million to implement over four years, and prevents fourteen deaths with a similar quality of impact rating.

The formula and corresponding outputs are as follows:
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The Impact Rate of Return for this second example project is 12.46 percent, slightly lower than the first example. Although estimated future impact is higher (fourteen versus twelve), the “quality” of impact is the same (both score a 0.80), the cost per KII is higher, and the time to implement the project is longer.

In a third similar project example, we evaluate an option that costs $15 million over five years, will prevent seventeen fire-related deaths, and achieves a higher impact rating. The corresponding outputs are as follows:
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The Impact Rate of Return for this third project example is 23.83 percent. The significant increase in iRR is due mainly to the “quality” of impact in the Impact Multiplier evaluation. In this case, the project receives such a high rating because end-user installation is much simpler than the other two projects and because it has an effective failsafe system that actively communicates with FDNY’s central command. Further, the smart detectors in this project do not require ongoing in-person safety inspections due to their design. This project takes more up-front time compared to the first two examples (and organizations may want to factor in opportunity cost), and it cost more per KII, but it has a greater longer-term impact and a higher likelihood of success.

Had this example only achieved a 0.80 rating, similar to the previous two project examples, it would have received the lowest iRR of the group. This illustrates the importance of the impact rating system used in the iRR calculation.

In the following pages, three additional sets of examples illustrate the diverse applicability of the iRR formula and the potential utility of the tool for a variety of calculations.

Renewable Energy iRR

In 2007, New York City mayor Michael Bloomberg launched PlaNYC,62 a city-wide effort that included a series of large-scale sustainability initiatives.63 With an initial goal of improving quality of life in the city and reducing carbon emissions by 30 percent by 2030, PlaNYC kicked off a number of new programs.64 For example, the New York City Department of Parks and Recreation led an effort to plant a million new trees within ten years (MillionTreesNYC).65 More than two hundred miles of bike lanes were added in the city between 2007 and 2009,66 and major bike-sharing programs launched through new cross-sector partnerships.67 In 2010, New York City Parks Commissioner Adrian Benepe started an expansive citywide Sustainable Parks initiative,68 including performance scorecards with detailed metrics and measurement methodologies.69

The city’s commitment to sustainability continued under Mayor Bill de Blasio. In 2014, Mayor de Blasio announced New York City’s goal to reduce greenhouse gas emissions by 80 percent by 2050.70 His plan also included major goals for renewable energy production, with targets for home and commercial solar power generation.71 Similar trends took place at the state level as well. In 2016, New York Governor Andrew Cuomo announced an ambitious plan mandating that half of the state’s electricity would come from renewable sources by 2030, including solar, to reduce carbon emissions and protect the environment.72

As cities and states plan for sustainability commitments and increase renewable energy production to meet growing demands, they will have to collaborate across sectors and stakeholder interests.73 In this section, we examine a scenario where a city and state government plan to cofinance a large solar power project in partnership with private sector developers and a non-profit economic development corporation.

To begin, the partners establish an impact goal of replacing 150 megawatts (MW) of fossil-based energy capacity through new solar-based production. With the KII measurement units (megawatts) and goal (150 MW capacity) established, we are able to calculate the Future Impact figure for any potential solar project. An example three-year, $80 million project with production capacity of 46 MW would accomplish 30.67 percent of our previously established 150 MW goal.74 The cost per KII for this example rounds to $1.739 million, which equals 3.1202 on the logarithmic scale. This project scores the equivalent of a 0.80 rating when taking into account variables such as its energy output efficiency, power grid availability, transmission disruption, net carbon offset, and constraints in project construction.75

The following formula illustrates this example and the corresponding iRR output:
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Therefore, the Impact Rate of Return for this example project is 16.38 percent (table 12.2).

TABLE 12.2   Renewable Energy
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Understandably, that output in isolation has limited value. There is benefit in going through the process of establishing a well-defined social impact goal and the exercise of defining and applying a multiplier rating for that impact. However, comparable iRR outputs are required to evaluate which resource allocation has the greatest potential relative impact.

Here we examine a second three-year solar project, assuming the same partnering organizations with the same Impact Goal and Multiplier Rating system. In this example, the project is slightly smaller (roughly $76 million), with a capacity of 42 MW, and achieves a similar 0.80 rating.

The following formula illustrates this example and the corresponding iRR output:
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The calculated Impact Rate of Return for this second solar example is 14.92 percent. We can expect this slightly lower output because the project yields fewer MWs of sustainably produced energy and costs more per KII in comparison to the first.

Our third example evaluates another three-year solar project, again with the same Impact Goal and Multiplier Rating system. This solar project has a 44 MW capacity for the same roughly $76 million cost as the previous project. However, this project’s profile only scored a 0.70 rating.

The following formula illustrates this example and the corresponding iRR output:
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Therefore, the iRR for this third solar example is 10.45 percent. Although the project’s cost per KII was the lowest of all three examples, the fact that its Impact Multiplier was lower had an understandably dramatic effect on this project’s overall projected iRR performance.

Smallholder Agriculture iRR

Social value investing guides organizations in the development of place-based, or regionally focused cross-sector partnerships (see chapter 8). In addition to important aspects of stakeholder engagement, it outlines collaborative planning through a scoping exercise and a program analysis framework. We examined a detailed example of this in the Afghanistan case (chapter 7), specifically related to smallholder farmers and increases in farm productivity through investments in irrigation and agricultural cooperatives.

Using a similar scenario, imagine a local NGO in Rwanda that engages a foundation and a university to develop a cross-sector partnership focused on goals analogous to the programs in Afghanistan76 (agriculture employs roughly the same percentage of people in each country).77 The group begins by surveying numerous communities to learn residents’ preferences and priorities regarding improved agricultural practices and needs. Partners draft initial plans with ongoing community participation while conducting a value-chain analysis across regions. They also involve the Rwandan government, which in 2010 established an ambitious ten-year goal to increase domestic agricultural production by 8.5 percent annually.78 Collaboratively the group develops the partnership’s program analysis framework, and settles on a place-based strategy in a regional area of approximately 10,000 acres (this size based on the administrative locality in Rwanda where the NGO has the most experience).79 As a result, the partners use land area (acres) for their iRR Key Impact Indicator, and set an impact goal of improving 10,000 acres of farmland using economically and ecologically sustainable production practices.80

The group plans to evaluate clusters of cooperative-sized development projects (ranging from a few hundred acres to over a thousand acres, depending on location) and will then cross-compare consolidated, averaged iRR outputs between clusters in similarly sized regions. Factors that contribute to the partnership’s Impact Multiplier rating include the number of farming households reached by a given project, the gender demographic of project participants,81 whether a given approach is conducive to the needs of farmers with uneven plots of land (82 percent of farmland in Rwanda is on hillsides82), opportunities for mechanization,83 and an evaluation of what other developments are already underway in the area. The evaluation also takes into account how well a project addresses gaps in surrounding agricultural value chains (discussed in chapter 4), such as logistical constraints, access to local markets, availability of crop inputs, and so on.

In this scenario, the first set of evaluations consider three similar opportunities, each with comparable size, cost, time required, and impact profiles. One is a four-year, $4 million agricultural development project consisting of 823 acres, which is just over 8 percent of the partnership’s 10,000 acre goal. In this case, project evaluation against the program analysis framework results in a fairly high impact multiplier rating of 0.89. The project is well suited for the topography of the area, represents a model easily replicated to other regions, reaches a significant number of female farmers, and meets many of the impact requirements outlined in the program analysis framework.

Calculating this project’s Impact Efficiency shows that it costs $4,860 per Key Impact Indicator (acre), which converts to 1.8433 on the logarithmic scale. Combining these various components, the corresponding iRR output is:
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Therefore, the Impact Rate of Return for this example project is 10.15 percent (table 12.3).

TABLE 12.3   Smallholder Agriculture
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The second project opportunity evaluated by the group covers more area (985 acres), accounting for 9.85 percent of the partnership’s Impact Goal. Its total cost is slightly higher ($4.05 million), but the implementation per KII is lower than that of the first example ($4,112). Partners, however, do not expect the project to adequately address soil erosion challenges, and its participants comprise a less diverse gender profile than the first project opportunity. Despite these limitations, the project still meets many of the other qualifications outlined in the program analysis framework, and scores an Impact Multiplier rating of 0.85.
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Therefore, the iRR for this example project is 9.08 percent.

In the final example the partners evaluate a project proposal costing $4.15 million, and reaching the most number of acres (1,282). Its cost per KII is the lowest ($3,237) and, like the others, is expected to require four years for implementation. This project provides less access to mechanization, and is less effective in how it prepares farmers for market-readiness—important components of Rwanda’s Vision 2020 plan. Because aspects of its program design are somewhat less comprehensive than the others, it is limited in its program analysis score. Although, this particular project includes intercropping for high intensity agroforestry plots, which the others do not.84 Overall, it scores an Impact Multiplier rating of 0.82.
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The iRR for this project is 10.15 percent, which is the same as the first example.

The identical results between the first and third projects underscore a difficult trade-off organizations face when planning cross-sector partnerships: depth of impact versus breadth of impact (which we discussed in the scoping exercise in chapter 8). The first project covers less area than the third, but it does so with a higher quality of impact as defined by the organizations and stakeholders in the partnership.

In practice, these types of project opportunities would not likely be as similar in size, cost, and projected impact as they are in this scenario. However, this example illustrates how partners can combine a program analysis framework and the iRR methodology into place-based partnership planning.

Sustainable Mixed-Use Real Estate Development iRR

In chapter 9 we learned about Comunitas and its Juntos program in Brazil. In addition to working with municipal governments to improve the effectiveness of city services, Comunitas is also committed to advancing sustainable development through partnerships with businesses and communities.85 The Comunitas headquarters is in São Paulo, where our final iRR scenario takes place.

In this scenario, Comunitas partners with a newly formed, university-led urban development coalition focused on a major, environmentally sustainable mixed-use real estate initiative.86 In addition to commercial, university, and residential tenants, the initiative aims to pilot a newly designed government services center, as well as a state-of-the-art community health clinic.

The primary organizing principle of the coalition is environmentally sustainable development, which defines this partnership’s overall impact theme. The partners use square feet as their Key Impact Indicator, and establish an impact goal of developing 3,000,000 square feet in a highly sustainable manner over a multi-year period. In the beginning phase of the project, the coalition analyzes three similar development opportunities. The first is a four-year project consisting of 500,000 square feet, which would accomplish 16.67 percent of the 3,000,000 square feet goal.87

In determining this project’s Impact Multiplier, it accomplishes a rating of 0.90 by implementing the requirements for LEED Platinum certification and compliance with specific environmental, social, and governance (ESG) measures—two factors adopted by the partners considering this project.88 Finally, the cost of development is equal to $300 per Key Impact Indicator (square foot), which equals 1.2386 on the logarithmic scale. In this case, the iRR output is as follows:
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The resulting iRR for this example project is 33.64 percent (table 12.4).

TABLE 12.4   Sustainable Mixed-Use Real Estate Development
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The second example illustrates a similarly sized opportunity, and assumes the same Impact Goal and Multiplier Rating system. This hypothetical project costs less ($115.5 million), and taking into account build-out restrictions, only meets a LEED Gold standard. It therefore receives a lower Multiplier Rating, which significantly affects its Impact Rate of Return.

The overall square footage developed is the same, as is the time horizon for the project:
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The resulting iRR for this example project is only 17.63 percent, despite having a lower up-front cost and lower dollar per KII than the first example. Like the examples in the previous themes, this further illustrates the importance of the Impact Multiplier in the overall framework.

The final example is a nearly identical project opportunity. The calculation uses the same formula customization, and the project’s profile differs only in that it has a marginally lower cost ($112 million) and, therefore, better (lower) impact efficiency value:
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Due to the lower cost per KII ($224), the iRR for this project is slightly better than the previous one, yielding 17.73 percent. The second and third examples illustrate how the formula responds when cost differs but all other factors are the same.

With the analysis framework established, and the partnership’s iRR formula customized, partners in this scenario will be able to calculate and compare the iRR of future project opportunities throughout the phases of development.

CONSIDERATIONS ABOUT THE MODEL

The iRR model has both advantages and disadvantages. It lends itself well to situations that can use clear Key Impact Indicator units as a basis for defining projected impact. Furthermore, in situations where it is desirable to use multiple indicator units (or where the partners do not want to roll secondary units into a rating system), the formula can be easily modified for additional KII calculations, and the outputs averaged or weighted depending on partner preferences.89

In cases where profitability is a consideration, such as impact- or mission-related investments, groups can apply a combined financial and impact analysis. For instance, partners may analyze particular investments or projects within a partnership and average scores based on weighted values assigned to both the financial internal rate of return (IRR) and the iRR—depending on their preferences. In this way, the iRR model can combine goals for financial return with discrete goals to improve society when such goals are not mutually exclusive.

Moreover, iRR is not limited to ex-ante analysis. Partners may wish to establish escalating target iRR values across time periods and compare or average delivered iRR throughout the life cycle of a partnership. Partners also can conduct a retrospective evaluation following a program’s completion to determine the actual iRR achieved. Comparing program outputs to initial projections allows partners to measure the variance between predicted and actual impact accomplished on a per-dollar basis, resulting in a powerful assessment tool.90

Disadvantages of the Model

One of the greatest strengths of the Impact Rate of Return model—its customizability—is also the source of its greatest vulnerability. The model relies on the expertise and judgment of those who customize it. If an evaluator poorly defines or haphazardly selects its subjective qualities of impact, its output may result in wasted resources. Worse yet, it may direct resources toward programs that have unintended negative consequences, or that cause societal harm.

This is where the combined knowledge and experience of teams becomes so important. Inclusive planning is critical. Engaging stakeholders in the model’s design and analysis helps reduce the risk that uninformed assumptions will affect its output. Partners can further mitigate risk by conducting program or partnership evaluation within a broader, comprehensive value-chain analysis.

Another drawback to iRR is that some partners may find it time consuming or impractical to gather required data, or to integrate qualitative attributes into the formula. For example, it may be prohibitively costly to design and thoroughly test a uniquely customized impact rating scale, especially in a new field or area that has limited reliable research. Some organizations may find it easier to use or improve on the model if they have a budget for monitoring and evaluation or have experience with other similar tools. This is an area where flexible funding in a partnership, such as philanthropic capital, can offset programmatic or project impact–evaluation costs.

Finally, the success of the model’s predictability depends on certainty related to program output. For example, in the sustainable real estate scenario, a proven developer with a successful track record can project, with a reasonably high degree of certainty, that $150 million will in fact result in 500,000 square feet developed. Or in the smallholder agriculture example, there is fair certainty that a $4 million project will in fact result in expected farmland improvements. If we use measures such as the number of students projected to graduate from high school, our certainty could fall. In such cases, it may help to integrate discount factors in addition to the confidence levels discussed in the program analysis framework in chapter 8.

CONCLUSION

All impact performance models have limitations—including iRR, even with the flexibility of its Impact Multiplier rating system. Many programs carry complexities, or partners may have preferences, that are difficult to capture in any model’s format. Furthermore, some qualitative attributes are simply too complex to capture in any formula.91

The Impact Rate of Return methodology is simply a first step. We hope it will lead to new ways of thinking about social impact performance and encourage standardized formulae by which to describe the impact effectiveness of various programs in a cross-sector partnership. The methodology lends itself well to many of the financial tools discussed in chapter 10, and it has the potential to begin influencing an expanding pool of impact-oriented capital. As the breadth and number of partnerships grow and expand, we hope that the Impact Rate of Return methodology may lead some organizations to reconsider how they measure their performance and, therefore, how they define success.


THE RISKS AND PROMISE OF PARTNERSHIPS
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CHAPTER THIRTEEN
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The Cautionary Case
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The Risks of Large-Scale Partnerships and the Rio Olympics
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WILLIAM B. EIMICKE

As we discussed in chapter 9, a massive corruption scandal plunged the Brazilian economy into one of its worst recessions in decades. Since 2004, Brazil had been among the rapidly growing BRIC economies (along with Russia, India, and China). Brazil developed and instituted important and interesting innovations in the application of the public-private partnership model. Prior to the rapidly unfolding economic and political crises of 2012, Brazil had been the darling of international investors and enjoyed an average growth rate of 4.4 percent from 2004 to 2010, peaking at 7.5 percent in 2010, a time when many other major world economies were in deep recession.1

A key figure in the rise and fall of Brazil’s economic fortunes and international reputation was the controversial mayor of Rio de Janeiro, Eduardo Paes. Elected in 2008, Paes championed Rio’s successful bid in 2009 to host the 2016 Olympic Games over strong competing bids from Chicago, Tokyo, and Madrid. The mayor rode the winning bid to national and international attention and fame, delivering a widely viewed TED Talk in 20122 and succeeding Michael Bloomberg as chair of the C40, an international organization of cities advocating for urban solutions to climate change.3 Paes’s strategic plan was based on a vision to create a twenty-first-century Rio to debut when the Olympic Games arrived in the summer of 2016.

Using the approaching Olympics as a driving force, Paes developed a set of projects to launch his vision for the future of the city. The mayor laid out his plan between 2010 and 2012, and we can see reflections of a cross-sector partnership approach in it. For example, he articulated a long-term investment strategy realized through several related development projects. These projects were designed to unlock intrinsic community value—in this case, the revitalization of a deteriorated city neighborhood, creation of new public spaces, commercial building construction, and projects such as new schools and clinics and major upgrades to the mass transit system intended to create better opportunities for all of Rio’s residents. Some limited aspects of a comprehensive cross-sector partnership model were used to accomplish the projects, leveraging private investment with improved public infrastructure, and financing the projects with a mix of capital. These collaborations, however, ended up more reminiscent of the twentieth century public-private partnership (PPP) model discussed in chapter 1.

As with some of our other case studies, the long-term successes and failures of the Olympic-based revitalization of Rio cannot yet be determined. At present, the results are mixed, and the process is under a cloud of investigations. In this chapter, we examine how the city of Rio used a number of PPPs to develop and modernize the city to handle the 2016 Summer Olympic Games, including the redevelopment of the derelict and dangerous Porto Maravilha neighborhood in the downtown area near the original seaport. The city also built an edgy, environmentally themed Museum of Tomorrow in that same neighborhood, along with an Olympian participant housing project, transportation upgrades, and the Olympic Park itself.

Although these partnerships were successful in the sense that the Rio Olympic Games themselves took place without any major catastrophe, it subsequently became clear that there had been widespread corruption with private sector payoffs to public officials. Corruption in public contracting is all too common in Brazil, and large public-private partnership projects are clearly vulnerable. Failure to follow some key aspects of collaborative and inclusive partnership planning may explain how these problems developed.

As you will see, the Rio process did not include enough transparency, and there was almost no community participation in decision making. The government of Rio and the private developers worked independently with limited mutually developed operations or collaboration. There was an established strategic plan, but the focus was on getting done what needed to be done in time for the Olympic Games. The short-term goal was achieved, but the long-term planned objectives have languished since the games concluded and Paes’s term in office ended.

Paes’s driving style and complete commitment to the project helped meet the Olympic deadlines, but his lack of inclusive leadership was damaging. He refused to welcome community participation in the process, and he did not engage those critical of his approach. He also failed to operate in an open manner, and his lack of respect for many key stakeholders likely contributed to the overall controversy regarding the wisdom of some of the developments. Further controversy over charges of corruption marred the image of the Rio Olympics, as well as the city of Rio and the entire country of Brazil.

RIO OF TOMORROW?

Rio de Janeiro’s modern history dates back to January 1, 1502, when Portuguese explorers landed on the shores of Guanabara Bay. The bay lies at the opening of a river, which in English is called the “River of January.”4 Prior to its independence in 1822, Rio’s economy was based on agriculture, gold, diamonds, and coffee exports. After independence, Rio became its nation’s capital, busiest port, and the political, cultural, and economic center of Brazil. After World War II, Rio transitioned into an industrial economy, headquarters for domestic and international businesses, and a major population center, including a large group of low-income families concentrated in what are now widely known as favelas.

In 1960, the nation’s political capital was moved inland to the new planned city of Brasília. The 1960s and 1970s saw São Paulo’s rise as the new center for Brazilian business and industry. With a population of more than twelve million in its metro area, against Rio’s six million, São Paulo is South America’s largest city and the undisputed leader for Brazilian industry and finance.

Today, Rio, like many global cities, has focused on its role as a service center. It is home to international businesses and a cultural center. It is the hometown of the bossa nova and its most famous song “The Girl from Ipanema,” was a global hit in the 1960s and a theme song for the 2016 Rio Summer Olympic Games. Rio is a major tourist destination and an emerging technology hub with university-business joint research ventures. For people around the world, Rio is synonymous with a complex mix of Carnival, crime, creativity, beautiful beaches, and corruption. Rio’s famous landmarks include Cristo Redentor; the nearly hundred-foot-tall statute is the largest Art Deco–style sculpture anywhere5 and was voted one of the New Seven Wonders of the World. It overlooks Rio from the top of Corcovado Mountain amid the Tijuca forest preserve.6

Rio, indeed all of Brazil, has been going through difficult times. A major corruption scandal at the country’s oil giant Petrobras,7 declining oil prices, impeachment of the nation’s president in a related corruption scandal, exchange rate depreciation, and inflation have combined to dig a deep recession since 2015.8 Gross national product declined for six consecutive quarters, and 2.8 million jobs were lost (7 percent of total employment).9 But these recent troubles followed a period of significant economic and social progress. According to the World Bank, between 2003 and 2014, approximately twenty-nine million Brazilians moved above the poverty line, and Brazil’s inequality index rating improved by 11 percent.10 Brazil has been a leader in international negotiations for climate change, including the successful 2015 COP 21, and voluntarily committed to reduce greenhouse gas emissions by at least 36.1 percent by 2020.11 Brazil remains committed to universal coverage in primary education, although the quality and outcomes of the system leave much to be desired.12

RIO OLYMPICS—SUCCESS OR FAILURE OF A PARTNERSHIP MODEL?

Few things in Brazil remain as controversial as the Rio Olympics. Will they be remembered as a great example of the success of the partnership model, or did the partnership model open the gates to corruption and misappropriations? Just eight months after taking office in January 2009, Mayor Paes became an international figure when Rio was chosen to host the 2016 Olympics. Paes used the World Cup and Olympic Games as a catalyst to redevelop dilapidated areas of the city, particularly Porto Maravilha—the city’s port area and central business district—modernizing its public transportation system and making Rio a “smart city” modeled after the innovations of New York City mayor Michael Bloomberg. In partnership with IBM, Rio opened its state of the art Operations Centre in 2010, which coordinates emergency response, traffic management, and weather information, and connects city workers from thirty different agencies to utility companies and transit operators, at all hours of the day, similar to New York City’s 911 and 311 systems and open data portals.13 Similar to Bloomberg, Paes chose to share data on city operations with the public, accessible on mobile devices and through social networks, so citizens could learn what was going on in their neighborhoods and alert the government to issues in their communities in real time.14

Under the pressure of long days and nights working on the World Cup, the Olympics, and their renewal projects, the mayor was known to throw things at staffers, insult other elected officials, and once even punched a citizen in the face.15 Elected in 2008, and reelected with 65 percent of the vote in 2012, Paes nevertheless faced ongoing criticism for his vision of a modern and efficient Rio for the twenty-first century: street protests, accusations of favorable deals for developers, construction delays, and battles between police (run by the state government) and street gangs (and residents) over renewal in the favelas.16

Paes sought progress at almost any cost, never retreating in the face of protesters, whom he called “morons.”17 As he said in a 2015 interview, “if you look at Rio now, at least we are looking toward the future. The discussion in Rio was about what governments are not doing. Now people are complaining about things that we are doing. So, I love that.”18 Early on, the Olympic excitement was a unifying force, providing a sense of pride and general optimism about how Olympic-driven investments and tourism would benefit Brazil. Unfortunately, each individual Olympic project involved winners and losers, at least in the short run. Unlike Narendra Modi, who planned Digital India to be in everyone’s interests, Paes often dismissed or fought his opponents, and did not stress enough the convergence of interests between all parties, as well as shared risk and potential rewards.

When we consider this case through our definition of successful cross-sector partnerships, we can see signs of trouble. Successful partnerships rely on strong leadership from the people involved, and Paes did not possess the collaborative mind-set required to inspire and coordinate with private partners, community representatives, and advocates for affordable housing. Nor did he follow important place-based principles and engage the relatively large and vocal group of Rio’s citizens and members of the local community affected by the partnership’s projects. The partnership process appeared to be seriously flawed. There was almost no opportunity for true collaboration, and the absence of transparency in the contracting negotiations allowed the now apparent corruption to go undetected until the projects were completed and the games were over. Presumably to meet the extremely tight schedule required by the International Olympic Committee, the city chose a closed process with minimal comprehensive planning and little opportunity for citizen participation. And with few official performance measures other than on-time completion and functionality while the Olympics were under way, assessing success and holding partners accountable became very difficult.

PORTO MARAVILHA: PARTNERSHIP FOR THE FUTURE

In the downtown port area is a project, some say the largest of its type in Brazil,19 to revitalize deteriorated buildings and vacant land in a Rio neighborhood called Porto Maravilha. The city managed the partnership through a port development authority that engaged private companies to prepare the site, develop the projects, and manage many of the public services in the area, including street lighting, garbage collection, and landscaping. The largest private partner was a consortium headed by Brazil’s construction giant Odebrecht Infraestrutura and Carioca Engenharia.20 Much of the land was previously under an elevated highway that the mayor tore down to create over fifty million square feet of new office, retail, residential, and cultural space—not dissimilar to Battery Park City in lower Manhattan.21 If the project is completed between 2020 and 2025, as called for in the plan, it is expected to reach $2.9 billion in investment. The development has achieved some significant effects, although there is still much work to be done.22

For example, the project demolished three miles of elevated highway called the Perimetral and replaced it with a pedestrian walkway now open to the bay (figure 13.1). The area’s heavy, deadlocked traffic is now rerouted through two tunnels. New roads, sidewalks, electric, sewage, drainage, and fiber optic cable will bring the entire area up to twenty-first-century standards. Under the current plan, a private consortium known as Porto Novo is managing the development until 2025.23 The project design met a number of aspects of our definition of a cross-sector partnership. The city entered a formal agreement with one of the country’s most successful development companies. They brought in experienced teams to lead the revitalization and maintain public spaces and amenities in return for private development rights. And there was some degree of accountability for partner performance by requiring the private consortium to maintain the public services and spaces for fifteen years into the future.24
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Figure 13.1 People gather to observe the Perimetral overpass, after its partial demolition as part of Rio's Porto Maravilha (Marvelous Port) urbanization project, in Rio de Janeiro April 20, 2014. The project was for the city's redevelopment ahead of the 2016 Olympic Games. REUTERS/Ricardo Moraes

Initially, thirty-two commercial projects committed to the site, including Nissan Motor Company and L’Oreal SA. The infrastructure improvements and prime location are designed to lure major private companies, and the city is planning to pay for those improvements primarily with fees received from an auction of the rights to build higher than the existing zoning limits.25 Paes argued that the PPP approach—a public plan and infrastructure with private financing and management—would enable Rio to redevelop much quicker and more cheaply than either the public sector alone or private development (which generally occurs site by site and negotiation by negotiation, without a comprehensive vision for the neighborhood).26

In the early phases of the project, this approach worked quite well—private contractors funded by the city quickly removed the antiquated, elevated highway that divided and blocked sunlight from the area. They also installed the modern infrastructure necessary to attract new office space for international and large domestic companies. But failure to guard against corruption by using a transparent and rigorous public bidding process has led to several ongoing investigations.

In addition, the project’s progress has been slowed by the very large Petrobras scandal and its damage to the nation’s economy, political stability, and international reputation. Petrobras is a huge, government controlled petroleum company that controls most of the country’s oil, all of its refineries, wholesale distribution, and pipelines, and the nation’s largest chain of service stations.27 The company was rocked by charges of massive corruption uncovered by a police investigation now widely known in Brazil as Operation Car Wash. In essence, executives from Petrobras and its many subcontractors overbilled the company and then used the excess cash to pay bribes to elected and appointed government officials.

In 2015, economists estimated that Petrobras and its subcontractors accounted for as much as 10 percent of the entire nation’s output, and cuts in their spending as a result of the scandal might reduce the nation’s growth rate by three-quarters of a percent.28 In 2015 alone, Petrobras wrote off about $20 billion related to the corruption scandal and reduced its investment spending by $25 billion compared to 2013.29 The corruption scandal continued to unfold in 2016, and Brazil reported its worst economic performance in twenty-five years.30

Nevertheless, the work at Porto Maravilha continued despite the scandal due to the pressure of the start of the Olympic Games in the late summer of 2016. Both vehicle tunnels are operating, buildings are going up, and more than thirteen hundred units of private housing are built or under construction. The city’s goal is to bring at least sixty thousand new residents to the area, up from the thirty thousand living in the port area in 2010.31 At the same time, one of the most spectacular components of the Porto Maravilha is open and already attracting local and international praise and criticism: the Museum of Tomorrow.32

MUSEU DO AMANHA—A DIFFERENT KIND OF MUSEUM

Designed by world-renowned Spanish architect Santiago Calatrava (who also designed the subway station at the rebuilt World Trade Center in New York City), the Museum of Tomorrow (figure 13.2) opened in December 2015. Already it is attracting a great deal of positive attention in the media, in Brazil, and internationally. For example, “Rio de Janeiro’s new museum, focusing on ideas rather than objects, ecology more than technology, is a little trippy, a little hippy, very worthy, but rarely dull,”33 and “its design is bold—it looks like the exoskeleton of a pre-historic fish. Its aim is ambitious: to raise consciousness on the future of our planet.”34
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Figure 13.2 The Museum of Tomorrow, funded in partnership with philanthropists, is a major tourist attraction and educates the public and raises awareness about global climate challenges. Photo by Cesar Barreto, courtesy of Alexandre Fernandes.

The museum’s theme is sustainability and the consequences of ignoring climate change. Its exhibits are designed to advocate for immediate sustainability efforts, which is the reason it is called the Museum of Tomorrow instead of the Museum of the Future.35 The main exhibition is digital and asks visitors to ponder where we came from, where we are, and where we might go as a society. It includes audio, visual, film, and data describing the origins of the planet, through evolution, and into the present and future of climate change, including burning forests, melting ice caps, choking auto emissions, growing population and consumption, acidification, and rising greenhouse gas concentrations. It also includes interactive games that enable visitors to evaluate a variety of future scenarios depending on how humans behave. The exhibits are constructed and maintained with data and analysis flowing in from Brazil’s best universities, global scientists, international space agencies, the United Nations, and a wide array of expert consultants.36 The museum also raises awareness about the urgency of adopting sustainable practices, creating pressure on other developments in the neighborhood and around the city. The museum building itself is said to use 40 percent less energy than a conventional building and is powered by solar and cooled by water from the adjacent Guanabara Bay.37

The museum’s beautiful appearance, provocative presentations, and location in the newly developing Porto Maravilha neighborhood has made it a must-see destination for visitors and local residents alike; it is already the most visited museum in Brazil.38

Financed with public money and philanthropic contributions, particularly from the Roberto Marinho Foundation, and some well-known international corporate sponsors, the museum pooled funding from various sources for its development and exhibits. Philanthropic support helped develop the plan for the museum, provided the initial risk capital, and added prestige and gravitas to the project. This helped justify and leverage public and private investment in the museum and the surrounding neighborhood, turning around what was a dangerous and dilapidated area in the heart of downtown Rio. Each of the partners made substantial, tangible contributions, and without public sector–financed infrastructure, the developments would not have been possible.

The museum project illustrates the important effects of blending different types of capital for social good. It is a joint initiative of the city of Rio de Janeiro, the Marinho Foundation, Banco Santander, and other corporate supporters. It has received financing from the state government of Rio and the federal FINEP program. It is part of a museum network that receives funding from the Rio Local Cultural Office, and support for the project’s administration is provided by the Institute of Development and Management (IDG), a nonprofit cultural organization.39

The museum has attracted rave reviews and won numerous awards, including the Leading Culture Destinations of the Year Award from the UK and the International Design & Communication Award in Canada.40 However, community activists have criticized the museum’s cost (estimated to be about USD $100 million) and other new developments in the port area for using scarce public dollars during a deep national recession. They say that the museum ignores the area’s important history,41 and claim the developments are gentrifying the surrounding neighborhood and pricing the current poor residents out.42 Criticisms aside, the grand scale and beauty of the museum and its early popularity as a destination for tourists and locals foretell a future icon that may one day rival Christ the Redeemer as a global identifier for Rio.43 In its first year of operation, the Museum of Tomorrow attracted around 1.4 million visitors.44

THE RIO OLYMPICS: UNLOCKING INTRINSIC VALUE?

It will be years if not decades before anyone can accurately assess whether the award of the Olympic Games to Rio de Janeiro ignited a process that helped make Rio a twenty-first-century, world-class city (as former mayor Paes dreamed it would be), or whether it wasted city money on projects that made the city’s rich richer, exacerbated the already extreme inequality, and gentrified favelas, as its critics now say. Future generations will likely look back at it as somewhere in between. Six months after the games ended, reports profiled abandoned “White Elephant” projects in the Olympic Park—stadium entrances boarded up, an empty pool filled with dirt and garbage, and arenas promised to be converted into schools still vacant and untouched.45 City and state officials maintain that numerous improvements to the city’s infrastructure and transport systems as part of the Olympic project are already benefiting all residents and promised that reuse of the so-called White Elephants would happen.

The international media forecast just before the Rio Olympics opening ceremony in August 2016 was universally negative. As a writer for Forbes predicted, “a few things are hard to imagine about Brazil right now. One is that the Olympics in Rio can possibly be anything but horrible judging by the headlines.”46 The months, weeks, and days leading up to the Rio Olympics were dominated by media headlines and stories about unfinished facilities, the dangerously polluted Guanabara Bay, street protests (figure 13.3), violent confrontations between protestors and the state police, and top athletes canceling because they feared what the media characterized as an out-of-control outbreak of the mosquito-borne Zika virus.47
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Figure 13.3 Residents in Rio take to the streets to express frustration and make their voices heard. Citizens frequently protested over their disenfranchisement and exclusion from the Olympic planning process. Source: Getty Images.

Worse, in May 2016, Brazil’s president Dilma Rousseff was suspended by the federal Senate on charges that she manipulated the federal budget to conceal the country’s rapidly deteriorating economy, in part as a result of the growing Petrobras scandal and associated Operation Car Wash investigation.48 On August 31, 2016, ten days after the closing ceremonies of 2016 Rio Games, the federal Senate voted 61–20 to convict Ms. Rousseff, and she was impeached and removed from office.49 The Petrobras scandal (Rousseff had been chairman of the Petrobras board before being elected president of Brazil) also implicated several of the country’s largest construction companies under contract to build much of the Olympic infrastructure and facilities. The promises of Brazil’s Olympic bid-book to clean up Guanabara Bay and improve life in Rio’s favelas were dramatically scaled back.50

Olympic Participant Housing

A good example of why it may be too soon to tell who will benefit from the Olympics is the reuse of the Olympic participant housing. A total of 3,604 apartments in thirty-one buildings built by a private real estate company were originally expected to transition to upper-middle income residences. However, with the multiyear recession depressing the real estate market, in early 2017 Rio’s newly elected mayor, Marcelo Crivella, reached an agreement with the government-owned Caixa Economica financial company to provide low-cost mortgages to civil servants, enabling them to purchase the apartments. The same report indicates that similar programs are under way for members of the Navy and other government agencies and state-owned enterprises, including the Army, Banco do Brasil, Caixa Econômica Federal (CEF), the Brazilian Development Bank (BNDES), Furnas, Eletrobras, Vale, and Petrobras. Prices will be somewhat below market value and may include long-term leases with an option to buy. The Olympic subsidy covering the construction loan interest is expiring, so the owner of the buildings has a strong incentive to sell quickly and might even make a small profit if negotiations lead to a large number of purchases.51

This new reuse of the Olympic participant housing could serve as a positive example of project adaptation for post-Olympic, post-Paes Rio. The city of Rio, the private housing developer, government employers, and a finance company are collaborating to find a financially sound and socially beneficial purpose for the site. These new partners are seeking to offset financial risks and are leveraging each other’s resources to make affordable workforce housing financially viable since the intended high-end market-rate housing plan failed. Without all four partners, the new plan could not work.

Improvements in Rio’s Transit System

There has been much criticism of the high cost and possible corruption in the transportation improvements financed as part of the Olympics project. In addition to highway improvements, Rio added several new bus rapid transit lines and a new light rail line that opened in time for the games. The government reports mass transit use went from 18 percent in 2009 (when Rio won the bid for the games) to 63 percent at the time of the Olympics (not counting the recently opened light rail). Cost overruns accompanied many of the projects, but roughly 40 percent of the infrastructure projects were PPPs, spreading the cost and the risk.52 Rio’s Olympic plan focused on connecting more than 60 percent of its residents to mass transit, but critics note that the city still faces major challenges in making jobs a manageable commute for the large population of low-income residents living in the many favelas cut off by geographic barriers or distance.53

Some observers are more positive in their assessment of the Olympic “effect” on public transit in Rio. The mass transit system is now twice the length promised for the games (from 47 to 97 miles), there is a metro line extension from 2.5 to 10 miles, and a new light rail line, which was not part of the Olympic promise.54 Rider surveys indicate travel time has decreased significantly, and transit costs have declined or remained the same; however, the entire system must still be fully integrated.55

Use of the Olympic Park

The current state of the Olympic Park is much less promising. According to local reports, the park hosted its first sports event six months after the games, and visitors described it as “beautiful” but “abandoned.”56 Federal and city officials acknowledge the slow start of programming but maintain that a full agenda of training, competition, and social programs for children and young people are forthcoming. Current Rio mayor Marcelo Crivella has committed to partner with the federal government to ensure that “every weekend we can have an event.” In September 2017, the Olympic Park hosted a seven-day rock spectacle (called Rock in Rio 2017), with a follow-up concert not scheduled until 2019.57 Some reuse is happening, but the pace thus far is slow.

TAKEAWAYS FROM RIO

The estimated costs of the Olympic games range widely, from $3 billion to $20 billion.58 The budget is a major issue, even if it ends up being lower than the estimated $15 billion spent by the previous summer games in London.59 The cost is not generally offset by the revenues generated from the games, where again, estimates range widely, with some as high as $9 billion.60 Supporters of the games also see the funds that were spent on rapid bus, light rail, and highway projects as long-term investments in the future of Rio. They stress that Rio used PPPs for most of the projects, with 60 percent of all costs paid for with private funds.61

Others see the Olympics as ultimately bad for Brazil. In Circus Maximus: The Economic Gamble Behind Hosting the Olympics and the World Cup, Andrew Zimbalist was very negative in his assessment of the value of the World Cup to Brazil and only slightly less pessimistic about the long-term impact of the Olympic Games on Rio.62 His book was published before the games actually took place, and many of the disasters he anticipated did not occur. He also predicted that, ultimately, the games themselves would be “delivered with few blemishes” but without improving the lives of the average Rio citizen.63

In a New York Times op-ed following the games, Brazilian journalist Vanessa Barbara wrote about how she was attacked in social media for criticizing the Rio Olympics. She called the Olympics “a public calamity for many citizens, especially those affected by the evictions, by police brutality and by the antidemocratic shakedown of an unequal and segregated city.” She concluded, “after the final ceremonies, when the last fireworks have been launched and all the foreign journalists have returned home, a bankrupt state of Rio will be left to pick up the pieces. And neither patriotism nor the love of sports will entitle us to overlook our reality.”64

Failure to clean up Guanabara Bay, crime, low-paid and unpaid government teachers and doctors, little improvement in the favelas, and unabated inequality are major negative results from the Rio Olympics. At the same time, the number of tourists exceeded the plan’s goal, sales targets were met, Zika fears proved to be exaggerated, and the housing, transportation, and facilities were up to par and without serious incident.65 Writing in the New York Times, reporter Andrew Jacobs said, “But the criticism aside, the 2016 Summer Olympics in Rio have profoundly altered this city of six million, yielding a revitalized port; a new subway line; and a flush of municipal projects, big and small, that had long been on the wish list of city planners.”66 Jonathan Watts of The Guardian wrote of Mayor Paes, “His proudest boast was the Olympic Boulevard near Praca Maua—the revamped port area, which thronged with visitors, food trucks and street artists. It was a remarkable transformation from the ugly overhead expressway that once dominated a district known for crime.”67

A strong argument can be made that the Olympic Games catalyzed a public-private partnership process that completed important infrastructure projects that would have otherwise taken decades.68 There seems to be agreement that the Porto Maravilha renovation, on the drawing board since the 1980s, was perhaps the most important achievement of the Olympic-related investments. Currently estimated at $2.5 billion, much of the financing came from the city’s sale of air rights and tax incentives to private developers, embodying some limited aspects of a cross-sector approach.69 The port project and its centerpiece, the Museu do Amanha, are already crowded with locals and tourists day and night. Once derelict and dangerous, the area is now “a must-see tourist destination for its historical landmarks, sophisticated cultural activities, charming squares and waterfront views.”70 And even five hundred affordable residential apartments to house those living in a nearby favela are in the plan.71

In April 2017, stunning allegations that Mayor Eduardo Paes himself pocketed millions of dollars in kickbacks cast a dark shadow over the potential benefits of the 2016 Olympic Games to Rio. The investigation of the Petrobras oil giant that began in 2014 expanded into both the World Cup and the Olympic Games. Brazil’s supreme court subsequently opened investigations into nearly three hundred politicians,72 including Paes, based on the testimony of executives from the construction giant Odebrecht, the firm contracted to build many of the Olympic-related projects.73 A separate police investigation opened into possible fraud in the construction of the new subway line.74 As part of a plea bargain, the chairman and the chief executive of Odebrecht suggested that two former presidents of Brazil and a former speaker of the parliament colluded with potential bidders in the pay-to-play contract award process during the build-out of the World Cup and Olympic projects.75

A CAUTIONARY TALE—PARTNERSHIPS INVOLVE RISK

While researching for this book, it was first thought the Olympic-driven revitalization of Rio de Janeiro might become a case illustrating the successful implementation of numerous cross-sector partnerships. At the time, it seemed Mayor Paes was working to form a robust series of partnerships, driven by the Olympic Games, to bring Rio up to twenty-first-century standards. In fact, the mayor’s written plan tracked some aspects of a comprehensive cross-sector partnership approach, including the use of a mixed portfolio of public and private capital. By using partnerships to accomplish most projects, Rio planned to leverage substantial private investment with improved public infrastructure, and it involved the philanthropic community to create the iconic Museum of Tomorrow. Aspects of the museum partnership seem most successful, and it is one of the few projects to be achieving the high hopes of the original Olympic-driven promises.

Some of the partnerships associated with the Rio Olympics may have helped fuel corruption between willing public officials and greedy private companies. It is difficult to determine whether the corruption originated from those leading organizations in the private sector, the public sector, or both. As discussed in chapter 5, successful leadership requires not only vision and drive but also integrity, respect for stakeholders, and admirable ambition. Unlike leaders from our other cases (Doug Blonsky and Betsy Rogers of New York’s Central Park Conservancy, former NYC mayor Bloomberg, and India’s Prime Minster Modi), leadership in Rio was unable to maintain the commitment to collaboration, engagement, and integrity partnerships require to achieve success, both financially and in terms of social value.

Perhaps the conditions in Rio were at least partially to blame. Similar types of corruption associated with the Porto Maravilha and the Olympic Park projects were happening at Petrobras, involving many other partnerships and leaders. Another major corruption scandal broke in 2017, indicating that Brazil’s president Michel Temer (the former vice president who succeeded impeached President Rousseff) took $4.6 million in illegal campaign contributions from executives of JBS SA, one of the world’s largest food companies.76 Temer ultimately avoided trial,77 but in 2018, he remained under investigation by police for separate corruption allegations.78 A national poll showed his approval rating at just three percent—the lowest in Brazil’s modern history.79

Unlike our cases in India and Afghanistan, Rio’s Olympic projects did not follow the principles of a place-based approach. Rio’s leaders failed to engage the vast majority of people affected by the projects and did not give them adequate voice in the development process. Without transparency and public participation in the revitalization of Rio, we believe the success of its projects in the long run will be severely limited. We can learn from a careful assessment of what took place, and upon review of our cross-sector partnership checklist (outlined in the Conclusion), it is clear that the Rio implementation plan was missing many elements of the social value investing framework. It is a cautionary tale, presented with the belief that we often learn more from our failures than from our successes.


Conclusion

Partnering for a Better Tomorrow
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HOWARD W. BUFFETT AND WILLIAM B. EIMICKE

Cross-sector partnerships are based on the idea that more is accomplished when organizations collaborate and share in their success. These partnerships are not only important but will be necessary if society is to overcome its most complex challenges.1 Some of these partnerships are already taking place, and we looked at a number of them in this book—Digital India, place-based development in Afghanistan, and emergency response in New York City, to name a few.

We wrote this book because we believe the world can be much improved from where it is today. Not only can we do better—we must do better. We must set aside individualistic and short-term thinking and work together to realize a world that is more equitable, inclusive, and responsible to the needs of all. Leaders of organizations who think and act in isolation are constrained in what they can accomplish over the long term and ultimately, may end up doing more harm to society than good.

We must also rethink our assumptions about the role of organizations in society. We generally expect too much from government, do not hold the private sector accountable enough for its negative externalities, and rely too heavily on the social sector to close the gap.2 We know there are opportunities to improve how society approaches collective problem solving in the world.3 We also know that partnerships between public, private, and philanthropic organizations are better equipped to act upon society’s interests than any organization can on its own.4

As we have detailed in the preceding chapters, we envision a strategy for cross-sector partnerships based on a framework called social value investing. This framework is inspired by one of history’s most successful investment paradigms—value investing—developed by Columbia University professors Benjamin Graham and David Dodd in the 1920s.5 As Columbia University professors ourselves, we find special meaning in building from these and other past successes.

Similar to value investing, social value investing focuses on a long-term time horizon. It presents a strategy for unlocking intrinsic social value for individuals, communities, and organizations, with a framework spanning five elements: process, people, place, portfolio, and performance. We have provided case studies illustrating how partnerships with similar approaches—most developed independent of our framework—are improving conditions around the world. Our hope is that future partnerships will benefit from our analysis of these successful collaborations and improve on the framework. Although the work has just begun, our experience tells us there is good reason to be optimistic.

Digital India, for example, is already a positive force in the lives of millions of Indians. Its implementation rests on a process that starts with the national government, works through the nation’s leading for-profit technology companies, and is driven by local entrepreneurs.6 These entrepreneurs operate access points to a system of services providing government benefits, medical care, banking, and insurance. Citizens also can access secure electronic records of important documents such as driver’s licenses and birth certificates. Led by a strong prime minister, the process has evolved to deal with legal, bureaucratic, political, and technological challenges. Digital India continues because it delivers valuable benefits to the country’s citizens, whether they are rich or poor, urban or rural, and therefore it retains popular support.

Our Central Park and High Line cases illustrate how, with the right focus on people, social sector organizations can take the lead in partnering with government to transform public spaces. Betsy Rogers, Doug Blonsky, and Ira Millstein provided critical leadership for the Central Park Conservancy.7 City Parks Department leaders, particularly Gordon Davis, Adrian Benepe, and Mitchell Silver, as well as five strongly supportive mayors (Koch, Dinkins, Giuliani, Bloomberg, and de Blasio), illustrated the important enabling role of the public sector. And an army of dedicated and generous donors, including John A. Paulson and Richard Gilder, saved Central Park’s budget, leading to a model for twenty-first-century urban spaces.8 Collaborative experts who can navigate across the organizational boundaries of all three sectors are critical to establishing effective partnerships.

The public sector was key in rebuilding parts of Afghanistan, but so were universities and private companies. Without a strong government peace-keeping presence, it would have been impossible to do much at all. In our view, the essential ingredient to the measured success in these projects was a place-based strategy, created in close collaboration with farming communities such as the Rabāţ-e Pīrzādah village. Local entrepreneurs including Zainab Sufizada helped design facilities and operating processes so that the resources and expertise from the other partners could make a significant, positive, and lasting impact on the ground.9

In Brazil, a consortium of many of the most successful corporate leaders in the nation came together to establish Comunitas, a nonprofit dedicated to restoring the public’s faith in the efficacy and honesty of local government. Under the leadership of its board and Comunitas director and president Regina Siqueira, Juntos used a portfolio approach, blending public, private, and philanthropic investment into programs to improve municipal services.10 This allowed local governments to acquire the best financial, technology, architecture, and engineering consultants in the country, and at no cost to taxpayers. The program also created a platform that illuminated the activities of local government to citizens and gave those citizens significant influence on the priorities of their locality.

We saw how New York City Mayor Michael Bloomberg based his administration on performance management. This data-driven approach helped New York City’s emergency response system, and by 2016 it had the fewest fire-related deaths in its history.11 Key indicators of public health, environmental quality, and economic development also improved significantly during Bloomberg’s twelve years in office. Similar performance measures led the city to experiment with new methods of preventing recidivism among recently released inmates from Rikers Island. Overall, this case illustrated the positive effects of orienting programs in a cross-sector partnership around performance-based measurements.

Finally, our case study profiling the development of partnerships for the 2016 Summer Olympics in Rio de Janeiro outlines some risks and consequences of not planning collaboratively. Among other problems were leadership challenges and a lack of transparency and stakeholder inclusion. This fueled an environment ripe for corruption and led to anger on the part of local residents.12 Although the games themselves succeeded, we believe the partnership process would have benefited significantly from following many of the key elements of the social value investing framework, including the partnership checklist outlined in the next section.

THE SOCIAL VALUE INVESTING PARTNERSHIP CHECKLIST

It is too soon to tell how successful some of these high-risk but potentially high-reward partnership initiatives will be, but we can analyze them all through the social value investing framework. We recognize that partnerships are not the easiest organizational structure to accomplish critical social objectives. It can be hard enough to get things done within one organization, let alone two or more. Succeeding by coordinating across multiple parties, often from different sectors, is complicated.13 Therefore, as organizations develop new cross-sector partnerships, we recommend that partners consider the following checklist.14 Here we categorize important lessons and takeaways from each of the five elements of the social value investing framework.
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Process: Successful cross-sector partnerships comprise diverse yet complementary organizations that collectively contribute to the creation of long-term value. Through a well-structured operating process, partners expand and align their efforts and draw on comparative strengths.

1. Formalize Partnership Structures

The management compatibility challenges of cross-sector partnerships can be diminished through a formal partnership structure.15 Organizations must work from common definitions and use formal agreements such as letters of intent or memorandums of understanding (as discussed in chapter 4). Still there may be downsides or difficulties in formalizing a partnership, which we saw in the Central Park case (chapter 5). New York City Parks Commissioner Gordon Davis and Central Park Conservancy CEO and Central Park Administrator Betsy Rogers recognized early on that they were operating a virtual cross-sector partnership. But they also believed that a formal partnership for a large public park was an idea ahead of its time in the late 1970s. They moved slowly but methodically toward that objective and, in 1998, the time was right. They signed a formal eight-year partnership agreement. The partnership contract was renewed in 2006 for a second eight years, and again in 2013 for what will be at least twenty-four years of partnership operation under a formal contract.

2. Establish Mutual Operations

Successful partnerships typically establish and synchronize mutual operations to guide collaborative programs. For example, partners may create a project charter, develop a work plan, or follow a coordinated communications strategy.16 In the case of Digital India (chapter 3), cooperative yet distributed program delivery allowed the government, Apollo Telemedicine, the common service centers, and village-level entrepreneurs to execute joint work efficiently. In the case of preventing fires (chapter 11), the IBM team colocated at FDNY headquarters with the FDNY project team.17 They spent significant time in firehouses throughout the city and rode with firefighter inspection teams so they could fully understand fire inspection procedures before the partners jointly designed a new, more effective set of them. Through understanding and the establishment of new procedures, FDNY, IBM, and others were better equipped to develop the partnership’s long-term strategy.

3. Develop a Comprehensive Strategy

Addressing a complex challenge requires a comprehensive strategy that enables and benefits from the cooperative and coordinated activities of a group of partners.18 This was evident in many of our partnership examples, and especially in Afghanistan (chapter 7). In this case, partners invested considerable time researching and analyzing their program strategy’s complete value chain throughout the Herat area. Alongside community stakeholders, they developed a thorough logic model for the resources and activities required to address economic and social gaps and to support the outcomes all partners desired. The funders relied on formal agreements with locally focused NGOs and with Herat University and put operating procedures in place for coordinating program development and resource deployment between the communities.
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People: Cross-sector partnerships thrive through a network of decentralized leaders and managers who operate independent programs and organizations. These leaders and their teams comprise a range of varied strengths but are aligned toward shared goals. By focusing on and empowering the people involved, partnering organizations can support their teams’ collective ability to lead and succeed.

4. Emphasize Collaborative Leadership

To achieve success, partnerships must emphasize collaborative leadership between teams.19 Experience tells us that management by committee seldom works. At the same time, it is virtually impossible to sustain success by ordering people around, many of whom may not even work for you. In 1999, New York City was ready to tear down the elevated train tracks of the High Line (chapter 5) when the local community, led by residents Joshua David and Robert Hammond, came together with a better idea.20 Partnering with nationally known real estate expert John Alschuler (who later became the organization’s board chair), Friends of the High Line reached out and learned from Betsy Rogers’s success at Central Park. They also built a strong partnership with key members of the Bloomberg administration, particularly with the city planning commissioner, the parks commissioner, the deputy mayor, and Mayor Bloomberg himself. Early on they were able to engage major philanthropists to support the effort, and they worked collaboratively with many others to build the High Line. It is now one of the most visited and admired urban parks in the world, freely accessible to anyone, and primarily operated with private funds.21

In a starkly different example, we learned that the absence of collaborative leadership can have seriously detrimental effects on the results of a partnership. In the 2016 Olympics case (chapter 13), the failure of government officials to collaboratively engage partners and the community was a contributing factor to the significant problems and corruption that surfaced after the games concluded.22

5. Maintain Integrity and Respect

Partners may come from different sectors, and may be from different parts of the world, with different histories and cultures. They may be small or new organizations, or ones that are well known, large, and powerful. We see excellent examples of partners overcoming these differences in the High Line case, in which a new community-based organization (Friends of the High Line) partnered with the very large and powerful Bloomberg administration (chapter 5). This was also reflected in how participants interacted between local communities, NGOs, and the international partners in the Afghanistan case (chapter 7). Partners must act with integrity and treat each other with respect according to widely accepted social norms, no matter with whom they are partnered.23 In the case of the Rio Olympics, however, it appears that the mayor’s administration failed to do this. They did not engage community-level partners adequately enough in the planning phases of development. The mayor also dismissed critics and public opponents in the face of sometimes violent street protests, which took place as the implementation process moved forward.24

6. Build Diverse Teams

Successful partnerships rely on varying sets of leadership skills and experiences across organizations and the people running them.25 Leaders must build diverse teams that account for the skills-based capital necessary for achieving the partnership’s goals. In the Juntos case in Brazil (chapter 9), the Comunitas partnership did more than bring together a portfolio of financial capital. It also built a network of accomplished and capable leaders from organizations across sectors to meet its objectives. Only through this inclusive approach could the partnership draw on the combined knowledge and expertise of its participants for the broad array of necessary programs. This way, partnering teams improved local government programs, reformed financial practices, increased public outreach, conducted economic development, and expanded critical community services.
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Place: By employing a place-based strategy, cross-sector partnerships incorporate stakeholders as true shareholders rather than just beneficiaries of a partnership’s investment. This typically requires time and effort to build trust and requires intentionality around prioritizing stakeholders’ best interests. Working collaboratively with a sense of permanent community, what we call place-based co-ownership, reinforces important long-term relationships between partners.

7. Recognize Interdependence

Partnership strategies that are effectively place-based bring together many different participants comprehensively, with goals that rely on unique partner strengths, attributes, and contributions.26 To support often difficult and lengthy partnership engagements, partners benefit from mutual reliance established by a commitment to work together. Before agreeing to formalize a partnership, partners should decide individually and agree collectively that they are interdependent—they need each other to achieve the partnership’s shared goals.27 This recognition of and reliance on interdependence was clearly true in the Afghanistan case (chapter 7). Partners depended on the actions of one another—from the philanthropic and NGO investments, to the commitments by local entrepreneurs, to the academic and private sector expertise, and even to the security provided by the coalition forces—all of which were essential for the projects to be feasible and successful.

8. Broaden Public Participation

By definition, comprehensive, place-based partnership strategies require broad public participation to succeed. More and more frequently, partnerships are using technology and communication platforms to enable civic engagement, as we saw in the Juntos case.28 The Comunitas initiatives were transformative in large part because they invited citizens to participate in setting the Campinas budget priorities and in Curitiba’s strategic planning process (chapter 9). Public participation was similarly important for Digital India and the Telemedicine program (chapter 3). In some cases, participation platforms can serve multiple purposes, as we saw in New York City’s partnerships to transform public safety through cutting edge technology and open data (chapter 11). In contrast, being unwilling to give local communities enough voice in planning and implementation can be damaging. This was the case with the Rio Olympics projects; lack of public engagement contributed to increasing opposition and protests throughout project development. From an implementation standpoint alone, such public opposition can delay project construction, increase costs, or even result in a partnership’s cancellation.29

9. Codify Common Values

Cross-sector partnerships typically involve a range of organizations and stakeholders, all of whom must align their missions, program time lines, and priorities in collaboration. Discovering and codifying common values between partners is necessary if they are to understand organizational norms and establish operational expectations.30 Partners may choose to establish a set of cooperative principles and measures for mutual accountability that guide the partnership’s ongoing collaboration. Participants will also benefit from a common framework to analyze program options and support coordinated decision making. This was evident in many of our cases, including New York City’s parks. In developing the High Line collaboration, for example (chapter 5), common values helped partners work past the cumbersome process of five separate sign-offs for decisions of all sizes. As a result of their mutual trust, they broke ground and began construction for the project at the same time they were finalizing the official partnership agreement.
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Portfolio: Cross-sector partnerships can draw from and combine various financial tools and investments. This enables partners to diversify risk and expand the pool of capital available to carry out the partnership’s programs and deliver its outcomes. By blending financial capital from different sources, including philanthropic capital (which can take significant risks),31 programs can be funded by a versatile and coordinated portfolio of investments.

10. Make Substantial Commitments

Organizations must make substantial commitments to the partnership, not just at the beginning of the effort but throughout its duration.32 We saw this in the economic development projects in Herat Province, Afghanistan (chapter 7). The U.S. government made significant up-front investments in research, data discovery, and construction. The Afghan provincial government invested in electricity infrastructure to better enable new agricultural processing capacity, and a philanthropic partner financed irrigation equipment. Such up-front investments by partners typically reflect broad consensus that the projects are important and worthwhile. We also saw this in the Juntos case in Brazil (chapter 9), where the Comunitas group provided up-front investments for financial, architectural, and technology consultants. Local governments provided human capital and infrastructure, the federal government supplied annual intergovernmental revenue sharing, and the technological advancements gave residents a voice in city decisions.

11. Agree on Complementary Contributions

As partners consider options for program financing, it is essential that they develop a coinvestment strategy agreed to and based on complementary contributions, not an effort to disguise or mitigate individual weaknesses or a lack of funding.33 This allows partners to share both risk and potential reward, and to leverage their assets, financial or otherwise. As we discussed in chapter 4, such collaborations go beyond typical fee-for-service or product procurement between the partnering groups, with contributed assets that may have both tangible and intrinsic value. We saw this in the performance case (chapter 11), where FDNY and IBM each invested organizational resources and time, and provided access to their unique systems, operations, and capabilities. This was also the case with Comunitas (chapter 9) and the cities of Campinas, Pelotas, and Curitiba, where the partners combined financial capital, including private and philanthropic funding, to open program opportunities not otherwise possible.

12. Use Innovative Financing

Innovative financing can be the cornerstone of a cross-sector partnership. This is especially true for partnerships that develop and deploy new, untested, or creative methods for addressing challenging problems.34 In such cases, partners can access and leverage private-sector financing and direct it toward public good. We see this with the relatively new financial structure called a social impact bond (SIB), which brings together and takes advantage of the respective strengths and flexibility of public, private, and philanthropic sector partners. Partnerships can benefit from risk offsetting through program-related investments (PRIs), which are well-established but underused opportunities for incentivizing inventive collaboration (SIBs and PRIs are both outlined in chapter 10). In many respects, combining a broad suite of financial tools can result in an expanded network of organizations working toward common goals, and with better alignment of financial and social outcomes.
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Performance: Partners must work together to identify and select collaborative programs with comparatively high intrinsic values—programs that are in line with partners’ principles and the partnership’s overall objectives. By predicting the relative performance of a given set of program options using the Impact Rate of Return formula, partners can allocate capital based on specific priorities and goals.

13. Determine Measurable Indicators

Without clearly defined and mutually accepted measurable indicators, partners cannot know whether they have succeeded, much less determine whether programs are on track or performing well.35 Former New York City mayor Michael Bloomberg led the recovery of New York City after September 11, 2001, anchored on a consensus of the most accurate metrics of success, a relentless quest for more and better data, and the development and refinement of operational strategies around those factors. In public safety and emergency response, as discussed in chapter 11, Bloomberg-era partnerships (and previously existing programs) relied heavily on transparent, well-defined, and generally accepted performance measures that were agreed to by all partners. As we learned with the Impact Rate of Return formula (chapter 12), one of the first steps in customizing the iRR measurement platform is determining the partnership’s Key Impact Indicators. Equally important is determining the formula’s specific metrics that define the partnership’s quality of impact (see the Impact Balance Sheet tool outlined in chapter 8).

14. Share Data and Information

To measure progress against established indicators, partners must share data and information across organizational boundaries.36 This is not natural for competitive organizations, particularly because for-profit businesses are accustomed to aggressively hiding trade secrets, strategy, and proprietary data. But such sources of protected information may not be required for a partnership’s performance measurement and monitoring. In some cases, information-sharing is a main purpose of the partnership, as it was in the case of Digital India (chapter 3). In other situations, it is simply a matter of making otherwise public data more readily accessible or searchable. In New York City, Mayor Bloomberg put virtually all of the important information and performance measures for their partnerships on the city’s open data page,37 allowing others to leverage the value of that data freely (see chapter 11).38

15. Redefine Success

The hallmark of the Impact Rate of Return formula is that it provides a measurement framework for translating a partnership’s diverse objectives into a common language (see chapter 12). Simply stated, it allows many different partners to come together and redefine success around their mutually shared goals. The formula predicts the social impact performance of a given project and combines important measureable indicators with program-related data into a platform for partners to make more informed decisions about capital allocation. All partners, including individual and community stakeholders, should participate in determining what aspects or qualities of impact will guide program evaluation (as discussed in chapter 8). As a result, the partnership’s measures of success will be more inclusive and allow for solutions that are more effective over the long term.
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This fifteen-point checklist covers many of the most important aspects of cross-sector partnership development and management as discussed throughout the book. These points represent lessons and observations from the successful cases we present and analyze. Furthermore, we believe this list will be useful to organizations as they prepare and implement new partnerships—especially when combined with a sense of optimism that the goals are achievable and will result in better outcomes for stakeholders and society.

WHY WE ARE OPTIMISTIC

Chapter 1 documents the long and evolving history of collaboration between sectors, including the expansive role of large-scale public-private partnerships during the twentieth century. A World Bank study of recent public-private partnerships found that they have been on the rise for decades, exist in more than 130 countries, and account for more than 15 percent of overall infrastructure development.39 The report indicates that over two-thirds of the projects studied (more than a hundred) achieved their development outcomes. The evaluators of these projects identified the need for, and the significant potential benefit of, more public works partnerships in the future to improve infrastructure and promote economic growth.40

Using partnerships to develop and implement new solutions to complex social, economic, and environmental policy problems is different and more difficult, however, particularly because we are only beginning to establish accurate and reliable measures of social impact.41 As Peter Drucker often said, you cannot manage effectively unless you are clear on what you are trying to accomplish and can measure your progress toward achieving your goals.42 We have made great progress in measuring the financial impact of improved management practices, but we can and should judge the success of all organizations, no matter the sector, beyond their mission statement and financial performance.43 We should also evaluate whether they harm or improve their local communities, as well as society as a whole.44 We are already seeing shifts to this effect, and we believe new management and measurement standards may eventually lead to marked improvements in how financial assets are directed.45 For example, imagine unlocking the value of many trillions of dollars held in endowments, retirement accounts, sovereign wealth funds, and private investments by deploying them not just for financial return but also for measurably improving our society.46

BUILDING ON MOMENTUM

We mentioned the work of economist Steven Radelet in the introduction. Radelet argues that we are in the midst of the greatest improvement in the lives of the world’s poor, measured by reduced poverty, increased incomes, improvement in health care, fewer wars and conflicts, and the spread of democracy.47 Although economic conditions for the poor have improved substantially, society continues to grapple with growing global inequality.48 Fortunately, we can take steps to address this while also accelerating economic growth. As Nobel laureate Joseph Stiglitz writes, “policies are available that would simultaneously increase growth and equality—creating a shared prosperity.”49 Stiglitz recommends a set of policies, including ones to reach full employment, at least in part by increasing public investments in infrastructure, education, innovation, and the environment. He writes that such government “investments will expand the economy and make private investments even more attractive.”50 Historically, he notes, periods of high productivity growth are strongly related to public-sector investment.51 As we argue throughout this book, partnerships can be an extremely effective vehicle for implementing this type of inequality-reducing and pro-growth strategy.

A TIME FOR MORE EFFECTIVE PARTNERSHIPS

Cross-sector partnerships—especially those that share the principles of social value investing—are not just a good idea, they are essential for overcoming society’s most critical challenges.52 To succeed, we need groups of all kinds to come together, share their learning, and promote best practices for a partnership management and delivery system that maximizes positive social impact. Peter Drucker was right when he observed that leadership and management contribute as much or more to progress as technological innovation does.53

Such management, though, must be both effective and strategic, and it must focus on goals that improve society—goals that promote a safe, healthy, prosperous, and thriving world for everyone. Idealistic as this sounds, partnerships based on these principles can lead to more equitable, inclusive, and responsible solutions. But society must be willing to account for the negative externalities of our actions and stop exploitation by certain industries and economic practices.54 By doing so, organizations of all types will be better positioned to serve the important needs of communities everywhere.

We make clear how important measurement is to good management throughout this book. Even more important than how we measure success is how we define success to begin with, because that dramatically affects our intentions, our actions, and our results.

Society is in the process of rediscovering what it means to succeed.55 As that discovery evolves we remain incredibly optimistic, and we ask you to take the observations, frameworks, and lessons in this book, use them for social good, and also improve upon them. We hope this brings together organizations, individuals, and local communities in an inclusive and collective problem solving process to overcome our most intractable challenges. Finally, we hope this work supports transformational change in the way we all collaborate—so that everyone can participate in making the world a far better place.
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