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Abstract 
As advanced capitalist economies grapple with the compounding crises of demographic aging, 
stagnant economic growth, and the structural erosion of the post-war social contract, a new 
paradigm of public administration has emerged under the banner of "innovative finance." This 
comprehensive paper provides a critical political economy analysis of the financialization of 
the welfare state, focusing on the proliferation of Social Impact Bonds (SIBs), pay-for-success 
contracting, and philanthrocapitalism. We argue that these mechanisms do not represent a 
neutral, technocratic evolution in public service delivery; rather, they constitute a profound 
structural shift that transforms systemic social vulnerability—such as homelessness, 
recidivism, and chronic illness—into highly liquid, yield-generating asset classes for 
transnational finance capital. By tracking the implementation of social finance frameworks 
across the United Kingdom, the United States, and Australia from 2015 to 2026, we deconstruct 
the mechanics of algorithmic risk assessment and datafied social evaluation required to secure 
investor dividends. The research demonstrates how SIBs operationalize a modern form of 
accumulation by dispossession, wherein the state socializes the fundamental risks of social 
reproduction while completely privatizing the financial rewards. Furthermore, we critique the 
anti-democratic nature of philanthrocapitalism, detailing how mega-foundations bypass public 
oversight to dictate domestic social policy. The study concludes that delegating the resolution 
of structural poverty to speculative financial markets inevitably subordinates the universal right 
to social care to the imperatives of short-term capital accumulation. We outline a radical policy 
alternative centered on the absolute decommodification of the welfare state, progressive wealth 
taxation, and the restoration of universal, publicly provisioned social infrastructure. 
Keywords: Financialization, Welfare State, Social Impact Bonds, Philanthrocapitalism, Social 
Reproduction, Neoliberalism, Accumulation by Dispossession, Political Economy 
 
1. Introduction 
The historical trajectory of the welfare state in the Global North is frequently charted as a rise 
and fall: the expansion of universal public provisioning during the post-WWII social 

https://politonomia.org.ua/rpe


Readings in Political Economics 
ISSN: 0079-9874 & 0305-814X 

Vol 60. No. 2 (2026) 
https://politonomia.org.ua/rpe 

 

  2 

democratic consensus, followed by its systematic dismantling and privatization under the 
neoliberal counter-revolution of the 1980s and 1990s. However, contemporary critical political 
economy reveals a third, more insidious phase emerging in the 21st century: the 
financialization of the welfare state. 
Faced with chronic fiscal deficits, austerity mandates, and an escalating crisis of social 
reproduction, governments are increasingly turning to global capital markets to fund essential 
social services. The vanguard of this transition is the "Social Impact Bond" (SIB)—a financial 
derivative that allows private investors to fund social programs (such as prison rehabilitation, 
early childhood education, or homelessness interventions) with the state promising to repay the 
principal plus a substantial rate of return if predefined, quantifiable social metrics are achieved. 
Proponents frame these "pay-for-success" models as a win-win innovation: transferring 
financial risk from the taxpayer to the private sector while enforcing rigorous, data-driven 
efficiency in the public sector. This paper fundamentally rejects this orthodox narrative. We 
argue that the financialization of social policy represents a dangerous frontier of capital 
accumulation, extending the logic of the market into the deepest, most vulnerable aspects of 
human survival. 
This article systematically deconstructs the political economy of welfare financialization. 
Section 2 establishes the theoretical framework, grounding the analysis in Marxist theories of 
social reproduction and financialization. Section 3 details the structural mechanics of Social 
Impact Bonds. Section 4 examines the commodification of social vulnerability and the creation 
of "fictitious commodities." Section 5 investigates the role of datafication, surveillance, and 
algorithmic evaluation in guaranteeing investor yields. Section 6 analyzes the overarching 
architecture of philanthrocapitalism. Section 7 details the distributional consequences of social 
finance, illustrating how it extracts wealth from the public purse. Section 8 provides empirical 
case studies from the US and UK. Section 9 explores grassroots resistance from social workers 
and public sector unions. Finally, Section 10 proposes a radical macroeconomic framework for 
restoring the universal, decommodified welfare state. 
 
2. Theoretical Framework: Financialization and Social Reproduction 
To understand why global capital is eagerly enclosing the domain of social services, we must 
contextualize the crisis of contemporary capitalism. 
 
2.1 The Crisis of Overaccumulation and the Search for Yield 
Late-stage capitalism is characterized by chronic crises of overaccumulation. With profit rates 
in the productive, industrial economy structurally depressed, trillions of dollars of institutional 
capital (managed by pension funds, private equity firms, and sovereign wealth funds) roam the 
globe seeking reliable, high-yield assets. The financialization of the welfare state serves as a 
novel "spatial fix" for this surplus capital. By securitizing social problems, finance capital 
opens up a virtually limitless new frontier for accumulation, treating the structural failures of 
capitalism (poverty, incarceration, addiction) as investment opportunities. 
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2.2 The Subsumption of Social Reproduction 
Marxist feminist theory posits that capitalism is entirely reliant upon "social reproduction"—
the daily and generational work of maintaining human life, raising children, and caring for the 
sick and elderly. Historically, capital externalized these costs onto the unpaid labor of women 
within the household, and later, onto the social-democratic state. 
As decades of neoliberal austerity have degraded public infrastructure, the crisis of social 
reproduction has become acute. The financialization of welfare is capital's attempt to resolve 
this crisis on its own terms. By transforming care work and social intervention into profit-
generating financial contracts, capital formally subsumes the sphere of social reproduction. The 
state no longer provides care as a universal right; it purchases "social outcomes" as a 
commodity from financial intermediaries. 
 
3. The Mechanics of Social Impact Bonds (SIBs) 
To critique the political economy of SIBs, it is necessary to demystify their financial 
architecture. Despite the name, a Social Impact Bond is not a traditional bond; it is a complex, 
multi-party derivative contract. 
 
3.1 The Contractual Architecture 
The structure typically involves four primary actors: 

1. The Commissioner: A government entity (local or national) seeking to address a social 
issue while lacking the upfront capital or political will to fund it directly. 

2. The Investors: Private financial institutions (banks, private equity, high-net-worth 
individuals) providing the upfront working capital. 

3. The Service Provider: Non-profit organizations or private charities contracted to 
actually deliver the social interventions (e.g., job training, housing assistance) on the 
ground. 

4. The Evaluator: A third-party auditing firm hired to measure whether the pre-agreed 
"social outcomes" have been achieved. 

 
3.2 The Financial Logic 
The investors provide the capital to the service provider. If the evaluator determines that the 
intervention was successful (e.g., a specific cohort of former inmates reduced their recidivism 
rate by 10% over three years), the government pays back the investors their initial capital plus 
a premium rate of return (often between 5% and 12%). This return is theoretically funded by 
the future savings the government accrues from the successful intervention (e.g., spending less 
on prison beds). If the intervention fails, the investors theoretically lose their capital. 
 
4. The Commodification of Vulnerability 
The SIB model enacts a profound epistemological and structural violence: it transforms human 
suffering into a financial asset class. 
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4.1 Constructing the "Investable" Subject 
For a social problem to become the underlying asset of a financial derivative, it must be 
simplified, quantified, and standardized. The messy, intersectional realities of structural 
poverty, systemic racism, and intergenerational trauma cannot be neatly securitized. Therefore, 
the SIB model forces service providers to hyper-focus on narrow, easily measurable metrics 
(e.g., days spent out of a hospital, securing a 90-day employment contract). 
This dynamic fundamentally alters the nature of social work. Vulnerable individuals are no 
longer treated as citizens possessing absolute rights to care, but as potential vectors for 
generating a financial yield. 
 
4.2 Cream-Skimming and Parked Populations 
Because investor returns are strictly tied to achieving numerical targets, the SIB model 
introduces perverse incentives into public service delivery. Service providers are structurally 
incentivized to engage in "cream-skimming"—selectively enrolling individuals who are the 
easiest and cheapest to help (those closest to the poverty line, those with the least severe 
addictions), to guarantee the metric is hit. 
Conversely, the most deeply marginalized and complex individuals—those who require long-
term, holistic care that defies simple quarterly metrics—are deliberately "parked" or excluded 
from the intervention entirely, as they represent a high risk to investor dividends. The 
financialization of welfare thus creates a two-tiered system of abandonment, exacerbating the 
very inequalities it claims to solve. 
 
5. Datafication, Surveillance, and Algorithmic Evaluation 
The political economy of social finance is inextricably linked to the rise of digital surveillance 
and Big Data. The extraction of financial value from social programs requires absolute, 
granular measurement of human behavior. 
 
5.1 The Metric Fix 
To satisfy the auditing requirements of global capital, non-profit organizations must divert 
massive amounts of time and resources away from frontline care and toward intensive data 
collection. Social workers are transformed into data-entry clerks, mandated to track and 
quantify every interaction. This "metric fix" fundamentally degrades the therapeutic 
relationship, replacing qualitative human empathy with quantitative surveillance. 
 
5.2 Algorithmic Governance 
Furthermore, defining the "baseline" of a social problem—the counterfactual of what would 
have happened without the intervention—relies increasingly on predictive algorithms. 
Governments utilize historical data to project future public expenditures, and investors 
negotiate their payout rates against these algorithmic projections. This process completely 
abstracts the political nature of social failure, treating poverty as an inevitable statistical 
occurrence rather than the result of deliberate economic policies. The algorithm obscures the 
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structural reality of class conflict, presenting social degradation as a technical glitch that 
finance capital can profitably repair. 
 
6. Philanthrocapitalism and the Shadow State 
The financialization of the welfare state has not occurred in a vacuum; it is aggressively 
promoted and subsidized by the global philanthropic elite. 
 
6.1 The Mega-Foundations 
Organizations such as the Rockefeller Foundation, the Gates Foundation, and the Omidyar 
Network are the primary architects of the "impact investing" sector. They function as a "shadow 
state," utilizing their immense, tax-exempt wealth to dictate domestic social policy without 
facing democratic elections or public accountability. 
 
6.2 De-Risking for Wall Street 
Crucially, these foundations actively intervene to make SIBs attractive to mainstream finance 
capital. Because traditional private equity firms frequently view social interventions as too 
risky, philanthrocapitalists provide "first-loss guarantees" or subordinate capital. If a social 
impact bond fails to hit its metrics, the philanthropic foundation absorbs the financial loss, 
shielding the commercial banks from exposure. 
This reveals the ultimate truth of the social finance architecture: it is not about the private sector 
taking on public risk. It is a convoluted system designed to guarantee risk-free returns for 
private capital by socializing the losses through philanthropic and state subsidies. 
 
7. The Distributional Consequences: Extracting Public Wealth 
Orthodox economics defends SIBs by claiming they save taxpayer money. A critical accounting 
of the macroeconomic flows reveals the exact opposite: social finance is an incredibly 
expensive method for delivering public services, functioning as a mechanism for upward 
wealth redistribution. 
 
7.1 The Cost of Financial Intermediation 
SIBs are notoriously complex legal instruments. Setting up a single contract requires years of 
negotiation involving armies of corporate lawyers, financial consultants, and specialized 
auditing firms. The transactional friction is astronomical. In many documented SIBs, the 
administrative and legal fees paid to financial intermediaries exceeded the total amount of 
capital delivered to the actual frontline social program. 
 
7.2 The Privatization of Savings 
When a public intervention succeeds—for instance, a publicly funded housing program 
successfully reduces emergency room visits—the financial savings accrue to the state, allowing 
the government to reinvest that money into further social infrastructure. 
Under the SIB model, if the intervention succeeds, the state must transfer those public savings 
directly to the private investors in the form of dividend payouts. The state is legally bound to 
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privatize its own efficiency. In an era of austerity, governments are essentially borrowing 
money from Wall Street at credit card interest rates (often 8-12%) to fund basic social services 
they could have financed directly through standard sovereign bonds at a fraction of the cost. 
 
8. Case Studies in Failure and Extraction 
Empirical evaluations of SIBs across the Global North confirm the theoretical critiques of their 
political economy. 
 
8.1 The Peterborough Prison Experiment (UK) 
The world’s first SIB, launched in the UK in 2010, aimed to reduce recidivism among short-
term prisoners in Peterborough. While initially heralded as a triumph, critical audits revealed a 
highly manipulated structure. The investor payouts were shielded from broader 
macroeconomic shocks, and the government ultimately canceled the program prematurely. The 
"success" of the intervention was largely attributed to the massive, uncompensated overtime 
hours worked by the non-profit staff, demonstrating that investor yields were extracted directly 
from the exploitation of care workers, not from financial innovation. 
 
8.2 The Rikers Island SIB (US) 
In 2012, Goldman Sachs invested $9.6 million in a SIB designed to reduce adolescent 
recidivism at the notorious Rikers Island jail in New York City. The intervention—a cognitive 
behavioral therapy program—was an abject failure, missing its metrics entirely. However, 
Goldman Sachs lost very little money, because their investment had been 75% guaranteed by 
Bloomberg Philanthropies. The primary result of the SIB was not criminal justice reform, but 
a massive public relations victory for Goldman Sachs, allowing them to brand themselves as 
socially responsible while offloading the risk. The structural horrors of mass incarceration 
remained untouched. 
 
9. Counter-Hegemony: Defending the Public Sphere 
The aggressive expansion of social finance has generated intense resistance from the workers 
tasked with executing it on the front lines. 
 
9.1 Public Sector Union Resistance 
Public sector labor unions have correctly identified SIBs as a Trojan horse for the stealth 
privatization of the welfare state. By transferring control of public services to private financial 
consortiums, SIBs undermine collective bargaining agreements, casualize the social work labor 
force, and replace unionized public employees with precarious, non-unionized non-profit 
workers. Strikes and public campaigns by teachers' unions and health worker syndicates in the 
UK and Australia have successfully blocked the rollout of several high-profile SIB initiatives. 
 
9.2 The Revolt of the Care Workers 
On an epistemological level, resistance is mounting from social workers and frontline care 
providers who refuse the algorithmic reduction of their labor. The ethical mandate of social 
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work—to provide unconditional care and structural advocacy for the marginalized—is 
fundamentally incompatible with the mandate to generate quarterly yields for private equity 
firms. Grassroots organizations are increasingly demanding the de-financialization of their 
sector, refusing to participate in the data-extractive metrics required by impact investors. 
 
10. Policy Alternatives: Decommodifying Care 
Reversing the financialization of the welfare state requires an aggressive, macroeconomic 
commitment to the decommodification of social reproduction. 
 
10.1 Direct Public Provisioning 
The state must abandon the convoluted, expensive architecture of "pay-for-success" 
contracting and return to direct, unconditional public provisioning of social services. If an 
intervention (like supportive housing for the homeless) is proven to work, the government 
should fund it directly through progressive taxation or standard sovereign borrowing, ensuring 
that all accrued societal savings remain in the public trust. 
 
10.2 Progressive Wealth Taxation 
The justification for SIBs relies entirely on the premise of absolute fiscal scarcity—the idea 
that the state simply has no money to fund welfare. This scarcity is a political choice, 
manufactured by forty years of regressive tax cuts for the ultra-wealthy and transnational 
corporations. Implementing aggressive, global wealth taxes and closing offshore tax havens 
would instantly generate the public capital necessary to eradicate structural poverty, rendering 
the philanthropic and financial intermediation of the elite completely obsolete. 
 
10.3 Expanding Universal Basic Services 
Rather than targeting fragmented, means-tested interventions at the most extreme 
manifestations of poverty to satisfy financial metrics, the state must build robust Universal 
Basic Services (UBS). Free, high-quality public healthcare, universal childcare, comprehensive 
public housing, and free education serve as a structural bulwark against poverty. Universal 
programs cannot be easily securitized or cream-skimmed by finance capital because they 
belong to all citizens as an absolute democratic right. 
 
11. Conclusion 
The narrative surrounding Social Impact Bonds and the financialization of the welfare state is 
a masterclass in neoliberal obfuscation. By cloaking aggressive financial extraction in the 
progressive language of "social impact," "innovation," and "efficiency," global capital has 
successfully enclosed the final frontier of the public sphere. 
A rigorous political economy analysis reveals that this architecture does not solve the structural 
crises of capitalism; it monetizes the fallout. It transforms the deeply political failure of the 
state to provide basic human security into a lucrative, risk-free asset class for the transnational 
elite. The SIB model inherently degrades the therapeutic nature of care work, enforces a brutal, 

https://politonomia.org.ua/rpe


Readings in Political Economics 
ISSN: 0079-9874 & 0305-814X 

Vol 60. No. 2 (2026) 
https://politonomia.org.ua/rpe 

 

  8 

algorithmic triage upon the most vulnerable members of society, and functions as a mechanism 
for the upward redistribution of public wealth to private financial intermediaries. 
The defense of the welfare state in the 21st century requires more than resisting budget cuts; it 
requires a direct assault on the logic of financialization. Care, social rehabilitation, and human 
survival cannot be subordinated to the profit motives of asset managers. Achieving genuine 
social justice requires the absolute decommodification of social reproduction, demanding that 
the state reclaim its democratic mandate to ensure the unconditional well-being of its citizens, 
free from the extractive, parasitic dictates of global finance capital. 
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