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abstract: Integration of multiple sectors of society 
in public management is a fundamental strategy to 
combat inequality. This paper examines two mecha-
nisms of sustainable development financing and go-
vernance: Participatory Public-Private Partnerships 
and Socio-Environmental Investment Funds. The-
se two mechanisms are analyzed in the context of 
Third Way political theory. The Third Way theoretical 
approach prioritizes economic efficiency, social justi-
ce and good governance, highlighting innovations in 
the field of participatory management that support 
intersectoral cooperation. This paper examines inter-
sectoral coordination of five sectors: public, private, 
and three divisions of civil society: community and 
not-for-profit, academia and research, and the parts 
of the population who are unaffiliated with institu-
tions. Through intersectoral integration, the mecha-
nisms of Participatory Public Private Partnerships 
and Socio Environmental Investment Funds can take 
advantage of the complementarities and competitive 
advantages of each sector. This paper concludes that 
these governance mechanisms can facilitate the im-
plementation of a pact for the integration of the city 
of Rio de Janeiro and increase the scale of local part-
nerships for sustainable development.
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Introduction

The success of efforts to reduce inequality and im-
prove public services hinges on the cooperation be-
tween different sectors of society. This is one of the 
core theses of the Third Way, the normative political 
theory which inspired the programs carried out by 
several center-left governments. In the 1990’s, pro-
ponents of the Third Way in the United States, the 
United Kingdom and the Neue Mitte (new center) in 
Germany sought to reconcile two principles: neoli-
beral economic efficiency, and central social justice 
principles from social democracy (Blair & Schroeder, 
1998). Advocates of the Third Way argued against ex-
cessive expansion of the Government and in favour 
of strong private participation in strategies for redu-
cing inequality, emphasizing the use of public priva-
te partnerships (ppps) as an important tool for incre-
asing access to public services. Third Way advocates 
also emphasized the central roles of education and 
workforce qualification in their political programs. 
In several countries, including Sweden, the Nether-
lands, and France, governors implemented policies 
which can be seen as closely related to the Third Way, 
such as rigorous fiscal policies combined with State 
intervention to avoid unemployment (Barrientos & 
Powell, 2004). The Third Way also had considerable 
effects in Brazil (Bresser-Pereira, 2001).

The social justice principle in Third Way theory 
makes inequality and poverty reduction a political 
objective. In Brazil, there have been considerable 
advances in relation to this objective. Public data 
from the Applied Economic Research Institute (Ins-
tituto de Pesquisa Econômica Aplicada – ipea), availa-
ble at the ipeadata portal, shows that the number 
of people in extreme poverty in Brazil fell from 26.6 
million in 2003 to a little less than 10 million in 
2012, taking the extreme poverty rate from 15.2 per 
cent to 5.3 per cent of the population. In the same 
period, the poverty rate fell from 35.7 per cent to 15.9 
per cent. Rocha (2013) proposes three drivers for 
this change and the improvement in the standards 
of living in Brazil: the dynamisation of the labour 
market, the policy to increase the minimum wage, 
and the conditional cash transfer programs. Great 
challenges remain, such as the productive inclusion 
of youths – the persistence of the “neither-nor” ca-
tegory, where many youth are neither employed or 
undertaking education is a worldwide phenomena 
which has a particularly strong impact in Brazilian 
inequality levels (Ferraz, Poloponsky e Russo, 2013). 
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On a positive note, solving this challenge will allow 
Brazil to fully employ its demographic bonus as sti-
mulus to national development.

Despite poverty reduction, income inequality re-
mains a significant problem to Brazil and the world 
(Piketty, 2014). Although there is broad consensus 
on the risks of inequality, not all types of inequali-
ty deserve the same degree of State attention. The 
economic outcomes of citizens and their capacity to 
respond to financial crises are substantially influen-
ced by inherited conditions such as their parents’ 
income and the characteristics of the community 
where they grew up, as well as the influence of indi-
vidual effort and dedication. There is an important 
philosophical school that identifies equality of oppor-
tunity as a main political goal, rather than equali-
ty of income or welfare (Roemer & Trannoy, 2013). 
Besides social justice, the Third Way promotes the 
economic efficiency principle, considering classical 
socio-democratic policies for inequality reduction 
counterproductive s they provoke large fiscal defi-
cits. The Third Way proposes inequality reduction by 
means of education and incentives for job creation 
and professional development, without risking fis-
cal stability (Reich, 2001). Many Third Way propo-
nents mention the importance of good governance 
and intersectorial cooperation, without recognizing 
the enormous size of this challenge.

The inter-dependence of public and private finance 
contributed to the collapse of financial markets whi-
ch started in 2007/08. The subprime crisis spread to 
the public sector, thus hampering its capacity to fi-
nance sustainable development. This was due in lar-
ge part to the measures taken to rescue the financial 
system, which effectively converted private debt into 
public debt. One example of this is the continued cri-
sis in the Eurozone, where there has been increased 
unemployment, and reduced income levels and well
-being in several countries considered to be highly 
developed. The crisis has challenged some economic 
assumptions over market efficiency shared by both 
neoliberal governments and supporters of the Third 
Way (Ryner, 2010 & Meyer, 2013). This has highligh-
ted the risks of deregulation and competitive auste-
rity and emphasized the urgent need to strengthen 
State transparency and regulatory efficacy.

To overcome inequality of opportunity, it is necessary 
to give as much thought to governance as to efficien-
cy. The two core Third Way principles, social justice 

and economic efficiency, should be complemented by 
good governance. Failure of governance, particularly 
in intersectorial relations, was one of the main cau-
ses of the financial crisis, affecting the credibility of 
many Third Way governments. Giddens (2000) inclu-
ded the fortification of civil society and its relations 
with the public and private sector as a major aspect 
of good governance in the Third Way agenda. While 
Giddens (2001) advocated for reducing the size of go-
vernment and cutting inefficient taxes, he also appe-
aled for this reform to occur simultaneously with the 
strengthening of the government’s regulatory role 
and its capacity to reduce inequality. The United Na-
tions Development Programme (undp) identifies 
citizen participation, guaranteed access to justice, 
transparency, and accountability as essential parts of 
democratic governance (undp, 2010). In line with the 
Third Way focus on education, the undp also empha-
sizes that citizens must be qualified so that they can 
better participate in the decision making and gover-
nance processes of a democracy.

Advancing the three Third Way principles demands 
massive investments in infrastructure, education, 
and productive qualifications, for both developing 
countries and those considered to be developed. 
Despite calling for more social investment by the 
State, some Third Way administrations reduced in-
vestments essential to social justice for the sake of 
the austerity focused economic efficiency (Romano, 
2006). Balls (2014) suggests that in Anglo-Saxon 
countries, Third Way governments should have fur-
ther stimulated education and productive qualifica-
tions. New mechanisms of good governance, such as 
public private partnerships with strong civil society 
participation, and socio-environmental investment 
funds, can help to integrate and multiply invest-
ments of several sectors, contributing to the balan-
cing of Third Way principles.

Emphasizing the importance of citizen responsibility 
and effort, Third Way policies propose a social con-
tract that links rights to responsibilities, in order to 
avoid the moral hazard that people benefiting from 
the social security net may behave irresponsibly in 
the knowledge that they are insured. The moral haz-
ard associated with redistributive justice can threat-
en economic efficiency. In line with criticisms of the 
welfare State, social media published various hypoth-
eses that social development programs to combat 
extreme poverty in Brazil risked creating this same 
type of moral hazard. However, Oliveira and Soares 
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(2012) have published data which invalidate this “la-
ziness effect” hypothesis, showing that income sup-
plementation and conditional cash transfers created 
incentives for education and productive qualifica-
tions. In the city of Rio de Janeiro, families enrolled 
in the Bolsa Família cash transfer program will receive 
an additional transfer from the municipal program 
Cartão Família Carioca. To receive the extra income 
the parents must attend school meetings and guar-
antee their childrens´ presence in school. Stimulating 
citizen participation and capacity may strengthen a 
range of social policies and risk management strate-
gies, including moral hazard risk.

According to Castells (2005), governments´ difficul-
ties in adapting to globalization has led to a crisis of 
political representation spreading around the world. 
Governments are increasingly required to adopt the 
characteristics of a networked-State, coordinating 
the efforts of multiple actors and institutions, inclu-
ding civil society and corporations in order to fulfill 
development objectives. The force of bureaucratic 
tradition and the sluggishness of standard opera-
ting procedures can limit the speed with which go-
vernments can adapt, increasing the pressure on po-
litical systems. The large number of public protests 
of Brazil in June and July of 2013 demonstrates this. 
On the other hand, since the re-democratization of 
Brazil and the enactment of its 1988 Constitution, 
there has been a large increase in opportunities for 
political participation and mechanisms of social le-
adership (Abrucio, 2007), especially in local govern-
ments with the strengthening of traditional demo-
cratic instruments such as the vote and democratic 
representation (Pogrebinschi & Santos, 2011).

There is evidence that good governance mechanis-
ms already consolidated in Brazil, such as councils, 
conferences, public audiences, fora, public informa-
tion systems and participatory budgeting can leve-
rage economic efficiency and reduce the waste of re-
sources while promoting inclusion and social justice 
(Gonçalves, 2014). The combination of participatory 
mechanisms with new instruments for managing 
socio-environmental investments have the potential 
to renovate the Third Way, and to offer alternatives 
for the overcoming of crises in global sustainable de-
velopment. In Rio de Janeiro, which influenced the 
analysis in this article, this combination of partici-
pative mechanisms generated two complementing 
instruments: Participatory Public Private Partner-
ships and Socio-Environmental Investment Funds.

PPP5: Participatory Public Private Partnerships

Advocates of Third Way politics emphasize the need 
to form inter-sectoral partnerships to improve pu-
blic services, rather than expanding the state along 
classical social democracy lines or transferring a lar-
ge part of this responsibility to the market as per 
militant neoliberalism. These partnerships mirror a 
concept of the State as the guarantor of public ser-
vices without necessarily being the only provider 
of these services. Public private partnerships (ppp) 
were incorporated as a key part of Third Way pro-
grams, given the potential for improving both the 
quality and economic efficiency of public services. 
However, this potential is not realized automati-
cally. It depends largely on the quality and transpa-
rency of the performance indicators used to assess 
partnerships and guide their implementation (Shaw, 
2004). The efficiency and effectiveness of ppps thus 
depend on civil society participation.

To promote urban, social and economic development 
in the pacified favelas (slums) of Rio de Janeiro, the 
Pereira Passos Institute of the Rio de Janeiro Mu-
nicipal Government (ipp-Rio) has helped formulate 
and implement various participatory public private 
partnerships. These partnerships can be considered 
tools of the new Third Way through the multi-sec-
toral governance model and the measurement of 
social justice and economic efficiency with strong 
citizen participation. ipp-Rio ś work to date indi-
cates that it is useful to disaggregate civil society 
into three groups of actors for the purposes of good 
governance: the not-for-profit sector (including as-
sociations, community organizations and non-gov-
ernmental organizations in general), academia and 
citizens not affiliated with other groups. Participa-
tory Public Private Partnership can thus be consid-
ered a ppp5, counting the three sectors highlighted 
in civil society and the two sectors already present in 
normal public private partnerships (ppp).

Since Brazil ś democratization in 1988, the public 
sector continues to play a general coordination role 
in both ppp5 and normal ppps. To maximize the effi-
ciency of the partnerships they should be coordinated 
with public policy and strategic planning of the prin-
ciple sectors involved in sustainable development. The 
government offers incentives to attract participation 
from other sectors in the ppp5, including financial 
contributions, tax waivers or rebates, the provision of 
information processing services, institutional coordi-
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nation and territorial and community management. 
The ppp5 is not a normal public private partnership 
in the sense established by Federal Law 11.079/2004, 
as it does not necessarily involve financial compensa-
tion from the public partner to the private partner, 
and it allows for low value investments below $brl20 
million, and has a legal structure that leverages exis-
ting laws and regulations, without the need for legal 
or administrative reforms. However, the public part-
ner always offers compensation in services and advice 
to encourage social and environmental investment 
from other partners.

Private participation

The French Agency for Development (l Ágence 
Française de Développement – afd), the Institute of 
Applied Economic Research (Instituto de Pesquisa 
Econômica Aplicada – ipea, Rio de Janeiro, Brazil) 
and the Human City Foundation (Fundación Ciudad 
Humana – fch, Bogota, Colombia) (Cavé et al., 2014) 
emphasize that ppps are among the main drivers for 
local government financing, complementing inter-
government transfers, capital mobilization in finan-
cial markets, collection of taxes, land and real estate 
capital gains and user fees and charges. These tools 
can all be combined in the same project.

In order to understand the origins of ppp5 and its as-
sociation with Third Way politics, it is worth highli-
ghting contemporary influences and similar models. 
Beginning in the 1980s and expanding in the 1990s, 
private participation in infrastructure provision has 
grown worldwide. According to World Bank data, 
from 1990 to 2008, rich countries invested us$ 347 
billion in developing countries’ infrastructure throu-
gh foreign aid and official development assistance, 
including interest-free loans from the International 
Development Association, while private participation 
in infrastructure investment amounted to us$ 1.6 
trillion (Ingram, Zhi & Brandt, 2013). While the volu-
me of investment through the two mechanisms was 
similar in the 1990s, private participation has grown 
substantially, surpassing by almost five times foreign 
aid in developing countries by 2008. The official deve-
lopment assistance and private participation together 
already account for 42 per cent of all projected infras-
tructure in developing countries, significantly com-
plementing their own often-scarce resources. Among 
these countries, Brazil was the main destination of 
private investments in infrastructure from 2000 to 
2008, followed by India, Russia and China.

Since the establishment of a regulatory framework 
for ppps in Brazil (Law 11,079/04), a range of fede-
ral entities have launched over 200 ppp projects, 
with approximately half starting in 2013 (Cosca-
relli et al., 2014). Only 6 per cent of these projects 
currently have signed contracts, but the numbers 
show a growing interest within the country for this 
shared management model. In Rio de Janeiro, the 
municipal government created the Special Secreta-
riat for Concessions and Public Private Partnerships 
(secpar) in May 2014, recognizing the importance 
of this type of investment for municipal develop-
ment. Many ppps can attract private participation 
in key sectors for sustainable development at higher 
risk or lower profitability, potentially relieving the 
treasury and strengthening public projects and ser-
vices with technical assistance and human capital 
from the private sector.

In 2012, there were at least $usd 53 billion invested 
in infrastructure by the private sector in Brazil, re-
presenting 78 per cent of this type of investment in 
Latin America and the Caribbean. The majority of 
projects with private participation in Brazil are in 
the energy sector. Many of these projects are wind 
farms and small hydroelectric power stations, tech-
nologies for which there is relatively little domestic 
expertise which increases the uncertainty over risks 
and the cash flows. Despite these risks, ppps have 
become an important source of funds for environ-
mental sustainability and renewable energy projects 
in Brazil (Garcia-Puente, 2013). In the same way that 
ppps can stimulate environmental development, 
they can also channel resources to areas such as he-
alth, education and information technology, among 
other areas of social welfare, through projects that 
would attract little investment in the private sector 
without government support.

The Federal Decree nº 5,977/2006 regulates impor-
tant innovations in relation to traditional conces-
sions, expressions of interest from private enter-
prises and the expressions of interest process, the 
principal participatory mechanisms for individuals 
and the private sector in the development of prio-
rity projects for development. When a project is se-
lected, the granting authority provides resources to 
the proposed partners. Through this mechanism, 
the government can increase its portfolio of pro-
jects and access to information (Lohbauer, 2014). 
Brazilian states have used at least 73 of these pro-
jects between 2007 and 2013, helping to overcome 
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the shortage of projects and technical resources in 
the country.

Civil Society Participation

While the advantages of civil society participation 
are well recognized, a lack of citizen participation 
and leadership remains a management model we-
akness in many ppps. The Engineering and Socio-e-
conomic Transport Studies Network in the Federal 
University of Rio de Janeiro (Rede de Estudos de 
Engenharia e Socioeconômicos em Transportes, reset) 
proposes creating promoting entities under the ppp 
policy to coordinate democratic forums with partici-
pative and consultative processes involving a diverse 
range of different stakeholders (Aragão et al., 2004). 
While these participative methods could increase 
the cost of implementing ppps, the additional cost 
would be compensated by the mitigation of political 
and social risks and expanded opportunities for sus-
tainable development. To emphasize the importance 
of the role of society in this model, reset suggested 
calling the forum Social Partnerships for Development 
(Parceria Social para o Desenvolvimento).

With a focus on large scale investments, the Vale 
Foundation (Fundação Vale 2013) created the Social 
Public Private Partnership (Parcerias Sociais Públi-
co-Privadas – pspp), with the goal of reducing frag-
mentation, overlap and waste by integrating private 
initiatives and civil society with government and 
sharing resources and expertise. The ppp5 model is 
very similar to the pspps and Social Partnerships for 
Development models in its emphasis on incorpora-
ting existing proven institutional arrangements, 
such as councils, assemblies and associations in 
a new management model. The ppp5 model differs 
in that it divides society into three groups for ad-
ministrative purposes. There is a specific focus on 
neighborhood associations, ngos and other not-
for- profit organizations that operate in vulnerable 
communities and places with low opportunity in-
dexes, areas where the public sector has been increa-
singly active. The research, evaluation and education 
sectors also have a specific role in ppp5 because of 
their comparative advantage in increasing the rele-
vance and credibility of administrative data and in-
dicators of project performance. Considering many 
citizens are not part of a civil society institution or 
other formal sector, it is also important to provide 
a participative mechanism for individuals who can 
offer financial, operational and technical resources.

Brazil is not the only country to experience limita-
tions in participation. In Finland, Majamaa (2008) 
identified a need for a fourth “p” in ppps, the popu-
lation. Majamaa specified that it is not enough to 
only refer to the people immediately affected by a 
project. In order to maximize management efficien-
cy and effectiveness, it is necessary to consider the 
future users of the product or service offered by 
the Popular ppp during the initial planning phase. 
Majamaa suggests doing this by using collaborative 
workshops and virtual tools, including internet fo-
rum dialogues and non -structured questionnaires 
with broad open questions such as “what can be im-
proved in your neighborhood?”

Also in relation to international experiences, it is 
important to highlight the “Type ii Partnerships” or 
Johannesburg ppps that were inaugurated in Sou-
th Africa in 2002 during Rio+10, the United Nations 
Conference on Sustainable Development. These part-
nerships have the mission to encourage implementa-
tion of the 1992 Agenda 21 international cooperation 
on sustainable development, and of the objectives 
agreed between country members of the United Na-
tions Sustainable Development Committee. They are 
voluntary partnerships agreed by consensus between 
all participants. The specific governance mechanism 
varies between partnerships, but all of them have mi-
nimum administrative components, such as defining 
clear objectives, results, schedules and monitoring 
tools. When analyzing the Rio+10 and Type ii Part-
nerships, Bäckstrand (2006) notes that these innova-
tions have created a new democratic model based on 
the coordination of stakeholders in order to address 
the three global governance deficits: the democratic 
deficit, the governance deficit and the implementa-
tion deficit. The Type ii Partnerships are diffuse and 
weakly institutionalized collaborative systems cha-
racterized by the absence of a rigid hierarchy and 
predominance of persuasive and consensus based de-
cision-making. According to Bäckstrand, the private 
sector has relatively secondary role in Type ii ppps. 
In contrast, the private sector has a central role in a 
ppp5, providing a substantial part of the resources for 
project implementation.

ipp-Rio seeks to integrate the ppp5 and the parti-
cipatory municipal management model of the fa-
velas with the rich set of associative practices that 
developed over the last century of the formation of 
Rio’s favelas (Gonçalves, 2013). Complementing the 
existing democratic instruments, the Federal Law 
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13,019/2014 established the regulatory framework 
for civil society organizations and provides the in-
novative Social Declaration of Interest procedure, si-
milar to that which exists in the private sector. The 
participation mechanisms present in this law can be 
incorporated by ppp5, improving resource use and 
civil society’s technical capacity for the modeling, 
implementation, and monitoring of projects.

Responsibilities, risks, and training

One of the main innovations of the ppp model is the 
efficient and well-defined allocation of responsibi-
lities for project risk management in the contracts. 
This represents a major improvement in good gover-
nance. In general, in a ppp, the public partner has a 
comparative advantage with stronger capabilities to 
mitigate and manage political, regulatory and social 
risks while the private partner assumes greater ope-
rational and engineering risks. The additional cost 
of implementing a Participatory ppp due to the wi-
der range of participants involved is compensated by 
a more efficient allocation of risks.

In the Participative ppp model, civil society organi-
zations are often able to alleviate operational risks 
in contexts of greater inequality of opportunity and 
social vulnerability. Academia also has a key role 
due to their capacity to monitor and evaluate the 
partnership. Academic impartiality and objectivity 
contributes to the mitigation of risks. Participative 
ppps also include the contributions of citizens who 
are not affiliated with formal associations or repre-
sentative assemblies and thus have frequently been 
excluded in more traditional ppp models. The invol-
vement of independent citizens can also constitute 
a significant source of investment when individual 

contributions are pooled. This idea is supported by 
considering national and international experiences 
with crowdfunding.

Risk management usually emphasizes the eco-
nomic sustainability of the partnership, but it is 
also essential to consider socio-environmental ex-
ternalities and impacts in the risk analysis, both 
positive and negative in order to internalize the 
project’s externalities. In Brazil, the Law on Con-
cessions provides for the transfer of a proportion 
of productivity gains to users and society in gene-
ral, for example, in the form of tariff reductions, 
while maintaining economic and financial balance 
in the projects. Flaws in the design and oversight 
of ppps, including Participative ppps, can alter the 
economic and financial balance, jeopardizing pu-
blic financial management or risking investment 
in other sectors.

A Participative ppp is different from a common ppp 
because of its emphasis on the human capital develo-
pment necessary for partnership development. This 

emphasis is shared with pspps and Social Partner-
ships for Development models. In order for transpa-
rency to generate efficiency, beyond technicians and 
managers, project users and affected populations 
also need to have sufficient knowledge and capacity 
to monitor projects and exercise social leadership. 
The concept of Educational Urbanism (Urbanismo 
Pedagogic) as proposed by the Medellín local govern-
ment, in Colombia (Isvimed, 2014) is highly relevant 
to Participative ppps because it reflects the impor-
tance of citizen education to reduce the inequality of 
participation opportunities in the development and 
management of partnerships.

Table 1: Allocation of responsibility for the risks of in participatory PPPs

Risk Type Public 
Sector 

Private 
Sector 

Nonprofit 
Sector 

Academia Citizens 

Operational 2 2 1 

Credibility of data and indicators 2 1 2 

Financial 1 1 *

Political and regulatory 1 

Social and community 1 2 

Reputation and public opinion 1 2 2 1 

1= primary role; 2=secondary role; *=potential future role
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With the assistance of World Bank resources, ipp-Rio 
is developing a technology-based tool for information 
and training: the Integrated Community Network (a 
Rede Comunidade Integrada) (Parceiros Voluntários, 
2013). This project involves training community ac-
tors to work in networks to develop projects and 
enterprises using information and communication 
technology tools. Training organizations in favelas to 
manage and monitor partnerships and public policies 
facilitates the disclosure of projects, dissemination of 
information and mobilization of resources. The pro-
ject is in pilot phase, but can facilitate the develop-
ment of new ppp5s in the future.

Participatory ppp Examples: Travessia, Favela 
Criativa, and Agentes da Transformação

ipp-Rio participates in the execution of several ppp5s. 
The largest ppp by volume of funds is the Travessia 
Project which undertakes the revitalization of sport 
facilities in favelas with a current budget of R$ 16 
million with the potential to double in the short term. 
The project involves the municipal government of Rio 
de Janeiro, represented by ipp-Rio, and the State go-
vernment, represented by the Secretary of Sport and 
Recreation. The city provided advisory services for the 
territorial management of the project. The State go-
vernment and the Brazilian Development Bank (Ban-
co Nacional de Desenvolvimento Econômico e Social – bn-
des) include the project in their policies to incentivize 
sport. The State Government incentive law requires 
an offsetting contribution from company resources of 
at least 20 per cent of its total budget. Making use of 
these incentives, the utilities company Light s/a uses 
its urban and social development institute to manage 
the project resources. The civil society organization 
Institute of Religious Studies (Instituto de Estudos da 
Religião – iser) was invited to implement the commu-
nity mobilization methodology and manage the fi-
nancing of small sport and cultural activities in the 
revitalized facilities.

The Travessias project methodology fits the classifi-
cation of a Participatory ppp, promoting community 
self -management and local population engagement 
in sport facilities. Several partners have academic 
roles in the Travessias project model, although a 
single specific academic partner to study, monitor 
and evaluate the project’s impact has not yet been 
identified. Light s/a also sponsors the Favela Criativa 
project (Creative Favelas), offering productive, artis-
tic and administrative training to youth with the 

support of ipp-Rio and other Municipal Secretaries 
of State. The Favela Creativa budget is r$ 11 million 
with financing provided by the Inter-American De-
velopment Bank (idb).

The Agentes da Transformação project is another Par-
ticipatory ppp that provides education and resour-
ces to undertake household surveys in favelas, with 
the support of ipp-Rio and the Human Development 
Institute of Italian telecommunications company 
tim. In the first phase of the project, with the par-
ticipation of La Fabricca company, ten coordinators 
and more than one hundred teenage favela residents 
received tim Institute scholarships to participate in 
preparatory courses and to administer questionnai-
res in 5,400 households (Poloponsky et al., 2014). 
The large number of favela residents who responded, 
and the links between the young researchers and 
local civil society organizations reinforce the parti-
cipatory nature of the project. Academia is represen-
ted in the ppp5 by the Federal University of Rio de 
Janeiro (ufrj) which is responsible for the projects 
methodology. An additional Participative ppp, Reci-
clAção (Recycle Action) promotes income generation 
opportunities through recycling in a partnership 
with the private company brf and ipp-Rio.

Socio-environmental Investment Funds

La Rocque and Boavista (2012) suggest combining 
technologies for reducing inequality with the fi-
nancial market efficiency, two areas of Brazilian 
expertise, in order to promote social inclusion and 
poverty reduction. Brazil lacks regulations on the 
socio-environmental impact of investments but it 
has a well regarded financial regulatory system , 
which contributed to mitigating the local effects of 
the global financial crisis of 2008/09. A proposal to 
regulate the Socio-Environmental Investment Fund 
(Fundo de Investimento Socioambiental – fisa) is cur-
rently being analyzed by the Household Values Com-
mittee (Comissão de Valores Mobiliários – cvm) after 
being forwarded by the bndes.

Traditionally, allocation of investments is based on 
expectation of financial return and analysis of risks. 
The proposed fisa will also be able to look for so-
cial and environmental returns, beyond financial 
returns, in order to encourage incipient philanthro-
pic practices in Brazil. In contrast to typical funds 
and other social impact investment methodologies, 
the fisa will not need to earn interest or economic 
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profit, as long as the social and environmental im-
pacts from the investment are well evaluated. Inves-
tors will profit, for example, from higher wellbeing 
and security. The fisa can be characterized as an 
instrument of Third Way policies in that it seeks to 
modernize governance of intersectoral cooperation 
in order to maximize economic efficiency and the 
redistribution of opportunities at the same time. 
The fisa unfolds from previous innovations in pu-
blic and environmental finance highlighted by Third 
Way scholars (White, 1998), such as community 
funds, environmental taxes and popular decisions 
on public finances.

fisa funds can be constructed with various profi-
les of return, risk and impact. Some fisa categories 
prioritize good practice and low risk social techno-
logies that are already tested and consolidated, whi-
le other categories will have to mobilize higher risk 
capital to promote innovation and manage the un-
certainties related to pioneer projects and startups. 
True leaps in economic productivity or socio-envi-
ronmental development only occur with innovation. 
As socio-environmental projects are a new market, 
transaction costs and uncertainties are still very 
high. Non-refundable resources and venture capital 
will be very important to gradually reduce costs and 
consolidate the socio-environmental impact market 
in Brazil. Governments can encourage investments 
in voluntary funds through taxes (a tax on wealth, 
for example) and tax rebates, including those alre-
ady offered by incentive laws. Offering discounts 
proportional to the impact generated and the volu-
me of assets in each category has the potential to 
attract resources and maintain economic balance at 
the same time. In addition to tax rebates, matching 
or complementing investments made by private and 
institutional investments in fisas may be an addi-
tional way to encourage the expansion of the model.

Even if only a small portion of the assets in global 
and Brazilian funds were to be applied in socio-en-
vironmental impact investments, the consequences 
would be enormous. According to Price Waterhou-
se Cooper (2014), despite the global financial cri-
sis, there was an increase in assets under manage-
ment (aum) in the global fund market from usd 37.3 
trillion in 2004 to usd 63.9 trillion in 2012. High 
global gdp growth rates can increase this total to 
$ 100 trillion by 2020. Third-party resource ma-
nagers manage 36.5 per cent of the assets globally 
owned by pension funds, sovereign wealth funds, 

insurance companies, and private individuals with 
high income. According to Global Ranking of Asset 
under Management data (Ranking Global de Admi-
nistração de Recursos de Terceiros), updated monthly 
by the Brazilian Association of Financial and Capi-
tal Markets (Associação Brasileira das Entidades dos 
Mercados Financeiro e de Capitais – anbima), the to-
tal of funds under management by third parties in 
Brazil reached almost brl 2.6 trillion in November 
2014. By comparison, the Brazilian federal gover-
nment estimates that it has kept 36 million people 
out of extreme poverty by investing brl 167 billion 
in the Programa Bolsa Família (pbf – Family Allowa-
nce) over ten years. The multiplier effects of cash 
transfer programs and inequality reduction strate-
gies can generate substantial economic returns. It 
was estimated that for every brl 1 invested in pbf, 
economic activities are multiplied by brl 1.78 (Neri 
et al., 2013). These gains can be taxed and captured 
in various ways to promote reinvestment and expo-
nential transformation of economic return in envi-
ronmental impact.

Social impact asset management

In April 2000, the uk Treasury has formed a Taskforce 
on Social Investments in order to enhance the social 
and financial returns from social investments and 
ventures (Cohen et al., 2010). The recommendations 
of this taskforce included the creation of tax exemp-
tions for social and community investments, venture 
capital funds for new social enterprises, and a bank 
for social investments, the Big Society Capital, created 
in 2012 with almost one billion dollars provided by 
inactive or unnamed accounts. The president of this 
task force, Sir Ronald Cohen, was invited in 2013 to 
chair a similar activity for g8, the Social Impact In-
vestment Taskforce. One of the main objectives of 
this taskforce is for investors to consider three pa-
rameters in their decision-making process, financial 
risk, financial return and socio-environmental im-
pact (Social Impact Investment Taskforce, 2014th).

The g8’s taskforce identified a global trend towards 
convergence between traditional capital markets 
and the social impact investment market (Social 
Impact Investment Taskforce, 2014b). Social impact 
investments are still considered to be alternative 
investments, but nearly all types of investment can 
have some dimension of social impact, including 
stocks, shares, fixed income and private equity. If 
this tendency continues, social impact investments 
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will no longer be considered an alternative category 
and will be present in the majority of the portfolios. 

This convergence is also happening in Brazil (De-
genszajn & Ribeiro, 2013). Gradually, social invest-
ments and business donations are being incor-
porated into sustainability and corporate social 
responsibility strategies. Kytle and Ruggie (2005) 
argued that corporate social responsibility has be-
come an important strategy for companies to ma-
nage social risks arising from globalization. While 
philanthropy and the desire to promote sustainable 
development continue to be important reasons to 
making social investments, risk management repre-
sents an important factor of convergence between 
private and public interests.

There is already a large global movement for socially 
responsible investment that takes into considera-
tion environmental, social and governance issues 
(esg). Many socially responsible funds have activist 
shareholders and prohibit investment in companies 
with very high socio-environmental risks (negative 
screening). From 2006 to 2014, almost 1,300 asset 
managers, responsible for us$ 45 trillion, commit-
ted to the six principles of responsible investment 
(unpri) promoted by the Finance Initiative of the 
United Nations Environment Program (unep fi) and 
the United Nations Global Compact (ungc). Howe-
ver, fisa and soial impact investments go farther, 
seeking to prove their social and environmental 
impact through sophisticated evaluation methodo-
logies. The g8 taskforce supports the estimate that 
up to one trillion dollars can be reallocated to assets 
based on measurable impact, representing a huge 
opportunity to strengthen the not-for-profit sector 
and sustainable development.

In 2009, a group of social impact investors convened 
by the Rockefeller Foundation initiated the Global 
Impact Investing Network (giin). One of the activi-
ties of this network, in partnership with jp Morgan, 
is an annual survey. In 2014 the survey identified 
124 social impact investors who were together ma-
naging usd 46 billion (Saltuk et al., 2014), corres-
ponding approximately 0.1 per cent of assets under 
management in the world. Three quarters of global 
impact investments are managed by financial deve-
lopment institutions or fund managers. Among the 
other significant investors are foundations, pension 
funds, insurance companies and family offices. The 
investors surveyed indicated that the main risk of 

social impact investments is the management and 
execution model of social impact businesses. This 
reinforces the idea that beyond providing capital, 
investors should also ofer technical assistance to so-
cial and environmental businesses.

A map of impact investments in Brazil (Rocha et al., 
2014) developed by the Aspen Network of Develo-
pment Entrepreneurs, lgt Venture Philanthropy, 
Quintessa Partners and the University of St. Gallen, 
identified eight impact funds based in Brazil which 
jointly manage usd 177 million, amounting to 0.4 per 
cent of the social impact investment in the world. 
This figure does not include funds from eleven in-
ternational investing funds that operate in Brazil, 
or the usd 894 million invested in inclusive business 
in the country since 2005 by the International Fi-
nance Corporation (ifc) of the World Bank Group. 
From 2003 to 2013, usd 76.4 million was invested in 
Brazil, considering 68 impact businesses with bu-
dgets in excess of usd 25,000 each. The main type 
of investor identified by Brazilian mapping exercise 
are closed funds, but open organizations (evergreen 
funds), business accelerators with financial invest-
ments and family offices are also common. The most 
common social investment instrument in Brazil is 
equity investment. Convertible bonds, debt, and 
donations are also employed. The mapping exercise 
identified an increasing number of investor organi-
zations, from 7 in 2012 to 20 in 2013, and estimates 
that the number of projects will double in 2014.

Green bonds and social impact securities

Beyond holding investments with shareholder par-
ticipation, fisas may also contain debt and fixed 
income securities, with a wide range of repayment 
schemes. The global green bonds market exceeded 
usd 20 billion in July 2014 (World Bank, 2014) and 
has become an important source of funds for envi-
ronmental sustainability. In addition to the World 
Bank, many networks, initiatives, and guarantors 
agencies are promoting the issuance of green bonds. 
Major credit rating companies increased the liquidi-
ty of this market by creating specific indices for gre-
en bonds. However, these securities face challenges 
concerning the credibility of their monitoring and 
evaluation methods, which can generate considerab-
le reputational risks and limit their available sources 
of credit. Despite these challenges, in 2012 the Coun-
cil of Île-de-France in Paris issued eur 350 million in 
green bonds that were highly sought after by inves-
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tors despite a very low interest rate of 3.625 per cent. 
The release raised funds for renewable energy, biodi-
versity, and environmental projects, as well as social 
development, housing and social economy (Morel, 
2012). The success of the 2012 release was followed 
by a second and larger release. While local govern-
ments in developing countries tend to have higher 
interest rates and worse risk categories, Johannes-
burg was able to issue local green bonds to finance 
household renewable energy in July 2014 with inte-
rest rates very close to those of the South African 
treasury. Johannesburg is also participating in the 
megacity network currently led by the Rio de Janei-
ro municipal government, the C40 Cities Climate 
Leadership Group. This represents a great oppor-
tunity for technical exchange, especially in view of 
Rio de Janeiro ś experiences in green economy and 
carbon markets, such as the Rio de Janeiro’s Green 
Scholarship (bvRio, 2013).

Another form of investment with great potential for 
inclusion in fisas is Social Impact Bonds, created 
in 2010 in England by Social Finance United King-
dom. This organization has Sir Ronal Cohen, former 
President of the Social Investment Taskforce on its 
board of directors. In this investment modal, orga-
nizations and socio-environmental enterprises is-
sue social impact bonds which are then acquired by 
private investors who assume the risks of the project 
(Miguel, 2014). If the minimum impact target is not 
achieved, investors face a loss. If the social impact 
targets are achieved, governments repay investors 
in proportion to the measured impact, in addition 
to the social impact profit funded by the treasury. 
Usually there is a ceiling for investor repayment in 
order to guarantee that a minimum share of profi-
tability or productivity gains revert to society. This 
arrangement allows the alignment of the interests 
of multiple sectors of society, as well as utilizing the 
comparative advantages of each sector and ensuring 
a more efficient distribution of risks, similar to pu-
blic-private partnerships. It also allows innovation 
and experimentation because only the impact is 
remunerated, not the products, which allows im-
plementing organizations to adjust their strategies 
while regularly evaluating impact. The fact that the 
private sector bear some risk creates an incentive for 
the provision of technical assistance, training, and 
all forms of socio-environmental consultancies.

Development Impact Bonds are different from So-
cial Impact Bonds because agencies for interna-

tional development, foundations and donors can 
assume the role of the public sector in Social Im-
pact Bonds, repaying investors for impact (Deve-
lopment Impact Bonds Working Group, 2013). It is 
recommended to create an investment fund and a 
payment fund for the Development Impact Bonds 
in order to guarantee the availability of resources 
and stimulate the formation of groups with grea-
ter power to assume the risks to pay for the social 
impacts. For investors, one of the attractive cha-
racteristics of the different types of impact bonds 
is that they can allow for considerable financial re-
turns without dependence on gdp growth, central 
bank interest rates or stock market variations. In 
December 201, according to the global social im-
pact bond map prepared by Instiglio organization 
of Colombia, there were impact bonds underway in 
the United Kingdom, United States and Australia, 
and in design phase in several other developed and 
developing countries.

While the institutional arrangements for Develo-
pment Impact Bonds enable investment incentives 
without the presence of the public sector in the ma-
nagement structure, it is always recommended to 
involve the government in implementation, both in 
development and execution phases. Governments 
and external donors can also combine their resour-
ces in a modality the combines Social Impact Bonds 
and Development Impact Bonds. The Participative 
ppps recommendation that beneficiaries and clients 
should be involved in the management of socio-en-
vironmental services also applies to social impact 
bonds and investments in general. In addition, in 
order to avoid the full capture of profitability and 
productivity gains by the private investor, as can oc-
cur with ppps, it is necessary to manage the financial 
and economic equilibrium of the contract, ensuring 
that governments or donors also receive benefits. 
This requires careful design of contracts and the 
existence of an effective regulatory authority.

Measuring impact

Sophisticated methods to measure financial returns 
and economic efficiency were very important for the 
rapid expansion of the global market of investment 
funds. Valid and reliable metrics are equally impor-
tant for social impact investment mechanisms, to 
facilitate the mobilization of resources and invest-
ments, promote transparency and responsibility, 
enable institutional learning and course correction. 
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The g8 taskforce proposed the creation of a single 
system for social impact accounting to aggregate 
the various existing initiatives, such as the Global 
Reporting Initiative (2013), the Sustainability Ac-
counting Standards Board (sasb), the European 
standards for measuring social impact launched by 
the European Commission Expert Group on Social 
Entrepreneurship (geces Sub-group on Social Im-
pact Measurement, 2014), and the Global Impact 
Investing Rating System (giirs), that incorpora-
tes the standard proposed by the iris catalogue of 
performance metrics for social, environment and 
financial performance developed by the Global Im-
pact Investment Network (2014). A unified system 
could stimulate the creation of agencies to perform 
an equivalent role to credit risk rating. Expanding 
the impact of investments depends largely on foste-
ring organizations and companies in the evaluation 
and impact rating sector.

Hehenberger, Harling & Scholten (2013) propose an 
impact value chain with five elements: 1. inputs, 2. 
activities, 3. products, 4. results and 5. impact. They 
emphasize that many organizations with social pur-
poses still focus in their assessments on outputs and 
outcomes rather than on their impact. In order to 
evaluate the impact of social and environmental ac-
tivities, it is necessary to consider what would have 
happened anyway without the intervention (deadwei-
ght), the actions of other actors (attribution), the we-
akening of results over time (drop off), the transfer of 
the problem elsewhere or inhibition of other positive 
results (offset), and any unintended consequences. 
The g8 Social Impact Investment Taskforce created a 
Working Group for Impact Measurement (Social Im-
pact Investment Taskforce, 2014b) which advocates 
the need to measure externalities or external impacts 
from social enterprises, and financially quantify each 
element in the impact value chain. Despite the cur-
rent limitations on the ability to quantify externa-
lities and intangible impacts, there have been many 
advances in this field recently.

To measure impact, Lazzarini, Pongeluppe & Pui 
(2014) recommend the use of methodologies in-
fluenced by scientific experimentation. These me-
thods compare two groups of individuals or commu-
nities: with a control group and a treatment group 
established by rigorous sampling processes to iden-
tify the effectiveness of socio-environmental ac-
tions. Many researchers argue that one of the most 
reliable research methods is a randomized control-

led trial, which selects the control and treatment 
groups randomly. To further increase reliability, it 
is also recommended to study a placebo group. It is 
not always possible to use such rigid methodologies, 
which does not necessarily diminish the quality of 
the assessment. Sometimes it is possible to identi-
fy control groups with similar characteristics to the 
treatment group to emulate a randomized control-
led trial. As every methodology has its weaknesses, 
the ideal approach is to merge methodologies, trian-
gulating qualitative, quantitative and experimental 
methods. It is also important to consider propor-
tionality, given the high costs of the most reliable 
evaluation methods can make impact investing un-
viable. A simpler and cheaper method is often suffi-
cient to enable a non-controversial interpretation of 
the impact of smaller projects.

Conclusion: Rio’s Pact

The Pereira Passos Institute designed Rio’s Pact (Pac-
to do Rio) to promote urban development and reduce 
inequality in areas with the greatest deficits of life 
opportunities, through the formation of intersecto-
ral networks. Rio ś pact was created in the context of 
a city where sustainable development indicators have 
improved significantly in the last two decades but 
continue to show persistent high levels of inequality 
and other social and environmental risks (La Rocque 
and Shelton-Zumpano, 2014). Rio’s Pact follows the 
three guiding principles of the new Third Way: social 
justice, economic efficiency, and good governance. In 
some ways, Rio’s Pact resembles a local version of the 
United Nations Global Compact. Both are mechanis-
ms to develop and monitor sustainable practices and 
enterprises, and provide for the evaluation of perfor-
mance against the agreed initiatives, following (vo-
luntary) public transparency prinicples. The Global 
Compact facilitates cooperation among participating 
companies, un agencies and civil society organiza-
tions (Rasche & Waddock, 2014). Rio’s Pact facilitates 
cooperation among the participating companies, the 
public sector and civil society on a local scale. Rio’s 
Pact will also operate in coordination with another 
United Nations initiative, the Sustainable Develo-
pment Solutions Network (un-sdsn). The Brazilian 
chapter of the sdsn was launched in Rio de Janeiro in 
March 2014 with three main areas of activity: inclu-
sion, resilience, and connectivity.

Rio’s Pact seeks to align the local development goals 
of government agencies with the objectives of pri-
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vate partners, civil society, and academia. Incubated 
projects and commitments developed in the core of 
Rio’s Pact can take advantage of the ppp5 governance 
model and fisa investments, or they can apply more 
diffuse and less institutionalized models such as 
Partnerships for Sustainable Development, Rio+10 
and Rio+20. The division of the participants into five 
segments of society in Rio ś Pact is the same as in 
the ppp5 model. From the beginning of Rio’s Pact, 
participating institutions commit to undertake ac-
tivities that encourage the city ś integration, with 
assistance from ipp-Rio and other Pact members. 
Rio de Janeiro ś municipal government is involved 
in several international networks for development, 
such as the C40 Climate Change Leadership Group, 
Rockefeller ś 100 Resilient Cities, as well as the 
sdsn. It also fosters community networks in pacified 
favela with the security support of Pacifying Police 
Units and social program coordination through the 
Rio+Social program. Organizations and individuals 
that join Rio śPact will have facilitated access to in-
ternational and local partners to attract financial 
and technical resources.

The governance of the Pact is characterized by trans-
parency and by its collaborative and intersectoral 
approach to defining and achieving desired social im-
pacts. Rio’s Pact will focus on themes such as the in-
tegration of favelas, housing and public spaces, sports 
and leisure, culture, social entrepreneurship and pu-
blic safety; coordinated with functional activity stre-
ams which will perform studies and evaluations, mo-
bilize partners and raise funds. The selection of initial 
themes was influenced by the areas of expertise of 
ipp-Rio, in which there is currently less uncertainty 
and project risks. New themes will be formed as Rio ś 
Pact expands with the addition of new partners. Aca-
demic partners will offer advice on methodologies to 
assess economic and environmental impacts, and will 
help create public information systems that ensure 
transparency and enable performance monitoring 
by society. The legitimacy of the integrated actions 
of Rio ś Pact will be enhanced by the presence of the 
five different sectors and the focus on transparen-
cy, as well as the use of participatory methodologies 
that can incorporate citizen ś real demands, reducing 
operational and social risks. Rio’s Pact, Participatory 
ppps, and socio-environmental investments are good 
governance practices that can catalyze social justice 
and economic efficiency in harmony with the princi-
ples of the Third Way.
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