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1. Introductory Statement

_____________________________________________________________________________________________

1.1 About the Directory of Social Change

The Directory of Social Change has a vision of an independent voluntary sector at the heart of social change.  As a registered charity it provides a wide range of publications, training and conferences for charities and voluntary organisations.  Our work puts us in contact with over 35,000 organisations each year, the majority of which are small to medium sized, rely on volunteers and are constantly struggling to maintain and improve the services they provide to their beneficiaries.
We are not a membership body but our positions are informed by our interactions with the organisations we exist to serve.  We view our role as that of a ‘concerned citizen’, advocating on behalf of the voluntary or charitable sector in its widest sense (in our view the term ‘third sector’ is meaningless and unhelpful).  In particular, we aim to champion the needs of small and medium sized organisations, whose views we believe are often under-represented in public debate and public policy making.

We are and always have been predominantly self-financed (2006 – of total revenue 83% self financed; 2% Trusts/foundations; 15% government grants – 2007 – 88% self financed; 2.5% trusts/foundations; 9.5% government grants – 2008 estimate – 90% self financed; 5% trusts/foundations; 5% government grants); a fact which we feel is important because it allows us to retain control over our activities and take an independent view on the issues we consider to be important.

1.2 Themes of our evidence to this Inquiry
1)
The impact of the Government’s commissioning agenda on voluntary activity in its widest sense has not been fully considered and is likely to have a negative effect
2)
There is a significant lack of clarity about what is meant by the term ‘public services’ 
3)
A ‘level playing field’ of free and fair competition between public, private and ‘third’ sectors does not exist and attempts to establish it will create a ‘phony’ market place
1.3 Recommendations

1) A clear assessment of what the public understands public services to be, and how this stacks up against government’s own understanding and plans for the future
2) An examination of and rationale for what the state is obliged to provide (and why?) and what is discretionary (and why?), and how/where external delivery fits in with either
3) Clear and quantified distinctions by government that separate payment to voluntary sector organisations for services purchased from other forms of financial support, and a commitment to quantify and monitor the relationship between the comparative levels
2. Key themes
_____________________________________________________________________________________________

2.1 Theme 1:  Impact of commissioning on wider sector/voluntary activity

The government has not fully considered the potential impacts of commissioning on the organisations involved or on voluntary activity generally in two main areas:

1) The impact on the wider voluntary sector who are not engaged in delivering public services
2) The impact on voluntary and community activity in the longer term (say 10-15 years)
We contend that drawing voluntary organisations into closer relationships with government, where government largely controls that relationship, either directly or indirectly (through the funding arrangements) is likely to limit the effectiveness of charities at engaging citizens in social change.
The income that charities receive from statutory sources has increased significantly in recent years and now represents their biggest single source of funding.  However, this funding is largely received by a relatively small minority of organisations.  An increase from, say, 2% to 3% of overall public expenditure is not much to government, but has significant and largely unrecognised impacts on the sector as a whole.

Sector Income

Scale of public service delivery by charities
The Charity Commission report Stand and Deliver identifies some key figures relating to the extent to which charities are, and are planning to engage in public service delivery.


The picture painted by these figures is of a relatively small proportion of larger voluntary sector organisations taking up the lion’s share of statutory funding. This funding is largely related to delivering public services of one kind or another, and, increasingly, is arranged on a contractual basis (although there is little solid evidence for this).
When a charity or voluntary organisation is commissioned by government to deliver a public service, this changes how the organisation relates to those it serves.  In a stroke, the beneficiary of charitable assistance (which happens on a voluntary basis) becomes a ‘service user’, who is entitled to a statutory service, provided by the state through an intermediary.  This can result in the following scenarios:

i. An organisation with the capacity and characteristics to deliver the service, in a way that satisfies government’s criteria, is commissioned to run the service.
The wider implications of favouring these types of organisations at the expense of others, which do not have the same characteristics, are rarely considered
ii. An organisation that does not have that capacity to deliver the service (but presumably has some attractive characteristics), must change in some way (either through external or internal pressure – say to meet the expectations of the ‘service user’ or the commissioner) so that it can be commissioned to run the service
As above, plus there is little consideration of the impact these organisational changes have on the organisations themselves or on wider sector / voluntary activity in general

iii. An organisation that does not have the adequate capacity or right characteristics is commissioned to run the service (perhaps because of inbuilt pressure to commission or a lack of suitable deliverers)
This is ‘bad commissioning’; but the reasons for the failure may be as much or more to do with the failures of the commissioning process than with any particular lack of accountability or proper performance from the charity
iv. Alternatively, an organisation with an innovative, flexible, responsive, and possibly local service, is sought by government, with the purpose of expanding or replicating its service more widely (where any one of the three scenarios above also apply) 
The government’s approach assumes that the characteristics of the original service can be kept intact in the process of upscaling and replicating it in different areas where it was not developed

This can be compared to a tree which grows from a seed (and can stand the prevailing winds) and one which is transplanted (and must be staked or it will fall over)

There is little evidence that the potential consequences of these scenarios for voluntary activity as a whole have been properly examined by government.
Other consequences/impacts of commissioning to deliver public services:
Commissioning services in an environment where cost is the primary driver will lead to bigger contracts, and more pressure for organisations to merge in order to retain/attract funding:

It is also more generally an added impetus to grow for survival – to gain a competitive advantage in order to swallow or trample the competition.  This is not the reason voluntary and community organisations (VCOs) should grow, or try to survive – change should come about in order to better serve beneficiaries and their needs, not as a result of the necessity dictated by conditions of funding.
It puts pressure on organisations to become ‘more competitive’, not necessarily in terms defined by the needs of service users, but as defined by the commissioner:

It also encourages charities to ‘artificially’ compete with one another for contracts.  There is no logical reason for a large national charity delivering, say, homeless services, to compete with a small local one to deliver the same services other than the desire for financial growth.  Yet the net effect of the government’s current approach (both at local and national level) is to encourage large charities to effectively force smaller ones, usually equally effective, to close.
Significant chunks of the sector are becoming more reliant on statutory funding (figures above) but it’s not just the funding – they are more vulnerable to the shifting winds of government policy.  When engaged in delivering services, they are fully subjected to these pressures; less so when acting independently.  What are the consequences of this?

2.2 Theme 2:  Lack of understanding of the boundaries of public services
The boundary between what the state does to solve citizens’ problems and what citizens do to solve their own problems has obviously shifted over time.  However, the simple fact that it has shifted before does not mean that it should be shifted arbitrarily or without sufficient examination of the likely impacts and outcomes.  
The Government’s commissioning agenda has muddied the already murky understanding of what public services are:  what are the roles and responsibilities of the various levels of the state and what are the roles and responsibilities of the organisations which are commissioned?  What is government obligated to provide, and what is discretionary?  

Government is ultimately accountable when services are ‘outsourced’, but the lines of accountability are frequently not clear.  Despite rhetoric about managing ‘outcomes’, government funders manage risk with ever more detailed and extensive contractual arrangements, which frequently are non-negotiable or are negotiated in an environment of unfair pressure.

The integration of social clauses into contracts is not needed by charities as we are essentially ‘social clauses’ and in fact will ultimately benefit the private sector.
Further, charities do not profit from engagement with the vulnerable and needy.  This is a principle of both charitable endeavour and public service.  This is not true of the private sector.
Government should develop a clear explanation of what public services mean in the 21st century, which would include:
i. As a starting point, an assessment of what the public understands public services to be, and how this stacks up against government’s own understanding and plans for the future
e.g. hospice care – delivered by charities but if you asked, would most people consider this to be the NHS’s responsibility?
ii. As part of this, an examination of and rationale for what the state is obliged to provide (and why?) and what is discretionary (and why?), and how/where external delivery fits in with either
iii. A clear consideration of and respect for the role of voluntary activity and how this differs from engagement with government to deliver services (which is NOT voluntary activity
e.g. enews question: is public service delivery charitable? – 68% said no.  

iv. Clear distinctions by government in terms of what type of funding it is providing and why.  The prevailing jargon of ‘investment’ and the tendency to lump together what constitutes procurement for a service (i.e. buying a solution to a perceived need), with other forms of ‘support’ for voluntary or community activity more generally makes it difficult to analyse what is actually happening.

2.3 Theme 3:  A level playing field cannot exist
‘Contestability’ in public services means introducing a phony market where the terms of competition largely involve who can best learn to speak the language of a particular bureaucracy.  Unlike a real market, where revenue is generated by selling a valuable product to thousands or millions of individual consumers, in this phony market it is derived from convincing a relatively limited number of commissioners of the value of the product, who then purchase on behalf of the taxpayer.  In this phony marketplace, the key skills can have as much to do with the ability to adopt the ‘correct’ behaviour and practices, as seen by the commissioner, as about the quality of the service to be provided.


In practice commissioning means procurement, and procurement means contracts.  This does not account for the fact that the organisations involved (within or between sectors) are hugely different, (even in legal terms) with different reasons and motivations for existing.
This model has difficulty with the fact that people are not widgets, and that VCOs are concerned with people (in all their complexity and longevity).  It imposes the culture and practice of deciding ‘who is most cost-effective at fixing pot-holes in the road’ to the complex issue of helping human beings.
This is also problematic because for VCOs it is not so much about the destination as it is about the journey; the process of collective problem-solving engages citizens with other citizens and with their own environment – it’s not just something which provides a ‘service’ to an ‘end user’ – if VCOs have an ‘added value’, this is it.

Sustainability is this context is much more than the narrow financial definition – it is the engagement of the local community in looking after its own needs.
Charities are more than their objects, although their objects proscribe what they can do by law.  They are an ethos and a set of values – ways of working/behaving.  Charities do not have a monopoly on values, and like other human institutions they may lose sight of their values.  But values are their ‘raison-de-etre’ – central to their activity rather than additional to it
Contrary to NCC report, people do care who delivers their services – it depends on what the services are and how they are provided.
The role of the Compact is problematic.  The Compact is meant to provide a framework of working principles between the sector and government funders.  Consciousness about the Compact is poor across the board, but where contracts are concerned it simply does not figure into the equation at all; in the minds of commissioners and indeed with many charities it simply does not apply.  Why should it not?  If the Compact needs to exist, it follows that there are also differences between sectors which are so significant that a ‘level playing field’ between them cannot be created.
The attempt to create a level playing field between the private and voluntary sector is an example of a profound lack of understanding about the differences between the two.

Private sector organisations, no matter how ethical and well run, ultimately have profit as their primary motive.  This is a good thing as we need the private sector to make a profit to maintain our economy and provide employment.

Voluntary and community organisations, no matter how badly run, ultimately have the beneficiary as their primary motive.  

In a contest between profit and user, the pressure on the private sector is profit.

Further, the private sector can reclaim its VAT – the voluntary and community sector cannot so any gain in tax exemptions from potential ‘surpluses’ is lost in irrecoverable VAT.

The vast majority of the VCS, at all sizes, do not make surpluses and struggle to make ends meet.  

The key added value of the voluntary sector to society at large is its ability to encourage citizens to give of their time and their money.  Citizens are not going to volunteer for private sector organisations – therefore we lose the wider social impact of citizens’ engagement in voluntary sector issues.

3. Responses to general questions from previous sessions
_____________________________________________________________________________________________

3.1 Added value of ‘third’ sector

· The process is important: community engagement = true sustainability 

· The way we ‘add’ value involves doing things differently – ‘outcomes’ cannot necessarily be measured in a way that government or commissioners want to measure them

· We don’t have a monopoly on values, but values are our reason for existing; the values are as diverse, contradictory, and/or conflicting as wider society or politics

3.2 Scale/limits of third sector delivery

· The consequences of bringing organisations into closer relationships with the state and making them more dependent on statutory funding have not been adequately addressed

· Already evident impacts:

· Increased funding concentration at the top (minority) end of the spectrum

· Financial/political pressure to merge

· Financial/political pressure to change organisational structure, function, activity and even language

· Grow to survive – ultimately leads to anti-competitive monopoly

· Increased vulnerability to political changes (threat to strategic planning and independence)

· Will we be talking about a ‘fourth sector’ in 10 or 15 years?  Would that be good?

3.3 Level playing field

· Charities are legally quite different from private companies or state institutions
· Charities also have different reasons/motivations for what they do

· The vast majority of charities do not have the same capacity (nor should they necessarily) as organisations in other sectors – government’s approach is narrow – simply to try to redress this imbalance

3.4 Conditions of the tendering process

· Sources of Strength, the Baring Foundation report (which analysed applications to its Strengthening the Voluntary Sector Grants Programme) concluded: ‘Voluntary organisations feel most under threat when their core activities are jeopardised by the mechanics of contracting:  restrictive or inappropriate performance measures, under-funding, short-term funding, changed priorities resulting in funding cuts, and government not listening’
3.5 ‘Accountability’ of charities

· 3 measures of success and effectiveness for charities
· attracting and retaining donors (funders)
· attracting and retaining volunteers

· attracting and serving beneficiaries
· Charities only come into existence and survive if they are needed and if they can meet those needs

· BUT this accountability changes when a charity delivers a public service on behalf of the state – it must become accountable in terms defined by the commissioner (not always the same as being accountable to the user)

4. Key responses to likely questions on 17 January
_____________________________________________________________________________________________
4.1 Training programme for 2000 Commissioners by IDeA

· Not a bad idea, but we’re sceptical that it will lead to a sea-change in conditions. Why?

· Number of training posts probably not sufficient to cover all local commissioners

· Turnover of commissioners

· Commissioners will be self-selected for training

· Therefore, how will knowledge be disseminated and retained?

4.2 Benefits of a standardised contract

· Probably impossible and totally impractical – you get either contracts which are hundreds of pages long to account for every possibility or ones which are succinct but lack detail

· Likely to make life more difficult for the commissioner as well as the tenderer

4.3 How to strike the right balance between grant and contract funding

· We think if the state wants to fund charitable activity, it should be through loosely prescribed grant programmes, with negotiable terms and conditions provided at the point of application

· We think contracting should only be used where a public body is purchasing services from an organisation, with negotiable terms and conditions provided at the point of tender and where the government is really clear that this is a service it is obliged to provide on behalf of the taxpayer
· There needs to be greater understanding across government about the difference between grants/contracts, including better guidance on how and why they should be used in different circumstances (2000 commissioners)
· There need to be clearer distinctions in government’s public discourse about what is procurement for services and what is more general support, and in what contexts (use of vague terms like ‘investment’ and ‘funding’ make this worse)
· Government needs to understand the potential damage it can cause to the public’s perception of charities if private sector organisations can compete to deliver contracts which effectively result in profiting from the needy and vulnerable
4.4 Threats to independence when delivering public services

· Stand and Deliver: ‘charities delivering a public service are more likely to be affected by ‘mission drift’ or pressure from funders and less likely to involve trustees in decisions about what activities or projects the charity will undertake’
· Local Compact Voice Survey July 2007:

· 65% of respondents said there were council appointees on trustee boards of funded groups

· 69% of respondents said funded groups fear campaigning will affect their future funding
· The Shape of Civil Society to Come (Carnegie, 2007) ‘it is commonplace in discussions of civil society in Britain…that the increasing role of voluntary and community organisations in public services is problematic for civil society.  Reasons cited include: concentration of resources in a smaller number of large organisations; a hardening of compliance conditions generally; and the difficulty this represents for civil society organisations in fulfilling their role of independent critique…’

4.5 Issues around large organisations acting as sub-contractors for smaller ones

· Why would charities want to effectively take on the role of commissioner?  The commissioner would commission a commissioner, who then commissions…

· This would likely be just another level of bureaucracy and further obfuscate lines of accountability

· The point isn’t that large ones are delivering and small ones aren’t – the point is that for the most part service delivery isn’t even suitable, appropriate or desirable for the vast majority of organisations…

4.6 Findings of inquiry into Pathways to Work commissioning process

· The case reflects the problem:  the voluntary sector will struggle to compete fairly unless VCOs develop more ‘corporate’ organisational capacity, which may fundamentally alter their character and distinctiveness
4.7 Whether service delivery makes VCOs lose their distinctiveness

· It largely depends on

· ‘clout’ – do they have assets they can deploy to challenge and influence their funder?
· trustees – are they present, aware, informed and engaged?

· funding sources – can they fall back on other revenues, so they can ‘just say no’?

5. Reference material
_____________________________________________________________________________________________

5.1 Stand and Deliver, Charity Commission, February 2007
The following questions were asked:

a) Our charitable activities are determined by our mission rather than by funding opportunities

b) Our charity is free to make decisions without pressure to conform to the wishes of funders (delivering public services - agree 26%, mostly agree 42%ish)

c) Our charity trustees are always involved in decisions about what activities or projects the charity will undertake.

From this the Commission concluded:

· ‘Charities that do not deliver public services are more likely to agree with all three statements than charities that are delivering a public service.  This suggests that charities delivering a public service are more likely to be affected by ‘mission drift’ or pressure from funders and less likely to involve trustees in decisions about what activities or projects the charity will undertake.’ (p.17)

· ‘These results suggest that there may be some cause for concern regarding the impact of public service delivery upon the independence and governance of charities.  For example, only 26% of charities that deliver a public service agreed that they are free to make decision without pressure to conform to the wishes of funders.’

· ‘The survey’s findings indicate that public service delivery is having an impact upon the independence and governance of charities’ (p. 20)

Other data and conclusions from the survey:

· ‘One third of charities that deliver public services obtain 80% or more of their income from this source.  This figure rises to almost 67% for charities with an income above £10 million’ (p.3)

· For charities that deliver public services, those with incomes below £100,000 are more likely to be funded by grants whereas those with an income over £10 million are more likely to be funded by contracts. (p.9)

· ‘Different funding arrangements place different legal obligations on the use of charitable assets, and because of this, charities, and their funders, need to be clear about the terms on which funding is provided, and any conditions attached’ (p.20)

· 43% of charities indicated that they do not obtain full cost recovery for any of the services they deliver.

· Over two thirds of all funding agreements for public service delivery whether it be through grants, contracts or service level agreements last one year or less.

· ‘Despite government support for the principle of full cost recovery, the survey results show that there is a long way to go before delivery of public services by charities is fully funded.  This raises important issues for charity regulation: how are charities funding deficits on services, how does this affect their wider charitable objectives and what impact is it having on their longer term sustainability?’ (p. 20)

5.2 Sources of Strength, Baring Foundation report, February 2007

Voluntary organisations feel most under threat when their core activities are jeopardised by the mechanics of contracting:  restrictive or inappropriate performance measures, under-funding, short-term funding, changed priorities resulting in funding cuts, and government not listening’

5.3 Stronger independence, stronger relationships, better outcomes, Local Compact Voice survey, July 2007

65% said there were council appointees on trustee boards of funded groups

69% said funded groups fear campaigning will affect their future funding
5.4 The Shape of Civil Society to Come, Carnegie UK, October 2007

It is commonplace in discussions of civil society in Britain (although not so far in Ireland) that the increasing role of voluntary and community organisations in public delivery is problematic for civil society. Reasons cited include: concentration of resources in a smaller number of large organisations; a hardening of compliance conditions generally; and the difficulty this represents for civil society organisations in fulfilling their role of independent critique…

One of the consequences of this overall trend has been an increasing conformity of governance around corporate and enterprise models, which produces a similarity of practice…

An associated trend discussed at the Inquiry events was the increasing pressure on civil society associations (especially on voluntary and community organisations) to demonstrate results. This demand is coming primarily from funders.

DSC e-news surveys





November 2006 DSC enews survey (837 responses): ‘Are the government and other bodies, by their recent actions, fundamentally altering the ‘voluntary’ spirit of our sector?’ 72% said yes.





March 2006 DSC enews survey (574 responses):  ‘Is public sector service delivery charitable?’ 68% said no.�





Key statistics





Statutory sector income for the sector increased from £5bn in 1997 to over £10bn in 2007 (Phil Hope’s oral evidence to the PASC)


38% of the sector’s income now comes from statutory sources (NCVO Almanac, 2007)


86% of registered charities have an annual turnover of less than £100,000, this is over 150,000 organisations (Stand and Deliver, Charity Commission, 2007)


Over 94% of statutory funding goes to organisations which have a turnover of more than £100,000 (NCVO Almanac, 2007)


69% of statutory funding goes to organisations which have a turnover of more than £1m (NCVO Almanac, 2007)


For organisations with a turnover of £100,000 - £1m, 49% of income is now derived from statutory sources (NCVO Almanac, 2007)


For organisations with a turnover of £1m to £10m, 40% of income is now from derived statutory sources (NCVO Almanac, 2007)





Stand and Deliver, Charity Commission, 2007





Over 50% of organisations with a turnover of more than £100,000 say they deliver public services, this rises to over 60% for those organisations with an income above £500,000  


One third of charities that deliver public services obtain 80% or more of their income from this source.  This figure rises to almost 67% for charities with an income above £10 million’ 


For charities that deliver public services, those with incomes below £100,000 are more likely to be funded by grants whereas those with an income over £10 million are more likely to be funded by contracts 





Examples


e.g. youth organisation in Birmingham working to help young people re-engage with society had its original funding through an anti-drugs programme; it had to re-apply for funding when the Local Authority shifted its focus to street crime in response to media headlines about mobile phone theft.





e.g. Dept of Work and Pensions ‘Pathways to Work’ programme, a reinvention of the New Deal for Disabled People which helps people on incapacity benefit get back into work.  DWP awarded 6 of 15 contracts to the same Australian multinational corporation and only two charities were short listed in the first round of the new programme.





e.g. recent Better Government Initiative report ‘Governing Well’ recognises that in today’s world the ‘unavoidable pressures of round the clock press and television leave government less time to take coherent legislative and administrative decisions’.  Policies shift rapidly and frequently, and the sector has a difficult time keeping up with these.  The impacts can be massive for those organisations delivering public services or who have a greater dependence on statutory funding.





e.g. recent story about Shelter needing to change their staff’s terms and conditions in order to deliver the aggregate number of hours to enable them ‘compete’ for LSC contracts – an example of an organisation being forced to change to meet contract requirements





e.g. five CVSs in Cumbria merged, largely due to changes in local government structure and funding pressures/changes (‘pressure of ChangeUp’) - similar things reported in Warwickshire, Cambridgeshire, Yorkshire





e.g. Sources of Strength, Baring Foundation report:  ‘Voluntary organisations feel most under threat when their core activities are jeopardised by the mechanics of contracting:  restrictive or inappropriate performance measures, under-funding, short-term funding, changed priorities resulting in funding cuts, and government not listening’





e.g. February 2007 DSC enews survey (over 1,000 participants):  Over three quarters of participants said there can’t ever be a ‘level playing field’ between the public, private and voluntary sectors.





e.g. Youth at Risk – they engage young people to realise they can choose to live a different kind of life.  The measures are soft and intangible - such as self-esteem, relationships with their families and authority figures, and helping them think about the consequences of their actions – they are incredibly effective, but does this deliver an ‘outcome’ as defined by a commissioner who knows nothing about it?





e.g. Cleaning up the canal – if the outcome is a clean canal by the end of the month the ‘procurement’ answer is to pay workers a minimum wage and give them shovels.  However, if the outcome is in fact a sustainable and improved local environment then the more effective route would be giving a grant to a local VCO to involve the community through volunteers.  This is true sustainability in the social arena.
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