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First of all, thank you for inviting me. My team and I attend a lot of these events each year in various capacities, speaking, exhibiting, delivering training, and it is refreshing to be here kicking off this one with such a strong focus on the future.
Directory of Social Change is a special organisation. The majority of our work is done through providing direct support to voluntary and community organisations, especially small and medium sized ones, through a range of courses, conferences and publications. And we have a number of characteristics that enable us to build on that work, to take a strong policy and campaigning role where we see issues that disproportionately affect small and medium sized organisations. 

· We work with around 35,000 organisations each year helping them to better achieve their own objectives, whether that’s through addressing specific skills such as fundraising, or Board development, or through providing information on sources of funds, or meeting legal requirements
· We get a massive amount of formal and informal feedback from a wide range of organisations about the issues and challenges that they are facing
· We are not a membership organisation, and make no claims to be representative – a challenge for some of our peers who can find it difficult to challenge policy shifts that present opportunities for some of their members, and crises for others
· We work with funders too – our research work in particular involves contact with over 7,000 funders each year, particularly grant-making trusts, companies and central/regional government
· We are mostly self-supporting – our trading activity is currently around 90% of our income, and we rely on grant funding only for the development of new projects that we consider to be sustainable in the long term

Independence is crucial to us, and to the sector as a whole, and our vision of “an independent voluntary sector at the heart of social change” is core to our work. It is where we see threats to that independence that we are most active, and most vocal.

And that brings me to the main reason I am here. Earlier this year I wrote a paper on the changing nature of the relationship between government and the voluntary sector, focusing especially on public service delivery.

Now what I’m going to talk about today is the changing nature of the relationship between the sector and government. Not about public service delivery per se, but about a number of key trends, driven by government policy, that are creating a new environment for the Voluntary and Community Sector, and what impact they may have on the future of our sector.
Since that paper was published a lot has happened – we’ve had a new minister, the Third Sector Review, the Hubs are being scrapped, and the voluntary sector is getting more political attention from all parties than ever before. 

Now I’m going to make an apology. Over the next few minutes I’ll be using the terms “voluntary sector” and “government” quite a lot, and I’m aware that neither term is even remotely helpful in understanding what each of them consist of. Please take both in their broadest sense.
[4]
There are some underlying challenges to the relationship between government and the sector.
· The Compact isn’t working – the Compact Commission is in crisis having lost its Chief exec and Chair in the first 6 months of operation. Its business plan which laid out how the Commission would work with the Office of the Third Sector and across government to ensure implementation of the Compact has been called into question and there is a possibility that will be scrapped, and a new action plan developed once the Commission has been re-staffed.  Compact Mediation Programme that supports organisations is dealing with increasing number of VCOs bringing breaches to them, mostly in the area of fundraising practice. LA’s and government departments alike are in need of support in meeting Compact requirements, but at present there is little help available
· Institutional differences (not values) – there are core institutional differences between VCOs and the various parts of government that they interact with that make improving the relationship difficult. This is not about values – the Living Values Report claimed that the tensions between government and the sector come from us having different values, that the values of the sector were more aligned with making a difference, but I think that is a fairly polarized and offensive view for many people working in government that engage with the sector. The greater difference in my view is “how we do things”, not why
· For example, only last week we had 2 project meetings scheduled with senior OTS representatives to discuss a project they fund us to deliver. Our minister Phil Hope called an emergency “state of the Compact” meeting at the same time, and with hours notice our meetings were cancelled. 

· Resource issues on both sides – Government departments and Local Authorities are facing their own budget constraints, the realities of which will become clearer on completion of the Comprehensive Spending Review in the autumn. The need to minimize internal costs is already directly impacting on how grants programmes are managed, especially for central departments

· Lack of understanding – I’m reminded of the parable of the blind men each describing an elephant from the specific part they each can feel. Policy based on “the voluntary sector” is not going to work, because the sector is so big, varied and diverse in every sense. A Compact aimed at “government” is never going to address the specific issues facing different local authorities or government departments, or directorates, or NDPBs, or other agencies.
[6]

So what are the key trends, and what do they mean for our future?

· Contracts over grants – for the first time, contracts have overtaken grants as the primary financial relationship between government and the sector. [now 62% of government money coming into the sector]. Government is the biggest funder of and purchaser from the voluntary sector (figs), but this shift towards contracts is hugely significant. My greatest concern comes from the shift in leadership that this represents. For voluntary sector organisations our clients are our beneficiaries, and it is their needs that should shape our priorities. In procurement the client is the purchaser – they are the one who sets the priorities, who scopes out the precise work that is to be done in detail, and the specific outcomes that will measure success. That represents a real threat to individual organisations: 
· “Traditionally our income came from 2 local authority grants plus project grants from lottery and/or foundations & trusts. Only a quarter of our income comes from LA grants. This change to our funding streams has taken place over the last 8 years or so and of course brings with it a change to our culture, from being totally client-led to a re-focus on the targets and quality standards set by funders.” 
That has a huge impact on individual organisations and their ability to set their own priorities in the best interests of their beneficiaries, but it serves to change the wider environment too
· Big grants to big organisations – We are seeing fewer, larger grants going to fewer, larger organisations as a strategic decision from central departments. 37% of government funding goes to organisations with incomes over £10m
· Outsourced and arms length funding – less and less central government funding is being administered by departments themselves. Either specific elements of the funding process are being outsourced (I.e. ECOTEC doing first sift for Home Office), separate funding structures are created (i.e. future builders, capacity builders), or existing bodies are being used to administer programmes (endowments to community foundations, BLF administering small grants programmes). Some of this can be seen as creating political distance, but the real benefit to government is a reduction in internal resources
· Alternative funding – aside from grants and contracts a focus on loan finance remains. Futurebuilders has received further funding to invest loan capital in order to build the capacity of VCOs in preparation for taking on public service delivery contracts. The bulk of their investments so far have been to purchase buildings
· Changing local relationships – Local Area Agreements and Local Strategic Partnerships are intended to improve decision making and distribution of resources at the local level. By engaging a wide range of local stakeholders the intention is for local authorities to make locally specific decisions on how they administer funding. This will fragment the local funding environment and has the potential to create very different relationships across local authority boundaries
[10]
And what are the impacts of those trends?
· Big organisations get bigger – As more funding goes to larger organisations, those organisations themselves will grow, and we’ll see a greater gap between the largest and smallest within the sector. Those organisations able to meet national delivery objectives, and/or those of multiple local and regional contracts will grow, and take best advantage of other sources of finance. This will be perpetuated by the inherent administrative benefits to government of fewer big financial relationships to manage
· Medium sized organisations merge – medium sized organisations will find themselves squeezed. This is already happening in a number of areas as you are no doubt aware. There will be even greater pressure to merge, not just to access funds aimed at larger organisations, but also because of reduced access to other funds and the resultant need to reduce overhead costs
· More fragmented local relationships – there is a danger that without real support and guidance that the good local relationships will stay the same and the bad will get worse, or disappear altogether. LAAs and LSPs offer great potential to empower local communities, but local decision making in itself isn’t enough to improve the overall outcomes, it needs to be good decision making that facilitates and includes the broadest range of inputs
· Pressure on other funders – shifts in statutory funding are already putting pressure on other funders. Grant-making trusts are recognizing the challenges associated with contracting and responses range from direct support to develop negotiation skills, to excluding organisations delivering public services from applying for their funds. 
If the relationship between government is to provide a positive future for the voluntary sector:

· The Compact needs to be supported – The Compact is the rules of the game, but it gives little support in terms of how to play. If the principles of the Compact are to be applied across government with any consistency they need to be presented in such a way as to enable and encourage compliance. The Office of the Third Sector and Department for Communities and Local Government need to invest in developing the practical skills and support across government that will provide a clear understanding not just of the what the Compact is and why it is important, but how to implement it 
· Government needs to better understand the sector, and use that understanding to shape its policy and funding decisions – from that there needs to be a clearer distinction between the purchasing relationship which is about delivering specifically defined objectives, and the more general role of supporting a healthy VCS. That relationship is not always financial, and the wider sector needs to be able to access decision making structures irrespective of whether their work meets current funding priorities. 

It may be easier to administer a small number of large grants or contracts. It may be easier to monitor highly specified outcomes. It may be easier to procure than to grant fund. And it may be easier to deal with only the largest voluntary sector organisations. But to do that is to constrain the sector, to ignore the strength in its diversity, and to reduce its capacity to deliver real change in local areas
[13]
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