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1. Executive Summary

This paper aims to draw together a number of recent proposals and comments made by Directory of Social Change in relation to the changing nature of the relationship between the state, the private sector and voluntary activity. It will highlight and discuss a number of specific government policies and practices towards voluntary activity and challenge the fundamental thinking behind them. A number of key recommendations will be made, and these recommendations, along with the areas of discussion will provide a new perspective on how the complex interrelationship between the state, private and voluntary sectors might be clarified for the future.

The Issues 

2% of the voluntary sector has the majority influence

Current government policy is aimed at the minority

The majority of the sector needs grants, not contracts

The future of the sector is not for the state to determine
The recommendations

A review of government’s sector consultation resulting in regular and representative feedback

Clear definition of “public service delivery” and which elements the sector should engage in

Investigation into public perception of public service delivery and what should be delivered by the state

Research into the wider implications on perception of the sector public service delivery

Investigation into what the sector needs from the state in order to support its work

A determination of how the sector wants to be supported
A clear distinction between grants and contracts
More equitable contract terms
A complete liberalisation of grant conditions
2. Background

DSC’s role

Directory of Social Change does not purport to represent the voluntary sector. We do not have members, and our mandate is not that of a representative body. There are plenty of other bodies that play that role. Our core work supporting the voluntary and community sector (in its widest sense) puts us in direct contact with over 35,000 organisations every year, and although that contact informs our position, we stand for our own view and see our mandate as that of a ‘concerned citizen’ with a right to a voice and an opinion. 

There are two characteristics of our engagement with the voluntary and community sector that we see as being especially unique to DSC. Firstly is the sheer scale of the contact we have with the individuals, networks, groups, registered charities, funders and influencers that make up the highly complex entity we (currently) refer to as the voluntary and community sector – seven times more than the next leading brand. Secondly, and by far the more important in the context of this paper, is the size of the groups and organisations we work with. Reflective of the sector itself, by far the majority are small to medium sized, rely on volunteers and are constantly struggling to maintain and improve the service they provide to their beneficiaries.

DSC currently stands almost alone in asking what we consider to be critical questions about the plans this government has for the voluntary sector.  Our experience is that the reaction from government so far has tended to be dismissive of what the majority of the organisations we work with tell us are real and valid concerns.  

 

Our role often makes us unpopular with the establishment because we are prepared to challenge publicly, and we doggedly stand for what we believe is right. Because we believe that principles sometimes need to win over pragmatism. 

Current government agenda

The value of the sector to the state has long been recognised verbally and in policy discussion, but recent years have seen a number of significant developments in the relationship. The cross-cutting review in 2002 recommended a raft of improvements that government should take at all levels to improve the way it works with and supports the voluntary sector. Progress was heavily criticised by the NAO last year. The ACD was always well intentioned but toothless in its power to influence other government departments to work more effectively together or with the sector, was upgraded to the Office of the Third Sector within the Cabinet Office. A third sector review is currently being undertaken, as is the Comprehensive Spending Review, which will outline government spending for the next 3 years. The Compact has its commissioner, and the dismal progress of the ChangeUp programme is now under the scrutiny of Capacity Builders. DG of the Office of the Third Sector is the sector’s very own Campbell Robb, and the Charities Act is in place – the voluntary sector is enjoying a very high level of attention from the state.
Core to the current government’s policy towards the voluntary and community sector is a focus on what the sector can provide, specifically in relation to the delivery of public services. In policy documents such as “Partnership in Public Services: an action plan for third sector involvement”
 and “The future role of the third sector in social and economic regeneration - interim report”
 a vision of the voluntary sector delivering public services in partnership with the public sector is presented. The idea being that the voluntary sector brings its innovation, expertise and efficiency to the wider delivery of public services. 

A number of specific government initiaitives have been developed in order to support this “opening up” of public services and provide VCO’s with the skills, expertise and infrastructure to deliver. Key to this plan are ChangeUp
 (the now 3-year-old ten year plan to improve the scale and scope of voluntary sector infrastructure), and Futurebuilders (a programme of mainly loan investment to improve the capacity of individual organisations so that they can bid for government contracts). As a slight aside, there has been almost no discussion of the impact this agenda may have on the private sector, already delivering a significant proportion of public services.

Our responses

Over the past year Directory of Social Change has publicly expressed a range of concerns about government policy towards the voluntary and community sector. 

We have regularly lamented the gulf between the government rhetoric of fairer funding terms and conditions and more equitable relationships, and the reality experienced by our customers and ourselves. This was confirmed in stark terms in the National Audit Office and Public Account Committee reports on the implementation of the 2002 Cross-Cutting Review
 earlier this year. 

At the implementation of ChangeUp and development of the Hubs we were alone in our outspoken criticism of the plans. We said that the voluntary sector was best placed to determine its own needs, not government. We said that the proposed model of forced collaboration would lead to ineffective, bureaucratic gridlock and infighting. We said that the Hub members would award themselves the majority of the contracts and that transparency would be a major problem. Capacity Builders’ report into the progress of the Hubs
 proved us right.

From the outset we challenged the government’s plans to use voluntary sector organisations to deliver public services. Despite the approach being “welcomed” by our peers we challenged the implications of the Wigan and Trafford decisions as well as the broader assumption that charities delivering public services was appropriate. 

3. Defining the indefinable

Private/public/voluntary characteristics


The private and public sectors are (for the purposes of this paper) clearly defined in their roles. The primary role of the private sector is the generation of wealth and employment and the provision of goods and services. The role of the public sector is to defend, protect, care for, provide for and educate its citizens. Together these two sectors provide the system that support and provide for the majority.

Our understanding of what is meant by the “voluntary and community sector” is the individuals, groups and organisations that provide support for those people and causes that fall outside of the system, the loose collection of individual and collective responses to the systems failure to provide. Voluntary bodies and charities exist largely because individuals or groups of individuals identify the system failures and step in to pick up the pieces and strive to get the individual or issue back into the system (e.g. unemployed drug users off drugs and into employment)
. Although increasingly there is paid employment in the VCS, and the economic contribution of an elite few is becoming more important, for the most part they exist because individual citizens devote their time and energy out of their belief in a particular cause – because people volunteer.

We do not feel that the government’s understanding of what constitutes the voluntary sector is clear, and very much bypasses its fundamental nature. The following definition is used in The future role of the third sector in social and economic regeneration: interim report:
“The government defines the third sector as non-governmental organisations which are value-driven and which principally reinvest their surpluses to further social, environmental or cultural objectives. It includes voluntary and community organisations, charities, social enterprises, cooperatives and mutuals.”

There are ongoing debates around whether we should refer to a “voluntary” “third” or “not-for-profit” sector but whatever you call it, it is not really a sector at all; these terms are conceptual crutches that describe all organised social activity that lies outside the remit of the state or profit-making private enterprise. There may be no better term to use, but the point is that the motivations that drive voluntary sector organisations are as divergent and complicated as society itself; the ‘VCS’ lacks a unifying focus in the way that the public sector serves the government and the private sector exists to generate economic wealth.  

4. The Issues
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Not one VCS

If you think of the sector in terms of money (income and reserves) and staff then clearly the biggest share belongs to the top 2% (70% of sector income going to the 2% of organisations in the £1million to +£10million, NCVO Almanac 2006). The majority of this “top 2%” of the sector are established, financially secure, national, and hold strong positions within their relevant spheres of influence, whether nationally, politically or sub-sectorally. The structural characteristics of this top 2% are closer to those of established private sector companies than they are to the smaller groups of like-minded individuals that make up the rest of the voluntary sector, and as a result are far more accessible, understandable and closer to government. 

This is a fantastic achievement. That over a period of time a small group of individuals united in addressing what the state and wider society saw as unimportant can address and draw attention to that cause to the point that the underlying “system-failure” has been addressed. The state has recognised the need, seen the benefits of addressing it, agreed that provision needs to be increased and supported, and the contract is signed. “Welcome to the system”. 

It is because of this DSC has argued that there is “more than one sector”; that reference to the voluntary sector as a single entity is unhelpful in trying to address the issues faced by the majority, and this argument is more important than ever in examining the current government’s agenda.

The “2%” are very close to “the system” and by being established, resourced, and influential it could easily be argued that they’ve become another system (see diagram below), the part of the voluntary sector with the greatest political influence, greatest share of public consciousness, and greatest share of paid employees. This is not a point or a line, but rather a collection of the organisations, ideas, issues and influences that are most aligned with the wider socio-political agenda. The make-up of this group will change and grow or shrink over time depending on shifting political and social priorities, but it remains the part of the voluntary sector with the most influence. 

[image: image2.jpg]
This highlights the fundamental flaw in the government’s reference to the “voluntary sector”. References to “what the sector can deliver” and “what the sector tells us” are based primarily on its observations of and intentions for this minority – those organisations that are most closely aligned with government objectives and for whom public service delivery is most appropriate; those organisations and networks that are best able to organise and position themselves in such a way as to enable government to understand them.

Directory of Social Change research has shown that the majority of registered charities do not, and would not consider engaging in public service delivery, and 68% of respondents to a survey on this issue do not think public service delivery is charitable at all
.

This focus from government has led to a policy agenda that suits the vocal, financially secure and organised minority. An agenda that helps government better understand, utilise and monitor the political and societal contribution of what it considers to be “the voluntary sector”. The attention this proportion of the sector receives is right and proper. The work it delivers is of great importance to government as well as wider society. It meets specific government policy objectives, paid for with public money and output must be scrutinised. There is wide recognition that the “rules of engagement” between the sector and government are flawed. That the balance of power lies with the statutory funder and the burden of risk with the voluntary sector “partner” (ref. NAO report) is well documented. The Compact Commissioner, recent policy papers, and the ongoing Third Sector Review seek to address some of these issues, however we would argue that the recent focus on public service delivery, on what the sector can do for the state, on contracts rather than grants, is to ignore the needs of the majority of the sector.

Financially, the majority is the 2%. In terms of volunteers, number of groups and organisations, or local impact and sustainable support and change then it’s the rest. In 98% of the sector this is where the bulk of social change occurs, individuals and groups delivering on people’s rights, reminding people of their responsibilities and forcing social issues onto the political agenda. 

Where delivery of a service is agreed to be the responsibility of the state, any sub-contracting organisation needs to be subject to the same level of accountability as the state. However, financial accountability of VCO’s is completely different to that of the state.  Charities do not need to demonstrate how they have spent the money in the same way as the state does.  The state has a different duty because it’s forced giving by means of taxation – a legal requirement that potentially results in people going to jail if they don’t pay.  The taxpayer has little say in how their money is spent other than through a general or local election.

In contrast, charities’ money is freely given.  The public can choose not to give just as they can choose not to buy from a private sector company.  The public can also specify the use to which it wants its money put.  The VCS model is much closer to that of the private sector – it needs to ‘sell’ itself and the general ‘donor’ whether trust, foundation or individual can walk away at any time – therefore the government’s assertion that that the VCS needs to be more publicly accountable for how its spends its money and needs to be tightly monitored and supervised is at best misguided.  The VCS is already bound by clear guidelines on reporting from the Charity Commission; and as already stressed donors can choose not to donate or to specify to what use they want they donation put. 
Where voluntary sector activity outside the direct remit of the state but of clear benefit to wider society is funded, the same level of regulation is not appropriate or desirable. Government is at best an inconsistent funder of voluntary sector organisations. Despite the regular rhetoric of longer funding periods, better grant conditions and lighter reporting requirements, little has changed. Why? Because the approaches that don’t work for the majority are the approaches that government needs to take with the 2% in order to be properly accountable. By focusing so heavily on the minority of the sector that can directly contribute to its public service delivery agenda, the government is not addressing the needs of the majority. 


It is not the place of government to determine the ‘future role of the third sector in social and economic regeneration’, even if this involves consultation and drawing conclusions from its input that inform policy. Only 250 of the c.a. 170,000 registered charities refer to “regeneration” in their objects
  It is not for government to determine what ‘role’ freely associated groups of individual citizens should play in delivering a political agenda – whether that agenda is well intentioned and good or not.  People do not volunteer their precious time and energy to ‘social and economic regeneration’; they do it because they want to find a cure for cancer, or believe that children who have been abused need to be helped, or that arts and culture enrich people’s lives.  People do not appreciate the terms and scope of voluntary activity being defined by the state, and that is what is implied by trying to determine the sector’s ‘future role’ – with the best intentions in the world this is still an attempt to control voluntary activity for the state’s ends, or, at best, to channel it in a certain direction.
But there is a clear and recognised benefit to government as a result of this action, and it should be funded, by grant, with as little regulation as possible, to priorities determined by the groups delivering the work.
The ceaseless outpouring of new policy initiatives affecting the sector and the overbearing burden of monitoring that accompany any statutory funding programme demonstrate a profound lack of trust and indeed respect for third sector organisations, which effectively equates to a lack of trust and respect for the citizenry at large.  The real question therefore is not what government can do, but what it should not do.  For the voluntary sector to flourish, it needs to be trusted to do its work.  Involvement by the state should enable voluntary activity rather than seeking to control or harness it for particular purposes.  
Any voluntary group will tell you that what they want is funding to  their aims, and what they don’t want is for government to be telling them how best to achieve their goals.  The reality of the current relationship between voluntary groups and statutory funders is a sort of dysfunctional compromise between the two.  Voluntary groups who are desperate for funding to achieve their goals attempt to fit their projects into the policy objectives and criteria stipulated by the state in order to secure funding.  This can result in the concept of the project becoming warped beyond recognition, and can wind up changing the organisation’s founding principles in the long term, with the result that the organisation is not being driven by the initiative, ideas and opinions of participating citizens, but by the state’s objectives.  In the end this scenario does not deliver real benefits for either side; the voluntary group risks losing its identity for the sake of funding that is all to frequently short-term, and the statutory funder does not reap the benefits which attracted it to the relationship in the first place (i.e. the voluntary group’s potential for innovation, greater connection with ‘end users’, access to ‘hard to reach groups’, public trust and confidence, etc.)

Therefore, setting the lure of funding aside, for most organisations, entering into a relationship with a statutory funder is a pretty unappealing prospect. If the funding were not on offer the organisation would most likely want to have as little involvement with the statutory body as possible.  We believe that as part of enabling the voluntary sector to flourish, and trusting it to do its work effectively, government needs to provide much more unrestricted funding through non-prescriptive programmes, especially at a local level.

Sadly, the reverse seems to be the trend at the moment – funding programmes are becoming exceedingly prescriptive and more rationalised into larger pots for ‘strategic’ relationships with fewer larger organisations operating at a national level.  If this trend continues, the characteristics that make the sector attractive may be lost – large national charities acting as ‘strategic’ partners, perhaps delivering public services, will continue to lose their voluntary identity (it could be argued this is happening anyway based on their propensity for paid employees and commercial income generation), becoming in public perception if not legal status agents of the state.  At the same time many small local grants programmes are being phased out, and it is unclear how local voluntary activity and representation will be included and funded as part of Local Area Agreements – there is a real risk that these will lead to less involvement for voluntary sector organisations at the local level as well.

5. How the funding relationship should work
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DSC believes that for many public services, sub-contracting with the private sector may well be the more appropriate route, where the service is clearly defined, government expectations are clear and outcomes are measurable and monitored.  The blanket assumption, by both government and many sector commentators, that the voluntary sector is best placed to deliver public services is fundamentally flawed and based on untested assumptions and major player rhetoric.

Further, DSC contends that a contracting relationship for delivery of public services is probably best concentrated on the top 2% who have the capacity to negotiate effectively, where turning down a contract does not threaten the organisations existence and where the structure of the organisation is sufficiently close to state structure to make the relationship easier to manage.

Grants not contracts

Why do so many voluntary and community organisations chase contracts?  Largely this is because to date, despite the restrictions and reporting requirements, contracts have been the most reliable source of funding.  Charities grab the contracts and hope that they can still deliver the work they had intended within the confines of the contractual arrangement. 

The major problem with a contract culture is that it shifts the organisations’ view of its ‘client’.  The VCO needs to meet the terms of the contract and if the needs of the user change to something outside the terms of the contract the VCO is unable to (legitimately) respond to those needs, demonstrating the flexible, responsive and innovative characteristics that secured the contract in the first place. For those organisations most closely aligned with core government policy the risks are reduced. Those organisations addressing issues that are more susceptible to minor policy shifts are far more vulnerable. 
A grant relationship is much healthier for state and VCO because, if done properly, it makes the most of the oft-cited characteristics of the voluntary sector. A clear distinction between grants and contracts, with a deregulation of grant-funding requirements is called for. This will enable statutory funders to retain control where they need to, where third party delivery (private or voluntary sector) are directly delivering against statutory objectives and must be publicly accountable. It will also enable them to treat grants differently to the rest of their financial and budgetary arrangements, to recognise and implement the recommendations of the Cross-Cutting Review, the Treasury Guidance to Funders and, no doubt, the forthcoming Third Sector Review. It will allow a liberalisation of grant-making procedures which, outlined below, will support voluntary sector organisations to deliver effectively, responsively, and in the best interests of the causes they serve.
6. Recommendations
As has been discussed, there are a number of specific areas of the relationship between the state and the voluntary sector, however defined, that need to be clarified, discussed or changed.

Issues of influence

· We feel that government (at all levels) needs to develop an increased understanding of the voluntary and community sector in its widest sense, and demonstrate that understanding through its policy and direct interaction. In particular;

· A review of its current consultation approaches and produce a clear commitment to regular engagement with the sector that is truly representative

Clarify government policy

· Elements of current government policy contain significant assumptions, especially in around public service delivery that we want to see challenged. In particular;

· A clear definition of what the state means by the term ‘public service delivery’ and which specific elements it sees being delivered by VCO’s
· An investigation into what the public see as public service delivery, and of that, what is the responsibility of the state
· Research into the implications for the wider voluntary sector of receiving state money to do its work on the perception by the public of what charities are there to do
· Clear policies towards supporting and enabling the rest of the sector

· A determination of how the sector wants to be supported non-financially, for example, feedback to DSC has included things such as:
· Access to policy and decision-makers

· Access to free IT support (NOT information on websites but specialists who can come into the charity and address its IT needs)
· Access to free accountancy and audit support

· Access to training in how to negotiate contracts and funding arrangements
Grants not contracts

The distinction between contracts, serving government objectives, and grants, addressing needs outside of the government’s remit is not clear, either for the sector, or for the contracting and grant-making departments, local authorities and NDPB’s. We see this lack of distinction as a barrier to statutory funders liberating their grant-making procedures in accordance with recommendations of good practice. In addition, we think that in terms of both financial reporting and narrative reporting of progress against organisational objectives, the current SORP requirements are rigorous enough to meet the requirements of most funders. Most VCOs are audited to SORP requirements, and this should be deemed to be sufficient by government. We feel that grants are by far the most effective way for government to support the voluntary sector, and we want to see:

· A clear distinction between purpose and objectives of grants and contracts – to sector and within/across government 

· More equitable contract conditions for those organisations they are relevant to

· A total liberalisation of grant terms and conditions to include:
· Negotiable terms and conditions in funding arrangements

· No additional reporting requirements other than those specified by the SORP

· Reporting on activities in the annual report and accounts to be deemed to be sufficient reporting

· Grants officers to make grant decisions having visited the SMVCO- not merely on who writes the best proposal

· The VCO to specify itself what can and cannot be measured and this to be taken on trust.
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Issue 3


The majority of the sector needs grants, not contracts. 





Issue 2


The current government agenda towards the sector is focussed on the 2%, not the whole voluntary sector. Public service delivery under contract is inappropriate, undesirable, and inapplicable to the majority of the sector.





Support to those outside the system





Outsourced state provision





Direct state provision





PEOPLE





Issue 1


There is a core grouping of around 2000 organisations within the voluntary sector that are more established, more powerful, and are addressing issues more closely aligned with government policy than the rest. Many of them deliver government policy under contract at national, regional or local levels. They are the organisations with the highest proportion of the sector’s income, the umbrella and membership organisations.
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Issue 4


It is not the state’s role to determine the future of the voluntary sector 
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