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Never doubt that a small group
of thoughtful committed citizens

can change the world; indeed it is
the only thing that ever has.

– Margaret Mead





Contents

Introduction 5
Campbell Robb, Director of Public Policy, NCVO

1 Civil society and civil renewal 13
Nicholas Deakin

2 New localism and the future of local governance: 47
Implications for the voluntary sector

Gerry Stoker

3 Exploring diversity: links between 69
voluntary and community organisations,
social enterprise and co-operatives and mutuals

Andrea Westall

4 Financing the voluntary and community sector – 95
future prospects and possibilities

David Carrington



Campbell Robb 

Campbell Robb joined NCVO in 1998 as Head of Campaigns. As Director of Public

Policy he is now responsible for co-ordinating NCVO’s external relations, policy and

research work. He has been leading NCVO’s work on the role of the voluntary sector in

delivering public services and on reforming charity law. Prior to this he has been a

researcher to David Blunkett MP and a Press and Policy Advisor to the Labour health

team MP during the 1997 general election. He also has commercial and public sector

lobbying experience. He has sat on a number of voluntary sector bodies including the

Compact Working Group, the Giving Campaign Executive the Advisory Group of 

G Nation and on a number of government advisory groups. He is also a governor of his

local primary school.



Introduction
by Campbell Robb, Director of Public Policy, NCVO

We often discuss the publication of the Deakin Commission report in
1996 as having set the agenda for action and change for the voluntary sector for
the last eight years. It is probably more accurate to describe the Commission as a
worthy and natural successor to the work that Lord Beveridge had started almost
50 years previously.

In 1948 Beveridge wrote “Voluntary Action” in which he recommended an eight-
point programme for the State:

1. Co-operation of Public Authorities and Voluntary Agencies
2. A Friendly Societies Act
3. A Royal Commission on Charitable Trusts
4. Re-examination of Taxation of Voluntary Agencies
5. An Enquiry as to the Physically Handicapped
6. A Minister-Guardian of Voluntary Action
7. Specialised Staff Training
8. Continuance and Extension of Public Grants to Voluntary Agencies

At the time, the first of these eight points and the last two represented policies
already accepted. The remaining five points represented new departures, although
Beveridge believed they were on established lines. It is clear from this list that many
of the issues that affect our sector are no different now than they were 50 years ago.

No matter how long we think it has taken, it is definitely true to say that the
passing of a Charities Act in the 2004/05 Parliamentary session would see the
implementation of one of the final main recommendations of both Beveridge 
and Deakin.

The current passage of the Charities Bill through Parliament marks the implemen-
tation of one of the final main recommendations of  the Deakin Commission. For the
last eight years the voluntary sector and government have been working to imple-
ment a whole series of reforms outlined by Deakin. The completion of this agenda
reflects the significant growth of the sector over the last ten years and the
increased political interest in the sectors role in the delivery of public services and
civil renewal. 

It is for that reason that NCVO has decided to begin a process of looking beyond
the immediate future and beginning to assess what are the major policy initiatives
that the sector will need, to support its work over the coming five to ten years. 

To start this process NCVO has commissioned some distinguished authors to
speculate on what they believe some of the anticipated developments in the public
policy environment might mean for voluntary and community organisations.
NCVO is using these papers as a prompt to help us consult voluntary and
community organisations on what they believe they will need in terms of govern-
ment policy and in terms of organisational support to allow them to flourish over
the next decade.
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What are we building on?

The last ten years have seen the introduction of several key policy initiatives that
ensure that the fiscal, legal and statutory framework in which the voluntary
sector operates has been greatly improved. These developments have frequently
been jointly led by both the sector and government in partnership arrangements
that were (and still are) new, and evolving ways of working.

The introduction of the Compact in 1998 created a unique, and now much
repeated, model for partnership working between the sector and government. Its
implementation at a national level has been slow but steady. With continued
work, it is possible to imagine that within the next five years the Compact, its
codes and ways of working, will be the norm, not the exception, across central
government. However, the relationship between the voluntary sector and its local
statutory partners is far more complex. This is one of the areas we have identified
in the papers contained in this book that will be at the heart of how the sector will
define itself and operate over the coming decades. 

The 2000 Budget introduced a series of tax-efficient giving methods that many
believe give the UK one of the most favourable tax regimes in the world for char-
ities. Whilst there is much to be done in terms of uptake of Gift Aid and payroll
giving, and if they remain in place, they could and should provide a solid and
increasing source of voluntary income for organisations. The recent public
response to the disasters in Asia clearly shows that the public still believes that by
giving money to charity they can genuinely, quickly and effectively help those
most in need in our society, whether here or abroad. 

The increasing interest of the Treasury in the voluntary sector has also, for the
first time in recent years, extended beyond just tax measures. The recommenda-
tions contained in the 2002 Treasury Cross Cutting Review of the role of
voluntary organisations in the delivery of public services represent the most
significant set of safeguards and incentives from government. If fully imple-
mented, they should allow voluntary organisations to be able to deliver public
services on fair terms and to maximise benefits to users and beneficiaries. 

Finally the Charities Bill, with its emphasis on public benefit and a reformed
Charity Commission, should provide the regulatory framework that maintains
public trust and confidence in what is charitable and what charities do for a
generation or more.

Allied to these initiatives, the sector has also seen the initiation and growth of a
number of measures from within the sector, aimed at improving the way that organ-
isations carry out their work. The use of quality standards is increasingly wide-
spread, outcome and impact measurement are now seen as an important part of an
organisation’s tool kit and there have been many strides in improving governance
within the boards of large and small organisations. Finally, the drive from within
the sector for a means of self regulation for fundraising, should put in place another
means of maintaining increasing public trust and confidence in the sector.

Voluntary Action: meeting the challenges of the 21st century
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Before we are accused of painting an altogether too rosy picture, we should be clear
that in all of these areas there is much to be done to ensure that the benefits of these
initiatives reach throughout the whole voluntary and community sector. However,
the remit for the authors of the four papers was to think beyond the implementa-
tion of existing policies, and look even further ahead.

The Papers

What do the current debates that are dominating the public agenda mean for the
future of the voluntary sector? To try and find out, NCVO commissioned four
prominent commentators to think about some key issues and how they might
begin to influence the future environment in which the voluntary and community
sector will operate. 

We set each of our authors a very hard task, to which they have all responded
admirably. The questions they were asked to explore were wide ranging and over-
lapping. The issues were selected to complement existing NCVO work on
accountability, independence and social capital, and the authors were given free
reign to consider the implications. In this book you will find, therefore, four
excellent papers. A summary of their tasks are listed below.

1 Civil society and civil renewal
Professor Nick Deakin

The drive to give voluntary organisations a role in service delivery is seen by some
as splitting the voluntary sector between those who deliver services and the more
ethereal side of civil society. Is the government’s agenda for the sector in service
delivery and in civil renewal really about just harnessing the sector’s strengths to
meet government’s needs? Or do these agendas actually offer the sector the
chance to take its place alongside the public and private sectors, as one of the
dominant voices in our society? What further levers or investment does the sector
need to allow it to play this role? Or is the public services debate just a diversion
– does the sector need to focus on its broader role as check and balance to the
power of the state in the post 9/11 world? Do we need to invest more time and
effort into supporting voluntary action in all its forms that will help to drive civil
renewal and citizen engagement?

2 New Localism and the future of local governance: Implications for the voluntary sector
Professor Gerry Stoker, Manchester University

There is a clear drive now from the centre of government to give responsibility
and/or a say in the delivery of local services to local communities. Whether it be
foundation hospitals, community policing or even some railway lines, it is clear
that government has an appetite for giving responsibility to the people. But do the
people want it? Do they have the necessary social, human and physical capital to
take this on? What does this debate mean for voluntary organisations – can they
really claim to be the true voice of communities or are they being seen simply as an
interest group, like local government or unions? Is new localism a means to bypass
some to get at the real communities or will it actually give power back to local
government? How can voluntary organisations engage with the localism agenda?
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3 Exploring diversity: the links between voluntary and community organisations, social
enterprise, and co-operatives and mutuals

Andrea Westall, new economics foundation

The boundaries between the three sectors are increasingly blurred. Does a foun-
dation hospital with independent governance operating clearly in the public
benefit sit in the public or voluntary sector? Does a profitable recycling organisa-
tion that covenants its profit to community transport schemes sit in the voluntary
or private sector? The introduction of Community Interest Companies and
Charity Incorporated Organisations and a whole host of organisational types in
between either offers organisations the options they need to deliver the best for
their users in the 21st century or it confuses the boundaries so that the public will
not be able to distinguish between the two. What should the voluntary and
community sector’s relationship be with co-ops and mutuals? How should the
sector react to these changes and pressures? Should it embrace them or try to
preserve the identity that has seemed to serve it well?

4 Financing the voluntary and community sector – future prospects and possibilities
David Carrington

NCVO’s 2004 Almanac shows that for the first time government income was the
single biggest source of income for the sector. Possibly more worrying is that this
was the only source of income that is increasing. What can the sector do to
continue to diversify its income base? Is it ready for social investment funds such
as Futurebuilders or will this only help the bigger get bigger? Will we ever realise
the oft wished for USA-style levels of individual and corporate giving and if so,
how do we get there? How do you ensure that organisations have the skills and
strength to stop taking contracts that don’t pay full cost recovery, if that is what
they want to do?

Conclusion

These are some of the issues that we asked our authors to explore, that may have
a significant impact on the voluntary sector over the coming years. 

At a first glance there appear to be a clear number of emerging areas that will
dominate the discussions we hope this book will generate. These fall broadly into
two categories – those that we may have to face collectively and those that organ-
isations will need to address individually.

A voluntary sector ethos

The ‘why are we here’ and ‘what are we for’ question. The public sector is increas-
ingly trying to define itself and to explain what it does and why it does it. The idea
of a public sector ethos linked to a drive for localism and individual responsibility

Voluntary Action: meeting the challenges of the 21st century

8



are gaining currency. It could be argued that a new shared agreement on what the
public sector is and does could emerge over the next decade. A similar process is
happening within the private sector with the CBI trying to model a view of the
private sector as socially responsible with a clear role in providing and receiving
public services. 

Where does this leave the rest? Will our sector just be left to fit round this new
consensus in the places neither the public or private sectors feel comfortable or
profitable? Can the various strands of the broader third sector find enough
common cause to unite and genuinely place their values and view of the world
alongside the other two? If they can, what would they stand for? How would they
articulate it? How would it be supported financially – are tax breaks for co-ops,
mutuals etc. a real possibility?

Individuals and communities

There is increasing debate in many areas about the current balance in our society
between the rights of individuals and those of communities. Many believe that
the mechanisms that had existed of ensuring parity of responsibility between indi-
vidual needs and a broader responsibility to one’s community have broken down.
The decline in party political participation, in the emergence of butterfly
consumers fuelled by simplistic league tables are just some of the signs of this.
Many current remedies fixate on healing democratic structures and reasserting
trust and confidence in the political process. But is this the only way to do it?
What role (if any) has the broader function of civil society to rescue or shore up
the current models? Should civil society be arguing for new and more modern
frameworks of citizens’ participation and voice and if so, what would these be?

Linked to this is the role of the voluntary and community sector in changing the
use of pronouns in our society from ‘I’ to ‘We’. Is it enough for voluntary organi-
sations to just help their intended beneficiaries? Should they focus on a wider role
in society? Should voluntary organisations be making their donors, their staff,
their volunteers be more active across the spectrum of participation? Is social
capital and its development the answer which some of its proponents claim and if
so, what role do voluntary and community sector organisations really play in it?

The second set of issues which in some way flow from these overarching public
policy themes are those which individual organisations will need to face up to.

Governance

It is clear that voluntary organisations are operating in an increasingly complex
and challenging environment. This asks significant questions of the governing
bodies of both the smallest and largest organisations. So how can the sector
strengthen its governance structures without losing the very things that makes
their governance unique and a central characteristic of what it is to be a voluntary
organisation? How can trustees and boards ensure they are asking the right ques-
tions and have access to the answers? Do voluntary organisations actually have
the right governance structure and engage the right people or stakeholders?
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Furthermore organisations are going to have to be more accountable, more often
and with more evidence. The voluntary and community sector has to move
quickly to anticipate and meet the differing requirements of donors and non-
donors, funders, users and staff and trustees. But how can this be done in a
hostile environment – do donors really want to know the true cost of running a
modern charity (will the media support such honest accountability)? Will risk
based regulation fuelled by public involvement drive out new methods of
fundraising that actually bring different donors in (eg. face to face)? How can
small organisations that work to alleviate poverty or suffering in very challenging
areas really prove their impact?

Mission

This has direct links to the governance question. Individual organisations will
increasingly have to answer the questions ‘why are we here’ and ‘why are we
doing this’? Has the holy grail of sustainability meant that organisations are
asking themselves this often enough: Have we done what we set out to do? Are
we still doing what we set out to do? Are there better ways (or organisations) for
doing what we do? Are we chasing money or mission? 

The conclusions and recommendations of these papers and the helpful thoughts
and comments of many others are being turned into a consultation paper for
organisations and individuals from all sectors to add their suggestions, comments
and recommendations. Working with some of our partner organisations we will
be running a series of regional consultation events as well as encouraging written
and on line comments. In the end we hope that this process will in some small
way begin to set an agenda for NCVO and voluntary action that is as ambitious
and thoughtful as Beveridge and Deakin. 

To find out details of NCVO’s consultation process email Lizzie Andrews on
lizzie.andrews@ncvo-vol.org.uk or contact her on 020 7520 2554.

Reference

The UK Voluntary Sector Almanac 2004, NCVO (2004)
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Introduction

The text that follows explores a number of the main issues raised by the topics
that I have been asked to tackle. It is deliberately cast in essay format: I assume
that NCVO’s readership will have full access to the factual information in the
excellent sequence of almanacs and detailed studies of individual subjects that
NCVO publishes.

My other assumption is that these papers are not intended as definitive state-
ments on the topics we have been asked to address but to provoke discussion and
presumably also as an aid to new thinking. At a preliminary stage, I set out the
structure through which I have defined the ground I am covering in summary
form. This summary is further developed in the main body of the paper; but I am
conscious that the bare bones of the argument still sometimes protrude. 

Summary of argument

My opening section consists of some reflections on the current state of civil
society in England, as I have chosen to define it. I identify some aspects of the
present situation that I regard as broadly favourable and some which are less so
(s.1). I then focus (s.2) on the development of relations between civil society and
the state, with a particular emphasis when dealing with current issues on the
question of ‘civil renewal’, as government has chosen to define it. I also deal with
the return of the idea of ‘active citizenship’ to the public arena and some of the
questions that it has brought in its train.

Next, I examine some of the different aspects of current relationships and the
main factors determining the government’s attitude towards the voluntary and
community sector (s.3). Then, I turn to the key issues as perceived from the
perspective of the sector itself (s.4) and identify (s.5) some ways in which alterna-
tive forms of relationship might be developed. I assert the importance of taking a
view ‘from below’ (s.6) as a means of constructing a ‘new ecology of voluntary
action’. I conclude by drawing up a balance sheet and identifying some ways in
which the assets that the VCS possess could be deployed in a more effective way.

15
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Definitions

A number of the terms used in this essay are open to misrepresentation or confu-
sion. For the sake of clarity I am following a suggestion made at the seminar on
27 September and offering definitions at the outset.

Civil society

This has been a contested term ever since it re-emerged in public debate after a
long period of obsolescence, mainly as a result of events in east and central
Europe. In the sense that I will be using it, this refers to “the sphere of institu-
tions, organisations and individuals located between the family, state and the
market in which people associate voluntarily to advance common interests”
(Helmut K. Anheier, Civil Society, 2004). For further expansion of this argument,
see my In Search of Civil Society, 2001 and the website of the Centre for Civil
Society). The term ‘civil society organisations’ is now often employed to describe
organisations operating in the ‘civil society space’.

Voluntary and community sector

This is the term now normally employed by Government in defining the entity
with which they have been developing closer relations, especially since the
General Election of 1997. This definition spans a wide range of organisations,
formal and informal. It is open to question whether the whole collection of
organisations that this term is intended to cover make up a single entity or a
plurality. In addition, the boundaries separating voluntary organisations and
state or commercial bodies operating in parallel with them are becoming increas-
ingly blurred and often crossed. Nevertheless, I employ the term because for the
moment at least it is the one still in general use. On occasion I have also used the
abbreviation VCS or VCO (voluntary and community organisation). The term
‘sector’ as a concept has also attracted some academic criticism but I shall
nonetheless continue to use it as convenient shorthand.

Voluntary action

Often employed to cover the activities undertaken by voluntary and community
organisations and individuals acting as volunteers and the style in which such
actions are performed. Current use derives from William Beveridge’s influential
study of that name (1948), subsequently revisited by Barry Knight (1993).

An alternative official usage is Active Communities, used to describe action
taking place ‘on the ground’ and also to define the official agency in government
(a department of the Home Office) that has principal responsibility for its deal-
ings with the sector (see Home Office website and also below Active Citizenship).
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Charities 

I shall employ this term only when explicitly referring to those bodies falling
within the scope of the current charities legislation.

Social enterprises

“Their common feature links them as businesses with primarily social objectives
whose surpluses are principally reinvested for that purpose in the business or in
the community, rather than being driven by the need to maximise profit for share-
holders and owners. As such, they include community enterprises social firms,
charities and mutual organisations such as cooperatives” (Barbara Phillips in UK
Almanac 2004). Such activities have become more significant since the publica-
tion of the UK government’s action plan Social Enterprise: a strategy for success
(2002). The Cabinet Office argued in the same year that many charities that
generate their own resources “might now be more appropriately regarded as
social enterprises” (Private Action, Public Benefit: a review of charities and the
wider not-for-profit sector).

Third sector

The description still normally used in the United States and by academics under
the influence of American research paradigms. The Treasury has recently shown
some interest in using this term; and Gordon Brown in his recent speech to
NCVO referred to “a genuine third sector established not for self or for profit but
for mutual aid ...and support for those in need” (18 February 2004).

Associations

This is the term often used in continental Europe to cover a wider range of organ-
isations including mutuals, cooperatives and other organisational forms of the
‘social economy’, “sometimes linked to movements and ideologies stemming
from the labour movement in Europe and representing a wide spectrum of collec-
tive action coming from civil society and based on various forms of solidarity”
(Evers and Laville 2004). This can be useful when discussing policy issues and
other developments that affect both the voluntary and community sector and
wider groupings like self-governing economic organisations not usually brigaded
with them in the UK. 

Voluntary Action: meeting the challenges of the 21st century
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Civil renewal

The centrepiece of the social policies of the former Home Secretary, David
Blunkett. According to the Home Office, it “...involves local people in identifying
and solving the problems that affect their communities and has three essential
ingredients:

• Active citizens who contribute to the common good

• Strengthened communities in which people work together to
find solutions to problems;

• Partnership in meeting public needs, with government and
agencies giving appropriate support and encouraging people
to take part in democracy and influence decisions about their
communities” (HO website).

The Chancellor, Gordon Brown, prefers to refer to “civic renewal”.

Active citizenship

Linked to the civil renewal agenda, a specific policy sponsored by the Home
Office designed to promote participation by citizens, individually and collectively,
in the governance of institutions and activities in their neighbourhoods (cf recent
NCVO seminar). The present Government also has specific policies and a desig-
nated unit designed to promote Community Cohesion (see HO website for
definition and summary of the Cantle Report (2001)).

19
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1. The current state of civil society

At first sight, the positive signs predominate. The voluntary and community sector
in England and Wales has experienced rapid growth over the past few years, as
measured by numbers of registered charities. Some at least of this can be attributed
to the expansion of the sector into new areas of activity. Part of this new growth
can be explained by the rise of social entrepreneurship, adapting market tech-
niques to the priorities of the VCS. The sector’s financial affairs generally appear
to be in good shape (vide David Carrington’s paper), the size of the workforce
engaged has increased and the range of skills and competences is growing. In addi-
tion, the sector is beginning to reflect more closely the ethnic diversity of the soci-
ety at large, both in the composition of staff and in the range of active
organisations. Volunteering has retained its vitality, although age and class distri-
butions continue to give some grounds for concern. And, finally, despite the fact
that for the first time government sources are now the single largest source of
financing for the sector, advocacy and campaigning continue to flourish.

However, there are some problems of interpretation here. To take two examples:
growth may not necessarily be a good thing, in itself – it could reflect other
processes at work, stimulating the creation of new bodies that do not fit within
the traditional template of a voluntary body. The increased level of protest and
campaigning may be signs not of good health but of widespread alienation from
the political system.

There are other signs that are not reassuring. There is a common assumption that
the citizen body as a whole is apathetic, unwilling to take constructive initiatives
and disengaged from the electoral process, as measured by turnout rates in local
and national elections. Commentators routinely lament a decline of civility and a
loss of trust. The rapid growth in the numbers of US-style ‘gated communities’ in
some larger cities can be taken as a visible symbol of this loss of trust. More
broadly, relations between the majority and some ethnic minorities have palpably
deteriorated since the outbreak of the second Gulf War, which has seen persistent
scapegoating of Muslim communities. Concerns have been expressed that diverse
neighbourhoods may handicapped by the fact of their diversity, because they are
incapable of generating the ‘bonding social capital’ present in homogenous ones
to support their members.

Yet disengagement may not necessarily be a sign of lack of communal spirit – it
may simply represent satisfaction with material progress and an unwillingness to
commit time and energy to engagement with problems that may be complex or
difficult to resolve. It might also reflect suspicions – which some could view as
justified – about the intentions behind government programmes designed to stim-
ulate more participation. The Gulf War may have thrown up some divisions; but
it also saw some of the largest public demonstrations in Britain’s post-war history.

In sum, any balance sheet of the current state of civil society needs to be read with
some degree of scepticism and an awareness of the reasons that lie behind the
current situation and past developments that have helped to bring it about.
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2. Past relations between voluntary
and community sector and government

I make two assumptions here: first, that the question of relationships between the
sector and government is and will continue to be of central importance in setting
the context for future developments in the sector. And, second, that these rela-
tions are plural, not singular, because relationships between different parts of the
British state apparatus, local and central, and different segments of the VCS have
developed in different ways and have often produced widely differing outcomes.

Insofar as it is possible to generalise, we can see a pattern in relationships between
the state and voluntary associations over the post-war period which has swung
widely, pendulum-style, from one side to another and is now settled somewhere
in the middle.

In the period immediately after the Second World War, the state moved decisively
into areas which historically have been the preserve of voluntary action, notably
in the personal social services but also in health and to some extent in housing.
This incursion was driven by a belief that the resources of the state should be
brought to bear systematically on major social problem issues and that only plan-
ning could provide a well-founded basis for an effective response to these
problems. State planning did have a place for voluntary action but in a subordi-
nate role, filling the gaps that even an efficient state system would inevitably
leave.

Voluntary action accordingly became, in a phrase used at that time by local
authority planners and architects, a SLOAP (the “space left over after planning”)
in which marginal activities could take place and which would require only the
occasional tidying-up to keep it in broad conformity with the direction of social
policy generally.

As is well known, the post-war settlement did not last. The efficacy of state action
was challenged on a number of different fronts. The new voluntary sector of the
late 1960s and 1970s directly confronted the state apparatus in a number of areas
(housing, mental health, services for the elderly) where they accused large state-
run bureaucracies of being not merely inefficient but in some respects positively
tyrannical. Their response was not just to campaign against existing abuses but
also to propose alternative methods of meeting the needs of groups that had not
been properly served by those bureaucracies. The manifest inability of state plan-
ning to cope with the economic crisis of the mid-1970s then ushered in the period
of increased reliance on market-based solutions and the Thatcher government’s
declared intentions to ‘roll back the frontiers of the state’ over the whole range of
activities that it had colonised in the post-war period.

In this new enterprise, the voluntary sector was assigned a subordinate role, as it
had been during the period of state domination. Voluntary organisations were
larded with praise by Ministers and their representatives as expressing the will-
ingness of citizens to commit themselves to the bettering of their own society; but
there was a marked reluctance to trust organisations with responsibilities (espe-
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cially financial ones) except on the government’s own terms. This is the period at
which the term “active citizenship” first made its appearance, in Douglas Hurd’s
Tamworth speech in 1983. It is also the time at which the government’s attempts
to co-opt voluntary organisations into delivering its programmes for relief of high
unemployment led to confrontations between voluntary organisations and their
representatives (the Jay/Hinton NCVO) and government about the role of volun-
tary action and the implications of funding arrangements for sector
independence. The government’s reservations about voluntary bodies rested on
two legs: first, concerns about the efficiency and capacity of the sector, operating
amateurishly (as was seen) and without the discipline of the market’s bottom line
(Home Office Efficiency Scrutiny, 1990). Second, there was what right-wing
critics perceived as the sector’s incurable propensity to lobby and campaign and
thereby disturb the judgments of politicians with emotional arguments insensitive
to the economic realities and lead them to meddle with the sacred harmonies of
the market. The sector for its part had its own reservations about government
and the way in which its privatisation agenda had taken shape. There was
concern about official insensitivity to the importance of independence for volun-
tary organisations, incomprehension about values that animated much voluntary
action (reflected in the perennial confusion between volunteering and the activi-
ties of voluntary organisations) and what was often seen as heavy handedness in
the imposition of contract systems of funding. 

By the end of the Thatcher period the limitations of market-based solutions when
applied to acute social problems were beginning to become apparent (literally so
in the case of homelessness) and politics for the rest of the decade consisted (in
crude summary) of rival attempts to find an alternative that avoided the crasser
mistakes of the past and combined the perceived merits of more successful
approaches in proportions acceptable to the electorate. The voters eventually
decided in 1997 that they preferred New Labour’s Third Way to the “compas-
sionate conservatism” of Thatcher’s successors, perhaps more for the brand label
on the tin than for any real difference in content. But across the political spectrum
there is now general agreement about the limitations on state action, both ethi-
cally and practically, and the need to find a new formula for addressing the
remaining acute social problems that are the legacy of the policy failures of both
parties over the post-war period. In this new synthesis between the state as
enabler, funder and regulator and the market as a key device for delivery, the
voluntary and community sector has found itself offered a new and more promi-
nent role. This is as both the authentic representatives of the citizen body’s
aspirations, outside the confines of political loyalties, and the means by which
services that are sensitive to local needs and preferences can best be delivered.

In a series of speeches, prominent figures in the Labour Government elected in
1997 (Blair, Brown and Blunkett) have set out this new image of voluntary action.
Labour accepted as a basic proposition the argument that the independence of the
sector must be respected – which was duly embodied in the English Compact –
and offered the sector an active role as partner in the design and delivery of a
wide range of services. Dialogue on new policy initiatives between government
and the sector’s representatives became common. Resources began to flow more
freely and on terms that began to reflect the partnership framework.
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In Labour’s second term after 2001 this progress has been consolidated: the
current position is reflected in the two major official reviews of the sector
published in 2002: the Treasury’s “cross-cutting” review of service delivery by
voluntary bodies and the Cabinet office study of the reform of charity law. Both
reflect a positive view of the sector and its potential contribution, stressing the
“added value” that it brings to relationships with government and services to the
public. The Treasury review also identifies a need to build up the sector’s capacity,
including support for infrastructure and improved access to official funding. The
resulting three year programme of investment (Futurebuilders) demonstrates a
substantial level of commitment to this process. All of this activity needs to be
seen in the context of the government’s declared intention to promote “world-
class public services”.

It would be misleading to present this process as part of a withdrawal by the
state. As the summary given in David Carrington’s paper shows, the central state
has steadily increased its share of the resources received by the voluntary sector to
support its activities to the point where it is now the largest single source, albeit
by a narrow margin. Action through collaboration does not imply a passive role
for government; rather, a sequence of new initiatives reflect the active role played
by departments in pioneering new social policies (cf the Treasury’s role in
promoting the Sure Start programme). But this approach does represent an
acceptance that government cannot expect to play a central role in delivery and
must find a different basis for its relationship with those who can do so more
effectively and thereby help the government to achieve its overall objective. The
question that remains unresolved is the precise terms on which the relationship
will develop and the advantages and drawbacks to the partners and (more impor-
tant) the individual citizens and groups on whose behalf the voluntary sector
asserts its claim to operate. 

It is perhaps also worth noting at this point that this process by which a more
active role has been assigned to ‘civil society’ is common to a wide range of coun-
tries and circumstances outside the United Kingdom (Global Civil Society
Yearbook 2004/5). In particular, the notion that civil society can be summoned
up as an alternative vehicle for implementation of policy objectives has become
part of the standard package of beliefs shared by governments and international
agencies administering programmes in the South. The question of who sets the
goals which civil society is expected to implement is highly problematic: national
governments and international agencies often have very different notions about
priorities. This in turn raises awkward questions about the accountability of civil
society organisations and international NGOs. 

Current issue:civil renewal

My historical sketch is intended to help identify the main relevant background
factors that explain the way in which government’s current agenda for its relation-
ship with civil society has been defined. At the top of that agenda lies the issue of
civil renewal. In the summer of 2003 David Blunkett announced that he intended
to make civil renewal the centrepiece of the government’s reform agenda, present-
ing it as the key to redefining the relationship between the individual and the state
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and the recasting of democracy to reflect the needs of the citizen body in the new
century. The citizens themselves are in turn expected to demonstrate their own
commitment by playing a more active role in the governance of their neighbour-
hoods and communities. Voluntary and community organisations, their contribu-
tion ‘strengthened’ by government, will have their special contribution boosted by
being enabled to operate from more secure foundations (Blunkett, 2003 esp. p. 27).

The former Home Secretary’s programme of action – or, as he prefers to put it, his
vision of an “on-going ethos” – has important implications across the whole
machinery of government at both national and local levels. But since the
programme itself will be analysed in detail in another paper I will confine myself
here to setting out a number of key issues that seem to me particularly relevant
for the role that ‘civil society’ is expected to take on in the course of this
programme and the possible impact on future relations with government.

A) Personal freedom or social control? 

The way in which the programme has been framed by the former Home Secretary
– David Blunkett MP, in a series of speeches and publications, represents an
attempt to reconcile improvements in civility and public order – preferably but
not inevitably by consent – with a recognition that personal freedoms and choice
are an intrinsic element in a healthy civil society. As he put it in his initial lecture:

“For a community to enjoy order and civility, in which young
people and adults fulfil their mutual obligations, requires
community “ownership” of those duties. Free and equal citizens
can accept duties and obligations not simply because they exist,
as traditions, but because they are the expression of the life of a
democratic community to which all contribute and which all
have helped shape. Order flows from trust and consent;
authority from a democratic recognition that its exercise is
needed and justified”

– (Edith Karn Lecture 2003, .pp 14/5 – my itals)

What is now apparently being expected from ‘civil society’ is active intervention
to provide a stabilising influence in those areas (defined both by policy and geog-
raphy) where there are risks of disorder and conflict, where trust scarcely exists
and consent cannot be assumed. In a cynical view, this approach can be seen as a
device by which civil society is enlisted to enable the lead government depart-
ment, the Home Office, to achieve its objectives as set out in the Public Service
Agreements (PSAs) negotiated with the Treasury as overlord of domestic social
policy. (And very cynically, since the reduction of crime and promoting of civil
order are central to the Blunkett agenda, as a systematic attempt at arms’ length
social control of a restive citizen body.)
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B) Promoting ‘active citizenship’

The means by which these goals are to be promoted has been defined by the
Home Office as the encouragement of ‘active citizenship’ (a term that participants
in a recent NCVO seminar characterised as ‘vague, slippery and nebulous’). As
already indicated, the term itself is not new but it has taken on a new flavour
through the influence exerted in government circles by the work of Robert
Putnam.

Putnam’s cultural thesis focuses on the role of generations in establishing norms
of behaviour in civil society – taking as a test case the ‘great generation’ (those
born between 1910 and 1940) and their willingness to provide the civic leader-
ship that would help to shape the future of American society. This was
exemplified, Putnam argues, in their responsiveness to calls to perform civic
duties and their discharge of such duties through joining organisations, volun-
teering, philanthropic giving and participating in campaigns, inside and outside
the political arena (see Bowling Alone 2000).

Putnam has been widely criticised for understating the importance of the role of
the state and official institutions in creating the kind of cultural framework he
describes (the state education system is one obvious example) and for a rather
narrow view of the importance of organisations not dependent on face-to-face
transactions in an age when electronic information technology makes communica-
tions far easier and less formal. He also places less emphasis than one might expect
on ‘classic’ working class forms of organisation (trades unions) and the mutual aid
functions that they have performed, especially in immigrant diasporas.

Nevertheless, his work has been of great importance in helping to identify ways in
which activities undertaken within civil society can help or hinder the fostering of
civic engagement. These range from the actions which occur semi-spontaneously
or completely informally within distinct communities, which help to generate so-
called ‘bonding’ social capital to a range of more formal activities which take
place on a wider canvass and will help to produce ‘bridging’ social capital. It is
the frequently expressed hope of senior politicians like David Blunkett that this
can be translated into improvements in order and civility – that communities with
high levels of such capital will suffer less crime, antisocial behaviour and family
breakdown (cf Blunkett 2003 p. 26) 

An example of more formal activities that have taken place in the UK context that
draw on local association would be the neighbourhood watch schemes that are
one of the legacies of the earlier phase of policy under the Conservatives. 

C) Partnership for public needs?

More ambitiously, the Home Secretary’s agenda involves the engagement of indi-
vidual citizens and citizen groups in a whole range of management and gover-
nance activities covering public institutions of all kinds operating at the local level
– schools, hospitals, and urban renewal schemes. To support these activities a
large number of partnership bodies have been created on which citizens are
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invited to sit either as individuals or in a representative capacity. The proliferation
of these bodies and the responsibilities that individuals are invited to take on
poses a whole range of questions about accountability and risk that have gener-
ated widespread debate within the voluntary and community sector over the past
few years.

The incorporation of voluntary bodies into policy making and delivery also raises
issues around the status of faith-based bodies, which are likely to be authentically
representative of their communities but also to promote a very specific set of
interests which may well have controversial implications for the wider society.

More generally, the incorporation of voluntary and community organisations of
all kinds in an enterprise essentially intended to revitalise existing local institu-
tions around an agenda set from the centre poses questions about how the agenda
has been set and what scope there is for ‘civil society’ to set their own alternative
priorities, both in terms of structures and values.

D) Community cohesion or consumerist individualism?

The government’s ultimate objectives in promoting the policy of civil renewal and
their implications also contain ample potential for conflict. The declared position
of the present administration is favourable to wealth creation and to stimulating
enterprise by running a low tax economy with maximum labour market flexi-
bility. Encouragement of individual consumption is an explicit objective of policy.
Users of public services have been led to think of themselves as individual
consumers, exercising choice as their instrument as they would in the market-
place, often employing crude league tables as the basis for their decisions.

Blunkett’s stress on community cohesion as a collective goal is at odds with this
consumerist approach, as market-led encouragement of social and geographical
mobility militates against the stability of traditional urban and rural communi-
ties. Moreover, in an era of rampant increases in house prices the gentrification of
some inner city neighbourhoods throughout the country has dramatically
changed what were once stable working class areas. The decline of public housing
to the point where only residual low-quality properties remain in the public
sector has also helped to create incipient ghettoes disproportionately highly popu-
lated by the disadvantaged, including some from the latest in a series of migrant
populations.

In conditions of flux, the government’s proclaimed intentions become more
complex and difficult to execute: the dream of urban villages in which children
attend the same schools together and adults cooperate in common enterprises
based on a shared social life becomes progressively more difficult to realise. Yet as
an objective, achieving greater stability does not necessarily satisfy the legitimate
interests of all residents, or even the majority – their interests may be better served
by taking up opportunities elsewhere.

27

Civil society and civil renewal Nicholas Deakin



There is a wider debate with which the former Home Secretary’s approach does
not fully engage about the balance between the rights of individuals and commu-
nities and whether representative democracy based on residence is the only or
even the best way of resolving those potential conflicts. Neighbourhood may not
be the wisest focus for a policy of ‘new localism’ when many localities no longer
command widespread or lasting loyalty.

What is clear is that any working through of a civil renewal programme should be
a joint enterprise between civil society and government based on shared objec-
tives identified through open discussion; and that it is consequently important
that both parties should have a clear idea of what its partner can and cannot
contribute. This is patently not always the case: in the following sections I set out
to summarise the perspectives of the partners and to identify possible causes of
conflict or misunderstanding that may make implementation of any agreed poli-
cies more difficult.

3. The nature and content of current relationships:
The view from government

Those key individuals and organisations (principally, the successive units and
departments based within the Home Office) who have had responsibility for
managing the relationship on the state’s side have generally had in common a
series of assumptions about the VCS and its main characteristics.

The likely capacities of voluntary bodies have in the past often been defined
within government in terms of market-based notions of efficiency and a conse-
quent need to improve voluntary organisations’ ability to measure up to such
standards (HO Efficiency Study (1990): Treasury “cross cutting” study (2002)).
At the same time, there is a persistent stereotype of such bodies possessing flexi-
bility, innovative talents and unique sensitivity to client needs, stemming in part
from ‘authentic’ local knowledge and connexions. This has been a favourite
theme for politicians of all parties addressing voluntary sector audiences, from
Thatcher to Blair, though it is perhaps less commonly encountered these days at
local authority level. It has been reflected most recently in the Chancellor’s 2004
Spending Review, with its approving references to the VCS’s “long record of
spearheading social change” and “key role in engaging developing and regener-
ating local communities” (Spending Review 2004 paras 5.44/5).

These two very different sets of potentially competing beliefs lead to different
assessments of the fitness of voluntary bodies to deliver public services and the
puzzle of how to combine more effectiveness in delivering a high quality service at
professional standards with the presumed qualities of innovation, responsiveness
and superior knowledge of local needs. 

Latterly, this could be summarised as a concern that voluntary organisations
should be ‘fit for partnership’, just as the slogan in the 1980s was that they
should be “fit for purpose”, the purpose then being delivering the government’s
unemployment policies (Addy and Scott 1988). Now the pressure is to perform
adequately as partners in the context of the new Local Strategic Partnerships and
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deliver ‘added value’. Here, they are expected to combine the role of advocate for
community interest with assuming shared responsibility for setting of common
objectives for the participating agencies and securing their implementation. (see
ODPM: Progress Report on local strategic partnerships in neighbourhood
renewal areas (2002/3))

Concern to preserve distinctive voluntary sector values has also registered as an
issue on the official side; but it lies alongside a persistent anxiety about the conse-
quences of voluntary organisations performing advocacy and campaigning roles,
even though the English Compact explicitly recognises this as a legitimate func-
tion. This has normally been reproduced in local compacts – which is as it should
be, because it is at that level that conflicts are especially likely to develop.

All this necessarily links with funding issues; and this is where the inequality of
the relationship is particularly apparent. Managers in spending departments and
their equivalents in local authorities are legitimately concerned about securing
proper value for public money being expended on service delivery. They are likely
to be under heavy pressure themselves to demonstrate effectiveness in the
programme for which they are responsible. Outsourcing responsibility for
delivery carries risks for them in terms of capacity to take early corrective action
where things are evidently going wrong. For those under the cosh – the recipients
of funding – the perspective is bound to be different. Balancing the just measure
of accountability with the preservation of autonomy is never going to be entirely
straightforward. The situation is not helped by what the 2004 Spending Review
describes (para 5.47) as “poor levels of understanding within the public sector”
of the issues facing VCOs. 

And somewhere in this complex and developing set of relationships the interests
of users can too often be overlooked. The dynamics of the contracting system can
reduce their interests to secondary considerations and commercial confidentiality
can work against the transparency that would allow users to make informed
choices about the services they receive and the kind of agency from which they
would prefer to receive them. 

One partial answer lies in improvement of the infrastructure architecture of that
part of the voluntary and community sector principally concerned with delivering
services. The government’s willingness to become more closely engaged in this
development work is in sharp contrast to the reluctance of its predecessors to
become involved in issues of core funding and training. Government’s legitimate
interest in securing high standards of service delivery licenses such intervention.
This does not entirely avoid the risk that professionalism may extend to the point
where the services delivered by voluntary agencies under contract become virtu-
ally indistinguishable from those of the state agency from which they have taken
over the task – or the commercial agency with which they are competing.

Trends working towards uniformity may be reinforced by the imposition of
targets set by government and the consequent need to establish that programmes
are being executed in a way that corresponds with the standards set centrally –
and secure the outcomes that government wishes to achieve. There has been a
perceptible swing away lately from intensive target-setting at central government
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level (House of Commons Public Administration Committee report 2002;
T.Wright and P. Ngan 2004) but it is still common to hear complaints from local
organisations that a multiplicity of targets and the paperwork associated with
demonstrated that they are being met inhibits other and more constructive
activity.

The regulatory regime – at least for the charitable part of the sector – is currently
under review and at the time of writing it is not possible to predict precisely what
the outcome will be. The regulatory agency’s repeated undertakings that compli-
ance will in future be a matter of ‘light touch’ remain to be tested in practice.

All these different and competing priorities are reflected in the terms of engage-
ment between state and voluntary and community organisations now being set
(and embodied in compacts, local and national). As was always likely, there
remains a gap between the intentions reflected in these documents – recognition
of a diversity of different interests within the VCS, regulating funding arrange-
ments, enabling new relationships, consultation and policy dialogue – and actual
outcomes. This should not obscure the fact that the government remains clearly
committed in principle, however uneven practice may sometimes have been. At
the minimum, the compact structures provide a point of reference to which the
sector can appeal. The recent NCVO review evaluating the effectiveness of
departmental performance in the fields of culture, media and sport shows both
the potential of the concept and the distance that is still to be travelled, despite
the robust endorsement of the compact principle in the cross-cutting review and
subsequent Ministerial speeches (Compact Advocacy Programme 2004).

The real danger of engagement on compact terms is not so much cooption leading
to irreversible mission drift as participation fatigue – the edge of innovation being
blunted by endless consultative processes and repeated demands to participate
which leave little or no spare time to pursue the possibilities of taking new initia-
tives that ‘push out the envelope’.

Which leads us naturally to the next section – the view from the other side of 
the relationship. 

4. Issues for the voluntary and community sector

The focus in debates in the VCS about relationships with government has tradi-
tionally focused on the issue of independence. Frank Prochaska’s celebrated
remark (in evidence to the 1996 Independent Commission) that the voluntary
sector was in danger of ‘swimming into the mouth of Leviathan’ has achieved the
status of truism. Striking though the phrase may be, it is in some important
respects misleading: Government is no longer – if it ever was – a single marine
monster but a shoal of smaller beasts, some of whom have no ambitions to
devour large voluntary bodies (cf the field of housing). Nevertheless the view
persists that independence is the gold standard for the ‘sector’ even though a
recent paper from NCVO illustrates very well the ambiguous character of the
claim (‘Standing apart: working together’ 2004). One of the key questions must
be whether the implications of a greatly enlarged system of consultation on policy
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between sector and government or the institution from within the sector itself of
measures designed to set and maintain quality standards in any way compromises
that claim. 

One possible response might be that while most organisations are perfectly
capable of understanding the limits that must be set in order to retain voluntary
sector status and values there may be those – the less confident swimmers in the
Leviathan image – who give away too much and do become as a result little more
than clones of the state sector. Ralf Dahrendorf would wish to see publication in
accessible form of the proportion of funding organisations receive from the state
leading to a de facto division between those dependent and those authentically
independent (Goodman Lecture 2001). My reservation would be that the real
issue is not a matter of how much funding is given as the terms on which it has
been taken and understanding of the consequences.

There is also the equal and opposite danger, often overlooked in this debate, of
becoming increasingly like the commercial organisations with which some service
providers have to compete (for example, in care of elderly).

Another potential outcome of too close a relationship with government is the risk
involved to the coherence of the VCS. The ways in which central government
departments and local authorities pitch their approaches to potential contractors
from the VCS often contain the seeds of divisiveness. Funding relationships can
develop in such a way as to produce a caste of insiders and outsiders; commis-
sioning agencies may habitually favour national organisations over local ones (or
occasionally vice versa). A quasi-monopoly of tendering skills and contacts may
produce a situation in which small organisations are at a perpetual disadvantage
in competing with large ones. In extreme cases the customer department’s needs
for specialised services can lead to situations in which new pseudo-voluntary
bodies are created to match the government and authority’s agendas.

So the potential for divisions is clearly there, even though the fault-lines may not
always run in predictable directions. Large organisations can find themselves
frozen out – adept small organisations may be able to establish and defend an
inside track. Size does not necessarily correlate with virtue: small bodies can be
bureaucratic and unresponsive to clients and large ones responsive and flexible.
Knowledge of the locality does not always imply a willingness to adapt practice
to users’ needs in sensitive ways.

This is a particularly important issue, coming at a time when the need to reflect
the diversity of the population at large and the wide range of interests reflected
across the spectrum of voluntary action now taking place. The interests of
minorities (of every kind) need to be reflected effectively in the policy dialogues
now taking place and in the partnership arrangements put in place on the ground.
As David Faulkner has pointed out, the civil renewal agenda has important impli-
cations in terms of race equality, but these have yet to be fully worked through by
the Home Office. ‘Active citizenship’ needs to be promoted in inclusive terms if it
is not to become a vehicle for exclusive interest groups (Civil Renewal, Diversity
and Social Capital in a Multi-Ethnic Britain, 2004).
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So linking and bridging (to use the Putnam vocabulary) are of especial impor-
tance at a time when there are real risks of a segmentation that would damage the
interests of the sector. Umbrella organisations clearly have a particular function
to perform here and their role constantly expands as the range of actions that the
sector is expected to take on increase. Pressure on local umbrella groups carrying
out a wide range of representational tasks is certain to increase as partnership
activity continuously expands – their senior officers are especially likely to
become victims of consultation fatigue. Their crucial role at the interface under-
lines the importance of being genuinely representative, especially in view of the
proliferation of new types of organisation (‘hybrids’ in the health and housing
fields) and questions around whether they should be taken into the fold. Account
also needs to be taken of the importance in building connexions of the increased
numbers of boundary-crossing staff whose careers span not just the voluntary
and state sectors but the commercial world as well.

Governance issues within the VCS are not necessarily a function of any relation-
ship with the state – although the pressure to improve performance and
demonstrate capacity is certainly a large part of the picture. As the then President
of NCVO, Lord Plant, pointed out in evidence to the House of Commons Public
Administration Committee, the relationship between voluntary organisations and
the users of their services is conducted on a different basis to those of the state –
rights or entitlements do not enter directly into the picture, so that ‘the voluntary
sector’ (he suggests) ‘is not bound by issues of equity, equality of access or impar-
tiality in administration, mainly because the whole point of the voluntary sector
is that its work is discretionary. (Minutes of evidence 8 November 2001, Q. 88).
This does not, of course, imply that there is no obligation to deliver services of the
highest possible quality and to manage and structure the organisation so as to do
so. The particular governance structures of charitable organisations and the
internal division of responsibilities also generate tension particular to the sector.
In these conditions, the perennial problem of recruitment of trustees and the need
to keep staff-board relationships under constant review remain live issues (vide
work of Quality Standards Task Group).

Accountability questions, however, take on a particular flavour where work with
government throws up potential conflicts of interest. Membership organisations
are particularly vulnerable to accusations of divided loyalties. The gospel of
transparency is easy to preach but difficult to abide by where there are plural
responsibilities. However, as NCVO has recently pointed out, “the aim is not
simply to counter criticism but to develop the sector’s reputation for honesty and
integrity; create a climate where the true costs of voluntary activities, as well as
their benefits, are recognised and accepted; and enhance public trust”
(Accountability and Transparency 2004)

The issue of partnerships has already been addressed from the government side –
logically, since government (local as much as central) is nearly always the suitor:
cases of local partnerships/collaborations led by the voluntary sector do exist but
they are still relatively rare, despite that obvious fact that locality is a natural focus
for collaboration. The terms set for partnership arrangements and possible conse-
quences (positive and negative) need to be kept under constant review if partner-
ship is not to become a one-way street leading inevitably in the direction of
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government’s interests. Too many partnerships exist as a vehicle for the policy
aspirations of governments – individual Ministers, indeed – rather than as collabo-
rations in which all partners can legitimately expect to set goals and see them met.

Summary and conclusion 

After the experiences of the past seven years, there is widespread awareness of the
risks involved in closer relations with government: the dangers of co-option,
mission creep, and burden of excess regulation, partnership tensions, consulta-
tion overload and possibly compromising the campaigning role. There is also
recognition of the benefits to be obtained on the voluntary sector side from
working more closely with government – not simply the increased flow of finan-
cial resources reflected in statistics quoted in David Carrington’s paper but
engagement in helping to set policy priorities at both local and national level.

The trick must be to balance the risks and benefits out – if necessary on a case by
case basis. But it is also worth pointing out that there are clear limits on the
extent of interdependence between state and the VCS. For some purposes, civil
society – to put it in a broader context – doesn’t really need the state, either local
or national. Large parts of it simply carry on without taking much account of the
political or administrative environment set by governments (even by regulation),
because in the wider universe of voluntary action there are many organisations,
large and small, that don’t “do” government because they don’t need it for finan-
cial purposes or are aware of it simply as a marginal encumbrance.

In the next section of this paper I set out a number of possible ways to move
forward, so as to break clear of the more problematic features of the present rela-
tionship while retaining the positive aspects. In doing so, I want to stress the
desirability of moving beyond a view in which the VCS’s activities are structured
by its relationships with the state to one in which it has more space to act as a
player in its own right. 

5. Developing a new approach to relationships 

An important first step would be to take full advantage of the debate now taking
place about the future role of central government. Given its close engagement
with government in major developments over the past seven years (Compact,
Crosscutter, Charity law review) the sector has a legitimate claim to be allowed to
take an active part in this discussion. 

Current attempts to redefine the objectives that government departments exist to
meet are of obvious relevance to the future role of voluntary and community
organisations. A public sector ethos which emphasises quality in service delivery
but couples that with a drive towards localism and individual responsibility
leaves gaps which ‘civil society’ can expect to be asked to fill. This approach has
had immediate practical consequences in the major civil service staffing review
(Gershon) and consequent plans to move resources to the front line by reducing
headquarters staff. These have obvious implications for future relationships with
the VCS, both as deliverers of services and as partners in policy dialogue.
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It is not necessary to go back to first principles when debating the future role of
government. However, the VCS can – indeed, should – set out its own stall on its
preferred priorities for government as a whole. These might include defining the
tasks that make up a necessary minimum: setting national standards and
preserving the common good, holding the ring between competing interests, and
guaranteeing minority rights – and encouraging politicians to concentrate on
them rather than micromanaging activities in the field. And perhaps providing
some means of ensuring that ambitious Ministerial statements of intent do not
turn into licences to meddle.

More specifically, the VCS should offer a view on the way in which the Home
Office as the lead department manages its relationships with the sector. There is
now a plethora of different units within that department operating under the
generic title of ‘Active Communities’ but often with potentially overlapping briefs
and confusingly similar names. In the case of Civil Renewal, the Home Secretary’s
expressed intention is that the ‘ethos’ he has identified should inform not only all
the Home Office’s activities but those of other departments in Whitehall (Active
Citizens, Strong Communities 2003). 

However, the task of achieving policy coordination across Whitehall is compli-
cated by the activities of dedicated units operating from the Cabinet Office and
the part being played by the Office of The Deputy Prime Minister (ODPM) in
promoting the policy of neighbourhood renewal. More recently there have been
signs that this problem is being recognised and addressed through devices like
multi-departmental task forces working to common objectives. Nevertheless,
further attention might well be given to the consequences of the location of
central government’s responsibilities towards the VCS in the Home Office and
how this affects the ways in which they are have been discharged elsewhere in
Whitehall. Such a review could include offering an assessment from experience
about how the Whitehall politics of inter-departmental relationships in policy
areas like civil renewal affect the ways in which government expresses its priori-
ties and – crucially – how these work through ‘on the ground’. 

The dramatic shift in the Treasury’s approach to its own role, leading to the posi-
tion that it currently occupies of overlord of all aspects of domestic social policy
has had an enormous impact on the way in which government relates to its
various partners. This is expressed in practical form in the way in which the
rolling review of public expenditure programmes works its way through the
system (exemplified for the VCS in the cross-cutting review) and the setting of
PSAs. It must be open to question whether some targets obfuscate rather than
clarify: certainly, it is debatable whether the Home Office target of increasing
voluntary and community sector activity, including increasing community partic-
ipation by 5 per cent by 2006 has any real meaning (cf the increasingly frantic
attempts to establish a reliable statistical basis on which to evaluate progress
towards that target).

At the same time, it is equally important for the sector to develop a new approach
to relations with the business sector – as seen from a variety of different perspec-
tives. The level of financial support business provides is the simplest issue
(notoriously, British business lags far behind its American equivalents in the
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generosity of its giving): payroll giving and employee volunteering are others. The
Treasury has been active here too, seeking to engage the corporate sector more
closely in contributing to local communities and voluntary groups through the
Corporate Challenge (SR 2004 para 5.51). As an alternative to state support,
funding from business, if increased from its current low level could provide an
important supplementary/complementary resource; though it’s worth remem-
bering that such funding can on occasion also be equally (or even more)
compromising of objectives and values.

Alternatively or additionally, there is the sharing of business techniques and ideas.
This brings us into the territory of the social entrepreneurs, operating at the inter-
face between the commercial and voluntary sector worlds with an approach that
blends ideas from both. [Since there is another paper by Andrea Westall which
deals with this important topic I don’t propose to go any further into this subject
here].

The search for alternative sources of financial support outside government also
underlines the importance of continuing dialogue with traditional supporters of
voluntary action (foundations, philanthropists and above all the general public as
individual donors) and identifying new ones. [Here again, there is another paper
by David Carrington so there is no need to do more than underline the obvious
significance of the subject.]

Making effective alliances with other organisations and activities that operate
within civil society as a whole but at a tangent to the VCS as we have tradition-
ally chosen to define it in the UK is another important possibility. These are
organisations which make different connexions and have other relationships both
with government and the outside world – the cooperatives and mutuals; housing
associations; groups operating in the wider world of arts, culture and sporting
organisations. They do not consider themselves part of a ‘sector’; but their expe-
rience and expertise is often highly relevant to the issues confronting the
traditional world of voluntary organisations. Tapping this resource more system-
atically as a means of making use of shared experience would be an important
step in developing a more rounded approach, which might have something in
common with experience in continental Europe. [Whether this closer relationship
should take an institutional form is an issue addressed in Andrea Westall’s paper.] 

Other valuable forms of alliances could be made with international NGOs and
other civil society organisations operating mainly outside the UK but with impor-
tant experience of dealing with governments and international agencies. The
Berlin Wall between the NGO world and development studies on the one side and
UK based voluntary organisations and ‘voluntary sector scholars’ is long overdue
for dismantling.

Citizen activity and the development of more effective advocacy is another area ripe
for review. Concern about declining participation in conventional political activity
is balanced by the clear evidence of increased involvement in protest by single issue
groups and their demonstrated capacity to mobilise large numbers of protesters for
a wide variety of causes (countryside alliance, anti-war, anti-Europe).
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On the fringes of these groups lurk the practitioners of direct action, habitually
condoned by the mainstream campaigners operating alongside them with a stan-
dard formula (“We don’t condone violence but understand the feelings that
provoke it”). Direct protests are increasingly taking the form of stunts: the groups
concerned display an increasing appetite for publicity (cf Fathers4justice; yahoo
toffs’ hunting protests) which feeds off the willingness of the media to provide it.
This in turn encourages the view that such actions are a valuable short cut –
certainly an effective way of getting a case across, perhaps even the only one.
However, if the government’s objective is to produce active citizens, these protest-
ers are satisfying it, if not in a way that Ministers intended – the Home Office’s
PSA target for citizen engagement could have been met by the anti-Iraq war demo
alone.

What attitude should now be taken towards this type of activity? To some of
those whose roots go back to the voluntary sector activism in the 1980s, protest
signified resistance to the then Government; and was thus to be approved a
priori. Things are not so simple now. Protest in the new millennium is less
coherent but seems to reflect a general mood of impatience with the democratic
system, seen as unresponsive to the interests of minorities and those with strong
emotional commitments to particular causes, like animal welfare. All this can be
seen as evidence of the vitality of civil society and the resourcefulness of those
who operate within it. The darker side is the potential devaluation – or even
subversion – of democratic processes.

The use made of information technology as a means of communication both in
large scale protests and in local campaigns is another development which is worth
further attention. The effectiveness of virtual organisations on the internet as a
tool in local environmental disputes (like proposals for development, or traffic
schemes) with local authorities has frequently been demonstrated. Of course,
when such organisations become too effective the result can be a disorderly grid-
lock – a form of ‘creative chaos’ that isn’t creative.

I now suggest an alternative perspective that may help us to escape a situation in
which the agenda is too often set for the VCS rather than by it. 

6. The view from below

This might begin with an increased emphasis on the world of informal associa-
tion – “organising around enthusiasm” as a guiding principle, as Paul Hoggett
and Jeff Bishop put it long ago and action taken by individuals outside the frame-
work of organisations altogether. As a means of achieving limited but visible
social change without having to invest in an organisational infrastructure this
approach can be surprisingly effective, at the very local scale. Such an approach is
rhetorically easy to advocate but difficult to imagine working consistently in
practice, precisely because such activities escape any attempt at organisation.
They operate, in the current cliché, ‘beneath the radar’: they cannot be managed
in any conventional sense. The most that can be done is to create the circum-
stances in which such activity can develop and thereby provide the seedbed in
which diverse new initiatives can grow up.
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This also implies revisiting the social capital debate, but setting it in a broader
context as a means of developing the capacity of civil society to become more
inclusive in its values and practices (Faulkner 2003). Despite some demonstrable
weaknesses that I have already identified in the Putnam approach, it has real
value in pointing to ways in which resources on which groups and communities
can draw can be built up – what might perhaps be termed ‘fertilising the seed-
bed’. Measuring the extent and character of social capital, through survey
evidence and local studies (cf Office of National Statistics’s website) helps to
establish the uses to which it can (and cannot) be put. A particularly important
debate is now taking place around the effect on the generation of usable social
capital of the homogeneity or diversity of communities. Some early findings have
suggested that ethnic diversity may militate against the creation of social capital:
if this is substantiated it would clearly have important implications for govern-
ment programmes on ‘community cohesion’, on which a government
pronouncement is apparently imminent. Another important topic for further
examination and reflection is the effect of new technologies on the generation of
social capital. Putnam himself deprecates the internet-based activities that by-pass
the face-to-face relationships to which he attaches primary significance: others
have challenged this conclusion.

An approach from bottom up is going to depend on the character and effective-
ness of local leadership. Local heroines/heroes are very properly celebrated; but
the situations in which they operate are dynamic and the skills that serve well in
small-scale, intimate situations may not be as effective as campaigns develop and
organisations grow. This is a familiar problem in community development, of
course; there is a well-developed literature on how local leaders operate and what
help they can call upon as they learn to navigate the complexities of local
conflicts. Leaders with demonstrated charisma are also at perpetual risk of being
co-opted: political parties at local level depend on being able to spot and recruit
potential stars by offering them the poisoned bait of political office. Latterly the
exponential growth of partnership structures offers many opportunities for able
community leaders but also multiple distractions that may progressively take
them away from their original roots. Participation in elaborate coordination exer-
cises like Local Strategic Partnerships risks blunting their effectiveness to no
substantial gain (Marilyn Taylor 2003).

Generally, support for a ‘bottom up’ approach rests on an often unspoken
assumption that local community action is, in principle at least, on the side of the
angels. But some recent protest movements, genuinely spontaneous and authenti-
cally popular, if speedily seized upon by those parts of the media sympathetic to
their general objectives, are in a different category (scapegoating paedophiles,
gypsies). The problem of giving measured response to such grass-roots populists
is extremely difficult to resolve.

Responses to faith groups are another potential puzzle. Recent research in East
London (Halima Begum 2003) shows that working with locally based faith
organisations is much the most effective means of reaching a population generally
alienated from the conventional political processes. Although willing to deal with
the majority through their religious representatives, such groupings often hold a
strongly-felt set of social values which the majority does not share that they are
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prepared to impose on their own members. Such a conflict of values poses diffi-
cult choices between recognising and celebrating difference and setting a common
standard to which all citizens can be expected to conform. Here, the recent debate
in France on legislation prohibiting the wearing of conspicuous religious symbols
in schools, too readily caricatured by press and politicians in the UK as an
example of statist prejudice, has some important implications. The proposition
that in a lay republic a state school, as a public space, should seek to preserve
neutrality between different religions has much to commend it: the failure of
French policy lies much more in the state’s inability (or unwillingness) to assimi-
late the Muslim minority into the system of associations through which
republican values are mediated with other minorities (Valerie Amiraux 2004).
The state funding of confessional schools in the English system produces a
different dynamic: nevertheless, there are useful lessons there for the discussions
in this country about social cohesion and the need to improve relations with
representative bodies in the Muslim communities.

In attempting to deal with the consequences of such conflicts of values within
local ‘civil society’, local elected bodies are often exposed in the front line – local
education authorities in particular. The move within government at the centre
and in the Labour Party towards a ‘new localism’ may open up spaces that will
provide increased scope for innovation at local level but will also push responsi-
bility for managing conflicts and dissent downwards. One useful step would be to
identify where these new spaces are likely to be before deciding what might grow
in them and who will determine what form innovation might take. 

Bringing the local state back in is important, not least because it underlines the
importance of democracy as a principle for decision taking. But there is much
ground to be made up; local authorities still risk being squeezed between the
community sector at the bottom, pushing upwards and opening new channels for
expression of local choices, and central government at the top still bearing down
with a whole battery of assessment and review systems. When the Prime Minister
talks of the basic principle of public sector reform being “power to the people” he
leaves open the question of the form in which this power will be exercised and
what terms will be laid down for its exercise. Tony Wright and Pauline Ngan have
argued persuasively for representation as a key element, alongside rights and
redress, in any reform programme (A New Social Contract, 2004). Viewed from
the bottom up, representation can take a variety of different forms – not all of
them based on traditional models of political decision-taking, some of which
show signs of losing legitimacy through neglect or misuse.

There are important implications in the decline of local party politics, especially
after a long period in which many local authorities have been virtual ‘one party
states’. There is a real risk that the potential for influencing council policy and
promoting social change will be neglected and the responsibility for sponsoring
new approaches will shift to the community sector, with all the problems of
accountability already touched upon. There is also a potential problem of chan-
nels of communication and the likelihood that communication from the grass-
roots upwards will be single issue based and not mediated through a generalist
agency like a local authority. In that way “power to the people” risks reproducing
in miniature the silo approach which New Labour has railed against nationally.
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In summary, a useful way of presenting the kind of revived ‘bottom-up’ approach
sketched as an objective could be through developing a new ecology of local
voluntary action. The objectives of local action and the ways in which it works
are bound to be varied and cannot by definition be pre-determined – public policy
needs to be sensitive to its varied texture. Goals are often redefined and influ-
enced by the winds of fashion (ecological campaigners – and NIMBYs) and by
social and economic change: intergenerational differences in attitudes and behav-
iour within the family, with time and commitment under pressure from changing
work patterns, and women’s labour force participation rates. Community action
is, as Gabriel Chanan points out, not merely of value to local development – in
many respects, it is local development – but it can only be measured post-hoc, not
planned (Searching for Solid Foundations 2003).

But taking voluntarism back to association and revisiting community develop-
ment in a way that’s sensitive to wider issues – class divisions, the distribution of
power, the benefits and risks of democracy (a finished product or still a work-in-
progress?), could have substantial benefits as a means of refreshing the agenda
(Stephen Yeo 2003). It would also involve taking a fresh look at volunteering and
finding new and imaginative ways of mobilising those people who are not at the
moment participating in more traditional volunteer activities. The Chancellor’s
enthusiasm for promoting volunteering, reflected in his speech to NCVO in
January 2004, has found further expression in the government’s commitment to
supporting the UK Year of the Volunteer in 2005 and taking appropriate action
on the recommendations of the Russell Commission on youth volunteering (SR
2004 para 50).

Finally, Sophie Churchill has argued persuasively for the introduction of the
concept of resilience, involving adaptive learning, negotiation of change and
attention to building up networks over the longer term as a basis for proceeding,
as opposed to over-formalised governance procedures in environments where not
everything can be planned. She writes:

“… At these transitional times it is painfully clear that we are
neither comfortable with central planning and control nor yet
able to manage more complex, network-based activity: we are
suspended between the toddler’s deference to her parents and the
young adult’s nervous autonomy – but there is no going back.”

– (Resilience not Resistance 2001)
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7. Balance sheet 

To what extent do we think that the government’s approach to civil renewal,
currently their flagship policy, and their policies towards the VCS more generally,
have been consistent with the interests of civil society and where are the areas of
potential conflict? 

To summarise (see s.4 above for full argument), the following points seem to be
especially important:

Independence
The importance of sustaining the independent role is self-evident and some
support can be found in recent history for a cautious approach to relations with
government, but the extent of the danger can easily be exaggerated (NCVO
2003). Most chief executives and trustee boards are aware of the issues around
accepting government funding and can take the necessary steps to avoid over-
dependence and ensure that their values and mission are not compromised. On
policy development, the record since 1997 suggests that those who have partici-
pated in task forces and reviews have used the opportunities to good effect
without compromising their freedom to criticise. 

Cohesion
However, there is a real danger that participation in partnership with government
at all levels could create or reinforce divisions in the VCS. This may in part be a
response to the perceived risks attached to closer relationships with government
(cf Ralf Dahrendorf’s references in his Arnold Goodman Lecture to an incipient
“compact sector”). Potential divisions do not always run along predictable lines
(size, closeness to the community) but the risk of fragmentation needs to be
addressed. In particular, there is an urgent need to reflect diversity in the sector as
a whole while reinforcing the importance of core beliefs held in common – a
‘voluntary sector ethos’, if you like.

Accountability
This has always been a difficulty within the sector and engagement with the state
can complicate an already complex situation. The sector has to meet the require-
ments of a variety of different actors – donors, funders, users, staff, trustees who
may have differing agendas. The Charity Commission’s recent statement enjoins
charities to present a “statement of their commitment to providing relevant infor-
mation, including an action plan of how they intend to deliver on their
stakeholders’ information needs” (Transparency and Accountability June 2004).
But the media are always on the lookout for potentially damaging information
about the cost of management or styles of fundraising and the atmosphere could
easily turn hostile.

Trust
A healthy modicum of mistrust in dealing with government is no bad thing, espe-
cially remembering the 1980s. Partnership experience varies widely between
different programmes and partners, if my experience is anything to go by.
Exchange of information and experience across sectors can provide a valuable
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resource for organisations dealing with new partners – there may be a need for a
new forum for that purpose [see Andrea Westall’s paper]. There is, of course, also
a reciprocal issue of trust in the VCS and how this can be earned and maintained.

Awareness of risk
This is now generally high: the debate on risks attached to relations with govern-
ment has been lively. There is much useful information in circulation. However,
this discussion requires an important qualification, which is that large parts of the
VCS don’t need government and equally that implementing government’s agenda
does not depend exclusively on the involvement of the VCS. Both can and do act
effectively without the other.

Where collaboration does appear to be the logical way forward, in cases like
urban renewal, one very considerable obstacle has been lack of consistency and
coordination within government and between Ministers, extending to the lack of
a common vocabulary This has sometimes produced what has been termed the
IKEA approach to policy making – a miscellaneous collection of different items
bolted together without a clear principle behind their assembly (Diana Leat).
Another has been the strained relations between different tiers of government –
leading to resentments and misunderstandings on both sides that spill over into
relations with third parties.

As for the VCS’s responses, there must be legitimate questions around how effec-
tive have they been and how far they are meeting the overall priorities of the
sector and how far compromising them. This leads to a final set of questions:

What prospect is there of defining alternative objectives that will be taken seri-
ously in government? How would they be defined and by whom and what might
they be? Promotion of equality? Devising and advocating different models of
democracy? Asserting the freedom to set the sector’s own priorities? Could there
be another style of partnership with government, on different terms? 

Supposing that an agreed agenda can be produced, there is also an issue around
implementation. Can there be integrated policy priorities for the sector as a whole
that can be translated into practice? If so, who should be responsible for them?
The role of NCVO has to be central here, if the organisation’s claims to represen-
tative status (strap line: ‘voice of the voluntary sector’) has any real meaning. The
question is whether that role should be expanded to cover organisations previ-
ously seen as falling outside of NCVO’s area of activity and whether there might
need to be a change of style to accommodate the increased diversity of what is
now defined as a ‘sector’. 

Finally, there is the importance of the media and their possible influence on
shaping debate. Interest in charities and their activities has always been high: it
tends to be more intense where there are questions of financial and management
scandals. A positive spin cannot always be guaranteed. Any attempt to set the
terms for a new debate on the future of voluntary action would have to take
account of the different agendas of television and of the press, broadsheet and
red-top.
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A personal conclusion

The only thing that is absolutely certain is that the situation I set out to describe in
this paper is not a fixed quantity – the constant pressures for change from all direc-
tions ensure that it will remain in flux. New issues will emerge in civil society, new
needs will be identified (eg the long-term welfare of the age group to which I now
belong, the elderly?) and new campaigns will be launched by groups and individ-
uals representing newly-identified special interests – or claiming to do so. 

And the demands that government makes on the VCS will continue and very
probably increase. With David Blunkett leaving the Home Office, the nature of
the demands and the labels pasted on the programmes may change but govern-
ment’s dependence on the sector to provide support and credibility for its social
policies is now firmly entrenched. The responsibility of the leadership of the
voluntary (local and national) is not to reject the government’s approaches out of
hand but to treat them with a healthy degree of scepticism, remembering the past
history of the relationship. This means doing everything possible to ensure that
the resulting arrangements secure the best interests of the whole VCS in particular
and of the citizen body in general. The new partnerships that emerge may take
different forms; those that best serve the interests of all partners will be those that
are built by consent and preferably with the full engagement of those that they are
designed to benefit and are sufficiently resilient to survive for the longer term.
This may suggest an emphasis on the neighbourhood, where citizen participation
can be more easily invoked – though any initiatives must also be flexible enough
to take account of communities of interest that are not exclusively locality based.

I, for one, don’t buy all of Robert Putnam’s very influential argument: but I do
agree with him that things we do individually and collectively, uncoerced, which
may not apparently be of direct public benefit do help to build up a common
resource – call it social capital if you must. These activities help to turn us
outwards from the purely individual and selfish to engagement with what we
have in common as citizens. That connectedness is important and to that extent
the Home Secretary’s programme of civil renewal points us in the right direction.
But there are wider issues. 

Democracy is much prated about these days, by American neo-conservatives in
particular; but it remains a useful measuring stick by which to assess any new
developments. As the now almost forgotten GDH Cole put it at the end of the
second world war when discussing how relations between what was not then
called the voluntary sector and the state might develop:

“It is a great mistake to suppose that as the scope of state action
expands, the scope of voluntary social service contracts.
[Rather] its character changes in conformity both with changing
views of the province of state action and with the growth of the
spirit and substance of democracy.”
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Democracy, however, is too important to be left to the politicians. The exercise of
voice – the whole suite of activities local and national, articulating views unpop-
ular as well as popular, confrontational as well as consensual, cannot be confined
to the party political arena. It must form a basic element in any future programme
of action that seeks to reflect the interests of civil society as a whole.

Nicholas Deakin
November 2004
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Introduction

New Localism can be characterised as a strategy aimed at devolving power and
resources away from central control and towards front-line managers, local
democratic structures and local consumers and communities, within an agreed
framework of national minimum standards and policy priorities (Corry and
Stoker, 2002; Corry et al, 2004). This paper starts by identifying how a commit-
ment to New Localism in the governance of England is best understood and
justified. It then explores the impact that a shift to New Localism is likely to have
on local governance arrangements and the delivery of local public services. It
argues that New Localism will bring in its wake more single purpose local bodies,
a revived form of neighbourhood governance, a reformed strategic role local
government and a more streamlined system of performance management and
resource allocation. Finally, the paper turns directly to the implications of an
emerging New Localism for the voluntary and community sectors. It examines
the changed nature of partnership in the new context, the need for civic training
to support higher levels of citizen participation and the continued pressure for
service performance. All of these present challenges and also new opportunities to
the sectors. The examination of the implications of New Localism concludes by
considering the role of the voluntary sector in driving forward civil renewal and
asks whether the sector will be under demand to play a new more direct role as
single issue and campaign politics eat into the more traditional domain of party
politics and formal representive politics at local and regional levels. 

1. New Localism:an emerging governance principle 

The call for a shift in the approach to reform and future governance has become
quite fashionable within New Labour ministerial circles and beyond in a range of
political quarters. There is undoubtedly much that is pure rhetoric in the new
found interest on the part of New Labour in localism and much that represents a
strategic political response to the possibility that the Conservatives or Liberal
Democrats might use localism to attack the control freakery, state paternalism
and big spending plans that could be said to characterise many of New Labour’s
policies. New Localism is a classic New Labour tactic, moving into a territory of
debate in order to stop others holding the ground unchallenged.

Yet in this paper it is argued that the shift in thinking implied by the embrace of
New Localism has some substance and value. In short it represents a practical
response to a significant practical challenge: how to manage a substantial variety
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of state service provision and interventions in a world that defies the application
of simple rule-driven solutions and where the recipient of the service has to be
actively engaged if the intervention is going to work. Building a road or providing
electricity is a task that requires of level of state capacity in building a better envi-
ronment for citizens. Creating the conditions for a damaged child or community
to achieve their potential requires a rather different and more subtle capacity.

The breadth, variety and thrust of the agenda are captured by the now returned
minister Alan Milburn (2004) in a speech delivered in March 2004. It is worth
quoting at length the views of a relatively recent convert to localism: 

“I believe we have reached the high water mark of the post-
1997 centrally-driven target-based approach. That view is also
widely shared in government. Reforms to enhance choice, diver-
sify supply and devolve control are all now taking hold as the
Government moves from a centralised command and control
model to what has been called new localism. The issue now is
how much further to go… Public services cannot be run by
diktat from the top down. In this next period, accountability
needs to move downwards and outwards to consumers and
communities. Empowering them is the best way to make 
change happen.”

There are differences of emphasis among government ministers about how to
take forward the New Localist agenda. The Blair camp is more willing to go
along with user or consumer choice and the Brown camp is less keen but still
interested in the issue of how public services can be ‘personalised’ and made more
responsive to users. Sometimes the emphasis is on managerial reform, giving
more power to head teachers or community-based police commanders, on other
occasions it is much more explicitly about giving communities or citizens control,
wrapped up in a wider expansion of civil renewal as suggested in the speeches of
David Blunkett (2003a and b) and Hazel Blears (2003). There is a difference of
emphasis between those who talk of a loosening of central controls and those that
see a fundamental shift in accountability to service users and communities
(Johnston, 2004). Finally, some established local government needs to be brought
back into the frame as central to New Localism, others are not so convinced and
have other institutions to steer local governance in mind (see Corry et al, 2004). 

The case for New Localism rests on three grounds. First it is a realistic response
to the complexity of modern governance. Second it meets the need for a more
engaging form of democracy appropriate to the 21st century. Third New
Localism enables the dimensions of trust, empathy and social capital to be
fostered and as such encourages civil renewal. The case against New Localism
rests around concerns about local decision-making either failing in some way or
leading to more inequitable outcomes. These arguments for and against New
Localism will be explored further below.
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1.1 Complexity

There are very few problems confronting communities today that have simple
solutions. Protecting the environment, creating a sound economy, sustaining
healthy communities or helping to prevent crime all require a complex set of
actions from people and agencies at different spatial levels and from different
sectors. It would be nice to argue that we should stop doing complexity and
instead think about simplicity. That might wash in a self improvement book but
when it comes to running the business of a modern society the attraction of
simplicity is false. As the saying goes ‘to every complex problem there is a simple
answer and it is always wrong’. 

We need to find ways of living with complexity. We need to understand any
problem or issue in its multiple dimensions and find mechanisms that enable us to
not get swamped by complexity but to deal with it effectively. That is where the
message of New Localism has got something to offer. The path to reform is not to
allow local institutions complete autonomy or equally to imagine that the centre
can steer the whole of the government system. We need a form of central-local
relations that allows scope for all institutions to play an active role and we need
to find ways of involving a wider range of people in the oversight of the services
that are provided through public funds and in the search for solutions to complex
problems. 

Complexity comes in a range of forms: structural, technical or over the allocation
of responsibilities. Indeed as Saward (2003: 98) note “one of the key challenges
to democracy today lies precisely in the sheer complexity of modern government
and governance.” 

Complexity is inevitable because of the range of activities that governments and
public services are now engaged in. There are as a result a lot of organisations
involved in delivery. There are the formal levels of government at Westminster, in
the devolved parliaments and in local authorities and parish and community
councils, soon, perhaps, to be joined potentially by regional assemblies in specific
parts of England. There are, in addition, organisations that make up a vast army
of quangos appointed boards and partnership bodies. As Sullivan and Skelcher
(2002) argue we live in a “congested state”.

Complexity also results from the sheer technical difficulty of what we now
attempt to do in the public sphere. We have moved from hard-wiring challenges
to a concern with soft-wiring society. It was enough of a challenge to build
schools, roads and hospitals and ensure the supply of clean water, gas, electricity
and all the requirements of modern life. As recent (late 2003) events in the USA
and Canada with major power failures remind us that even hard wiring can still
go wrong big time! But so much of what we are trying to do now is about soft
wiring, getting healthier communities, ensuring that children from their early
years get the right stimulation and the right environment in which to grow and
develop, trying to find ways in which our economy can grow in a way that meets
the challenges of globalisation and the need for sustainability. Soft wiring chal-
lenges are complex.
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Complexity is also reflected in that there is a boundary problem in a lot of public
policy arenas. Who is responsible for keeping us healthy? Is it the citizen who
should eat and drink appropriately, the state that should provide good advice or
companies that should sell healthier food? We know it is unfair to ask the police,
on their own, to solve the problem of crime. We know that for our children to
become educated we need more than better schools. In short, complexity comes
from the fact that the boundaries between sectors of life and different institutions
have become increasingly blurred.

So complexity of function, scale, purpose and responsibility are part of the
modern condition. What does New Localism deliver in the light of complexity?
New Localism is attractive because it is only through giving scope for local
capacity building and the development of local solutions, in the context of a
national framework, which we can hope to meet the challenge posed by these
complexities. The solution to complexity is networked community governance
because it is only through such an approach that local knowledge and action can
be connected to a wider network of support and learning. In that way we can get
solutions designed for diverse and complex circumstances.

Networked community governance sets as its over-arching goal the meeting of
community needs as defined by the community within the context of the demands
of a complex system of multi-level governance (Stoker, 2004). The model
demands a diverse set of relationships with ‘higher’ tier government, local organ-
isations and stakeholders. The relationships are intertwined and the systems of
accountability are multiple. The political process is about identifying problems,
designing solutions and assessing their impact. Success is not a simple matter of
efficient service delivery but rather the complex challenge of whether an outcome
favourable to the community has been achieved. The responsibility is not just to
deliver certain services well but to steer a community to meet the full range of its
needs. The model takes up the challenge of holistic working which is achieving
“greater effectiveness in tackling the problems that the public most care about”
(Perri 6 et al, 2002:46).

1.2 Democracy:engaging participants 

To commit to New Localism means recognising that conventional understandings
of democracy are valuable but limited. We can agree that several of the features of
conventional vision of democracy remain essential: the protection of fundamental
citizen rights and freedom of organisation and assembly for groups and individu-
als. But we need different answers to two fundamental questions: what are the
building blocks of democracy and what is the nature of accountability? The
conventional answer to these two questions in the UK sees the nation state, parlia-
ment and central government as the ultimate and indeed prime building blocks of
democracy and accountability as led by elected representatives being held to
account by their electorates. This top down view of democracy is not appropriate
when we think about making democracy work in our complex societies.
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New Localism draws in broad terms from the ideas of associative democracy
advocated by the late Paul Hirst, although it should be said straight away that our
approach is a good deal more piecemeal and partial than the vision set out by
Hirst. However, we take from his writings (in particular Hirst, 2000) four essen-
tial insights.

First, that democracy must have a strong local dimension; the core institution of
democracy is not the nation state. Democracy is made real through its practice at
local, regional and international levels as well as the level of the nation state.
More than that central government should be an enabler, regulator and maybe a
standard setter but not a direct provider nor the level for coming to judgements
about detailed directions or the substance of services. Second, that provision itself
must be plural through a variety of organisations and associations so that
everyday citizens have an opportunity to be involved in decisions about services
and judge the capacity of different institutions to deliver. Third, democracy can
be organised through functional as well as territorial forms. Users of a particular
service, those concerned with a particular policy issue, form as legitimate a polit-
ical community as those that come from a particular territorial base. Finally, this
understanding of democracy sees accountability as a more rounded process. The
electorate choosing their representatives remains important but people should
have more opportunities to be involved in direct discussion with service providers
and be in a position to judge their performance. In short accountability involves
reason-giving, questioning and a continuous exchange between the provider and
the relevant public. The service providers will also have accountability to the
centre in terms of the minimum standards. The lines of accountability are
multiple and overlapping.

1.3 Building social capital and the capacity for civil renewal 

One key area where this new vision of democracy has the potential to deliver is
with respect to the hidden social fabric of trust, social capital and citizenship that
make a key contribution to tackling the complex service and policy issues that we
now face (Putnam, 2000). We need to find ways in which these resources among
ordinary citizens can be fostered and replenished. A New Localist policy has the
potential to be centrally important in developing these resources. 

We know that involvement and exchange are the crucial ways in which trust and
social capital are created and sustained. A democracy of strangers loses these
dimensions yet both trust and social capital are essential for encouraging the
commitment and providing the glue that allows solutions to complex problems to
be identified and followed through. Trust and the sense of shared values, norms
and citizenship that is encouraged through social capital can make people willing
to go the extra mile in the search for solutions; it can enable agreements and
collective action. A local dimension to governance can draw particularly effec-
tively on these social dimensions of decision-making.

The essential insight of social capitalists is that the quality of social relations
makes a difference to the achievement of effective outcomes when it comes to
activities that involve complex exchange of ideas and the coordination of a
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variety of actors. To buy a loaf of bread requires little in the way of intensity of
social relations but to come to a judgement about the use of open space in a
community or to take on the commitment for a project to clean up the local envi-
ronment does require effective networks of information flow, trust and some
shared norms. Local or community governance can deliver that capacity and help
to meet challenges that top-down government simply lacks the strength of social
relations to deliver.

The social capital debate can be linked to a wider agenda about civil renewal. In
a series of speeches the Home Secretary (Blunkett 2003 a and b) has launched a
debate about civil renewal and proposed it as an ethos to guide Home Office and
government policy driven by the values of solidarity, mutuality and democratic
self-determination. That ethos in turn leads to strategic interventions by the state,
in partnership with civil society, in three areas: the promotion of active citizenship
(through better understanding of what works, education and providing new
opportunities), the strengthening of communities (through community develop-
ment and cohesion strategies) and the practice of partnership in meeting public
need (in service delivery). This active intervention is required because the forces
of globalisation and technological change have challenged traditional forms of
community and participation and in part contributed to the development of a
thin, consumerist civic realm that is undermining the relationship between
government and citizens.

Civil renewal is about giving people a stronger sense of involvement in their
communities and a greater say over their lives. The greater sense of efficacy and
autonomy it offers people combines rights and responsibilities. People have rights
to respect for themselves, a quality of life, decent public services and the opportu-
nity to influence their environment. But equally they have responsibilities to
respect others, make a contribution to supporting their environment and their
fellow citizens and to engaging in and accepting as legitimate the outcomes of the
democratic process. 

The dual character of the civil renewal agenda makes it ultimately a philosophy
of community governance. Governance arrangements are very familiar to us in
public, commercial and voluntary settings. They are the rules and procedures that
explain and justify the making of collective decisions in the institutions or
communities to which they apply. The rules of decision making present to the
relevant stakeholders certain rights, but at the same time also certain obligations.
They set out procedures for resolving disputes and getting to a legitimate deci-
sion. Civil renewal in the light of this insight is not just there to enable people to
participate more rather it demands participation with a purpose. That purpose is
to engage people in making their communities better places both for themselves
and for those around them. To make these governance rules real and capable of
being achieved in practice may require active intervention, support, training and
resources from government and other agencies. 

The ultimate goal of civil renewal should not then be confused with simple
community engagement or empowerment. Nor is it about encouraging people to
live in tolerance with others or feel a greater sense of neighbourliness, although
such ambitions may be achieved through civil renewal. The aim is both more
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specific and more profound. It is to establish and make workable a set of rules
about the way in which communities make decisions about public services, the
operation of the justice system and the condition of their physical, social and
ecological environment. This set of rules is about establishing for citizens and
public officials (elected and unelected) the ways in which relationships should be
reconstructed in the making of collective decisions in the public realm.

The civil renewal agenda then is about achieving a shift in the focus and opera-
tion of decision making. It means more decisions taken locally and more
community involvement in making decisions in the public interest. It does not
mean an end to decision making responsibility at other levels or of other forms. It
is about a shift in the balance between, respectively, national and local, represen-
tative and participative and self-regarding and other-regarding politics.

1.4 Addressing competence and equity concerns

Yvette Cooper, an ODPM minister, expresses fear about ‘extreme localism’. There
is a danger that empowering communities could be used “to justify the worse
kind of nimbyism, divisive inequalities and deep conservatism” (quoted in
Johnston, 2004). Progressive politics has often expressed an uncertainty about
the value of local decision-making. There are two common grounds for objecting
to local decision-making. One line of argument is that the perspective of commu-
nities is inherently limited and limiting. The danger of too much local
decision-making is that it opens up too much decision making to the parochial
concerns of narrow-minded individuals and threatens the ideas and practice of a
wider welfare politics. Behind the romantic notions of community lurks a real
world of insular, ‘not in my own back yard’ politics. Most forms of progressive
politics need a wider canvass than that which the local politics can provide. 

The second objection is that if the problems faced by communities are going to be
addressed there is a need for interventions to address the inequalities faced by
particular communities. To tackle inequality requires national or even interna-
tional intervention and creating more scope for local decision-making simply
helps to foster or even reinforce existing inequalities. Rich areas will stay rich and
poor areas will be allowed the freedom to spend non-existent resources on
addressing the problems they confront. 

It is precisely because of recognition of these concerns that ‘new’ is added to the
localism advocated outlined in this paper. New Localism is crucially set in the
context of national framework setting and funding. Indeed the localism that is
advocated is part of a wider system of multi-level governance. Moreover there is
nothing in New Localism that means that it simply assumes that local politics is
automatically devoid of the tensions that characterise politics at other levels.
Conflict between interests and the resolution of those conflicts remain at the
heart of politics wherever it is conducted. Localism does not imply a sort of
romantic faith in communities to come up with solutions for the common good.
Nor is it incompatible with a redistribution of resources provided through the
power of higher levels of government.
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The argument for New Localism is an argument in England at least for a shift in
the balance of governance, one that allows more scope for local decision making
and local communities. It is premised on the idea that involving people in the
hard, rationing choices of politics in the context of a shared sense of citizenship is
a way of delivering a more mature and sustainable democracy. It is also based on
the idea that meeting the challenge of equity does not mean treating all communi-
ties or individuals the same but rather it involves tailoring solutions to meet
particular needs. That proposition would be widely accepted and localism can
play as part in ensuring the tailoring process succeeds and is responsive to local
needs and circumstances. 

1.5 Summary and review 

The complexity of what the modern state is trying to achieve, the need for a more
engaging form of politics and a recognition of the importance of issues of
empathy and feelings of involvement to enable social and political mobilisation
make the case for a New Localism because it is at the local level that some of
these challenges can best be met. The point is not that all social and political
action and decision should be local but rather that more of it should be. 

The vision of New Localism needs to be carefully specified in a way that recog-
nises diversity in communities and a concern with equity issues. The argument is
not for a romantic return to community decision making or a rampant ‘beggar by
neighbour’ localism. It is about a key and growing role for local involvement in
decision making about the public services and the public realm as part of a wider
system of multi-level governance. There are differences of emphasis among
government ministers about how to take forward the New Localist agenda.
Sometimes the emphasis is on managerial reform and on other occasions political
reform seems the key. For some established local government needs to be brought
back into the frame as central to New Localism, others are not so convinced and
have other institutions to steer local governance in mind. 
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2. Reforming the local state:
meeting the institutional needs of New Localism 

New Localism needs to find institutional expression. In this section we explore
some of the options in terms of the local state. This section argues that New
Localism could bring in its wake more single purpose local bodies, a revived
formed of neighbourhood governance, a reformed strategic role for local govern-
ment, a sustained but streamlined performance management system and a clearer
pattern of resource allocation between central and local levels.

2.1 More directly elected single-purpose bodies

One institutional option would be to consider more directly elected local bodies
with a defined purpose. Such a move might be justified for the oversight of police
services, health care provision, the management of local parks and other services
or community facilities. The ODPM’s consultation document for a 10 year
strategic review of local government refers rather vaguely to “a bigger role for
interested individuals in running services, extending the examples of parent
governors in schools to other areas” (ODPM, 2004, 13). Already the
Government has provided for elections to the boards of foundation hospitals and
seems willing to consider further moves in that direction in the health field (Reid,
2003). The Home Office (2003a) has suggested the idea of direct election for
local police authorities. Hazel Blears (2003:18) , a Home Office minister, takes
the argument even further and suggests “one possibility is that every adult voter
in the geographical area served by a hospital or primary care trust, school,
college, social service – or even parks and leisure facilities – should be given a vote
to elect some or all of the non-executive directors as part of a stakeholder board.”
The arguments for such a development rest on a perceived need to give local
people more control over local public provision, to enable people to participate
outside of the boundaries of mainstream party politics and to open up the opera-
tion of public service to more mutual forms of ownership and involvement by
local communities.

2.2 A stronger neighbourhood government 

There is considerable interest in the idea that more decisions could be taken at a
spatial scale closer to people’s felt sense of identity. One problem with British
local governance, so the argument goes, is that it has been reorganised in a way
that gave a priority to the alleged efficiency gains of operating at a larger scale but
in the process has lost touch with people’s felt sense of community. Compared to
other local government systems in other western democracies the size of local
government in relation to the population it covers is large, at least four times as
large as most other western democracies. Under the rubric of New Localism the
institutional space might be opened for a move to neighbourhood governance on
a scale and with a level of substantive decision-making not previously seen in
British local government. This shift is an option that is being actively considered
both within Government and outside. The ODPM Strategic Review (ODPM,
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2004, 13) notes that the government might lay out some broad guidelines for
neighbourhood devolution but also seek to build on local government experi-
ments that have developed in recent years. Neighbourhood bodies would be
focused on the issues connection to the liveability agenda: street cleaning, waste
collection, community safety and anti-social behaviour. 

One way forward would be to start with a new institutional clean sweep and
abolish all parish councils (that exist largely outside urban areas) and clear the
decks of the various council-run neighbourhood committees and central govern-
ment sponsored neighbourhood projects. These neighbourhood arrangements
would be replaced by a new style elected neighbourhood council available to all
communities, with responsibility for a range of local services and functions
(parks, public and open spaces, community facilities, local lighting schemes and
other quality of life issues), and an ability to raise a modest charge in order to at
least part fund its provision and activities.

Another option is to build on what exists and try to make it more comprehensive,
coherent and extensive. The organisation of parish councils that operate in rural
areas could be updated and similar organisations established in urban areas. The
neighbourhood councils and management schemes sponsored by local and
central government could be developed in order to give them a more permanent
and effective institutional life. A number of councils are exploring ways in which
non-executive councillors can again become engaged in making decisions for and
with their local communities in area or neighbourhood committees of various
sorts. 

2.3 The rise of strategic local government leadership 

The ODPM’s interest in more decentralisation and devolution within local
authority areas in paired with a concern to increase further the strategic role and
leadership of mainstream elected local government (ODPM, 2004, Section 2).
Councils, it argues, need to be leaders of their communities and to do that they
need to attract and maintain good calibre leaders, both political and managerial
and develop leadership structures that work. 

There are a variety of ways in which leadership can be sustained. One option is
the development of new processes of decision-making and priority setting within
communities. Building on Local Strategic Partnerships and local public service
agreements the government proposed in October 2004 local area agreements
might provide a way forward. Twenty-one areas have been selected as pilots for
Local Area Agreements (LAAs), giving them more control over their finances and
more freedom to work in innovative ways to benefit their communities. Councils
and partners in the areas will benefit from less ring-fenced funding, less red tape
and more flexibility in how they work. The Agreements will be structured around
three key themes: children and young people; safer and stronger communities;
and health and older people. Authorities and their partners will negotiate clear
targets and outcomes for these areas with central government, but will have the
freedom to decide how best to achieve them.
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Another option is to address the decision-making structures within local govern-
ment to develop a stronger strategic focus. Here the position of the ODPM is that
the reforms of the 2000 Act – setting up in all but the smallest local councils a
separate executive of leading councillors matched by overview and scrutiny
processes – appear to be moving in the right direction. The Strategic Review
(ODPM, 2004, 12) points to evidence that the new system works best when the
leadership is strong but so to is the challenge for scrutiny (Stoker et al, 2002). The
visibility of leadership created by elected mayors is also a noted feature of the
reform impact of the 2000 Act (Randle, 2004).

Another reform option that is not dealt with explicitly at least in any developed
sense in ODPM’s strategic review is the possibility of local government reorgani-
sation. However, such an option could not be ruled out as part of a New Localist
package. With the difficulties confronting the idea of elected regional assemblies
in terms of gaining popular endorsement there is the possibility of the opening up
a reform debate that builds up local government strategic capacity from below
rather the imposing artificial bodies from above. The idea that some counties or
major cities might take on a wider role, within expended boundaries, is one that
could be considered. The idea of ‘city regions’, larger strategic local governments,
may well find itself back in favour in the light of the New Localist agenda. 

2.4 The development of a streamlined performance management system 

Nothing in the New Localist agenda rules out the need for some form of national
framework or oversight. As pointed out earlier in this paper: a combination of
national and local decision-making is one of New Localism’s defining features.
The ODPM strategic review is clear that the national targets and standards
system needs to streamlined but not abolished. A concern with freeing up coun-
cils from excessive inspection and oversight is expressed, alongside a commitment
to finding better ways of intervening and changing those councils that are consis-
tently underperforming. So a future performance framework will continue to be
needed. It must be robust and maintain ‘a culture of challenge’ in local authori-
ties. Partners should be clear about what they are supposed to deliver and more
effort should be made to ensure the timely use and communication of perform-
ance information to the public and more specific stakeholders. All of this
commitment to better performance is wrapped up in a wider concern to improve
efficiency in the delivery of public services. 

2.5 Matching resources to tasks

This is the potential weak link in the New Localist agenda. Both the Balance of
Funding Review that reported in July 2004 and the ODPM’s Strategic Review
launched in the same month are clear that getting the finance system right is going
to be crucial to delivering on New Localism. What is not clear is what reforms
will be politically acceptable and achieve the step forward that is required. The
Lyons Review has been set up under Treasury supervision and is given the job of
finding practical and feasible solutions. The review is not due to report until
December 2005 so although some initiative over finance can be expected it is not
likely to be very rapid or radical.
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3. What are the implications for the voluntary sector?

This section of the paper addresses the implications of an emerging New
Localism for the voluntary sector. Given the variety of that sector and the poten-
tial range of institutional and policy developments that could emerge through
New Localism the analysis is necessarily speculative and tentative.

3.1 Partnership in a different context

The demands of partnership have been a great opportunity but also a great
burden in terms of time and effort for the voluntary sector in the last decade or
so. The shift to New Localism may formalise a system that relied on informal
partnership arrangements to make links that were not being made. So counter to
those that the election of single purpose bodies would make joint working impos-
sible (Pike, 2003) I would that there is no reason in principle why directly electing
single purpose bodies would lead to the Balkanisation of local governance.
Indeed, in bringing direct election into play some of the harder aspects of partner-
ship may well be delivered. There are practical concerns that would have to be
addressed but partnership could work more effectively in the context of New
Localism. 

The enemy of joining up is not specialisation, but fragmentation (Perri 6 et al,
2002). Supporters of joining up should not think that everything should be
lumped together in some sort of vast organisational amalgamation. Indeed
joining up starts from the premise that many players have different experiences
and capacities and as such have something of value to bring to the table. The
point is to get them to the table in a way that joint objectives can be pursued, and
that allows collaboration to develop. Having separate bodies therefore is not an
argument on its own to suggest that fragmented government will result.

There is no reason to insist that direct election will make cooperation harder. The
assumption appears to be that competing mandates will render all joining up
more problematic. But does this add up? How come Conservative-controlled
Kent appears quite able to construct deals with a Labour Government? How is it
that Liverpool’s Liberal Democrat-run council and Labour-controlled-
Manchester are working together more than ever before? Electoral mandates can
sharpen the objectives of different agencies but that does not mean that those
objectives cannot be achieved in cooperation with others. 

The achievements of partnership at the local level are considerable. But there are
limits especially when it comes to committing the budgets and policy priorities of
partners. Reference back up to central government ministers for those agencies
not currently locally accountable hardly ever delivers the flexibility and capacity
to respond to local circumstances. As things are, partnerships dance to the tune of
a new centralism in which partners are always looking back to the centre for
funding and approval. Current partnerships can as a result involve much talk and
too little action. To deliver more of the action requires a local decision-making
process that can divert the resources and priorities of the partner organisations.
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Direct election might deliver that capacity to local decisions and at the same time
be seen as gain for local democracy, given that most of the proposals for direct
elections in health or the police service mean adding an elected element where one
has been absent in the past.

The voluntary sector faces great demands on its time and capacity through
current partnership arrangements. It may be that under New Localist conditions,
where government agencies operating at a local level had more of a mandate to
commit resources, then the voluntary sector would benefit from a partnership
mode of working that did less talking and supported more action. 

3.2 Providing capacity building for neighbourhood governance 

There would be a number of challenges to be met if area or neighbourhood
government were to grow and make a difference. There are issues about whether
the role of the neighbourhood decision making could be established in a manner
sufficiently independent of the decisions of other bodies. Without that independ-
ence it may be difficult to attract the engagement of local people but too much
independence could mean that wider local and national issues are neglected or
blocked through institutionalised nimbyism. For example, if national demands
call for new housing development then a local governance system that gave a
planning veto to local neighbourhoods could be viewed as economically dysfunc-
tional. There would likely be tensions between local authority councillor
representatives and community representatives and disputes over competing legit-
imacies. There may be issues over the training and skill development of such a
large number of community decision makers. There may well be cost issues; given
neighbourhood government implies some loss of economies of scale. 

None of these issues cause fundamental damage to the argument for more neigh-
bourhood government but they do present challenges that would have to be met.
What is particularly attractive about this option is that it provides a way of
making local government local. Involvement in neighbourhood government for
many people would not be a full-time or near full-time occupation as it is for
many councillors under even the post 2000 Act system. ELG research shows that
in 2003 even non-executive councillors claim to spend on average 73 hours a
month on council business, for executives the figure increases to 113 (see
www.elgnce.org.uk). For many people such time commitment is out of the ques-
tion. The aim should be to create neighbourhood government in a way that is not
so time demanding as the current system appears to be. 

New technology may also aid exchanges and discussions. In particular the arrival
of ‘social software’ can facilitate internet exchanges between closed groups of
individuals, creating an infrastructure for a series of ‘invisible villages’ in which
neighbourhood issues could be hammered out without recourse to a never-ending
series of time consuming meetings. This is not to gainsay the need for face-to-face
exchange but is just to accept that there are different ways of having a debate and
if neighbourhood government is to attract a wide range of new players to the
world of local governance, it needs to offer time efficient forms of involvement.
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If neighbourhood governance took off the role of the voluntary sector in
supporting and enabling the development is enormous. The form of involvement
involves a mix of non-partisan politics and organised volunteering to meet shared
community objectives which has been in the mainstream of the sector’s activities
for decades. The scale of involvement by ordinary citizens that would be implied,
the need to mobilise commitment from hard to reach groups, capacity building
among stakeholders when they do get involved and the provision of appropriate
decision making and governance settings are all areas where various parts of the
voluntary sector can claim expertise and a level of neutrality that no local
authority could claim. 

Local compacts could be developed to identify and support the unique role that
the voluntary sector could play in the development of a neighbourhood gover-
nance focused on the liveability agenda. Hazel Blears (2003) in her pamphlet
suggests some sort of new support agency for citizen participation – NCVO and
its local membership could provide exactly that sort of support. 

3.3 Challenges associated with service delivery performance

The voluntary sector already plays a key role in local service delivery. That role
will continue and so will the pressure to operate in a performance management
system and make efficiency gains. It will be important for the voluntary sector to
play an active part in the more local determination of performance targets that
will develop and effective involvement in local area agreements and any associ-
ated local public service agreements will be vital. 

It may also be in the long term interests of the sector to join the debate about how
to develop productivity and appropriate productivity measures in the delivery of
public services. There is a danger that without such a debate the drive for effi-
ciency savings will favour procurement practices that do not favour the sector
since they will concentrate on measuring productivity through simple
input/output measures that as a result may tend to favour larger scale and more
commercial units of delivery in any efficiency debate. Efficiency in delivering
human services, where the client is a co-producer of the service and where issues
of quality are paramount cannot be measures in the same way as productivity for
a more mass produced and basic goods. 

On a less defensive note there may be role for the voluntary sector in providing
access to performance information for consumers and citizens. There is a role
that civic organisations appear to play in both the United States and some other
countries which is acting as a independent source of information about the
performance of local delivery agencies. Could the voluntary sector in England
develop a similar role communicating information to hard-to-reach groups as
well as the general public and providing background analysis so that the perform-
ance of agencies can be appropriately judged?
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3.4 Organising and mobilising in an emerging non-partisan politics 

If the number of elected local bodies was increased there would be dangers in
such a development in the absence of effective electoral challenge and involve-
ment. Unless enough people engage, decentralisation and multiple elected units
could open the way to producer capture or the domination by a particular
interest or user group. So what can the voluntary sector do to help?

It can provide a general support for good citizenship as argued in the next section
but here I want to raise a more particular and potentially controversial point.
One reason for the decline in politics at local and other levels is the slow and
steady decline in party politics. At the local level it is clear that people want a less
partisan politics and there are some advocates of new localism that appear willing
to accept that. 

Parties in the twentieth century provided a substantial role in delivery of the insti-
tutional framework for a mass democracy (Dalton and Wattenberg, 2000). They
recruited candidates, organised election campaigns, provided the building blocks
for government and defined political career paths. Many argue that these classic
functions of parties have made democracy is mass societies possible.

Today governance has to accommodate itself to a weakened and declining party
system that still dominates formal politics. Political parties dominate as never
before the organisation of local, national and European elections but their
connections within their communities are weaker the ever. At the local level,
party domination has grown substantially over the last 40 years. As elsewhere in
other industrial democracies (see the analysis presented in Scarrow, 2000, pp95-
7), local government consolidation has been accompanied by the increasing
dominance of partisan candidates. In 2001 there were only two per cent of
English councils that could be described as completely or predominantly non-
partisan (Wilson and Game, 2002, p276-9). Parties play a key role in not only
getting candidates elected but in the organisation of local government business
(Gyford et al, 1989). Parties came to dominate the formal decision making proce-
dures of local government. Even under new political management arrangements
under the 2000 Act, parties play a crucial role in the decision-making structures
and processes of councils (Stoker et al, 2002)

Yet alongside this dominance in the political is the substantial decline in the
membership of political parties in the UK from over 3,000,000 in the 1960s to
around 800,000 in 1990s (Scarrow, 2000). Matching a trend observable in most
western democracies, (Scarrow, 2000, p100) comments that “few of today’s
membership parties are striving to be ‘mass’ parties… i.e., parties which attempt
to solidify their political support by enlisting supporters from a particular class
into a party-linked social and cultural network”. Indeed the figures for member-
ship recorded in the mid-1990s in the UK may have in any case been over
generous (the quality of the records kept by political parties is relatively poor)
and the evidence is of further decline as the decade wore on. Numbers of activists
have perhaps not declined as rapidly as the number of members, but local studies
suggest that in many local authority areas the number of activists committed
enough to stand and campaign in local elections may not be higher than 50
people (Hall and Leach, 2000).
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As Scarrow (2000, p95) notes, while the decline in membership has not entirely
undermined the capacity of parties to achieve key goals in terms of running elec-
tion campaigns and organising legislative activity or directing the selection of
political leaders, the absolute and relative decline in party membership “almost
certainly represent a decline in parties capacity to promote social integration”.
Game and Leach (1996, p148-9) comment in more stark terms based on a series
of local studies in England: 

“Parties used to be in a class of their own as the main agencies
of participation as locally-grounded, mass-membership organi-
sations. Today’s parties reflect the dramatically changed nature
of our political system: severely depleted memberships,
increasing dependence on limited numbers of activists, and their
relevance challenged by ever-proliferating numbers of single-
issue groups… Yet they dominate the operation of our local
councils as never before.”

In short, in the UK, and in particular in England, parties run government but they
do so with thinner and weaker roots in the community. 

The response of political parties to these two trends may be of interest. At the
national level parties have responded to their decline in membership by devel-
oping more sophisticated and targeted campaigns (Farrell and Webb, 2000). At
the local level a key response has been the attempt to modernise the way that the
party in power relates to and reaches out to its local community. This commit-
ment to modernise the way councils relate to their public was taken up and
actively promoted by the national New Labour government once it was elected in
1997. It is possible to detect modernising elements of all three main political
parties that are all trying to bridge the gap between parties and voters. 

However, it is far from clear that partisan politics is always appropriate at the
local level. Certainly in many of the neighbourhood and single purpose bodies
favoured under New Localism there appears to be no appetite for them to be a
battle ground for party politics. So what are the implications of that? Could the
voluntary sector start to take a wider role: provide a focus for single issue and
non-partisan forms of political involvement and mobilisation? 

3.5 Building a capacity for civil renewal 

The key role of the voluntary sector in supporting the general conditions for civil
renewal appears difficult to under estimate. Direct involvement in the mobilisa-
tion of citizens in elections may be a step too far for many in the sector but the
arrival of New Localism, with its requirement of a more active citizenship, cannot
be built without an important contribution from the voluntary sector. Active citi-
zens in one area have the potential of becoming effective active citizens in the
more formal systems of local governance. The voluntary sector skills set of joint
working, decision making and dealing with all sections of the public are central to
the delivery of the New Localist agenda. The contribution of voluntary organisa-
tions would seem self evident and the only challenge is to think through how that
role can best be delivered.

Voluntary Action: meeting the challenges of the 21st century

64



References

Blears, H (2003) Communities in control: public services and local socialism.
London: Fabian Society

Blunkett, D (2003a) Civil renewal: A new agenda. London: Home Office

Blunkett, D (2003b) Active Citizens, Strong Communities. Progressing civil
renewal. London: Home Office

Corry, D and Stoker, G (2002) New Localism: refashioning the centre-local rela-
tionship. London: NLGN

Corry, D et al (2004) Joining-Up Local Democracy. Governance Systems for the
New Localism. London: NLGN

Dalton, R and Wattenberg, M (ed.) Parties without partisans. Oxford: OUP

Farrell, D and Webb, P (2000) ‘Political Parties as Campaign Organisations’ in R
Dalton and M Wattenberg (ed.) Parties without partisans. Oxford: OUP, 102-128

Game, C and Leach, S ( 1996) in Pratchett, L and Wilson, D, Local Government
and Democracy. Basingstoke: Macmillan

Gyford, J, Leach, S and Game, C (1989) The Changing Politics of Local
Government. London: Unwin and Hyman

Hall, D and Leach, S (2000) ‘The changing nature of local Labour politics’ in G
Stoker (ed) The New Politics of British Local Governance. Basingstoke:
Macmillan

Hirst, P (2000) ‘Democracy and Governance’ in J Pierre (ed) Debating
Governance Oxford: OUP

Johnston, P (2004) ‘Hedging Their Bets’ Public Finance, July 2-8, pp20-3

Milburn, A (2004) ‘Active citizenship: the ten year agenda’ speech to the
Community Consultation Conference, London, 2 March 2004

ODPM (2004) The future of local government: developing a 10 year vision.
London: ODPM

Perri 6 et al (2002) Towards Holistic Governance. Basingstoke: Palgrave

Pike, A (2003) The disintegration of local government: dangers of single-service
elected bodies. London: ALG

Putnam, R (2000) Bowling Alone: The Collapse and Revival of North American
Community. New York: Simon Schuster

65

New Localism and the future of local governance: implications for the voluntary sector Gerry Stoker



Randle, A (2004) Mayors: A mid term report. London: NLGN

Reid, J (2003) Localising the National Health Service. London: NLGN
Saward, M (2003) Democracy. Cambridge: Polity

Scarrow, S (2000) ‘Parties Without Members? Party Organisation in a Changing
Electoral Environment’ in R Dalton and M Wattenberg (ed.) Parties without
partisans. Oxford: OUP, 79-101

Stoker, G (2004) Transforming Local Governance. Basingstoke: Palgrave
Macmillan

Stoker, G et al (2002) Report of Survey: Evaluating Local Governance Project.
London: Office of the Deputy Prime Minister (www.elgnce.org.uk)

Sullivan, H and Skelcher, C (2002) Working Across Boundaries. Basingstoke:
Palgrave

Wilson, D and Game, C (2002) Local Government in the United Kingdom.
Basingstoke: Palgrave

Voluntary Action: meeting the challenges of the 21st century

66



67

New Localism and the future of local governance: implications for the voluntary sector Gerry Stoker



Andrea Westall

Andrea Westall is Deputy Director at the new economics foundation. Before that she was

the Director of the Policy Unit in the Foundation of Entrepreneurial Management at the

London Business School and a Senior Research Fellow at the Institute for Public Policy

Research. In 2001,Andrea wrote a book Value-Led, Market-Driven which set out the policy

implications of social enterprise and since then she has contributed to further under-

standing and practice in voluntary and social enterprise policy, the range and depth of

different enterprise models, access to finance and governance. She explored different

third sector organisational models for the Cabinet Office review into the voluntary sector,

Private Action, Public Benefit; was a Commissioner on ACEVO’s Commission on third

sector public service delivery and advises NCVO’s Sustainable Funding Project. She also

sits on the board of the Social Enterprise Coalition and two finance providers for social

enterprise, the Adventure Capital Fund and the London Rebuilding Society. Her other

areas of interest include public service reform, alternative economics, regeneration 

and entrepreneurship.



3
Exploring diversity: the links

between voluntary and 
community organisations,

social enterprise, and 
co-operatives and mutuals

Andrea Westall



70



Introduction

I was asked to write a paper exploring the nature of the relationship between the
voluntary and community sector, and co-operatives and mutuals – where there
might be overlaps in practice, interests or in needs and therefore opportunities to
work together. That may sound fairly simple but even a casual consideration of
the implications of that request throws up the challenge of considering together
what has been, at least in theory, language and identity, two distinct and some-
times even hostile traditions. However, in reality, there has always been some
synergy, particularly around self-help and various forms of mutuality. It also
seems that current trends seem to be moving towards more points of conver-
gence, for example, through the increased engagement of users or increased
trading activity by the voluntary sector. The continuing revival of mutuality has
also meant a stronger focus on broader social and environmental objectives by
co-operatives. Some co-operatives can be thought of as directly incorporating
values similar to those of the voluntary sector, particularly those that are set up
for ‘the benefit of the community’. 

This partial convergence of both co-operative principles and voluntary sector
values appears directly in certain organisations or activities, some of which trade
and some of which do not. There appear to be increasing numbers of multi-stake-
holder participative organisations that combine trading with voluntary
contributions. They have arisen in response to new needs, often for individual or
community services. Such organisations have led to challenges in organisational
design, particularly in governance. They raise tough questions for the concept of
‘charity’, for example, the nature and balance of public and private benefit; or the
relationship between altruism, philanthropy, mutuality and reciprocity. 

The rise in interest in the concept of ‘social enterprise’ has highlighted the diversity
of organisations as well as informal and formal association between, at one
extreme, a traditional philanthropic charitable model and an employee or
consumer co-operative. It also includes new models of socially-oriented busi-
nesses that come from neither tradition but rather focus directly on using market
activities to achieve social or environmental objectives. Social enterprise is seen to
include some voluntary organisations as well as many trading mutual organisa-
tions and co-operatives. 

Attempts to talk about, and create a rationale for, all or part of this space, have
used terms such as ‘not-for-profit’, ‘social economy’, ‘third sector’, ‘beyond
profit’ or place them within the broader concept of ‘civil society’. Each of these
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terms has its own focus, connotations or range of inclusion. Focusing attention
on this wide spectrum of activity has not been something that has come naturally
in the UK, but could be practically useful in order to recognise the diversity of
organisational forms and activities and therefore address shared issues. However,
taking this approach will pose challenges for the voluntary sector since, for
example, ‘voluntary action’ and public benefit activity can be found across this
wider space. A recent NCVO strategy paper noted that the entry of new organi-
sational models could lead to confusion about what the voluntary sector actually
is1. But that confusion already exists. The current identification of the voluntary
sector uses the words ‘voluntary and community sector’ to differentiate commu-
nity activity which is, in fact, engaged often in self-help and mutuality, through
formal and informal activities. Some of that informal activity may develop into
charitable organisations, or social enterprises including cooperatives and
mutuals, or into mainstream businesses. 

The problems of boundaries are clearly apparent in the language being used by
government and the defined scope of various policies. Many organisations are left
unclear about whether or not they qualify for support. A range of recent initia-
tives have been set up that variously refer to ‘the voluntary and community
sector’ where social enterprise is included under that definition. Futurebuilders is
even vaguer, using an approach which “defines the voluntary and community
sector in the widest sense as covering charities, voluntary or community organisa-
tions, social enterprises, industrial and provident societies, community interest
companies and other non-profit distributing organisations”. Perhaps, this confu-
sion has informed the Treasury’s proposals for a third sector summit and report
to look at the added-value in public service delivery. This kind of initiative will
require that different umbrella groups consider working together to secure appro-
priate understanding and policies. 

A broader coalition could also create a more radical vision of its role in relation
to the state and the market. At present, both the voluntary and community sector
and social enterprise are perceived to be predominantly responding to state and
market failure. This view comes from a US conception of ‘non-profits’ and the
international comparative studies of John Hopkins2. It tends to underplay
campaigning and advocacy, informal activity as well as an economic dimension,
therefore excluding mutuals and co-operatives primarily because of their
perceived primary focus on private economic benefit and mutual ownership. 

On the other hand, social enterprises – including co-operatives – may rather (or
also) want to be seen as part of the business sector in order to illustrate their role
as alternative business models to try to change market behaviour. At the moment,
the association of social enterprise with predominantly regeneration and public
service delivery in effect depoliticises their role as agents of market change. As a
result, medium to large-scale social enterprises, that may operate in national or
international markets, are virtually invisible or opt not to use this term.

In order to grapple with the reality of diverse and hybrid forms, and alternative
approaches to understanding their roles and motivations, we could usefully
explore current developments in European models of the third sector or social
economy. Authors such as Evers and Laville have attempted to create a common
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framework to unite the traditions of non-profits and co-operatives through
adopting a more sociological and political framework3. They specifically focus on
articulating an alternative approach to economics and markets that is less about
the individual and more about collective wealth creation and the value of redistri-
bution, and non-monetary exchange, alongside trade. Participation, particularly
of users, is also a core element. 

So far, the voluntary sector has not looked at things in this way. Voluntary sector
support bodies have tended to see social enterprise, for example, primarily as a
way of creating greater self-sufficiency through trading activity. On this basis,
organisations can range from zero through to 100 per cent trading, creating
strained attempts by policy makers to draw lines to demarcate the voluntary
sector from social enterprise. NCVO has talked of seeing social enterprise as a
verb rather than a noun partly to underline the point that trading is a means to an
end and may or may not be right for different organisations. However, this misses
some profound implications around participation or multi-stakeholding and a
different view of economic and market activity around which certain voluntary
sector organisations may wish to align. 

Nick Deakin, in his paper in this series, sets the challenge of further developing
civil society. Lessons from some social enterprises, particularly mutual and co-
operative practice, can create new spaces for civil renewal and active citizenship.
They can also show ways for people to participate that go beyond volunteering in
the form it is usually understood and which incorporate and recognise the value
of reciprocity and mutuality as well as new models of giving, such as social invest-
ment. There are some clear implications here for the role of stakeholder models in
creating a more diverse and pluralistic democracy. Researchers such as Johnston
Birchall have shown that engagement in, for example, mutual housing can lead to
a shift in outlook from ‘I’ to ‘We’ as participants articulate shared goals and
values over time rather than individual gain4. It is also interesting to note that
involvement in participatory governance initiatives internationally has tended to
lead to rather more engagement in socially-oriented activities in the local commu-
nity than to increased voting activity5.

There are also implications for the voluntary sector and others in articulating
their relationship to the state beyond that of delivering public services. A stronger
conception of citizen-led organisations might better underpin the way in which
they create desirable public outcomes, some of which may reduce the need for
statutory public services, for example, in preventive health. That kind of
approach would require government to reassess its relationship with a broader
sector and underpin a new rationale for funding, or perhaps more appropriately,
‘social investment’, for certain kinds of activities. This approach is currently
being pursued in innovative funding and partnership models such as the
Adventure Capital Fund for ‘community anchor organisations’6.

These issues illustrate the need to better understand the diversity of activity
outside mainstream market players, and the public sector. We may need to think
of other, or more realistically, additional, ways of talking about, and conceptual-
ising, this space. We may also need to break it up into groups of identifiable
‘types’ or focus on specific activities such as waste or childcare. It could be argued
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that there are, in fact, no ‘sectors’ at all in the sense of, for example, a ‘voluntary
and community’ sector but rather value-led organisations exhibiting certain char-
acteristics to a greater or lesser degree, for example, volunteering, participatory
governance. 

There are also organisations that sit as hybrids across the boundary with the
public sector (foundation trusts could be seen in this way) or the private sector
(those that call themselves ethical businesses as distinct from social enterprises,
for example) and destroy any attempt to draw clear boundaries from the state or
the market. 

It is likely that there will be an increase in hybrids with government, reflecting
trends towards, citizen engagement and co-production of public services. The
hybrids with the market, particularly those that are engaging with forms of social
investment by individuals or financial organisations (Café Direct’s ethical share
issue, for example), pose challenges for any attempt to demarcate territory on the
basis of a focus on ‘not-for-profit’ or in the case of co-operatives, ‘not-for-private-
profit’. The clear attraction and likely increase in the possibilities of social
investment as a way to capitalise social activity and, for example, create new
forms of saving for individuals, will make this an area that cannot be ignored.
The proposed new CIC (community interest company) has been one attempt to
deal with this phenomenon. 

Conceptually, we will need to address whether or not it is possible to identify a set
of core values across this diversity of activity. Additionally, there are practical
issues to deal with. Whilst proposed changes to charity law more clearly recog-
nise the possibility of synonymous private and public benefit, many organisations
which operate in this way create challenges such as: 

• Who is, or is not, eligible for charitable status
• Appropriateness of tax incentives and other support for public

benefit activities
• Legal models that support the range of organisational need
• The role of different forms of funding and investment 
• Public recognition of non-charitable public benefit activities

and organisations
• Appropriate development models and advice
• Clearly demonstrating ‘added-value’ such as social capital
• Managing the tensions that may arise between social benefit

and economic activity

These complex dynamics and multiple constituencies have also created an urgent
need for effective governance models that can mediate between stakeholders
whilst holding the values and goals of the organisation. There will be a need to
continually learn across this broad space of activity and as new innovations
occur. This issue is directly challenging to the trustee model of governance.

Particularly with a decline in European funding, as well as the recognised multi-
dimensionality of many problems, there may well be a need for various parts of
the broader ‘third sector’ or ‘social economy’ to consider how they might work
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together in creating models of sustainability through mergers, hybrid group struc-
tures, or at least partnerships. Challenges of financing and asset-building may
need to be tackled together rather than separately across traditional and actual
boundaries.

But having set out some of the reasons for exploring this broad space of activity,
we cannot ignore the tensions that can arise between the voluntary and the co-
operative sectors as a result of two historical traditions that have a tendency to see
each other in stereotypical ways. At its most crude, this can be simply stated as a
tendency of the voluntary sector to see the co-operative sector as being all about
individual gain and commercialism and the co-operative sector feeling that the
voluntary sector does not engage with its stakeholders and is patronising, perpetu-
ating dependency. Neither of these viewpoints recognises the actual and changing
nature of both ‘sectors’ and the points of overlap and therefore of potential mutual
interest. But it is also important not to overdo a focus on similarities and to recog-
nise difference, particularly when it is tied to ‘identity’ and solidarity. An example
would be the agreed set of core principles for co-operatives. The term mutual is in
fact a way of recognising participatory organisations that are not necessarily co-
operative in a strict sense. However, we need to understand where we are talking
about similarities and/or differences, otherwise policies which duplicate, confuse,
or inappropriately exclude may, and indeed are, being developed.

So what are we talking about?
Separate sectors or merging principles?

There is a huge amount of confusion between terms such as voluntary and
community sector, social enterprise, mutuals, third sector, social economy, civil
society, non-profit and not-for-profit. Whilst not being able in this paper to go
into all the intricacies of the supposed differences, what follows is designed to
show the increasing permeability of boundaries, the lack of sectors, and the diffi-
culty of assigning core distinguishing characteristics or outcomes to any
particular groups. However, in certain situations, clear criteria will remain neces-
sary (for example, for potential tax benefits or funding). 

What is the voluntary and community sector?

The Deakin Commission report of 1996 highlighted the diversity of what is
included under the term ‘voluntary sector’.7 Drawing on the work of Barry
Knight, the report identified six different forms: 

• service philanthropy 
• intermediary organisations 
• those that mobilise people or resources for causes 
• social solidarity or mutual self-help 
• advocacy for change, and 
• creating or expressing self with others. 
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The Commission recognised that the sector “is sometimes divided between
mutual aid and philanthropy” but that this distinction is “difficult”. So straight-
away we can see that that any simplistic notion of a defining difference between
the voluntary sector and the co-operative and mutual sector being that of philan-
thropy/altruism versus reciprocity breaks down. The same report also noted that
the term voluntary sector implies ‘volunteers’ although in reality organisations
can be entirely composed of paid employees other than volunteer board
members. However, they argued that the term was useful, partly because of an
emphasis on ‘voluntary action’ through “the voluntary coming together of indi-
viduals to engage in mutual undertakings for their common good”, and the
unpaid nature of the board. 

The Commission also recognised the increasing number of user-oriented and led
organisations (often in the disability field or amongst local community-based
organisations) being run by those in need rather than for them. They argued that
“user involvement is a key issue for the future” and that “the recognition that
users are generally the best judges of their own needs does not sit comfortably
with concepts of charity and philanthropy”. Whilst many of the challenges in the
Deakin Commission have been addressed, this one has not had as much atten-
tion. With increasing pressure towards user engagement, the lack of clarity over
user involvement in trustee boards in charitable law remains problematic
although “its interpretation is beginning to change to reflect these contemporary
influences”. 

Here then we can see forms of mutualism within the ‘voluntary and community
sector’. However, the issue of employee involvement has not been highlighted as
an issue to the same extent. There are, however, some organisations coming from
a voluntary sector tradition that have developed into models of multi-stake-
holding including a variety of stakeholders from employees to beneficiaries, to
other groups (including the public sector). 

User involvement or broader models of mutuality or multi-stakeholding create
challenges for:

• governance 
• charitable status
• appropriate organisational and legal model

The difficulties of defining, and therefore measuring the diversity, of the volun-
tary and community sector is apparent from attempts to scope the scene. The UK
Voluntary Sector Almanac 2004 estimates that there are 153,000 general chari-
ties in the UK and believes that, while the number of voluntary and community
organisations is much higher, all the sector’s economic activity is captured within
this group8. They therefore use charitable organisations as a proxy measure. At
the beginning of the Almanac, there is a discussion about the meaning of the term
‘voluntary sector’ and acknowledgement of confusion and misunderstanding.
They conclude that ultimately, “any number of different definitions are useful
and appropriate in different economic, social and policy contexts” but that there
are several defining characteristics which underpin ‘voluntary action’:
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• Formality: organisational structure (but therefore excludes
much community-based activity)

• Independence (from statutory and private sector)
• Non-profit-distribution: do not distribute profits to share-

holders or owners.
• Self-governance
• Voluntarism: meaningful degree of voluntarism in terms of

money or time including that of unpaid trustees
• Private benefit versus public benefit: organisations that are

entirely for benefit of own members, for example, friendly
societies, are excluded, but those with members that are seen
to benefit wider public because the service would not be
provided otherwise, such as disability associations, are
included. 

This kind of list reflects a US non-profit model. As we will see later, the bullet
point referring to non-profit distribution is not true in the sense of a broader not-
for-profit sector, even excluding co-operatives. Some organisations may need to
distribute limited profits to social investors in order to access appropriate risk or
start-up finance. Unlike the private sector, such returns are capped and secondary
to social or environmental goals. This kind of activity is likely to increase in order
to address the needs for sustainability and asset development.

Ultimately the authors of the Almanac believe that the voluntary and community
sector includes registered charities as well as non-charitable non-profits, associa-
tions, self-help groups and community groups with discernible public benefit and
some aspect of voluntarism. But it is recognised that: “the development of robust,
operational definitions of the broader sector remains a goal for future research
programmes”. This paper shows both the difficulties and the need to do this
earlier rather than later. 

A recent attempt to investigate the size of this ‘broader’ sector by NCVO found
that it was possible to go beyond the 153,000 general charities in the UK to
include 220,000 organisations that they believe are the “wider not-for-profit
sector” and include sports clubs, arts, housing, trade associations, many of which
are exempt and excepted charities. They believe that there are about 100,000
community groups and that therefore overall the ‘sector’ includes about 400-
500,000 organisations9. 

However, it may be that the estimate of community groups is far too low. The
term voluntary and community sector is often used because of the need to
distinguish between formal large scale, often service delivery or advocacy organi-
sations, and those that are rooted in localities and engage local people in
addressing local need. In practice, the latter are much more likely to involve self-
help or mutual solutions and broad participation.

This community activity is important since it is part of creating strong communi-
ties, and civil renewal. It is also often the unseen and uncounted seedbed for
future charity, social enterprise, co-operative or even business activity.
Macgillvray et al, in their report Low Flying Heroes, recognise in fact 600-
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900,000 of these groups, calling them micro-social enterprises and distinguished
by often having no staff, offices, funding or formalities. They note that they do
not have appropriate recognition, funding or development support. 

The Cabinet Office also began to look at the broader ‘not-for-profit’ sector in
their report Private Action Public Benefit and went beyond the NCVO estimates
to include more mutual organisations. They saw the term ‘charities and the wider
not-for-profit’ sector as referring to:

“charities, community groups, voluntary organisations, social
enterprises and some mutual organisations. These organisations
all pursue social aims and do not distribute assets to external
stakeholders10.”

In that report, there was a very clear sense of needing to explore and incorporate
the kind of organisations that tend to be identified as social or mutual enterprises
as well as those co-operatives that generate significant public benefit. They did
not include large single stakeholder mutuals such as building societies or worker
or consumer co-operatives, seeing these as primarily for private benefit. However,
co-operatives would argue that they are in effect not-for-profit since they have no
external shareholders. Having said that, as noted above, forms of social invest-
ment are breaking down some of these easy distinctions. 

Co-operatives and mutuals

“A co-operative is an autonomous association of persons volun-
tarily to meet their common economic, social and cultural needs
and aspirations through a jointly-owned and democratically
controlled enterprise.” 

– International Co-operative Alliance Statement
of Co-operative Identity, September 1995

The central theme that runs through both this definition and the core values and
principles of co-operatives is that they are member-based organisations. They are
established to meet their members’ needs, with members maintaining democratic
control and ownership, and working together for mutual benefit. Based on these
guiding principles, the distinct nature of governance in the co-operative sector is
founded on an active and participative membership playing a full role in decision-
making. In some cases the members may be from different stakeholder groups or
they may be specifically employees, producers or consumers. The two models of
the Industrial and Provident Society support two different types of co-operative:

• “Bona fide co-operative societies are for the mutual benefit of
their members, with any surplus being ploughed back into
the organisation to provide better services and facilities. Each
member has at least one share in the society and control is
vested in the members equally.”

– (Registrar of Friendly Societies)
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• Benefit of the community societies (bencoms) provide services
for people who are not just their members. A strong feature of
this model is the ability to capitalise through member shares.
Some of these can have exempt charitable status if the nature
of the services and activities is appropriate.

Not all co-operatives use IPS legislation, partly because the latter can be very
cumbersome and expensive to set up. Some co-operatives have used a company
limited by guarantee, and a specific set of model rules, but this can limit invest-
ment income. 

In reality, it is quite difficult to see much difference between an IPS bencom with
stakeholder owners and a community-led membership voluntary sector organisa-
tion in terms of governance, outcomes and objectives. 

Recently, there has also been an increase in multi-stakeholder co-operatives of
both types, for example, user ownership in elderly care co-operatives alongside
representation of the public interest or public sector. This incorporation of public
benefit within such models therefore edges them towards incorporating some
voluntary sector values in addition to co-operative principles. 

The term ‘mutual’ is broader than just co-operatives and includes participative
organisations founded to meet need and which may or may not involve trading.
The rise of ‘new mutualism’, for example, credit unions, community businesses,
multistakeholder childcare models, and less formal mutual structures such as
neighbourhood watch schemes, has been highlighted by, for example, Charles
Leadbeater and Ian Christie11. This mutual activity includes the mutual aid part of
the voluntary sector as well as much of the community sector. 

Social enterprise

One of the key ways to understand the partial overlaps between co-operatives
and mutuals and the voluntary sector and areas of tension or synergy is through
looking at the concept and reality of the term ‘social enterprise’. 

Social enterprise has been variously defined. The DTI uses the following definition:

“Social enterprises are businesses with primarily social objectives
whose surpluses are principally reinvested for that purpose in
the business or in the community, rather than being driven by
the need to maximise profit for shareholders and owners12.”

Other definitions are similar but include ‘social ownership’ or a stronger stress on
alternative business models. Social Enterprise London, for example states on its
website:
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“Social Enterprise is an alternative business model where organ-
isations are equally committed to generating economic, social
and environmental profit, otherwise known as multiple bottom
lines. Organisations which use the social enterprise model can be
found in numerous industries and take various legal forms. What
makes a social enterprise stand out is often expressed in the busi-
ness plan, but more importantly is demonstrated in its ability to
create meaningful and lasting change in the community13.” 

There are several areas of tension particularly from those who argue that the
concept of ‘ownership’ is critical and would therefore exclude all charitable
models because of their governance structures. Others argue that the profit distri-
bution focus of co-operatives, or their focus only on private benefit, should
exclude all but ‘bencoms’. However, the latter view does not take into account the
core economic and business dimension of social enterprises and the genesis of the
term which recognises as a core social objective how economic activity is created
and distributed. 

Core to all these definitions is trading for a social purpose but even this is not
clear-cut. In reality, a wide range of organisations adopt trading activity to a
greater or lesser extent from zero right through to 100 per cent. Where is the line
to be drawn and is it even possible or appropriate? The recent Social Enterprise
Unit guidelines for counting social enterprises have moved downwards from 50
to 25 per cent trading based on a recognition of the reality of mixed resource use
including donations, voluntary activity and gifts, trading (including fees and
contracts), and grants. However, many would argue that this goes too far and
downplays the business dimension. Others use a definition of social entrepreneur-
ship which focuses on an enterprising use of different resources to meet need. 

Social enterprise includes an immensely diverse group of organisations. Some
social enterprises operate in mainstream markets for a social purpose, for
example, consumer co-operatives or Café Direct. Others are primarily dependent
on public sector contracts. Yet others operate in markets where it is harder to
generate profits, for example, because of the need to trade off price with ability to
pay. For others, any surplus generated may not be enough to cross-subsidise
social non-trading activities which are integral to the organisation. Such activities
may therefore also be funded by grants. 

Roger Spear, analysing social enterprise in the UK, argues that different models of
social enterprise have different mixes of income according to their purposes and
their location in a social and economic context14. He underpinned the difference
between being involved in mainstream markets and ‘socially oriented markets’
which might involve public sector money in, for example, childcare. The upshot
is that we should look at social enterprises from the perspective of their ‘type’ and
not just their degree of income from different sources. He also found that some
organisations that self-define as social enterprises have very little earned income. 
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A useful distinction between social enterprises are between those that:

• produce social or environmental goods and services (eg child-
care, recycling) often where there are ‘missing markets’; 

• trade in order to provide (or cross-subsidise) social or environ-
mental goods or services; 

• have processes or ways of working which have some social
element (eg worker co-operatives, social firms, fair trade).

All of these dimensions can be present at the same time. Another distinction
would be between those that have a participatory stakeholder governance struc-
ture and those that adopt a trust or a business board model. 

Ultimately, some organisations are set up to be purely self-financing through
trading activity and are clearly businesses whilst others, particularly parts of the
voluntary sector, have seen the benefits of increasing or developing surplus-gener-
ating activities or assets in order to underpin their work and increase
sustainability. 

As David Carrington points out in his paper in this series, there is a danger that
the core mission of voluntary and community organisations can be distorted by
both grants and trading. There are benefits and costs to earned income (predom-
inantly through risk) as well as from donor funding. However, he also notes that
the trend towards reduced grant funding for middle-sized organisations will
continue to drive the move towards more mixed resource strategies. 

There is a danger in discussions about social enterprise of dismissing grants and
therefore implicitly attacking the ‘grant dependency’ of the voluntary sector.
However, whilst it is important to focus on asset building and self-sufficiency,
particularly for those organisations that are struggling to attract donor and grant
income, it is also dangerous to presume that grants will never be part of a viable
resource mix. The right balance between the kinds of funding outlined by David
Carrington requires sophistication in understanding the goals, and the develop-
mental strategies and possibilities, for different kinds of organisation. 

Another core issue for social enterprises is what the surplus is used for and how
that distinguishes such organisations from mainstream businesses. In the DTI
definition above, the words surpluses are principally reinvested for that purpose
in the business or in the community, rather than being driven by the need to
maximise profit for shareholders and owners have been argued over specifically
because they have been interpreted to exclude co-operatives, particularly
employee and consumer co-operatives. The argument is that they are maximising
profits for themselves, the owners, and not for the broader community or for
public benefit. On the other hand, there is a distinction between outside share-
holders who own a company and to whom all residual profits go, and consumers
or employees for whom the organisation was set up. The social benefit in this case
is understood to be that of ensuring the appropriate recompense and empower-
ment of employees or the appropriate price, services, trust and engagement for
consumers. 
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The word ‘principally’ is also critically important and an issue for all forms of
trading organisation that need some sort of investment. Loan finance is not
always possible or appropriate. As a result, there has been interest in forms of
social equity investment or risk capital, structured in ways which share risk and
some capped reward, but which do not compromise social objectives through
excessive ownership (if any) or control. The challenges of under-capitalisation
affect many organisations in the social economy or third sector15 and it is likely
that forms of social investment, such as Café Direct’s share issue, will increase. 

But a key area of contention within the social enterprise sector has been around
the aspect that is missing from the Social Enterprise Unit’s definition – that of
‘social ownership’. This is the main reason why many co-operatives do not see
predominantly enterprising and trading charities as being social enterprises
because their governance structures are not based on stakeholder ownership. 

We need to be clear here what we mean by ownership. Ownership implies two
rights: to control and to residual earnings. In many mutual social enterprises,
there may or may not be some element of residual return to stakeholders. In
essence then, social ownership, if just about control, can be similar to participa-
tive governance found in many community organisations and some voluntary
sector models. Membership, participation in governance, restricted shareholding,
are all forms of ‘social ownership’. 

Rather than ‘ownership’, some of the more mutual voluntary organisations tend
to use the language of participation and not co-operation (even with implicit
member ownership). Billis and Glennerster argue that it is precisely the lack of
ownership (in the formal sense) by any one group that is the reason for the volun-
tary sector’s ability to deal with multiple disadvantage and social exclusion16.
They argue that their distinctive ambiguous and hybrid structures enable them to
demonstrate appropriate skills and expertise including involving users as well as
being more accepted by certain communities and groups of people than the state. 

Borzaga and Defourney have attempted to create a European framework for
social enterprise by arguing that it represents a hybridisation between the market,
the public sector and civil society and that the link to civil society is through self-
help rather more than the US model of volunteering and giving17. This
hybridisation, however, leads to problems of organisational structure, managerial
style, and internal and external governance. It also means that there cannot be
clear demarcations between sectors since social enterprises cross-cut with market
organisations, public sector and civil society. They see social enterprise as
involving participation, and broad mobilisation of resources including sometimes
subsidy and voluntary contributions. They combine different stakeholder objec-
tives as well as creating civic and social capital. In Italy, a new legal model has
been developed to specifically recognise this kind of activity through the ‘social
co-operative’ which exemplifies this hybrid nature through engagement of users,
volunteers and workers. These organisations are focused on job creation for
disadvantaged people or services of community benefit such as social, health and
educational services. They have fiscal incentives and a legal structure which
supports member investment and outside ethical investor participation. 
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Borzaga and Defourney set out a framework of nine criteria which have been
used in the EMES European project18 to identify social enterprise:

• continuous activity producing goods and/or selling services
• not normally advocacy as a major goal
• high degree of autonomy 
• significant level of economic risk 
• minimum level of paid work
• an explicit aim to benefit the community
• an initiative launched by a group of citizens
• decision-making power not based on capital ownership
• a participatory nature
• limited profit distribution

However, there are organisations that are understood to be social enterprises in
the UK that are not participatory in a formal way and which still trade for social
or environmental benefit reflecting a more US model, more akin to the ‘non-
profit’ approach. These examples challenge the idea of whether or not
participation is always appropriate or necessary, particularly if the goal is public
benefit beyond particular stakeholder groups.

For voluntary organisations considering developing into social enterprises or
being more socially enterprising, the 2004 report Social Enterprise In the Balance
by the Charities Aid Foundation identified a range of issues that arise from some
of the fundamental contradictions inherent in the model, chiefly:

• Balancing the social and the commercial and the tensions
between different stakeholder groups.

• A need for clear targets and objectives as well as tools to
measure social and economic return to ensure that stakeholder
needs are being met.

• Developmental support appropriate to the diversity of
approach and origins.

• A need to address certain risk finance and core funding gaps. 
• Support for nurturing social capital not just financial.
• Better understanding and support for different growth models.
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Some implications

The discussion above sets out the diversity of formal and informal activity and
organisational types. It shows the difficulties of talking meaningfully about a
distinct ‘voluntary and community' sector or a ‘mutual and co-operative’ sector
or a ‘social enterprise’ sector. For example:

• Social enterprise encompasses co-operative and some mutual
trading organisations as well as some organisations which
would otherwise identify with the voluntary sector. It could also
be seen as a ‘way of working’ rather than a set of organisations.

• Principles such as ‘voluntary action’ extend beyond charities
to encompass a much broader field of activity, often combined
with elements of private benefit. 

• Reciprocity can be found amongst organisations that are part
of the voluntary sector where altruism is usually presumed to
be the core feature. 

• There are increasing numbers of organisations and activities
that directly set out to be multi-stakeholding, setting a trend
towards more complex governance. 

• Hybrids with the public sector and private sector further
complicate the territory and pose new challenges for inde-
pendence. 

Ultimately, the nature of the social and environmental objectives being pursued
by different organisations determine their development and the kinds of legal
model, organisational form, financing and governance structures. But are there
ways of looking at all this activity? Could it be useful to create alliances between
existing umbrella organisations and currently unrepresented groups? 

There are several terms in use which could do that job – namely the ‘third sector’,
‘social economy’, ‘not-for-profit’ or ‘civil society’. Within government and some
voluntary sector circles, the third sector appears to be a preferred term and for
social enterprises and co-operatives, social economy appears to be preferable.
However, others see both terms as having wrong connotations and would prefer
a new term such as that proposed by Geraldine Peacock, Chair of the Charity
Commission – ‘beyond profit’. This helps to deal with the problem of not-for-
profit which implies the creation of no surplus at all. Civil society is a broader
concept, refering, as Nicholas Deakin points out in his paper, to “uncoerced
collective action around shared interests, purposes and values” and therefore
incorporates but is not restricted to different institutional forms which are
“distinct from those of the state, family and market”. 

When the Cabinet Office (2002) looked at charities and the ‘wider not-for-profit’
sector they recognised the use of the term ‘third sector’ but felt that it did little to
define what was being talked about and is poorly understood. They also noted
that it has the connotations of being an afterthought – of being in third place.
They stuck with ‘not-for-profit’ feeling this was preferable to non-profit in that it
allowed for the creation of surpluses (despite still not being generally perceived
that way). They acknowledged that social economy could also be used since that
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focuses on community or social purposes or alternatively ‘civil society’. They
specifically wanted to broaden what they were looking at beyond non-profit as
defined by the international comparative work done by John Hopkins University
which does not allow for any form of profit distribution, excludes self-help, and
which has a fairly strong emphasis on volunteering and giving. 

Evers and Laville argue in a recent edited book that the third sector in Europe is
different to that of the US because the latter see non-profits as just working to
relieve market and government failure19. In Europe, however, the third sector is
seen as a different kind of economy. It is likely that in the UK, we see elements of
both traditions and that use of either ‘third sector’ or ‘social economy’ may subtly
be showing these distinctions. It is interesting that social enterprise has been
promoted predominantly as locally-based, and public or community-service
oriented. Their role in relieving market failure has been highlighted above that of
alternative business models. It is a question for different parts of the voluntary
sector whether they want to be associated with this realm of alternative market
and economic approaches. 

Anheier argues in his book on the Third Sector in Europe20, that there are
different ideas of the third sector across Europe from:

• Economie sociale – (France) which emphasises the economic
aspect

• Swedish democratic membership organisations
• Italian associations

To some extent these differences reflect differences in the role of the state vis-à-vis
civil society. 

The EU uses the language of social economy to refer to co-operatives, mutuals,
associations and increasingly foundations. Recent clarification of the scope of this
term has accepted that charitable organisations in the UK are included. A broader
use of the concept of social economy sees it as more than just a collection of
organisations but as a different form of economy incorporating, for example,
non-monetary exchanges.

Borzaga and Defourney suggest a general definition for the social economy as21:

• Serving members or the community, not generating profits
• An independent management
• Democratic decision-making
• Primacy of people and labour over capital in distribution of

income
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This model was used for a statistical analysis – CIRIEC 2000 – which differs from
the John Hopkins approach22. Borzaga and Defourney recognise three points of
divergence:

• Goals – social economy is more explicit and a non-profit could
in fact aim to maximize profits

• Democratic decision-making whereas in non-profits no formal
requirement

• Non-profit distribution excludes all co-operatives

However, they also note that some of these distinctions are theoretical since foun-
dations, for example, do not necessarily have democratic decision-making. But a
more important issue for them is that neither of these definitions are necessarily
able to incorporate social enterprise models which they see as combining elements
of non-profit and co-operative. They believe that new hybrid organisations chal-
lenge traditional models and reflect ongoing dynamics and changing relationships
between households, businesses, government and civil society. 

Evers and Laville (2004) take this argument further. They note that there is, in
fact, despite the reluctance in the UK, a new interest in what they see as the
neutral term of third sector. The key reason for this is the realisation that the
history and development of this space in Europe has been more sociological and
political, involving different conceptions of the nature of the state and the indi-
vidual, the concept of self-reliance as well as alternative views of the ‘economy’.
They believe that the main difference is the idea of the collective economy rather
than one which is individualised, and the idea that collective wealth creation
involves notions of reciprocity and redistribution as well as market exchange.
They argue that this space is not just about delivering goods and services but also
about political and social coordination. 

Their aim is to try to create a common framework to unite the traditions of
voluntary and non-profit with that of co-operatives and mutuals. They argue that
this can be done by recognising a plural approach to economics which includes
voluntary time or sweat equity and gift resources, and sees the space as interme-
diary between the market, state and informal communities. There is therefore no
clear sector as such and organisations will develop according to the varying
impact of a range of principles including democratic participation, co-operation
with users, professionalism, or closeness to civil society. In this conception there
will be a plurality of resources and a need to balance different values. 

They see these principles as being particularly developed in ‘relational’ services
where there is a need for joint creation of services and trust, for example, in day
care co-ops in Sweden, or Italian social co-ops, which combine stakeholding with
enterprise. They acknowledge that where this gives rise to multi-stakeholder
approaches, there is a need for new governance models, and challenges for the
accountability of resources and measurement of outcomes.
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Marilyn Taylor notes, in the same book, that the term ‘voluntary sector’ fails to
recognise this diversity. She believes that issues relevant to the UK include:

• The fact that charity creates problems if you want a majority
of service users on the board.

• Seeing ‘voluntary action’ as a style that encompasses self-help,
charity, social enterprise and philanthropy.

Towards a set of shared values?

More work needs to be done to explore the potential of different conceptions of
a ‘third sector’, ‘beyond profit’ sector or ‘social economy’. There is a need to go
beyond a characterisation based on responses to market and state failure and to
more strongly articulate:

• An alternative view of economic or ‘embedded’ market
activity beyond contributions to job creation and GDP. 

• A stronger focus on new sites of civic engagement and partici-
patory democracy.

• A rethinking and repositioning of the relationship with the
state and ‘public services’ in the broadest sense which goes
further than contractual service delivery.

There would need to be further discussion of who was or was not included here
but there would also need to be a recognition of the inevitability of blurred
boundaries. There would have to be a discussion over the possibility of articu-
lating some shared values and the need to accommodate any conflicting
principles. The key questions for the voluntary sector are whether they see volun-
tary action as encompassing this broader space and able to include elements of
private benefit. The key issues for co-operatives are whether they are happy to
recognise participatory practices that are not formally called ‘co-operative’ or to
be in a space with organisations that may not be participative at all. 

Social enterprises that see themselves as alternative business models (including co-
operatives) may also need to consider how association with voluntary sector and
informal activities may or may not undermine this goal. Would this broader
alliance affect their ability to try to change market structures and outcomes? On
the other hand, in relation to the public sector or to civil society more broadly,
there may well be obvious advantages of a wider association. 

Working out the language

But what phrase to use? ‘Third sector’ as a concept perpetuates the idea of clear
boundaries, and has negative connotations and little descriptive power. The ‘social
economy’ benefits from the fact that it does not imply sectoral boundaries, and
more easily accommodates co-operatives and other social businesses where they so
identify. However, like ‘beyond profit’, it may not give the right messages with
regards to advocacy and lobbying activities which are more easily encompassed in
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a term like ‘civil society’ although this is a much broader concept. Any term used
must also be understandable by all the organisations and activities concerned, as
well as by the public and private sectors and the general public.

However, for reasons of identity and history, some core defining values, and prac-
tical usefulness, it is likely that current terms such as voluntary and community
sector and particularly ‘co-operative’ will continue but those that use them need
to recognise their permeability. Some organisations are aware of their multi-
faceted nature and tend to use different self-definitions depending on the
situation. Others have developed separate organisations within group structures
which incorporate charitable activities, or forms of co-operative activity in order
to clearly demarcate activities, ringfence risk and ensure appropriate allocation
and accountability for funding. 

At the same time, there may also be a need to better articulate specific parts of this
broader space. This has been done extremely effectively by groups such as credit
unions or development trusts or social firms. That common identification allows
visibility and common approaches to issues such as governance or branding. 

Developing a forum to articulate a coherent voice over common issues

There are some common issues which are relevant across all types of organisa-
tion, although they may have different manifestations or be of different priority.
These include:

• Increased understanding of diversity and new models
• A better way to engage internationally or with other European

institutions and activities
• Governance issues (see below for more details)
• Support for start-up and development
• Specific sectoral issues such as childcare or recycling
• Applicability of charitable status
• Questions of where and when new fiscal measures to support

certain kinds of public benefit activity may be important 
• Appropriate resource and funding strategies
• Availability of appropriate finance
• Managing tensions between earned and donor income

between public and private benefit, and responding to the
challenges of social investment

• Legal models that support the range of new organisations
• Public recognition of non-charitable public benefit activities
• The ability to demonstrate clear ‘added-value’ through appro-

priate measurement systems including outcomes such as 
social capital

• Ensuring the development of government contracts that include
distinct added-value in service delivery including social capital

• Growth models that are sensitive to retaining distinctness
• The implications of the benefit system for those wishing to

engage with or set up organisations 
• Implications of mainstream enterprise and business policy and

practice 
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Other issues might include looking at whether or not charitable assets could be
transferred to certain forms of social enterprise and looking at the ease or other-
wise of changing forms reflecting a change in developmental strategy.

If issues of this kind are addressed separately or lobbied for separately with
government, or with other core stakeholders such as funders and finance
providers, the result may be partial solutions and confusion over who or what
they are applicable to. At the governmental level, there is currently huge confu-
sion over terms. For example, the Cross-Cutting Review by the Treasury into
public service delivery used the language ‘voluntary and community organisa-
tions (including social enterprises)’. Issues of eligibility are particularly
problematic especially if they only apply to ‘registered charities’ and need to be
better based on an understanding of exactly what principles underlie policy and
who is affected rather than just using blanket terms which may be inappropriate.

All relevant umbrella bodies could be represented in a formal network including
organisations such as NCVO, Social Enterprise Coalition, Co-operatives UK,
Community Matters and BME representative organisations. However, many
organisations may remain unrepresented and this situation would need to be
carefully managed and support for new umbrella groups developed. This is
particularly the case since initial responses to this idea have raised concern that
the relatively larger lobbying power and resources of certain groups such as
NCVO or Co-operatives UK would dominate discussions. 

In addition, any network of this kind must make sure that it is able to engage
with the needs of formal and informal community activity, rather than just
catering for the needs of large established formal organisations.

Supporting public benefit and public outcomes

Many of the new mutual models, as well as many community organisations,
embody elements of public and private benefit and pose challenges for current,
and future, changes to charitable law. In essence, these hybrid organisations
deliver benefits on a self-help basis and marry public and private benefit, showing
that these two principles are not necessarily opposed. The ability of case law to
deal with these boundary cases is likely to be inadequate and methods will need
to be found to arbitrate more easily with some clear guidelines and support. This
is particularly true for resource-poor organisations who may not even wish to
contemplate the likely expense and inevitable hassle. 

Over the last ten years, this kind of discussion has inevitably led to debates over
whether or not charitable status is still justifiable given that a whole range of
organisations, as well as some businesses, generate significant public benefit and
public outcomes in addition to jobs and wealth creation. For example, Landry
and Mulgan have argued that whilst the reality of charity has changed, the
connotations of ‘charity’ are still negative23. With the drive towards voluntary
action becoming more about self-realisation or beneficiaries speaking and acting
for themselves, the trustee model of governance implies distrust of employees and
little scope for representation of users. 
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On the other hand, it appears that the concept of charity is still highly supported
and trusted by the general public and creates a mechanism for accountability for
the use of donor and public funds. However, the question remains about how we
recognise public value or public benefit created by all kinds of organisations
(including businesses). There may need to be forms of recognition or tax incen-
tives to support this kind of activity where appropriate. 

Grant is not a dirty word 

With the ongoing focus on asset-development and entrepreneurial use of a variety
of income streams and resources to reduce ‘grant dependency’, it is important
that in this process grant-oriented organisations for whom this may be the most
appropriate strategy are not seen as second-best. There is a need to ensure that
grant and subsidy are recognised for their importance in funding activities that
cannot be cross-subsidised or funded in any other way or in their important role
as seed capital. More dangerously, a blanket dismissal of grant and subsidy as
activities to be avoided, runs the danger of funders, government and organisa-
tions themselves believing that all organisations can be easily self-sufficient or
conversely believing that all social enterprises will never require grants. 

There should be a much more sophisticated recognition and articulation of the
role of grants in supporting public benefit activity which may need subsidy or
social investment. There may be little monetary but significant non-monetary
social or environmental return. 

Governance is underdeveloped

One of the key challenges for all organisations mentioned here is that of gover-
nance. This is not just a technical matter designed to prevent fraud and increase
probity or even accountability but is about:

• ‘ownership’ of the organisation and the rights and mecha-
nisms of decision-making for different stakeholders including
beneficiaries, employees, the broader community; 

• balancing the different social and economic objectives of the
organisation; 

• incorporating some broader sense of public interest where this
is appropriate; and 

• deciding on returns or profit distribution between stake-
holders, investors (if appropriate) and reinvestment into the
community or into new projects. 

It is clear that both charities and mutuals as well as other organisations are strug-
gling with this issue. Governance has historically been one way to distinguish
charities and co-operatives but increasingly this is difficult to uphold with the
development of complex multi-stakeholder models, quasi-equity financing and
group structures. 
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Good practice is beginning to be developed through, for example, the work of the
Government and Participation project by Co-operatives UK for the Home
Office24 and the innovative member engagement models by disability charities
such as RNID. There needs to be much more sharing of good practice between
the voluntary and co-operative sectors and joint working together to tackle diffi-
cult governance problems. As Marilyn Taylor says, “user-led organisations in the
voluntary sector are under-conceptualised and under-researched”. 

With respect to charitable organisations, there is still a lack of clarity over the
extent to which charitable law enables user participation and this needs to be
further clarified and developed. Many organisations do not go for charitable
status specifically because of the limited governance model. Some of these restric-
tions can be currently overcome by adopting a mutual model underpinned by an
ips bencom which can be eligible for exempt charity status. 

However, there is strength in an independent board which can uphold the
broader public interest (or at least the objectives of the organisation) rather than
being at the whim of different groups. However, like simple business governance
models, there have been a variety of critiques of the inability of a top-down
strategic management, and ‘ownership’ or ‘trusteeship’ structure to deal
adequately with complexity and the danger of managerial capture. Radical
thinkers such as Shann Turnbull have proposed forms of governance which break
down control into manageable units and provide alternative forums for informa-
tion flows between stakeholders, management, and owners or ‘trustees’25.

Various mutual models have also developed ways of embedding broader public
interest issues into their governance structures. 

However, there needs to be a note of caution and reality here since both voluntary
and mutual models have often struggled to engage people in governance.
Additionally, the level of difficulty in managing potential conflicts between differ-
ent stakeholders cannot be underestimated and needs to be carefully mediated.

In addition to sharing good practice, a joint governance commission or review for
the ‘social economy’ or ‘third sector’ could be a good way to address these issues
practically. The results could also go some way towards providing lessons for gover-
nance dilemmas within the public sector (particularly in relation to hybrid models
such as Network Rail or Foundation Trusts) as well as in the business sector.
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Working together and sharing resources

And finally, given the overlap in objectives of many organisations, it is important
to further explore and develop forms of mutual support, particularly if this
enables sustainability for activities that may not be able to be otherwise viable. In
fact, this is practical social capital in action! Such activities could include:

• Consortia of organisations sharing back office functions and
jointly tendering and delivering. This is the model of many
Italian social co-operatives who are enabled, through this
approach to retain the benefits of small scale but economies of
scale from coming together.

• Sharing resources such as buildings (purchased as assets for
example), or functions such as accountancy, or staff, or child-
care facilities etc.

• Merging or creating partnerships or group structures where
appropriate. 
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Section 1

Introduction

This paper addresses two main questions about the future financing of the volun-
tary and community sector:

1. Can existing sources of funds be increased, used more
effectively, made to ‘work harder’?

2. Are there additional sources of funds that might become
significant over the next five years?

The paper has been prepared to help in the exploration1 of future funding possi-
bilities; to provide background to debate about how positive opportunities can
best be seized – and potentially negative ones avoided.

As a preface and to provide some indications of the context for this debate, some
key data is presented in this section along with a series of quotations which illus-
trate a number of current themes that preoccupy people working in the voluntary
and community sector. 

The second section of this paper identifies a number of critical issues that will
have to be faced if the funding prospects of all parts of the voluntary and commu-
nity sector are to be approached with optimism:

• The dominance of the grants culture
• The quality of service provision purchasing practice
• Capacity, competence and confidence
• Investment in knowledge – in learning about what works

In the third part of the paper, the first of these issues, the dominance of project
grants within the financing of the sector is discussed in a little more depth. The
case is made that funders – in all sectors – will have to abandon those aspects of
grant-making practice which seem to weaken rather than strengthen grantee
organisations if grant-making is to be a credible and fully effective funding option. 

The concluding section speculates about what might happen to the financing of
the voluntary and community sector, drawing on current trends and suggesting
possible developments in government, philanthropic and corporate funding.
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A final introductory observation – nothing in this discussion of the financing of the
voluntary and community sector is likely to be wholly new. The long history of
entrepreneurial ingenuity in the sector is a rich one – and this will no doubt con-
tinue. What can be enhanced is the environment within which such ingenuity can
be exercised and the skills and knowledge of those seeking (and providing) funds.

Setting the scene

The complexity and diversity of the financing of the voluntary and community
sector is illustrated by two tables:

• The first shows the spectrum of income sources and the
proportionate significance of each.

• The second illustrates the diversity of financial scale within the
sector and the significant challenge that this represents to the
prospects of any generalisation about the funding of the sector
as a whole having much validity.

Table 1: Income sources

Table 2:The different funding of organisations of different sizes
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2001/2 %
Fund Raising 47.2

Donations from individuals 13.6
Legacies 6.3
Public sector/statutory grants 16.9
Trusts and foundations 5.3
Lottery fund distributors 2.6
Corporates – donations 2.5

Public Sector Contracts 17.7
Enterprise 26.6

Individuals – fees, sales, subscriptions 16.8
Trading subsidiaries 5.2
Other voluntary and community sector 1.3
Corporates – sponsorship, fees 1.8
Property rental 1.5

Investments 8.5

2001/2 Under £10k- £100k- £1m- over All
£10k £100k £1m £10m £10m

Average
income (£) 3,363 35,647 320,594 2.802m 35.135m 3.588
Porportion %
of sector (No) 59.4 28.7 10.3 1.4 0.2 100
Proportion %
of sector (£) 1.4 7.5 23.7 28.9 38.6 100



The NCVO Almanac2 (from which the information in both these tables is taken)
does not distinguish between the local and national government shares of volun-
tary and community sector funding. In the Treasury Cross-Cutting review of The
Role of the Voluntary and Community Sector in Service Delivery3, however, a
breakdown was provided of the respective contributions to the sector from
different tiers of government in England. Excluding the funding of Housing
Associations/registered Social Landlords, this showed that:

Table 3:Public funding (England)4

*this includes funds provided by goverment agencies and non-departmental
public bodies such as the lottery fund distributors

In the NCVO Almanac, public sector funding from these different tiers is aggre-
gated, but the split is made between grants and contract fees – and shows that the
largest charities are securing more funds from each of these income streams,
whereas the middle sized and small charities are not:

Table 4: Public sector grants and contract fees
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Under £10k- £100k- £1m- over All
£10k £100k £1m £10m £10m

Grants
2001/2 (£m) 18.4 250.7 1206.6 1039.6 990.1 3502.4

Proportion %
of total
income 6.4 16.2 24.5 17.3 12.4 16.9

Change from
2000/1 % -34 -6.5 -3.2 +6.6 +7.5 +1.9

Contract fees
2001/2 (£m) 2.3 73.7 599.5 1180.2 1823.1 3678.8

Proportion %
of total
income 6.4 16.2 24.5 17.3 12.4 17.7

Change from
2000/1 % -34 -6.5 -3.2 +6.6 +7.5 +9.0

2000/1 £m %
Local authorities 1.060 42.4
NHS 0.557 22.3
Central government* 0.882 35.3



The complexity of the issues with which any discussion of the financing of the
sector has to grapple is illustrated by the following extracts from eight recently
published reports:

1. “Changes in the economy, the interests of foundations and the priorities of
government can quickly reduce or redirect money… The stress and effort
inflicted by this uncertain funding environment… breeds a scarcity mentality
that can shrink an organisation’s ambitions.”5

2. “Financial insecurity is invariably endemic. Access to financial resources and
the relationship with funders is a critical factor that can influence the effec-
tiveness of a community organisation and its ability to meet its goals. Their
income is often made up of a complex puzzle of numerous sources, many of
which are secured for individual projects. Funding difficulties can stifle
creativity, reduce risk-taking and inhibit the ability of community organisa-
tions to develop the necessary assets and capabilities to secure positive results.
Moreover much time is spent on completing application forms and diverse
reporting requirements of funders. Short-term funding and low salaries also
inhibit the ability of community organisations to attract appropriately experi-
enced staff and threatens staff retention, thus risking the loss of the most
important asset held by a community organisation – the staff.”6

3. “Although grants have the clear advantage of being non-repayable, conditions
attached to them designed to ensure that the money is used for the purpose
intended may limit the capacity of an organisation to operate and expand or
to leverage in commercial finance.”7

4. “Funders, therefore, face a constant dilemma. Like a bird on a nest, there will
always be hungry mouths to feed. Unless their income matches existing and
emerging demand they will always be in the position of terminating funding
to organisations that they have supported in the past.”8

5. “We now have a funding environment in which the dominance of such project
funding is taken for granted both by grant-makers and by many charities.
Their staff have grown up with this and know no other. It is a sector wide
disaster. Never has the sector been given so much money as in recent years,
but it has arrived in a way that is both ineffectual and deeply demoralising for
all concerned, givers as well as receivers. We have a quite new funding
culture. Charities rely less and less on raising or earning their own money and
more and more on persuading external organisations to fund their work.
These bodies… have their own agendas to which the charities must adapt or
die. As a result many charities are living in a new world of extreme and
demoralising financial insecurity.”9
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6. Grant-holder comments about funders:
• “They behave as if they know best”
• “Sometimes they arrive with ideas about how we should be operating”
• “Lots of funders behave as if they are going into Marks and Spencer

and trying to buy a jumper without being prepared to pay for the
design, or the advertising costs, or the laboratory testing of the new
yarn, and they are actually rather unwilling to meet the cost of the
right hand sleeve. Then they are surprised that they have bought a
rather grotty jumper.”

• “I hate it when they say they have achieved things. All they ever did was
agree to give us a cheque.”10

7. “What distinguishes social entrepreneurs is their focus on creating social value.
They measure productivity and yield in terms of social impact. They help us
find better ways to use resources to improve the world in which we live. They
will not be shy about using philanthropic and government resources when
they are appropriate and available. They do not see donor dependency as a
disease, nor do they see earned income as a panacea. They recognise the
strengths and weaknesses of both forms of revenue. Despite popular concep-
tions, neither form is inherently more reliable or sustainable than the other.
Businesses fail all the time, and many donor-dependent non-profits have been
around for many decades, even centuries. Social entrepreneurs look for
strategy, structure, and funding mechanisms that are most likely to ensure
effective and efficient social performance given specific mission objectives and
a particular operating environment.”11

8. “Who knows? Maybe in 20 years time a new age of individual giving will have
dawned. Government grants will have expanded, lottery ticket sales will have
recovered, all the UK’s companies will donate 1 per cent of pre-tax profits to
social action and an ever expanding stock market in a period of unprece-
dented growth will sustain charity investments and boost the endowments of
grant-making trusts. But right now would you bet your money on any one, let
alone all, of those things actually happening? We can’t control the future. But
we can develop ourselves. We have the resources. Do we have the courage? It
is clear from all available evidence that heavy reliance on time-limited grants
and charitable donations is not a safe place to be. For the voluntary sector to
flourish, new financial instruments are required to catalyse and enable enter-
prise and growth. Sensibly broadening investment approaches to allow
exploitation of greater latitude is not risky for charities, however, the status
quo is. Programme related (social) investment is about sweating charitable
assets harder – asset sweating not asset stripping. So, if charity funding is in
trouble, here’s to the Noah effect: no more prizes for predicting rain – you
only get a prize when you build an ark.”12

101

Financing the voluntary and community sector – future prospects and possibilities David Carrington



SECTION 2: The issues to be addressed

Prospects for change

The two questions at the heart of this paper can both be answered positively:

1. Can existing sources of funds be increased, used more effec-
tively, made to ‘work harder’?

2. Are there additional sources of funds that might become
significant over the next five years?

A positive answer to each question will only be possible, however, if:

• funders adapt their ways of working so that their use of grants
is used selectively and deliberately within a more ‘mixed
economy’ of financing alongside other forms of funding

• funders ensure that the terms and conditions that they apply
with their funds are justifiable and appropriate given the nature
and scale of the activity that is to be funded and of the organi-
sation they are supporting and the risks that it is taking on 

• data and ‘lessons learnt’ about financing alternatives are better
documented and shared 

• advocates of enhanced financing systems are more successful
than in the past in persuading established and new funders to
‘look beyond grants’ in the menu of ways through which they
can support work within the voluntary and community sector.

Financial diversity

As with almost every discussion of the voluntary and community sector, however,
some cautionary words are needed about the risks of making any generalisations
about the sector’s finances. How can one generalise about a sector where, as was
illustrated in the previous section:

• 1.6% of the organisations within it account for 68% of the
income? 

• just 306 charities receive 39% of the total annual income?
• 59% of charities receive 1.4% of the income; and 
• the charity press can headline reports from the same organisa-

tion’s research which asserts that “international aid remains
the UK’s most popular cause, attracting 18% of the donations
– one and a half times more than cancer charities attracted”
whereas a few months earlier the headlines (drawing on
research which used a different source material) trumpeted
that “medical research and children/young people drew the
widest public support”, ‘overseas relief’ being relegated in the
table to a position behind animals and religious organisations

• 64% of the fall of £856 million in the sector’s total income
between 2000/1 and 2001/2 fell on the organisations with a
income of between £100,000 and £1million, a group that
makes up only 10% of the sector.
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The diversity of the voluntary and community sector and the complexity of its
funding makes it unwise to rely over much on generalisations about the whole
sector’s needs and circumstances. The different functions, scale, structure, history
– even the location – of the 153,000 organisations which make up what are
described as ‘General Charities’13 all have distinctive consequences in how organ-
isations are funded. 

Making assertions with confidence about the sector is made more difficult
because different data sources use different definitions of what constitutes the
voluntary and community sector, accounting practices within the sector vary in
the way different income sources are classified and the data takes time to reach
the public domain (the 2004 Voluntary Sector Almanac, for example, was
published in February 2004 but is reliant on data for 2001/2). 

There are, however, “common issues and preoccupations – not least:

• the universal hunt for the holy grail of long-term financial
sustainability

• the ease with which an organisation’s core mission can be
diverted or distorted (sometimes fatally) by a short-sighted
(albeit tempting) chase after new, but inappropriate, funding
opportunities

• the persistent negative assertion (often by people with little or
no direct knowledge of the sector) that non-profit organisa-
tions are grant dependent, feather-bedded by subsidy, risk
averse and insufficiently hard edged financially.”14

Key issues

Four aspects of the current financing of the voluntary and community sector will
have to be addressed if the questions set out at the beginning of the paper are to
be tackled:

1. Grants Culture: the dominance of a grants culture – which
can have perverse and expensive consequences:

• organisations can be weakened rather than strengthened by
some grant-making practice

• the prospects of successful outcomes can be undermined by the
imposition of counterproductive grant terms and conditions

• multiple funders subjecting applicants/grantees to near iden-
tical assessment and compliance procedures and maintaining
separate grant payment and administrative processes which
add to the transaction costs15 of both grant-maker and grantee
– using up financial and human resources that could otherwise
be directed towards charitable purposes.

Further discussion of these and related issues is to be found in
the next section of this paper.
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2. Service purchasing: service provision purchasing from volun-
tary and community sector providers by the public sector –
when the priority is for a cheap price procurement system and
the avoidance of shared risk. This can lead to an outcome
where all three participants – the user, the provider and the
purchaser of the service all lose. The practices of both the
public sector purchaser and the voluntary sector provider
have to change radically if these problems are to be overcome
– not least the reluctance of voluntary and community sector
organisations to ‘walk away’ from poorly conceived and/or
under-priced contracts, some with terms and conditions that
are so inappropriate that they threaten other aspects of the
provider organisation’s work. Given the amount of attention
devoted to this type of funding at the moment (for example as
a result of the Cross-Cutting Review: The Role of the
Voluntary and Community Sector in Service Delivery, the
introduction of Futurebuilders, and the work being under-
taken by ACEVO/New Philanthropy Capital) the issues are
not explored further in this paper. 

3. Capacity: the need for additional capacity and entrepre-
neurial confidence. The ability of trustees and staff of
voluntary and community sector organisations to juggle skil-
fully a complex mixture of different types of earned income,
sponsorship, legacies, subsidy and donations would be the
envy of many entrepreneurs in the for-profit sector, but even
greater ‘smart and canny’ ingenuity is likely to be needed as
voluntary and community organisations look increasingly for
enterprising ways of utilising their own capital assets (phys-
ical, intellectual and human as well as financial) to generate
additional resources and more sustainable income streams.
Most voluntary and community organisations are chronically
undercapitalised for the work they do – or would like to
undertake. They often have insufficient reserves to meet the
obligations (and levels of risk) they take on; and they have
little or no working capital or funds to resource initial work
on new developments. Increasingly, funders will have to
incorporate the financing of capacity strengthening and tech-
nical assistance when they wish to support an organisation
take on unfamiliar territory or be exposed to new risks. 

4. Knowledge investment: there is a tendency for all funders to
make very little of one of their major assets, the intellectual
capital that their experience will have built. They tend then to
ignore what could be argued to be a key obligation of their
role16 – that the extensive learning acquired as a result of their
funding activity be fully documented, shared and applied (in
their own subsequent funding decision making, in the further
development of the work they have been funding, and within
the rest of their network and the wider community). Funders
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and funded both need to develop – proportionately and in
ways that enhance operational practice without involving
excessive accountability burdens – performance and outcome
measurement indicators and up to date information systems
which do justice to the often complex multiple ‘bottom lines’
(social and environmental as well as financial) that their work
is intended to target.

Legitimate grants

It will also be vital to avoid slick prescriptions about the financing of the sector,
prescriptions which often ignore the reality and diversity of what is achievable by
many organisations in the voluntary and community sector – negative assertions
such as those that are commonly made about alleged grant dependency. To be
sure, it is important that full grant subsidy is only used when no other form of
finance (earned, borrowed or self-generated) can be more (or as) effectively used
to deliver a specific public benefit. Grants and donations, however, are a legiti-
mate – and, for many organisations in many situations, the only form of –
funding that can ensure an organisation can achieve its purpose. But there is a
rich diversity of financing possibilities that organisations in the voluntary and
community sector can deploy17 – for different purposes and at different stages of
their development. 

To justify full subsidy, an organisation needs to be able to demonstrate that it has
thoroughly investigated and, where appropriate and feasible, built up: 

• a range of income generating activity (from customers and
service users, from appropriate marketing opportunities, from
work done under properly priced contracts with statutory
organisations) without exposure to excessive risk or mission
distortion

• a loyalty among supporters and its community that is reflected
in a regular and unrestricted income stream from loyal donors 

• a financial strategy to maintain and further develop its work
that makes intelligent use of recyclable funds – recyclable from
its own reserves and/or from borrowing.

If all three of these are in place, then the case for grant income and subsidy to
meet the rest of the price of delivering the mission can be made without apology
or defensiveness, but strongly, legitimately and with confidence.
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SECTION 3:The ‘Grants Culture’ – Perverse Outcomes?18

That there is a tendency for some grant-making systems to have perverse
outcomes, to weaken rather than strengthen the organisations that they are
intended to support, has been an increasingly prominent focus of debate in recent
years19, especially in the USA. 

Grant-makers – in all sectors – have made substantial efforts over the last decade
to enhance:

• the clarity of purpose of their programmes
• the openness and transparency of their application and deci-

sion making processes
• their approaches to the measurement of the outcomes and

impact of what they do. 

These efforts have not always been matched, however, by appropriately ‘intelli-
gent’, proportionate, supportive or flexible changes to:

• the assessment and due diligence methods they use
• the criteria they adopt about what costs can be funded
• the grant terms and conditions they apply
• the systems of compliance and accountability they impose. 

As a consequence, funded organisations can be subject to costly, mission
distorting and financially disabling action by grant-makers.

Surely the perversity lies in arguing that a grant could be anything other than a
‘good thing’? The reality is that the way some grants are made, their restricted
purpose, the conditions attached, can have a ‘Born to Fail’ effect – doomed from
the start not to achieve what both the grant-maker and the grant seeker were
aiming for. Some examples of routine practice among funders illustrate this: 

1. ‘Project-itis’

Voluntary and community organisations despair of the tendency of so many
funders to tie their grants to very restricted purposes: ‘project-itis’, a disease that
creates what has been described as a ‘dance of deceit’20 between funder and
funded as the fund seeker tries ever more desperately and/or ingeniously to
describe ongoing work in ways which enable it to be presented as a new (and no
doubt ‘innovative’) project which meets narrowly defined (and funder imposed)
programme aims.
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2. Short term project funding

Many funders: 

• concentrate on short-term support, tied to tightly defined
outputs and quantitative monitoring – success tends to be
measured by compliance not by achievement 

• adopt arbitrary funding cut-offs that take no account of the
length of time that may be needed for a project or activity to
achieve its objectives or become self-sustainable

• demand ‘exit strategy’ plans, many of which are regarded with
some scepticism, either because they rest on unrealistic timeta-
bles or because the project’s future sustainability relies on
replacing one source of time-limited grants with another.

Yet those same funders acknowledge that the social and community problems
they are trying to address through their grant programmes are complex and deep-
rooted, unlikely to be ‘solved’ by short term efforts. Some funders explain their
reluctance to make long-term funding commitments by expressing concern that
the organisations that they are supporting may become over dependent on their
grants and that their grant-making resources will ‘silt up’ – implying that a
funder’s freedom to switch support from organisation to organisation is a greater
priority than funding a single organisation for sufficient time for it to achieve the
aims that the funder has agreed to support. It seems more likely that the often
ambitious objectives of funders to use their resources to tackle challenging social
problems might be better served if the pattern and duration of their grant-making
related more realistically to the time it will take grantee organisations to achieve
those objectives.

The recent Treasury guidance21 about what are – and are not – Treasury ‘Rules’
(i.e. Government Accounting) has much to say that is relevant to grant-making
(and to contracts), for example, on short term funding: 

“The lesson here is clear: short term funding can often produce
sub-optimal outcomes for both the VCO and the client group that
benefits from the work of that VCO. Longer term funding can
reduce such dependency, allow the VCO more flexibility to carry
out its core function, and produce clear benefits for the – often
highly vulnerable – client groups supported by such VCOs.”

3. Underfunded intiatives

Many funders have been unwilling to pay for the full price of the work they agree
to support; and the costs they have been most reluctant to support have been
those which are essential to an organisation’s long term and healthy survival, the
general operational overheads and forward planning costs. As a consequence, a
project grant can be awarded that is inadequate for the effective development and
management of the project it is intended to support – leaving the grant recipient
either to meet those costs from its own (probably limited) resources or to run the
project knowing that it does not have sufficient funds to do so. 
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4. No incentive to outperform

Grants classified as restricted in purpose and tied to inflexible compliance moni-
toring systems provide no incentive or encouragement to a voluntary or
community organisation to adopt efficiencies or more effective practice as the
funded project progresses and experience of managing it generates learning about
what works and what does not. Restricted grant systems do not enable a funded
organisation to retain unspent funds that have been saved through efficiencies
and add them to their general reserves and working capital.

5. High transaction costs

Grant-making transaction costs can be formidable – for both grant-seeker and
grant-maker. This is exacerbated by the way the funding of so many projects
resembles a jig-saw – with multiple funders all subjecting the application and then
the management of the grant to separate (and different) terms and conditions and
reporting requirements. These are sometimes designed defensively – more to
minimise the funder’s exposure to what it regards as risk, rather than to be
supportive of the project or to make positive capital out of the lessons learnt from
its work. On other occasions they seem to completely overlook the amount of
time that grantee organisations have to spend meeting many of these require-
ments – time that can often be largely unproductive. Given that those same
organisations usually have limited capacity, it is hard to see that grant-maker or
beneficiary interests are well served by so much grantee time having to be spent
‘servicing’ funder imposed systems. 

New grant-making?

A grant-maker’s aspirations can only be realised if the organisations that it
supports have the appropriate level of resources and the necessary capacity, confi-
dence and competence to address the mutually desired objective effectively; the
grant-maker is no less dependent than the grantee. It is in the grant-maker’s inter-
ests to audit all of the systems that it adopts:

• for inviting and assessing applications
• for commissioning work from voluntary and community

organisations
• for developing partnerships with intermediaries
• for setting and monitoring grant terms and conditions... 

to ensure that they are appropriate and proportionate for
what is to be attempted and are supportive of the grantee
organisation’s prospects of success.

Organisations seeking to increase and enhance the effectiveness of existing
funding arrangements will need to work with grant-makers in all sectors to help
ensure that these standards are attained.
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SECTION 4: So – what might happen?

Introduction

A spectrum of different types of finance support the voluntary and community
sector – a spectrum that extends from cash donations in collecting boxes at one
end to commercial overdrafts at the other, including on route grants, legacies,
endowments, membership fees and subscriptions, sponsorship, contracts, sales
and trading income, payments by users, specialist and commercial loans. 

Different combinations of these types of funds are used to support different types
of activity or development in different ways at different times in an organisation’s
life. Different funders apply different terms and conditions and levels of engage-
ment to different types of organisation and activity. The motives or interests of
different funders (individual, charity, corporate, lottery, government) can also
vary considerably, even if the type of funding they provide is similar. 

A key skill for the leadership of any organisation in the voluntary and community
sector, therefore, is to be familiar with, and confident about the use of as wide a
range of the financing options on this funding spectrum as it is feasible and
appropriate for their organisation to access at each phase of its growth and devel-
opment. A key task for infrastructure and representative organisations within the
sector, therefore, is to help ensure that organisations’ leaders have access to high
quality information and tactical and strategic advice on financing their work.

Over recent years, several options on the financing spectrum have been
‘stretched’ and extended. Organisations (both funded and funder) have become
more confident about going beyond the single or few types of finance that they
have used for decades:

• grant-makers have explored loans, made either direct or via a
specialist intermediary

• commercial lenders have supported below market social
investment funds

• trustees of community organisations (even of small ones) have
found that they can establish sustainable income streams and
move away from a wholly subsidised existence

• charities (of all sizes) have learnt that they can borrow money
to see them through uneven cash flow periods or to
acquire/refurbish income generating assets. 

Increasing numbers of funders and funded organisations have broken free of a
‘one size fits all’ prescribed approach to funding the sector’s work and recognise
that an individual organisation’s specific circumstances, track record and capacity
will enable a variety of combinations of finance to support – and other forms of
funding to cripple – the development of new (or the maintenance of existing)
initiatives.
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That the language of ‘investment’ is used increasingly by both funder and funded
is not just rhetoric (though there is a danger of it being so overused that its
meaning becomes diluted). For both organisations in a financing transaction, the
use of the term can demonstrate that they are engaged in a long term venture,
from which both – and the beneficiaries of the activity or service – will derive a
measurable return, albeit not necessarily a financial one.

Predictions

The rest of this section brings together some predictions of what might happen to
the financing of the voluntary and community sector over the next few years –
each derived from current trends which seem likely to continue. Some may
warrant further encouragement – for some, active discouragement may be more
appropriate! Their potential to influence the future financing of the sector seems
significant – and, therefore, any strategy for the further development of the
voluntary and community sector, locally, regionally and nationally will need to
take account of them.

Current funding trends within the voluntary and community sector 

1. Continued growth and pressure on available funds: 
The voluntary and community sector will continue to grow in
size, especially at the top and bottom of scale as measured by
annual income. There will be no shortage of demand for funds
from all sources as the number and ambitions of charities
increase; competition between charities will, therefore, intensify
but there will also be increased pressure (on funders and on
fund-seekers) to make every penny work harder, to encourage
ingenuity in financing work, to demonstrate efficiency and cost
effectiveness, to share or pool resources and efforts. One conse-
quence will be a sharply changing agenda for fund raisers as
they will need to demonstrate that a chosen fund raising option
is the most appropriate way to finance a specific planned capital
asset development or new venture – why loan finance, for
example, would not be more appropriate than a traditional
capital appeal for some or all of the financing of a new project.

2. Large charities get bigger slice of donated funds: 
Donations and grants from most sources will remain static or
continue to fall – but the charities with the largest incomes will
continue to increase the funds they receive as a result of their
high level of investment in fundraising; the increased polarisa-
tion will also become more marked, the big brands getting
bigger and hoovering up more and more of individuals’ chari-
table donations and corporate sponsorship – at the expense,
primarily of the middle sized charities that cannot afford to
invest in substantial fundraising or brand development.
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3. Contract fees increasingly dominate public funding of sector: 
Fee income from contracts with the public sector will continue
to replace grants as the main source of public sector funding of
the voluntary and community sector – but the organisations that
are most vulnerable to losing grant income (the middle sized
ones) are not necessarily those that will gain contracts and fee
income. (Contract type arrangements could also extend increas-
ingly to financing relations with other sources – lottery
distributors, trusts and foundations, companies; if so, and if the
work is properly priced and fully funded, some of the present
pressures of underfunded work and the inflexibility of restricted
grants would be eased).

4. Full cost recovery pricing takes root: 
Moves towards ‘full cost recovery’ pricing (including an appro-
priate margin) of publicly funded services provided by voluntary
and community sector organisations under contract to statutory
purchasers will continue and gain momentum as risk sharing
and more ‘mature’ procurement practice takes root – but
securing appropriately priced and structured contracts will also
continue to be a struggle, especially locally, unless effective chal-
lenges are mounted to address:

• the endemic tendency of charities to collude with taking on
underfunded and/or excessively risky contract terms and
conditions

• performance of staff with procurement responsibilities being
judged by narrow output and low cost measures

• impact on pricing of staff costs continuing to rise significantly
faster than overall inflation increases.

5. Community sector develops own funding routes: 
Organisations describing themselves as being within the
community sector may distance themselves increasingly from
the large charity ‘brands’ and the service provider voluntary
sector and look to government and other funders to back their
emphasis on asset development (and asset transfer) and commu-
nity service agreements as key routes to greater sustainability.
The success of funding schemes such as the Adventure Capital
Fund22 will encourage funders – in all sectors – to:

• link the provision of start-up funds directly to capacity
building/technical assistance programmes

• combine a variety of patient capital investments with grants23

• introduce low cost loan and social venture type funds to
support new enterprises or to grow existing ones.
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6. Voluntary housing sector goes beyond housing: 
Housing Associations (Registered Social Landlords) – by far the
financially strongest and asset rich sub-sector within the volun-
tary and community sector – will become increasingly
prominent in local economic development, community finance
and neighbourhood regeneration/renewal; but will also have to
recognise that their ‘business interests’ require them to link with
and underpin the resources of community led organisations if
their ‘housing plus’ work is to be perceived as legitimate by
government agencies and the communities within which they
are working.

7. Collaboration between organisations within the voluntary
and community sector: 

Partly of their own volition and partly in response to funder
encouragement, it seems probable that a variety of financial
collaborations between organisations in the voluntary and
community sector will develop, for example: 

a) charities making deposits with Charity Bank and other CDFIs
b) large charities subsidising, underwriting or lending funds to

smaller ones; housing associations providing financial ‘cover’
and protection to community organisations 

c) organisations pooling reserves to support joint initiatives or
to enable a lead organisation to take on a development that is
larger than otherwise could be supported 

d) ‘business to business’ developments between social enterprises.

Government

It seems probable that Government… 

1. Commitment to the voluntary and community sector 
…commitment to the role of voluntary and community sector
(in service provision, volunteering and civil society, neighbour-
hood regeneration and civil renewal) will remain prominent –
but is unlikely to be matched during the next public spending
review periods by very large single injections of additional
resources such as Futurebuilders or Change-Up; more modest
funding initiatives may target specific aspects of community
cohesion e.g. faith groups, the Black and Minority Ethnic volun-
tary and community sector organisations.

2. Enthusiasm to outsource fund distribution 
…will continue to be keen to ‘out-source’ some innovative
funding distribution to consortium of voluntary sector organisa-
tions (as it has done for the Adventure Capital Fund, the
Parenting Fund and Futurebuilders). It is likely also to be
persuadable to extend these programmes if they can be shown
to have met their initial targets.
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3. Endowment
…may be interested in using endowment as a means of making
a lasting (but one off) investment in new funding vehicles (as
demonstrated by the investment of lottery funds in UnLtd,
NESTA and Fair Share); this might be especially relevant in
boosting the scale and the potential for a sustainable future for
community finance organisations.

4. Encouragement of personal and corporate philanthropy
…will seek to encourage more philanthropy and social invest-
ment (especially by those with most wealth) by the:

• introduction of new planned giving measures similar to the
split interest trusts (including charity remainder trusts) that
exist in the USA

• extension and further development of incentives similar to the
Community Investment Tax Relief

• encouragement of the further promotion of initiatives such as
the Corporate Challenge and Payroll Giving among SME’s

• long term support for initiatives such as Guidestar in order to
address what are perceived to be transparency and informa-
tion deficits. 

5. Addiction to short-termism
…tendency to adopt short term funding programmes to address
complex and long term community finance and regeneration
needs and aspirations (to adopt impatient capital measures
when patient financial capital is needed) and to chop and
change funding criteria (e.g. Phoenix Fund, Neighbourhood
Renewal) may be moderated as a consequence of lessons learnt
since 1997, but is likely to continue to be often overwhelmingly
tempting – the negative impact of this happening being greatest
on those community organisations which have the least finan-
cial and organisational capacity.

6. Ambivalence about delegation
…will continue to be ambivalent about moves to delegate direct
statutory funding of local and sub-regional activity to local and
regional statutory organisations and agencies – and will
continue to adopt the rhetoric of devolved funding but default
all too easily back to micromanagement and central direction of
priorities, criteria and compliance requirements.

7. Holistic approach to financial exclusion
…will edge tentatively further towards an approach to local
economic development and household poverty alleviation meas-
ures in the poorest neighbourhoods that combines community
finance ‘instruments’ that address both area based development
and individual household income (through community banking,
micro-credit and a range of CDFI schemes).
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8. Mainstream social enterprise 
…will open up further access for voluntary and community
sector organisations to ‘mainstream’ economic development
services (e.g. from DTI and DEFRA) as those services adapt to
focus more on social and not-for-personal profit enterprises as
well as the for-personal profit sector

European funds

Organisations and areas which have been able to draw significantly on European
Funds are going to be especially under pressure as ‘enlargement’ dilutes the avail-
able resources; it seems unlikely that, for the foreseeable future, there will be
significant growth in the availability of European funds for the voluntary and
community sector in the UK. 

Personal philanthropy

It seems probable that the proportion of individual donations made with Gift-Aid
will grow – but so too will donor expectations of their relationships with the
charities they choose to support: 

1. An increasing proportion of personal donations will be made
tax efficiently but the larger donations will tend to go to the
larger, better branded fund-raising charities and institutions.

2. An increasing proportion of new and larger scale individual
donors will expect a higher level of accountability from, and a
more active engagement with, the charities they choose to
support.

3. For some existing donors (and for some with no previous
history of personal philanthropy), opportunities to make
social investments (especially if there is an incentive such as
the Community Investment Tax Relief) could add new money
to the sector (i.e. such investments would be made in addition
to, not instead of, philanthropically motivated donations).

4. New charity products and donor services are likely to be
introduced for individual and family donors, including:

• outsourced ‘back office’ administrative services
• ‘research and assessment’ services to assist donors make

choices between competing charitable appeals such as
New Philanthropy Capital

• pooled philanthropy funds such as the Impetus Trust,
Venturesome or the Acumen Fund

• ‘sign-posting’ and advice services about new social invest-
ment opportunities.

5. Donor attitudes to some charities (or to the whole ‘brand’)
are likely to be increasingly directly influenced (for better or
for worse) by ‘service user’ experience of growing proportion
of population (themselves, families or close friends).
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Corporate philanthropy and corporate social responsibility

Further growth seems likely – but will be combined with greater focus and the
expectation of greater accountability; there will also be further moves to release
unclaimed assets:

1. Corporate philanthropy: a continuing growth in the number
of corporate foundations is likely – prompted/resourced by
further demutualisation, ownership changes, Corporate
Social Responsibility (CSR) development – but this will be
accompanied by higher levels of:

• more purposeful philanthropy, tied closely in many cases
to corporate aspirations and brand links

• employee involvement in CSR
• expectations that ‘partner’ charities should provide impact

data.
2. Prominent charity ‘brands’ are likely to gain most from many

of the new donors as they are more likely to be selected as part-
ners if the choice is made by employees or by marketing staff.

3. Growing commercial interest in ‘business to business’ rela-
tionships with social enterprises and service providers within
the voluntary and community sector can be anticipated; also
a parallel interest in Business Schools and in staff develop-
ment within the corporate sector in engagement with the
emerging social enterprise sector. 

4. Unclaimed assets: further publicity about the existence of
unclaimed or ‘orphan’ assets (not just in banks but within
insurance companies and other financial institutions) will
intensify pressure for them to be released for philanthropic
use, whether directly though the asset (or the income derived
from it) being gifted to corporate foundations or Community
Development Finance Institutions or other intermediaries;
this will also expose scale of unclaimed assets held by
Government e.g. in National Savings.

Endowed trusts and foundations – going beyond grants

Further innovations in practice and priorities seem likely to emerge as trusts and
foundations try to carve out a niche that distinguishes their funding roles from
those of public or corporate funders:

1. Concern about the negative aspects of the ‘grants culture’ (see
Section 3) will lead to the adoption by an increasing number
of endowed trusts and foundations of new funding strategies
which lead to longer term and financially more ambitious
relationships with chosen organisations. This is likely to
include more provision of risk capital (on patient terms) for
new ventures or the extension or enlargement of existing
ones, to help strengthen skills and competencies of organisa-
tions’ leadership, and to enable wider learning about both
what works and what can be learnt from initiatives that fail. 
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2. The experience of how their specialist investment managers
dealt with the decline24 and volatility of the equity market in
recent years will have encouraged a more robust questioning
of those managers by trustees of endowed charities and
further moves to diversify and extend the range of assets in
which funds are invested – albeit substantial changes in
investment strategies will be slow to be implemented. 

3. A small but growing and influential group of endowed trusts
and foundations will adopt Mission Related Investment25

strategies for some of their assets – a move which could over
time add significantly to the funds available to the voluntary
and community sector – and, when their charitable mission is
directly effected, adopt more activist investment practice.

4. A growing internationalism will reinforce recent steps to
bring UK trusts and foundations into closer contact with the
work of peers elsewhere in Europe and beyond. 

Lottery funds

The decline in overall ‘good cause’ income is likely to continue – and to accelerate
if the Olympics bid advances – but the proportion of lottery funding going to the
largest organisations (as a result of the likely reduction in wholly open
programmes) and to the smallest (as a result of the planned increase in the scope
and scale of Awards for All) will increase – at the expense of middle sized national
and sub-regional organisations.

Consumerism

The prominence of the voluntary and community sector in the provision of
publicly funded services together with continued growth of consumerism in indi-
vidual and community attitudes to services is likely to necessitate significant
attitude changes by charities towards service users and their families/carers and to
lead to higher costs as organisations have to take on additional insurance protec-
tion. Just because a service is provided by a charitable organisation, even a locally
managed one, community or individual goodwill cannot be assumed (See also
Personal philanthropy: 5 above for potential impact on donor attitudes).

IT

Further developments in IT and web based systems26 should lead to 

• reductions in transaction costs – for funder and funded during
the application, assessment, monitoring, evaluation and
payments management phases; the introduction of Guidestar
should reinforce this, not least in cutting out the need for what
is now time consuming duplication of work by applicants and
grant-holders

Voluntary Action: meeting the challenges of the 21st century

116



• greater collaboration between funders with overlapping inter-
ests as current reluctance to share assessment and evalua-
tion/monitoring reports becomes increasingly indefensible

• web based information about the merits (and demerits) of
different financing options should provide reassurance to
trustees aand staff who are nervous of seeking new types of
funds for the first time; web based information sharing about
what works (and what does not) should also enable funders
and funded to be better informed and to better able to avoid
taking on new initiatives that are likely to fail. 

David Carrington
October 2004
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