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GOVERNANCE AS THE
TRUE SITE OF THIRD
SECTOR INNOVATION
FOREWORD
In the United Kingdom, the financial pressures on the public sector are extreme. Spending on public
health, adult social care, offender management and rehabilitation and mental health is constantly
subject to review and downward adjustment. Whole sectors, such as adult social care are under
threat. Others, such as the probation services, have been redesigned and substantially privatised.
Spending on drugs and alcohol treatment services is also being significantly cut. The drug and alcohol
treatment sector is not well-placed to survive in its current form in the medium term.
The Third Sector is now the major provider of drug and alcohol treatment in the United Kingdom. It is
interesting, therefore, to observe how the Third Sector is responding to the future uncertainties
surrounding the continued existence of the treatment sector. In particular, it is worthwhile looking at
the subject of Third Sector governance.
Governance is concerned principally with the sound running of a business. This involves, amongst
other things, ensuring that the company is financially healthy, that it is well managed, that it is
compliant with all requirements of its regulatory bodies and that it functions as a caring and
responsible employer. Companies also have broader social responsibilities and governance has a real
role to play here, too.
In times of uncertainty, however, the role of governance changes to include broader questions of
strategy, sustainability and survival. In normal times, organisations may fail because they don't
succeed in their own core markets. These are not normal times, however. In circumstances where our
industry may shrink to the point where it is unrecognisable, current market place success may well not
be enough.
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Increasingly, therefore, governance will, of necessity, become more strategic. What exactly does this
mean? Here are just some of the questions that a strategic governance function might choose to ask.
How can Third Sector organisations hold together as financially viable and prosperous concerns in
such economically challenging times? How can they pursue those things that matter to them, not just
those things set out in defining missions, but other priorities too? How can they explore and
experiment with new ways of working? How can they recognise, interact with and influence other
organisations and other currents? How can they orient to new forms of spatial and economic
governance in order to make sense of the major changes taking place around them?
The answers to most, if not all, of these questions will involve a recognition of our uncertainty and lack
of clear direction. In this sense it is important to avoid strategy as the pretence of knowledge that we
do not have.
The following paper will examine briefly the circumstances of the UK substance abuse treatment field
and more specifically the role of Third Sector organisations within it. Not surprisingly, it will argue for a
need to consolidate and to grow within the current competitive treatment market place. At the same
time, however, it will point to a deeper need to experiment and innovate outside the confines of the
current contract culture and models of procurement. This will require that Third Sector organisations
secure the means adequate to such a task. Above all, the paper points to the ever greater importance
of governance in the Third Sector and argues that in these times of great uncertainty governance is
the real site of innovation.
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INTRODUCTION
A number of small, medium-sized and large Third Sector substance-abuse treatment providers are
currently enjoying a sustained period of rapid growth. This growth, which comes with major
challenges, is taking place at a time of disinvestment in the drug and alcohol treatment field. It is
taking place, moreover, at a time when the industry's master narratives no longer hold sway among
key constituencies: our services are not a public health spending priority and are seen increasingly as
marginal.
It must be stressed, however, that we are not alone. At this time, the broad health, social care and
rehabilitation sectors are all experiencing major cost-recovery crises. Incidentally, the scale of this
crisis is producing a plethora of intermediation and consultancy products in the areas of 'business
modelling,' 'social entrepreneurship' and ‘innovation'.
Consequently the Third Sector as a whole is
facing a fundamental challenge, squeezed as
it is between prime-provider, for-profit models
on the one hand and the newly revitalised,
devolved, Combined Authorities on the other.
Within the Third Sector, rapidly growing
substance abuse organisations (small,
medium and large) are emboldened by their
success and disinclined to move away from
the "firm in industry" model, even as their
anxieties about our industry's future grow
and accumulate1.

Within the Third Sector, rapidly growing
substance abuse organisations (small,
medium and large) are emboldened by
their success and disinclined to move
away from the “firm in industry" model

Notwithstanding current patterns of growth, it is essential to move beyond this narrow model in order
to secure relevance, sustainability and success in the medium term. Accordingly, whilst maintaining a
focus on growth and its challenges, Third Sector governance must develop a model of innovation
equal to the opportunities and uncertainties available in the current conjuncture. This model will
develop a strong element of independence and self reliance, will challenge many current assumptions
and will seek to think through challenging strategic questions much more thoroughly2.
This model of governance innovation will certainly be subject to variation from firm to firm. However,
features of such a model may commonly include some or all of the following:
1) a questioning of received wisdom and a related effort to make the purposes of their
endeavours more clear;
2) an enhanced orientation strategy with multiple intervention points and a much greater situated
intelligence;
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3) a drive towards experimentation in health, wellbeing and rehabilitation work that emphasises
community building and co-production and;
4) a financial strategy designed to secure the means to invest in the necessary scale of
experiment and innovation.

1. A QUESTIONING OF RECEIVED WISDOM AND A RELATED
EFFORT TO MAKE THE PURPOSES OF THE ENDEAVOUR
CLEAR
For-profit enterprises have a clear purpose. Strip away all the John Kay, Will Hutton arguments about
'stakeholder' capitalism and one can say that they are there to make money for their owners. Not-forprofit endeavours are immediately less clear in their objects. They have 'missions' it is true, but the
pursuit of a mission is not something that one can readily cash in, as it were. Pursuit of a mission is
altogether less clear than the pursuit of profit. It requires a whole intervening narrative of justification
and explication.
There is a real danger that in not-for-profit organisations much of what is intended to clarify their
purposes and practices will simply obfuscate and confuse. Much of the language of the Third Sector is
confusing anyway, shot through as it is with ideals, aspirations and ethical concerns, on the one hand,
and growth strategies, market analyses and business development plans on the other. Matters are
made worse by the perceived need to 'do the right thing' by the zeitgeist: to favour partnerships; to
challenge 'working in silos’; to champion ‘learning’; to not be too ‘top-down’ and so on.
Rather than sweeping away the entirety of current policy discourse, however, innovation driven
governance should seek to give each commonly held element of current parlance a more precise
meaning, specific to and supportive of identifiable organisational ends and purposes, rather than the
miscellaneous interests of other external and frequently more powerful forces.
A clear example of the current policy lexicon is ‘partnership’, so often presented as a self-evident
good. Governance should be critical of such acceptance, asking instead what kinds of partnerships
are useful and in which contexts. This approach is potentially more penetrating and requires a
correspondingly higher understanding of key company objectives and the broad forces that shape
them.
Another common example sees the almost universal disparagement of ‘silo-driven’ working. And yet
essential kinds of organisational learning frequently require the development of specialist approaches,
distinct competencies and discrete, firm-specific knowledge resources. This is as true of service
development and innovation as it is of business development.
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Different lessons emerge from different bits of an organisation (or partnerships, or networks, or
systems) at different times and are not necessarily easily rendered into manageable and integral
chunks of learning. They sprout up from different parts of the firm; they emerge unevenly, partially and
are often only present in a tacit rather than an explicit form.
Even if one were to attempt to assemble all these bits
of knowledge, it is likely that the end product would be
an ungainly patchwork of surmise and detail. In so far
as one is able to learn from different aspects of an
organisations work, the lessons are partial, contingent
and not blithely to be spun into something.
Much better the firm that nurtures a series of productive
and creative silos, rather than the organisation that
claims to be a ‘learning organisation’ only to propagate
a single, bland, ultimately empty ‘unified’ culture.

Different lessons emerge from
different bits of an organisation
(or partnerships, or networks,
or systems) at different times
and are not necessarily easily
rendered into manageable and
integral chunks of learning

In creative organisations, asymmetries matter and the
forging of links between the various centres of expertise
and knowledge production requires an agile and
challenging governance function which is able to exercise a certain kind of judgement. One which
questions narrowly self-interested models of executive leadership and enables the taking of necessary
risks.

2. AN ENHANCED ORIENTATION STRATEGY WITH MULTIPLE
INTERVENTION POINTS
Most of our strategic actions take place within a clearly marked-out field. Our business development
choices, our notions of what constitutes best practice, our views on what counts and what doesn't
count as evidence are all fairly standard across the industry and understood to be so. In this regard
the substance abuse treatment sector can be regarded as a well-established and self-identifying
strategic action field.3
Innovation-driven governance requires an enhanced ability to intervene meaningfully in strategic
action fields other than those currently dominant within the substance abuse industry. This new
expanded range will require orienting strategies able to work effectively across multiple action fields
and spheres of influence with an enlarged set of specific ends in mind: some of these will be stable
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and well-established sites, others will be emergent and growing in importance, still others will not exist
in any clear cut way and will have to be created.
All of these interventions will be difficult. Our field and our leading executives have long been fed on a
series of adventitious public panics. As such, executive career aspirations have been set comfortably
within the short-term, narrow bounds of our industry's strategic action horizon. Company governance
has tended to fall behind this rather sedentary approach. Unilinear, year-on-year growth has become
the sole measure of success. The casting around for features to separate out our particular
companies' unique ‘propositions’ and call them 'branding' has had a somewhat laboured and
inauthentic quality. The key to innovative governance is to challenge this narrow external focus and
set out an orienting strategy that has a much broader set of specific ambitions.
In order to successfully accomplish this wider orientation, governance will need to exhibit considerable
self-confidence in marshalling the necessary range of knowledge resources. Such an overview will be
developed in partnership with well-positioned sources able to extend our strategic reach, influence and
understanding.
This new approach will require a diversity of perspectives and a fresh methodology. It will be an
approach that is conversant with the rival framings of key contemporary issues as they affect society,
policy and the future of the Third Sector. This agility will seek to bridge the 'structural holes'4 that are
inhibiting a genuinely interdisciplinary approach. The bridging element of strategy should not be
thought of as some kind of marginal, academic activity. For example, the current policy ferment
around devolution, requires urgent attention from Third Sector organisations.
Here, one can see the consolidation of a clear demarcation in commentary and analysis. On the one
hand, one can identify a diversity of academic voices coalescing around a redistribution agenda. This
loose grouping comprises urban geographers, public health voices keen to go beyond merely
'nudging' individual lifestyle behaviours and academics keen to promote business and development
alternatives to 'agglomeration' economics based on support for high skill sectors of the local
economy.5 This loose grouping also includes think tanks keen to defend the voluntary and community
sectors as well as the interests of organised labour.
On the other hand, and also clearly identifiable, is a group of elite stakeholders responsible for the
governance of new city regions. The political agenda for city-regional governance has agglomerative
growth as it economic priority and is pursued in close partnership with business and higher education.
This collaboration of local elites, in terms of its decision making and day-to-day functioning, has been
described as a post-political consensus.6
Many powerful interests still pay lip-service to the Third Sector and its vital 'on-the-ground' role.
Government and major private outsourcers still insist that our interests are close to their heart. Of
course, nobody within our sector is unwise enough to believe this. Hard experience has taught us
otherwise. All the more reason, therefore, for Third Sector governance to develop orienting strategies
able to meet the external challenges of the current period head on.
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Unless we imagine that our interests will be protected by academics, or local policy elites, or think
tanks, we need urgently to orient ourselves to the current changes and to begin to make the kind of
alliances that will enable us to build influence.

3. A DRIVE TOWARDS EXPERIMENT IN HEALTH, WELLBEING
AND REHABILITATION WORK THAT EMPHASISES COMMUNITY
BUILDING AND CO-PRODUCTION
This section makes use of some insights on learning and innovation from the relevant business
literature sources. Over the years, writers on business strategy have tended to focus on a few core
themes. One of the most prominent and regularly visited themes is that of ‘learning'. Donald Schon
and Chris Argyris identified two kinds of organisational learning. The first kind was concerned with the
making of routine adjustments in existing systems. The second kind was altogether more vigorous and
challenging, sufficient to potentially throw into question the entire rationale and purpose of the
organisation.7 At times of great uncertainty when major change is necessary, this second type of
learning comes into its own.
Both these writers, separately and in their collaborations commented upon the business landscape in
the 1970s and 1980s, a time of growing corporate uncertainty. Both identified the reluctance of
organisations to change. Even when organisations were forced by circumstances to change, Schon
noted a tendency on their part to adjust only minimally and begrudgingly.8 Argyris observed what he
called 'defensive routines' where employees, including senior employees would find numerous ways to
subvert new ways of working.9
Much of what Schon and Argyris were saying over 30 years ago holds good today. It is interesting to
see how some of their arguments have been developed and built-upon over the intervening years. The
emphasis on learning, 'learning organisations' and 'systemic learning' has become common place. We
tend to attach lofty sentiments to the idea of learning. In business today, there is a certain 'learning
idealism'.
Learning idealism, whether in the early 'learning organisation' form or in its later 'Systems' form, can
serve to encourage an avoidance of the specific empirical circumstances, both internal and external,
facing organisations at particular times. In this sense it can inhibit a certain kind of awareness that is
not seeking from the outset to join up what is best left separate.
At this time, one of the most popular topic areas in business writing concerns 'innovation'. A recurrent
strand within the broad span of innovation theory asks how established companies in mature
industries can best address the creation of new products and services. For Third Sector organisations
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in the substance abuse treatment sector, this sub-species of innovation theory might be a particularly
relevant learning priority.
In our field, the most competitive Third Sector companies, small, medium-sized and large, are still able
to enjoy sustained growth. Nonetheless, ours is a mature industry that can expect significant
disinvestment. We need to find new ways of providing our existing services and new services that go
beyond what we have become used to providing in the past. In short, we need to learn how best to
innovate.
On this matter, Constantinos C. Markides strikes a warning note: "it is very rare to find a businessmodel innovation that originated from an established big company...the established firms find it difficult
to manage two different and conflicting games at the same time.”10 He continues: "The trick is to
balance the benefits of keeping the two business models separate while at the same time integrating
them enough so as to allow them to exploit synergies with one another.”11 However, Markides warns
that: “Companies that try to compete in two different strategic positions at the same time find it difficult
to set the necessary priorities and communicate them clearly to their employees."12

In our field, the most competitive Third
Sector companies, small, mediumsized and large, are still able to enjoy
sustained growth. Nonetheless, ours
is a mature industry that can expect
significant disinvestment.

Currently many Third Sector providers working
in the substance abuse sector want to create
new kinds of services that are able to support
and work alongside people in ways which bring
about and help maintain medium and long term
recovery. These services are most effective
when a series of community-building
approaches is used. Indeed, a major part of the
success of such services consists in how well
they help build such strong, stable and
supportive communities.

These new service models don't just arrive fully
fledged. They emerge only as a result of strong governance: a form of governance that is clearly
committed to sustained experimentation and investment and also to pursuing clear health, wellbeing
and rehabilitation outcomes. This involves the creation and consolidation of a new workforce able to
develop and innovate outside the confines of current substance abuse contracting. The work requires
an intensity of approach and levels of skill acquisition which go beyond the remit and job roles of large
sections of our industry's current 'clinically driven' workforce.
A key characteristic of this workforce approach is to employ co-production methods in active
community-building. Its methods involve weekend and evening working driven by a combination of
special events, regular activities and different kinds of group work. There is an emphasis on
promotions and campaigns using social media, local press outlets and direct networking with key
stakeholders. There is a positive focus upon personal recovery and abstinence. There is a strong
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emphasis on inclusivity and working with a wide range of currently ill-served groups. The breadth of
different kinds working taking place with different groups is a defining characteristic of this approach.
The co-production element of this work is a clear example of what Markides calls "the exploitation of
synergies". This approach is not a spontaneous, minimally-organised, flowering of self help. This kind
of work requires strong performance management with clear line management accountability all the
way up to senior executive level. It requires strong work boundaries and high levels of
professionalism. These standards are further strengthened by an ethos of mutuality and additional
individual support and mentoring where needed. This way of working seeks thus to build high levels of
energy, enthusiasm and commitment within a proven, stable and supportive leadership model. This
form of management is field-based, not office-based and is on-hand at all times. Partnerships are
formed on the basis of genuine joint-commitment and complementarity. This is a clear move away
from 'opportunistic' business development partnership formation. This synergy-based model provides
an optimal framework for the development of community leadership. When it is firmly established as a
way of working, further synergies can be secured by feeding back the new workforce approaches into
contract work, thus enhancing specific aspects of measured contract performance.
Where Third Sector organisations, used to working predominantly in clinical settings, have difficulty in
establishing this clear-cut community orientation it may be because their business model innovation is
insufficiently clear and lacks the appropriate synergies. It may also be because these initiatives are
insufficiently understood and supported at governance level. Governance level support, understanding
and resourcing is a critical element in successful innovation of this kind.
Experiments need to be anchored in a methodology accessible to governance oversight. In any
strongly experimental culture it is important for governance to have key parameters in place for the
purposes of strategic orientation and also for the broad measurement of progress.
In plain language this methodology will be designed to enable answers to the following questions:
a) with whom do we work and why?
b) how do we develop new approaches to tackling the multiple health lifestyle risks that cluster
together and characterise the starkest forms of health inequality?
c) how do we build involvement and capacity by engaging those most directly affected?
d) how do we measure the impact of our work in ever more scientific and sophisticated ways?
and finally;
e) how do we channel resources and secure new sources of investment?
The aim will be to develop a series of technical and non-technical answers to each of these questions.
Where new technical means are adopted both to refine and guide the approach, it is important to
ensure that results are always framed in ways designed to support and enhance direct interventions.
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With regard to techniques of targeting, for instance, it is now possible to study health equity data
across a wide range of spatial and administrative boundaries. Using the ONS based Nomenclature of
Territorial Units for Statistics (NUTS) it is possible to research large scale regional trends (NUTS 1) all
the way down to territorial units containing populations as small as 1500: Lower Super Output Areas
(LSOAs). This scalable system affords rich opportunities for the better identification of spatial and
territorial inequalities and the closer targeting of specific populations and communities of interest.
The financial framework available to public health agencies makes more efficient and integrated
approaches a necessity. Single-issue approaches to behaviour change are no longer affordable or
sufficient. We now have a much better understanding of how multiple health-challenging behaviours
cluster together in specific sections of the population. As research evidence slowly begins to emerge,
the immediate and urgent need is for widespread practical experimentation. There is a wealth of
learning available concerning the scaling, siting and delivery of effective interventions. Clear
possibilities exist for this kind of action learning to move well ahead of current models of
commissioning and research.
In moving beyond the narrow outcome frameworks of drug treatment, there is a need to secure high
levels of active involvement with all those groups and individuals seeking change. In pursuing new
standards of successful engagement with our beneficiaries, it is essential that our understanding of the
impact we are having keeps up with the new approaches being trialled. Methods of impact
measurement such as the Social Return on Investment approach, if used, must be developed to the
very highest technical standard in order to be of real value.

4. A FINANCIAL STRATEGY DESIGNED TO SECURE THE
MEANS TO INVEST IN THE NECESSARY SCALE OF
EXPERIMENT AND INNOVATION
It is difficult to know quite how rapid will be the disinvestment in the drug and alcohol treatment field in
the UK. Although those companies that are demonstrating strong, sustained growth over this period
may well shrink from gazing too far into the future, the field as a whole is envisaging a much less
prosperous future.
When it comes to more detailed attempts to think through what this future may look like from a
financial point of view, however, we seem to be lacking in a certain resolve. This lack stems, not so
much from a poor imaginative grasp of the future, as from the lack of a strong enough incentive to
believe that the medium term (5 years and more hence) has anything to do with us.
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There are all sorts of reasons for not wanting to engage in predictive over-reaching. It seems strange,
however, that so much of what 'needs to happen' in the broad health and social sector has been so
clearly set out by government, think-tanks, local health and wellbeing boards and other policyinterested bodies. By now, we all know that we have to move from 'treatment' to 'prevention' (from
'downstream' to 'upstream'). We are similarly convinced that, notwithstanding the cultural determinants
of ill-health, we are all going to have to take greater care of ourselves and each other from an earlier
age.
For those groups particularly susceptible to all four chief unhealthy behaviours (smoking, alcohol, diet,
and physical activity) it is understood that the challenges are much greater. Nevertheless, we do know
that the role of communities of support and mutual aid are an important part of the solution to tackling
these problems.
We also know that tackling clusters of such behaviours together is likely to be the best way to address
health inequities with the most severely impacted groups. Additionally, we are beginning to see the
pooling of budgets and serious attempts to tackle clusters of unhealthy behaviours within an integrated
commissioning framework. In light of all the aforementioned, therefore, we might do well to ask
ourselves just how much more detail we need in order to set out to build a healthier future for those
who are most in need.
Perhaps we have become too used only to acting when that cornerstone of sound Third Sector
governance "cost-recovery" is firmly in place. With recent concerns about poor financial governance in
the Third Sector well to the fore, some might feel that now may not be the best time to advocate
anything other than financial retrenchment. Even so, without wanting to discount such voices, one
might have expected a greater governance focus on innovation and the securing of resources to
address the challenges so clearly marked out in respect of the nation's health, and particularly the
health of the most needy.
Over the course of the past five years, much has been heard about the new world of social
investment. We are, in this country, so we are told, world leaders in this emerging field of finance. At
the same time, we are also told that private capital is there and available, the problem is that providers
are just not investment-ready. Clearly, many providers will be taking this lesson to heart, and rightly
so.
Still and all, the social investment market place is not likely soon to be a source of significant income
for most medium-to-large Third Sector organisations; it may, on the other hand, be a promising source
of income for the newly empowered and devolved Combined Authorities.
A more modestly scaled, but equally prominent, source of commentary and enthusiasm has
surrounded the emerging field of social entrepreneurship. In our own field, we have seen the
establishment of social enterprises, usually with modest start-up funding from commissioners, or, less
frequently, major providers. The social enterprise is usually mooted as a small-scale vehicle for
producing goods and services of social value. It has fitted in beautifully with the localist, recovery-
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oriented agendas of those commissioners keen to escape from the contract-driven constraints of their
day jobs. The reality has fallen far short of the rhetoric, however.
In his 2011 book, The Lean Startup, Eric Ries approaches the notion of entrepreneurship thus: "A
comprehensive theory of entrepreneurship should address all the functions of an early stage venture:
vision and concept, product development, marketing and sales, scaling up, partnerships and
distribution, and structure and organisational design. It has to provide a method for measuring
progress in the context of extreme uncertainty."13 Most importantly, says Ries, "it must allow
entrepreneurs to make testable predictions".
Although Ries is speaking from a wealth of experience of small-scale software development startups,
usually funded by venture capital, his ‘comprehensive theory’ seems to have a potential relevance to a
wider field of applicability. Firstly, it sets out a demanding schedule of requirements; requirements that
surely exceed the scope, resources and vision of most current ‘social entrepreneurs’. Secondly, he
emphasises the importance of applying a methodology for "measuring progress in the context of
extreme uncertainty” (see section C above). Thirdly, Ries is somewhat scathing about conventional
accounts of organisational learning: "Unfortunately, 'learning' is the oldest excuse in the book for a
failure of execution. It's what managers fall back on when they fail to achieve the results we
promised."14 For Ries, real learning, or 'validated learning' as he calls it, requires the "breaking down
of a business plan's component parts and testing each part empirically."15 For Third Sector
organisations keen to develop new products and services this question of an entrepreneurial
methodology is critical. Governance of innovation requires the adoption and refinement of such a
methodology for measuring progress every bit as much as it requires the availability of adequate
finance.
Regarding finance, many large Third Sector firms generate significant annual surpluses and, over
time, accumulate large reserves. It is undoubtedly the case, therefore, that a number of Third Sector
treatment providers, and by no means only the largest, have the resources to mount ambitious
programmes of innovation designed to grow and mature over a period of years rather than months.
What are the factors holding such firms back from taking the decision to innovate? It may be that an
overly cautious approach to fiscal governance prevails at board level and the obstacle of “cost
recovery” is placed in the way of launching such programmes. Alternatively, it may be a firm has a real
interest in innovation, but does not have a methodology in place and knows it and for these reasons is
cautious about innovation. Equally, of course, it may be that the firm in question does not have a
particularly strong interest in experimentation around new service development. It may be a mix of one
or more of these factors.
For those providers with the means, the vision and the methodology, however, a distinctively Third
Sector model of non-profit entrepreneurship beckons strongly at this time.
The same is true, even for those firms not as well off. For those firms who do not have large reserves,
but are determined to develop in new and imaginative directions, the first step on the journey may
involve a closer inspection of current patterns of organisational spending. Companies with only
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modest ambitions, or with big ambitions, but only of a 'conventional growth' kind, may well be satisfied
with relatively little detailed scrutiny of how the money actually gets spent. Companies wishing to
generate surpluses sufficient for the purposes of investment in innovation, however, may wish to
examine more closely certain patterns of expenditure.
Here we aren't necessarily talking about hidden costs, or if we are, we are talking about costs that are
hidden in plain site, visible to all those who would look, but not necessarily clearly apparent in a
conventional balance sheet. To secure better visibility, the first step is simply to take the time and
trouble to add up all the money that is spent on expensive, wasteful activity.
Medium and large providers alike can waste hundreds of thousands of pounds a year on the problems
resulting from poor performance management of staff. In these circumstances, an examination of the
real time taken to resolve matters that have not been properly dealt with at an early stage, is likely to
reveal shocking overspends. Another big source of waste lies in poor procurement and supply chain
management. Providers who are securing adequate year-on-year contract surpluses may well
produce tidy-looking accounts with acceptable surpluses. In these circumstances, it’s no good looking
to annually audited accounts to make the visible the costly shortcomings of bad staff management and
bad procurement practice.
There are, therefore, well-heeled organisations with large reserves, on the one hand, and
organisations that with better fiscal governance would generate far greater surpluses, on the other. In
both cases, there are no natural or compelling financial obstacles to innovation.

CONCLUSION
This paper has sought to make clear some of the issues facing successful Third Sector organisations.
In particular, it has pointed to the emerging strategic importance of governance. More particularly still,
it has emphasised the crucial role of governance in promoting, measuring and sustaining innovation.
In putting this case, the paper has made four main arguments: firstly, Third Sector governance needs
to question received policy wisdom; secondly, governance requires an orienting strategy able to place
the companies successfully in a new fast changing environment; thirdly, governance decision making
around innovation needs a methodology in place for measuring progress and, finally, governance
needs to secure the means for innovation and to put in place any additional financial scrutiny
necessary for the securing of these means.

13

1.

QUESTIONING CORE WISDOM AND ASKING FUNDAMENTAL QUESTIONS
ABOUT PURPOSE

Many of the most successful Third Sector organisations have grown from small beginnings over the
course of the past half century. They are now functioning as significantly sized, stable institutions. Until
relatively recently, they have flourished in an economy where the "softening of the boundary between
state, voluntary sector, and business"16 could be celebrated for its beneficial effects.
In the substance abuse treatment field, the short-termism that has served the Third Sector so well in
enabling us to grow is no longer sufficient as a strategic response. The powerful industry narratives
that drove us forward, narratives that dovetailed neatly with government strategy and public anxieties,
are no longer in place. Our own individual companies may have strong balance sheets and clear
missions, but for all that, something is missing.
Ours is now a mature industry facing significant ongoing disinvestment. Although it would be foolish to
fly in the face of the current social policy, the need for a fundamental examination of our core
purposes and our key business and ethical objectives is called for. This examination and the key
decisions that follow can only be conducted at the level of governance. It is best conducted away from
the assumptions and blind spots which are driving many of the current policy assumptions. It is also
best done in a way that enables the forming of new business perspectives of the kind that strengthen
the independent, non-profit sector and its distinctive approaches to the creation of social value.

2.

BUILDING AN ORIENTING STRATEGY ABLE TO PLACE COMPANIES IN
THE NEW ENVIRONMENT

Over the course of the past fifteen years, large parts of the British State have been privatised. The
outsourcing of much local authority and health service provision has, in effect, created a second,
privately owned proxy state working alongside the much shrunken realm of public provision. Even the
largest Third Sector organisations are unable to compete as equals in the large-scale national
procurements that administer the various sell-offs of state assets.
The current combining and integration of large metropolitan authorities is being managed in close
partnership with this privatisation agenda and is a key feature of the new devolved political and
economic landscape of the United Kingdom. The devolution and privatisation agendas are in effect
part of one and the same processes.
The Third Sector sits somewhat uncomfortably between the newly combining local authorities and
large private health, social care and rehabilitation providers. A strategy adequate to respond to this
environment will require multiple points of orientation. The strategic vision it commands will enable our
organisations to scale up to cross-sectoral ventures as well as to help establish new, more broadly
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backed business ventures. It will also enable a scaling down to more effective work at local levels.
Here the objective will be to help build effective, health promoting communities. This area of service
development and innovation will be a critical focal point for many Third Sector organisations. It will
require strong governance endorsement in order build the necessary support and momentum.
At the same time, Third Sector organisations will need to develop the ability to build knowledge assets
that go beyond current attempts to acquire and manage contracts. These assets will involve enhanced
targeting intelligence and sophisticated techniques of impact measurement. Additionally, the
development of joint-research agendas with academic and business partners will enable new forms of
interagency learning to take place.
Governing bodies will need to ensure continued survival and growth in core areas of work. On top of
this, however, the new set of orientations and alliances will equip individual companies and the sector
as a whole to better understand and adjust to the new environment.

3.

PROMOTING INNOVATION AROUND COMMUNITY-BUILDING AND NEW
WAYS OF WORKING

Notwithstanding the challenges and uncertainties that surround us, the opportunities to develop a
range of exciting new ways of working have never been better. Everything is in place: the new
understanding about the demographic clustering of health behaviours; the awareness that mutual aid
and peer support are critical factors in any real recovery orientation; the appreciation that the best
work is often most powerfully driven outside of a confining commissioning environment and the fastgrowing development of a new workforce capable of bringing leadership and commitment of the kind
necessary for the achievement of spectacular results.
The Third Sector is ideally placed to put all these ingredients in place. It has both the authenticity and
provenance, although these may not shine through as clearly as they should. Talking about
organisations in general, Wally Olin says, “after a bit, sometimes the organization doesn’t know what
it’s there for anymore. It doesn’t really know what it is and it may not know what it’s trying to do except,
if it’s in bad shape, survive, and, if it’s in good shape, keep winning. That’s just when it needs to stop
and think and try to find out, once again, what it really is and then act it out authentically for the whole
world to see."17
He goes on to say: "To make all this work -- to project a clear personality, identity or brand, if you
prefer -- the organisation needs to be totally committed. And this commitment has to come from the
top.”18 The role of governance in innovation is decisive. Everything may well be in place, but unless
the organisation has the will to innovate, as well as the methodology and the means, the opportunities
that currently exist will go unexploited.
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4.

SETTING FISCAL POLICIES TO SECURE THE MEANS NECESSARY FOR
ORIENTATION, EXPERIMENT AND INNOVATION.

The Third Sector substance abuse field is well-placed to innovate in exciting new ways. One of the
main constraining factors, however, is an existing workforce that has been recruited and trained to
work in certain ways.
Models of commissioning are beginning to require new more community-oriented approaches, but the
pace of development and innovation could and should be much faster. Senior executives leading
provider organisations are committed to change and to the necessary transformation of workplace
cultures, but they themselves are attached to the current contract-driven priorities of our industry.
At the same time, however, the opportunity exists for many providers to develop new products,
services and approaches. As this paper has argued, opportunities exist and the financial resources, in
many cases, are already in place. In other cases, more effective systems of managing performance
and tighter control of supply chains would quickly serve to generate the resources necessary to
innovate.
To some, innovation without the securing of external cost-recovery resource may seem irresponsible.
Where the means exist, however, not to invest in innovation betrays an approach insufficiently aware
of the challenges we face in austere times and also an approach that is insufficiently attuned to the
opportunities available for creating the future. As Vijay Govindarajan and Chris Trimble point out, "The
first rule of innovation is simple. Innovation and ongoing operations are always and inevitably in
conflict." And, "The most readily apparent conflict is the tension between short-term and long-term
priorities.”19
The management of the tension between short and long term priorities falls properly to the
governance function. In order that we are able, as a field, to survive and prosper over the longer term,
it is necessary that our most successful and competent companies, small, medium and large, put
innovation into effect.

Ian Wardle
November 2015
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