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Purpose 
The future may be bleak for Third Sector employability organisations funded by the European Social 
Fund.  Scotland’s Third Sector could suffer a critical loss of capacity to provide employability services 
to the hardest to reach clients because of a potential gap in income over the transition to the post-
2013 Structural Fund programme - capacity that is absolutely essential if Scotland’s labour market is 
to recover post-recession.   

This issues paper highlights concerns about the future of Third Sector employability providers during 
the transition between the current and future ESF programmes after 2013.  The paper: 

• highlights the importance of Third Sector employability providers to economic and social 
recovery, as well as to the economic and social wellbeing of people who are out of work.  

• sets out a Third Sector employability agenda for ESF post-2013 that we believe will ensure 
Scotland can capitalise on its strengths in supporting individuals into work. 

• suggests priorities for the transition period in order to safeguard high quality employability 
provision for the hardest to reach clients and most marginalised communities. 

ESEP Ltd established a short life working group on this issue in August 2010.  This paper is one 
output of the Group and represents the views of: BIG Lottery Fund; ESEP Ltd; SCVO; West Fife 
Enterprise Ltd; and the Claverhouse Group.   

Members of the Group who attended discussions as observers were: Scottish Government Structural 
Funds Team; Scottish Government Third Sector Team; and COSLA.  
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Third sector employability services   
There are an estimated 400 Third Sector organisations active in the employability agenda in 
Scotland1.  Like public sector and private sector employability providers, Third Sector organisations 
work with a client group that is highly disadvantaged in the labour market.  Unlike private and public 
sector providers, which tend to be larger organisations, small and medium sized Third Sector 
providers lack the financial security of strong regional or national organisations with their economies 
of scale and purchasing power, contracting capacity and political influence.  In addition, small and 
medium sized Third Sector providers are often geographically and economically isolated 
organisations situated in areas of deprivation.  This means that they suffer economic exclusion in 
common with the communities they serve.  They may be isolated from the economic infrastructure 
that a commercial enterprise requires to survive including: access to markets; supply chain; 
customers with money to spend; investors; business networks.  This leaves these important 
organisations extremely vulnerable to external changes such as the worst economic conditions for a 
generation and the transition between EU funding programmes. 

The corollary to this is the attributes that make Third Sector employability providers vulnerable are 
also what makes them among the most effective and successful in turning around the prospects of 
workless people in marginalised communities.  Embedded within their communities, these 
organisations are best placed to offer services targeted in a localised and highly specific way.  In 
difficult economic times, with unemployment impacting on health, crime and social care needs the 
effect of their services cannot be underestimated.  Third Sector organisations’ knowledge of, 
sensitivity to and expertise about the communities in which they work makes them ideally placed to 
deliver services that more effectively meet the needs of clients.  They are able to build trusting 
relationships with service users, developing services specifically designed to meet their needs. This 
benefits not only the service users but also the wider community.   

Third Sector employability providers play a vital role in service provision and social cohesion, as well 
as diversifying the market for social welfare.  In order to do this, many are reliant upon EU Structural 
Funds, specifically the European Social Fund, working on delivery within wider partnership 
frameworks, recently most often through Community Planning Partnerships (CPPs).  As they do not 
have the economic resources available to larger public and private sector service providers, they are 
much less likely to be resilient to the impact of transition in ESF Programmes, particularly at a time 
when grant funding and other areas of support are reducing.  We expect that over the transition 
period, many Third Sector employability providers may be forced to close. This will leave Scotland 
with substantially reduced capacity to deliver on European and Scottish policy priorities.   

Clients 
The individuals who benefit from employability services vary greatly in their needs.  In general, small 
and medium sized Third Sector organisations are community based and so have particular strengths 
in working with people who face many barriers to entering the labour market.  These include issues 
such as health, including mental health, substance abuse, criminal history, chaotic lifestyles, or other 
barriers linked with poverty and exclusion, in addition to low skills and lack of employment history.  
These people are not equipped with the necessary skills and attitudes required for work.  As 
individuals they are often not easy to help: they are termed ‘hard to reach’ by mainstream services 

                                                           
1 Third Sector Employability Forum, http://www.employabilityinscotland.com/thirdsectoremployabilityforum.aspx  

http://www.employabilityinscotland.com/thirdsectoremployabilityforum.aspx
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for the simple reason that they often do not appear as an official statistic and indeed shun 
officialdom.  Employability providers need to secure the resources required to support them, which 
often includes specialist expertise across a range of issues such as substance abuse.  Accordingly, the 
nature and scope of the response is therefore quite different and more resource intensive than 
meeting the needs of those with recent experience of work who possess skills an employer might 
value.  Current Government contracts like the DWP Work Programme will tend to favour these 
‘easier to reach’ clients. 

The Priority for Employability Services in Scotland 
By improving the employability and skills of some of the most marginalised people in Scottish 
society, Third Sector organisations deliver across the Scottish Government’s strategic objectives.  
They improve the opportunities of individuals to engage in work and contribute to their own and 
their communities’ wealth and equity; they contribute to lifelong learning; they improve the health 
and wellbeing of previously workless individuals, who feel the impacts of unemployment on both 
physical and mental well being; and through engaging people in meaningful learning and 
employment they contribute to safer and stronger communities.   

The employability landscape in Scotland could be critically impaired by the loss of Third Sector 
employability services over the next few years, despite employability being a Scottish Government 
policy priority in order to increase sustained employment and reduce the dependent population.  It 
plays a key role in the achievement of the Scottish Government's Participation, Cohesion and 
Solidarity targets set out in the National Performance Framework.  

• The Scottish Government targets on Participation are to maintain our position on labour 
market participation as the top performing country in the UK and to close the gap with the 
top five OECD economies by 2017.   

• The target on Cohesion is to narrow the gap in participation between Scotland's best and 
worst performing regions by 2017.  At present, differences in income, participation and 
growth across Scotland drag down our collective economic performance.  The role of Third 
Sector organisations within economically disadvantaged areas is strong, with their success in 
marginalized communities well -rehearsed. 

• The target on Solidarity is to increase overall income and the proportion of income earned 
by the three lowest income deciles as a group by 2017. 

The Future of Structural Funds and the EU Context 
The European budget in 2013 will herald a new round of European funding and a new phase for 
Cohesion Policy.  The Cohesion Report2, published in November 2010, contains detailed analysis of 
the regions in terms of GDP, productivity and employment. It identifies the structural challenges 
with which Member States and regions will be confronted in the years ahead. It also provides a first 
assessment of the impact of European Cohesion Policy in the 2007-2013 programming period, as 
well as of the preparation for the new period 2014-2020. 

 

                                                           
2 Fifth Report on Economic, Social and Territorial Cohesion, 
http://ec.europa.eu/regional_policy/sources/docoffic/official/reports/cohesion5/index_en.cfm   

http://ec.europa.eu/regional_policy/sources/docoffic/official/reports/cohesion5/index_en.cfm
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The conclusions of the Cohesion Report set out the Commission’s ideas for reform of Cohesion Policy 
for 2014 - 2020. This will be followed by proposals on the regulations setting out the rules for 
Structural Fund programmes and the financial perspective setting out expenditure for the 2014 - 
2020 due in the latter part of 2011. The main points of the Commissions’ ideas for reform with 
particular relevance to this paper are:    

• Improving evaluation, performance, and results    
 Move toward a more strategic, results orientated approach 
 Clear setting of measurable targets and outcome indicators  
 Evaluation should use rigorous international standards, including impact evaluation 
 Facilitate European level transparency through obligatory ongoing evaluation of 

programmes 
• Reinforce partnership 
 Representation of local and regional stakeholders, social partners, and civil society in 

both policy dialogue and implementation of cohesion policy should be maintained 
 Support for dialogue between public and private entities such as socio-economic 

partners and non-governmental organisations should be reinforced 
 Reinforce the role of local development approaches by supporting active inclusion, 

fostering social innovation, developing innovation strategies or designing schemes for 
the regeneration of deprived areas 

• Financial Management 
 Consider the introduction of results based elements for disbursement of European 

funding for Operational Programmes 
 Simplified methods of reimbursement, such as lump-sum payments or grants should be 

further promoted  
• Reducing the administrative burden 
 Common rules to be adopted on key points such as overheads covering different funds 
 Examine how control measures could be made more cost effective and appropriately 

reflect the risk of an intervention 

Of the themes listed above, we have particular interest in priorities already raised within the 
Cohesion Report around: 

• a partnership approach with Third Sector organisations continuing to act both at strategic 
and delivery levels 

• a results orientated approach 
• simplified and results based financial systems  
• a reduced administrative burden.   

These priorities are explored further below. 
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Future delivery arrangements 
Careful consideration should be given to the impact of future delivery arrangements on Third Sector 
employability providers.   Four key areas are highlighted here: Partnerships; Performance and 
Outcomes; Management Arrangements; and Sustainability. 

Partnerships 
The Commission’s ideas for reforms to reinforce partnership are highlighted above.  The Cohesion 
Report states that partnership will continue to be a priority and that NGOs will continue to be part of 
that.   In Scotland the current ESF Programme already highlights the role of the Third Sector in 
partnership, however, we believe this needs to be reinforced for future programmes, in line with the 
proposed reform from the European Commission.  The Scottish Government’s conditions of grant for 
the current Programme include a statement from the Cabinet Secretary for Finance and Sustainable 
Growth, John Swinney, that “it will be important for CPPs3 to involve the Third Sector in the delivery 
of the CPP plan and in discussions on coordination with their individual projects.  Where CPPs are 
using an open and transparent public procurement route to achieve the outcomes envisaged, the CPP 
should ensure the accessibility of this process to the Third Sector”.  It is strongly expected by Third 
Sector players that this condition of grant will also be included after 2013 and that it will be 
effectively implemented by CPPs.   Other commitments to effective partnership should also be 
highlighted in the new programming period.  For example, the “Joint Statement on the Relationship 
at Local level between Government and the Third Sector”4 agrees that a successful relationship 
between the Scottish Government, Local Government and the Third Sector will be built upon mutual 
respect and a joint understanding of the roles played by each partner in delivering better outcomes 
for the public.  It states that “Local authorities and the Scottish Government will value the third 
sector as an integral part of shaping and delivering better services for Scotland’s people and will be 
flexible in their approach to partnership and funding so as to recognise their role in the sustainability 
of the sector alongside the delivery of public service”.   

Our highest priority is for CPPs to demonstrate that the needs of the client define the partnership, 
not the needs of the organisations that make up the partnership.  There is also a need to develop a 
critical assessment of how partnerships and collaborative relationships work most effectively, what 
they offer to service commissioners, and what implications they have for the future of Third Sector 
employability services5.   

In the short term we recommend that the new programming period is characterised by partnership 
delivery in which Third Sector organisations are full and active participants and in which the role of 
and distinction between partner and contractor is properly defined and managed, whether the 
contractor is Third Sector, local authority, or private sector.   

                                                           
3 CPP – Community Planning Partnership 
4 Third Sector Joint Statement is available at: http://www.scotland.gov.uk/Resource/Doc/1036/0087048.pdf.   
5 Related developments of note include: Public Social Partnerships, Community Benefit Clauses and the guides Tendering 
for Public Sector Contracts and Working in Consortia. 

http://www.scotland.gov.uk/Resource/Doc/1036/0087048.pdf
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Performance and Outcomes 
We are under no illusions that with reduced EU funding and falling national government spending, 
there will be a reduction in employability services from the Third Sector in Scotland.  This is likely to 
come in the form of closures, mergers and downsizing of organisations.  

 The provision that remains must be based around high quality delivery.  It is vitally important that 
the new Operational Programme for ESF supports the best of Scotland’s employability services and 
protects the capacity within the Third Sector to deliver positive outcomes for some of the most 
vulnerable people in the labour market.  In order to do this, we recommend careful consideration of 
outcome related funding.  This should take account of local labour market conditions, reflecting the 
availability of vacancies and realities of delivering ‘job outcomes’.  It should particularly take account 
of the distances travelled by those furthest from the labour market, for whom a ‘job outcome’ is at 
the end of a long process of overcoming many different challenges. 

The recent evaluation of ESF Objective 1 and 4 in England6 considered outcome related funding. 
Payments to providers commonly involved a split between ‘delivery’ payments, on the basis of 
participants engaged, and ‘outcome’ payments relating to the numbers of participants entering 
employment.  Performance Managers and Account Managers from the CFOs7 generally welcomed 
outcome-related funded and the focus on performance that it was felt to encourage among 
providers.  DWP and Jobcentre Plus staff similarly perceived that outcome-based models played an 
important role in driving up performance by encouraging providers to focus on achieving positive 
outcomes for ESF participants. 

The effect on provider behaviour related principally to ensuring that participants were not merely 
engaged and supported over what could be a long-term period, but that there was more of a 
constant focus on progression towards positive outcomes as a result of the nature of support 
offered.  However, there are consequences of outcome related funding in terms of flows of money 
in and out of the provider, with organisations only able to operate on the basis of outcome-related 
funding as a result of having sufficient financial reserves.  Management arrangements are key to 
ensuring the system works effectively. 

Management Arrangements 
Particular problems for Third Sector employability providers include: delayed or end-loaded 
payments; delays in starting contracts; excessive bureaucracy; and inflexible contracts that stifle 
innovation (length of contracts, limited contact hours, targets that encourage cherry picking, 
inadequate funding, inadequate time to engage and support clients).  There is a desperate need for 
improved administration arrangements that avoid delayed payment and its impact on cashflow.   

 

 

 

 
                                                           
6 Evaluation of European Social Fund Priority 1 and Priority 4: Extending Employment Opportunities to Adults and Young 
People, by Ian Atkinson Department for Work and Pensions Research Report No 755 
7 CFOs – Co-financing Organisations 
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We would like to see: 

•  responsive management arrangements 
 which ensure that Strategic Delivery Bodies  are able to shape spending so that activities 

address the specific needs of local communities and business; 
• consideration of up-front payments  
 current payment methods are highly risk averse and stifle innovation and client centred 

approaches; 
 up-front payments are being implemented elsewhere, for example by the DWP’s New 

Enterprise Allowance contracts.  20% of the total grant value is payable on signing the 
grant letter to cover start-up costs and the remaining 80% paid in equal monthly 
instalments across the grant award period, subject to performance remaining within 
acceptable tolerances;  

 the development of this approach might involve establishing a ‘cashflow bank’, perhaps 
similar in type to Social Investment Scotland, or the establishment of a guarantee fund; 

• proportionate administration 
 Third Sector organisations understand the need for robust management and financial 

control, however we would value careful consideration of administration processes to 
ensure that these are reasonable.  This reflects the Commission’s ideas for reform to 
reduce the administrative burden, set out above; 

 this might include national rules which are drawn up in advance and focus on outcomes 
where activity related to client and outcomes is eligible, rather than the current slicing of 
eligible and ineligible funding.  We recognise that national rules are a ‘living document’ 
and that change may be inevitable, in which case the impact of changes should be 
managed effectively. 

EU funds should operate in line with good practice in funding.  The Scotland Funders’ Forum (SFF) is 
committed to best practice in funding the voluntary and community sector and to maximising the 
impact of funding for the benefit of Scotland8.  Its work on Harmonising Reporting has been 
welcomed by John Swinney, who states in the preface to its 2010 report “I hope that funders and 
funded organisations across Scotland will find it (the report) a helpful resource and would encourage 
people to adopt its recommendations so that funders and funded alike are able to see clearly what 
they are delivering for the people of Scotland.”9  We recommend that ESF funding of Third Sector 
employability organisations becomes part of the framework of the SFF, in particular with regard to 
its focus on Harmonising Reporting.  

Sustainability 
This issues paper has been developed through the work of the ‘Third Sector Exit Strategy Group’ 
with  sustainability of Scotland’s valuable Third Sector provision post 2013 EU funding allocations at 
the heart of our considerations. 

We accept that there will inevitably be some reduction in capacity.  However, it is vital to individuals, 
communities and the economy that a critical mass of quality services is retained.  Diversification for 
organisations will be important.  This means diversifying funding sources, as well as looking for 

                                                           
8 http://scotlandfundersforum.org.uk/ 
9 http://scotlandfundersforum.files.wordpress.com/2010/09/harmonising-reporting-working-group-report.pdf 
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markets that might support longer term sustainability.  It should be recognised that this will be 
increasingly challenging as the public sector shrinks in the face of a challenging spending settlement, 
meaning there may be fewer opportunities for Third Sector organisations to win new delivery areas.   

The transition to a new EU operational programme post 2013 is therefore critical to the 
sustainability of Scotland’s Third Sector employability provision; its capacity to support Scotland’s 
recovery; and to the  vulnerable individuals whose exclusion has been compounded by the 
recession.  A delay in the start of the 2014-2020 ESF Programme could have profound consequences 
for the Third Sector.   

During a delay in the start of 2007-13 Structural Funds, a transition “Shadow Round” was put in 
place in order to alleviate similar concerns.  We do not recommend a similar approach this time.  
The Shadow Round created a number of new problems, from which lessons should be learned.  
Instead, we suggest Scottish Government shows confidence in its delivery partners and considers 
establishing a contingency fund with up-front investment to mitigate the damage of cash-flow 
problems highlighted earlier.  This might be funded by underspend from the current ESF Programme 
or extension to the current programming period. 

Summary 
The transition of ESF funding programmes after 2013 is likely to reduce the capacity of Third Sector 
organisations to deliver employability services in Scotland.  This could result in a critical reduction of 
employability services to the most marginalised and vulnerable individuals in Scottish society, with a 
knock-on impact on economic recovery and social cohesion.    

We have made a case for maintaining capacity in Scotland’s employability services among the Third 
Sector so that people often characterised as ‘hard to reach’ can be supported towards having skills 
and behaviours that an employer would demand.  In order to maintain Scotland’s capability to reach 
into communities and provide this sort of assistance, the following issues need to be considered in 
drawing up arrangement for ESF programming post-2013: 

Transition:  During transition into the 2007-13 ESF Programme there was a delay of 18 months 
before the first competitive bids were approved, with CPP bids approved even later.  We would like 
to see clear foresight by the Scottish Government about what will happen in the forthcoming period 
of transition and have a contingency to ensure there is no additional pressure on its delivery 
partners.  This might mean directing underspend from the current Programme to the end of 2014 to 
support vulnerable organisations so that critical capacity is not lost, in return for a clear contribution 
to Programme aims.  Consideration should be given to running this as a discreet fund through CPPs 
for NGOs only and targeting a specific area of activity such as youth unemployment, fitting closely 
with Scottish Government priorities. 

Partnerships:  The European Commission has plans to reform partnerships, although we anticipate 
CPPs to continue to be the main Strategic Delivery Body for ESF.  This paper argues that the needs of 
the client should sit at the centre of ESF Strategic Delivery Bodies and that Third Sector organisations 
are full and active partners, with properly defined roles and responsibilities as partners and 
contractors.   
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Performance and Outcomes:   Post 2013, ESF should support the best of Scotland’s employability 
services.  In order to do this, there should be careful consideration of outcome related funding.   

Management Arrangements:  These should be responsive to ensure that activities address the 
needs of communities and business, possibly through a local development approach.  Advanced 
payments could be considered to avoid the cash flow impacts suffered by some small Third Sector 
organisations in the past, with provision for clawback for underperformance.   

Proportionate administration:  There should be robust mechanisms for management and financial 
control, however these should be proportionate.  This reflects the Commission’s ideas for reform to 
reduce the administrative burden.  EU funds should operate in line with good practice in funding, 
and consideration should be given to ESF funding of Third Sector employability organisations 
becoming part of the framework of the Scotland Funders’ Forum.  
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This paper has been prepared by Mary Jarvie Associates on behalf of the ESEP Third Sector Exit Strategy Group.  
www.maryjarvieassociates.co.uk  

http://www.maryjarvieassociates.co.uk/
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