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Introduction

The last time this study reported on the situation of community businesses in 2019,
there was a good deal of optimism about future prospects. Community businesses
were amongst the most confident third sector organisations (TSOs) about increasing
their earnings, growing their businesses and working collaboratively with private
firms, the public sector and other social enterprises and community businesses.

There were some uncertainties ahead because the survey closed in December 2019,
just a week before a general election. A landslide majority was won by Conservative
prime minister, Boris Johnson, who promised to ‘get Brexit done’ and turn on the taps
of public spending and invest in the nation’s social and economic future through an
ambitious ‘levelling up’ programme.

The following spring, the Coronavirus pandemic took hold, which led to a series of
lockdowns and social distancing measures which profoundly altered public behaviour
and dramatically eroded market conditions. Leaders of TSOs were desperately
worried about the future, optimism about income levels over the next two years
collapsed. By June 2020, 56% of TSOs expected that income will fall over the next
two years compared with 16% in 2019.%

By June 2022, when Third Sector Trends began surveying again, the dangers and
disruption of the previous two years had receded and the third sector was taking
tentative steps forward to get things back to some kind of normality. This report looks
at the consequences of Covid-19 on the resources community businesses have to
hand, the way that they now work and what they achieve — and scans the horizon by
examining expectations on what will happen in the next two years

Structure of the report and resume of key findings

This report is divided into six substantive sections. Section 2 provides a brief
overview of research methodology and approach taken to identify community
businesses. Comparative analysis with other types of third sector organisations
(TSOs) is then presented to aid interpretation of data in subsequent analysis.

Section 3 compares the resources of community businesses with other types of
TSOs. The indications are that the proportion of income from trading has fallen since
2019, especially for community businesses which rely very heavily upon trading. The
propensity of community businesses to deliver public service contracts has also
fallen slightly.

It is shown that difficult trading conditions during the pandemic have led to increased
dependence on grant funding amongst community businesses. Grant-making
organisations have been very supportive and especially so by increasing the
availability of unrestricted grant awards. This explains why, despite difficult trading
circumstances, many community businesses have been able to increase income
significantly over the last two years.

The focus and social purpose of community businesses differ from other TSOs.
Section 4 shows that there is a stronger focus on discrete beneficiary groups,
especially in the fields of health, supporting disadvantaged urban areas and
supporting beneficiaries on related issues such as poverty, unemployment, housing
and homelessness. When compared with general TSOs, for example, about twice as
many community businesses say they achieve ‘very strong’ social impact by
increasing employability, tackling the consequences of poverty, improving people’s
access to basic services or empower people in the community. Community
businesses are also the most likely to support minoritised ethnic communities.
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Section 5 explores organisational wellbeing, investment in training and future
operational developments. The report shows that many community businesses are
currently struggling with staff retention issues (22%) and have staff recruitment
difficulties (56%). Volunteer support is also creating challenges: half of community
businesses are losing older volunteers and about a third are losing volunteers who
joined them during the pandemic. But community businesses are much more likely to
be investing in their staff and volunteers through training, digital skills, staff
development and flexible working than other types of TSOs. Organisational
leadership in the community businesses sector is more diverse than amongst other
TSOs.

Most community businesses are committed to developing and sustaining sector inter-
relationships. Section 6 shows that they are more likely to have informal,
complementary or collaborative relationships than other types of TSOs. The
percentage of organisations committed to work in formal partnership arrangements
has risen from 47% in 2019 to 53% in 2022.

Community businesses are also the most likely to have formed relationships with
private businesses (70%), and the majority of this work is with local firms. Benefits
include financial contributions, in-kind support (such as the free use of facilities or
goods for sale), pro bono advice and assistance from employee supported volunteers
(ESVs). Financial support from private firms for community businesses has held up
well since 2016: the percentage of organisations receiving money has risen slightly
from 39% to 41% - other types of TSOs have seen a decline in support.

Engagement with and commitment to local social and public policy development is
stronger amongst community businesses compared with other TSOs. 88% of
community businesses try to get to relevant meetings relating to their field of work
and 67% work behind the scenes to influence policy. While 63% of community
businesses steer clear of political issues, 62% campaign to further the interests of
their beneficiaries. When working in the poorest areas community businesses are the
most likely to get involved in campaigning (73%), joining policy meetings (94%) and
lobbying (63%) — and fewer (55%) steer clear of political issues.

Community businesses have faced many challenges as they emerged from the
extraordinary circumstances created by the pandemic, nevertheless, Section 7
shows that many organisations are optimistic about the future — more so than other
types of TSOs. Business confidence, it is argued, is a vital ingredient in building
successful strategies to tackle future opportunities and challenges.
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2 Methodology

Third Sector Trends surveys have been running since 2010 in the North of England,
collecting a sample of 3,500 TSOs in 2016. In 2019, the principal focus remained in
the North, but the range of the work was extended experimentally to the whole of
England and Wales, and produced a sample of over 4,000 respondents.

In 2022, the study became fully national and received on average 600 responses
from each English region and over 400 from Wales. The sample of 6,070 responses
provides scope for reliable comparative analysis on many dimensions. But to bolster
reliability of findings and scale survey evidence up to produce national estimates, a
new baseline study was undertaken of sector and business registers. Evidence was
collated on 187,270 organisations encompassing all legal forms.2

Third Sector Trends works at a national level but its purpose is to understand the
structure and dynamics of the local third sector in comparative context. Four reports
have been published on national findings which explored regional variations in:
sector structure, energy and impact; people in the sector; finance and assets; and
sector relationships.®

This report is the third in a series of triennial reports from Third Sector Trends on
community business for Power to Change.* It has been designed to complement
findings from Power to Change’s annual Community Business Market Report® by
providing comparative evidence on the activities of community businesses in
comparison with other TSOs.

Third Sector Trends uses a broadly-based survey questionnaire which can be
completed by organisations or groups of any size, purpose or legal form. This means
that data can be categorised to align with Power to Change’s definition of community
businesses:®

m Local roots: a business run by local people for the benefit of the local
community.

m Accountability to the local community: the local community have a
genuine say in how the business is run.

m Trade for the benefit of the local community: community businesses sell
services and products in and around their local area.

m Broad community impact: community businesses engage with a variety of
different groups in their community and address different community needs.
They may have a specific focus on a disadvantaged group, or support the
local community more widely.

For this report, Third Sector Trends data were divided into three categories of TSOs
which work at the local level:”

m Community businesses working locally and earning income: include
Community Interest Companies, Companies Limited by Guarantee/Shares,
Cooperatives and Community Benefit Societies and Credit Unions which
operate as or in a similar way to community businesses (n=612 in 2016,
n=658 in 2019 and n=737 in 2022).2

m General TSOs working locally and earning income: include general
charities, Charitable Incorporated Organisations, Community Amateur Sport
Clubs, and other Registered Societies which earn a proportion of their income
from trading (n=1,044 in 2016, n=1,138 in 2019, n=2,191 in 2022).

m General TSOs which do not earn income: include general charities,
Charitable Incorporated Organisations, Community Amateur Sport Clubs, and
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other Registered Societies which do not earn income from trading (n=900 in
2016, n=962 in 2019 and n=1,401 in 2022).

In this report, structural variations must be taken into account when interpreting
comparative data on community businesses and other types of third sector
organisations which work locally. Community businesses tend to be larger than
general TSOs (Figure 2.1). For example, 36% of community businesses have income
above £250,000 compared with 15% of general TSOs which earn income and just
5% of general TSOs which do not earn income.

Location by area affluence also varies: 35% of community businesses are based in
the least affluent areas (IMD 1-2) compared with 18% of general TSOs working
locally and earning income and 16% general TSOs working locally that do not earn
income (Figure 2.2).°

Figure 2.1 Comparison of sector structure by organisational size

79.5
58.5
36.1
31.7 32.2
26.3
15.1 15.6
- 4.9
Community businesses trading locally General TSOs trading locally (n=2,179) General TSOs working locally that do not
(n=734) trade (n=1,390)

m Smaller less formal organisations - income below £10,000
= Medium semi-formal organisations - income £50,000-£249,000

Larger formal organisations - income above £250,000

Figure 2.2 Comparisons of sector structure by organisational location

43.4 453
41.3 391 40.3
34.6
22
18.4
15.6
(IMD 1-2) (IMD 3-6) (IMD 7-10)
TSOs based in the least affluent areas TSOs in areas of intermediate affluence TSOs based in the most affluent areas

u Community businesses working locally (n=610)
u General TSOs working locally and earning income (n=2,157)

General TSOs working locally that do not earn income (n=1,370)
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Structure and resources

This section compares the resources of community businesses with other types of
TSOs so that subsequent analysis of sector purpose, perceptions of impact,
approach to partnership and influencing can be assessed fairly.

Income resources

Figure 3.1 shows that community businesses are much more likely to rely heavily on
grant income (82%) than general TSOs working locally and earning income (66%)
and general TSOs working locally that do not earn income (53%). And while
community businesses are more likely to rely on income from contracts (49%) than
general TSOs working locally and earning incomes (26%), both types of organisation
are equally likely to engage in self-generated trading activities (~50-51%).

Community businesses are more reliant on contributions in kind (such as free use of
facilities, equipment or donations of products for use or sale) than other types of
organisations, but they are less dependent on gifts and financial donations,
investments and subscriptions. Very few organisations borrow money, although
community businesses are the most likely to do so (7%).

The balance of reliance on income sources has changed since 2016 amongst
community businesses (Figure 3.2). Since the pandemic, grant income has risen in
importance while reliance on self-generated trading income and contracts has
declined. Reliance on gifts and donations and subscriptions has risen slightly, while
dependence on borrowing, investments and in-kind support has remained much the
same.

Figure 3.1 Percentage of organisations stating that sources of income are

'important’ or 'most important' to them in 2022

49.8 513

53.9
50.4
43.8
31.2 31.7
285 301
. 255
15.7 16.5
70 6.0 I 6.7
1.7
0.0 0.0 0.5
. - —

Contracts Earned income  Investments Contributions in Gifts and Subscriptions Loans

kind donations

= Community businesses working locally (n=728)
m General TSOs working locally and earning income (n=143)

General charities working locally that do not earn income (n=1,358)
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Figure 3.2 Percentage of community businesses stating that sources of
income are 'important’' or ‘'most important' 2016-2022

82.3
76.1 76.1

62.4
58.5
53.9 54.7
48.6 49.8
43.8
366 348
32.2 30,5 31.2
15.4 14.7 16.5
9.2
7.0
. 44 65 58 67
- .

Grants Contracts Earned income Investments Contributions in Gifts and Subscriptions Loans
kind donations

m2016 (n=612) ®2019 (N=658) = 2022 (n=728)

A reduced level of reliance on contracts and self-generated trading income is
explicable in the difficult trading circumstances community businesses faced in the
depths of the pandemic. While the proportion of community businesses income from
trading has been declining since 2016 (Figure 3.3) this is not to argue that the
volume of revenue from trading has declined significantly. But the indications are that
community businesses which rely most heavily on trading (60% or more) have
experienced overall revenue decline while those with middling levels of reliance on
trading (40-60% of overall income) enjoyed greater income stability (Figure 3.4).

Market conditions have been challenging during the pandemic, but there is no
evidence to suggest that community businesses in the poorest areas suffered higher
levels of income decline than in more wealthy areas. Comparative data on the
percentage of organisations which increased income significantly is reassuring, as it
shows that community businesses were much more likely to increase income than
general TSOs which earn a proportion of their income.

Figure 3.3 Proportion of communty business income from contracts and self-
generated trading 2016 - 2022.

l l 10.8
11.3 12.3 13.3
10.3 12.3

42.8
325 208

2016 (n=612) 2019 (n=658) 2022 (n=625)

Percent of income earned through contracts and self-generated trading activity
m1-20% =21 -40% 41-60% ®m61-80% =81-100%
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Figure 3.4 Percentage of organisations with significantly rising income in the
last two years (2020-2022) by area affluence

23.2
21.7
1855
16.4 155
I 11'1

Community businesses working locally ~ General TSOs working locally and earning General TSOs working locally that do not
(n=716) income (n=2,151) earn income (n=1,356)

30.8
26.6 27.4

m Least affluent - IMD 1-2 ® Intermediate - IMD 3-6 Most affluent - IMD 7-10

There has been a decline in the percentage of community businesses bidding
for or delivering public service delivery contracts since 2019 (Figure 3.5). This
is likely to continue for as long as contract values remain low due to increased
pressure to raise wages.

Figure 3.5 Percentage of community businesses engaged in bidding for or
delivering public service delivery contracts (excludes organisations which are

unaware of such opportuntities)
38.9
36.9
337 35. 34.3
32.2 32.2
29.4
26'8 I

Aware of opportunities, but not relevant Percieve barriers, need support or more Already bidding for or delivering public
to organisational objectives information sector service contracts

6

#2016 (n=539) 2019 (n=596) = 2022 (N=537)

Figure 3.6(a) shows that community businesses were more successful in garnering
unrestricted funding (66%) than general TSOs working locally and earning income
(59%) and general TSOs working locally that do not earn income (58%).1° Amongst
community businesses, there was a substantial rise in the receipt of unrestricted
funding during the pandemic (rising from 44% in 2019 to 66% in 2022).

This had the knock-on effect of reducing demands from funders to assess impact or
to produce evidence of innovative practice (Figure 3.6(b)). Furthermore, many
community businesses were approached by funders to see if they could lend support.
There is a strong likelihood, however, that many trusts and foundations may tighten
up on the disbursement of unrestricted funding post pandemic.!!

1" Durham University



Figure 3.6(a) Relationships with grant-making trusts and foundations during
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the pandemic (percentage ‘agree’ or 'strongly agree’)
594 579
45.9 47.4

65.9
53.8
514 165 29.2
: 44.5 43.7
38.6
335
311 305 313
27.1 28.0 296 26.8
I I I I I ]

They gave us They took the timeThey pressured us They approached They wanted us to They've made a They helped

unrestricted to get to know us to provide us to see if we be ‘innovative’ long-term develop our skills
funding (e.g. ‘core’ evidence of our wanted their investment in our (e.g. consultants /
funding) impact support work training)

= Community businesses working locally (n=722)
= General TSOs working locally and earning income (n=2,142)

General TSOs working locally that do not earn income (n=1,360)

Figure 3.6(b) Changing relationships between community businesses and
grant-making trusts and foundations 2019 - 2022

82.7
65.9
60.8
51.8 541 53.8
444 465
312
I ) ) I I )

They gave us They took the time to They pressured us to They approached us They wanted us to be They've made a long-
unrestricted funding get to know us provide evidence of  to see if we wanted ‘innovative’ term investment in
(e.g. ‘core’ funding) our impact their support our work

= 2019 (n=658) m 2022 (n=728)

Figure 3.7 Percentage of organisations reporting significantly increased
income in the previous two years (2016, 2019, 2022)

29.5

25.8
21.0 21.0
18.1
15.3
133 14.5
I 10.5

Community businesses (n= by year 623/ General TSOs which earn income (n=by General TSOs earning no income (n= by
655/ 606) year 2,185/ 1,138,/1.041) year 1,386/ 962/ 855)

m2016 ®=2019 =2022
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If rising income is used as an indicator of financial wellbeing, community businesses
have been more successful than other types of organisations since 2016 (Figure
3.7).

Community businesses are also holding on to their reserves to a greater extent than
in 2019 and fewer are investing in new activities (Figure 3.8).? Financial prudence is
explicable in a period when energy costs, wages and general inflation has been
rising — but this may have longer-term consequences (see Section 5 for further
analysis). Many organisations have, however, had to dip into reserves to meet
essential costs — but this has not risen significantly for community businesses since
2019.

Figure 3.8 Use of reserves by community businesses: 2019 and 2022
47.8

39.4 39.4 40.5
31.4
I 24.2

No, we have not drawn on our  Yes, we have used our reserves to Yes, we have used our reserves
reserves invest in new activities (such as for essential costs (such as
buying property, developing a new salaries, bills, rent, etc.)
service, employing

=2019 (N=658) m2022 (n=623)

Property ownership and management

Third Sector Trends collate data on free use of property, renting and ownership.
Additionally, data on community asset transfer (CAT) were collected in 2022 and it is
estimated that there have been about 9,600 CATs in England and Wales since
2011.2 Figure 3.9 shows that almost 9% of community businesses have taken
control of CATs in England and Wales: of which, 29% were based in the least affluent
areas (defined as the poorest quintile of the Indices of Multiple Deprivation).

Figure 3.9 Percentage of organisations which own, rent or have free use
of space in a property
(percentages include multiple forms of property tenure and do not round to 100%)

44.9 -
33.5

Community businesses working locally  General TSOs trading locally and General TSOs working locally that do
(n=737) earning income (n=2,191) not earn income (n=1.401)

= We are allowed to use space in a property without charge

We rent a property to use
= We have a property that we got via community asset transfer of a public building
= \We own a property that we use
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The indications are that property ownership has an inconsistent influence over
organisational wellbeing (Figure 3.10). There is, for example, little evidence to
suggest that property ownership correlates with rising income in the last two years
compared with rental tenure. The proportion of organisations which hold reserves is
similar, irrespective of property tenure, as is the case amongst organisations making
use of reserves for essential costs.

While the scope of the analysis is limited at this stage, Figure 3.11 indicates that a
link between property tenure and perceptions of social impact is more limited
amongst community businesses than other TSOs.

Figure 3.10 Contribution of property ownership to organisational wellbeing

Owners of Owners of property  Renters of property  Free access to space
community asset for operational for operational in property for
transfer properties usage usage operational usage
Percentage of organisations with
significantly rising income in the last 23.6 174 22.3 19.2
two years
Percentage of organisations which 85 5 90.9 86.9 791

hold financial reserves

Percentage of organisations which
have needed to use reserves to meet 24.8 25.9 25.9 19.9
essential costs

Business confidence: percentage of
organisations expecting income to 36.7 34.5 34.3 34.6
rise in the next two years

Number of respondents: all types of
organisation (percentage of whole 293 (4.8) 1,595 (26.3) 2,470 (40.7) 1,489 (24.5)
sample in parentheses).

Figure 3.11 Percentage of organisations which have a'very strong' social impact
on community wellbeing

: II II II

Own a property Rent a property Community asset transfer Free use of space in a property

u Community businesses working locally (n=722)
u General TSOs working locally and earning income (n=2,142)

General TSOs working locally that do not earn income (n=1,360)

14 Durham University



Community Business in England and Wales: new findings from Third Sector Trends

Purpose and impact

This section shows that community businesses use their energy to achieve social
objectives which benefit the local community in a wide variety of ways.
Disaggregating how such energy is distributed is complex because there are many
crossovers in beneficiary focus and organisational purpose. Furthermore, individual
organisations can rarely claim to achieve all the impact, other organisations also
make a contribution to social issues (as is discussed in Section 6).

Community businesses are more likely to concentrate their energy on specific
beneficiary groups or types of places than general TSOs. For example, twice as
many community businesses attend to social issues such as homelessness,
unemployment, poverty, and disadvantage in urban areas than general TSOs (Figure
4.1). But it is relatively rare for community businesses to devote all of their energies
solely to one purpose. Instead, they serve a range of beneficiary groupings.

For example, amongst organisations which support people with mental health issues,
60% of them also help people with physical disabilities or learning difficulties. Support
is not restricted to health beneficiaries; other groups are also supported. For
example, amongst organisations which focus attention on mental health, 30% also
help homeless people, 32% support carers and 40% look after the interests of people
or households living in poverty.'*

Figure 4.1 Percentage of organisations serving beneficiary groups
Community General TSOs working General TSOs working
businesses working locally and earning locally that do not earn
locally (n=737) income locally (n=2,191) income (n=1,401)
General issues
People in general 54.7 62.2 51.3
Children and young people in general 48.7 41.9 37.9
Older people in general 37.2 34.4 35.7
Health issues
People with physical disabilities 26.6 18.2 20.1
People with physical health conditions 27.4 18.0 18.9
People with mental health conditions 41.8 22.5 20.4
People with learning disabilities 28.8 17.1 15.0
Carers 15.1 9.9 9.4
Specific beneficiary groups
People of a particular ethnic or racial origin 121 5.6 6.4
People with homelessness and housing issues 16.4 8.2 11.8
Unemployed/workless people 26.2 11.0 12.0
People with concerns about gender and sexuality 7.5 3.9 3.7
People or households living in poverty 32.4 14.5 19.8
Other third sector organisations 14.8 5.5 4.2
Area context
People in rural areas 19.8 17.2 14.4
People in disadvantaged urban areas 32.7 13.6 11.8

Community businesses tend to be bigger organisations than general TSOs and are
more likely to be based in and concentrate energy on disadvantaged communities.

15 Durham University



Community Business in England and Wales: new findings from Third Sector Trends

Consequently, there are variations in the extent to which organisations claim to
achieve social impact (Figure 4.2).

When compared with general TSOs, for example, about twice as many community
businesses state that they achieve ‘very strong’ social impact by increasing
employability, tackling the consequences of poverty, improving people’s access to
basic services or empower people in the community. In other fields of social impact
(such as encouraging physical activity to improve people’s lives or enhancing the
cultural and artistic life of the community), perceptions of very strong impact are more
similar.

Figure 4.2 Percentage of TSOs reporting that they have a ‘very strong’ impact
Community General TSOs General TSOs
businesses working working locally working locally that
locally which earn income do not earn income
(n=726) (n=2,117) (n=1,313)
Personal health cluster
We improve health and wellbeing 40.8 25.9 19.2
We encourage physical activity and improve people's fitness 18.2 15.0 10.6
Personal and social wellbeing cluster
We reduce social isolation 39.5 27.3 19.9
We give people confidence to manage their lives 37.9 21.6 17.3
Financial security for individuals and households cluster
We increase employability 13.0 6.2 3.9
We tackle the consequences of poverty 18.1 8.3 10.4
We improve people’s access to basic services 23.4 11.3 9.9
community wellbeing cluster
We enhance the cultural and artistic life of the community 18.7 19.9 10.6
We improve the local environment 12.7 10.2 9.6
We promote community cohesion 28.4 20.8 15.9
We empower people in the community 333 18.3 13.9
We increase people’s pride in their community 23.5 17.1 12.3

The work of community businesses is characterised by overlaps in clusters of social
purpose. This demonstrates that aspects of social purpose are interwoven and warns
policy makers, researchers or funders from attempting to attribute very specific
aspects of impact to their work. Figure 4.3 shows, for example, that amongst
community businesses which contribute to community wellbeing — 70% also make a
contribution to personal and social wellbeing, 58% to personal health and 43% to
financial security.
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Figure 4.3

Interactions in clusters of community business impact

Core areas of sector impact!®

33% of community businesses feel that they make a
contribution to financial security (n=245)

46% of community businesses feel that they make a
contribution to personal health (n=335)

51% of community businesses feel that they make a
contribution to personal and social wellbeing (n=376)

47% of community businesses feel that they make a
contribution to community wellbeing (n=344)

Two way interactions

Of those community businesses which make a contribution to
community wellbeing 43% also feel that they have an impact
on financial security (n=148)

Of those community businesses which make a contribution to
personal and social wellbeing 52% also feel that they have
an impact on financial security (n=196)

Of those community businesses which make a contribution to
community wellbeing 58% also feel that they have an impact
on personal health (n=198)

Of those community businesses which make a contribution to
personal and social wellbeing 73% also feel that they have
an impact on personal health (n=275)

Of those community businesses which make a contribution to
community wellbeing 70% also feel that they have an impact
on personal and social wellbeing (n=241)

Of those community businesses which make a contribution to
personal health 44% also feel that they have an impact on
financial security (n=147)

With so many interactions it is virtually impossible to pin-point, at a sector level, how
individual community businesses (or TSOs in general) have an impact on society.
Instead, they work alongside other third sector organisations (plus public sector
bodies and businesses in the area). Consequently, no organisation could confidently
claim that it achieves all the impact required by individuals or communities. The
impact which is achieved is shared — not owned by individual organisations.® This is
not to say that overall sector impact is watered down; but rather, that it accumulates
through the collective (albeit largely informal) endeavour to make a difference for

people and places.
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5 Resilience and development

The achievements and potential of community businesses cannot be fully understood
just by looking at the resources they have to hand — organisational capability and
resilience must also be considered. This section shows that the financial resilience of
organisations was quite strong as community businesses emerged from the
pandemic. But that may be under threat due to rising energy costs and inflation which
has also led to widespread demand for higher wages in the labour market and an
unprecedented level of strikes in the public and private sectors.

This combination of factors has resulted in employee retention problems across the
third sector (Figure 5.1) and has affected employee recruitment much more seriously
amongst community businesses (56%). Amongst community businesses,
recruitment problems are most severe when engaged with the delivery public sector
services under contract (66% compared with 51% of community businesses which do
not deliver contracts).’

Figure 5.1 Percentage of organisations experiencing difficulties with

recruitment and retention

55.7
42.2
36.3
22.0 20.9
I I I

Community businesses General TSOs working General TSOs working
working locally (n=587) locally and earning income locally that do not earn

(n=1,293) income (n=506)

m Holding on to our existing staff ® Recruiting new staff

Problems with recruitment and retention of employees has been compounded by
difficulties in maintaining commitment from regular volunteers. Nearly three quarters
of community businesses (73%) state that they could not keep going without the
support of regular volunteers (compared with 87% of general TSOs working locally
and earning income and 93% of general TSOs working locally that do not earn
income). It is worrying, therefore, that 53% of community businesses report that they
are finding it much harder to hold onto regular volunteers and that 35% of
organisations are losing some of the volunteers who joined them during the
pandemic (Figure 5.2).
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Figure 5.2 Changes in the size and composition of the regular volunteer

workforce
53.4
49.0 503
35.2
24.2 268 252 240
198 4,6 194
14.3

6.4 5.9 4-5 I I
It's been much harder to A lot of our recent Our group of volunteers We have more volunteers We're losing some of the
hold on to our older volunteers joined us have become more under the age of 30 now volunteers who joined us

volunteers because they prefer to ethnically diverse during the pandemic

work online

u Community businesses working locally (n=633)
m General TSOs working locally and earning income (n=1,836)

General TSOs working locally that do not earn income (n=1,065)

The challenging labour market environment has produced difficulties which are
beyond their control, but the extent to which community businesses invest in staff
and volunteers also needs to be considered. Levels of investment in people varies
considerably by organisational type.

Community businesses are much more likely to invest in general training (71%),
digital training (47%) offer flexible working arrangements (83%) and make provisions
for personal development (79%) than other types of TSOs (Figure 5.3(a)). This is
partly because they tend to be bigger entities than other types of TSOs. But as
Figure 5.3(b) indicates, community businesses are more likely to invest in the
personal development of staff and volunteers irrespective of organisations size.
Community businesses are also more likely to employ people from diverse
backgrounds to leadership positions (Figure 5.4).

Figure 5.3(a) Provision of training and support to staff and volunteers

83.4
70.8
63.0
45.9 47.4
41.2
310 27.1
18.3

We have a general training ~ We provide digital skills training We offer flexible working We make provisions for
budget arrangements personal development

78.5

= Community businesses trading locally (n=727)
u General charities trading locally (2,167)

General charities working locally that do not trade (1,382)
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Figure 5.3(b) Percentage of organisations which invest in the personal
development of staff and volunteers

92.2 88.5
79.2
67.2
49.6
42.6 47.1
28.3
. -

Smaller organisations (income below Medium sized organisations (income Larger organisations (income above
£50,000, n=1,347)) £50,000- £249,999, n=1,749) £250,000, n=1,152)
m Community businesses trading locally
B General charities trading locally
General charities working locally that do not trade

Figure 5.4 Diversity in sector leadership: percentage of CEOs

68.1 67.8 655
59.6
51.4 51.8
102 go g5 120 75 65
I = B ==
University graduate - Your most Female - Your most senior  Has aregistered disability - Your Black, Asian or other ethnic
senior member of paid staff (if member of paid staff (if you most senior member of paid minority - Your most senior
you have employees) have employees) staff (if you have employees) member of paid staff (if you

have employees)

u Community businesses trading locally (n=556)
u General charities trading locally (n=1,193)
General charities working locally that do not trade

While investment in people is a high priority for many community businesses, the
extent to which they invest in new developments is limited (Figure 5.5). As shown

previously in Figure 3.8, community business investment in 2022 has been more
limited when compared with 2019.18

Figure 5.5 Use of reserves by organisations for essential costs and future
investment
62.5

478 L0
280 294 5,4
. 125
17 14 l l 82 &,
I I ==

No, we have not drawn on our Yes, we have used our reserves Yes, we have used our reserves We have used our reserves for
reserves to invest in new activities (such  for essential costs (such as both investment and essential

as buying property, developing salaries, bills, rent, etc.) costs
a new service, employing

u Community businesses working locally (n=623)
u General TSOs working locally and earning income (n=2.183)

General TSOs working locally that do not earn income (n=1,386)
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There is growing recognition that there is value in investing, specifically, in digital
skills in the third sector to increase reach, impact and enhance organisational
capacity and capability. Opportunities to develop digital skills has been facilitated by
the establishment of a number of infrastructure organisations which provide training
and support in digital development.*®

Third Sector Trends data show that community businesses are more likely to use
digital applications or tools than other types of TSOs. In some respects, the
pandemic seems to have diminished levels of usage amongst community businesses
(Figure 5.7). Regular usage of social media and a dedicated website have reduced
slightly. Online fundraising (using, for example, crowdfunding) has fallen substantially
from 30% to 11%.

This is probably due to relatively easy access to funding during the pandemic or, in
some cases, hibernation while the operating environment was most difficult.
Certainly, the percentage of community businesses looking for funding opportunities
online increased (from 34% to 53%). There has been a slight increase in the use of
online financial management tools (such as cloud accounting programmes) which
indicates growing commitment to digital financial tools.

Figure 5.6(a) Percentage of organisations which make regular use of digital
tools or applications 2022

75.9
70.3
61.2 60.7
53.0
431 427 44.8
34.8 26
26.8
221 10, 184
153 11.8
105 94 10.7 10.1 E
HN= In: E=:

To run our own Our own social Deliver services Online Finding funding Online We share digital Online financial
website media accounts online (e.g. fundraising (e.g. opportunities campaiging technology and management
(e.g. twitter, telephone ‘crowdfunding’, online about issues  skills with other  (e.g. cloud-
facebook) befriending, '‘Just Giving', important to us local based
advocacy, 'Kick Start") organisations accounting
advice and software)
guidance)

= Community businesses working locally (n=731)
m General TSOs working locally and earning income (n=2,178)

General TSOs working locally that do not earn income (n=1,382)

Figure 5.6(b) Change in the regular usage of digital tools and applications by
community businesses to bolster business capacity and capability

83.8

8.8 75.9
53.0
422 448
9.7 34.3
l 10.5
Own website Social media Online fundraising (e.g. Finding funding Online financial

crowdfunding opportunities online management tools

m2019 m2022
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6 Relationships and policy engagement

This study has demonstrated that the local impact of community businesses is
shared and that social value is likely to accumulate as a result of informal,
complementary or collaborative working within and across sectors. This section looks
at the scale and importance of partnership working for community businesses in a
comparative context.

It will show that forming good working relationships with other TSOs, trusts and
foundations, private sector businesses and public sector bodies can be of great
importance to the success of community business sustainability and achieving their
social and business objectives.

Relationships within the third sector

Community businesses are more likely to work in informal, semi-formal and formal
working relationships than other types of TSOs working locally (Figure 6.1). The
pandemic has not dented community businesses’ commitment to work with other
TSOs. Indeed, the percentage of organisations committed to work in formal
partnership arrangements rose from 47% in 2019 to 53% in 2022 (Figure 6.2).

Figure 6.1 Percentage of organisations which work in informal, complementary or
collaborative partnership arrangements

89.3 831
75.7
67.0 63.8
52.8 54.1
32.2
22.6

Community businesses working locally  General TSOs working locally and earning General TSOs working locally that do not
(n=729) income (n=2,174) earn income (n=1.390)

= We have useful informal relationships with other voluntary organisations and groups
= We often work quite closely, but informally, with other voluntary organisations and groups

We often work in formal partnership arrangements with voluntary organisations and groups

Figure 6.2 Partnership orientation of community businesses 2019-2022

90.9 89.3 84.9 831
I I I I . i

We have useful informal relationships We often work quite closely, but We often work in formal partnership
with other voluntary organisations and informally, with other voluntary arrangements with voluntary
groups organisations and groups organisations and groups

u2019 (n=651) =2022 (n=728)

Relationships with businesses

Community businesses are more likely to have formed relationships with businesses
(70%) than general TSOs working locally and earning income (58%) or general TSOs
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working locally that do not earn income (42%). Of those organisations which do work
with businesses, the majority work with local firms (96-97%). Community businesses
are more likely also to have relationships with national businesses (24%) than
general TSOs working locally and earning income (21%) or non-trading charities
(19%).

Working with private sector firms can be beneficial for community businesses in
several ways, including the receipt of money (such as event sponsorship), in-kind
support (such as the free use of facilities or goods for sale), pro bono advice (such as
legal advice or architects’ services) and from employee supported volunteers (ESVs).
Often these relationships are ad hoc or ephemeral events — which means that
business support cannot be factored into longer-term planning. But others are well
established — such as links between local supermarkets which provide free goods for
community businesses.?®

Financial support from private firms for community businesses has held up well since
2016: the percentage of organisations receiving money has risen slightly from 39% to
41%. The pandemic has, though, set back progress with in-kind support, pro bro
bono advice and ESV assistance to some degree — but there may be a bounce back
by 2025 when the survey is repeated.

Figure 6.3 Percentage of community businesses receiving support from
private firms 2019 - 2022

200 410 421 o
34.3 335
311 29.0
24.4 i I 24.2 24.4 I
Financial support from In-kind support from business Pro bono advice from Employee volunteer support
business business from business

m2016 (\=593) ®2019 (N=658) = 2022 (n=727)

Relationships with the public sector and influence on local
social policy

Relationships with local public and health sector bodies tend to be strong amongst
TSOs and opinions are not differentiated by organisational types (Figure 6.4). About
75% of organisations, which have a relationship with public or health bodies, feel that
they are well informed on issues which affect or interest them; just over half feel that
they are involved appropriately in developing and implementing policy which affects
them; and, almost half of organisations believe that public and health authorities act
upon their opinions and responses to consultation.

One aspect of interactions where responses vary relates to public and health
authorities propensity to approach TSOs for support during the pandemic: 66% of
community businesses stated that they were approached compared with 56% of
general TSOs working locally and earning income and 52% of general TSOs working
locally that do not earn income.
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Figure 6.4 Quality of relationships with local public and health authorities
(percentage of TSOs which 'agree’, organisations which do not have relationships with the public sector
are excluded from the analysis)

758 755 734
65.6
55.5

They inform our organisation on They involve our organisation They act upon our They came to us for our
issues which affect us or are of appropriately in developing and organisation's opinions and / or assistance during the pandemic
interest to us implementing policy on issues responses to consultation

which affect us

= Community businesses working locally (n=697)
m General TSOs working locally and earning income (n=1,348)

General TSOs working locally that do not earn income (n=702)

Influencing local social and public policy

Engagement with public bodies is not just a ‘responsive’ process on the part of TSOs.
Many organisations are keen to take an ‘active’ role in instigating or shaping change
to local public and social policy. That stated, many organisations are clear that this
falls short of ‘political’ involvement (Figure 6.5): community businesses are the least
likely to take the view that they ‘steer well clear of political issues’ (63%).

Community businesses are by far the most likely to engage in relevant meetings and
events which relate to their kind of work (88%); campaign to further the interests of
beneficiaries (62%) or lobby behind the scenes to influence policy (57%).

Figure 6.5 Percentage of organisations which engage with aspects of
influencing socal and public policy

88.0
75.2 765 73.4
65.7
63.0 61.7 571
44.8
I I I : I : :
We tend to steer well clear of We try to go to relevant We campaign to further the We tend to work behind the
political issues meetings/events which relate interests of our beneficiaries scenes to influence policy

to our kind of work

= Community businesses working locally (n=721)
m General TSOs working locally and earning income (n=2,137)

General TSOs working locally that do not earn income (n=1,362)

The size of community businesses has a bearing upon their inclination to influence
local social and public policy. Given that larger community businesses have more
capacity to get involved in influencing it is not surprising that their levels of
engagement are much higher — especially when working behind the scenes to
influence stakeholders.
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Figure 6.6 Percentage of community businesses which actively engage in
influencing local social and public policy by size of organsations

94.7
89.1
76.9 789 735 74.4
63.2 60.3
50.6 49.8 54.7

I I ! I
We tend to steer well clear of We try to go to relevant We campaign to further the We tend to work behind the
political issues (n=718) meetings/events which relate to  interests of our beneficiaries scenes to influence policy

our kind of work (n=720) (n=718) (n=713)

= Small (income below £50,000) = Medium (income £50,000 - £249,000) Large (income above £250,000)

Active engagement in influencing local social and public policy is strongly affected by
the characteristics of the locality within which community businesses work.
Organisations working in the least affluent areas are much more likely to engage
directly or indirectly in aspects of influencing.

For example, 62% of community businesses in the poorest areas campaign to further
the issues of their beneficiaries compared with 40% of community businesses in the
richest areas. Similarly, 88% of community businesses in the least affluent areas try
to attend relevant meetings about local policy issues which affect their work
compared with 66% in the most affluent areas.

Figure 6.7 Percentage of community businesses which actively engage in
influencing local social and public policy by affluence of the area where they are

based
94.3 88.7
76.4 77.6 73.3
61.4 59.3 63.3
51 I s I 543 538
We tend to steer well clear of We try to go to relevant We campaign to further the We tend to work behind the
political issues (n=703) meetings/events which relate to  interests of our beneficiaries scenes to influence policy
our kind of work (n=705) (n=703) (n=698)
H Least affluent - IMD 1-2 u Intermediate - IMD 3-6 Most affluent - IMD 7-10

It is clear that community businesses are more engaged in local influencing of social
and public policy than other TSOs, and especially so if they are larger in size and
work in the most disadvantaged areas where social needs are more prevalent. But
these findings need careful interpretation because they do not necessarily imply that
community businesses will continue to get involved in formal partnership
arrangements to agree local policy priorities or to work collaboratively to deliver
policy objectives — especially if such | constraints make such opportunities less
attractive operationally or financially.
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Outlook and implications

Business confidence

Community businesses are currently navigating a difficult trading environment,
created by the pandemic and more recently by high levels of inflation and the cost-of-
living crisis. And yet, business confidence is buoyant. As Table 7.1 shows, almost
four-fifths of community businesses expect that their income will either rise or remain
stable over the next two years.

A similar level of confidence is shown about underlying factors which could enable
them to sustain or increase current levels of income. 82% of community businesses
expect that private sector businesses support with be maintained or increased. Three
quarters of community businesses think that grant funding will increase or hold up at
the same levels in the next two years.

Perhaps most surprisingly, over 70% of community businesses think that statutory
funding will be maintained or increase. Expectations about volunteer support are also
optimistic. 40% of community businesses think that support from volunteers will
increase, and almost half believe it will remain stable. The indications are that
partnership working will also be sustained by community businesses in the next two
years — only 3% expect this aspect of their operations to decline.

Figure 7.1 Community businesses expectations about the next two years
Expect to rise Expect to stay the same Expect to fall

zg g pe 2y pE pE 2y pE  pe

83 68 G2 83 68 G2 83 6§ G2
Income 374 34,1 22.0 39.8 48.1 59.2 22.7 17.7 19.8
Support from private business 26.6 21.3 17.8 55.7 61.9 62.4 17.7 16.8 19.8
Grants from charitable foundations 31.9 29.4 29.0 43.2 48.0 52.2 24.9 22.6 18.8
Funding from statutory agencies 28.3 18.7 18.4 43.5 53.1 53.2 28.2 28.2 28.4
Support from volunteers 39.7 32.3 26.2 47.2 54.7 58.0 131 13.0 15.9
Working in partnership will 61.1 42.8 35.0 35.7 54.2 59.9 3.2 29 5.1

Implications

From their perspective, the future outlook for community businesses is very positive.
Being optimistic is a good thing, as it helps to drive ambition. However, Third Sector
Trends research has consistently shown that, over the last twelve years,
expectations are not always realised. This can lead to frustration and disappointment
for many organisations as they face up to the hard reality that unanticipated changes
to their working environment can redirect, undermine or sink their plans.

In 2019, many community businesses were also upbeat about their prospects: 20%
expected that income would rise (compared with 14% in 2016). Memories of the

difficult trading environment during a long period of government austerity
programmes were, however, fresh in the minds of many community businesses. So
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they remained cautious: in 2019, 43% thought that income would fall (compared with
60% in 2016). Only 23% of community businesses now think that their income will
decline in future.

It seems unlikely that grant funding will continue to flow as freely as it has done in the
last two years. Many trusts and grant-making foundations were working on their
strategies during the pandemic — thinking through what they wanted to prioritise.
Some will stick with the principal of giving unrestricted funding (as some always
have), but others may return to more focused investment and make demands on
community businesses to demonstrate the social worth of their practice.

Private business is facing difficulties too because of high inflation and recruitment
problems due to tight labour supply and complex trading challenges created by Brexit
and the Ukraine war. This is not to say that their support for community businesses
will stop — but it will be harder to prioritise.

Similarly, government funding is likely to tighten. The immense costs of furlough
schemes, energy subsidies for households, enormous challenges faced by the NHS
and fiscal loss due to more limited economic activity has hit the Treasury hard.
Borrowing at the current levels are unlikely to be sustained.

Even if community businesses do maintain or increase current levels of income
through trading, grants, support from business or contracts from local authorities or
government departments — this will not be the end of their difficulties. Current labour
market conditions are challenging. Labour shortages are growing and demand for
higher wages is widespread across all industries — including the third sector where
there have been strikes over pay in some national organisations.?* And while
industrial action may remain rare in a largely un-unionised sector - many employees,
out of necessity, are voting with their feet when wages are too low and there are
better-paid opportunities elsewhere.

Community businesses tend to be prudent with their finances. This has traditionally
worked to their benefit as it has, for example, dissuaded organisations from over-
stretching themselves by taking the risks associated with borrowing money (only 7%
of community businesses do this). It has also meant that wages have remained
relatively low compared with the public sector and parts of the private sector.

While, as this report shows, community businesses are generally more willing to
invest in staff and know that this must be prioritised, it may still not be enough to
protect them from losing employees or finding that staff commitment is compromised.
This means, especially in the context of accepting contracts to deliver public
services, that harder bargains will need to be driven with commissioners to ensure
that wages are improved. And if commissioners make a plea that this is all the money
they can put on the table, then community businesses will have to retort that the
extent of service provision they offer will be reduced.

In self-generated trading activity, this is harder to do. If the local marketplace cannot
bear rising prices, community businesses will need to look at other ways of
subsidising their work. This does not signal failure on their part — but instead reflects
the stark realities of maintaining a local presence in communities. In spatially remote
rural or hard-pressed urban areas, for example, community businesses often do rely,
and should rely, on grant funding to keep things going. Otherwise, local problems
surrounding access to services and financial inclusion will intensify in areas where
private businesses and banks have withdrawn.

Failing to invest in the future is risky as it can mean that organisations are ill-
equipped, financially and psychologically to tackle new opportunities or upsets. This
report shows that investment in strategic developments by community businesses
have, at best, been put on hold in the last two years.

For example, maintaining, improving or expanding the community businesses
property portfolio can be a central ingredient in shaping and preparing for new
developments. But this report indicates that owning property is less advantageous to
community businesses than may be expected.?” These findings are not conclusive.
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The difficulties posed by the pandemic and cost-of-living crises, may have
undermined the potential of community businesses to use their property to bolster or
boost trading activity. Taking a longer-term view, it is likely that property ownership
will be shown to be maore beneficial for organisational and community wellbeing in
future reports.

One of the most positive aspects of this report’s findings is the tendency of
community businesses to work with other organisations from within their own sector
or with business and public bodies. Much of this work is neighbourly and
complementary rather than being formalised and, to some extent, constraining.
Autonomy is important to community businesses, and they are right to be careful not
to commit to partnership working that may work against their interests in the long
term if, for example, the resources to do the work are too limited and this results in
stressed working arrangements and damages good relationships.

The desire to sustain organisational autonomy amongst community businesses does
not, however, signal a lack of commitment to working towards community objectives.
This report shows that community businesses invest heavily in local policy and
practice initiatives. Most join in with stakeholder events or respond to stakeholder
consultations and enter strategic debates which are orchestrated by local public and
health sector agencies.

Many community businesses do not just react to local initiatives, they also commit to
initiating debate or action to tackle local issues. Some of this work happens behind
closed doors — 57% of community businesses use their local know-how to influence
key stakeholders in positions of influence — compared with just 41% of other TSOs
that earn some of their income through trading.

Campaigning is also a key element adopted by community businesses to effect
influence on local public opinion, third sector activity or upon stakeholders in the
public sector: 62% of organisations do this. Community businesses are the least
likely to steer clear of local politics (only 63% avoid political issues compared with
75% of other TSOs. This makes sense. Interacting with local councillors can be a
vital element in shaping the direction of local public policy.

The findings from this study show that commitment of community businesses to their
local area is not in doubt. But the fact remains that too little is currently known about
the mechanisms that community businesses employ to engage in campaigning and
influencing, nor how successful they are in practice. And so, when Third Sector
Trends returns in 2025, this will become a core element of the enquiry.
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