Business 

Private sector aims

The UK economy is a mixed economy. This means that it has a public sector, and a private sector. 

The aim of a business in the private sector is to survive by making a profit. This may be a sole-trader working alone, like a newsagent, or thousands of shareholders in a large Public Limited Company.

Businesses gain a larger market-share by increasing the sales of their products against competitors. This may involve reducing prices. To win the loyalty of customers and encourage repeat sales, businesses need to be reliable and provide a quality service to their customers.

	
	


Limited companies

All limited companies are incorporated, which means they can sue or own assets in their own right. Their owners are not personally liable for the firm's debts (limited liability). The ownership of a limited company is divided up into equal parts called shares. Whoever owns one or more of these is called a shareholder.

A Public Limited Company (PLC) can sell its shares on the Stock Market, while a Private Limited Company (LTD) cannot. Unlike a sole trader or a partnership, the owners of a Limited Company are not involved in the running of the business, unless they have been elected to the Board of Directors.

To become a limited company, applicants have to submit a Memorandum of Association which states the business' name, address and main purpose. It also describes the liability and amount of capital invested. The internal workings of the company including the number of directors, how they are elected and what their roles are described in The Articles. This also describes how profits will be divided.

When the Memorandum of Association have been submitted the Registrar of Companies issues a Certificate of Incorporation which allows a limited company to begin trading. A Public Limited Company first has to raise the sufficient capital, through selling its shares to the public. It has to produce a prospectus, which explains how the business is run, and what it intends to do in the future. Once all this has been done, the Registrar issues a Trading Certificate, which allows the newly formed PLC to start trading.

Public and private limited companies

Both types of company must audit their accounts, and have them available for inspection. They must indicate their status in their name, usually by using the abbreviation PLC or LTD. This warns their traders that their liability is limited and that debts cannot be recovered from the personal funds of the company shareholders.

PRIVATE LIMITED COMPANIES
	Advantages
	Disadvantages

	Easy and inexpensive to set up.
	Lack of capital due to no share issue.

	Ownership and control are closely connected, e.g. Board of Directors are usually the main shareholders.
	No benefit from economies of scale, e.g. bulk buying, cheaper borrowing.

	Small and less bureaucratic than PLCs, e.g. decisions can be taken more quickly.
	-


PUBLIC LIMITED COMPANIES
	Advantages
	Disadvantages

	Raise large amount of capital from share issue.
	Become too large resulting in poor labour relations.

	Benefit from economies of scale, e.g. bulk buying, cheaper borrowing.
	Conflict of interest between shareholders and the Board of Directors.

	Produce goods at lower unit cost.
	Possibility of takeover or merger because shares can be bought by anyone.


Check your understanding of private and public limited companies. Choose the correct answers to these questions.
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1. An advantage for shareholders of a limited company is having limited liability. 
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2. The Memorandum of Association states the main purpose of the business. 
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3. The shareholders of a company control the running of the business. 
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4. A private limited company needs a Trading Certificate from the Registrar of Companies. 
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5. Good labour relations are a benefit of economies of scale for a PLC. 
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6. PLCs issue shares to raise capital from the public. 
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Sole traders
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A sole trader describes any business that is owned and controlled by one person, although they may employ workers. This could be a newsagent's shop, for example. Individuals, who provide a specialist service like hairdressers, plumbers or photographers, are also sole traders. Sole traders do not have a separate legal existence. As a result, the owners are personally liable for the firm's debts, and may have to pay them out of their own pocket. This is called unlimited liability.

Advantages
1. The firms are usually small, and easy to set up. 

2. Generally, only a small amount of capital needs to be invested, which reduces the initial start-up cost. 

3. The wage bill will usually be low, because there a few or no employees. 

4. It is easier to keep overall control, because the owner has a hands-on approach to running the business and can make decisions without consulting anyone else. 

Disadvantages
1. The sole trader has no one to share the responsibility of running the business with. A good hairdresser, for example, may not be very good at handling the accounts. 

2. Sole trader often work long hours and find it difficult to take holidays, or time off if they are ill. 

3. Developing the business is also limited by the amount of capital personally available. 

4. There is also the risk of unlimited liability, where the sole trader can be forces to sell personal assets to cover any business debts. 

Partnerships
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Partnerships are businesses owned by two or more people. A contract called a deed of partnership is normally drawn up. This states the type of partnership it is, how much capital each has contributed, and how profits and losses will be shared. Doctors, dentists and solicitors are typical examples of professionals who may go into partnership together. They can benefit from shared expertise, but like the sole trader, have unlimited liability. A partnership can also have a sleeping partner who invests in the business but has not dealings in the day to day running of the enterprise.

Advantages
1. The main advantage of a partnership over a sole trader is shared responsibility. This allows for specialisation, where one partner's strengths can complement another's. For example, if a hairdresser were in partnership with someone with a business background one could concentrate on providing the salon service, and the other on handling the finances. 

2. More people are also contributing capital, which allows for more flexibility in running the business. 

3. There is less pressure of time on individual partners. 

4. There is someone to consult over business decisions 

Disadvantages
1. The main disadvantage of a partnership comes from shared responsibility. 

2. Disputes can arise over decisions that have to be made, or about the effort one partner is putting into the firm compared with another. 

3. The distribution of profits can cause problems. The deed of partnership sets out who should get what, but if one partner feels another is not doing enough, there can be dissatisfaction. 

4. A partnership, like a sole trader, has unlimited liability.

Check your understanding of sole traders and partnerships. Choose the correct answers to these questions.
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1. Unlimited liability is a disadvantage for the sole trader. 
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2. An advantage of being a sole trader is that you have complete control of the business. 
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3. An advantage for the sole trader is that you can share the responsibilities of running the business. 
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4. Sharing control in a partnership is always an advantage. 
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5. Specialisation is a disadvantage in a partnership. 
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6. The business contract between partners is called a deed of partnership. 

[image: image31.wmf]

true 

[image: image32.wmf]

false 

Final del formulario

Public ownership

Public ownership refers to any service or industry owned by the state, for example:

· National Health Service 

· Emergency services 

· Armed forces 

· State education 

Central government controls these organisations. Their main aim is to provide essential services for the whole population. They are not profit making, and the general public pays for these services through taxation. Some services are the responsibility of local government, such as refuse collection and the maintenance of parks.

There are arguments for and against public ownership. First look at the advantages:

· JOBS - Usually protected, reducing unemployment. 

· RESOURCES - Key supplies, e.g. water and energy, can be guaranteed and controlled. 

· ESSENTIAL SERVICES - Health, education, housing and transport are guaranteed for everyone. 

The main argument for public ownership is that the whole population benefits rather than just those who can afford to pay privately. Before the creation of the National Health Service, for example, you had to pay to see a doctor. Today we pay through taxation, but those who earn less, pay less and the unemployed are provided for.

Now look at the disadvantages of public ownership.

· HIGHER COSTS - Providing these services means higher costs, and higher taxes. 

· INEFFICIENCY - Large non-profit making organisations suffer from diseconomies of scale 

· GOVERNMENT INTERFERENCE - Politicians' interference can negatively affect the efficiency of an organisation 

The main argument against public ownership is its cost. This cost is called the Public Sector Borrowing Requirement and is funded by taxation, either directly through income tax or indirectly through National Insurance. More public services mean a higher tax bill for everybody, including those who may not benefit from them.

Large public sector organisations are bureaucratic. They also often have a monopoly, and without competition, workers can become unmotivated and inefficient.

During the 1980s, the government decided to privatised most of the nationalised industries in the belief that the added competition, and profit motive, would improve efficiency, and provide a better value-for-money service for the consumer. Examples are:

· British Gas 

· British Steel 

· British Airways 

· British Telecom 

Public services such as transport and refuse collection have been contracted out to private companies or deregulated by local councils.

Public corporations

The state rather than shareholders own these. The government establishes policy, and ensures they perform their functions properly. Much of the financing comes from the Treasury, through taxation or grants. The government imposes tight controls. The relevant Government Minister can influence the choice of a corporation's Board and Chairperson. If serious problems arise, the Minister is questioned in Parliament, and is ultimately responsible.

Parliamentary Select Committees and Consultative Committees are set up to monitor and investigate any irregularities or complaints about public corporations. Despite all this, corporations have a separate legal identity and their Board controls the every day running of the organisation.

The BBC, for example, has its own Board, but is answerable to the Minister for the Arts. It is largely funded through the TV licence fee, which is collected by the Treasury. Questions could be asked in the House of Commons about how the BBC spends taxpayers' money and the Minister for Culture, Media and Sport would have to answer.

Test your understanding of how business is organised in the public sector. Choose the correct answers to the following questions.
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1. Central and local government controls the public sector. 
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2. The funding for the public sector comes largely from taxes. 
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3. A nationalised industry is one sold by the government to the general public. 
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4. Nationalised industries benefit from diseconomies of scale. 
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5. The main objective of a public corporation is to make a profit. 
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6. One organisation dominating a sector of industry is called a monopoly. 
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7. Governments privatise a nationalised industry to reduce costs and improve efficiency. 
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The private sector

In the private sector, most businesses are sole traders, partnerships or limited companies (see Sole traders and partnerships and Limited companies). Other types of ownership include franchises and co-operatives.

Franchises

Big companies make agreements for private individuals to buy the right to sell their goods, for example fast-food outlets like Burger King. The franchisee runs a private business, buying products from the company franchisor that is given a percentage of the profits. In return, the franchisee can use the company's logo and have the shop fitted out in the company style. The franchisee benefits from specialist training and the company's own national advertising. The franchisor can expand without financial risks.

There are two main categories of co-operatives: 

Worker co-operatives

Sometimes groups of workers buy out their company if it is in financial difficulties. By co-operating with each other, they can share expertise, buy more expensive equipment, and gain economies of scale. The members of the co-operative invest their own capital, and share the profits. The management of the firm is usually run on democratic lines. Examples of businesses run as worker co-operatives include printing, engineering and textile enterprises.

Retail co-operatives

The Co-operative Retail Societies (the Co-op) is the most familiar high street outlet of this type. It has wider aims than most other business organisations, for example, sponsoring Labour MPs, since it has political and social, as well as financial, objectives. Anyone can join, by buying shares for £1.00, but these cannot be bought or sold on the Stock Market. All members share the profits and have an equal vote to elect the management.

Size of organisations

A firm may want to expand for a number of reasons. The main one is that it can benefit from economies of scale. A bigger firm will probably have a larger market share and a wider range of products than if it remains small.

A large firm can borrow more cheaply. Its chances of survival are increased, as is its ability to make a profit. The larger it becomes, the more power and status it will have. This gives it a good negotiating position, if it wishes to expand still further.

The most powerful companies may want to diversify still further, and take control of other companies. If they buy the majority of shares in another company (at least 51 % of them), this is called a takeover, with the board of directors of the smaller firm unable to prevent it.

If two companies agree to merge, it usually means a complete restructuring of the combined companies. This is called a merger. The advantages of these forms of integration are that they can expand more quickly, and diversify into other areas of production. This increases the chances of growth, and reduces the risks.

A firm's size can be measured in different ways: through its turnover, net profit, and number of employees

Internal structure

The structure of business organisations depends on the nature of their activities. A manufacturing firm may have a different structure from one providing a service. Two common ways of organising firms internally are dividing by:

· Functions (departments) 

· Products 

A manufacturing firm may divide its operations up by product, as it probably produces a range of products.

Most large companies have departments or functions as their basis for internal structure, for example: Production, Finance, Marketing and Personnel. The head of each area is called a director.
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The chain of command is the formal line of communication from that starts with the Board of Directors and the Managing Director, who make the firm's decisions. Below them are the department managers, then the section heads and finally to the shop floor or office staff. This is a hierarchical structure.

The chain of command is a typical pyramid shape. At each stage in the chain, one person has a number of workers directly under them, within their span of control. This person directly responsible for a group of workers is called their line manager.

Test what you understand about size and structure in business organisations. Choose the correct answer to the questions below.
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1. A mixed economy has both private and public sectors. 
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2. A takeover is when one firm becomes bigger than another. 
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3. The Marketing Department is responsible for sales and advertising. 
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4. A Marketing Manager would be the line manager to a Marketing Assistant in the chain of command. 
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5. The span of control is the formal line of communication from managing director through to the shop floor. 
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