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Introduction 
The chapter highlights the significance of business activity in an economy, the 

role of entrepreneurs, and successful entrepreneurship characteristics. It also 

discusses various business structures, legal structures, and the diminishing role 

of public-sector enterprises due to privatization. 

Classification of business activity  

Firms produce a vast range of different goods and services, but it is possible to 

classify these into three broad types of business activity. The stages are the 

primary, secondary and tertiary sectors of industry. 

 

Changes in business activity  

It is very important to recognise two features of this classification of business activity: 

 

1. The importance of each sect or in an economy changes over time. Industrialisation is 

the term used to describe the growing importance of the secondary-sector 

manufacturing industries in developing countries. 

Benefits  

■ Total national output (gross domestic product and this raises average standards of living.) 

increases  

 

■ Increasing output of goods can result in lower imports and higher exports of such products.  

 

■ Expanding manufacturing businesses will result in more jobs being created.  

 

■ Expanding and profitable firms will pay more tax to the government.  

 

■ Value is added to the countries’ output of raw materials, rather than just exporting these as 

basic, unprocessed products. 

Problems  

■ The chance of work in manufacturing can encourage a huge movement of people from the countryside to the towns, which 

leads to housing and social problems.  

 

■ Imports of raw materials and components are often needed, which can increase the country’s import costs.  

 

■ Much of the growth of manufacturing industry is due to the expansion of multinational companies. The consequences of this 

are covered later in this chapter. 
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2. In developed economies, the situation is reversed. There is a decline in the importance of secondary-sector 

activity and an increase in the tertiary sector. 

 

■ Rising incomes associated with higher living standards have led consumers to spend much of their extra income 

on services rather than more goods. 

 

■ As the rest of the world industrialises, so manufacturing businesses in developed countries face much more 

competition and these rivals tend to be more efficient and use cheaper labour. 

 

3. The importance of each sector varies significantly between different economies. Table 2.1 gives details of the 

differences that exist between three different countries’ economies and the share of total employment accounted 

for by each sector of industry 

Public and private sectors  

Industry may also be classified in other ways, for example by public or 

private sector and by type of legal organisation. 

 

In nearly every country with a mixed economy, most business activity is 

in the private sector. 

 

Those economies that are closest to a free-market system have very small public 

sectors. 

 

Those countries with central planning command economies will have very few 

businesses in the private sector. 

The legal structure of business organisations – the private sector  

Figure 2.1 on the next page shows the main types of private sector business. 

 

Sole trader This is the most common form of business organisation. Although 

there is a single owner in this business organisation, it is common for sole 

traders to employ others, but the fi rm is likely to remain very small. 

Partnership  

The partnership agreement does not create a separate legal unit; 

a partnership is just a grouping of individuals. 

 
 

Partnerships are the most common form of business organisation 

in some professions, such as law and accountancy. 

 

 



www.focuscollege.lk  +94 74 213 6666
   
   

4 
 

 

 
Limited companies  

There are three distinct and important differences between companies and the two forms of ‘unincorporated’ 

business organisation that we have just studied. These are: 

1. Limited liability 

Individuals with large blocks of shares often become directors of the 

business. All shareholders benefit from the advantage of limited liability. 

 

Nobody can make any further claim against shareholders, should the company fail. This has two important effects:  

 

■ People are prepared to provide finance to enable companies to expand.  

■ The greater risk of the company failing to pay its debts is now transferred from investors to creditors (those 

suppliers/lenders who have not been paid). 

2. Legal personality  

A company is recognised in law as having a legal identity separate from that of its owners. This means, for example, 

that if the foods sold by a company are found to be dangerous or contaminated, the company itself can be taken to 

court – not the owners, as would be the case with either a sole trader or a partnership. 

3. Continuity  

In a company, the death of an owner or director does not lead to its break-up or dissolution. All that happens is 

that ownership continues through the inheritance of the shares, and there is no break in ownership at all. 
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Private limited companies  

The protection that comes from forming a company is, therefore, 

substantial. Small fi rms can gain this protection when the owner(s) 

create a private limited company. 

 
 

The word ‘Limited’ or ‘Ltd’ (‘Pte’ in some countries) tells us that the business 

has this legal form. Usually the shares will be owned by the original sole 

trader, relatives, friends and employees. 

 

New issues of shares cannot be sold on the open market and existing 

shareholders may sell their shares only with the agreement of the other 

shareholders. 

Public limited companies 

A public limited company (plc) has all the advantages of private-company status, plus the right to advertise their 

shares for sale and have them quoted on the stock exchange. 

 

Limited companies can raise large sums from public shares, but existing shareholders can sell their shares if they 

wish. This flexibility encourages the public to purchase shares and invest in the business. The main difference 

between private and public companies is the 'divorce between ownership and control'. The original owners retain a 

majority of shares and management control when a company converts to private company status. However, public 

limited companies have a larger number of investors and shareholders, leading to conflicts over objectives and 

direction. Many private limited companies convert to plc status to overcome this divide and take a long-term 

planning view. 

 

Legal formalities in setting up a company  

All governments insist that certain legal stages are completed before a company may be established, in order to 

protect investors and creditors. In the UK, the following steps must be taken:  

 

1. A Memorandum of Association must be completed. Being aware of the company’s aims means that 

shareholders can avoid businesses that may operate in markets and products – such as weapons – that they may 

not want to be associated with 
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2. The other main document is called the Articles of Association. 

When these documents have been completed satisfactorily, the 

registrar of companies will issue a certificate of incorporation. Private 

limited companies may now begin trading. 

Other forms of business  
organisation Cooperatives 

Certain features are common to all cooperatives:  

■ All members can contribute to the running of the business, sharing the workload, responsibilities and decision-

making, although in larger cooperatives some delegation to professional managers takes place. 

■ All members have one vote at important meetings.  

■ Profits are shared equally among members. 

 

Th e cooperative often buys the produce of the members and then sells it collectively in order to obtain a better 

price. The advantages of such business units are:  

 

■ Buying in bulk  

■ Working together to solve problems and take decisions  

■ Good motivation for all members to work hard as they will benefit from shared profits. 

 

The potential drawbacks can include:  

 

■ Poor management skills, unless professional managers are employed  

■ Capital shortages because no sale of shares to the non-member general public is allowed  

■ Slow decision-making if all members are to be consulted on important issues. 

Franchises  

A franchise is not strictly a form of legal structure for a business, 

but it is a legal contract between two firms. 

 

This contract allows one of them, the franchisee, to use the name, logo and marketing methods of the other, the 

franchiser. Th e franchisee can then, separately, decide which form of legal structure to adopt. 
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Joint ventures  

These are not the same as a merger, but they can lead to mergers of the businesses if their joint interests coincide 

and if the joint venture is successful. The reasons for joint ventures are:  

 

■ Costs and risks of a new business venture are shared – this is a major consideration when the cost of developing 

new products is rising rapidly.  

 

■ Different companies might have different strengths and experiences, and they therefore fit well together.  

 

■ They might have their major markets in different countries, and they 

could exploit these with the new product more effectively than if they 

both decided to ‘go it alone’. 

 

Such agreements are not without their risks: 

■ Styles of management and culture might be so different that the 

two teams do not blend well together.  

■ Errors and mistakes might lead to one blaming the other for 

mistakes. 

■ The business failure of one of the partners would put the whole 

project at risk. 

Holding companies  

Holding companies are not a different legal form of business organisation, 

but they are an increasingly common way for businesses to be owned. 

Public-sector enterprises – public corporations 

However, in every country there will be some enterprises that are owned by the state – usually central or local 

government. These organisations are therefore in the public sector and they are referred to as public corporations. 
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Revision questions 
 

Q1. 9707/12/O/N/2009/Q1 (a) 

State two advantages of being a soldier. [4] 

 

Q2. 9707/11/M/J/2011/Q1 (b) 

State to objectives of a private business sector. [2] 

 

Q3.9606/13/M/J/2017/Q4 (a) 

Define the term “share capital “. [2] 

 

Q4.9707/11/O/N/2015/Q4 (b) 

Briefly explain two external sources of finance that could be used to fund the capital expenditure of a partnership. 

[3] 

 

Q5.9707/11/O/N/2010/Q4 

(a) Define the term ‘private limited company’. [2] 

(b) Explain two possible disadvantages to sole trader of changing to a private limited company. [3] 

 

Q6.9707/13/O/N/2011/Q1 

(a)Define the term ‘partnership’. [2] 

(b)Outline two advantages that a partnership might have over a sole trader. [3] 

 

Q7.9707/12/O/N/2012/Q4 

(a) Define the term ‘public limited company’. [2] 

(b) Briefly explain two advantages a public limited company has compared to a private limited company. [3] 

 

Q8.9707/13/O/N/2012/Q1 

(a) Define the term ‘private limited company’. [2] 

(b) Briefly explain two advantages to a sole trader of changing to a private limited Company. [3] 

 

Q9.9707/13/M/J/2013/Q4 

(a) State two features of ‘public limited company’. [2] 

(b) Briefly explain two advantages to a sole trader of changing to a partnership. [3] 

 

Q10.9707/12/O/N/2013/Q2 

(a) Define the term ‘private sector’. [2] 

(b) Briefly explain two characteristics of public sector enterprises (for example public corporations or nationalized 

industries). [3] 

 

Q11.9707/11/M/J/2015/Q4 

(a) Define the term ‘franchise’. [2] 

(b) Briefly explain two benefits for an entrepreneur of becoming a franchisee. [3] 

 



www.focuscollege.lk  +94 74 213 6666
   
   

9 
 

Q12.9609/12/F/M/2016/Q1 

(a) Distinguish between the ‘private sector’ and the ‘public sector’. [2] 

(b) Briefly explain two advantages of public sector business. [3] 

 

Q13.9609/12/O/N/2016/Q1 

(a) Define the term ‘joint venture’. [2] 

(b) Briefly explain two advantages of joint venture to the business involved. [3] 

 

Q14.9707/11/O/N/2011/Q1 

(a) Define the term ‘sole trader’. [2] 

(b) State three problems of operating as a sole trader. [3] 

 

Q15.9609/13/O/N/2018/Q1 

(a) Define the term ‘private limited company’. [2] 

(b) Briefly explain one advantage and one disadvantage at o business of operating as a Public limited company, 

rather than as a private limited company. [3] 

 

Q16.9707/11/O/N/2010/Q3 

Explain how a public limited company might finance large capital investment project. [5] 

 

Q17.9707/13/O/N/2011/Q3 

Explain why service differentiation is important for business in the tertiary sector. [5] 

 

Q18.9707/11/O/N/2015/Q3 

Explain why many tertiary businesses sector differentiate their service. [5] 

 

Q19.9707/11/M/J/2012/Q5 (a) 

Explain the advantage for a franchisee of a ‘franchise’ as form of business. [8] 

 

Q20.9707/12/M/J/2012/Q5 (a) 

Explain the advantage of a ‘co-operative’ as form of business. [8] 

 

Q21.9707/13/M/J/2014/Q7 (a) 

Explain how the main difference between the legal structures of sole traders and public 

limited companies affect the way such businesses are financed. [8] 

 

Q22.9707/13/O/N/2014/Q7 (a) 

Explain the strength and weaknesses of ‘co-operative’ legal structures for business. [8] 

 

Q23.9609/13/O/N/2018/Q5 (a) 

Analyze the advantages of a partnership as legal structure for the owners of small business. [8] 

 

Q24.9707/12/O/N/2015/Q7 (b) 

Discuss why an entrepreneur might choose to become a franchisee rather then start an independent restaurant business. 

 

Q25.9609/13/M/J/2016/Q5 

(a) Analyze the advantages of a co-operative as legal form of business. [8] 

(b) Discuss the factors that could influence the success of a small business manufacturing fashion clothing for children. [12] 


