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Types of organisation and the environmental forces that 
impact on them 

 
The way that organisations operate will depend on the type, size and positioning of 
the organisation within their sector. These factors will dictate the impact of any 
external forces and influences. 
 
Economically, organisations fall into public, private or voluntary sectors. 
 
Public sector  
These organisations are funded by public money (taxes) and include NHS bodies 
(hospitals and doctors’ surgeries) and schools, councils, government departments 
and agencies. They are usually organisations that provide preventative or supportive 
services to a wide-ranging client base, where profit is not the goal. The main 
objective of any organisation in the public sector is to provide efficient and effective 
public services, whilst carrying out government policy and complying with legislation.  
 
Within the public sector there are many different types of organisation, of various 
sizes and serving many different purposes and many different customers. The one 
thing they do have in common is that they are all funded, directly or indirectly, by 
public taxes and answer in one way or another to Parliament or central government. 
As they are funded with public taxes, they must try to provide the best ‘value for 
money’ services. Usually, an organisation’s aim is stated in its mission statement. 
Whilst private sector organisations usually focus on the customer, public sector 
organisations usually concentrate on the service they offer.  
 
Broadly, public sector organisations fall into those reporting to government 
departments, which are headed up by ministers of the political party in power, and 
non-ministerial government departments that answer to Parliament rather than a 
cabinet minister. Examples include Ofsted, HMRC and the Charities Commission. 
Major changes in government policy, such as through a change of government, may 
affect the structure of a government department but not necessarily its function. The 
departments work with local authorities, non-departmental public bodies and other 
government-sponsored organisations. 
 
Public sector organisations include: 

 government departments, for example, the Department of Health 

 executive agencies that operate as discrete entities within the government 
departments, with a specific function; for example, the Met Office and HM 
Land Registry are both executive agencies within the Department of 
Business, Innovation and Skills (BIS) 

 non-ministerial departments – those not headed by a government minister but 
rather are controlled by legislation, such as the Foods Standards Agency 

 non-departmental public bodies (NDPB), sometimes called quangos – groups 
set up to carry out specific tasks outside the government department. They 
may simply advise on areas of policy (advisory NDPB, such as the Boundary 
Commission for England) or actually carry out a specific service (executive 
NDPB, such as the Health and Safety Executive) 

 local authorities (councils), for example, the London Borough of Ealing. 
 
Public sector organisations are the ones that are most directly affected by 
government economic policies.  
Private/commercial sector  



 

© 2016 City and Guilds of London Institute. All rights reserved. 

www.SmartScreen.co.uk 

Page 2 of 4 

 

These organisations’ motivation is to make a profit, attract new customers and build 
on existing relationships, as for example, in retail. They vary enormously in size, from 
the sole trader to multi-national companies. 
 
Sole trader – one person owns the organisation and takes personal liability for debts 
and profits. Examples are window cleaners, painters and decorators, local builders. 
 
Partnership – two or more people run the organisation, taking joint personal liability 
for debts and profits.  
 
Limited companies – these consist of a minimum of two shareholders and must be 
formally registered. Whilst they are obliged to comply with more legislation, the 
advantage to the owners is that their personal liability for debts is limited to the 
nominal value of their shareholding. There are two types of limited company. 
 

 Private limited companies are owned by a fixed number of shareholders, 
who provide the finance for the operation in exchange for a corresponding 
share in the profits. These companies carry the abbreviation ‘Ltd’ after the 
name. 

 

 Public limited companies offer shares that may be bought by the public on 
the Stock Exchange. These companies, because of their public nature, are 
subject to more stringent financial reporting and auditing requirements and 
are identified by the letters ‘plc’ after the name.  

 
Voluntary/not-for profit (the community and voluntary sector) – sometimes 
referred to as the Third Sector. This comprises charity organisations such as 
Oxfam, whose principal aim is to raise aid for their stated cause, or voluntary 
organisations such as the Voluntary Sector Organisation, which works in 
partnership with many public sector organisations, including the NHS. Voluntary 
organisations may enter into contracts with public bodies to provide services or they 
may work with them more informally, referring clients to public services, taking 
referrals from public bodies or sharing information with them. Other types of 
organisation in this sector operate under charitable status where money is not raised 
for a cause, but rather invested back into the operation. City & Guilds falls into this 
category. 

 
There are major differences between these three groups or sectors, mainly in the 
areas of their purposes, the way they are run, how they are financed and what they 
do with their profits or surpluses of cash. The following table summarises the main 
differences between the three sectors. 
 
The main differences between the public, private and not-for profit sectors are shown 
in the table that follows. 
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Main differences between the public, private and not-for-profit sectors 

 Private Public Not-for-profit 

Purpose To make a profit for 
its shareholders 

To provide a good 
value service to the 
public 

To provide free 
services for those in 
need 

Finance Making a profit from 
sales; shareholder 
investment 

Public taxation Donations 

Method Increasing sales and 
lowering operating 
costs 

Meeting targets 
within a budget  

Appeals, fund-raising 
activities, charity 
shops 

Profit/ 
surplus 

Pays shareholders a 
dividend and surplus 
is then invested into 
the business with a 
view to making more 
money 

Goes back to central 
government 

Spent on supporting 
the organisation’s 
main aim 

Example 
organisations 

Marks & Spencer, 
British Airways, 
BUPA 

NHS, government 
departments, state 
schools  

Save the Children, 
RSPCA, 
Greenpeace 

The very different purposes of the sectors and the ways they are financed 
determines how the organisations are structured and run. However, within these 
sectors, the size of the organisation – small, medium or large – will also have a major 
impact in terms of: 

 ownership 

 structure 

 operation 

 liability 

 legislative requirements 

 financial and auditing 
requirements. 

 
The determiners of an organisation’s size are number of employees, turnover and 
gross assets. Currently, organisation thresholds are as shown in the table. Only two 
factors out of the three need to be met for a size category to apply to an organisation.  

 Turnover Balance sheet total Number of employees 

Small < £5,600,000 < £2,800,000 < 50 

Medium < £11,200,000 < £5,600,000 < 250 

 (Balance sheet total equals fixed and current assets totals.) 

The size parameters are subject to periodic change, the last being in the 2008 
amendment to the Companies Act. 
 
Industry sectors 
 
Another way of grouping organisations is by the industry sector in which they 
operate. In the UK, organisations are grouped according to the type of service or 
product they provide. This makes comparison of competitors easier and is important 
when considering how best to promote the product or service. Organisational activity 
is grouped according to the Standard Industrial Classification of Economic 
Activities (SIC). 
SIC categories 
Businesses are grouped into three main sectors, with 17 sub-sectors within them. 
 
The primary sector covers the industries, such as farming or fishing, that extract or 
produce raw materials from the land or water. 
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The secondary sector is concerned with industries, such as manufacturing, that 
process raw materials and produce items. 
 
The service sector includes wholesalers and retailers. It also includes services such 
as banking, insurance and hairdressing.  
 
These industries attract a market – people or organisations that purchase or use their 
products or services. The companies within a particular industry compete for these 
customers and strive to gain a percentage of that market/market sector. The type, 
size and success of an organisation and the market share it commands have a big 
impact on its attitudes to risk-taking. For example, as a general rule, the more 
financial risk the organisation is prepared to take, the higher the potential returns 
could be. Taking risks, however, means that any losses are potentially greater and 
the organisation has to be in a sufficiently secure position to sustain them. An 
organisation’s risk tolerance will lie somewhere between ’risk-averse’ and ’risk-
seeking’, generally along the following lines. 
 

Risk-averse   Risk-seeking 
Government, health 

and chemical 
industries 

Most  
businesses 

Leading-edge 
companies 

Venture capitalists, 
entrepreneurs 

 
Large, successful organisations can exert their own influence on society by investing 
or donating in areas such as education or the environment. 

 
Equally, external forces impact on organisations and the way they are configured. 
These forces can be grouped as: 

 political, for example, government tax policy, labour law, environmental law, 
trade restrictions, tariffs and political stability 

 economic, for example, economic growth, interest rates, exchange rates and 
the rate of inflation 

 sociological, for example, cultural and health aspects, population growth rate, 
age distribution, career attitudes and emphasis on safety 

 technological, for example, research and development activity, automation, 
technology incentives and the rate of technological change 

 environmental, for example, weather, climate and climate change, and the 
potential impacts of climate change 

 legislative, for example, discrimination law, consumer law, anti trust law, 
employment law, and health and safety law. 

 
The way that organisations respond to these forces will have a direct impact on their 
success. The different forces may have a greater or lesser effect depending on the 
organisation type, but will require organisations to respond by modifying and 
restructuring, their strategy, activities or focus. 
 
An analysis to show how these different forces affect different types of organisation 
at different times, and the difficulties involved in their responses to them, is known by 
the acronym PESTEL. A PESTEL analysis sets out, usually in table or diagrammatic 
format, the factors affecting the organisation under those seven headings, in order to 
analyse or monitor the external marketing environment. It is a useful strategic tool for 
understanding market growth/decline, business position and operations potential and 
is often used by organisations to assist them in building their vision of the future. 


