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1.16 Key Terms
1.17 Check Your Progress
1.18 Further Readings
1.19 Model Questions

1.1

LEARNING OBJECTIVES

After completion of the unit, you should be able to:
 Explain the meaning and functions of finance.
 Describe the characteristics and objectives of financial management.
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1.2

Know the criteria for evaluating the profit maximization and wealth
maximization objectives.
Assess the responsibilities of modern finance manager.
Also understand the various sources for obtaining the financial information.
INTRODUCTION

Finance is the life blood of every business. To initiate the process of commencing a
business finance is required. Various financial decisions need to be taken such as how
much capital will be required, from where the finance will be arranged, what should be
the appropriate mix of debt and equity, how much is the risk bearing capacity, what is
the required rate of return and so on. Finance acts as a bottom line for all business
related activities.
1.3

MEANING OF FINANCE

Finance is the art as well as science of managing money and matters related to money
with the objective of maximizing the wealth of the business owners. It includes capital,
cash flow, funds and money related aspects. Every business requires the seed of finance
to be sown at its conception as well as at varied stages of growth. The organizational
activities need the nurturing of finance whether they are related to production,
marketing, human resource or sales.
According to F. W. Paish,
‘Finance may be defined as the position of money at the time it is wanted.’
According to Howard and Upton,
‘Finance may be defined as that administrative area or set of administrative functions
in an organization which relates with the arrangement of cash and credit so that the
organization may have the means to carry out the objectives as satisfactorily as
possible.’
1.4

FINANCE FUNCTION
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Finance function means activities relating to planning, procurement, control and
administration of funds used in business.
According to R. C. Osborn,
‘The Finance function is the process of acquiring and utilizing funds of a business.’
According to Bonneville and Dewey,
‘Financing consists of raising, providing, and managing of all the money, capital or
funds of any kind to be used in connection with the business.’
The nature of finance function is illustrated as follows:
 Finance function is centralized in majority of the organizations so as to
have a better control.
 Finance function is prevalent in all types of organizations whether it is
a public or private organization, profit or non-profit organization.
 The central function of finance is to enhance the value of the firm.
 Finance function is related to all basic activities of the business.
 Finance function automatically imbibe the control functions also.
1.5

FINANCE FUNCTION- APPROACHES

The role of finance was limited in the initial stages but gradually its scope widened with
the passage of time. Thus, finance function can be understood under the following two
approaches:
Traditional Approach
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The Traditional Approach of financial
management has limited the role of
finance manager in initial stages during
1920s and 1930s. According to this
approach, the main function of finance
was confined to the procurement of
funds.
Features:
• Focus was on raising funds
• Long
term
financing
perspective
• Descriptive in nature
• Deals with procurement of
funds
By the corporate enterprises which
was referred as corporation
finance.
Limitations:
•

•
•

1.6

Outside
looking
approach as it uses
external sources of
funds only.
Concentrates on only
procurement of funds.
Ignores the concept of
working capital

According to Modern Approach,
finance function means activities
relating to planning, procurement,
control and administration of funds
used in business.
Features:
• Three major decisions are taken:
Financing Decision, Investment
Decision,
and
Dividend
Decision.
• Focuses on efficient allocation
of resources to various assets.

• Deals with obtaining the best
mix of financing via corporate
securities.
• Determines the
total fund
requirement of the firm.
• Deals with analytical ways to
solve the financial problems.
Limitations:
• Difficult for the finance manager
to fulfil many responsibilities at
a time.
• Decision making requires use of
rigorous analytical methods.

BUSINESS FINANCE

Odisha State Open University, Sambalpur

Page 4

Business finance encompasses the procurement and management of funds needed for
business activities. It includes financial management related to Sole trade, Partnership
and Companies.
According to the Wheeler,
‘Business finance is that business activity which concerns with the acquisition and
conversation of capital funds in meeting financial needs and overall objectives of a
business enterprise.’
According to the Guthumann and Dougall,
‘Business finance can broadly be defined as the activity concerned with planning,
raising, controlling, administering of the funds used in the business.’
In the words of Parhter and Wert,
‘Business finance deals primarily with raising, administering and disbursing funds by
privately owned business units operating in nonfinancial fields of industry.’ Where
finance is managed by corporations, it is called corporation finance. Corporate finance
is concerned with the activities such as budgeting, financial forecasting, cash
management, credit administration, and investment analysis and fund procurement.
1.7

FINANCE DECISIONS

Finance decisions refers to the decisions concerning financial matters of a business
enterprise. These decisions should be taken in such a way that wealth of owners is
maximized. These decisions have an impact on the valuation of business assets and
owner’s net worth. Following are the important finance decisions:
* Financing Decision

* Investment decision

* Dividend decision

Financing decision
This is the most significant decision that a finance manager has to take. He has
to decide about the amount of capital required, appropriate mix of debt & equity
capital (capital structure) & selection of apt sources of funds. It requires a
rigorous analytical study of varied sources of finance including the corporate
securities.
Odisha State Open University, Sambalpur

Page 5

Investment decision
This pertains to the allocation of funds raised with a view to acquire assets.
Decisions regarding investment in fixed or long term assets are based on the
cost, benefits or returns arising from these assets. These are called capital
budgeting decisions. It also includes sensitivity analysis for selecting the projects
or assets in which prior investment should be made.
Dividend decision
Dividend decision is related to the allocation of income. The finance manager
has to decide about the portion of profit which should be distributed to the
shareholders in the form of cash dividend. The dividend policy should be such
that it has a positive impact on the wealth of the shareholders. It also affects the
retained earnings of a business concern which acts as a reserve for future.
1.8

FINANCIAL MANAGEMENT

Financial management refers to the planning, organizing, directing and controlling of
the procurement, utilization of funds and disposal of profit so that individual,
organizational and social objectives are achieved.
“Financial management is the application of the planning and control of the finance
function”
According to Solomon,
‘It is concerned with the efficient use of an important economic resource namely,
capital funds.’
According to S. C. Kuchal,
‘Financial Management deals with procurement of funds and their effective utilization
in the business.’
According to Howard and Upton,
‘Financial management is the application of general managerial principles to the area
of financial decision-making.’
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According to Joshep and Massie,
‘Financial management is the operational activity of a business that is responsible for
obtaining and effectively utilizing the funds necessary for efficient operations.’
Thus, financial management is mainly concerned with the effective funds management
in the business. It also focuses on the procurement of funds from the right source,
investing it in such a manner which maximizes the shareholders wealth and establishing
appropriate check points in order to control the finance.
1.9

CHARCTERISTICS OF FINANCIAL MANAGEMENT

Financial management is an essential and unique function in every business
organization. The peculiar features of financial management are discussed as follows:

Essential part of business management: The financial management is a
significant part of business management because each activity of business is
directly or indirectly linked with finance. Without management of finance, no
business can survive. Every department whether it is production, marketing,
accounting and pay roll or sales, need finance to be run smoothly.


Continuous administrative function: It is a continuous process and for the
successful running of business, the finance manager performs all the activities
of business continuously. It is not a one day affair. The finance needs to be
managed continuously round the year and thus it is a stationary function of
every business concern which needs a permanent set up.



Less Descriptive and More Analytical: Unlike traditional financial
management, the modern financial management is less descriptive and more
analytical. Today the statistical and mathematical models have been developed,
by which the best alternatives can be easily chosen under given internal and
external conditions. Traditional financial management focuses on the
description of the finance problems whereas modern financial management
finds out the root causes of the financial problems and try to solve those using
analytical methods.
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Centralized in nature: In different areas of modern business management, the
finance function is usually centralized. Varied functional areas such as
marketing and production are decentralized in the modern industry concern, but
financial co-ordination and controls are achieved through centralization. Thus,
irrespective of the size of the organization, the management of finance is
concentrated at one place only.



Different from accounting function: In accounting function, the collection of
financial and related statistics is done followed by its recording in a systematic
manner. On the other hand, in finance function these documents are used for
analysis, interpretation and act as a base for financial decision making.



Wide scope: The scope of financial management is quite wide. The purview of
financial management covers accounting, auditing, cost accounting, business
budgeting, financial statement analysis, management of receivables,
management of working capital, cash and credit.



Applicable to all types of organization: It is applicable on all types of
organization whether it is a manufacturing organization or service organization
or sole proprietorship organization. It is also applicable on non-profit
organizations. Thus, financial management is universally applicable in all
forms of organizations.

1.10

OBJECTIVES OF FINANCIAL MANAGEMENT

For better working and continuous success, every organization focus on effective
planning, management and implementation. This requires clarity in the objectives to be
achieved through management of finance. Following are the significant objectives of
financial management:
 To ensure adequate and regular supply of funds to the business: This is
necessary for the smooth functioning of the business. It includes adequate
working capital arrangement as well as capital required for long term
investment in the business.
 Provide fair rate of return on capital: It refers to the required rate of return on
the capital employed in the business. It should be above or in line with the rate
Odisha State Open University, Sambalpur
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of return earned by the other companies in the same industry. All financial
decisions should be based on this criteria as it will have a direct impact on the
earning per share and the market price of the shares.
 Efficient utilization of capital by ensuring profitability & safety: The capital
should be invested rationally after making appropriate analysis of risk and
return trade off. The risk appetite of every business is different and therefore
safety should be ensured in the sense that it does not cross the specified risk
level.
Profitability and safety must go hand in hand.
 To minimize cost of capital: One of the important objective of financial
management is the minimization of the cost of capital. It means that appropriate
mix of debt and equity should be planned so that the judicious blend of fixed as
well as variable cost of funds lead to trading on equity. Trading on equity will
eventually result in enhancing the earning per share and maximization of
shareholder’s wealth.
 To maximize economic welfare of its owners: The primary aim of every
business is to maximize the owner’s economic welfare by increasing the return
on investment, maximizing the wealth and market price of the shares.
1.11

PROFIT MAXIMIZATION V/S WEALTH MAXIMIZATION

The primary objective of every organization is to maximize the economic welfare of
the owners. This may be done through maximizing the profits or maximizing the
wealth. Traditional financial management focuses on profit maximization whereas
modern financial management emphasizes on wealth maximization.
There is always a conceptual demarcation between the two concepts.
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Profit maximization
Profit maximization objective of financial management states that all those projects
and decision making actions that increases profit should be undertaken & those that
decrease profit are to be avoided. Basically it focuses on the absolute figure of profit
which is arrived at by subtracting costs from the revenue.
Advantages of Profit Maximization
This objective is considered beneficial on the following grounds:
1.

Rational: - A rational human being performs any economic activity
with the objective of utility maximization & always strives to finalize
those actions which escalate the profit ladder of the business.

2.

Principal source of motivation: - Profit is the priority source of
inspiration for putting more efforts and working with extreme
efficiency. It helps to fight competition and put a step ahead towards
leadership. In the absence of this inspiration, the speed of development
& progress will be at stand still.

3.

Social welfare: - It ensures maximum social welfare by disseminating
maximum dividend to the shareholders, prompt payment to the creditors
and debenture holders, satisfactory wages along with fringe benefits to
the workers, supreme quality products at economical prices to
consumers & maximum return to the business owners.

4.

Basis of decision making: - All strategic & tactical decisions in a
business concern are taken keeping in view the profit earning objective.
In the absence of this objective, it would be very difficult to judge the
priority of the projects to be undertaken.

Limitations of profit maximization
Despite of the above stated advantages of profit maximization objective, it
suffers from the following limitations:
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1.

Vague: - The term profit is vague i.e. it does not offer conceptual clarity.
Different people can derive different interpretation from it. This is
because profit may be of varied types like Gross Profit, Net Profit,
Operating Profit, Profit Before tax, Profit After tax etc. Which profit
should be maximized and under what circumstances, it is not specified
under this objective.

2.

Ignores time value of money: - Profit maximization action criterion
does not make any distinction between the profits earned during
different time periods. The value of a rupee received today will never
be equivalent to the worth of a rupee to be received after one or two
years. It takes into consideration the absolute amount of profit to be
earned at different time periods treating their time value at par. Thus, it
overlooks the purchasing power of money which is a sign of irrational
decision making.

3.

Ignores risk: - Profit maximization objective overlooks risks involved
in prospective earnings. It considers only the volume of profit involved
in undertaking a project without giving any weightage to the foreseen
and unforeseen risk involved in it.

4.

Ignores social responsibility: - It ignores the interest of workers,
consumers, government & public in general because of the exclusive
attention on profit maximization objective. When a firm focuses on
profit maximization, then the other objectives are automatically ignored.

Wealth maximization
The profit maximization objective ignores two significant underlying factors of
financial management i.e. risk and time value of money. Wealth maximization takes
into consideration not only risk involved in the investment decision but also the time
value of money. It focuses on the maximization of firm’s net present value. Therefore,
it is regarded as the basic objective of financial management rather than profit
maximization. Wealth maximization is also referred as Value Maximization or Net
Present value Maximization. Wealth can be maximized in the following ways:
 Avoid high level of risks as it might lead to heavy losses which may
further shake the confidence of the stakeholders.
Odisha State Open University, Sambalpur
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 The firm should strive on reducing the cost. This will lead to increase in
profits and on the other hand it will pave the path for cost leadership.
 Appropriate amount of dividend should be paid to the shareholders. This
will satisfy their needs as well as prospective investors will gain
confidence in the company.
 The firm should accept those projects and take such decisions which
gives better growth prospects for the company. This is because the
growth of the company will lead to the growth of all the stakeholders.
 The firm should try to maintain the market price of shares as it is an
indicator of goodwill of the firm and its stability in all prospects.
Superiority of Wealth Maximization
Wealth maximization objective is considered better than profit maximization
objective on the following grounds:
1.
Wealth maximization objective is clear in the sense that it specifies that
wealth can be maximized by increasing the net present value of the firm.
2.
It is not in conflict with other objectives as it is a comprehensive
objective which covers all aspects related to social responsibility,
satisfaction of stakeholders, maintaining market price etc. which will
automatically lead to increase in the overall profits of the business.
3.
It considers the time value of money which is the most significant
limitation of profit maximization objective.
4.
Wealth maximization takes into consideration the interest of all sections
of society including consumers, debtors, creditors, shareholders and
society at large.
5.
It takes risk factor into consideration in the investment decision. If
probable risk and expected profits both are very high, then this
investment should be dropped.
1.12

FINANCE ORGANIZATION
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Organization of financial management means the structure, division and the
classification of various functions which are to be performed by the finance department
of a business concern. There are numerous factors which affect the kind of finance
organization a firm should have. These factors are illustrated as under:
1.
Ability of finance officer: Where the finance officers possess less
ability then ordinary accounting and reporting organization is
developed. On the other hand, if capable finance officers are there, then
full-fledged finance department can be set up with multifaceted finance
functions.
2.

Need of the company: The financial requirements of different
organizations are not similar. It depends upon the nature, size and speed
of financial activities taking place in the organization, for e.g. a start-up
organization needs huge amount of capital for its growth and fight
against competition whereas in service organizations less capital is
needed for stability and growth. Thus, firms develop their financial
organization in accordance with their needs.

3.

Financial System: The traditional financial system in the country is
replaced by modern financial system. The financial system is affected
by the economic structure of the country which includes the working of
financial institutions and financial markets. Hence, the organization
should adopt such a financial structure which can fulfill its financial
requirements and is compatible with the financial system prevailing in
the country.

4.

Size of the firm: A small firm will have a tiny finance organization with
a couple of finance officers performing multiple tasks. If the
organization is large enough, then it can create a financial set up with
experts in various financial functions.

5.

Nature of business: The finance organization depends upon the nature
of business. If it is a public utility business, then more cash inflow is
there and less funds are required. Thus, a small financial organization is
sufficient. On the other hand, if any manufacturing organization is there
and the credit terms are very stringent, then more financial
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complications are there. Thus, it will need a well settled finance
department to handle all issues.

1.13

6.

Type of financial operation: Certain businesses involves only cash
transactions. They will require a small finance department and
businesses which involve all types of financial transactions like cash,
credit, leasing, hire purchase etc., it will require a big finance
department.

7.

Financial philosophy: The kind of financial philosophy or outlook of
the top management also guides the structure of the finance organization
in a

RESPONSIBILITIES OF MODERN FINANCE MANAGER

Modern financial manager is the officer of the highest rank in the finance department
of a business organization. In corporate enterprises he is also popularly known as Chief
Financial Manager/Controller. The role of finance manager is to perform all the finance
functions efficiently and effectively so that the firm’s objectives are achieved.
The important tasks & responsibilities of a financial manager are stated below:1.
Financial planning and forecasting: - One of the significant
responsibility of chief financial officer in a big business concern is to
prepare a sound financial plan which is based on reliable financial
forecasting. It is the financial manager who decides the time when the
funds will be required based on the forecasting, the varied sources of
money supply & the assets in which investment will be made.
2.

Funds Management: - This is among the primary function of the
financial manager. Funds management includes the effective & efficient
raising of funds, allocating it appropriately keeping in mind the
profitability and security of funds & utilizing them in a rational manner.

3.

Disposal of Profit: - Disposal of profit refers to the division of profit
among dividend distribution and retained earnings. Finance manager
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has to maintain harmony between the expectations of investors & the

Board of
Directors
Managing
Director
Vice
President

Vice
President

Finance
Committee
Vice
President

Treasr
Finance
desire to retain earnings for acquiring additional assets or future growth.
ure
Committee

1.14

4.

Interpretation & Reporting: - The finance manager compares the
actual financial performance with the financial plan and locate the
deviations. He then analyzes the amount of variation and report it along
with their causes. He also suggests the ways of correcting the variances.

5.

Legal formalities: - The task of finance manager also include
compliance with the legal obligations which the firm is required to fulfil.

6.

Financial Public Relation:-This involves the management of firm’s
financial image & its relationship with financial community. It is the
duty of the finance manager to maintain cordial relations with the banks
and financial institutions, so that in case of need there is no hurdle in
arranging for funds for short term as well as long term.

FINANCIAL INFORMATION

The financial manager has to take numerous finance related decisions which have an
impact on different departments and functional areas of a business concern. Therefore,
Odisha State Open University, Sambalpur
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these decisions should be taken with utmost care so that their probability of going
wrong is negligible. For this, they should be based on reliable financial information.
There are variety of sources for obtaining the financial information about money, stock
and commodity markets, industries and individual companies. The available
information may be related to past performance of the individual company or current
performance in terms of market prices, annual reports etc. The various sources of
financial information in India can be grouped in the following categories:
 Daily newspapers
 Magazines in the field of banking and finance
 Other sources
Daily newspapers
Economic times and financial express newspapers publish relevant financial
news, market reports, quotations etc., though the extent and coverage of
financial news in these newspapers are usually limited in nature. These daily
newspapers also cover the information like summaries, economic indicators etc.
Magazines in the field of banking and finance
A number of magazines and journals are published in India, which contains
multifaceted aspects of the Indian Economy as a whole and about individual
companies as well. These publications may be weeklies, fortnightlies,
monthlies, quarterly and year lies. They provide important insights into the
banking and financial sector, on the basis of which reliable financial decisions
could be taken.
Other sources
Apart from the sources mentioned above, there are other publications also
which are quite helpful in disseminating various information about trade and
industry. Now a days, there are financial services also which provide financial
data and other supplementary data needed.
Important financial documents which provide financial data about individual
companies and summary statistics about selected industries are:
 Kothari’s economic guide and investors hand book of India
 Investor’s guide
 Stock exchange year books
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Investor’s encyclopaedia
Investor’s year book
Company publications
Publications by trade associations and group

LET’S SUM-UP

The finance function is the most significant function performed in every business
organization. It is a process of acquiring and utilizing funds of a business. Finance
functions are always related to the overall objectives of an organization. Finance
function focuses on the policy decisions which determines the size of the profitability
and risk appetite of the business firm. The main objectives of financial management
are to assess the financial needs of the business, minimize the cost of capital, arrange
for the required funds, and plan the investment pattern considering the return on
investment and to maximize the overall wealth of the owners. The term ‘business
finance’ is very comprehensive. It is a process of raising, providing and managing of
all the money to be used in connection with business activities. The finance
organization of a business concern should be in accordance with the financial needs,
kind of financial dealings, prevalent financial system in the country and the financial
philosophy of the top management. The head of the finance department is the chief
financial officer whose main task is financial planning, control and taking decisions
regarding the raising of funds and investment pattern to be followed in the organization.
The finance decisions taken by him may be correct only if they are based on reliable
financial information. Financial information may be obtained from various sources
including newspapers, stock indices, industry publications etc.
1.16

KEY TERMS
Finance: It is defined as the position of money at the time it is wanted.
Business Finance: Business finance encompasses the procurement and
management of funds needed for business activities.
Working Capital: Working capital refers to the money required to meet the
day to day expenses of the business.
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Financial Management: Financial management refers to the planning,
organizing, directing and controlling of the procurement, utilization of funds
and disposal of profit so that individual, organizational and social objectives are
achieved.
Finance Organization: Organization of financial management means the
structure, division and the classification of various functions which are to be
performed by the finance department of a business concern.
1.17

CHECK YOUR PROGRESS
1.

‘An organization should have an appropriate form of finance
organization.’ Discuss the factors on which the finance organization of
a business depends.
_________________________________________________________
_________________________________________________________
_________________________________________________________
_________________________________________________________

2.

Explain the concept of financial management with the help of a diagram.
_________________________________________________________
_________________________________________________________
_________________________________________________________
_________________________________________________________

3.

Suppose you are appointed as a finance manager in a pharmaceutical
company. List out the basic functions which you will be required to
perform as a part of your work profile.
_________________________________________________________
_________________________________________________________
_________________________________________________________
_________________________________________________________

4.

Suppose you are running a non-profit organization. Explain with
reasons which one of the three finance decisions – finance decision,
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investment decision or dividend decision, will be most critical in your
organization?
_________________________________________________________
_________________________________________________________
_________________________________________________________
_________________________________________________________

1.18

5.

Wealth Maximization objective is the most appropriate objective as
compared to profit maximization objective. But in today’s context
where the product life cycle is reducing day by day, the profit
maximization objective has regain its importance. Do you agree?
Support your answer with appropriate reasons.
_________________________________________________________
_________________________________________________________
_________________________________________________________
_________________________________________________________

6.

Which type of finance organization would you suggest for the following
businesses?
a)
Start-up of organic foods
b)
Private finance company
_________________________________________________________
_________________________________________________________
_________________________________________________________
_________________________________________________________

FURTHER READINGS
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M.Y. Khan and P.K.Jain, Financial Management, Tata McGraw Hill.
Prasanna Chandra, Financial Management, Tata McGraw Hill.
Richard A Brealey, Stewart C Myers, Franklin Allen, Pitabas Mohanty,
Principles of Corporate Finance, Tata McGraw-Hill Publication.
I M Pandey, Financial Management, Vikas Publishing House.

MODEL QUESTIONS
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1.
2.

3.
4.
5.

What do you understand by finance function? Differentiate between
traditional and modern approaches of finance function.
Illustrate the objectives of financial management. According to you
which objective is the most important objective in the today’s corporate
world?
‘Wealth maximization is better than profit maximization objective.’
Comment.
Explain the functions performed by a financial manager.
Discuss the various sources of obtaining financial information for taking
appropriate financial decisions.
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UNIT-2
2.0

BASIC TERMINOLOGIES OF FINANCE
Unit Structure
2.1 Learning Objectives
2.2 Introduction
2.3 Meaning and Scope of Finance
2.4 Basic Principles of Finance
2.5 Time Value of Money
2.6 Risk-Return Trade Off
2.7 Analysis of cash flows
2.8 Market Price – An indicator of Information
2.9 Liquidity and Profitability
2.10 Centralized Finance Function
2.11 Provision for Unforeseen Risks
2.12 Diversification
2.13 Maximize gains from Tax Benefits
2.14 Hedging
2.15 Other Principles
2.16 Let’s Sum-up
2.17 Key Terms
2.18 Check Your Progress
2.19 Further Readings
2.20 Model Questions

2.1

LEARNING OBJECTIVES

After completion of the unit, you should be able to:
 Explain the meaning and scope of finance.
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2.2

Describe the basic principles of finance which forms a fundamental base for
taking the finance decisions.
Know about the intricacies of the various finance principles vis-a-vis time value
of money, risk-return relationship, diversification, hedging etc.
INTRODUCTION

Finance is the soul of business activities. Financial management is done keeping in
mind the various objectives which are further based upon certain principles. These
principles act as a guideline for the investment and financing decisions. All financial
managers are bound to take certain operating, investing and financing decisions, some
of which may be short term and some long term. These decisions will lead to the
satisfaction of all the stakeholders only if they are in accordance with the financial
principles.
2.3

MEANING AND SCOPE OF FINANCE

Before discussing about principles of finance let us first elaborate the concept of
finance. Finance is the process of collecting funds and ensuring its proper utilization.
The scope of finance refers to all those activities which are related to procurement of
finance, allocation of funds and disposal of profit earned in a systematic and
satisfactory manner. Each activity related to finance is undertaken after considering one
or more principles of finance.
2.4

BASIC PRINCIPLES OF FINANCE

There can be numerous principles of finance. The basic principles which are
fundamental to the financial decisions of all organizations are enlisted below:
 Time value of money
 Risk and return trade off • Analysis of cash flows
 Analysis of market price
 Profitability and liquidity
 Centralization of finance function
 Provision for unforeseen risk
 Diversification
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Maximize gains from tax benefits
Hedging
Others

These principles are explained in the following paragraphs.
2.5

TIME VALUE MONEY

This principle focuses on the purchasing power of money which reduces with the
passage of time. This is because the prices keep on rising and the income cannot keep
pace with it. Thus, giving birth to inflation. Inflation reduces the capacity of money to
purchase goods. So, before investing or raising funds we have to think about the
prevailing inflation rate in the economy and required rate of return, which must be more
than the inflation rate so that return can compensate the loss incurred by the inflation.
This principle highlights the following key points:
 Money has a Time Value i.e. A rupee received today is more valuable than a
rupee received one year from now.
 Money can be invested today to earn some interest so that after a year we will
have more than the money invested.
2.6

RISK-RETURN TRADE OFF

This principle indicates that investors have to create a judicious blend of risk and return.
There is a direct relationship between risk and return i.e. higher the risk, higher the rate
of return and lower the risk, lower the rate of return. For the purpose of business
financing we have to compare the return with risk. To ensure optimum rate of return to
the investors, efforts should be made to bring a trade-off between risk and return. When
investment is made there is a risk of loss and also it delays its usage by a particular time
period. Thus, the investor expects a reward for taking risk. The risk appetite and
expectations of return are different for varied business houses. So, the permissible risk
should be matched with the maximum amount of return which can be obtained within
the purview of the risk allowed.
2.7

ANALYSIS OF CASH FLOWS
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This principle mainly talks about the cash inflow and outflow. A company’s profits can
change drastically from its cash flows. It is the cash flows in the business and not the
profits that are actually received and which can be reinvested. Therefore, more cash
inflow in the earlier period is preferable than later cash flow by the investors. This
principle also follow the time value principle i.e. the present value of money in more
than its future value.
While making a financial decision, we should consider the incremental cash flows
which is the difference between the projected cash flows if the project is chosen and
estimated cash flows if the project is not selected.
2.8

MARKET PRICE – AN INDICATOR OF INFORMATION

This principle focuses on the fact that the market price is a significant indicator of the
company’s image and perceived information. A small finance decision may have a huge impact
on the market price. Thus, while taking any decision related to procurement of funds,
investment of funds and disposal of profits, we should be very cautious in understanding its
impact on the market price. Market price is an indicator of company’s performance and policies
for the prospective investors.

2.9

LIQUIDITY AND PROFITABILITY

This principle is very important from the investor’s perspective as he has to make
sure that both profitability and liquidity aspects are dealt rationally. Liquidity
indicates the marketability of the investment i.e. how easily and fast can the
investment be converted into cash by selling the investment. On the other hand, the
investors need to plan their investment in such a manner that maximum profit can
be derived with moderate or lower level of risk. Thus, liquidity and profitability
are the two key considerations while taking an investment decision.
2.10

CENTRALIZED FINANCE FUNCTION

Finance is the common element which is required in every function of the business.
Finance is a very sensitive issue also, as the decisions related to finance are taken with
utmost care. Most of the business frauds are targeted towards finance only. Thus,
finance function should be centralized in nature. It will help in monitoring and
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controlling the financial activities in the business organization. The objectives of
financial management can be achieved only if this principle is religiously applied in the
business.
2.11

PROVISION FOR UNFORESEEN RISKS

Risk may be of two kinds – foreseen risk and unforeseen risk. Foreseen risk may be
estimated and managed with the help of insurance or making specific purpose
provisions for the same. But unforeseen risks are those which cannot be estimated
neither can be insured. Despite of the best efforts, every business faces unforeseen
emergencies. This principle emphasizes on the significance of making provisions in the
form of general reserves or provisions which may be used in case of such exigencies.
The financial soundness of a business is judged by its financial backup it has to meet
the unforeseen risks. Thus, every business must make appropriate provisions for
unforeseen risks so that it does not derail the long-term goals.
2.12

DIVERSIFICATION

This principle helps to minimize the risk through building an optimum portfolio.
Never put all your eggs in the same basket because if it falls then all the eggs will
broke, so put eggs by separating in different basket so that your risk can be
minimized. This principle says that the investors should bifurcate the amount of
their investment by putting some portion in risk free investment and some in risky
investments so that the overall risk may be minimized. Diversification of
investment ensures minimization of risk.
2.13

MAXIMIZE GAINS FROM TAX BENEFITS

Increasing profits by increasing sales or reducing costs is not always feasible in all
business circumstances. This principle focus upon the tactfulness of utilizing the
available tax benefits to maximize the gains in the business. A business can invest
in such areas where tax concessions are given or which are tax free. It can also
channelize the profits in such activities which will lead to tax benefits. It also
focuses on the use of appropriate debt-equity mix, to get the tax benefit in the
payment of interest on debt. Thus, such techniques should be deployed to increase
the effective rate of return.
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2.14

HEDGING

Hedging means protection against risk. The funds invested in the long term and short
term assets should be financed in an appropriate manner. Hedging principle indicates
that we have to take loan from appropriate sources, for short term fund requirement
we have to finance from short term sources and for long term fund requirement we
have to manage fund from long term sources. The short term assets must be financed
by short term sources of finance and long term assets must be financed by long term
sources of finance.
2.15

OTHER PRINCIPLES

The following principles may be followed to achieve the financial efficiency in the
business operations:
 Create an annual budget broken down into monthly detail to identify
expected income and expenses, including savings. This will serve as a
guide to help you live within your means and prepare for the future.







2.16

Before committing to significant expenditures, calculate how much
income is likely to be available for you. Net income, after all mandatory
deductions, is far more appropriate to use when considering new
purchases and expenses than gross income before deductions.
Your credit past is your credit future. Be aware that credit bureaus
maintain credit reports, which record borrowers' histories of repaying
loans and credit. Negative information in credit reports will adversely
affect your ability to borrow at a later point.
Manage cautiously the ethical dilemmas in financial decisions.
Periodically gather research so you do not miss excellent investment
opportunities. Every business should continuously educate itself and be
updated.

LET’S SUM-UP

Finance is the most sensitive function which forms the foundation of every business
organization. The finance function is based on certain finance principles. The
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significant principles of finance includes time value of money, taking care of liquidity
and profitability while investing, establishing risk and return trade off, diversification
of investment, finance decisions affect the market price, hedging, making appropriation
for unforeseen risks and others. These principles help the business organization to
achieve its business objectives.
2.17

KEY TERMS
Time value of money: Time value of money means that the purchasing power
of money reduces with the passage of time.
Liquidity: Liquidity indicates the marketability of the investment i.e. how
easily and fast can the investment be converted into cash by selling the
investment.
Diversification: Diversification means dividing the amount of investment and
putting it into different categories of investment with varying degrees of risk.
Hedging: Hedging means protection against risk. The funds invested in the
long term and short term assets should be financed in an appropriate manner.

2.18

CHECK YOUR PROGRESS
1.

Suppose you are the finance manager of a company. You are required
to make an investment decision of Rs. 20 lakhs. What factors will you
analyze before making the investment decision?
________________________________________________________
________________________________________________________
________________________________________________________
________________________________________________________

2.

Why does the finance function be centralized in nature?
________________________________________________________
________________________________________________________
________________________________________________________
________________________________________________________
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2.19

3.

Discuss under what circumstances the principle of time value of money
will be considered as most desirable?
________________________________________________________
________________________________________________________
________________________________________________________
________________________________________________________

4.

Give five examples of unforeseen risks which a business organization
may be encountered in its future endeavours.
_________________________________________________________
_________________________________________________________
_________________________________________________________
_________________________________________________________

5.

Find out and state at least ten areas in which a business organization can
invest to avail tax benefits.
_________________________________________________________
_________________________________________________________
_________________________________________________________
_________________________________________________________

FURTHER READINGS





2.20

Richard A Brealey, Stewart C Myers, Franklin Allen, Pitabas Mohanty,
Principles of Corporate Finance, Tata McGraw-Hill Publication.
Robert F. Bruner, Case Studies in Finance, Tata McGraw Hill.
Dr. R. P. Rustagi, Fundamentals of Financial Management, Taxmann.
V. K. Bhalla, Contemporary Issues in Finance, MacMillian Publishers.

MODEL QUESTIONS
1.
2.

What do you understand by principles of finance?
Explain the principle of diversification with the help of a hypothetical
example.
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3.
4.
5.

Why does an investor need to consider the liquidity and profitability
aspect before making every investment?
If time value of money is not considered while taking financial
decisions, what will happen?
‘Market price is an indicator of company’s performance’. Discuss the
factors which affect the market price of the share of a company.
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UNIT-3
3.0

INTRODUCTION TO MARKETING
Unit Structure
3.1 Learning Objectives
3.2 Introduction
3.3 Definitions
3.4 Evolution of Marketing Concept
3.5 Concepts and Significance of Marketing
3.6 Approaches to the study of Marketing
3.7 Relationship with other Sciences
3.8 Distinction between Marketing and Selling
3.9 Let’s Sum-up
3.10 Key Terms
3.11 Check Your Progress
3.12 Further Readings
3.13 Model Questions

3.1

LEARNING OBJECTIVES

After completion of the unit you should be able to:
 Explain the meaning and concept of marketing.
 Understand the evolution of marketing.
 Describe the significance / importance of marketing.
approaches to marketing.
 Differentiate between marketing’ and selling‘.
3.2

Familiarize with various

INTRODUCTION

First of all we welcome you to the course of marketing. Marketing is a pervasive
phenomenon in the present-day world. Every day, we are exposed to marketing of
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goods, services and ideas. This section is designed to help you get acquainted with
different concepts of marketing and how practically marketing takes place as an
exchange process. This will help to understand marketing in an easier way and
understanding the surrounding as well. The term market is derived from the Latin word
MARCATUS’ which means merchandise, traffic, trade or a place where business is
conducted. The common use meaning of market is a place where goods are bought &
sold. In its strict meaning market need not necessarily means a place of exchange. ExIn case of money market there we don‘t have a place of meeting. So in case of
marketing the mental co-ordination of both parties is required instead of face to face
meeting. Marketing is essentially the process of communicating regarding the value of
a product or service to the customers, for selling that product or service. Therefore,
marketing is understood as an organizational function with a set of processes for
creating, delivering and communicating this value to its customers, and includes
customer relationship management that also benefits the organization. Marketing can
be understood from a societal point of view, as the link between a society‘s material
requirements and its economic patterns of response to those requirements. It satisfies
these wants and needs by exchange processes and by building long term relationships.
Marketing is hence a science of choosing the target markets through thorough market
analysis and market segmentation, as well as understanding the consumer behavior and
providing superior customer value.
3.3

DEFINITIONS

The term marketing is defined by various distinguished authors and scholars in
different manners under different perspectives. Let us discuss some of the prominent
definitions of marketing:
3.3.1 Product oriented
The performance of business activities that direct the flow of goods & services through
producer to consumer or user.
3.3.2 Customer oriented
Marketing is a business process by which products are matched with the markets &
through which the transfer of ownership is affected.
3.3.3 System oriented
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It is a total system of interacting business activities designed to plan, price, promote,
and distribute want satisfying products to target markets to achieve organizational
objectives.
3.3.4 Kotler’s Definition
Kotler has defined marketing as a social & managerial process by which individual &
group obtain what they need & want through creating, offering & exchanging products
of value with others.
3.3.5 AMA’s Definition
The American Marketing Association most recently defined Marketing as ―The
activity, set of institutions and processes for creating, communicating, delivering and
exchanging offerings that have value for customers, clients, partners and society at
large.
3.4

EVOLUTION OF MARKETING CONCEPT

Marketing concept has undergone a drastic change over years. Earlier it was production
or later selling which was key to marketing idea but moving ahead now these have
given way to customer satisfaction rather delight developing a modern marketing
concept. Let‘s review the evolution of earlier marketing ideas;
3.4.1Exchange Concept
The exchange concept of marketing, as the very name indicates, holds that the exchange
of a product between the seller and the buyer is the central idea of marketing. While
exchange does form a significant part of marketing, to view marketing as more
exchange will result in missing out the essence of marketing. Marketing is much
broader than exchange. Exchange, at best, covers the distribution aspect and the price
mechanism. The other important aspects of marketing, such as, concern for the
customer, generation of value satisfactions, creative selling and integrated action for
serving customer, are completely overshadowed in exchange concept.
3.4.2 The Production Concept
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It is one of the oldest concepts in business. It holds that consumers will prefer products
that are widely available and inexpensive. Managers of production- oriented business
concentrate on achieving high production efficiency, low costs, and mass distribution.
3.4.3 The Product Concept
It proposes that consumers favor products that offer the most quality, performance, or
innovative features. Managers in these organizations focus on making superior
products and improving them overtime.
3.4.4 The Selling Concept
It holds that consumers and businesses, if left alone, won‘t buy enough of the
organization‘s product. The organization must therefore undertake an aggressive
selling and promotion effort.

3.4.5The Marketing Concept
It emerged in mid-1950s, instead of a product- centered, make- and –sell philosophy,
business shifted to a customer- centered, sense-and-respond philosophy. The marketing
concept holds that the key to achieving organizational goals is being effective than
competitors in creating, delivering, and communicating superior customer value to
your chosen target markets. Theodore Levitt of Harvard drew a perceptive contrast
between the selling and marketing concepts. Selling focuses on the needs of the seller,
marketing on the needs of the buyer. Selling is preoccupied with the seller‘s need to
convert his product into cash, marketing with the idea of satisfying the needs of the
customer by means of the product and the whole cluster of things associated with
creating , delivering, and finally consuming it. Several scholars have found that
companies that embrace the marketing concept achieve superior performance. This was
first demonstrated by companies practicing a reactive market orientation
understanding and meeting customers’ expressed needs.
3.4.6 Holistic Marketing Concept
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The trends and forces defining the 21st century are leading business firms to a new set
of beliefs and practices. Today‘s best marketers recognize the need to have a more
complete, cohesive approach that goes beyond traditional applications of the marketing
concept. This concept is based on the development, design, and implementation of
marketing programs, processes and activities that recognizes their breadth and
interdependencies. Holistic marketing recognizes that ―everything matters‖ in
marketing- and that a broad, integrated perspective is often necessary. Holistic
marketing is thus an approach that attempts to recognize and reconcile the scope and
complexities of marketing activities.
3.5

CONCEPTS AND SIGNIFICANCE OF MARKETING

Any economy, developed or under-developed or developing, whether pure or cocktailed, is a market oriented economy. Industry, today, involves the production of all the
essential goods for a profitable sale rather than for self or borne consumption by the
producer and his immediate households. Since, profit maximization’ is the watchword
of any prudent producer and discerning distributor, this marketing system, constitutes
the bed-rock foundation for the production. That is, production and marketing are the
two pillars of an efficient economy, whereas, production and consumption are the two
wheels of an economy which are linked by the powerful belt of marketing. By its very
nature, a market oriented economy is a dynamic economy, characterized by the steady
growth and expansion of markets. In such an economic system, it is the function of
marketing system to transform the benefits of productive efficiency in terms of higher
levels of living via distribution. If the levels of living are low in any country then that
can be directly attributed to the least developed marketing system. The need for the
market grows out of the division of labour, mass and specialized production calls for
the existence of mass markets in which the entire output can be put in or pushed out at
a reasonable margin of profit. To reach the far-flung markets of the world, marketing
services are inevitable.
3.6

APPROACHES TO THE STUDY OF MARKETING
Commodity Approach

The commodity approach‘ refers to the detailed study of the problems encountered in
marketing particular products that may be consumer, industrial or agricultural-products
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such as hair-oils, transistors, pens, paper, ties, clothing, lathe machines, bull-dozers,
oil- engines, generators, wheat, rice, cotton, dairy-products etc. Number of problems
crop up in the movement of goods from the point of production to the point of
consumption. We may take up any type of product and study how each of them is
marketed. This detailed analysis encompasses the study of classification of products,
characteristics of each kind of product, source of supply, the persons engaged in
exchange, its transportation, financing, storage and advertisement. For every product,
we have to apply this criterion that becomes repetitive. Though there may be certain
differences in marketing, most of the product similarities out-weigh the differences. By
studying the products individually, we get the full picture of marketing.
Institutional Approach
This approach studies the various marketing institutions particularly the middlemen or
facilitating agencies which perform the marketing functions. It emphasizes the type of
middlemen and agencies involved. We are to study wholesaling, retailing and various
other agent middlemen at the distribution level. Under the title of wholesaling, we are
to concentrate on the functions performed and services rendered by the group of these
people, the problems that they face in the flow of goods. Retailing takes into account
the study of nature and significance of retailing in terms of functions and services
performed and rendered by retail institutions like departmental stores, multiple shops,
supermarkets, mail-order houses, co-operatives, etc. In case of agent middlemen, we
are to dig in about their functions and services, as they are essential adjuncts in the
machinery of marketing. It is more or less a study of all those institutions that are
instrumental in moving the wheels of marketing. It will cover institutions like,
regulated markets, stock exchanges, commodity exchanges, banking and other
organisations, including governmental institutions that provide legal base for marketing
activities.
Functional Approach
The functional approach’ refers to the classification and study of specialized activities
which are performed in doing marketing work i.e., functions of marketing system. It
analyses each function, in relation to the importance of its performance. The different
marketing functions are, selling, buying, transportation, ware-housing, financing, risk
taking and market-intelligence. All these functions are to be studied separately in order
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to understand their importance. To illustrate, we may study the selling function in
relation to marketing of a particular product like a lathe-machine or rice or a T.V. Set
etc., and as to how each of the different institutions, engaged in marketing of these
products, perform the activities; that is the function of retailers, wholesalers,
manufacturers etc. By careful investigation of how each of the functions of marketing
are performed and what problems they face and how much they cost, we are able to
obtain an understanding of marketing.
3.7

RELATIONSHIP WITH OTHER SCIENCES

The marketing manager faces many difficulties because of the necessity of integrating
the several variables of the marketing mix. Marketing management comes across again
further challenges. The marketing manager should also be able to use to the benefit of
the concern the concepts and ideas, given by the economics, psychology, sociology,
anthropology, mathematics and statistics. He can better use these subject experts in his
job of marketing management as he is not a specialist in all these fields. These sciences
have given the management methods like projective techniques, mathematical models
and programming, statistical sampling and measurement. These all behavioural
sciences give to the marketing manager many clues for his programming and activity.
Products are purchased due to habit, impulse, social pressure, prestige. Like a
psychologist, the marketing manager is also interested in personality, attitudes and
motives of human beings. Hence, the marketing manager should be in a position to use,
where relevant, the ideas advanced by other sciences.
3.8

DISTINCTION BETWEEN MARKETING AND SELLING

The best way to distinguish between these two concepts is to say that the marketing
concept is more oriented towards helping the customer whereas the selling concept is
more oriented towards helping the seller.
In the selling concept (which was a more popular concept a few decades ago), the idea
was to take a product that already existed and figure out how best to sell it. This meant
that the firm's only real goal was to persuade customers to buy whether the product
really fit their needs or not.
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In the marketing concept, this is reversed. The firm tries to find out what customers
wants and then goes out and attempts to provide a product that will fill the need. This
is, as you can see, much more beneficial to the marketing concept asserts that
businesses are required to focus on the consumers' needs and wants so they can offer
products or services that will satisfy these needs better than the competition. The
marketing concept brings to the fore the principle of competitive advantage and
superior offerings. This concept was developed because with time, consumers grew to
be more discerning and selective about their purchase decisions. In this regard
businesses invested in strategies that would provide them with information about what
the consumer needs prior to product development.
The selling concept, on the other hand, asserts that consumers need to be influenced in
order to buy the products on offer through promotional campaigns. The focus of this
concept is directed towards turning products into cash for the business.
Overall the differences between the two are;
 The selling concept focuses on the needs of the seller while the marketing
concept focuses on the needs of the buyer
 The selling concept works to turn products into cash while the marketing
concept works to satisfy the customers' needs through the product
 In the selling concept, competition is predominantly centered on sales while in
the marketing concept the competition is centered on consumer satisfaction
Selling concept is used when a company wants to get rid of its inventory, irrespective
of customer needs. To achieve this, the company will use aggressive marketing,
discounts, strong publicity, etc. A good example is insurance. The emphasis is on
getting the sale volumes, rather than building long term customer relationships. The
company generates profits by selling the commodity and the price is determined by the
cost incurred by the company. Generally, the company will use existing technology
and services and sell them by aggressive marketing. This approach is a short term
method to achieve targets.
Marketing concept, on the other hand, relies on customer needs and emphasizes
customer satisfaction, thereby hoping to build long-term relations. Here, the product is
manufactured as per the needs of the customer and the company tries to be as innovative
as possible (to stay ahead of competition). The customer decides the price (how much
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money is the customer planning to obtain this product or service? etc.) and this price
will determine the cost of the product. This long-term strategy relies on innovation. All
the departments of the company work in conjunction to bring out a product that will,
hopefully, satisfy the customer, unlike selling concept, where departments work in
isolation.
The marketing and selling concepts are usually perceived as being the same, but there
are some important differences between the two of them.
The first major difference is given by the fact that the selling concept is focused on the
product, while the marketing concept is focused on consumer’s needs.
While the selling concept is focused on the sales volume, the marketing concept targets
the profits.
The selling concept accentuates seller’s needs, while the marketing concept emphasizes
buyer’s needs.
In the selling concept, the price is determined by the cost, while in the established by
the consumers.
The selling concept uses the existing technology and it aims the reducing of costs, while
the marketing concept adopts the new technologies and the cost is established
accordingly.
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MARKETING

3.9

SELLING

LET’S SUM-UP

Marketing has deeply impacted the standard of living of human being. It concepts and
applications should properly understood by human being for a better experience. The
term market is derived from the Latin word MARCATUS’ which means merchandise,
traffic, trade or a place where business is conducted. The common use meaning of
market is a place where goods are bought & sold. A market may be considered as a
convenient meeting place where buyer & seller gather together for exchange of goods.
Marketing is a business process which matches the product according to the market
demand to achieve organizational objective.
Kotler has defined marketing as a social & managerial process by which individual &
group obtain what they need & want through creating, offering & exchanging products
of value with others.
3.10

KEY TERMS
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3.11

3.12

CHECK YOUR PROGRESS
1.

Define marketing and discuss in brief the various concepts of marketing.
_________________________________________________________
_________________________________________________________
_________________________________________________________
_________________________________________________________

2.

Distinguish between marketing and selling in your own words.
_________________________________________________________
_________________________________________________________
_________________________________________________________
_________________________________________________________

FURTHER READINGS
1.
2.
3.
4.

3.13

Market
Marketing
Buying
Selling
Exchange Process

Philip Kotler- Marketing Management, Printice –Hall of India., New
Delhi.
Ramaswamy and Nama kumari- Marketing management, Macmillan
Publishers India Ltd., New Delhi.
Rajan Saxena- Marketing Management, Tata Mc-Graw Hill Education
Pvt Ltd., New Delhi.
K. Karunakaran- Marketing Management, Himalaya Publishing House,
Mumbai.

MODEL QUESTIONS
1.

Describe the evolution of marketing concept.
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2.

Explain the different approaches to the study of marketing in your own
words.
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UNIT-4
4.0

CORE CONCEPTS OF MARKETING
Unit Structure
4.1 Learning Objectives
4.2 Introduction
4.3 Needs, Wants and Demands
4.4 Products
4.5 Value and Satisfaction
4.6 Exchange, Transactions and Relationships
4.7 Markets
4.8 Marketing in a connected World
4.9 Let’s Sum-up
4.10 Key Terms
4.11 Check Your Progress
4.12 Further Readings
4.13 Model Questions

4.1

LEARNING OBJECTIVES

After you work out this lesson, you should be able to:
 List out the various core concepts of marketing
 Understand how all these core concepts are interconnected
 Explain how marketing is changing in a connected world
4.2

INTRODUCTION

Having defined marketing in the previous unit from different perspectives and also as
a social and managerial process by which individuals and groups obtain what they need
and want through creating and exchanging products and value with others, this lesson
examines the important concepts that are included and implied in this definition. It is
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important to note that they are linked, with each one building on the one before it.
Marketing Management is a social and managerial process by which individuals or
firms obtain what they need or want through creating, offering, exchanging products of
value with each other’s.
4.3

NEEDS, WANTS AND DEMANDS

The most basic concept underlying marketing is that of human needs. A need is a state
of felt deprivation. It is a part of the human makeup. Humans have many needs, viz.,
physical needs, social needs, spiritual needs and so on. Wants are the form taken by
needs as they are shaped by the one‘s culture and personality. Wants are thus shaped
by both the internal and external factors. Wants are described in terms of objects that
will satisfy needs. For example, thirst is a need. To quench this thirst, a person may
consider a number of options (want-list) – drink water or a soft drink or a fruit juice.
These objects (which represent the different choices for a person to fulfill his/her need)
comprise the potential want-list. As people are exposed to more objects that arouse
their interest and desire, marketers try to provide more choices, that is, more wantsatisfying products. People have almost unlimited wants but limited resources.
Therefore, they want to choose products that provide the most satisfaction for their
money. When backed by buying power (ability), a want becomes a demand.
EXAMPLES OF NEED/ WANT/ DEMAND:
Need: It is state of deprivation of some basic satisfaction. eg.- food, clothing,
safety, shelter.
Want: Desire for specific satisfier of need. eg.- Indians needs food – wants
paneer tikka/ tandoori chicken.
Americans needs food- wants hamburger/ French fries.
Demand: Want for a specific product backed up by ability and willingness to
buy. eg.- Need – transportation. Want – car (say, Mercedes)……but able to buy
only Maruti.
Therefore, demand is for Maruti.
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Marketers cannot create needs. Needs pre-exists. Marketers can influence
wants. This is done in combination with societal influencers.
Demand influenced by making product- APPROPRIATE, ATTRACTIVE,
APPROACHABLE, AFFORDABLE and AVAILABLE EASILY.
To target consumers (4 P‘s) - Product/ Promotion/ Price/ Place
4.4

PRODUCTS

A product is anything that can be offered to a market to satisfy a need or want. People
satisfy their needs and wants with products. Though the word suggests a physical
object, the concept of product is not limited to physical objects. Marketers often use
the expressions goods and services to distinguish between physical products and
intangible ones. These goods and services can represent cars, groceries, computers,
places, persons and even ideas.
Customers decide which entertainers to watch on television, which places to visit for a
holiday, which ideas to adopt for their problems and so on. Thus the term product’
covers physical goods, services and a variety of other vehicles that can satisfy
customers’ needs and wants. If at times the term product’ does not seem to be
appropriate, other terms such as market offering, satisfier are used.
EXAMPLES OF PRODUCTS- GOODS/ SERVICES/ PLACE:
Product is anything that can satisfy need/ want. Product component1.
Physical Good.
2.
Service.
3.
Idea.
eg. Fast food- burger/ pizza. Physical Good - material eaten.
Service – purchase of raw material/ cooking Idea – speed of computer/
processing power. Importance of product lies in - Owning them (minor)
- Obtaining them (major).
Hence, products are really a via- media for services.
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Hence, in marketing, focus is on providing/ satisfying service rather
than providing products.
Marketing Myopia: Focus on products rather than on customer needs
4.5

VALUE AND SATISFACTION

When the customers have so many choices to choose from to satisfy a particular need,
how do they choose from among these many products? They make their buying choices
based on their perceptions of a product‘s value. The guiding concept is customer value.
A customer will estimate the capacity of each product to satisfy his need. He/ She might
rank the products from the most need-satisfying to the least need satisfying. Of course,
the ideal product is the one which gives all the benefits at zero cost, but no such product
exists. Still, the customer will value each existing product according to how close it
comes to his/her ideal product and end up choosing the product that gives the most
benefit for the rupee – the greatest value.

Tools for tracking and measuring Customer Satisfaction:
Complaint and Suggestion systems
Customer satisfaction surveys
Ghost shopping
Lost customer Analysis
EXAMPLES OF VALUE/ COST/ SATISFACTION:
Decision for purchase made based on value/ cost satisfaction delivered by
product/ offering. Product fulfills/ satisfies Need/ Want. Value is products
capacity to satisfy needs/ wants as per consumer‘s perception or estimation.
Each product would have a cost/ price elements attached to it.
Eg. - Travel from city A to city B.
Need – to reach B (from A)
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Method/ Products- Rail/ air/ road or train/ plane.
Satisfaction – Estimated in terms of time lead & travel comfort.
VALUE- Products capacity to satisfy. COST- Price of each products.
4.6

EXCHANGE, TRANSACTIONS AND RELATIONSHIPS

Marketing occurs when people decide to satisfy needs and wants through exchange.
Exchange is the act of obtaining a desired object from someone by offering something
in return. Thought it is only one of the many ways people can obtain a desired object,
it allows a society to produce much more than it would with any alternative system.
For an exchange to take place, several conditions must be satisfied. Of course, at least
two parties must participate, and each must have something of value to the other. Each
party also must want to deal with the other party and each must be free to accept or
reject the other‘s offer. Finally, each party must be able to communicate and deliver.
These conditions simply make exchange possible. Whether the exchange actually takes
place depends on the parties’ coming to an agreement. If they agree, we must conclude
that the act of exchange has left both of them better off or at least not worse off. After
all, each was free to reject or accept the offer. In this sense, exchange creates value just
as production creates value. It gives customers more consumption possibilities.
A transaction is marketing‘s unit of measurement. It consists of a trade of values
between two parties. A monetary transaction involves trading goods and services in
return for money whereas a barter transaction involves trading goods and services for
other goods and services. Transaction marketing is part of the larger idea of relationship
marketing. Marketing is shifting from trying to maximize the profit on each individual
transaction to maximizing mutually beneficial relationships with consumers and other
parties. This is based on the assumption that if good relationships are built, profitable
transactions will simply follow.
EXAMPLES OF EXCHANGE/ TRANSACTION:
To satisfy need/ want, people may obtain the product through
- Self-Production
- By force or coercion
- Begging
- Exchange
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EXCHANGE: - The act/ process of obtaining a desired product from someone by
offering something in return. For exchange potential to exist, the following
conditions must be fulfilled.
a)
There must be at least two parties.
b)
Each party has something of value for other party.
c)
Each party is capable of communication & delivery
d)
Each party is free to accept/ reject the exchange offer.
e)
Each party believes it is appropriate to deal with the other party.
TRANSACTION: - Event that happens at the end of an exchange. Exchange is a
process towards an agreement. When agreement is reached, we say a transaction
has taken place.
a)
Barter transaction.
b)
Monetary Transaction.
1)
At least two things of value.
2)
Condition agreed upon.
3)
Time of agreement.
4)
Place of agreement.
5)
May have legal system for compliance.
Proof of transaction is BILL/ INVOICE.
TRANSFER: - It is one way. Hence, differ from Transaction.
NEGOTIATION: - Process of trying to arrive at mutually agreeable terms.
Negotiation may lead to – Transaction
- Decision not to Transaction
EXAMPLES OF RELATIONSHIPS/ NETWORKING:
Relationship marketing:- It‘s a pattern of building long term satisfying relationship
with customers, suppliers, distributors in order to retain their long term performances
and business.
Achieved through promise and delivery of
- high quality
- good service
- fair pricing, over a period of time.
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Outcome of Relationship Marketing is a MARKETING NETWORK. MARKETING
NETWORK: It is made up of the company and its customers, employees, suppliers,
distributors, advertisement agencies, retailers, research & development with whom it
has built mutually profitable business relationship.
Competition is between whole network for market share and NOT between companies
alone.
4.7

MARKETS

The concept of transactions leads to the concept of a market. A market is the set of
actual and potential buyers of a product. It may exist in a physical environment as a
marketplace or in a virtual environment (on the internet platform) as a market space.
To understand the nature of a market, imagine a primitive economy consisting of only
four people – a farmer, a fisherman, a potter and a hunter. The following Figure shows
the different ways in which these traders could meet their needs. In the first case, selfsufficiency, they gather the needed goods for themselves. In the second case,
decentralized exchange, each person sees the other three as potential buyers who make
up a market. In the third case, centralized exchange, a new person called a merchant
appears and locates in a central area called a marketplace. Each trader brings goods to
the merchant and trades for other needed goods. Merchants and central marketplaces
greatly reduce the total number of transactions needs to accomplish a given volume of
exchange. As economies grow, exchange becomes even more centralized, as seen in
the growth of huge companies. Large supermarkets now serve millions of people who
formerly shopped in smaller outlets.
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4.8

MARKETING IN A CONNECTED WORLD

The internet and the resultant connected world has posed some special challenges and
opportunities for marketers.
Prof. Mohanbir Sawhney (Kellogg School of Management) has used two interesting
metaphors (hunting Vs. gardening) to describe marketing hither-to and marketing
hence-forth.

The underlying reason for this shift is the rise of information democracy made possible
by the internet. For information symmetry (characterized by scarce information, illinformed customers, monologue kind-of exchanges and command-and-control’
marketing) the society is moving towards information democracy (characterized by
ubiquitous information, well-informed customers, conversations kind-of exchanges
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and
connect-and-collaborate’
marketing).
The
Cluetrain
Manifesto
(www.cluetrain.org) describes markets as conversations in the following manner:
Markets are conversations. Their members communicate in language that is natural,
open, honest, direct, funny and often shocking… Most corporations, on the other hand,
only knowhow to talk in the soothing, humourless monotone of the mission statement,
marketing brochure, and your-call-is-important-to-us busy signal. Same old tone, same
old lies. No wonder networked markets have no respect for companies unable or
unwilling to speak as they do.
In the connected world, the empowered customers can:
(1)
Get objective information for multiple suppliers without relying on the
manufacturer or the retailer (e.g., Edmunds.com);
(2)
Initiate requests for information and advertising from manufacturers
(e.g., DealTime.com);
(3)
Design and configure customized offerings (e.g., Dell.com);
(4)
Use buying agents to pit sellers against each other (e.g., Free markets
Online);
(5)
Unbundle offerings and arbitrage across channels (e.g. Ritz Camera);
(6)
Pay by the minute, by the month, by the mile (e.g., IBM e-business on
demand) and
(7)
Communicate with peers and experts for feedback on products and
brands (e.g. Amazon.com and Epinions.com).
4.9

LET’S SUM-UP

Marketing Management is a social and managerial process by which individuals or
firms obtain what they need or want through creating, offering, exchanging products of
value with each others. Need is state of deprivation of some basic satisfaction. Want
refers to the desire for specific satisfier of need. Demand is the want for a specific
product backed up by ability and willingness to buy any product or service. A product
is anything that can be offered to a market to satisfy a need or want. They make their
buying choices based on their perceptions of a product‘s value. The guiding concept is
customer value. Marketing occurs when people decide to satisfy needs and wants
through exchange. Exchange is the act of obtaining a desired object from someone by
offering something in return. A transaction is marketing‘s unit of measurement.
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Relationship is a pattern of building long term satisfying relationship with customers,
suppliers, distributors in order to retain their long term performances and business. A
market is the set of actual and potential buyers of a product. It may exist in a physical
environment as a marketplace or in a virtual environment (on the internet platform) as
a market space. The internet and the resultant connected world have posed some special
challenges and opportunities for marketers.
4.10

KEY TERMS






4.11

4.12

Needs, Wants and Demands
Products
Value and satisfaction
Exchange, Transactions and Relationships
Markets

CHECK YOUR PROGRESS
1.

Define marketing and discuss in brief the various concepts of
marketing.
_________________________________________________________
_________________________________________________________
_________________________________________________________
_________________________________________________________

2.

Explain the core concept of marketing in relation to exchange,
transaction and relationships.
_________________________________________________________
_________________________________________________________
_________________________________________________________
_________________________________________________________

FURTHER READINGS
1.

Philip Kotler- Marketing Management, Printice –Hall of India., New
Delhi.
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2.
3.
4.

4.13

Ramaswamy and Nama kumari- Marketing management,
MacmillanPublishers India Ltd., New Delhi.
Rajan Saxena- Marketing Management, Tata Mc-Graw Hill Education
Pvt Ltd., New Delhi.
K. Karunakaran- Marketing Management, Himalaya Publishing
House, Mumbai.

MODEL QUESTIONS
1.
2.
3.

Explain how more emphasis on the concept of product leads to
marketing myopia‘?
With regard to the emerging concept, state how marketing is done in a
connected world?
Write short notes on:
(a)
Needs, wants and demand
(b)
Value and satisfaction
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UNIT-5
5.0

MARKETING ENVIRONMENT
Unit Structure
5.1 Learning Objectives
5.2 Introduction
5.3 Scanning the Environment
5.4 Concept of Micro and Macro Environment
5.5 Micro Environment
5.5.1

The Company

5.5.2

Company‘s Suppliers

5.5.3

Marketing Intermediaries

5.5.4

Physical Distribution

5.5.5

Customers

5.5.6

Competitors

5.5.7

Public

5.6 Macro Environment
5.6.1

Demographic Environment

5.6.2

Economic Environment

5.6.3

Physical Environment

5.6.4

Technological Environment

5.6.5

Political Environment

5.6.6

Legal Environment

5.6.7

Social and Cultural Environment

5.7 Let’s Sum-up
5.8 Key Terms
5.9 Check Your Progress
5.10 Further Readings
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5.11 Model Questions

5.1

LEARNING OBJECTIVES

After completion of the unit you should be able to:
 Explain the meaning and concept of marketing environment.
 Draw a line of distinction between micro and macro environment.
 Describe the significance of scanning the environment.
5.2

INTRODUCTION

Marketing activities are influenced by several factors inside and outside a business
firm. These factors or forces influencing marketing decision-making are collectively
called marketing environment. It comprises all those forces which have an impact on
market and marketing efforts of the enterprise. According to Philip Kotler, marketing
environment refers to ―external factors and forces that affect the company‘s ability to
develop and maintain successful transactions and relationships with its target
customers‖.
The marketing programme of a firm is influenced and shaped by a firm‘s inwardly need
to begin its business planning by looking outwardly at what its customers require, rather
than inwardly at what it would prefer to produce. The firm must be aware of what is
going on in its marketing environment and appreciate how change in its environment
can lead to changing patterns of demand for its products. It also needs to assess
marketing opportunities and threats present in the surroundings. An environment can
be defined as everything which surrounds and impinges on a system. Systems of many
kinds have environments with which they interact. Marketing can be seen as a system
which must respond to environmental change. Just as the human body may have
problems, it fails to adjust to environmental change. Similarly, businesses may fail if
they do not adapt to external changes such as new sources of competition or changes
in consumers’ preferences.
5.3

SCANNING THE ENVIRONMENT
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The marketing environment offers both opportunities and threats. Successful
companies know the vital importance of constantly watching and adapting to the
changing environment. A company‘s marketers take the major responsibility for
identifying significant changes in the environment. More than any other groups in the
company, marketers must be the trend trackers and opportunity seekers. Although
every manager in an organisation needs to observe the outside environment, marketers
have two special aptitudes. They have disciplined methods – marketing intelligence
and marketing research – for collection of information about the marketing
environment. They also spend time in the customer and competitor environment. By
conducting systematic environmental scanning, marketers are able to revise and adapt
marketing strategies to meet new challenges and opportunities in the market place.
The following are the benefits of environment analysis that help marketing analysis.
 It can assess the impact of opportunities and threats on the business.
 It facilitates the company to increase general awareness of environmental
changes.
 It is possible to develop effective marketing strategies on the basis of analysis.
 It helps to capitalize the opportunities rather than losing out to competitors.
 It facilitates to understand the elements of the environment.
 It helps to develop best strategies, in the light of analysing ―what is going
around the company.
5.4

CONCEPT OF MICRO AND MACRO ENVIRONMENT

A marketing oriented company looks outside its premises to take advantage of the
emerging opportunities, and to monitor and minimize the potential threats face by it in
its businesses. The environment consists of various forces that affect the company‘s
ability to deliver products and services to its customers. Therefore, the marketing
environment is made up of two types. They are: Micro-environment and Macro
environment.
5.5

MICRO ENVIRONMENT
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The micro-environment of the company consists of various forces in its immediate
environment that affect its ability to operate effectively in its chosen markets. This
includes the following.
 The company
 Company‘s supplier
 Marketing intermediaries
 Customers
 Competitors
 Public
5.5.1

The company

In designing marketing plans, marketing management takes other company
groups into account – Finance, Research and Development, Purchasing,
Manufacturing, Accounting, Top Management etc. Marketing manager must
also work closely with other company departments. Finance in concerned with
funds and using funds to carry out the marketing plans.
The R&D Department focuses on designing safe and attractive product.
Purchasing Department is concerned with supplies of materials whereas
manufacturing is responsible for producing the desired quality and quantity of
products. Accounts department has to measure revenues and costs to help
marketing know-how. Together, all of these departments have impact on the
marketing plans and action.
The internal environment (Within the company)
The marketing management, in formulating plans, take other group of
the company into account. They are:
 Top Management
 Finance
 R&D
 Manufacturing
 Purchasing
 Sales Promotion
 Advertisement etc.
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Environmental forces are dynamic and any change in them brings
uncertainties, threats and opportunities for the marketers. Changes in the
environmental forces can be monitored through environmental
scanning, that is, observation of secondary sources such as business,
trade and Government, and environmental analysis, that is,
interpretation of the information gathered through environmental
scanning.

Figure - 1: The organization’s marketing environment

5.5.2

Company’s Suppliers

Suppliers provide the resources needed by the company to product its goods
and services. They are important links in the company‘s overall customer
―value delivery system‖. Supplier developments can seriously affect
marketing. Marketing managers must watch supply availability – supply
shortages or delays, labour strikes and other events can cost sales in the short
run and damage customer satisfaction in the long run. Marketing Managers
also monitor the price trends of their key inputs. Rising supply costs may
force price increases that can harm the company‘s sales volume.
In business-to-business marketing, one company‘s supplier is likely to be
another company‘s customer and it is important to understand how suppliers,
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manufacturers and intermediaries work together to create value. Buyers and
sellers are increasingly co-operating in their dealings with each other, rather
than bargaining each transaction in a confrontational manner in order to make
supply chain management most effective and value-added products are sold to
the target markets.
5.5.3

Marketing Intermediaries

Intermediaries or distribution channel members often provide a valuable link
between an organisation and its customers. Large-scale manufacturing firms
usually find it difficult to deal with each one of their final customers
individually in the target markets. So they chose intermediaries to sell their
products.
Marketing intermediaries include resellers, physical distribution firms,
marketing service agencies, and financial intermediaries. They help the
company to promote, sell, and distribute its goods to final buyers. Resellers are
distribution channel firms that help the company to find customers for goods.
These include whole-sellers and retailers who buy and resell merchandise.
Selecting and working with resellers is not easy. These organisations frequently
have enough power to dictate terms or even shut the manufacturer out of large
markets.
5.5.4

Physical Distribution

Firms help the company to stock and move goods from their points of origin to
their destinations. Working with warehouse and transportation firms, a
company must determine the best ways to store and ship goods, and safety
marketing services agencies are the marketing research firms, advertising
agencies, media firms, and marketing consulting firms that help the company
target and promote its products to the right markets.
When the company decides to use one of these agencies, it must choose
carefully because those firms vary in creativity, quality, service and price.
Financial intermediaries include banks, credit companies, insurance companies,
and other businesses that help finance transactions or insure against the risks
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associated with the buying and selling of goods. Most firms and customers
depend on financial intermediaries to finance their transactions.
5.5.5

Customers

Consumer markets consists of individuals and households that they buy goods
and services for personal consumption. Business markets buy goods and
services for further processing or for use in their production process, whereas
reseller markets buy goods and services to resell at a profit.
Government markets are made up of government agencies that buy goods and
services to produce public services or transfer the goods and services to others
who need them. Finally, international markets consist of the buyers in other
countries, including consumers, producers, resellers and governments. Each
market type has special characteristics that call for careful study by the seller.
5.5.6

Competitors

No single competitive marketing strategy is best for all companies. The
company‘s marketing system is surrounded and affected by a host of
competitors. Each firm should consider its own size and industry position
compared to those of its competitors. These competitors have to be identified,
monitored to gain and maintain customer loyalty.
Industry and competition constitute a major component of the microenvironment. Development of marketing plans and strategy is based on
knowledge about competitors’ activities. Competitive advantage also depends
on understanding the status, strength and weakness of competitors in the
market. Large firms with dominant positions in an industry can use certain
strategies that smaller firms cannot afford. But being large is not enough. There
are winning strategies for large firms, but there are also losing ones. And small
firms can develop strategies that give them better rate of return than large firms.
5.5.7

Public
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General public do take interest in the business undertaking. The company has a
duty to satisfy the people at large along with competitors and the consumers. A
public is defined as ―any group that has an actual or potential interest in or
impact on a company‘s ability to achieve its objectives.
Public relation is certainly a broad marketing operation which must be fully
taken care of Goodwill, favourable reactions, donations and hidden potential
fixture buyers are a few of the responses which a company expects from the
public. Kotler in this regard has viewed that ―companies must put their
primary energy into effectively managing their relationships with their
customers, distributors, and the suppliers, their overall success will be affected
by how other publics in the society view their activity. Companies would be
wise to spend time monitoring all their public‘s understanding their needs and
opinions and dealing with them constructively.
Every company is surrounded by seven types of public, as shown
below:
 Financial—banks, stock-brokers, financial institutions.
 Media—Newspaper, magazines, TV.
 Government—Government departments.
 Citizen—Consumer Organisations; environment groups.
 Local—neighbourhood residents, community groups.
 General—General Public, public opinions.
 Internal—Workers, officers, Board of Directors.
5.6

MACRO ENVIRONMENT

The macro-environment consists of broader forces that not only affect the company
and the industry, but also other factors in the microenvironment.
The components of a macro-environment are:
 Demographic Environment
 Economic Environment
 Physical Environment
 Technological Environment
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Political Environment
Legal Environment
Social and Cultural Environment

The components of a macro-environment are described as follow
5.6.1

Demographic Environment

Demography is the study of population characteristics that are used to describe
consumers. Demographics tell marketers who are the current and potential
customers, where are they, how many are likely to buy and what the market is
selling. Demography is the study of human populations in terms of size, density,
location, age, sex, race, occupation and other statistics. Marketers are keenly
interested in studying the demography ethnic mix, educational level and
standard of living of different cities, regions and nations because changes in
demographic characteristics have a bearing on the way people live, spend their
money and consume.
For example, one of the demographic characteristic is the size of family. With
the number of small families increasing in India, the demand for smaller houses
and household items has increased significantly. Similarly, the number of
children in a family has reduced significantly over the years. So, per child
spending in a family has increased significantly.
According to the World Health Organisation, young people in the age group of
10-24 years comprise 33% of the population and 42% of our population consists
of age group, 0-24 years. Teen-agers in the age group below 19 years comprise
23%. The senior citizen age group above 65 years comprise only 8% of total
population. About 58% of the working population is engaged in agricultural
activities, with highest, that is 78% in Bihar and Chhattisgarh and lowest 22%
in Kerala.
Since human population consists of different kinds of people with different
tastes and preferences, they cannot be satisfied with any one of the products.
Moreover, they need to be divided in homogeneous groups with similar wants
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and demands. For this we need to understand the demographic variables which
are traditionally used by marketers, to segment the markets.
5.6.1.1 Income
Income determines purchasing power and status. Higher the income,
higher is the purchasing power. Though education and occupation
shapes one‘s tastes and preferences, income provides the means to
acquire that.
5.6.1.2 Lifestyle
It is the pattern of living expressed through their activities, interests and
opinion. Life-style is affected by other factors of demography as well.
Life-style affects a lot on the purchase decision and brand preferences.
5.6.1.3 Sex
Gender has always remained a very important factor for distinction.
There are many companies which produce products and services
separately for male and female.
5.6.1.4 Education
Education implies the status. Education also determines the income and
occupation. With increase in education, the information is wider with
the customers and hence their purchase decision process is also
different. So the marketers group people on the basis of education.
5.6.1.5 Social Class
It is defined as the hierarchical division of the society into relatively
distinct and homogeneous groups whose members have similar
attitudes, values and lifestyle.
5.6.1.6 Occupation
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This is very strongly associated with income and education. The type of
work one does and the tastes of individuals influence one‘s values, lifestyle etc. Media preferences, hobbies and shopping patterns are also
influenced by occupational class.
5.6.1.7 Age
Demographic variables help in distinguishing buyers, that is, people
having homogenous needs according to their specific wants, preferences
and usages. For instance, teenagers usually have similar needs.
Therefore, marketers develop products to target specific age groups.
The youth are being targeted through advertisements and promotional
campaigns, stores are being designed with youthful features, youth
events are being sponsored, and even new technology is developed with
their tastes in mind.
The age groups that attract the attention of marketers can
be classified as:
Infant
The population of India is growing at an alarming rate. The rate
of infant deaths has declined considerably due to the
advancement in medicine. Although infants are consumers of
products, their parents are the decision makers. The size of a
family is decreasing and the average income of family is
increasing.
School going teens
In this segment, there is a great demand for school uniforms,
bags, shoes, books, stationary, confectioneries, food, albums,
bicycles and other similar products.
Young adults
Odisha State Open University, Sambalpur

Page 63

Marketers target the young adults in the age group 18-30 years
with products like motorbikes, music systems, clothes, sports
cars etc. Two-wheeler manufacturers in India target this segment
of people. In the last five years, various companies like, Bajaj,
Hero-Honda, Kinetic, TVS etc. have introduced a large number
of models to attract young adults.
Adults (35-45 Years)
Consumers, in this age group, are more health conscious and
look for stability and financial independence. The industries that
are benefited by them are: Pharmaceuticals, personal products,
fitness products, gym equipment‘s, cars, home appliances,
consumer durables, banks, insurance companies, etc. Marketers
push products specifically designed for this age group.
Senior citizen
This consumer group boosts the demand for health care services,
select skin care products, financial planning etc.
Women
Women constitute nearly 50% of India‘s population. They are
actively taking up professions. This shift in their role has
generated a greater demand for childcare and convenience
products that save time in cooking, cleaning and shopping.
Marketers are trying to come up with products that are easier to
handle, less heavy, convenient to use etc. The change in the role
of women is paving the way for a change in the role of men.
Advertisements portray men cleaning, cooking and caring for
their children, which was unthinkable in the past.
5.6.2

Economic Environment
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Economic environment is the most significant component of the marketing
environment. It affects the success of a business organisation as well as its
survival. The economic policy of the Government, needless to say, has a very
great impact on business. Some categories of business are favourably affected
by the Government policy, some adversely affected while some others remain
unaffected. The economic system is a very important determinant of the scope
of private business and is therefore a very important external constraint on
business.
The economical environmental forces can be studied under the following
categories:
5.6.2.1 General Economic Conditions:
General Economic Conditions in a country are influenced by various
factors. They are:
 Agricultural trends
 Industrial output trends
 Per capita income trends
 Pattern of income distribution
 Pattern of savings and expenditures
 Price levels
 Employment trends
 Impact of Government policy
 Economic systems
5.6.2.2 Industrial Conditions
Economic environment of a country is influenced by the prevalent
industrial conditions as well as industrial policies of a country.
A marketer needs to pay attention to the following aspects:
 Market growth
 Demand patterns of the industry
 Its stage in product life cycle.
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5.6.2.3 Supply sources for production
Supply sources required for production determines inputs which are
available required for production. They are,
 Land
 Labour
 Capital
 Machinery and equipment etc.
Economic environment describes the overall economic situation in a
country and helps in analysis GNP per capita rate of economic growth,
inflation rate, unemployment problems etc.
5.6.3

Physical Environment

The physical environment or natural environment involves the natural resources
that are needed as inputs by marketers or those that are affected by marketing
activities. Environmental concerns have grown steadily in recent years.
Marketers should be aware of trends like shortages of raw materials, increased
pollution, and increased governmental intervention in natural resources
management. Companies will have to understand their environmental
responsibility and commit themselves to the green movement‘.
Potential shortages of certain raw materials, for examples, oil, coal, minerals,
unstable cost of energy, increased levels of pollution; changing role of
Government in environment protection are a few of the dangers the world is
facing on physical environment forces. Other aspects of the natural
environment which may increasingly affect marketing include the availability
and cost of raw materials, energy and other resources, particularly if those
resources and energy come from non-renewable sources.
5.6.4

Technological Environment

The technological environment is the most dramatic force now facing our
destiny. Technological discoveries and developments create opportunities and
threats in the market. The marketer should watch the trends in technology. The
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biggest impact that the society has been undergoing in the last few years is the
technological advancement, product changes and its effects on consumers.
Technology has brought innumerable changes in human lives, be it in the field
of science, medicine, entertainment, communication, and travel or office
equipment. Name any field, and one can see changes in product or efficiency
and faster services.
One of the most dramatic forces shaping people‘s lives in technology.
Technology has released such wonders as penicillin, open heart surgery and
birth control pill. It has released such horrors as the hydrogen bomb, nerve gas,
and the sub-machine gun. Very new technology is a force for ―creative
destruction‖. Transistors hurt the vacuum tube industry, xerography hurt the
carbon paper business, autos hurt the railroads, and television hurt the
newspapers. Instead of moving into the new technologies, many old industries
fought or ignored them and their business declined. Yet it is the essence of
market capitalism to be dynamic and tolerate the creative destructiveness of
technology as the price of progress.
Technology essentially refers to our level of knowledge about how things are
done. That is understanding this aspect of the marketing environment is much
more than simply being familiar with the latest hitech innovations. Technology
affects not only the type of products available but also the ways in which people
organize their lives and the ways in which goods and services can be marketed.
Computer-aided design (CAD) and computer-aided manufacturer (CAM) have
shortened the time required for new products to reach the market and increased
the variety of products that can be produced cost effectively. The benefits of
CAD/CAM are clearly evident in the car industry. Mass production is in
standardized models. Computer systems have also contributed substantially to
the growth of various forms of direct marketing such as direct mail, direct
response marketing etc.
5.6.5

Political Environment
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The political environment consists of factors related to the management of
public affairs and their impact on the business of an organisation. Political
environment has a close relationship with the economic system and the
economic policy. Some Governments specify certain standards for the products
including packaging. Some other Governments prohibit the marketing of
certain products. In most nations, promotional activities are subject to various
types of controls. India is a democratic country having a stable political system
where the Government plays an active role as a planner, promoter and regulator
of economic activity.
Businessmen, therefore, are conscious of the political environment that their
organisation faces. Most Governmental decisions related to business are based
on political considerations in line with the political philosophy following by the
ruling party at the Centre and the State level. Substantial number of laws has
been enacted to regulate business and marketing to protect companies from each
other, to protect consumers from unfair trade practices, to protect the larger
interests of society against unbridled business behaviour. Changing
Government agency enforcement and growth of public interest groups also
bring in threats and challenges.
5.6.6

Legal Environment

Marketing decisions are strongly affected by laws pertaining to competition,
price-setting, distribution arrangement, advertising etc. It is necessary for a
marketer to understand the legal environment of the country and the jurisdiction
of its courts.
Below given some Indian business laws that affects business in India.
 Indian Contract Act 1872
 Factories Act 1948
 Minimum Wages Act 1948
 Essential Commodities Act 1955
 Securities Contracts Regulation Act 1956 (SEBI Act)
 The Companies Act 1956
 Trade and Merchandise Act 1958
 Monopolies and Restrictive Trade Practice Act 1969
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5.6.7

The water (Prevention and Control of Pollution) Act 1974
The Air (Prevention and Control of Pollution) Act 1981
Sick Industrial Companies (Special Provisions) Act 1985
Environment Protection Act 1986
Consumer Protection Act 1986
Securities and Exchange Board of India Act 1992
Different Taxation Laws.

Social and Cultural Environment

Socio-cultural forces refer to the attitudes, beliefs, norms, values, lifestyles of
individuals in a society. These forces can change the market dynamics and
marketers can face both opportunities and threats from them. Some of the
important factors and influences operating in the social environment are the
buying and consumption habits of people, their languages, beliefs and values,
customs and traditions, tastes and preferences, education and all factors that
affect the business.
In India, social environment is continuously changing. One of the most
profound social changes in recent years is the large number of women entering
the job market. They have also created or greatly expended the demand for a
wide range of products and services necessitated by their absence from the
home. There is a lot of change in quality-of-lifestyles and people are willing to
have many durable consumer goods like TV, fridge, washing machines etc.
even when they cannot afford them because of their availability on hirepurchase or instalment basis.
Culture influences every aspect of marketing. Marketing decisions are based on
recognition of needs and wants of the customer, a function of customer
perceptions. These help in understanding of lifestyles and behaviour patterns as
they have grown in the society‘s culture in which the individual has been
groomed. Thus a person‘s perspective is generated, groomed and conditioned
by culture.
5.7

LET’S SUM-UP
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Marketing can be seen as a system which must respond to environmental change. Just
as the human body may have problems, it fails to adjust to environmental change.
Similarly, businesses may fail if they do not adapt to external changes such as new
sources of competition or changes in consumers’ preferences. The environment
consists of various forces that affect the company‘s ability to deliver products and
services to its customers. Therefore, the marketing environment is made up of two
types. They are: Micro-environment and Macro environment.
5.8

KEY TERMS












5.9

Marketing intermediaries
Customers
Competitors
Public
Demographic Environment
Economic Environment
Physical Environment
Technological Environment
Political Environment
Legal Environment
Social and Cultural Environment

CHECK YOUR PROGRESS
1.

What do you mean by environmental forces and how it affects the
marketing environment of an organization?
_________________________________________________________
_________________________________________________________
_________________________________________________________
_________________________________________________________

2.

Describe the impact of economic environment on 21st century
organizations.
_________________________________________________________
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_________________________________________________________
_________________________________________________________
_________________________________________________________
5.10

FURTHER READINGS
1.
2.
3.
4.

5.11

Philip Kotler- Marketing Management, Printice –Hall of India., New
Delhi.
Ramaswamy and Nama kumari- Marketing management, Macmillan
Publishers India Ltd., New Delhi.
Rajan Saxena- Marketing Management, Tata Mc-Graw Hill Education
Pvt Ltd., New Delhi.
K. Karunakaran- Marketing Management, Himalaya Publishing House.,
Mumbai.

MODEL QUESTIONS
1.
2.

Explain the significance of marketing environment in the changing
business world.
Highlight how technology is putting a profound impact on modern
marketing.
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