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After studying this chapter, you should be able to understand :

Distinction between Stakeholders and Shareholders
Distinction between Stakeholders and Customers

In the course of its functioning, a business
enterprise or commercial organisation interacts
closely with several social groups. Such
interaction gives rise to a shared community of
interest between the organisation and the social
proups that surround it.

F.l. MEANING OF STAKEHOLDERS

The term ‘stakeholders’ has developed from
the word ‘stake’ which means an interest or
expected benefit. Stakeholders, therefore, mean
Il those individuals, groups and institutions
hich have a stake in the functioning and
erformance of a commercial organisation or
business enterprise. A person is said to be a
takeholder when that person has an interest

the organisation. The decisions and actions
of the organisation influence the stakeholders
irectly or indirectly. These stakeholders may
ary greatly from a few individuals to large
nstitutions such as the Government. When a
commercial organisation interacts closely with
various groups in society, a community of
terests develops between it and social groups.
iﬂ commercial organisation must seriously
ansider the interests or its stakeholders. If it
disregards them, the stakeholders can combine
0 block or delay its operations.

: Stakeholders can have both positive and
iegative impact on a commercial organisation.
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On the positive side, stakeholders provide the
necessary resources and support to business.
A business enterprise gets finance, labour, raw
materials, machinery, etc., from its stakeholders.
It sells and distributes its products and services
through them. In times of distress stakeholders
(e.g., banks and Government) may provide
the necessary support. On the negative side,
stakeholders may block or interrupt the functioning
of an enterprise when their expectations are
disregarded. Therefore, stakeholders play a vital
role in determining the success or failure of a
business enterprise. A commercial organisation
cannot survive and grow for long without taking
care of the interests (stake) of its stakeholders.
According to George Goyder, “industry in the
twentieth century can no longer be regarded as a
private management for enriching shareholders.
It has become a joint enterprise in which
workers, management, consumers, the locality,
Government and trade union officials play a part.
If the system which we know by the name of
private enterprise is to continue, some way must
be found to embrace many interests which go to
make up industry in a common purpose.”

1.2. DISTINCTION BETWEEN STA!(E-
HOLDERS AND SHAREHOLDERS
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1.3, DISTINCTION BETWEEN STAKE-
HOLDERS AND CUSTOMERS
Customers are the individuals and groups

who purchase the products or services of a

.

s of the firm and are, therefop,
holders. Stakeholders is a much “-idef*lej
han CUStOMETS. (5 223

Customers are an important group. Busip, ;
exists to earn profits through satisfactiop gfu;_'—
needs and wants of its customers. Custopg, . §
known as the king. According to Drucker, lhe;
is only one purpose of business — to Crey
a customer. The customer 1s the fouﬂdatio_-f
of business and keeps 1t In existence, It 1' |
satisfy the expectations of customers that SOCigt—
entrusts wealth producing resources to busipeg, I
No business can survive and grow withg,
satisfying the customers. In modem business g
motto is to ‘delight the customer’ which megy
offering to customers more than what the
expect. Customers are the suppliers of brea
and butter (revenue) to a business enterpris.__
However, customer is not a stakeholder as h B,

business firm. They do not have a stake in does not have a stake in the firm. D
Basis of Stakeholders Customers ;
Distinction =

I. Financial Stakeholders like shareholders and Customers do not have a financial N
stake employees have a financial stake stake in a business firm. o
Di

in a business firm.

2. Supply of Stakeholders supply financial

Customers do not supply any

capital capital or human capital. capital to the organisation. -
3. Buying goods | Stakeholders do not buy goods Customers buy goods or services
and services | or services from the organisation. from the organisation. —
4. Risk taking Stakeholders take risks of the Customers do not take risks of the
organisation. organisation.
5. Pr.nduct. Products are not manufactured Products are manufactured '
orientation according to the tastes of the according to the tastes of the
stakeholders. customers ) =
fi. Market Mark i ion i ' )
s arkel orlentation is not necessary Market orientation is necessary
orientation for satisfaction of stakeholders. to satisfy customers
7. Sharing of Stakehold i . X
§ ers )
e s dii}il:redproﬁts in the form | Customers do not share the profits S
; end, wages and salaries. | of the commercial organisations. o
sani

X0

organisation.

- Participation | Stakeholders such as the owners
in management participate in the management of

Customers do not participate in hey ¢

management of the organisation. 1 en
owtp

—



Distinction between Shareholders and Customers
[______—
Basis of Sharcholders Customers
Distinction
Stakeholder Shareholders are stakeholders as they | Customers are not stakeholders as
have a financial stake in the company. | they do not have a financial stake
in the company,
; Investment Sharcholders invest money in the Customers do not invest money in
L company by buying its shares. the company.
Dividend Sharcholders receive dividend Customers do not receive dividend
from the company. from the company.
-
E Risk Shareholders undertake risk of loss on | Customers do not undertake risk as
f= the investment made in the company. | they do not invest in the company.
l
| Distinction between Shareholders and Creditors
- Basis of Shareholders Creditors
Distinction
iType of They are internal stakeholders. They are external stakeholders.
Stakeholder
r Nature of They invest in the capital of the They only give loan to the
investors company. company.
‘Degree of risk | They assume greater risk of loss of They assume lesser risk of loss of
| capital. loan.
Profit-shaving | They share in the profits of the They do not share in the profits of
company in the form of dividends. the company and receive only
interest on their loan.
Membership They are the members of the They are not members of the
company, have voting rights. company, no voting rights.

. INTERNAL AND EXTERNAL
STAKEHOLDERS

- Stakeholders may broadly be classified into
0 categories as follows :

1. Internal stakeholders
- 2. External stakeholders
1. Internal stakeholders : Stakeholders who
involved in the business firms from within the
anisation are known as internal stakcholders.
ey consist of owners/shareholders, employers
1 employees of the organisation. Sharcholders
owners supply capital and have an important

stake in the company. They assume the nsks
of business and participate in the profits and
overall management of the company. Employer
means one who offers employment to others.
Employees (both managers and workers)
provide the mental and physical efforts required
for successful working of the enterprise. Their
stake is also very crucial for the regular and
smooth functioning of the enterprise. In case
the firm does not succeed they lose their jobs.

If the firm makes very little profits they get low
salaries and wages.



takeholders may be classified into
ndary. Primary stakeholds,

primary and secc Y ‘
such as owners, employees, creditors, dt‘illcr,

2. External stakeholders : Stakeholders
who are contributing to the business enterprise
from outside the organisation are known as - and competitors have more freqy
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suppliers, dealers, competitors, Governm secondary stakeholders such as Governmg,

local community, media and the society.  din, 1664 community and general public,

Creditors Competitors

Shareholders and Board of Directors
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‘%0 Employees

Trade
Government Unions

Internal and External Stakeholders

Basis of Internal External
Distinction Stakeholders Stakeholders

1. Position They operate from inside the They operate from outside the
organisation. organisation.

2. Role They actively participate in the They do not participate actively it
management and working of the the management and working of |
organisation. | the organisation.

3. Constituents | They consist of employers (owners | [ They consist of suppliers,
and managers) and employees. customers, competitors,

government and general public. |

1.5. EXPECTATIONS OF STAKEHOLDERS

Every stakeholder group expects something
from a business organisation. The expectations

of dividend) on their capital
(iii) capital appreciation in the value of thef

of different stakeholders are stated below . i) :::\;ejtmtcnt ) d .
. _ rate, up-to-date and regu
nd Managers) nancial health of the company
En-qployers and Shareholders expect : (v) equal participation in policy decisio®
(i) safety of capital contribyteg by them of the company
(if) a fair and regular regyry (in the form (vi) a public image of the company f'

which they can feel proud.




Expectations of Employees
Ideal employees expect :
(1) security of job and continuity of service
under congenial conditions
(ii) a fair remuneration in the form of
wages and salaries

(iii) safe and comfortable working
environment

(iv) various welfare facilities such as
housing, medical care, social security

(in the form of pension, gratuity,

provident fund, etc.), health, recreation,
etc.

(v) opportunities for education, self-

development, promotion and career
growth

(vi) opportunity to participate in the profits
and management of the organisation
(vii) quick and fair redressal of grievances
(viii) protection of trade union rights

Expectations of Suppliers
Ideal suppliers (those who provide raw
materials) expect :
(1) fair prices for the supplies
(ii) regular and timely payment according
to credit terms
(i11)) reasonable terms of delivery and
payment
(iv) regular orders for supply
(v) correct information about the company’s
financial position
(vi) healthy and co-operative inter-business
relationship

Expectations of Creditors :

(i) safety of the loans given by them to
the enterprise

(i) regular payment of interest at the
specified times

(iii) return of loans on the expiry of the
specified time period .

(iv) accurate and upto date information ?bout
the financial health of the enterprse

(v) security in the form of mortgage of
assets or personal guarantee by owners
of the enterprise

Expectations of Associates or Competitors
Ideal associates expect :
(i) fair trade practices regarding price,
quality and service
(i) an atmosphere of healthy competition
and ethical behaviour
(iii) co-operation among competitors to
ensure the growth of the entire industry
(iv) respect for intellectual property rights
Expectations of Government
An ideal Government should expect :

(i) to follow the laws and regulations of
the country

(it) to pay all taxes honestly, regularly and
in time

(iii) to avoid corrupting public servants

(iv) to make proper use of scarce resources
of the nation

(v) to assist in solving national problems
like poverty, unemployment, unbalanced
regional growth, etc.

(vi) to avoid monopoly and concentration

of economic power.
Expectations of General Public (Society)
Society or community expects :
(1) to protect the environment from all

types of pollution

(ii) to produce socially desirable products
in accordance with national interest and
priorities

(iii) to help weaker sections of society by
giving them preference in employment
and other fields

(iv) to improve standard of living of people
by promoting educational, medical and
cultural institutions

(v) to donate funds for charitable and
public welfare activities

(vi) to preserve social and cultural values

(vii) to respect human rights including rights
of women and children



Expectations of Stakeholders

S
_;S‘mk:'hu!dcr Stake in Business Expectations
Owners Provide capital (i) reasonable return
(Sharcholders) to business under (ii) appreciation in share value

calculated risks (iii) safety of capital _ |
(iv) information on financial position
(v) participation in policy decisions
Board of Guide and control (1) freedom to manage
Directors the working of the (i) fair remunerations
organisation (iii) dignity of position
(iv) reasonable tenure
Employees Provide physical (1) fair remuneration '
and mental effort (if) proper working conditions
(iii) opportunity for growth in carcer
(iv) social security and welfare
(v) share in profits and participation in managerme:
Suppliers Provide raw material (1) fair and timely payments
(i1) regular orders
(ii1) correct informations about financial positions
of the firm
(iv) healthy business relations
Government Regulate the (i) pay taxes and other dues regularly and in time
and regulatory functioning of (i) follow laws of the land
agencies the business in (iii) cooperate in schemes of economic and socizl
public interest development.
General Interest due to (i) optimum utilisation of resources
public contribution of (i1) avoid all types of pollution
business to the (iii) help weaker sections
local economy (iv) promote balanced regional development
(v) preserve social and cultural values.

1.6. STAKEHOLDERS ANALYSIS

As stated above, a commercial organisation
has several stakeholders, each having certain
expectations. A systematic and comprehensive
approach is required to understand the needs
of diverse group of stakeholders. Stakeholder

analysis is a modern a

pproach as it helps to

identify each stakeholders group, its expectations

and changes in their expectations over time.

Stakeholders analysis is the process of

ide

ntifying the various stakeholder groups who

have an interest (stake) in the decisions ané
activities of a commercial organisation. The
steps involved in stakeholder analysis are given
below :

1. Identifying the Stakeholders : First
of all, it is necessary to identify the internal
and external stakeholders of 4 commercial
Organisation. Interna] stakcholders consist of
employers (owners and managers) and employees
F)f the organisation. External stakeholders
include customers, suppliers, business associates,
Government ang the general public. |



5. Mapping Stakeholders Relationship :
is prepared to depict the diverse
s of stakeholders. This map, known as
group keholder Relationship Map, illustrates
the S,r‘:ious groups with which a commercial
thea:l?sation interacts. It must take into account
ohl'f interests of these groups in the course of
:ts functioning. This map enabl.es [ht? managers
petter understand the relationships among
zf;rious stakeholders on specific issues and

A map

problems.

3. Understanding ‘Stakeholders’ Coalitio.n -
vVarious groups of stakeholders may combine
to provide support to the enterprise. Bqt they
may also combine to bloclf the working of
the enterprise when their interests are not
protected by the owners and managers. It is,
therefore, necessary that managers understand
how stakeholders may align on specific issues.
The possible coalitions of stakeholders need to be
evaluated. Moreover, coalitions of stakeholders
keep on shifting. Managers must know shifts on
stakeholder coalitions and be responsive to such
shifts. For this purpose, it is necessary to review

periodically the stake

holder map and revise
stakeholder issues

matrix.

. 4. Assessing Stakeholders Interest : The
mterest or stake of ever
different. Mana
interests of v

y stakeholder group is
8Crs must assess the different
arious shareholders. Without such
an assessment and undcrstunding. it is not
possible to meet the ¢xpectations of stakeholders.

S. Judging Stakeholders’ Power : Different
stakeholder groups have different types of power.
Shareholders (owners) have legal power to vote
on major decisions of the company. They try
to protect their interest through voting power.
Customers, suppliers and dealers exercise
economic power on the activities of a commercial
organisation. Government and regulatory
agencies exercise political power.

6. Deciding Priorities of Stakeholders :
Different stakeholders have different priorities
regarding an issue or problem. They may not
be equally interested and involved in all issues.
Managers must understand the priorities of each
group of stakeholders on every issue separately.

SUMMARY

D o W N =

Stakeholders mean all those groups which have a stake in a business firm.
Shareholders are one type of stakeholders.

Customers are another type of stakeholders.

Shareholders, managers and workers are internal stakeholders.

Creditors, suppliers, Government and society are external stakeholders.
Every stakeholder group has certain expectations from a business.

EXERCISES

SHORT ANSWER QUESTIONS
1. Define the term ‘stakeholders’.

O ~N oL bW N

What is stakeholders analysis?

Distinguish between ‘stakeholders’ and ‘shareholders'.

Who are the stakeholders of a commercial organisation?

What do You understand by internal stakeholders?

What do you mean by external stakeholders? .
State any two expectations of the Associates from a business enterprise.

[ICSE 2012)

[ICSE 2017]

[ICSE 2005
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9. Mention any two expectations of suppliers from a business organisation. [ICSE 2017
10. State any two expectations of shareholders from a business concern. [ICSE 2007"
11. Distinguish between internal and external stakeholders. [ICSE 2009, 2017
12. State any two expectations of compelitors from a business concern. [ICSE 2013
13. Distinguish between a shareholder and a creditor. [ICSE 2015:
14. State any two expectations of the Government from a business concern. [ICSE 201y

(ICSE 2014

15. Distinguish between shareholders and customers.
16. State any two expectations of the general public from a business organisation.
[ICSE 2011)

LONG ANSWER QUESTIONS
1. Distinguish between stakeholders and customers. [ICSE 2015
2. Explain the expectations of internal stakeholders in a commercial organisation.
3. Explain the expectations of the Government from a business organisation. [ICSE 2017]
4. Discuss the expectations of customers and business associates.
5. Explain the expectations of employers and employees as stakeholders in a commercial
organisation.
6. Explain the conflicting needs of the stakeholders of a company. [ICSE 2008]
7. Give any five points of difference between stakeholders and customers of a company.
[ICSE 2009
8. Give any five expectations of employees from a business enterprise. [ICSE 2011]
9. Differentiate between shareholders and creditors as stakeholders of a commercial
organisation. [ICSE 2013
10. Write any five expectations of the General Public or Society from a Business Enterprise.
[ICSE 2014]
11. Give any five expectations of creditors from a business enterprise. [ICSE 2015

ASSIGNMENT/PROJECT WORK

The Chairman of Fine Textiles Corporation faces a serious dilemma. His employees are demanding
e increase of 10% over present wages. Since profits are expected to be very small
uld not accept another increase in costs unless

an average wag
even at present cost levels, the management wo
prices are raised. Consumer groups, however, are pressing the firms to keep their prices at current

e Chairman wonders what to do in such circumstances. Advise him. What do you think

levels. Th
should be the most socially responsible decision in this situation?

QUESTION BANK

Who is a stakeholder in a Commerical Organisation?

Q.1.
Ans. Any one who has a stake (financial interest) in a commercial organisation is a stakeholder.
Q.2. Classify the six stakeholders of a firm into internal and external stakeholders.

Ans. Internal Stakeholders : Shareholders, employees
External Stakeholders : Creditors, suppliers, government, and society.

Q.3. Why customer is not a stakeholder in a firm?
Ans. A customer is not a stakeholder in a firm because he/she does not have a stake or financial

interest in the firm.
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_ Explain the expectations of customers from a firm.
_ Expectations of customers from a firm are as follows :
(i) Good quality products or services
(i) Reasonable prices
(iii) Cash receipts for the goods purchased
(iv) Fulfilment of guarantee / wai'rant;/
(v) Prompt and efficient after sale service in case of durable products

Q.4
Ans

Explain the conflicting needs of the stakeholders of a company.

The needs and expectations of different s :
?nother. For example, .when the prices O;a:(::;olr(rj]zl;zrir:lg ::dln conflict with one
increase, onst of production goes up. The company has to ‘increa it “.mrkers
othenms_e it may not be able to maintain return to shareholders. But cusf g e
to remain constant. Workers demand increase in wages. Mana.gements Cf.‘rmers s o,
maintain a balance between the needs and expectations of various Sta?ceiofggspany has to

Q.5.
Ans.

Q.6. Distinguish between Primary stakeholders and Seconday stakeholders
(i) Primary stakeholders have closer '
. ; and more frequent i - :
commercial organisation than secondary stakeholders. ) SRS R e

(i) Owners, employe.e-s, creditors, dealers and supplies are primary stakeholders whereas
government, media, local community and general public are secondary stakeholders.

Ans.
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Difference between Marketing and Sales

e to understand :

Difference between Products and Services

In common language, the term ‘market’
is used to refer to a place where buyers and
sellers actually meet to buy and sell goods and
services. However, in the real sense, market
means a group of buyers and sellers interested in
exchanging goods and services for money. For
example, all those persons who want and can
afford to buy a car will constitute the market
for cars. Due to paucity of time it is always
not possible for the consumers to approach the
seller. As a result, seller discovers novel means
of reaching out to the consumer through various
means of communication like fax, phones, SMS
and mass media like Radios, Television and the

Internet.

According to Philip Kotler, “A market
is the set of all actual and potential buyers
of a product.” In the words of Prof. Jevons,
“A market means a body of persons who are
in intimate business relations and carry on
extensive transactions in any commodity.”
According to Clark and Clark, “A market is a
centre in which the forces leading to exchanges
of title to a particular product operate and
towards which and from which the actual goods
tend to travel.”

10

Thus, a market is the aggregate of the
measures, activities and attitudes of buyers and
sellers which influence the demand for a product

or service.

2.1. MEANING OF MARKETING

There are two approaches to marketing
—_ traditional (product oriented) and modern
(consumer oriented).

Traditional Concept — According to the
traditional approach, marketing is the process
by which goods are made available to the
consumers by the manufacturers. It involves
transfer of goods and services from producers to
consumers for value. In this approach marketing
begins after the goods are produced and ends
with their sale. Thus, the traditional approach
focuses merely on the physical process of
distributing goods and services.

Modern Concept — According to the
m.odern approach marketing means sensing,
stimulating, servicing and satisfying the needs
and wants of present and potential customers in
more efficient manner than the competitors. The
main task of the organisation is to determiné
and satisfy the needs and wants of consumers.
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According to0 Philip Kotler, “the marketing
concept is a customer orientation backed by
integrated marketing aimed at generating
customer satisfaction as the key to satisfying
organisational goals.” Target market (the
customers who are likely to buy the product),
customer satisfaction, coordination (between all
departments) and profitability are the elements
of modern concept of marketing.

Elements of Modern Concept of Marketing :

(i) Target Market : The customers
who are likely to use the product/
service constitute the target market.
The product/service should be designed
and developed keeping in view the
needs and wants of the target market.

(ii) Customer Satisfaction : Modern
marketing seeks to satisfy customers
through right product at right price,
at right place and efficient after-sales
service.

(iii) Integrated Marketing : Marketing
activities are coordinated with the
activities of other departments to
achieve customer satisfaction.

(iv) Profitability : The focus is on achieving
the long term goals of profitability and
growth through customer satisfaction.

Some popular definitions of modern
marketing are given below.

According to William Stanton, “Marketing
is a total system of interacting business activities
designed to plan, price, promote and distribute
want satisfying goods and services to the benefit
of present and potential customers.”

In the words of Philip Kotler, “Marketing
is 2 social and managerial process by which
individuals and groups obtain what they
need and want through creating, offering and
exchanging products of values with others.”
~ According to H.L. Hansen, “Marketing
Is the process of discovering and translating
consumer wants into products and services and
then in tum making it possible for more and

11

more people to enjoy more and more of these
products and services.”

These definitions reveal the following
characteristics of marketing.

Y. Marketing is an integrated process :
Markf.:tmg is not a single activity. It is rather a
coor@mation of several inter-related activities.
The interaction between different activities gives
a unique character to marketing. Marketing is a
managerial process in so far as it involves the
functions of planning and control. Marketing is
also a social process as it is concerned with the

satisfaction of human needs.

2. Marketing is customer oriented :
Marketing exists to identify and satisfy the
wants of present and potential consumers. It
starts and ends with the consumer. Customer is
the focus of all marketing activities.

3. Marketing is a system : Marketing is a
system comprising several sub-systems. Under
marketing inputs (information about customers)
are drawn from the society (supra system) and
converted into outputs (want satisfaction) which
are supplied to the society.

4. Marketing is a part of total environment :
Marketing operates within the framework of
total environment which comprises economic,
social, legal, political, international and other
forces. Changes in the environment influence
marketing activities. Marketing is,l thf:rcfore, a
dynamic process as it keeps on adjusting to the
changing environment. |

5. Marketing is creative : Marl_ceftfng
creates time, place and possessior} utilities.
Time utility is created by preserving goods
for use in future. Place utility is created by
carrying goods to places where lhf:y arc.n'eed;d
most. Marketing creates pogsessnon utility by
transferring products and services from producer
to customer. Exchange process be'tween blfycr
and seller is the essential element 1n markcu?g.

6. Marketing is goal-oriented : Marketing
seeks to achieve begeﬁts for both b;:y‘el;
and seller. It results in mutually beneficia




relationship by satisfying wants of customers
and by generating revenue for the seller.

fl.}\flarketing is an art as well as a science :
Satls.iymg human wants is an art requiring
continuous practice. It involves application
of knowledge and skills to create utilities for
Poth buyer and seller. Marketing is a science
in the sense that it contains an organised
body of knowledge borrowed from economics,
psychology, sociology, anthropology, law and
other disciplines. Marketing is, therefore, inter-
disciplinary in nature.

8. Marketing is wider than market :
Market implies potential buyers and sellers of
a product or service. Marketing consists of not
only the buyers and sellers but all institutions
and activities involved in planning, pricing,
promoting and distributing want satisfying
products and services.

9, Marketing is pervasive : Marketing 18
required in business as well as in social and other
organisations. In non-business organisations,
marketing is necessary for spreading socially
useful ideas and programmes of family planning,
adult education, communal harmony, national
integration, environmental protection, etc. Such
marketing is called social marketing.

5.3. OBJECTIVES OF MARKETING
The main objectives of marketing ar¢ as

follows :

1. Creation of Demand : A business firm
can sell goods and services only when there are
customers willing to buy them. Therefore, the
first purpose of marketing is to create demand
for goods and services. For this purpose,
marketing finds out the needs and preferences

of customers. Then advertising, personal selling,
sales promotion and other methods are used to
create demand and to persuade customers to buy.

2. Customer Satisfaction : Modern
marketing is customer oriented. Today, all
marketing activities begin and end with the
customers. The focus is on selling satisfaction
rather than on selling a specific product or
service.

12
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3. Market Share : Every business firm
sceks to have a reasonable share of the total
demand. In a competitive market, aggressive
selling efforts are necessary to make products
and services popular. Good quality goods are
offered at reasonable prices to capture a large
share in the market.

4. Profitability and Growth : Marketing
seeks to achieve long-term goals of profitability
and growth by satisfying the wants of customers.
In order to survive and grow, a good business
must create and satisfy customers. If the
customers are not satisfied, business will fail to
earn and survive. T herefore, modern marketing
begins and ends with the customers.

5. Goodwill : Marketing aims at building
the reputation of the enterprise over a time. The
enterprise attempts to earmn a name for itself and
build its position in the market by selling quality
products at reasonable prices, and through
efficient after sales services.

6. Standard of Living : Marketing aims
at improving the living standards of people by
(a) providing 2 wide variety of products
and services (b) supplying new and better
quality products (c) creating more employment
opportunities.

2.3. IMPORTANCE OF MARKETING

Marketing offers the following benefits.

1. Generation of Revenue : Marketing
is the only source from which business can
generate revenue to meet its expenses and
to earn profits. The survival and growth of 2
business enterprise depends on the effectiveness
and efficiency of marketing.

2. Customer Satisfaction : Marketing helps
to identify and satisfy the needs and wants of
consumers. Modern marketing begins and ends
with the customers.

3. Employment Generation : Marketing
offers challenging and rewarding jobs to @
large number of persons. It also generates
employment in production by enlarging the scal¢
of distribution and production.



4. Higher Standard of Living : Marketing
is helpful in improving the standard of living
of peop]e by offering a wide variety of goods
and services with freedom of choice. It has
modernised the living standards of people
through the supply of quality products at

reasonable prices.

5, Large Scale Production : Marketing
makes mass selling possible and thereby
facilitates large scale production. Economies of
large scale production help to reduce the cost of

production per unit.

6. Economic Development : Marketing gives
a boost to transportation, banking, insurance,
warehousing and other economic activities.
It makes the economy strong and stable by
balancing production with consumption. In fact,
marketing is the kingpin that keeps the economy

moving ahead.

7. Foreign Exchange Earner : Marketing
helps in exploring foreign markets and in
exporting goods and services. It is through
marketing that a country carns valuable foreign

exchange.

8. Creation of Utilities : Marketing includes
all activities involved in the creation of place
utility, time utility and possession utility. Place
utility is created by making goods available at
the places where they are needed. Time utility is
created by making goods available at the right
time. Possession utility is created when goods
are transferred to those who need them.

2.4, DIFFERENCE BETWEEN
MARKETING AND SALES

Quite often marketing and sales are used
as interchangeable terms. In fact marketing 18
a much wider term than sales. Sales refers to
the activities involved in obtaining orders from
customers and directing the flow of goods and
services to them. It involves transfer of ownership
and possession of goods and services.

The main points of difference between
marketing and selling are as follows.
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and delivering the
product-oricmcd. whils
oriented. Selling begins
because it 1 concerned with s
produccd. Marketing, on lhlv CORLTALN, _
before the pmduvtim\ evele i onfer W uiy
customers’ wants. Selling comes 0w vint win
the delivery of the produet e (he custvmer S

the OUOCE Daihd,

products (o thewy Sothng
hile markeling I8 QUAIQIN-
afler the producigs,
ale of 2awis AN
‘\\.‘5.‘,'::.\

"3

e e i e M

=+
niti
‘nte

ami

Qui



marketing continues even after sale so as 1o
pmvidc after-sale service, Selling concentrates on
increasing the sales volume, whereas marketing
concentrates on satisfying the customer, “Selling
focuses on the needs of the seller, marketing on the
needs of the buyers, Selling is preoccupicd with
the seller’s need to convert his product into cash,

marketing with the idea of satisfying the needs of
the consumer by means of the product and the
whole cluster of things associated with creating
delivering and finally consuming it.” 7

Thus, marketing is a much wider term
embracing sclling which merely involves
promotional activitics.

Starting Focus Means Goals

Point
Selling Factory Products  Selling and  Profits through
concept promotion sales volume
Marketing Target Consumer ~ Integrated Profits through
concept market needs marketing customer satisfaction

Table : Distinction between Marketing and Selling

Selling vs. Marketing

Basis of Distinction

Marketing

Selling

—

Identifying and satisfying wants.

Exchanging goods for moncy.

. Meaning
2. Objective

Ensuring growth and stability of
the firm — long term goals.

Maximising profits through increase
in sales volume — short term goals.

3. Orientation

Customer oriented, let the seller
beware.

Production oriented, let the buyer
beware.

Wider in scope includes selling.

Narrow in scope part of marketing.

4, Scope
5. Beginning and

Begins before production and
continues after sale.

Begins after production and ends with
sale.

———

end

External, on customer’s needs.

Internal, on seller’s needs.

6. Focus
7. Demand

Involves creation and
maintenance of demand.

Presupposes existence of demand.

New and modern concept.

Old and traditional concept.

I—

%. Growth
9. Approach

Integrated approach for achieving
long-term goals.

Fragmented approach for immediate
gain.

B

10. Process

Converting customers needs into
products and services.

Converting products and services
into cash.

BN

11. Nature of activity

Philosophy and attitude.

Routine and tactical,
el

14



,5. MEANING OF PRODUCT

In the narrow sense, a product means a
set of tangible and physical attributes (such
as materials, colour, design, size, weight, etc.)
assembled 1n an identifiable form that a seller
offers to the customers for sale. For example, a
ball pen is a product consisting of plastic, metal,
ink and other components.

In the broad sense, a product 1s much more
than a set of physical attributes. It consists
of a bundle of benefits which will provide
satisfaction to the consumer. In addition to
physical attributes it comprises added values
such as package, brand name, label and goodwill
of the producer. A customer who purchases a
car buys not merely the physical object but also
acquires brand name, warranty and prestige.
Thus, a product may be defined as a set of
tangible and intangible attributes offered by
the seller to the customers. The psychological
aspects of a product (the way consumers
perceive a product) is more important than the
physical characteristics. For example, when a
consumer buys a bathing soap he is buying good
complexion rather than some chemicals.

The features of a product are given below :

1. Tangibility : A product is tangible. It
is made of certain physical attributes such as
shape, size, etc. It can be seen, touched and felt.

2. Associated Attributes : In addition to
physical features, a product has certain attributes
which help customers to distinguish it from
other products. Package, brand name, warranty,
etc., are such associated attributes.

3. Life Cycle : Every product has its life
cycle which consists of introduction, growth,
maturity and decline stages.

4. Exchange Value : A product has some
value which can be measured in terms of money.

5. Need Satisfaction : Every product is
meant to satisfy some human need.

2.6. DIFFERENCE BETWEEN PRODUCTS
AND SERVICES

,,S.e”’ices refer to those intangible benefits,
utilities and satisfactions which are offered for
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sale. Transportation, comm unicatio

mnsurance, warchousing
for ¢

n, banking,
and advertising are
e v . sing are
= pmfl;lpllc,, c;:mmdcrcd services. ,f'&(:ti\.fiticsT
sstonals such as l
S S doctors, lawyers
chart - i ’ e
ered accountants, engineers, architects an(i
consultants are also services
. Services being intangible, they cannot be
: en, touched and stored for use in future
crv1.ces cannot be separated from the service
prowdeL:. The quality of service cannot be
standardised or made uniform all the time

follos\ssfv:lces may be broadly classified as

1.. Commercial Services : These include
services provided by traders (wholesalers,
re?allers, brokers, etc.), transporters (roadways,
railways, airways and shipping), communications,
banks and financial institutions, insurance
companies, repairs and maintenance firms,
warehouses, advertising agencies, hotels, etc.

2. Professional Services : These services
are provided by doctors, lawyers, engineers,
auditors, consultants and other professional
experts.

3. Personal Services : These services
include tailoring shop, beauty parlour, laundry,
amusement parks, cinema house, theatre, shoe
repairing, guest house, etc.

4. Public Utility Services : These refer
to services rendered by post and telegraph
department, police, fire brigade, military,
schools and colleges, water and electric supply
undertakings, sanitary service, courts, hospitals,
etc.

There are several differences between
and services. A product is identifiable
can feel its presence in many ways. But
a service cannot be identiﬁegi. For ex'cample, a
cab is a product but hiring it is a service. A c:llb
can be identified but not its service. Second y;
in buying a product the .buyer obtains an ass:n
whereas in buying 3 service the buyer mncurs

hen you stay in a hotel,
expanists Ba exampl'e, " tf experience of a
you take away nothing but the €xp

night,S stay.

products
and one
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In the marketing of services, certa
f

Many services are the outgrowth of the
marketing functions such as transportatiqy,
l!

sales of certain products. For example, when a

cab is sold, the buyer needs financial assistance,
insurance and repair services.

warchousing and inventory contro] are not
needed, but these functions are essential ip the
marketing of products. d

Distinction Between Products and Services

—

Basis of Distinction

Products

Services

1. Tangibility Fully tangible

(a) Can be felt and touched
(b) Can be fully standardised

Intangible, may have phy_s;;;}q
evidence.

(a) Cannot be touched

(b) Cannot be standardised

Inseparability of
buyer and seller

Fully separable, remote
transactions are possible

Not separable, remote transactions
not possible

Quality

Can be measured and controlled

Difficult to control and measure

Inventory Can be stored

Cannot be stored

Sensitivity to time

Low sensitivity, e.g., a soap can be
bought in advance of need.

Highly sensitive, e.g., doctor’s
services are needed when there is
a patient

Risk

Product can be replaced.

Service delivered cannot be
replaced.

7. Customisation

Increases costs and restricts sales

Increases customer delight

Market relationship
transaction

Product and brand are the focus of

A very important link

Main strategy in product marketing

People are equally important

9. Brand
10. Perishability Usually durable Usually perishable
11. Ownership Transferable Not transferable

A product can be differentiated from a
service on the following grounds.

1. Tangibility : A product is tangible as it
can be seen, tasted, and touched. On the other
hand, a service is intangible because it cannot
be seen, tasted or touched. Therefore, a product
can be checked before purchase while a service
cannot be checked before purchase.

2. Perishability : A product is durable and
it can be stored. For example, a showroom can
store twenty cars which could not be sold this
year. But a service is perishable and cannot be
stored. If a bus which can carry forty passengers
has only thirty passengers, then the service
meant for ten seats perishes.
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3. Ownership : When one buys a product
one becomes its owner. For example, when you
buy a car the ownership of the car is transferred
from the seller to you. But when one buys 2
service one does not become its owner. For
instance, if you hire a taxi there is no transfer
of ownership from the seller to you.

4. Inseparability : A product can be
separated from its producer. For example, the
producer of a car need not be present when the
car is sold to a customer. But a service cannot
be separated from the service provider. For
example, when you travel by a taxi, the taxi
driver has to be present.
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5. Homogeneity : In case of a standardised
: h unit of the product is a perfect
cubstitute for :motlycr. It is imposs'iblc to
;_ﬁﬂ‘crcn[ialc one unit from oth.cr units, F9r
example, when you bl_ly a Mﬂ[-'llll car you will
get the same quallty. irrespective of the place
of purchase. But services are not homogenco.us.
For example, you may n-ot get thf: same service
quality cach time you hire a taxi. Services are
highly variable. A patient may not get the same
lrchan;wm in a village hospital which he can get
in a metro hospital.

6. Technology : A product is technology
based whereas a service is person based. For
example, the quality of a car is dependent
largely on production technology but the quality
of its repair is dependent largely on the skill of
the mechanic.

7. After-Sale Service : Consumer durable
products such as cars, scooters, air conditioners,
TV sets, refrigerators, etc., require repair and
maintenance facilities after their sale. But no
such facilities are required in case of services.

8. Participation : Customers do not
participate in the process of manufacturing
products. But customers participate in the
production of services. For example, when a
car is manufactured the customer need not be
present in the factory. But when he hires a taxi
he has to be present in the taxi.

9. Marketing Mix : In case of products,
marketing mix consists of four elements —
Product, price, place (distribution) and promotion.
But in case of services, marketing mix consists
of tbree additional elements — people (who
:;g‘e’lfe Sft’f"ice), pl}ysical evi.dence-(the tangil_:le
, proiig dtl:n’T environment in w.luch a service
il ke , le., ﬁfrmture, interior decoration,

ery used in a restaurant) and process

(a series of . : s
) steps 1nvolved in providing a
S€rvice), P £

product, ¢a¢

2.7 MEANING OF PRICING

Th et e
a by © term "price’ denotes the money value of

duc : .
tor service, It is the armount of money
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a seller is asking for the product or service he

ofters for S.ale or the amount which buyers are
to pay for it. According to Clark. "The pri ¢
an article or service is its market \;a] Sl
. ue expressed
Interms of money." 1t reflects the worth of a
prf?-d ;Ct or service and the amount of money for
:u}:g ccl::'t;?: ::rj:::;ag;gz In practice, a person

cilities along with the
product and the price which he pays represents
the amqunt of money paid for a product and
the services accompanying it. Therefore, price
may be‘ defined as the amount of money which
Is required to acquire in exchange a specific
assortment of product and its accompanying
services. Pricing is the process of translating
the value of a product or service in terms of
money. It involves not simply the determination
of a base price but the terms and conditions of
sale, e.g., transportation costs, mode of payment,
discounts and allowances, etc.

Price is an important element in the marketing
mix of a firm and affects other components of
the marketing mix. The quality of a product, the
services supplied alongwith it, the channel of
distribution and the promotional effort depend
greatly upon the price. Price is fundamental to all
marketing efforts. It is the regulatory mechanism
by means of which the seller and the buyer come
to a mutually satisfactory understanding. Price
determines largely the sales volume and profit
margins. Price structure affects the competitive
position and market share of the firm. A firm
cannot succeed if its prices are too low or too
high. Prices are important from the point of view
of consumers and sellers. To the consumer, price
determines his purchasing power f”fd Sta“df‘r,d of
living. Consumers take theif buying decxsmns‘
and allocate their income with the help of the

ricing, there can be no marketing as a s -
n the buyer and the seller agree
place only e : enue which the
on price. Price determines the r'cv
seller generates from the market. . o

In a free enterprise econo'mly, prices detenll:t e

the volume of economic activity. Price regu

I SRR S R N



production, distribution and consumptlol? in
the ecconomy. Prices of goods and services
determine largely the prices paid to various
factors of production in the form of wages,
interest, rent and profit. Price mechanism also
influences the allocation of resources and. Fhe
level of employment in the country. Competition
on price weeds out the inefficient ﬁrm§ a.nd
compels the remaining ones to maximise
efficiency. Pricing is also a difficult function
of marketing as it involves the consideration
of several intangible and interrelated factors.
Prices depend not only upon the market forces
of demand and supply but are also regulated
by management and the government. Sound
pricing requires intelligent judgement on market
conditions and customer relations. Pragmatic
pricing decisions require upto date knowledge
of trends in sales and demand.

2.8 OBJECTIVES OF PRICING

Pricing is not an end in itself but a means
to achieve marketing objectives of the firm.
Therefore, the pricing strategy of a firm should
be designed to achieve specific objectives. Like
other operating objectives, the objectives of
pricing are derived from the overall objectives
of the firm. The basic objectives of a firm are
survival and growth, The objectives of pricing
should be clearly defined because without clear-
cut objectives, a sound price structure cannot be
developed. In practice, very few firms define

their pricing objectives in unambiguous terms.

The specific objectives of pricing may vary
from firm to £

‘ m and even for the same firm
at different points of time. Most firms have
multiple pricing objectives. The main objec

of pricing followed by different firms a
follows:

tives
re as

I. Target Rate of Return

N

distribution. An estimate is made of (] prof
required to yield the expected rate to reqyp, oy
the long run. Prices are so set that the (o) sal,
revenue exceeds the total costs by the Cstimgy
profit amount. In other words, this Ubjﬁcti\,e
leads to cost plus pricing.

Let us take an illustration. Suppusc‘:i
company has total investment of ¥ 5 laky
and secks to earn 30% (before tax) retum o
investment. It expects to sell 20,000 uniyg ang
the total cost per unit is T 50. The price per yy
can be calculated as under:

Total cost of a 20,000 units @ ¥
<50 per unit = 10,00,000

30% (before tax) return

on ¥ 50 lakh = 15,00,000

Target sales revenue = 25,00,000
Price per unit _ 25,00,000
20,000
= %125

Target return on investment is a long term
objective. It ensures a reasonable return to the
investors. Secondly, it does not lead to public
criticism. Thirdly, the rate of return can be
used to evaluate and compare the performance
of different products of the firm. Fourthly, i
provides a measure of restraint and a guideline
for judging improvement in a new product line.

However, target return pricing may no
be feasible in all conditions. This goal can be
achieved by firms which are industry leaders of
which sell in protected markets. Some firms may
attempt to achieve target return on sales during
the short run, They set a percentage mark-up on
sales which is sufficient to cover operating costs
and the desired profit. In such cases, the rate of
profit would remain the same, but the amount
of profits would vary with the number of units
sold. The target rate of retur differs from firm
to firm depending upon the cost of capital and
the actual market conditions in (he industry.
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! :ce Stability exan{ple, ﬁm}s -
| 2. Price® bjective, a firm seeks to cut or  washing machines, S
| I-n t]“S'C;iéal pricé fluctuations and to avoid @ larger share of the growj .
eli.mmate C}';he aim is to live and let live. This 4. Meet or Preven g
pnce-warse-d in an industry having a few firms.
goal ¥ ;]isopolistic situation where one firm is
. anb? gnd all others are small, the big firm
. lgth:: price leader and other firms follow
- ]ils;he firms try to avoid price wars. No firm
?t' p:'l[in to cut its prices for fear of retaliation
;,;‘:)haergﬁnns. In order to avoid ﬂu'ct:uations n
prices, they may even forgo maximising pro.ﬁts
during the period of scarce s:upply Or prosperity.
This objective is followed in case of prodl:lcts
which are vulnerable to price wars are advertised
at the national level. Price stability helps in
planned and regular production in the long run.

However, it may create rigidity in pricing. - 5. Profit Maximisation

3. Market Share Firms pursuing this objective try to eam as
Market share (sales of a firm in relation to  much money as possible. Small and lir.tle known

those of competitors) is a very meaningful mark  firms may try to charge as m}lch price as the

for measuring the market position or success. customer can bear. Due to hl.gh proﬁ_ts. new

This pricing objective is followed by operating  entrepreneurs will be attracted into the industry

in an expanding market. When the market has  and prices will come down in the long run.

a potential for growth over eamning a reasonable Traditionally, profit maximisation is

retum on investment may be declining if its  considered to be the objective of pricing. But
market share maintained. Therefore, maintaining  maximisation of profit may not be a pragmatic
Or improving the market share is a more objective due to cut throat competitioq and
worthwhile objective in growing markets. For  growing focus on social obligations of business.

t Competition
In a market characterj

AN established
astically to prevent
a market. Some firms
10 maintain the status
This objective may also

firm may cyy prices dr
competitors from entering
match competitors' prices
quo within an industry.
be adopted while introducing A new product.
Sometimes a company adopts below cost pricing
to fight competition. Byt in the long run fim

cannot survive by charging less than the total
cost of product.

SUMMARY

1 Marketing s the Process of satisfying the wants of customers through gpproEﬁate products
and services. It is & customer oriented, integrated and goal-oriented philosophy.

2. Marketin
Profitap|

; chieve
g seeks to create demand, to satisfy customers, to increase marketlzhares, toa
® 9rowth, to build goodwill and to raise standard of living of people.

Markeﬁng Is @ wider term than selling.

’ i le.
% compared 1o Product, a service is intangible, perishable and inseparab |
. Pricing ; . ct or service.
™ Piing is e Process of deciding the price customers will pay for a produ
Target et

i aximisation are
ts obiecr - Price stability, market share meeting competition and profit m
S objectives.
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EXERCISES

SHORT ANSWER QUESTIONS

8.

N B0 N

Define marketing.
Give two objectives of marketing.
Give two differences between marketing and sales.

Distinguish between a product and a service. (ICSE 200, 20!‘
Why is pricing, a marketing activity, considered a difficult task? (ICSE 2&-:
State any two objectives of marketing. (ICSE 2,
State any two characteristics of a service. (ICSE 2@

What is meant by pricing?

LONG ANSWER QUESTIONS

1

o0 R LN

Briefly explain any five objectives of marketing. [ICSE 2014, 2
Distinguish clearly between marketing and sales.

What is a product? Explain the difference between products and services.

Explain various objectives of pricing.

“Marketing is customer-oriented whereas selling is producer oriented.” Explain.
Marketing is essential for the success of a business organisation. Give five reasons to supy
your answer. [ICSE 20

ASSIGNMENT/PROJECT WORK

Meet the owner/manager of a business firm selling some service. Enquire from him the unix
characteristics of the service sold. What special problems the firm is facing because it is selling
services rather than a product? On the basis of your discussion what conclusion do you form?!
selling a service more difficult than selling a product?

Q1.
Ans.

Q.2.
Ans.

Q.3.
Ans,

QUESTION BANK

Why marketing is called a system?

Marketing is called a system because it draws inputs (information about customers) &
converts them into outputs (want satisfying products and services). Marketing system const
of several subsystems which are closely interrelated.

State any two objectives of marketing.

Two objectives of marketing are as follows :

(i) To create demand (ii) To satisfy customers

113 . . &
Marketing is consumer oriented whereas selling is seller oriented.” Explain.

x:;l.(et.mg seeks to gain profits through customer satisfaction whereas selling seeks'
Whelrr:tsetgroﬁts. Tt.1e former is based on the maxim caveat vendor (let the seller bewa
as the later is based on the maxim caveat vendor (let the buyer beware). The!

marketing focusses on the needs and i i
expectations of custom ell®
focusses on the need of the seller to earn money. s TR e, ¢
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