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CHAPTER ONE 

 

 BASIC CONCEPTS OF STRATEGIC MANAGEMENT 

 

 

SUMMARY OF KEY POINTS 

 

 •  Strategic management starts with three key questions: (1) Where is the organization now?  (2) If no 

changes are made, where will the organization be in a few years?  (3)  If the answers are not acceptable, 

what specific actions should management undertake? 

 

 •  Strategic management is that set of managerial decisions and actions that determines the long-run 

performance of a corporation.  It includes environmental scanning, strategy formulation, strategy 

implementation, and evaluation and control. 

 

 •  Strategic management in many organizations tends to evolve in four phases from basic financial planning 

to forecast-based planning, to what people refer to as strategic planning (strategy formulation only), and 

finally to full-blown strategic management (including implementation and evaluation and control). 

 

 •  Research reveals that companies engaging in strategic management tend to outperform those 

organizations which do not. 

 

•  Strategy formulation is typically not a regular, continuous process but is often initiated by triggering 

events, such as a new CEO or a performance gap. 

 

 •  The strategic management model proceeds from environmental scanning to strategy formulation 

(including establishing mission, objectives, strategies, and policies) to strategy implantation (including 

developing programs, budgets, and procedures) to evaluation and control.  This model is made action-

oriented through the strategic decision making process depicted in Figure 1.3.. 

 

•  A large corporation tends to have three levels of strategy (corporate, business, and functional) which 

form a hierarchy of strategy. 

 

 •  Strategic decisions are rare, consequential, and directive.  

 

 •  Top managers tend to use one of three modes of strategy formulation: entrepreneurial, adaptive, planning, 

or logical incrementalism. 

 

  

SUGGESTED ANSWERS TO DISCUSSION QUESTIONS 

 

1. Why has strategic management become so important to today's corporations? 

 

Research indicates that organizations that engage in strategic management generally outperform those that do not.  

The attainment of an appropriate match or fit between an organization's environment and its strategy, structure, and 

processes has positive effects on the organization's performance.  A firm cannot afford to follow intuitive strategies 

once it becomes large, has layers of management, or its environment changes substantially.  As the world's 

environment becomes increasingly complex and changing, strategic management is used by today's corporations as 

one way to make the environment more manageable. 

 

 

 

 

2. How does strategic management typically evolve in a corporation? 
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Strategic management in a corporation appears to evolve through four sequential phases according to Gluck, 

Kaufman and Walleck.  Beginning with basic financial planning, it develops into forecast-based planning, and then 

into externally-oriented planning, and finally into a full-blown strategic management system.  The evolution is most 

likely caused by increasing change and complexity in the corporation's external environment.  The phases are thus 

likely to be characterized by a change from primarily an inward-looking orientation in the first phase to primarily an 

outward-looking orientation in the third phase, and to a more integrative orientation in the final strategic 

management phase with equal emphasis on both the external and internal environments. 

 

3. What is a learning organization?  Is this approach to strategic management better than the more 

traditional top-down approach in which strategic planning is primarily done by top management? 

 

Traditional top-down strategic planning assumes that top management has all the information and knowledge 

needed to properly understand the firm’s external and internal environments and to formulate and implement 

strategic plans.  This approach may be appropriate when the organization is in a stable and fairly simple 

environment, but not when the situation is complex and quickly changing.  Increasing environmental uncertainty 

means that corporations must develop strategic flexibility—the ability to shift from one dominant strategy to 

another.  It also demands that the company become a learning organization: an organization skilled at creating, 

acquiring, and transferring knowledge, and at modifying its behavior to reflect new knowledge and insights.  

Learning organizations avoid stability through continuous self-examination and experimentation. People at all 

levels, not just top management, are involved in strategic management: scanning the environment for critical 

information, suggesting changes to strategies and programs to take advantage of environmental shifts, and working 

with others to continuously improve work methods, procedures, and evaluation techniques.   

 

4. Why are strategic decisions different from other types of decisions? 

 

Strategic decisions deal with the long-run future of the entire organization and have three characteristics which 

differentiate them from other types of decisions:  (1) They are rare.  Strategic decisions are unusual and typically 

have no precedent to follow; (2) They are consequential.  Strategic decisions commit substantial resources and 

demand a great deal of commitment; (3) They are directive.  Strategic decisions set precedents for lesser decisions 

and future actions throughout the organization.  

 

5. When is the planning mode of strategic decision making superior to the entrepreneurial and adaptive 

modes? 

 

The planning mode is generally superior to the entrepreneurial and adaptive modes when the organization is fairly 

large, when knowledge is spread throughout the organization, and when the organization has at least a moderate 

amount of time to engage in strategic planning.  The book proposes that the planning mode is more rational and thus 

a better way of making most strategic decisions than are the other modes.  It may not, however, always be possible.  

The entrepreneurial mode can be very useful when time is short, one person or group is able to grasp the essentials 

of the business and its environment, and that person or group is able to influence the rest of the organization to 

accept the strategic decision.  The adaptive mode is generally not considered to be very effective in most situations, 

but seems to be the fallback mode when entrepreneurial or planning modes can't operate effectively because of 

political infighting or lethargy.  It is a typical mode in not-for-profit organizations. 

 

 

ADDITIONAL DISCUSSION QUESTIONS 

 

A1. What is meant by the hierarchy of strategy? 

 

The hierarchy of strategy is a term used to describe the interrelationships among the three levels of strategy 

(corporate, business, and functional) typically found in large business corporations.  Beginning with the corporate 

level, each level of strategy forms the strategic environment of the next level in the corporation.  This means that 

corporate level objectives, strategies, and policies form a key part of the environment of a division or business unit.  
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The objectives, strategies, and policies of the division or unit must therefore be formulated so as to help achieve the 

plans of the corporate level.  The same is true of functional departments which must operate within the objectives, 

strategies, and policies of a division or unit. 

 

A2. Does every business firm have business strategies? 

 

Every business firm should have a business strategy for every industry or market segment it serves.  A business 

strategy aims at improving the competitive position of a business firm's products or services in a specific industry or 

market segment.  Firms must therefore have business strategies even if they are not organized on the basis of 

operating divisions.  Nevertheless, it is still possible that some business firms do not have clearly stated business 

strategies.  If they hope to be successful, however, they must have at least some rudimentary (even though unstated) 

position they take in terms of getting and keeping customers or clients through competitive and/or cooperative 

strategies. 

 

A3. What information is needed for the proper formulation of strategy?  Why? 

 

In order to properly formulate strategy, it is essential to have information on the important variables in both the 

external and internal environments of the corporation.  This includes general forces in the natural and societal 

environment as well as the more easy-to-identify groups, such as customers and competitors in the task 

environment.  A corporation needs to have this information in order to identify a need it can fulfill via its corporate 

mission.  It is also important to have information on the corporation's structure, culture, and resources.  A 

corporation needs to have this information in order to assess its capabilities to satisfy a customer's need by making 

and/or distributing a product or service.  Information on both the internal and external environments can also help a 

corporation to predict likely opportunities and threats.  Long-term strategies can be designed with these in mind. 

 

 

MULTIPLE CHOICE QUESTIONS    (The letter after each item number is the correct answer) 

 

1B Which is NOT one of the strategic questions that an organization must ask itself?  

 

 a. Where is the organization now? 

 b. How can functional and operational areas be improved? 

 c. If no changes are made, where will the organization be in one year? 

 d. If the evaluation is negative, what specific actions should management take? 

 e. If no changes are made, where will the organization be in 10 years? 

 

2D Which of the following is NOT a characteristic of strategic decisions as mentioned in the text? 

 

 a. directive 

 b. consequential 

 c. rare  

 d. continuous 

 

3A Strategic planning within a small organization  

  

 a. may be informal and irregular. 

 b. must be elaborate to allow for future growth. 

 c. should be formalized and explicitly stated 

 d. should be done by the president only. 

 e. is unnecessary and a waste of time.  

 

 

4D An organization that is skilled at creating, acquiring, and transferring knowledge and at modifying its 

behavior to reflect new knowledge and insights 
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 a. asks if it should be or not be. 

 b. is operating in Phase 1 of strategic management. 

 c. has a mechanistic structure.  

 d. is a learning organization. 

 e. is crazy.  

 

5B Research suggests that strategic management evolves through four sequential phases in corporations. The 

first phase is 

  

 a. externally-oriented planning. 

 b. basic financial planning. 

 c. internally-oriented planning.  

 d. forecast-based planning. 

 e. strategic management.  

 

6A Research done by Henry Mintzberg suggests that strategy formulation 

 

 a. is an irregular and a discontinuous process. 

 b. should be followed unswervingly to ensure success of the plan. 

 c. is worthless.  

 d. should be reviewed after a specific interval of time to make sure it is still applicable. 

 e. is merely a checklist of actions following a logical process.  

 

7B Which of the following is NOT one the five triggering events that are the stimulus for a strategic change? 

  

 a. Intervention by the organization's bank 

 b. Entrance of a new competitor into the industry 

 c. Change in ownership of the organization  

 d. New CEO 

 e. Awareness by management of decreased profitability  

 

8B The corporate mission is best described by which one of the following? 

 

 a. A description of the activities carried out by the organization. 

 b. The purpose or reason for the corporation's existence. 

 c. A description of top management's responsibilities.  

 d. A statement of corporate objectives. 

 e. The philosophy of the founder.  

 

9A A goal differs from an objective because it 

  

 a. is open-ended. 

 b. is quantified. 

 c. specifies measurable results.  

 d. is clearly specified. 

 e. provides a time horizon. 

 

 

 

 

 

10C As defined in this course, a policy is  
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 a. the purpose or reason for a corporation's existence. 

 b. a statement of activities or steps needed to accomplish a single-use plan. 

 c. a broad guideline for making decisions. 

 d. a comprehensive master plan stating how a corporation will achieve its mission and objectives. 

 e. a statement of a corporation's programs in dollar terms. 

 

11B Which of the following is an example of an objective? 

 

 a. Diversify product line to appeal to more people. 

 b. Increase sales by 10% over last year. 

 c. Pay highest salaries to keep high quality employees.  

 d. Develop and sell quality appliances world-wide. 

 e. Divide a sales region into a group of sales districts.  

 

12A Which of the following is an example of a strategy? 

 

 a. Diversify product line to appeal to more people. 

 b. Increase sales by 10% over last year. 

 c. Pay highest salaries to keep high quality employees.  

 d. Develop and sell quality appliances world-wide. 

 e. Divide a sales region into a group of sales districts.  

 

13C Which of the following is an example of a policy? 

 

 a. Diversify product line to appeal to more people. 

 b. Increase sales by 10% over last year. 

 c. Pay highest salaries to keep high quality employees. 

 d. Develop and sell quality appliances world-wide. 

 e. Divide a sales region into a group of sales districts.  

 

14D Which of the following is an example of a mission? 

 

 a. Diversify product line to appeal to more people. 

 b. Increase sales by 10% over last year. 

 c. Pay highest salaries to keep high quality employees.  

 d. Develop and sell quality appliances world-wide. 

 e. Divide a sales region into a group of sales districts.  

 

15E Which of the following is an example of a program? 

 

 a. Diversify product line to appeal to more people. 

 b. Increase sales by 10% over last year. 

 c. Pay highest salaries to keep high quality employees.  

 d. Develop and sell quality appliances world-wide. 

 e. Divide a sales region into a group of sales districts. 

 

 

 

 

 

 

 

 

16A Which of the following is an example of a procedure? 
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 a. Evaluate all personnel annually in January using Form 25-51. 

 b. Pay highest salaries to keep high quality employees. 

 c. Divide a sales region into a group of sales districts. 

 d. Develop and sell quality appliances world-wide. 

 e. Diversify product line to appeal to more people. 

 

17C According to Mintzberg, the entrepreneurial mode of strategy formulation 

 

 a. is characterized by reactive solutions to existing problems.   

 b. assumes major responsibilities for strategy formulation.   

 c. is focused on opportunities seen by one person. 

 d. includes the proactive search for new opportunities and reactive solutions to existing problems. 

 e. assumes the environment is unresponsive to input.  

 

18B The mode of strategy formulation used when top management has a reasonably clear idea of the 

corporation's mission and objectives, but it chooses to develop a series of tentative or partial strategies 

instead of developing full-blown strategies is called  

 

 a. planning mode.   

 b. logical incrementalism. 

 c. entrepreneurial mode.   

 d. adaptive mode.   

 e. strategic mode.  

 

19A A large, multidivisional business has three levels in its hierarchy of strategy: 

 

 a. Corporate -- Business -- Functional.  

 b. Environmental -- Corporate -- Functional. 

 c. Environmental -- Enterprise -- Corporate.  

 d. Business -- Divisional -- Functional. 

 e. Industry -- Corporate -- Divisional.  

 

20B The first step of the strategic decision making process, as given in the book, is to 

 

 a. review corporate governance. 

 b. evaluate current performance results. 

 c. analyze strategic factors.  

 d. scan the internal environment. 

 e. scan the external environment. 

 

21B The focus of "functional strategy" is 

  

 a. on stability, growth, or retrenchment. 

 b. maximizing resource productivity. 

 c. on overall cost leadership differentiation.  

 d. achieving overall direction. 

 e. scanning the environment.  
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 CHAPTER TWO 

 

 CORPORATE GOVERNANCE AND SOCIAL RESPONSIBILITY 

 

 

SUMMARY OF KEY POINTS 

 

 

 •  Corporate governance is the relationship among the board of directors, top management, and the 

shareholders in determining the direction and performance of the corporation.  The board of directors of the 

modern corporation is typically responsible for setting corporate direction, hiring and firing top 

management, monitoring top management and its use of resources, and stockholder interests. 

 

 •  Boards can be placed on a continuum from passive to active regarding their involvement in the strategic 

management process through monitoring corporate activities, evaluating and influencing top management, 

plus initiating and determining a corporation's strategic direction. 

 

 •  In addition to fulfilling key roles and managing the strategic planning process, top management is 

responsible for providing executive leadership.  

 

 •  The concept of social responsibility proposes that a private corporation has responsibilities to society that 

extend beyond making a profit. 

 

 •  Even though a business firm has economic and legal responsibilities (in agreement with Friedman's 

stand), it can be argued (from Carroll) that it also has ethical and discretionary responsibilities.  

 

 •  Strategists must be aware of the stakeholders within their company's task environment and be prepared to 

juggle priorities in order to negotiate through a maze of conflicting demands.   

 

•   Ethical problems in organizations may be resolved by considering the utilitarian, individual rights, and 

justice approaches to ethical behavior. 

 

 

SUGGESTED ANSWERS TO DISCUSSION QUESTIONS 

 

1. When does a corporation need a board of directors? 

 

Given that a number of people do not consider the board of directors to have much of a role in a corporation's 

strategic management, this is no idle question.  A good case can be made that a closely-help corporation has no need 

of a board. Since the owners are likely to compose both top management and board membership, the board becomes 

superfluous at best and may even create more problems that it solves by getting in the way of management's quick 

response to opportunities and threats.  Even in a publicly-held corporation, the board may be composed of nothing 

but a few insiders who occupy key executive positions and few "good old boy" outsiders who go along with the 

CEO on all major issues.  Nevertheless, the rationale for the board of directors seems to be changing from simply 

one of safeguarding stockholder investments to a broader role of buffering the corporation from its task environment 

and forcing management to manage strategically.  If nothing else, the board can do the corporation a great service by 

simply offering to top management a different point of view.  The board's connections to key stakeholders in the 

corporation's task environment can also provide invaluable information for strategic decision-making. 

 

 

 

 

2. Who should or should not serve on a corporation’s board of directors?  What about 
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environmentalists or union leaders? 

 

This is a wide-open question with no simple answer.  Some may argue that representatives from each stakeholder 

group in the corporation's task environment should be included so as to keep top management aware of key 

environmental considerations.  Others may argue that only outsiders with no personal stake in the corporation (i.e., 

not a member of a local bank or a key supplier, etc.) would be best able to bring the amount of objectivity needed to 

help make strategic decisions.  A good argument can be started by suggesting that a representative from labor be a 

director.  If this makes some sense, who should it be -- an employee of the corporation or an employee of another 

corporation?  If the firm is not unionized, what then?  Further discussion can be generated by suggesting that the 

composition of the board reflect the key demographics of the corporation's workforce in terms of race, sex, and age.  

Agency theory, in contrast, would suggest that these social considerations should not be reflected in board 

membership.  Since, according to agency theory, the board exists to protect the interests of the stockholders, other 

constituencies (such as employees) should not be represented on the board. 

 

3. What recommendations would you make to improve corporate governance? 

 

The answer to this question is not provided in the text.  Some likely suggestions are the following: 

 

 Add more outsiders (people not affiliated with the corporation) to the board of directors.  Keep the 

percentage of insiders (typically top management) to about 25% or less of board membership. 

 

 Separate the positions of CEO and Chairman so that top management cannot unduly influence the board's 

meetings and agenda.  This should improve the board's ability to properly evaluate top management. 

 

 Use a committee composed of outsiders to nominate potential new directors.  This will help to ensure that 

potential members are not friends of top management who may owe more allegiance to the CEO than to the 

shareholders. 

 

 Nominate to the board those who have knowledge valuable to the board and who have expertise of value to 

top management.  These should be people who will have the respect of top management and who can both 

advise and criticize top management as needed. 

 

 Require board members to own substantial amounts of stock in the corporation to ensure that they have a 

personal as well as professional stake in the welfare of the corporation. 

 

4. Do you agree with the economist Milton Friedman that social responsibility is a "fundamentally 

subversive doctrine" that will only hurt a business corporation's long-term efficiency?  

 

Using Carroll's categories, Friedman could be said to argue that the only responsibilities of a business firm are 

economic and legal.  (Friedman does say that business should stay "within the rules of the game."  This can be 

interpreted as meaning legal responsibilities.)  If a purely economic justification is used, it may be difficult but still 

possible to justify ethical and discretionary responsibilities.  Carroll points out that a refusal to consider ethical 

responsibilities is likely to lead to an increase in a firm's legal responsibilities - which considering the usual 

inefficiencies of government will lead to higher costs and lower long-run business efficiency.  If this appeal to 

financial considerations is not enough to justify socially responsible actions, an appeal to morality may be enough to 

swing the class toward a justification of ethical and even discretionary responsibilities.  Nevertheless, this question 

should engender a lot of discussion on the topic. 

 

 

 

 

 

5. Is there a relationship between corporate governance and social responsibility? 



Chapter Two Notes - 9 

Copyright © 2011 Pearson Education, Inc. publishing as Prentice Hall 

 

Since it is the job of the board to oversee the decisions and actions of top management, the board is the last 

opportunity of the company to ensure that the firm’s actions do not hurt the environment of which the company is a 

part.  It can be argued that one way to increase a corporation’s social responsibility is to increase the presence and 

power of outside directors.  The board can then be held more accountable for corporate actions.  This has been the 

approach taken in the U.S. through the Sarbanes-Oxley Act to formalize greater board independence and oversight 

by demanding greater involvement in board decisions by outside directors.  There appears to be increasing pressure 

on boards to balance the economic goal of profitability with the social needs of society. 

 

 

ADDITIONAL DISCUSSION QUESTIONS 

 

A1.  How appropriate is the theory of laissez-faire in today's world? 

 

Milton Friedman contends that it is very appropriate.  The quote from his classic article, "The Social Responsibility 

of Business Is to Increase its Profits" does suggest a certain modification, however, to pure laissez faire.  He states 

that business should work to increase its profits "so long as it stays within the rules of the game, which is to say, 

engages in open and free competition without deception or fraud."  These "rules of the game" form the crux of the 

argument.  What should these rules be and who should communicate and enforce them?  This leads directly into 

Archie Carroll's contention that there are four responsibilities of business corporations:  economic, legal, ethical, and 

discretionary.  Pure laissez faire argues for economic responsibilities only.  Friedman modifies laissez faire by 

presumably adding legal responsibilities.  One could make the point that the "rules of the game" should include 

ethical responsibilities as well.  The problem, of course, is what happens to the concept of laissez faire when one 

adds all these responsibilities to it and then expects business people at all levels to accept them without outside 

force?  Does laissez faire as proposed by Adam Smith and argued by others include only economic responsibilities?  

If legal and ethical responsibilities are also expected by society of business corporations, is it still "free enterprise" 

laissez faire or some other kind of system? 

 

A2. How does a strategic vision differ from a corporation's mission? 

 

As stated in Chapter One, a corporation's mission is its purpose, or the reason for its existence.  It provides the 

fundamental, unique purpose that sets the company apart from other firms of its type and identifies the scope of the 

company's operations in terms of products/services offered and markets served.  It tells who the company is and 

what it currently does.  A corporation's vision, in contrast, is a description of what the company is capable of 

becoming.  It tells not what the company is now (as does the mission), but what it is striving to become.  Whereas 

the mission is present-oriented, the vision is future-oriented.  A corporation's mission statement typically includes 

both the corporation's mission and vision by stating what the company is now and what it wants to become. 

 

A3. Tobacco companies are increasing their marketing efforts in Third World countries.  Faced with a 

decline in tobacco usage in the developed countries, these corporations are using their advertising 

expertise and political connections to open new markets in Japan, Taiwan, Thailand, and South 

Korea, as well as in eastern Europe.  In light of the accumulating evidence regarding the link 

between tobacco use and cancer, should the strategic managers in these tobacco companies be 

criticized for taking socially irresponsible actions?  Should the government declare the making and 

selling of tobacco products illegal? 

 

This question should stir up the class as non-smokers debate against smokers (or chewers)!  It may also serve to 

bring up the issue of self-interest.  Why do non-smokers brand tobacco companies irresponsible while smokers do 

not?  Is the concern for social responsibility partly an issue of who gets hurt?  Insofar as the non-smokers are 

concerned, ask them to deal with the question of freedom of choice versus personal health (similar to laws regarding 

auto seat belts and motorcycle helmets).  Is any company making a product (such as guns or knives), which can hurt 

people, socially irresponsible?  Insofar as smokers are concerned, is their personal desire to smoke coloring their 

view of the tobacco companies' social responsibilities?  Although it can be argued that the rights of current users of 

tobacco should be respected, is it appropriate that firms should try to attract new users who may not be aware of the 
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risks of tobacco?  Use the question of outlawing tobacco as a way of getting at the role of government in the 

relationship of business and society.  Do otherwise laissez-faire, free enterprise-oriented students (who happen to be 

non-smokers) call for government intervention on this issue?  Try to get the students to assess the impact of their 

personal values and opinions on their social responsibility judgments. 

 

A4. Using Carroll's list of four responsibilities, should a company be concerned about discretionary 

responsibilities?  Why or why not? 

 

Except for a few die-hard followers of Milton Friedman's philosophy, few people would agree that a business firm 

should fulfill only its economic and legal responsibilities and completely ignore ethical ones.  The same is not true 

of discretionary responsibilities, however.  Since discretionary responsibilities are defined by Carroll as purely 

voluntary, there is no pressure by anyone for a business firm to fulfill them.  One can argue, nevertheless, that there 

are three good reasons to undertake these kinds of responsibilities.  The first reason is the morality rationale - it may 

be the right thing to do, even though the company may not benefit and may even be hurt in the short run.  The 

second reason is enlightened self-interest.  If a firm undertakes a discretionary activity, it may gain short-run 

advantages in the market place (e.g., a company offering free day care to its employees may attract more potential 

workers at lower wages).  It may also serve as a role model for government to legislate if and when that 

responsibility moves from discretionary to ethical and finally to legal (and thus the firm is able to do things its way 

instead of the government's way).  The third reason is also one of enlightened self-interest.  If a company develops a 

reputation for voluntarily doing socially useful activities even though it gains little economically in return, it may 

collect valuable public relations credit in people's minds.  This may translate sometime into better sales or a 

willingness on the part of some government agency to overlook a questionable activity the company might 

unthinkingly engage in. 

 

A5. Should a company be concerned if some of its suppliers in developing countries are abusing their 

workers, employing child labor, and paying near starvation wages? 

 

Does a company's responsibilities end at its boundary or does its responsibilities extend to its suppliers and 

distributors as well?   For example, if a firm purchases its raw materials from a company which is a known polluter, 

is this being socially irresponsible?  Should a company sell its goods to a person or another company which misuses 

its product in a socially irresponsible manner?  This very thorny question is a major point of contention in the area of 

social responsibility.  The question includes a basic question in organization theory:  What is the boundary of an 

organization?  Certainly, one could argue that a company is composed of its employees and all of its assets, such as 

land, buildings, and equipment.  These can thus define a company's boundary.  Given this view, everything else may 

be called a company's "environment" and therefore outside of a company's control or responsibility.  One could thus 

argue that a purchasing company cannot be held responsible for the actions of a separate and independent supplier 

company.  The very popularity of outsourcing as a substitute for vertical integration means that more firms are 

contracting with other firms to fulfill functions a company no longer wishes to do on its own.  If the contract is long 

term in nature or if the purchasing company owns a substantial amount of stock in the supplying company, then the 

hands-length nature of transactions is compromised and it becomes difficult to discern where one firm's boundary 

begins and another firm's leaves off.  Such a relationship suggests that one company does have some influence over 

another company's actions by nature of the other company's dependency on the first company.  One could thus argue 

that a company's social responsibilities extend beyond what is normally thought of as its boundary to the extent that 

it has some control and influence over the other company's actions.  For example, if one company has an important 

and long-term relationship with a contracting company that is behaving in a socially irresponsible manner, the first 

company has an obligation to attempt to change the contractor's behavior.  It could certainly be argued that a 

company should not support a socially irresponsible contractor by continuing the relationship if other more socially 

responsible contractors are available. 

 

 

 

 

MULTIPLE CHOICE QUESTIONS     (The letter after each item number is the correct answer) 

 



Chapter Two Notes - 11 

Copyright © 2011 Pearson Education, Inc. publishing as Prentice Hall 

1D The responsibilities of the board of directors vary significantly by country and by state; however, there is a 

developing consensus as to what the major responsibilities should be.  Which of the following is NOT one 

of the major responsibilities? 

 

 a. To oversee the management of the corporation's resources. 

 b. To establish or approve the corporation's mission, objectives, strategy, and policies.   

 c. To review management's actions in light of the financial performance or the corporation.   

 d. To become directly involved in managerial decisions. 

 e. To hire and fire the principal operating officers of the corporation.  

 

2E The concept which states that directors must carry out their responsibilities in a conscientious manner so 

that the corporation is not harmed by their actions is called 

 

 a. codetermination.   

 b. due diligence.   

 c. cumulative voting.   

 d. accountability.   

 e. due care. 

 

3B Which of the following is NOT a task of the board of directors in strategic management? 

  

 a. to monitor   

 b. to implement 

 c. to influence   

 d. to initiate and determine   

 e. to evaluate  

 

4B Catalyst board of directors typically  

 

 a. are less involved than active participation boards.   

 b. take leading roles in establishing and modifying the company  mission. 

 c. are involved in a limited degree of key decision making.   

 d. are held to a greater degree of legal responsibility.   

 e. experience more financial success than less involved boards.  

 

5B Outside directors are defined as 

 

 a. those individuals who scan the external environment.   

 b. individuals on the board who are not employed by the board's  corporation. 

 c. those individuals with public relations responsibilities.   

 d. board members who are also officers or executives employed by the  corporation.   

 e. individuals who organize and coordinate politically focused  activities.  

 

6D Outsiders make up to what percentage of board membership in large U.S. corporations? 

 

 a. 10%   

 b. 30%   

 c. 50%   

 d. 80%  

 e. 90%  

 

 

7A The vast majority of outside directors are all BUT ONE of the following: 
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 a. union representatives. 

 b. CEOs.   

 c. COOs.   

 d. academicians.   

 e. attorneys.  

 

8B Corporate governance deals with the relationship among the board of directors, top management, and 

 

 a. key stakeholder groups, such as customers and employees. 

 b. shareholders. 

 c. middle management.   

 d. environmental issues.   

 e. strategic factors.  

 

9C Affiliated directors are 

 

a. employees of the corporation. 

b. directors in an interlocking directorate. 

c. outside directors who have a personal or business stake in corporate activities. 

d. agents of top management. 

e. executives of other firms. 

 

10E In a large corporation, the agents in agency theory are 

 

 a. shareholders. 

 b. the board of directors. 

 c. employees. 

 d. stakeholder groups. 

 e. top management. 

 

11C Under what circumstances does a DIRECT interlocking directorate exist?  

 

 a. When both management and the board establish corporate strategic management.   

 b. When a corporation's employees serve on its board.   

 c. When one or more individuals on one board also serve on a board of a second firm.   

 d. Present when all board members are also employed by the corporation.   

 e. Occurs when two corporations have directors who serve on the board of a third firm.  

 

12E An outside director selected by the board to conduct an evaluation of the CEO is called 

 

 a. an auditing director.   

 b. the evaluator. 

 c. the chair of the evaluation committee.   

 d. the chairman of the board.   

 e. a lead director. 

 

 

 

 

 

 

 

13A One result of the U.S. of the Sarbanes-Oxley Act is that 
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a. boards may no longer grant loans to corporate officers. 

b. top management must provide a financial expert to serve on the audit committee. 

c. boards must be entirely composed of outsiders. 

d. whistle blowers are no longer protected. 

e. a CEO can no longer act as a board chairperson. 

 

14D The percentage of CEOs of U.S. Fortune 500 corporations who also serve as chairman of the board is 

 

 a. less than 10%.   

 b. 20%.   

 c. 50%.   

 d. 70%.  

 e. over 90%.  

 

15C Which of the following is a trend in corporate governance? 

 

 a. Increasing percentage of insiders on the board. 

 b. Less stock ownership by directors and executives. 

 c. Increasing numbers of institutional investors on the board. 

 d. Less willingness of the board to consider issues in social responsibility. 

 e. Increasing use of consultants in formulating strategy. 

 

16E Which of the following is NOT a characteristic of a top manager providing executive leadership? 

 

 a. The CEO presents a role for others to identify with and to follow. 

 b. The CEO articulates a strategic vision for the corporation. 

 c. The CEO communicates high performance standards. 

 d. The CEO shows confidence in people's abilities to reach a high level of performance. 

 e. The CEO personally formulates and implements all strategy. 

 

17D The CEO must successfully handle two responsibilities crucial to effective strategic management -  

 

 a. look like a strategist and act like a strategist. 

 b. balance many demands and show initiative. 

 c. think long term and act short term. 

 d. provide executive leadership and manage the strategic planning process.   

 e. articulate a strategic vision and communicate high performance standards. 

 

18B Which one of the following is NOT one of the arguments against social responsibility as used by economist 

Milton Friedman? 

 

 a. Spending money for social responsibility is spending the stockholder's money for a general social 

interest.  

 b. Businesses can actually do very little in terms of social responsibility. 

 c. Spending money on social responsibility is acting from motives other than economic and may, in 

the long run, cause harm to the very society the firm is trying to help.  

 d. There is one and only one social responsibility of business -- to use its resources and engage in 

activities designed to increase its profits so long as it stays within the rules of the game.  

 e. Through taking on the burden of social costs, the organization becomes less efficient causing price 

increases or postponement of growth.  

 

 

19A Economist Milton Friedman has argued that a business's only responsibility is to  
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 a. maximize profits in a legal manner. 

 b. sustain its market share.  

 c. promote the welfare of society.  

 d. satisfy its employees.  

 e. satisfy its customers.  

 

20E The responsibilities that management of a business organization assumes as purely voluntary obligations 

are 

 

 a. legal responsibilities.  

 b. ethical responsibilities.  

 c. financial responsibilities.  

 d. economic responsibilities.  

 e. discretionary responsibilities. 

 

21A The term "social responsibility" can be viewed as a combination of an  

 

 a. organization's ethical and discretionary responsibilities. 

 b. organization's legal and ethical responsibilities.  

 c. organization's economic and ethical responsibilities.  

 d. organization's financial and economic responsibilities.  

 e. organization's legal and discretionary responsibilities.  

 

 

22B A group of people who affect or are affected by a corporation’s decisions and actions are called 

 

 

 a. stockholders. 

 b. stakeholders. 

 c. shareholders. 

 d. customers. 

 e. affiliates. 

 

 

23C The ethical approach that proposes that decision makers be equitable, fair, and impartial in the distribution 

of costs and benefits to individuals and groups is the 

 

 

a. individual rights approach. 

b. utilitarian approach. 

c. justice approach. 

d. fair approach. 

e. best approach. 
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