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The Corporation and Its Stakeholders 
 OBJECTIVES 

 
CHAPTER ONE 

The Corporation and Its Stakeholders 
 
 
 
 
Learning Objectives: 
 

Upon successful completion of this chapter, you should be able to: 
 

1. Describe the connection between business and society.  

2. Explain the concept of systems perspective of business and 
society. 

3. Explain the stakeholder theory of the firm. 

4. Explain the types of stake holders.  

5. Explain the market shareholders of business. 

6. Distinguish the features of market and non-market 
stakeholders. 

7. Illustrate the aspects of stakeholder interests and power. 

8. Explain stakeholder coalitions. 

9. Describe the engagement of stakeholders. 

10. Demonstrate the dynamic environment of business. 
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OVERVIEW 

 
Business firms are organizations that are engaged in making a product or providing a 
service for a profit. Society refers to human beings and to the social structures, they 
collectively create. Business is part of society and engages in ongoing exchanges with its 
external environment. Together, business and society form an interactive social system 
in which the actions of each profoundly influence the other. 
 
According to the stakeholder theory of the firm, the purpose of the modern corporation 
is to create value for all of its stakeholders. A stakeholder refers to persons or groups 
that affect, or are affected by, an organization’s decisions, policies, and operations. 
 
Two types of stakeholders are market stakeholders and non-market stakeholders. 
Market shareholders are those that engage in economic transactions with the company 
as it carries out its primary purpose of providing society with goods and services. 
Employees, stockholders, customers, suppliers, retailers/wholesalers and creditors 
belong to market stakeholders. Non-market stakeholders are people or groups are 
affected by or can affect a firm’s actions. Communities, activist groups, media, business, 
support groups, governments and the general public belong to non-market stakeholders. 
 
Every business firm has economic and social relationships with others in society. Some 
are intended, some unintended; some are positive, others negative. Stakeholders are all 
those who affect, or are affected by, the actions of a firm. Some have a market 
relationship with the company, and others have a non-market relationship with it. 
 
Stakeholders can exercise their economic, political, and other powers in ways that 
benefit or challenge the organization. Stakeholders may act independently or create 
coalitions to influence the company. Managers must learn how to engage interactively 
with stakeholders to create mutually beneficial outcomes. Positive relationships with 
stakeholders can create value. 
 
A number of broad forces shape the relationship between business and society. These 
include changing societal and ethical expectations; redefinition of the role of 
government; a dynamic global economy; ecological and natural resource concerns; and 
the transformational role of technology. To deal effectively with these changes, 
corporate strategy must address the expectations of all of the company’s stakeholders. 
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READINGS 

 
1. (Read page 4 Business firm): 
 

The instrumental argument in the stakeholder theory says that companies perform 
better if they consider the rights and concerns of __________ groups in society.  

  
2. (Read page 5 Stakeholder theory of the firm): 
 

According to the stakeholder theory of the firm, the purpose of the modern 
corporation is to create value for all of its__________. 
 

3. (Read page 5 Interactive social system): 
 

Together, business and society form an __________social system in which the actions 
of each profoundly influence the other. 

 
4. (Read page 7 Stakeholder Theory of the Firm): 
 

Strong ___________ between a corporation and its stakeholders are assets that add 
value.  

  
5. (Read pg 14 Stakeholder): 
 

Stakeholders involved with one part of a company often may have little or no 
__________ with another part of a company.  
 

6. (Read page 16 stakeholder) 
 

      Interactive stakeholder relationships are a source of ____________ for a firm.  
 
7. (Read page 17 Market and Non-market Stakeholders): 
 
      The _________ environment of business is dynamic and ever changing.  
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READINGS 

 
8. (Read pages 17 Stakeholder Analysis and Engagement): 
 

According to the text, __________ issues have become more prominent and 
important for business.  
       

9. (Read page 18 Dynamic Environment of Business): 
 

A successful business must meet its Economic and __________ objectives. 
 

10. (Read page 18 Dynamic Environment of Business): 
 

Harnessing human imagination to create new approaches to the concerns of modern 
society is an example of _________. 
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KEY TERMS 

 
Business (pg 4) 

General systems theory (pg 4) 

Interactive social system (pg 5) 

Ownership theory of the firm (pg 5) 

Society (pg 4) 

Stakeholder (pg 7) 

Stakeholder market and no market (pg 7-8) 

Stakeholder analysis (pg 10) 

Stakeholder coalitions (pg 14) 

Stakeholder dialogue (pg 16) 

Stakeholder engagement (pg 16) 

Stakeholder interests (pg 11) 

Stakeholder power (pg 11) 

Stakeholder theory of the firm (pg 5) 
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MATCHING EXERCISE - I 

 
Match the Key Term to its Definition.  
 

Key Terms Key Definitions – Jumbled 
 

Ans 
 

 
1. Business 

 
 
 

2. General systems 
theory 
 
 

3. Interactive social 
system 
 

4. Ownership theory 
of the firm 
 

5. Society 
 
 

6. Stakeholder  

 
a) A theory that holds that all organisms are 

open to, and interact with, their external 
environments 
 

b) An organization or organizations that 
produce and distribute goods and services for 
society 
 

c) The closely intertwined relationships between 
business and society 
 

d) Human beings and the Social structures they 
collectively create 
 

e) A theory that holds that the purpose of the 
firm is to maximize returns to shareholders. 
 

f) A person or group that affects, or is affected 
by, a corporation’s decisions, Policies, and 
operations. 
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MATCHING EXERCISE - II  

 
Match the Key Term to its Definition. 

 
 

Key Terms 
 

Key Definitions – Jumbled 
 

Ans 

 
1. Stakeholder 

analysis 
 
 
 

2. Stakeholder 
coalitions 
 
 
 

3. Stakeholder 
dialogue 
 
 
 

4. Stake holder 
engagement 
 

5. Stakeholder power 
 
 
 

6. Stake holder 
theory of the firm 

 
a) An analytic process used by managers that 

identifies the relevant stakeholders in a 
particular situation and considers their 
interests, power, and likely coalitions 
 

b) Face to face conversations between 
representatives of a company and its 
stakeholders about issues of common 
concern. 
 

c) Temporary unions of a company’s 
stakeholder groups in order to express a 
common view or achieve a common purpose 
on a particular issue 
 

d) An ongoing process of relationship building 
between a business and its stake holders 
 

e) A theory that holds that the purpose of the 
firm is to create value for all of its 
stakeholders. 
 

f) The ability of one or more stakeholders to 
achieve a desired out come in their 
interactions with a company. The four types 
of voting power, economic power, political 
power, and legal power 
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Multiple Choice Questions: 
 
1. The key to business survival is __________. 
 

a) The ability to adapt effectively to changing conditions 
b) Integrating new technologies into existing business processes 
c) Having effective employee/manager relations 
d) Having quality products 

 
2. A firm subscribing to the ownership theory would be concerned with providing 

value for its __________. 
 

a) Shareholders 
b) Customers 
c) Board of Directors 
d) Community 

 
3. Market stakeholder relationships are based on __________. 
 

a) A two-way exchange of goods or services 
b) An indirect relationship with its stakeholder groups 
c) Community involvement and support 
d) Compliance with laws and regulations 

 
4. Which argument calls stakeholder management a practical matter, which 

realistically depicts how companies really work? 
 

a) Descriptive argument 
b) Instrumental argument 
c) Normative argument 
d) Fiduciary argument 

 
5. One of the most dramatic and powerful forces affecting business and society today is 

__________. 
 

a) The price of oil 
b) The Internet 
c) The United States economy 
d) The preservation of the rain forests 
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SELF EXAM 

 
6. The instrumental argument says stakeholder management is __________. 
 

a) A more realistic description of how companies really work 
b) More effective as a corporate strategy 
c) Simply the right thing to do 
d) Determined by the amount of stock owned in the firm 

 
7. The fiduciary duties of managers benefit a firm's __________. 
 

a) Stockholders 
b) Customers 
c) Employees 
d) All of the above 

 
8. Stakeholder groups can include __________. 
 

a) Stockholders 
b) The Media 
c) Environmental activists 
d) All of the above 

 
9. Which of the following statements most accurately describes a firm's responsibility 

to market stakeholders? 
 

a) It is a relationship with political and cultural influences 
b) It involves distribution, procurement, and competition 
c) It is more important to the survival of business than no market relationships 
d) It mostly occurs at a broad conceptual level 

 
10. Which of the following is not considered to be a no market stakeholder? 
 

a) Government agencies 
b) The natural environment 
c) Activist groups 
d) Nongovernmental organizations 
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CHAPTER ONE 

 
Readings 
 

1. Multiple 

2. Stakeholders 

3. Interactive 

4. Relationships 

5. Involvement 

6. Competitive advantage        

7. External 

8. Human rights  

9. Social 

10. Technology 

 
Matching Exercise - I 

 
1. b 

2. a 

3. c 

4. e 

5. d 

6. f 

 

Matching Exercise – II 
 
1. a 

2. c 

3. b 

4. d 

5. f 

6. e 
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ANSWER KEYS 

 
Self Exam 
 
1. a) The ability to adapt effectively to changing conditions (pg 5) 

2. a) Shareholders (pg 5) 

3. a) A two-way exchanges of goods or services (pg 8) 

4. a) Descriptive argument (pg 6) 

5. b) The Internet (pg 18) 

6. b) More effective as a corporate strategy (pg 6) 

7. d) All of the above (pg 6) 

8. d) All of the above (pg 7) 

9. b) It involves distribution, procurement, and competition (pg 8) 

10. b) The natural environment (pg 8) 
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NOTES 
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