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Chapter 2 Review Questions

	There is only ONE correct answer for each question. 


True/False:

1.
The power of suppliers will be enhanced if they are able to maintain a credible threat of forward integration.  
2.
Buyer power tends to be higher if suppliers provide undifferentiated or standard products. 

3.
Porter's five forces model helps to determine both the nature of competition in an industry and the industry's profit potential.  
4.
If all of Porter's five competitive forces for an industry are weak (low), then established companies in the industry have the potential to raise prices and earn higher returns. 
5.
Competition tends to be more intense among firms within a strategic group than between strategic groups. 

7.
A strategic group is made up of firms from different industries whose products may be substitutes for each other. 
8.
Conditions in the general segment of the environment have the least direct impact on the success of a firm’s strategy.  

9.
The same environmental trend can often have very different effects on firms within the same industry. 
10.
In some industries, high switching costs can act as an important barrier to entry. 
11.
Organization inertia allows managers to make frequent changes to keep strategy aligned with the environment. 
Multiple Choice.

9.
Environmental forecasting involves developing plausible projections about the _____ of environmental change. 


A.
direction


B.
scope


C.
speed


D.
all of the above


E.
A & B only

10. 
Which of the following would be considered a factor in the general environment? 

A.
Car companies competing by producing high fuel economy vehicles.

B.
The increasing number of baby boomers with higher disposable income.
C.
Toy companies reducing costs by buying products from China.

D.
The average age of Reader’s Digest’s customers is 49 years old. 

E.
All of the above.

11.
A large fabricator of building components purchased a steel company to provide raw materials for its production process. This is an example of _____


A.
backward integration.


B.
economies of scale.


C.
forward integration.


D.
product differentiation.


E.
unrelated diversification.

12.
Product differentiation by incumbents (existing firms in an industry) act as an entry barrier because 

A.
new entrants cannot differentiate their products.

B.
incumbents will take legal action if new entrants do not differentiate their products.

C.
new entrants will have to spend heavily to overcome existing customer loyalties.

D.
it helps a firm to derive greater economies of scale.

E.
All of the above.

 

13.
In industry analysis, complementors are ______

A.
firms that produce substitute products.

B. 
customers who compliment the company for their good products and services.

C. 
firms that produce products or services that have a positive impact on the value of a firm's products or services.

D.
firms that supply critical inputs to a company.

E. 
firms that supply substitute goods or services.

14.
Members of a strategic group


A.
all earn the same rate of return.


B.
may be in different industries.


C.
all pursue the same basic strategy.


D.
are all substitutes for each other.


E.
are complementors for each other.

15.
The element of the external environment that most directly affects the success of a firm is


A.
the technical environment.


B.
the strategic group.


C.
the regulatory environment.


D.
the general environment.


E.
customer buying power.

16.
In Porter's Five-Forces analysis, Toyota would be considered a ______ of Honda.


A.
supplier


B.
substitute


C.
complementor


D.
stakeholder


E.
none of the above

17.
The success of individual firms in an industry depends on

A. 
how well they monitor conditions in the environment.

B.
how well they interpret environmental conditions.

C.
how well they respond to environmental conditions.

D.
the overall profit potential for the industry.

E.
All of the above.

18. 
Which of the following are true of a firm’s environment?



a. It is constantly changing.



b. Firms cannot control it.



c. Firms can predict it with certainty.



d. It has less impact on a firm’s profits than internal conditions.



e. It has the same affects on all the firms within one industry.

A. 
All of these are true.

B.
a & b only.

C.
a, b, & c

D.
a, b, c,& d

E.
a, b, & e

19.
Porter's Five-Forces is a method for analyzing the ______ environment.

A.
general

B.
macro

C.
industry competitive

D.
company

E.
All of the above.

20.
Threat of substitute for an industry’s products and services comes from _____

A.
competitors in the same strategic group that produce similar products. 

B.
foreign companies which can use cheap labor in their countries. 

C.
firms in other industries that produce products that satisfy the same customer need. 

D.
competitors who provide products that are perceived to have superior value.

E.
All of the above. 
21.
The threat of new entrants is high when there are 
A)
low economies of scale. 
B)
high capital requirements. 
C)
high switching costs. 
D)
high differentiation among competitors' products and services. 
22.
Buyer power will be greater when 
A)
the products purchased are highly differentiated. 
B)
there are high switching costs. 
C)
the industry's product is very important to the quality of the buyer's end products or services. 
D)
it is concentrated or purchases large volumes relative to seller sales. 
23.
Firms would be most likely to face intense rivalry with competitors when they 
A)
are in a high growth industry with low fixed costs. 
B)
are in a protected market. 
C)
have high fixed costs, in a slow growth industry with high exit barriers. 
D)
have low exit barriers for easy transition to another industry. 
24.
The term organizational inertia refers to
A)
the number of employees in an organization.
B)
the resistance of organization members to changes in procedures and strategy.
C)
using participatory methods to develop new strategies.
D)
the ratio of fixed costs to overhead in an organization.
E)
creating competitive advantage by forcing competitors out of the market.
25.
Scanning the general environment would identify information on 
A)
substitute goods. 
B)
changes in the age and ethnicity of the population. 
C)
customer and firm bargaining power. 
D)
competitive rivalry. 
26.
The extent of rivalry between established companies is likely to be lowest when
A)
the industry’s product is a commodity.
B)
demand in the industry is growing rapidly.
C)
exit barriers are high.
D)
mobility barriers are high.
27.
Which of the following is NOT included in Porter's Five Forces Model?

A)
Threat from substitute products.

B)
Rivalry among established firms.

C)
Bargaining power of customers.

D)
Effect of complementors.

E)
All of these ARE included in Porter’s Five Forces Model.

