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setback to his reform efforts. @
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Sources: Asa Fitch, "Saudi Arabia Plans Record Spending in New Bu'dge.t» ?é;évaslés”t/:ox
“Saudi Citizens Plagued by New Taxes, High Unemployment after Oil Price Collapse,

Unprecedented Shake-up,” The Economist. November 5, 2017.

pOlilical econom y

The political economic, and lega|
systems of a country.

Introduction

International business is much more complicated than dornf.:stic business because countries differ
in many ways. Countries have different political, economic, and lega.l systems. Th.ey vary sig.
nificantly in their level of economic development and future economic growth trajectory. Cyl.
tural practices can vary dramatically, as can the education and skill levels. of the population, A
these differences can and do have major implications for the practice of international businesg
They have a profound impact on the benefits, costs, and risks associated with doing business jp
different countries; the way in which operations in different countries should be managed: and
the strategy international firms should pursue in different countries. The main function of this

chapter and the next two is to develop an awareness of and appreciation for the S1g

; | S nificance of
country differences in political systems, economic systems,

legal systems, economic develop-
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und the world (Mmore than
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wealth of information and data on national differences in political
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gories in the country sections (e.g., economy, history, government,
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Political Systems

The political system of a country shapes its economic and legal systems.' Thus, we need to un-
derstand the nature of different political systems before discussing economic and legal systems.
By political system, we mean the system of government in a nation. Political systems can be
assessed according to two dimensions. The first is the degree to which they emphasize collectiv-
ism as opposed to individualism. The second is the degree to which they are democratic or to-

talitarian. These dimensions are interrelated; systems that emphasize collectivism tend to lean
toward totalitarianism, whereas those that place a high value on individualism tend to be

democratic. However, a large gray area exists in the middle. It is possible to have democratic

societies that emphasize a mix of collectivism and individualism. Similarly, it is possible to have
totalitarian societies that are not collectivist.

COLLECTIVISM AND INDIVIDUALISM Collectivism refers to a political

system that stresses the primacy of collective goals over individual goals.? When collectivism
is emphasized, the needs of society as a whole are generally viewed as being more important
than individual freedoms. In such circumstances, an individual’s right to do something may
be restricted on the grounds that it runs counter to “the good of society” or to “the common

good.” Advocacy of collectivism can be traced to the ancient Greek philosopher Plato
(427-347 B.C.), who, 1n The Republic, argued that individual rights should be sacrificed for
the good of the majority and that property should be owned in common. Plato did not equate
collectivism with equality; he believed that society should be stratified into classes, with

those best suited to rule (which for Plato, naturally, were philosophers and soldiers) adminis-

tering society for the benefit of all. In modern times, the collectivist mantle has been picked
up by socialists.

>oclalism  Modern socialists trace their intellectual roots to Karl Marx (1818-1883). al-
though socialist thought clearly predates Marx (elements of it can be traced to Plato). Marx ar-
gued that the few benefit at the expense of the many in a capitalist society where individual
freedoms are not restricted. While successful capitalists accumulate considerable wealth, Marx
postulated that the wages earned by the majority of workers in a capitalist society would be
forced down to subsistence levels. He argued that capitalists expropriate for their own use the
value created by workers, while paying workers only subsistence wages in return. According to
Marx, the pay of workers does not reflect the full value of their labor. To correct this perceived
wrong, Marx advocated state ownership of the basic means of production, distribution, and ex-
change (i.e., businesses). His logic was that if the state owned the means of production, the state
could ensure that workers were fully compensated for their labor. Thus, the idea is to manage
state-owned enterprise to benefit society as a whole, rather than individual capitalists.”

In the early twentieth century, the socialist ideology split into two broad camps. The
communists believed that socialism could be achieved only through violent revolution and to-

talitarian dictatorship, whereas the social democrats committed themselves to achieving ~ bydemocraicmeans.
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Understand how the political systems
of countries differ

Political system

System of government in a nation

collectivism

A political system that emphasizes

collective goals as opposed to individual
goals.

socialists

Those who believe in public ownership

the means of production for the commo
good of society.

communists

Those who believe socialism can be '
achieved only through revolution and
totalitarian dictatorship.
SOCiﬂl demwats SR

Those committed to achieving soclalis
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privatization

The sale of state-owned enterprises to

private investors.

individualism
An emphasis on the importance of

guaranteeing individual freedom and
self-expression.
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them into state-owned enterprises to be run for the P

trend was most marked in Great Britain. where; t?tlr:?ft ;:ngas i 0 Shipbuﬂding s
' nications, €lé , : ,
had a monopoly in the telecommu

counter to the public interest. In many countries, state-owned companies performec;. poor?y,
Protected from competition by their monopoly positl.on and gparanteed government financial
support, many became increasingly - efficient. Individuals paid for the luxury of state owner-

ship through higher prices and higher taxes. As a consequence, a number of Western democra-
cies voted many social democratic parties out of office in the late 1970s and early 1980s. They

were succeeded by political parties, such as Britain’s Conservative Party and Germany's
Christian Democratic Party, that were more committed to free market economics. These par-
ties sold state-owned enterprises to private investors (a process referred to as privatization).
Even where social democratic parties regained the levers of power, as in Great Britain in 1997
when the left-leaning Labor Party won control of the government, they too were now commit-
ted to continued private ownership.

blic good rather than private profit.” This
d of the 1970s state-owned companies

Individualism  The opposite of collectivism, individualism refers to a philosophy that
an individual should have freedom in his or her economic and political pursuits. In contrast (0
collectivism, individualism stresses that the interests of the individual should take precedence
over the %nterests of the state. Like collectivism, individualism can be traced to an ancien!
Gr?ek philosopher, i1.1 th.is. case Plato’s disciple Aristotle (384322 B.C.). In contrast to Plato
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The central message of individualism, therefore, 18 that

| - it] -eedoms are the ground

- -a01 economic and political free H 4 . . : N
m;imdnu;hi(:h a society should be based. This puts individualism in conflict with collectivism.
rulesS O

Collectivism asserts the primacy of the collective over the individual; individualism asserts the
olle

ite. This underlying ideological conflict shaped much of the recenF k}istory of th.e world.
;ﬁgo(sjolc.i War. for example, was in many respects a war between collectivism, championed by

the former Soviet Union, and individualism, championed by the United States. FI’O].T.I th.e }ate
1980s until about 2005, the waning of collectivism was matched by the ascendancy of individu-

Jlism. Democratic ideals and market economics replaced socialism and communism 1n ma.mfy
«tates. Since 2005, there have been some signs of a small swing back toward left-leaning social-
‘¢ ideas in several countries, including several Latin America nations such as Venezuela,

Bolivia. and Paraguay, along with Russia (see the Country Focus for details?. Afls.o, th.e global
Financial crisis of 2008—2009 caused some reevaluation of the trends toward individualism, and

it remains possible that the pendulum might tilt back the other way.

DEMOCRACY AND TOTALITARIANISM Democracy and totalitarianism
are at different ends of a political dimension. Democracy refers to a political system in which  democracy

covernment is by the people, exercised either directly or through elected representatives.  Political system in which government IS
by the people, exercised either directly o

BT ent in which one person or political party exercises .
Totalitarianism is a form of governm P P party [ through elected representatives.

absolute control over all spheres of human life and prohibits opposing political parties. The
democratic—totalitarian dimension is not independent of the individualism—collectivism dimen-  totalitarianism

sion. Democracy and individualism go hand in hand, as do the communist version of collectiv-  Form of government in which one pers

1sm and totalitarianism. However, gray areas exist; 1t 1s possible to have a democratic state in SLEGHNCA patty xerses SEOM -
which collective values predominate, and it is possible to have a totalitarian state that is hostile to ?::;Zi‘no; ::3;::;h:;rilse?a:‘rl;";\:gt\‘:::t:
Follectivism and in which some degree of individualism—particularly in the economic sphere—
'5 encouraged. For example, China and Vietnam have seen a move toward greater individual
freedom in the economic sphere, but those countries are stilled ruled by parties that have a

monopoly on political power and constrain political freedom.

De.mocr dCYy  The pure form of democracy, as originally practiced by several city-states in
dncient Greece, is based on a belief that citizens should be directly involved in decision makin
[n comp]ex, advanced societies with populations in the tens or hundreds of millions, this is ufl-
IS){:lCel:thll. Most merrn dcm.ocr.alic states Practice representative democracy. "I'he United re
Tepres;:n(:rr cxample, is a con.s.muu()nal.republlc that o.pef‘aFes as a representative democracy. In a ~
alive democracy, citizens periodically elect individuals to represent them. These elected periodically elect individuals torm

>

re reS : . - B . . | | - ‘
el(l-:)u “tatives then form a government whose function is to make decisions on behalf of the cmingovemment = =
% 4te. In a representative democracy, elected representatives who fail to performithisiobnic: .
Jately wi ' ' : " el beASIC s e e R S

. d[e]y Wil be v oted out of off 1ce at the next election. G I R




Putin’s Russia

The modern Russian state was born in 1991 after the dramatic col-
lapse of the Soviet Union. Early In the post-Soviet era, Russia em-
braced ambitious policies designed to transform a communist
dictatorship with a centrally planned economy into a democratic
state with a market-based economic system. The policies, however,
were imperfectly implemented. Political reform left Russia with a
strong presidency that—in hindsight—had the ability to subvert the
democratic process. On the economic front, the privatization of
many state-owned enterprises was done in such a way as to leave
large shareholdings in the hands of the politically connected, many
of whom were party officials and factory managers under the old
Soviet system. Corruption was also endemic, and organized crime
was able to seize control of some newly privatized enterprises. In
1998, the poorly managed Russian economy went through a finan-

cial crisis that nearly bought the country to its knees.
Fast-forward to 2018, and Russia still is a long way from being a

modern democracy with a functioning free market—based economic

system. On the positive side, the economy grew at a healthy clip

during most of the 2000s, helped in large part by high prices for oil
and gas, Russia’s largest exports (in 2013 oil and gas accounted for
75 percent of all Russian exports). Between 2000 and 2013, Russia’s

gross domestic product (GDP) per capita more than doubled when
measured by purchasing power parity. The country now boasts the
world’s 12th-largest economy. Thanks to government 0il revenues,
public debt is also low by international standards—at just 12 percent

of GDP in 2017 (in the United States, by comparison, public debt
amounts to 70 percent of GDP). Indeed, Russia has run a healthy

trade surplus on the back of strong oil and gas exports for the last

decade.
On the other hand, the economy is overly dependent on commod-

ities, particularly oil and gas. This was exposed in mid-2014 when
the price of oil started to tumble as a result of rapidly increasing
supply from the United States. Between mid-2014 and early 2016,
the price of oil fell from $110 a barrel to a low of around $27 before
r.ebounding to $50. This drove a freight train through Russia’s public
finances. Much of Russia’s oil and gas production remains in the
ha.nds of enterprises in which the state still has a significant owner-
ship stake. The government has 3 controlling ownership position in
Gazprom and Rosneft, two of the country’s largest oil and gas com-
panies. The government used the rise in 0il and gas revenues be-
.tween 2004 and 2014 to increase public spending through state-led
Investment projects and increases in wages and pensions for gov-

ernment workers. While this boosted private consumpti 9
been a dearth of pri ' m'p o Ligleios
_ 1 Of private investment, and productivity growth re-

méms low. This is particularly true among many state-

prises that collectively still account for about h gipdilt
alf of the Russian

economy. Now with lower oil prj ia
, prices, Russia | i
debt to finance public i Is having to issue more

rEthuas:éa:nzrg;a;e enterprises are also hamstrung by bureaucratic
e tean terem'c corruption. The World Bank ranks Russia 92nd
comes to starti o t.he ease of doing business and 88th when it

arting a business (for comparison, the United States ils
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ely). Transparenc) Ayl ‘nationa|,

ranked 4th and 20th, respectiV 48 |
which ranks countries by the extent of COFFUSUSC;;‘.\ "dRUSSIa
135 out of 176 nations In 2017. The state and 5= ied enter.
rises ar [ Ork {o p”Vate ente! fhat are
Ewned by political allies, which further subverts rket-baseg
rocesses. | | S
P On the political front, Russia is becoming less "/»fauc With
assing year. Since 1999, Vladimir Putin has €xerted increas.
ik either as president or 34

| ' ian politics,
ingly tight control over RusSl| | |
pr?mye r?ﬂnister. Under Putin, potentlal opponents have been Side.

lined. civil liberties have been progressively reduced,' and the freq.
: a5 been diminished. For example, in response t,

e press h
gg:)no(s)iftit:n zrotests in 2011 and 2012, the Russiah governmen;
passed laws increasing Its control over.the If}ternei, dramatically
raising fines for participating in “unsanctloned. §treet pf?Fests, and
expanded the definition of treason to further ||.m|t opposition actjyi.
gime—from business executives wh,

ties. Vocal opponents of the ré
do not toe the state line to protest groups such as the punk rocj

protest band Pussy Riot—have found themselves jailed on dubjg
charges. To make matters WOrs€, Putin has recently been tightening
his grip on the legal system. In late 2013, Russia’s parliament, whjch

is dominated by Putin supporters, gave the president more power t,
appoint and fire prosecutors, thereby diminishing the independenca

of the legal system.
Freedom House, which produces an annual ranking tracking free.

dom in the world, classifies Russia as “not free” and gives it low scores
for political and civil liberties. Freedom House notes that in the March
2012 presidential elections, Putin benefited from preferential treat.

ment by state-owned media, numerous abuses of incumbency, ang
procedural “irregularities” during the vote count. Putin won 63.6 per-

cent of the vote against a field of weak, hand-chosen opponents |eg

by Communist Party leader Gennadiy Zyuganove, with 17.2 percent of
the vote. Under a Putin-inspired 2008 constitutional amendment. the

term of the presidency was expanded from four years to six. Putin was
elected to another six-year term in 2018 in an election that many
observers thought was a sham.

In 2014, Putin burnished his growing reputation for authoritarianism
whep he took advantage of unrest in the neighboring country of
Ukra.une to annex the Crimea region and to support armed revolt by
Russian-speaking separatists in eastern Ukraine. Western POWers re-
sponded to this aggression by Imposing economic sanctions on Russia.
Taken. together with the rapid fall in oil prices, this pushed the once:
boommg. Russian economy into a recession. In 2014, the economy
gfreiztvsvvba;; d:S; (;6 ptercent, while the Russian ruble tumbled, losing half
e 'gn 2nos1 other major currencies. The economy contracted by
i . 5 and anqther 0.2 percent in 2016 before growing

y 1.6 percentin 2017. Despite economic weaknesses. there is n0sign

that P}Jtln’s hold on power has been diminished; in fact, quite the
Opposite seems to have occurred.

Sources: ' : .
el rrsly- ?;:telns sv\l;ussia. Sochi or Bust,” The Economist, February 1, 2014 “Russias
: ord,” The Economist. November 9, 2013; Freedom House, “Freedom

the World . g '
fihe 201"7. Bussm. www.freedomhouse.org; and K. Hille, “Putin Tightens Grip On
gal System,” Financial Times. November 27 2013 :
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In P}):ouf major forms of totalitarianism €xist 1n the world today. Until recently, the most wide-

communist totalitarianism. Communism, however, 1S in decline worldwide. and
J S t . . J

spread W ;11 Communist Party dictatorships have collapsed since 1989. Exceptions to this trend
nost oLs e(jhina Vietnam. Laos, North Korea, and Cuba, although most of these states exhibit
(so far) arc LA

- that the Communist Party's monopoly on political power 1s eroding. In many respects,
SR f China, Vietnam, and Laos are communist in name only because those nations

Jopted wide-ranging market-based economic reforms. They remain, however, totalitarian
e ado -ralgills, ST , 3 !
ha\eﬂ thalt) denv many basic civil liberties to their populations. On the other hand, there are signs
S[fa[eb ing baci( toward communist totalitarian ideas 1n some states, such as Venezuela, where the
of a SWIllg

ment of the late Hugo Chavez displayed totalitarian tendencies. The same 1S true in

| n . v . A - ~ - -

Igzm e'ra where the government of Vladimir Putin has become increasingly totalitarian over time
ussid, S

Country Focus). ; b A :
(Seitgzwnd fozm of totalitarianism might be labeled theocratic totalitarianism. Theocratic

ootalitarianism is found in states where political power 1s monopolized by a party, group, or.mdl-
vidual that governs according to religious principles. The most common form of theocratic to-

alitarianism is based on Islam and is exemplified by states such as Iran and Saudi Arabia. These

«tates limit freedom of political and religious expression with laws based on Is.lamic p‘rinciples..
A third form of totalitarianism might be referred to as tribal totalitarianism. Tribal totali-

tarianism has arisen from time to time in African countries such as Zimbabwe, Tapzania, Uganda,
and Kenya. The borders of most African states reflect the administrative boundjcmes drz.lwn by the
old European colonial powers rather than tribal realities. Consequently, the typical African coun-
try contains a number of tribes (e.g., in Kenya there are more than 40 tribes). Tribal totalitarian-
ism occurs when a political party that represents the interests of
a particular tribe (and not always the majority tribe) monopo-
lizes power. In Kenya, for example, politicians from the Kikuyu
tribe have long dominated the political system.

A fourth major form of totalitarianism might be described as

sental

the covernments O

COmmunist totalitarianism

A version of Collectivism advocating that

soda'\\sm Can be achieved only through a
totalitarian d\clatorship.

theocratic totalitarianism

{\ political system in which political power
IS monopolized by a party, group, or
Individual that governs according to
religious principles.

tribal totalitarianism

A political system in which a party, group,
or individual that represents the interests
of a particular tribe (ethnic group)
monopolizes political power.

right-wing totalitarianism

A political system in which political power
is monopolized by a party, group, or
individual that generally permits
individual economic freedom but restricts
individual political freedom, including
free speech, often on the grounds that it
would lead to the rise of communism.

Is Representative Democracy

right-wing totalitarianism. Right-wing totalitarianism gener-

ally permits some individual economic freedom but restricts

individual political freedom, frequently on the grounds that it

would lead to the rise of communism. A common feature of

many right-wing dictatorships is an overt hostility to socialist

°Icommunist ideas. Many right-wing totalitarian governments
are backed by the military, and in some cases, the government
May be made up of military officers. The fascist regimes that
ru'led Germany and [taly in the 1930s and 1940s were right-
Wlng.totalitarian states. Unul the early 1980s, right-wing dicta-
i‘(’)ﬁ;}r‘:}PS, Many of which were military dictatorships, were
Ulili[aron(;‘hmugh()l-” Latin America (e.g., Brazil was ruled by a
o iy lClalorShl.p betweeq 1964 apd 1985). They were also
o ln several Asian countries, particularly South Korea, Tai-
' >Higapore, Indonesia, and the Philippines. Since the early

the Best Way?

Chile is a country in South America that borders the South Pacific
>ea. Neighboring countries include Argentina, Bolivia, and
Peru—also representative democracies. Chile has a strateqic loca-
tion relative to sealanes between the Atlantic and Pacific Oceans,
Including the Strait of Magellan, the Beagle Channel, and the
Drake Passage. Chile has a market-oriented economy in which the
prices of goods and services are determined in a free price sys-
tem. The government system is a republic (and it returned to a
democracy in 1990). The chief of state and head of government is
the.president. Presidential and congressional elections are held
periodically, with each election since the Post-Pinochet era (which

ended in 1988) being viewed as free a
| , nd fair. How often d
believe elections should be held for the head of State? L
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Understand how the economic
systems of countries differ.

market economy

An economic system in which the
interaction of supply and demand

determines the quantity in which goods

arvices are produced.

1980s, howeve
now genuine multiparty
111 become functioning democracies,

PseudO-Democracies Many of the world
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systems of government. They might be des

attempt to deny basic poli
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MARKET ECONOMY Inthe archetypal pure market economy; all productive ac-
ed to being owned by the state. The goods and services that

tivities are privately owned, as oppos |
:on is determined by the interaction of

a country produces are not planned
supply and demand and signaled to producers through the price system. If demand for a product

exceeds supply, prices will rise, signaling producers (o produce more. If supply exceeds demand,

prices will fall, signaling producers to produce less. In this system, CONSUMETS drc sovereign. The
purchasing patterns of consumers, as signaled to producers through the mechanism of the price

system, determine what is produced and in what quantity.

For a market. to wo.rk in this manner, supply must not be restricted. A supply restriction
gﬁf;;f i\:}:-zlsl z:) Isllsr:;gtl(c: flrm monopolizes a market. In such circumstances, rather than increast
PR 5, & 1nclr.eased demand, a monop.olist might restrict output and let prices ris.

onopolist to take a greater profit margin on each unit it sells. Although thi

1s good f 1St, 1t 1
g or the monopolist, it 1s bad for the consumer, who has to pay higher prices. It also 1

d economy, an

probably bad for the welfare |
| . of society. Because |
incentive to search for ways to lower production caogtl;) jLoii e A0 campelion. | s
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111 businesses arc state owned, the rationale being that
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; government plans the
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addition, in a pure command
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them { SUL A . rests of the nation as a whole

duals. Historically. command economies were found i rather than in the ;
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cla . S, . :
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@ 023 Legal Systems e lona with

Understand how SEREGSY SIS O fers to the rules, or 1aws, that regulate behavior along wi the

s Sl o e erfS d and thr,ough which redress for grievances 1s obtained.

° enforce : : :

processes by which HS1EVA et importance Lo ‘nternational business. A country’s

legal system The legal system of a country IS of immense 1mpO! . , e ron fretowbe oxc

System of rules that requlate behavior oo 1are business practice, define the mannef in which business tr -

o

and the processes by which the laws of 3 Q
country are enforced and through which  cuted, and set down the rights and O

Oy T ifferences in
redress of grievances is obtained. legal environments of countries differ in significant ways. As We shall see, di legal

systems can affect the attractiveness of a country as an investrpent site or market. o i
Like the economic system of a country, the legal system 1S influenced by the prevailing politi-

cal system (although it is also strongly influenced by historical tradition). The government of a
country defines the legal framework within which firms do business, and often the laws that regu-
late business reflect the rulers’ dominant political ideology. For example, collectivist-inclined to-
talitarian states tend to enact laws that severely restrict private enterprise, whereas the laws enacted
by governments in democratic states where individualism 1s the dominant political philosophy |
tend to be pro-private enterprise and pro-consumer.

Here, we focus on several issues that illustrate how legal systems can vary—and how such
variations can affect international business. First, we look at some basic differences in legal sys-
tems. Next we look at contract law. Third, we look at the laws governing property rights with
particular referencg o patents, copyrights, and trademarks. Then we discuss protection of intel-
lectual property. Finally, we look at laws covering product safety and product liability.

bligations of those involved in business transactions. The

common law

A system of Jaw based on tradition '
precedent, and custom; when Jaw courts 1s Dasedipn tradmon, precedent, and

C " e - » :
I B precedent to cases tha, S : ustom. Tradition refers to a country s legal hlsm.ry
regard to these characteristic | Wi ome before the courts 1n th ’ whlch
. aws are applied in specific Situations © Past, and custom to the ways I ith

Wi

. In turn, each new interpfetatio
. AS Nnew precedents arise, laws may be

Ci\’il law Sys(e]-n

A system of law based on
a very detail '
set of written [aws and codes. = ¥aw COILS mterp ret Ci |
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does 10 A common |

<s adversarial than a common law syste

on detailed legal codes rather l\\{zfn“im
dent. and custom. Judges under a ('i\nil
ose under a common law
ave the power Lo 1n-
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Do You Agree Wit
System of Islamic

H
ow can a banking system operat

h the Unique
Banking?

e without interest (ribg in

at hap-
,Islam

esult,

system- Judg . . Lat
terpret the law, whereds judges 1n a civil law system have the
Power only tO apply the fav i;;?‘ecc)‘? \Tnht?'\zifj‘c economic idea is that commercial risk should be
e Law e s e e o a1
which the law 18 based On religlous teachings. Islamic law 1S il t?)r?hae\ gsk.that’s (berent in business. No matter wh
the mOSt widely Pl‘acticed theocratiC .legal system 1N the mod- e ;ﬁ;ﬂs;s‘;(the banker. gets a return. In contrast
ern world. although usage of both Hmdu. and J e.WISh. law .per- ol a et eghzhz;en::\\s commercial risk. \f the business
isted 10t the rwentieth century. Islamic }aw is primarily a doesn’t do well, SIS HOAS “i; ;2?\:?;‘?‘? pmf‘t' : fthe i
moral ather than @ Commercial.law and 18 m.tended. to govern In \s\a.m is stronger than the value of 'md.'w'\di:?p\i;% z'r;“r‘un\tv
1| aspects of life.” The foundation fgr Islamic law 1S the holy l;tamlc Banking was born in the mid-1970s and has. qrown ever
hook of Islam, the Koran, along with the Sunnah, Of degl- since, NOW 1o the point of having millions of clients, a resilient code
<jons and sayings of the Prophet Muhammad, and the writ- (&f\ eth\CS\;jar\;\?hert\%agemem. frc;m many conventional banks around
o of IslamiC <cholars who have derived rules by analogy \ e world. What do you think SHotilditic UankEstE paid regard-
- - e established in the Koran and the Sunnah. ess of entrepreneurial success, or is the Isfamic Banking system a
trom the princip . hetter way to share commercial risk?
Because the Koran and Sunnah are holy documents, the bas.1c
foundations of Islamic 1aw cannot be changed. Howevel, in
practice; [slamic jurists and scholars are constantly debating .
the application of Islamic law tO the modern world. In reality many Muslim countries have theocratic law system
legal systems ‘hat are a blend of Islamic law and a common Ot civil law system !t\sys:m of law based on religious
is primarily concerned with moral behavior, it has been extended tO EaCIm
ent or receipt of interest, which 18

cial activities. An €

outlawed by the Kor

ments 1S seen as 4 orave sin; the g1ver and

of theology; 1n severd

xample is the payii
an. To the devout M
the taker arc equally

] Islamic states, it ha
Court, the highest Islamic 1

uslim, acceptance of interest pay-
damned. This 1s nOt just a matter
atter of law. In the 1990s, for €X-
~wmaking body 1n the country,
emanded that the government

s also become 4 m

ample, Pakistan’s Fe
pronounced interest t herefore illegal and d
.mend all financial law

ing methods should be

0 be un-Islamic and t
s accordingly. In 199
used in the country aft
nstitutions 1N the worl

1.8 By the late 2000s, there were SOme

er July 1,200
llectively managed more

d, and as of 2014, they CO

: 500 Islamic financial i
;h than $1 trillion in assets. In ,ddition to Pakistan, Islamic financial nstitutions are found in many
: of the Gulf states, Egypt, Malaysia, and Iran.’
e ENCES IN CONTRACT L AW The difference between COMINORN law
vil law '
. : e systems can be 1lustrated by the approach of each to contract law (remember, most
th 1 .egal systems also have elements of common Of civil law). A contract is a document {
at specifies the conditions under which an exchange is to occur and details the 1 _ e e
,‘} A e rac it e et 1 ails | e rights and obli- A document that specifies the condition:
0t i Contract law is the bod £1 . h Ct Tegu ates many business transac.tions. under which an exchange is to occur an
w | e oeite y of law that governs ontract enforcement. The parties to an agreement detalls e tights and obligations o/ €
12 x, 55 o contract law when one party feels the other has V10 ‘ parties involved.
107’ ‘\ Splr[lgt of an agreement. lated cither the letter or the
Ao ecau giiet ~contract law
Ch S€E COMMO . . o (ve | '
v th by e terldn law tends to b§ relat.wely i1l specified, contracts drafted under a common body of law that governs contract
;W : % e (0 be very detailed with all contingencies spelled out. In civil law syste A e =
oth* , contracts tend to be much shorte dl ’ w systems,
ol ready covered in - and less specific because many Of the 1SSues are al
¢ it aPa \ Wrisdiction, and a civil code. Thus, 1t 18 MOIC expensive to draw up contracts in a Common | , _' .
: oels ; “E Common 1a’w : rtesolvmg contract disputes can be very adversarial in common law systems Baw
gv’ SLEC ‘ 1 *1° . G
A CONtracy diSputZ' rps have the advantage of greater flexibility and allow judges to inter re:lt* o mmaa
i ‘ 113 - ' - ; | SRLLAASE i S Sy Sl =
10 thege differenc ight of the prev ailing situation. International businesses need to be Sclfs a e
es: Yoy . - - . d {0 DC Sensl
5 ACOmmon Jaw : s; approaching a contract dispute in a state W ith a civil law system as if l&l\(@ "'
Wb hen ¢ ystem may backfire, and vice versa. iom asifaE Rad
S, o COn Ontract disput Lapiispen £ . R
gl B Mry’s Jaws t putes arise 1n international trade,
gt 18 0a
) \ pply. To resolve this issue, a numboer of countries




United Nations Convention on have ratified the United Nations
Contracts for the International  Goods (CISG). The CISG establishes @

Sale of Goods (CISG . ; _ srejal
ale of Gouds (EA50) making and performance of everyday commer a¢ Jdopting the CISG, o .
' ; . . . X ’ 1. ¢ 1 ( ’
A set of rules governing certain aspects their places of business 1n dlﬂCf@nl nations : art of 11S law The CISG HPP 1ES ¢ JnldtIQally
on's rules 8 PA 0 - pased in countries that have ratifieq

of the making and performance of ‘
commerclal contracts between sellers adop\ers that 1t

and buyers who have their places of to all contracts
businesses in different nations. .
the convention, unles

however, 18 that as of 2016,
foct in 1988).10 Some of the W

will treat the convenl

yods hetween di

for the sale of g¢ ot explicitly OP

bitration by 2 recognize

Kingdom, have nol ratified the n opt for a o
When firms do not Wish 0 o « well known Of these courts is the Interny,
ommerce in Paris, which handeg

In a legal sense, the term prop.
holds a legal title, that 1S, a resource

: ' Bs ...1 mineral rights, busine
& Fefel Resources include land, buildings: fpSabiia ot hts fnd trad o
that it owns. s , tected by patents, COpYT1ShLS emarks),
| ual property (1deas, ¥ | - to which a resource is put and over the uge
om that “esource.'2 Countries differ in the extent (g

B o the madle, of Y F s e and protect property rights. Almost all countries now have laws
which a resource is put and over the use : eir le al n . ; : |
i which their 1€g . ohts. Even China, still “ominally a communist state despite

. e |
?ﬁiﬁ: I‘Zslfj,‘f;‘e that may be derived ) +heir books that protect property I1g SR
| :ts booming market economy, finally enacted a law to protec

ers in 2007 (the law g1VES individuals the same legal pr
has).'> However, 1n many countries these laws are not €1
rights are violated. Property rights can be violated 1n tWO W

through public action.

property rights

Private Action In terms of violating pro

private action
blackmail, and the like by private individuals or groups.

Violation of property rights through theft,
piracy, blackmail, and the like by private weak le g al Sy stem allows a much hlgher

individuals or groups. 3 , : :
period following the collapse of communism 1n Ru
weak police force and judic

sinations (about 500 contract killings of businessmen occurred per year 1n the 1990s)."*
Russia is not alone in having organized crime problems (and the situation in Russia has

proved since the 1990s). The Mafia has a long history in the United States (Chicago in the 15

ights of private property hold-
otection for their property as the state

forced by the authorities, and property
ays: through private action and

perty rights, private action refers to theft, piracy,
Although theft occurs in all countries,

level of criminal action. For example, in the chaotic
ssia, an outdated legal system, coupled witha

. ial system, offered both domestic and foreign businesses scant protec-
tion from blackmail by the “Russian Mafia.” Successful business owners in Russia often had (0

pay “protection money’ to the Mafia or face violent retribution, including bombings and assas:
M-
308

was similar to Mosgow in the 1990s). In Japan, the local version of the Mafia, known & the
fggi f““sb Pm;?ctlon rackets, particularly in the food and entertainment industries."” HoWe'®
ek Eiini) aclf | nlfJfZl’ZIIIICandett\};veen the magnitude of such activity in Russia in the 19908 and I8
ment apparatus SUCE s 1? United States. The difference arose because the legal entorc®
L L S, police and court system, was weak in Russia following the collap*

y other countries from time to time have had problems similar to o evel

greater than those experienced by Russia

The extortion of income or re
sources of : «rcg
property holders by public officials, such pUth officials

Zf, :;,L”C c,;zs e g the property itself from pro
, !evymg excessive taxation

4 ,
8 Part Two National Differences

——— — R — T -__

;
f
;
4
E
}




W Pt -

rruption has been we \
Corrup ¢ n well documented in ST
\ )L"lg_‘[\ .

the palace of the Dutch royal family, from Japan
° - A\ i o g <€ < L\ e : ’ :
government OfflClalS in Zimbabwe to the New le:c( ‘l?()llll(‘u\l\\ O Brazili
| . R - P . 1tV Polica 1 tazilian ba
e Ferdinand Marcos in the Philippines was i"lmml”l:“ Departrneil Thzkers. and from
S 1¢ S 1TOr demn ; government of
Al

'li(\[n |
the :
< banks of the Congo River to

the lat
busineSSeS wishing to set up operations in that country. The s3 '\ng bribes from forei
cials 10 Indonesia under the rule .()I‘ i:()‘limcr President Suha ln.‘ ‘::) ?\ o g(ivcrnrr:ier(\)trf)‘fgf'n
Hon. HoweVer, the.re arc systel.natic dilicrciicc.f in the extent of “-” | Hi‘,ji ::;\_\ 1S immune to corm;
rule of law minileeS CO]'l'llpll‘()n. ‘Corrupil(m 1S Seen and treated as '.H(\&z:" "“ SOme countries, the
punished by the full force of the law. In other countries. the I“;"\'{d when discovered,
€ of law is weak and

politicians is rife. Corruption is so endemic in
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This se€m> to ha
- ve direction.

Jore pos1t e | . . .
n 2o tO Transparency onal, an independent nonprofit organization dedicated to
ses and individuals spend some $400 billion a year
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& to government procurement contracts alone.!” Transparency Interna-
public officials in different countries.'®
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o level of corruption among
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ey ficantly reduce the foreign

FconomiC evidence suggests that high levels of corruption signi
direct investment, level of international trade, and economic growth rate in country.'” By si-

honing oft profits, corrupt politicians and bureaucrats reduce the returns to business investment
I;nd hence, reduce the incentive of both domestic and foreign businesses 1O invest in that country.

The lower level of investment that cesults hurts economic growth. Thus, W€ would expect coun-
of corruption such as Indonesia, Nigeria, and Russia to have a lower rate of
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Corruption In Brazil

Brazil Is the seventh-fargest economy In the world with a gross do-
mestic product of $2 trilllon. The country has a democratic govern-
ment and an economy characterized by moderately free markets,
although the country's largest oll producer (Petrobras) and ane of its
top banks (Banco do Brazil) are both state awned. Many economists,
however, have long felt thal the country has never quite lived up to
its considerable economic potentlal. A major reason for this has
been an endemically high level of corruption that favors those with
political connections and discourages investment by more ethical
businesses.

Transparency Internalional, a nongovernmental organization that
evaluates countries based on perceptions of how corrupt they are,
ranked Brazil 96th out of the 180 countries it looked at In Its 2017 re-
port. The problems t identifies In Brazil include public officials who
demand bribes in return for awarding government contracts and “influ-
ence peddling,” In which elected officlals use thelr position in govern-
ment to obtain favors or preferential treatment. Consistent with this,

according to a study by the World Economic Forum, Brazil ranks 135th
out of 144 countries in the proper use of public funds.

Over the last decade, several corruption scandals have come to light
that serve to emphasize Brazil's corruption problem. In 2005, a scandal
Known as the mensalao (the monthly payoff scandal) broke. The scan-
dal started when a midlevel postal officlal was caught on film pocketing
a modest bribe In exchange for promises to favor certain businesses in
landing government contracts. Further nvestigation uncovered a web
of influence peddling in which fat month y payments were given to law-
makers willing to back government Initiatives in National Congress.

After a lengthy Investigation, in late 2012 some 25 politicians and busi-

ness executives were found guilty of crimes that included bribery,
money laundering, and corruption.

The public uproar surrounding the mensoloo scandal was just start-
Ing to die down when in March 2014 another corruption scandal cap-

lured the attention of Brazillans, This time It involved the state-
ol company, Petrobras. Under 3 scheme that

owned
séems to have been

Foreign Corrupt Practices Act

tion frms wanting to do Dusinesg »
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0 pay celves political appointees. The X€Cutiyay

" contracts they awarded, adding a 3 PerCen,
y a kickback. The 3 percent fee was g,
ecutives, construction industry EXECulives, an

trobras ex Jction companies established shell COMpaniae <

:Ztrlaunde, the money. According o Prosecutors y,

the total value of bribes may Nave exceeded 833

| {
operating 5
Petrobras agreed |
these oxecutives W

| lue O
inflate the Vo
would [0 ch was effectivel

vestigating the Case.

bllliof,

Four former Petrobras officials and at least 23 construction COmpap
our

J

ives have been charged with crimes that include Corruption ang

ex:::y aundering. In addition, Brazil’s Supreme court has given pros.
- \ ,

utors the go-ahead to Investigate 48 curre‘nt ar farmer MEMmbers g
gfmgress including the former Brazillan President Fernandg Collor ¢

Mello. The Brazillan president, Dilma Rousseff, was also tainteg by the
scandal. In June 2016, she was suspenfied from the Presidency pepg
Ing an impeachment trial. She was chair of Petrobras during the lime
this was occurring. She is also a member of the governing Workerg
Party, several members of which seem to have been among the Maior
beneficiaries of the kickback scandal. Although there is ng vidence
that Rousseff knew of the bribes or profited from them, her aDility 1
govern effectively has been severely damaged by association. The
scandal has so rocked Brazil that it has pushed the country close 1o 3
recession. In August 2016, Rousseff was impeached and remoyeg from
the presidency,

If there is a bright spot in all of this, it is that the scandals are Coming
to light. Backed by Supreme Court rulings and public outrage, co-
rupted politicians, government officials, and business executives ar
being prosecuted. In the past, that was far less likely to occur.

Sources: Wil Canners and Luciana Magalhaes, “Brazil Cracks Open Vast Bribery Scanca”
The Wall Street Journal, Agri) 7, 2015; Marc Marqolis, “In Brazil's Trial of the Cantary,

Lula’s Reputation Is at Stake,” Newsweek. July 27, 2012: “The Big Ofly” The Ecocans
January 3, 2015; Donna Bowater. “Brazils Continuing Carruption Prodlem 88( News,

September 18, 2015: Simon Romero, “Dilma Rousseff Is Qusted as Brazil’s President &
Impeachment Vote." The New York Times. Auqust 31, 2016
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" In the early 2000s, Walmart wanted t0 buil .
~ Teotihuacan, Mexico, barely a mile from ancient pyramids that drew  ectricity Was <5 5C8
tourists from around the world. The owner of the iand was happy 10 sell ared whered e A
to Walmart, but on€ thing stood IN the way of 8 deal: the city’s new zop- were turned @ yded i o vork Time : Jrticle by ampfng 355
ing laws. These prohibited commercial development in the historic \Walmart respontds sl ) o ribery hat it had imtlated in 2
area. Not to be denied, executives at the headquarters of Walmart dé cecond internal investigall e an 300 outside lawyers
Mexico found a way around the problem: They paid @ $52,000 bribe to BY mid-2015, there were. rep il o ore than 6612 million in
3 local official to redraw the zoning area so that the property Walmart  working of the investigation, arn b itia .nd the securities and
wanted to purchase was placed outside the commercial-free ZoN< fees. In addition, the U.S. Departmen T S - estiga-
Walmart then went ahead ~nd built the store, despite vigorous local Exchange Commission both announced that ey mart reporte 4
tions into Walmart's practices. In November 2012, Walmart repott
n into violations had extended beyond MexICO
' looking into the

ted thatits own investigatio
to include China and India. Among

Walmart de Mexico routinely allegations by the Times that top execu
t one example. ~ mer CEO Lee Scott Jr., had deliberately squa

caced  In late 2016 people ¢amiliar with the matte
vestigation had not uncovered evidence

November 2017 it wWas reported that Wa
Justice Department and paid a $283 million

had been expected.

opposition, opening it in late 2004.
A former lawyer for Walmart d
Walmart executives at the compan

Bentonville, Arkansas. He told them that
ry, citing the altered zoning map as jus
rt started their own investigation.

tion in Mexico, top Walmart executives

decided to engage In damage control, rather than coming clean.
Walmart’s top lawyer shipped the cas€ files back to Mexico and handed
over responsibility for the investigation to the general council of

Walmart de Mexico. This was an interesting choice as the very same
general council was alleged to have authorized bribes. The general ¢ yrces: David Barstow, ot Mend

e Mexico subsequently contac

's corporate headquarters in . .
; : ; tives at Walmart, including for-

shed earlier investigations.
c stated that the federal in-
of widespread bribery. In
imart had settled with the
fine, significantly less than

Alarmed, executives at Walma
with growing evidence of corrup

can Bribery Case Hushed Up by Wal-Mart after Top
 April 21, 2012; Stephanie Clifford and David Barstow,

e” The New York Times
York Times, November 15, 2012,

council quickly exonerated fellow Mexican executives, and the internal  Level Struggl
invest'gation was closed in 2006. «“\Wal-Mart Inquiry Reflects Alarm on Corruption,’ The New
Nathan Vardi, “Why Justice Department Could Hit Wal-Mart Hard over Mexican Bribery
2012 Phil Wahba,"Walmart Bribery Probe Dy Feds Finds No

re happened; then, in April 2012, S B v
: “r : egations,” FOrDEs, pril 22,
d an article detailing bribery by MalorM‘scondudeemo: o]

Walmart. The Times cited the changed zoning map and several other  «al-Mart Balks at Paying $600
examples of bribery by Walmart: for example, eight bribes totaling  Sue Reisinger, “Wal-Mart Reserves

$341,000 enabled Walmart t0 build a Sam’s Club in one of Mexico  Counsel, November 17, 2017.

berg and M. Robinson,
October 6, 2016; and

$283 million to Settle Mexico FCPA Case,” Corporate

rtune, October 18, 2015; T. Schoen

For several years nothing mo
Million in Bribery Case,’ Bloomberg,

The New York Times publishe

India or China), adopted the Convention O Did You Know?
ou know that it's lllegal for

including most Western economies (but not Russia,
on Combating Bribery of Foreign Public Officials in International Business Transactions.” DidY
The convention obliges member states (o make the briber j ic offici imi  Amerlcans to bribe public officia’s
of foreign publ 3
Y Enp 1c officials a crimi to gain business in 3 forelgn
country, even if bribery is

commonplace in that nation?

nal offense.
Both the U.S. law and OECD convention include language that allows exceptions known as
fac‘ﬂita.ting or expediting payments (also called grease payments OF speed money), the purpose of
which is to expedite or 0 SECUIc the performance of 2 routine governmental action.”! For exam- \:‘;:ntr::l:n‘:s;?c’\? :\.253:\ :;oc:k of
SmartBook® lo view a short video

ple, they allow small payments made to speed up the issuance of permits or licenses, process
pqperwork, or just get vegetables off the dock and on their way to market. The explanation for S o Y
this exception to general antibribery provisions is that while grease payments are technically

bribes, they are distinguishable from (and, apparently, less offensive than) bribes used to obtain
intellectual propertly

or maintain business because they merely facilitate performance of duties that the recipients
already obligated to perform. 3 ArC  Products of the mind, Ideas (e.g., books,
music, computer software, designs
technological know-hows); intellectual

THE PROTECTION OF INTELLECTUAL PROPERTY intellectual g
property refers to property that is the product of intellectual activity, such as compute t?c S aee '
or the chemical formula for a new drug. Patents c%py:i:t’;:swa::& patent
’ Grants the inventor of a8 new product

a screenplay, a music score,
rademarks establish ownershi
a new product or process exclus

p rights over intellectual property. A patent ‘

A | L grants

ive rights for a defined period to the manufacture t?::emzxzz ‘i;; slaib il
Hihvp MOk :Of  manufacture, use, or sale of that inventicn.
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copyrights

The exclusive legal rights of authors,
composers, playwrights, artists, and
publishers to publish and disperse thel
work as they see fit.

trademarks

The designs and names, often officlally
registered, by which merchants of
manufacturers designate and
differentiate thelr products.

World Intellectual Property
Organization
An international organization whose

members sign treaties to agree to
protect intellectual property.

Paris Convention for the
Protection of Industrial
Property

International agreement to protect
intellectual property.

Property Rights?

of primitive methods, and mar
agriculture. At the same time, B
ries ranked in the 2013 Internati

How much should companies focus on intell

In deciding where to (1)
products? Does it differ if

Part Two National Differences

How Important Are Intellectual

Burundi is a landlocked country in the Great Lake region of east-
ern Africa. Neighboring countries include Rwanda, Tanzania, and
the Democratic Republic of the Congo. Burundi is hilly and moun-
lainous, with access to Lake Tanganyika. The government system

.is a republic, with the chief of state and head of government be-
Ing the president. Burundi has a trad

which the allocation of avallable reso

y Citizens engage in subsistence
urundi was last of the 131 coun-

produce their products and (2) sell their

‘ - ~amposers, playwrights, ap
that invention. Copyrights are the exclusive legal rights ol m”h(‘)i:E:Tn':*l:‘mlcnmrks o "CSignS
ists, and publishers to publish and disperse their work as lhcy".szmrcrs designate and differen;.
and names, officially registered, by which merchants of nmljl"l ‘,l,ol(’i-’y “knowledge” economy g
ate their products (e.g., Christian Dior clothes). In the hlgh"-l’LL ]incrciiSingly important source o
the lwcnty-l‘irst century, intellectual property 11U DeEUTES ‘m)r( has also become incrcasingly
economic value for businesses. Protecting intellectual Plr(;[:; azd then copied and distributeq 5
problematic, particularly if it can be rendered 1n a (hgl(‘zll, ()C()mpl'lcr software, music, and Videq
very low cost via pirated DVDs or over the Internet (€.£2.

recordings),?? e to reward the originator of a new inyep,.
The philosophy behind intellectual property laws 1s‘l ain. and the like for his or her idea and
tion, book, musical record, clothes design, esl.auraﬂl T(]L}Fh;:)’ provide an incentive for people ¢,
effort. Such laws stimulate innovation and creative w()lf :rcativity. For example, consider INNoysy.
search for f doing things, and they rewarc C . £ 4 iew drogiainn
arch for novel ways of doing ’ he inventor ol a & “Year

ey R e ent will grant | , .
tion in the pharmaceutical industry. A patent 3 al firms an incentive to undertake

is of rmaceutic
R e e ThlS‘glVTDS Eil;ares;arch required to generate new drugs (i
| and time-consuming ba:
the expensive, difficult, and time-COl

he market). Withoy
can cost $1 billion in R&D and take 12 years (O get a.new drug n(:rrln itt themselvzzs 4 extents;he
guarantees provided by patents, companies would be unlikely to €O o

basic research.?’
The protection of intellectual property
many countries have stringent intellectua

rights differs greatly from country to country. Although
| property regulations on their books, the enforcemep;

of these regulations has often been lax. This has been the case even among trflany ﬁf the 1.85
countries that are now members of the World Intellect.ual Property Organ{za 110;, all of which
have signed international treaties designed to protect intellectual Qroperty, Including the oldest
such treaty, the Paris Convention for the Protection of Industrial Property, which dat.es to
1883 and has been signed by more than 170 nations. Weak enforcement encourages the piracy
(theft) of intellectual property. China and Thailand have often been among the worst offenders iy
Asia. Pirated computer software is widely available in China. Similarly, the streets of Bangkok
Thailand’s capital, are lined with stands selling pirated copies of Rolex watches, Levi’s jeans.
DVDs, and computer software.

The computer software industry is an example of an industry that suffers from lax enforcement

of intellectual property rights. A study published in 2012 suggested that violations of intellectual

property rights cost personal computer software firms revenues equal to $63 billion a year.** Ac-

cording to the study’s sponsor, the Business Software Alliance,
a software industry association, some 42 percent of all software

cent and cost .th.e Industry more than $9.8 billion in lost sales, up
from $444 million in 1995 The piracy rate in the United States

was rr.luc.h.lower at 19 percent: however, the value of sales lost
was significant because of the size of the U.S. market.?

International businesses have a number of possible re-
1Sponses to violations of their intellectual property. They can
aOIz:y their respective sovernments to push for international

SIECMENLs to ensure that intellectyal property rights are pro-

tional economic system in
Urces is made on the basis

and Trade to cover intellectual property:
°Nt, known as the Trade-Related Aspects
of Intellectual Property Rights (TRIPS), as of 1995 a Council of
lon | overseeing enforcement of
Property regulations. These reglfla'

ectual property rights
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e 1 - logo?” |

~ Starbuck m&smg plans for China. It believes the fast-growing nation However, in January 2006, @ Siraggr:egistered +c Chinese name i

“"fi*h“‘*éﬂ?ihéfcom‘pany‘s second-largest market after the United  had precedence, in part because Ke's use of the name and similar

‘f,* entered the country in 1999, and by the end of 1998, The court stated that Xing Ba Ke>S e competiﬁ on

e had opened | than 1,300 stores. But in China, copycats  |ogo was “clearly malicious” and constituted improp FE5 T St
d Xing Ba Ke to stop using the name and to pay

volved here may

Starbucks faced  The court ordere

Ke Coffee Shop,  pucks $62,000 1N compensation. While the money in

n brands are commaon.
edent is not. In a country where violation of trade-

competltion from a look-alike, Shanghal Xing Ba
~ whose stores closely matched the Starbucks format, right downtoa pe small, the prec
Starbucks’  marks has been common,

. P 'X":;
a‘v\iz""., ‘.s;"" N
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 of well-established Wester
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Ke circular logo that mimics he courts seem to be signaling 2 shift to-

he standard Chinese trans-  ward greater protection of ntellectual property rights. This is perhaps
» and Ba Ke sounds like ot surprising because foreidn governments and the World Trade

Organization have been pushing China har

“bucks.”
In 2003, Starbucks decided to sue Xing Ba Ke in Chinese court for  intellectual property rights.
| manager responded by

trademark violations. Xing Ba Ke’s genera
claiming it was just an accident that the logo and name were S0 similar g i
Sources: M. Dickie, “Starbucks Wins Case against Chinese Copycat,” Financial Times,

to that of Starbucks. He Cla.'med the right to Use. the logo a.n.d Ll January 3, 2006, p. 1 «Starbucks: Chinese Court Backs Company over Trademark
because Xing Ba Ke had registered as a company In Shanghai in 1999,  Infringement,” The Wall Street Journal. January 2, 2006, p. A11; and “Starbucks Calls

hefore Starbucks enter ed the city. “I hadn't heard of Starbucks at the  China Its Top Growth Focus,.” The Wall Street Journal, February 14, 2006, p. 1.

. ubiquitous 10go. The name also mimics t
Iation for Starbucks. Xing means “star,

of the author. Rich countries had to comply with the rules within a year. Poor countries, in which
such protection generally was much weaker, had five years of grace, and the very poorest have

10 years.26 (For further details of the TRIPS agreement, see Chapter 7.)
In addition to lobbying governments, firms can file lawsuits on their own behalf. For example,

Starbucks won a landmark trademark copyright case in China against a copycat that signaled a
change in the approach 1n China (see the accompanying Management Focus for details). Firms
may also choose to stay out of countries where intellectual property laws are lax, rather than risk
having their ideas stolen by local entrepreneurs. Firms also need to be on the alert to ensure that

pirated (?opies. of their products produced in countries with weak intellectual property laws don't
turn up In t.helr home market or in third countries. U.S. computer software giant Microsoft, for
example, discovered that pirated Microsoft software, produced illegally in Thailand, was b;,ing

sold worldwide as the real thing.

PRODUCT SAFETY AND PRODUCT LIAB".'TY Product Safety laws set  product safety laws

certain safet j s hils
i Officz rzt?:sda; Szill:)()leWhLCh d pr oduct must ad}.le.re. Product llablllty involves holding a firm  Set certain safety standards to which a
R =Y when a product causes injury, death, or damage. Product liability can /%< ™t adhere.
greater if a product does not conform to required satety standards. Both civi imi
. Both civil and criminal  product liability

product liability laws exist. Civi
: 1l laws call for payment and
laws result in fin impri payment and monetary damages. Criminal liabil:
es or im 3% e Y : abili |
prisonment. Both civil and criminal liability laws are probably more e;y '::;z':z;::ﬂr;‘i: Sr;n;nddns i
w vind ¢ . roduct causes

tensive in the United States |
than 1n any othe

have comprehensive liability laws Lial))/ility l;:v(s)uarrlgi,’ a-lthﬁugll: many other Western nations also Dpiy:Seoth, of Serege,
nations. A b - s , ypically the least extensive i .
e ll(]);)rn In prongt .llat.nllty suits and awards 1n the United States resul?cciéss deVelope.d
i cost (,)f hablllty. Insurance. Many business executives argue that th LK dramatic

nce make American businesses less competitive in the global a k kit

marketplace.

laws raise an i '
n 1mportant ethical 1ssue for fi | '
: | irms doing bu
T R P | g business abroad. Wh
o a firm’s home country than in a foreign country or when l?nb?;’f)duct safety laws
12Dt

lax, Sh i.] lll . . . ,

or should it adhere to th
¢ standards of its home ¢ ? |
undoubtedly to adhere to home-country standards —ae '

lax s; 1abili
safety and liability laws to do business in a man
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Explain the implications for
management practice of national

differences in political economy.

Key Terms

political economy, p. 39
political system, p. 39
collectivism, p. 39
socialists, p. 39
communists, p, 39

social democrats, p. 39

privatization, p, 40

individualism, p. 40

democracy, p. 4]

lotalitarianism. p. 4]

communijst lotalitarianjsm p. 43
theocratic lotalitarianjsm p. 43

o4

Part Two National Differance: Product liability, p. 53

Focus on Managerial Implications

THE MACRO ENVIRONMENT INFLUENCES MA C

; broa
TIVENESS The material discussed in this chapter has tWO

of a
% = s 3% a al S Stems : \r a
tional business. First, the political, economic, and l?%nteril‘ ational business: For example, What

ethical issues that have implications for the practice 0% 7 (otalitarian countries Wi\ere Cltl'zens e Following
. : . . . th doing bUSlnCSS 111 CSSary {O galn permlssio :

ethical implications are associated wi « and bribes are Nt L It 1. Politx
: . . Flong , , - ee - ,

denied basic human rights, corruption is rampat 2 A full discussion of t PliCationg dimer

: s - ting e we explore ethje. -
do business? Is it right to operate in such 2 Setresegrved for Chapter 3, ot iy collec

of country differences in political economy 15 . to whi
internatioynal business in much greater depthi «nvironments of 2 country Clea:lsy ;?lgfnkce the 7. Collec
Des b L R e 1:;‘5 ianvestment site. The benef,lts, g;)iiiczdl ecor?ofn?SSOCL societ
tractiveness of that country as a market re a function of that countr y. ur Stment,site de e ind1v1
ated with doing business in a coilntr y 2; e tryjas q market Or 1nve s likpeinds on state 11
legal systems. The Qe attracnve? :35 of doing business 1n that. countryf ag 7 1y cogt of con
balancing the likely long-term bfznehl Sfirst of two dealing with 1ssues © [;(: i on;rriy, We 3 Indivic
and risks. Because this chapter 1fS htozf political economy mpaCis He 0utvs S,he:n vi aii ot of the
will delay 2 detai]ed.dlsCUSSIOn 'O _states until the end of the I,leXt chapjter, i ¢ Z M| politicC:
doing business 1n dlfferent-nauonh t are important for assessSInNg ,bene.:ﬁts.’ C(.)S T transla
grasp of all the relevant VELIED S e with democratic political nstututions, a market-bageg free m:
For now, other things being equal, a nation rotects property rights and Limits corruption j 3
economic system, and strong 1egd R :jhai) psineSS than a nation that lacks democratic ingjg, 4. Democ
clearly more attractive as a place in which to do bu T the pol

being said, the reality is often more nuanced and complex. For example, China lacks democratic ip.

stitutions; corruption is widespread; property rights are not always respe(.:ted; and even though the Critical
country has embraced many market-based economic reforms, there are still large numbers of state.

owned enterprises—yet many Western businesses feel that they must invest in China. They dogy

desnite the risks because the market is large, the nation i1s moving toward a market-based systen, I. Free marl
p , . - whereas ¢
economic growth has been strong (although it faltered in 2015-2016), legal protection of propery
rights has been improving, and China is already the second largest economy 1n the world and couls 2. A der.nom
ultimately replace the United States as the world’s largest. Thus, China 1s becoming increasinglya- Sustained
tractive as a place in which to do business, and given the future growth trajectory, significant oppor 3. What 1S tl
tunities may be lost by not investing in the country. We will explore how changes in politictl (Le., gove

economy affect the attractiveness of a nation as a place in which to do business in Chapter 3.
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