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CHAPTER 3 ¢ LEGAL, TECHNOLOGICAL, ACCOUNTING, AND POLITICAL ENVIRONMENTS

million Chinese ‘workers are employed in 4,600 Japanese-
controlled factories. Should the Chinese market turn hostile
to them, Japanese investors could redirect their investments
to other parts of Asia, such as Vietnam or the Philippines.
Moreover, the United States and Japan have a mutual de-
fense treaty, which would escalate the significance of any
armed conflict between China and Japan.

Resolving these territorial disputes will be complex.
National pride may need to be balanced against the eco-
nomic benefits of peaceful resolution. Philippine lead-
ers have proposed that Association of Southeast Nations
(ASEAN, discussed in more detail in Chapter 10) and
China negotiate a binding code of conduct that would
regulate commercial activities in the region. Others experts
propose that the squabbling nations agree to binding arbi-
tration under the aegis of the UNCLOS. China has rejected
arbitration, preferring to engage in bilateral negotiations
over the disputed areas. Cynics suggest that given the
unequal economic and military power of China vis-a-vis
its neighbors, bilateral negotiations will inevitably favor

China.

Case Questions

3.22. Pick one of the island chains (Paracel, Spratly,
Pinnacle/Senkaku/Diaoyu/T jaoyutai) under dispute.
Research the claims of the parties asserting own-
ership of the island chain. Prepare a short memo

summarizing the ownership claims, the basis of those

claims, and a possible solution to the dispute. Are

bilateral negotiations, arbitration under UNCLOS,

or a region-wide code of conduct the best way to

resolve the conflicts? What are the advantages and

disadvantages of each approach?

Suppose you are an executive for Forum Energy PLC,

which was granted exploration rights in the Spratlys
by the Philippines. What political risks do you face?
What can you do to lessen these political risks?

3-24. Suppose you are an executive for Toyota, which has
extensive FDI in China and has targeted the Chinese
market as critical to the company’s future growth.
What political risks do you face? What can you do to

lessen these political risks?

3-23.

Sources: Based on “In South China Sea, a dispute over energy,” Washington
Post, January 25, 2013; “Senkaku row raises militarization fears,” Financial
Times, February 6, 2013; “Dangerous shoals,” The Economist, January 19,
2013; “China Dispute Casts Pall Over Japan Growth,” Wall Street Journal,
October 14, 2012; “Japanese car sales down in China,” Japan Times,
October 14, 2012; “Roiling the waters,” The Economist, July 7, 2012;
“Vietnam Protests CNOOC’s Plans in Disputed South China Sea,” Wall
Street Journal Asia, March 16, 2012; “Beijing in Fresh Sea Row with
Hanoi.” Wall Street Journal, March 1, 2012; “The devil in the deep blue
detail,” The Economist, February 4, 2012; “Carp among the Spratlys,”
The Economist, March 10, 2011; U.S. Energy Information Administration
report on the South China Sea, accessible at http:/www.eia. gov/countries/

regions-topics.cfm?fips=SCS.
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