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Part2  Country Differences
· Country Differences in Geographical and Economic 

     地理环境的差异                                  （补充内容）
· Country Differences in political Economy          （第二章）
    政治经济体制的差异
· Country Differences in Culture                   （第三章）
    文化环境的差异
· Country Differences in Ethics                    （第四章）
 伦理的差异
Chap2  Country Differences in Political Economy
Learning Objectives:  (课堂教学目标)  
· To identify the  political , economic, legal system, and assess the influences on international business activities ;
· To identify and assess economic and geographic factors on international business activities
· To articulate the implications for management practice of national differences in political economy;

Content and Schedule : (本章主要内容与学时计划)
· Country Differences in Geographical and Economic    (20 min)
· Country Differences in Political system

Political system            (70 min.)
Economic System:          (20min)

Legal System:              (25min)

· The Determinants of Economic development          (15min)
· Implications for business                         (30min)
Special Attention(重点与难点) 

· The political risks   (重点)
· Legal System       (重点)
· The Determinants of Economic development(难点)
· Business Implications  (难点)
· Teaching Design  (主要教学方法) 

· Instructing

· Case study

· Discussion in the class

· On net Research Task
2.1 country differences in economic and geographic environment              （地理环境的差异）
· Geographic conditions(自然地理条件):
· climate, 
· terrain, 
· waterways, 
· main natural resources , 
· population
· Economic structure(经济结构): 
· agricultural products , 
· major industries , 
· major imports exports 
· Economic conditions(经济条件) :
· GDP, 
· inflation,
· interest rates, 
· currency value, 
· personal income, 
· employment
· Infrastructure(基础设施): 

· transportation, 
· communication
·  utilities 

2.2 country differences in political economy (政治体制的差异)
Opening case    (开篇案例) 
	Sources:

1录像资料：Transformation in India

2开篇案例：Transformation in India

Questions for discussion 

● What were the main reasons that caused the 40 year’s stagnation in India before 1990?

● What are the components in the political system in India?

● Why did the India's economic reform program achieve only partial success ? What does this show?

● If you are an investor, before you make your investment in India,  you may conduct some investigation, what kind of questions you may list?

● How do country differences in political economy influence the benefits, costs, and risks associated with doing business in different countries?


（1）Concept
● Political economy: 
The political, economic and legal systems of a country. They are not independent of each other. They interact and influence each other, and in doing so , they affect the level of economic well-being in a country. 
● 政治经济体制:  一国政治、经济、法律系统之总和。政治、经济、法律系统不是孤立的，而是相互作用和影响的。
（2）How to assess the Political Systems?

· Democracy and Totalitarianism

· Collectivism /Socialism and Individualism

· The political risks in a country

2.2.1  Democracy and Totalitarianism
· Democracy (民主主义） is a political system in which government is by the people, exercised either directly or through elected representatives

·  Totalitarianism (集权主义） is a form of government in which one person or political party exercises absolute control over all spheres of human life, and opposing political parties are prohibited

2.2.2       Collectivism and Individualism

· Collectivism (集体主义）refers to a system that stresses the primacy of collective goals over individual goals.

When collectivism is emphasized, the needs of the society as whole are generally viewed as being more important than individual freedoms.
· Individualism（个人主义） is a political philosophy that an individual should have freedom over his or her economic and political pursuits. 


Individualism focuses on: 

· guaranteeing individual freedom and self-expression
·  letting people pursue their own self-interest in order to achieve the best overall good for society  
Implications:

· Doing business in Democracies:

· Stable business environment through the laws that protect the private property right;

· Commerce prospers  when private sectors exist to make profits.

· Doing business in Totalitarianism :

· More supportive, less political opposition;

· May need to pay bribes and kickbacks

· Risky- in legal system

2.2.3  political risk（政治风险)
2.2.3.1Political risk arises from a variety of sources（政治风险的来源） 
● Corrupt or poor political leadership（政治领导人的失败） 
● Frequent changes in the form of government（政府经常变动）
● Political involvement of religious or military leaders（政治牵连到宗教、军事领袖）
● An unstable political system（不稳定的政局）  

● Conflict among races, religions, or ethnic（种族、宗教和人种冲突）
●Poor relations with other countries （与其他国家关系恶化）
2.2.3.2 Types of Political risks（政治风险的类型） 

●Macro risk (宏观风险）：threatens all companies regardless of industry .Macro risk affects equally all companies in a country, both domestic and international .
 ●Micro risk (微观风险):threatens companies within a particular industry or even smaller groups 
(1) Conflict and violence(冲突和暴力) 

●It may result from people's resentment toward their own government ;国内人民对政府不满  
●It may arise over territorial disputes between countries国家之间的冲突  . 

●Disputes between ethnic, racial, and religious groups may erupt in violent conflict. 国内种族宗教不同人群之间的矛盾
对商务活动的影响

●财产安全
●人身安全
(2) Terrorism and kidnapping(恐怖主义)
   When high-ranking executives are required to enter countries with high kidnapping rates they should enter unannounced, meet with only a few key people in secure locations, and leave just as quickly and quietly. Some companies even purchase kidnap, ransom, and extortion insurance, but most security experts agree that training managers and executives to avoid trouble in the first place is a far better investment. 

(3) Property seizure(财产夺取)
● Confiscation（没收）：The forced transfer of assets from a company to the government without compensation 
● Expropriation（征用）：The forced transfer of assets from a company to the government with compensation 
● Nationalization（国有化）：Whereas expropriation involves one or a small number of companies in an industry, nationalization means government takeover of an entire industry. 
(4) Policy changes(政策变化)   

   Government policy changes are the results of a variety of influences, including the ideals of newly empowered political parties, political pressure from special interests, and civil or social unrest. 

    One common policy tool restricts ownership to domestic companies or limits ownership by non-domestic firms to a minority stake. 

(5) Local content requirements(当地成分要求)

 Laws stipulating that a specified amount of a good or service be supplied by

producers in the domestic market . These requirements can force companies to :

● use locally available raw materials,使用当地原料  
● procure parts from local suppliers,使用当地中间投入品   
● employ a minimum number of local workers.雇佣当地员工    
2.2.3.3 MANAGING POLITICAL RISK（政治风险的管理）  
● avoidance (规避) 
● adaptation (适应)
● information gathering (搜集信息) 

● influencing local politics (影响当地政策) 

2.3  Economic System (经济体制) 
● Market economy(市场经济):
The interaction of supply and demand determined the quantity in which the products and services are produced.
● Command economy(指令性经济) : 
The allocation of resources, including determination of  what goods and services should be produced, and in what price and quantity, is planned by the government.
● Mixed economy(混和经济)  :
 Certain sectors of the economy are left to private ownership and free market mechanics, while other sectors have significant  government ownership and planning.
2.4   Legal System (法律体系) 
国际商务面临的主要问题  
● property right (财产权)
● the protection of Intellectual property（知识产权保护） 

● product safety and product liability（产品安全与责任）
2.4.1 property right（财产权） 
(1) Definition of the property right (财产权的定义)
● property right: Bundle of legal rights over the use to which a resource is put and over the use made of any income that may derived from that resource.

● 财产权：指一系列法律权利，行使该权利可以处置财产，以及财产衍生的任何收入。
(2) 侵犯财产权的两种方式
● Private action: the theft, piracy, blackmail, and the like by private individual groups. (eg: “Russia Mafia”)
私人行为：偷盗、掠夺、敲诈 
● Public action: the extortion of income or resources from property holders by public officials, such as politician and government bureaucrats.
公共官员和腐败:如过度征税、昂贵的许可、征用等
   “国外腐败实施法案”   Foreign Corruption Practice Act

侵犯财产权的影响
 ● They both increase the risk and cost in international  business.
增加了国际商务的成本和风险
	案例:               三一汽车公司在俄罗斯 
     1992年马克·西明(Mark Thimming)来到莫斯科经营三一汽车公司(Trinity Motors)，这是一家通用汽车公司的经销商，在英国、俄国和美国均有私人投资。在马克·西明办公室的墙上，有一幅大的俄国地图，上面用橙色标出了40个主要城市以引人注意。马克·西明希望最终在所有这些城市都得到特许经销权。到目前为止，三一公司在莫斯科、圣彼得堡和乌克兰的基辅出售北美制造的雪弗兰(Chevrolets)、邦帝亚克(Pontiacs)和卡迪拉克(Cadillacs)牌汽车，但经销并非易事。

   连续发生的一些问题损害了三一公司为在俄国扩展所做的努力。俄国政府因缺乏现金，试图对所有进口货物征收苛刻的关税来增加财源。对所有的商品实行全面增税，三一公司进口的汽车当然也包括在内。1992年关税和增值税占到进口汽车价格的25％，而现在这个数字已接近166％！结果，在美国一辆零售价为24 000美元的雪弗兰汽车，在莫斯科的出售价格高达58 000美元。因此，毫不奇怪，三一公司的销售额比1993年早期的高峰时期下降了50％。

      俄国的土匪也要收费。马克·西明的一个同伙人，鲍里斯·别列佐夫斯基是俄国的一个主要汽车经销商，他的商标是VAZ，在最近的一起汽车炸弹事件中死里逃生。马克把妻子和小孩留在了美国，外出时总是带着全副武装的保镖。马克·西明的担心有充足的理由，据1994年俄罗斯总统叶利钦报告所说，在1994年俄国黑手党控制了全部商业和银行活动的70—80％。起初，黑手党采用征收保护费的方法(他们征收的费用比正式的国家税收要高得多)。但在近年来发现的越来越多的案件中，犯罪团伙组织在企业中开始拥有少量甚至绝大部分股份。
      马克·西明担心他在汽车进口业务上最主要的竞争对手是俄罗斯匪帮。他们向政府官员行贿，从西方进口汽车时不付高额关税，而且还逃掉了几乎将三一公司置于死地的高税收。

      西明估计，莫斯科全部进口汽车中大约80％来自黑市或灰色市场。更糟糕的是，由黑手党进口到俄国的通用公司汽车，不是为当地市场设计的。例如，这种汽车不能使用俄国本地的含铅汽油，或者没有装上俄国粗糙路面所要求的专闲减震系统。所以西明担心，购置了这些汽车69顾客，最终可能会按照个人的教训，对通用汽车公司持相当否定的态度。

西明以一种嘲讽的口吻说，他的某些重要客户正是匪帮。高税收和高关税导致汽车零售价格高昂，只有少数犯罪集团中的成功者才买得起三一公司进口车。西明说，这些顾客在要求为他们的汽车提供服务时。“往往露出凶悍面目，用枪支弹药进行恐吓”。为解决这一问题，三一公司尽量为所有的顾客提供良好的服务。西明的服务部经理有一次对一名黑手党成员说：“把我杀了没用，因为除了我没有人能为你的汽车服务”。
      尽管存在以上问题，马克·西明仍很乐观。他仍然能看到俄国长期巨大增长的前景。由于服务和零配件部门的收入足够公司80％的开销，三一公司仍然是赢利的。西明认为，到2000年经济和法律制度会大大改善，使西方企业在俄国有真正的发展机遇。目前，西明忙于为三一公司在提供优质产品和服务方面树立信誉。销售仍然萧条，每年不到1000辆。这与当初西明以为自己单枪匹马可在莫斯科每年卖出5 000多辆汽车的美梦相比，相差甚远。…   

讨论
● 1.三一公司在莫斯科遭遇问题的性质到底是什么？这些问题的产生是否是由于俄国政治、经济、法律制度不健全所致?采取什么办法才能解决这些问题?
● 2.在三一公司所面临的现状得以改善以前，马克·西明应如何处理这些问题?
● 3.三一公司尽力在俄国挺过这段时间直至问题得到解决，这是否有实际意义?
● 4.需要多长时间，俄国才能像西方国家那样稳定? 




2.4.2 Intellectual property（知识产权保护）
● Patent: Grants the inventor of a new product or process exclusive rights to the manufacture, use, sale of that invention.
专利:授予发明者制造使用和销售发明产品或过程的专有权利。
● Trademarks: Designs and names, often officially registered by which the merchants or manufacturers designate their products.
商标：由商家和生产者设计的，经过正是注册的区别与其它产品的设计图案和名字。
● Copyright: Exclusive legal right of authors composers, artists, playwrights and publishers to publish and dispose of their works as they see fit.
 版权：作者、曲剧作者、艺术家和出版商拥有的按意愿出版和处理作品的法律权利。 
Discussion:

● What kind of loss if a company’s industrial property was violated?

● How to protect the intellectual property in the country with less protection ?

● What do you think the situation of the protection to intellectual property in China?

● Do you think Nike company  is facing a very serious threat from pirating in China?

Protection of Intellectual Property（知识产权的保护） 
●Paris Convention for the Protection of Intellectual Property

保护知识产权的巴黎公约  

● Trade Related Aspects of Intellectual Property Rights, TRIPS
与贸易有关的知识产权条例 
国际企业的对策
● Lobbing the government（游说政府）
● File lawsuits on their own behalf （法律诉讼） 
2.4.3 Product safety and product liability（产品安全和责任）  
● product safety law: Set certain safety standard to which a product must adhere.

产品安全法：安全标准的设立
● product liability: Involves holding a firm and its officers responsible when a product causes injury, death or damage. 
产品责任：当产品导致伤害或损失时要求该公司及其主管负责
2.5  The determinations of economic development
2.5.1  Broader Conception of development

· Amartya Sen  argued that Development should be assessed more the opportunities and capabilities that people enjoy!

· Human Development Index (HDI): An attempt by the U.N. to assess the impact of number of factors on the quality of human life in a country. 

       - life expectance at birth

       - education attainment

       - average incomes and basic needs

2.5.2  Political Economy and economic progress

· Innovation and Entrepreneurship are engines of growth.

· Innovation and Entrepreneurship require market economy.

· Innovation and Entrepreneurship require strong Property Right.

· The required political system.

· Economic progress begets democracy.

2.6 Implications for business（商业含义）
政治经济法律环境怎样影响一国作为市场和投资地的吸引力？
（1）Benefits (利益)
● The Benefits of doing business in a country are the function of : the size of market, the present wealth, and the likely future wealth. 
在一国做生意的长期收益取决于市场规模、现实和未来消费购买力
● First-mover advantages(先行者优势): advantages accruing to the first to enter a market.    
Late-mover disadvantages(后发者劣势)：handicap experienced by being a late entrant in a market.
●Indicators of potential long-run benefit : economic system, property rights, and the size of market.

(2) Costs (成本) 

● Political factors(政治因素) 

● Economic factors(经济因素)

● Legal factors(法律因素) 

(3) Risks(风险) 

● Political risks(政治风险)
● Economic risks(经济风险): mismanagement

● Legal factors(法律风险): break a contract or expropriate intellectual property right

Conclusion总结：
Other things being equal, the benefit-cost-risk trade-off is likely to be mast favorable in politically stable nations that have free market systems and no dramatic upsurge in either inflation rate or private-sector debt.    It is likely to be the least favorable in politically unstable developing nations that operate with a mixed or command economy or in where  speculative financial bubbles have led to excess borrowing.
一国作为市场和投资地的总体吸引力取决于对利益、成本和风险。在其它条件相等的情况下，在政治稳定的发达国家和虽然作为发展中国家，但由自由的市场体制、没有高通胀和私人高借债的国家，在利益、成本和风险的利弊权衡中最受青睐。
Assignments     (第二章课外作业)

Written Problem sets: 书面作业

 1.P57/71-5. 

    You are the CEO of an American company that has to choose between making a $100 million investment in either Russia or China.  Both investments promise the same long-run return, so your choice of which investment to make is driven by considerations of risk.  Assess the various risks of doing business in each of these nations.  Which investment would you favor and why?

 2. What do you think the situation of the protection to intellectual property in China? Do you think Nike company  is facing a very serious threat from pirating in China?

Reading Assignments (阅读任务)
1. 教材Ch2 

2. 网络阅读: 

For next class: 

· Read Chapter 3
· Prepare for discussion about the opening case in chap.3
CRITICAL DISCUSSION QUESTIONS AND ANSWERS
课后练习参考答案
1. Free market economies stimulate greater economic growth, whereas state-directed economies stifle growth!  Discuss.
Answer: 
In a market economy, private individuals and corporations are allowed to own property and other assets.  This right of ownership provides a powerful incentive for people to work hard, introduce new products, develop better advertising campaigns, invent new products, etc., all in the hopes of accumulating additional personal capital and wealth.  In turn, the constant search on the part of individuals and corporation to accumulate wealth enriches the entire economy and creates economic growth.  In contrast, in a command economy, private individuals and corporations are not allowed to own substantial quantities of property and other assets.  The objective of a command economy is for everyone to work for “the good of the society.”  Although this sounds like a noble ideal, a system that asks individuals to work for the good of society rather than allowing individuals to build personal wealth does not provide a great incentive for people to invent new products, develop better advertising campaigns, find ways to be more efficient, etc.  As a result, command economies typically generate less innovation and are less efficient than market economies. 
2. A democratic political system is an essential condition for sustained economic progress.  Discuss.
Answer: 
This question has no clear-cut answer.  In the West, we tend to argue that democracy is good for economic progress.  This argument is largely predicted upon the idea that innovation is the engine of economic growth, and a democratic political system encourages rather than stifles innovation.  However, there are examples of totalitarian regimes that have fostered a market economy and strong property rights protection and experienced rapid economic growth.  The examples include four of the fastest growing economies of the past 30 years – South Korea, Taiwan, Singapore, and Hong Kong – all of which have grown faster than Western economies.  However, while it is possible to argue that democracy is not a necessary precondition for the establishment of a free market economy, it seems evident that subsequent economic growth leads to establishment of democratic regimes.  Several of the fastest-growing Asian economies have recently adopted more democratic governments. 
3. What is the relationship between corruption (i.e., bribe taking by government officials) in a country and economic growth?  Is corruption always bad?
Answer: 
Economic evidence suggests that high levels of corruption significantly reduce the economic growth rate in a country.  By siphoning off profits, corrupt politicians and bureaucrats reduce the returns to business investment, and hence, reduce the incentive that both domestic and foreign businesses have to invest in that country.  The lower level of investment that results has a negative impact on economic growth. However, while most students will probably agree that corruption is bad, some may point out that the U.S., despite its Foreign Corrupt Practices Act, does allow “grease payments” to expedite or secure the performance of a routine governmental action. According to Congress, “grease payments” while technically bribes are not being used to obtain or maintain business, but rather are simply made to facilitate performance of duties that the recipients are already obligated to perform. 
4. The Nobel prize-winning economist Amartya Sen argues that the concept of development should be broadened to include more than just economic development.  What other factors does Sen think should be included in an assessment of development?  How might adoption of Sen’s views influence government policy?  Do you think Sen is correct that development is about more than just economic development?  Explain. 
Answer: 
Sen has argued that development be assessed less by material output measures such as GNP per capita, and more by the capabilities and opportunities that people enjoy.  Sen suggests that development be seen as a process of expanding real freedoms that people experience, and as such, that development requires the removal of major impediments to freedom.  Governments influenced by Sen might ensure that basic health care and education programs are available especially for women.  Many students will agree with Sen and the notion that development is not just an economic process, but a political one too, and that to succeed citizens must be given a voice in the important decisions made for the country. 
5. You are the CEO of a company that has to choose between making a $100 million investment in either Russia or the Czech Republic.  Both investments promise the same long-run return, so your choice of which investment to make is driven by considerations of risk.  Assess the various risks of doing business in each of these nations.  Which investment would you favor and why?
Answer: 
When assessing the risks of investment, one should consider the political, economic, and legal risks of doing business in either Russia or the Czech Republic.  At this time (Fall 2002), the risk in Russia would probably be considered higher than the risk in the Czech Republic.  The Czech Republic has just been accepted as a future member of the EU, and as such gains the benefits and stability offered by the EU.  Russia, by contrast, is still many years away from even being in a position to be considered by the EU for membership. Depending upon when you are using the book, this situation could be different.  (You also may want to substitute other countries into this question depending on current events and the countries with which you feel your students will be most familiar.)
6. Read the Country Focus on India in this chapter and answer the following questions:
  a. What kind of economic system did India operate during 1947-1990?  What kind of system is it moving towards today?  What are the impediments to completing this transformation?

b. How might widespread public ownership of businesses and extensive government regulations have impacted (i) the efficiency of state and private businesses, and (ii) the rate of new business formation in India during the 1947-1990 time frame?  How do you think these factors affected the rate of economic growth in India during this time frame?  

c. How would privatization, deregulation, and the removal of barriers to foreign direct investment affect the efficiency of business, new business formation, and the rate of economic growth in India during the post-1990 time period? 

d. India now has pockets of strengths in key high technology industries such as software and pharmaceuticals.  Why do you think India is developing strength in these areas?  How might success in these industries help to generate growth in other sectors of the Indian economy?

e. Given what is now occurring in the Indian economy, do you think that the country represents an attractive target for inward investment by foreign multinationals selling consumer products?  Why?

Answer:  
a. The economic system that developed in India after 1947 was a mixed economy characterized by a large number of state-owned enterprises, centralized planning, and subsidies. In 1991, India’s government embarked on an ambitious economic reform program.  Much of the industrial licensing system was dismantled, and several areas once closed to the private sector were opened.  In addition, investment by foreign companies was welcomed, and plans to start privatizing state-owned businesses were announced.  India has posted impressive gains since 1991, however there are still impediments to further transformation.  Attempts to reduce import tariffs have been stalled by political opposition from employers, employees, and politicians.  Moreover, the privatization program has been slowed thanks to actions taken by the Supreme Court.  Finally, extreme poverty continues to plague the country.

b. The mixed economy that developed in India after 1947 was characterized by a large number of state-owned enterprises, centralized planning, and subsidies.  This system not only constrained the growth of the private sector, but it also consequently limited the effects of competition that typically promote efficiency and productivity in a free market system.   The system even limited the actions of private companies, requiring them to get government approval for routine business activities.  Production quotas and high import tariffs also stunted the development of a healthy private sector, as did restrictive labor laws that made it difficult to fire employees. Foreign exchange restrictions, limitations on foreign investment, controls on land use, and managed prices further exacerbated the situation.  It would appear that India’s rate of economic growth was negatively affected during this time frame.  By 1994, India’s economy was still smaller than Belgium’s despite having a large population.  Both GDP and literacy rates were very low, and some 40 percent of the population lived in poverty.

 c. In 1991, India’s government embarked on an ambitious economic reform program.  So far, the response to the program has been impressive.  The economy expanded at an annual rate of about 6.3 percent from 1994 to 2004.  Foreign investment is up from $150 million in 1990 to $6 billion in 2005.  Certain sectors of the economy including information technology and pharmaceuticals have done particularly well. Still, problems persist.  Actions taken by the government continue to limit efficiency gains for private companies and the country’s high rate of poverty is still a major problem.

d. India’s gains in information technology and pharmaceuticals are impressive.  The country has emerged as a vibrant global center for software development, and India’s pharmaceutical companies have taken a strong global position by selling low cost generic versions of drugs that have come of patent in the developed world.  As these industries continue to prosper, other sectors of the economy should also see the benefit of spillover effects. 

 e. Foreign investment is up in India.  In fact, foreign investment rose from $150 million in 1990 to $6 billion in 2005.  However, whether India is an attractive destination for foreign multinationals selling consumer products remains to be seen.  Certainly, the large population will serve to attract some companies, but the fact that some 40 percent of the population is living in abject poverty will scare other companies away.  Moreover, it is still not easy to run a company in India thanks to laws limiting everything from who can be fired to who can which products. 
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