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Chapter 2 – Political, Legal & Technical Environment
The PESTEL model
There are various frameworks that companies can use to try to unpack this complex diversity in the international political economy. One particularly useful framework is that of the PESTEL model. 
Entails analysing the following factors:
Political - The degree to which a government intervenes in the economy and how it chooses to do so has profound implications for business. Political factors include tax policy, labour law, environmental legislation, trade restrictions and political stability.
Economic - Factors here include economic growth, interest rates, the exchange rate and the inflation rate.
Social - This encapsulates demand and tastes related to broad sociocultural characteristics of the population.
Factors here include population growth, age distribution and attitudes towards work, religion and language.
Technological - Technology can create new industries, but it can also destroy existing ones; it can raise or lower the cost of production and influence outsourcing decisions
Environmental - Concerns with regard to climate change have led to an increasing array of laws and incentive structures that affect the way in which companies operate.
Legal - Various laws and regulations affect the cost of doing business in any particular country
Point behind this model is to focus companies' attention on the different macro environmental factors that they need to consider when contemplating an international move. 
It assists companies in translating their global success into the unique local environments in which they operate. 
Many have referred to this as a process of going glocal.
The political environment
A political system is designed to integrate the various parts of a society into a viable, func-tioning unit. 
The greater a company's level of involvement in foreign markets is, the greater is the need to monitor the political climate of the countries in which it conducts its business. 
The government can either encourage foreign activities by offering attractive opportunities for investment and trade; or discourage foreign activities by imposing restrictions such as import quotas. 
The implications of government ownership for a company marketing abroad might be that certain sectors of the foreign market are the exclusive preserve of government enterprise or that the company is obliged to sell directly to a state trading organisation
Of primary concern to an exporter or for-eign investor should be the stability of the target country's political environment. 
One of the surest indicators of political instability is a frequent change in regime. Often heralds a change in policy towards business, particularly international business.


Reflected in a government’s attitudes and policies towards foreign business are its ideas about how best to promote national interest in light of the country's economic and political resources and objectives
Foreign products and investment seen to be vital to the growth and development of the economy often receive favourable treatment from the government 
Products considered by a government to be non- essential, undesirable or a threat to local industry are frequency subjected to a variety of import restrictions such as quotas and tariffs. 
The political environment is connected to the international business environment through the concept of political risk, dis-cussed below.
Political risk
Political risk can be defined as ‘the undesirable impact of political change on the organisation's foreign operations and decision-making process 
Industries requiring heavy capital investment are generally considered to be more vulnerable to political risk than those requiring less capital investment. 
Political risk is of a macro nature when politically inspired environmental change affect all foreign investment. It is of a micro nature when the environmental changes are intended to affect selected fields of business activity only or foreign firms with specific characteristics
When business is conducted in industrialised countries, labour disruptions and price controls are the greatest threats to a company's profitability.
A checklist for assessing the political risk of a particular country will include the following aspects:
· form of government and length of leadership in power 
· extent of leadership changes and history of government stability
· volatility of electorate and popular support for leadership 
· role of the military in politics and religious, ethnic or ideological splits 
· amount of political participation allowed or tolerated through demonstrations, lobbies, professional associations and other informal interest group'
· prospects for domestic political violence and internal security forces per 1 000 of the population 
· history of coercion and regional political alliances 
· trade or labour disputes 
· external threats to supplies or markets
A political spectrum
Political ideologies are many and varied so it is difficult to fit them neatly into a continuum that represents degrees of citizen participation in decision making. The two extremes in a theoretical sense are democracy and totalitarianism
Democracy
Democracy, is based on the belief that citizens should be directiy involved in decision making. 
Most modern democratic states practise what is commonly referred to as representative democracy. 
In a representative democracy, citizens periodically elect individuals to represent them
Sorensen maintains that political democracy can be viewed as a system of government that meets the following conditions:
· meaningful and extensive competition	
· a highly inclusive level of politica participation in the selection of leaders and policies, 
· a level of civil and political liberties - freedom of expression, freedom of the press, freedom to form and join organizations
Totalitarianism
The most widespread form of totalitarianism was communist totalitarianism - a version of collectivism that advocate’s that socialism can be achieved only through totalitarian dictatorship. 
A second form of totalitarianism might be labelled theocratic totalitarianism - found in states where political power is monopolized by a party, group or individual that governs according to religious principles.
A third form of totalitarianism might be referred to as tribal totalitarianism. It occurs when a political party that represents the interests of a particular tribe monopolises power. This has been a problem in many African countries at various times in their histories.
Lastly, we find right-wing totalitarianism which allows some individual economic freedoms but restricts political participation. The justification is often an anti-communism philosophy or the idea that political freedom needs to be subjugated to the greater economic good.
The role of the state
Governments are important consumers of goods and services, vital investors in socioeconomic infrastructure, and the largest employers. However, the role of the state transcends these narrow economic parameters. The state embodies the very essence of the framework in which exchange occurs. It determines the nature of the economic system, and either directly or indirectly defines who produces what, when, how and for whom. States therefore have a vital role to play in economic development, although the extent of the state's involvement varies among systems.
The state rises to the fore by providing a predictable, stable environment in which markets can flourish. Markets require a strong state to enforce the market solution
A country's economic system can be broadly defined as the structure and processes a country uses to allocate its resources and conduct its economic activities
The legal environment
Managers must be aware of the legal systems in the countries in which they operate, the nature of the legal profession, both domestic and international, and the legal relationships that exist between countries. The legal environment is derived partly from the political climate in a country^ Multinational enterprises need to consider three legal dimensions:
· the laws of their domestic country 
· the laws of the foreign country  
· international law
Different legal systems
The legal systems of most of the non-social¬ist countries can be grouped into common law and code law. Common law is generally based on precedents or past practices. A code is a comprehensive set of volumes hav¬ing statutory force and covering virtually the entire spectrum of the country's law
South Africa's commercial legal system has been influenced by English law.
When discussing African legal systems, Bronstein states that they are often described as 'mixed' or ‘eclectic;4 and that they epitomise the most cosmopolitan aspects of globalization
Islamic law or the shari'ah also has a long history in Africa

Legal contracts
Central to all commercial activities is m contract. The purpose of a contract is specify the respective rights and obligations, of the parties to an agreement and outline, specific procedures or actions that must take place.
The principal legal arrangement underlying an export transaction is the export sales contract.
t is important to agree at the beginning of tin negotiations that all agreements are reduced to writing before contracts are formalised.
When an international commercial dis pute occurs, the problem must be settled in one of the countries involved according to the laws and regulations of that country unless the contract states otherwise.
Where the process of arbitration fails, the option of litigation, or going to court, might be considered. Disputes that go to court usually involve either large monetary transactions or the ownership of patents, copyright or physical property.
International law
International law, which may be defined as a set of laws that govern relationships between countries or other international legal persons.
The principal sources of international law are treaties and conventions. These are created when several countries reach agree-ment on a certain matter and bind themselves to it by authorising their representatives to sign a document embodying that agreement.
Other sources of international law are custom (international practice accepted as law) and the general principles of law recognized by civilised nations or natural law 
Before a country is liable to comply with the provisions of a treaty or a convention, it must have signed the original protocol. 
A common way of bringing a defaulting country to heel is by the imposing of sanctions against it
 Incoterms - not, strictly speaking, part of international law. Incoterms define the costs, risks and responsibilities of both the seller and buyer under 13 specific trade terms. 
The Incoterms have been published merely as an aid to international trade. However, some countries have incorporated the Incoterms in their domestic laws to govern their international trade.
Exporters need to be able to recognise the legal significance of their actions in the general course of marketing 
The impact of the legal environment on investment strategies
Companies deal with political and legal issues at different levels as they become more international. 
The expectation of future conflicts of interest resulting from self-interested behaviour by managers and inside- owners is reflected in low prices for the shares at the time of the offer and discourages entrepreneurs and managers from fully diversifying and export- related activities both in South Africa and abroad.
Evidence shows a strong positive relationship between the quality and efficiency of a country's legal system and its level of economic development.
The technological environment
Technology can be defined as 'the method or technique for converting inputs to out-puts in accomplishing a specific task'
The terms 'method' and 'techniques' refer not only to knowledge, but also to the skills and the means for accomplishing a task
Technology can be classified in several ways. 
Blueprints, machinery, equipment and other capital goods are sometimes referred to as hard technology
 Soft technology includes management know-how, finance, marketing and administrative techniques. 
When a relatively primitive technology is used in the production process, the technology is usually referred to as labour intensive. A highly advanced technology, on the other hand, is generally termed capital intensive
Computer technology has had an enormous impact on education and health care
There is a negative side to technological progress. 
Factories using modem technologies have polluted both air and water, and contributed to various environ-mental and health-related problems.
In the arena of global business, technology is important for three reasons:
· Technology itself has facilitated the process of globalisation and has allowed companies to go international both through their sales and through production.
· Multinational companies themselves then facilitate intercountry and intercompany transfers of technology
· A country's lack of technological sophistication can, in fact, act as a hindrance to foreign investment by raising the costs of doing business there.
Technology is a critical factor in economic development. 
The increasing economic interdependence of nations and the serious scarcity of vital natural resources, the transfer of technology has become an important preoccupation of both industrialized and developing countries.
The transfer of technology is essential for attaining a high level of industrial capability and competitiveness. Multinational corporations are playing an increasingly important role in technology transfer because they invest abroad to expand production, marketing and research activities.
In most developing countries, technology has made little impact on the production systems, income distribution and living conditions of the majority of the population.
Technology transfer is a complex, time- consuming and costly process. The successful implementation of such a process demands continuous communication and cooperation between the parties involved. 
Furthermore, technology transfer cannot be effective if it experiences conflict with the economic and social needs of the recipient country.
Technology transfer may become a serious source of conflict between donor and recipient countries. The recipient country may feel that the donor is trying to dominate it through technology, capital and production. Dependence on foreign technology can be viewed as a serious threat to economic independence. 
For the seller of technology, the technology transfer can result in unemployment in the home country and future loss of technological superiority.
Technology can be transferred from person to person, industry to industry and government to government
Multinational corporations play an important role in transferring information and technology from the parent company to subsidiaries in other countries and training foreign employees.
Environmental factors
Sustainable development refers to progress that meets the needs of the present without compromising the ability of future generations to meet their own needs. It recognizes that given a particular resource base, there are some utilisation rates that cannot be sustained
The result of continuing extraction may be better in the short run, but in the long run it will be disastrous as we will run out of natural resources. 
A slew of environmental legislation has been growing over the years both in countries and internationally. A multinational enterprise will thus need to comply with the environmental laws of the various countries in which it operates. Many companies have chosen to locate their production in countries with poor environ-mental laws, 
Kyoto Protocol - an international and legally binding agreement to reduce greenhouse gas (GHG) emissions.
There is a legally binding commitment for certain countries to reduce their GHG emis-sions by an average of 5.2% from the 1990 levels during the first commitment period 2008-2012. Under the agreement, these countries must meet their targets primarily through national measures. However, the Protocol offers them an additional means of meeting their targets by way of three market-based mechanisms. 
The stance of developing countries, is that developed countries must finance the incremental costs of whatever actions the developing nations undertake to address cli-mate change. This has led to increased business interest in the issue of climate change, having identified the prospective environ-mental and economic benefits. 
The result is the establishment of flexible mechanisms for the creation and transfer of Kyoto units (emissions reduction units (ERUs) and certified emission reductions (CERs)) through the Clean Development Mechanism (CDM). 
The Clean Development Mechanism (CDM) is considered a fundamental instrument to enlist developing country participation in emissions reduction. It seeks to reduce GHGs by allowing businesses in developed countries to meet some of their emissions targets by investing in GHG reduction projects in developing countries 
CDM is an opportunity to attract foreign investment while providing a more cost-effective solution for local environmental problems.
[bookmark: _GoBack]The CDM is essentially market based, allowing projects in developing countries to generate certified emission reductions, the equivalent to one ton of CO which can then be traded on the global carbon market.
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