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0O OO OO O O Failure to Enforce the Rule of Law In the years since 1960, increasing numbers of devel-oping
countries, including China, have abandoned centrally planned economies in favor ofmore market-oriented
economies. For entrepreneurs in a market economy to succeed, how-ever, the government must guarantee private
property rights and enforce contracts. Unlessentrepreneurs feel secure in their property, they will not risk starting a
business. It is also dif-ficult for businesses to operate successfully in a market economy unless they can use an
inde-pendent court system to enforce contracts. The rule of law refers to the ability of a govern-ment to enforce the
laws of the country, particularly with respect to protecting privateproperty and enforcing contracts. The failure of
many developing countries to guaranteeprivate property rights and to enforce contracts has hindered their
economic growth.Consider, for example, the production of shoes in a developing country. Suppose theowner of a
shoe factory signs a contract with a leather tannery to deliver a specific quantityof leather on a particular date for a
particular price. On the basis of this contract, the ownerof the shoe factory signs a contract to deliver a specific
quantity of shoes to a shoe whole-saler. This contract specifies the quantity of shoes to be delivered, the quality of
the shoes,the delivery date, and the price. The owner of the leather tannery uses the contract with theshoe factory to
enter into a contract with cattle ranchers for the delivery of hides. The shoewholesaler enters into contracts to
deliver shoes to retail stores, where they are sold to con-sumers. For the flow of goods from cattle ranchers to shoe
customers to operate efficiently,each business must carry out the terms of the contract it has signed. In developed
coun-tries, such as the United States, businesses know that if they fail to carry out a contract, theymay be sued in
court and forced to compensate the other party for any economic damages.Many developing countries do not
have functioning, independent court systems. Even ifa court system does exist, a case may not be heard for many
years. In some countries, briberyof judges and political favoritism in court rulings are common. If firms cannot
enforce con-tracts through the court system, they will insist on carrying out only face-to-face cash trans-actions.
For example, the shoe manufacturer will wait until the leather producer brings thehides to the factory and will then
buy them for cash. The wholesaler will wait until the shoeshave been produced before making plans for sales to
retail stores. Production still takes place,but it is carried out more slowly and ineffidently. With slow and inefficient
production, firmshave difficulty finding investors willing to provide them with the funds they need to expand.
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