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[0 O Country risk [ also known as political risk[] refers to the potentially adverseeffects on company operations
and profitability caused by developments in thepolitical, legal, and economic environment in a foreign country.
Country riskincludes the possibility of foreign government intervention in firms' business activ-ities. For example,
governments may restrict access to markets, impose bureau-cratic procedures on business transactions, and limit
the amount of earned incomethat firms can bring home from foreign operations. The degree of
governmentintervention in commercial activities varies from country to country. For instance,Singapore and
Ireland are characterized by substantial economic freedom——that is,a fairly liberal economic environment. By
contrast, the Chinese and Russian gov-ernments intervene regularly in business affairs.4 Country risk also includes
lawsand regulations that potentially hinder company operations and performance.Critical legal dimensions include
property rights, intellectual property protection,product liability, and taxation policies. Nations also experience
potentially harmfuleconomic conditions, often due to high inflation, national debt, and unbalancedinternational
trade. We examine country risk in greater detail in Chapter 6.00 [J Currency risk [ also referred to as financial risk
[ refers to the risk of adverse fluc-tuations in exchange rates. Fluctuation is common for exchange rates, or the
value ofone currency in terms of another. Currency risk arises because international transac-tions are often
conducted in more than one national currency. When Frankfort,Michigan-based fruit processor Graceland Fruit,
Inc. exports dried cherries to con-fectioneries in Japan, it will normally be paid in Japanese yen. When currencies
fluc-tuate sigr~ificanfly, however, the value of the firm's assets, earnings, and operatingincome can be reduced. The
cost of importing parts or components used in manu-facturing finished products can increase dramatically if the
value of the currency inwhich the imports are denominated rises sharply. Inflation and other harmful eco-nomic
conditions experienced in one country may have immediate consequencesfor exchange rates due to the growing
interconnectedness of national economies.We elaborate on country risk in Chapters 10, 17, and 19.00 00 00 0
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