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Preface

The Legal Environment of Business, Third Edition, integrates the teaching of law into
the business school curriculum. For too long business law and legal environment
courses have been limited to summarizing an enormous number of legal rules without
providing the connection between the principles underlying those rules and business.
The structure of those courses and texts has been more suited to review for a bar
exam than for preparing the student for a professional career in business. Yet the law
plays a very important role in providing an understanding of the business system and
decision making.

Thus, when a student successfully completes the legal environment of business
course, the law should be viewed as far more than an unconnected series of rules.
The law should, in fact, be seen as providing the foundation for the operation of the
economy and an executive’s activities as a part of this economy. The Legal Environ-
ment of Business provides the student with this perspective and understanding. It also
provides the background for further courses in business law, either elective or re-
quired, that can focus more precisely on other substantive areas (for example, busi-
ness organizations, contracts, or commercial law). However, without “the big pic-
ture” that is provided by this text, such courses can be no more than an unconnected
rehash of law school and not appropriate for future business executives, who will be
hiring lawyers and who have very special legal educational needs.

Legal studies should be an exciting and dynamic experience, and we believe that
this book preserves the excitement and tension that accompany great legal issues. Be-
cause tomorrow’s business executives undoubtedly will be affected by such issues,
today’s business students should understand the scope and complexity of legal issues.
To that end we have written the third edition of The Legal Environment of Business.

CHAPTER HIGHLIGHTS

To provide the necessary overview of the place of law in the world of business, The
Legal Environment of Business divides the law into six general parts. Part I serves as
an introduction to the law and the legal system. The first chapter introduces students
to the law. The second chapter deals with a topic closely related to the law—ethics.
We placed ethics at the beginning of the text to give students some familiarity with
ethics because many legal topics lend themselves to ethical, as well as legal, analysis.

Part II focuses on the foundation of legal systems: the United States Constitu-
tion and international law. By covering this material early in the text, students realize
that all the laws in the United States must conform to the provisions of the United
States Constitution. When business managers deal with companies located in other
nations, they need to realize how dealing with foreign firms differs from dealing with
domestic companies.
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Part III then examines the American legal system. The future business manager
needs to understand not only the rules that govern business, but how our system
creates, modifies, and implements these rules. These chapters present the Arpe;ican
legal system’s structure and its actors—judges, lawyers, legislators and administra-
tors—all of whom have as much to do with the law affecting business as do the legal
rules presented in this text.

Part IV focuses on the legal foundations of American business and is designed to
illustrate the fundamental nature of law to all other areas of study in the business
school. Those areas presume a system of property where rights are established, pro-
tected, and owned; they presume a system of contract law under which private trans-
fers of those rights occur; they presume a system of tort law whereby costs imposed
(injuries in tort) on innocent parties by business will be born by that business. The
chapters in this part do not dwell on every legal rule associated with those topics,
although basic principles are discussed. Instead, the primary emphasis in Chapters
10-12 is on the development and purposes of the topics and the changes or trends
that are occurring in them.

Part V focuses on the legal aspects of the firm and its regulation. This section
has two purposes: first, to provide the student with an understanding of the various
ways the law permits businesses to be organized and the legal implications of being a
part of a certain legal organizational structure (Chapter 13); second, to provide the
student with a study in how law acts to regulate organizational power in the capital
markets (federal securities law, Chapter 14) and in the competitive environment (an-
titrust, Chapters 15-16). Additional materials highlight regulation through the crim-
inal process (Chapter 17).

Part VI focuses on the law’s regulation of certain types of business activity from
liability for the products it sells (Chapter 18), to liability of business to consumers
(Chapter 19), to its relationship with its employees (Chapters 20-22) to its effect on
the natural environment (Chapter 23). These chapters are illustrative of the explosion
of government controls of business that have arisen in the last twenty-five years.

FEATURES OF THE THIRD EDITION

In light of the increased emphasis in business schools and society in general on ethics
and international law, we decided to place these topics earlier in the text than in pre-
vious editions. As students examine the material that follows later in the text, they
will be able to explore the ethical ramifications of certain business decisions discussed
in the text as well as any international concerns this material presents.

Due to a continuing increase in the number of suits filed in our legal system,
litigants often find themselves unable to resolve their disputes in a fast, efficient man-
ner. We greatly expanded our presentation of the many alternatives to filing suit
presently available to aggrieved persons. This material appears in Chapter 6. In light
of the great increase in the number of suits filed under the RICO Act, we increased
our coverage of this material as well in Chapter 17.
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At the same time, the government appears to be changing its position with re-
spect to certain topics. Today, for example, the government places far less emphasis
on antitrust law than in the past. For this reason, we substantially reduced our cov-
erage of this material.

Every chapter includes end-of-chapter review questions. An instructor may use
these questions to review many of the major points covered in each chapter. Using
these questions is an excellent way to illustrate each chapter’s significant material.

A great deal of time was spent selecting case material for this text. We have cho-
sen what we consider to be the most interesting, readable, and pertinent cases—both
classic and more recent—to illustrate the various points of law. They have been ed-
ited to a manageable length, but in such a way that the language, context, tone, and
meaning of the original case is retained. To enhance readability, cases are clearly dis-
tinguished from text material and introduced by the facts of the case in a section sep-
arate from a judge’s opinion.

A list of cases and an extensive glossary of key legal terms are included. In ad-
dition, the appendixes afford the student easy access to the following important in-
formation: the Constitution; Warranty Provisions of the Uniform Commercial Code
and Unconscionability; Restatement of Torts, Second; National Labor Relations
Act; the Sherman Act; and the Clayton Act.

We have prepared an Instructor’s Manual. Persons with a limited background in
certain areas of the law will find this material enables them to cover every point dealt
with in this textbook. The Test Bank was prepared by John McGee of South West
Texas State University, San Marcos, Texas and John Gergacz. For the student, a
Study Guide has been prepared by Susan E. Grady, University of Massachusetts,
Ambherst.

In addition to the widely praised supplementary material that accompanies this
text, adopters should also consider using the readings book Readings in Business Law
and the Legal Environment of Business, edited by Douglas Whitman and published by
McGraw-Hill in 1991. Leading business law professors throughout America contrib-
uted chapters that were written expressly for this book. Professor Whitman selected
each contributor on the basis of his or her extensive writings on the law.

Professor Whitman keyed the chapters in the Readings book around the most
commonly covered material in the typical legal environment text. The large number
of excellent chapters enables adopters to pick and choose the topics they wish to em-
phasize in class.

Each chapter in Readings gives the reader some background information about
the area of law discussed in that chapter. This material is followed by a discussion of
an important case. Thereafter, each article deals with the managerial implications of
the law, reinforcing the importance of the relationship between the law and a stu-
dent’s future business career. Helpful case questions and answers as well as relevant
references have also been provided by each author.

Readings in Business Law and the Legal Environment of Business can be used in
the introductory business law course as a supplement to this or any other business
law text.
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