
Lesson 1 Assignment 

 

After watching the lesson video, reading materials and textbook, please work on this 

assignment. Deadline is 4th April. (20 points) 

Submission: Google Classroom 

1. Is free trade fair? Your thought?  

2. Read the Case: “Is China a Neo-mercantilist Nation?”. Do you think China is pursuing an 

economic policy that can be characterized as neo-mercantilist?  

3. Under what circumstances are joint ventures to be preferred to wholly owned subsidiaries 

as the most appropriate mode for entering foreign nations? 

4. A small Canadian firm that has developed some valuable new medical products using its 

unique biotechnology knowhow is trying to decide how to serve the Asian market. Its 

choices are given below. The cost of investment in manufacturing facilities will be a major 

concern for the Canadian firm, though they might also consider this option if other options 

are not working. If these are the firm’s only options, which one would you advise it to 

choose? Why? 

a. Manufacture the product at home and let foreign sales agents handle marketing 

b. Manufacture the produce at home and set up a wholly owned subsidiary in Asia to 

handle marketing 

c. Enter into an alliance with a large Asian pharmaceutical firm. The product would 

be manufactured in Asia by the 50/50 joint venture and marketed by the Asian firm.  

 

 

 



Case 

Is China a Neo-Mercantilist Nation? 

 

China's rapid rise in economic power has been built on export-led growth. The country has 

taken raw material imports from other countries and, using its cheap labor, converted them into 

products that it sells to developed nations like the United States.  

For years, the country's exports have been growing faster than its imports, leading some 

critics to claim that China is pursuing a neo-mercantilist policy, trying to amass record trade 

surpluses and foreign currency that will give it economic power over developed nations. This 

rhetoric reached new heights in 2006 when China's trade surplus hit a record $210 billion and its 

foreign exchange reserves exceeded $1 trillion, some 70 percent of which are held in U.S. dollars. 

Observers worry that if China ever decides to sell its holdings of U.S. currency, this could depress 

the value of the dollar against other currencies and increase the price of imports into America. 

Throughout 2005 and 2006, China's exports grew much faster than its imports, leading 

some to argue that China was limiting imports by pursuing an import substitution policy, 

encouraging domestic investment in the production of products like steel, aluminum, and paper, 

which it had historically imported from other nations. The trade deficit with America has been a 

particular cause for concern. In 2006, this reached $214 billion, the largest deficit ever recorded 

with a single country. At the same time, China has resisted attempts to let its currency float freely 

against the U.S. dollar. Many claim that China's currency is too cheap, and that this keeps the 

prices of China's goods artificially low, which fuels the country's exports. 

So is China a neo-mercantilist nation that is deliberately discouraging imports and 

encouraging exports in order to grow its trade surplus and accumulate foreign exchange reserves, 

which might give it economic power? The jury is out on this issue. Skeptics suggest that the 

slowdown in imports to China is temporary and that the country will have no choice but to increase 

its imports of commodities that it lacks, such as oil. They also note that China did start allowing 

the value of the renminbi (China's currency) to appreciate against the dollar in July 2005, although 

the initial appreciation was limited to just 2.1 percent—hardly enough, say critics. In a sign that 

pressure on China to change its ways is growing, in late 2006 U.S. Treasury Secretary Henry 

Paulson visited Beijing and called for the Chinese to allow the renminbi to continue rising against 

the U.S. dollar. The Chinese responded by making it clear that they had no intention of being 

hurried on the road to economic reform.  

 


