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Is It the Answer

For Agricultural Exporters?
James R. Jones, Agricultural Economist

A variety of international trading arrangement
known as countertrade began spreading in importance
after the oil shock of 1973, and it has been gaining
further momentum with the recent world recession and
international liquidity crisis. Countertrade involves a
contractual form of business where exports are tied to
reciprocal purchases of goods from the importing
country in question.

Countertrade arrangements have been an important
element in trade dealings with Eastern Europe and the
Soviet Union for several years. Developing countries
in Latin America and Asia are also turning increasing
ly to countertrade. One source estimates that counter
trade deals in various forms account for an estimated
$400 to $500 billion annually or between 20 and 25 per
cent of the total value of world trade (U.S. Department
of Commerce 1982b).

In today's agricultural export markets where buyers
increasingly find themselves strapped for cash, export
firms may find that a willingness to accept counter
trade commitments is a prerequisite to making sales to
an increased number of overseas buyers. Countertrade
has had limited application to agricultural export
sales, but it can't be precluded from possible future
trade dealings. Recently, Indonesia tried to impose
such terms on the Australian Wheat Board, and
Thailand swapped corn and other feed grain ingre
dients for fertilizer with the Soviet Union, Romania
and South Korea in 1981. U.S. pulse exporters have
been approached to import coffeebeans. In the future,
the ability and willingness to engage in business deal
ings on such terms may present a competitive edge to
an export organization over other potential sellers.
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The following discussion, however, points out that any
party contemplating sucha strategy needs to beaware
that serious pitfalls in thesearrangements are frequent
ly encountered.

Countertrade's Attractiveness
To Some Importers

Countertrade is appealing to overseas buyers for
several reasons. Countries which transact trade via
state trading enterprises such as China, Eastern
Europe and many developing countries have stressed
use of countertrade in their commercial dealings with
firms in the industrialized world for short-term balance
of payments and long-term market penetration rea
sons (Mathson et al. 1977). Countertrade isviewed as a
means of generating or conserving hard currency
through offset deliveries provisions of countertrade
contracts.

Secondly, these countries recognize their own lack
of success in penetrating the industrial Western coun
tries' markets. They see countertade as a way to gain
access to these markets by using the marketing capa
bilities and access of export firms located there.

Besides circumventing foreign exchange problems
and offering a marketing strategy, countertrade prac
ticed as a direct barter exchange is also a way that
countries locked into overvalued fixed exchange rates
may bypass exchange rate distortions. By direct trad
ing, the pricedistorting effects of overvalued fixedex
change rates can be bypassed.

Finally, to the extent that the reciprocal nature of
trade is more apparent in bilateral countertrade ar-



rangements, countertrade might help subdue protec
tionist sentiments. The offsetting import transaction is
obviously a necessary part of the export transaction,
and thus the two-way nature of trade might conceiv
ably be more recognizable.

Forms of Countertrade Transactions

Several forms of countertrade transactions exist
(Verzariu 1980). The major types of countertrade are
counterpurchase, compensation arrangements, switch
transactions and barter.

• Counterpurchase is a form of countertrade in
volving matching deliveries of goods as payment for
goods exported to foreign buyers. Exports and im
ports are ordinarily transacted via separate but linked
cash contracts. The value of imported goods may be
less than the value of the goods sold by the exporting
firm depending upon the terms negotiated by the two
parties. Counterpurchase is the form that would most
likely be relevant to agricultural export organizations.

• Compensation arrangements (also referred to as
buy back arrangements) involve payment for exports
from resultant goods directly derived from goods or
technology exported. Counterpurchase arrangements,
on the other hand, usually involve nonresultant goods.
Compensation arrangements have proven useful in
trade transactions where the importing country has
raw materials (such as energy and other mineral re
sources) needed in the exporter country or abundant
cheap labor, and the export firm is able to provide
technological assistance, capital equipment or other
inputs to be used in manufacturing products based
upon those inputs. Compensation trading applied to
U.S. agricultural exports could involve U.S. firms sell
ing commodities such as grains and oilseeds and buy
ing back livestock products. A broader cooperative
arrangement might involve developing energy sources
and buying back resulting products such as fertilizer
and petroleum products as part of a long-term agri
cultural export agreement.

• Switch transactions are based upon multilateral
(more than two countries) use of bilateral clearing ac
counts. These are essentially financial transactions
primarily used between socialist countries or less de
veloped nations whose currencies are nonconvertible.

• Countertrade is frequently described as a form of
sales for which payment is made by some means other
than cash, but this is misleading since all of the above
arrangements involve swaps expressed in monetary
terms. The barter transaction is still another method in
countertrade. It involves the direct exchange of goods
without any money being involved. Barter and coun
tertrade are sometimes used interchangeably, but
strictly speaking, barter is a special version of counter
trade.

Countertrade Procedures

If a U.S. firm or export organization were to do bus
iness with foreign buyers via a countertrade arrange
ment, it should be aware of certain basic procedures.
The complex nature of such arrangements precludes
adequately treating all the details and nuances that
would be involved in such arrangements, but the more
common elements can be summarized to highlight
what would or could be involved if countertrade terms
were accepted as a basis of selling agricultural products
to overseas buyers.

A common and advisable procedure is to draw up
separate contracts covering the export and import
commitments. A delivery clause should be included to
take the U.S. party off the hook if the designated sup
plier in the buying country fails to meet delivery and/
or service conditions on the goods accepted as counter
trade items.

Third party trading houses are frequently used in
countertrade transactions. Locating products that a
U.S. exporting firm could agree to accept as partial or
complete payment for a sale to an overseas buyer is dif
ficult since the firm is seldom in the business of selling
or using the products imported. Developing the staff
and organization necessary to do this may not be feasi
ble. This problem is confronted frequently by firms,
and a fairly common way of getting around it is to use
third party trading houses that specialize in disposing
of goods acquired in countertrade transactions.

If a trading company or some other third party is
included in negotiations and/or disposing of goods
accepted in countertrade, its role should be spelled out
in the contract. For instance a common procedure is
for the third party to issue a "serious indication" docu
ment indicating its willingness to assume the counter
trade commitment of a specified commodity at a desig
nated cost under the condition that certain specifica
tions, clauses and other conditions be followed in
drafting the countertrade commitment contract with
the overseas buying agency (Business International
S.A. 1979b). This permits the seller to proceed with
negotiations knowing the terms under which it can dis
pose of the countertrade items.

Also when a third party trading house is to be in
volved in locating countertrade goods, the contract
should include a "transfer clause" specifying that once
the countertrade products are located by the trading
house, the purchase contract can be linked explicitly
with the original export sales contract and counter
trade commitment (Business International S.A. 1979c).

If agricultural export companies are dealing with a
product that is high enough on the import priority of
the buying country that its foreign trade bank has set
aside hard currency to meet the importing foreign
trade organizations' needs, legally binding counter
trade contracts would usually not be a prerequisite to
doing business. An alternative is to sign a "letter of in
tent." This amounts to a "gentlemen's agreement" be-



tween thebuying agency and theU.S. exporter thatthe
latter will undertake to purchase products from the
country within acertain time period provided theyare
available on suitable terms.

Such letters of intent are common in countertrade
dealings with Eastern European countries. While the
agreement is part of the original sales contract, it is
only morally, not legally, binding. This indicates the
willingness of the exporter to reciprocate on a sale.
Apparently, letters of intent appeal to negotiators
representing buying agencies at times since they can
demonstrate to their superiors that they have negoti
ated a purchase that may also enhance the export ef
forts of their country.

You must be aware, however, that if such an agree
ment is later construed by the superiors to be a cha
rade, it can seriously damage the reputationof the ex
porter (Business International S.A. 1979a). For this
reason, sucha letterof intent shouldbetaken seriously
by the U.S. exporter. Indeed since being able to locate
suitable goods to be purchased under alegally binding
countertrade agreement will bedifficult, purchase will
less likely becarried out. This raises thedanger thatthe
buying country's or agency's authorities will become
disgruntled with the firm and even possibly blacklist it
in future transactions. Several other pitfalls also exist
that can be encountered in countertrade arrangements
as the next section points out.

Countertrade's Limitations
While countertrade is becoming a more prevalent

form of doing business andconceivably couldbeause
ful export tool for agricultural products, you should
not view it as a primrose path to business success.
Trade packages of this nature can be difficult to or
chestrate because of the problems of arranging reci
procal purchases and the inflexibilities associated with
the state bureaucracy in many of the countries that
advocate such trade.

The reciprocal feature of these agreements is es
pecially cumbersome because it requires in some sense
a "double coincidence of wants" between the buying
and selling parties. The awkardness of doing business
on a bilateral basis involving payment for goods with
goods rather than money was observed by Adam
Smith in his Wealth of Nations written in 1776. He
noted thatthe"power of exchanging" becomes"clogged
and embarrassed in its operation" when limited to a
barter basis (Smith 1937).

Inherently, this is the single greatest obstacle to the
success of countertrade. The difficulty of locating ac
ceptable goods to take as payment for exports can be
enormous. Unsaleable, out-of-date items often tend to
get shuffled into countertrade. It is sometimes just as
difficult to identify goods that the buyers might be
willing and able to offer in countertrade as it is to
identify goods that the seller is willing to purchase.

Typically, governments willnot allow goods thatare
in high demand in industrialized country markets to be
used aslinkageitems for countertrade purposes. Some
firms have experienced having items that they pre
viously had purchased to fulfill countertrade obliga
tions suddenly disappear from the available list when
the time to renew the annual contract came because
that product was no longer deemed difficult to sell in
hard currency markets.

If forced to take unwanted, inferior quality pro
ducts, the exporter would have to sell them at a dis
count, and this necessitates absorbing the discountina
surcharge in itsownsales price. Given thelow margins
associated with many agricultural sales, this could be
particularly difficult unless the buying foreign trade
organization made exception to itsgeneral rule ofbuy
ing from the customer offering the lowest price. For
eign trade officials usually insist that they would be
unwilling to pay a premium to accommodate such
countertrade arrangements. Firms selling goods
through countertrade arrangements dosometimes find
customers willing to buy at higher prices if they take
payment in kind,andthisshould notberuled outcom
pletely in agricultural product trade since policies are
sometimes fluid over time. Nevertheless, the problems
for anexporter of working out anarrangement where
by it receives payment in terms of other goods are not
inconsequential.

Because countertrade transactions are extremely
complicated and require protracted study and negotia
tions before they can be promulgated, an exporting
firm or organization must consider whether it can af
ford to devote a full-time staff and resources to these
activities. Furthermore, largercompanies may have an
edge since thecosts of these marketing activities can be
spread over larger volumes of sales. Another reason
that larger companies may have an edge is that large
government trading agencies are involved normally on
the buying side where countertrade is used. While
smaller firms are not precluded from successful coun
tertrade operations, they should bear these factors in
mind.

Third party trading houses mentioned earlier may
be a partial answer to some of the problems discussed,
but drawbacks are associated with relying upon trad
inghouses to dispose of countertrade goods. Theseor
ganizations require a return for their operations that
becomes one of the costs of the original sales trans
actions. Another problem is that in certain cases for
eign agencies orgovernments specify that third parties
cannot be used. It has been reported that involvement
by trading houses is opposed at times by Eastern
European buyers who want to deal directly with the
principal because they harbor (mistakenly or unmis-
takenly) the impression that involvement of the third
party increases the cost of their imports (Business In
ternational S.A. 1979d). Indonesia and other govern
ments also require that the countertrade purchase be



made on a bilateral basis. In other words, these coun
triesinsistthat theirgoodsmust goto the country from
which the original purchase is made. This could restrict
a third party trading house's ability to sell the goods.
Another drawback is that if they delegate this task to
third partytrading houses, the seller's own negotiators
are unable to master the intricacies of countertrade
and are thus perhaps less proficient in conducting ne
gotiations.

Trading houseswillingto assume obligations to dis
pose of countertrade goods are not necessarily easy to
locate. Not all trading houses engage in countertrade
as their exclusive line of business. They themselves
often find it more profitable to be engaged on the sales
side of theirclient's transactions and viewthe assump
tion of countertrade obligations asa necessary stepto
obtain such accounts. In such casesusing trade houses
as third party intermediaries is sometimes more likely
to be possible where the Western firm undertakes
longer term commitments than on ad hoc deals.

Many of the buying organizations seeking counter
trade deals are state trading bureaucracies, and this
can be a problem. The rigidity and complexity often
encountered in dealing with state trading bureaucra
cies is sometimes compoundedby the fact that the buy
ing agency and the agency providing countertrade
goods are separate entities and may even be under the
supervision of separate ministries. Such linkage ar
rangements are not uncommon in countertrade trans
actions,and in certaincases specialized tradeorganiza
tions have been set up by overseasagenciesto facilitate
arrangements involving more than one agency or min
istry. Nevertheless, to coordinate separate import-
export organizations is a formidable task that can en
tail considerable resources and risks. In fact the actual
buying officials have been known to view countertrade
to be wasteful and time consuming, and barring ex
ternal pressure from higher levels of authority, they
themselves prefer to give lip service only to such
schemes.

Countertrade's Potential
To U.S. Exporters

Given the emphasis that many buying countries
may place upon firms to agree to countertrade, export
ers contemplating using this tool need to be familiar
with the possibilities and drawbacks of such arrange
ments. The willingness and ability to accommodate or
eveninitiate such arrangements could present a power
ful marketing strategy to gain access to that market.
The complexity, however, of sucharrangements — to
gether with the less than satisfactory record of many
countries involved inbeing able to provide satisfactory
quality, service and delivery terms alluded to above —
would suggest that extreme caution should be exer
cised before enteringinto sucharrangements. In short
countertrade may be a "second best solution" at a time
when payments problems preclude doing business

otherwise. Under these circumstances, it offers a way
of gaining access to markets which would otherwise
not exist. Ofcourse, to be profitable, countertrade, like
any method ofdoing business, requires careful market
ing research, evaluation and managerial skill in plan
ning and timely execution.

Given the lack of countertrading experience on the
partof most U.S. agricultural exporters, newarrange
ments may need to be considered to facilitate counter-
trading. A possible arrangement that might warrant
study to see if it would facilitate U.S. export firms
doing business overseas could involve a farmer's coop
erative organization or an export trading company
forming a counterpart foreign trade organization or
department for purposes of dealing specifically with
goods acquired in countertrade transactions. The
organization could handle direct sales, countertrade,
barter, switch deals, cooperative arrangements in
cluding technical assistance, joint ventures and other
trade matters. This would permit pooling of resources
and development of specialized trading skills to meet
the unique needs of the trade. At the same time, it
would allow member cooperatives or firms to spread
the high cost of acquiring the expertise and facilities
needed to carry out countertrade and other trading
activities. It would expedite an export-import combi
nationthat couldbeusefulin lightof the hardcurrency
problems and bilateral tendencies of many buyers.
Such a centralized organization would perhaps alsobe
in a better position to countervail any bargaining ad
vantage possessed by overseas state agencies which act
as centralized buyers and sellers. Farmland, the na
tion's largest farm marketing cooperative, has entered
a joint venture (Farmland-Eaton World Trade headed
by former Secretary of AgricultureBob Bergland) that
apparently is moving in this direction.

Private export trading companies with countertrade
departments or similar tradingcapacities also may be
willing to undertake such jointventures withU.S.agri
cultural businesses. Many established firms and trad
ing houses are entirely concerned with disposing of
goods taken in countertrade or have special depart
ments assigned to this task. Vienna, Austria, which is a
center of East-West trade, harbors several trading
houses that specialize in countertrade. Several other
locations including Chicago, New York and San
Francisco serve as headquarters for firms engaging in
such transactions. These organizations for the most
part have limited experience in agriculturaltrade since
historically they have primarily focused upon manu
factured goods and raw materials. Some multinational
firms, however, are equipped to do countertrade that
have organized separatedepartments or subsidiariesto
deal with grain sales also.

The Swiss grain firm, Andre, created a subsidiary
called Finco after World War II that specialized in
barter, switch and other arrangements. A U.S. firm,
Phillips Brothers, Inc., which has entered the grain



trade relatively recently, has an autonomous depart
ment that specializes in countertrade deals. The
Japanese international trading houses (Sogo Shosho)
are at times involved in grain and countertrade trans
actionsalso. Some speculationhas occurred that simi
lar U.S. trading houses that will handle countertrade
willdevelop under the auspices of the Export Trading
Act of 1982 (U.S. Department of Commerce 1982a).

A recent announcement said a Portland bank is
forming what would be the first export trading com
pany in the Pacific Northwest (Pacific Rim Intelligence
Report 1983). The bank has merged with an esta
blished export management company to form a new
trading company exporting agricultural products such
as fruits, vegetables, canned goods and seafood along
with forest products and other products. It also plans
to engage in imports. Several other Northwestern
banks, ports andnational corporations are forming or
proposing formation ofexport trading companies with
countertrade departments. Thus a number of options
may avail themselves to agricultural exporters in the
future.

In summary, world economic trends and practices
coupled with new export trading organizations have
brought countertrade arrangements to the forefront as
a possible marketing strategy to beexploited by agri
cultural exporters. Since this form of trading is asso
ciated with many idiosyncrasies, however, careful
study and planning must be combined with skillful
management if countertrade is to be successfully im
plemented.
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^SERVICEA^
Teaching . . . Research . . . Service . . . this is the three-fold charge

of the College of Agriculture at your state Land-Grant institution, the University
of Idaho. To fulfill this charge, the College extends its faculty and resources to
all parts of the state.

Service . . . The Cooperative Extension Service has offices in 42 of Idaho's 44

counties under the leadership of men and women specially trained to work with
agriculture, home economics and youth. The educational programs of these
College of Agriculture faculty members are supported cooperatively by county,
state and federal funding.

Research . . . Agricultural Research scientists are located at the campus in
Moscow, at Research and Extension Centers near Aberdeen, Caldwell, Parma,
Tetonia and Twin Falls and at the U. S. Sheep Experiment Station, Dubois and
the USDA/ARS Soil and Water Laboratory at Kimberly. Their work includes
research on every major agricultural program in Idaho and on economic activi
ties that apply to the state as a whole.

Teaching . . . Centers of College of Agriculture teaching are the University
classrooms and laboratories where agriculture students can earn bachelor of
science degrees in any of 20 major fields, or work for master's and Ph.D. degrees
in their specialties. And beyond these are the variety of workshops and training
sessions developed throughout the state for adults and youth by College of Agri
culture faculty.
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