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Barter, counterirade, buybacks, and offsets are not new. Indeed, money
was invented, quite some time ago, {o alleviate many of the more cbwous
rconveniences of those venerable forms of trade. For the longest tine,
chey ~ave heen treated as margmal phenomena i a dominant znd expanding
svstemn of monctized nicmational trade. The enduring persistence of barter
has always been acknowledged, but it was usaally Jocated 0 siguaiions of
greaier interest o anthropologiss than to economists, [k was assumed to
grow up quickly ander conditons of disorder, but also presurned to disap-
oear just as quickh-once normalcy had been restored. Like so many other
orimiTive and buresycratc practices, harter was taken for granted zs some-
naw miurably part and parcel of any dears with centrally planned cconomigs.
Like the suouchan fomeswners who get together and swap Services Lo
cut 22 taxman out of his take, international barter was seen as wrong
an¢ potentially upsetting to the system, but so marginal that it wes no
cauge for concern s lovg as it was kept within bounds.

But sarter and its more elaborate varietes (zuch as counertrade,
buvbacks, and affsets) have broken out of all naginable bounds. Like
zome Clzease-causing micrabe once thought safely eradicated by modern
zclence, they have made a startiing comeback in the past few years, and
they new pose i challenge to the rules, procedures. and structures of
international trade. Estimates of the extent of these practices vary wadely.
The 1.5, Departmenc of Conwnerce estmares that between 209% and 30%
of world trade is now subject to some form of counterpurchase, buyback,
or offset and thar the proportion could reach 50% in ffteen wears.' In

Researsh tor shis article. and far a o:oader ressaren project on changes in inerna-
tiznal irage, honsliiad fom a gract by the German harshall Fund of the United Staies
te the BRIE and fror supparl from the Canter far Aesearch n ddanagerrent at ime
University of Caiifarnia, Sorkeley.



surveys by the National Foreign Trade Councll Foendation, the number
of reported transactiony invelving some form of barter has been ncreasing
at rates of 50%, 61%, and 117% respectively in each of the past three
yiears,t Busmess Week and the General Electtic Trading Company each
independently estpmates the volume at 305 of world trade.” GATT, m a
recent report, makes by far the lowest estimate; 8% of world trade.’
Since the volume of world trade 5 about 52 drllion. ary poinl on this
mtolerably broad range of estimates nevertneless constiiutes a slaggering
surii— expecially for such an obseure and ll-regacded “marmnal phenome-
o,

When varjance is in the bundreds of billions of dollars, we know two
thuings. Firse, that sometiing by s going on; and second, thar we have
no control over it. The imprecision of the data s sigmfcant for policy
makers as well as for economic statlsticans. [E demonstrates the lack of
a careful stedy of a substantial change in world trade pattems. and of cven
more fundamental changes in the cconomes roles of governments that lic
berund it. Economag and husmess accounting conventions (2000 as balance
of payvments and corporace accounting) are largeh nlind to countertrade
hecause they are desimned tor a cash and credit economy. The complets
iappropiiatensss of these hasic economic nformation Svatems i Lkedy,
fairly snom, to be the ceuse of unwelcome economic, and vltimacely politicat,
drarma,

How It Works

Lartar is a simple phenetenon. [aall exchange a thousand barrels of crude
au far & piven quantity of snecific chemics] sotvents. Counterivade 1s racher
the same, onky the seller—Ilet us sev a German producer of electnc mr-
bines—is given a broader menu of products from which (o choose those
items he wil rake in exchanpe. For inamnce, the seller may be obliged to
take payment of 50% or 100% or even 130% of the value of equiptent
sold to Indoncsia in the form of any [ndonesian orocuct-—excent oil
Duybacks usually refer to the seller of 4 mamifzeturing plant talang a
specitied quanuty of the fiuture oulput of that plant as ks payment. Offsets
mosi often refer to a spll brosder category of aou-vash payments. In
exchange for our purchasing $200 million of vour relephone switcning
equipinent, we ask you to locate production of a semiconductor plant m
our country that will produce S1C0 million per vear of memery devicas,
of which half will be exported. The iechmoues can be melded together;
for cxample, m addition to the ofset plant, vou will also take as part of
the payrrent package 40,000 barrels of vegetable oll, thirty tons of smoked
ham, 50,000 wicker chawrs, and perhaps some of our own countertrade
obligations to dispose of indonesian carburetnrs, ®

Countertrade would not be a verv substantial phepomenon if ali interna-
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tional rransactions were conducted company to company, without govers)-



rent plasmg a directive role. The swilt acceleration of countertrade to ity
present rnportance and its contincing rapid growsh are mdicators—oeven
g mezsure—of the extent to which the nation ziate now directs the terms
of internztional sales anc svstematically sets policies and miles fo mience
the terms of supposedly privale bargams. There simply would not be very
much countertrade unless some naion state (the buver) dictates that
access to its market can be gained only by selers willing to take payment
ir countertrade or o provide ofsers.

Countertrade deals sre elaborate, mventive, and cxtremely diverse, No
two geals are identical. Fach s created to crcumvent in obstacle, or to
slalorn through a set of shstacles. The tighcer the situalion, the more
original the deal Pohnd, therefore, is doubly mteresting, It is an Eastern
aloe country thar generally seeks countertrade to move s less easdy
marketable expaorts. It s also as strapped for hard currency as anyone in the:
world, with its cxport earnings for the near future, the far futuze, and also
the nereafter mortyaged o Western bankers. Gaboel Whijek, of the Polsh
Embassy n Washington, recently described hew countertrade providled a
way tor Poland to purchase mdnstrial equipment from the West, An zpple
pulp fictory in Poland neecded equipment thas could be pronded by a
numnber of Wastern firms, Due to the debt crisis, however, no U.S. banks
were wiling Lo zupply the necessary financomg. An Sustian bank came to
the rescue., The hank guaranteed the promissory nates 50 the manutacturar
now an Avstrizn) could go ahead with the sale. Toe banx then made =
deal with the Polish surhenties to recaive 2 substaniial sorton of the appie
inice produced by the new plant, It took on the ebfipation of seling the
rpole uice mthe YWest, Evervone gained. The Austnang goc ausmess they
wouldn't normally have gotten, The manufacturer was able to charge a far
mgher price than a normeal marker trassaction would permit, The bank pod
fees rthat were a large multiple of those pererated by fust openng letters
of credit, The Pales got their apile processors. Evervone gamed except
the nolders of the Polish debt {who thought export earmings woold oo
towaras serviclag the debl), the American manufactiorer that lost the sale
beczuse its bank was not ergarized to aecept payment m apple poce, and
the Fglish apple producers (ot peThaps taxpevers) who overpad for the
machinery,*

In partiat payment for airczaft equipment 1€ sold o Rurtania, Mclonnell
Ligirglas found itself with, among other countersraded items, a rather
slapendaus supply of canned sam “which ihe firm's staff is expected ta
munck 105 way through ac the company’s cangeen for years to come.™ The
Alperian wine thar Caterpillar Tractar fook on n ¢ountertrade, and found
sely unadle to sell, “was served in the compay's cateterias ior many
vears, *

NATO countries—as well as third world counrries—mvanably cemand
offsete (oroduction of the same or a different product lecated in their
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coUntry) as a counterpart to arms pwrchases. Almwsl ooe hali of TS
aerospace exports now involve countertrade it some form or another.®
According to William Evonsky, Manager of Countertrade, Offset and Barter
for the General Electne Trading Company, the average counicrtrades ab-
ligation during the 19605 was about 32% of the value of the expected sale.
buring the 19703, that fipure increased o almost €0%. At uresent, the
average countertrade or olfset requirement exceeds B0% of the vale of
the cxpected =ale, and sometimes the cormitment exceeds 100% ¥ As a
rosulf of a number of recent large export sales-—in paricular, aircratt
engme sales to Sweden and Spain—GE's counterrade commitments now
cxceed 522 billion. ™ Countertrade 18 not even confined to poods. Sernces
aze begmning to enter the game. Deedield Commuaications {USA) took
payment from Jamaic: In the form of data-processing services.

The mstances of countertrade abound, fxdvmesiz recently legmslated
counterieade obigations of a very strct sort ooto any maior purchase, and
the take-back goods cannot be o or any other product that would “displace
indonesian cash sales. ™™ Mexiro 15 making majer steps 1 a smylar direc-
ten. ' fsreed has just changed the nzme of its coentertrade autharity, The
Central Authonty for Reciprocal Purchizses, now koown az the Board of
[ndustmial Cooperation Aprecments, renuires forelen supoliers (o the 1smael
nubilc Sectar (o buy Bsach orodocts worth 25% of the value of the contracts
they receive (and the buy-back most bein méusinal, not agricultural poods).
Awstria (as a ouyer) has worked out offset purchase agreemests with a
host of Weslern comoaiges. The engagement of the foreign suppliers to
buy In Austriz s stnctdy voluntary because of the Austran dedicaltion to
free market and free trade.” Bt McDonnell Douglas has beer taking ofiset
oroduclion in partial peymnent for an srolane sade, and 2 sirmlir system
has Been workesd oul with Airbus for the purchase of aircraft Jater in the
19505, The Ausmans bave aise worked owt simdar strangernents wath
automakers- - nchiding arrangements ©orf Japancse cars where offse! puc-
chases restlt in percentage reductions of unport dities. ™ The st of coun-
tertrades can be very long; the arrangements, very intricate.

Changes in the Structure of the Intemational Economy

The growth of counfertrade 5 not merely 2 new wrnkle in traditionat
econRomic wansactions prompied by superficizl—and transient—events,
Rehind it lic fundamental changes in the structures of the internationz]
economy. The mesk mportant change 15 the mse of developmental starzs -—
most prominently Japan and the Asian NICs—as pnmary actors on the
meernational scene and the mitation of their methods n sector after sector
hy more tradilional, “regulatory” govermments.

By “developmental siate” (a teon Orst and best used by Professor
Chalmers Josmson i his excelient study, MITI and the fapanese Miracle),
Wi Mean countries where the cenirai and ordenng principle of govermment




15 the direct prometion of npational economue growth and power. Japan
invented and perfected the modern form; ether eountries have been quick
to copy—at to adapt aspects of the system to thelr ows circumstances,
Governments as diverse as Brazil, France, and Korea have acted {o create
atvantage and afler, m endurwig ways, the intermational competitive posi-
tion of their fational hrms and economes. These efforts by governments
to snape cotcomes make the disimetive capacities of governments and
ther willingness to support thelr naticnal firms an element m the mariet
competition among those firms, As 2 vesull, intermational trade has hecome
less and less the private Retiong of private comoanies opérating by macket
rules and constraints and more and mere the mstrument of national develop-
ment policy. Where not Lo long ago mrernational competition pitted the
sirengths and capacities of companes agamst one another, the competitive
equaton now includes the capacities of governments to shape market
nutcomes—and crucially, their ability and willngness to use those powers.
Across a growing range of sations—nhut cowhere as well, as saccesstully,
arld at such a colossal scate as Japan —eovernments cantrol {or significantly
rhannel) the stratesmc allocation of capital to mdustries and v, to the hest
of ther ahifities, to contral what enters and leaves the couniry. These
eforts by governments to shape outcomes m jnecrmanonal markets chal-
lenge the very premises of the open trade £ystem.

There 15 no need for angther sketch of how the Japanese system works.
Lt e simply pomt 10 one obgctee result of that system’s operanons:
Japanese trade data—nnt the amournts of surpluzes with diferent nacions,
but the peculiar patiern of Japanese trade and its refation to the growts
of mercanizlism in the miernational syster.

Afer World War IL when the cpen mternational trade system was
designed, the real problem was not frade in tractors lo the tropics
exchanpe for coffee beans or exetic minerals, It was that the major tading
vations of North America and Western Europe all made the same sorts
of products—manuiaciwed goods—and all expected 1o continue maldng
them, The only way cpen trade could concelvably worls at 2 Jarge scale—
without some partics being devastated, withoue it shifting from a system
of muteal gains 1o one of winness and losers—was through Lhe exchanpe
at goods withun the same broad seciors. That is precisely what happened.
That is what is still happening, at least m most sectors across the Atlantic
and within Western Europe, It is what was supposed to hapoen n a world
where market forces are given free play and production costs and tech-
nologies canverge. It has not been a very smeoih process; adjustments—
z:ch as temporary protection and devalustions—have been necessary
thranghout, But the pody of evidence i strong and supportive. Theory
predicted i expedience has confirmed it

France iz a major exporter of areraft and actos. Ye! Fravce mparts
zbout fnur automobiles for every six she exports; she mmports about 3.6




dollars of steel for overy $5 she exports, and $2.7 of aircraft for every
335 cuported.

Germany's trade pattern is simitar. Getmuny alsg Imports in the same
sectors I whieh 1t exports. For every eight gutes exported, about thres
are tmpotted. For every $4 of steel exported, about $3 are mporied
Even in chemicals, for every $3.5 exported, gver 52 are imported,

Buf Japan g different. Its trade presents a completely differcnt picture—
one that strikes at the Dasic anderpinnings of the trade systeny. Uinhke afl
the other advanced industriai counfries, Japan Joes not impart substancial
amounts m those sectors m whick it 15 4 substantial exporter. Most dramat-
icallv, it impocts less than one mute for every hundred It exports {compared
1o France's 4 for 6% 1t inports almost no eonsumer eleclronics products;
It anports no commeradl vemcles, practically no finished steel, practically
no domesiic aprliances. The list @5 very long. ¥

Whatever the reasons behind it—deliberate government policy, cultuzal
praciices, whatever —the exstence af such a trade pattern by wself, and
from the second lergest national sconomy o the international system,
strikes at the very [ouncanons of the GATT swstem

First, such a partern of trade creates winners and losers. The pelicies
and praciices that create such a trade pattern convert a system of mutualiy
penchizial exchange Lhrough increasingly eficient sub-specialization into a
predatary conflict. The cwstence of the petlern is evidence of the trans-
formnation. Ip the new svetem, whole sectors and regons can sucdenly be
cevastated—and with them, long chams of industries, both upstream and
cownstream, that depend on those secrors. These are not margine] arljuse-
menis, And after tre Arst round of consumer zains, they are not mueally
beneficial. Sueh & trade pattern calls Inio question rhe entive basis for apen
niernatonal trade. [t sirips away the ratonale bebond mast of our pelcies
ang ke solevance of the economic theories that pstify and generate thoge
prlicies.

Second, where such pattems exist, open itrade does nol. They demaon-
strace that i fact markets do #of cetermine the flows of commodities o
discipline firms in an sutematic, or sell-regulsting, system. Companies
COMpErs I Tne new miemational economy, but many of them are no nger
creaters of dlsinterested market forces; they are Lhe ageats of government
policies for nztionzl econtmic developtent.

Remforcing fns principal cause (that trade and Mmyesiment is more 4qd
more an mstrurent of active pational economic development Delicy and
less and less the affer of povate buyers and sellers} 15 a contluence of
additiona) sources that swell the stzeam of countertrade.

Arms Trade—-Tre first, and mast roportant, 15 the rapid frowth of
miermationad rrade m big-tcket, sophisticated armaments, Intermational
arins sales are estmated i some Cwenty-bive billion dollars, walh the
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Urdierd Statcs way out m front, selling some forty percent, followed by
the Seviet Union solidly in second place at about thirty percent, and France
holdmg onéo third place, whie the UK, {ermany, and [ty eagerly scek
10 mereasc their sales, and Japan waits in the wings. ™ For some of the
newear arms-merchant nations, such as Brazil and Israel {exports, respec-
tively an official 2.5 billion and a good deal mete unofficially), the armaments
industry iz a major focus of governmental development and trade policies. ™

In many ways, the arms trade is the model for the new mercantilism.
The mazket 15 characterized by discrete, glant contracts, rather than by
margnal adjustment of commadity flows. A large initial sale —sav, for &
fighter airerai—lacks m a large stream of fobow-up sales for such itemns
A5 Spare parts, up-grade kics, support equipment, and traiming anc mamre-
NaNce Services. Armaments is the sector where it 1% most difficult o
distinguish between economics and politics, befween the state and the
pTivare sector, Governments are the clients—they Duy the zrms. But they
are alsn the key economic plavers on the scllers side ™

The arma sector 15 probably the largest peperator of countertrade anc
nifset deals, with abous one-half of U S, acrospace exports siehject to some
“ind of countertrade or offset and quite kely an even higher ratio for the
orther arms exporters. Neot only developing countnies, but such developed
and market-onented nations a3 Canada, Belgum, and Holland routmely
demand—and get—mgzjor compensanng offsets hefore thev make an arma-
ments purchase, |ndeed, it is the growth of offsets n the arms trade that
15 promptng e first serions American maquory into the extent and conse-
guences of countertrade. The U5, Conpress Is begmung to hald hearnng=
on Countertrace in the armaments sector.®

Surplus Capacity—The need to manage surplus capacity s 8 second
major reirforcing “zctor m the growth of counterirade. When productive
capicidy excesds demand at price Jevels that permit sustamed production
and emplovment, companmes scrambie to sell ther goods I maginadive
wavye, somelures they resost to “dumping.” When overcapacity 15 felt n
a range of ndustries meartant 1o the economics and pelitics of natons-—-
such as stesl, autos, textiies, dairy, arcrzft, and oll—governmen:s act to
asslst sales ang sustain erpployment. Thev also act, quite as frequently,
ofn the other sice of the transaction to demand some non-market benefits,
such as offscts or technology transéers, m exchange for aceess ta ther
markets when their natienals become mpottant bayvers in overcapacity
situanons, Countertrade amangements are a fayarite cevice for such over-
capaciy sitwations, m part because of the extremc diflicuity of putting a
simple marker price on 2 complex counkertrade transaction,
Dumpmg—spure and €imple B substance, bui opaque and clborate in
[orr—is, of course, 3 major motive “or the surge m barter and counter-
lrade. (ary Banks, who iz writmg the briefing book that will serve for
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milial discessions by GATT members in thejr efforts wo begin to formulate
a countertrade policy, is quite clear on the sulect:

The main aliractdon for counlertrads for dumping or price-catting purooses. . is its
reduced mansperercy. Ie trade with oon-marksel econories,, il iz already diffeal:
erougn o delermine om poce nlormasion whether cumping has takeco phee,
parteulacty for aanufsctured poods. |But.] this need not aean that some zéditional
ppaguercss woull be unwelcome.

When the nojective 15 to unlead (discretely) prumary corunedities that have
oeen stockpided, then counteriTads con serve as a technique to dumnp ar
to cut prices. The marketing of surplus commodities appears v he the
mast duminant phjeclive.

The aroblam iz that when markers selien, many commadicy peedocers are barred

froey slasking pfices o market-cleanag ievels by Dternational commcdity agreements

ag well gz by Bamy of ami~urpmy, measures.™
Barter can provide a means by which individual countres may dispose of
thei- export surpiuses wizhout having o stiputate the price. Eroding real
prices, in the fage of wternaiional comnodity agreements such as OPEC,
genarate an inorease in barter. Thus pae can specwlate about Lhe motives
hehind the sudden prochvity for oil-barter deals i Nigemia, Iran, Libya, ard
Indonesia-—the four OPREC members worst afiectec by the recent ol glut.
Anc the recent glgantic barlat deal be tween Sandt Arahiz and Boeing rases
similar concerns, ™ 3audi Arabia paid tor the Booings in el —oot cash. We
know the spot price of 2 harred of nil 2nd the quanlity of oll Boeing received,
The gquestion 18 the price of a Boeng 747, and that of course can vary
consiceranly depending spon the terme of ssle and the way the alreraft is
rigged-cual, in the end, it becomes difficult to determme the price of erther
the aircraft or Lhe oil, and that may be the reason [or both parties deciding
on barter. (The bewate for powdered milk deal hetween the 1S, and
Jarhaica 1o 1983 also excited some controversy m o this respect) The
sirongest evidence of an wtent to cump or [ get around price agrecments
can aften ba iound m the agresments governing such transacaons, which
frequenily contain a clagse Zorhidding ce-sale of the bartered products on
thardl snarkeis!

Increase in Funds—Barter was alse encopragad by 2 sharp inerease m
funds for counines pursumg ambitious and siate-ceatercd deveioproent
strategics in the mid-seventies. For some countries, mostly OPEC natians,
the funds came from trade; for others, sack as Brazil and Mexico—and
also Eastern Europe—they came from borrowings., Ther suddenly ex-
panded role in international trade translated as an expansion of the role of
stile-controlling trading, Trade transactions were iacreasmpgly vsed as
extensions ol govermrent develspment policies. Trws, bov-back agres-
merts ncreasingty becarme the price for sales of the production planls that
embodied nationad development and import-substitution strateges.
Econoraics 18 pot pinsics, In economics, an opposite Cause ¢in very




well produce (ar reinforce) the sgme efect The sudden and vast hcrease
n “free funds” n the 1970= (mostly loans or of revenues to counincs
wich ambitious, government-onented trade and development strategies)
ncreased the volure o7 state trading, Jarter, duv-backs, and countert-ace.
Ten years later, the even more sudden drving op of thoze fmds had the
same rescll, The weakening ol marliet has heen an anpeitant aceclerator
of countertrade, bul more mportane 1= the Latin Amercan debi crizis, As
hard currency has all but vanished from the major eading pations of Laria
America, and uncommitied Free Money dned up m the OPEC nztions,
govarnmests have mmed to counterirade —and the state contrels of trade
thev developed m the earfier cvele—io controd the volusne end kind of
rnports Companies—--both imoacters and thew foreign suppliers-- have
hecome rather ingenious i living with and sometimes crcumventing those
controls through extremely elaborate countertrade deals. Indoncsia has
been g ploneet in erecting ngovous countertrace obligations for large seles
:nen Indonesia. Countertrade requirements arc 100% of the purchase and
must not be faken n goods that Indenesia would nommally cxpert withaous
the countertrade deal. Mexico is now frving 1o ooy the [ndonesian model
and 15 mettuting couttertrade requirements at a substaniz] sate. Malaysia,
finding tnat [ndonesian countertzade promotions come at is cxoense, 1S
now mstizuting a semilsr connteriade peleoy for defensive reasons =

Expasling trade with East Bloc countries wes an waportant stroalus for
the growth of barter m the 19705 The volume of Weslern exports into
Eastem Europe mereazed from 56 bolicn in TS70 to 524 hiflon ;0 1550,
This spectacilar sourt m trade wes fueled by loass froes Westem banis,
and much of it took forms other than simple market transactions, with
offsets, buvbacks, and countertzade deads figunng prommently. A mast
recent, bwi quite typical, ssracpemen: has been the Volkswagen deal to
constnuct an auromobile engine plang in East Germany and take engines
produced m that plant as payment. The mstitutional capacity developed
by (revman companies, banks, and specaiized tradmg compazvies (such a3
Metzllpeselschaft) m their trading with [lastern Eurooe has served as a
base for the mrther development of counterTade with such pations as
Indenesia and Brazil But the continued expassion of countertrace m the
19805 carnet be expiained as 3 peouliaeity of growing East-West wade
because, hognnng m 1930, the volume of trade with Eastern Eurcpe
began to fail—{rom 26 billion & 1980 to 18 billien in 19827 —as ret lending
oy Weslern banks to Eastern Eursape dried up.

The Scope of the Phenomenon

The Short-Term View—The wiew of harter as excephionai—as well as
exceionable—rzemains domrant. Barler 15 still seen 2s overwheloungly
relatec to snoeT-term expedients anc 45 fundamentzlly bounded oy fime
and zcope, cven thongh thicse boundanes are so terrioly relzxed at the




mornent. [ty 3 way bo circumven? temparary difficuleies caused by currency
crighs o7 by excess capacity that generates disguised, though toleraced,
dumnping m thizd markets. And, of course, 015 accepted 25 an endunng
pracuce in the special and circumseribed domams of trade withs the East
Bloc and trade in armaments.

Barter Is an expedient, & means [0 survive bad times. But once the
tactic becosnes part of comoetition, even the strongest competitor will,
snomer of later, be nblrged to follow swit, [n this view, wiich fits meely
into comventional modes of economic analysis and leads to convenlonal
policy forrrlation, Darter 15 part of an overcapacity problem. The sources
of its sudden cxpansion are on the producers’ side, 35 Wil be the causes
of its coniraction: the extent of the practice should diminish once exress
capacity 15 wrtlen down, and the world economyy picks up, and specal
problems, such a3 the hacd currency problems m Latin America, are settled
Mormal tradisp practices —so much more flexble swafier, and cheaper—
will thes retum to therr riphtiis pesition of dommance. And so will normal,
tragitiosial market shares and srading patterns, Except that some produecers
wil find their traditinpal markets floaded wath years of accumulated coun-
tertrade obligations, and once the fond works down, re-entrv will be
extremely costly and, peroaps, impossiole.

Tris conventional view of barter aften cardes the additional hvpothesis
lthat some producers, especifly in less-developeo econonues, may lack
matkeiing skills and resources. Consequently, thev may be willing o et
prices shift agamsi them t order 1o transier that scling task to their
tradinig pagtners, Throogh eountersoade, they are paving for marketing in
a dizgused way. Ths, ezsentally, is an adaptaton ol 4 classical argument.
It finds that there exist substanttal imperfections in the macket for mterna-
tonal sales expertise facilines. The condition should alzo seif-correci m a
reazonabiv short time, as mremational trading companies grow to £l the
need. And mdeed, they are. Such powerf:l mternational trading compaives
az Metellpesellzchall and Mitsubesti are expanding their countertrade op-
eranens rapidly; and new plavers, American industrial fims (such as GE
and M) and Amenican banks (such as Bank of Amenca), are opening
countertrade divisions.® The new counlertrade speciahst firms m o effoct
remonetize barter. Fhat s, the producer company saddled with extraneous
comtmocities as part of a transaction can, for a fee (often consicderaile),
frangter the responsibility for sale of those goods to a spenahzed frading
campany. 3ince no sensible trading company Wwants to get stackt with
unsaleable commoedities {such zs (ke pink Llelephone diais GTE found izseli
nolding in exchange for a sale of telephone equipment 0 Poland™), the
counicrirade speclalizts are mereasingly consulted befire the deal 1s con-
cluded, The producer can then caleulate the deal m more Lraditional financial
terms, An Internatonal barter mart {and there is occasionu) talk of cne
opening in Amszterdany) —to function as a clearmghouse for multilateral

L




swaps of paliy oll, peanuts, pliers, and pants—would be a major step
towards formaiizing the resioraten of the market.

The Long-Term View—An alternative explanation of the growth and
funciion of barter i more mteresting and more threatening to the mterma-
tional itade system 25 current:y constituted because i suggests that barter
will be mare permanent. In this view, nternaiionai transactions are not
necessarly about exchangiag one product [or angiher, as m classical trade
lheory's cxample of Partuguese wine exchanged for Enplish wool. Ricardo
ASZUMLS fransaclions arc betweoen private actors. Jf transections are not
about exchanging wine for wool, what are they about? When governmen:s
are involved, trade mav be about the use of pootical power to aller &
nanon’s econgmic structure, that is. the profile of what it produces. Gov-
SMUIENLs mtervene I the wine for wool trade, not just tn get the wond
cheaper, hut to contral access to s natonal rsarket for wool procucts for
the deliberate purpose of gearing up domestc compames (o produce wool
and sweaters too, Trade i then aboud strategic efforts to change 2 nation's
ECONOMIC sluation, to re-position its mdustsy m the tcmational division
of labor, wezlth, and power. It becomes not a short-tern, zelf-regulanng
game ol optimz] uee of the world's resources for mawmizing consumer
weifare, but a long-texm, strateic game about the Wealth of Nauons. Toe
Brazilian petrocnerticals =tory and the compeftion between Airbas and
Boeing wWustrate this view particuiarly wel ¥ Japanese sermiconguetors and
COMPUTETS, & 8w vedrs back, wers a paralle]l dlustration; so were French
proces: enginecnng, Saudi pelrochemicals, Korean steel, Brazilian zu-
tomotves, and Japanese acrospace. Once again, the st is very fonp.

The Policy Implications

The policy implications are two-told, The first is that barrer lactics may
affect the competitiveness of American companies, The second 12 thar a
mini-version of the third-world debt crisis may be preparing #zelf, as
unkeown but substantial quantities of countertrade oblizations pile up on
the hocks of major incdustrial corpayes.

® Feelng hoth that countertrade s basically wrong and should not be
encouraged, bat thar Amencin industry 15 at a decided disadvantage in
councertrade agamst suck wsttvderally organized and experienced
plavers az the French and the Japanese, the 1.8 is moving in severai
different directions at once. In the povernment, differani departmenis
take diferent—and contradictory—positions, “Treasury savs it 1 ‘dacdy
opnesec’ to i, Commerce helps companies do i, the Department aof
Labor cbyects to i, and the Ex-Im Bank has no policy for dealing wilh
it In Congress, legislaton has been introduced hoth to curcal coun-
tertrade and Lo encocrage the countertradimg of U5, sorplus com-
modities (mosily agricultural) for foreigm strategic mingrais, ™
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The response of American buziness 15 also mxed. Some companies,

most promuneney 1BM, siraply stay awey from any form of barter—aor
claim they do. Most others, {eeling threarened by substantial losses of
rarkels unbess they accepl barter deals, ars reluctantly engaging in
such trarszetions, Still athers arc greetmy it as zn opportunity. Such
manutacturing ganis a5 GE are actively Dvelved in barter deals all over
the warld and are using thew experience to set themselves up in 4 new
line of business as trade and barter speciahsis. The Export Trading
Copnpany Act of 1982 15 proving to be an important instrument for
creating Amencan countertrade speciaises. Enacted to encourage ex-
ports—especially by small ané middle-size U5, compardges who lack
eternational trade expenence —it bas jed to che ragid creation of Amen-
car export wading companes, inclucing bank trading comparies, o
commpete with such established pants as C, Itoh and Mitsubish. Within
the past two years Of so, such majer American frrns as Sears, First
Chicago, and Bank of America, bave established (or, hke GE, substan-
tialhy bealed up; export trading comparies, And though the Sears venture
has folded, new gnes continue to o created. Many of them arc aclively
putrsuing countertrade deals. The Bank of Amenca Trading Comopany,
for exarple, estimates that a full-third of s business will come from
countertrade.
The scale of countertrade ooligations (that is, the quantity of goods that
U5, comparies are obliged to purchase {rom foreign producers and
dispese 0f) 12 anunknown, Last vear, the Treasury department crculated
& volunlary survey among major defense contractors. Sorme twenty-siy
comparies responded, bat there 15 a0 way o know which g ones did
not. The sum o such abligatons they neld exceeded 514 ballzon # Com-
pietely miormal and unafficial mgwres indicate that some major U5
companies are each sittmg on sebstancially more than a bilfien doliars
of such ohligations.

It ts quite wossible that fons (such as GE or United Technologies o
McDonnel Douglas inthe 105, or Aerospatiale m France, or C. ltoh
or Surmitamo o japan, or wheever} have collectively {but unknowingly)
agread to move exports out of perticular countnes far m excess of what
those countries have ever—or will ever—-expost. This could mean that
on the books of those compames sit dubious assets of colossal propor-
rions: mulions of delars of non-oil Indonesian products; or Portugese
not-vegetable of non-cork, and aever-before-exportec products, car-
ned at values far i excess of that which could conceivably he realized.

The absence of any central dzta e an conntertrade ohligations-—or-
ganized by counby (whose exports vanous compames worldwide are
obligated to move) and by produci—couid help precipitate a mmor mter-
natignal crisis m g fairly shorl time. [t s uncomfortably reminscent of
the lack of any central intelfigence on Latin Arocncan debt a few years
back.
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4 simple measure that could be taken by the mtemational commumty
hefore it is too fate would be to open a contral counterirades information
clearing house so that companies, banks, and countrics coula kmow if
they are about to contract to export Fortuguese shirts or Indonesian
wicker or Malaysian sneakers ab twenty tmes the quantity the Por-
tgese, Malaysians, or Indonesians have ever exported. It would alsc
make Interesting reading for the wadidonal supphers of those counter-
traded commodities.

The Implications for Open Trade

The GATT systern was construcied arourd z set of definable premses,
First, lrade arrangements that are bult an maultiateral negotations among
ail nations are preferable o bilateral or other partial arrangements. Secon,
trade will be conducted by private actors in markets in which prices are
set by a free interplay of supely and demand. Third, free trade will generzte
the expansion: of all economies, ¥ only eact: will hear the strams of inlemal
expansian and adjustment. Fourth, govertmernt mtervention is seer as a
distoetion (0 international price signals.

When consicering trade ameong advanced countries, the premses of the
GATT system ignore or deny the potental nffuence on wrade of devilop-
ment strategies warking through domestic structures. Thus, they only
awlwardly fit many of the new reafities of international trade. Tioe assump-
tion—half fact and half Action—that govermnrents sre negotiatng aoout
the rules of trade and [eaving the market to scttle the outcomes 18 nCreas-
mgly less terable, Governmeonts are mereasinely negotiating directly abou:
trade outcomes. FEqualy important, the stae-centered development stra-
leges are enlangled with the changes In paticms of world economis power
and trade. They fave served bath as an instrument of policy and as a
desice to mobilize political suppott for Lhose policies, Moreover, the niles
of the domestic ecoramy and the appropnate cse of natonal governmert
power in the world economy have themselves become the subject of
negotiaticon.

Even a few vears ago, it scemed that the exceptions (o reasqnably fres
trade could be contained and the goals preserved by some systermn of
“organized muddling through.” It was beleved that the reduction of non-
tariit berners could be negotiated m the same fashon thae had 50 success-
fdly removed more direct lmdtations on trade during the previous gener-
ation. But bargammy over external barricrs and negotlating over the ar-
rangements of the domestic political economy in fact mvolve very cifferent
things.

Zeverzl developments ser the informal agenda of preoccupztions. The
Americans discovercd that the Amenican economy (as well as the cther
netional economics} was “Interdependent,” that s, sensiive and even
villnerable ta developments abroad. Two emblems of the new era tacused
attentinn on powerful new forms of prvate actions i Fternadenal trade
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and ohscured the enduring abdity of governments to shape economic out-
comes: the dramatc abtity of the muoltinational corporation {(MNC) to
formulate intermational strategics and to operate across natienal bound-
aries: and the rapid cxpansion of the Eurocurrency market to produce an
mternational povate Anancial systemn of simdlar size to the ong inside the
Uniled States, but petside the coatrol of any govermment authority. Com-
‘pared to these new and powerfd forees, povemment interventions were
treated as relativeiy negligible, rather rearpuard excepiions to 2 fransfarm-
ing iberal orcer.

Though zttention and concern were focused on the MNCs and the
Lurodoliar market, their proeminence was not the mevitable market out-
come of improved communications and fransport technology, Critieally,
the bargains that host countries struck with the Amencan MNCs depended,
n the end, on the adrumstrative resouyces and will of the government
and economic stucture of the countryv, The Japanese first showed that 2
government oold act as doormar ie the national economy, breaking up
the nackage of management, nance, technology, and control represenced
by the MINC anc forcing the pieces io be recombinad under natwonal authce-
1y, Other countries guickly lezrmed those lessans. Government and politics
had mattered all along; their influcnce had sroply been obscured.

Conclusion

We are laft with the quesion we hegan with, Do the mstrumentalities of
mercaniilisl sialeges and practices require speciic palicy responsss at
the iniemational level, perhaps even re-design of the intemational trade
svstermn? et us consider aur categomes i turd. Most of the tactics of
developmental strateges which mvolve domestic subsidy and closed or
semi-permeable markets [l under the purview of GATT, slthough GATT
has heen notably unable io contend with the kind of non-tanf barders
nations have created, Japan being the most mportant cage. [n part, it is
thelr use ik combmailion and ther frequent revision and redeplovment that
15 difficult o address. bMost snportant is the reabty that the tacucs, coce
implerented, created enduring advantages and permanently altered the
structure of markets. Once a faid gocompit 15 achieved, there is no trade
remedy. Equally, the remedies under formal procedures are slow aod
rortuons, leaving govermments tempted to implement umilaleral solutions
restricting their own markets or providing corparable assistances to thelr
producers. In separate studies, the BRIE bas examined these siratemes
i1 the Japancse case and has devaloped a theoretical modol to account
for both the sectoral and agerogate patterns of wade. Su-plus capacity 18
a traditional concern, and exphclt techniques have emerged to manage,
albeit with difficulty and coniict, suck probiems. As we mave seen, statc
trading bred such techniques as barter and countertrade. They spiil ther
problerss over into gther realms.




The real question 1 whether these exceptions have become the male
Hawve we in fact established g mercantiyist suborder within a Lberal sysiem
and justified it in the language of iberaltrade? If we add together the trade
drarmatically affected by development stratepes, managed in bilateral and
unilateral arrangements, conducted between governments or m the form
of harter, we might conclude we have. Recognizing it is difficu)t because
deing so could Jegitimate a strategy of closure.

Perhaps 11 is simpiy the other wav aroung. Perbaps managing trade
relations more expiicitly than in the past has allowed new players o enter
the systern in Sig ways, haz allowed trade to continue to expand {oven
with wild fluctuations of unmaraged currencies), and has allowed dramatic
changes i market acvantage. Perhaps I a world without managed curren-
cles, expanding trade means managed trade.

References

L. Citedd It Buetiness Morketing (Jenuary 19940 Forbes, Macch 12, 1984, p. 41

2. Farbes, op. oit, p, 42

3. Ausiness Week, July 19, 1982; GE Trade i Cowndertrode, March 13, 19484,

4. See Gazy Bapks, in Warld Eeopomy, A uwarteriy foomal o Detemational Econnnic
Affmirs (lope 1283 Mr. Banks 15 oreoucteg the GATT boefing hook on counte rads
policy. See slso, fafzenationed Management, (Auges: 19841, po 295

5. Teo G B Walt, Trads Withow! Maney: Burle? aed Countertrade Tew York, WY 1934)
orovides carel. and elaborate delinrions and examles of each kind of harrer and counte -
trade. Gary Banks, op. cit, prowades brief, but clear defintrions.

G. Cocenlertrade, Vol IL No. 13

7. WeDonncl-liguglas in Finarce gng Develapment, oulished by IMF, january 1984

s Cat::rpil]ar i1 Dhavnd Yofhe, "Pmﬁtill_g fram Countertrade,” Horogrd Bustness Komew
Maydane 19840, oo 8.

8. Forbes, March 12, 1982, p. 42,

100 Speech o World Toade nstivuie Conferance on Countertzade, in Cownterfrade, Vol
T, Mg 12 -

11, iwd.

120 [had., Vol 11 Nno 5

13 S Carhiven Mayoard, Jodoncsia’s Cowmterirgds Experiense, Amperican-Indonesian
Charanier of Compperce, Movember 1957 see also, Cosnterrade, Jawary 9, 1984,

14, Couemberirade, Movernber 21, 1983

15. Speech by Gechardt Voat, Dipector, Centrzbank, Vienna, in Connterfradz, Jaomary 9,
1984,

16, For & discussion of the thegresieal background see Borvus, Twson, and Fysman,
“Crealing Advantage,” Export-impoer Bank, 1984

17. Dara &ram Professor Bruce Svort, Awierican Competitivenass: Pyoblems, Casses, @
Tmplheations, pajer presented ot acvard Business School, 7ath Annfversacy Colloguim.
1984, (I pnine, Hasvard University Press)

18. Macke* shares from Andrew 1. Pierre, The Global Politics of Asms Sedes, Princeson.
1982, o Bl

19, Wil Bfroet Jowernal, Jannaoy §, 1949

20. Joho Zyseman and Stephen 3. Cohen, "Dochle or Mothing,” Foreiom A ffairs (Suromer
1923).

La




1. See hearings on Countertrade and Uffset Arangements. House Banking Committes,
Sub-Committes oo Economic Stabliization, May 1984; and hearings before Honse Armed
Services Subcommittee on Seapawer..for HE 3544,

2. See Hanks, op. dl.

23, Ibid.

24. See Financiel Times, October 25, 1584

35 See Couniertrade, Nowvember 21, 1983, on Mexico; May 16, 1983, and October 24,
1523, oo lndanesia; Septiember 12, 1983, on Malaysa.

26, United States Contral inteligence Agency, Handbook of Eronemic Statistics, September
1983, table £9.

7, Md _

98 Gep Suiiess Marheting, January LS

29, [oid.

30, See Fysman and Coher, op. dk., for Brazilian petroleum discussian.

31, Bgmuess Marketing, op. cit.

32, See specch by Ed Barber, Trade Finance Foreign Alfars Oficer at the Treasury Lo
Insfitute of loternational Trade and Develonment, October 1983 see HR 3544 and 5 1683,
“The Bater Prometion Acl.”

33 See Comntertrade. Febuary 20, 1981

34, [ind., Augost 1583,

16






