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Dee Linse on Trade Without Money 

Trend Toward Countertrade Poses a 
Delicate Policy Dilemma for u.s. 

Foreign exchange-starved nations are 
turning an interested eye toward a form 
of international transaction called 
"countertrade. " 

Technically, countertrade is a fo rm of 
international exdlange that includes 
baLter. Countertrade takes many forms 
including: baner, counterpurchase, 
compensation, evidence accounts, and 
bilateral clearing accounts, w ith many 
variations of eadl of dlese types of trans
actions, (see box 1). 

Money is involved in some of these 
transactions, but usually not. Al l varia
tions have exchange of goods ancVor 
services of one country for goods ancVor 
services of anodler. Governments are of
ten involved direcdy, but not always. 

The increased growth in counteru"ade 
poses a difficult policy problem for me 
United States, particularly in view of the 
traditional US. free market approach to 
international trade. If the United States 
does not engage in countertrade, it 
could lose opponunities to expOLt farm 
and odler products. On the odler hand, 
if it panicipates in countertrade odler 
countries construe this as leaning to
ward protectionism and away from free 
trade. 

Countertrade arrangements are often 
associated widl transactions among durd 
world and centrally planned economies. 
However, US. involvement in counter
trade has also increased. The US. Inter
national Trade Commission estimates 
dlat US. inlpOrts resulting from counter
trade totalled $279 n1illion in 1980, up 
three fold from the $98 n1illion estimate 
in 1974. Unfonunately, estimates are not 
availab le for years since 1980. 

CPEs and IDCs Depend on 
Countertrade 

Centrally planned economies (CPEs) 

Countertrade is the tern~ used to desa-ibe 
transactions that exchange goods and/ 
or services of one country for goods 
and/ol' services of another. Its continua
tion as an approach to world trade 
poses a d~/ficult dilemma for the United 
States-to do or not to do-as described 
by Dee Linse, an economist with the For
eign Agricultural Service, USDA 
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and me less developed countries (LDCs) 
are dle strongest suppOLters of counter
trade. It is a way for dlese countries to 
save foreign exchange whi le till engag
ing in international trade among dlem
selves and widl western developed 
countries. It bypasses the problem of 
nonconvertibility of dleir domestic cur
rencies. 

Especially in dle 1970's, inflation in 
western economies stimulated dle de
pendence on countertrade. The CPEs 
decide on a development, production, 
and expoLt goal evelY five year . Unan
ticipated inflation made planned pur
chases of western goods more expen
sive. 0 dle CPEs looked to alternative 
forms of finanCing for dlese planned 
purchases. Countertrade was one of dle 
answers. 

The LDCs SUppOLt countertrade for 
vely much me same reasons. In order to 
diversify meir indu u"ial base, me)' man
date countertrade arrangements to pro
mote import substitution, broaden meir 
expoLt product lines, or open new mar
kets for meir expoLts. Thus, me objec
tives for born ets of countries seem to 
be somewhat long term and involve dle 
transfer of technology, plants, and 
equipment from which future produc
tion is derived. 

More recently the LDCs, especially me 
heavily indebted countries, have increas
ingly relied on countenrade. Cutbacks 
in new bank loans, large debt service 
payments, and heavy import bills for 
needed products such as o il , left me 
LDCs wim a shortage of foreign ex
change. 

Countenrade is one way for dlese 
countries to maintain dle flow of vital 
imports widl0Ut furdler disruption to 
foreign exchange balances. Counter
u"ade also provides a way for dlese coun
tries to meet IMF conditionali ty agree
ments to restrict meir use of foreign ex
change. 

Western Countries Oppose 
Countertrade 

The United States, along with West 
Germany, Canada, and Great Britain 
have not encouraged countenrade on 
me grounds that: 

-Countertrade leads to a decrease in 
dle volume of u"ade subject to free mar
kets. 

-Prices of imports involved in coun
tenrade into CEP's and LDe's may be 
artifiCially high. 

-Dumping of CPE and IDC productS 
into western economies is likely to occur. 

Here is how some of these conditions 
develop. 

When a company exports to a nation 
requiring or mandating countertrade, 
such as Hungary, it must take goods dlat 
Hungary may be unable to ell in inter
national markets. To di pose of these 
goods, the company usually has to cut 
prices. ince it can 't afford to ab orb a 
large loss, it may pad the price of dle 
goods it ells to its countertrade custom
er, in this case, Hungary. 

As a re ult, Hungary pays above dle 
market price for the imporrs--making 
international trade Ie attractive to Hun
gary man it hould be-and dump it 
own goods mrough back-door price 
shaving. ome n1ight argue mat, lacking 
hard currency or borrowing power, 
Hungary has no orner choice. In me 
long run, however, this practice is elf 
defeating. " 

Having failed to set up continuing re
lationships widl customer , Hungary 
never learns what me market really 
wants, or how it might improve its com
petitiveness. And, in some case 
antidumping legi lation has been used 
to balance me effects of countertrade 
dumping. 

One case involved a di pute over me 
import and pricing of anhydrous ammo
nia. The prices, even mough advanta
geous to U.S. farmers, were challenged 
by orner suppliers of anhydrous ammo
nia. The International Trade Commis
sion (ITC) determined mat no inju ry oc
curred. 

However, in anomer case, the ITC 
found mat dle inlpOrt of tractor trailer 
axles in 1980 from 'Hungary had caused 
injUly to me US. truck-trailer axle indus
try. Dumping duties were not assessed, 
however, because a separate settlement 
was reached between dle inte rested par
ties. 
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u.s. Participates in Countertrade 
Both the US. Department of Defense 

and the US. Department of Agriculture 
have participated in agreements that 
could be characterized as countertrade. 
Such agreements have been used to pro
vide or sell .S. weapons, obtain strate
gic materials, promote US. farm com
mod ities, and support fore ign govern
ments fr iendly to the United States. 

In 1982 and 1983 three accords were 
signed with Jamaica. These accords pro
vided for the exchange of bauxite for 
US. farm products of nonfat dry milk, 
butter o il , wheat and long grain rice. 

Four basic legislative acts provide 
the authority for the US. Government, 
distinct from US. p rivate traders, to en
gage in barter transactions: (1) Section 
310 of the Agricultu ral Trade Develop
ment and Ass istance Act of 1954 (Public 
Law 480); (2) Section 32 of the Foreign 
Assistance Act of 1974; (3) Subsection 
6( c) of the Strategic and Critical Materi
als tockp iling Act ofJuly 30, 1979; and 
(4) ection 301 of the Commodity 
Credit Corporatio n Charter Act of 
1949. 

Government programs to barter US. 
fa rm products have not been widely 
used ince 1973. It was at that time that 
CCC-heid stocks of farm products de
clined sharply. At the same time, US. 

Barter 

strategic stockpile goals also were low
ered. 

The government barte r programs for 
farm products were never very large. In 
fact, from 1950 to 1975 the export mar
ket value under these programs totaled 
only $6.65 billion. Between a fourth and 
a third of these farm products were ex
changes for strategic materials. The rest 
went for off-shore US. Government pro
curement of supplies and services. 

Reactivation of government barter 
programs for farm commodities would 
require the establishment of procedures 
for reimbursing CCC for farm products 
and the re lated administrative costs in
volved with the operation of the pro
gram. 

Procedures also would need to be 
consistent with the rules applicable to 
the release of CCC-he id stocks. These 
are contained in current farm legislation 
which also specifies that bartered com
modities may not d isrupt world market 
prices, replace cash sales, or interfere 
with long-term commercial markets. 
One reason that US. farm interests have 
supported government barter programs 
is that it permits cutting the price of US. 
farm products below "market prices." 

Other countries that repudiate it also 
take part in countertrade. OPEC coun
tries, for example, tty to avoid counter-

Countertrade Examples 
E.xchanges 
of goods 

or services 

Yes 
The U.S. firm provides machines to China and receives 

gloves in exchange 

Counter purchase 
McDonnell Douglas provides air craft to Yugoslavia and 

receives canned ham and U.S. dollars in exchange. 

Compensation or buy back deals 
Stieger provides equipment, technology, and advice for 

manufacturing tractors to HungalY and receives tractor axles 
in exchange. 

Evidence accounts 
Canada's Sper Aerospace and Hughes Aircraft provide 

space satellite and related services to the Government of 
Brazil and receives Brazilian products in exchange. (Similar 
to counter purchase but a larger number of products and 
services involved. 

Bilateral clearing account 
Government of Rumania provide transport equipment and 

other products to Government of Ghana and receives exotic 
wood and other products in exchange. 
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Yes 

Yes 

Yes 

Yes 

trade. However, as petroleum prices 
dropped below cartel-agreed price min
imums, some of these oil exporters 
made countertrade agreements. It per
mitted them to "sell" petro leum at a d is
count but still appear to be in compli
ance with OPEC pricing agreement. 

American indusuy also has a stake in 
countertrade. General Motors, General 
Electric, and Sears have reorganized 
their corporations in ways that allocate 
extensive resources to subSidiary trad
ing companies that can deal with COW1-

tertrade. TIle high demand for market
ing services for the products received by 
US. companies in countertrade transac
tions is partially responsible for the Ex
port Trading Company Act of 1982. 
Banks were the proponents of the legis
lation that gave them the opportunity to 
take title to imported goods. This author
ity in tu rn permits them to become mer
chandisers not just lenders to otllers. 

A Policy Dilemma 
Participating in countertrade while at 

the same time espousing free trade poli
des points up the important policy di
lemma for farm and trade groups and 
fo r US. Government policy makers. 

To engage in countertrade can be 
viewed as inconsistent with a "free" mar
ket stance. Participation in such trade 
may weaken, in some instances, US. at-

Exchanges 
of money 

No 

Yes 

No 

No 

Yes 

Normal time 
franle of 

transactions 

Specified in agreement 

1 to 3 years 

5 to 10 years 

1 to 2 years 

Up to 1 year 
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tempts to obtain more liberal u"ade COll

ditio ns around the world. But, to ignore 
opportunities in some instances and, in 
other instances, not create opportunities 
to participate in counteruade will not 
necessarily lead to abandonment of 
countertrade by otller countries. The 
oonconvertibility of currendes of other 
countries and tile shortage of hard for
eign exchange currencies by many 
countries compel them to seek counter
u"ade arrangements. International u"ade 
negotiations are not going to change 
dlese GOnditions quickly and may not at 
all . r!J 

A Short Definition of Dumping 
According to the General Agree

ment on Tariffs and Trade (GAIT), 
dlilllping is a means "by whidl prod
ucts of one counuy are inu"oduced 
into the commerce of anodler coun
try at less than the normal val ue of the 
products." 

Under dle GATT an importing 
country may protect its producers 
against injury by imposing anti-

dumping duties. These can be no 
greater than the amount by which an 
existing country's domestic price ex
ceeds its export price. 

The United . tates does not levy 
antidumping dutie unless tile U . 
Treasury Department finds dlat sales 
are made at less than fair value and 
the US. Tariff Commission finds that 
there is injury. 

Steve Gabriel and Paul Prentice on Macrolinkages 

Fundamental Economics (Not Farm 
Policy) Now Drives Agriculture's Future 

In spite of all the hoopla about tile 
1985 Farm Bill, costly as it is, tlle mos! 
important developments for agricu lture 
in recent montlls involve major macro
economic indicators-federal defidt re
duction efforts, an accommodative mon
etary policy, prospects for stronger eco
nomic growtll at home and abroad, and 
plunging inte rest rates, exchange rates, 
and oil prices. 

In fact, these macroeconomic funda
mentals are all interrelated. Taken as a 
whole, tlley all point to eventual eco" 
nomic recovery for the US. farm sector. 
On tile policy front, a tighter fiscal policy 
(deficit reduction) combined witll a 
loose monetary policy (12% growth in 
Ml last year) is ju t the right policy mix 
for lower real interest rates and a weaker 
dollar. This is a total reversal of the mac
roeconomic po.licy of the early 1980's
fiscal stimulus combined with monetary 
restraint-that helped to get us into tllis 
mess in tile first place. 

Interest rates are perhaps tile single 
most important macroeconomic linkage 
variable to agriculture. On the cost side, 
farm debt at $200 billion and interest 
payments at $20 billion imply that the 

Stephen C. Gabriel and Paul T Prentice 
are editors of Farm Financial Condi
tions Review and partners of Farm Sec
tor Economics Associates, a Washington, 
D. C. consulting firm specializing in 
farm finance and macroeconomic link
ages to agriculture. 
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300 basis point drop in rates over the 
past year will eventually save US. farm
ers $6 billion in interest expenses alone. 
Just as importantly, lower real interest 
rates imply higher prices for fixed assets 
such as farmland. o t necessarily higher 
land prices than last year but higher 
than they would have been if rates had 
not fallen . 

Less Cost, More Demand 
Also on the cost side, the 50% fall in 

crude oil prices will save farmers about 
$2 billion in direct energy expenses. Fu
els, oils and electricity repre ented 
about 7% (nearly $10 billion) of total 
farm production expenses in 1985. The 
indirect savings will be just as large, as 
lower energy prices get passed tllrough 
prices of nearly every other farm input. 
This is more good news for the future of 
land prices as this increase in per acre 
profitability becomes capitalized. 

On the demand side, there will be 
stronger economic growth here and 
abroad-perhaps as much as 1 full per
centage point worldwide-stemming 
from lower oil prices and interest rates. 
This is good news for improved domes
tic demand as well as for world trade. 
Finally, a1t1lough the exact impaa is ar
guable, the 30% decline in dle dollar (on 
a trade-weighted basis) over the past 
year certainly can 't hurt exports. Clearly, 
dle macroeconomic fundamentals are 
now in place for eventual economic and 
financial recovelY of the U.S. agricultural 
sector. 

However, the financial adjustment 
proce s that wi ll continue to occur e en 
widl farm sector recovely wi ll be painful 
for many segments of agriculture
fanners , lenders, and odler agribusiness 
firms. And it poses eriou social welfare 
problem that ought to be addressed as 
just dlat. Targeted social weLfar pro" 
granls will be more effective than pro
gram which tinker with farm price , in
come , and credit. 

In addition, dlere will be sub. tantial 
econom ic costs associated with tllese ad
justments in tlle form of loan 10 ses, and 
income and wealth losses. The question 
dlat looms now on the policy front is 
who should bear tllese costs and how 
should dley be distributed? 

et cash farm income has dropped 
over 11 % in constant dollar ince 1980. 
But dlere appears to be some stabiliza
tion in dle last few years (with a lot of 
help from ncle Sam). 0 doubt, large 
supplies of crops will exert strong 
downward pressure on com mod ity 
prices. But dle changing macroeconom
ic fundamenta ls should provide substan" 
tial re lief on the cost side as well as 
higher commodity prices dlan other
wise would have occurred. 

Furthermore, don't tell your farm 
lender or debt-burdened farm neighbor 
dlis, but lower farn11and prices and debt 
liquidation are good fo r agriculture. 0 
question about it, these financial adjust
ments will lead to considerable misery 
for those involved and as a society we 
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