
Chapter 6 COUNTERTRAD E COSTS 

6.1. Introductio n 

It shoul d b e emphasise d tha t countertrad e i s very ofte n a  high cos t wa y o f 
trading compare d wit h conventiona l trade , an d i t i s importan t tha t th e cost s 
and benefit s o f particula r deal s shoul d b e carefull y weighed . I t is sometime s 
argued tha t countertrad e involve s no incrementa l cost s over an d above th e costs 
involved i n conventional trade . Although thi s may b e tru e i n particular cases , 
it i s importan t t o kno w whic h additiona l cost s ma y b e incurre d throug h 
countertrade s o that checks can be made. 

6.2. Th e Incrementa l Costs of Countertrade 

The incrementa l cost s o f countertrad e whic h ma y b e additiona l t o thos e 
incurred i n conventiona l trad e ca n tak e man y direc t o r indirec t forms . A 
common difficult y i s th e so-calle d lac k o f "transparency " o f countertrad e 
deals, which means that actual prices and costs are often not easily identifiable. 
A lis t i s provide d belo w o f som e o f th e possibl e cost s whic h ma y aris e i n 
particular cases. 

(i) Disagio s (discounts ) ofte n hav e t o b e offere d t o th e fina l buyer s o f 
countertraded export s i n orde r t o provid e a  purchasin g incentive . I n 
the cas e o f traditiona l o r long-establishe d expor t item s suc h a s 
coffee, tobacc o o r metals, the discount offere d t o th e fina l buyer may 
be ver y lo w o r ni l (i n othe r words , sol d a t th e prevailin g worl d 
price), bu t i n the case of non-traditional item s or "difficult-to-move " 
exports th e percentag e figur e i s likel y t o be muc h higher . Discount s 
of u p t o 2 0 pe r cen t o r more ma y b e require d i n orde r t o dispos e o f 
some manufactured products , handicrafts o r othe r items . Very ofte n th e 
developing countr y concerned will have no knowledge o f the leve l of the 
disagios becaus e th e tradin g par t o f th e dea l i s i n th e hand s o f 
intermediaries. 

(ii) Lowe r expor t price s may b e offere d b y som e developin g countries . It is 
usual fo r developin g countr y export s t o be invoice d a t th e prevailin g 
world pric e fo r th e produc t i n question . Indeed , th e countertrad e 
contract may well contain som e formul a relating t o the world pric e on a 
particular market , suc h a s th e Londo n commodit y market , o n th e day o f 
shipment. However , there may b e occasion s whe n th e developing countr y 
concerned, i n realisatio n o f difficul t marke t condition s fo r a 
particular product , may be prepare d t o accept a  lower contrac t pric e in 
order t o advance a countertrade deal . 

(iii) Highe r impor t price s ar e th e usua l wa y i n whic h developin g countrie s 
"pay" countertrad e costs . Very ofte n th e disagio s an d othe r cost s ar e 
loaded o n t o the pric e o f th e import . I t i s common , fo r example, for 
the exports fro m the developing countr y t o be price d a t th e world pric e 
level, bu t a  highe r pric e i s pai d fo r th e countertrade d import s i n 
order t o cove r al l th e incrementa l countertrad e costs . A  possibl e 
alternative i s fo r th e foreig n partne r t o absor b som e o r al l o f th e 
costs. 
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(iv) Miscellaneou s cost s ar e usuall y incurre d a t variou s point s i n a 
countertrade deal . These ma y b e incurre d b y various partie s within th e 
deal but , a s note d i n (iii) , i t i s common practic e fo r thes e cost s t o 
be passe d o n i n th e for m o f highe r impor t price s fo r th e developin g 
country. Th e incrementa l cost s whic h ma y b e incurre d b y th e foreig n 
partner o r b y intermediarie s includ e bankin g charge s fo r specia l 
services, lega l fees , consultanc y fee s an d commission s pai d t o tradin g 
houses o r othe r intermediaries . Withi n th e developin g countr y ther e 
may be similar expenses. 

(v) Financin g cost s ma y ofte n b e incurre d b y developin g countries , 
particularly fo r barter-styl e deals . Thes e involv e financin g th e 
interval betwee n th e expor t an d th e import . Thi s ca n be a n extremel y 
important cos t item ; we kno w o f on e parastata l tradin g organisatio n i n 
an Africa n country , whic h i s involve d i n man y barte r deals , whic h 
regularly ha s 5 0 per cen t o f it s current asset s tie d up in countertrade 
arrangements an d whic h pay s substantia l interes t charge s t o cove r th e 
interval between it s own export an d th e eventual receipt o f fund s after 
the impor t product s hav e bee n receive d i n th e country . Thi s i s 
illustrated i n the example o f a deal using an escrow accoun t i n section 
3.4. 

In addition t o th e cost s we hav e described , ther e ar e also many indirec t o r 
hidden cost s o f countertrad e whic h shoul d no t b e forgotten . Ther e ar e cost s 
involved i n establishin g an d maintainin g specia l unit s o r committees . O n th e 
export side , a number o f possibl e hidde n cost s relatin g t o the displacement o f 
commercial sale s hav e alread y bee n note d i n sectio n 4.1 . O n th e impor t side , 
there ma y b e hidde n cost s involve d i n th e los s o f purchasin g flexibilit y tha t 
results fro m engagin g i n reciproca l tradin g arrangements . Fo r example , a 
country tha t enter s a  medium o r long-ter m agreemen t t o import oi l as part of a 
countertrade dea l ma y pa y "th e worl d price " fo r oi l a t tha t tim e bu t th e 
flexibility t o make cheape r purchases , perhaps o n the Rotterdam spot market, is 
effectively remove d i f al l th e country' s requirement s ar e bein g supplie d 
through th e barte r deal . Also , o n occasions , ther e ar e th e hidde n cost s o f 
importing secon d leve l technology . Finally , ther e ar e al l th e cost s involve d 
in th e tim e an d effor t o f dealin g wit h th e larg e numbe r o f countertrad e 
proposals which do not progres s beyond th e discussion and negotiation stages. 

6.3. Way s of Limiting Countertrade Costs 

Looked a t fro m the poin t o f view of developing countries , there are a number 
of way s o f attemptin g t o limi t o r eliminat e incrementa l countertrad e costs . 
There i s considerable overla p between the points mentioned below . 

(i) I t i s sometime s possibl e t o negotiat e deal s wher e incrementa l 
countertrade cost s are absorbed b y th e foreig n partner , particularly i f 
that foreig n partne r i s fairl y desperat e t o obtai n th e contrac t i n 
question. A n occasio n i s known , fo r example , where a  Western tracto r 
manufacturer face d th e possibl e closur e o f on e o f it s plant s i f a 
particular orde r wa s no t wo n and , therefore , wa s prepare d t o sel l 
tractors a t th e usua l "conventiona l trade " pric e an d absorbe d th e 
countertrade cost s involved i n the deal by reducing margins. 
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(ii) Some countries , suc h a s Malaysi a an d India , hav e introduce d a 
non-mandatory counterpurchas e syste m base d o n tenderin g fo r contracts , 
the argument being that the authorities can choose th e most advantageou s 
bid, wit h o r withou t countertrade , thereb y makin g i t unlikel y tha t 
those which includ e countertrad e i n their bid s will heavil y loa d thei r 
prices with incrementa l countertrade costs . However , since th e foreig n 
suppliers wh o d o offe r countertrad e ar e likel y t o incu r som e extr a 
costs, i t i s also likel y tha t the y will tr y t o includ e at least some of 
those costs in their bid. 

(iii)Careful attentio n shoul d alway s b e pai d t o th e pricin g o f bot h th e 
export and , particularly , th e impor t unde r countertrad e deals . Thi s 
point i s repeated i n section 10.2. 

( iv ) The leve l o f disagio s ca n b e kep t quit e lo w b y concentratin g o n th e 
export o f traditiona l expor t items . I t i s ofte n claime d tha t basi c 
commodities ca n be include d i n countertrade deals a t no discount t o the 
final purchaser , wherea s quit e larg e discount s ma y b e require d fo r 
selling non-traditiona l exports . (The counter-arguments relatin g t o the 
advantages of countertrading non-traditional item s and the disadvantages 
of countertrading basic commodities were presented i n section 4.1. ) 

(v) Som e opportunitie s fo r raisin g mone y withi n countertrad e deal s ma y 
arise whic h ca n b e use d t o offse t incrementa l countertrad e costs . For 
example, interes t i s pai d o n th e fund s hel d i n escro w account s an d 
partners i n developing countrie s shoul d b e sur e tha t the y receive thei r 
full entitlement i n such cases. 

(vi) Countertrade cost s ar e generall y lowe r fo r deal s i n developin g 
countries whic h ar e wel l organise d fo r countertrad e (a s describe d i n 
Chapter 8 ) an d muc h highe r i n thos e countrie s whic h ar e badl y 
organised. I f th e syste m work s smoothl y i t i s likel y tha t th e 
countertrade cost s for all parties will be reduced. 

6.4. Cost s and Benefits 

In nearly al l cases , countertrad e involve s incrementa l cost s whic h mus t b e 
borne b y somebod y withi n th e transaction , an d i n mos t case s th e developin g 
country bear s a t leas t som e o f th e cost . Therefore , i t i s necessary t o check 
whether th e benefit s o f th e dea l outweig h th e costs . Non-countertrad e 
alternatives shoul d alway s b e assessed . Fo r example , i t ma y b e economicall y 
more efficien t t o sel l export s a t a  discoun t throug h conventiona l trade , and 
retain th e freedo m t o purchas e import s fro m whicheve r sourc e i s th e mos t 
advantageous, rather tha n engage i n countertrade. 

On th e othe r hand , ther e wil l almos t certainl y b e occasion s whe n th e 
incremental countertrade cost s are considered t o be worthwhile. Th e attraction s 
of selling an export an d receiving a n impor t with no net expenditure of foreig n 
exchange may be considerable. 
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