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ABSTRACT 

This thesis seeks to broaden our understanding of the 

nature, causes and consequences of countertrade in the 

context of the internationalisation of the firm. A 

comprehensive review and assessment of previous research 

is presented, including a discussion of how countertrade 

fits within the context of the various models of the 

internationalisation process. 

An analytical framework is presented for studying a 

number of dimensions of internationalisation (viz forms 

of international behaviour and international 

orientation) and possible causes and effects. The forms 

of internationalisation involve outward, inward and 

linked forms (such as countertrade). 

Based on the literature relating to 

internationalisation, a number of hypotheses are 

developed relating various management and firms' 

characteristics to predisposition to countertrade. These 

were tested using both bi-variate and multi-variate 

techniques which involved the use of data generated from 

a nationwide sample of Australian manufacturing firms. 

Generally the results of the bi-variate analysis 

supported the hypotheses showing that the factors which 

predict outward driven internationalisation also tend to 

predict countertrade. The analysis involved three 

measures of internationalisation and four measures of 
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countertrade. 

Firms were then grouped according to various measures of 

predisposition towards countertrade. Using discriminant 

analysis, these groups of firms were profiled according 

to factors found to predict countertrade in the bi

variate analysis. In order to further explore the 

relationship between internationalisation and 

countertrade, firms were also grouped according to their 

degree of internationalisation and strength of their 

predisposition towards countertrade. Firms in each group 

were then profiled using bi-variate and multi-variate 

analysis. These profiles provide potentially useful 

classifications of firms as possible bases for targeting 

and designing government assistance programs. 

Finally, three case studies of countertrade transactions 

by Australian firms were undertaken using the network 

approach which facilitates a deeper understanding of 

countertrade in the context of internationalisation. In 

each case the networks of relationships involved were 

analysed at both inception and maturity, to further 

explore how countertrade influenced the 

internationalisation of the Australian firm. It was 

found that although the transactions would not have 

occurred without countertrade, in all cases countertrade 

led to further international business which in some 

instances did not require countertrade. 
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PART I 


INTERNATIONALISATION AND COUNTERTRADE 
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CHAPTER 1 

INTERNATIONAL COUNTERTRADE: THE CONTEXT 

1.1 COUNTERTRADE AND AUSTRALIA'S INTERNATIONAL TRADE 

During recent years, there has been an increase in 

public statements by both government and industry 

leaders in Australia to the effect that Australia's 

economic problems could be solved by an export led 

recovery. This has stimulated a number of Reports and 

Commissions of Inquiry to investigate how this might be 

achieved. These have been initiated by government 

(Garnaut, 1989; Hughes, 1989), industry 

(Papas,Carter,Evans & Koop/Te1esis, 1989 [PCEK/Telesis]; 

McKj_nsey & Company and the Australian Manufacturing 

Council, 1993) or by government and industry jointly 

(Midgely, 1990). 

The Hughes Report attributed Australia's poor export 

performance to a failure to expand and diversify 

merchandise exports since World War 11: the PCEK/Telesis 

Report to the fact that Australia's exports of 

elaborately transformed manufactures (ETM' S)l continued 

to decline steadily at a time when the world trade in 

ETM's was growing rapidly; the Garnaut Report to 

1 The Australian Bureau of Statistics classifies 
manufactures on the basis of 'value added' as being either 
'elaborately transformed manufactures' or 'simply transformed 
manufactures'. 
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Australia's failure to focus more strongly on North 

Asia; the Midgely Report attributes Australia's 

shortcomings in international trade performance to a 

failure to be truly internationally competitive; and, 

the McKinsey-AMC Report to lack of finance, lack of 

management skills and inability to remain innovative and 

to access technology. Despite these studies analysing 

the problems and suggesting possible solutions, 

Australia's international performance has generally been 

slow to improve as evidenced by the continuing high 

current account deficit and high level of external 

debt.2 Whilst some sectors have shown improvement, such 

as that of elaborately transformed manufactures, with an 

increase from 11. 5 percent of total exports in 1986  8 7 

to 14.4 percent in 1990-91 (McKinsey AMC 1993), 

Australia's overall place in the world trading order 

continues to decline. 3 

Apart from Australian firms selling more products to 

existing overseas markets, another means of boosting 

exports is to sell Australian products to new overseas 

markets in which such products have not previously been 

sold. Many of these new markets are likely to be found 

amongst the countries of Eastern Europe; Latin and South 

2 Australian Bureau of Statistics figures for 1994-95 show 
the current account deficit at AUD 26.9 billion and net 
foreign debt at AUD 180.5 billion. 

3 The United Nations Monthly Bulletin of Statistics show 
that whereas in 1962 Australia was 12th in terms of world 
trade, in 1992 it was 19th. 
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America, Africa, the non oil producing countries in the 

Middle East and the least developed of the developing 

countries in Asia. Table 1.1 shows Australia's share of 

imports for these markets for the latest full year 

period for which statistics are available. 

TABLE 1.1 AUSTRALIAN SHARE OF DEVELOPING COUNTRY IMPORTS 

REGION DEVELOPING/CPE AUSTRALIAN AUSTRALIAN 

IMPORTS (1992) EXPORTS (1992) SHARE(1992) 

AUD billion AUD billion % 

Central/ 
South America 
Africa Developing 
Asia Developing* 
Non Oil Mid East 
East Europe/eIS 
Oceania Developing 

220.0 
104.0 
774.3 
49.6 

127.7 
7.3 

0.69 
0.46 
8.58 
0.35 
0.44 
1.69 

0.03 
0.44 
1.10 
0.70 
0.34 

23.15 

TOTAL DEVELOPING 1282.9 12.21 0.95 

TOTAL WORLD 5398.6 60.78 1.13 

Source: United Nations Monthly Bulletin of Statistics September 
1993~ and Australian Bureau of Statistics (A.B.S) November 
1993. (*excludes Hong Kong, Singapore, Taiwan and ROK) 

Overall, Australia's share of these markets (0.95% of 

their total imports) is smaller than its total share of 

world trade (1.13%) and this suggests scope exists for 

increasing the penetration of developing country 

markets, especially those in regions other than Asia 

(Developing) and Oceania (Developing). 

4 This is the latest period for which these statistics are 
reasonably complete. This is due to delays by many developing 
countries in collecting and reporting their statistics. 
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In addition, there are financial problems in trading 

with developing country markets as there are financial 

barriers to entry due to a lack of sufficient foreign 

exchange. This, in turn, is reflected in these 

countries' high levels of international debt, inability 

to repay past borrowings and substantial aid inflows. 

Traditional forms of payment involving exchange of money 

for goods do little to address the problems which 

inhibit the development of trade with these potential 

'new' markets. 

An approach, which has been somewhat neglected in 

Australia (Holmes 1987), but which has increasing 

relevance when firms are confronted with the desire to 

expand trade with countries exhibiting characteristics 

such as the above, is countertrade. Various definitions 

of countertrade are discussed in Chapter 2, Section 2.2. 

A working definition used in this thesis is that 

international countertrade involves the linking of an 

import and an export transaction in a conditional 

fashion. An understanding of what drives a firm to 

engage in countertrade and what determines success in 

countertrade could be expected to make an important 

contribution towards expanding Australia's international 

trade as it would enable government assistance measures 

to be directed towards those firms which are most likely 

to be able to successfully undertake countertrade. 
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1.2 INCIDENCE OF COUNTERTRADE 

Judging by the dearth of empirical research into 

international countertrade, the paucity of articles on 

the subject in refereed journals in international 

business and the unwillingness of governments in many 

developed countries to assist firms to undertake 

countertrade, it could be concluded that international 

countertrade is only of limited significance. Although 

there is considerable variation in estimates of the 

volume of international countertrade, its importance in 

global trade is much greater than the above indications 

would suggest. Khoury (1984), Fisher (1985) and 

Grunfield (1985) estimate that it accounts for 20-30% of 

world trade; an UNCTAD Study of 1986 reports it is 15% 

and growing; Peters (1987) claims 20%; Okoroafo (1988) 

suggests 20-25%; a Western Australian Government Paper 

(1988) 15%; Countertrade Outlook (1992) cites official 

estimates of 8-15%', and says its proportion of world 

trade could be as high as 45%; and, Simpson (1993) says 

countertrade is normally estimated at 20% of world 

trade. 

If it is accepted that countertrade accounts for 20% of 

world trade, this values countertrade at use 1.70 

trillion in 1993. This is based on total world trade for 

1993 of use 8.50 trillion - use 4.32 trillion imports; 

use 4.18 trillion exports (Department of Foreign Affairs 

and Trade, Statistical Services, October 1995). 
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There are several reasons for the variations in 

estimates of countertrade. Firstly, there is 

considerable secrecy regarding countertrade 

transactions. The firms involved tend to regard their 

hard won skills in countertrade as giving them a 

competitive edge which they do not wish to share with 

their current or potential competitors ( e. g • the 

countertrade manager of Elders Australia in May 1989 

declined to provide the author with details of his 

company's countertrade transactions for this reason). As 

Palia and Liesch (1991) point out in their study of 

Australian countertrade, this secrecy results in no 

reliable figures being available for countertrade in 

Australia. Other researchers (e.g. Cho 1986), also state 

that this tendency towards secrecy has posed problems 

for research. More specifically, Alexandrides and Bowers 

(1989) argue that it results in an inability to 

accurately estimate the volume of countertrade and 

Neale, Shipley and Dodds (1991) believe that the secrecy 

results in a lack of hard information on countertrade in 

general. It also is likely to be associated with the 

modest response rates obtained for many surveys on the 

subject (Bates 1986, 26%; Huszagh and Barksdale 1986, 

31%; Canada East Europe Trade Council 1987, 13% i Neale 

and Shipley 1988, 21%; Forker 1992, 22%) and the small 

numbers of respondents in many countertrade surveys 

(Huszagh and Barksdale 1986, 18; Gozlan 1986, 33; 

Asiwaju and Paliwoda 1986, 15; Dodds 1987, 21; Office of 
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Management and Budget 1988, 36; Nea1e and Shipley 1988, 

35; Samsinger 1989, 18; Palia and Liesch 1991, 22). 

The second reason for the variation in estimates is that 

definitions of countertrade tend to vary. Some 

researchers include offsets and others do not; some 

include transactions among the former USSR/East European 

countries and others only accept for inclusion 

countertrade between the former USSR/Eastern Europe bloc 

and the rest of the world. Most researchers however (e.g 

Kassaye, 1985; Hennart, 1990) include offsets and 

exclude former intra USSR/East Europe countertrade. 

This is the approach that has been adopted in this 

thesis because of the importance of offsets to 

Australia. 

The third reason is that countertrade often is not 

accurately reflected in bilateral trade figures. This is 

because more than two countries are involved; and/or the 

values attributed to the elements of the transaction do 

not reflect world market prices; and/or actual values 

are not placed on the exchange of the goods; and/or as 

international countertrade deals often extend over a 

number of years, annual figures are difficult to extract 

and open to misinterpretation; and/or the details and 

extent of countertrade are not readily observable, 

especially where the countertrade activity is government 

mandated. This lack of transparency arises because 
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governments are aware of the tenuous acceptability of 

countertrade arrangements by international trade 

regulatory bodies. This can be a sensitive issue, 

especially in the case of developing countries whose 

governments depend on such bodies for support in 

obtaining soft loans or for the rescheduling of their 

debts. Given the foregoing, and comments in the 

literature, countertrade as a percentage of world trade, 

has risen substantially between the early 1970's and the 

early 1990's (see Maher 1984; O.E.C.D. Paper, 1985; 

Kassaye, 1985; Milmo, 1987; Okoroafo 1988; A1exandrides 

and Bowers, 1989; Blanden, 1989; Neale, Shipley and 

Dodds, 1991 and Countertrade Outlook 1992). 

Another indication of the incidence of international 

countertrade is the number of countries whose 

governments have countertrade policies. The number of 

countries with such policies has increased over the last 

20 years. Kassaye (1985) puts the number at 15 countries 

in the early 1970' s compared with 90 in 1985: Milmo 

(1987) claims that whereas there were 30 countries with 

such policies in 1979, this number had risen to 100 by 

1987; Verzariu (1985), Buzzard (O.E.C.D. paper 1985) and 

Czinkota, Rivoli and Ronkainen (1992) have come up with 

similar figures. Based upon these sources, it appears 

reasonable to conclude that the number of countries with 

countertrade policies has risen from approximately 15 in 

the early 1970's to about 100 by the end of the 1980's. 
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A final indication of the growing incidence of 

countertrade is that whereas in the early 1980's, 

countertrade was rarely mentioned in the media, it is 

now increasingly referred to in Fortune, Time, Newsweek 

and Australian publications such as, Business Review 

Weekly and The Australian. There are now several 

journals devoted exclusively to countertrade (e.g. 

Barter News, Countertrade Outlook, Countertrade and 

Barter News, Countertrade Review and until April 1989, 

Countertrade and Barter). 

The recent changes in what were formerly the Centrally 

Planned Economies have caused some (e. g. Simpson 1993) 

to argue that the importance of countertrade will start 

to decline as the transitional market economies gain 

strength. However, countertrade is likely to continue in 

these countries for as long as it takes for their market 

economies to develop and reduce hard currency shortages 

and overseas debt problems. Even if the use of 

countertrade by this group diminishes, the need of the 

developing countries for countertrade is likely to 

continue and may even expand if there is a diversion of 

investment funds away from them towards the former 

CPE's. 

The foregoing indicates that over the last decade, there 

has been a major increase in the use of countertrade in 

international trade. It also indicates that countertrade 
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has become more complex and varied. The number of 

countries whose companies and state trading 

organisations practice it have increased as have the 

number of governments who make it mandatory, especially 

in the case of government purchases. Stimulating this 

move towards countertrade has been the worsening 

economic plight of developing countries and the rise in 

their debt levels. Countertrade in such circumstances 

offers a way of trading when foreign exchange is in 

short supply and creates an avenue for trade which 

otherwise would not exist. 

1.3 COUNTERTRADE AND INTERNATIONALISATION 

Internationalisation of the firm can be defined as "the 

process of increasing involvement in international 

operations" (Welch and Luostarinen 1988, p 36). 

For the most part, the traditional emphasis in the 

earlier empirical research on the internationalisation 

of the firm has been based on outward flows of 

activities and resources from exporting to investment in 

operations overseas. This can be observed in stages 

approaches whereby internationalisation is viewed as 

occurring in a series of stages each of which involves 

an increasing commitment of resources (Bilkey and Tesar 

1977, Cavusgil 1980, Reid 1981), in learning approaches 

whereby companies begin their operations abroad in 

nearby markets and as they gain experience, gradually 

move to markets which are more distant in terms of 
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familiarity (Johanson and Wiedersheim-Paul 1975, 

Johanson and Vahlne 1977) and in contingency approaches 

where it is the situation in a market and the needs of 

the firm which determine the mode of entry (Reid 1984, 

Turnbull 1987, Okoroafo 1990, O'Farrell and Wood 1994). 

These traditional ways of viewing internationalisation 

have focussed on it being an activity driven by the 

desire to increase penetration of overseas markets. 

Conceptualisations which focus on an outward flow in 

international activities and resources, do not reflect 

all forms of international business behaviour. According 

to Korhonen, Luostarinen and Welch (1994), only 44% of 

small and medium exporting firms in Finland began 

international operations from the outward side. Firms 

can also become internationalised by undertaking 

activities which are driven by a desire to improve their 

competitive position by accessing products, technologies 

and services from overseas. In this case, increasing 

degrees of internationalisation are associated with 

increasing commitment of resources to overseas 

activities, but in an inward rather than an outward 

direction. These range from relatively low levels of 

involvement such as obtaining imported goods from a 

local stockist in the domestic market, to higher levels 

of involvement such as foreign direct investment 

offshore to produce goods for sale in the domestic 

market. 
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Porter (1990) also notes the importance of the inward 

flow of international activities. He argues that in 

their international operations, as in their domestic 

operations, firms are driven by the need to compete. The 

firm's competitive position can be enhanced by sourcing 

imports from overseas where these are cheaper than in 

the domestic market. These basic forms of inward 

international behaviour can lead to more complex forms 

of inward behaviour an example being production 

overseas so as to guarantee supplies of cheaper inputs. 

With increasing internationalisation of economies, the 

likelihood of firms being involved in inward forms of 

internationalisation has increased. Welch and 

Luostarinen (1986) note that previous research did not 

consider inward forms of internationalisation such as 

importing, establishing a buying office overseas and 

engaging in direct foreign investment to supply the 

domestic market. This shortcoming was also noted in a 

recent overview of internationalisation literature by 

Leonidou and Katsikeas (1995). 

Internationalisation can . also result from inward 

international activities leading to outward 

international activities and vice versa. Welch and 

Luostarinen ( 1993 ) argue that regardless of the form 

inward internationalisation takes, it establishes a 

relationship between the parties which has the potential 

to broaden over time and cater for some movement in the 
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reverse direction. Examples of this occur when a 

franchisee in one country is given the rights to 

franchise the operation in another, when a firm licensed 

to manufacture in one country is given the rights to sub 

license a firm to manufacture in another country, and 

when the customer for the finished product in one 

country supplies components to the producer in the 

original country. Studies of the internationalisation of 

Australian firms involved in licensing and franchising, 

showed that inward moves were important preparatory 

steps for outward activities (Welch 1990). As Korhonen, 

Luostarinen and Welch (1994) pOint out, the possibility 

that an inward activity can lead to an outward activity 

has been recognised by governments who have set up 

foreign trade zones (allowing duty free import of 

capital plant and materials) so as to produce goods for 

subsequent export. 

The foregoing explanations of internationalisation do 

not entirely cater for the increasing complexity of 

doing business overseas. Whereas these explanations are 

based on the idea that firms begin operations in one 

country and, once established, enter overseas markets, 

the recent complexities are giving rise to firms which 

are 'born global' and base their initial planning on 

serving global markets from the start (Knight and 

Cavusgi1, 1995). 
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These explanations also do not take into account the 

differing international orientations of firms. 

Perlmutter (1969) identified three orientations a firm 

might adopt in its international involvement viz an 

, ethnocentric' approach whereby it views international 

activities as an extension of its domestic operations; a 

'polycentric' approach whereby it caters individually 

for each market in which it operates; and a 'geocentric' 

approach whereby it views the world as a single market 

and undertakes operations and allocates resources in the 

light of the advantages each market offers so as to 

maximise returns to the corporation on a global basis. 

The more traditional explanations of 

internationalisation do not cater for this 'geocentric' 

orientation. In a later revision of this work 

(Chakravathy and Per1mutter 1985), a fourth orientation 

of 'regiocentric' was added to reflect firms who operate 

across borders but within the confines of a regional 

trading bloc such as the European Union or North 

American Free Trade Area. 

The traditional explanations of internationalisation (in 

particular the stages approach) also do not necessarily 

take into account changes in the forms of international 

behaviour resulting from recent changes in the 

geopolitical environment (e.g. regional trade 

groupings) , the international trade environment ( e. g . 
, 

the World Trade Order) and the international business 
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environment (e.g. the information super highway, rising 

fixed costs, shorter product life cycles and converging 

consumer tastes) all of which have led to a more 

'borderless world' (Ohmae, 1990). In his article "The 

Global Logic of Strategic Alliances", Ohmae (1989) 

argues that more complex forms of international 

behaviour are necessary so as to serve customers in a 

global environment, to bring products to market more 

quickly, to introduce products into several countries 

simultaneously, to reduce costs by focus sing on core 

competencies and reduce promotion costs by marketing 

under one brand. Increasingly the operation of these 

factors in the contemporary business environment 

requires that in order for firms to be globally 

competitive, they must also be globally cooperative 

(Perlmutter and Heenan, 1986). Such cooperation is 

manifested in different international structures such as 

co-operative manufacture, strategic alliances and 

countertrade in which both the inward and outward forms 

of internationalisation are linked and interdependent. 

The existence of linked forms of international behaviour 

is illustrated by research undertaken in Finland a 

1976 study (Luostarinen 1978) showed that out of 

manufacturing companies with outward operations, 71% had 

inward operations and 12% ~inked operations. In a 1983 

replication (LuQstarinen 1984), the figures were 79% and 

17% respectively. 
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To cater for the more complex forms of 

internationalisation mentioned above, as well as the 

shortcomings of previous approaches to 

internationalisation, any conceptualisation of 

internationalisation will need to accommodate forms of 

international behaviour which are outward oriented, 

inward oriented or linked. Whilst earlier approaches to 

internationalisation do not preclude inward or linked 

forms of internationalisation, they do not specifically 

mention them and these forms of international behaviour 

were not included in the research on which these earlier 

approaches were based (Johanson and Mattsson 1988, 

Buckley 1989, Ghauri 1990 and Benito and Welch 1994). In 

particular, previous research has largely neglected 

countertrade as a form of internationalisation. 

A useful way of grouping the various forms of 

internationalisation is as follows: 

(a) Oubward Forms - exporting via an export 

intermediary; exporting via an overseas agent; 

exporting direct; establishing a sales office 

overseas; licensing manufacture overseas; 

franchising the concept overseas; or engaging in 

some form of foreign direct investment to supply 

the overseas market. 
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(b) Inward Forms - importing via a domestic 

intermediary; importing via an overseas buying 

agent; importing direct; establishing a buying 

office overseas; becoming a licensee in the home 

country for a foreign firm; being the franchisee 

in Australia for a foreign product/service; or 

establishing some form of foreign direct 

investment in an overseas market so as 

to tie up sources of supply for the domestic 

market. 

(c) Linked Forms - these forms are exemplified by 

cooperative manufacture (e.g. becoming the global 

supplier of some component(s) which go into the 

imported finished product); strategic alliances 

(e.g. with overseas organisations in which each 

partner takes advantage of the intrinsic 

efficiencies of the other); and countertrade. 

1.4 RESEARCH OBJECTIVES 

The overall purpose of the research is to develop an 

understanding of the nature and role of countertrade in 

the context of internationalisation of Australian 

manufacturing firms. 

The specific objectives are: 
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(a) to explore the nature of countertrade in the 

context of traditional approaches to 

internationalisation. 

(b) to explore whether the factors, which 

according to the literature are related to 

various outward forms of internationalisation, 

are also related to countertrade which is a 

linked form of internationalisation. This 

involves consideration of: 

. management characteristics 

and 

. firms' characteristics. 

(c) to develop a deeper and more comprehensive 

understanding of the role of countertrade in the 

internationalisation of the firm by exploring the 

relationships involved in countertrade 

transactions. 

1.5 A FRAMEWORK FOR UNDERSTANDING INTERNATIONAL 

COUNTERTRADE 

A conceptual framework has been developed to assist in 

understanding the role of countertrade in the 

internationalisation of the firm. Based on previous 

research into internationalisation, the framework 
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summarises the factors shaping a firm's degree of 

internationalisation in terms of two broad types - those 

internal to a firm and those external to a firm. 

Internal factors: 

• 	 the characteristics of a firm's management 

including knowledge, experience, demographic 

characteristics, attitudes and perceptions and 

as well as approaches towards international 

business activities such as planning 

orientation . 

. 	 the characteristics of the firm including its 

age, size, ownership, technology, products and 

services and domestic marketing characteristics. 

These internal factors, both management and firm 

characteristics, shape attitudes towards 

international behaviour in general and influence 

decisions as to which form of international 

behaviour which might be undertaken. 

External factors: 

general factors such as the political, economic, 

legal, financial and cultural aspects of the 

environment in which the firm operates and which 

impact on firms' internationalisation behaviour. 
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specific factors such as involvement by 

government (either by incentive or regulation), 

infrastructure and the nature of the commercial 

environment for international business, 

including the extent of cooperation and 

competition. 

These external factors, both general and specific, give 

rise firstly to impediments to internationalise, which 

relate to perceived problems and barriers to entry, and, 

secondly to incentives to internationalise such as an 

enhanced ability to compete and a perceived potential 

for the product or service in the overseas market. 

The internal and external factors are interrelated as 

shown in Figure 1.1 and, both influence and are 

influenced by the international orientation of the firm. 

This orientation is manifested in the predisposition of 

the firm towards international involvement. Underlying 

this is the perception of the risks and rewards 

involved, which both influences and is influenced by 

the form of international behaviour undertaken. 

One form of international behaviour is countertrade 

which involves a linking of an outward form of 

internationalisation with an inward form of 

internationalisation in a conditional way. 
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In this thesis, the quantitative analysis will explore 

the relationship between factors in the internal 

environment, international orientation and international 

behaviour with specific reference to countertrade. 

Although factors in the external environment are not 

directly taken into account in the quantitative 

analysis, indirectly they have an impact through their 

influence on management and firms' characteristics. In 

the qualitative analysis, factors in the external 

environment are directly considered and their influence 

is reflected in the conclusions drawn regarding the 

impact of countertrade on the internationalisation of 

the Australian firm. 

1.6 STRUCTURE OF THESIS 

Chapter 2 considers the nature of countertrade including 

its origins, the forms it takes and the motivations for 

undertaking it. It contains a review of the countertrade 

literature and reports the findings of a global content 

analysis of countertrade transactions. Chapter 3 reviews 

the internationalisation literature including factors 

which influence the internationalisation of the firm. 

Chapter 4 examines countertrade in the context of 

internationalisation theory and a number of hypotheses 

concerning the predictors of attitudes towards 

countertrade are developed. Chapter 5 describes the 

research methodology used in the quantitative analysis. 

In Chapter 6, hypothesised relationships between the 
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factors predicting internationalisation and firms' 

predisposition towards countertrade are examined. In 

Chapter 7, the results of a multi-variate analysis of 

factors underlying firms' predisposition towards 

countertrade, are discussed. Profiles of firms are 

presented in terms of their intent to engage in 

countertrade as well as in terms of their attitudes 

towards countertrade. In Chapter 8, firms are grouped 

according to their intent to countertrade and stage of 

internationalisation attained. The relationship between 

countertrade and internationalisation is explored with 

respect to these groups. In Chapter 9, three cases 

studies of countertrade transactions are analysed in 

terms of the networks of relationships involved. 

Chapter 10 presents a summary of results, the 

11m1tations of the research, its contributions and its 

implications, as well as indicating areas for future 

research. 
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CHAPTER 2 

DIMENSIONS OF INTERNATIONAL COUNTERTRADE: A REVIEW 

This chapter examines the origins of countertrade, the 

motivation for engaging in it, the forms it takes and 

its significance. 

2.1 HISTORICAL PERSPECTIVE 

(2.1.1) COUNTERTRADE IN GENERAL 

Countertrade is not a new phenomenon. Barter, the 

original form of countertrade and the form which is most 

widely known, preceded the advent of money and then 

coexisted with it in European countries until the end of 

the eighteenth century (Bracher, 1984). It never totally 

disappeared, despite the advent of the monetised 

economy. The use of money as the normal means of 

exchange was the exception rather than the rule for most 

of the world until the nineteenth century. The increased 

use of money coincided with the steady decrease during 

the nineteenth century in the percentage of people who 

were self employed and therefore could exchange their 

output for that of others who were likewise self 

employed. For example, at the start of the nineteenth 

century 4 out of 5 Americans were self employed, whereas 

in 1977 the figure was less than 1 in 10 (Lindblom 

1977) . 

The policies of colonial powers also perpetuated the 
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concept of barter because colonialism was based on the 

concept of exchanging the raw materials of the colony 

for manufactured goods from the mother country, thus 

creating a relationship of reciprocity which is 

characteristic of most countertrade today, especially 

that between developed and developing countries (Schwenk 

in Fisher, 1985; Alexandrides and Bowers, 1985). 

Between the two world wars, there were many cases where 

trade between European countries was conducted under 

bilateral 'clearing arrangements', especially in the 

case of agricultural products (Morse, 1984; Mills, 

1986). Under such arrangements, each country kept a 

record of the value of the exchanges of goods/services 

each had with the other and at the end of an agreed 

period, any outstanding difference was settled in free 

foreign exchange. Immediately following the second world 

war, barter was common in both Europe and Asia, 

especially in trade with the 'defeated' countries 

(Francis, 1987). Also, the planning systems and foreign 

exchange shortages in both the former USSR and Eastern 

European countries, led them to adopt countertrade in 

the 1950' sand 1960 I s (Francis, 1987) . Initially, the 

countertrade arrangements applied to trade between 

countries in this group. As trade relations improved 

between such countries and the 'west', they tried to 

impose countertrade on their Western trading partners as 

a condition of doing business. 
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The ten fold increase in oil prices in the 1970' sand 

1980' s led to a debt crisis in the developing world 

(Francis, 1987). This was subsequently compounded by a 

rise in the general level of interest rates, which 

caused the less developed countries to turn increasingly 

to barter and more sophisticated mechanisms for 

reciprocal trade, such as counterpurchase and buy-back. 

(Canadian Department of External Affairs, 1985). 

Another form of countertrade developed during this 

period between western countries. This was offsets which 

came about because of major government procurements of 

civil aircraft, defence equipment and large capital 

items. These procurements provided governments with 

bargaining power which could be deployed to boost 

domestic industrial throughput or acquire new 

technologies and industrial capability. 

In the last two decades, countertrade, especially in its 

more sophisticated forms, has evolved as a response to 

accumulated debt and the financial difficulties faced by 

countries in their international trade (McVey, 1984; 

Griffin, 1985; Peters, 1987; Hervey, 1989). Others query 

whether these difficulties in the world trading 

environment are the major motivation for countertrade. 

Whilst admitting that these difficulties are a major 

contributing factor in many cases, Zurawicki and 

Swchmezean (1991) argue that the increase in 
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countertrade is also due to there being a marketing as 

well as a financial motivation; Schulze (1989) claims 

that there is also an avoidance motivation (e.g. to 

avoid taxes, price and quota limitations, and to obscure 

dumping); and Hennart (1989) that it reduces transaction 

costs. With some of the developed countries, the rise in 

countertrade has been due to their resorting to it as a 

means of advancing economic objectives. Australia for 

example, does this through offsets (Zurawicki and 

Swchmezean, 1991). 

(2.1.2) COUNTERTRADE IN AUSTRALIA 

Depending on the definition of countertrade employed, it 

could be argued that Australia has practised some form 

of countertrade since colonisation by the British in 

1788. During the early years of the settlement, rum 

became the most common and accepted form of currency 

(Tooher, 1989). During the 1980's, the focus on 

countertrade in Australia increased. 

One reason for this was the greater degree of difficulty 

Australia encountered in disposing of its agricultural 

and mineral resources at favourable prices. Such 

difficulties were due to worsening terms of trade for 

these items on the one hand and increasing international 

competition on the other. Both were influenced, in the 

case of agricultural products, by increased subsidies 

received by overseas competitors as a resul t of 
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government action (e. g. the Common Agricultural Policy 

of the EEC and the Grain Enhancement Program of the US). 

In such circumstances, countertrade may provide a 

competitive edge. 

A second reason for the increase of countertrade in 

Australia, was that in several of Australia's 

traditional markets (especially Malaysia, Indonesia and 

the People's Republic of China) buyers and/or government 

authorities began to demand countertrade. If Australian 

suppliers to these markets wished to retain their 

established market position then they were faced with 

the need to consider countertrade as an alternative to 

losing the business. 

A third reason for the increase in Australian 

countertrade, was that with a worsening trade position, 

there was a need to find new markets for Australian 

products. Many of these potential markets exist in 

countries in the developing world which requested 

countertrade because they had foreign exchange problems 

(e. g. Vietnam). 

A fourth reason was the desire on the part of industry 

and government to acquire new technology, enhance 

industry development and improve Australia's defence 

capabilities by having defence equipment servicing and 

component manufacture undertaken in Australia. This led 



30 


the Australian government to use its bargaining capacity 

to have work packages undertaken in Australia under the 

Offset Program. 

As a consequence, during the 1980's, both business and 

government in Australia showed more interest in 

countertrade, albeit reluctantly. However, despite an 

overall increase in countertrade, Australian 

organisations compared with their counterparts in many 

other countries, have been slow to employ countertrade 

apart from offsets, as a strategy for obtaining 

international business. Unlike the situation in Western 

Europe, until the early 1980' s Australian business and 

government for the most part did not see countertrade as 

a worthwhile vehicle for improving entry into the 

markets of Eastern Europe or the developing world. In 

the case of offsets, the approach was different as the 

Australian government has had an offsets policy in place 

since the early 1970's, and was one of the first 

countries to require offsets in its dealings with United 

States and European defence and aerospace industries. 

2.2 COUNTERTRADE DEFINED 


International countertrade is defined in various ways. 


Some examples are: 


• 	 "explicit linking of import and export 

transactions" (Banks 1983); 
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· "the seller is obliged by the buyer to accept 

full or partial payment in goods" 

(Kassaye 1985); 

· "all reciprocal or linked transactions" 

(De Marines 1985); 

"transactions where a sale to an importer ... is 

conditional upon a reciprocal purchase or 

undertaking by the exporter" (Kryzanowski 

1986); 

· "all international ... trade in which goods are 

exchanged for goods" (Carter and Gagne 1988); 

• 	 "unconventional trade practices which impose 

some sort of reciprocity" (Hennart 1989); 

• 	 "sales of goods ... are linked contractually to 

the exporter's purchases of other goods and 

services" (Caves and Marin 1991). 
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The common elements in most of the definitions of 

countertrade are reciprocity, and conditionality. In 

international countertrade, the element of reciprocity 

may not always fully apply as the linking of an export 

transaction to an import transaction in some forms of 

countertrade does not involve an equivalent exchange. As 

an example, the offsets requirement imposed by the 

Australian government is only 30%. The definition which 

seems to best capture these elements is that of 

Zurawicki and Swchmezean (1991), who define it as 

"conditional trade requiring full or partial reciprocity 

through international business transactions". 

For purposes of this thesis, discussion will only focus 

on international countertrade as domestic countertrade 

does not directly relate to the internationalisation of 

the firm. Furthermore, where the term countertrade is 

used, it only applies to international countertrade. 

International countertrade can either be 'mandated' 

(e. g. where there is a government requirement for a 

transaction to include countertrade) or 'voluntary' 

(i. e. the contracting parties agree to include 

countertrade as a part of the transaction). 

International countertrade can be distinguished also by 

whether it is principally motivated by a desire to save 

on foreign exchange or principally motivated by a desire 

to build reciprocity in order to reduce the costs of 
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transactions for intermediate products, distribution 

services or technology (Hennart, 1989). 

Lastly, international countertrade can be ' direct' in 

which case, the products received are related to those 

supplied e.g. ribs for tail assemblies of Airbus A 310 

aircraft supplied to Australian Airlines (now Qantas) by 

Airbus industries, or 'indirect' in which case the 

products received are unrelated to those supplied e.g 

canned ham supplied by Poland to Macdonnell Douglas in 

payment for two DC 9 aircraft. 
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2.3 FORMS OF COUNTERTRADE 


Countertrade takes a number of forms and these are 

described as follows: 

(2.3.1) BARTER 

This is a form of countertrade in which no money changes 

hands. The goods are traded in the same time period and 

backed with a single contract. The relationship between 

the goods supplied and the goods received is usually 

indirect, and is usually of short term duration. As an 

example, the purchaser offers commodities in order to 

finance imports and to avoid the use of foreign 

exchange. It is a useful device to bypass price 

controls, exchange controls and the monitoring of 

imports by creditors. An Australian example of barter is 

the US$ 800 million agreement between Hancock 

Mining/Pennant Holdings and the Romanian foreign trade 

organisation, Terra. This involved the exchange of 

Australian metallurgical coal for Romanian machinery 

(Countertrade Outlook, 1988). 

The success of barter depends on the needs of both 

parties coinciding. Barter accounts for a diminishing 

percentage of countertrade in the world today. This is 

because without money and prices, exchange is obstructed 

by the precondition of the coincidence of wants 

mentioned above ( Kassaye 1985) . Other types of 

countertrade overcome this problem and involve the use 
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of money or credit which enables countertrade to be 

applied to a wider range of transactions. 

(2.3.2) COUNTERPURCHASE 

This is the most common type of countertrade (refer 

Table 2.1). Counterpurchase in its simpler forms, is 

generally short term (one to five years) and relatively 

low in value. Under counterpurchase arrangements, the 

exporting party commits itself to buy products from the 

party or country it is selling to, equivalent to a 

certain ( although not necessarily the full) percentage 

of its own deliveries. It usually, involves two 

separate legal contracts: 

• one covering goods for sale 


. one covering goods for purchase 


These are linked by a protocol stating that both parties 

agree to both contracts. Such counterpurchase 

arrangements can involve more than two countries, and 

the goods involved are usually unrelated. An Australian 

example of a counterpurchase arrangement involved 

Australian coal exporters and the Minerals and Metals 

Trading Corporation of India (MMTC) acting on behalf of 

the Steel Authority of India. In return for coal, MMTC 

were to supply various products ranging from iron ore 

pellets to engineering capital goods, computer software 

and electronic components (Countertrade Outlook, 1987). 
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A counterpurchase arrangement may involve a 'switch 

deal' to utilise blocked funds in another country, and 

so provide a greater degree of flexibility. In this 

situation, the technique involves a switch in the 

country of destination of the countertraded goods and 

therefore provides a way of disposing of unwanted 

countertrade goods by the recipient. It often involves a 

series of complicated transactions before a buyer is 

found who is willing to pay in hard currency. 

Counterpurchase arrangements in their more complex 

forms, are not restricted to a single transaction. Kelly 

(1987), in cases of multiple transactions, makes the 

distinction between 'evidence accounts', which are 

between private traders and a government, and 'clearing 

arrangements', which are between two governments. 

With 'evidence accounts', organisations will trade with 

each other over a nominated period and the account will 

record who is in debt to whom at any point in time. The 

aim is that the trade should balance over the agreed 

period. If at the end of the specified period, there is 

a credit in favour of one party, then it will usually be 

settled in hard currency. An Australian example of an 

, evidence account' is that between Elders Countertrade 

and the Trading Corporation of Bangladesh with an 

anticipated value of US $16.5 million (Countertrade 

Outlook, 1988). 
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On a government basis, there are often bilateral 

'clearing accounts' between countries and these operate 

in a similar fashion to 'evidence accounts'. Indonesia 

has agreements of this type with Iran, Iraq and Vietnam. 

The Indonesian government views such agreements as a 

means of assisting its private sector to export goods to 

these countries on a preferential basis (Indonesian 

Department of Trade, July 1990). At anyone time, there 

are approximately 100 clearing accounts between the 

governments of developing countries (Stepic 1985; and 

interview with executives, Countertrade Section, Lucky 

Goldstar, Republic of Korea, July, 1989). 

Therefore, with counterpurchase ( unlike barter), money 

does change hands on settlement, a number of 

transactions rather than a single transaction may be 

involved and separate contracts are entered into for 

each phase of the transaction. 

(2.3.3) BUY-BACK 

Also known as 'compensation payments', this is a direct 

type of countertrade in which there is a relationship 

between the product supplied and the product received. 

Buy-Back involves the provision or upgrading of 

production facilities (sale of plant, equipment and 

technology) and the costs entailed are paid for by the 

products resulting from the plant, equipment or 

technology supplied. Such transactions, especially when 
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, turn-key', are usually of higher value than those 

resu1ting from the previously mentioned forms of 

countertrade, and of relatively longer duration, ranging 

from 5 to 20 years (DeMarines, 1982: Banks, 1983). This 

is due to the time and cost of finalising all aspects of 

the transaction, the time and cost of designing, 

constructing and commissioning the production facilities 

and the time required to pay for the production 

facilities with the resulting output. To facilitate such 

deals, it is usual to have two contracts - one for the 

sale of the plant and the other for the purchase of the 

output. Because of the large sums and extended time 

frame involved, buy-back deals are often financed by 

banks which extend credit to the customer and provide 

cash payment to the vendor (Thorpe, 1990). The main 

difficulties with buy-back are: 

• 	 there is often a substantial time lag between 

supply of equipment/services and receipt of 

payment resulting from sale of the output of the 

operation; and 

• 	 the resulting coupling of sophisticated 

technology with inexpensive raw materials and 

labour (particularly in developing countries), 

may result in those countries becoming future 

competitors. 
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The main advantages with buy-back are: 

· 	 the equipment/know-how supplier is likely to 

provide state-of-the-art equipment and after 

sales service due to a vested stake in the 

quality of goods produced; 

· 	 the buy-back form may offer a strategic barrier 

to entry by competitors into the foreign market 

as there is a domestic industry to protect; and 

· 	 it is a way of entering markets that severely 

restrict direct foreign investment. 

An Australian example of a buy-back transaction involved 

Vietnam. In 1988, the Vietnamese government expressed an 

interest in having an Australian organisation 

rehabilitate outdated coal washeries at Campha in 

northern Vietnam. As Vietnam had no available hard 

currency, payment could only be in anthracite which 

would result from upgrading the washeries (to run 

closer to 100% capacity instead of the then 30%). This 

A$ 80 million project involved Bulk Materials Coal 

Handling Co of Australia (B.M.C.H.) undertaking the 

rehabilitation. The anthracite, in payment, supplied by 

Vietnam's National Coal Export-Import & Material Supply 

Corporation, was to be sold in a third country by White 

Industries of Australia, who in turn would pay B.M.C.H. 
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for their rehabilitation activity once the coal had been 

sold (Countertrade Outlook, 1989). 

A buy-back arrangement allows total control and 

ownership of the operation to remain with the developing 

or centrally planned country, provides a reduced degree 

of financial risk to the overseas party as funds are not 

locked up in a capital investment over such a long time 

period, and both parties may benefit from greater 

flexibility due to a shorter time horizon. However, 

there are a number of joint ventures which also qualify 

as countertrade transactions because they involve buy

back (i.e. profits are repatriated in the form of goods 

instead of foreign exchange). 

(2.3.4) OFFSETS 

This is another type of direct countertrade which is 

long term and of large value. It is increasingly 

practised and mandated by developed nations in their 

trade with each other. It may be defined as a negotiated 

concession made to a foreign buyer in order to satisfy 

not only the buyer's immediate procurement needs, but 

also broader, long term industrial, socio-economic or 

development goals (Amine and Brennan, 1990). 

Traditionally, offsets referred to direct compensation 

transactions whereby the seller agreed to include some 

form of local participation in the production of the 

contracted goods. Such participation could take the 



41 


form of local purchases, local co-production or local 

sub-contracting. Other forms of offsets may involve the 

vendor investing in the customer's domestic industry, 

the transfer of technical know how to the customer, or 

the funding of a research and development program in the 

customer's country ( e. g. Fuj i tsu of Japan discharging 

offset obligations in Australia by funding research 

projects at the CSIRO - Thorpe, 1990). In most cases, 

this type of countertrade is mandated rather than 

voluntary, and the conditional requirement derives from 

an obligation placed on a foreign firm supplying a 

capital equipment purchase which is funded by government 

(Hennart, 1990). In Australia, when the offsets program 

was first introduced in the early 1970's, it generally 

involved reciprocal purchasing for a percentage of the 

outlay by the Australian government and/or corporations 

on the procurement of defence equipment and civil 

aircraft. It has subsequently developed so as to require 

that the products purchased from Australia by the vendor 

be of an equivalent technology level to the product 

Australia was buying. In the case of Australia, offset 

obligations can be discharged by transfer of technology, 

co-production arrangements, the provision of equipment 

and the purchase of Australian made products and 

services (Liesch 1990). An example of an Australian 

offset arrangement is the award to IBM of a A$ 400 

million contract to integrate the computer systems 

operated by Australia's Department of Defence. IBM won 
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the contract because its proposed offer contained the 

highest Australian/New Zealand content. 5 

(2.3.5) OTHER FORMS OF COUNTERTRADE 

Another form of countertrade involves debt/equity swaps 

in which the debt of a firm is exchanged for equity in 

that firm. Such swaps enable the debtor country to 

reduce outstanding debt obligations (Friedmann 1990). A 

related form is the debt/goods swap in which debt is 

swapped for goods produced by the company. In the 

debt/equity case, the debtor benefits from the superior 

management skills of the other party, and in the 

debt/goods case, the superior marketing skills of the 

other party facilitates disposal of a product by the 

debtor which might otherwise not be saleable at a 

remunerative price. In both cases, by discharging a 

portion of its debt in this way, the organisation can 

improve its creditworthiness and its future borrowing 

potential. 

Another related technique is the unblocking of blocked 

funds. This is a means for companies to move blocked 

assets and claims by transforming them via countertrade 

into goods which can be sold elsewhere. For example, 

5 The requirements of Australia's offsets program may 
change in the future with (1) the fixed percentage being 
dropped (currently 30%), and (2) the distinction between civil 
and military offsets removed so as to allow non defence 
oriented offsets as credit for military procurements 
(Australian Countertrade Association Newsletter, November 
1993, pp 9 - 11). 
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Daewoo ascertained that several East European countries 

had recoverabIes owing to them in several African 

countries where Daewoo happened to have offices, part of 

whose operational expenses were incurred in local 

currency. Daewoo countertraded these recoverables for 

automobiles which they then shipped to countries in 

Eastern Europe (discussion with executives of Daewoo, 

Republic of Korea, July 1989). 

(2.3.6) FREQUENCY OF DIFFERENT TYPES OF COUNTERTRADE 

A number of studies have endeavoured to measure the 

relative importance of various forms of countertrade. As 

might be expected, the findings vary. The studies are 

summarised in Table 2.1. Comparison is difficult. In one 

case (Neale and Shipley 1985), data showed more than one 

countertrade type employed per firm necessitating 

adjustment of figures to reflect overall incidence of 

countertrade types. In other cases, researchers omitted 

some countertrade types (e.g. offsets) and included 

others (e.g. switch deals). Given these limitations, 

Table 2.1 does provide an indicative comparison. All 

studies reflect the dominant position of counterpurchase 

and that there are four major forms of countertrade 

(counterpurchase, barter, buy-back and offsets). In 

addition, there are a number of variants. These other 

forms of countertrade are either treated separately or 

considered as a sub category of one of the major 

countertrade types listed above (e.g. switch deals and 
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clearing arrangements as elements of counterpurchase). 

TABLE 2.1 FREQUENCIES OF DIFFERENT TYPES OF COUNTERTRADE 
(as reported in the literature) 

STUDY 


Hennart 

1983-1986 (Global) 


Neale & Shipley 

1985 (UK) 


Borner & Knoepful 

1986 (Swiss) 


Bussard 

1987 (USA) 


Canadian Government 

1985 (Canada) 


Canada East Europe 

Trade Council 1987 


Dodds 

1987 (Canada) 


Lecraw 

1989 (Canada) 


Forker 

1991 (USA) 


Palia and Liesch 

1991 (Australia) 


Palia 

1993 (Japan) 


Barter Counter Buy-back Offsets Other 

purchase 


% % % % % 


28 50 13 9 


22 61 7 10 


29 51 3 17 


4 55 9 24 8 


20 54 2 13 11 

. 
I


20 65 2 13 8 


19 62 19 29 


5 50 15 25 


11 46 11 27 5 


14 11 25 50 


11 24 51 14 


2.4 THE CONTEXT OF COUNTERTRADE 

The environmental influences on countertrade include 

general issues such as the political, legal T cultural 

and financial aspects of the environment in which the 
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firm operates. They also include more specific aspects 

such as the availability of suitable infrastructure, the 

extent to which government intervenes to stimulate or 

regulate involvement in countertrade and the way the 

commercial environment impacts on countertrade. The 

variables can be grouped as follows: 

• 	 impediments to countertrade including perceived 

risk and barriers to entry; 

incentives to engage in countertrade including 

the extent of competition and opportunities 

for the product; 

· 	 the availability of infrastructure required for 

facilitating countertrade such as financial 

support and skilled intermediaries; 

· 	 government encouragement of countertrade (e.g. 

by providing financial support and information) 

or discouragement (e.g. Government insurers of 

international business transactions such as EFIC 

of Australia, decline to underwrite transactions 

involving countertrade); and 

· the impact of the commercial environment in 
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encouraging the use of countertrade (e.g. on the 

international competitiveness of both finished 

products/services and on the firm's inputs). 

(2.4.1) IMPEDIMENTS TO COUNTERTRADE 

One of the maj or impediments to countertrade is its 

negative image. Some of the reflections of this image 

were summarised by L1anes and Welsh ( 1995 ) as "a 

marginal phenomenon in a predominantly monetised global 

trade" Cohen and Zysman (1986), "inefficient" (Cho 

1987), "trouble" (Schulz 1987), and as "costly and 

cumbersome" (Neale, Shipley and Dodds 1991). Another of 

the impediments to countertrade arises from the 

perception by government that countertrade is 

disadvantageous to its international trading situation. 

These disadvantages are mainly related to the extra 

costs that countertrade entails. These extra costs may 

be the result of 'search' to find someone willing to 

take the goods offered, the intermediary's commission 

for disposing of countertraded goods, or the opportunity 

cost of funds tied up between dispatch of one set of 

goods and receipts from the sale of the other. In an 

effort to maximise the benefits from countertrade, 

governments often intervene and lay down one or more of 

the following as acceptable criteria for giving their 

approval to such transactions. Liesch (1990) classifies 

these criteria as follows: 
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commercial viability criterion - that the 

products received as a result of the 

countertrade be competitive in terms of price, 

quality and delivery, when compared to similar 

transactions not involving countertrade; 

· 	 price criterion - that the countertrade activity 

should not include any price premium (viz that 

products exported be at no less than world 

market prices and that products imported be at 

no more than world market prices); 

• 	 technology criterion - that the goods received 

embody advanced as opposed to obsolete 

technology; and 

· 	 incremental criterion - that the transaction 

involves the export of goods which could not be 

sold for free foreign exchange or an activity 

which would not otherwise take place. This can 

result in a 'skinny list' of products allowed to 

be offered for countertrade. 

A third impediment to countertrade arises from 

Government restrictions on the use of intermediaries 

and/or transferring the obligation to a third party. 

These impediments are often imposed because the 

government considers that these practises will either 
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increase the valuation placed on the goods received or 

reduce the valuation attributed to the goods supplied. 

A fourth impediment relates to the position taken on 

countertrade by world bodies. The governments of many 

countries are reluctant to be seen to be overtly 

supporting countertrade lest in so doing they incur the 

criticism of world bodies such as the International 

Monetary Fund (IMF) or the GATT (now the World Trade 

Organisation). Such bodies feel threatened by 

countertrade because they are dedicated to 

multilatera1ism, whereas countertrade encourages 

bilateralism (Czinkota 1987). As an example, the 

International Monetary Fund's aim is to eliminate 

foreign exchange restrictions, especially bilateral 

payment arrangements. It is concerned with the 

proliferation of countertrade because it views it as 

undermining the multilateral trading system. The IMF 

also argues that developing countries which engage in 

countertrade are not earning foreign exchange with which 

to repay their international debts. ( Jones, 1984) . In 

addition, recently at the GATT Uruguay Round of 1993, 

the GATT Government Procurement Code of 1979 was 

expanded in scope so as to restrict the use of the 

offsets form of countertrade (Forman, 1995). 

Anti-dumping law is a problem area as far as 

countertrade is concerned (Banks, 1983). This is because 
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sales price comparison for testing anti-dumping rests on 

valuation of the cost of acquisition. With countertrade, 

this can be difficult, especially when it is necessary 

to price low the goods received so as to achieve a quick 

sale. 

Countertrade transactions are difficult to insure and 

hence involve a greater degree of financial exposure 

than do many other international business transactions. 

Government bodies set up to insure the additional risks 

involved in international trade (e.g. EFIC of Australia; 

ECGD of the U.Ki Hermes of Germany), cover export risks 

only and not the linked risks connected with import 

obligations under a countertrade deal. 

(2.4.2) INCENTIVES TO COUNTERTRADE 

Just as environmental factors can act as impediments to 

countertrade, they can also act as incentives. One such 

factor is governmental action which approves of and 

encourages countertrade as an element of national 

policy. This is related to the advantages the government 

perceives as accruing from countertrade. The advantages 

of countertrade to the government proposing it, may vary 

according to whether the encouragement by government is 

linked to its procurements or to its fostering of 

exports. In the former case one advantage of 

countertrade is its potential for leveraging the buying 

power of the government to achieve sales which might 
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otherwise not take place (Chawla 1984). In the latter 

situation, the advantage to government indirectly 

accrues via countertrade securing access to previously 

inaccessible markets. In these circumstances, 

countertrade may help to create new export industries 

and lessen the country's dependence on a few basic 

traditional products. Other advantages of countertrade 

to such countries are the creation of employment and 

the acquisition of new technology (Gozlan 1986). 

Okoroafo (1988), has suggested a number of factors which 

are likely to improve the outcome from engaging in 

countertrade. These factors can occur when the ratio of 

foreign exchange reserves to imports is negative, when 

the debt service ratio is positive, when the commodity 

terms of trade ratio is negative and when the balance of 

trade is negative. Collectively such economic conditions 

stimulate governments to support countertrade as a means 

of reducing the current account deficit. 

The potential to use countertrade to reduce or avoid 

taxes is another aspect which can add to its 

attractiveness (Fisher and Harte, 1985). Whilst tax laws 

in general do not exempt countertrade, valuing the 

profit on a transaction and/or measuring its outcome is 

more difficult than with a cash based deal. Also, 

because of the resulting lack of transparency, the 

complicated arrangements which accompany countertrade 
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are useful in obscuring kickbacks and other commissions 

which are prevalent in the developing world (Henderson 

and Heritage 1986). 

Finally, it is possible to use countertrade as a way 

around boycotts and embargoes (editorial in Euromoney 

Trade Finance Report, September 1986}. This is because 

in a multiple transaction, title can be transferred to 

an organisation in another country whose government is 

not a party to the embargo. For example, it was illegal 

in Taiwan to trade with the P.R.C.. Therefore, goods 

were shipped via Hong Kong and payment received in 

Taiwan in the form of goods rather than cash (interview 

with executives of Chaintech Business Group, Taiwan in 

July 1990.) 

Countertrade can act as a form of protectionism. Joson 

(1985) found that in the case of aircraft, the direct 

tariff effects were low because the industry was 

protected through offsets instead. Liesch (1990), points 

out that with both the Australian Civil Offsets Program 

and the Australian Defence Offsets Program, there are 

both implicit (support for key industries/development of 

indigenous capability) and explicit (local content 

requirements) dimensions of protectionism for Australian 

industry. 

Currency is another external factor which can improve 
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the attractiveness of countertrade. Countries with 

overvalued currencies may be attracted to countertrade 

because the use of it by such countries amounts to an 

indirect devaluation on a selective case by case basis. 

The exporters in these countries who are willing to 

accept a discounted price over the official exchange 

rate, may indirectly correct the distortion created by 

an overvalued exchange rate (Choudhry, McGeady and 

Stiff, 1989). 

(2.4.3) INFRASTRUCTURE AND COUNTERTRADE 

The adequacy of a legal infrastructure can impact on the 

outcomes of countertrade. Countertrade transactions are 

usually more complicated than direct export 

transactions. Because they involve a number of parties, 

any countertrade agreement should be written so as to be 

legally binding under the laws of all countries whose 

organisations are involved in the transaction. Also, it 

is desirable that with each element in the transaction, 

it be specified, whose laws take precedence in the event 

of a dispute. In Australia, the first legal firm 

specialising in countertrade transactions has recently 

been established (K.F.McDowell and Associates in 1990), 

and there are some other legal partnerships who have 

lawyers knowledgeable concerning relevant countertrade 

issues ( e. g. Clayton Utz, and Mallesons Stephen 

Jacques). 
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A financial infrastructure is also important to 

countertrade. Countertrade is being increasingly used to 

address the problems of accumulated debt by developing 

countries. It provides a mechanism to liquefy frozen 

assets by exchanging some of the debt for equity in the 

indebted organisation or by reducing that debt through 

the supply of commodities which can be on sold by the 

financial institution (Australian Countertrade 

Association Information Papers, August 1988 and March 

1989). Countertrade is being increasingly practised by 

the developing world because loans to enable the 

bridging of balance of trade deficits are not as readily 

available as used to be the case. As it was the previous 

easy availability of loans which has contributed to the 

third world debt crisis, it can be argued that 

countertrade is a much more responsible financial 

practise for these countries, because instead of their 

imports being financed by loans, they are financed out 

of receipts from hard deliverable goods. 

(2.4.4) GOVERNMENT AND COUNTERTRADE 

Most international countertrade transactions either 

involve government as one of the parties to the 

transaction, are a result of government direction or 

are a consequence of barriers to trade for which 

government bears responsibility. Countertrade can be an 

instrument of government policy as it can be used to 

subsidise exports by overpaying for imports. It can also 
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be used to facilitate import substitution through 

increasing local content and acquisition of technology 

(especially through the buy-back and offsets forms). It 

can also assist government in its long term plans when 

reciprocal agreements have been negotiated which 

guarantee export outlets and sources of raw material 

supply over a long time frame (Zurawicki and Swchmezean, 

1991). 

Government can be involved in countertrade on either a 

direct basis (whereby they are party to an arrangement), 

or on an indirect basis (by either imposing laws 

requiring companies to countertrade or introducing 

regulations such as exchange controls which encourage 

companies to adopt countertrade). Lecraw (1989) 

categorises the motives for government involvement as 

follows: 

• 	 to increase certainty in the flow of foreign 

exchange - by forcing the country's importers and 

exporters to act in accord with the national 

interest by using countertrade as a forward 

contract to reduce the uncertainty of export 

receipts; 

. using countertrade an a vehicle for implementing 

industrial policy - in many industries, to 

achieve internationally competitive economies of 
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scale, it is necessary to export. The costs of 

foreign market entry can be very high and 

countertrade can be used to both facilitate such 

entry and subsidise it; and 

• 	 as a means of compensating for disequilibrium 

exchange rates and exchange rationing - this can 

occur when a government is faced with an 

overvalued exchange rate (which discriminates 

against exports and encourages imports) or with 

borrowing constraints (which prevents the 

financing of resulting trade imbalances by 

capital inflows). Countertrade can address these 

situations in part, as under countertrade 

imports and exports are likely to be exchanged 

at 'correct' international prices. 

The attitude of governments of various countries towards 

countertrade will vary according to both their economic 

and political situation. 

In terms of official pronouncements, the impression is 

gained that the governments of many western 

industrialised nations ( i. e. developed countries) hope 

countertrade will just go away if they ignore it. A 

common view is that 
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"Like homosexuality, the Western Government's view 

of countertrade is that they know it is going on, 

they don't like it very much, but it is permitted 

between consenting adults" (Jones, 1984). 

However, there is evidence that negative attitudes 

towards countertrade by developed countries are 

changing. The U.S. has during recent years entered into 

countertrade deals with Mexico (Countertrade Outlook 

February 8, 1988); the Swedish government has equity in 

that country's major countertrade firm, Sukab (Cooke 

1985), the U.K. Government found it necessary to become 

more heavily involved than it wanted to in countertrade 

with Nigeria in order to help its firms protect an 

established market position (Milmo 1986) and some other 

developed countries, whilst not making the inclusion of 

a countertrade offer in a government tender mandatory, 

use it as a tie breaker ( e. g • New Zealand - see Mills 

1985). 

The governments of middle income developing countries 

(such as the members of ASEAN and the Newly 

Industrialising Countries), are interested in using 

countertrade to expand their exports (especially of 

light industrial goods). They also see countertrade as a 

vehicle to acquire technology, utilise more labour and 

improve productivity. 
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Often the governments of Organisation of Petroleum 

Exporting Countries ( OPEC) , see their involvement in 

countertrade as a vehicle for evading the quantity and 

price limitations that their membership of OPEC. imposes 

on them and earn additional foreign exchange to finance 

their development plans in an environment of falling 

world oil prices (Idemudia, 1985: Mills, 1985). 

At the other end of the spectrum are the governments of 

low income developing countries (LDC's). These countries 

are mostly dependent on trading agricultural products or 

raw materials with other groups of countries. Their 

motives for countertrade are to gain access to 

technology and know how; to increase utilisation of 

their labour force; gain exposure to future technical 

innovations and upgrade labour skills (Fuh, 1987). The 

governments of these countries tend to be highly 

interventionist and control most import activities. 

The current and former Centrally Planned Economies 

(CPE's), which until the 1980's were most commonly 

associated with countertrade, tend to view it in a 

different manner as they have suffered from a technology 

gap by comparison with the West (Holzman, 1983; Kogut, 

1986). As a result, their emphasis on planning, together 

with their ability to exercise control, has predisposed 

them towards countertrade. Changes resulting in a 

reduced degree of state control in many of these 
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countries has not led to a reduction in countertrade. 

The technology gap continues and the emphasis on 

planning, whilst reduced, still remains. 

(2.4.5) THE COMMERCIAL ENVIRONMENT AND COUNTERTRADE 

This environment will involve issues relating to both 

competition and cooperation. 

The competitive position of the firm can be improved by 

the use of countertrade. Countertrade can be and often 

is used as an avoidance mechanism (Schulze, 1989). This 

can take a number of forms. One of these is using it to 

mask a price cut (Francis, 1987; Neale and Shipley, 

1988). An example is the sale by Boeing of 747' s to 

Saudia Airlines (Saudi Arabia) for oil which was 

supplied at 10% below world market prices. If a price 

cut of this kind were made public, it might lead to 

retaliation from competitors, whereas with countertrade 

it is difficult for an outsider to determine the value 

assigned to the product in the transaction. Furthermore, 

because countertrade can be used to mask a price cut, it 

can be used to disguise dumping (Weigand 1979). This is 

achieved by subsidising exports via the overpaying for 

imports. In essence, the premium paid by the buyer acts 

as a discount on the selling price (Paun and Albaum, 

1993). 

A number of the products commonly countertraded (e. g 
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coffee, tea and rubber) are or were subject to 

international commodity agreements which specify minimum 

prices and limit quantities. Countertrade has been used 

as a way of exceeding quotas and discounting minimum 

prices to the advantage of the country concerned. This 

is particularly so with oil (Beute1 1985 and 1986). The 

increasing volume of oil countertraded illustrates this 

type of avoidance (e. g . in 1985, Iran, Iraq and Libya 

countertraded a total of 1.25 million barrels of oil a 

day on average - Muncey 1985). Countertrade can also 

improve the competitive position of the firm when used 

as a hedge against future risks. This may be by tying up 

long term sources of supply or by locking in supply at a 

fixed price or by reducing the threat of future 

competition by building mutual reliance/invo1vement 

using co-production or buy-backs (Zurawicki and 

Swchmezean, 1991). 

Because countertrade is often a response to barriers to 

undertaking international business, it can improve the 

international position of the firm by providing an 

incentive for cooperation. This is because of the 

interdependencies involved in countertrade transactions 

discussed previously. As a result, each party to the 

transaction is more likely to be involved in the success 

of the other, particularly in forms of countertrade such 

as offsets and buy-back. The commercial environment for 

international business may encourage cooperative 
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arrangements with firms in other countries especially 

where the countertrade is within a regional trade 

grouping. A commercial environment where the focus is on 

alliances with customers, competitors, suppliers, 

distributors and others is likely to be more receptive 

to countertrade because of the mutual dependencies 

involved in this form of international business. 

2.5 PREVIOUS RESEARCH 

This section presents a summary of research on 

countertrade highlighting attitudes towards countertrade 

(as measured by perceived advantages and disadvantages) 

as well as the nature of countertrade (as measured by 

forms, products countertraded and groupings of countries 

involved) . 

(2.5.1) ATTITUDES TO COUNTERTRADE 

The research detailed in Table 2.2 reflects the fact 

that most studies have tended to focus on managers' 

perceptions of the impact of countertrade on the 

competitive situation, management issues, financial 

benefits, facilitating supply, overcoming barriers to 

international business and improving trade relations. 
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TABLE 2.2 SUMMARY OF PREVIOUS RESEARCH ON PERCEIVED ADVANTAGES AND DISADVANTAGES OF COUNTERTRADE 

STIlDY COUJI!'RY 

Rwszagh lE 1ISil 
Barksdal.e 
(1986) 

Rational. Foreign 1ISil 
Trade Council 
(1983) 

Gozlan Bene1uz 
(1986) 

US Xnternatioaal 1ISil 
Trade eo..ission 
(1985) 

Bates 1ISil 
(1986) 

Jlsivaju lE UlI: 

Palivoda 

(1986) 


Canadian Canada 

GoverIaeIlt 

(KryziDllNSki) 

(1986) 


Reale lE UlI: 

Sbipley 

(1988) 


Sallsinger Europe 

(1989) 


IIE!BlD RESPalDEIITS 

llail SUrvey 18 

MaU SUrvey 110 

lla.il Survey 33 

lla.il SUrvey 523 

lla.il Survey 186 

lla.il SUrvey 15 

lla.il SUrvey 62 

lla.il Survey 35 

lla.il SUrvey 18 

PElUOD 

1975--81 

1980-83 

1983 

1980-84 

1984 

1984 

1985 

1985 

1985 

lUJVAIIDGES 

l:IIproves access 'to .arkets 
Foreign GoverDM!D.t goodwill 
~ foreign exch proble.s 
0gercoaes c:urrencr difficulties 

Double opportunitr for profit 

Xncreases e:zport sales 
Ec:oncaies of scale 

IJopro..es access 'to .arkets 
Foreign Govermaent goodwill 
OVercoaes foreign ezeh proble.s 
o.rerco.es c:urrencr difficulties 

IJoprQ'geS =-petitiveness 
Econoaies of scale 
overca.es trade barriers 

l:IIproves =-petitiveness 
l:IIproves access to .arkets 
Foreign Go1renIaeDt goodwill 

l:IIpro..es access to iIarl<ets 
Xncreases e:zport sales 
Dispose o"f declining products 
Tie up new sources of supply 
OVe~ "foreign exc::h probl...... 
Ov'ercoaes c:urrencr difficulties 

DISllIJVAIITAGES 

Disposal. oj; goods received 
ea.pled.t:r of transacticma 
T:iJM! required 

Disposal. of goods received 
ea.pled.t:r of transaction 
Cloning =-peti'tors 
Tiw! required 
E:Id:ra costs of doing busiDess 

Difficu1t:r valuing goodI; 
De1i..ery delays 

Disposal of goodI; received 
Deli..ery de1ays 
Regotiation problellS 
Qualit:r of goodI; received 

Disposal of goods received 
Tiw! required 

Disposal o"f goods received 
Uucertainty 
Regotiation problem; 
De1i..ery de1ays 

Disposal o"f goods received 
ea.plexitr o"f transaction 
Cloning =-petitors 
T:iJM! required 
Uucertaintr 

Difficu1t:r valuing goods 
ea.pled.t:r of transaction 
Qualitr of goodI; received 

http:overca.es
http:o.rerco.es
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TABLE 2.2 (continued) SUMMARY OF PREVIOUS RESEARCH ON PERCEIVED ADVANTAGES 
AND DISADVANTAGES OF COUNTERTRADE 

STUDY CXJUII'l'2Y' IIEt'IIOD RESPOIIDERTS PElUOD llDVAIITAGES 	 DXSADVAJITaGES 

Fori<er USII. ltaU survey 72 1985-89 	 IIIprovea access to .arltet:& Tiae required 
(1992) 	 Increases export sa1ea Delivery delays 

~es of scale Quality of goods received 
aver.::a.es foreign each prohl_ 

Llanes .. BZ IIail. SUrv~ 295 1992 I.ncreases ezport sa1es 
!tiller Ecnaoaies of scale 
(1993) 

http:aver.::a.es
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Countertrade can improve the firm's competitive 

positioning, achieve economies of scale and secure 

business that it might otherwise have forfeited (US 

International Trade Commission 1985: Kryzanowski 1986; 

Asiwaju and Paliwoda 1986; Forker 1992; Llanes and 

Miller 1993). 

Other cited advantages of countertrade include 

faci1i tating the disposal of declining products (Neale 

and Shipley 1988), and offering a double opportunity for 

profit (i.e. on both the goods supplied and the returns 

from selling the goods received - see Gozlan 1986). 

Whilst one advantage of countertrade is that it can 

facilitate the negotiation of long term sources of 

supply on favourable terms (Neale and Shipley 1988), 

another advantage lies in overcoming trade barriers and 

foreign exchange problems (Bates 1986; Neale and Shipley 

1988). 

A final advantage of countertrade is that it is 

appreciated by the government of the other country and 

facilitates trade relations with that country (Huszagh 

and Barksdale 1986; Kryzanowski 1986). 

Disadvantages are more numerous and relate to the 

additional time required for negotiation, the complexity 
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of the transaction, the problems encountered in 

negotiating countertrade and the general uncertainty 

which characterises countertrade (Huszagh and Barksdale 

1986; Barnes 1986; Kryzanowski 1986; Samsinger 1989; 

Forker 1992). 

Another disadvantage is the cloning of a competitor 

this often happens with the buy-back form which involves 

transfer of technology (National Foreign Trade Council 

1983; Neale and Shipley 1988). 

Disadvantages often relate to the goods/services 

involved in the transaction. These can arise from the 

difficulty of disposing of goods received as well as the 

problem that the quality of goods received may be below 

the standard expected (Huszagh and Barksdale 1986; Bates 

1986; Asiwaju and Paliwoda 1986; Samsinger 1989; Forker 

1992) . 

Other cited disadvantages relate to the additional costs 

of doing countertrade business in both monetary and 

management terms, the difficulty of placing an accurate 

valuation on the goods countertraded and the opportunity 

costs of the wait entailed in receiving goods in return 

and then selling them (National Foreign Trade Council 

1983; Gozlan 1986; Samsinger 1989; Forker 1992). 
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Some researchers (e.g. Paun and Albaum, 1993), see the 

outward or export flow in a countertrade transaction as 

being linked to the marketing objectives of the firm, 

and the inward or import flow as linked to the 

purchasing objectives of the firm. Specifically, they 

argue that the main marketing objectives of countertrade 

are to gain access to a closed, difficult or recently 

opened market; to access established marketing expertise 

and networks; to dispose of a product at the declining 

stage of the product life cycle; to increase competitive 

advantage; to utilise excess capacity; to increase 

export sales and market share; to secure maj or 

government business; to conceal a price discount and to 

signal product quality. By contrast, they see the most 

important purchasing objectives of countertrade as being 

to secure access to alternative sources of supply; to 

obtain needed goods, technology and services; to 

conserve scarce foreign exchange; to get around debt 

ceilings; to circumvent barriers to repatriating funds; 

to establish goodwill and credibility. 

(2.5.2) CHARACTERISTICS OF COUNTERTRADE 

Table 2.3 presents a summary of research showing the 

nature of countertrade as it concerns types of 

countertrade, product categories countertraded, and 

groupings of countries involved. A consideration of this 

research, as well as anecdotal comments in the 

literature, suggest a number of general 
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characteristics of countertrade. These relate to: 

TYPE OF COUNTERTRADE - Counterpurchase appears to be the 

most common type of countertrade and barter the least 

common. Research in the United States revealed that the 

second and third most important types were offsets and 

buy-back respectively. With studies undertaken in 

Europe, offsets were not rated as important, possibly 

reflecting the lesser involvement of the Europeans in 

defence exports (e.g. Kassaye, 1985; Lecraw, 1989; 

Forker, 1991). 

PRODUCTS COUNTERTRADED These appear to vary by 

country. As previously noted, most research has been 

undertaken in North America and Western Europe. As a 

result, the products they have offered in countertrade 

have most frequently been industrial, aerospace, 

chemicals and construction rather than agricultural or 

resources based (see Bussard, 1984; USITC, 1985; Huszagh 

and Barksdale, 1986; Gozlan, 1986; Canada East Europe 

Trade Council, 1987). 

Oil is also reported as being a major countertrade item 

(see Marks, 1985). However one study of countertrade by 

LDC' s, indicated that for this group, commodities are 

the most common followed by manufactured goods (see 

report in Castillo-Gomez, 1989). That this is influenced 

by the country initiating countertrade is reflected in 
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cases of countertrade in New Zealand where consumer 

durables were the most frequently countertraded items 

(Llanes and Miller 1993), and Japan, where this position 

was occupied by capital goods (Palia 1993). 

GROUPINGS OF COUNTRIES INVOLVED - The former East Europe 

is the region most frequently involved in countertrade 

transactions. Anecdotal comment also accords increasing 

involvement in countertrade to the Low Income Developing 

Countries and indicates that the Developed Countries are 

not active participants in countertrade due to their 

disapproval of the practice (e.g. Morse, 1984; Cohen and 

Zysman, 1986; Palia, 1989). 
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TABLE 2.3 SUMMARY OF PREVIOUS RESEARCH INTO THE CHARACTERISTICS OF COUNTERTRADE 

STUDY' COOBrat IIErBDD HESPOBDEIITS PElUOD 
MOST CIOItfICa 

TYPES 
MOST CXlI'BCa 

PIIDDUCTS 
MOST CIOItfICa 

COUJITKY GROUPllIG 

Huazagb. .. 
Barksdale 
(1986) 

USA 1lai1 SurYer 18 1975-81 _IS :IDdustrial. 
Transport 
Cheld.ca1& 

_IS 

Rational. Foreign 
Trade Council 
(1983) 

USA Rail SurYer 110 1980-83 Countezpurcbase 
Offsets 
Bur-back 
Switch 
Barter 

Beavr Xndustry 
ltanufac:tures 
on Equip 
Aerospace 
Cheld.ca1& 

a/s 

Gozlan 
(1986) 

BeDelwt Rail SUrvey 33 1983 Counterpurcbase 
Bur-back 

Cheld.ca1s 
plastics 
Metal.s 
Metal. products 
Textiles 

a/s 

US International. 
Trade c..-is&icm 
(1985) 

USA llail SUrvey 523 1980-84 Counterpurc:base 
Offsets 
Barter 
Bur-back 

Aeroo;pace 
Defence 
Ccmstruction 
c-unicatioDS 
lti.nerals 
flacbi.Dery 

East EUrope 
Vest Europe 
Latin lIIIer 
:&sia 

Bussard 
(1984) 

USA Rail SUrvey 122 1984 Counterpurc:base 
Offsets 
Bur-hack 
Switch 

Heavy industry 
on Equip 
Aerospace 
Cheld.ca1s 

8/S 

Barter 

Stankmrslq 
(1984) 

Austria Rail Surver 60 1984 If/S Building !lats 
Ccmstruct:ion 

East EUrope 
Devel.oped 
Developing 

CaDadian 
Govenuaent 
(Kryzenawaki) 
(1986) 

Canada llail Surver 62 1985 R/S capital. Goods 
Chem.ca1& 
Food 

Latin Aller 
East EUrope 
Developed 

JIea1e &: 
Shipler 
(1988) 

UlI: Rail Surver 35 1985 Counterpurcba&e 
Barter 
Svitch 
Bur-Back 

R/S East Europe 
Mrica 
Far East 
Latin lIIIer 

Borner &: 

KDoepful 
(1986) 

Sviss llail SUrvey 272 1986 Barter 
Counterpurc:base 
SVitch 

8/5 East EUrope 
OECD 
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TABLE 2.3 (continued) SUMMARY OF PREVIOUS RESEARCH INTO THE CHARACTERISTICS OF COUNTERTRADE 

IIOST CIOIKlII IIOSr CIOIKlII IIOIS'l' CIOIKlII 
STUDY COUIIrK'r II£'.EB)D IlESK8DEIIl'S PEIUOD TYPES PIIOD1JC!S CXJUlIrIlr GBOUPDIG 

Carter a USJI. lta.il ~ 69 1986 Of:fsets R/S R/S 
GagDe Counterpurchase 
(1988) 	 Buy-Back 

Barter 
SWitch 

BeJmart Global. Archival 12T! 1983-86 Clearing R/S East Europe 
(1990) Counterpurcbase OPEC 

Barter Mid :rnco.e 
Buy-Back Developed 
Offsets Low :rnco.e 

Office of USJI. lta.il ~ 36 1980-87 	 Of:fsets Aircraft a/s 
Itaoag<sent a cc.ponents 
Budget aangation Aids 
(1988) 

Dodds canada llail ~ 21 1987 	 Counterpurcbase a/s Far East 
(1987) 	 Switch Latin ~r 


Buy-Back East Europe 

Barter Vest Europe 


Midclle East 

Canada East canada llail ~ 113 1987 CoUI1terpurcha.se llachinexy East Europe 
Europe Trade Barter capital equip 
CouDcil Of:fsets Consuaer goods 
(1987) Buy-Back Food 

Construction 
Transportation 

Lecraw USiI. lta.il ~ 152 1987 Counterpurcbase a/s a/s 
(1989) Canada Of:fsets 

Japan 	 Buy-Back 
Barter 
SWitch 

Fo:riter USiI. llail survey 72 1985-89 	 Counterpurcbase a/s West Europe 
(1991) 	 Of:fsets East Asia 


Buy-Back East Europe 

Barter South Asia 

SWitch Latin~ 


http:CoUI1terpurcha.se
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TABLE 2.3 (continued) SUMMARY OF PREVIOUS RESEARCH INTO THE CHARACTERISTICS OF COUNTERTRADE 

STUJJl' CXlUftrRf IIETBOD ImSPCIlmElITS PERIOD 
ItOS'!' CICfMC8 

TYPES 

Palia a 
Liesch 
(1991) 

JWstraU.a Arclrl.val 22 1988-89 Offsets 
ec-peosatiOb 
Couaterpurcbase 
Barter 

1Ibl.strca a 
Vesterluod 
(1989) 

SYeden case studr 1989 Offsets 

Palia 
(1993) 

Japan Arclrl.val 104 1987-89 eo.pen88tiOb 
Couaterpurcha&e 
Offsets 
Barter 

Palia 
(1990) 

Global. Data Base 
(int:er.ediaries) Search 

93 1990 Barter 

Counterpurcbase 
Of:fsets 
But"-Back 

Brorsson 
(1992) 

:lncionesia case Study 1991-92 Counterpurcbase 

Llanes & 
lliller 
(1993) 

IIZ lta.il SUrvey 295 1992 Counterpurcbase 
Barter 
Of:fsets 

IKlST <XltIttCB: 
PRODUCTS 

capital 
Goods 

Defence 

ft'S 

xndustrial 
Defence 
Agric:ul.tural. 
Cb.-ica1s 
COosuIIer 
Aerospace 

COosuIIer 
:tndustrial 
services 

IIOST <XltIttCB: 
COUlttRf GllDUPDIG 

USSR 
PRC 

JWstra1asi.a 

USSR 
PRC 
:tndonesia 
'rurlcey 
Xndia 

Asia Paci:fic 
Africa 
East Europe 
West Europe 
llidd1e East: 
Latin~r 

.orth~ica 

S.E.Asia 
West Europe 

JWstra1ia 
S.E.Asia 
Japan 
usa 
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(2.5.3) PREVIOUS RESEARCH: LIMITATIONS 

Several limitations in previous research can be 

identified. 

Firstly, none of the studies cited contain a conceptual 

framework which integrates the available literature on 

motivations to countertrade. Llanes and Welsh (1995) 

have proposed such a framework based on micro (firm) and 

macro (country) motivations, but this remains to be 

empirically tested. 

Secondly, no studies were found which specifically 

addressed the role of countertrade in the 

internationalisation of the firm. One conceptual paper 

(Welch and Luostarinen, 1988) did refer to countertrade 

as an element in a multi-dimensional construct of 

internationalisation. Several studies discussed some of 

the factors shaping firms' internationalisation and 

related them to countertrade. For example, Bates (1986) 

considered size, product attributes and finance; the 

Canada East-Europe Trade Council Study (1987) included 

size and international experience; Lecraw (1989) studied 

size, export experience and product attributes; Forker 

(1992) considered size and international experience and 

Llanes and Miller (1993) comm~nted on size, ownership, 

international experience and product attributes. In 

these cases, exploring the relationship between 

internationalisation and countertrade was incidental to 
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the main purpose of these studies. 

Thirdly, there has been a limited range of countries 

involved in the countertrade research undertaken to 

date. Previous studies have mostly been from the 

perspective of countries in Europe and North America and 

not from the perspective of countries in those regions 

of the world in which countertrade accounts for a 

significant proportion of foreign trade (e.g. countries 

in the former Eastern Europe and in the developing 

world). Countertrade in Australia has also been the 

subject of limited research. There has been one case 

study (Ahlstrom and Westerlund 1989) and one survey 

(Palia and Liesch 1991). 

A fourth limitation is the lack of a multiple country or 

global focus in most studies of countertrade. Research 

to date has tended to take the perspective of a single 

country. A meta analysis of single country based studies 

provides an inadequate basis for comparison because 

perspectives vary from country to country. It is 

difficult to gain a global perspective for comparison 

purposes by grouping existing studies, since 

researchers, when working independently, use different 

questionnaires and employ different definitions of 

countertrade (Alexandrides and Bowers 1989). One way of 

obtaining a global perspective is to analyse a range of 

countertrade transactions of different types occurring 
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throughout the world during a specific time period. The 

results could then be compared with countertrade in a 

specific country (e.g. Australia), during that same time 

span. 

Only one study was found which explored countertrade on 

a global basis (Hennart, 1990). This study, covering the 

period June 1983 to December 1986, was confined to a 

comparison of types of countertrade with (1) products, 

(2) regions and (3) the credit rating of the countries 

seeking countertrade. In order to explore countertrade 

on a global basis during a more recent period, a study 

was undertaken into the nature and patterns of global 

countertrade. 6 

2.6 NATURE AND PATTERNS OF GLOBAL COUNTERTRADE 

The research referred to above aimed to provide a global 

perspective on the nature of countertrade, so as to 

facili tate a fuller appreciation of the role of 

countertrade in the internationalisation of the 

Australian firm. The research involved a content 

analysis of countertrade transactions which were 

reported in the newsletter of the Australian 

Countertrade Association from 1987 to 1993. This 

newsletter draws its material on countertrade 

transactions from world media in general and in 

6 This research has been published in a working paper 
issued by the School of Marketing, University of Technology, 
Sydney, September 1995 (1/95). 
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particular from the publications "International Trade 

Finance" , "Business Eastern Europe" , "Countertrade 

Outlook" , "Countertrade and Barter" , and "Trade 

Finance".7 Because of the breadth of this coverage, this 

source reports the majority of countertrade transactions 

which appear in the public record. Because countertrade 

is often associated with trading with Centrally Planned 

Economies and because the period 1987 - 1993 coincided 

with a major change in the Centrally Planned Economies, 

it was decided to also compare changes in countertrade 

transactions over two time periods within this time 

frame, i.e. September 1987 to August 1990 

(963 transactions), and September 1990 to August 1993 

(1115 transactions). The main findings are reported 

below and discussed in detail in Appendix A. 

(2.6.1) GENERAL CHARACTERISTICS OF COUNTERTRADE 

TRANSACTIONS. 

The first stage involved examining the products 

countertraded, type of countertrade employed, the size 

of the transaction and the regions involved. 

As far as products involved in countertrade are 

concerned, for Australia, during the period 1987-1993, 

food/raw materials was the most important countertraded 

category. Basic manufactures (see Table 2.4) was the 

7 Sources as advised in the Australian Countertrade 
Association Newsletter, August 1988. 
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most common category of products countertraded on a 

global basis. Between the time periods 1987-1990 and 

1990-1993, there was a marked decline in the importance 

of industrial equipment and a rise in the importance of 

foods/raw materials. 

When types of countertrade are considered, it was found 

that whilst counterpurchase is the most important type 

of countertrade, buy-back and offsets are the second and 

third most important types (see Table 2.4). There 

appears to have been a decline in the importance of 

counterpurchase between the two time periods and a rise 

in the importance of both buy-back and offsets. The same 

trend can be observed in the case of Australia, although 

the importance of offsets is greater and the rise in the 

percentage of countertrade transactions taking the buy

back form, much larger. 
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TABLE 2.4: PATTERN OF COUNTERTRADE TRANSACTIONS 

Australia Global 

1987-90 1990-93 1987-93 1987-90 1990-93 1987-93 
REGION (N=42) (N=46) (N=88) (N=1926) (N=2264) (N=4190) 

% % % % % % 
Developed 20.7 14.5 17.6 32.9 29.8 31.3 
L. LD. 25.6 27.1 26.4 20.5 13.1 16.5 
M.LD. 23.3 16.7 19.8 10.5 12.0 11.2 
O.P.E.C. 4.7 2.2 7.6 6.7 7·2 
C.P.E. 25.7 41.7 34.0 28.4 38.3 33.8 
TOTAL 100.0 100.0 100.0 100.0 100.0 100.0 

SIZE (N=29) (N=21) (N=50) (N=447) (N=285) (N=732) 
% % % % % % 

under US$ 1 mill 2.3 0.7 1.6 
US$lmill US$10mill 13.8 33.3 22.0 13.6 8.4 11.6 
US$10mill-US$100m 34.5 9.6 24.0 29.5 29.8 29.6 
overUS$100mill 51.7 57.1 54.0 54.6 61.1 57.1 
TOTAL 100.0 100.0 100.0 100.0 100.0 100.0 

TYPE ( N=42) (N=46) (N=88) (N=963) (N=1114) (N=2077) 
% % % % % % 

counterpurchase 76.2 54.3 67.3 63.3 55.6 59.1 
buy-back 2.4 29.7 17.0 21.4 28.0 24.9 
offsets 21.4 16.0 18.2 7.2 10.4 8.9 
debt 6.9 4.1 5.4 
barter 0.4 1.9 1.2 
other 0.8 0.4 
TOTAL 100.0 100.0 100.0 100.0 100.0 100.0 

PRODUCT CATEGORIES{N=101) (N=103) (N=204) (N=2849) (N=2584) (N=5433) 
% % % % % % 

Foods/Raw Mats 29.7 25.2 27.1 12.3 20.3 17.2 
Fuels 3.1 10.7 6.9 6.5 13.3 9.7 
Basic Manufactures 24.8 27.2 25.9 37.0 28.1 33.9 
Industrial Equip 21.8 13.6 17.7 24.8 17.9 21.5 
Services/Other 20.8 23.3 21. 7 19.4 20.4 10.7 
TOTAL 100.0 100.0 100.0 100.0 100.0 100.0 

Another characteristic of countertrade is the size of 

the transaction. As indicated in Table 2.4, a majority 

of the countertrade transactions undertaken were in 
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excess of US$lOO million and there was an increase in 

the overall value of countertrade transactions between 

the two time periods. This trend can also be observed in 

Australia. 

The final characteristic of countertrade is the region 

involved. Table 2.5 shows countries classified into 

broad groupings according to their economic position, 

and also indicates the degree to which their involvement 

in countertrade matches their involvement in world 

trade. 
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TABLE 2.5 COUNTERTRADE BY MAJOR GROUPINGS OF COUNTRIES 

REGION FREQUENCY SHARE OF SHARE OF RATIO 
OF COUNTERTRADE WORLD COUNTERTRADE WORLD TRADE* COUNTERTRADE/WORLD TRADE 

87-90 90-93 Total 87-90 90-93 87-93 87-90 90-93 87-93 87-90 90-93 87-93 
N N N % % % % % % 

Develop'd 634 676 1310 32.9 29.8 31.3 68.7 70.7 69.7 0.5:1 0.4:1 0.5:1 
LID# 394 297 691 20.5 13.1 16.5 0.6 0·5 0.6 34.1:1 26.0:1 27.5:1 
MID# 202 272 474 10.5 12.0 11.2 17.9 19.7 18.8 0.6:1 0.6:1 0.6:1 
O.P.E.C. 147 151 298 7.6 6.7 7.2 4.0 4.2 4.1 1.9:1 1.6:1 1.8:1 
CPE# 546 868 1414 28.4 38.3 33.8 8.8 4.9 6.9 3.2:1 9.2:1 4.9:1 
Not Specif 3 3 0.1 

TOTAL 1926 2264 4190 100.0 100.0 100.0 100.0 100.0 100.0 

Australia 42 46 88 2.2 2.0 2.1 1.2 1.1 1.2 1.8:1 1.8:1 1.8:1 

(* Figures for both exports and imports for the three year periods taken from United Nations 
Monthly Statistical Bulletins, November 1990 and November 1993) 

(# LID = Low Income Developing; MID = Middle Income Developing; CPE = former Centrally Planned Economies) 

8 Developed countries are those in OECD and others with similar levels of per capita GDP; 
Low Income Developing Countries are those classified by the United Nations as the least 
developed of the developing countries and are mostly found in Africa (apart from South Africa), 
Central America, and the Indian Sub-continent. Middle Income Developing Countries are to be 
found in South East and North Asia as well as in South America. The former and current Centrally 
Planned Economies include the nations in Eastern Europe, the former Soviet Union, the Peoples 
Republic of China as well as Centrally Planned Economies elsewhere in the world. 
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From the above, the developed countries' share of world 

countertrade is only half their share of world trade. By 

contrast, Australia's share of world countertrade is 1.8 

times its share of world trade. This is much greater 

than the ratio for developed countries in general. 

Comparing the two time periods, the role of the former 

CPE' s appears to have increased in importance in terms 

of the percentage of countertrade transactions they 

account for. As noted previously (Chapter 2, Section 

2.1.1 and Appendix B), the anecdotal literature has 

tended to attribute much of the importance of 

countertrade to it being a requirement for the conduct 

of business with the former Centrally Planned Economies. 

When the CPE's embraced the Western capitalist model, it 

would seem reasonable to expect that the former CPE' s 

would engage less in countertrade. As the contrast of 

the two time periods shows, this has not been the case 

and, in fact, countertrade appears to have become more 

important to the former CPE's, especially as their share 

of world trade has decreased between the two time 

periods (see Table 2.5).9 

9 The figures for countertrade are based on the number of 
transactions. It may be argued that the increase in the number 
of transactions is offset by the fact that following the break 
up of the former USSR, Yugoslavia and Czechoslovakia, there 
are more countries in this group engaging in countertrade. The 
analysis showed that between the two time periods the increase 
in the number of countertrade transactions on a global basis 
was 338 of which 322 were transactions involving the former 
CPE's. During the same time period, CPE share of world trade 
fell by 50% indicating that overall CPE dependency on 
countertrade had become greater. 
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(2.6.2) PATTERNS OF COUNTERTRADE TRANSACTIONS 

The second stage in the content analysis involved an 

examination of reciprocity within the countertrade 

variables by product and region (see Appendix A, Tables 

A3 and A4). 

When pr~duct categories are compared with product 

categories, globally the most frequently occurring 

transactions involved countertrading basic manufactures 

for basic manufactures followed by basic manufactures 

for industrial products. When the pattern between the 

two time periods is compared, basic manufactures were 

most commonly countertraded for basic manufactures in 

the first time period, and industrial products for basic 

manufactures in the second. 

This differs from Australia where the comparison shows 

that the largest number of product relationships 

involved the countertrading of basic manufactures for 

fuel in the 1987-90 period, and services for services in 

the 1990-93 period. 

When groups of countries are compared with other groups 

of countries, firms in developed countries are more 

involved in countertrading with organisations in the 

former Centrally Planned Economies (CPE IS) • Australian 

companies most frequently engaged in countertrade with 
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the former CPE's. However, In 1987-90 period, Australian 

companies (Appendix A, Table A3), countertraded more 

with organisations in other developed countries and less 

with organisations in the former CPE's than is the case 

with firms in developed countries in general. 

The content analysis supports previous studies in that 

countertrade is mostly used with large value 

transactions and counterpurchase is the most commonly 

used form of countertrade. In other cases, the picture 

differs in that the most important groups of countries 

involved in countertrade are the former centrally 

planned economies and developed countries rather than 

the developing countries and the most important groups 

of items countertraded are basic manufactures rather 

than industrial equipment. 

Overall, the content analysis provides a more complete 

picture than that emerging from previous studies. 

2.7 SUMMARY 

This Chapter considered the origins, nature, forms, 

patterns and motivations for countertrade. A review of 

the existing countertrade literature was undertaken 

which indicated the limitations of previous studies and 

the findings of a study which focussed on countertrade 

from a global perspective were reported. This was the 

first study of the incidence of countertrade on a global 
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basis which looked at product, region, type and size of 

countertrade transaction as well as relationships 

between products countertraded and regions involved. 

The literature review revealed that previous research 

tended to focus on either describing the nature of 

countertrade or analysing attitudes towards it. The 

review further revealed that most of the empirical 

research on countertrade was from the perspective of 

firms in Europe and North America and not from the 

perspective of organisations in the developing world and 

the former East Europe i. e those groups of countries 

most dependent on countertrade. 

Lastly, any findings relating countertrade to aspects of 

internationalisation, appear to have been incidental to 

the other research objectives of the studies reviewed. 

As a result, coverage of this issue in the literature is 

sparse. 
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CHAPTER 3 

DIMENSIONS OF INTERNATIONALISATION: A REVIEW 

3.1 INTRODUCTION 

The purpose of this chapter is to review the previous 

research on the internationalisation of the firm in 

order to better understand how countertrade relates to 

internationalisation. 

Both approaches to internationalisation and the factors 

influencing internationalisation are reviewed and 

considered in terms of the conceptual framework as 

presented in Chapter 1, Figure 1.1. 

Internationalisation is a multi dimensional and complex 

concept (Barrett 1986). As a consequence, several 

approaches to describing it are evidenced in the 

literature. A number of definitions have been proposed 

which emphasise different aspects of 

internationalisation. 

For example: 

"the process of increaSing involvement in 

international operations" (Welch and 

Luostarinen, 1988); 
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"gradual process by which firms become involved 

in international business activities" (Rao and 

Naidu, 1992); 

"discrete changes in organisational structure as 

firms progressively increase their commitment 

to foreign markets" (Easton and Li, 1993); 

• 	 "the process in which the enterprise gradually 

increases its international involvement" 

(Johanson and Vahlne, 1993). 

As 	Barrett (1986, p 16) states: 

"No comprehensive or widely accepted method of 

describing a firm's degree of 

internationalisation has emerged in the 

literature. Instead different studies tend to 

focus on different aspects of 

internationalisation and develop their own 

classification schemes". 

Prior to the mid 1970's, little attention had been given 

by academics to issues related to the 

internationalisation of the firm. For most firms, 

especially those lacking previous international 

experience, decisions to engage in international 

operations are characterised by considerable uncertainty 
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which stems from lack of knowledge as to how foreign 

markets work (Benito and Gripsrud, 1992). 

Internationalisation studies prior to the mid 1970's 

tended to focus on decisions to export. 

Since that time, there has been considerable research 

into the approaches to internationalisation as well as 

the factors which are considered to influence 

internationalisation behaviour. 

3.2 FACTORS INFLUENCING INTERNATIONALISATION 

There have been many empirical studies of the factors 

which are thought to influence the internationalisation 

of the firm. They are reviewed briefly in this section 

and discussed in more depth in relation to countertrade 

in Chapter 4. 

The factors which are internal to the firm can be 

grouped according to whether they are management related 

or firm related characteristics. The major studies on 

management related and firm related characteristics have 

been summarised by Cavusgil and Naor, 1987 (36 studies) 

and Aaby and Slater, 1989 (55 studies). 
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Management Related Characteristics 

The most important management characteristics are 

the level of education of managers, their age, the 

degree to which they visit overseas markets, the 

extent of their overseas experience; the degree of 

their planning orientation; their willingness to 

commit resources to international business; their 

tolerance for accepting risk; their general 

commitment to export and attitudes towards and 

perceptions of international business (see 

Barrett, 1986 pp 52-66). 

Firm Related Characteristics 


The most important characteristics of the firm 


relate to the type of product available; 


technology orientation; the size of the firm; 


previous export experience; financial strength and 


competitiveness. 


Table 3.1 contains a summary of some additional 

empirical research since 1988, on factors internal to 

the firm. For the most part, the same management and 

firm characteristics as in the earlier studies, were 

found to be important factors underlying 

internationalisation. 
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TABLE 3.1 RECENT RESEARCH INTO MANAGEMENT AND FIRM CHARACTERISTICS UNDERLYING INTERNATIONALISATION 


STUDY COUNTRY METHOD 

Evangelista Australia Mail Survey 
(1994) (Western Sydney) 

Singer 
&. Czinkota 

USA 
(Minnesota) 

Mail Survey 

(1993) 

Katsikeas Greece Mail Survey 
&. Piercy 
(1993) 

Akoorie &. New Zealand Mail Survey 
Enderwick 
(1992) 

McKinsey/AMC Australia Mail Survey 
(1992) 

Albaum, Denmark Mail Survey 

Strandskov &. 

Sclunidt 

(1991) 


Misenbock Austria Mail Survey 

(1989) 


Chang &. Grub Taiwan Mail Survey 

(1992) Interviews 


RESPONSES 

193 

89 

75 

252 

339 

456 

432 

+ 54 

PERIOD MANAGEMENT 
CHARACTERISTICS 

1992 Commitment of Resources 
Export Planning 

1987 	 Commitment to Export 

N/A 	 Export Experience 

1982-87 

1992 	 Export Experience 

N/A 	 Planning Orientation 
Risk Tolerance 

1987 	 Export Experience 
Commitment of Resources 

1992 

FIRMS 
CHARACTERISTICS 

Technology Orientation 
Financial Resources 

Excess Capacity 
Product Attractiveness 

Size 
Nature of Product 
Growth Orientation 
Hi-tech Focus 
Foreign Investment 
Financial Strength 
Nature of Product 
R &. D Focus 
Marketing Orientation 

Size 
Research &. Development 

Foreign Investment 
Marketing Orientation 
Hi Tech Products 
R &. D Focus 
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As an example of research in Australia, Barrett (1986) 

found that firms exhibiting greater degrees of 

internationalisation had younger, better educated 

managers who had been born overseas or who had lived 

overseas and who made frequent overseas trips. The more 

internationalised firms were more likely to have 

managers who exhibited a planning orientation, a 

willingness to commit resources to international 

activities and attached more importance to internal 

export motivating factors. Such managers found that the 

cost constraints associated with exporting (e.g. freight 

costs, pricing problems etc) were greater whereas 

knowledge constraints associated with exporting (e. g • 

knowing what the market required and how to do business 

in the market) were less. With firm characteristics, 

Barrett found that firms which were already operating in 

several States of the Australian market were more likely 

to exhibit a greater degree of internationalisation than 

firms who were not. He also found that 

internationalisation of Australian firms was associated 

with previous degree of export experience, number of 

years in business, size of firm and degree of foreign 

ownership. 

3.3 APPROACHES TO INTERNATIONALISATION 

It can be argued that there is both an attitudina1 

dimension and a behavioural dimension in 

internationalisation (Barrett, 1986 p 16) . The 
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attitudinal dimension is reflected in the international 

orientation of the firm whereas the behavioural 

dimension is reflected in the approach the firm adopts 

towards becoming involved in international activities. 

(3.3.1) INTERNATIONAL ORIENTATION 

Whilst it is recognised that attitudes are important 

determinants of internationalisation, they are also 

important consequences of internationalisation. A review 

of the literature by Barrett (1986; pp 29 - 33), shows 

that a willingness to commit resources and a positive 

attitude by management towards international involvement 

leads to an international orientation which can become 

institutionalised in the overall marketing behaviour of 

the firm. 

Factors in the internal environment of the firm can 

impact on the extent to which the firm exhibits an 

international orientation. These factors can be 

categorised as management related and firm related 

characteristics. 

Management characteristics influencing international 

orientation include the degree to which senior 

executives have international background or experience; 

the extent to which their staff are knowledgeable or 

experienced as to foreign cultures and business 

practices and the degree to which the practices of 
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management cater for the requirements for doing business 

overseas such as a focus on building cooperative 

relationships, planning for the longer term and adopting 

a strategic approach to the conduct of business. 

In addition, there are a number of firm related 

characteristics that will influence international 

orientation because they either facilitate or constrain 

the ability of the firm to undertake international 

activities. These manifest themselves in the willingness 

of the firm to commit resources to international 

business and may be due to the nature of its products, 

extent of surplus capacity, the problems of involvement 

in international business such as financial resources, 

extent of competitiveness and foreign ownership, ability 

to make resources available, focus on technology, how 

long the firm has been in business, and the size of the 

firm. 

International orientation may also be influenced by 

factors in the firm's external environment. The 

condition of the domestic economy will have a bearing on 

international orientation as will the degree of 

infrastructure support available in areas such as 

finance, insurance, intelligence on overseas markets and 

transport/logistics. The external environment includes 

factors which stimulate international competition. One 

factor is the degree to which government encourages or 
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places barriers in the way of doing business overseas 

and another is the degree to which firms in the domestic 

market are protected from or exposed to foreign 

competitors. The external environment also includes 

factors which stimulate international cooperation. 

Examples of these factors are information transfer, 

rapid dispersion of technology and rising fixed costs 

which cause firms to cooperate across borders so as to 

serve global customers and improve their competitive 

position. 

Previous research has addressed a number of issues 

underlying international orientation. In some cases 

attitudes were treated as determinants of 

internationalisation and, in others, as consequences of 

internationalisation. For example, Cunningham and Spigel 

(1971) found for larger firms, that the adoption of an 

international marketing outlook was the most critical 

stage in management policy formulation and planning; 

Wind and Perlmutter' s ( 1973 ) underlying assumption in 

their paradigm of attitudes towards international 

behaviour, was degree of management belief in the 

superiority of home country approaches; Abdel-Ma1ek 

(1974) viewed international orientation as the degree 

to which management was willing and able to mobilise 

resources for involvement in export markets; Cavusgil 

(1980) emphasised planning and commitment of resources 

to the long term involvement in international marketing; 
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Wiedersheim-Paul et al (1978) viewed international 

orientation as being reflected in the willingness of the 

decision maker to start exporting; and Piercy (1981) 

found international orientation to be influenced by the 

perceived role of export business in the firm. 

(3.3.2) PATTERNS OF INTERNATIONAL INVOLVEMENT 

Research undertaken on patterns of firms' 

internationalisation is difficult to classify. This is 

because different ways of thinking about 

internationalisation have evolved. The research has 

taken place in different countries at different times 

and there is overlap between approaches to analysing 

patterns of internationalisation. For convenience, the 

approaches to internationalisation have been grouped 

into five categories. These are not mutually exclusive. 

The five categories are: stages approaches, learning 

approaches, contingency approaches, the network approach 

and inward approaches. 

3.3.2.1 Stages Approaches 

These approaches view internationalisation as involving 

changes in the firm as it increases j_ts commitment to 

foreign markets. It describes the patterns of increasing 

commitment. As firms acquire more experience and 

knowledge of foreign markets, they devote more resources 

to foreign markets. As their experience accumulates, 

they tend to use different modes to serve the foreign 
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markets. As time passes, they also tend to enter more 

distant and less familiar markets. Firms start with the 

entry mode that requires the least commitment of 

resources and gradually increase their commitment of 

resources to international activities. Three examples of 

this stream of research are described below. 

Bilkey and Tesar (1977), developed a six stage model for 

examining export behaviour based on the diffusion of 

innovation approach - viz; 

management disinterested in export and would not 

even fill an unsolicited order; 

• 	 management makes no effort to explore exporting 

but will fill an unsolicited order; 

• 	 management actively explores feasibility of 

exporting; 

• 	 firm exports on a trial basis to a 


psychologically close country; 


firm is an experienced exporter to that countrYi 

and 

· 	 management explores feasibility of exporting to 

countries that are psychologically further away. 
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Cavusgil (1980) proposed five stages in the firm's 

initial international involvement based on progressively 

reducing uncertainty - viz: 

• 	 Domestic marketing stage - total preoccupation 

with home market; 

· 	 Pre-export stage - search for information on and 

evaluation of feasibility of international 

marketing; 

· 	 Experimental involvement - limited international 

marketing activity such as indirect exporting to 

one or two markets; 

· 	 Active involvement - systematic exploration of 

foreign market activities and use of direct 

channels of exporting to overseas markets; and 

· 	 Committed involvement - firm allocates resources 

according to opportunities in both foreign and 

domestic markets. 

Reid (1981) applied the diffusion of innovation approach 

to internationalisation: 

· 	 Export awareness stage - recognition of the 

problem/opportunity and the needs to be 
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satisfied overseas; 

• 	 Export intention stage - involves motivation, 

attitudes, beliefs about the contribution of 

exports; 

Export trial stage - personal experience gained 

from limited exporting; 

· 	 Export evaluation stage - assessment of the 

results of engaging in exporting; and 

· 	 Export acceptance stage - involves either the 

adoption or rejection of exporting. 

Other examples of stages approaches can be found in 

Simmons and Smith (1968); Tookey (1969); Wind, Douglas 

and Perlmutter (1973): Root (1977): Lee and Branch 

(1978) and Czinkota and Johnson (1981). 

Such studies are usually cross sectional in nature and 

therefore, do not take account of the dynamic nature of 

internationalisation (Welch and Luostarinen, 1988). 

3.3.2.2 Learning Approaches 

Whereas stages approaches describe the patterns of 

internationalisation behaviour, learning approaches 

endeavour to explain such behaviour. For example, 
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Johanson and Valhne (1977; 1991) argue that a firm 

increases its international involvement as a result of 

interaction between the development of knowledge about 

foreign markets and operations on the one hand, and 

commitment of resources to foreign markets on the other. 

A distinction is made between 'state' aspects of 

internationalisation (market commitment and market 

knowledge) and 'change' aspects of internationalisation 

(current business activities and commitment decisions). 

It is argued that there is a causal cycle between the 

state and change aspects with market commitment and 

market knowledge both affecting and being affected by 

commitment of resources to foreign markets and the way 

current business activities are performed. 

The early research on internationalisation at the 

University of Uppsala, was based on a learning model in 

order to better understand the dynamic nature of 

internationalisation. The focus was on an evolutionary, 

sequential build up of foreign commitments over time 

(Welch and Luostarinen, 1988). In much of this research, 

case studies were employed so as to study the process by 

which individual firms increased their involvement in 

international activities. 

The learning approach helps to provide the basis for 

understanding patterns in the internationalisation of 

the firm. For example, Johanson and Wiedersheim-Paul 
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(1975) argue that the firm's involvement in an overseas 

market develops according to an 'establishment chain': 

. no regular export activity; 

. exporting occurs via an intermediary; 

a sales subsidiary is established in the 

overseas country; and 

some production capability is established in the 

overseas market. 

This sequence of stages indicates an increasing 

commitment of resources to the market and also an 

evolution in business activities as experience in 

dealing with the market increases. Another example of 

research which revealed an evolutionary pattern is that 

of Luostarinen (1978). This research indicated that 

there was a process of evolutionary development, not 

only in terms of depth of international involvement but 

also in terms of product offering - i . e. initially it 

was the simple product which was offered to the overseas 

market. However, the greater the international 

experience, the more likely it was that services, 

systems and know-how would be offered. 

A further pattern of internationalisation supported by 
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the learning approach is that firms enter new markets 

with successively greater degrees of psychic distance. 

Vahlne and Wiedersheim-Paul ( 1977 ) found that firms 

initially approach those offshore markets which are most 

similar to the domestic market in terms of psychic 

distance (i. e. culture, political system and economic 

circumstance) . Gradually firms penetrate markets which 

have greater degrees of psychic distance). 

Other examples based on learning approaches are Welch 

(1977); Bilkey (1978) i Wiedersheim-Paul et al (1978) i 

Cavusgil, Bilkey and Tesar (1979); and Davidson (1980). 

Learning approaches contribute to our understanding of 

internationalisation by explicitly recognising that 

export experience can lead to development of knowledge 

about foreign markets and operations which in turn can 

reduce the perceived level of uncertainty in exporting 

(Katsikeas and Piercy, 1993). 

3.3.2.3 Contingency Approaches 

Contingency approaches argue that a firm's international 

evolution is contingent upon a wide range of market 

specific and firm specific characteristics. The 

underlying assumption is that the options available to 

the firm to expand internationally are determined by 

structural and situational factors within the firm as 

well as by factors in the external environment. 



99 


Critics of incremental approaches such as Turnbull 

( 1987 ) suggest that it is the situation in a market 

which determines entry mode rather than the following a 

series of predetermined stages. External situations or 

opportunities will cause firms to leapfrog stages and 

enter markets which are removed in terms of psychic 

distance. As an example, in the Australian context, 

Welch and Luostarinen (1988) quote a study by the Bureau 

of Industry Economics "Australian Direct Investment 

Abroad" which found that in 39% of cases of Australian 

investment overseas, there had been no other pre

existing international involvement. 

Reid (1984) provides support for the view that markets 

and their associated opportunities should be the basis 

for understanding a firm's internationalisation and 

points out that the earlier approaches did not take into 

account that: 

strategic implications are not the same for all 

firms because their products and markets differ; 

• other factors such as government regulations 

will impede or encourage particular forms of 

international behaviour; and 
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· 	 it is not only current market conditions and the 

firm's situation which determines its reaction 

to an overseas opportunity but also the 

assessment criteria they apply, which often 

varies from one firm to another. 

Other host country specific factors influencing choice 

of mode of entry into foreign markets include: 

· 	 the market structure and the level of 

competition in that market; 

• 	 the infrastructure base and skills level which 

impacts on ability to absorb new technology; 

the market size, its potential and its 

stability, all of which can impact on foreign 

direct investment decisions; and 

• 	 government regulations, both incentives (e.g 

investment) and barriers (e.g. tariff and non 

tariff) • 

Okoroafo (1990), argues that internationalisation may be 

incremental (e.g stages and learning approaches) as well 

as non-incremental. In this latter case, the whole range 

of international options available are analysed and that 

which suits the purpose best in a specific overseas 



101 


market is selected. This selection is contingent upon 

factors which are both internal and external to the 

firm. 

Okoroafo (1990) also claims that factors internal to the 

firm may nullify mechanistic explanations of firms' 

internationalisation and cause firms to pursue a non

incremental approach. Examples of such factors are: 

• 	 management orientation - Okoroafo (1990) 

referring to the Perlmutter (1969) typology, 

argues that whereas firms with an ethnocentric 

orientation are more likely to adopt an 

incremental approach, firms with either a 

polycentric or geocentric orientation are more 

likely to adopt a non-incremental approach; 

• 	 firms' resources - the greater the degree to 

which the firms possess key resources, the 

greater the clout they are likely to have in 

negotiation and in selecting the mode of their 

choice for entering the overseas market; 
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· 	 experience of personne110 with the foreign 

country or region - the greater this experience, 

the greater is the familiarity with that country 

and the degree of confidence in pursuing a non-

incremental approach to entry; and 

· 	 product - some products, especially hi-tech 

ones, may not be amenable to all entry modes and 

the more unique the product, the greater the 

possibility of the firm successfully negotiating 

the mode of operation in the overseas market, 

that it wishes to pursue. 

Q'Farre11 and Wood (1994) provide, as examples of 

international business situations not consistent with an 

incremental approach, the following: 

a 	 firm's on going experience can effect market 

entry decisions; 

· 	 for firms which operate on a project by project 

basis, foreign country choice is a by-product of 

winning a specific contract; 

10 This could be a function of birth, previous employment 
or having lived in or visited the country/region. 
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· 	 perceptions of potential and risks in various 

overseas markets may be influenced by firms' 

wider corporate strategies; 

· 	 where a foreign market is chosen because of 

relationships the firm has with other firms 

(either in their own country or overseas), and 

these relationships lead to introductions to 

firms in a particular country. 

Three other areas where incremental approaches to 

internationalisation do not match firms' international 

behaviour are: 

· 	 the unsolicited export order 

internationalisation can be the result of 

unintended behaviour on the part of the firm 

such as the filling of unsolicited export 

orders (Ghauri and Kumar, 1989; Samiee and 

WaIters, 1991); 

· 	 advanced forms of international behaviour - the 

earlier theories of internationalisation usually 

stop at the stage of investing in offshore 

production facilities. Johanson and Mattsson 

(1988) claim that whilst these 'stages' 

approaches may explain internationalisation up 

to the formation of multinational enterprises, 
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it is inadequate for explaining further patterns 

of internationalisation. Ghauri (1990) argues 

that further patterns of internationalisation 

occur as foreign subsidiaries become 

increasingly influential, make decisions 

independent of their parent firms and pursue 

different relationships directed towards 

boosting performance on an independent 

profit centre basis; and 

. 	 operating on a more global basis - the 

capability to compete on a global basis often 

leads to the formation of vertical alliances 

(Rajagopal and Bernard 1993). These alliances 

lead to involvement in overseas countries on a 

contingent rather than an incremental basis. 

3.3.2.4 The Network Approach 

The network approach builds upon the learning approaches 

of the early Swedish researchers in that it focuses on 

relationships which are created over time based on 

buyers and sellers building up knowledge about each 

other. It also builds on contingency approaches in that 

it includes linkages and relationships which can lead to 

the formation of international alliances (see Hakansson 

1982; Johanson and Mattsson 1987; Johanson and Mattsson 

1988; Easton 1992). 
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The network approach focuses on the way firms develop 

relationships with other firms in the environment. The 

interactions between the participants form network 

patterns that stretch across cultures. Depending on the 

approach, the interaction can be related to a buyer

seller dyad (Ford et aI, 1986), or a tripartite 

relationship of supplier, international intermediary and 

customer (Spencer and Valla, 1989). 

In the international arena, firms focus on the networks 

of relationships that need to be established with 

organisations in other countries. Johanson and Mattsson 

(1984) suggest that the firm can establish and develop 

positions in these networks in three ways: 

. 	 through establishment of positions in relation 

to counterparts in national nets that are new to 

the firm, (i.e. international extension); 

. 	 by developing the positions in those nets abroad 

where the firm already has positions, (i.e. 

international penetration); and 

by increasing coordination between pos-itions in 

different national nets, (i.e. international 

integration). 
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At each point in time the firm has a position in a 

network which characterises its relations with other 

firms. These relations provide opportunities for 

development as well as constraints on future activities. 

As relationships are established, maintained, developed 

and broken over time a firm's position in the network 

will change. 

Johanson and Mattsson, (1984 and 1988), appiy the 

concept to internationalisation and distinguish between 

internationalisation of the market ( links between 

national sections of the global production net) and 

internationalisation of the firm. By comparing these two 

factors, they arrive at four categories of 

internationalisation. 

FIGURE 3.1 INTERNATIONALISATION AND NETWORKS 

Degree of Internationalisation of the Market 

LOW 	 HIGH 

LOW Early Starter Late Starter 

Degree of 
Internationalisation 
of the firm 

HIGH 	 The Lonely The International 
International Among Others 
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These are: 

· 	 the Early Starter (low internationalisation of 

the firm/low internationalisation of the 

market). Firms in this category, often begin 

exporting to nearby markets using agents so as 

to minimise the need for knowledge, minimise the 

demands for adjustments and utilise 

positions in the market occupied by established 

firms; 

· 	 the Lonely International (high 

internationalisation of the firm/low 

internationalisation of the market). 

Because the firm already has experience, the 

knowledge situation is more favourable, it has a 

wider repertoire of resource adjustments and it 

is likely to experience less difficulties than 

others in entering national nets overseas; 

· 	 the Late Starter (low internationalisation of 

the firm/high internationalisation of the 

market). In this case, the firm may be 'pulled' 

into becoming international by its customers or 

suppliers. As a consequence, it may proceed to 

involvement in markets where the psychic 

distance is greater or engage in more advanced 

stages of internationalisation without first 
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experiencing more elementary stages. These firms 

suffer from having a lower degree of market 

knowledge than their competitors and because the 

overseas market is likely to already be highly 

developed and therefore competitive, it is 

likely that product adaptation will be required; 

. 	 the International Amongst Others (high 

internationalisation of the firm/high 

internationalisation of the market). Firms in 

this can use their position in one net to bridge 

into other nets and their having operations in 

one overseas market may make it possible to use 

production capacity in that market to supply 

other markets. It can dominate and influence the 

international diffusion process and adjust to 

the geographical relocation of activities in the 

production net. 

At the core of the network approach is the concept of 

'relationships' which implies interdependency, a longer 

term time horizon and a need for suppliers and customers 

to build up knowledge about each other. Such 

relationships facilitate the firm not only in selling 

its products and services, but also in accessing 

important resources. These relationships can also lead 

to other exchanges in licences, components and 

technology, as well as the formation of strategic 
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alliances. As Welch and Luostarinen (1993) argue, an 

important resource is the network of the foreign 

supplier in its surrounding market. Through this 

network, the foreign supplier may possess knowledge of 

interest and value to its foreign customer such as 

possible buyers for its products, competitors, and 

market entry requirements. It may be feasible to use the 

foreign supplier as a link into this network of 

potential purchasers. 

Whereas many earlier approaches focussed on the internal 

development of firm's knowledge and resources, the 

network approach concentrates on the market and the 

relationship of the firm to that market. The network 

model describes and explains global competition and 

cooperation in industrial systems which were not 

important when approaches such as the stages model 

evolved (Easton and Li, 1993). 

3.3.2.5 Inward Approaches 

The foregoing approaches to internationalisation, have 

emphasised the outward flow in a firm's international 

operations (Johanson and Wiedersheim Paul 1975). 

Typically, consideration of internationalisation has 

been from the perspective of exporting (Cavusgi1, 1980). 

This outward flow approach does not cover all forms of 

internationalisation because internationalisation can 

occur from inward flow activities such as importing or 
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by becoming the licensee or franchisee in the domestic 

country for a foreign firm. This can occur because 

importing activities may involve visits to foreign 

markets, an investigation of alternative suppliers and 

prices, negotiations with foreign suppliers, 

negotiations on foreign operation modes and learning 

foreign trade techniques. According to Korhonen, 

Luostarinen and Welch (1994), only 44% of small and 

medium exporting firms in Finland began international 

operations from the outward side. 

This aspect has not been addressed extensively in the 

internationalisation literature. The procurement 

literature contains a small number of studies reflecting 

an inward approach to internationalisation. For example: 

Yeoh and Cavusgil ( 1990) proposed three stages in the 

internationalisation of sourcing strategies: 

. 	 offshore purchasing contract; 

non-equity procurement activity such as 

coordinated or joint product development; and 

. 	 direct investment mode involving wholly owned 

subsidiary or jOint venture. 
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Rajagopal and Bernard (1993) propose another incremental 

model of internationalisation of the purchasing process 

based on experiential learning. This involves: 

• 	 Domestic purchasing - purchasing foreign 

produced goods from domestic sources and 

unwillingness to source directly from overseas; 

· 	 Experimental involvement - preliminary 

evaluation of international sources and 

willingness to source from overseas when 

necessary; 

· 	 Active involvement - establishing an 

international purchasing office within the 

company and/or a foreign buying office overseas; 

and 

• 	 Committed involvement - long term commitment to 

global sourcing and development of an 

integrative world wide sourcing strategy. 

The authors of these two incremental approaches to 

international procurement postulate that these stages 

are consistent with a progression from a reactive 

approach to international purchasing to a proactive 

approach to sourcing and procurement. In developing this 

argument, Rajagopal and Bernard (1993) paint out, 
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"it is not necessarily implied that this 

taxonomy is necessarily sequential or even 

necessarily dynamic. Movement from one stage to 

another is perceived to depend on the company's 

procurement objectives and perceived 

competitive environment" (p 47). 

Herbig and Q'Hara (1993) view international procurement 

in the context of relationships and argue that the 

interactions differ according to the nature of the 

foreign environment involved. They argue that apart from 

relationships, individual, interpersonal and 

organisational factors over which managers have some 

control, impact on purchasing. In addition, there are a 

number of environmental factors over which managers have 

no control, which also impact on effective procurement 

such as social/cultural, economic, technological, and 

political/legal factors. In their emphaSis on 

relationships in procurement, Herbig and Q'Hara approach 

the international procurement function from a network 

perspective. 

Internationalisation can also result from inward 

international activities leading to outward 

international activities and vice versa as mentioned in 

Chapter 1, Section 1.4. This is because 

internationalisation establishes a relationship between 

the parties involved in the transaction and this 
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relationship can be used to facilitate business in the 

other direction. As examples, a franchisee in one 

country can be appointed the franchisor in an adjacent 

country (e.g New Zealand in the case of the Australian 

based franchisee)i a firm licensed to manufacture a 

foreign product in Australia may be allowed to sub

license its manufacture in Malaysia or the purchaser of 

pumps from India becomes a principal supplier of 2 H.P. 

motors to the Indian operation. Research by Welch 

(1990 b) into licensing and franchising, found that in 

the case of Australia, inward moves were important 

preparatory moves for outward activities. 

As also mentioned in Chapter 1, Section 1.4, the 

changing environment in international business involving 

developments such as the information 'super highway' and 

increasingly rapid dissemination of technology, is 

causing firms to undertake more complex forms of 

international behaviour in which the inward and outward 

forms are both linked and dependent on each other. 

These resulting different international structures 

include co-operative manufacture, strategic alliances 

and countertrade. 

3.4 SUMMARY 

In this chapter; the factors influencing 

internationalisation of the firm were reviewed. This 

review was in terms of factors in the internal 
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environment (such as management related and firm related 

characteristics), and factors in the external 

environment (which could provide incentives or 

impediments to undertaking international activities). 

These external factors include the nature of the 

commercial environment for international business 

(embracing the extent of cooperation and competition), 

the activities of government and, the adequacy of 

infrastructure support for international business. A 

review was then undertaken of the various approaches in 

the literature towards internationalisation. The 

attitudinal dimension was discussed and consideration 

was given as to how factors shaping attitudes to 

international business, impact on the degree to which 

the firm exhibits an international orientation. 

This orientation can manifest itself in a variety of 

forms of international behaviour. As was demonstrated, 

internationalisation has many dimensions and is complex. 

Firms interact with foreign markets in different ways 

and in the process firms change as they acquire 

knowledge of and commit resources to international 

activities: 

. they may pursue a deliberate strategy for 

increasing their international involvement or 

the may merely respond to 'ad hoc' opportunities 

as they occur; 
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. 	 they may become involved in international 

activities through a desire to secure sales in 

overseas markets or through sourcing from 

overseas markets; and/or 

. 	 they may increase their involvement in 

international activities through relationships 

as a result of one international transaction, 

leading to more complex transactions in which 

the parties increase their mutual dependency. 

Whilst stages approaches describe international 

behaviour, they do not explain it. Learning approaches 

attempt to explain international behaviour and allow for 

such behaviour being dynamic. These approaches view 

internationalisation as being an incremental process in 

which one stage leads to another as a result of 

international experience. 

Contingency approaches are not incremental and cater for 

international behaviour being a response to a specific 

situation within the firm or to a request from overseas 

such as receipt of an unsolicited export inquiry. Again, 

the focus is usually on internationalisation which 

occurs through outward involvement. 

Another important aspect of international behaviour is 

relationships. This was not covered in the earlier 
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approaches and has now been emphasised in the 

development of the network approach to 

internationalisation. 

More recently, there has been a focus on 

internationalisation in the procurement literature which 

views internationalisation as occurring through inward 

involvement. As was discussed, often an inward activity 

might lead to an outward activity and vice versa. The 

more complex forms of international behaviour often 

involve a direct and conditional linking of the inward 

and outward flows as is the case with countertrade. 

Whilst earlier approaches to internationalisation do not 

preclude inward or linked forms of internationalisation, 

they did not specifically mention them. To cater for the 

more complex forms of international behaviour such as 

countertrade, any proposed conceptualisations of 

internationalisation should accommodate all forms of 

international behaviour whether the orientation be 

inward, outward or linked. 
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CHAPTER 4 

TOWARDS AN UNDERSTANDING OF INTERNATIONAL 

COUNTERTRADE 

4.1 INTRODUCTION 

Section 1.5 in Chapter 1 describes the analytical 

framework which forms the basis of this Chapter. In this 

Chapter, countertrade is considered as a particular form 

of internationalisation. The influences of various 

internal factors on a firm's predisposition to 

countertrade are then discussed. On the basis of these 

suggested relationships, several hypotheses are 

developed which form the basis of the empirical research 

discussed in subsequent chapters. 

4.2 COUNTERTRADE AS A FORM OF INTERNATIONALISATION 

A review of the literature on the various approaches to 

internationalisation shows that there has only been a 

limited amount of research on the role of countertrade 

in the internationalisation of the firm (Chapter 3). The 

literature review also revealed that approaches to 

internationalisation tend to focus on either an outward 

( in most cases) or inward ( in a few cases) flow of 

activities. Countertrade is one of several' more complex 

forms of internationalisation where outward and inward 

activities are Linked. In the case of countertrade, this 
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connection is particularly important as the linking is a 

prerequisite for business to take place. 

(4.2.1) THE NETWORK APPROACH AND COUNTERTRADE 

One of the approaches to internationalisation that 

offers a good explanation of the conditional linking of 

export and import transactions ( i • e. the outward and 

inward flow of activities) that characterise 

countertrade, is the network approach. This is because 

the network approach has a focus on networks of 

relationships that need to be established with firms in 

other countries (Johanson and Mattsson, 1984) and on the 

relationship between internationalisation of the market 

and internationalisation of the firm (Johanson and 

Mattsson, 1984, 1988). Two characteristics of networks, 

reciprocity and interdependency, also characterise 

countertrade (Grabner t 1993) . Reports of company 

participation in countertrade (e.g. issues of 

Countertrade Review, 1987 1995) show that it is 

sometimes the case that countertrade takes place, 

because a specific opportunity becomes known due to 

networks of relationships that have been formed as a 

result of earlier international business activities. As 

an example, the requirement for foreign firms to 

discharge offsets obligations can become a vehicle for 

increasing the internationalisation of Australian firms. 

This arises not only from the obligated firm purchasing 

Australian products and services, but also from its 
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seeking offset credits by undertaking the marketing of 

products of Australian firms overseas ( e. g . the 

marketing by Lockheed Corporation of a heavy duty 

solvent branded 'Goodbye Graffiti' in the USA as an 

offset for the PC 3 Orion contract). There has been only 

limited research into the network approach as it applies 

to countertrade. 

The network approach entails actors undertaking 

activities which involve the transformation of resources 

(Hakansson 1987). This transformation occurs in an 

atmosphere which is the sum of the attitudes the parti.es 

have towards each other and towards the relationship 

(Havila and Sandstrom, 1991) and embraces "feelings, 

intentions, will and interests of the parties 11 (Hallen 

and Sandstrom, 1991). Furthermore, the transaction takes 

place in an environment largely consisting of factors 

which cause firms to engage in forms of international 

behaviour such as countertrade. 

The network approach suggests that a study of 

countertrade should focus on the characteristics of the 

relationships themselves i.e. between managers and 

between firms. The focus should also be on how such 

relationships are affected by and affect the nature of 

countertrade. It should, as well, extend beyond the 

countertrade transaction and embrace the network in 

which the transaction is embedded. By taking the network 

http:parti.es


120 


into consideration, a more holistic view of the 

countertrade transaction, including both its social and 

economic dimensions, as well as the connected 

relationships, can be included in any assessment. This 

enables attention to be focussed on relationship issues 

that have hitherto been neglected in countertrade 

research. These issues include: 

· 	 how relationships develop as a result of 

countertrade; 

· 	 whether these relationships would have occurred 

without countertrade; 

whether the relationships are unique to 

countertrade transactions; 

• 	 what factors would cause the relationship to 

continue once the countertrade transaction has 

been completed; and 

· 	 whether these relationships vary according to 

the degree to which countertrade is mandated by 

government or entered into on a voluntary basis. 

These issues are explored in depth in Chapter 9 in the 

context of three Australian countertrade transactions. 
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(4.2.2) STAGES APPROACHES AND COUNTERTRADE 


The relevance of the stages approach to countertrade 

might be explained in terms of the extent of 

international exposure of the firm. In this case, 

countertrade is associated with greater degrees of 

internationalisation and, a stages approach implies that 

firms with only limited international experience would 

be less likely to engage in countertrade and would be 

less positive towards it. However, there is no evidence 

from the literature that firms undertaking countertrade 

do so only after they have had experience with more 

advanced stages of internationalisation such as foreign 

direct investment. 

(4.2.3) LEARNING APPROACHES AND COUNTERTRADE 

The learning approaches argue that internationalisation 

involves the firm initially moving from its home base to 

doing business with countries which are closest to it in 

psychic distance (Vahlne and Wiedersheim-Paul 1977; 

Hallen and Wiedersheim-Paul 1979). It is difficult to 

reconcile this psychic distance approach with 

countertrade, as in many cases it is often the 

dissimilarities rather than the similarities between 

Australia and the overseas market which require the use 
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of countertrade if business is to occur. 11 As was shown 

in Chapter 2, Section 2.6 and Table 2.2, the potential 

for countertrade is likely to be greatest with countries 

which are more distant in psychic terms. The literature 

on psychic distance also suggests that psychic distance 

becomes less important the more the firm is 

internationalised ( Johanson and Valhne 1977; Weinstein 

1977; Terpstra and Yu 1988). 

(4.2.4) CONTINGENCY APPROACHES AND COUNTERTRADE 

In the case of contingency approaches, it often is the 

market which determines the form of entry (Reid, 1984). 

This can relate to the situation with countertrade 

which, in many cases, is a reaction to barriers to 

market entry imposed by governments. The contingency 

approaches also allow for the possibility that firms 

with only limited international experience, may still 

engage in countertrade. When this happens, the firm is 

less likely to be pursuing a strategic approach to 

countertrade but rather is reacting to an opportunity 

which presents itself. 

(4.2.5) INWARD AND OUTWARD APPROACHES AND COUNTERTRADE 

Most of the approaches to internationalisation have been 

11 Table A2 in Appendix A, shows that in 1990 - 1993, 
41.7% of Australian countertrade was with the former Centrally 
Planned Economies and 27.1% with Low Income Developing 
Countries - both groups being more removed from Australia in 
terms of psychic distance than other groups of countries such 
as the developed and the middle income developing groups. 
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based on an outward perspective. In Chapter 3 (Section, 

3.3.2.5), the research cited on the internationalisation 

of the purchasing function, indicates that it is also 

possible to apply to international procurement, various 

approaches to internationalisation such as the Stages 

Approach (Yeoh and Cavusgil, 1990), the Learning 

Approach (Rajagopal and Bernard, 1993) and the Network 

Approach (Herbig and O'Hara, 1993). Neither the research 

on internationalisation from an outward perspective nor 

the research from an inward perspective precludes the 

possibility of countertrade. 

(4.2.6) RELATIONSHIP BETWEEN COUNTERTRADE AND 

INTERNATIONALISATION 

The foregoing approaches to internationalisation do not 

directly address the relationship between countertrade 

and internationalisation. In the discussion which 

follows, a number of questions in this connection are 

posed with a view to exploring this relationship: 

. 	 Are firms exhibiting a greater degree of 

internationalisation likely to view 

countertrade more favourably than those 

exhibiting a lesser degree of 

internationalisation? 
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. Do the management and firm characteristics that 

predict internationalisation with an outward 

focus, also predict favourable predisposition to 

countertrade? 

. 	 Do the networks of relationships formed as a 

countertrade transaction evolves, contribute to 

the further internationalisation of the firm? 

The first two of these issues will be explored using 

quantitative analysis (Chapters 5, 6, 7 and 8) and the 

third issue will be addressed using qualitative analysis 

(Chapter 9). 

In connection with the first of these issues, previous 

research on countertrade mentioned in Chapter 3, did 

find there to be a relationship between international 

experience (particularly exporting) and the undertaking 

of countertrade (Canada East Europe Trade Council 1987; 

Lecraw 1989; Forker 1992 and L1anes and Miller 1993). 

Anecdotal comment tends to support this hypothesis with 

firms with no international experience being less likely 

to undertake countertrade. However none of the research 

into countertrade found that firms undertaking 

countertrade do so only after they have had experience 

with more advanced stages of internationalisation such 

as foreign direct investment. 
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On the basis of the above, two hypotheses are proposed: 

H 1: The greater the degree of 

internationalisation of the firm, the more 

likely it is that the firm has had 

countertrade experience. 

H 2: The greater the degree of 

internationalisation of the firm, the more 

likely the firm would have positive intentions 

towards engaging in countertrade. 

4.3 INTERNATIONAL ORIENTATION AND COUNTERTRADE. 

The attitude of management towards becoming involved in 

international business activities is likely to influence 

both management's perception of countertrade and their 

engaging in countertrade. Attitudes to countertrade are 

discussed in terms of both the perceived risks of and 

the perceived rewards arising from countertrade. 

(4.3.1) RISKS ASSOCIATED WITH COUNTERTRADE 

Previous empirical research (see Chapter 2, Section 2.4) 

details the risks associated with countertrade. These 

can be grouped as product related (viz the difficulty of 

disposing of the goods received and the problem of 

valuing the goods involved); and negotiation related 

(viz the time required and the complexity of the 
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process). Other perceived risks involve extra costs 

entailed in a countertrade transaction, uncertainty, the 

fear that undertaking some forms of countertrade may 

cause the firm to clone an eventual competitor, delays 

in delivery and quality of the goods received. Based on 

the above, the following hypothesis is proposed: 

H 3: The greater the degree of 

internationalisation. of the firm, the lesser the 

perceived risks of engaging in countertrade. 

(4.3.2) REWARDS OF COUNTERTRADE 

Previous empirical research also indicates that many of 

the perceived rewards associated with countertrade 

centre around demand. Countertrade improves chances of 

entering a new foreign market in that it makes an offer 

more competitive and improves access to new markets or 

to closed markets. Another category of rewards relates 

to supply in that countertrade increases the volume of 

overall export sales, it is a mechanism for disposing of 

declining products, it enables fuller use of resources 

through economies of scale and is also a way of tying up 

new sources of supply. Other perceived rewards from 

countertrade include overcoming trade barriers, 

providing a double opportunity for profit and creating 

goodwill with foreign governments. Finally there are 

financial rewards from engaging in countertrade as it 

overcomes financial impediments such as foreign exchange 
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risks and currency control barriers. Based on the above, 

the following hypothesis is proposed: 

H 4: The greater the degree of 

internationalisation of the firm, the greater 

the perceived rewards of engaging in 

countertrade. 

4.4 COUNTERTRADE AND THE FIRM 

As shown in Figure 1.1, Chapter 1, internal factors 

which may be grouped according to whether they are 

characteristics of management or characteristics of the 

firm, may influence forms of internationalisation such 

as countertrade. This internationalisation in turn 

consists of an attitudinal dimension which is likely to 

be influenced by the perception of risks and the 

perception of rewards associated with the particular 

form of international business activity. This 

attitudinal dimension will lead to a behavioural 

dimension whether to engage in international 

activities and if so the form this involvement should 

take. The model shown in Figure 4.1, which takes the 

above and applies it to countertrade, provides an 

outline of the reasoning underlying the linkage between 

factors in the internal environment of the firm and 

countertrade. 
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FIGURE 4.1 COUNTERTRADE AND THE FIRM 

Management 
and Firm 

Characteristics 

~~ 
Internationalisation 

~~ 
Countertrade 

/Predisposition 

~~ 
Willingness 
to Engage in 
Countertrade 

To explore these linkages, a number of hypotheses have 

been formulated to ascertain whether factors shown in 

previous studies to have influenced 
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internationalisation, 12 also influence perception of and 

willingness to engage in countertrade. Together, these 

constitute predisposition towards countertrade. 

(4.4.1) MANAGEMENT CHARACTERISTICS AND COUNTERTRADE 

A number of variables have been found to be associated 

with managements' international orientation. These 

include such characteristics as whether managers were 

born overseas, the number of visits they have made 

overseas, the extent of their work experience overseas, 

whether their approach to developing international 

business is proactive or reactive (as reflected in a 

planning orientation, knowledge of international 

business and pursuit of overseas relationships and 

alliances) and the strategies followed in securing 

international business (e.g. whether managers exhibit a 

product/quality focus or a marketing orientation). 

4.4.1.1 Personal Characteristics 

The need for research into the impact of personal 

characteristics on countertrade has recently been 

12 Previous research is inconsistent as to whether 
specific factors have a positive influence on 
internationalisation. Differences in findings result from 
different researchers working with different samples in 
different countries using different criteria for evaluation. 
This is illustrated by Sul1ivan (1994) who categorised 
seventeen empirical studies of the relationship between 
degrees of internationalisation and financial performance. He 
found a positive relationship in six studies, an indeterminate 
relationship in six and a negative relationship in five. 
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highlighted by Llanes and Welsh (1995) who point out 

that previous research has not focus sed on the human 

dimensions of countertrade and that such dimensions have 

an important effect on the decisions and actions that 

shape countertrade activities. 

The extent of export experience on the part of managers 

was found by Fenwick and Amine (1979) and McDougall and 

Stenning (1975) to influence the internationalisation of 

the firm. Carstairs and Welch (1982) found that there is 

a pattern of greater operational diversity as 

internationalisation proceeds. This appears to be 

related not only to the greater experience, skills and 

knowledge of foreign markets which develops within the 

firm, but also is the result of exposure to a wider 

range of opportunities and threats. Other experience 

type factors which may have an influence via their 

impact on managers are: 

how numerous are the markets in which the firm 

already operates; 

. 	 how sophisticated is the form of international 

involvement in each of these markets; and 

. 	 whether this involvement over the years has 

increased in complexity. 
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Cavusgil (1980) found that the expectations formed and 

the familiarity gained as a result of previous 

international exposure become significant inputs to 

further decision making. Johnson and Czinkota (1982) 

concluded that underlying all the studies to date was 

the finding that attitudes held by firms' management 

play a major role in the firm's progress in exporting. 

Perlmutter (1969) and Maisonrouge (1983) propose that a 

senior manager's international orientation correlates 

positively with the extent of that person's 

international experience. Reid (1981) found that firms 

with international decision makers who have had 

international exposure and experience, have a natural 

competitive advantage in exporting. Similar views were 

put forward by Kothari (1989) and Seringhaus (1991). 

Earlier studies cited by Barrett (1986) found positive 

relationships between international orientation and 

foreign experience of managers (Langston and 

Teas 1976); 

. 	 youthfulness in managers (Pinney 1970); 

. 	 their being born overseas (Simmonds and Smith 

1968); 
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. frequency of travel by managers (Simmonds and 

Smith 1968); and 

. level of education (Simpson and Kujawa 1974). 

These factors were found to apply in a later study by 

Burton and Schlegelmilch (1987). 

Given the impression from the literature previously 

referred to, that firms without previous international 

experience are unlikely to embark upon countertrade, the 

behaviour of the firm to accommodate countertrade is 

likely to be influenced by the previous and current 

involvement of management in international activities. 

Although research has been undertaken in Australia on 

the relationship between manager's international 

experience and the internationalisation of the firm 

(Barrett 1986), such research did not consider 

countertrade. Relating the above to countertrade, the 

issues to be explored are whether the education level 

and international background of the decision maker, 

influences firms' willingness to engage in countertrade. 

Based upon the above discussion, the following 

hypothesis is proposed: 
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H 5. Firms whose managers are favourably 

predisposed towards countertrade, tend to have 

senior operating executives who are younger, 

better educated and who have had greater 

international exposure. 

4.4.1.2 Knowledge and Experience 

Although knowledge acquisition occurs through an 

individual's life experiences and is reflected in 

personal characteristics, it also is acquired through 

task related information gathering activities. Knowledge 

(both of the overseas market and how to conduct business 

in it) is viewed by many researchers as having an 

important influence on the firm's international 

activities (Johanson et al 1976, Johanson and Vahlne 

1977, Reid 1981, Cavusgil and Naor 1987, Kothari 1989, 

Seringhaus 1991). Previous studies suggest that lack of 

such knowledge and/or difficulty of obtaining it are 

major barriers to international growth be it by 

expansion (increasing the level of involvement in a 

specific market) or by extension (extend international 

activities from one country to another) . Because 

international countertrade is complex, those involved 

will need to be knowledgeable as to both the markets 

involved in the transaction and how the cultures 

involved will impact on negotiating the arrangement and 

the business practises involved. The above is likely to 
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be reflected in cultural sensitivity and exposure to 

international transactions. 

The following hypothesis is therefore proposed. 

H 6. Firms whose managers are favourably 

predisposed towards countertrade, are more 

likely to have staff who are knowledgeable and 

experienced as to foreign cultures and business 

customs. 

4.4.1.3 Planning Orientation 

One aspect of decision making, which according to the 

literature on internationalisation discriminates between 

successful exporters and non exporters, is a planing 

orientation on the part of management (Cavusgil 1984, 

Christensen et al 1987, Piercy 1981, Reid 1986, 

Malekzadeh and Nahavandi 1985, Burton and Schlegelmilch 

1987, Cavusgil and Naor 1987, Diamantopoulos and Inglis 

1988, Bodur 1994, Evangelista 1994). This may be 

manifested in planning for the future, the length of 

plans, the setting of future goals and the establishing 

of plans for exporting. 

A series of studies quoted by Barrett (1986) found that 

in terms of good management practice, firms whose 

executives initiated international business activity 

displayed better decision making characteristics than 
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those with executives who were not interested in 

international business (Cunningham and Spigel 1971, 

Wiedersheim-Paul et al 1978, Bilkey and Tesar 1977). 

The degree to which management practises formal planning 

and sets targets associated with the achievement of long 

term strategic goals has implications for countertrade. 

This is because the complexity and perceived additional 

risk associated with countertrade is likely to require a 

longer time frame and more extensive planning than is 

the case with less complex forms of international 

business. 

As a result of the above, the following hypotheses are 

proposed: 

H 7. Firms whose managers are favourably 

predisposed towards countertrade, are more 

likely to adopt a planned approach to 

international business. 

4.4.1.4 Decision Making Style 

An indicator of decision making style is whether 

management decision making tends to be 'reactive I or 

'proactive'. Cavusgil and Godiwalla (1982) found that as 

firms internationalise, decision making becomes less 

reactive (i.e less disjointed, adaptive and incremental) 

and more pro active (i.e more formal and planning 
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oriented). They argue that management decision making at 

earlier stages of internationalisation tends to be 

characterised by a problem solving approach rather than 

by a planned search for opportunities. Such a planned 

approach may require the allocation of additional 

resources which in turn may be influenced by the size of 

the firm. More recently, Dominguez and Sequeira (1990) 

found a positive relationship existed between 

proactiveness ( as opposed to reactiveness ) and export 

intensity influenced by the size of the firm. A 

proactive approach involves planned pursuit of 

strategies to capitalise on the firm's perceived 

strengths so as to exploit opportunities in the 

international marketplace. A reactive approach on the 

other hand suggests opportunism involving actions such 

as using the overseas market to solve short term 

domestic problems or exporting by filling unsolicited 

orders. 

Given the previously mentioned characteristics of 

countertrade, it is likely that managers with a 

'proactive' approach to planning are more likely to view 

countertrade as a vehicle for developing future business 

(e.g as a way of accessing new or closed markets or as a 

means of tying up a long term source of supply of a 

product of uncertain availability or fluctuating price). 

Those with a 'reactive' approach to planning are likely 

to view countertrade as an expedient short term solution 
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to an immediate problem (e. g. the need to repatriate 

profits, dispose of a temporary excess in production, 

liquidate receivables or assist a subsidiary with 

overcoming import restrictions). Strategic and 

opportunistic approaches to countertrade are not 

dichotomous as it is possible for managers to adopt both 

approaches depending on the circumstances. 

Therefore two hypotheses are proposed: 

H 8. Firms whose managers are favourably 

predisposed towards countertrade, are more 

likely to exhibit a strategic approach towards 

international business. 

H 9. Firms whose managers are favourably 

predisposed towards countertrade, are less 

likely to exhibit an opportunistic approach 

towards international business. 

4.4.1.5 Approach To Developing Business Overseas 

One approach to developing overseas business is to view 

the overseas market in terms of the situation in or 

needs of the firm (i. e a focus on product and quality 

issues). Another approach is to deliberately search for 

and supply according to the needs of the overseas market 

( i. e. a marketing orientation). Both these facets can 

coexist. Because countertrade involves reciprocity, it 
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is likely that the needs of the potential partner or 

partners should be taken into account either in terms of 

the product offered and/or in terms of the requirements 

of the overseas market. 

From the above, the following hypotheses are proposed: 

H 10. Firms whose managers are favourably 

predisposed towards countertrade, are more 

likely have a marketing orientation. 

H 11. Firms whose managers are favourably 

predisposed towards countertrade, are more 

likely to have a focus on product/quality 

issues. 

4.4.1.6 Relationship Formation 

The formation of relationships in overseas markets is 

likely to require managers to take a longer term 

perspective of international business activities and 

invest effort in identifying decision makers in overseas 

firms, industries and governments who might influence 

the possibilities for obtaining international business. 

More recent literature on internationalisation links 

relationship formation to the role of the manager in 

forming networks and engaging in strategic alliances 

(see Johanson and Mattsson 1984, Johanson and Vahlne 
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1991). The development of business relationships in 

networks in other countries, can be achieved through the 

establishment of relationships in country networks that 

are new to the firm, by the further development of 

relationships in existing networks, or through the 

connecting of networks between different countries. 

The need to form long term relationships is relevant to 

countertrade. This is because of the characteristics of 

countertrade mentioned previously of complexity, size of 

average transactions and the requirement for 

reciprocity. 

Based upon the foregoing, the following hypothesis is 

proposed: 

H 12. Firms whose managers are favourably 

predisposed towards countertrade, place more 

emphasis on developing long term relationships. 

(4.4.2) FIRMS' CHARACTERISTICS AND COUNTERTRADE 

A number of variables have been found to be associated 

with the international orientation of the firm and these 

may be expected to affect predisposition towards and 

willingness to engage in countertrade. These include the 

nature and characteristics of products for export, the 

existence of excess capacity, problems limiting 
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involvement in international business, commitment of 

resources to international business, the technology 

orientation of the firm, the age of the firm and its 

size. 

4.4.2.1 Product Category 

The volume of research on the relationship between the 

product the firm makes and internationalisation is 

sparse. The product category may influence distribution 

channels and the form of internationalisation required 

in the overseas market. Schlegelmilch ( 1986 ) did find 

there to be industry specific influences on export 

behaviour although he studied only two industries (food 

and mechanical engineering). Christensen et al (1987) 

found with firms in Brazil, that the stage of 

development of the selected market is an important 

mediator in the relationship between product 

characteristics and export success. 

The nature of the product the firm wishes to sell may 

have a bearing on involvement in countertrade as some 

categories are more frequently countertraded than others 

(see Chapter 2, Section 2.5.1). Van der Puil (1986) 

believes that the products offered in countertrade tend 

mostly to be at the mature stage of the product life 

cycle and also that they are highly price sensitive. On 

the other hand, the buy-back and offsets forms of 

countertrade suggest that high technology products are 
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often sought in countertrade. The following hypotheses 

are proposed: 

H 13. Firms whose managers are favourably 

predisposed towards countertrade, tend to 

produce stan.dardised products. 

H 14. Firms whose managers are favourably 

predisposed towards countertrade, tend to 

produce high technology products. 

4.4.2.2 Excess Capacity 

Another factor which research found can stimulate the 

internationalisation of firms is that of current or 

potential surplus capacity, (either for existing 

products or because the size of the domestic market is 

insufficient to fully justify new installed capacity). 

Such capacity provides an important stimulus for firms 

to develop foreign markets and can impact on the extent 

to which firms commit themselves to exporting 

(Wiedersheim-Paul 1978, Reid 1983c). Earlier 

countertrade research claimed countertrade often 

involves products where there is excess capacity (Neale, 

Shipley and Dodds, 1990). 

The following hypothesis is proposed: 
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H 15. Firms whose managers are favourably 

predisposed towards countertrade, tend to have 

excess production capacity. 

4.4.2.3 Problems Limiting Involvement in International 

Marketing 

The problem of the firms' competitiveness was found to 

be a factor in many of the studies into 

internationalisation cited by Cavusgil and Naor (1987) 

and Aaby and Slater (1989). Recently the issue of 

competitiveness in international business has been 

further emphasised in the work of Porter (1990) who 

developed a 'diamond' of four factors impacting on 

international competitiveness (viz: factor conditions; 

demand conditions; related and supporting industries; 

firm strategy, structure and rivalry). 

Previous research into countertrade found that 

countertrade can improve the international 

competitiveness of the firm, especially when the product 

is at a mature or declining stage of the product life 

cycle (Neale and Shipley, 1988) or cannot be profitably 

sold for free foreign exchange (Kryzanowski, 1986; 

Asiwaju and Paliwoda, 1986; Forker, 1992). Based on the 

above, the following hypothesis is offered: 
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H 16. Firms whose managers are favourably 

predisposed towards countertrade, are more 

likely to face problems in competing overseas. 

Another problem area was that of foreign ownership which 

was highlighted by Barrett (1986). He found that 

empirical research on the relationship between firms' 

ownership and degree of internationalisation was limited 

and such research as cited did not cover the situation 

of foreign affiliates developing an international 

capability. His research found that in the Australian 

context, firms exhibiting greater degrees of 

internationalisation were more likely to have some 

degree of foreign ownership than firms exhibiting lesser 

degrees of internationalisation. Van Den Bulcke (1982) 

in his study of Belgian enterprises, found that both 

foreign MNE' s operating in Belgium and Belgian MNE' s, 

outperformed Belgian national enterprises as far as 

propensity to export was concerned. 

Foreign ownership however does not only act as a 

possible stimulus to internationalisation, but also can 

limit or direct the affiliates international activities. 

With regard to countertrade, such ownership may provide 

linkages which assist in the disposal of products 

received. On the other hand, the foreign investors may 

prohibit the Australian affiliate from countertrading 
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with a specific country as this may interfere with the 

foreign parent's other vested interests, and this in 

turn may influence the Australian firm's approach to 

countertrade in general. 

The following hypothesis is proposed: 

H 17. Firms whose managers are favourably 

predisposed towards countertrade, are more 

likely to be foreign owned and less likely to be 

constrained by direction from their overseas 

parent. 

A final problem area was that of financing overseas 

transactions. This was commented upon by Reid (1983 b). 

He argues that exporting requires more working capital 

than domestic market operations because time lags in 

payment are longer and additional investments may be 

needed to establish facilities and distribution networks 

in foreign markets. The requirement for capital is 

likely to be equally if not more important with 

countertrade transactions because the time lags in 

receiving payment are greater (e.g. the goods received 

have to be sold). In addition, because countertrade is 

complex, transactions tend on average to be of larger 

value than is the case with most other international 

business transactions (see Chapter 2, Section 2.5.1). As 

a result, more finance will be needed to accommodate 
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countertrade transactions. 

Based on the above, the following hypothesis is offered: 

H 18. Firms whose managers are favourably 

predisposed towards countertrade, are more 

likely to perceive problems in financing 

international business transactions. 

4.4.2.4 Commitment of Resources to International 

Business 

Commitment of resources involves both a willingness to 

commit resources and an ability to commit resources and 

often both aspects are linked. A characteristic of the 

organisation is willingness to commit resources to 

developing international business. Previous research 

found that commitment of resources was linked to 

internationalisation ( Johanson and Wiedersheim-Paul, 

1975; Luostarinen, 1980). Singer and Czinkota (1994), 

found management commitment was linked to export 

achievement when export assistance was involved; Bilkey 

and Tesar (1977) found that an inability to come up with 

the resources to take advantage of an export opportunity 

was more of a problem for experienced as opposed to 

inexperienced exporters and Cavusgil and Naor (1987) 

found that resources most directly linked to export 

activity were financial (e.g. export financing, 
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allocating capital, building an export infrastructure) 

and managerial (e.g. gathering information, 

hiring/training extra staff, foreign market visits). 

Reid (1983c) and Miesenbock (1989) also found a 

relationship between allocation of financial resources 

and internationalisation. 

Although none of the research on countertrade to date 

established a link between countertrade and commitment 

of resources, we hypothesise a relationship between 

commitment of resources and countertrade because the 

transactions are of larger value, they take place over a 

longer time period and involve delays in payment. Such 

transactions require greater financial engineering than 

is the case with most other types of international 

business undertakings. 

This leads to a further hypothesis: 

H 19. Firms whose managers are favourably 

predisposed towards countertrade, are more 

likely to commit resources to international 

business development. 

4.4.2.5 Technology 

Although a number of studies have found that technology 

intensiveness is related to propensity to export 

(Cavusgil and Nevin 1981, Joynt 1982, Cavusgil 1984, 
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Cooper and Kleinschmidt 1985, Sriram, Neelankavil and 

Moore 1990}, the issue is confused by different 

researchers defining technology differently. Reid 

(1983a) adopts a definition of technology which views it 

as a market resource for the firm, viz 

" knowledge in which the firm has a 

proprietary right" (p.135). 

However, Reid (1983b) sees a dual role for technology in 

export development, both as 

an input via acquisition of technology which 

enhances the competitiveness of the product 

offered in terms of quality, price and service; 

and 

• 	 as an output in terms of property rights 

including copyright, patents, formula, brand 

names, and design. 

The relationship of technology intensiveness to 

internationalisation might be measured by the level of 

Research and Development (R & D) expenditure. Ogram 

(1982) found R & D expenditure as a percentage of sales 

was higher for exporters than for non-exporters, and 

Franco (1989) found R & D a major means of securing 

market share in a situation of global competition. Other 
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measures of technology intensiveness according to Burton 

and Sch1egelmilch (1987) include the emphasis in the 

firm given to new product development, the degree to 

which the firm actively seeks new technology and the 

level of the firm's research and development expenditure 

compared to the industry average. Aaby and Slater (1989) 

question the use of technology as an indicator of export 

involvement for all markets. They argue that whereas it 

might be an important source of competitive advantage 

over local products in other developed countries, in 

developing countries other sources of competitive 

advantage such as low cost labour could be much more 

important. This argument could have relevance for 

countertrade which in the case of Australia, largely 

involves trade with the developing and the former 

Centrally Planned Economies (see Chapter 2, Section 

2.6.2). 

From the countertrade perspective, if the firm has a 

technology advantage, it may be able to avoid engaging 

in countertrade because its technology is sufficiently 

attractive to command payment in free foreign exchange. 

Based upon the above discussion, the hypothesis is 

offered that: 
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H20. Firms whose managers are favourably 

predisposed towards countertrade, tend to have a 

lower technology orientation. 

4.4.2.6 Age of the Firm 

Regarding age of the firm, Barrett (1986) points out 

that proponents of the stages approach to 

internationalisation assume that there is a relationship 

between the age of the firm and degree of 

internationalisation - older firms would be expected to 

export more than younger firms as they have had more 

time to progress through the various stages of 

internationalisation because of their greater 

accumulated experience. In a review of the literature, 

Reid ( 1984) found that this was not the case as did 

Ogram (1982) in his study of firms in Georgia. However 

researchers in the IMP project in Europe found that the 

age of relationships is important in international 

business as it takes time for relationships to develop 

and the development of relationships is critical to 

internationalisation (Hallen 1986, Hakansson 1989). 

As countertrade is rarely undertaken by firms who have 

not had some experience with exporting, a similar 

relationship may exist between age of the firm and 

countertrade as exists between age of the firm and 

degree of internationalisation. 
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In relation to firms' age and countertrade, the 

following hypothesis is proposed: 

H 21. Firms, whose managers are favourably 

predisposed towards countertrade, tend to have 

been established for a longer period of time. 

4.4.2.7 Size 

Size of the firm and internationalisation has been the 

subject of a number of research studies. The earlier 

results were mixed with some finding no relationship 

(e.g. Snavely et al 1964, Bilkey and Tesar 1977); some 

finding a positive relationship (e.g. Perkett 1963, 

Tookey 1964, State of Minnesota 1965); and some finding 

that a relationship only existed in certain 

circumstances - very small firms tend not to export, 

whilst there tends to be no correlation beyond a certain 

point (e.g Hirsch 1971, Cavusgil 1976). The results 

continue to be mixed with more recent studies. Reid 

(1982) concluded that absolute size predominantly 

affects export entry into new foreign markets. Cavusgil 

and Nevin (1981) found a positive relationship between 

firms' size and export marketing behaviour as did 

Gronhaug and Lorenzen (1982), Christensen et al (1987), 

Cavusgil and Naor (1987), Bonaccorsi (1992) and Ca10f 

(1994). Cavusgil (1984) found that when size was 

measured in terms of number of employees, no 
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relationship with internationalisation existed but when 

size was measured by turnover, a positive relationship 

did in fact exist. On the other hand, Cooper and 

K1einschmidt (1985) established the existence of a 

negative relationship between size and export intensity 

and Czinkota and Johnston (1983), Diamantopou1os and 

Inglis (1988), Evange1ista (1994) and Bodur (1994) 

conclude that no relationship exists. 

As far as countertrade is concerned, it is more likely 

to be large firms which undertake countertrade. This is 

because a countertrade proposition will have greater 

appeal to the firm if the goods received can be used 

within the firm or by its affiliates. The larger the 

firm, the more likely it is to be able to absorb these 

countertrade 'take backs'. 

Previous research into the relationship between size and 

countertrade is inconclusive. Bates (1986) in a study of 

firms in Florida found no significant relationship 

between the size of the firm (as measured by both number 

of employees and turnover) and its involvement in 

countertrade. She concluded that small firms may 

successfully engage in countertrade because of their 

greater flexibility and higher degree of reliance on 

personal relationships. Lecraw (1989) on the other hand, 

found that there were significant barriers to entry with 

countertrade. This was because it was often necessary to 
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undertake some less successful countertrade arrangements 

in order to gain the necessary expertise to be 

successful in countertrade. Because of the costs of 

acquiring this expertise, he concluded that successful 

countertrade was more likely to be undertaken by large 

firms. 

The following general hypothesis is proposed: 

H 22. Firms whose managers are favourably 

predisposed towards countertrade, tend to be 

larger. 

4.5 SUMMARY 

In this Chapter r the applicability of countertrade to 

various approaches to internationalisation was reviewed 

and it was argued that because of its interactive 

nature, countertrade was a form of internationalisation 

in which inward and outward international activities are 

linked to each other. 

The issue of the international orientation of the firm 

was then considered and how this impacts on firms' 

predisposition towards countertrade. A review was 

undertaken of the perceived risks and rewards of 

countertrade as these are likely to determine whether a 

firm's international behaviour would be likely to 

include countertrade. 
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The environment of the firm was considered in terms of 

factors internal to the firm. In the process, management 

characteristics and firms characteristics, which 

previous research had shown influenced the 

internationalisation of the firm, were considered in 

respect of countertrade and a number of hypotheses were 

developed. 
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PART II 


SURVEY METHODOLOGY AND RESULTS 
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CHAPTER 5 

RESEARCH METHODOLOGY 

5.1 INTRODUCTION 

This chapter describes the first of two research 

methodologies utilised to explore more fully the pattern 

of countertrade in Australia and its role in the 

internationalisation of the Australian firm. It involved 

a mail survey of Australian manufacturing firms in order 

to test hypotheses generated from a review of the 

literature on both countertrade and 

internationalisation. The second methodology, described 

in Chapter 9, involved case studies of three Australian 

firms involved in countertrade. 

5.2 RESEARCH DESIGN: SURVEY 

(5.2.1) SURVEY METHOD 

The study was conducted as part of a larger research 

project into the internationalisation of Australian 

manufacturing firms .13 The project took the form of a 

mail survey. Because of the heterogeneous nature of 

Australian manufacturers, their dispersion 

geographically, the length of the questionnaire and the 

limited resources available, personal interviews and 

telephone interviews were ruled out as means of data 

collection. 

13 This survey was jointly undertaken with Associate 
Professor Nigel Barrett of the University of Technology, 
Sydney and Professor Ian Wilkinson of the University of 
Western Sydney (Nepean) , entitIed 11 Australian Manufacturer's 
Competitiveness At Home And Abroad" (see Appendix C). 
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The data was collected during the period April to June, 

1990. Questionnaires were mailed in the first week of 

April and a reminder card was mailed to non-respondents 

as a follow up at the beginning of the third week. 

(5.2.2) SAMPLE DESIGN 

5.2.2.1 Population and Frame 

The population for the study was Australian 

manufacturing firms employing 20 or more persons. The 

frame used was a list of these firms supplied by Dun and 

Bradstreet Ltd. The definition of a manufacturing firm 

was that used by Dun & Bradstreet which is based on the 

Standard Industrial Classification as defined by the 

United States Government. Subsidiaries of firms if they 

are 'separate legal entities' and engaged in 

manufacturing, were treated separately. The Dun and 

Bradstreet frame provides almost a complete census of 

Australian firms employing 20 or more, and for firms 

employing 50 or more, the frame covers the entire 

population of Australian companies14 ( Source: Dun and 

Bradstreet (Australia) pty Ltd). 

For sampling purposes, the frame was stratified 

according to the size of the firm as measured by the 

14 In 1983, Barrett (1986) compared the coverage of the 
population between Dun and Bradstreet (D & B) and the figures 
issued by the Australian Bureau of Statistics (ABS). He found 
that with 20+ employees, D & B covered 89.3% of ABS firms and 
for 50+ employees, the D & B frame covered the entire 
population. 
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number of employees and whether or not the firm was 

currently exporting. Size of the firm was categorised 

into small firms (20 99 employees), medium firms 

(100 - 499 employees) and large firms (500+ employees). 

5.2.2.2 Sample Size 

A sample size of 4000 was finally selected for this 

survey. This was based on several considerations. 

Firstly, it could be assumed that the response pattern, 

and hence resistance factor, would be similar to that 

achieved by Huxley (1980), i.e. approximately 40% after 

8 weeks. A return of 1000 questionnaires would seem 

obtainable with such a sample size assuming (see 

Barrett, 1986). Secondly, if a very high resistance 

factor of 0.95 were used as the basis for estimation, 

then 600 returns after 8 weeks would require a sample of 

4747 (Barrett, 1986). Thirdly a reminder card sent after 

two weeks could be expected to boost the response rate. 

Fourthly, an initial mailing of 4000 questionnaires was 

possible within the budget. Finally, this sample size 

approximates previous Australian studies relating to 

international business (e.g. Huxley, 1980; Barrett, 

1986) . 

A sample of 4000 firms comprised a census of all firms 

except small non-exporters. The stratum was too large 

for a complete census, so a random sample of 899 firms 
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was selected from this group in order to achieve a 

desired sample size of 4000 firms. This represented a 

sampling fraction of approximately 1 in 4. The final 

sample was reduced to 3942 firms due to a number of 

duplications in the sampling frame. Table 5.1 shows the 

sample size according to the number of firms in each 

stratum that were mailed questionnaires. 

TABLE 5.1: THE SAMPLE AND ITS STRATA 

SIZE OF FIRM Exporters Non Exporters Total 

(No of Employees) N 
Small (20-99) 1345 
Medium (100-499) 626 
Large (500+) 198 

% 
34 
16 
5 

N 
899 
743 
131 

% 
23 
19 
3 

N 
2244 
1369 

329 

% 
57 
35 
8 

TOTAL 2169 55 1773 45 3942 100 

(5.2.3) RESULTING SAMPLE 

5.2.3.1 The Sample 

Several additional elements were incorporated into the 

questionnaire design to try to boost the response rate. 

These included mention in the covering letter of support 

for the survey by the government trade promotion agency 

AUSTRADE, the promise of a summary report to respondents 

and reply paid envelopes. 15 The response rates are 

15 Whilst the evidence on the efficacy of various means of 
boosting response rates is far from conclusive, research by 
Linsky (1985) has shown that it is the combination of 
techniques and features of mail surveys rather than any single 
feature, which boost response rates. This is because the 
combination of features contributes to the overall image of 
the study and it is this image which influences responses to 
mail surveys. 
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summarised in Table 5.2. The overall response rate was 

14 percent. The number of responses from exporters was 

higher (18%) than that of non-exporters (10%). 

TABLE 5.2: RESPONSE RATES BY STRATUM (a) 

Size of Firm Exporters Non-Exporters Total 

(No of Employees) N % N % N % 
R 262 46 91 16 353 62 

Small N 1345 899 2244 
(20 - 99) R.R. 0.19 0.10 0.16 

R 108 19 69 12 177 31 
Medium N 626 743 1369 

(100 - 499) R.R 0.17 0.09 0.13 

R 29 5 11 2 40 7 
Large N 198 131 329 

(500+) R.R 0.15 0.08 0.12 

R 399 70 171 30 570 100 
TOTAL N 2169 1773 3942 

R.R 0.18 0.10 0.14 
=================================================================== 

(a) Based upon classification used by Dun and Bradstreet. 
(R = responses; N = number mailed; RR = response rate) 

The lower than expected response rate may be attributed 

to the length of the questionnaire and the depressed 

economic climate at the time the mailing took place ( a 

number of recipients advised that they were too busy 

surviving and did not have time to fill in 

questionnaires). This rate compares with rates for 

recent internationalisation mail surveys such as Lau 

(1992) in Hong Kong of 24%; Evangelista (1994) in 

Australia of 16% and Korhonen, Luostarinen and Welch 
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(1994) in Finland of 20%.16 A 1993 survey of service 

exporters in Australia, conducted under AUSTRADE 

auspices by the LEK Partnership obtained a response rate 

of 18%. A recent survey of the internationalisation 

literature by Leonidou and Katsikeas (1995) found that 

response rates varied from 9% to 57%. 

TABLE 5.3: SUMMARY OF RESPONSES BY COUNTERTRADE INVOLVEMENT 

N % 
eT Experience 37 7 
Have Discussed eT 115 22 
Never Discussed eT 362 71 

TOTAL 514(a) 100 

(a) number of respondents who answered this question 

Table 5.3 shows that there were only a small number of 

respondents with experience of countertrade (7%) • Of 

those respondents with export experience, only 6.0% had 

undertaken countertrade. By comparison, a recent study 

of countertrade in New Zealand (Llanes and Miller 1993) 

showed that 8.1% of exporters had countertrade 

experience. The low number of respondents with 

countertrade experience makes comparisons of 

countertraders and non-countertraders unreliable. 

Instead, the analysis focuses on firms' predisposition 

towards countertrade which consists of two measures viz 

16 For comparison purposes, these percentages are based on 
dividing the number of useable responses by the number of 
questionnaires mailed. 
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intent to engage in countertrade and perceptions of 

countertrade. This approach is supported by Llanes and 

Welsh (1995) who argue that a mix of motivations and 

environments will ·result in either a high or a low 

likelihood to participate in countertrade arrangements. 

As explained more fully in Chapter 6, the first of these 

measures is derived from responses to a question which 

asks respondents to check which of a series of 

statements best describes their intention towards 

undertaking countertrade. 

TABLE 5.4: INTENT TO ENGAGE IN COUNTERTRADE 

N % 
Positive 228 31 
Conditional 240 32 
Negative 277 37 

TOTAL 755(a) 100 

(a) number of respondents who answered this question 

The second of these measures (see Chapter 6), is derived 

from a factor analysis of responses to a question which 

asks respondents to indicate the level of their 

agreement with a series of statements as to the 

advantages and disadvantages of countertrade. 

5.2.3.2 Sample Weighting 

Table 5.2 shows the response rate for each stratum in 

the sample. The table indicates that the exporter 
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response rate (total .18) is much higher than for non

exporters (total .10). This is to be expected, given the 

greater interest in the survey that is likely to exist 

among exporters. These response rates are based upon the 

original sampling frame. However due to some 

misclassification of firms, particularly exporters and 

non-exporters, accurate response rate by strata are 

difficult to determine. For example, for small non

exporters, the response rate is inflated by the presence 

of exporters misclassified as non-exporters. Some 

misclassification by size was also present. 

Weighting can be used to compensate for under

representation of certain types of firms in the sample. 

Because only a small number of small non-exporters were 

sent questionnaires, they are under-represented in the 

resulting sample. Therefore in any analysis where this 

under representation may bias the results, a weighting 

factor should be applied to this stratum. In most cases, 

exporters and non-exporters are analysed separately and 

any correction for under representation is not 

necessary. However, a problem arises because of the 

misclassification of firms in the sampling frame. Firms 

incorrectly classified as other than small non-exporters 

when they are actually small non-exporters will be over 

represented in the sample since all of them have been 

mailed a questionnaire instead of 1 in 4. Also firms 

incorrectly classified as small non-exporters when they 
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are in fact not in this stratum are under represented 

because only 1 in 4 were sent a questionnaire. Because 

of this misclassification problem it was decided to 

weight all firms classified as small non-exporters in 

the sampling frame by a weighting factor of 4. 

Table 5.5 shows the number of responses when this 

weighting is taken into account. The weighted responses 

for small non - exporters was three hundred and forty 

seven (347) resulting in a total sample of eight hundred 

and twenty six (826).17 

TABLE 5.5: WEIGHTED RESPONSES 

SIZE OF FIRM Exporters Non Exporters Total 

(No of Employees) N % N % N % 
Small {20-99} 262 32 347 42 609 74 
Medium (100-499) 108 13 69 8 177 21 
Large (500+) 29 4 11 1 40 5 

TOTAL 399 49 427 51 826 100 

17 It is recognised that the weighting of small non 
exporters in this way may effect analysis of resuIts where 
size and export status have an impact, due to the possibility 
of the significance of small non exporters being exaggerated. 
For this reason, a comparison was undertaken of results on 
both a weighted and an unweighted basis. Tables of results 
using the weighting appear in Chapter 6 and Appendix C has 
tables which are unweighted. Comparing the two sets of tables 
reveals that the pattern of results is the same, but that in a 
some instances, the significance is inflated by the weighting. 
In the few cases where the change in the level of significance 
moves to beyond .10 in the case of the unweighted figures, a 
comparison of results is discussed in a footnote or the 
conclusion as to significance, qualified. 
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(5.2.4) QUESTIONNAIRE 

A comprehensive questionnaire (see Appendix D) was 

developed covering many aspects of firms I domestic and 

international marketing activities as well as more 

general organisational characteristics. Also included 

were questions on the nature, extent, form, 

predisposition, attitudes towards and experience with 

countertrade. The variables used in this research came 

from the literature on both internationalisation and 

countertrade, the AUSCORE questionnaire on Australian 

Companies Readiness to Export (Cavusgil, S.T., Barrett, 

N. J. and Wilkinson, I. F. , 1990) (see Appendix E) and 

previous studies of Australian manufacturing firms 

(Layton and Dunphy 1970, Barrett and Wilkinson 1981 and 

Barrett 1986). 

The questionnaire is in six parts. Part A contains a 

number of general questions regarding involvement in 

exporting, manufacturing overseas and countertrade as 

well as attitude to countertrade. Part B relates to the 

products produced, exported, manufactured overseas and 

countertraded. Part C focuses on the problems which 

limit or prevent involvement in international marketing. 

Part D seeks information on the firm's approach to 

management, what causes the firm to export and what 

sources of information on exporting are useful. 

Part E is concerned with the firm's international 

business obj ectives and practices. Part F contains a 
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number of classification questions. A copy of the 

questionnaire is included in Appendix D. 

A pre-test of the questionnaire was conducted. Twenty 

( 20 ) final year part time MBA students (who occupied 

middle to upper management positions) from the 

University of Technology, Sydney were selected for this 

pre-test. The questionnaire was also discussed with this 

group. As a result of the pre-test and the verbal 

feedback, several minor changes were made to the wording 

and structure of the questionnaire. 
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CHAPTER 6 

ANALYSIS OF RESULTS: EXPLANATORY FACTORS, 

INTERNATIONALISATION AND PREDISPOSITION TOWARDS 

COUNTERTRADE 

6.1 INTRODUCTION 

In the following three chapters, the analysis focuses on 

alternative measures of firms' internationalisation and 

alternative measures of predisposition towards 

countertrade and their relationships to explanatory 

variables suggested in the hypotheses and the literature 

review of Chapters 2, 3 and 4. 

Chapter 6 examines the hypotheSised bi-variate 

relationships amongst management and firm 

characteristics and various dimensions of 

internationalisation and countertrade. The structure of 

this chapter is as follows: Firstly, the dimensions of 

internationalisation and the dimensions of 

predisposition towards countertrade that constitute the 

dependent variables are described, and their 

relationships examined. Secondly, the extent to which 

the results support the hypotheses advanced in Chapter 4 

is considered. 
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6.2 MEASURES OF INTERNATIONALISATION AND PREDISPOSITION 

TOWARDS COUNTERTRADE 

The following sections describe the dependent variables 

and their relationships. 

(6.2.1) MEASURES OF INTERNATIONALISATION BEHAVIOUR 

The extent of a firm's internationalisation is likely to 

be reflected in the way it behaves in terms of 

commitment of resources to international operations 

(Barrett 1986, p 151). Internationalisation behaviour is 

measured in three ways in this study: 

Firstly, firms are grouped according to whether, at the 

time of the survey, they were current EXPORTERS (62%) or 

NON-EXPORTERS (38%). The Non-exporter category includes 

firms which had exported previously, but were not doing 

so at the time of the survey. 

Secondly, firms are classified according to five general 

stages of internationalisation. These reflect varying 

degrees of commitment of resources to international 

business. They are 

STAGE 1. NON - EXPORTERS (Never Considered) 


These are firms that have never investigated nor 


discussed the idea of exporting (12% of firms). 
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STAGE 2. NON - EXPORTERS (Considered) 


These are firms that have investigated or 


discussed the idea of exporting but have no export 


experience (12% of firms). 


STAGE 3. NON - CURRENT EXPORTERS 


These are firms with export experience but which 


were not exporting at the time of the survey (14% 


of firms). 


STAGE 4. CURRENT EXPORTERS 


These are firms which were exporting at the time 


of the survey but which had not been involved in 


direct foreign investment (48% of firms). 


STAGE 5. CURRENT EXPORTERS (With Overseas 


Investment Experience) 

These are firms currently involved in exporting 

who have also had experience in some form of 

overseas investment (14% of firms). 

It should be noted that the difference between each form 

of internationalisation as outlined above, is that the 

degree of resource commitment by the firm increases as 

the firm proceeds from one stage to another. 

Thirdly, firms are classified according to the 

proportion of their total sales accounted for by export. 
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Firms have been classified into two groups - those in 

which export sales account for less than 5% of turnover 

(91% of firms) and those in which export sales account 

for at least 5% of turnover (9% of firms). 

(6.2.2) MEASURES OF PREDISPOSITION TOWARDS COUNTERTRADE 

The first measure of predisposition towards countertrade 

is whether the firm has had experience with undertaking 

countertrade. As already pointed out, only six percent 

(i.e. n = 37) of the 570 firms responding to the survey, 

have undertaken countertrade. In some cases this small 

number may result in small cell sizes (i.e n(5) in the 

analysis of this variable in relation to predictor 

variables. In these cases, this measure is not used in 

the analysis. 

The second measure of a firms predisposition towards 

countertrade is whether a firm would be prepared to 

undertake a countertrade transaction. A question was 

asked about the conditions under which the firm would be 

prepared to undertake countertrade. Firms were then 

classified according to three categories of intention to 

engage in countertrade. These are: 

. NEGATIVE INTENTION 

These are firms that would never consider 

engaging in countertrade (31% of respondents). 
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. 	 CONDITIONAL INTENTION 

These are firms that would engage in 

countertrade but only under certain conditions 

or when unavoidable (32% of respondents). 

• 	 POSITIVE INTENTION 

These are firms which view countertrade as 

either a normal condition of doing business in 

some countries or as a marketing tool to gain a 

competitive edge (37% of respondents). 

The third measure of firms' predisposition towards 

countertrade was the degree to which the firm held a 

favourable perception of it. This measure was developed 

on the basis of respondents' level of agreement or 

disagreement with various statements regarding 

countertrade. These statements were derived from 

questions used by Neale, Shipley and Dodds (1990) 

supplemented with i terns drawn from other studies 

commented upon in Chapter 2, Section 5. A factor 

analysis was carried out to identify underlying 

dimensions of managers' perceptions of countertrade 

(Principal Components Analysis with Varimax Rotation). 

Twelve (12) of the fourteen (14) variables were used in 

the analysis. A two factor solution was selected for 

analysis based upon Cattell's Scree Test (Cattell 1965) 

and the interpretability of the resulting factors. The 

factor loadings following varimax rotation are set out 



171 


in Table 6.1. 

TABLE 6.1: PERCEPTIONS OF COUNTERTRADE - Loadings Produced b~ a 
2-Factor Princi~al Factoring with Iterations and Varimax 
Rotation 18 

Statement Factor 1 Factor 2 

1. Allows entry into difficult markets .40 ill 
2. Increases competitiveness of your firm .26 ~ 
3. Increases volume of exports .37 .82 
4. Overcomes currency/exchange problems .37 ~ 
5. Overcomes export credit problems .37 ill 
6. Facilitates locating new supply sources .31 ~ 

8. Negotiations are very time consuming .J!1 .39 
9. Negotiations very complex .80 .36 

10. Difficult disposing goods received .81 .25 
11. Increase cost of doing business .84 ·33 
12. Difficult to value goods countertraded .82 .40 
13. Causes increase in general uncertainty .J!1 .41 

7. Allows disposal of declining products .40 .61 
14. Customer could become a competitor .60 .46 

Alpha for underlined items ~ ~ 

The two factors account for 72.6 percent of the 

variance. 

Factor 1 above, which accounts for 64.1 percent of the 

variance, consists of six statements which load highly 

on it and reflects a perception that countertrade is a 

risk laden activity. Specifically, it is seen as a 

difficult and complex activity, laden with uncertainty 

and not worth the risks entailed. This factor has been 

18 In general, an i tern was included if its loading exceeded .40. 
However, some items load highly on both factors. Including them would tend 
to inflate the correlation between these two measures and reduce the 
discriminant validity. Therefore it was decided to exclude items if the 
difference between the highest loading on a factor and the next highest 
loading of the item on the other factor was .25 or less. The coefficient 
alpha shown in Table 6.1, indicates a high degree of internal reliability 
for the two scales. 
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labelled RISK. 

Factor 2 above, which accounts for 8. 5 percent of the 

variance, consists of six statements which load highly 

on it and reflect a perception that countertrade is a 

rewarding activity. Specifically it is seen as a way of 

overcoming impediments that prevent more common forms of 

international trade taking place and it is also a means 

of boosting overall international trade performance. 

This factor has been labelled REWARD. 

Two other statements (No 7 and 14) load highly on both 

factors and were not included in the composite index so 

as to improve the discriminant validity. The factor 

analysis shows that the reward and risk perceptions 

represent two different dimensions rather than being 

opposite poles of the same underlying dimension. 

Table 6.2 reflects the interrelationships amongst the 

dimensions of predisposition towards countertrade. The 

relationships between the measures of predisposition 

towards countertrade are consistent. Those who are 

positive about engaging in it are more likely to view it 

as an activity which is low in risk and high in reward. 

Also, those who are positive are more likely to have had 

previous countertrade experience. 



TABLE 6.2: RELATIONSHIPS AMONGST DIMENSIONS OF PREDISPOSITION TOWARDS COUNTERTRADE 


COUNTERTRADE COUNTERTRADE 
INVOLVEMENT RISK REWARD EXPERIENCE 

-ve cond +ve 10 hi 10 hi yes no 
% % % % % % % % % 

COUNTERTRADE 
EXPERIENCE (n) (228) (240) (277) (147) (342) (79) (323) 

yes 0 4 9 8 6 7 7 
no 100 96 91 92 94 93 93 

COUNTERTRADE 
INVOLVEMENT (n) (139) (337) (176) (319) (36) (709) 

negative 11 26 29 17 3 32 
condit 30 35 38 29 25 33 
positive 59 39 33 54 72 35 

ATTITUDE
RISK (n) (105) (158) (213) (149) (277) {33} (450) 

10 15 26 38 31 27 36 29 
hi 85 74 62 69 73 64 71 

ATTlTUDE-
REWARD (n) (106) (158) (231) (127) (319) (35) (467) 

10 48 42 25 36 32 34 36 
hi 52 58 75 64 68 66 64 

(bold = p\<.05) 
(* = p\<.10) 
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(6.2.3) RELATIONSHIPS BETWEEN INTERNATIONALISATION AND 

PREDISPOSITION TOWARDS COUNTERTRADE 

Table 6.3 shows the relationships between the dependent 

variables which measure degree of internationalisation 

and the dependent variables which measure predisposition 

towards countertrade. 

An examination of the results in Table 6.3 indicates 

that those who have never considered exporting ( stage 

1), are likely to be negative towards undertaking 

countertrade (possibly due to lack of knowledge about 

it), and see it as high in risk. By contrast, those who 

have considered, but have not commenced export (stage 

2), are more likely to be positive towards countertrade 

and to see it as being low in risk and high in reward. 

Managers of firms which have tried exporting but since 

ceased (stage 3), tend to view countertrade in a 

negative light and see it as being low in reward. Those 

at more advanced stages of internationalisation (stages 

4 and 5) appear to be more likely to undertake 

countertrade only subject to certain conditions, 

possibly because they may have a greater appreciation of 

the risks involved since they are more likely to have 

had some countertrade experience. In support of this, 

firms that have direct foreign investment experience 

(stage 5), are more likely to view countertrade as high 

in risk. Firms with countertrade experience are more 

likely to be at more advanced stages of 
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internationalisation (stages 4 and 5). On this basis, 

the following hypothesis: 

H 1: The greater the degree of 

internationalisation of the firm, the more 

likely it is that the firm has had 

countertrade experience. 

is supported. 

The results also indicate that in general, the greater 

the degree of internationalisation, the more likely it 

is that the firm would undertake countertrade subject to 

certain conditions. In view of this, the following 

hypothesis: 

H 2: The greater the degree of 

internationalisation of the firm, the more 

likely the firm would have positive intentions 

towards engaging in countertrade. 

is partially supported. 



TABLE 6.3: RELATIONSHIPS BETWEEN INTERNATIONALISATION AND PREDISPOSITION TOWARDS COUNTERTRADE 


INTERNATIONALISATION MEASURES 

Export Status 
X NX 

Internationalisation Stage 
1 2 3 4 5 

Export Volume 
<5% >/5% 

COUNTERTRADE 
MEASURES 

% % % % % % % % % 

Countertrade 
Experience 

yes 
no 

(n) (511) 
6 

94 

(315) 
2 

98 

(97) 
4 

96 

(100) 
1 

99 

(118) 
2 

98 

(398) 
6 

94 

(113)* 
7 

93 

(498) 
5 

95 

(47) 
15 
85 

Countertrade 
Involvement 

negative 
condit 
positive 

(n) (473 ) ( 272 ) 
28 35 
37 24 
35 41 

(74 ) 
44 
34 
22 

(88) 
19 
16 
65 

(110) 
41 
24 
35 

(374) 
27 
36 
37 

(99) 
34 
41 
25 

(467) 
32 
34 
34 

(43)
26 
37 
37 

Attitude-
Risk 

10 
hi 

(n) (308) 
27 
73 

(175) 
33 
67 

(36) 
8 

92 

(65) 
51 
49 

(74) 
30 
70 

(245) 
30 
70 

(63) 
14 
86 

(303) 
29 
71 

(30) 
30 
70 

Attitude-
Reward 

10 
hi 

(bold = p\<.05) 
(* = p\<.10) 

(n) (307) 
34 
66 

(195) 
38 
62 

{47} 
38 
62 

(75)
24 
76 

(73) 
52 
48 

(246) 
34 
66 

(61) 
36 
64 

(299) 
39 
61 

(31) 
32 
68 
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From the above, it appears that the perceived risks of 

engaging in countertrade are not consistent from one 

stage of internationalisation to another. For example, 

firms at stages 1 and 5, both perceive countertrade as 

being high in risk. There is no significant difference 

between exporters and non exporters. Therefore, the 

following hypothesis: 

H 3. The greater the degree of 

internationalisation of the firm, the lesser the 

perceived risks of engaging in countertrade. 

is not supported. 

From the above, it also appears that the perceived 

rewards of engaging in countertrade are not consistent 

from one stage of internationalisation to another. For 

example, firms at stages 2 and 4, both perceive 

countertrade as being high in reward. There is no 

significant difference between exporters and non 

exporters. Therefore, the following hypothesis: 

H 4. The greater the degree of 

internationalisation of the firm, the greater 

the perceived rewards of engaging in 

countertrade. 

also is not supported. 
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(6.2.4) SUMMARY 

In the foregoing, a number of dependent variables which 

measure both degree of internationalisation and 

predisposition towards countertrade have been 

identified. When these are compared, there appears to be 

no relationship between measures of internationalisation 

and perceptions of countertrade (i.e. being a risk laden 

or rewarding activity). There is however a relationship 

between export status and intent to countertrade and 

with internationalisation stages, there is a 

relationship with engaging in countertrade subject to 

conditions. From the above, there appears to be partial 

evidence to support a relationship between 

internationalisation and countertrade. 
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6.3 RELATIONSHIPS BETWEEN DEPENDENT AND EXPLANATORY 

VARIABLES - MANAGEMENT CHARACTERISTICS 

The first stage of the analysis involves examining the 

relationships between the dependent variables measuring 

both the degree of internationalisation and 

predisposition towards countertrade and the explanatory 

variables discussed in Chapter 4 Section 4.1. On the 

basis of the discussion in Chapter 4, there appear to be 

a number of management characteristics related to 

internationalisation which may also help explain 

predisposition towards countertrade. These 

characteristics are the personal characteristics of 

managers, their international knowledge and experience, 

their planning orientation, their decision making style, 

their approach to developing international business and 

relationship formation. 

(6.3.1) PERSONAL CHARACTERISTICS 

The personal characteristics relate to the three most 

senior operating executives in the firm. According to 

the literature, several characteristics which reflect 

the background and international experience of managers, 

are related to the degree of firms' 

internationalisation. These are age, country of birth, 

time spent living overseas, number of business trips 

overseas and education level. The relationships between 

these characteristics, degree of internationalisation 
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TABLE 6.4 MANAGEMENT CHARACTERISTICS - PERSONAL 
DlTEllllATl:C-JlJ ISJlTmII JIUSIIBES c:ouaf'Eiti'ICADE IIEIISURES 

Export Internationalisation Export Countertrade Countertrade 
Status Stage Volume Intent Risk Reward Experience 

% % % % % % % % % % % % % % % % % % % 
TOTAL X NX 1 2 3 4 5 <5% > /5% -ve cond +ve 10 hi 10 hi Yes No 

Peracmal 
AGE (n) 803 407 306 92 100 114 389 108 486 45 220235 269 139 333 176 314 36 767 

none <50 6 8 2 7 - 1 5 18 7 7 7 4 5 4 6 6 3 6 6 
1/3 <50 16 17 15 16 5 21 19 13 19 9 19 21 10 12 15 19 10 25 16 
1/2+ <50 78 75 83 77 95 78 78 69 74 84 74 75 85 84 79 75 87 69 78 

BIRTHPLACE (n) 802 496 306 92 100 114 389 107 485 45 220 235 268 129 332 176 313* 35 767 
none Aus 9 15 13 12 12 16 7 3 7 7 10 6 7 13 6 10 7 6 9 
1/3 Aus 17 19 15 12 24 9 17 24 18 11 12 16 22 15 19 13 21 20 17 
1/2+ Aus 74 76 72 76 64 75 76 73 75 82 78 78 71 72 75 77 72 74 74 

LIVED 
OVERSEAS (n) 803 497 306 92 100 114 389 108 456 45 220 235 269 139 333* 176 314 36 767 

none 43 37 52 73 30 55 40 28 39 33 56 46 27 31 42 44 35 39 43 
1/3 26 29 22 11 34 20 26 36 29 20 17 25 34 27 26 27 30 25 26 
1/2+ 31 34 26 16 36 25 34 36 32 47 27 29 39 42 32 29 35 36 31 

OVERSEAS 
TRIPS (n) 803 497 306 92 100 114 389 108 486 45 220 235 269 139 333* 176 314 36 767 

none 26 12 49 67 47 36 14 4 15 7 33 17 20 22 20 27 21 27 
1/3 >/5 26 24 29 11 38 37 24 23 26 13 21 29 33 37 28 25 31 22 27 
1/2+ >/5 48 64 21 22 15 27 61 73 59 80 46 54 47 42 52 48 58 78 46 

TERTIARY 
EDUCATION (n) 803 497 306 92 100 114 389 108 486 45 220 235 269 139 333 176 314 36 767 

none 25 17 38 59 24 34 19 10 18 20 34 22 18 18 23 21 22 17 26 
1/3 24 20 31 17 53 22 19 21 61 69 20 19 32 28 25 30 29 19 24 
1/2+ 51 63 31. 24 33 « 62 69 62 82 46 59 SO 54 52 49 49 64 50 

(Bold = p\<.05) 
( * = p\<.10) 
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and predisposition towards countertrade , as they apply 

to the three most senior operating executives, are shown 

in Table 6.4. The following conclusions are based on 

these results. 

6.3.1.1 Age 

Exporting firms (75%) are less likely than non exporting 

firms (83%) to have a majority of senior operating 

executives under 50 years of age. There is no clear 

relationship between age and stage of the firm's 

internationalisation, although there is some evidence 

that non exporters who have considered but not 

undertaken exporting have a higher proportion of younger 

senior executives. Overall the findings are inconsistent 

with those of Pinney (1970) and Barrett (1986) who found 

there to be some evidence for younger executives to 

occupy more senior positions with highly 

internationalised firms. 

When countertrade behaviour is considered, firms with a 

positive intent to engage in countertrade, are more 

likely to have a majority of senior operating executives 

under the age of 50 (85%) than firms whose attitude is 

negative (74%) or conditional (75%). Firms who consider 

countertrade to be a rewarding activity (87%) are also 

more likely to employ a majority of younger senior 

operating executives compared with those which view it 

as being a low reward activity (75%). 
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6.3.1.2 Place of Birth 

Whereas 76% of exporters had half or more of their 

senior operating executives born in Australia, this 

figure dropped to 72% among non exporters. When stages 

of internationalisation are considered, the same holds 

true apart from non exporters who have considered but 

not commenced exporting - this group has the highest 

level of senior operating executives born overseas. 

Overall the findings are not consistent with those of 

Simmons and Smith (1968) and Barrett (1986) who found a 

strong relationship between executives being born 

overseas and extent of firms' internationalisation. 

When measures of predisposition towards countertrade are 

examined, it appears that those firms which have a 

positive intent to engage in countertrade are more 

likely to have a majority of their senior operating 

executives born outside Australia (29%) compared with 

firms which viewed countertrade as negative (22%) or 

conditional (22%). There are also indications that firms 

with fewer senior operating executives born in Australia 

may consider countertrade as being less risky ( 28% 

compared with 25%) .19 

19 With both these measures, although the trend is the 
same for both weighted and unweighted sets of figures, the 
unweighted figures are no longer significant. 
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6.3.1.3 Time Spent Living Overseas 

Overall, 57% of firms in the sample have had at least 

one senior operating executive who has lived overseas 

for a year or more. Exporting firms are more likely to 

have senior executives who have lived abroad (63%) 

compared to non exporting firms (48%) and the more 

internationalised the firm, the more likely it is that 

their senior executives will have lived overseas 

(increases from 37% at stage 1 to 72% at stage 5). 

However, non exporting firms which have considered but 

not commenced exporting also tend to have more senior 

executives who have lived overseas. The above supports 

the findings of Langsdon and Teas (1976) and Barrett 

(1986) who also found some support for this proposition. 

As far as countertrade is concerned, firms which view it 

as being low in risk are more likely to have senior 

operating executives who have lived abroad (67%) than 

firms which consider it high in risk (59%). Also, firms 

which are positive towards undertaking countertrade, are 

more likely to have senior operating executives who have 

lived abroad (73%) compared to firms whose approach is 

negative (44%) or conditional (54%). 

6.3.1.4 Business Trips Overseas 

The study found that senior operating executives 

employed by exporting firms make more overseas trips 

than do senior operating executives in non-exporting 
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firms. Whereas with exporting firms, only 12% senior 

executives had not made at least 5 overseas trips in the 

last three years, this figure rose to 49% in the case of 

non exporting firms. The number of overseas trips 

increases as the stage of internationalisation increases 

and as firms' dependency on exports (i.e. greater 

percentage of turnover due to exports), rises. In the 

case of firms whose exports accounted for at least 5% of 

turnover, 80% had at least half of their most senior 

operating executives who made 5 or more overseas trips 

in the last three years. This supports the findings of 

Simmons and Smith (1968) and Barrett (1986). 

It was also found that senior executives of firms with 

countertrade experience make more overseas trips than is 

the case with firms which have not countertraded. Firms 

whose approach to engaging in countertrade is negative, 

are less likely to have senior executives making 

overseas trips (33% had no senior executives who made at 

least 5 trips in three years compared with 20% for firms 

which were positive and 17% for firms which would engage 

in countertrade subject to conditions). As far as 

attitude to countertrade goes, firms whose senior 

executives undertake the most overseas trips, seem to 

view countertrade as higher in risk. 

6.3.1.5 Tertiary Education 

A strong relationship was found between education levels 
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of senior operating executives and degree of firms' 

internationalisation. Exporting firms are more likely to 

have senior operating executives with tertiary 

qualifications than non-exporting firms (63% of 

exporting firms had half their senior executives with 

tertiary qualifications compared to 31% for non 

exporting firms) and the more advanced the 

internationalisation stage attained by the firm, the 

more likely it is that their senior executives will have 

some tertiary education (whereas at stage 1, only 24% of 

firms had at least half their senior executives with 

tertiary qualifications, whereas it was 65% at stage 5). 

This is consistent with the findings of Simpson and 

Kuwaja (1974) and Barrett (1986). 

Firms which are negative towards engaging in 

countertrade, are more likely to have fewer senior 

executives with tertiary qualifications (34% compared to 

18% for those which were positive and 22% for those 

firms which would undertake countertrade subject to 

conditions). 

6.3.1.6 Summary 

Table 6.4 shows the relationships between the dependent 

variables of degree of internationalisation and 

predisposition towards countertrade and the predictor 

variables relating to the personal characteristics of 

senior operating executives. Although senior operating 
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executives of firms exhibiting greater degrees of 

internationalisation tend to be older and born in 

Australia, they also tend to be better educated and have 

had greater degrees of international exposure as 

measured by having lived abroad and the number of 

overseas business trips made. Overall, concerning 

predisposition towards countertrade, firms which are 

favourably disposed not only tend to have senior 

executives who are better educated, have lived overseas 

and who make frequent trips overseas, but also senior 

operating executives who are younger. These findings 

with respect to countertrade, support similar findings 

by Bates (1986) and Forker (1992). The following 

hypothesis is supported: 

H 5. Firms whose managers are favourably 

predisposed towards countertrade, tend to have 

senior operating executives who are younger, 

better educated and who have had greater 

international exposure. 

(6.3.2) KNOWLEDGE AND EXPERIENCE 

The relationship between this characteristic, 

internationalisation and predisposition towards 

countertrade, was explored in terms of the extent to 

which managers and staff involved in international 

business are both knowledgeable about foreign customs 

and business practices and have had previous 
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international transactions experience. In the 

literature, such knowledge was found to be related to 

the degree of internationalisation attained by the firm 

(Johanson et al 1976; Reid 1981). Table 6.5 provides 

detail of the findings of the present study. 

6.3.2.1 Knowledge of Foreign Cultures and Business 

Customs 

Exporters are more likely to have staff with an adequate 

knowledge of some foreign cultures and business customs 

(94%) than non exporters (71%). The percentage of firms 

without any staff possessing such knowledge diminishes 

with increasing degrees of internationalisation. This 

supports the findings of Shoham and Albaum (1995) in 

their examination of cultural distance and perceived 

importance of export barriers. 

As far as predisposition towards countertrade is 

concerned, there was some indication that firms which 

were positive were more likely to have staff with an 

adequate knowledge of some foreign cultures and business 

customs (92%) than those whose approach was negative 

(85%) or conditional (83%). Also, in cases where 

countertrade is perceived as being low in risk, there is 

some indication that firms are likely to have more staff 

with an adequate knowledge (93%) as opposed to firms 

where countertrade is considered to be high in risk 

(85%) • 



TABLE 6.S MANAGEMENT CHARACTERISTICS KNOWLEDGE AND EXPERIENCE 

IJITERIUI.TJ:OIOlLlSIl'l'IOB IIEBSURES COOBTElttl<UB MDSURES 
Export Internationalisation Export Countertrade Countertrade 
Status Stage Volume Intent Risk Reward Experience 

% % % % % % % % % % % % % % % % % % % 
TOTAL X NX 1 2 3 4 5 <5% >/5% -ve cond +ve 10 hi 10 hi Yes No 

Inavledge 
CULTURE/CUSTOMS 

(n) 801 493 308 92 99 117 380 113 481 46 219 239 265 139 300* 175 312 35 766 
most 24 26 21 12 23 26 27 23 26 33 25 26 23 27 24 18 23 26 24 
some 61 68 50 29 59 58 65 77 67 65 60 57 69 66 61 66 65 63 61 
none 15 6 29 59 18 16 8 7 2 15 17 8 7 15 16 12 11 15 

Experience 
INTERNATIONAL TRANSACTIONS 

(n) 802 493 309 92 99 118 380 113 481 46 220 239 265 139 230 175 312 35 767 
none 15 5 31 51 30 17 6 3 6 4 22 12 10 10 11 12 14 3 16 
limited 38 37 41 31 40 52 39 29 38 15 32 38 44 41 37 37 40 14 40 
adequate 32 38 21 16 21 24 35 50 39 37 35 33 30 27 35 36 28 40 31 
extensive 15 20 7 2 9 7 20 18 17 44 11 17 16 27 17 15 18 43 13 

(Bold "'P \<.05) 
( * ~p \<.10) 
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6.3.2.2 International Transactions Experience 

The percentage of staff whose previous exposure to 

international business transactions was considered 

adequate, is greater for exporting (58%) than for non 

exporting firms (28%) • The same is true for firms at 

more advanced stages of internationalisation (from 18% 

at stage 1 to 68% at stage 5) and for firms which are 

more dependent on exports for turnover (from 58% where 

exports accounted for less than 5% of turnover, to 83% 

where exports accounted for 5% of turnover or more). 

Concerning measures of predisposition towards 

countertrade, firms with experience of countertrade are 

much more likely to have staff with adequate 

international transactions experience ( 83% compared to 

44% for firms without countertrade experience). Also, 

those firms which are negative towards countertrade, are 

more likely to have staff without international business 

transactions experience (22%) than firms which are 

positive towards countertrade (10%) or which would 

undertake countertrade subject to conditions (12%). 

6.3.2.3 Summary 

Table 6.S shows the relationships between the dependent 

variables related to internationalisation and 

countertrade and the international knowledge and 

experience characteristics of managers. Overall, there 

is evidence of a relationship between being favourably 
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predisposed towards countertrade and managers' 

experience with international transactions. To a lesser 

extent, a similar relationship applies as far as 

knowledge of foreign cultures and business customs is 

concerned. Therefore the following hypothesis is 

partially supported. 

H 6. Firms whose managers are favourably 

predisposed towards countertrade, are 

more likely to have staff who are knowledgeable 

and experienced as to foreign cultures and 

business customs. 

(6.3.3) PLANNING ORIENTATION 

One aspect of decision making style is that of planning 

orientation. The planning characteristics of management 

which according to the literature are related to various 

measures of internationalisation mat also be related to 

predisposition towards countertrade. The planning 

characteristics considered are: whether the firm has 

written plans, the period such plans cover, whether the 

firm prepares specific export plans and finally, whether 

the firm sets goals to be achieved. A strong 

relationship between planning and internationalisation 

was found by Barrett (1986), Burton and Schlegelmilch 

(1987), Cavusgil and Naor (1987) and Diamantopoulos and 

Inglis (1988). 



191 


6.3.3.1 Written Plans 

The managers in exporting firms ( 67%) are more likely 

than managers in non exporting firms (46%) to prepare 

written plans. Furthermore, apart from firms whose 

managers have considered but not engaged in exporting, 

managers in firms at more advanced levels of 

internationalisation are more likely to prepare written 

plans (35% at stage 1 compared to 28% at stage 5). 

Regarding intent to engage in countertrade, firms which 

indicated a conditional approach towards undertaking 

countertrade (66%) are more likely to have managers who 

draw up written plans than those whose approach is 

negative (53%) or positive (57%). Firms with 

countertrade experience (84%) are much more likely to 

have managers who prepare written plans than those 

without such experience (58%). 
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TABLE 6.6 MANAGEMENT CHARACTERISTICS PLANNING ORIENTATION 

llITEIlImTl:otmLXS&T:I~ lIDSUJlIlS <XJU8TERJ"DDE tmBSIJRES 
Export Internationalisation Export Countertrade Countertrade 
status Stage Volume Intent Risk Reward Experience 

% % % % % % % % % % % % % % % % % % % 
TOTAL X NX 1 2 3 4 5 <5% >/5% -ve cond +ve 10 hi 10 hi Yes No 

Plamrl.ng 
WRITTEN PLANS 

(n) 801 490 311 93 100 118 380 110 478 46 220 238 2M 140 328 176 310 32 769 
yes 59 67 46 35 60 41 65 72 65 67 53 66 57 62 66 58 63 84 58 
no 41 33 54 65 40 59 35 28 35 33 47 34 43 38 34 42 37 16 42 

LENGTH OF PLANS 
(n) 457 317 140 37 56 47 244 73 306 27 112 153 148 83 205 104 179 27 430 

short 14 12 18 16 16 21 11 14 12 7 15 13 13 11 17 14 16 11 14 
medium 52 52 54 32 70 51 48 M 54 45 63 50 46 57 50 46 51 41 53 
long 34 20 28 51 14 28 oil 22 34 48 22 37 41 32 33 40 33 48 33 

EXPORT PLANS 
(n) 799 491308 93 99 116378113 479 46 220 237 263* 139 328 175 310 35 7M 

yes 28 39 9 7 8 10 36 50 35 67 26 35 27 29 34 27 33 63 26 
no 72 61 91 93 92 90 M 50 65 33 74 65 73 71 66 73 67 37 14 

GOAL SETTING 
(n) 782 482300 93 96 111373 109 473 42 213 228 261 136 318 173 299 33 749 

yes 75 80 67 40 83 75 78 86 79 83 76 73 76 77 79 78 80 82 75 
no 25 20 33 60 17 25 22 14 21 17 24 27 24 23 21 22 20 18 25 

(Bold = p\<.05) 
( * = p\<.lO) 
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6.3.3.2 Length of Plans 

When exporters and non exporters are compared, there is 

no significant difference. When firms at various stages 

of internationalisation are considered, there does not 

appear to be a meaningful relationship between stages of 

internationalisation and length of plans, although there 

is some evidence to suggest that stage 1 firms are less 

likely to develop medium length and more likely to 

develop long term plans than firms at other stages. 20 

This differs from the findings of Barrett (1986) who 

found limited support for a relationship between length 

of plans and degree of internationalisation. 

As far as approach to countertrade is concerned, those 

who are positive (41%) and those who would undertake it 

subj ect to conditions ( 37% ) are more likely to have 

managers draw up long term plans than those who are 

negative (22%).210verall, whilst the above points to 

lack of any meaningful relationship between the length 

of written plans and degree of internationalisation, 

there is a relationship with intent to engage in 

countertrade. 

20 Perhaps this may in part be influenced by the smaller 
number of weighted responses to this question (471). 

21 When the unweighted figures are considered, this 
relationship is not significant. 
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6.3.3.3 Export Plans 

As might be expected, there is a strong relationship 

between firms whose executives prepare written plans for 

export and the degree of firms' internationalisation. 

The tendency to prepare export plans increases with the 

degree of internationalisation (from 7% at stage 1 to 

50% at stage 5) , and with dependence on exports for 

turnover. This supports the findings of Barrett (1986). 

As far as measures of predisposition towards 

countertrade are concerned, firms with countertrade 

experience (63%) are more likely than firms without 

countertrade experience (26%), to have managers who 

prepare written plans for export. Also firms whose 

intention to engage in countertrade is subject to 

conditions (35%), appear somewhat more likely to draw up 

export plans than firms that are negative (26%) or 

positive (27%). 

6.3.3.4 Goal Setting. 

Managers in exporting firms (80%) are more likely to set 

specific goals than those in non-exporting firms (67%). 

Firms having no interest in exporting are less likely to 

set specific goals than those at more advanced stages of 

internationalisation. With respect to countertrade, the 

relationship between engaging in countertrade and the 

setting of goals is not significant. 
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6.3.3.5 Summary 

Table 6.6 shows the relationships between the dependent 

variables (degree of internationalisation and 

predisposition towards countertrade) and the planning 

characteristics of managers. 

Four measures of planning orientation were" employed and 

all except length of the time period for which plans 

were prepared, are related to the degree of firms' 

internationalisation. 

With approach to countertrade, the three specific 

planning measures relate but the goal setting measure 

did not. In general, those who plan are more likely to 

be favourably predisposed to countertrade. On this 

basis, there is limited support for the hypothesis 

H 7. Firms whose managers are favourably 

predisposed towards countertrade, are more 

likely to adopt a planned approach to 

international business. 

(6.3.4) DECISION MAKING STYLE 

One aspect to be explored is whether decision making 

tends to be reactive or proactive. A proactive approach 

involves a planned pursuit of strategies whereas a 

reactive approach suggests opportunism. 
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In order to establish the factors underlying managers I 

decision making in pursuit of international marketing 

opportunities, a factor analysis was undertaken using 

ten variables. Respondents were asked to indicate the 

extent of their agreement or disagreement with a series 

of statements outlining a variety of possible objectives 

firms might have in pursuing international 

opportunities. A two factor solution was selected for 

analysis based upon Cattell's Scree-test (Cattell 1965) 

and factor interpretability. The factor loadings from 

the varimax rotated factor procedure are presented in 

Table 6.7. The two factors account for 53.8 percent of 

the variance. 

Factor 1 which accounts for 40.1 percent of the 

variance, contains six statements which load highly on 

it and reflect a planned and proactive approach to 

taking advantage of international marketing 

opportunities. This factor has been labelled STRATEGIC 

APPROACH. 
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TABLE 6.7: STRATEGIC APPROACH TO INTERNATIONAL BUSINESS 
Loadings Produced by a 2-Factor PrinciQal Factoring with 
Iterations and Varimax Rotation 

Statement Factor Factor 

1 2 

4. Contribute to long term expansion .81 .11 
5· Enhance competitiveness via knowledge ill .22 
6. Extend life cycle of products 	 £ .32 
8. Reduce risk by market diversification M .31 
9. Exploit unique technology 	 ~ .05 

10. Improve return on investment 	 .82 .14 

1. Dispose of excess production 	 .25 .60 
2. Export by filling unsolicited orders -.04 .78 
3. Stabilise seasonal fluctuations .18 .81 
7. 	 Supplement domestic sales .30 .46 

Alfa for underlined items .82 .64 

Factor 2 above, which accounts for 13.7 percent of the 

variance, contains four statements which load highly on 

it and reflect an unplanned and reactive approach 

towards taking advantage of international marketing 

opportunities. This factor has been labelled 

OPPORTUNISTIC APPROACH. 

Table 6.8, shows that firms which are more 

internationalised are more likely to have managers who 

adopt a strategic approach than firms which are less 

internationalised. Such firms are more likely to be 

exporters (mean 1.49) than non exporters (mean 1.32). 



TABLE 6.8 MANAGEMENT CHARACTERISTICS - STRATEGIC APPROACH; OPPORTUNISTIC APPROACH 

IJITEllImTI.....x ISATIc.I IIEASURES <XJUftER'tUDIt IIEASURES 
Export Internationalisation Export Countertrade Countertrade 
Status Stage Volume Intent Risk Reward Experience 

TOTAL X NX 1 2 3 4 5 <5% ) /5% -ve cond +Ve 10 hi la hi Yes No 
STRATEGIC/OPPORTUNISTIC 
APPROACH 
{il Strategic 

(N) 736 484 252 54 94 104 372 112 472 46 185 233 261 140 327 171 305 35 701 
(Mean) 1.43 1.49 1.32 1.17 1.38 1.35 1.49 1.51 1.47 1.52 1.36 1.45 1.51 1.47 1.46 1.36 1.54 1.51 1.43 

(ii) opportunistic 
(N) 711 475 236 49 89 98 365 110 462 43* 176 220 257 232 211* 351 106 34 677 

(Mean) 1.07 1.07 1.07 1.08 1.09 1.04 1.07 1.05 1.07 1.00 1.07 1.02 1.11 1.08 1.03 1.07 1.06 1.06 1.07 
(1101.4 '"' p\<.05) 
(* • p\<.lO) 
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Firms which are positive towards countertrade (mean 

1.51) are more likely to have managers who have a 

strategic orientation than firms which are negative 

(mean 1.36) or conditional (mean 1.45) and likewise, 

firms which are conditional in attitude are more likely 

to have managers with a strategic orientation than firms 

which are negative towards countertrade. Also, those 

that see countertrade as being high in reward (mean 

1.54) are more likely to have managers with a strategic 

orientation than those that see countertrade as low in 

reward (mean 1.36). 

Aart from an indication that firms whose managers are 

opportunistic are not as likely to be dependent on 

exports for turnover, there is no relationship between 

degree of internationalisation and firms whose managers 

pursue an opportunistic approach to international 

business. Concerning approach to countertrade, firms 

which would engage in countertrade subject to conditions 

(mean 1.02) are less likely to pursue an opportunistic 

approach than those who view countertrade in either a 

positive (mean 1.11) or a negative (mean 1.07) light. 

Furthermore, firms which see countertrade as being low 

in risk (mean 1.08 low risk: mean 1.02 high risk) are 

slightly more likely to have managers who adopt an 

opportunistic towards international business. 

Based on the above, the following hypothesis is 

supported: 
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H 8. Firms whose managers are favourably 

predisposed towards countertrade, are more 

likely to exhibit a strategic approach towards 

international business. 

whilst the following hypothesis 

H 9. Firms whose managers are favourably 

predisposed towards countertrade, are less 

likely to exhibit an opportunistic approach 

towards international business. 

is not supported. 

(6.3.5) APPROACH TO DEVELOPING BUSINESS OVERSEAS 

In order to explore the approach of managers towards 

developing international business, a number of 

statements were included in the questionnaire which 

described various approaches which might be adopted when 

evaluating international business opportunities. 

So as to determine the underlying dimensions of 

managements' approach to international business, factor 

analysis was undertaken using twenty one (21) variables 

representing different approaches of management as far 

as international business is concerned. Respondents were 

asked to indicate the extent of their agreement or 

disagreement with each of the approaches listed. A four 
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factor solution was selected for analysis based upon 

Cattell's Scree-test (Catte11 1965) and factor 

interpretability. The factor loadings from the varimax 

rotated factor procedure are shown in Table 6.9. The 

four factors accounted for 52.5 percent of the variance. 

Factor 1 which accounted for 25.6 percent of the 

variance, contains six statements which load highly on 

it and are items associated with a committed attitude to 

developing overseas business. This factor has been 

labelled COMMITMENT. 

Factor 2 which accounted for ~12.3 percent of the 

variance, contains six statements which load highly on 

it and are items associated with a focus on production 

and the achievement of high quality standards. This 

factor has been labelled PRODUCT/QUALITY FOCUS. This 

factor of product and quality focus is made up of 

answers to questions as to whether the firm continually 

developed new products; regularly found out from 

customers what new products they would like; had strict 

inventory control procedures; sought technology 

advances; and placed importance on quality control. 

Factor 3 which accounts for 7.9 percent of the variance, 

contains five statements which load highly on it and 

reflect that management is conscious of the need for 

formal marketing activities as a prerequisite for 
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profitability. This factor has been labelled MARKETING 

ORIENTATION. This factor of marketing orientation is 

made up of answers to questions as to whether the firm 

was a marketing oriented company; whether the executives 

regularly collect data on the market; whether the firm 

had a formal marketing plan; and whether it gives 

priority to profitability. 

TABLE 6.9: MANAGERIAL APPROACH TO DEVELOPING BUSINESS OVERSEAS 
Loadings Produced by a 4-Factor Principal Factoring with 
Iterations and Varimax Rotation 

F F F F 
ITEMS 1 2 3 4 

5. 	Priority to profitability -.18 -.02 .62 .22 
6. 	Sales at expense of profit(R) .12 .20 -~ -.12 

16. 	Strongly marketing oriented .35 .38 .48 -.30 
17. 	Regularly collect market data .31 .39 ~ -.20 
18. 	Formal marketing plan important .26 .48 .:.5J.. -.10 

1. 	Developing new products .11 M .16 -.23 
2. 	Seek new product ideas .18 .14 -.09~ 
3. 	Established production control 

systems .09 ~ -.08 .18 
4. 	Seek technological advances -.06 .02 -.04~ 

20. 	Quality control important .07 .62 .05 .11 
21. 	Measure cost of quality control .06 ..0.l:. -.17 .15 

7. 	 Reservations re international 
markets -.26 08 .02 ~ 

8. 	Exporting limited to Aust 
middlemen .26 -.01 .08 M 

12. 	Exporting only as sporadic 
activity .18 .00 .01 .J!± 

9. 	Funds available to develop 
overseas markets ..J!i .24 -.06 .01 

10. 	Senior executive will spend 10% 
time developing overseas business .J!3. .03 .05 -.12 

11. 	Overseas markets developed on a 
planned basis .Jt5. .07 .10 .04 

13. 	Overseas opportunities via research~ .15 .16 .08 
14. 	Accept lower export profit short 

term .&l .08 -.16 .25 
15. 	Establish long term overseas 

relationships .86 .08 -.01 .00 
19. 	Always looking for new markets .23 .53 .44 -.14 

Alpha for underlined items ~ .JS! ill .J5. 
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Factor 4 above, which accounts for 6 . 7 percent of the 

variance, contains three statements which load highly on 

it and are indicative of a negative or unenthusiastic 

attitude towards becoming involved in international 

business. This factor has been labelled DOMESTIC 

ORIENTATION. Due to the low reliability rating for this 

factor, it will not be used in subsequent analysis. 

One other statement (No 19) loaded highly on two factors 

and was not included in any of the composite indices so 

as to improve the discriminant validity. 

These dimensions of marketing orientation and 

product/quality were examined in relation to measures of 

internationalisation and predisposition towards 

countertrade. 

Overall, as shown in Table 6.10, there appears to be an 

indication that firms that are more internationalised 

are more likely to have managers with a marketing 

orientation than is the case with firms that are less 

internationalised. This is reflected in the stage of 

internationalisation the firm, as the more advanced the 

stage attained, the greater the likelihood that its 

executives have a marketing orientation (mean of 1.26 at 

stage 1; mean of 1.41 at stage 5). 
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TABLE 6.10 MANAGEMENT CHARACTERISTICS - MARKETING ORIENTATION; PRODUCT/QUALITY FOCUS 
DITERJ(A'UOIIlU.ISA'l'IcaI ~ CXXJIITEItrilADE f'IEaSURES 

Export Internationalisation Export Countertrade Countertrade 
Status Stage Volume Intent Risk Reward Experience 

TOTAL X NX 1 2 3 4 5 <5% ) /5% -ve cond +ve 10 hi 10 hi Yes No 
INTERNATIONAL 
BUSINESS APPROACH 
(1) Marketing 

(N) 748 471 227 77 89 111 364 107 458 45 189 225 262 137 323 162 306 34 714 
(Mean) 1.34 1.36 1.31 1.26 1.44 1.24 1.34 1.41 1.35 1.38 1.28 1.34 1.41 1.42 1.37 1.25 1.42 1.38 1.34 

(ii) Product/Quality 
(N) 767 483 284* 77 95 112 374 109* 474 45 198 230 263 138 331 171 309 35 732 

(Mean) 1. 65 1.67 1. 61 1.55 1.68 1.59 1.67 1.66 1.68 1.51 1.70 1.58 1.70 1. 75 1.69 1.62 1.74 1. 63 1. 65 
(Bol.d = p\<.05) 

(* = p\<.10) 
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With predisposition towards countertrade, managers of 

firms that have a positive intent to engage in 

countertrade, are more likely to have a marketing 

orientation (mean 1.41) than those who are negative 

(mean 1.28) or conditional ( 1.34) • Those managers who 

see countertrade as being high in reward are more likely 

to be marketing oriented (mean 1.41) than those who are 

see countertrade as low in reward (mean 1.25). 

As is shown in Table 6.10, firms which export are more 

likely to have managers with a product/quality focus 

(mean 1.67) than those which do not export (mean 1.61) 

and the same is true for firms which are less dependent 

on exports for turnover «5% mean 1.68; >5% mean 1.51). 

There was some indication also that increasing degrees 

of internationalisation were associated with a 

product/quality orientation (mean 1.55 stage 1; mean 

1.68 stage 5). 

Firms which would undertake countertrade subject to 

conditions were less likely to have managers with a 

product/quality focus (mean 1.58) than firms whose 

managers were positive (mean 1.70) or negative, mean 

( 1.70) • They were also more likely to consider 

countertrade as an activity high (mean 1.74) as opposed 

to low (1.62) in reward. Based on the above, the 

hypothesis: 
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H 10. Firms whose managers are favourably 

predisposed towards countertrade, are more 

likely have a marketing orientation. 

is supported. The hypothesis 

H 11. Firms whose managers are favourably 

predisposed towards countertrade, are more 

likely to have a focus on product/quality 

issues. 

is also supported. 

(6.3.6) RELATIONSHIP FORMATION 

The relationships between degree of 

internationalisation, predisposition towards 

countertrade and willingness to enter into co-operative 

alliances, were explored. The more recent literature on 

internationalisation has focussed on the forming of 

networks and creation of co-operative alliances in order 

to achieve further internationalisation (Johanson and 

Mattsson 1984, Johanson and Vahlne 1991). This aspect is 

measured by whether firms' management seeks to establish 

long term relationships abroad. Table 6.11 shows the 

results of the present study as far as the above 

variable is concerned. 
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TABLE 6.11 MANAGEMENT CHARACTERISTICS RELATIONSHIP FORMATION 

llI"I'EIIImrImDlI ISJrrxa. IIEI!SURES COOJITElr.tRADE IIEIlSURJlS 

Export Internationalisation Export Countertrade Countertrade 
Status Stage Volume Involvement Risk Reward Experience 

TOTAL X NX 1 234 5 <5% >/5% -ve cond +ve 10 hi 10 hi yes no 
RelatiODBhip 
ForaatiOll 
LONG TERM 
RELATIONSHIP 

(N) 766 483 283 73 95 115 376 107 471 46 198 231 263 139 331 172 308 35 731 
(mean) 3.66 4.07 2.97 1.94 3.47 3.21 4.02 4.23 3.16 4.30 3.55 3.74 3.86 3.79 3.81 3.62 3.88 4.17 3.64 

(Bold'" p\<.05) 
(11 E p\<.lO) 
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With internationalisation, firms which exported were 

much more likely to have managers who sought to 

establish long term relationships abroad (mean 4.07) 

than firms which did not export (2.97). Firms at a more 

advanced stage of internationalisation were also more 

likely to have managers who sought to establish such 

relationships ( stage 1 mean 1.94; stage 5 mean 4.23). 

The same is true of firms whose dependence on exports 

for turnover is greater. With predisposition towards 

countertrade, firms with countertrade experience were 

more likely to have managers who pursued long term 

relationships (mean 4. 17 ) than firms without 

countertrade experience (mean 3.64). The same applied to 

firms whose attitude to countertrade was positive (mean 

3.86) compared to those whose attitude was negative 

(mean 3.55) or conditional (3.74), and to firms who see 

countertrade as being high in reward (mean 3.88) rather 

than low in reward (mean 3.62). 

In summary, with the measure of the desire to form long 

term relationships, there is evidence of a strong 

relationship with internationalisation and also with 

predisposition towards countertrade. Therefore the 

following hypothesis 

H 12. Firms whose managers are favourably 

predisposed towards countertrade, place more 

emphasis on developing long term relationships. 
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is supported. 

6.4 RELATIONSHIPS BETWEEN DEPENDENT AND EXPLANATORY 

VARIABLES - FIRMS' CHARACTERISTICS 

On the basis of the discussion in Chapter 4, there 

appear to be a number of firms' characteristics related 

to internationalisation which may also help explain 

predisposition towards countertrade . In the discussion 

which follows, the relationship between the firms' 

characteristics and predisposition towards countertrade 

will be explored. These firms' characteristics are the 

products involved, extent of excess capacity, the 

problems faced by the firm in international business, 

resources applied to international business, the 

technical orientation of the firm, its age and its size. 

(6.4.1) PRODUCTS 

6.4.1.1 Product Category 

As previously mentioned ( Chapter 4, Section 4.4.2.1), 

earlier research was inconclusive as to the relationship 

between the degree of firms' internationalisation and 

the product category. There was in the literature some 

evidence of a relationship between the product category 

and predisposition towards countertrade (Van der Pui1 

1986). Huszagh and Barksdale (1986), found that it was 

commodities and low technology product categories that 

were most frequently countertraded, whereas Lecraw 

(1989), found that countertrade success was greater with 
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high value complex product categories. 

In this study, products were categorised according to 

whether they were foods/primary (foodprim), 

chemicals/petroleum (chempet), textiles/clothing/ 

footwear (TCF) , mining/metals (minmet) , machinery/ 

manufactured goods (machmfg) and building/ 

construction/other (buildcon). Table 6.13, indicates 

that there was no clear pattern between degree of 

internationalisation and product category. Also, there 

was no significant relationship between firms' 

predisposition towards countertrade and products 

categorised in this way. 

6.4.1.2 Characteristics of Products for Export 

A factor analysis was undertaken using sixteen (16) 

variables representing possible characteristics of 

products. Respondents were asked to indicate the extent 

of their agreement or disagreement with a number of 

statements relating to the characteristics of their 

firms' products. A three factor solution was selected 

for analysis based upon Cattell's Scree-test (Catte11 

1965) and factor interpretability. The factor loadings 

from the varimax rotated factor procedure are shown in 

Table 6.12. These factors account for 46.0 percent of 

the variance. 
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Factor 1 which accounts for 25.7 percent of the 

variance, contains seven statements which load highly on 

it and reflect the degree to which a product is 

technically complex and thereby confers competitive 

advantage on the firm. This factor has been labelled 

HIGH TECHNOLOGY PRODUCTS. 

Factor 2 which accounts for 10.7 percent of the 

variance, contains four statements which load highly on 

it and reflect the degree to which the product being 

offered overseas is the same as that offered in 

Australia. This factor has been labelled STANDARDISED 

PRODUCTS. 

Factor 3 which accounts for 9.6 percent of the variance, 

contains three statements which load highly on it and 

relate to problems which might impede their export from 

Australia. This factor has been labelled EXPORTABILITY 

CHARACTERISTICS. 
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TABLE 6.12: CHARACTERISTICS OF PRODUCTS FOR EXPORT 

- Loadings Produced by a 3-Factor Principal Factoring 
with Iterations and Varimax Rotation 

Statement Factor Factor Factor 
1 2 3 

1. Product requires extensive training ~ -.13 .0 
2. Product requires after sales support ~ -.04 .15 
3. Product is versatile .41 .36 .01 
6. Product unique/advanced technically .J5 .13 .09 
7. Production process exclusive to firm M .22 .04 
8. R&D level exceeds industry average ~ .17 .03 

10. Product much better than competitors .61 .35 .05 

5. Increasing demand in Australia .33 M -.06 
9. Price competitive in Australia .05 ~ -.07 

12. Product same as sold domestically .07 ~ .09 
13. Standardised product applicable to -.12 .68 .27 

most overseas markets 

14. Requires Aust export permit .11 .03 .81 
15. Requires special handling .12 .03 .82 
16. Export price higher than in Aust .04 .12 ~ 

4. Bulky/high shipping costs .09 .25 .05 
11. No large investment in inventory .41 .40 .15 

Alpha for underlined items .80 .61 .60 

Of the remaining two statements, No 4 did not load 

highly on any factor and No 11 loaded highly on both 

Factors 1 and 2. Both were excluded from the composite 

index so as to improve the discriminant validity. 

The composite variable of standardised products resulted 

from answers to questions such as whether the product is 

the same as that sold domestically, whether it can be 

sold in most markets without any modification and also 

its competitive situation in Australia (see Table 6.12). 
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TABLE 6.13 FIRMS t CHARACTERISTICS - PRODUCTS and PRODUCTION CHARACTERISTICS 

cou:wrEiti'RADE IIEBSIlRES 

% 

Export 
Status 
% % 

Int

% 

ernationalisation 
Stage 

% % % % 

Export 
Volume 
% % 

Countertrade 
Involvement 

% % % 
Risk 

% % 
Re
% 

ward 
% 

Countertrade 
Experience 

% % 

Products 

Foodprim 
Chempet 
TCF 
Minmet 
Machmfg 
Bui1dcon 

(n) 

TOTAL 

516 
11 
14 
30 

37 
8 

X 

467 
12 
14 
30 

36 
8 

NX 

49 
8 

12 
33 

2 
45 

1 

7 
29 

14 
57 

2 3 

42 
5 

14 
38 

43 

4 

361 
13 
14 
29 

34 
10 

5 

106 
7 

12 
35 

42 
4 

<5% > /5% 

444 41 
9 44 

15 2 
32 17 

36 32 
8 5 

-ve 

134 
13 
12 
31 

38 
6 

cond 

171 
7 

12 
36 

37 
8 

+ve 

175 
15 
15 
25 

1 
36 

8 

10 

82 
13 
11 
34 

39 
3 

hi 

242 
10 
16 
31 

1 
36 

7 

10 

119 
7 

20 
31 
26 
36 

6 

hi 

200 
13 
15 
30 
-1 

35 
6 

yes 

31 
13 
23 
23 

32 
9 

no 

485 
11 
13 
31 

37 
7 

Characteristics 
STANDARDISED 

(n) 
(Mean) 

739 
1.42 

480 259 
1.42 1.40 

66 
1.30 1

93 
.45 

100 368 
1.42 1."5 1.33 

112 472 .... 
1.42 1.24 

195 231 255 
1.32 1."2 1.47 

134 326 
1.42 1.42 

165 
1.33 1.48 

308 31 308 
1.45 1.41 

EXCESS CAPACITY 
(n) 

No 
Yes 

559 
36 
64 

381 
37 
63 

178 
33 
67 

29 
7 

93 

64 
42 
58 

85 
35 
65 

291 
39 
63 

90 
38 
62 

375 
301 
66 

31 
55 
45 

133 
33 
67 

174 
37 
63 

202 
37 
63 

106 
43 
57 

252 
36 
64 

123 
37 
63 

243 
39 
61 

26 
19 
91 

533 
36 
64 

UTILISATION 
OF PLANT 

Low 
Med 
High 

(n) 751 
2 

18 
80 

..74 
3 

17 
80 

277 

21 
79 

76 

5 
95 

90 

26 
701 

111 
1 

28 
71 

372 
2 

19 
79 

102 
3 

11 
86 

..67 
2 

17 
81 

39 
8 

18 
74 

206 22.. 
3 2 

13 12 
Sol 86 

253 
1 

29 
70 

129 
2 

20 
78 

320 
2 

22 
76 

167 
1 

21 
78 

301 
2 

22 
76 

31720 
10 1 
10 19 
80 80 

(Bold = p\<.05) 

( '" = p\<.10) 
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With measures of internationalisation (see Table 6.13), 

there was inconclusive evidence as to whether offering a 

standardised product was related to degree of 

internationalisation. There was however some evidence 

that exporters were slightly more likely to be dealing 

in standardised products than firms engaged in direct 

foreign investment. In addition, the greater the 

dependence on exports for turnover, the less likely the 

firm was to be offering standardised products. 

With measures of predisposition towards countertrade, 

firms whose managers were positive towards undertaking 

it were more likely to offer a standardised product 

(mean 1.47) than firms whose managers were negative 

(mean 1.32) or firms whose managers would only undertake 

countertrade subj ect to conditions (mean 1.42). Also I 

firms whose managers viewed countertrade as being high 

in reward (mean 1.48) as opposed to low in reward (mean 

1.33) were more likely to offer a standardised 

product22 • 

The composite variable of high technology products 

(Factor 1, Table 6.12) included issues such as the 

complexity of the product, its versatility, its 

technological uniqueness, the exclusivity of its 

production process and whether the company R & D level 

exceeded the industry average. 

22 the unweighted results for countertrade intent are not 
significant and for the reward dimension, the unweighted 
results are only significant at the 10% level. 
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Analysis of this composite variable as far as 

internationalisation factors were concerned showed the 

more advanced stage of internationalisation attained, 

the more likely it was that firms would be producers of 

high technology products ( stage 1 mean 1.00; stage 

mean 1.32) (see Table 6.17) • With measures of 

predisposition to countertrade, firms with previous 

countertrade experience were more likely to produce high 

technology products (mean 1.44) than firms which had 

never undertaken countertrade (mean 1.20) (see Table 

6.17). Table 6.13 summarises the relationship between 

standardised products and approach to countertrade. The 

following hypothesis is supported: 

H 13. Firms whose managers are favourably 

predisposed towards countertrade, tend to 

produce standardised products. 

Table 6.13 also summarises the relationship between high 

technology products and approach to countertrade . The 

following hypothesis is partially supported: 

H 14. Firms whose managers are favourably 

predisposed towards countertrade, tend to 

produce high technology products. 

(6.4.2) EXCESS CAPACITY 


Previous research on internationalisation (Reid 1983) 


5 
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found that excess capacity did stimulate 

internationalisation and recent research on countertrade 

(Lecraw 1989 and Neale, Shipley and Dodds 1991) found 

that it was also a reason why firms undertook 

countertrade. Excess capacity was measured in the first 

instance by the desire to dispose of excess products. As 

shown in Table 6.13, apart from firms which were 

dependent on exports being less likely to have excess 

capacity, there was no relationship in the present study 

between internationalisation and excess capacity. With 

predisposition towards countertrade, there is limited 

evidence that firms whose managers are negative towards 

engaging in countertrade (67%) rather than positive 

(63%) or conditional (63%), are more likely to engage in 

international activities in order to dispose of excess 

products. 

The second indication of excess capacity was the level 

of plant utilisation in Australia. With measures of 

internationalisation, there was some indication of an 

inverse relationship with extent of plant utilisation 

(i.e. the more internationalised the firm, the more 

likely it is to have excess capacity). The same applied 

to measures of predisposition towards countertrade. Of 

those firms whose managers were positive towards 

countertrade, 30% had low or medium levels of plant 

utilisation compared to 16% in cases where managers were 

negative and 14% where managers would undertake 
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countertrade subject to conditions. From the above, it 

would appear that the existence of under utilised plant 

was a stimulus to consider becoming involved in 

countertrade. Table 6.13 gives detail of the above. 

On the basis of the above indicators, the following 

hypothesis is supported: 

H 15. Firms whose managers are favourably 

predisposed towards countertrade, tend to have 

excess production capacity. 

(6.4.3) PROBLEMS LIMITING INVOLVEMENT IN INTERNATIONAL 

MARKETING 

In order to determine the underlying dimensions of 

problems that firms encounter in international business, 

factor analysis was undertaken using forty one (41) 

variables representing problems which have limited or 

prevented firms' involvement in international marketing. 

A five factor solution was selected for analysis based 

upon Cattell's Scree-test (Cattell 1965) and factor 

interpretability. These five factors account for 49.2 

percent of the variance. The factor loadings from the 

varimax rotated factor procedure are presented in Table 

6.14. 

Factor 1 (Fl) which accounts for 22 . 6 percent of the 

variance, contains nine statements which load highly on 

it and reflects variables which effect the ability of 



218 


the firm to offer products overseas on a competitive 

basis, especially as far as costs are concerned. This 

factor has been labelled COMPETITIVENESS. 

Factor 2 (F2) which accounts for 10.8 percent of the 

variance, contains nine statements which load highly on 

it and reflects the ability to meet the requirements of 

overseas markets, especially in the areas of knowledge 

and resources. This factor has been labelled EXPORT 

REQUIREMENTS. 

Factor 3 (F3) which accounts for 6.0 percent of the 

variance, contains seven statements which load highly on 

it and reflects the constraints that firms suffer from 

as a result of either their being foreign owned or 

because of the conditions associated with the licensing 

arrangements they have with foreign firms. This factor 

has been labelled FOREIGN CONTROL. 

Factor 4 (F4) which accounts for 5.2 percent of the 

variance, contains six statements which load highly on 

it and reflects the difficulties that firms have in 

servicing overseas markets difficulties related to 

information or management of distribution channels. This 

is because either they cannot make contacts, obtain the 

right information or optimise the effectiveness of the 

agents or distributors they appoint. This factor has 

been labelled SERVICING. 



219 


TABLE 6.14: PROBLEMS LIMITING INVOLVEMENT IN INTERNATIONAL MARKETING 

- Loadings Produced b~ a 5-Factor PrinciRal Factoring 
with Iterations and Varimax Rotation 

Statement 	 F F F F F 
1 2 3 4 5 

4. Inability to match prices overseas ill .07 -.03 .11 .19 
5. Capacity limitations on 	supplying ~ .18 -.00 .25 .26 
6. 	 Better marketing by overseas 

competitors ~ .05 .02 .17 .31 
7. Freight costs 	 .66 .02 -.08 .24 .04 
8. Delivery deadlines 	 .54 .24 .09 .00 .03 

10. Costs of raw materials 	 M .12 -.00 .13 .17 
11. Matching competitor's quality .:..55. .29 .11 .03 -.03 
13· Exchange rate fluctuations ~ .34 -.03 .13 .06 
37. Strong overseas competition ~ .06 .07 .23 .07 

23. Import restrictions overseas .20 M .02 .17 .03 
24. Documentation/quotation problems .04 M -.01 .25 .24 
25. Obtaining export manager 	 .02 .62 .10 .21 .18 
29. Aust standards not accepted .19 .43 .13 .19 .27 
30. 	 Modifying product for overseas 

market .21 .66 .18 .08 -.06 
31. Firm's industrial relations .19 ~ .18 -.10 .05 
33. Staffing overseas branches .02 .62 .21 .01 -.02 
34. 	 Accompanying services to overseas 

buyers .06 M .12 .26 .27 
36. Cultural differences 	 .14 ~ .13 .17 .01 

16. Competing with affiliates .05 .12 ~ .00 .03 
17. Franchise agreements 	 .01 .04 .84 -.03 -.02 
18. Foreign licensing limitations -.05 .28 .61 -.01 .12 
19· Patent restrictions -.00 .27 .:M .05 .06 
20. Parent restrictions 	 .02 .14 ~ -.07 .05 
35. 	 Restrictions by parent on overseas 

plans .07 .06 .BO .08 -.08 
41. 	 Limitation of parent's overseas 

plans .01 .02 .82 .02 -.10 

22. Locating good agents/distributors -.04 .21 -.09 .J.l:. .32 
26. Obtaining overseas buyers .11 .22 -.05 .62 .38 
27. 	 Obtaining overseas market 

information .00 .24 -.08 M .31 
38. Controlling overseas 

distributors/agents .30 .24 .05 .68 -.06 
Performance of overseas39· 

distributors .22 .12 .04 .64 -.08 
40. Servicing overseas buyer 	 .34 ·31 .08 £ -.03 

1. Offering competitive credit terms .24 .06 .03 .12 .64 
2. Working capital to finance export .17 .09 -.09 .00 .82 
3. Finance to expand the business .16 .11 -.10 .02 ~ 
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TABLE 6.14: (continued) PROBLEM:S LIMITING INVOLVEMENT IN 
INTERNATIONAL MARKETING - Loadings Produced b~ a 5-Factor PrinciI!al 
Factoring with Iterations and Varimax Rotation 

Statement 	 F F F F F 
1 2 3 4 5 

9. 	 Lack of continuity in overseas 
orders .47 -.05 .04 .39 .07 

12. Non tariff barriers overseas .40 .40 .06 .05 .10 
14. Scarcity of skilled labour in Aust .39 .22 -.07 -.12 .33 
15. Identifying overseas decision makers.18 .15 .07 .41 .54 
21. Aust products not specified by 

Aust 	consultants/contractors 
overseas .05 .02 .24 .25 .49 

28. Differing overseas standards .25 .42 .07 .31 .07 
32. Industrial relations outside firm .39 .47 .02 .01 .12 

Alpha for underlined items ..JB .80 .88 .82 .81 

http:makers.18
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Factor 5 (F5 ) which accounts for 4. 6 percent of the 

variance, contains three statements which load highly on 

it and reflect the financial constraints firms encounter 

when they wish to expand into the international business 

arena. This factor has been labelled FINANCING PROBLEMS. 

Of the remaining eight statements, No's 9, 12, 15 and 32 

load highly on two factors, No's 14, and 28 do not 

appear to discriminate and No 21 does not relate to the 

other items in Factor 5. Therefore they were not 

included in the development of firms' composite scores 

for each factor. 

Three of the above problem areas which, according to the 

literature reviewed in Chapter 2, were related to 

countertrade, were competitiveness, foreign control 

problems, and financing problems. The factors of export 

requirements and servicing were not included in further 

analysis as there did not appear to be a logical 

connection between them and predisposition towards 

countertrade and they had not emerged as factors in 

previous studies of countertrade. 23 

23 A subsequent comparison of measures of 
countertrade predisposition with these factors revealed 
no significant relationships. 
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TABLE 6.15 FIRMS' CHARACTERISTICS - COMPETITIVENESS, OWNERSHIP and FINANCING PROBLEMS 
IJI'I'EJIIQU'xOIIIaLXSATxar IIEI'ISURES UJUBrKlCfRADE IIEI'ISURES 

Export Internationalisation Export Countertrade Countertrade 
Status Stage Volume Involvement Risk Reward Experience 

TOTAL X NX 1 2 3 4 5 <5% ) /5% -ve cond +ve 10 hi 10 hi yes no 
ec.petiti~sa 
PROBLEMS OF 
COMPETING 

(n) 706 470 236 54 85 97 364 106 463 42 185 212 254 138 312 164 294 32 674 
(Mean) 1.07 1.04 1.11 1.31 1.05 1.06 1.07 1.07 1.04 1.02 1.06 1.07 1.07 1.01 1.10 1.14 1.06 1.00 1.07 

OIInership 
FOREIGN CONTROL 
PROBLEMS 

(n) 439 302 137 31 53 53 225 77 286 26 112 133 160 74 192 92 179 19 420 
(Mean) 1.04 1.04 1.04 1.04 1.04 1.03 1.04 1.04 1.04 1.03 1.04 1.03 1.04 1.08 1.03 1.04 1. 05 1.01 1.04 

Finance 
FINANCING 
PROBLEMS 

(n) 674 454 220 47 83 90 354 100 435 45 171 210 248 127 318 157 301 32 642 
(Mean) 1.22 1.19 1.30 1.30 1.25 1.33 1.20 1.16 1.18 1.24 1.21 1.20 1.27 1.19 1.25 1.21 1.26 1. 25 1.22 

(Bold ~ p\<.05) 
( " - p\<.10) 
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6.4.3.1 Competitiveness 

The relationship between being able to compete overseas 

and predisposition towards countertrade was explored via 

a composite variable competitiveness which embraced 

issues such as ability to match prices overseas, 

limitations on supply, offering equivalent quality, and 

cost related factors. (see Factor 1 in Table 6.14). As 

shown in Table 6.15, the managers of firms which export, 

have fewer perceived. problems with these issues (mean 

1.04) than those in firms which do not export (mean 

1.11). Also, the more advanced the stage of the firm's 

internationalisation, the fewer problems the above 

issues present (stage 1 mean 1.31; stage 5 mean 1.02). 

With measures of predisposition to countertrade, those 

who perceive it as being low in risk (mean 1.01) have 

fewer competitiveness problems, that those who perceive 

it as being high in risk (mean 1.10). In addition, those 

who perceive countertrade as being high in reward (mean 

1.06) experience fewer problems with competitiveness 

than those who perceive it as being low in reward (mean 

1.14) • 

Based on the above, the following hypothesis: 

H 16. Firms, whose managers are favourably 

predisposed towards countertrade, are more 

likely to face problems in competing overseas. 
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is not supported. 

6.4.3.2 Foreign Control 

Ownership proved difficult to explore. The criteria used 

for majority foreign ownership was 50% or more. As only 

8.7% (n = 27 )24 of respondents in the weighted sample 

stated that they were majority foreign owned, the 

responses were too few for analysis purposes. The 

question asks respondents to advise whether they are 

public or privately owned and whether they are majority 

Australian owned or majority foreign owned. It did not 

make it clear that more than one answer could be given. 

As a result, it is possible that respondents who 

answered the aspect concerning public or private 

ownership neglected to answer the questions concerning 

Australian or foreign ownership. Therefore it is 

possible that more than 8.7% of respondents were 

actually majority foreign owned. Because of this 

problem, it was decided that answers to this question as 

posed, did not reflect the true incidence of foreign 

ownership. 

Therefore, the issue of foreign ownership was approached 

in another way. One of the underlying dimensions of 

problems which limited or prevented involvement in 

international marketing was that of difficulties due to 

24 In the unweighted sample, the number was 23 and 
the percentage was 9.4%. 
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being foreign owned (see Factor 3 FOREIGN CONTROL 

PROBLEMS in Table 6.14) . These problems included 

franchising limitations, licensing agreements, patent 

restrictions, production quotas and constraints on 

international marketing imposed by the foreign parent. 

The assumption is made that firms which have experienced 

significant foreign ownership problems are foreign 

owned. Therefore, firms experiencing foreign ownership 

problems were examined with respect to 

internationalisation behaviour and approach to 

countertrade. Of those in the weighted sample who 

responded to the question as to whether they encountered 

foreign ownership problems (n = 328), 20.1% (n = 66) 

advised that they did experience such problems. This 

response indicated a likely 20.1% foreign ownership 

compared to the 8.7% response to the question discussed 

above. In fact the incidence of foreign ownership could 

well be greater, as the 20.1% only related to firms who 

encountered foreign ownership problems. To this figure 

would need to be added foreign owned firms who did not 

experience or admit to problems due to foreign ownership 

(see Table 6.15). 

There was no evidence of relationships between measures 

of internationalisation and problems due to foreign 

ownership. There was however, some evidence of a 

relationship between countertrade predisposition as 

reflected in perception of risk and foreign ownership 
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problems. Firms whose managers perceived countertrade as 

being low in risk (mean 1.08) were more likely to 

experience problems due to foreign ownership than firms 

whose managers viewed countertrade as high in risk (mean 

1.03) • 

Based on the above discussion, the following hypothesis 

is not supported: 

H 17. Firms whose managers are favourably 

predisposed towards countertrade, are more 

likely to be foreign owned and less likely to be 

constrained by direction from their overseas 

parent. 

6.4.3.3 Financing Problems 

The relationship between availability of capital for 

internationalisation activities and predisposition 

towards countertrade was explored via a composite 

variable financing problems which embraced issues such 

as ability to offer competitive credit to overseas 

buyers, working capital to finance export and the lack 

or cost of development finance to expand the business 

(see Factor 5 in Table 6.14).25 As shown in Table 6.15, 

25 A recent analysis of Australian statistics for 
the financial year 1993-94 by the Department of Foreign 
Affairs and Trade indicated that the rate of investment 
in new capital equipment for exporters is double that 
for non exporters and this ratio applies regardless of 
the size of the firm (Sydney Morning Herald 5/11/94). :1 

.',i
ljJ, 

i 

http:6.14).25
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the managers of firms which export have fewer perceived 

problems with these issues of funds and capital (mean 

1.19) than those in firms which do not export (mean 

1.30). Also, there is some evidence that the more 

advanced the stage of the firm's internationalisation, 

the fewer problems the above issues present ( stage 1 

mean 1.30; stage 5 mean 1.16). 

With measures of predisposition to countertrade, 

however, there were no differences with respect to 

perceived problems of financing international 

activities. These findings do not support those of Bates 

(1986) who found that countertrade was a response to 

financial problems in international trade. 

Based on the above, the following hypothesis is not 

supported: 

H 18. Firms whose managers are favourably 

predisposed towards countertrade, are more 

likely to perceive problems in financing 

international business transactions. 

(6.4.4) COMMITMENT OF RESOURCES TO INTERNATIONAL 

BUSINESS 

One of the characteristics of the firm, which according 

to the literature is related to internationalisation 

(e.g. Bilkey and Tesar 1977), is the commitment of 
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resources to developing international business. This 

characteristic is assessed in two ways. The first is 

whether the firm has a committed attitude to 

international business and is willing to commit 

resources to developing international business. The 

second is whether it is able to make resources available 

without endangering the firm's position in the home 

market. 

6.4.4.1 Commitment 

The dimension of commitment is a composite variable (see 

Factor 1 in Table 6.9) and includes such aspects as 

setting aside funds to develop overseas markets, 

executives devoting time to international activities, 

developing foreign markets according to a formal 

marketing plan, tracking foreign opportunities via 

market research, and accepting lower export 

profitability in the short term. Table 6.16 shows that a 

relationship exists between internationalisation and 

willingness to commit resources to international 

business. Not surprisingly, the managers of firms which 

export (mean 1.65) are more likely than those which do 

not export (mean 1.41), to display the above 

characteristics. 
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TABLE 6.16 FIRMS' CHARACTERISTICS - COMMITMENT OF RESOURCES 
DlTERllA'l'Xca&LXSB.TXCB lIDSUJlES COUIftEkfiUlJ)E IIIUS\JRES 

Export Internationalisation Export Countertrade Countertrade 

Status Stage Volume Involvement Risk Reward Experience 

TOTAL X NX 1 2 3 4 5 (5% ) /5% -ve cond +ve 10 hi 10 hi yes no 
c.-i~t 

of Resources 
WILLINGNESS 
TO COMMIT 

(n) 687 461 226 47 80 99 357 104 449 44* 181 212 244 127 323 157 298 34 653 
(Mean) 1.57 1.65 1.41 1.19 1.52 1.41 1.63 1.74 1. 62 1. 75 1.52 1.64 1.59 1.59 1.59 1. 55 1. 62 1.82 1.56 

AVAILABILITY 
of RESOURCES 

% % % % % % % % % % % % % % % % % % % 
(n) 764 479 285 7" 98 113 368 111 470 42 200 232 263 138 323 171 308* 34 730 

easy 72 79 60 42 68 65 80 78 78 88 65 76 76 81 74 70 78 88 71 
diff 28 21 40 58 32 35 20 22 22 12 35 24 24 1 26 30 22 12 29 

(Bold == p\<.05)
( .. = p\<.10) 
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Apart from those who have considered but not commenced 

exporting, this willingness of managers to commit 

resources to international business, increases as the 

stage of internationalisation attained by the firm 

increases (stage 1 mean 1.19; stage 5 mean 1.74) as does 

dependency on exports for turnover. As far as measures 

of predisposition to countertrade are concerned, there 

is evidence that managers of firms whose attitude to 

engaging in it is negative (mean 1.52), are less likely 

to be willing to commit resources to developing 

international business than those whose attitude is 

conditional (mean 1.64) or positive (mean 1.59) • In 

addition, managers of firms which have experience of 

countertrade are also more likely to be willing to 

commit resources (mean 1.82) than those in firms which 

have never undertaken countertrade (mean 1.56). 

6.4.4.2 Resources 

This variable is measured by whether the firm is able to 

free up resources to develop foreign markets without 

endangering the home market. It was found managers in 

exporting firms are more likely to be able to free up 

resources (79%) than those in non exporting firms (60%), 

and this applies to a greater extent according to the 

stage of internationalisation of the firm (42% stage 1; 

78% stage 5). When predisposition towards countertrade 

is considered, firms whose managers are negative, are 

less able to free up resources to develop international 
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markets (65%) than those whose managers are positive 

(76%) or would engage in it subject to conditions (76%). 

Furthermore, those with experience of countertrade (88%) 

are more likely than those without experience (71%), to 

free up resources for international business. Those 

whose managers view it as being high in reward (78%) as 

opposed to those who view it as low in reward (70%), are 

also more likely to free up resources for international 

business activities. 

Whilst commitment of resources is more likely to occur 

the greater the extent of firms' internationalisation, 

there is also evidence that firms which are able to 

commit resources to developing international business 

are those whose managers view countertrade as high in 

reward and who do not have a negative attitude towards 

it. This finding supports that of Llanes and Miller 

(1993). The following hypothesis is therefore supported: 

H 19. Firms whose managers are favourably 

predisposed towards countertrade, are more 

likely to commit resources to international 

business development. 

(6.4.5) TECHNOLOGY 


Another characteristic of the organisation which, 


according to the literature influences 


internationalisation, is technology intensiveness. 




232 


TABLE 6.17 FIRMS' CHARACTERISTICS - TECHNOLOGY 

DlTElDllLTXC8M.IS&'!'Xa. I!DSUIIBS UJOWrEittlfADE IIEASURES 

Export Internationalisation Export Countertrade Countertrade 
Status Stage Volume Involvement Risk Reward Experience 

% % % % % % % % % % % % % % % % % % % 
TOTAL X NX 1 2 3 4 5 <5% ) /5% -ve cond +ve 10 hi 10 hi yes no 

rec:bnolGgJ' Ori....taticm 
EXPENDITURE on R & D 

(n) 775 480 295 92 91 112 375 105· 472 42 213 237 252 130 326 169 305 33 742 
small 84 82 88 88 92 83 81 83 84 67 83 81 85 80 83 81 84 88 84 
large 16 18 12 12 8 17 19 17 16 33 17 19 15 20 17 19 16 12 16 

USE OF R & D TAX CONCESSION 
(n) 795 487 308 91 100 117 376 111 477 42 218 238 260 137 327 175 307 33 762 

yes 29 37 17 9 14 26 35 45 33 57 19 39 35 33 30 34 29 58 28 
no 71 63 83 91 86 74 65 55 67 43 81 61 65 67 70 66 71 42 72 

HIGH TECH PRODUCTS 
(n) 670 447 223 53 88 82 347 100 431 40 174 208 235 120 305 152 289 32 638 

(Mean) 1.21 1.22 1.17 1.00 1.23 1.23 1.20 1.32 1.21 1.30 1.17 1. 21 1.22 1. 25 1.21 1. 22 1.21 1.44 1.20 
(Bold .. p\<.05) 
( . = p\<.10) 
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Whereas earlier studies found a strong relationship 

between internationalisation and technology 

intensiveness of the firm (Cavusgil and Nevin 1981; 

Cooper and Kleinschmidt 1985), more recent researchers 

such as Aaby and Slater (1989) question the application 

of the relationship in all circumstances. Technology 

intensiveness can be measured by firms' expenditure on 

research and development, whether it takes advantage of 

government incentives to engage in research and 

development and the technical nature of its products. 

6.4.5.1 Expenditure on Research and Development (R & D) 

Table 6.17, shows that there was no significant 

relationship between higher levels of expenditure on 

R & D ( i . e. over 5% of annual budget) , and 

internationalisation. With predisposition towards 

countertrade, the findings as to the relationship 

between levels of R & D expenditure and intent to 

undertake countertrade were also not significant. 

6.4.5.2 Use of R & D Tax Concession. 

The second measure involved respondents being asked 

whether they utilised the 150% R & D tax concession 

offered by the Australian Government, to improve 

products in-house or through commissioned research by 

recognised Australian laboratories. Table 6.17 also 

shows that exporters were more likely to use the tax 

concession (37%) than non exporters (17%), and the more 
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advanced the stage of internationalisation, the greater 

the likelihood of firms taking advantage of the R & D 

tax concession (9% at stage 1; 45% at stage 5). 

With predisposition to countertrade, those firms with 

countertrade experience (58%) were more likely than 

firms without countertrade experience (28%) to take 

advantage of the concessions, as were firms whose 

managers held positive (35%) or conditional (39%) rather 

than negative (19%) attitudes towards undertaking 

countertrade. 

6.4.5.3 Technical Nature of Products 

This is reflected in the composite variable high 

technology products ( see Section 6.4.1 and Factor 1, 

Table 6.12). Analysis of this composite variable as far 

as internationalisation factors were concerned, showed 

the more advanced stage of internationalisation 

attained, the more likely it was that firms would be 

producers of high technology products (stage 1 mean 

1.00; stage 5 mean 1.32) (Table 6.17). 

With measures of predisposition to countertrade, firms 

with previous countertrade experience were more likely 

to produce high technology products (mean 1 • 44 ) than 

firms which had never undertaken countertrade (mean 

1.20) (see Table 6.17). 
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In summary, whilst it is more likely that firms with a 

strong technology orientation will be more 

internationalised, such a relationship also extends to 

several of the measures of predisposition towards 

countertrade. Therefore, the following hypothesis is not 

supported: 

H20. Firms whose managers are favourably 

predisposed towards countertrade, tend to have a 

lower technology orientation. 

(6.4.6) AGE AND SIZE OF THE FIRM 

6.4.6.1 Age of the Firm 

In this study, there is only limited evidence that the 

age of the firm is related to internationalisation (see 

Table 6.18). There is limited evidence that exporters 

are more likely to have been established for longer (84% 

> 10 years) than non exporting firms (80% > 10 years). 

With measures of predisposition towards countertrade, 

firms whose managers viewed it in a negative light were 

more likely to have been established longer (87%) than 

those who viewed it positively (80%) or would undertake 

it subject to conditions (83%). 
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TABLE 6.18 FIRMS' CHARACTERISTICS - AGE and SIZE 

Age of fir. 
AGE 

0-5 yrs 
6-10 yrs 
>/11 yrs 

(n) 

% 
TOTAL 

802 
1 

16 
83 

Export 
Status 
% % 
X NX 

498 304* 
2 1 

14 19 
84 80 

Dl'rltRllll%IClIIALl:SaTI(B tmlISlJJU!S 
Internationalisation 

Stage 
% % % % % 
1 2 3 4 5 

90 100 104 390 108 
1 1 2 

19 22 16 15 10 
81 77 83 83 90 

Export 
Volume 
% % 

<5% ) /5% 

485 47 
1 6 

12 41 
87 53 

Countertrade 
Involvement 
% % % 

-ve cond +ve 

225 235 269 
2 1 
8 16 20 

87 83 80 

coualERUUIDE KDSURES 

Risk Reward 
% % % % 
10 hi 10 hi 

141 325 176 318 
1 2 1 2 

29 12 10 23 
66 86 89 75 

Countertrade 
Experience 
% % 
yes no 

35 767 
3 1 

14 16 
84 83 

Size 
EMPLOYMENT 

S 1-99 
M 100-499 
L 500+ 

In) 802 
72 
22 

6 

498 
66 
25 

9 

304 
83 
16 

1 

90 
86 
12 

2 

100 
80 
19 

1 

114 
82 
17 

1 

390 
69 
24 

7 

108 
56 
25 
19 

485 
68 
23 

9 

47 
64 
30 

6 

225 
72 
21 

7 

235 
71 
20 

9 

269 
70 
25 

5 

141 
76 
18 

6 

335 
70 
24 

6 

176 
68 
22 
10 

318 
71 
23 

6 

35 
60 
23 
17 

767 
73 
21 

6 

TURNOVER 
Small 
Medium 
Large 

(Bold = p\<.05)
( . .. p\<.10) 

In) 795 
48 
18 
34 

487 
38 
20 
42 

308 
66 
13 
21 

91 
80 

8 
12 

100 
59 
17 
24 

117 
60 
15 
25 

379 
41 
19 
40 

108 
27 
23 
50 

476 
41 
19 
40 

45 
38 
15 
47 

221 
52 
13 
35 

239 
48 
15 
37 

260 
46 
20 
34 

138 
45 
31 
24 

330 
49 
16 
35 

76 
44 
16 
40 

308 
50 
15 
35 

34 
35 

8 
56 

738 
49 
18 
33 
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Firms whose managers considered countertrade to be high 

in risk were more likely to have been established longer 

( 86% ) than firms whose managers viewed countertrade as 

low in risk (66%). Furthermore, firms whose managers 

considered countertrade to be low in reward were also 

more likely to be older (89%) than firms whose managers 

viewed countertrade as high in reward (75%). As a 

result, the following hypothesis is not supported: 

H 21. Firms whose managers are favourably 

predisposed towards countertrade, tend to have 

been established for a longer period of time. 

6.4.6.2 Size of the Firm 

There has been considerable debate in the literature as 

to the relationship between the size of the firm and 

degree of internationalisation. More recent studies such 

as those of Cooper and Kleinschmidt (1985); Barrett 

(1986); Christensen et al (1987); Cavusgi1 and Naor 

(1987); Diamantopoulos and Ing1is (1988) and Evangelista 

(1994) also do not agree. Christensen et al (1987) and 

Cavusgi1 and Naor (1987) found a strong relationship, 

Cooper and Kleinschmidt (1985) a negative relationship 

and Diamantopoulos and Inglis (1988) and Evange1ista 

(1994), no relationship at a1l. 26 

26 A recent analysis of Australian statistics for 
the 1993-94 financial year by the Department of Foreign 
Affairs and Trade, revealed that, overall, 13% of 
manufacturing firms were exporters. Whereas only 10% of 
firms with less than 50 employees export I this figure 
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Two measures are used to explore the relationship 

between size of the firm and internationalisation on the 

one hand and predisposition towards countertrade on the 

other. Details of findings on both these measures are 

set out in Table 6.18. 

Employment 


The first measure of size, number of employees, reveals 


that exporting firms tend to be larger (34% have 100+ 


employees) than non-exporting firms (17% have 100+ 


employees). The more advanced the stage of 


internationalisation, the larger firms tend to be (14% 


have 100+ employees at stage 1; 44% have 100+ employees 


at stage 5). 


As far as countertrade is concerned, the only measure of 


significance is that of countertrade experience. Firms 


which have engaged in countertrade are larger (40% 


having 100+ employees) than those which have not engaged 


in countertrade (27% having 100+ employees). 


Turnover 


The second measure of size, turnover, shows that 


exporting firms (42%) have larger turnovers than non-


exporting firms (21%) and, that firms at a more advanced 


stage of internationalisation also tend to be larger in 


rises to 34% for firms employing 50 - 100 persons and to 
50% for firms employing more than 100 (Sydney Morning 
Herald, 5/10/94). 
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terms of turnover (12% of firms at stage 1 are large; 

50% of firms at stage 5 are large). 

As far as the relationship between countertrade and 

turnover is concerned, firms which have engaged in 

countertrade are larger (56% large) than those which 

have not engaged in countertrade (33% large). 

Given the findings for both number of employees and 

turnover, meaningful conclusions are difficult to draw 

as to the relationship between size and predisposition 

towards countertrade. 

Table 6.18 shows that, although firms with countertrade 

experience are larger, there is no clear picture as to 

the relationship between size and perceptions of 

countertrade as a rewarding or risk laden activity. The 

literature is also inconclusive on this subject with 

Bates 1986 finding a negative relationship between size 

and countertrade and Huszagh and Barksdale 1986, Borner 

and Knoepful 1986, Lecraw 1989 and Llanes and Miller 

1993 all finding a positive relationship. Given the 

above, the following hypothesis receives qualified 

support. 

H 22. Firms whose managers are favourably 

predisposed towards countertrade, tend to be 

larger. 
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6.5 CONCLUSIONS 
In this chapter, three measures of internationalisation 

which reflect a behavioural dimension (i.e. export 

status, internationalisation stage and export volume) 

and four measures of countertrade (two of which reflect 

a behavioural dimension - i.e. countertrade involvement 

and countertrade experience, and two which reflect an 

attitudinal dimension - i.e. risk and reward), have been 

described. 

As far as the relationship between measures of 

internationalisation and measures of predisposition 

towards countertrade are concerned, the tendency appears 

to be that those firms which have never considered 

exporting and those firms which have tried exporting, 

but no longer do so, are negative towards countertrade. 

Firms which have considered, but have not commenced 

exporting view countertrade in a positive light. Firms 

at more advanced stages of internationalisation which 

export and/or invest overseas will be more likely to 

undertake countertrade but subject to conditions. This 

perhaps reflects their greater knowledge of 

international business. No support was found for the 

hypotheses that the greater the degree of 

internationalisation, the less the perceived risks and 

the greater the perceived rewards, of undertaking 

countertrade. 
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The relationships between various explanatory variables 

which are internal to the firm (management 

characteristics and firm characteristics) and measures 

of countertrade (experience, intent, perceived risk, 

perceived reward) have been explored. 

In general, the findings tend to support many of the 

hypothesised relationships between measures of 

countertrade and variables which have been previously 

used to explain internationalisation. These are 

summarised in Table 6.23. 
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TABLE 6.19: SUMMARY OF RELATIONSHIPS 


INTERNATIONALISATION 

MANAGEMENT CHARACTERISTICS 
Personal 
Younger Managers N 
Born Overseas N 
Lived Overseas Y 
More Trips Overseas Y 

Better Educated Y 
Knowledge 
Culture/Business Customs Y 
International Transactions Y 
Planning 
Written Plans Y 
Long Term Plans N 
Export Plans Y 
Setting of Goals Y 
Approach to International Business 
Strategic Approach y 

Opportunistic Approach N 
Decision Making Style 
Marketing Orientation Y 
Product/Quality Focus Y 
Relationships 
Long Term Relationships y 

FIRMS' CHARACTERISTICS 
Product 
Different Categories y 
Produce Standardised Products N 
Produce High Technology Products* Y 
Excess capacity 
Excess Capacity N 
High Plant Utilisation(R) Y 
Problems 
Competitiveness(R) y 
Foreign Ownership Problems N 
Financing Problems Y 
Resources 
Willingness to Commit Y 
Ability to Commit Y 
Technology 
Spend on R & D Y 
Use R &D Tax Concessions Y 
Produce High Technology Products* Y 
Age 
Older Firms(R) N 
Size 
Employment y 
Turnover y 

(note 1: Y =Significant; N = Not Significant) 

PREDISPOSITION 
TOWARDS 

COUNTERTRADE 

Y 
Y 
Y 
Y 
Y 

Y 
Y 

y 
y 
y 
N 

y 
y 

y 
y 

y 

N 
Y 
Y 

y 
Y 

Y 
N 
N 

y 
y 

N 
Y 
Y 

Y 

y 
y 

(note 2: * used in analysis of both product and technology) 
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Those explanatory variables in the literature related to 

internationalisation, which the present study found to 

relate to a favourable predisposition to countertrade, 

include the background of managers (younger; born 

overseas; lived overseas; make more trips overseas; and 

have achieved better levels of education) ; being 

knowledgeable about foreign cultures and business 

customs as well as having had experience with 

international business transactions; having a strategic 

as well as an opportunistic approach; the adoption of a 

marketing orientation; a focus on product/quality 

issues; a willingness to enter into long term 

relationships; the offering of standardised products; 

production of high technology products; the existence of 

excess capacity in the firm; facing fewer problems in 

competing overseas; both the willingness and ability to 

commi t resources to developing international business; 

having a higher level of technology; firms being younger 

and firms being larger. 

From Table 6.22, it is apparent that not all variables 

which were found by previous researchers to predict 

internationalisation, were predictors of 

internationalisation behaviour in the present study. 

Those in the present study which did predict 

internationalisation and which were also found to 

predict favourable predisposition towards countertrade, 

are as follows: 
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Positive towards countertrade: 

Management Characteristics 

• 	 senior executives have resided overseas; 

• 	 staff knowledgeable as to foreign 


cultures/business customs; 


• 	 staff more likely to have had international 

transactions experience; 

• 	 managers have a strategic approach towards 

international business; 

• 	 managers seek out long term relationships 

overseas; 


Firm Characteristics 


• 	 firm does not have a high utilisation of its 

productive capacity and therefore has excess 

capacity to devote to international business 

activities; 

· 	 firm does not have major problems competing 

overseas; 

• 	 firm has an ability to commit resources to 

international business without injuring the 

domestic market. 

Would undertake countertrade under certain conditions: 

Management Characteristics 

• 	 senior executives more likely to make more 

overseas trips; 

• 	 senior executives are more likely to have 

tertiary qualifications; 



245 


· 	 staff more likely to have had international 

transactions experience; 

• managers have a planning orientation; 

· managers prepare export plans; 

• 	 managers' focus is less likely to be on product 

and quality issues; 

Firm Characteristics 

· 	 firm is willing to commit resources to 

developing overseas business; 

• 	 firm is able to make resources available without 

hurting domestic operations; 

· 	 firm makes use of government incentives for 

R & D. 

In considering the bi-variate analyses further, it is 

possible to group the predictor variables according to 

intent to undertake countertradei 

Firms which are favourably disposed towards 

engaging in countertrade: 

These firms tend to employ younger senior 

operating executives who were born outside 

Australia and who have lived overseas ..Their 

staff are knowledgeable about foreign cultures 

and business customs and when their managers plan, 

they do so for longer periods. Furthermore, they 

tend to display a strategic as well as an 

opportunistic approach and pursue a marketing 
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orientation. They actively seek to establish long 

term relationships with parties overseas. They 

produce standardised products and products which 

are of high technology. They have excess capacity. 

Firms in this group are able to allocate resources 

to developing international business without 

disturbing the domestic market. Finally, these 

firms have been established for a shorter period 

of time. 

Firms which would engage in countertrade subject 

to conditions: 

These firms have senior operating executives who 

tend to travel more often, who are more likely to 

be better educated and who engage in both general 

planning and export planning to a greater extent. 

The managers of these firms are more likely to be 

experienced in undertaking international business 

transactions and have a product/quality 

orientation. Firms in this group are also willing 

and able to commit resources to developing 

international business and are more interested in 

utilising government tax concessions for research 

and development. 

It is possible that the groupings of firms resulting 

from the bi-variate analysis, may not fully reflect the 

interaction and relative contribution of a number of 
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different predictor variables to the approach that the 

firm takes towards countertrade. For this reason, it is 

desirable to undertake a multi-variate discriminate 

analysis of those factors which influence both behaviour 

and attitude with respect to countertrade. The results 

of this analysis will be discussed in Chapter 7. 
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CHAPTER 7 

ANALYSIS OF RESULTS: MULTI-VARIATE ANALYSIS OF 

FACTORS UNDERLYING FIRMS' APPROACH TO COUNTERTRADE 

In Chapter 6, bi-variate analysis was undertaken to 

examine the factors that explained internationalisation 

as well as firms' approaches to countertrade. In this 

chapter, a multi-variate profile of firms exhibiting 

various attitudes and behaviours towards countertrade is 

developed, using discriminant analysis. 

7.1 INTRODUCTION 

The discriminant analysis uses those variables which 

were identified as predictors of predisposition towards 

countertrade in Chapter 6. 

In addition, a further two dependent variables measuring 

internationalisation (export status, and stage of 

internationalisation attained) and, one indicating 

predisposition to countertrade (countertrade 

experience), were included. 

7.2 DEVELOPMENT OF MEASURES OF COUNTERTRADE AND 

PREDICTOR VARIABLES 

(7.2.1) PREDISPOSITION TO ENGAGE IN COUNTERTRADE 

Two measures of predisposition towards countertrade were 

used: intention to engage in countertrade and perception 

of countertrade. These are discussed in Chapter 6, 
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Section 6.2.2. 

(7.2.2) PREDICTOR VARIABLES 

As described in Chapter 6, multi-item measures of 

various predictor variables were developed following the 

process described by Churchill (1979) and Carmines and 

Zeller (1979). 

Coefficient alpha is used to indicate the commonality of 

the set of items used to reflect a construct. Factor 

analysis is used to see whether the items reflect one or 

more underlying dimensions and the loadings determine 

the set of items comprising each scale. This process was 

outlined in Chapter 6, and the resulting scales are 

summarised in Table 7.1. As can be seen from the 

questionnaire (Appendix D), all the questions from which 

the items were derived, were responded to on the basis 

of Likert type scales. 



250 

TABLE 7.1 - MULTI-ITEM SCALES USED TO MEASURE PREDICTOR 
VARIABLES IN DISCRIMINANT ANALYSIS 

VARIABLE No of 
Items 

MANAGEMENT 
Orientation 
.marketing 5 

•product/quality 6 

. commitment 6 

Ob,iectives 
. strategic 6 

•opportunistic 4 

Problems 
. competitiveness 9 

FIRM 
Product Characteristics 
.hi technology 7 

•standardised 4 

Countertrade Perceptions 
. risk 6 

. reward 6 

Sample item Alpha 

we are a strong marketing 0.81 
orientated company (1=not 
applicable to 5=strongly 
agree) 
we are continually 0.70 
developing new products 
(1=not applicable to 
5=strongly agree) 

a senior executive will 0.89 
spend at least 10% of time 
developing o'seas business 
(1=not applicable to 
5=strongly agree) 

enhance company's 0.82 
competitiveness via 
acquiring knowledge 
(1=not applicable to 
5=strongly agree) 

dispose of excess product. 0.64 
use excess production 
capacity (l=not applicable 
to 5=strongly agree) 

inability to match costs. 0.83 
overseas competition 
(1=not applicable to 
5=major limitation) 

product requires extensive 0.80 
training to operate or use 
(l=not applicable to 
5=strongly agree) 

principal product is 0.61 
same as sold domestically 
(l=not applicable to 
5=strongly agree) 

difficult to dispose of 0.95 
goods received (1=not 
applicable to 5=strongly 
agree) 
increases export volume 0.93 
(l=not applicable to 
5=strongly agree) 
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7.3 PREDICTING GROUP MEMBERSHIP - PROFILING FIRMS 

In this section, stepwise discriminant analysis has been 

used to distinguish among groups of firms on the basis 

of firstly, intent to engage in countertrade and 

secondly, perception of countertrade. Wi1ks' Lambda was 

used as the basis for the stepwise procedure which means 

that the predictor variable which next enters the 

analysis is that which maximises the overall 

multivariate F-ratio in the test for separation among 

group centroids. Hair et a1 (1992) note that examination 

of the discriminant loadings (i.e. correlations between 

the discriminating variables and the discriminant 

function scores) and partial F values are preferable 

methods in contrast to the use of standardised 

discriminant weights which suffer from problems of 

multicollinearity and instability. The potential 

predictor variables included in this analysis are shown 

in Table 7.3. 

Through the use of discriminant analysis, 27 firms 

exhibiting different intended behaviours and attitudes 

towards countertrade were profiled using a number of 

predictor variables. Managemen~ characteristics included 

were the personal characteristics of senior managers 

27 The discriminant analysis was run in SPSS 
(Version 6) using stepwise regression (which combines 
the features of forward selection and backward 
elimination), using minimisation of Wilks' lambda (F to 
enter was 1.000 and F to remove was 1.000 with a 
tolerance level of .001). 
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such as age, country of birth, years resident abroad, 

number of overseas business trips, level of education; 

knowledge of culture/business customs, international 

transactions experience; degree of planning orientation 

(both general and export oriented); the establishment of 

long term relationships abroad; and strategic issues 

such as whether they have a focus on marketing, on 

product/quality aspects and a strategic or opportunistic 

approach. 

Firm characteristics include firms' internationalisation 

(i.e., export status, stage of internationalisation and 

countertrade status); nature of product and excess 

capacity; willingness and ability to commit resources; 

undertaking R & D, taking advantage of R & D tax 

incentives, and technology level of product offering; 

age of the firm and size (turnover and number of 

employees), and, finally, problems related to 

international competitiveness. Details of these measures 

are provided in Table 7.1 and in Table 7.3. 

The 1iterature on countertrade suggests different 

variables which might explain predisposition towards 

countertrade. All have been allowed to be potentially 

acceptable within the discriminant analysis, so as to 

discover which make the greatest contribution to 

explaining involvement in and attitude towards 

countertrade. 
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(7.3.1) PROFILE BY INTENTION TO ENGAGE IN COUNTERTRADE 

In the first place, discriminant analysis was used to 

identify the characteristics of firms with a positive, 

negative or conditional intention to engage in 

countertrade. Discriminant analysis assumes prior 

probabilities of group membership to be equal. In order 

to better reflect the classification of firms, 

probabilities were specified according to the number of 

cases actually falling into each group in the analysis 

sample (as shown in Table 7.2). 

Also, in order to better estimate the predictive ability 

of the discriminant function, the analysis was repeated 

using five different randomly selected hold-out samples. 

Table 7.2 shows the mean percentage of correct 

classifications of both the analysis and hold-out 

samples. 

TABLE 7.2: SAMPLES OF CLASSIFICATION OF CASES 

BETWEEN GROUP AND HOLD-OUT SAMPLES 


(Intent to Countertrade) 


SAMPLE GROUP HOLD-OUT 
No % % 
1 62 35 
2 59 35 
3* 56 41 
4 61 38 
5 63 36 

MEAN 60 37 
Cpro28 .51 .52 

* sample selected for detailed analysis 

28 Cpro is a measure of the percentage of cases that 
would be correctly classified by chance. 

J 
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The following reports the discriminant function of the 

group with the highest percentage of firms in the hold 

out sample which is 41 percent. The differences between 

the pairs of groups are statistically significant [F

ratio between group 1 and group 2 is 3.429 (p=<.OOl); 

between group 1 and group 3 is 4.73 (p=<.OOl); and 

between group 2 and group 3 is 3.59 (p= <.001)]. Table 

7.3 shows the correlations between the discriminant 

functions and the various predictor variables. 
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TABLE 7.3: POOLED WITHIN GROUP CORRELATIONS BETWEEN DISCRIMINATING 
VARIABLES AND CANONICAL DISCRIMINANT FUNCTIONS 

Intention To Countertrade Perceptions O:f Count:ertrade 

Positive 
vs 

Cond:l.t:Looa1... B:igh Risk 
'11'8 

B:igh Reward... 
Regative Ron-Cond:it:l.ooa1 Low Risk Low Ilevard 
Intent Intent 

~ Group 
Centl'Oicla Centl'Oids 

.negative .75 .42 .high -.62 .95 

.CODditioual. .10 -.55 • low .50 -.53 

.positive -.60 .26 

PERSOIIAL C'HAHACTKIUSTICS Sig Sig Sig 
.younger aanagers(l= (50:2=ge 50) -.11* -.10 .41 .17* .13 -.20* .02 
.born overseas(1=Australia:2=other) .30 -.11 .00 .27* .02 .05 .51 
.years abroad(l=nooe:2=<1:3= ge 1) -.47. .05 .00 -.04 .22 -.04" .62 
.o'seas business trips(1~:2=1: 

3=2-4:4=ge 5) -.02 -.06* .80 -.01 .84 .06 .12 
.level o:f education (1=pri8ary: 

2=secqndaF7:3=tertiary) -.08 -.02 .11 .24* .04 .26* .00 

DOilJ.EDGE mm I!I:IIPEIUBIICE 
.cult:ure/bwliDe8s cua-.s -.05 -.27* .09 .02 .78 .04* .62 

(1=a4equate:3-iDadequate) 
.int'aaJ. transactions experience -.25. -.18 .02 -.12* .31 .01 .38 

(l~: 4=eztelUdve) 

PLaDIlIG aDUUICl'EIUSTICS 
.written plans(1=yes:2=no) -.10 .35* .02 -.17 .09 .06* .48 
.ezport plans(1=yes:2=no) .04 .36* .02 -.09* .42 .02 .49 

APPROJICH TO J:RT'JIlU. BUSDIESS 
•strategic(.) -.23* -.01 .07 .04 .69 -.03" .31 
.opportunistic(.) .03 .10 .19 -.32* .01 .20* .02 

DBCJ:SIOII tliUURG STYLE 
•.arketing orientation(.) -.23* .02 .08 .12 .16 .23 .01 
.product/qua1ity :focus(.) -.13· .02 .62 -.00 .59 -.22 .07 

IlEIJt.TIOIISIUP JIOIIIUI.'I'J:OII 
.long tera relati........ips(.) -.18· .10 .07 -.09* .45 .49 

:urrmum'l'J:mDU.J:S&'I'J:0II 
.currently e.porting(1=:res:2=no) -.02 .35* .02 .05* .69 -.28 .00 
.int:ernatioual.isation stage 

(l=low to 5=high) .15 -.16* .16 -.07 .68 .37* .00 
.countertrade status(1=:res:2=no) .33* -.00 .01 .00 .83 .18" .03 

PIIODUCT OFI'EIUIIG 
.standardised(.) -.32* .10 .01 .06 .23 -.38* .00 
.high technology(.) -.15 -.01 .28 -.03* .76 .07" .45 

EXCESS CAPACITY 
.plant utilisation(1=lov;3=high) -.02 -.12 .70 -.01 .27 -.02 .55 

RESOURCES 
.willingness to co..it(.) -.15 -.05 .63 .20* .01 .24 .23 
.availability to co..it(1=:res:2=no) .08 .25* .11 -.03* .77 -.10* .01 

TECIIltOLOGY 
.R & D ezpenditure(1=<5.:2=ge 5.) .07· .05 .73 .05* .63 .04 .73 
.R & D CODCession(1=use;2=don"t use) .20· .19 .05 -.18· .11 -.18 .04 
.high technology pJOduct(.) -.15 -.01 .28 -.03* .76 .07" .45 

FIHIIS• IIlIiI ;KGIiIOUIID 
.age o:f :fima(l-<2yrs to 4=10.) .19* .11 .12 .15" .18 .35" .00 
.l!IIpl~t(1"(10 to 6=ge 500) .05 -.11 .56 .18 .15 .11" .19 
.turnoYer(1-0-1oo.000 to 7=20ai11+) .01 -.15* .48 .18 .13 .23* .01 

PIIOBLIIIS 
.Ca.Ip8tit:l.venesa(l=not applicable to 
5=-Jor l:t..itation -.03 .02 .33 .32" .01 .35 .00 

* = variable entered the stepvise variable selection process 
• = II1ll.ti-it_ .........re.eot scale 
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The group centroids show that the first function 

discriminates primarily between firms with positive and 

negative behavioural intentions towards undertaking 

countertrade, and, the second function discriminates 

primarily between firms whose intention to undertake 

countertrade is conditional rather than positive or 

negative. 29 

Table 7.3 suggests that firms whose managers have a 

positive intention to engage in countertrade compared to 

those whose managers have a negative intention to engage 

in countertrade, have the following characteristics: 

· 	 Senior operating executives are more likely to 

have spent more years living abroad and tend to 

be younger; 

• 	 Managers are more likely to have had extensive 

international transactions experience; 

· 	 Managers are more likely to adopt a marketing 

orientation; 

29 Twenty seven variables were considered and twenty 
three were accepted in the final solution (see 
asterisked items in Table 7.3). 
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• 	 Managers are likely to adopt a strategic 

approach and develop long term relationships 

when undertaking international business; 

• 	 There is evidence that these firms have a focus 

on product/quality issues and take advantage of 

the research and development tax incentives; 

· 	 The firm is likely to have had countertrade 

experience; and 

· 	 The firm is more likely to export standardised 

rather than differentiated products and to have 

been established more recently. 

The general picture that emerges is that firms which are 

positive towards countertrade base their views on 

international experience. Their senior operating 

executives have a degree of international exposure, a 

marketing orientation and a strategic approach to 

international business. It is likely that managers in 

these more recently established firms may view 

countertrade as a relevant strategic move because of the 

standardised, undifferentiated nature of their products. 

Table 7.3 shows that firms whose managers would be 

willing to countertrade if it is a necessary condition 

for obtaining business compared to those whose managers 
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would not place conditions on their intention to engage 

in countertrade (i.e. those which are either positive or 

negative in intention), have the following 

characteristics: 

• Their managers have a planning orientation 

(i.e. are more likely to prepare written plans 

including export plans); 

· 	 These firms tend to be larger; and 

• 	 These firms are likely to be currently 

exporting, to be at a more advanced stage of 

internationalisation and have the resources 

available for international business 

development. 

The general picture that emerges is that firms which 

would place conditions on their undertaking countertrade 

tend to be larger, sophisticated companies. These firms 

may see limited need to engage in countertrade as they 

are already pursuing successfully other forms of 

internationalisation. These firms appear to be in a 

position to decide whether they wish to undertake 

countertrade rather than engage in it because they are 

desperate for the business. Whilst these firms may take 

some convincing that they should undertake countertrade, 

if they were so persuaded, then they appear to have the 
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resources to successfully do so. 

(7.• 3.2) PROFILE BY ATTITUDES TO COUNTERTRADE 

Two group discriminant analysis was used to identify the 

predictors of firms classified as high versus low in 

terms of RISK and REWARD dimensions of their perceptions 

of countertrade respectively. Following similar 

procedures to those described above, the analysis was 

repeated using five different selected hold out 

samples (see Table 7.4). In both cases, the group with 

the highest hold-out sample was selected for analysis 

and the correlations with the discriminant function are 

shown in Table 7.3 

TABLE 7.4: SAMPLES OF CLASSIFICATION OF CASES 

BETWEEN GROUP AND HOLD-OUT SAMPLES 


(Attitude to Countertrade) 


RISK REWARD 
SAMPLE GROUP HOLD-OUT GROUP HOLD-OUT 

No % % % % 
1 69 42 71 56 
2 73* 48 76 59 
3 65 40 75* 70 
4 66 41 70 43 
5 65 48 73 56 

MEAN 68 44 73 57 

Cpro .61 .50 .63 .58 


* Sample selected for detailed analysis 

For the RISK dimension, the predictive capability of the 

discriminant function is better than chance (i.e > 50%). 

In the analysis sample, 73 percent of group membership 
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was correctly classified and in the hold - out sample 

the figure was 48 percent. The difference between the 

high and low risk groups is statistically significant 

with an F-ratio of 4.85 (p=<.OOl). 

For the REWARD dimension, the predictive capability of 

the discriminant function is better than chance (ie > 

50%). In the analysis sample, 75 percent of group 

membership was correctly classified and the figure was 

70 percent in the hold-out sample. The discriminant 

function is statistically significant with an F-ratio of 

6.23 (p= <.001) • 

The results show that firms whose managers perceive 

countertrade as a high risk activity 30 as opposed to a 

low risk activity tend to have the following 

characteristics: 

Their senior operating executives are more 

likely to be younger, to have been born in 

Australia and to lack tertiary qualifications; 

. 	 Managers in these firms are less likely to 

plan export activities and more likely to 

approach international business in an 

opportunistic manner. There is some indication 

30 For the risk dimension, twenty seven variables 
were considered and twelve were accepted in the final 
solution (see items with asterisk in Table 7.3). 
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of a tendency to establish long term 

relationships overseas; 

· 	 These firms are more likely to be currently 

exporting; 

• 	 These firms are more likely to produce high 

technology products although they appear 

reluctant to take advantage of research and 

development tax incentives; 

• 	 These firms are also less willing to commit 

resources to developing international business, 

and have less business experience; and 

· 	 For these firms, problems of being able to 

compete internationally, are not so important. 

The general picture that emerges is that firms whose 

managers see countertrade as a high risk activity tend 

to have a reactive approach towards international 

business involvement. These are firms that have been 

successfully pursuing traditional forms of international 

business without much commitment or strategy. They tend 

to be more recently established conservative firms which 

do not necessarily face the pressures to engage in 

countertrade due to a dependency on standardised 

products or the existence of excess capacity. 
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Table 7.3 shows that firms which perceive countertrade 

as a high reward activity 31 as opposed to a low reward 

activity tend to have the following characteristics: 

Their senior operating executives are younger, 

more likely to have tertiary qualifications and 

less likely to have gained international 

exposure by having lived abroad; 

• 	 The decision making style of their managers 

tends to be opportunistic rather than strategic; 

When pursuing business abroad they tend to 

develop long term relationships; 

There is some indication that managers in these 

firms are less likely to prepare written plans; 

• 	 These firms are more likely to be at a more 

advanced stage of internationalisation and to 

have had less exposure to countertrade. They are 

in a position to commit resources to 

international business without damaging their 

domestic operations; and 

31 For the reward dimension, twenty three variables 
were considered and sixteen were accepted in the final 
solution (see items with asterisk in Table 7.3). 
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• 	 These firms are likely to have been established 

for a longer period and are larger. They are 

also less likely to be producers of standardised 

products and less likely to take advantage of 

tax concessions for research and development. 

The general picture that emerges is that firms whose 

managers view countertrade as a highly rewarding 

activity tend to be larger, longer established firms 

which have had international experience. They may be 

experiencing some difficulties due to the nature of 

their products. These firms may see countertrade as one 

way of overcoming their problems. 

7.4 CONCLUSIONS 

In Chapter 6, profiles of firms which were (1) positive 

towards undertaking countertrade, and (2) would 

undertake countertrade subject to conditions , were 

developed using the bi -variate analysis. In this 

Chapter, profiles of both groups of firms have been 

developed using discriminant analysis. This discriminant 

analysis has resulted in a more clearly defined picture 

of the characteristics of firms in both groups. Many of 

the characteristics noted at the end of Chapter 6, are 

included in the results of profiling using the 

discriminant analysis, and the profiles are consistent. 
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Based upon the findings detailed in this Chapter, a 

number of general observations are offered. The 

international exposure of senior operating executives 

was described in several ways. Those who had lived 

overseas tended to be more positive towards 

countertrade. Those who were born overseas were more 

likely to consider countertrade as less risky. Firms 

whose staff had adequate or extensive experience with 

international transactions were more inclined to be 

positive towards countertrade although they did view it 

as being high in risk. This suggests international 

exposure leads to a measure of caution as far as 

countertrade is concerned. In general, these 

characteristics indicate a relationship between 

international exposure of managers and favourable 

predisposition towards countertrade a relationship 

found by both Bates 1986 and Forker 1992. This 

relationship is consistent with previously mentioned 

internationalisation studies (Chapter 4, Section 4). 

Several researchers such as Neale, Shipley and Dodds 

1990; and Llanes and Miller 1993, concluded that firms 

which adopted a strategic approach to international 

business were more likely to be successful at 

countertrade. The present research supported these 

findings and also found that a marketing orientation was 

characteristic of firms willing to undertake 

countertrade. 
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The relationship between certain types of products and 

countertrade varies considerably in the literature, 

possibly reflecting the nature of the economic 

dependence of the country in which the research was 

undertaken (see Chapter 4). Huszagh and Barksdale (1986) 

found with US firms, that it was low tech products and 

commodities that were most frequently countertraded, 

whereas Lecraw (1989) found with Japanese, US and 

Canadian firms, that countertrade success was greater 

with high value complex products than it was with low 

value standard products. The only previous survey in 

Australia (Palia and Liesch 1991) classified 

countertraded goods by degree of processing and found 

that finished products were the major category of goods 

both offered (exported) and received (imported) in 

countertrade transactions. The discriminant analysis 

indicated that manufacturers of standardised products 

were more likely to be positive towards undertaking 

countertrade (possibly because standardised products are 

more difficult to export than products which have been 

modified to appeal to the requirements of specific 

markets). 

The discriminant analysis indicates the existence of a 

relationship between an ability to commit resources to 

international business without endangering domestic 

operations and a willingness to undertake countertrade 

subject to conditions. This partially supports the 
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findings of Llanes and Miller (1993) who found a strong 

relationship between commitment of resources and 

willingness to engage in countertrade. 

The issue of size is more complicated. Previous research 

on the relationship between size and favourable 

predisposition towards countertrade yielded differing 

conclusions - Bates (1986) found a negative correlation, 

whereas and Borner and Knoepful (1986), Lecraw (1989), 

Llanes and Miller (1993) all found a strong 

relationship. Previous research however, did not 

differentiate between a positive and a conditional 

intent to undertake countertrade. The differences in 

previous research may be explained by the finding in the 

discriminant analysis that firms which were larger had a 

conditional rather than a positive predisposition 

towards undertaking countertrade. 

Firms with countertrade experience appear to be more 

favourably disposed to countertrade although they are 

aware of the pitfalls as they view it as being both high 

in risk and low in reward. Experience with countertrade 

appears to lead to increased confidence in undertaking 

it and a greater willingness to consider countertrade 

proposals. The finding that experience of countertrade 

may change a firm's predisposition towards it supports 

conclusions reached by Bates (1986) based on firms in 

Florida; the Canada East Europe Trade Council (1987) 
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based on firms in Canada interested in trading with East 

Europe: Lecraw (1989) for United States, Japanese and 

Canadian firms; Forker (1992) for United States firms 

involved in procurement and Llanes and Miller (1993) for 

New Zealand companies. 

With measures of internationalisation, a general pattern 

in the results was that firms that are internationalised 

along more traditional lines (i.e. were currently 

exporting and/or were at an advanced stage of 

internationalisation), tend to be less favourably 

disposed towards countertrade and are more likely to 

attach conditions to any countertrade involvement. For 

this group of firms, their previous success with more 

straight forward forms of international business 

involvement such as exporting, licensing or joint 

ventures, may result in a reluctance to undertake more 

complex forms such as countertrade. Alternatively, this 

reluctance may be explained by the likelihood of their 

being more conservative and generally risk averse in 

their thinking. Such firms may need convincing that the 

benefits of countertrade outweigh the risks. 

By contrast, the results indicate that firms which have 

less international experience are more likely to be 

positively disposed towards engaging in countertrade. 

Their lack of experience may mean that they do not 

appreciate the difficulties of this form of 
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international business transaction. It would appear that 

firms in Australia differ in this respect from firms in 

Florida (Bates 1986), Switzerland (Borner and Knoepfu1 

1986) and Canada, USA and Japan (Lecraw 1989). Whereas 

these researchers found that the more internationalised 

the firm, the more likely it was that they would be 

favourably disposed towards countertrade, the present 

research found the reverse to be the case. 

Of the profiles developed of groups of relatively 

homogeneous firms, two stand out as being groups of 

firms which may be suitable for government assistance in 

the interests of boosting Australian international 

business performance via countertrade. The first group 

comprises those firms which are positive towards 

countertrade and, therefore, are more likely to respond 

to encouragement to enter into countertrade 

transactions. Although these firms are more recently 

established and have senior operating executives who are 

younger, they are firms where managers have had 

international exposure and who adopt both a marketing 

orientation and strategic approach to international 

business. 

The second group of firms comprises those which would 

engage in countertrade subject to conditions. They could 

also be responsive to government assistance measures. 

Being larger and already successfully pursuing other 
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forms of internationalisation, they would need 

convincing as to why they should undertake countertrade. 

Once convinced however, they would have the resources 

and experience to successfully pursue it. 

As has been shown, it is possible to develop profiles of 

firms according to whether their managers perceive 

countertrade as being rewarding or risk laden. It is 

also possible to create profiles of firms according to 

their intention to undertake countertrade. In the 

process, conclusions can be drawn about the relationship 

between the stage of internationalisation attained and 

firms' predisposition towards countertrade. The more 

traditional way of classifying firms by stages of 

internationalisation tends to focus on exporting and 

direct foreign investment. Countertrade may be an 

alternative means of internationalisation in some 

situations. For some firms, opportunities for 

countertrade arise that they are able to take advantage 

of, providing they have the necessary resources, 

experience and expertise. In these cases, the firms may 

appear to be less internationalised in terms of the 

traditional criteria. This supports a far more multi 

dimensional view of the internationalisation process and 

reinforces the need for approaches to 

internationalisation to accommodate more complex forms 

of international behaviour such as countertrade. 
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CHAPTER 8 

FURTHER EXPLORATION OF THE RELATIONSHIP 

BETWEEN INTERNATIONALISATION AND COUNTERTRADE 

8.1 INTRODUCTION 

In order to further explore the relationship between 

internationalisation and countertrade, firms have been 

grouped according to the degree of internationalisation 

(low or high) and strength of their predisposition 

towards countertrade (low or high). 32 

Figure 8.1 shows the firms being classified into four 

groups as follows: 

GROUP 1: low internationalisation/low countertrade 

GROUP 2: low internationalisation/high countertrade 

GROUP 3: high internationalisation/low countertrade 

GROUP 4: high internationalisation/high countertrade 

32 (1) DEGREE OF INTERNATIONALISATION: LOW = 'non
exporters: never considered', 'non-exporters: 
considered', 'non-current exporters'. HIGH = 'current 
exporters', 'current exporters with overseas investment 
experience'. (2) STRENGTH OF PREDISPOSITION TOWARDS 
COUNTERTRADE: LOW = 'never consider', 'consider if 
unavoidable', 'only to meet offers of competitors'. HIGH 
= 'normal condition of doing business', 'marketing tool 
to gain a competitive edge'. 
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FIGURE 8.1 INTERNATIONALISATION!COUNTERTRADE MATRIX 

, 

Countertrade Predisposition 

LOW HIGHInternationalisation 

(group 1) (group 2) 
LOW 

N =89 N =73 
(11.9%) (9.8%) 

(group 3) (group 4) 
HIGH 

N = 379 N = 204 
(50.9%) (27.4%) 

8.2 GROUP PROFILES BY MANAGEMENT AND FIRM 

CHARACTERISTICS: BI-VARIATE ANALYSIS 

Explanatory variables discussed in Chapter 3, Section 2, 

are used to profile firms in each group. Some variables 

were not included since they only related to the degree 

of internationalisation of the firm and not to 

predisposition towards countertrade. Table 8.1 shows the 

profiles of the four groups of firms resulting from the 

bi-variate analysis. 

The relationships between those explanatory variables 

found in Chapter 6 to predict favourable predisposition 

towards countertrade and each of the above groups was 

explored. Table 8.1 is a summary table of these 
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previously discussed variables. For convenience the 

variables are listed in this table according to whether 

they were analysed via crosstabulation ( in which case 

results are expressed in percentages) or analysis of 

variance ( in which case results are expressed in mean 

scores) . 

TABLE 8.1: GROUPS BY EXPLANATORY VARIABLES 

EXPLANATORY VARIABLE GROUP 1. GROUP 2. GROUP 3. GROUP 4. SIG 

Percentages 

% % % % 
50%+ executives <50 75.0 95.7 74.4 84.0 .0040 
50%+ born overseas 84.1 55·1 76.3 76.4 .0012 
50%+ lived overseas 11.4 44.9 32.2 36.5 .0000 
50%+ 3+ overseas trips 19.3 21.7 57.8 55.0 .0000 
50%+ tertiary education 25.9 30.4 61.3 57·0 .0000 
knowledge culture/customs15.9 20.3 28.1 24.5 .0000 
international 
transactions experience 14.5 17.5 16.8 .0000 

written plans 38.2 52.2 64.5 59.0 .0001 
export plans 9.0 10.3 36.1 32.3 .0000 
resources availability 44.3 76.5 76.8 75.9 .0000 
use R&D tax concession 13.5 10.4 33.0 44.0 .0000 
age of firm 10 years + 83.4 70.0 84.6 82.9 .0047 
employment >/500 2.9 9.7 5·5 .0000 
turnover >$10 million 18.0 25.4 40.4 37.3 .0000 
high plant utilisation 92.4 80.6 83.5 67.0 .0000 

Mean Scores 

marketing orientation 1.29 1.45 1.32 1.40 .05 
product/quality focus 1.58 1.74 1.64 1.69 .14 
strategic approach 1.26 1.34 1.44 1.57 .00 
opportunistic approach 1.00 1.18 1.05 1.08 .00 
long term relations 
overseas 2.39 3.57 3.89 3.96 .00 

standardised products 1.26 1.47 1.40 1.47 .01 
high technology products 1.15 1.11 1.20 1.26 .04 
problems competing 
overseas 1.27 1.08 1.03 1.07 .00 

problems foreign 
ownership 1.05 1.04 1.04 1.04 .89 

problems financing 
o'seas business 1.34 1.19 1.18 1.30 .00 

commitment of resources 1.25 1.57 1.66 1.60 .00 
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(8.2.1) PROFILE OF GROUP 1 FIRMS 

(Low Internationalisation /Low Countertrade). 

Firms in this group are more likely than firms in other 

groups, to have senior operating executives who have 

been born in overseas and who have spent limited time 

living overseas. These executives make the least number 

of overseas trips and are less likely to have tertiary 

qualifications. Their knowledge of foreign cultures and 

business practices is limited and they have had little 

international business experience. Managers in these 

firms are least likely to plan, or prepare export plans. 

They are the least likely to have a marketing 

orientation or a focus on product/quality issues. In 

addition, their objectives in pursuing international 

marketing opportunities are low on both the strategic 

and opportunistic dimensions. Furthermore, they are 

least likely to seek to establish long term 

relationships abroad. Firms in Group 1, are also least 

likely to offer standardised products and they have the 

lowest percentage of excess capacity. They are the least 

willing to commit resources to international business 

activities and also have the greatest difficulty in 

making resources available to develop overseas markets 

wi thout adversely impacting the domestic market. They 

perceive problems financing international business 

activities and they tend to be smallest in terms of 

employment and turnover. 
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(8.2.2) PROFILE OF GROUP 2 FIRMS 

(Low Internationalisation /High Countertrade 2). 

Compared to firms in other groups, these firms tend to 

have younger senior operating executives, who were more 

likely to have been born in Australia and to have lived 

abroad. The decision making style of managers is more 

likely to reflect a marketing orientation and a focus on 

product/quality issues. The managers tend to be more 

opportunistic in their approach towards international 

business and their firms are less likely to produce high 

technology products. These are more recently established 

firms which are able to offer standardised products but 

are less likely to take advantage of the R & D taxation 

concession scheme. 

(8.2.3) PROFILE OF GROUP 3 FIRMS 

(High Internationalisation /Low Countertrade). 

Relative to other groups of firms, the senior operating 

executives tend to be older, make more overseas trips, 

and are more likely to have tertiary qualifications. 

Their staff are more knowledgeable regarding overseas 

business customs and practises and are more likely to 

have had international transactions experience. Managers 

of firms in this group, not only have the highest level 

of planning orientation, but also are more likely to 

prepare export plans. They are both willing and able to 

make resources available for international business with 

the least difficulty and have the lowest incidence of 
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problems in both raising finance for international 

activities and in competing overseas. 

(8.2.4) PROFILE OF GROUP 4 FIRMS 

(High Internationalisation /High Countertrade). 

The personal characteristics (apart from age) of senior 

operating executives, knowledge of culture and business 

customs and degree of international transactions 

experience on the part of managers for firms in this 

group are similar to those in Group 3. However, these 

firms are more likely to adopt a strategic approach to 

international business and take a long term perspective 

by pursuing long term relationships overseas. These 

firms have the largest percentage of excess capacity, 

are most likely to produce high technology products and 

make the most 'use of government R & D tax concession. 

(8.2.5) SUMMARY 

The impact of internationalisation on countertrade can 

be seen by comparing the two groups which are high in 

countertrade predisposition (Groups 2 and 4). Table 8.1 

shows that firms which are high in internationalisation 

(Group 4) relative to those firms which are low in 

internationalisation (Group 2), tend to have senior 

executives who are older, were more likely to be born 

overseas, more likely to travel overseas, and more 

likely to have tertiary qualifications. These firms are 

more inclined to prepare export plans, use the 
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government's R & D tax concession scheme, be older and 

larger, have greater excess capacity, be more strategic 

and less opportunistic in approach, pursue long term 

relationships abroad, perceive problems financing 

international business and be producers of high 

technology products. 

The impact of countertrade on internationalisation can 

be seen in Table 8.1 by firstly comparing Group 3 and 

Group 4 firms (which are both high in 

internationalisation) and secondly by comparing Group 1 

and Group 2 firms (which are both low in 

internationalisation). 

In both comparisons, the difference may reflect the 

influence of countertrade. In the first comparison, the 

high countertrade (Group 4) firms have younger senior 

executives, use the government's R & D scheme, have 

excess capacity, adopt a marketing orientation pursue a 

strategic approach and have problems financing overseas 

business. 

In the second comparison between groups low in 

internationalisation, the high countertrade (Group 2) 

firms have younger executives, who are more likely to be 

Australian born but have lived overseas, adopt a planned 

approach, a marketing orientation and are opportunistic 

in orientation. These firms tend to be younger, have 
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relatively greater excess capacity, tend to offer more 

standardised products and tend to focus on product/ 

quality issues. These firms are both able and willing to 

commi t resources to international business, seek long 

term relationships abroad and perceive fewer problems in 

competing overseas. 

The common features of both these groups (Groups 2 and 

4), relative to those not favourably predisposed towards 

countertrade, are that their senior operating executives 

are younger, the firms have a marketing orientation and 

are more likely to have excess capacity. It would 

therefore appear that these are the most important 

internationalisation factors which characterise firms 

which are favourably predisposed towards countertrade. 

8.3 GROUP PROFILES: MULTI-VARIATE ANALYSIS 

(8.3.1) INTRODUCTION 

It is possible that commonalities between the various 

groups profiled above may obscure differences which 

distinguish firms whose approach towards countertrade is 

positive (high) from those whose approach is negative 

( low). For this reason it was decided to undertake a 

discriminant analysis. The number of resulting cases in 

each group for use in the analysis was Group 1 ( low 

internationalisation/low countertrade) 28 cases; 

Group 2 (low internationalisation/high countertrade) 

20 cases; Group 3 (high internationalisation/low 
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countertrade) 170 cases; and Group 4 (high 

internationalisation/high countertrade) 106 cases. 

Because the number of cases for Group 1 and Group 2 were 

very small and could cause a problem with small cell 

sizes, it was decided to only undertake a discriminant 

analysis of highly internationalised firms as between 

those whose intent to engage in countertrade was low 

(Group 3) and those intent was high (Group 4). Such an 

approach is supported in both the literature (e.g. Welch 

and Luostarinen, 1993) and earlier aspects of the 

present research (see Chapter 6, section 6.2.3) wherein 

there is some indication that firms which have low 

levels of internationalisation are less likely to 

consider countertrade. Two group discriminant analysis 

was used to identify the predictors of group membership. 

(8.3.2) CROUP PROFILES 

Discriminant analysis assumes prior probabilities of 

group membership to be equal. In the discriminant 

analysis used, in order to better reflect the 

classification of firms, probabilities were specified 

according to the number of cases actually falling into 

each group in the analysis sample (Group 3 flhigh 

internationalisation/low countertrade 11 , 0.62; Group 4 

"high internationalisation/high countertrade", 0.38). 

In order to better estimate the predictive ability of 
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the discriminant function, the analysis was repeated 

using five different randomly selected hold-out samples. 

Table 8.2 shows the mean percentage of correct 

classifications of both group and hold-out samples. 

TABLE 8.2: 	 COMPARISON OF CORRECT CLASSIFICATION OF 

CASES BETWEEN GROUP AND HOLD-OUT SAMPLES 


SAMPLE 	 GROUP HOLD-OUT 

No % % 
1 74 54 
2* 73 58 
3 68 55 
4 69 57 
5 72 54 

MEAN 71 56 

Cpro .59 .51 


* Sample selected for detailed analysis 

This analysis reports the discriminant function of the 

group with the highest percentage of firms in the hold 

out sample which is 58.23%. The difference between the 

pairs of groups is statistically significant [F ratio 

between Group 3 and Group 4 is 4.61 (p<.OOl)]. The 

predictive ability of the discriminant analysis is 

better than chance. Overall, 72.98% of respondents' 

group membership is correctly classified and in the hold 

out sample, the figure was 58.23%. Table 8.3 shows the 

correlations between the two significant discriminant 

functions and the various predictor variables. 
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TABLE 8.3: CORRELATIONS OF DISCRIMINATING VARIABLES AND 

DISCRIMINANT FUNCTIONS 

Hi int/lo et Significance 
VB 

Hi int/hi. ct 
Group Centroids 
.hi. int/10 et -.33 
.hi. int/hi. et .61 

IU\IUGI!IUIIIT c:mumcTElUSTICS 

Pen:gnf'l 
.younger .angers(l= <50;2=ge 50) .26* .04 
.born overseas(1=Auatralia;2=otber) -.24 .01 
.~ abroad(l=none;2-<1;3= ge 1) .41* .00 
.o'seas business trips(1=nane;2=1;3=2-4;4=ge5) -.13* .31 
.education(1=pr~;2=secoodary;3=tertiary} -.02 .59 
Jtnovledqe and Ezperience 
.cu1turejbusiness practises 
(l=adequate to 3=inadequate) -.10 .90 

.int'naJ. transactions eqerience 
(l=none to 4=eKtensive) .14* .28 

P13nnipg Characteristics 
.written plans(1-yes;2=no) .16 .22 
.ezport planning(1=yes;2=no) .20* .11 
Approach to Int' nal Business 
.strategic{a) .29* .02 
.opportunistic(a, .16* .20 
Decl,sion Making Style 
•aaxketing(.) .31* .01 
.product/~ity(.' .07 .80 
Relationship Por.ation 
.long tena relationships (a) .09 .77 

PIRIf CHlUUlCTERISTICS 

Product Oftering 
.standardised(a) .14 .06 
.hi.gh tecbno1ogy products (a' .16 .06 
hcess Capacity 
.plant utilisation(l=lov to 3=high) -.30* .02 
Resources 

.v.lllingnesa to co.ait(a' -.07 .77 

.availability to co.ait(1=yes;2=no) .07 .24 
'l'echno 1ogy 
.R» eqenditure (l=liaited to 3=large, .01 .92 
.R» t:aa: concession usage (1=yes;2=no) -.27* .03 
.hi.gh tecbnology product .16 .06 
Pims Backgrpund 
.age o£ £ina(l= -2yrs to 4=10+) .01 .47 
.eap1oyaent(lz (10 to 6=ge 500) -.15 .19 
.turnover(1=0-100 to 7=20ai1l+, -.16 .72 
ProbleM 
.coapetitiveness(l=not applicable to 
5~jor liaitation, .32* .01 

.. = variable entered in the stepwise selection process 
m = multi-item measurement scale (see Chapter 6 for details) 

Table 8.3 suggests that highly internationalised firms 

which are favourably disposed towards countertrade, 

compared to those which have a low predisposition 

towards countertrade, will have senior operating 

executives who are older and who spent more time living 

overseas. Although their managers are reluctant to 
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prepare export plans, they approach international 

business in a strategic way and have a marketing 

orientation. These are firms which have excess capacity, 

take advantage of the government's taxation concession 

to promote research and development but which have 

difficulty in being able to compete overseas. 

(8.3.3) SUMMARY 

Of the factors which the bi-variate analysis showed 

predicted firms which were both high in countertrade and 

high in internationalisation, those which remain 

following the multi-variate analysis, are 'having lived 

abroad', 'adopting a strategic approach', 'having a 

marketing orientation', 'using the R & D tax concession' 

and 'existence" of excess capacity'. 

In addition, of the factors indicating favourable 

predisposition towards countertrade resulting from the 

bi-variate analysis in Chapter 6, those which remain 

after the discriminant analysis of the two groups of 

highly internationalised firms, are the same as those 

above. 

8.4 CONCLUSIONS 

Overall, the results continue to indicate that the 

greater the degree of firms' internationalisation, the 

more likely the firm will be favourably predisposed 

towards countertrade. This is consistent with the 

earlier findings in Chapter 6, Section 6.2.3, and 



282 


supported by the finding in this chapter, that a number 

of the factors which were found to predict both 

internationalisation and countertrade separately (see 

Table 6.23), appear in the profiles of Group 4 firms 

(high internationalisation/high countertrade). 

Government Programs, directed to firms whose 

international business performance may benefit from 

assistance with undertaking countertrade, could be based 

on the multi-variate profile of firms which are high in 

internationalisation and high in countertrade (see Table 

8.3). The most significant characteristics of such firms 

are those listed in Section 8.3.3, viz senior managers 

are younger, have lived overseas, possess a strategic 

approach to international business, adopt a marketing 

orientation, use government R & D tax concessions, face 

problems in competing overseas and have excess capacity. 

Firms with these characteristics could be isolated for 

government assistance which could take the form of 

education/training in countertrade or provision of 

financial and underwriting support when engaging in 

countertrade. 

There is a second group of firms which being favourably 

predisposed to countertrade, may also warrant similar 

government assistance with countertrade. These Group 2 

firms were not considered in the multi-variate analysis. 

In the bi-variate analysis, Group 2 firms (low 
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internationalisation/high countertrade) relative to 

other groups of firms, tend to have younger senior 

executives who are more likely to be Australian born and 

to have lived overseas. These are smaller, more recently 

established firms, with a well developed marketing 

orientation, a focus on product/quality issues and an 

opportunistic approach. This group of firms may be 

similar to Internationalisation Stage 2 firms (have 

considered but not commenced exporting) in Table 6.3. 

These Group 2 firms, which are included in the low 

internationalisation category in the above analysis, are 

very positive about undertaking countertrade and view it 

as being both low in risk and high in reward. 

Whilst the quantitative analysis in Chapters 6, 7 and 8, 

highlight internationalisation factors which predict 

favourable predisposition towards countertrade, it does 

not provide insight as to how decisions with regard to 

countertrade evolve within the firm, the networks of 

relationships involved and how countertrade contributes 

to the further internationalisation of the firm. These 

issues will be explored in Chapter 9. 
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PART III 


CASE STUDY METHODOLOGY AND RESULTS 
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CHAPTER 9 

UNDERSTANDING COUNTERTRADE IN A NETWORK CONTEXT 

The first phase of the research discussed Chapters 6, 7 

and 8, was based on a mail survey and involved 

quantitative analysis. This Chapter reports the results 

of a qualitative analysis undertaken to provide a deeper 

understanding of the role and nature of countertrade in 

the context of the internationalisation of the firm. 

Further, due to the small number of respondents to the 

survey with actual countertrade experience (37), it was 

difficult to meaningfully analyse the data in respect of 

actual countertrade behaviour from answers to the 

survey. To explore actual countertrade behaviour, case 

studies were undertaken of three countertrade 

transactions. The purpose of the case studies is not to 

further demonstrate the relevance of the variables found 

to predict predisposition towards countertrade, but 

rather to see how the role of countertrade in the 

internationalisation of the firm evolves over time in a 

network context. This involves analysing the networks of 

relationships in each transaction at inception and again 

at maturity. 

9.1 RESEARCH DESIGN: CASE STUDY 

This section describes the case study method, the basis 

for selection of the cases and discusses how the case 

study method can supplement the survey approach. 
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(9.1.1) THE CASE STUDY TECHNIQUE 

The objectives of using the case study technique in this 

study are to develop a richer and more comprehensive 

understanding of countertrade and, in the process, 

provide insights into countertrade additional to those 

which derive from the more tradi tional 

conceptualisations of internationalisation. 

(9.1.2) CASE STUDY RATIONALE 

Commentary on the case study method ( e. g • Eisenhardt 

1989) indicates that the application of survey type 

research to international countertrade may not: 

• 	 fully reflect its unique features; 

· 	 capture the quality of the relationships 

involved; and 

· 	 provide a holistic perspective of countertrade 

transactions; 

Case studies on the other hand may be more suitable as 

this technique: 

· focuses on understanding the dynamics present 

within single settings; 

· 	 can involve multiple levels of analysis (eg both 

industry and firm levels), within a single 

study; 
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· 	 can combine a number of data collection methods; 

· 	 can provide description, generate theory and 

test theory; 

· 	 can facilitate theory building in the absence of 

prior empirical evidence or limited coverage in 

the literature; and 

· 	 is useful when studying longitudinal change 

processes. 

Further support for this view is provided by Aulakh and 

Kotabe (1993) who argue that international marketing 

research has problems not encountered with domestic 

marketing research. This is because international 

marketing research usually involves more than one 

country, increased costs of data collection, difficulty 

in comparing data collected and in implementing of 

methodological techniques in foreign markets. As a 

consequence, problems exist for empirical survey type 

research in international marketing. With research into 

international countertrade, these problems are likely to 

be compounded due to the difficulties associated with 

countertrade research as discussed in Chapter 1. Support 

for the case study approach in the context of 

internationalisation can be found in the research into 

networks and the associated Industrial Marketing and 
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Purchasing ( IMP) literature such as Axelsson and 

Johanson (see Axelsson and Easton 1992); Mattsson, 

Kjellberg and Ulfsdotter (1993); Easton and Li (1993) 

and Hakansson and Snehota (1995). In the context of 

countertrade, there has been limited case study research 

e.g. Ah1strom and Wester1und (1989) and Brorsson (1992). 

9.2 THE NETWORK APPROACH 

So as to explore the case related issues in depth, the 

network approach will be applied to the analysis of the 

three countertrade transactions. This approach appears 

to be appropriate when transactions are complex 

(Hakansson and Snehota 1995, p 331), and has been 

pointed out, one feature of countertrade is its 

complexity. At the core of the network approach is the 

concept of 'relationships' which implies 

interdependency, a longer time horizon and the need for 

importers and exporters to build up knowledge about each 

other. Such relationships facilitate the firm not only 

in exporting its products and services, but also in 

accessing important resources. However, networks involve 

more than single relationships. A single relationship is 

not an isolated entity but part of a broader network of 

interdependent relationships ( Hakansson and Snehota 

1995, P 3). This interdependency derives from what 

Hakansson and Snehota (1995) term 'layers of substance' 

(p 26). These layers are the links between the 

activities in which the firm is involved, the ties that 



289 


connect the various resources each company (both 

directly and indirectly) brings to the relationship, and 

the bonds that connect the actors in the organisations 

and influence their identities as perceived by other 

parties. 

These two important characteristics of networks - viz 

relationships and interdependency are typical of 

countertrade according (Grabner 1993). Because the 

network approach extends beyond the transaction itself 

and embraces the network in which the transaction is 

embedded, it is possible that its application to the 

analysis of countertrade will lead to a more holistic 

view embracing issues such as: 

(1) 	how international relationships develop as a 

result of countertrade; 

(2) 	whether these international relationships 

would have occurred without countertrade; 

(3) 	whether the international relationships are 

unique to countertrade transactions; 

(4) 	what factors might cause the international 

relationship to continue once the countertrade 

transaction has been completed; 
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(5) 	whether the international relationships vary 

according to the degree to which the 

countertrade was directly mandated by 

government. 

In order to explore the above issues, the cases are 

studied from a network perspective i.e. actors carrying 

out activities which involva the transformation of 

resources (Hakansson 1987). As mentioned, in order to 

achieve the transformation, there will be a linking of 

activities between the firms, the resources of each will 

become tied to the other and the actors will form bonds 

involving obligations which may lead to further 

interaction. 

This transformation occurs in an atmosphere which is the 

sum of the attitudes the parties have towards each other 

and towards the relationship (Havila and Sandstrom, 

1991). Atmosphere embraces aspects such as power, trust 

and dependency. This in turn can lead to mutual 

orientation, commitment, adaptations, and social 

exchange (Hakansson and Snehota 1995, p 20). 

Furthermore, the transaction takes place in an 

environment containing the factors causing the use of 

countertrade such as political issues, economic 

considerations, legal barriers and financial constraints 

these factors involve other relationships which 
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impinge upon the relationship between the two companies 

involved in the focal relationship. The network model as 

shown below, will be applied to three different types of 

countertrade transaction. 

FIGURE 9.1 COUNTERTRADE TRANSACTIONS AND NETWORKS 

Atmosphere 

9.3 PREVIOUS RESEARCH 

As mentioned ( see Chapter 2 , Section 2.5), most 

empirical research on international countertrade to date 

has focus sed on the parties to the countertrade 

transaction rather than on the transaction itself and 

the relationships entailed. It mostly concentrated on 
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the content of countertrade or on the motivation for 

countertrade. 

Only two examples were found of research which applied 

the network paradigm to countertrade. The first of these 

was by Ahlstrom and Westerlund (1989) and related to the 

offsets form of countertrade. They applied the network 

model of Hakansson (1987) to" analysing the sale of 

submarines to the Royal Australian Navy by Kockums 

Marine AB of Sweden. Their study shows that whereas the 

offsets transaction involved existing networks for some 

players, it involved new networks for others. This was 

because contacts between Swedish and potential 

Australian partners, with one exception, had been 

limited or non existent prior to this arrangement. The 

study also showed how offsets arrangements can introduce 

new players into existing networks ( e. g • State 

Governments in Australia). The study explored the 

connections between four Swedish sub-contractors and 

other actors in the network. Each of the Swedish sub 

contractors met their offset requirements in a different 

way. One was via a joint venture combined with a 

license, one via a subsidiary combined with a license, 

one by using Australian suppliers and the fourth by 

using licensing as a means of fulfilling the local 

content requirement. The reasons for the variance appear 

to be due to one or a combination of the following - the 

leverage that the prime contractor had on the sub 
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contractor, the opportunities offered in Australia for 

future work, the importance of the Australian contract 

to the subcontractor or the anticipated level of 

profitability. An issue raised by this case is whether 

networks of relationships where countertrade is 

involved, are more likely to be permanent in cases where 

the countertrade is mandated. In summary, the proj ect 

network involved in the submarine contract was a complex 

one. It involved a large number of interactions and 

actors of three different nationalities linked through 

functional interdependence where heterogeneous demand 

for different parts of submarines was linked with 

heterogeneous supply. The transformation activities that 

are performed with the resources ( knowledge and 

material) are linked by activity transactions into 

activity cycles resulting in a finished submarine 

delivered to the Royal Australian Navy. The project 

network which existed between the original actors 

(Kockums and its initial partners) was extended to 

include Australian actors due to the countertrade 

(offset) requirement for local content. 

The second study of networks and countertrade was by 

Brorsson (1992) and related to countertrade networks in 

Indonesia of the counterpurchase variety. She describes 

a network which involved direct relations between an 

Indonesian focal company (which was in fact a trading 

rather than a manufacturing company), its suppliers, its 
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bankers, the Indonesian Government (who required 

countertrade) , 'Western' trading companies and their 

subsidiaries in Singapore as well as a number of 

indirect relationships. She found that the countertrade 

network grew out of a complex problem which required 

countertrade for its solution. Some of the connections 

were due to the countertrade whilst other connections 

may have emerged without countertrade. Brorsson argues 

that the network which arose from the countertrade is 

different because it now contains relationships which 

are driven by the need for countertrade. These 

relationships arise because of the connecting of import 

and export activities specifically it is the 

technical, planning, social, economic and legal bonds 

which are, through a process of adaptation developed to 

co-ordinate the import and export activities, which 

constitute the countertrade. As with the previous case, 

here also the government ( Indonesia) mandated that the 

countertrade should take place, but its involvement was 

less because it had little practical experience of the 

undertaking of countertrade and little liaison with the 

firms involved. 

In both cases above, 

. the requirement for countertrade added 

complexity in that it resulted in the formation 

of new relationships; 
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• 	 countertrade was used to enter markets which 

otherwise would have been more difficult if not 

impossible to enter; 

the networks had unique features because of the 

requirement for countertrade; 

• 	 because of the countertrade, investment occurred 

in new resources and this may influence the 

continuation of some relationships beyond the 

immediate transaction; and 

· 	 there was considerable involvement of 

government, 

all of which adds to the depth of understanding of the 

countertrade transactions observed at a single point in 

time. 

In summary, most of the previous research to date into 

countertrade does not address the issue of relationships 

and the two studies which did were ' snapshot I rather 

than longitudinal. It is considered that a longitudinal 

approach is needed because countertrade relationships 

take more time to negotiate and implement because of 

their complexity. 
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9.4 CASE SELECTION 

In order to explore how the role of countertrade in the 

internationalisation of the firm evolves over time, and 

to explore the issues raised in Section 9.2, cases were 

selected so as to: 

· 	 reflect different types of countertradei 

• 	 involve different product categories; 

· 	 include transactions which were both import as 

well as export driven; 

· 	 illustrate countertrade by firms of different 

sizes; and 

• 	 cater for both government mandated and non 

government mandated transactions. 

The case study approach used involved a blend of 

archival material, observations, interviews and 

questionnaires. It was suitable for not only uncovering 

the relationships that exist in countertrade 

transactions but also for ascertaining commonalities 

between different forms of countertrade. As has been 

pointed out (Chapter 2, Section 2.4), countertrade is 

highly contextual, and the case study method, because of 

its capacity to more fully embrace the complex nature of 
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relationships, is suitable for analysing both the 

context in which the firm acts and the temporal 

dimension through which events unfold ( Bonoma 1985 ) . 

This is relevant for studies of countertrade as a 

criticism of previous research into countertrade (e. g . 

Benito and Welch, 1994), was that it failed to analyse 

transactions over time so as to see how firms progress 

from lower to higher commitment .~cmodes. 

Three Australian based countertrade cases were selected 

for analysis. The relationships involved in these 

countertrade transactions are mapped at both inception 

and maturity in order to better reflect the dynamic 

nature of this form of international business behaviour. 

The transactions selected were those in which the author 

had been involved in the negotiation stage during his 

previous employment as a Senior Trade Commissioner for 

the Australian Government. These transactions were re

examined some six to eleven years later when the author 

interviewed managers of the Australian firms involved. 

An interview guide was developed for this purpose (see 

Appendix F). The three cases represented countertrade 

transactions of differing kinds as is shown in TABLE 

9.1. 
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TABLE 9.1: CHARACTERISTICS OF SELECTED CASES 


F/A-18 COAL SEAFOOD 
AIRCRAFT WASHERY PROCESSING 

eT FACTOR large 	 medium small 
Size (1) 

Products (2) 	 components processing plant processing plant 
laircraft Icoal Iseafood 

Region 	 America-USA Asia-Vietnam Asia-Vietnam 

Motive 	 sell sell buy 

Government 	 yes no no 
Mandated 

(1) of Australian principal to the transaction 
(2) Australian supplied/Foreign supplied 

Phillips ( 1981) points out that the single informant 

approach has problems for assessment of organisational 

characteristics and wherever possible should be 

supplemented by reports of other informants. In the 

studies which follow, these problems exist but are taken 

into account and compensated for in part. The 

limitations of the single informant approach are 

lessened in the cases to be discussed. This is because 

the author, in addition to his role as an actor during 

the negotiation stage, was also a mediating official 

whose role required him to maintain contact with many of 

the other actors (both in Australia and overseas) as 
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well as to oversight the transactions for the Australian 

Government. As such, his knowledge of the transactions 

was broader than that of the usual single informant. In 

addition, because his acquaintance with the transaction 

ceased, in one case when he left Los Angeles in 1986 and 

in the others when he left Bangkok in 1989, his 

recollection of events at the negotiation/early 

implementation stage is not ·influenced by subsequent 

involvement in these transactions. 

This recollection is reflected in maps of the networks 

of relationships at the negotiation/early implementation 

stage (Figures 9.2A, 9.3A and 9.4A). He revisited the 

three transactions in 1994. This was eleven years (F/A

18), eight years (Seafood Processing) and six years 

(Coal Plant) after the negotiation/early implementation 

phase. Yet again, in each case, there was only one 

informant due to bankruptcy in the seafood case and 

unavailability of additional informants due to passage 

of time with the F/A-18 and Coal Washery cases. 

With the F/A-18 transaction, contact in 1994 was with a 

senior executive of one of the major Australian sub

contractors supplying components to Macdonnell Douglas. 

This source was supplemented by an Australian Department 

of Defence Report "Review of the F/A-18 Industry 

Program" (March 1994), based on interviews with and 
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written submissions from representatives of all 

significant Australian actors involved in the 

transaction. 

In the case of the Coal Washery, contact in 1994 was 

with the public relations manager of the principal 

Australian firm involved. This was supplemented with a 

copy of a speech outlining the.evolution of the project, 

by the Director and General Manager of the company to 

the MTIA33 National Export Council Networking Forum 

(June 1992). This director had been involved in the 

transaction from its inception. 

The Australian principal in the Seafood Processing 

project had recently become bankrupt. In this case, 

contact in 1994 was with the former general manager who 

before joining the seafood firm had been an Australian 

government official associated with the early 

implementation stage of the project. 

These changes are reflected in Figures 9. 2B, 9. 3B, and 

9.4B) which show relationships as they existed in 1994. 

The network maps of the countertrade transactions at the 

negotiation/early implementation phase and the network 

maps of same transactions at the maturity stage, are 

compared to analyse the nature of the changes which 

occurred during the course of the three transactions. 

33Metal Trades Industry Association 
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9.5 CASE DESCRIPTIONS 

(9.5.1) PURCHASE OF F/A-18 AIRCRAFT - USA 

(Offsets - Government Mandated). 

In the early 1980' s, Australia had a requirement for 

fighter bomber aircraft and the two main contenders 

following the short listing process, were Macdonnell 

Douglas (F/A-18 Hornet) and General Dynamics (F16). 

Previous relationships were l..fmited with one of the 

contenders (the Douglas Aircraft division of Macdonnell 

Douglas) , having supplied DC9 aircraft to Australia's 

domestic airlines and the other contender ( General 

Dynamics), having sold a number of F111 bomber aircraft 

to the RAAF. As both companies offered acceptable levels 

of Australian industry involvement, the issue of offsets 

was not a significant factor in selecting between them. 
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FIGURE 9.2A - F!A 18 OFFSETS TRANSACTION - USA (1983) 
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FIGURE 9.28 - FIA 18 OFFSETS TRANSACTION - USA (1994) 
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There was a requirement for certain work in connection 

with the production of the aircraft to be undertaken in 

Australia (so as to enhance Australian defence 

capabilities). Principally, this took the form of 

assembling the aircraft. This was termed designated work 

and was confined to the seventy three (of a total of 

seventy five) aircraft that"",,) were to be built in 

Australia. There was also a 30% offset requirement with 

respect to the imported content of the aircraft. The 

award went to Macdonnell Douglas34 . 

The focal relationship between the RAAF and Macdonnell 

Douglas was a new relationship. As far as the most 

important connected relationships were concerned, that 

with Northrup in Los Angeles (a major co-contractor) was 

new, whereas those between most other Australian 

subcontractors and Macdonnell Douglas and those between 

the US engine manufacturer and the US Department of 

Defence, were not new. 

At the initial stage, the requirement for offsets 

generated new relationships. These were not only between 

the RAAF and the prime contractor, but also between the 

34At the time of the award, it was rumoured that one 
reason the contract went to Macdonnell Douglas was 
because General Dynamics had been tardy in fulfilling 
offsets obligations incurred with the supply of FIll 
fighter bombers to the RAAF. This view is not officially 
supported. 
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prime contractor and a number of Australian firms (e.g. 

GAF; Thorn EMI) and between the co-contractor 

( Northrup ) , the sub-contractors and a number of 

Australian firms (e.g.Hawker de Havilland; Dunlop 

Aviation; Philips Industries; British Aerospace). This 

situation arose because, although the Australian 

Government required an offset equivalent to 30% of 

contract value (of items of eq~valent technology), the 

prime contractor usually only accounts for between 30 

and 40% of the value of the finished product. As a 

consequence, offsets obligations were usually offloaded 

onto the sub-contractors. 

Some of the maj or work packages placed with Australian 

firms by sub-contractors to the F/A 18 project were 

Philips Industries (Radar Data Processors) , Thorn EMI 

(Stores Management Systems), British Aerospace (Avionics 

and Test Equipment), Dunlop Aviation (Speed Brake 

Actuators), Hawker de Havilland (Landing Gears; Engine 

Parts; Door Formers; Actuators) . In addition, several 

other Australian firms, acting as suppliers to the major 

sub-contractors or as sub-sub-contractors benefited 

(e.g. Morris Productions; Normalair Garrett). 

In this case study, most of the maj or sub-contractors 

(except Government Aircraft Factories and Commonwealth 

Aircraft Corporation), were Australian affiliates or 

subsidiaries of maj or overseas companies. Although not 
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known, it may be speculated that existing relationships 

between these overseas companies and the prime 

contractor may have contributed to the involvement and 

acceptability of their Australian subsidiaries. It is 

also possible that the existing reputation of the parent 

may well have added to the confidence of Macdonnell 

Douglas and Northrup and their sub-contractors in 

placing business with the AustLa~ian subsidiaries. 

There was considerable involvement of government in this 

arrangement apart from the RAAF being the purchaser. The 

US Department of Defence was involved because the sale 

was classified as a Foreign Military Sale (FMS); the US 

Embassy in Canberra was involved, not only because it 

was an FMS sale but also because of the commercial 

aspects of the transaction. Their main liaison was with 

the Australian Department of Defence. The Australian 

Embassy in Washington was involved with the prime and 

co-contractors as well as the US Department of Defence; 

AUSTRADE posts in Los Angeles and Chicago were in close 

contact with prime and sub-contractors in their regions 

as well as with Australian firms seeking to take 

advantage of the offsets program. Relationships between 

personnel in the defence procurement sections of both US 

and Australian Governments, whilst not new, were 

strengthened because of this transaction in terms of 

both contact frequency and access. Government to firm 

relations were new in some cases (Northrup/Australian 
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Department of Defence) and reinforced in others 

(Macdonnell Douglas/Australian Embassy, Washington). 

By 1994, the seventy five aircraft had been delivered to 

the RAAF and 90% of the offset obligation discharged 

(AUD 375 million) with the balance due to be discharged 

before the year 2000 (Review 1994). 

(9.5.2) COAL WASHERIES - VIETNAM 

(Buy Back - Sales Motivated). 

In the mid 1980' s the Vietnamese Government Ministry 

responsible for energy, approached the Australian 

Embassy in Hanoi seeking assistance to rehabilitate two 

coal washeries at Campha which were approximately 35 

years old and operating at less than 30% capacity. There 

is a good international demand for anthracite of the 

grade Vietnam is blessed with. It was felt that if 

additional supplies of this coal were available, then 

Vietnam could earn foreign exchange to replenish 

depleted reserves. This was dependent on producing not 

only greater quantities of coal but also coal of better 

quality - something which could only be achieved via 

upgrading of the preparation plants. The inquiry was 

directed to Australia because of its reputation for coal 

expertise amongst the international coal community and 

because Australia's political relations with Vietnam 

were strong as Australia had been the second Western 

country to formally recognise the current regime in 
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Vietnam. When the AUSTRADE/AUSMINE Trade Mission visited 

Vietnam in March 1988, Bulk Materials Coal Handling 

(BMCH) which was a member, had the opportunity to 

explore the potential of the Vietnamese proposal. 
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FIGURE 9.3A - BMCH BUY-BACK TRANSACTION - VIETNAM (1988) 
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FIGURE 9.3B - BMCH BUY-BACH TRANSACTION - VIETNAM (1994) 
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The Vietnamese Government did not have foreign exchange 

to pay for the upgrading and the products available on a 

barter basis were unlikely to interest a coal 

engineering company. The Vietnamese were prepared to pay 

for the rehabilitation with coal resulting from the 

increase in capacity as a consequence of the upgrading 

(a buy-back arrangement) . During the mission, a 

Memorandum of Agreement was $agned between BMCH and 

Coalimex (Vietnam National Coal Import-Export and 

Material Supply Corporation) in respect of Campha No 2 

plant. Also a Memorandum of Understanding was signed 

between AUSTRADE/AUSMINE and the Vietnamese Ministry of 

Energy to undertake a study of Vietnam I s coal mining 

potential. This involved both governments more closely 

in coal industry development activities in Vietnam. 

The focal relationship was between the Vietnamese Coal 

Authority , Coalimex and BMCH and was new. Another new 

relationship directly involving both these parties arose 

because BMCH as an engineering firm, had no interest in 

trading coal. They approached another Australian company 

with whom they had previous involvement which although a 

competitor in some areas, was also a major coal trader 

White Industries. White Industries saw no scope for 

disposing of the Vietnamese coal in Australia (which is 

one of the world IS maj or coal exporters) but knew it 

could sell the coal to a contact in Hong Kong. The 

intended contractual arrangements provided that BMCH 
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rehabilitate one of the coal washeries (Campha No 2) and 

be paid in anthracite, the title to which would go to 

White Industries who would sell the coal in Hong Kong. 

Once payment was received, White Industries were to pay 

BMCH in Australia. Thus the proposed countertrade 

requirement introduced not only new relationships but 

also new countries into the network. 

There were a number of other important relationships 

involved, which although not part of the two focal 

relationships, were connected to them and exerted an 

important influence either directly (e. g. between the 

Australian sub-contractors and BMCH), or indirectly 

(e.g. between the bankers for BMCH and Coalimex). 

Connected relationships additional to the above included 

those between the Vietcom bank (Vietnam's central bank) 

and Coalimex, the Vietnamese sub-contractors and BMCH, 

AUSTRADE Bangkok, the Australian Embassy, Hanoi and the 

Ministry responsible for energy as well as Coalimex. 

Because of problems in obtaining financial approvals and 

the bureaucratic overload of the Vietnamese banking 

system, relationships developed with the Vietcom bank on 

the part of both the Australian Embassy Hanoi and 

AUSTRADE, Bangkok. The countertrade contract caused the 

creation of a new financial network linking banks in 

several countries and other parties involved in the 

transaction. 
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During the period since 1988, there have been changes in 

the Vietnamese commercial environment with creation of a 

liberal foreign investment law, the partial switch from 

socialism to limited forms of capitalism and foreign 

countries in increasing numbers focussing attention on 

the potential of Vietnam. There also has been a 

significant improvement in the quality of the coal 

available from Vietnam due jo the upgrading. As a 

result, export demand for the product continues to 

increase from 200,000 tonnes in 1989/90 to over 

million tonnes in 1994. BMCH have increased their 

involvement in Vietnam and are shortly to establish an 

office on a more formal footing. They have been awarded 

a new coal plant project at Hongai on a non countertrade 

basis and have been asked to tender to rebuild the 

Campha No 1 plant. 

(9.5.3) SEAFOODS - VIETNAM 

(Counterpurchase - Procurement Motivated) 

In the mid 1980' s there was a shortage of shrimp and 

barramundi in Australia. Most of the traditional sources 

of supply were already committed and Independent 

Seafoods of Western Australia was unable to find a new 

source of supply. It was known in the trade that 

suitable product was available in the waters off the 

Vietnamese coast but this was not acceptable to the 

Australian market because of hygienic, quality, grading 

and packaging considerations. The Australian firm 

2 
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decided that the answer to its problem of supply was to 

upgrade the production of several seafood processors in 

Vietnam to Australian standards in return for a priority 

claim on output. 
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FIGURE 9.4A INDEPENDENT SEAFOODS COUNTERPURCHASE TRANSACTION - VIETNAM (1987) 
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FIGURE 9. 4B - INDEPENDENT SEAFOODS COUNTERPURCHASE TRANSACTION - VIETNAM (1994) 
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To this end, Independent Seafoods of Western Australia 

entered into a countertrade arrangement with the 

international trading company of the Ho Chi Minh City 

Government which was responsible for handling imported 

requirements and export output for all seafood factories 

in the region IMEXCO. This involved Independent 

Seafoods providing considerable,",#' technology transfer and 

equipment to Seafood Factory No 1 and Seafood Factory No 

2. Included in the package was advice and assistance 

with fishing; training in seafood processing and grading 

to meet Australian requirements; training in packaging 

and storage of the product for export; and provision of 

chillers, snap freezers, cool rooms, packaging 

materials, packaging equipment, and fish preparation 

equipment. 

Independent Seafoods was paid in fish and shrimp for the 

products and services supplied to IMEXCO. The focal 

relationship was with IMEXCO and through them, strong 

connected arrangements existed with Seafood Factory No 1 

and Seafood Factory No 2. This focal relationship was a 

new one and unlikely to have come into being but for the 

countertrade arrangement. In addition, there were a 

number of other new relationships created as a result of 

this counterpurchase undertaking. These were mostly 

direct in that they involved one of the parties to the 

focal relationship (see Figure 9.4A) 
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Also, some of the connected relationships were between 

organisations other than those which were party to the 

focal relationship, but nonetheless were important to 

the success of the undertaking. They included government 

bodies, Australian equipment suppliers and the seafood 

factories. 

There was a network of g~ernment to government 

relationships involved in this undertaking. The 

Australian Embassy, Hanoi was involved with the Ministry 

of Agriculture and Fisheries, and the Ho Chi Minh City 

government. AUSTRADE, Bangkok liaised with IMEXCO and 

Independent Seafoods. 

From 1986 until the bankruptcy of Independent Seafoods 

in 1993, there were a number of changes in both actors 

and activities which contributed to the initial 

increased success of the operation, and then its demise. 

The Vietnamese central government seafood import export 

company, Seaprodex replaced the Ho Chi Minh City body, 

Imexco. This opened up 20 factories to rehabilitation 

activities and increased the size of Independent 

Seafoods' operations in Vietnam. Ever since Independent 

Seafoods entered the market using countertrade, other 

traders had been trying to muscle in on the situation in 

order to obtain supplies of quality seafood without the 

bother of becoming involved in the upgrading of plants. 

Eventually, Independent Seafoods experienced difficulty 
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in accepting all the seafood that the upgraded factories 

were producing. Coincidentally, the other traders began 

offering the factories higher prices for their shrimp 

and barramundi than Independent Seafoods could afford to 

offer because of the costs of the countertrade 

arrangements. As margins fell, Independent seafoods sold 

their interests to a Hong Kong company whose interest 

was in securing supplies of ,.~afood, not in becoming 

involved in rehabilitation of plants. 

Independent Seafoods then decided to change the 

direction of their activities in Vietnam. This involved 

applying the same technique, using the same net of 

Australian suppliers, but to different products. The 

first venture was in aquaculture which never developed 

into a commercially viable operation and in the process 

and proved to be very costly to the firm. The second 

venture involved (a) meat (especially pork) and (b) 

fruit and vegetables (see figure 9.4B). The major 

difference between this and the earlier transaction, was 

that there was no ready free foreign exchange market for 

these products and therefore, markets would need to be 

created. A 'national interest' concessional loan 

arrangement was entered into with the Export Finance 

Insurance Corporation (EFIC) to fund the operations 

until such time as suppliers could be repaid from export 

receipts. Shortly after operations commenced, the USSR 

market (on which considerable initial reliance had been 
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placed) collapsed due to political upheaval. This 

development, coupled with the small size of Independent 

Seafoods, its limited financial backing, and lack of 

qualified management, led to the project collapsing and 

the consequent bankruptcy of Independent Seafoods. 

9.6 CHANGES IN NETWORKS OVER TIME:fiI' 

The existing structure of the network is a result of 

solutions to problems in the past and the desire to 

establish a base for the future. As such, networks have 

both a history and a future (Hakansson and Snehota 1995, 

p25 and p 269). Although networks have continuity 

because of the activity links, resource ties and actor 

bonds discussed in Section 9.2, they are also dynamic. 

The changes in networks over time can be caused by 

exogenous factors such as changes in the social, 

economic, political, legal and cultural climate 

surrounding the transaction. Changes can also be caused 

by endogenous factors such as actors initiating changes 

in relationships or resource dependencies between the 

parties altering. 

TABLE 9.5 provides a summary of the changes over time in 

each of the three transactions in terms elements in the 

network model. Applying this model to countertrade 

transactions assists in highlighting the 

interdependencies involved in countertrade. 
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TABLE 9.2 CHANGES BETWEEN NEGOTIATION/EARLY IMPLEMENTATION AND MATURITY/CONCLUSION 


NETWORK ASPECT 

Actors 

Activities 

Resources 

Atmosphere 

Environment 

Relationships 

Network 

Structure 


F/A~18 

AIRCRAFT 

Ownership changes in some 
Australian sub contractors 

The RAAF undertook in-house 
private sector work 

US Airframe manufacturer 
opened Australian office 

Changed - negative to RAAF 
and positive to Northrup 

Threat of cold war less 
and more scrutiny of cost 
of offsets program 

Strengthened and led to 
new business for some major 
Australian sub contractors 

Little change in the 
network throughout 
duration of contract 

COAL 

WASHERY 


Australian Government replaced 
financial intermediary 

Coal increased importance 
as source of Vietnamese 
export revenue 

Australian coal engineering 
firm opened office in Vietnam 

Changed - improved 
overall 

'\ 

Business environment more ., 
open and commercial 

Strengthened and led to 
new business for Australian 
coal engineering firm 

Importance of Australian 
government in network increased 
and existing network led to 
new business 

SEAFOOD 

PROCESSING 


Central Government trading Co. 
replaced local government 
trading company 

With demise of seafood operation, 
replicated for other food 
activities using same technique 

Investment in Vietnamese 
operations needed to keep 
competitors at bay 

Changed - from enthusiasm 
disenchantment 

New competitors and more 
liberal business scene 

Success led to competitive as 
well as co-operative 
relationships 

Network went through rapid 
expansion, then competition led 
to diversification into new 
networks and ultimately 
bankruptcy 

I 
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For each of each of the three countertrade transactions, 

the following characteristics are discussed: 

(9.6.1) THE CHANGE IN ACTOR BONDS 

None of the actors in the focal relationships had pre

existing relationships with each other, although in 

several cases relationships had existed with some of the 

parties to the connected relationships (e.g. between sub 

contractors in Australia and Macdonnell Douglas, and 

between the Australian equipment suppliers and the 

Australian party to the focal relationship in both the 

coal washery and seafood processing proj ects ) . In all 

three cases, a major change in the bonds between actors 

occurred over the life of the transaction. With the FjA

18, amalgamations and acquisitions in Australia resulted 

in the elimination of some actors, a weakening of the 

bonds between others and a reduction in the total number 

of actors between 1983 and 1994. BTR Aerospace was 

formed following acquisition of Commonwealth Aircraft 

Corporation (now trading as Hawker de Havilland, 

Victoria), Hawker de Havilland (now trading as Hawker de 

Havilland NSW) and Dunlop Aviation. In addition 

following privatisation, Government Aircraft Factories 

became Aerospace Technologies of Australia. 

With the coal rehabilitation project, there was a change 

in actors between 1988 and 1994. White Industries 

withdrew at an early stage and was replaced by the 
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Export Finance Insurance Corporation (an Australian 

Government agency which underwrites and finances 

international business transactions by Australian 

companies). They funded BMCH until the proceeds from the 

coal sales could completely finance the progress 

payments from the project. 

In the Independent Seafoods ciiifse, a change of actors 

occurred in the focal relationship. This led to a change 

in activities away from seafood to meat and 

fruit/vegetables so as to utilise the same resources. 

(9.6.2) THE CHANGE IN ACTIVITY LINKS 

In all three cases, there were major changes in activity 

links over the duration of the contracts. In the F/A-l8 

case, there was a change in activities with the RAAF 

undertaking , in house' many of the maintenance tasks 

which were intended to support the capabilities of 

Australian industry, especially once work was completed 

on the F/A-l8 shipsets. This led to the closure of a 

number of support facilities the most notable being the 

engine components and machine shop of Hawker de 

Havilland, Victoria. 

As a result of the initial buy-back arrangement for the 

coal plants, the Vietnamese coal industry was able to 

acquire technology it might not otherwise have obtained. 

This enabled it to boost production of anthracite for 
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export which led to it entering new product and new 

national nets. The Australian firm became involved in 

another coal operation in Vietnam in addition to the 

original one. 

In the Independent Seafoods case, Vietnamese seafood 

producers were able to enter a network in a new country 

with their seafood and this is u~ikely to have occurred 

without the counterpurchase arrangement. As a 

consequence export receipts were boosted, new technology 

was acquired and there was a general improvement in 

levels packaging and processing of seafood in Vietnam in 

general. 

During the life of the transaction, the activity changed 

from seafood processing to meat and fruit/ vegetable 

processing. 

(9.6.3) THE TRANSFORMING OF RESOURCE TIES 

With the three countertrade transactions, additional 

resources were needed because countertrade was involved. 

With the Macdonnell Douglas aircraft project, Australian 

firms invested AUD 27 million in capital works and AUD 

88 million in machinery (Department of Defence Report p 

24) and the US airframe manufacturer opened an office in 

Australia. In both the Vietnamese cases, there was 

investment of technical, financial and managerial 

resources at a greater level than if countertrade had 
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not been required ( according to the current or former 

representatives of the Australian principals 

interviewed). The Australian coal engineering firm 

opened an office in Vietnam and its commitment of 

resources increased as a result of follow on work. With 

both the seafood and the meat, fruit/vegetables projects 

of Independent Seafoods, resources was an issue, but 

from another perspective. Opin~ns were expressed by 

those spoken to, that failure could have been averted 

had Independent Seafoods become an equity partner in the 

Vietnamese firms this the Australian firm was 

reluctant to do because of its small size. 

(9.6.4) CHANGES IN ATMOSPHERE 

In each case, this changed over the life of the 

transaction. In the F/A-18 project, the atmosphere 

between the Australian private sector contractors and 

the RAAF deteriorated whereas that between the 

Australian contractors and their US counterparts 

improved. In the coal washery case, the atmosphere 

improved as trust was built up between BMCH and the 

Vietnamese coal authority, Coalimex. With Independent 

Seafoods, a perceived abrogation of trust on the part of 

the Vietnamese seafood processors in dealing with 

competitors of Independent Seafoods, changed the 

atmosphere from enthusiasm to disenchantment. 
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(9.6.5) CHANGES IN THE ENVIRONMENT 

During the period between inception and maturity of the 

transactions, the environment underwent change and this 

impacted on the implementation of the countertrade. With 

the cessation of the ' cold war I, defence expenditures 

were reduced with the result that with the F/A-18 

aircraft, the RAAF undertook 'in-house' work promised to 

Australian private sector int~rests. With the coal 

project, moves by Vietnam towards a more open and market 

oriented economy led to follow on work on a non 

countertrade basis being awarded to BMCH. With the 

seafood project, these same changes led to other foreign 

interests being able to deal direct with seafood plants 

rehabilitated by Independent Seafoods, rendering the 

returns to the Australian firm, uneconomic. 

(9.6.6) RELATIONSHIP AND NETWORK CHANGES 

In the FIA-18 transaction, there was little change in 

the network over time. The limited change was due to a 

small decline in its extensive nature due to 

amalgamation of several of the Australian actors. There 

was a limited increase in the depth of the network 

(closeness between the main actors) as several 

Australian actors intensified relationships with 

Northrup and Macdonnell Douglas. Also there was a small 

change in the centrality (control exercised by the 

actors in the focal relationship) of the network with 

the RAAF undertaking 'in house' work previously reserved 
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for the private sector. Overall, the changes in actors 

were minor and had little effect on the network. 

In the case of the coal washery, the network underwent 

some change during the transaction, largely due to an 

increase in Australian Government involvement. This 

caused a reduction in the extensive nature of the 

network and in the number of aC)i£>rs. There was also a 

decline in the depth of the network as there was an 

increase in the distance between a number of the actors 

in the focal relationship. However centrality increased 

as the actors in the focal relationship were able to 

exert more influence over the network. The replacement 

of White Industries by EFIC did impact on the structure 

of the network. 

The network involved in the seafood transaction 

experienced the greatest change between inception and 

conclusion and the weakening of previously strong ties 

ultimately led to the sale of the operation. Initially, 

the network became more extensive as the number of 

actors increased (e.g. twenty seafood factories). 

However, the depth of the network then decreased as the 

seafood factories in Vietnam became less dependent on 

Independent Seafoods and competitors were able to move 

in. As Independent Seafoods lost control of the network 

and the centrality of the network decreased, the network 

underwent a maj or change in the move from seafoods to 
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meat and fruit/vegetables. 

The network of relationships created as a result of the 

initial countertrade contract, in all cases led to 

further business (e.g. Hawker de Havilland were invited 

to participate MDX Helicopter project; BMCH were awarded 

the Hongai coal processing plant; Independent Seafoods 

became involved in Meat and Fr~~t/Vegetable processing 

operations). 

9.7 INTERNATIONALISATION ISSUES AND COUNTERTRADE 

The foregoing indicates that viewing countertrade 

transactions from a network perspective at two points in 

time, facilitates the understanding of the role of 

countertrade in the internationalisation of the firm in 

respect of each of the issues which were raised in the 

introduction to this chapter. They as follows: 

(1) How international relationships develop as a result 

of countertrade. 

New international relationships due to countertrade were 

formed in the case of all three transactions and they 

led to a number of other firms becoming involved in 

international activities. This in turn led to both new 

international business and a deepening of existing 

international relationships. This was because the 

initial countertrade introduced new actors to the 

Australian firm and increased the awareness of existing 
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actors (both Australian and overseas) as to the 

potential. for business offered by the other party. 

Success with the initial countertrade arrangement in all 

cases yielded additional business, some of which 

involved countertrade and some of which involved payment 

in free foreign exchange. The above indicates that 

experience with countertrade led to other international 

activities and as such, reinfo~es and is consistent 

with the incremental learning approach to 

internationalisation. 

(2) Whether these international relationships would have 

occurred without countertrade. 

The original contracts entered into are most unlikely to 

have occurred without countertrade and were in all cases 

motivated by balance of payments considerations and the 

need to acquire technology. 

In the F/A-18 case, there was no reason other than the 

offset requirement linked to a sale, for the US airframe 

manufacturer to place work with Australian firms. This 

was because dOing so with an established project meant 

replicating existing sources of supply with consequent 

costs. 

In the case of the coal rehabilitation project, shortage 

of foreign exchange and the US veto on World Bank loans, 

meant that countertrade was the only way BMCH could be 
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paid for their rehabilitation activity. 

In the seafood case, supply could not occur without 

investment in processing and packaging facilities and 

the Vietnamese could only pay for these services and 

equipment in kind. 

Although at the outset, the,,~,jilfocal relationship was 

intended to cover a single transaction, in each case it 

appears that at least one of the parties to this 

relationship entered the transaction with a view to 

creating a continuing relationship (e.g Macdonnell 

Douglas would hope for further orders from the RAAF; 

BMCH would hope to receive further orders for coal 

projects in Vietnam and Independent Seafoods would seek 

to continue to have first call on the output of the 

seafood factories with which they were involved). The 

above indicates that there were in each case, 

circumstances within the firm or in its external 

environment, that caused the firm to engage in 

countertrade. This tends to support the contingency 

approach to internationalisation. 

(3) Whether the international relationships entered into 

are unique to countertrade transactions. 

Unique features in the relationships attributable to the 

countertrade requirement relate to the unavailablity of 
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finance and the need to ensure export markets for the 

finished product. In the Vietnamese cases, because of 

countertrade, there were extensive relationships created 

involving government financial institutions in both 

Australia (EFIC) and Vietnam (Vietcom Bank). 

In all cases, countertrade led to substantial mutual 

dependency between the p~ties in the focal 

relationship. With the F/A-18 project, the US prime 

contractor became heavily involved in upgrading the 

operations and oversighting quality control procedures 

of Australian contractors as they would not wish their 

aircraft to malfunction because of defective Australian 

workmanship. 

With the coal project, it was incumbent on BMCH to 

efficiently rehabilitate the coal washery as any 

deficiencies would be reflected in the quality of the 

coal received in payment and the price paid for such 

coal by third parties. 

Likewise with the Seafood proj ect, poor performance in 

either training workers or oversighting processing 

operations would not only result in lower prices for the 

seafood received in payment but also the possibility of 

the product being banned from Australia on quarantine 

grounds. 
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The above indicates that the projects involved in 

countertrade involved specific conditions where the 

inputs and outputs were dependent on each other. This 

provides support for the contingency approach to 

internationalisation. 

(4) 	 What factors might cause the international 

relationship to continue onea the countertrade 

transaction has been completed. 

It was revealed that such factors were the development 

of trust between the parties, the creation of mutual 

dependencies, the significant investment in facilities 

and management and the opportunity the countertrade 

provided for the Australian firms to demonstrate the 

relevance of their capabilities. The mutual dependencies 

were between organisations in the focal relationship 

(e.g. Macdonnell Douglas/RAAF; BMCH/Coalimex; 

Independent Seafoods/IMEXCO), between organisations in a 

connected relationship and in a focal relationship (e.g. 

Hawker de Havilland/Macdonnell Douglas; White 

Industries/Coalimex; Australian packaging materials 

supplier/Coalimex) and between organisations in 

connected relationships (e.g.Phillips/US avionics 

contractor; Australian sub-contractor/Vietnamese coal 

mine; Australian coolroom supplier/seafood Factory No 

1). These mutual dependencies could lead to involvement 

in future projects. 
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Investment in production facilities, resulted in 

installed capacity which would be available beyond the 

life of the initial countertrade arrangement. The 

existence of this capacity was an incentive to continue 

the relationship. The countertrade transaction enabled 

firms to demonstrate their capabilities and this might 

lead to future business. With the F/A-18 project, 

Australian firms such as Ha~er de Havilland (NSW) 

became sole source of supply to Macdonnell Douglas for 

engine bay doors and obtained several unrelated work 

packages. With the coal project, BMCH was awarded a coal 

plant proj ect at Hongai on a commercial basis and was 

invited to tender for the rehabilitation of another coal 

washery on a buy-back basis. In the case of the seafood 

project, the Australian firm increased its involvement 

from the original two seafood plants to twenty, and then 

became involved in meat and fruit/vegetable processing 

operations on a similar basis. 

The above discussion indicates that the transactions 

required increasing commitment by the Australian firms 

which facilitated additional or future international 

business. This supports the stages approach to 

internationalisation. In addition, the above also 

indicates that this additional or future business was in 

prospect because of experience gained as a result of the 

countertrade transaction. This aspect tends to support 

the learning approach to internationalisation. 
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(5) Whether the international relationships vary 

according to the degree to which the countertrade 

was directly mandated by government. 

The involvement of government was considerable in all 

three cases because of the circumstances which caused 

the countertrade rather than because the government was 

the purchaser or because i~ directly mandated the 

countertrade. In all cases the government used 

countertrade as a vehicle to reduce the foreign exchange 

burden and attract technology. In the Vietnamese 

transactions where the countertrade was not directly 

mandated, the circumstances of foreign exchange shortage 

and poor technology levels caused the government to 

create a situation ( i • e. through the proj ect approval 

process) where countertrade was the only way business 

could be transacted. In all cases, the governments of 

Australia and the other country were involved. In the 

F/A-18 case, not only was the Australian Government 

involved, but also the US government, as it was a 

I Foreign Military Sale I. Because the countertrade was 

directly mandated, the Australian government was able to 

influence the allocation of work from the proj ect as 

between public and private sectors in Australia - this 

did not occur with the other cases. The coal project 

resulted from a government to government approach and a 

government sponsored trade mission. When White 

Industries pulled out of the arrangement, the government 
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operated Export Finance Insurance Corporation became 

involved in arranging for sale of the resulting coal and 

providing bridging finance to BMCH until receipts from 

sale of the coal were received. With the seafood 

project, when the Australian firm diversified into meat 

and vegetable processing, the Export Finance Insurance 

Corporation provided two low interest concessiona1 loans 

in the 'national interest'. ~n both the Vietnamese 

cases, the Australian Government signed MOU's with 

Vietnamese government agencies. 

The involvement of government impacted on the decision 

by the firm to undertake countertrade and as such 

influenced the form of internationalisation. This 

supports the contingency approach to 

internationalisation. 

9.8 CONCLUSION 

The degree of previous internationalisation varied among 

Australian participants in the focal relationship. In 

the F/A-18 case, the RAAF had previously undertaken 

purchases where offsets had been mandated and the same 

was true of some but not all of the Australian suppliers 

to Macdonne1l Douglas and their sub contractors. In the 

coal washery case, BMCH had had very little previous 

international experience and the arrangement in Vietnam 

represented a major step in the company becoming 

involved offshore. In the case of Independent Seafoods, 
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previous international involvement had been limited to 

that of an indirect importer for this firm, the 

countertrade arrangement was their first direct overseas 

involvement and was with a country which was remote from 

Australia in psychic distance terms. 

In the three Australian countertrade cases above, the 

requirement for countertrade ~tributed to the further 

internationalisation of the actors. This applied to both 

the party responding to the countertrade request as well 

as to the party requiring it. This is due to the 

interactive nature of countertrade. As examples, 

Coalimex became involved in a wider range of 

international business transactions, Seaprodex increased 

the number of overseas markets for its products and 

Macdonnell Douglas became more exposed to the Australian 

Government/RAAF approach to procurement. 

In addition, there are indications that success in 

undertaking countertrade was influenced by prior 

international experience and that those firms which were 

more internationalised were more successful in 

undertaking countertrade. Independent Seafoods which 

ultimately went bankrupt, largely due to its 

countertrade involvement, had almost no previous 

international experience. 

The countertrade transactions gave rise to mutual 
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dependencies. These can be between partners in the focal 

relationship (e.g Macdonne11 Doug1as/RAAF; 

BMCH/Coa1imex; Independent Seafoods/IMEXCO). They can 

also be between partners in connected relationships, 

whether they be with a principal (e.g. Hawker de 

Havilland/Macdonnell Douglas; White Industries/Coalimex; 

Australian Packaging Materials Supplier/Independent 

Seafoods ) or with another ~arty in a connected 

relationship (e. g. Phillips/US Avionics sub-contractor; 

Australian sub-contractor/ Vietnamese coal mine; 

Australian coolroom supplier/Seafood Factory No 1). Such 

dependencies contribute to the overall involvement and 

consequent internationalisation of Australian firms. 

In countertrade transactions, new relationships were 

formed, or where there were existing relationships, they 

were modified or expanded because of the countertrade 

requirement. Such relationships resulting from 

countertrade provide the basis for further 

internationalisation activities by Australian firms. 

Although in some cases, the focal relationship was 

intended to cover a single transaction, in each case it 

appears that at least one of the parties to the focal 

relationship may have entered the transaction with a 

view to creating a continuous relationship or 

replicating the relationship in respect of another 

transaction. This impacts on relationship creation, 

partner selection and performance appraisal with respect 
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to the countertrade transaction (Macdonnell Douglas 

would hope for further orders from the RAAF rather than 

the RAAF select an alternative fighter bomber of another 

producer in the future; BMCH would hope that they would 

receive the contracts for rehabilitation of further coal 

washeries in Vietnam or other coal engineering projects; 

Independent Seafoods would hope that they continue to 

have first call on the pr~uction of the seafood 

factories with which they are involved). 

This hope for continuing relationships was realised in 

each of the above cases which contributed to the further 

internationalisation of the Australian firms. This 

relationship in some cases entailed further countertrade 

and in others involved more traditional forms of 

internationalisation such as exporting or direct foreign 

investment. This work was in some cases related to the 

project involved in the focal transaction and in other 

cases, it was not directly related. Examples of the 

related work include Hawker de Havilland moving from 

being a 50% source, to sole source of supply of engine 

bay doors to Northrup; BMCH being awarded a similar 

contract to rehabilitate Campha No 1 coal washery and 

Independent Seafoods becoming involved in twenty seafood 

plants throughout Vietnam instead of the original two in 

Ho Chi Minh City. As far as unrelated work is concerned, 

Hawker de Havilland received much larger orders than 

originally anticipated for DC9jDC10 parts when these 
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aircraft were relaunched as the MD80/MDII aircraft; BMCH 

was awarded the Hongai plant on a cash basis and 

Independent Seafoods was invited to become involved in 

aquaculture, meat and fruit/vegetable processing. The 

above illustrates the complex and multidimensional 

nature of internationalisation. 

The countertrade transaction J.l)EIy have also impacted on 

moves to enter other markets. This connection is least 

apparent in the case of Australian suppliers to the F/A

18, although the fact that Australian components were in 

FIA-18 aircraft sold to other countries, would assist 

such firms in establishing their credibility in these 

potential new markets. In the case of BMCH, after 

becoming involved in Vietnam, they subsequently set up 

companies in India (BMCH Coal Technology Pvt Ltd), the 

United Kingdom (BMCH UK Ltd) and the USA (BMCH Inc). 

Using the network paradigm to analyse countertrade 

transactions enables the characteristics of countertrade 

as a vehicle for the internationalisation of the firm to 

be explored in depth. Applying the network approach at 

two separate pOints in time enables not only the changes 

to the transaction to be studied but also changes in the 

actors, the activities and the resources involved, as 

they impact on internationalisation. Of the various 

approaches to internationalisation, the network approach 

seems best able to accommodate countertrade which is 
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complex, involves both 2nward and outward flows, is 

concerned with reciprocity and is based on mutual 

dependency. 

To summarise, countertrade is another form of 

internationalisation which has not received much 

coverage in previous research reported in 

internationalisation literatu~. Our examination of 

countertrade in a network context reveals that: 

· internationalisation is a complex 

multidimensional concept; 

· 	 some aspects of all the models which attempt 

to explain the internationalisation process can 

be observed in countertrade transactions; 

• 	 often countertrade contributes to the further 

internationalisation of the firm; and 

· 	 there is some support for countertrade being 

successfully undertaken by firms exhibiting 

greater degrees of internationalisation. 

The discussion in this chapter also demonstrates the 

important role that both the network approach to 

internationalisation and the case study methodology can 

play in enhancing our understanding of both countertrade 

and internationalisation. 
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PART IV 


CONCLUSIONS 
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CHAPTER 10. 


SUMMARY AND CONCLUSIONS 


10.1 INTRODUCTION 

The overall objective of this research has been to 

broaden our understanding of the role of countertrade in 

the context of the internationalisation of the 

Australian firm. An analytical framework has been 

presented for exploring the'" relationship between 

countertrade and dimensions of internationalisation. 

Based on a comprehensive review of the literature, three 

aspects for research were identified. The first of these 

related to the form of internationalisation and the role 

of countertrade. Most previous research was oriented 

towards an outward perspective. However, countertrade 

involves the linking of outward and inward activities in 

a conditional way. The second relates to the process of 

internationalisation and the role of countertrade in the 

context of the various models used to explain this 

process. The third relates to the factors which explain 

internationalisation and how these apply to 

countertrade. 

A number of hypotheses were developed for testing. These 

related predisposition towards countertrade to various 

factors which the literature had shown were predictors 

of internationalisation (see Table 6.23). 
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Then a number of homogeneous groups of firms were 

identified in terms of firstly predisposition towards 

countertrade and secondly degree of internationalisation 

and intent to countertrade. On this basis, profiles with 

respect to countertrade were created for firms which: 

· 	 were positive as opposed to negative; 

· 	 would undertake countertrade subject to 

conditions as opposed to imposing no conditions; 

• 	 viewed it as being high as opposed to low in 

risk; 

viewed it as being high as opposed to low in 

reward; 

were low in internationalisation and high in 

countertrade as opposed to low in 

internationalisation and low in countertrade; 

were high in internationalisation and high in 

countertrade as opposed to high in 

internationalisation and low in countertrade. 

Finally, in order to explore countertrade experience as 

opposed to intent, three Australian countertrade 

transactions were examined in detail from a network 



344 


perspective using case study methodology. In each case, 

these transactions were analysed at inception and at 

maturity so as to more fully explore the impact that 

countertrade had on the internationalisation of the 

Australian firms involved. 

The value of this research lies in its presenting a 

broader perspective and ~per understanding of 

countertrade as a particular form of 

internationalisation, as well as providing additional 

perspectives on the multidimensional process of 

internationalisation and the role of countertrade in 

this context. 

This final chapter is presented in four major sections. 

Firstly, the main findings of the research are 

summarised. Secondly, the limitations of the research 

a.re considered. Thirdly, the contributions and the 

implications of the research are outlined. Lastly, 

suggestions are made about directions for future 

research. 

10.2 SUMMARY OF THE RESULTS 

(10.2.1) COUNTERTRADE AND ITS INFLUENCES 

Dimensions of Countertrade 

Based upon a review of the countertrade literature in 

Chapter 2, two important dimensions of countertrade 
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emerged, namely a behavioural dimension (types of 

countertrade, countries involved and products traded) 

and an attitudinal dimension ( advantages and 

disadvantages). Many of these studies tend to focus on 

only one dimension of countertrade, although researchers 

recognise that countertrade is multidimensional. 

Therefore, it was considered useful to undertake an 

analysis using several measur_ (both behavioural and 

attitudinal). 

The behavioural measures used are countertrade 

experience (ever countertraded or never countertraded) 

and countertrade intent (positive, conditional, 

negative) • The attitudinal measures are based on two 

underlying dimensions of the perception of 

countertrade as rewarding (high vs low) and as 

involving risk (high vs low). These dimensions were 

identified using principal components analysis of number 

of attitudinal statements about countertrade. The 

results indicate that 'risk' and 'reward' are two 

different dimensions rather than extremes of the one 

dimension. 

An examination of the relationships among these measures 

of countertrade reveals a generally consistent pattern 

i.e. firms which are negative towards engaging in 

countertrade are more likely to view it as being high in 

risk and low in reward whereas firms which are positive 
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are more likely to view countertrade as low in risk and 

high in reward. Although firms with countertrade 

experience are small in number (n = 37), firms with 

countertrade experience are more likely to have a 

positive approach towards involvement, and those without 

countertrade experience, a negative approach. This 

indicates that at least to some extent, these measures 

represent elements of the sa~ overall dimension of 

countertrade. 

When the internationalisation measures derived from 

previous research (i.e. export status, 

internationalisation stage and export volume) are 

related to countertrade measures, there is a generally 

consistent pattern that a favourable predisposition 

towards countertrade is associated with a greater degree 

of internationalisation. This is true when countertrade 

experience is related to internationalisation measures 

and when countertrade involvement is related to all 

internationalisation measures except export volume. 

There is no meaningful relationship between the 

countertrade measures of risk and reward and 

internationalisation measures. 

Personal Characteristics of Senior Operating Executives 

and Countertrade 

Firms whose managers are favourably predisposed towards 

countertrade tend to have senior operating executives 
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who are younger, who were born overseas and who have 

lived abroad. In addition, favourable predisposition 

towards countertrade is associated with the frequency of 

overseas business trips. With education levels, there 

are indications as far as intent to countertrade is 

concerned, that a favourable predisposition towards 

countertrade is associated with a higher level of 

education. These findings wit~respect to the personal 

characteristics of senior operating executives are 

generally consistent with previous research into the 

internationalisation of the firm i.e that such 

characteristics are associated with greater degrees of 

internationalisation. 

Knowledge 

Knowledge of foreign cultures and business practices on 

the part of staff appears to be associated with 

favourable predisposition towards countertrade in terms 

of intention to engage in it and the perception of it as 

a low risk activity. There also appears to be some 

association between staff having had international 

transactions experience and favourable predisposition 

towards countertrade by firms. Those firms whose staff 

have such experience are both less likely to be negative 

towards countertrade and to have specifically had 

countertrade experience. These findings with respect to 

the international knowledge and experience of staff are 

consistent with previous research in 
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internationalisation. 

Planning Orientation 

In the internationalisation literature, there is strong 

support for a relationship between planning and 

internationalisation. Four measures were used in this 

study viz: written plans; length of plans; export plans 

and goals. In general, the re~lts tend to confirm that 

firms whose managers would undertake countertrade 

subject to conditions (rather than those who were 

positive or negative) are more likely to have a planning 

orientation. In the case of written plans and export 

plans, there is a relationship between prior 

countertrade experience and planning. The results on the 

attitudinal dimensions of risk and reward are not 

significant nor are any countertrade measures as far as 

goals are concerned. Overall, these results suggest that 

although firms whose managers have a planning 

orientation tend to be more cautious as far as 

countertrade is concerned, there is some support for 

their being favourably predisposed towards it. 

Decision Making Style 

Related to planning orientation is decision making 

style. A proactive or strategic approach on the part of 

managers is related to a favourable predisposition 
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towards countertrade, as reflected in positive intent to 

engage in countertrade and perceiving it as being high 

in reward. This finding is consistent with previous 

research on internationalisation. Whilst there are also 

some indications that an opportunistic or reactive 

decision making style can be associated with 

predisposition towards countertrade, this relationship 

is not as strong as that associated with having a 

strategic orientation. 

Approach to Developing Business Overseas 

Firms whose managers have a marketing orientation were 

more likely to be favourably predisposed towards 

countertrade as measured by both intent to undertake 

countertrade and viewing countertrade as being high in 

reward. 

With the second dimension of product/quality focus, 

there was also some evidence of a relationship between 

it and favourable predisposition towards countertrade. 

Although these aspects of approach to developing 

business overseas have not been explored in previous 

internationalisation literature, in the present study it 

was found that the more internationalised the firm, the 

more likely it was that it would have managers with both 

a marketing orientation and a focus on product/quality 

issues. 
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Relationship Formation 

Firms whose managers place emphasis on developing long 

term relationships abroad are more likely to be 

favourably predisposed towards countertrade as evidenced 

by intent to engage in countertrade, viewing it as being 

high in reward and having already had countertrade 

experience. These findings are consistent with the 

previous limited research into,;tnternationalisation from 

this perspective and the findings of the present 

research with respect to relationship formation and 

internationalisation. 

Products 

The literature on internationalisation is inconclusive 

as to whether the nature of the product is related to 

internationalisation. With countertrade, previous 

research is inconclusive, possibly because some forms of 

countertrade such as offsets and buy backs are directly 

related to high technology products. There is some 

evidence that the more general forms of countertrade 

such as counterpurchase are used with mature or 

undifferentiated products. In the present research, the 

notion that firms whose managers were favourably 

predisposed towards countertrade (i.e intend to 

undertake countertrade and view it as being high in 

reward) tended to produce standardised products is 

supported. In terms of previous countertrade experience, 

there is some support that favourable predisposition 
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towards countertrade is associated with production of 

high technology products. 

Excess Capacity 

A relationship was found between the existence of excess 

capacity ( as measured by extent of plant utilisation) 

and favourable predisposition towards countertrade as 

reflected in a positive intent to undertake 

countertrade. This finding supports previous research in 

both internationalisation and countertrade. 

Problems Limiting Involvement in International Marketing 

According to the internationalisation literature, there 

were a number of problem areas which limited involvement 

in marketing products overseas. As far as predisposition 

towards countertrade, the only one which was significant 

was international competitiveness. Firms which viewed 

countertrade as being high in risk and low in reward, 

tended to experience problems competing overseas. 

Commitment of Resources 

A relationship was found between both willingness and 

ability to commit resources and favourable 

predisposition towards countertrade, particularly as far 

as countertrade intent and experience were concerned. 

This supports previous research into both 

internationalisation and countertrade. 
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Technology 

No significant relationship was found between the 

various measures of technical orientation and 

predisposition towards countertrade, except for taking 

advantage of government tax concessions for research and 

development which was significant for firms willing to 

undertake countertrade subject to conditions. 

Age of the Firm 

The findings of previous research on 

internationalisation was inconclusive re this aspect. 

The present research however, found that favourable 

predisposition towards countertrade was more likely to 

be the case with younger firms and this applied to 

measures of intent to undertake countertrade as well as 

measures of attitude towards it ( i. e. low in risk and 

high in reward). 

Size 

In previous research into internationalisation, size has 

received considerable attention. Findings as to the 

importance of size in internationalisation have been 

mixed. As far as countertrade is concerned, there is 

some evidence that countertrade experience was 

associated with larger sized firms. 
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(10.2.2) A MULTIDIMENSIONAL PICTURE OF COUNTERTRADE 

To provide further insight into the findings generated 

by the bi-variate analysis of factors related to 

countertrade, an examination of the multidimensional 

nature of countertrade in the context of 

internationalisation, was also undertaken. 

Multi-variate Analysis o Factors Influencing 

Predisposition Towards Countertrade 

In order to better reflect the interaction between and 

the relative contribution of each of the predictor 

variables to firms' approach towards countertrade, a 

discriminant analysis was undertaken of factors 

influencing countertrade behaviour and attitude. 

In this analysis, profiles were developed for firms 

based on the relative contribution of each predictor 

variable to the behavioural and attitudinal aspects of 

predisposition towards countertrade. The profiles 

related firstly, to intent to engage in countertrade 

(positive vs negative intent; conditional vs non

conditional intent) and secondly, to attitude towards 

countertrade (high risk vs low risk; high reward vs low 

reward) • 

The positive vs negative intent to countertrade 

represent two possible extremes of countertrade 

involvement. It was found that firms which were positive 
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about engaging in countertrade base their views on the 

more extensive international experience of their senior 

operating executives who tend to be younger. This 

experience can include previous exposure to 

countertrade. A positive attitude is also likely to be 

influenced by their having both a marketing orientation 

and a strategic approach to international business. With 

the more recently establish irms in this category, 

countertrade is likely to be viewed as a strategic move 

because of the standardised nature of their products. 

Another aspect of countertrade involvement was that of 

conditionality - a willingness to undertake countertrade 

subject to conditions as opposed to placing no 

conditions on countertrade involvement. Firms which 

imposed conditions tended to be larger, sophisticated 

companies. Because they are already successfully 

pursuing international business, they were in a position 

to decide whether they wished to countertrade or not 

rather than engage in countertrade because they had 

little alternative. These firms would need to be 

convinced as to the need for countertrade but once 

convinced, they have the resources to successfully 

undertake countertrade. 

Firms whose managers perceive countertrade as a high 

risk activity, tend to have a reactive approach towards 

international business. These are firms that have been 
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successfully pursuing traditional forms of international 

business without much commitment or strategy. They tend 

to be more recently established conservative firms whose 

approach to international business is opportunistic. 

They do not face pressures to engage in countertrade 

either due to a dependency on standardised products or 

the need to utilise excess capacity. 

Firms whose managers view countertrade as a potentially 

rewarding activity tend to be larger, longer established 

firms with international experience which may extend to 

countertrade. Their managers are likely to be 

opportunistic and may view countertrade as a means of 

trading products internationally which are difficult to 

sell because of their standardised nature. 

In addition to profiling firms according to various 

measures of predisposition towards countertrade, it is 

possible to observe the relative contribution of various 

factors. Those which appear to be the most important 

predictors of favourable predisposition towards 

countertrade are: having lived overseas, extensive 

international transactions experience, adoption of a 

strategic approach to international business 

development, having a marketing orientation and being 

dependent on standardised products. Other factors 

include a tendency to seek out long term relationships 

abroad, experience with countertrade and utilising the 
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government taxation concession for expenditure on 

research and development. 

Analysis of Factors Influencing Predisposition Towards 

Countertrade on the Part of Highly Internationalised 

Firms 

The second approach to obtaining a multidimensional 

picture of countertrade in~lved profiling highly 

internationalised firms according to whether their 

intent to engage in countertrade was high or low. 

The factors in this case which appear to be the most 

important discriminators as to positive intent to engage 

in countertrade are: having lived overseas, adopting a 

strategic approach to international business 

development, having a marketing orientation and 

utilising the government taxation concession for 

expenditure on research and development. There is also 

some evidence that international transactions experience 

plays a role. All these factors were found to be 

significant in the earlier multi-variate analysis of 

factors predicting a favourable predisposition towards 

countertrade. There were several additional factors 

which emerged when the multi-variate analysis was 

applied to highly internationalised firms. These were 

that senior operating executives tended to be older, the 

firm had excess capacity and it encountered problems in 

competing overseas. 
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In summary, considering the multivariate analysis in 

Chapters 7 and 8, four categories of firms which appear 

to be significant as far as countertrade is concerned, 

emerged. These are: 

(1) firms which are positive towards undertaking 

countertrade; 

(2) firms which would undertake countertrade, but 

subject to conditions; 

( 3 ) firms with little or no international experience 

which are positive towards countertrade; 

(4) firms with considerable international experience 

which are positive towards countertrade. 

The multivariate results further reinforce the 

multidimensional view of countertrade and provide 

additional insight into the unidimensional measures of 

predisposition towards countertrade. 

(10.2.3) A NETWORK PERSPECTIVE ON COUNTERTRADE 

This approach explored how the role of countertrade in 

the internationalisation of the firm evolves over time 

in a network context. This involved analysing networks 

of relationships in three Australian countertrade 

transactions of different types to so as to explore how 
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the countertrade was connected to the previous 

international activities of the firm and how it 

influenced subsequent international involvement. Whereas 

the quantitative research was cross-sectional, the 

qualitative case study research examined the 

transactions at both inception and at maturity so as to 

plot the changes in the internationalisation of the 

participants which occurred ver the life of the 

countertrade transaction. It did so by analysing the 

changes which occurred in the networks of relationships 

involved in each transaction. 

This network approach to analysis contributes to a 

deeper understanding of countertrade and its role in the 

internationalisation process of the firm. The networks 

of relationships in the countertrade transactions 

illustrate the multidimensional nature of 

internationalisation and the variety and complexity of 

forms it can take. They also reveal that some aspects of 

the various models used to explain the 

internationalisation process, can be observed in 

countertrade transactions. Further, in most cases, firms 

likely to be successful in countertrade are those that 

have had previous international experience. These 

general conclusions are supported by specific outcomes 

of the analysis of transactions: 
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(1) countertrade causes new international relationships 

to be developed: 

( 2 ) often these relationships would not have occurred 

without countertrade; 

(3) the relationships entered into are often unique to 

countertrade; 

( 4) because of the degree of commitment countertrade 

requires, the relationships often continue beyond the 

countertrade transaction and lead to further 

international business; and 

(5) often the relationships are caused by factors in the 

external environment such as government making 

countertrade mandatory. 

10.3 RESEARCH LIMITATIONS 

Several shortcomings can be identified with respect to 

the research methodology. 

Firstly, a number of weaknesses associated with the 

questionnaire design were revealed after its 

administration. The questionnaire was part of a larger 

research project into the internationalisation of 

Australian manufacturing firms and not exclusively 
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related to countertrade. Because of its broad focus, on 

competitiveness 'at home and abroad',it was a long 

questionnaire (17 pages). 

A specific shortcoming concerned the question on 

ownership which due to both ambiguity and the number of 

possible alternative responses, proved not to 

differentiate between domesticpnd foreign ownership. 

Despite a reasonable response rate in the Australian 

context of 14.5% for all firms, the response rate for 

exporters (18%) was greater than that for non-exporters 

( 10% ). The focus of the questionnaire on international 

competitiveness may have acted as a disincentive to non

exporters to complete and return the questionnaire. 

Another important limitation is the under-representation 

of small non-exporters in the sample. This, coupled with 

the much lower response rate of non-exporting firms in 

general, may result in some bias. However, the weighting 

approach used, attempts to reduce this potential source 

of error. 

A further problem arises because of some 

misclassification of firms in the original sample. Since 

it was not possible to determine the true response rates 

of firms in each stratum, because of this 

misclassification, both the response rates and the 
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weighting factors were based upon the slightly imperfect 

Dun and Bradstreet classification. It should be noted, 

that this misclassification is likely to be minimal as 

the imperfections in the sampling also reflect natural 

developments in the characteristics of firms since the 

time the list was developed ( e. g. non-exporters become 

exporters and vice versa). Moreover, the weighting 

approach adopted tends to exagaerate computed levels of 

significance in statistical tests which increases the 

size of the sampling error. However, when comparisons 

were made, the results of the weighted and unweighted 

analyses were generally consistent. However, the results 

should still be treated with a measure of caution 

because of the problems referred to above. 

There is also likely to be an under representation of 

firms in the sample with actual experience of 

countertrade. This is because firms which engage in 

countertrade tend to be secretive about their 

activities. This secrecy is due to countertrade 

attracting criticism, its frequent use as an avoidance 

measure and the belief by many firms which have 

undertaken it, that it gives them a competitive edge. 

Because of this, and the small number of firms in the 

sample with actual countertrade experience (n == 37) , 

countertrade was also measured using measures of 

countertrade predisposition. 
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Another limitation is that the questionnaire only 

related to manufacturers whereas countertrade also 

involves non-manufacturing organisations in the 

agricultural, resources and services sectors. Because 

countertrade can involve a variety of international 

business activities, those involved in activities other 

than manufacturing (such as importers, franchisees, 

traders, licensors etc) w~ also excluded from 

consideration. Therefore the findings of the thesis as 

to the role of countertrade in the internationalisation 

of the firm, only apply to manufacturers. 

A further limitation is the non-inclusion in the sample 

of firms with fewer than twenty employees. Whilst the 

decision to exclude these firms was based primarily on 

sampling considerations and cost constraints, upon 

reflection, this decision may have reduced the 

representation of firms with countertrade experience. 

Although countertrade is mainly undertaken by large 

firms, there is evidence that very small firms also 

engage in countertrade and one of the case studies in 

countertrade (i.e. Independent Seafoods), involved a 

firm with less than twenty full time employees. 

Another shortcoming is the cross-sectional nature of the 

data resulting from the questionnaire, which makes it 

impossible to determine cause and effect relationships 

among variables. To partly address this shortcoming, 
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case study methodology was also employed with analysis 

at two points in time (inception and maturity) so as to 

explore possible dynamic aspects of the role of 

countertrade in the internationalisation process and 

patterns of change over time. 

Finally, the results of the multivariate analysis should 

be viewed as tentative due to~e exploratory nature of 

the study. 

10.4 CONTRIBUTIONS AND IMPLICATIONS OF THE RESEARCH 

The research presented in this thesis contributes to our 

knowledge and understanding of the nature and role of 

countertrade in the internationalisation of the firm in 

several ways. It also results in a number of 

implications for researchers in the areas of both 

countertrade and internationalisation, for government 

policy makers concerned with boosting international 

business involvement, for management consultants, 

international business intermediaries and for the 

management of manufacturing firms. 

These are summarised as follows: 
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Research Contributions 

• 	 An analytical framework has been developed 

for studying the nature and role of countertrade 

in the context of internationalisation including 

its causes and effects. 

A comprehensive litera~e review has been 

presented which attempts to draw together the 

fragmented and diverse writings on both 

internationalisation and countertrade. 

• 	 The results of this research have been compared 

to the findings of previous research into both 

countertrade and internationalisation, in order 

to help confirm or negate theories associated 

with countertrade and firms' 

internationalisation. 

• 	 A behavioural dimension of countertrade has been 

developed which provides a useful categorisation 

of firms according to their intent to engage 

in countertrade. 

· 	 An attitudinal dimension of countertrade has 

been developed which provides a useful 

categorisation of firms according to their 

perception of it being 'rewarding' or 'risk 
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laden'. 

• 	 The research demonstrates that a single measure 

of a firm's internationalisation is not adequate 

to draw any major conclusions as to the role of 

countertrade in the internationalisation of the 

firm and that a composite measure is preferable. 

· 	 The multidimensional nature of firms' 

internationalisation has been explored with 

reference to countertrade and several underlying 

dimensions identified. In particular there is 

value in distinguishing between the behavioural 

and attitudinal dimensions of countertrade. 

· 	 The research shows how firms, according to 

differing aspects of predisposition towards 

countertrade, may be classified into homogeneous 

sub-groups, using factors underlying 

internationalisation. 

· 	 The research shows how firms, according to 

differing levels of internationalisation and 

countertrade predisposition, may be classified 

into homogeneous sub-groups, using factors 

underlying internationalisation. 



366 


• 	 As well as providing a deeper understanding of 

the nature of internationalisation with respect 

to countertrade, the sub-groups suggest 

potentially useful segments to be targeted by 

government promotion schemes to foster 

promoting internationalisation via countertrade. 

· 	 The research demonstra~s how the results 

obtained from quantitative data can be enriched 

through the use of longitudinal case studies and 

that the combination of quantitative and 

qualitative approaches provides a deeper 

understanding of complex forms of 

internationalisation such as countertrade. 

• 	 The research illustrates how the network 

approach can be applied to analysis of 

internationalisation in a way which assists in 

identifying patterns of change in the 

internationalisation of the firm. 

· 	 The multidimensional nature of 

internationalisation is further demonstrated by 

studying countertrade from a network 

perspective. 
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. 	 Elements of the various approaches to explaining 

the internationalisation process are revealed in 

the network analysis and therefore it appears to 

potentially offer a more comprehensive and 

holistic picture of the dynamics of the 

internationalisation process. 

Research Implications 

The research provides important input for policy makers 

in government as well as for managers of individual 

firms. From the perspective of firms' management, the 

profiles suggest the kinds of circumstances under which 

firms might consider countertrade as a strategic move. 

Some of these circumstances might be where the firm has 

sufficient under exploited resources and skills which 

might be devoted to opportunistically pursuing 

countertrade; where the product is standardised and 

lacks unique attributes and where the markets for the 

product require countertrade if entry is to be effected. 

The results suggest that typically, management has a 

reactive approach to countertrade, only seeking it when 

conventional forms of internationalisation are 

unavailable. This accords with the views of Samonois 

(1990) and the research findings of Llanes and Miller 

(1993). In some cases, a strategic orientation towards 

countertrade is evident as was also found by Llanes and 

Miller (1993), but this seems to be the result of 

limited alternatives due to the nature of the product. 
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It is interesting in this regard to note the effect of 

countertrade experience on firms, as experience seems to 

result in a more positive intention to engage in 

countertrade. 

There are implications for Government. For the 

government to assist firms in securing international 

business through countertrade ~ likely to be both time 

consuming and expensive because of the complexity of 

countertrade. Therefore, rather than offer assistance to 

all firms, it is desirable that it be provided in a 

manner that maximises the returns on the taxpayer's 

dollar. This may be achieved by providing assistance on 

a selective basis to those firms that, according to the 

profiles above, are most likely to generate an increase 

in international trade through countertrade. Discussed 

below are possible assistance measures for the four 

groups which appear promising in this connection. 

(1) Firms Which Are Positive Rather Than Negative 

Towards Undertaking Countertrade. 

Because these firms tend to have been more recently 

established, and may have limited international 

experience, government assistance provided should 

include general information and advice on how business 

is undertaken overseas as well as assistance in coping 

with countertrade requests. It is also possible that 

these firms are more likely to need assistance in 
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managing the financial aspects of countertrade due to 

the above factors. 

(2) Firms Which Would Undertake Countertrade But Subject 

To Conditions. 

Because these firms are larger, well established, well 

resourced and have considerable international 

experience, they are more likely to respond to 

convincing arguments on the part of government that 

countertrade can, over the longer term, yield increased 

profitability instead of engaging in other activities. 

These are the firms which would be more likely to 

respond to government financial incentives to 

countertrade and government facilitation in entering 

potentially profitable countertrade networks. 

(3) Firms With Little Or No International Experience 

Which Are Positive Towards Countertrade. 

In this case, government assistance should focus on 

converting enthusiasm into rewarding outcomes. Because 

of the relative youth and international inexperience of 

managers, government will need to guide firms as they 

gain international experience and assist them when they 

negotiate countertrade arrangements. As with the first 

group of firms above, information, financial assistance 

and 'hand holding' is likely to be necessary. 
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(4) Firms With Considerable International Experience 

Which Are Positive Towards Countertrade. 

These highly internationalised firms appear to be keen 

on countertrade because they have excess capacity and in 

general find it difficult to compete overseas. As these 

firms have a strong motivation to undertake 

countertrade, they could benefit from government 

searching out countertrade o~ortunities, negotiating 

countertrade activities relating to their products in 

bi-lateral trade agreements, and facilitating their 

entry into potentially rewarding countertrade networks. 

As a first step in implementing the above, government 

could initiate research amongst Australian firms to 

identify such firms and then mount an education and 

information program directed to suppliers of products 

where countertrade is a requirement for overseas market 

entry. Government could also initiate a program to 

promote better linkages between firms with countertrade 

experience and those without, and develop mechanisms to 

facilitate financial underwriting and insurance of 

countertrade transactions. Having identified those 

products which the promising groups of firms produce 

and, those markets which provide opportunities to firms 

on a countertrade basis, government could include 

countertrade in its trade relations activities with 

those countries. In addition, government could assist 
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Australian firms in capitalising on the resulting 

opportunities by organising consortia and using 

government purchasing requirements to accommodate the 

'take backs' required. 

10.5 DIRECTIONS FOR FUTURE RESEARCH 

There are a number of areas to which research into the 

role of countertrade in the i~ernationalisation of the 

firm could be beneficially directed. Areas related to 

the existing data set are considered first, followed by 

other research topics suggested by this thesis. 

Further Analysis of the Existing Data Set 

There are additional measures of internationalisation in 

the questionnaire that could be applied to 

predisposition towards countertrade. These include 

attitudes to exporting, reasons causing firms to engage 

in exporting and sources of information about exporting. 

There are also a number of questions directed to those 

with countertrade experience which could throw further 

light on the role of countertrade in 

internationalisation even though the number of firms in 

the sample with actual countertrade experience is small. 

Such results would only be indicative. These include 

importance of countertrade for overseas earnings, type 

of countertrade undertaken, disposal of products 

received as a result of countertrade, firms' assessment 

of their experience with countertrade, where 
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responsibility for countertrade rests within the firm 

and the use of intermediaries in connection with 

countertrade. 

A second maj or focus for future analysis could be more 

detailed analysis of the influence of industry on the 

role of countertrade in the internationalisation of the 

firm. It is possible to segm~t firms on an industry 

basis using different product categories and then to 

compare the influence of internationalisation 

characteristics on predisposition towards countertrade, 

across industries. 

Other Directions for Research 

This thesis has suggested that countertrade can take 

forms additional to those which are outward driven. 

There would be benefit in analysing whether the 

internationalisation factors which predict 

internationalisation which is outward driven, also 

predict internationalisation which is inward driven or 

linked. Linked forms of internationalisation such as 

countertrade can also be caused by an inward motivation 

(as in the case of Independent Seafoods ) . Therefore, 

knowledge as to how the explanatory factors underlying 

internationalisation vary in terms of outward, inward 

and ~inked forms could also provide a more comprehensive 

picture of the role of countertrade in the 

internationalisation of the Australian firm in the 
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global trading environment. 

Another area for future research would be to collect 

detailed data from Australian firms which are actively 

engaged in countertrade and compare this data with 

existing results and with data from similar studies 

undertaken in other countries. 

Although the case studies endeavoured to analyse changes 

which occurred in countertrade transactions by analysing 

the transactions at two points in time, longitudinal 

case studies focussing on particular transactions over 

time could be initiated to monitor changes in 

countertrade networks as they occur. This would enable 

further exploration of the dynamic nature of 

countertrade and internationalisation. 

This thesis has suggested that countertrade is a 

response to conditions within the firm and/or conditions 

within the environment. The present research 

investigated the impact on predisposition towards 

countertrade of internationalisation factors within the 

firm but did not specifically consider in the 

quantitative analysis, the impact of external factors as 

included in the framework in Chapter 1 and discussed in 

Chapter 2, Section 2.4. Whilst these external factors 

were indirectly covered in that they influence 

perceptions of risk and reward, (and are included in the 
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application of the network approach to the case 

studies) , further analysis is desirable in this 

connection. The analysis of these macro factors could go 

further than the country perspective as proposed by 

Llanes and Welsh (1995) and could measure the impact on 

countertrade decisions of political, economic, legal, 

financial and cultural factors. One possibility to be 

explored is the developmen  and/or utilisation of 

indices of the distance between each country and 

Australia for each of the above external factors, 

similar to those established for culture by Hofstede 

(1980) and Hofstede and Bond (1988). Using the formula 

developed by Kogut and Singh (1988), or an equivalent, 

distance measures between Australia and other countries 

could be calculated. These distance measures for each 

factor could then be compared with respondents' 

assessments of the significance of the factor (and its 

components) on predisposition towards countertrading 

with particular countries. Research in this area would 

contribute to a holistic appreciation of the role of 

countertrade in the internationalisation of the 

Australian firm. 
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This appendix reports in full, a study undertaken to 

create a global picture of countertrade with which 

countertrade in Australian could be compared. This is 

the basis for the summary of global countertrade which 

appears in Section 2.6 of the thesis. 

RESEARCH ISSUES 

A consideration of previous research and anecdotal 

comments in the literature on countertrade yield a 

number of general impressions. These are 

Size of Transaction: The size of the average 

countertrade transaction is influenced by what are 

considered to be minimum shipments - a factor especially 

relevant to commodities. e. g . with oil, the minimum 

economic shipment is likely to be US$12 to US$15 million 

(Henderson 1986). This is supported by anecdotal 

comments pOinting out that because of the complex and 

time consuming nature of countertrade negotiations, the 

transactions have to be of large value to be worthwhile. 

Products Countertraded: These vary according to the 

country whose firms were involved in the research. 

Almost all research to date has been undertaken in North 

America and Western Europe. As a result, the products 

they have offered in countertrade have most frequently 

been industrial, aerospace, chemicals and construction 
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rather than agricultural or resources based (Bussard, 

1984; USITC, 1985; Huszagh and Barksda1e, 1986; Goz1an, 

1986; Canadian East Europe Trade Council, 1987). Oil is 

also reported as being a major countertrade item (Marks, 

1985). One study of countertrade from the perspective of 

LDC' s, indicated that for that group, commodities came 

first followed by manufactured goods (Castillo-Gomez, 

1989). That product countertr~ed is influenced by the 

nature of the economy in the country initiating the 

countertrade is reflected in the case of New Zealand 

(where consumer durables were the most frequently 

countertraded items -Llanes and Miller 1973), and Japan 

(where capital goods were most frequently offered in 

countertrade - Palia 1993). 

Groupings of Countries lnvolved : The former Centrally 

Planned Economies of the Eastern bloc constitute the 

region cited as most frequently involved in 

countertrade. Anecdotal comment also accords increasing 

involvement in countertrade to the Low Income Developing 

Countries and indicates that the Developed Countries are 

not active participants in countertrade on the basis of 

their disapproval of the practise (Morse, 1984; Cohen 

and Zysman, 1986: Palia, 1989). 

Type of Countertrade: Counterpurchase is reported as 

being the most common type of countertrade and barter 

the least common. When studies were undertaken in the 
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united States, the second and third most important types 

were offsets and buy-back respectively. With studies 

undertaken in Europe, offsets were not rated as 

important, possibly reflecting the lesser involvement of 

the Europeans in defence exports (e.g. Kassaye, 1985; 

Lecraw, 1989; Forker, 1991). 

KNOWLEDGE GAPS 

The above impressions as to the nature of countertrade 

are based on an aggregation of both anecdotal comment 

and existing studies. It is argued that this is not an 

adequate basis for a consideration of countertrade. 

Firstly, most research on countertrade which has been 

carried out to date, determines its incidence and 

pattern using other than financial measures as it has 

not proved possible to accurately measure countertrade. 

These alternative measures include groupings of 

countries involved, size of transactions, types of 

countertrade used and products countertraded ( Huszagh 

and Barksdale, 1982; Bussard, 1984; US International 

Trade Commission, 1985; Borner and Knoepfel, 1986; 

Stankovsky, 1986; and Canadian Government, 1986). 

Secondly, there has been a limited range of countries 

involved in the countertrade research undertaken to 

date. Previous studies have mostly been from the 

perspective of countries in Europe and North America and 
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not from the perspective of countries in those regions 

of the world where countertrade accounts for a 

significant portion of their foreign trade ( i . e. 

countries in the former Eastern Europe and in the 

developing world). 

A third shortcoming is the lack of a multiple country or 

global focus in most studies" of countertrade. A meta 

analysis of single country based studies provides an 

inadequate basis for comparison, because perspectives 

vary from country to country. It is difficult to gain a 

global perspective for comparison purposes by grouping 

together existing studies as researchers, when working 

independently, use different questionnaires and employ 

different definitions of countertrade (Alexandrides and 

Bowers 1989). One way of obtaining a global perspective 

is to analyse the content of countertrade transactions 

on a world wide basis over a specific time period. The 

results can then be compared with countertrade activity 

in a specific country during the same time period. 

A final shortcoming relates to a lack of research which 

takes into account the relationships within the 

countertrade transaction. Previous research for the most 

part did not explore aspects such as which products were 

countertraded for which products and which countries 

countertrade with which countries. Only one study was 

found which explored the patterns of countertrade on a 
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global basis (Hennart ( 1990 ). This study, covered the 

period June 1983 to December 1986 and was confined to a 

comparison of types of countertrade with (1) products, 

(2) regions and (3) the credit rating of the countries 

seeking countertrade. 

This present research both covers a more recent time 

period (1987-1993). This is d~~ded into two three year 

periods (1987-1990 and 1990-1993) as the six year period 

coincided with a major time of change in the global geo 

political scene and contrasting th8 two three year 

periods allows an assessment of the impact of these 

changes on countertrade. The research also goes further 

than earlier research as it includes a wider range of 

variables in the content analysis. In addition, it 

compares the nature and incidence of Australian 

countertrade with these results. The analysis reported 

here will show on a global basis the pattern of 

countertrade, the product mix entailed in transactions, 

the most common pairings of groups of countries who 

countertrade, what they countertrade with each other and 

the forms of countertrade most commonly utilised. In so 

doing, it provides indicative data for organisations in 

a single country such as Australia, on the nature and 

incidence of countertrade as undertaken by potential 

overseas partners. 
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METHODOLOGY 

To arrive at an assessment of the change in incidence 

and pattern of countertrade transactions on a global 

basis and in Australia, details were accumulated of 

countertrade activities throughout the world covering 

the period 1987-1993. This assessment was undertaken by 

analysing the content of countertrade transactions which 

were reported in issues of he newsletter of the 

Australian Countertrade Association:- firstly between 

September 1987 and August 1990 and secondly between 

September 1990 and August 1993. Due to secrecy, it is 

likely that a number of countertrade transactions go 

unreported. It was therefore considered necessary to 

have a large number of transactions for analysis so that 

indicative conclusions could be drawn - hence the three 

year time periods. In addition, a three year time period 

was also considered necessary so as to cater for the 

complex nature of countertrade which often resulted in 

the negotiation period for countertrade transactions 

extending over several years. 

The newsletter of the Australian Countertrade 

Association, currently entitled, "Countertrade Review", 

and previously, "Countertrade Newsletter", draws its 

material on countertrade transactions on a wide ranging 

basis from world media in general and in particular from 

the publications "International Trade Finance", 

"=B;...:u=.=s:;.::i=n=e=s'-=s"--_--=E=a=s-=t:..=e::.;:r:..:n:.::.-_--=E'-"'u:..=r:....::0::.Jp:::.;e""lI , "Countertrade Outlook" , 

http:B;...:u=.=s:;.::i=n=e=s'-=s"--_--=E=a=s-=t:..=e::.;:r:..:n:.::.-_--=E'-"'u:..=r:....::0::.Jp
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"Countertrade and Barter" and "Trade Finance". (Sources 

as advised in the Australian Countertrade Association 

Newsletter, August 1988). 

Nine hundred and sixty three (963) countertrade 

transactions for the three year period from September 

1987 to August 1990 were content analysed as were one 

thousand one hundred and jrtfteen ( 1115 ) for the 

subsequent three year period from September 1990 to 

August 1993. Only transactions which were 

(i) either completed or for which negotiations had 
been finalised, or 

(ii) which were under active negotiation or were 

(iii) covered by a Memorandum of understanding 
between the parties; 

were included in the content analysis. In addition, 

transactions selected were limited to those where the 

type of countertrade was specified (Barter, 

Counterpurchase, Offsets, Buy-back or Debt). In the case 

of joint ventures, these were only included when they 

involved nominated countertrade arrangements such as 

those above. In such cases, they were included under 

these countertrade headings and not separately 

classified as joint ventures. Each transaction is 

described in terms of those aspects which reflect the 

pattern of the countertrade - viz: 
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( a) regions in which the countries involved are 
based viz Developed (Dev'd), Low Income 
Developing Countries ( LID) , Middle Income 
Developing Countries (MID), Organisation Of 
Petroleum Exporting Countries (OPEC) and former 
Centrally Planned Economies (CPE). 

(b) the value involved - viz Less Than US$500,000; 
US$500,000 to US$l,OOO,OOO; US$l,OOO,OOO to 
US$10,000,000i US$10,OOO,000 to US$100,000,000; and 
above US$100,000,OOO. 

(c) the type of countertrade used - viz barter, 
counterpurchase, offsets, buy-back and debt. 

(d) the groups of products'*' countertraded - viz Food 
Products and Raw Materials ( Food/raw) , Fuels and 
Petroleum Products (Fuel) , Simply Transformed 
Manufactured Products (Basic mfg), Sophisticated 
Manufactures (Ind equip) and Services/Other Items 
(Serv/oth); 

With each of these classification variables, the 

incidence and pattern of countertrade in Australia was 

compared with the incidence and pattern of global 

countertrade. It should be noted however, that the 

number of countertrade transactions involving Australia 

were small numbering 88 (1987-1990 = 42; 1990-1993 = 46) 

and this has undermined attempts to subject comparisons 

of Australian and global countertrade to rigorous 

statistical testing. In the tables, many cell sizes were 

often less than 5 and Chi square analysis could not be 

applied. 

Finally, the anecdotal literature and single country 

research referred to one of the attributes of 

countertrade being a vehicle for trading with the 

current and former Centrally Planned Economies. The six 
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year period of this content analysis co-incides with 

maj or changes in the economic system adopted by these 

countries and there is an opportunity to asses what the 

impact of these changes have been on the pattern of 

countertrade both globally and as far as Australia is 

concerned. 

THE CONTENT OF COUNTERTRADE 

Incidence Of Countertrade 

The first stage involved examining the incidence of 

countertrade. Table Al shows countries classified into 

broad groupings according to their economic position, 

and also indicates the degree to which their involvement 

in countertrade matches the degree of their involvement 

in world trade. 

TABLE Al: 	 FREQUENCY OF COUNTERTRADE 
BY MAJOR GROUPINGS OF COUNTRIES 35 

REGION FREQUENCY SHARE OF SHARE OF RATIO 
OF CfT WORLD CfT WORLD TRADE* CTfWT 

COLUMN 1 2 3 4 5 6 7 8 
87-90 90-93 87-90 90-93 87-90 90-93 87-90 90-93 

N N % % % % 
Develop'd 634 676 32.9 29.8 68.7 70·7 0.5:1 0.4:1 
LID 394 297 20·5 13·1 0.6 0.5 34.1:1 26.0:1 
MID 202 272 10.5 12.0 17.9 19.7 0.6:1 0.6:1 
O.P.E.C. 147 151 7.6 6.7 4.0 4.2 1.9: 1 1.6: 1 
CPE 546 868 28.4 38.3 8.8 4.9 3.2:1 9.2:1 
Not Specif 3 0.1 
TOTAL 1926 2264 100.0 100.0 100.0 100.0 

{Australia 42 46 2.2 2.0 1.2 1.1 1.8:1 1.8:1 
( * United Nations Monthly Statistical Bulletins, November 
1990 and November 1993) 

35 A chi square test of the distribution of percentages in 
column 1 and 2 rejected the null hypothesis that they were the same 
(p<.Ol) 
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From the above, although the developed countries' share 

o£ world countertrade is only hal£ or less o£ their 

share o£ world trade, by contrast Australia's share o£ 

world countertrade at 1.8 times, is greater that its 

share o£ world trade. The £oregoing however, can only be 

indicative and £urther analysis is needed. This is 

because with countertrade, the percentages relate to 

number of transactions (due" to unavailability of 

reliable financial estimates) and with world trade, the 

percentages relate to US $ values. 

Nature o£ Countertrade 

The second stage involved examining the nature o£ 

countertrade on a global basis in terms o£ products 

countertraded, regions involved, type o£ countertrade 

employed and the size o£ the transaction. Table A2 shows 

how the elements which make up the pattern o£ 

countertrade, varied between the two time periods. For 

each o£ these variables, the comparison is given for 

both Australian and global countertrade. 
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TABLE A2: PATTERN OF COUNTERTRADE TRANSACTIONS36 

Australia Global 
1987-90 1990-93 1987-90 1990-93 

1 2 3 4 
REGION (N=42) (N=46) (N=1926 )(N=2264) 

% % % % 
Developed 20.7 14.5 32.9 29.8 
L.I.D. 25.6 27·1 20.5 13.1 
M.I.D. 23.3 16.7 10.5 12.0 
O.P.E.C. 4.7 7.6 6.7 
C.P.E. 25.7 41.7 28.4 38.3 
TOTAL 100.0 100.0 100.0 100.0 

SIZE (N=29) (N=2lJ (N=447) (N=285) 
% % % % 

under US$ 1 million 2·3 0.7 
US$l mill - US$10 mill 13.8 33.3 13.6 8.4 
US$10 mill - US$100 mill 34.5 9.6 29.5 29.8 
over US$ 100 mill 51.7 57.1 54.6 61.1 
TOTAL 100.0 100.0 100.0 100.0 

TYPE (N=42) (N=46) (N=963) (N=1114) 
% % % % 

counterpurchase 76.2 54.3 63.3 55.6 
buy-back 2.4 29.7 21.4 28.0 
offsets 21.4 16.0 7.2 10.4 
debt 6.9 4.1 
barter 0.4 1.9 
other 0.8 
TOTAL 100.0 100.0 100.0 100.0 

PRODUCT CATEGORIES (N=101) (N=103) (N=2849) (N=2584) 
% % % % 

Foods/Raw Materials 29·7 25·2 12·3 20.3 
Fuels 3.1 10.7 6.5 13.3 
Basic Manufactures 24.8 27.2 37.0 28.1 
Industrial Equipment 21.8 13.6 24.8 17.9 
Services/Other 20.8 23.3 19.4 20.4 
TOTAL 100.0 100.0 100.0 100.0 

The first variable discussed under this heading is that 

of the groupings of countries involved in countertrade 

(see Table A2). The global pattern of countertrade over 

the six year period indicates that the current and 

36 A chi square test of the distribution of percentages in 
columns 1 and 2 rejected the null hypothesis that they were the same 
(p <.01). A similar situation existed with columns 3 and 4. A 
further comparison of column 2 with column 4 revealed no significant 
difference (p<.01), yielding further confidence in the results. 
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former Centrally Planned Economies (CPE ' s) followed by 

the Developed Economies were the groups of countries 

most frequently involved in countertrade. In the case of 

Australia, it was the CPE' s followed by the Low Income 

Developing Countries which were the most frequent 

countertrade partners. Between the two time periods, 

with global countertrade there was a decline in the 

involvement of Developed Econ,9lllies and an increase in 

the involvement of the CPE' s. Whilst the same trend 

applied in the case of Australian countertrade, both the 

increase in CPE involvement and the decline in 

involvement of the Developed Economies was greater in 

the case of Australia. On a global basis, countertrade 

usually takes place between organisations in different 

groups of countries (89.8%) rather than between 

organisations in the same group of countries (10.2%). 

The second variable examined was the size of 

countertrade transactions (see Table A2) . Of the 

transactions content analysed, values were given for 

less than half of them for the first time period and for 

just over a quarter of the transactions, in the second. 

This is possibly a reflection of the secrecy which 

surrounds countertrade. A maj ority of the countertrade 

transactions undertaken were in excess of US$ 100 

million. This is also true of countertrade in Australia. 

Between the two time periods, there was a move in both 

global and Australian countertrade for the percentage of 
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countertrade transactions over US$ 100 million to 

increase. 

The third variable considered was the type of 

countertrade used. Although counterpurchase is the most 

common form followed by buy-back, Australian firms use 

offsets to a greater extent than is the case in general 

(Table A2). Between the two ime periods, for both 

global and Australian countertrade, dependence on 

counterpurchase decreased, with the decrease being 

greater in the case of Australia. In Australian 

countertrade the importance of buy-back increased 

markedly and that of offsets fell. 

The final variable studied was that of the product 

categories involved in the countertrade transaction (see 

Table A2). Basic manufactures was the most common 

category of products countertraded on a global basis. 

With Australia, foods/raw materials was the most 

important countertraded category followed closely by 

basic manufactures. Between the two time periods on a 

global basis, there was an increase in the importance of 

foods/raw materials and fuels, and a decrease in the 

importance of industrial equipment and basic 

manufactures with little change in services. With 

Australian countertrade, between the periods the 

importance of foods/raw materials fell whilst that of 

basic manufactures rose. Otherwise the global trends 
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also applied to Australia. An examination of product 

categories countertraded (Table A2), indicates that of 

all global countertrade transactions, whereas in 1987

1990 34.3% were between products in the same category, 

this fell to 12.3% in 1990-1993. A reverse situation 

applied to Australian countertrade transactions 

whereas 32.3% of Australian countertrade transactions 

involved products in the same *oduct category in 1987

1990, this rose to 70.0% in 1990-1993. 

PATTERNS OF COUNTERTRADE TRANSACTIONS 

The third stage of the content analysis involved an 

examination of the interactions within the countertrade 

variables of product and region. 

Interaction by Region 

Countertrade involves a conditional relationship. 

Because of this, it is necessary to not only consider 

the frequency of participation by each group of 

countries, but also the extent to which countries in one 

group countertrade wi th countries in another group or 

with countries in the same group. A cross comparison 

between groups of countries involved in countertrade was 

undertaken. 
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TABLE A3 (a) COMPARISON OF COUNTERTRADE BETWEEN GROUPINGS OF 
COUNTRIES 1987-1990 

GROUP -> Dev'ed L.I.D M.I.D O.P.E.C C.P.E Aver Aust 
N=531 N=174 N=123 N=69 N=90 N=987 N=43 

% % % % % % % 
Dev'ed: 7.9 16.7 19.5 30.4 18.9 13·5 20.7 
L.I.D. : 15·1 26.4 23.6 31.9 48.9 22.4 25.6 
M.I.D: 7.7 9.8 13.0 8.7 5.6 8.6 23.3 
O.P.E.C: 4.9 13.2 14.6 	 15.6 8.2 4.7 
C.P.E: 64.4 33.9 29.3 29.0 11.1 47.3 25·7 

TOTAL: 	 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

TABLE A3 (b) COMPARISON OF COUNTERTRADE BETWEEN GROUPINGS OF " 
COUNTRIES 1990-1993 

GROUP -> 	 Dev'ed L.1.D M.I.D O.P.E.C C.P.E Aver Aust 
N=582 N=112 N=177 N=63 N=181 N=1115 N=48 

% % % % % % % 
Dev'ed: 8.2 14.3 6.2 11.1 6.6 8.4 14.5 
L.1.D.: 14.4 22.3 18.1 20.6 17.1 16.6 27.1 
M.I.D: 8.4 10.7 5.1 15.9 8.3 8.5 16.7 
O.P.E.C: 5.7 8.9 12.1 6.3 10.5 7·9 
C.P.E: 68.8 45.5 59.3 46.0 58.0 61.6 41.7 

TOTAL: 	 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

TABLE A3 (c) COMPARISON OF COUNTERTRADE BETWEEN GROUPINGS OF 
COUNTRIES 1987-1993 

GROUP -> Dev'ed L.1.D M.1.D O.P.E.C C.P.E Aver Aust 
N=1113 N=286 N=300 N=132 N=271 N=2102 N=91 

% % % % % % % 
Dev'ed: 8.1 15.6 11. 7 21.2 16.6 10.6 17.6 
L. 1.D. : 14.7 24.7 20.3 26.5 27.6 19.0 26.4 
M.I.D: 8.1 10.0 8.3 12.1 7.3 8.5 19.8 
O.P.E.C: 5.3 11.4 13.0 3.0 12.1 8.0 2.2 
C.P.E: 66.8 38.3 46.7 37.2 42.4 53.9 34.0 

TOTAL: 	 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

From the above, firms in developed countries are more 

involved in countertrading with organisations in the 

former Centrally Planned Economies. Australian companies 

countertrade more with organisations in other developed 

countries and Middle Income Developing Countries. Low 

Income Developing Countries have the former Centrally 
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Planned Economies followed by other Low Income 

Developing Countries as their most important 

countertrade partners.The OPEC countries countertrade 

mostly with the Low Income Developing Countries as do 

the Middle Income Developing Countries. On a global 

basis, countertrade usually takes place between 

organisations in different groups of countries ( 89.8%) 

rather than between organisatj,Afhs in the same group of 

countries (10.2%). 

Interaction by Product 

Because countertrade transactions usually involve the 

exchange of products or services for other products and 

services rather than for money, a cross comparison of 

the product categories involved in countertrade 

transactions was undertaken 

(Table A4). 
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TABLE A4 (a) COMPARISON OF PRODUCTS COUNTERTRADED - GLOBAL 

Food/Raw Fuel Basic mfg Ind equip Serv/oth Total/average 
87-90 90-93 87-90 90-93 87-90 90-93 87-90 90-93 87-90 90-93 87-90 90-93 
N=279 N=261 N=144 N=131 N=817 N=343 N=579 N=364 N=447 N=446 N=2266 N=1546 

% % % % % % % % % % % % 

Food/raw 16.5 24.9 18.1 26.7 17.1 33.2 14.9 22.3 10.1 23.1 12.3 25.7 
Fuel 7.2 22.2 4.9 8.4 10.8 14.0 7.1 17.9 8.9 22.9 6.4 18.4 
Basic mfg 44.4 33.3 41.7 33.6 54.5 32.4 46.2 40.1 43.6 34.3 36.1 35.0 
Ind equip 25.4 12.6 17.4 17.6 12.5 11.1 7.7 11.0 19.2 9.4 25.6 11.4 
Serv/oth 6.5 6.9 18.1 13.7 5.1 9.3 7.7 8.8 18.1 10.3 19.7 9.5 

TOTAL 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

TABLE A4 (b) COMPARISON OF PRODUCTS COUNTERTRADED - AUSTRALIA 

Food/Raw Fuel Basic mfg Ind equip Serv/oth Total/average 
87-90 90-93 87-90 90-93 87-90 90-93 87-90 90-93 87-90 90-93 87-90 90-93 

N=27 N=23 N=l N=l1 N=20 N=26 N=12 N=5 N=17 N=9 N=66 N=74 

% % % % % % % % % % % % 

Food/raw 22.2 65.2 33.3 18.2 30.8 19.2 18.2 25.0 11.1 24.2 31.1 
Fuel 8.7 54.5 7·7 7.7 11.1 1.5 14.9 
Basic mfg 40.7 21.7 66.7 18.2 46.2 73.1 9.1 30.3 35.1 
Ind equip 29.6 7·7 9.1 100.0 16.7 18.2 6.8 
Serv/oth 7.4 4.3 9.1 7.7 63.6 58.3 77.8 25.8 12.2 

TOTAL 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
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TABLE A4 (c) COMPARISON OF PRODUCTS COUNTERTRADED - 1987-1993 

Food/Raw Fuel Basic mfg Ind equip Serv/oth Total/average 
Global Aust Global Aust Global Aust Global Aust Global Aust Global Aust 
N=540 N=50 N=274 N=12 N=1160 N=46 N=579 N=17 N=893 N=26 N=3772 N=140 

% % % % % % % % % % % % 

Food/raw 21.0 42.1 22.5 18.1 21.9 24.0 17.6 11.8 16.7 19.2 17.5 27.8 
Fuel 14.4 3.9 6.7 8.4 11. 7 9·2 11.2 15.8 3.8 11.2 8.6 
Basic mfg 39.0 31.2 36.5 33.6 47.9 66.8 43.8 5.9 39·0 35.7 33.6 
Ind equip 17.7 16.8 17.5 17.6 12.1 9.3 35.3 14.3 11.5 20.0 11.4 
Serv/oth 6.4 6.0 16.8 13.7 6.4 8.1 47.0 14.2 65.4 15.6 18.6 

TOTAL 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 



394 


Globally, the most frequently occurring transactions 

involved countertrading basic manufactures for basic 

manufactures, although in the s'econd time period, the 

most frequently occurring transactions involved basic 

manufactures and industrial products. This differs from 

Australia where the cross comparison shows that the 

largest number of product r~ationships involved the 

countertrading of basic manufactures for fuel in the 

1987-90 period, and services for services in the 1990-93 

period. 

CHANGES IN GLOBAL COUNTERTRADE 1987-1993 

The fourth stage in the content analysis involved 

examining the differences in the nature of countertrade 

between the two time periods. The analysis ( see Table 

Al) shows that the importance of countertrade as 

measured by the number of transactions has increased. 

The major difference appears to lie in the importance of 

countertrade to the former Centrally Planned Economies. 

As noted previously, the anecdotal literature has tended 

to attribute much of the importance of countertrade to 

it being a requirement for the conduct of business with 

the former Centrally Planned Economies (CPE's). When the 

CPE 's embraced the western capitalist model, it would 

seem reasonable to predict that they would engage less 

in countertrade. As the contrast of the two time periods 

shows, this has not been the case and, in fact, 
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countertrade has become more important to the former 

CPE's, especially as their share of world trade 

decreased between the two time periods (see Table Al) 37. 

From the Australian perspective, between the two time 

periods an increasing percentage of its countertrade 

transactions were with the former CPE's. 

CONCLUSIONS 

The foregoing content analysis of global countertrade 

transactions reveals that for many countertrade 

variables, the impressions from aggregating single 

country studies and anecdotal comments are not borne out 

on a global basis. Those that are supported are: 

countertrade is mostly used with large value 

transactions 

- counterpurchase is the most commonly used form 

of countertrade. 

37The figures for countertrade are based on the 
number of transactions. It may be argued that the 
increase in the number of transactions is offset by the 
fact that following the break up of the former USSR, 
Yugoslavia and Czechoslovakia, there are more countries 
in the group who could engage in countertrade. The 
analysis showed that between the two time periods the 
increase in the number of countertrade transactions on a 
global basis was 338 of which 322 were transactions 
involving the former CPE's. During the same time period, 
CPE share of world trade fell by 50% and an increasing 
percentage of CPE transactions exceeded US$ 100 Million, 
indicating that CPE dependency on countertrade has 
become greater. 
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In other cases, the global picture differs from that 

obtained by aggregating single country studies e.g. 

the most significant groupings of countries 

involved in countertrade differ 

- the relative importance of specific groups of 

products also differs e.g.services and 

food/raw materials). 

Overall, analysing countertrade on a global basis 

provides a better understanding of the nature and 

pattern of countertrade and a better basis with which to 

compare Australian countertrade. A comparison of 

Australian countertrade with global countertrade 

indicates areas where such countertrade does differ from 

the world wide situation. These differences may be 

attributed to: 

(1) 	the nature of the products the country has 

available for export - in Australia's case 

this is reflected in the emphasis on food/raw 

materials when pairings of product groups 

involved in countertrade transactions are 

considered. 
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(2) 	the current pattern of that country's trade 

with Australia, this is reflected in a higher 

level of countertrade with Middle Income 

Developing Countries and a lower level of 

countertrade with Centrally Planned Economies 

and OPEC Countries. 

(3) 	 the situation as a ne apital importer 

Australia being a net capital importer may 

account for its lower utilisation of the buy

back technique on the one hand and higher use 

of offsets (as a means of upgrading its 

technology base) on the other. 

Because of the findings above, any general comparison of 

an individual country's countertrade (e.g. Australia's) 

should be with countertrade on a global basis rather 

than with an aggregation of single country studies or a 

series of anecdotal comments. 
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APPENDIX B 

FACTORS IN THE EXTERNAL 

ENVIRONMENT OF CQUNTERTRADE 
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This appendix contains a full discussion of factors in 

the external environment which influence countertrade. 

Section 2.4 of the thesis contains only a summary of 

this material as the focus of the quantitative research 

was on the impact of factors in the internal environment 

on countertrade. 

A review of the (I) POLITICAL, (11) LEGAL and (Ill) 

FINANCIAL aspects of the environment in which 

countertrade transactions occur illustrate how factors 

in the external environment impact on countertrade 

behaviour and attitudes. 

(I) POLITICAL CONTEXT OF COUNTERTRADE 

Most international countertrade transactions either 

involve government as one of the parties to the 

transaction, are a result of government direction or 

are a consequence of barriers to trade for which 

government bears responsibility • Because of this 

situation, it is necessary to consider the political 

context of countertrade. 

Advantages and Disadvantages of Countertrade to 

Government 

Countertrade can be an instrument of government policy 

as it can be used to subsidise exports by overpaying for 
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imports. It can also be used to facilitate import 

substitution through increasing local content and 

acquisition of technology ( especially through the buy

back and offsets types). It can also assist government 

in its long term plans when reciprocal agreements have 

been negotiated which guarantee export outlets and 

sources of raw material supply over a long time frame 

(Zurawicki and Swchmezean, 199~. 

Government can be involved in countertrade on either a 

direct basis (whereby they are party to an arrangement), 

or on an indirect basis (by either imposing laws 

requiring companies to countertrade or introducing 

regulations such as exchange controls which encourage 

companies to adopt countertrade). Lecraw (1989) 

categorises the motives for government involvement as 

follows 

to increase certainty in the flow of foreign 

exchange - by forcing the country's importers 

and exporters to act in accord with the national 

interest by using countertrade as a forward 

contract to reduce the uncertainty of export 

receipts. 

• 	 using countertrade an a vehicle for implementing 

industrial policy - in many industries, to 

achieve internationally competitive economies of 
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scale, it is necessary to export. The costs of 

foreign market entry can be very high and 

countertrade can be used to both facilitate such 

entry and subsidise it. 

. 	 as a means of compensating for disequilibrium 

exchange rates and exchange rationing - where a 

government is faced wi~ an overvalued exchange 

rate (which discriminates against exports and 

encourages imports) and borrowing constraints 

(which prevents the financing of resulting trade 

imbalances by capital inflows), countertrade can 

address the situation in part as under 

countertrade imports and exports are likely to 

be exchanged at 'correct' international 

prices. 

The advantages of countertrade to the government 

proposing it, may vary according to whether the 

encouragement by government is linked to its 

procurements or to its fostering of exports. In the 

former case one advantage of countertrade is its 

potential for leveraging the buying power of the 

government to achieve sales which might otherwise not 

take place (Chawla 1984). In the latter situation, the 

advantage to government indirectly accrues via 

countertrade securing access to previously inaccessible 

markets. In these circumstances, countertrade may help 
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to create new export industries and lessen the country's 

dependence on a few basic traditional products. Other 

advantages of countertrade to such countries are the 

creation of employment and the acquisition of new 

technology (Gozlan 1986). 

There are some disadvantages to the government of the 

country proposing countertrade hese are often related 

to the extra costs that countertrade entails, which if 

passed on to the country initiating countertrade, might 

reduce or nullify the advantages. These extra costs may 

be the result of 'search' to find someone willing to 

take the goods offered, of the intermediary's commission 

(disagio) for disposing of countertraded goods, or the 

opportunity cost of funds tied up between dispatch of 

one set of goods and receipts from the sale of the 

other. In an effort to maximise the benefits from 

countertrade, governments often intervene and lay down 

one or more of the following as acceptable criteria for 

giving their approval to such transactions. These 

criteria (see Liesch, 1990) include 

(i) 	commercial viability criterion - that the 

products received as a result of the 

countertrade be competitive in terms of price, 

quality and delivery, when compared to similar 

transactions not involving countertrade. 
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(ii) 	price criterion - that the countertrade 

activity should not include any price premium 

(viz that products exported be at no less than 

world market prices and that products imported 

be at no more than world market prices). 

(iii) 	technology criterion - that the goods 

received embody adva~ed as opposed to 

obsolete technology 

(iv) 	incremental criterion - that the transaction 

involve the export of goods which could not be 

sold for free foreign exchange or an activity 

which would not otherwise take place. This can 

result in a "skinny list" of products allowed 

to be offered for countertrade. 

Government intervention can also impose other 

restrictions such as preventing the use of 

intermediaries and the transferring of the obligation to 

a third party. These impediments are often imposed 

because the government considers that these practises 

will either increase the valuation placed on the goods 

received or reduce the valuation attributed to the goods 

supplied. Overall, provided the exporter obtains its 

reciprocal purchases at a competitive price and provided 

it secures positive benefits overall from the 

countertrade arrangement, then the domestic economy 



404 


should receive a net benefit. 

Degree of Government Support for Countertrade 

The attitude of governments of various countries towards 

countertrade will vary according to both their economic 

and political situation. In reviewing the policies of 

various groups of nations, the following observations 

can be made. 

In terms of official pronouncements, the impression is 

gained that many western industrialised nations ( i . e. 

developed countries) hope countertrade will just go away 

if they ignore it. A common view is that 

IILike homosexuality, the Western Government's view 

of countertrade is that they know it is going on, 

they don't like it very much, but it is permitted 

between consenting adults" (Jones, 1984). 

On the other hand, some governments of developed nations 

endeavour to capitalise on the growth of countertrade by 

tacitly (e.g. Austria) promoting a role for their cities 

as countertrading centres. The attitude of developed 

countries towards countertrade may vary depending on 

whether the motive of the home country organisation for 

undertaking the countertrade transaction is to boost 

exports ( selling) or acquire needed imports for which 

foreign exchange is not available (buying). In the 
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latter case, many governments (e.g. Canada, Sweden, 

Australia), do not officially encourage countertrade, 

but because they see it as a way of advancing certain 

economic objectives such as technology acquisition, they 

assist their exporters by offering advice as to how to 

handle countertrade demands and operate a mechanism for 

drawing countertrade opportunities to the attention of 

interested firms. Develo~d countries mainly 

countertrade sophisticated products and technologies. 

Their motives in trading with other groups of countries 

are to increase their export sales; gain access to 

developing country markets; increase production capacity 

and reduce production costs (Fuh, 1987). Where the home 

country organisation is buying, often developed country 

governments will make countertrade mandatory and this 

often takes the form of offsets. 

The middle income developing countries - MID's (such as 

the members of ASEAN and the Newly Industrialising 

Countries) , on the other hand support countertrade for 

different reasons. They are interested in using it to 

expand their exports rather than secure vital imports. 

Their export thrust focuses on light industrial goods. 

They also see countertrade as a vehicle to acquire 

technology, utilise more labour and improve 

productivity. Often, with many middle income developing 

countries, government direction or encouragement of 

countertrade is a matter of the economic circumstances 
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faced by the country at a point in time. For example, in 

Indonesia from 1982, countertrade was mandatory whenever 

government purchases were involved. However, this 

requirement was dropped in 1988 when economic 

circumstances had improved and it was found that 

counterpurchases were replacing receipts from many 

products which could have easily been sold for free 

foreign exchange (conversatioa with officials of the 

Indonesian Department of Trade, July 1990). 

Another group of countries involved in countertrade is 

that of the Organisation of Petroleum Exporting 

Countries (O.P.E.C.). Their involvement is often due to 

a desire to evade the quantity and price limitations 

that their membership of O. P. E. C. imposes on them and 

earn additional foreign exchange to finance their 

development plans in an environment of falling world oil 

prices (Idemudia,1985i Mills,1985). 

At the other end of the spectrum are the low income 

developing countries (LDC's). They are mostly dependent 

on trading agricultural products or raw materials with 

other groups of countries. Their motives for 

countertrade are to gain access to technology and know 

how; to increase utilisation of their labour force; gain 

exposure to future technical innovations and upgrade 

labour skills (Fuh,1987). The governments of these 

countries tend to be highly interventionist and are the 
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major importers. In times of balance of payments 

difficulties, these governments are highly likely to 

resort to countertrade. These low income developing 

countries also see countertrade as one of the few ways 

they have to reduce the disadvantages they incur because 

of the impact of the trade practises of the West (e.g. 

agricultural protectionism and consequent dumping) on 

their main export commoditi~ and markets. It also 

becomes a political vehicle as it enables them, in a 

situation of foreign exchange shortage, to arrange the 

import of goods essential for continuing economic 

development and the prevention of unrest (Morse 1984). 

Most low income developing countries support 

countertrade to some degree or other (Castillo-Gomez, 

1989). Some issue laws or regulations making 

countertrade in general a mandatory requirement (e.g. 

Dominican Republic, Ecuador, Guatemala, Honduras, and 

Peru). Others issue guidelines and/or approval 

procedures which favour countertrade (e.g. Angola, 

Bangladesh, Iran, Libya, Mexico, Mozambique, Syria, 

Uganda, Uruguay, Venezuela, Zambia and Zimbabwe). Most 

of the remainder of these low income developing 

countries, examine transactions on a case by case basis 

and the countertrade element is evaluated (e.g. Algeria, 

Burma, Ethiopia, Ghana, Guyana, Iraq, Kenya, Jordan, 

Nigeria, Philippines, Sri Lanka, Sudan, Tunisia and 

Tanzania). These countries also countertrade with other 

LDC's. Castillo-Gomez (1989) refers to a recent study of 
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interndtiona1 countertrade in the third world which 

showed that one third of all their countertrade was with 

other LDC' s. He also lists 105 countertrade agreements 

and 65 bilateral payments and clearing arrangements 

between these LDC's for the period 1983 to 1987. 

Okoroafo (1988), has suggested a framework for 

predicting the likelihood 0' a developing country 

mandating countertrade. He believes this is most likely 

to happen when 

• 	 the ratio of foreign exchange reserves to 

imports is negative; 

• 	 the debt service ratio is positive; 

the commodity terms of trade ratio is negative; 

and 

· 	 the balance of trade is negative. 

The tendency of governments of the L.D.C's to encourage 

countertrade is illustrated by the case of Sub-Saharan 

Africa where of the 32 countries in the region, the 

governments of all except two (South Africa and Botswana 

which have much higher income levels) , undertake 

countertrade (Countertrade Review, January 1990). 
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The current and former Centrally Planned Economies 

(CPE's), which until the 1980's were most commonly 

associated with countertrade, tended to view it in a 

different manner as they have suffered from a technology 

gap by comparison with the West (Holzman,1983i 

Kogut,1986). As a result, their emphasis on planning, 

together with their ability to exercise control, has 

predisposed them towards count~trade. Between 1982 and 

1988, with these countries, countertrade expanded faster 

than conventional trade (Australian Countertrade 

Association Information Paper No 25, January 1990). 

Since that time, the move towards a market economy in 

many of these countries has accelerated the trend in 

their countertrade away from counterpurchase and barter 

towards the more technology intensive form of buy-back. 

One uncertainty is whether the recent changes in the 

former Centrally Planned Economies will cause an overall 

reduction in levels of world countertrade. Because of 

the recency of events, there is a lack of evidence one 

way or the other although it seems doubtful if a 

reduction in overall international countertrade will 

occur. This is because the reasons previously mentioned 

underlying the redirection of countertrade from "east

west" to "north-south" are likely to apply to the 

changed situation within the former CPE' s. They will 

face protectionism from the industrialised nations just 

as their LDC neighbours have. Although market mechanisms 
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and capitalist practises are appearing in these 

countries, the privatisation of business activities will 

require a considerable period of time and their 

currencies are likely to continue to remain 

unconvertible for some time to come. Furthermore, apart 

from the industrialised countries, trade by former CPE's 

with their trading partners for the most part involves 

dealings with countries which ~re both debt ridden and 

face cumulating balance of payments deficits. Dealing on 

other than a countertrade basis with such countries 

would involve a reduction in overall trade for these 

former CPE' s which they can ill afford. This is likely 

to be compounded by balance of trade pressures resulting 

from increased expectations on the part of their 

populace as to the availability of foreign goods 

consequent upon the economic liberalisation. 

These countries also face another problem with respect 

to the former intra-CPE trade. This is because this 

trade, mostly conducted in the past on a countertrade 

basis, will diminish as their former COMECON partners 

trade increasingly outside the former bloc. To make up 

this gap, the individual former CPE's will need to sell 

more to new trading partners and given the comparative 

poor quality of their products, countertrade is likely 

to be necessary if such sales are to be achieved. 
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Countertrade and the Situation of the LDC's 

According to the World Bank, whereas 79% of total world 

output is shared among the rich countries who have 25% 

of the population, the poorest group of countries who 

have 47% of the world's population exist on 5% of the 

world's production (Cornell 1985). This group of 

countries cannot afford to ~nance essential imports 

from their export receipts. The fact is that although 

the G.A.T.T. (via trade liberalisation) and the I.M.F. 

(via the recycling of money) have as their aim the 

reduction of disparities between countries, their 

emphasis on multilateralism has not worked to the 

advantage of the LDC' s. The strictures of these bodies 

against countertrade ignore the fact that whilst its 

proliferation may be unfortunate, it cannot be dealt 

wi th by attacking the symptom instead of the problem 

(Palia 1990). 

Hervey (1989), makes the point that some restrictions 

and distortions in international trade which had 

previously largely gone unnoticed, in part because they 

could not be dealt with in a multilateral environment, 

have taken on a new importance which is being addressed 

through the negotiation of conditional trade 

relationships between governments on a bilateral basis. 
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Changing Attitudes to Countertrade by Governments of 

Developing Countries 

No Western Governments have outlawed countertrade nor 

does it appear likely that any will do so. Many such 

nations still pursue offsets as a foreign policy 

objective to be undertaken via arms transfers. This is 

despite the criticism by them of countertrade 

(Marshall,1988), which on the ~e hand is due to critics 

in these countries treating countertrade as synonymous 

with barter and on the other to a traditional resistance 

based on their having in the past established their 

international clout through the buying power of their 

money. They perceive such clout as being threatened by 

countertrade which is why many industrialised nations 

oppose it. There are indications that these nations are 

gradually departing from this attitude, but only slowly. 

One example of change in attitude is evident in the case 

of those developed countries who trade in grain and who 

have been hurt by protectionism. Tyrchniewicz and 

Prentice (1986) cite the example of Canadian grain 

traders and also points out that in 1984, the Australian 

Wheat Board changed its legislation so it could engage 

in countertrade if necessary. 

Amongst those countries that claim to be opposed to 

countertrade, there is evidence of practises that are 

inconsistent with such an attitude. For example, the 

motive for the us to enter into barter deals with 
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Jamaica appears to have been to give support to a third 

world ally and the reason for barter as opposed to 

straight out cash payment was because funds for the 

administration of the U.S. strategic stockpile of 

bauxite were insufficient to fund the purchases of the 

Jamaican bauxite (Banks 1985). 

As further evidence that n~tive attitudes towards 

countertrade by developed countries are changing, the 

U. S. has during recent years entered into countertrade 

deals with Mexico (Countertrade Outlook 8/2/88); the 

Swedish government has equity in that country's major 

countertrade firm, Sukab (Cooke 1985), the U.K. 

Government found it necessary to become more heavily 

involved than it wanted to in countertrade with Nigeria 

in order to help its firms protect an established market 

position (Milmo 1986) and some other developed 

countries, whilst not making the inclusion of a 

countertrade offer in a tender mandatory, use it as a 

tie breaker (e.g. New Zealand - see Mills 1985). 

From the foregoing it would appear that governments of 

developed countries are in the process of modifying 

their attitude towards countertrade and even engaging in 

some form of countertrade when it is to their advantage 

to do so. 
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Countertrade in the Context of Trade Relationships 

As international countertrade most commonly involves the 

government of at least one of the parties to the 

transaction, such countertrade becomes a part of the 

total set of formal trade relationships between the 

countries. 

An important instrument gover~ng the conduct of trade 

relations between countries is that of the bilateral 

trade agreement. Such agreements can directly specify 

countertrade or can do so indirectly by indicating the 

need for some degree of reciprocity and listing product 

categories in which each country would like to see an 

expansion of its trade with the other. As an example of 

the more specific forms of bilateral agreement involving 

reciprocity, India had several long term trade and 

payments agreements with some Eastern bloc countries 

which ran for five years. These included lists of 

products to be traded on both sides and target values 

(Commonwealth Secretariat, 1988). 

As of June 1989, Australia had Bilateral Trade 

Agreements with thirty six countries (Australian 

Department of Foreign Affairs and Trade). An examination 

of these revealed that none specified countertrade. They 

did vary in their degree of specificity, did mention 

reciprocity in general terms and in many cases listed 

products or projects on which emphasis should be placed 
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in the interest of boosting the bilateral trade 

relationship. All contained declarations of intent to 

develop trade and "best endeavours" clauses in 

conformity with G.A.T.T. most favoured nation 

principles. However, there was nothing in any of these 

agreements to prohibit the boosting of trade relations 

via countertrade. Furthermore it could be argued that 

typical 11 best endeavours" cla~s of the type "The two 

Governments shall take appropriate measures to develop 

and expand mutually beneficial trade and economic 

relations and technical cooperation between ..•. (see11 

Trade Agreement between the Government of Australia and 

the Government of the Arab Republic of Egypt, 1988) are 

a direct encouragement to countertrade. 

Countertrade can also promote trade related economic 

integration, as the reciprocity entailed increases the 

degree of mutual interdependence of one country on 

another. Whilst this is particularly the case with 

countertrade types which involve technology transfer and 

co-production such as offsets and buy-back, it is also 

important in forms of countertrade where financial 

linkages are involved such as debt for equity and debt 

for goods swaps. 

Countertrade, the G.A.T.T and the I.M.F. 

The governments of many countries are reluctant to be 

seen to be overtly supporting countertrade lest in so 
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doing they incur the criticism of the International 

Monetary Fund (I.M.F.) or of the G.A.T.T. This leads to 

official inaction on the one hand, but tacit 

encouragement by government to its private sector to 

engage in countertrade on the other. 

Bodies such as the G.A.TZ. feel threatened by 

countertrade because they are dedicated to 

multilateralism, whereas countertrade encourages 

bilateral ism (Czinkota 1987). Some argue that in reality 

it is the insistence on multilateral trade since the 

formation of the G.A.T.T. in 1947, that has brought 

about the excessive imbalances in trade flows which have 

led to the debt crisis (Grunfield 1985). In these 

circumstances it is hardly surprising that nations which 

are of necessity involved in countertrade, are not 

responsive to arguments that such action is against the 

spirit of the G.A.T.T. Although there is no official 

position on countertrade within the G.A.T.T., the 

general impression this body conveys is that 

countertrade is not a good thing and should be avoided 

(Obrecht 1983). Some of the arguments in this connection 

claim that countertrade is disruptive of the orderly 

market. As there are many hidden costs involved in 

countertrade, it runs counter to the G.A.T.T. objective 

of reducing trade distortions. As well, the principle of 

non discrimination may be violated if the requirement to 
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countertrade is not applied uniformly to all trading 

partners. 

Countertrade may also operate as a device to delay the 

implementation of difficu1t economic decisions in 

developing countries. (e.g. a general devaluation is 

replaced by a series of defacto devaluations on a 

transaction by transaction bas~ via countertrade (Jones 

1984» • 

Finally, countertrade arrangements are not transparent 

whereas the G.A.T.T. aims for transparency in 

international trade. When countertrade is a condition 

for the granting of import licences or for the 

allocation of foreign exchange, it can be argued that it 

contravenes the non discrimination principle. Roessler, 

(1985) and Alessandrini, (1987), separately examined 

these issues in relation to countertrade, and concluded 

that the codes or measures that restrict imports or 

subsidies are sufficiently broad to cover cases where 

import protection or export subsidisation results from 

governmental requirements or inducements to engage in 

countertrade. 

However, countertrade between private enterprises falls 

outside the G.A.T.T. as the G.A.T.T. regulates 

government activities only, unless it is compelled or 

induced by government measures. It would seem that the 
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G. A. T. T . is now accepting the reality of countertrade 

because it now monitors countertrade in detail. Possibly 

its lack of pronouncement on the subject is a tacit 

recognition that it is not countertrade which is the 

problem to be addressed but rather that countertrade is 

symptomatic of wider problems brought about in part by 

acts of developed countries which were in themselves 

contrary to the spirit of G. .T.. Such acts include 

the closure to many L.D.C. imports, of markets in Japan 

and some other N.I.C's and agricultural protectionism by 

both the E.E.C. and the U.S. (Cohen and Zysman 1986). 

Regarding the International Monetary Fund, its aim is 

to eliminate foreign exchange restrictions, especially 

bilateral payments arrangements. It is concerned at the 

proliferation of countertrade because it views it as 

undermining the multilateral trading system. 

Furthermore, developing countries which engage in 

countertrade are not earning foreign exchange with which 

to repay their international debts. (Jones, 1984). As a 

consequence, the I.M.F. is not sympathetic towards 

countertrade which it regards as a costly practise, and 

in supervising an economy where it is called in because 

of a country's financial difficulties, the I.M.F. sees 

its first step as being to remove the conditions which 

gave rise to countertrade in the first place (Thorpe, 

1990) • 
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The World Bank has a common position on countertrade 

with the I. M. F. It argues that such bilateral 

arrangements defer a realistic study of the fundamental 

economic problems of a country and it forbids any 

country in receipt of a World Bank Loan from undertaking 

any countertrade arrangement involving expenditures made 

from that loan. (Countertrade Review, March 1990). 

However, United Nations bodies with a charter related to 

assisting the Developing Countries do not adopt a 

critical view of countertrade. The United Nations 

Committee on Trade and Development (UNCTAD ) organises 

conferences on Countertrade in Developing Countries at 

which the possibilities of training programs in 

countertrade are explored as well as building 

countertrade into bi-1atera1 trade agreements 

(Australian Countertrade Association Information Paper 

No 52, February 1992). 

In summary, given that members of the world trading 

order are increasingly paying lip service to 

mu1tilateralism on the one hand ( as evidenced in the 

recent G.A.T.T. Round), and in self defence, retreating 

into regional groupings and bilateral arrangements on 

the other, it could be expected that countertrade, with 

its focus on bilateralism will continue to acquire 

increasing respectability. 
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(11) LEGAL CONTEXT OF COUNTERTRADE 

No country has a single legal category known as the 'law 

of countertrade'. Because there is no formal 

international recognition of countertrade, there are at 

present no standardised rules covering issues such as 

the commitment of the parties. Also there is 

considerable variation as to the type and degree of 

formality of countertrade con~cts as between proposed 

trading partners ranging from standardised contracts, 

such as those used by the former German Democratic 

Republic, to no contracts at all. Currently however, 

because of the lack of precision in countertrade 

relating to price, quality or quantity of goods, time 

periods for delivery and other terms of contract, the 

United Nations Committee on International Trade Law 

(UNCITRAL) is addressing the issue and has issued a 

preliminary report on Legal Issues in International 

Countertrade (see Koh, Hiscock and Allan, 1991). 

Legal Complexity of Countertrade 

Countertrade transactions are usually more complicated 

than straight export transactions. Because they involve 

a number of parties, any countertrade agreement should 

be written so as to be legally binding under the laws of 

all countries whose organisations are involved in the 

transaction. Also, it is desirable that with each 

element in the transaction, it be specified, whose laws 

take precedence in the event of a dispute. In Australia, 
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the first legal firm specialising in countertrade 

transactions has recently been established (K.F.McDowe11 

and Associates in 1990), and there are some other legal 

partnerships who have lawyers knowledgeable concerning 

relevant countertrade issues.(e.g. Clayton Utz, and 

Ma1lesons Stephen Jacques). 

The following points, many ~ which are unique to 

countertrade contracts, should be defined in 

countertrade contracts . 

. quantity of the countertraded goods 

.price of the countertraded goods 

.avai1abi1ity of goods 

.transfer clauses 

.third party provisions 

.market restriction clauses 

.qua1ity control clauses 

.sourcing clauses 

. payments 

.product liability 

.escape/penalty clauses 

.avoidance clauses 

.arbitration clauses 

.force majeure clauses 

Countertrade, Anti-trust and Anti-dumping. 

Anti-Trust law has the potential to be a problem re 
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countertrade. This is because countertrade implies a 

continuing course of transactions that span a long time 

period and may involve large companies with significant 

market power (Harte in Fisher and Harte 1985). As a 

result of this power, purchasing can be distorted, 

markets can be closed out and sources of products 

denied. Given the difficulty of proving anti competitive 

effects and the fact that ac~ding to Griffin (1983), 

there were no reported cases of the application of US 

Anti - Trust laws to countertrade transactions, this is 

a potential rather than a current problem. 

Anti-Dumping law has the potential to pose problems 

where countertrade is concerned (Banks, 1983), as sales 

price comparison for testing Anti-Dumping rests on 

valuation of the cost of acquisition. With countertrade, 

this can be difficult, especially when it is necessary 

to price low the goods received so as to achieve a quick 

sale. Both Anti-Trust and Anti-Dumping are concepts 

applied by o. E. C. D. countries and are likely to be of 

considerably less relevance to current or former C.P.E's 

or to L.D.C's. because of the different nature of their 

economies. 

Countertrade as an Avoidance Mechanism 

Countertrade can be and often is used as an avoidance 

mechanism (Schulze, 1989). It can be used to mask a 

price cut (Francis,1987; Neale and Shipley,1988). An 
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example is the sale by Boeing of 747's to Saudia 

Airlines (Saudi Arabia) for oil which was supplied at 

10% below world market prices. If a price cut of this 

kind were made public, it might lead to retaliation from 

competitors, whereas with countertrade it is difficult 

for an outsider to determine the value assigned to the 

product in the transaction. 

Because countertrade can be used to mask a price cut, it 

can be used to disguise dumping (Weigand 1979). This is 

achieved by subsidising exports via the overpaying for 

imports. In essence, the premium paid by the buyer acts 

as a discount on the selling price (Paun and Albaum, 

1993) • 

Many of the products commonly countertraded are subject 

to international commodity agreements which specify 

minimum prices and limit quantities. Countertrade has 

been used as a way of exceeding quotas and discounting 

minimum prices to the advantage of the country 

concerned. This is particularly so with oil (Beutel 1985 

and 1986). The increasing volume of oil countertraded 

illustrates this type of avoidance.(In 1985, Iran, Iraq 

and Libya countertraded a total of 1.25 million barrels 

of oil a day on average - Muncey 1985). 

Some types of countertrade, especially the barter 

variety, can be used for tax avoidance purposes (Fisher 
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and Harte,1985). Whilst tax laws in general do not 

exempt countertrade, valuing the profitability of a 

transaction and/or measuring its outcome is more 

difficult than with a cash based deal. Also, because of 

the resulting lack of transparency, the complicated 

arrangements which accompany countertrade are useful in 

obscuring kickbacks and other commissions which are 

prevalent in the developing wo~ (Henderson 1986). 

Finally, it is possible to use countertrade as a way 

around boycotts and embargoes (editorial in Euromoney 

Trade Finance Report, September 1986). This is because 

in a multiple transaction, title can be transferred to 

an organisation in another country whose government is 

not a party to the embargo. (e. g. it is illegal in 

Taiwan to trade with the P.R.C., therefore, goods go via 

Hong Kong and payment for them in Taiwan is in the form 

of goods rather than cash - conversation with executives 

of Chaintech Business Group, Taiwan in July 1990.) 

(Ill) FINANCIAL ASPECTS OF COUNTERTRADE 

An important impetus to countertrade has been the 

failure of the monetary exchange mechanism to address 

the needs of countries in the developing world and the 

former and current centrally planned economies. Some of 

the financial elements which have contributed to the 

rise in countertrade are: 
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Countertrade and Protectionism 

Countertrade can act as a form of protectionism. Joson 

(1985) found that in the case of aircraft, the direct 

tariff effects were low because the industry was 

protected through offsets instead. Liesch (1990), points 

out that with both the Australian Civil Offsets Program 

and the Australian Defence Offsets Program, there are 

both implicit (support for key ndustries/development of 

indigenous capability) and explicit (local content 

requirements) dimensions of protectionism for Australian 

industry. Protection is provided by other forms of 

countertrade when countertrade is mandated. 

It is often automatically assumed that when a 

countertrade deal is entered into, the countertraded 

product will have to be consumed in the home market and 

this can cause alarm (e.g. Australian press speculation 

regarding the impact of the large countertrade deals 

being negotiated by Hancock Mining with Romania and 

Hungary). It is possible and often the case, that the 

goods received in payment are sold in third countries. 

In such a circumstance, countertrade can offer for 

example, the Australian exporter the possibility of 

increasing exports, to his and Australia s advantage,I 

without necessarily increasing Australia's imports 

(Australian Countertrade Association Information Paper 

No 20, 1989). 
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Countertrade and Aid 

With respect to developing countries, the issue of aid 

is often difficult to separate from that of trade. None 

of the Western countries has achieved the original 

notional international target that aid given by 

developed countries should be equivalent to 1% of their 

G.N.P. and only five have met the revised target of 

0.7%. Indications are that th ercentage of G.N.P. that 

Western Countries are allocating to aid, has been 

falling during recent years (Alexandrides and Bowers 

1987). 

Assistance to developing countries has, over recent 

years increasingly seen grant aid replaced by loans 

this has increased their level of debt. According to 

former French President Mitterand, the 41 poorest 

countries now have accumulated debts of US$ 70 billion 

which is double the figure of nine years ago. Faced 

with a shrinking volume of development assistance, 

developing countries are turning increasingly to 

countertrade. 

Countertrade is being increasingly practised by the 

developing world because loans to enable bridging of 

balance of trade deficits, are not as readily available 

as used to be the case. In fact, as it was the previous 

easy availability of loans which has contributed to the 

third world debt crisis, it can be argued that 
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countertrade is a much more responsible financial 

practise for these countries, because instead of their 

imports being financed by loans, they are financed out 

of receipts from hard deliverable goods. 

The individual firm in the West wishing to countertrade, 

can find itself in competition with aid. Elders of 

Australia have experienced ituations when having 

negotiated a countertrade deal for a commodity, the item 

is subsequently offered by another country under its 

bilateral aid program and the deal falls through at the 

last minute (interview with their Countertrade Manager 

in April 1989). 

Other Financial Aspects of Countertrade 

Countertrade is also being increasingly used to address 

the problems of accumulated debt by developing 

countries. As already pointed out, it provides a 

mechanism to liquefy frozen assets by exchanging some of 

the debt for equity in the indebted organisation or by 

reducing that debt through the supply of commodities 

which can be onsold by the financial institution 

(Australian Countertrade Association Information Papers, 

August 1988 and March 1989). 

Another recent phenomena is that of asset swaps. This is 

financial countertrade, involving the delivery of one 

asset and payment in another. (e.g. a bank with a large 
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exposure in Brazil but none in Mexico, may wish to 

spread its risk exposure by swapping some of its 

Brazilian debt for Mexican debt with an institution in a 

converse situation). There is evidence that countries 

desirous of improving their credit ratings are using 

some of the above mechanisms e.g. Venezuela (Rodriguez 

1988). The limit on these mechanisms is that the country 

must have organisations in whigA it is desirable to take 

an equity, or goods which are in demand and can be 

onsold at a minimal discount. 

It can be argued also, that countertrade reduces demand 

for imports and hence balance of trade deficits because 

it is analogous to an import tax. This is because it 

raises the price of the imported product on the national 

market due to additional costs entailed in countertrade. 

(Fischinger et aI, 1984). 

Countertrade can be used as a hedge against future 

risks. This may be by tying up long term sources of 

supply or by locking in supply at a fixed price or by 

reducing the threat of future competition by building 

mutual reliance/involvement using co-production or buy

backs (Zurawicki and Swchmezean,199l). 

Countertrade transactions are difficult to insure and 

hence involve a greater degree of financial exposure 

than do many other international business transactions. 
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this is because government bodies set up to insure the 

additional risks involved in international trade (e.g. 

EFIC of Australia; ECGD of the U.K; Hermes of Germany), 

cover export risks only and not the linked risks 

connected with import obligations under a countertrade 

deal. 

Finally, countries with over~lued currencies may be 

attracted to countertrade because the use of it by such 

countries amounts to an indirect devaluation on a 

selective case by case basis. The exporters in these 

countries who are willing to accept a discounted price 

over the official exchange rate, may indirectly correct 

the distortion created by an overvalued exchange rate 

(Choudhry, McGeady and Stiff, 1989). 
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APPENDIX C 

BI-VARIATE ANALYSIS TABLES 

(unweighted) 
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TABLE Cl MANAGEMENT CHARACTERISTICS - PERSONAL 

lIITERD.T.IClII&LJ:Sll.TIc:B MEBSURES 
Export Internationalisation Export Countertrade Countertrade 
Status Stage Volume Intent Risk Reward Experience 

% % % % % % % % % % % % % % % % % % % 
TOTAl. X NX 1 2 3 4 5 <5% >/10% -ve cond +ve 10 hi 10 hi Yes No 

Persaoal 
AGE (n) 551 404 147 35 43 69 326 78 369 45 133 178 194 91 246 125 221 36 515 

none <50 5 6 3 9 1 6 9 6 7 7 " 6 2 6 6 4 6 5 
1/3 <50 18 17 20 17 12 26 17 18 19 9 23 20 11 15 16 20 11 25 17 
1/2+ <50 77 77 77 74 84 73 77 73 75 84 70 76 83 83 78 74 85 69 78 

PLACE OF 
BIRTH (n) 551 404 1"7 35 43 69 326 77 368 45 133 178 194 91 245 125 220 35 515 

none Aus 6 5 12 14 14 9 5 4 5 7 5 5 7 10 6 4 8 6 6 
1/3 Aus 17 18 14 14 21 10 16 26 18 11 13 18 19 13 20 19 17 20 17 
1/2+ Aus 77 77 75 72 65 81 79 70 77 82 82 77 74 77 74 77 75 74 77 

LIVED 
OVERSEAS (n) 551 "04147 35 43 69 326 78 369 45 133 178 19" 91 246 125 221 36 515 

none 39 36 "9 63 35 50 39 23 37 33 50 39 29 34 35 36 33 39 40 
1/3 27 28 23 11 30 25 27 35 30 20 19 27 33 25 29 31 29 25 27 
1/2+ 3" 36 28 26 35 25 3" "2 33 47 31 3" 38 41 36 33 37 36 33 

OVERSEAS 
TRIPS (n) 551 "04147 35 "3 69 326 78 369 45 133 178 19" 91 246 125 221 36 515 

none 19 11 U 57 "0 33 12 1 12 7 25 13 14 13 15 19 12 20 
1/3 >/5 25 22 31 11 "0 35 23 21 24 13 19 26 29 33 23 21 27 22 25 
1/2+ >/5 

TERTIARY 
EDUCATION 

none 
(n) 

57 

551 
21 

67 28 

"04147 
15 35 

32 

35 
51 

20 

<l3 
28 

32 65 

69 326 
20 17 

78 

78 
10 

64 

369 
15 

80 

45 
20 

56 61 57 

133178 1:" 
28 17 7 

54 62 

91 246 
18 17 

60 61 

125 221 
13 19 

78 

36 
17 

55 

515 
21 

1/3 23 21 31 20 "6 26 20 22 23 11 22 18 9 23 26 27 27 19 24 
1/2+ 56 M 3" 29 26 <l2 63 68 62 69 50 65 5" 59 57 60 54 64 55 

(Bold = p\<.05) 
( * =p\<.10) 
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TABLE C2 MANAGEMENT CHARACTERISTICS - KNOWLEDGE AND EXPERIENCE 

J::rrERJmTXC*ALIS&TJ:CII IIEBSUJIES COUiIYEIttRADE IIEASURJIS 
Export Internationalisation Export Countertrade Countertrade 
Status Stage Volume Intent Risk Reward Experience 

% % % % % % % % % % % % % % % % % % % 
lI'DoVledge TOTAL X NX 1 2 3 4 5 <5% >/5% -ve cond +ve 10 hi 10 hi Yes No 
ct1LTURE/CUSTOMS 

(n) 552 406146 35 42 69 323 83 370 46 132 182 193 91 246 124 222 35 517 
most 24 26 19 14 19 22 26 28 25 33 23 26 23 23 22 19 23 26 24 
some 63 68 49 35 52 55 66 72 67 65 62 61 67 64 66 66 67 63 63 
none 13 6 32 52 29 23 8 8 2 15 13 10 11 11 15 10 11 13 

E:qJeri-.ce 
INTERNATIONAL TRANSACTIONS 

(n) 553 406147 35 42 70323 83 370 46 132 182 193 91 246 124 222 35 518 
none 10 4 27 49 29 16 4 1 4 17 6 7 5 6 7 7 18 
limited 39 36 46 28 43 57 39 25 38 15" 35 38 42 40 38 36 41 14 41 
adequate 34 39 19 17 21 19 37 50 40 37 36 34 34 28 36 38 30 40 33 
extensive 17 21 8 6 7 9 20 24 18 44 12 22 18 27 20 19 22 43 16 

(Bold = p\<.05) 
( * = p\<.10) 

TABLE C3 MANAGEMENT CHARACTERISTICS - PLANNING ORIENTATION 

IlITERKAT:lClIIJlLZSATICII IIEBS1JRES CUlJll't'ERt'RAE IIEASURJIS 
Export Internationalisation Export Countertrade Countertrade 
Status Stage Volume Intent Risk Reward Experience 

% % % % % % % % % % % % % % % % % % % 
Plamrlng TOTAL X NX 1 2 3 4 5 <5% >/5% -ve cond +ve 10 hi 10 hi Yes No 
WRITTEN PLANS 

(n) 552 403 149 36 43 70323 80 367 46 133 181 192* 92 224 125 220 32 520 
yes 65 70 51 42 63 48 67 80 69 67 60 71 63 65 72 68 68 84 64 
no 35 30 49 58 37 52 33 20 31 33 40 29 37 35 28 32 32 16 36 

LENGTH OF PLANS 
(n) 349 275 74 16 26 32 214 61* 252 27 79 126 118 56 172 83 143 27 322 

short 11 11 13 14 12 12 10 12 10 7 14 11 9 11 14 10 13 11 11 
medium 53 53 53 37 69 47 49 67 55 45 58 56 48 52 52 47 53 41 54 
long 36 36 34 44 19 41 41 21 35 48 28 33 44 37 34 43 34 48 35 

EXPORT PLANS 
(n) 550 404146 36 42 66 321 83 368 46 133 180 191 91 244 124 220 35 515 

yes 34 42 10 53 83 76 81 89 39 fiiI 33 39 33 35 40 34 39 63 31 
no 66 58 90 47 17 24 19 11 61 33 68 61 67 65 60 66 61 37 69 

GOAL SETTING 
(n) 539 395 144 36 42 66 316 79 362 42 129 174 189 91 234 122 212 33 506 

yes 80 82 72 53 83 76 81 89 82 83 81 79 80 78 83 83 82 82 79 
no 20 18 28 47 17 24 19 11 18 17 19 21 20 22 17 17 18 18 21 

(Bold = p\<.05) 
(* = p\<.10) 

http:E:qJeri-.ce
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TABLE c4 MANAGEMENT CHARACTERISTICS - STRATEGIC APPROAClt; OPPORl'UNIS'!'IC APPROACH 

Export 
Status 

Dn'ERIIB.TICWU IsaTIOR IIEIISUJlES 
Internationalisation 

Stage 
Export 
Volume 

Countertrade 
Involvement 

COUJft'EK:tICADJ; IIEaSURES 

Risk Reward 
Countertrade 
Experience 

TOTAL X NX 1 2 3 4 5 <5% >/5% -ve cond +ve 10 hi 10 hi Yes No 

STRATEGIC/OPPORTUNISTIC 
APPROACH 
(i) Strategic 

(n) 
(Mean) 

(ii) Opportunistic 
(n) 

(Mean) 
(Bold"" p\<.05) 
(* = p\<.10) 

529 
1.47 

513 
1.06 

403 126 
1.51 1.33 

394 119 
1.06 1.06 

24 46 62 321 82 
1.13 1.38 1.39 1.49 1.59 

22 38 59 314 BO 
1.05 1.05 1.07 1.07 1.04 

367 46 
1.50 1.52 

360 43* 
1.07 1.00 

119 179 192 
1.36 1.51 1.54 

113 172 188 
1.06 1.03 1.10 

92 246 
1.53 1.50 

86 237 
1.09 1.05 

123 246 
1.42 1.57 

117 214 
1.06 1.06 

35 494 
1.51 1.46 

34 479 
1.06 1.06 

TABLE C5 MANAGEMENT CHARACTERISTICS - MARKETING ORIENTATION; PRODUCT/QUALITY FOCUS 

Export 
Status 

~'rIOR IUmSURES 
Internationalisation 

Stage 
Export 
Volume 

countertrade 
Involvement 

COOllrERrRADE III'ASURI!S 

Risk Reward 
Countertrade 
Experience 

APPROACH TO 
INTN'L BUSINESS 
(i) Marketing 

(n) 
(Mean) 

TOTAL 

529 
1.36 

X NX 

393 136 
1.37 1.32 

1 2 3 4 5 

32 38 66 313 80 
1.34 1.39 1.27 1.33 1.55 

<5% >/5% 

359 45 
1.37 1.38 

-ve cond +ve 

123 174 190 
1.31 1.35 1.41 

la hi 

89 245 
1.40 1.38 

10 hi 

117 222 
1.29 1.41 

Yes No 

34 495 
1.38 1.36 

(ii)Product/Quality 
(n) 

(Mean) 
(Bold"" p\<.05) 
( * = p\<.10) 

542 
1.68 

402 140 
1.70 1.64 

32 41 67 320 B2 
1.56 1.70 1.63 1.69 1.72 

369 45 
1.71 1.51 

126 
1. 67 

179 
1. 64 

191 
1. 73 

90 247 
1. 76 1. 72 

123 222* 
1. 67 1.75 

35 
1. 63 

507* 
1. 69 
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TABLE c6 MANAGEMENT CHARACTERISTICS - RELATIONSHIP FORMATION 

XlI'!'EIlIrAT:1CIBBLXSBrJ:CB IIEASURES COOiITElttRIWE IIDSUIU!S 
Export Internationalisation Export Countertrade Countertrade 
Status Stage Volume Involvement Risk Reward Experience 

TOTAL X NX 1 2 3 4 5 <5% )/5% -ve cond +ve 10 hi 10 hi yes no 
Relati-mdp 
Fo~tion 

LONG TERM 
RELATIONSHIP 

(n) 541 402 139 31 41 67 322 80 366 46 126 180 191 91 247 124 221* 35 506* 
(mean) 3.85 4.09 3.16 2.56 3.51 3.36 4.06 4.24 4.03 4.30 3.65 3.94 3.99 3.91 3.98 3.85 4.02 4.17 3.83 

(Bold = p\<.05) 
( * : p\<.10) 

TABLE C7 FIRMS' CHARACTERISTICS - PRODUCTS and PRODUC CHARACTERISTICS 

DITERIl&TIl!RilT J:Sl'.T1:CB IIEASURES COOiITElttRADE tmaS1HIES 
Export Internationalisation Export Countertrade Countertrade 
Status Stage Volume Involvement Risk Reward Experience 

% % % % % % % % % % % % % % % % % % % 

TOTAL X NX 1 2 3 4 5 <5% >/5% -ve cond +ve 10 hi 10 hi yes no 

Products 


(n) 408 383 25 4 21 304 79 345 41 92 144 145 64 197 95 170 31 377 
Foodprim 13 12 16 50 10 14 9 9 44 19 8 14 13 13 8 13 14 13 
Chempet 15 15 12 14 15 13 16 2 11 14 16 14 16 19 16 23 14 
TCF 19 29 28 33 28 32 31 17 29 32 26 34 27 30 28 23 29 
Minmet 4 25 1 1 26 1 
Maclunfg 37 37 40 25 43 36 40 37 32 36 38 38 36 36 36 36 32 37 
Buildcon 6 7 7 6 7 5 5 8 5 3 7 7 6 10 7 

Characteristics 
STANDARDISED 

(n) 520 396 124 27 39 58 314 82 364 41 120 177 186 89 242 120 218* 31 489 
(Mean) 1.43 1.43 1.43 1.30 1.46 1.47 1.44 1.38 1.44 1.24 1.37 1.43 1.46 1.43 1.44 1.38 1.47 1.45 1.43 

EXCESS CAPACITY % % % % % % % % % % % % % % % % % % % 
(n) 412 321 91 14 28 49 258 63 297 31 88 141 151 96 180 70 198 26 386 

No 35 36 32 14 32 37 35 42 33 55 36 37 33 38 37 36 64 19 36 
Yes 65 64 68 86 68 63 66 57 67 015 64 63 67 62 63 37 63 81 64 

UTILISATION 
OF PLANT 

(n) 523 390 133 28 39 66 315 75 359 39 128 173 181 84 236 119 211 31 0192 
Low 3 3 2 3 4 2 8 5 3 1 2 2 1 3 10 2 
Med 18 17 21 4 86 24 18 15 16 18 11 16 25 17 22 18 22 10 19 
High 79 80 79 96 72 74 79 81 82 74 84 81 74 81 76 81 75 80 79 

(Bold = p\<.05) 
( * = p\<.lO) 
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TABLE cB FIRMS' CHARACTERISTICS - COMPETITIVENESS. OWNERSHIP and FINANCING PROBLEMS 

COlJIH'Eii:t1mD£ IIEaSUHES 
Export Internationalisation Export Countertrade Countertrade 
Status Stage Volume Involvement Risk Reward Experience 

TOTAL X NX 1 2 3 4 5 <5% >/5% -ye cond +ve 10 hi 10 hi Yes No 
eo.petitiveaess 
PROBLEMS OF 
COMPETING 

(n) 505 389 116 21 37 58 310 79 358 42 113 170 185 90 234 119 210 32 473 
(Mean) 1.05 1.04 1.07 1.24 1.03 1.04 1.05 1.03 1.05 1. 02 1.05 1.05 1.06 1.01 1.06 1.09 1.04 1.00 1.05 

Oomership 
FOREIGN PROBLEMS 

(n) 328 254 74 13 23 38 195 59 235 26 79 112 115 56 147 71 134 19 309 
(Mean) 1.04 1.04 1.03 1.03 1.03 1.03 1.04 1.04 1.04 1.03 1.04 1.03 1.04 1.07 1.02 1.03 1.04 1. 01 1.04 

Fiwmce 
FINANCING PROBLEMS 

(n) 488 379 109 20 35 54 303 76 342 45 108 168 182 85 240 115 217 32 456 
(Mean) 1.21 1.20 1.27 1.25 1.26 1.28 1.20 1.17 1.18 1.24 1.19 1.19 1.25 1.18 1.24 1.16 1.26 1.25 1.21 

(Bold ~ p\<.05) 

( * = p\<.10) 

TABLE C9 FIRMS' CHARACTERISTICS - COMMITMENT OF R S 
IlI'l'EIIDTJ:OII&LISATXOII HEBSURES COUlIrEkt'RADE MEBSURES 

Export Internationalisation Export Countertrade Countertrade 
Status Stage Volume Involvement Risk Reward Experience 

TOTAL X NX 1 2 3 4 5 <5% >/5% -Ye cond +ve 10 hi 10 hi yes no 
ec-it:IoeD.t 
of Hesou:n=es 
WILLINGNESS 
TO COMMIT 

(n) 498 383 115 20 35 60 306 77 350 44 115 167 181 85 239 115 214 34 464 
(Mean) 1.65 1.70 1.49 1.30 1.60 1.48 1.67 1.81 1.68 1. 75 1.58 1.72 1.67 1.67 1.69 1.68 1.69 1.82 1.64 

AVAILABILITY 
of RESOURCES % % % % % % % % % % % % % % % % % % % 

(N) 536 398 138 29 41 68 317 81 365 42 125 178 191 90 242 123 218 34 502 
easy (%) 76 80 63 45 68 68 80 80 79 88 73 79 76 81 78 73 81 88 75 
difficult (%) 24 20 37 55 32 32 20 20 21 12 27 21 24 19 22 27 19 12 25 

(Bold ~ p\<.05)
( * =p\,.10) 
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TABLE ClO FIRMS' CHARACTERISTICS - TECHNOLOGY 

Tecbno~DgJ' Orientaticm 
EXPENDITURE on R & D 

small 
large 

en) 

% 
TOTAL 

538 
82 
18 

IlftEIDDt..TT(WBI ISB'U<B ltEIISURES 
Export Internationalisation 
Status Stage 
% % % % % % % 
X NX 1 2 3 4 5 

396 142 35 40 67 318 78 
81 87 86 90 85 80 81 
19 13 14 10 15 20 19 

Export 
Volume 

% % 
<5% >/5% 

364 42 
83 67 
~7 33 

UJUJH'itKl'BADE IIEI!ISlJRES 
Countertrade 
Involvement Risk Reward 

% % % % % % % 
-ve cond +ve la hi la hi 

129 180 186 88 242 121 218* 
82 80 84 77 82 80 82 
18 20 16 23 18 20 18 

Countertrade 
Experience 

% % 
yes no 

33 505 
88 82 
12 18 

USE OF R & D 
TAX CONCESSION 

yes 
no 

(n) 546 
35 
65 

400 
41 
59 

146 
19 
81 

34 
15 
85 

43 
19 
81 

69 
22 
78 

319 
39 
61 

81 
51 
49 

366 
37 
63 

42 
57 
41 

131 
24 
76 

181 
42 
58 

188 
39 
61 

89 
34 
66 

243 
36 
64 

124 
38 
62 

217 
35 
65 

33 
58 
42 

513 
34 
66 

HIGH TECH 
PRODUCTS 

(Bold ~ p\<.OS) 
( * = p\<.10) 

(n) 
(Mean) 

497 
1.54 

381 
~.58 

116 
1.37 

24 38 54 303 78 
1.17 1.42 1.48 1.56 1.67 

341 
1. 22 

40 
1.30 

113 
1.41 

169 
1.62 

180 
1.54 

83 
1.58 

240 
1.58 

17 214 
1.56 1.57 

32 
1.66 

465 
1.53 

TABLE Cll FIRMS' CHARACTERISTICS - AGE and SIZE 

Age o:f :fira 
AGE 

0-5 yrs 
6-10 yrs 
>/11 yrs 

Size 
EMPLOYMENT 

S 1-99 
M 100-499 
L 500+ 

(n) 

(n) 

% 
TOTAL 

556 
1 

15 
84 

556 
64 
28 

8 

llITERIIArJ:OImLXSATJ:OII IIEBSUJIES 
Export Internationalisation 
status Stage 

% % % % % % % 
X NX 1 2 3 4 5 

408 148 36 43 69 327 81 
1 1 2 1 2 

14 18 22 16 18 15 10 
85 81 78 82 81 83 90 

408 148 36 43 69 327 81 
61 73 72 61 75 63 56 
28 27 27 37 23 29 22 
11 3 6 2 2 8 22 

Export 
Volume 

% % 
<5% >/10% 

371 47 
1 6 

11 41 
88 53 

371 47 
62 64 
27 30 
11 6 

Countertrade
Involvement 

% % % 
-ve cond +ve 

135 181 194* 
2 2 1 
9 14 20 

89 84 79 

135 181 194 
63 63 62 
28 25 31 

9 12 7 

COUlIT£RrDDE IIEI!ISlJRES 

Risk Reward 
% % % % 
10 hi la hi 

93 248 125 225 
2 2 1 2 

28 12 9 21 
70 8 90 77 

93 248 125 225 
67 61 58 64 
25 30 30 28 

8 9 12 8 

Countertrade 
Experience 

% % 
yes no 

35 521 
3 1 

14 15 
83 84 

35 521 
60 64 
23 28 
17 8 

TURNOVER 
Small 
Medium 
Large 

(Bo1d ~ p\<.OS) 
( * = p\<.10) 

(n) 549 
38 
19 
43 

403 
33 
20 
47 

146 
52 
16 
32 

34 
65 
12 
23 

43 
46 
19 
35 

69 
49 
18 
33 

322 
37 
18 
45 

81 
21 
23 
56 

368 
35 
19 
46 

45 
38 
15 
47 

134 
40 
14 
46 

182 
37 
17 
46 

188 
38 
21 
41 

90 
40 
20 
40 

246 
36 
18 
46 

125 
33 
16 
51 

218 
41 
17 
42 

34 
35 

9 
56 

515 
39 
19 
42 
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APPENDIX D 

Questionnaire 

"Australian Manufacturer's Competitiveness 
at Home and Abroad" 
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AUSTRALIAN MANUFACTURER'S COMPETITIVENESS AT H0!1E AND ABROAD 

Dear Manufacturer/ 

One of the key issues facing Australia at the present time is 
that of our international comDetitiveness. The imDrovement 0: 
Australia's competitive pOSition will depend on s~hemes which 
are based on an understanding of the needs, problems and 
opportunities likely to confront Australian firms" in the 1990's. 

The purpose of this survey is to ob and opinions 
which \<,Till lead to an understanding as to what measures are 
necessary to improve Australia's competitive position. We would 
ask "that you complet:.e this survey as the inclusion of your firfi1 
will ensure that t:.he results will reflect the experiences of the 
widest possible cross section of manufacturing firms throughout 
Australia. 

The results of this survey will be compared to those of a siml~ar 
exercise undertaken in 1983. This will ensure that the resulting 
recommendations regarding measures to improve Australia's 
competitiveness/ will reflect the changes that have taken place 
over the last seven years. Should you be interested, the results 
of this survey compared with that of 1983/ will be available in 
summary form upon request. 

This research is supported by the School of Marketing, Universi ty 
of Technoiogy, Sydney; the School of Marketing, University of Ne~ 
South Wales; the Australian Institute of Export; the Centre fo~ 
International Business and AUSTRADE. The results will be \<lide1y 
disseminated to both government and industry bodies so as to 
provide a basis for the planning and developing of indus"trial 
strategies, assistance measures and training/education programmes 
to improve Australia's competitiveness. 

Because we want this research to be as comprehensive as possible 
in its coverage, we would ask that you arrange for its completion 
even if your company does not engage in international business. 

~e thank you for your support and cooperation regarding this 
lmportant subject and look forward very much to receiving your 
reply. If you have any questions regarding the study or require 
any additional questionnaires, please do not hesitate to contact 
Ian Stewart/ Research Coordinator, by phone at (02) 20930 (ext 
9869) or fax (02) 2814538. 

Yours faithfully, 

/)y25~ l~ w~'k 
Dr Nigel Barrett. 
School of Marketing, 
University of Technology, Sydney. 

Professor ran Wilkinson. 
School of Marketing, 
University of NSK. 



CONFIDENTIALITY (S ASSURED 

All IIllormatlOll prO'Jided by your firm will be held in me strictest cxnfidence and detailed hnancial inlormation is not 

requested,- Individual resooooents will not be ldentihed in any report Of publication. The number on the ouestlOllnaire is 

simply to keep our records ot returns in Older. Only summary statistICS of all companies sampled will be used for analysis. 

Your answers will be destroyed aher tne analysis is comp~ted. 


HOW TO COMPLETE THE QUESTIONNAIRE 

Which firms should complete the questionnaire? 

Manufacturing firms operating in Australia. including ttle subsidiaries of overseas companies. WHETHER 
OR NOT THEY ARE ENGAGED IN INTERNATIONAL BUSINESS ACTIVITIES. 

How many questionnaires should you compleie ? 

A separate questloonaire should be completed for each autonomous operating divisio.'. 

Who should answer the questions? 

The Chief Executive Officer should answer 1I1e ouestions. However, in some cases he or she may want 
otner executives to answer certain questIOns, ego executives responsible for Australian and/or QverSe2S

. ·activilies. 

How to answer the questions? 

a. Most questions require you to record your answer by simply circling the number of tile most appropriate 
answer. 

ego Does you firm export ? YES - 1 	 -CDNO 

b. Some questions will require you to write a brief answer or to write in figures. 
(\
V

C. No! ~1I Questions will relate to your firm, arpwhere this is me case you will be asked to skip questions and 
go direct to those questlOfls which relate to your frrm's activitIes and interests. 

PLEASE ANSWER ALL THE QUESTIONS AND FOLLOW THE DIRECTIONS 
CAREFULLY 

CONFIDENTIALITY IS ASSURED 

All inlormation provided by your firm will be held in tne strictest cxnhOence and detailed financial information is not 

reauested. Individual respoodents will not be identified III any report or publication. The number on tne questionnaire is 


I simply to keep our records of returns in order. Only summary statistiCS 01 all companies sampled will be used for analysis. 

Your answers will be destroyed after tne anatysis is comp~ted. 


- 1 -	



[OFFICE USE 
!ONLY. 

PART A: DOMESTIC AND INTERNATIONAL MARKETING 
To be answered by ALL firms 

ID No 1· EI 

CARD No, 7"" 1 


I 

I
ng are some general questions. 

which Australian States does your firm (a) sell its products, (b) have production facilities? (Circle one 
r more numbers in each column) 

I 

OLD NSW vie WA TAS SA NT 

a) Sales are made 1 	 I 8· 14
1 1 1 1 1 1 

b) Production Facilities 2 2 2 2 2 	 i 15 . 21
2 	 2 


I 

as your firm ever exported its prcxlucts ? YES·1 NO • 2 	 \22 

If NO, I (a) Has your firm ever discussed or investigated the idea of exporting? YES· 1 NO • 2 	 23 


~) Why hasn't your firm ever exported its products? (Give reasons) 

24 


............................................................................................................................................................................. -................ 
 25 


............... ...... .................. ........... ~....... ,. ............................................................................................................................................ . 

26


NOW GO TO QUESTION A6. 

Does your fmn currentty export manufactured products trom Australia? YES ·1 NO • 2 	 27 


If NO,I (a) In which calendar year did you last export manufactured products?........................year 	 28, 29 


(b) Why did your firm stop exporting? (Give reasons) 

......................................................................................................................................................................................................... 30 

31 


.................................................................... ~ ................................................................................. _........................................... . 32 

NOW GO TO QUESTION A6 

\. 
I 


,~ 

Approximate percentage of your total tumover currently accounted for by export? ............................% ,/ 	 133·35 


~) Over the last 5 years your exports have : 	 I 36 

lTlCreased great" ................................... 	 2
. h, 	 ............................................................................................... 


§~~:~:~~~~~~~~=...:~=.~:~~==.~~=.:~~::~~::.=:::~~:.~.~.:.:::::~~::~.=.~:.:..:~:..:.~.....:=.~..~~:::..~~..: ~ 
(c) Has your firm's exporting been : 	 .............................. 
 37 


=~~~ ~ 2
..::::::..::...... ....::....~~.... ....::..~::......................................................:..........:............~~....:::..:........::::::........::............................................ 

In which year did your firm first export? Year (approx.}.......................................................................... 	 38 - 39 


40- 80 

- 2  BLANK 



ua..l:oosnv.. 
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COMPANY NAME: •...••••...•••...•••.... 

SELECTED EXPORT PRODUCT: ..••.•....••• 

SELECTED COUNTRY:. 0 •••••••••••••••••• 

AUS-CORE 

(Ve;::rsio:r.l. 3_0) 

AUSt::ra..1ia.:r.l. 

CO~pa.:r.l.Y Re;a.di:r.l.~ss t~ E~p~~t 

Q'1..1~st:LC>X':l.X':l.a.i::re; 

by 

S. Tamer Cavusgil, Ph.D., 

International Business Development Program, 


Michigan S-tate University, U.S.Ao 


and 

Dialog 	Systems Division, A.T. Kearney, Inc. 
East Lansing, Michigan, U.S.A. 

Adapted for Australia by 

Nigel Jo Barrett, PhoD., 

School of Marketing, University of Technology, Sydney 


and 

Ian Fo Wilkinson, PhoDo, 

School of Marketing, University of Western Sydney 


7/90 
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INSTR.UCTIONS 


From the experience of other companies, we know that five 

factors are related to international marketing success: 

(1) Organizational Characteristics, (2) Motivation for Going 

International, (3) Management Commitment, (4) Product Strengths, 

and ( 5) Suitability of Products for Foreign Customers. 

Therefore, we need your candid responses on these issues in 

order to arrive at an objective as~ssment of your company's 

export market potential. In going through this exercise, please 

consider a specific product to be exported and. a specific 

target market country. 

Please write your selected product and selected target market 

country, together with your company's name, in the spaces 

provided on the cover page of this questionnaire. 
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BUSINESS B~CKGROUND 

Before we get into an assessment of your company's international 
marketing potential, we need your answers to a few background 
questions. For each question circle the number corresponding to 
your response. 

1. 	 Which of the following best describes your primary product 
line? 

Components ............................................................................... 1 

Commercial products (Office equipment, computers, 


furniture etc.) ...................... 2 

Industrial goods........ . .......... 3 

Agricultural goods....... . • ;';' . . . . • . . . . . . • . . .4 

Final consumer products... .........•. . .. 5 

Services.. . .. . .. . . . .. .. . . . .. . .. 	 . .. . . .. .. .. 6 


2. 	 Approximately how long has your firm been in business? 

Less than 2 years............. .. .. .. .. .. .. .. .. . .. .. .. .. .. .. . .. .. ............ 1 

2 to 5 years.. 	 . ..... 2 

6 to 10 years.. .................................. .3 

Over 10 years...................... .. .. .. . .. .. .. .. . . 4 


3. 	 Approximately how many full-time employees does your 

company have? 


Under 10. 	 ..1 

10 to 19. 	 .. . .. .. .. .. .. .. .. .. . .. .. . . .. .. .. .. .... 2 

20 to 49. ..... .3 

50 to 99.. . . . . . . ........ 4 

100 	and over ............................................................................. 5
It ............. 


4. 	 Approximately what were your gross sales last year? 

Under $100,000 	 1
q ................................................................................ 


$100,000 to $500,000 .••........••....•....•.....•...•••... 2 

$500,000 to $lm. ..••..••••• .•••..•.•. .3 

$lm to $5m...... ..... . ..•.... 4 

Over $5m ............................................................................................... 5 


5. 	 The growth of our company sales in the past 5 years has 

been: 


Less than satisfactory (did not take full advantage of 
potential) ........................... 1 


Satisfactory (moderate success) .....•.•.........•......... 2 

Very satisfactory (used full potential) .........•......... 3 
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BUSINESS BACKGROUND (cont) 

6. 	 Which of the following best describes your scope of 

marketing? 


We sell primarily to a local customer base ................ 1 

We sell only within one State of Australia ...•....••...... 2 

We sell within several States of Australia ...........•.... 3 

We sell nationwide.....•..........•....................... 4 

We sell internationally only..•........••................. 5 


7. 	 Which of the following best describes your sales and 

distribution activity in Australia? 


We have our own sales/distributi~ organization........... 1 
We do not have our own sales/distribution organization.... 2 

8. 	 Currently, our senior management is: 

Giving priority to immediate profitability..........••.... 1 
Moderately interested in sales growth at the 

expense of immediate profitability••...••...... 2 
Highly interested in sales growth at the 

expense of immediate profitability ............ 3 

9. 	 Over the next 3 to 5 years, how likely is your management 

to develop new business ventures/opportunities: 


Unlikely .................................................... 1 

Somewhat likely....... ..•.. .2 
Very likely..... ..3 

10. 	 Which of the following best describes your firm? 

Currently not exporting ...•..•.•..••....•....•............ 1 
Exporting by selling to middlemen in Australia ..•....•.... 2 
Exporting directly to foreign 

agents/distributors/customers •••...•....•....... 3 

Exporting through subsidiary.........•••....•...••........ 4 


11. 	 Access to funds for expansion purposes or working capital 
has: 

Not been a problem at all.. ..•••..•••. ..1 
Been a moderate problem. ...•. ...... .2 
Been a serious problem.. ..... .......3 
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BUSINESS BACKGROUND (cont) 

. . . . . . . . . . . ... .. . . . . . .. . . . . . . . . . . . . . .. .. . . . . .. . . . . . . . . . . .. . . . . .. 


12. 	 Your staff's knowledge of foreign cultures and business 
customs is: 

Adequate for most markets your firm 
may be interested in ....•.....•................. 1 

Adequate for selected markets •..••...•..•••.•••...•....... 2 
Inadequate for any market ..•..........••.................. 3 

13. 	 In terms of past exposure to international business, your 
staff has: 

No international transactions experience••..•...•••..•.... l 
Limited international transactio~ experience .......•..... 2 
Extensive international transactions experience ........... 3 

14. 	 Resources for foreign market development can be freed: 

Without endangering home market position or 
long-term prospects •..••.••.....••.•••..••..•... l 

Only at the risk of foregoing domestic market position ..•. 2 
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MOTIVATION FOR. 


GOING INTERNATIONAL 

. . . . . . . .. .. . . . . . .. . .. . . . .. . .. . . . . . . . . . . .. . . . .. . . .. .. . . . . .. .. . .. .. .. .. .. .. .. . . 
Companies follow a variety of objectives in pursuing 
international market opportunities. For each obj ective listed 
below, indicate how well it applies to YOUR company's desire to 
go international. Please be candid. Circle the appropriate 
response category. 

S - Strongly Agree 
A - Agree 
U - Undecided 
D - Disagree 
H - Highly Disagree 

N -	 Not Applicable 

By going international, your company wishes to ...... . 

1. 	 Dispose excess products/utilize excess 
production capacity.................•••........ S A U D H N 

2. 	 Export by filling unsolicited orders only.....• S A U D H N 

3. 	 Benefit solely by stabilizing seasonal market 
fluctuations ............................................................... .. S A U D H N 

4. 	 Contribute to company's general long-term 
expanSl..on .................. '! .................................................. .. S A U D H N 

5. 	 Enhance firm's competitiveness by acquiring 
market knowledge ............................................................ .. S A U D H N 

6. 	 Extend the valuable life cycle of existing 
successful products .................•••.•.•...• S A U D H N 

7. 	 Supplement domestic sales with occasional 
export sales .................................................................... .. S A U D H N 

8. 	 Reduce risks by selling to diverse markets ••••. S A U D H N 

9. 	 Exploit the firm's unique technology and 
knowhow .. .......................................................................... .. S A U D H N 

10. Improve overall return on investment .•..•....•• S A U D H N 
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TOP MANAGEMENT COMMITMENT 

. .. . . . . .... .. . . ..... . . . . . . . . . . . .. . . ...... . . . . . . . . . . . . . . .. . . ... . . 

Senior management's viewpoint on international marketing can 
have a big effect on your company's success rate. Please read 
the following statements and indicate to what extent each 
statement applies to your current management. Please be candid. 
Circle the appropriate response category. 

S - Strongly Agree 
A - Agree 
U - Undecided 
D - Disagree 
H - Highly Disagree 

N -	 Not Applicable 

1. 	 Top management has reservations about 
entering international markets .......•......... S A U D H N 

2. 	 Exporting will be limited to sales to 
middlemen in Australia ...........•............. S A U D H N 

3. 	 Adequate funds will be set aside to develop 
overseas markets............................... S A U D H N 

4. 	 Management is willing to trade-off profits 
during the start-up period...•...••.....•....•. S A U D H N 

5. 	 Senior management will spend at least 10% of 
time for expansion overseas .................... S A U D H N 

6. 	 Foreign markets will be developed with a 
formal written marketing plan•.....•..••....... S A U D H N 

7. 	 Management will support exporting as a 
sporadic activity.•.....•................•..... S A U D H N 

8. 	 A research capability exists or will be 
developed to identify and track foreign 
opportunities ..............•..••............... S A U D H N 

9. 	 Company's interna-tional personnel will be 
adequately compensated ......................... S A U D H N 

10. 	 Management can live with lower export 
profitability in the short-term........•....... S A U D H N 

11. 	 Management will accept a pay-back period of 
3 years or more.... . . . . . . . . . . . . . . . . . . . . . . . . . • .. S A U D H N 

12. 	 Management will seek to establish long-term 
relationships abroad ...••.....•...•••.•.•.•..•• S A U D H N 
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PRODUCT STRENGTHS 
. .. . .. .. . . .. .. ... . . . . . .. ... . . . . .. . ... .. .. ... . . . . .. . . .. . . . . . . . .. . . . . . . . . . .. . 

Here are some characteristics which may facilitate or hinder 
your product's potential in a particular export market. In 
responding to the statements below, please answer in the context 
of the specific export market (e.g. New Zealand or Japan) that 
you wish to enter. Please indicate to what extent each statement 
applies to the product you may wish to sell in that market. 
Circle the appropriate response category. 

S - Strongly Agree 
A - Agree 
U - Undecided 
D - Disagree 
H - Highly Disagree 

N -	 Not Applicable 

1. 	 Product requires extensive training to 
operate or use ..........••...........•......... S A U D H N 

2. 	 Product requires considerable aftersales 
support.. .. .. .. .. . . . .. .. .. .. .. . .. .. .. . .. . .. . . . . .. .. .. .. .. .. .. . .. .. .. .. . ... S A U D H N 

3. 	 Product is versatile; can fulfil different 
needs.. .. • .. .. .. . .. .. .. .. . .. .. .. .. .. .. .. .. .. .. .. . • .. .. .. .. .. .. .. .. . .. .. .. .. .. .. .... S A U D H N 

4. 	 Product is bulky; shipping costs are high ..••.. S A U D H N 

5. 	 Product category enjoys increasing market 
demand in Australia.... . . . . . . . • • . . . . . . . • . . . . . .. S A U D H N 

6. 	 Product is unique, differentiated or 
represents advanced technology ..••......••.•... S A U D H N 

7. 	 The production process is exclusive to your 
firm.. 	.. .. . .. .. .. .. .. .. .. . .. .. .. .. .. .. .. .. .. .. .. .. . .. .. . .. .. .. .. .. .. .. . .. .. .. .. .. .... S A U D H N 

8. 	 Company R & D level exceeds industry average ..• S A U D H N 

9. 	 Price is competitive in the domestic market •... S A U D H N 

10. 	 Product has significant advantages over 
competing products............................. S A U D H N 

11. 	 No extensive inventory investment by 
distributors is needed ...•...............•..... S A U D H N 

12. 	 Product requires special Australian export 
licence or permit for export•..........•.....•• S A U D H N 

13. 	 Product requires special storage and/or 
handling (e.g. controlled temperature) ......... S A U D H N 
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EXPORT MAR.KET 


SPECIFIC STR.ENGTHS 

. . . ... . ... . . . ... . .. . . .. .. .. ... . .. .. .. .. .. .. .. . .. .. . .. .. .. .. . . .. .. .. .. .. .. .. . .. .. .. . .. . .. .. .. .. . .. . .. .. .. 

Here are some characteristics which may facilitate or hinder 
your product's potential in a particular export market. In 
responding to the statements below, please answer in the context 
of the specific export market (e.g. New Zealand or Japan) that 
you wish to enter. Please indicate to what extent each statement 
applies to the product you may wish to sell in that market. 
Circle the appropriate response category. 

S - Strongly Agree 
A - Agree 
U - Undecided 
D - Disagree 
H - Highly Disagree 

N -	 Not Applicable 

1. 	 Members of our management: (CIRCLE ONE RESPONSE ONLY) 

Are fluent in the language of the target market ........... 1 
Have limited knowledge of the language of the 

target market ............................................................... 2 

Have 	no knowledge of the language of "the 

target market ..................................................................... 3 


2. 	 Product is well accepted in the foreign 
Inarket.. .. .. .. .. .. .. .. .. .. .. .. .. .. .. . .. .. .. .. .. .. .. • .. .. .. .. .. .. .. .. .. ... .. .. .. .. .. .... S A U D 11 N 

3. 	 Climate may restrict the use or life of 
the product in target market •.••.............•• S A U D H N 

4. 	 Tariff levels are generally low for this 
product.. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. ... .. .. .. .. .. .. .. ... .. .. .. ... .. .. .. .. .. .. .. .... S A U D H N 

5. 	 Product can be shipped disassembled to obtain 
lower duties..................................................................... S A U D H N 


6. 	 Patent/trademark protection will provide no 
advantage in target market ....•......••.•.....• S A U D H N 

7. 	 Product is modifiable to meet mandatory 
foreign standards ...........•.•••..........•... S A U D H N 

8. 	 Acceptable substitutes of the product already 
exist in target market ..•...•..........•....•.. S A U D H N 

9. 	 Price is competitive in the target market ...... S A U D H N 

10. 	 There are serious non-tariff barriers to 
import this product •..•.....................•.. S A U D H N 

11. 	 Product and/or packaging can be made suitable 
for foreign customers ....................•..... S A U D H N 
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EXPORT MARKET 


SPECIFIC STRENGTHS (cont) 


12. 	 Adaptations can be made by manufacturer to 
enhance product appeal ..•.....••..•••......•..• S A U D H N 

13. 	 Product category sales are in a growth stage 
in target market............................... S A U D H N 

14. 	 Qualified distributors to promote/distribute 
the product are hard to locate•.......•.....•.• S A U D H N 

15. 	 Credit terms and delivery requirements of 
target market can be met ....•.••.•..••••....... S A U D H N 
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APPENDIX F 


Interview Guide For Case Studies 




INTERVIEW GUIDE RE RELATIONSHIPS IN COUNTERTRADE TRANSA~Tf9N§. 

1. Briefly comment on what are the factors that has made your 
firm successful in conducting countertrade 

2. Considering the relationships that were ultimately involved 
in the countertrade transaction under review 

(a) describe the relationships 4~t existed in Australia 
before the countertrade transaction commenced with the 
Australian parties that were ultimately involved in the 
arrangement. 

(b) indicate the relationships that existed in the 
foreign country before the countertrade relationship 
commenced with the foreign parties that were ultimately 
involved in the arrangement. 

(c) comment on the relationships that existed in third 
countries before the countertrade relationship commenced 
with the parties in third cpuntries that were ultimately 
involved in the transaction. 

3. Considering the relationships that existed during the 
negotiation phase of the countertrade transaction 

(a) describe the new relationships with organizations in 
Australia bought about because of the countertrade 
transaction 



(b) indicate the new relationships with organizations in 
the other country which came into being because of the 
countertrade transaction 

(c) comment on the new relationships with organizations 
in third countries created because of the countertrade 
transaction 

(d) describe the changes in existing relationships with 
organizations in Australia bought about because of the 
countertrade transaction 

(e) indicate the changes in existing relationships with 
organizations in the other country which came into being 
because of the countertrade transaction 

(f) comment on the changes in existing relationships with 
organizations in third countries created because of the 
countertrade transaction 

3. Considering the status of the countertrade transaction at 
the time it concluded or at present if still continuing, with 
respect to the relationships involved, 

(a) describe the change in relationships that existed in 
Australia between the negotiation phase and the 
concll1sion of the countertrade transaction 



(b) describe the change in relationships that existed in 
the other country between the negotiation phase and the 
conclusion of the countertrade transaction 

(c) describe the relationships that existed in third 
countries between the negotiation phase and the 
conclusion of the countertrade transaction 

4 Reviewing the countertrade transaction from its inception to 
conclusion (or now) describe any 
following aspects of the realtion
involved and rate the importance 
outcome of the transaction 

change 
ships 
of the

it 
betw
se 

caused 
en the 
aspects 

in 
par
to 

the 
ties 
the 

(a) technical bonds 

(b) social bonds 

(c) legal bonds 

(d) resource commitment 



(e) government bonds in Australia and in the other 
country(ies) 

(f) financial bonds 

5. Describe the extent to which your organization was 
internationalized 

(a) before the countertrade transaction was contemplated 

(b) now 

(c) did the countertrade transaction contribute to this 
change and if so, how? 

6. Reflecting on the countertrade transaction, comment on the 
following in relation to other international business 
transactions which did not involve countertrade 

(a) time required to 
(i) negotiate 

(ii) execute 



(b) complexity 

(c) impact of its being mandated 

(d) ability to resolve conflicts 

(e) protecting your competitive position 

(f) likelihood of obtaining future business 
(i) in that country 

(ii) in other countries 

(g) Australia I s overall trade relations with the other 
country 

(h) introducing other Australian firms to doing business 
in that country 

7. Other Comments 
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