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ABSTRACT

INDUSTRIAL BUYER-SUPPLIER RELATIONSHIPS UNDER
COUNTERTRADE RECIPROCAL PURCHASE OBLIGATIONS

By
Leland A. W. Buddress

Countertrade - international reciprocity - is an
activity whose growth has been well documented over the last
decade. The imposition of reciprocal business activity as
the price of making a sale is a tactic now employed, in one
form or another, by more than 100 nations. The majority of
countertrade contract forms result in reciprocal purchase
obligations for the countertrading firm.

Senior managers of four countertrading firms and four
suppliers to each of these firms were the subjects of in-
depth interviews. Using both quantitative and qualitative
methodologies, three research questions were examined. The
first determined that the favored method of disposal of
reciprocally purchased goods was by internal consumption.

To be able to generate orders for new countertrade
suppliers, the firm must either shift orders from existing
suppliers, divert orders which otherwise might go to
existing suppliers, or outsource tasks previously performed

within the firm. The second question ascertained the
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factors of importance to countertrade firms when selecting
from those order reallocation options.

The third question examined the impacts to
relationships between countertrading firms and existing
suppliers when reciprocal requirements are undertaken.
Relationships were found to improve under certain
circumstances and to deteriorate under others.

Two theoretical frameworks were derived from the
interview data; a general framework of buyer-supplier
relationship impacts of countertrade and a dyadic
relationship framework illustrating the flow-down of
reciprocal obligations throughout the supply base of a

countertrading firm.
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CHAPTER 1
INTRODUCTION

Countertrade is, in essence, international reciprocity
in one of several forms. This research explores some of the
effects of countertrade reciprocal purchase requirements on
relationships between the countertrading firm and its
existing suppliers.

Traditional reciprocity takes the form, "I'll buy from
you if you'll buy from me." Under countertrade,
international reciprocity exists between a firm and its
customer as in traditional reciprocity. However, previous
studies have indicated that there may be several additional
levels of reciprocity resulting from countertrade
agreements; between the firm and its suppliers, as well as
between the suppliers and their sources of supply (Carter
and Gagne, 1988; Forker, 1991). The new countertrade
reciprocity is, "I (a multinational firm) will buy from you
(my supplier) if you'll buy from my customer to help fulfill
my reciprocal purchase obligation."

In today's global marketplace, a firm's supply base can
be both a strategic asset and a source of competitive
advantage (Bhote, 1989). Sourcing - the industrial

purchasing process of supplier location, qualification and
1
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2

selection - should be practiced with great care. With the
average manufacturing firm spending sixty to seventy percent
of the cost of its products for the purchase of necessary
materials and services, the selection of world-class
suppliers, and the development of long-term, collaborative
relationships with them, are critically important (Dobler,
Burt and Lee, 1990).

Countertrade can cause firms to purchase from suppliers
who are selected, not for their least total cost or their
global competitiveness, but because purchases from them
enable the countertrading firm to make a sale. While there
have been many prescriptive articles instructing purchasers
in ways to approach countertrade obligationsl, there have
been only four formal studies (Bluestein, 1986; Carter and
Gagne, 1988; Bingham and Quigley, 1990; Forker, 1991) which
even touched on purchasing issues related to countertrade.
There has been no research into changes, beneficial or
detrimental, to buyer-supplier relationships as a result of
the imposition of countertrade reciprocal purchase

obligations. It is this void which this research addresses.

1. For example see Warren E. Norquist, "Countertrade:
Another Horizon for Purchasing."

(Summer 1987), pp. 2-6; or Raj
Aggarwal, "International Business Through Barter and
Countertrade." Long Range Planning 22, no. 3 (1989), pp.
75-81; or "101 Checklist for Coping with Worldwide
Countertrade Problems." Business International, June, 1985,
p. 22.
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3

COUNTERTRADE

International reciprocity is often imposed upon multi-
national firms by foreign governments as a requirement for
making a sale. The various forms and requirements of these
reciprocal obligations are collectively known as counter-
trade. One definition holds that any transaction which
involves the acceptance of something other than cash as at
least partial payment for goods sold qualifies as counter-
trade (Hanafee, 1984). In other words, countertrade
involves, at least to some degree, the exchange of goods or
services for other goods or services. Local content
requirements, co-production, and reciprocal purchasing are

examples.

EVOLUTION OF MODERN COUNTERTRADE

In 1972, countertrade transactions - international
reciprocity - amounted to roughly 2 percent of world trade
(Carter and Gagne, 1988). Use of these transactions has
grown to the point where some estimate that by the end of
the century as much as 50 percent of all world trade will be
in this form (Ronkainen, 1984; Norquist, 1987). Other
estimates of the impact of countertrade range from twenty to
forty percent (Briggs, 1984; Maher, 1985; Cohen and Zysman,
1986). Similarly, in the early 1970's, only 15 countries
participated in countertrade, while by the mid-1980's, more

than 100 countries were involved (Bluestein, 1986). By any
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measure, this is a large and growing international trade
activity.

The modern forms of reciprocal trade had their origins
following the Second World War when countries of the Eastern
Bloc needed goods and materials from western nations, but
lacked the hard currency with which to purchase these
requirements (Elderkin and Norquist, 1987; Alexandrides and
Bowers, 1987). Instead of cash, they offered to exchange
their natural resources or manufactures for needed goods and
materials. Because of its location, Vienna became the
center of that trade.

By reason of massive debt undertaken by many third
world countries during the early 1980's, they too suffered
from shortages of necessary hard currencies to sustain their
economies. Hard currencies which these countries did
accumulate were often required to service their debt. 1In
both situations, countertrade offered a solution to the
acquisition of necessary goods without depletion of scarce
hard currency resources. London developed into a center for
this sort of reciprocal activity as its banking community
became increasingly involved in these transactions (Spence,
1985; Haar and Renforth, 1986; Kassaye and Vaccaro, 1992).

Politically, a government may elect to impose counter-
trade requirements for several reasons. It may be used in
an attempt to more closely balance imports and exports. It
also may be the political expedient which allows the govern-

ment to purchase foreign-made goods. In 1987, the British
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5

government purchased Advanced Warning and Control System
(AWACS) radar aircraft from Boeing, in spite of a competing
offer from a domestic firm (Schaffer, 1989). The
expenditure of large government sums with a foreign supplier
was made politically acceptable by Boeing's acquiescence to
a 130 percent offset agreement. The government could then
claim a net economic benefit, thus damping the "buy
domestic" outcry. Each of these reasons; non-convertible
currency, hard currency commitments, and political
expediency has led to the upsurge in countertrading
activities noted by many studies (Cohen and Zysman, 1986;
Carter and Gagne, 1988; Forker, 1991).

This expansion, coupled with increased world trade
volumes, indicate that industrial purchasing activities
related to countertrade are becoming more common. The
involvement of industrial purchasing in the reciprocal
obligations of countertrade will likewise increase as world
trade grows and as firms elect to consume more of their

reciprocal purchases (Carter and Gagne, 1988).

COUNTERTRADE FORMS

While there are many variations of countertrade trans-
action types, there are five general forms upon which most
authorities agree (Elderkin and Norquist, 1987; Carter and

Gagne, 1988; Forker, 1991).
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Barter

The simplest of the types of countertrade is the
ancient practice of barter. In the modern version, goods
are exchanged for other goods without cash. Typically,
coincident shipments are made at a specific time and are

governed by a single contract between the two parties.

Counterpurchase

A second form of countertrade involves two separate but
linked sales/purchase agreements. In this case, each party
agrees to buy and pay cash for goods from the other party.
Here, there are two separate contracts, typically linked by
a third protocol agreement. The compensating reciprocal
purchase to be made by the multinational firm may be equal
to the value of the goods sold to the countertrading
country, but frequently the proportion may be less than or
greater than the sale value. The counterpurchase require-
ment typically spans several years, as well. In the
Boeing AWACS example cited above, the 130 percent offset
obligation was to be discharged over eight years (Schaffer,

1989).

Buyback

In situations where countries acquire technology or
manufacturing capability from the countertrade transaction,
several reciprocal possibilities exist. One form allows the
buying country or firm to pay for its acquisition with the

output of the capacity it purchased. This may be in the
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form of a percentage of the facility's output over ten to
twenty years. Alternately, a joint marketing agreement may
be formed between the facility and the multinational firm
whereby the firm markets the output of the facility world-
wide for an extended period of time. Collectively, these

forms of reciprocity are referred to as "buyback".

Offset

The term "offset" pertains to a wide variety of
activities imposed on the seller by a government which is
making large, typically military, purchases. Reciprocal
concessions required of the seller may include local
sourcing of components or materials, increasing general
imports from the buying country and transfers of technology
(Hennart, 1990). Another offset form is commonly known as
co-production, where a country agrees to buy goods if the
seller will establish, in the buying country, facilities
which will manufacture or assemble at least some part of the

finished product.

Switch

A switch trade is simply one in which a third party is
involved. 1In this form, for example, the multinational firm
might direct that the counterpurchased goods be shipped to a
third party, often a broker, who will sell the goods and pay

the multinational firm in cash.
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PROBLEM STATEMENT

As countertrade becomes more prevalent in international
transactions, purchasers are more likely to become involved
in reciprocal purchase requirements. Countertrading firms
typically acquire and develop new countertrade suppliers in
the country into which countertrade sales are made. The
problems with reciprocal purchase requirements, from the
industrial purchasing view, are that they disrupt and may
damage established supply relationships, and they counter
the purchasing objective of a reduced supply base of world-
class capability.

Hennart (1990) has identified buyback, counterpurchase
and offset as the three types of countertrade which generate
reciprocal purchase obligations for countertrading firms.
Carter and Gagne, (1988) and Forker, (1991) found that these
three forms of countertrade constitute the vast majority of
countertrade transactions. There is no research to date
which has identified the impacts of countertrade require-
ments on buyer-supplier relationships. This research
extends the concepts of Hennart's work by determining
reactions of both buyers and suppliers to reciprocal
obligations and by identifying and assessing their impacts

on buyer-supplier relationships.

FOCUS OF THIS RESEARCH
The first purpose of this research is to confirm that

the preferred method of disposal of reciprocally purchased
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goods is internal consumption, as implied by previous
research (Carter and Gagne, 1988; Forker, 1990). Second,
the factors which are important in the selection of source
shift options for orders placed with countertrade suppliers
are determined. Third, it is important to examine
suppliers' direct or indirect involvement in the reciprocal
purchase obligations of their customers. The research
identifies the impacts of those reciprocal requirement
responses on relationships between a countertrading firm and
its existing suppliers. A comparison is made between
buyers' perceptions of buyer-supplier relationship changes

resulting from countertrade, and those of their suppliers.

COUNTERTRADE SUMMARY

A countertrade transaction might be defined as any
international reciprocal transaction; any international
transaction involving some form of compensation other than
cash; or any international transaction by which a company
acquires an ghligation to purchase by other than
conventional competitive practices.

In his 1990 article, "Some Empirical Dimensions of
Countertrade", Hennart classified countertrade's various
forms. Three of the forms of countertrade - buyback,
counterpurchase and offset - create reciprocal purchase
obligations (Hennart, 1990). Further, these three forms

constitute the vast majority of countertrade transactions



(Carte

taxonor

[




10

(Carter and Gagne, 1988; Forker, 1990). Below is Hennart's

taxonomy.
I Doss the ansnction involve recip itments (cther than cach paymente)? 1
Yes Ne
| _ |
| Comtertrnde | | Susight Sules (cash er credil) |

| Doss the tmmsaction ivelve the wse of maney? ]
1

Yes Ne
| |
I Countorpurchase, buyback er effsst ] I Barter-type I
| 1
Reciprecal cemmitment Emited to purchese of Doss the tramsaction extend time periods snd
good? hvah-hd::‘:'ob‘l
Yes No Yes No
| |
Bubeck snd Coumterpurchase | [ Clearing Arrangement |
1 |
Are the taken back i
& mduwym Are third partios involved?
Yo No Yes No
1 | | 1
Beyback Counter- Offset Switch C
purchase Trading m g::
ments
Figure 1-1

Hennart's Forms of Countertrade
CONCEPTUAL FRAMEWORK OF COUNTERTRADE
AND BUYER-SUPPLIER RELATIONSHIPS
To discharge reciprocal obligations, there are three
options for the countertrading firm. It can purchase goods
for internal consumption (either by itself or by sister

firms or divisions), it can include suppliers (by selling
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counterpurchased goods to them or by having them assume a
portion of the obligation) and finally, it can buy goods
which it resells to unrelated third parties.

These first two conditions, internal consumption and
supplier inclusion have the common characteristic of falling
within the usual scope of industrial purchasing activity.

In either case, the industrial purchasing function will be
faced with potential supplier relationship changes. 1In the
first instance, suppliers may have their volumes of business
reduced in favor of new countertrade suppliers. In the
other case, suppliers, not the countertrading firm will be
the consumers of the reciprocally purchased goods. The
third situation, that of resale of countertraded goods to
unrelated third parties, usually does not involve industrial
purchasing and is, therefore, outside the scope of this
research.

A countertrade obligation initiates a process or
response from the industrial purchasing organization of the
countertrading firm. This research focuses on four key
steps/stages in this process:

1. The choice of means of disposal of the obligation.

2. The factors which influence the choice between

available options when reallocating orders from

existing suppliers new countertrade suppliers.

3. The suppliers' choices of response to requests for

participation in their customers' countertrade

obligations.
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4. The impacts of these choices on buyer-supplier

relationships.

Following Hennart's 1990 model, a conceptual framework
is derived which includes the choice of method by which to
dispose of reciprocally purchased goods. It includes the
creation of new countertrade suppliers and indicates choices
buyers may make in shifting orders from existing suppliers
to new countertrade suppliers. The framework then includes
the involvement of suppliers in the reciprocal obligations
of their customers and notes affects on buyers' relation-

ships with existing suppliers.
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Countertrade Agreement

Buyback Counterpurchase Offset

Reciprocal Purchase Obligation

Choice of Disposal Options

Internal Existing Resell or
Consumption Supplier 3rd Party
Direct
Involvement

Creation of New Countertrade Suppliers

Source Shift Options

Withdraw Divert Outsource Outsource
Existing Future Existing Future

Existing Supplier Indirect Involvement

Shift of Orders to New CT Suppliers

Buyer-Supplier
Relationship
Effects

Figure 1-2

Conceptual Framework
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INDUSTRIAL PURCHASING

Industrial purchasing is that function which is respon-
sible for the acquisition of goods and services necessary
for the continued operation of the firm. This activity is
concerned specifically with goods and services procured for
internal consumption. A primary activity of industrial
purchasing is sourcing - locating, qualifying and selecting
sources of supply. Sourcing objectives are continuity of
supply and the location, development and management of a
supply base that affords the firm a competitive advantage.
Among the tasks typically undertaken by industrial
purchasing organizations are international sourcing and
logistics (Dobler, Burt and Lee, 1990; Bhote, 1989).
Countertrade purchasing is an obvious extension of these

activities.

INDUSTRIAL PURCHASING AND COUNTERTRADE

One of the early terms for countertrade's reciprocal
activity was the more cumbersome but more descriptive term
"counterpurchase sales" (Mandato, Skola and Wyse, 1978).
This term appropriately focuses on a key element of this
research - the counterpurchase gbligation which the selling
company undertakes in return for its sale.

Several studies (Bluestein, 1986; Carter and Gagne,
1988; Forker, 1990) have suggested that the favored way to
fulfill reciprocal purchase responsibilities is to acquire

goods which can be internally consumed. These are the goods



with w

ones f

nanufa

by whig
through
asking s
share of
directly
the doma
Countert

firm'g a)

3 New get
Which, jp
&stabligy

Almo
“untertr,
Perspect i,
Elate ¢y
the indyg t

" examy)

Heof o)

tiMQ_
It iS
the bquaCh

Ulth oL



15

with which the firm is most familiar, and therefore, the
ones for which it should be best able to judge quality,
manufacturing processes and competitive pricing. Other ways
by which firms discharge reciprocal purchase obligations are
through consumption by sister firms or divisions, or by
asking suppliers to accept either countertrade goods or a
share of the obligation. All of these solutions relate
directly or indirectly to the firm's suppliers, specifically
the domain of industrial purchasing. Not only may
countertrade directly impact industrial purchasing and the
firm's already-established supply base, it may also dictate
a new set of countertrade suppliers and supply relationships
which, in turn, impact both industrial purchasing and the
established supply base.

Almost all of the literature to date has defined
countertrade in transactional terms - from a marketing
perspective. Operational definitions are necessary to
relate the outcomes of the countertrade transaction type to
the industrial purchasing behavior necessitated by them.

For example, the transaction type, "buyback" is defined as a
sale of plant, equipment and/or technology (PET) with a
reciprocal agreement by the seller to take some or all of
the output of that which is sold for a specified period of
time.

It is immaterial to the industrial purchaser whether
the buyback agreement specifies that the PET is to be paid

for with output from the PET or that the buyback agreement
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specifies that the PET will be paid for in cash with the
buyback agreement being to take and pay for a specific
percentage of the output of the PET for a specified period
of time. It jig of great concern to the industrial purchaser
whether or not the output of the PET is internally consum-
able, irrespective of any payment or marketing arrangements
which the buyback agreement may contain. In other words,
industrial purchasers gre interested in the output of a buy-
back agreement if the PET firm acts as a supplier. While
the purchasing function, in actuality, may be involved with
output which will be resold or otherwise diverted, the
selling or disposal activities are outside the strict
definition of industrial purchasing, and therefore are
outside the scope of this study.

Counterpurchase agreements are typically two separate
cash sale agreements, connected by a third agreement - a
protocol - specifying the terms by which the two cash sales
will be tied together. Industrial purchasing is really
interested only in the types of goods which must be recipro-
cally purchased, whether they are internally consumable, and
the timing of the reciprocal purchase requirement. Goods
which are to be resold are normally within the domain of
marketing and distribution.

Offset agreements may involve many different activities
from reciprocal purchases to local content requirements (a
form of reciprocal purchase for internal consumption) to co-

production commitments (a form of outsourcing). Offsets may
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even include such diverse activities as promoting tourism
and starting unrelated businesses in the countertrading
country to provide employment. The industrial purchasing
function is specifically concerned with the reciprocal
purchase of goods internally consumable either by the firm

or its suppliers.

IMPORTANCE OF THIS RESEARCH

It is important to examine buyer-supplier relationship
changes caused by countertrade for several reasons.

Previous research has shown that countertrade is a large and
growing international trade activity. The U.S. Department
of Commerce, in 1984, estimated that 20 to 30 percent of all
world trade involves some form of countertrade. Using
twenty-five percent as an estimate of countertrade's
magnitude, based on 1991 international trade value equal to
approximately 4.2 trillion U.S. Dollars, countertrade
transactions with a value of more than USD one trillion may
have occurred in that year. As this activity continues to
grow, firms collectively might incur an annual reciprocal
obligation in excess of one trillion dollars.

Two studies indicated that more than 50% of the recip-
rocally purchased goods are consumed by countertrading firms
or sister firms or divisions (Carter and Gagne, 1988;
Forker, 1991). If that were to hold true for all counter-
trading firms, that could mean that more than USD 500

billion worth of raw materials, components and maintenance,
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repair and operating (MRO) supplies are being purchased each
year from suppliers who are selected by other than
conventional supplier selection criteria.

The supply base of a firm is a critical strategic
asset. A focus of industrial purchasing today is on
reducing the numbers of suppliers while increasing the
quality of those who remain. The goal is to find the best
world-class suppliers and then concentrate business with
those. When developing a strategic supply base, a firm also
strives to develop close, collaborative, long-term
relationships with its suppliers (Bhote, 1989). The
imposition of countertrade detracts from these efforts,
since it expands the supply base and forces purchases to be
made from suppliers who are selected for reasons of
reciprocal obligation, rather than those of quality,
availability and least total cost.

Since the needs of the countertrading firm are finite,
orders placed with countertrade suppliers must either be
transferred from existing suppliers, diverted from existing
suppliers or taken from a firm's own production -
outsourced2. These source changes may have potentially

damaging impact upon existing buyer-supplier relationships.

2. Outsourcing is defined as shifting tasks previously
performed within the firm to outside suppliers.
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In 1987, Warren Norquist, Vice President of Interna-

tional Sourcing for Polaroid Corporation wrote the follow-

ing:

Purchasing Management should look at items being

purchased in the United States and try to deter-
mine which of these are or might be sourced over-

seas and could be used to offset countertrade.

At the same time, astute purchasing professionals

should not overlook their suppliers. Many of
these firms purchase a considerable volume of

parts and materials from overseas sources. By
persuading a supplier to accept countertraded

exports from a country to which it would like to
sell - rather than bringing them in-house directly
- the multinational company has expanded its range

of alternatives for disposing of such exports and

thus increased its chances for success.

Therefore, in developing its strategy, creative
purchasing management should study not only its

firm's material requirements, but it should com-

pile and carefully study a list of its suppliers'

requirements as well. (Norquist, 1987)

In describing the results of their study of sixty-nine

Fortune 500 companies, Carter and Gagne (1988) reported

that:

Perhaps the primary reason multinational companies
shift a share of their purchases to offshore
sources is to satisfy countertrade obligations in
customer countries.

Fifty-three percent of the companies surveyed said
that they continued to source from suppliers after
the countertrade arrangement was completed.

More important, twenty-seven percent of these same

companies stated that the purchasing department
initiated contacts with prospective trading part-
ners. In these cases, purchasing first identified
potential sources of supply in countries with

mandatory countertrade laws, and only then

involved the marketing function; this is a clear
reversal of conventional countertrade roles.
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In 1986, Electronics Purchasing magazine undertook a

survey of purchasing managers of the Electronics Business

magazine's top 200 electronic firms. (Bluestein, 1986)

A striking feature of the survey results is the
apparent ease in which respondents are able to
accept foreign products and use them internally.
Fifty percent of those surveyed report they are
able to use 100% of the products accepted under
countertrade within their firm's operations.

From these examples, it can clearly be seen that

countertrade is changing the traditional buyer-supplier

relationship in several important ways.

*

There is a shift in purchases from existing suppliers
to countertrade suppliers. This shift is growing as
countertrade expands.

In some cases, long term relationships with counter-
trade suppliers evolve. These suppliers may
permanently displace previous suppliers.

Domestic suppliers, in some cases, become involved in
the countertrade obligations of their customers.

Buyers may view existing suppliers not only in terms of
goods or services they supply, but as a means of assis-
tance in discharging countertrade obligations.
Countertrade may result in the imposition of several
levels of reciprocity on international transactions,
involving not only a firm's direct suppliers, but

entire supply chains, as well.
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RESEARCH QUESTIONS
The changes in industrial purchasing practices and
activities brought about by the reciprocal purchase require-
ments of countertrade may impact both basic buyer-supplier
relationships and strategic supply base objectives. These

effects lead to the following research questions.

Question One

Is there a favored method of disposal of countertrade
reciprocal purchases? The purpose of Question One is to
validate the deduction from previous research, that internal
consumption is the favored method. A comparison of the
preference of internal consumption to other methods of
disposal is made by determining the rank orders of
preference of each of the three options; internal

consumption, supplier involvement and third party resale.

Question Two

When firms elect to internally consume reciprocal
purchases from new countertrade suppliers, given finite
needs, they must then choose to withdraw orders from
existing suppliers, divert new orders from existing
suppliers, or outsource tasks previously performed in-house.
What are the factors which influence the choice among these

options?
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Question Three

What are the impacts of disposal option decisions,
source shift options and supplier reaction decisions on
relationships between the countertrading firm and its
existing suppliers?

Six choices are proposed for suppliers faced with
customers who have reciprocal purchase obligations. In the
first case in Figure 1-3 below, that of the Proactive
Volunteer, the supplier works with the countertrading firm
from the outset of the transaction. The supplier may even
anticipate the need to countertrade and assist in actively
seeking out mutually beneficial opportunities. This type of
firm is characterized by early and substantial participation
in the reciprocal obligations of its customers. It was
anticipated that the buyer-supplier relationship would be
strengthened for Proactive Volunteers.

The Active Participant supplier will become involved in
the reciprocal obligations of its customers, but only when
required to do so. It is likely to participate to maintain
its place as a supplier to the countertrading firm, but the
buyer-supplier relationship may deteriorate.

The Partial Participant firm may participate in its
customers' reciprocal obligations, but only after requests
from the countertrader, and only to a limited degree. This
unenthusiastic participation, may result in deterioration of

the buyer-supplier relationship.
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Token Participants will resist involvement in
customers' reciprocal obligations, but after considerable
pressure will make a token effort. This unwillingness
probably would be perceived negatively by the buying firm
and would likely damage the relationship between the firms.

Countertraders who only request, but do not pressure
their suppliers may find passive responses such as the
Decliner who would likely ignore the participation appeal.
This would have a negative impact on the buyer-supplier
relationship.

There will be no participation by Refuser firms. Not
only do they refuse to become involved in their customer's
reciprocal obligations, but they may even be deleted as a
supplier by the countertrader. Even if these firms remain

suppliers, relationships may suffer major deterioration.

Supplier Responses

Active Partial Passive
Request Proactive Partial Decliner
Buyer Volunteer Participant
Actions
Require Active Token Refuser
Participant|Participant

Figure 1-3

Supplier Responses to Countertrade Customer Actions

RESEARCH METHODOLOGY
This research has a twofold purpose; to test initial

hypotheses regarding the outcomes of the research questions
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and to develop and refine a theory of changes to existing
buyer-supplier relationships resulting from imposition of
reciprocal purchase obligations. To accomplish this dual
objective, it is necessary to use a combination of quantita-
tive and qualitative procedures. Quantitative procedures
are used to capture demographic data, preferences and scaled
perceptual data and to test hypotheses. Qualitative methods
are used to address "why" questions and to build breadth and
depth into the informational base which leads to theory
construction. The combination of methodologies provides

both statistical validity and practical relevance.

SUMMARY AND ORDER OF DISSERTATION PRESENTATION

This first chapter has described the problems of
countertrade reciprocal purchase obligations as they relate
to the industrial purchasing function and the supply base of
countertrading firms. The growth of this activity has the
potential to significantly impact buyer-supplier relation-
ships and corporate strategy. Research issues have been
presented, a conceptual framework developed, and research
questions have been derived.

The second chapter reviews applicable literature
relating to countertrade and industrial purchasing. Each of
the previous studies is reviewed. The theoretical bases for
the conceptual framework are established.

Chapter Three discusses case research methods and

develops the methodology for this research. It includes the




descr

hypot]

Both ¢
the re
shown

T
finding
signifj
from th

framewo

Supplie.
%ligat.
Lip
Suggest j
the rese
Issugg .
The
fornat




25

description of constructs and their measures, and presents
hypotheses related to each research question.

Results of this research are presented in Chapter Four.
Both quantitative and qualitative data relating to each of
the research questions are presented. Hypothesis tests are
shown and results discussed.

The fifth chapter contains a summary of the key
findings of this research and a discussion of the
significance of each. The two primary frameworks derived
from the research, the buyer-supplier dyadic relationship
framework and the general conceptual framework of buyer-
supplier relationship impacts from the reciprocal
obligations of countertrade are explored in detail.

Limitations of the research are discussed, followed by
suggestions for future research. Managerial implications of
the research results are discussed along with related
issues.

The appendices contain the survey guides and case study
information. The Countertrade Bibliography and

Methodological References conclude this dissertation.
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CHAPTER 11
REVIEW OF RELEVANT LITERATURE

Three important decisions, two by purchasing agents of
a countertrading firm, and the other by existing suppliers
to such a firm, bear upon buyer-supplier relationships.
Buyers must choose the means of disposal of goods purchased
to satisfy countertrade reciprocal obligations. If they
elect to internally consume such goods, they must then
determine how to divert or shift orders from existing
suppliers who then, either directly or indirectly become
involved in the reciprocal obligations of their customers.
The outcome of this is to impact relationships between the
countertrading firm and its existing suppliers. This
chapter examines the literature relevant to those three key
countertrade-related decisions.

Central to this research are the types of countertrade
in which firms engage, the reciprocal obligations which
result, and the ways firms choose to dispose of reciprocal
purchases. Literature pertinent to each issue is brought
forward. The involvement of suppliers in the countertrade
obligations of their customers is highlighted. The

importance of maintaining close, collaborative buyer-

26
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supplier relationships is shown. Finally, the impacts of
these decisions on buyer-supplier relationships are

theorized.

COUNTERTRADE AND INDUSTRIAL PURCHASING

The interaction of industrial purchasing with counter-
trade occurs at many levels. Countertrade reciprocal
purchases are integrally related to other international
sourcing activities. Carter and Gagne (1988) indicate that
countertrade may be the leading reason why firms source
internationally. Supply base reduct<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>