Ch. 9 Global Pricing
BASIC PRICING CONCEPTS
Generally speaking, international trade results in lower prices for goods. 
Lower prices, in turn, help keep a country’s rate of inflation in check. In a true global market, the law of one price would prevail: All customers in the market could get the best product available for the best price.
Because of differences in national markets, the global marketer must develop pricing systems and pricing policies that take into account price floors, price ceilings, and optimum prices. 

Within the typical corporation, there are many interest groups and conflicting price objectives. A firm’s pricing system and policies must also be consistent with other uniquely global opportunities and constraints. 
The Internet has made price information for many products available around the globe. Companies must carefully consider how customers in one country or region will react if they discover they are paying significantly higher prices for the same product as customer in other parts of the world. 

There is another important internal organizational consideration besides cost. Within the typical corporation, there are many interest groups and, frequently, conflicting price objectives. Divisional vice presidents, regional executives, and country managers are each concerned about profitability at their respective organizational levels. Similarly, the director of global marketing seeks competitive prices in world markets. The controller and financial vice president are concerned about profits. The manufacturing vice president seeks long production runs for maximum manufacturing efficiency. The tax manager is concerned about compliance with government transfer pricing legislation. Finally, company counsel is concerned about the antitrust implications of global pricing practices.
Ultimately, price generally reflects the goals set by members or the sales staff, product managers, corporate division chiefs, and/or the company’s chief executive.

GLOBAL PRICING OBJECTIVES AND STRATEGIES

Whether dealing with a single home country market or multiple country markets, marketing manages must develop pricing objectives as well as strategies for achieving those objectives.  

The pricing strategy for a particular product may vary from country to country; a product may be positioned as a low-priced, mass-market product in some countries and a premium-priced, niche product in others. 

Pricing objectives may also vary depending on a product’s life-cycle stage and the country-specific competitive situation.  

It is necessary to factor in external considerations such as the added cost associated with shipping goods long distances across national boundaries. The issue of global pricing can also be fully integrated in the product-design process, an approach widely used by Japanese companies. 

· Define market skimming.

Market Skimming and Financial Objectives 

Price can be used as a strategic variable to achieve specific financial goals. including return on investment, profit, and rapid recovery of product development costs.  When financial criteria such as profit and maintained of margins are the objectives, the product must be part of a superior value proposition for buyers: price is integral to the total positioning strategy.

The market skimming pricing strategy is often part of a deliberate attempt to reach a market segment that is willing to pay a premium price for a particular brand or for a specialized or unique product. 

Companies that seek competitive advantage by pursuing differentiation strategies or positioning their products in the premium segment frequently use market skimming.

The skimming pricing strategy is appropriate in the introductory phase of the product life cycle when both production capacity and competition are limited. By setting a deliberately high price, demand is limited to innovators and early adopters who are willing and able to pay the price. This strategy has been used consistently in the consumer electronics industry. 

Penetration Pricing and Nonfinancial Objectives

Some companies are pursuing nonfinancial objectives with their pricing strategy. Price can be used as a competitive weapon to gain or maintain market position. Market share or other sales based objectives are frequently set by companies that enjoy cost-leadership positions in their industry.

A penetration pricing policy strategy calls for setting price levels that are low enough to quickly build market share. 

Historically many companies that used this type of pricing were located in the Pacific Rim.
· Would a first-time exported use penetration pricing? Why or why not?

It should be noted that a first-time exporter is unlikely to use penetration pricing. The reason is simple: Penetration pricing often means that the product may be sold at a loss for a certain length of time. 

Many companies launch new products that are not innovative enough to qualify for patent protection.  When this occurs, penetration pricing is recommended as a means of achieving market saturation before competitors copy the product. 

Companion Products: "Razors and Blades" Pricing

· What are companion products?
One crucial element is missing from the discussion of video game console pricing in the Strategic Decision Making in Global Marketing box: the video games themselves. The biggest profits in the video industry come from sales of game software; even though Sony and Microsoft may lose money on each console, sales of hit video titles generate substantial revenues and profits. Sony, Microsoft, and Nintendo receive licensing fees from the companies that create the games.
This illustrates the concept of companion products: a video game console has no value without software, and a DVD player has no value without movies. Companion products-pricing has long been the preferred strategy of Vodaphone, AT&T, and other cellular service providers.
Target Costing
Japanese companies have traditionally approached cost issues in a way that results in substantial production savings and products that are competitively priced in the global marketplace.

The process, sometimes known as design to cost, can be described as follows: Target costing ensures that development teams will bring profitable products to market  not only with the right level of quality and functionality but also with appropriate prices for the target customer segments. It is a discipline that harmonizes the labor of disparate participants in the development effort, from designers and manufacturing engineers to market researchers and suppliers. In effect, the company reasons backward from customers’ needs and willingness to pay instead of following the flawed but common practice of cost-plus pricing.

The target costing approach can be used with inexpensive consumer nondurable as well.
Western companies are beginning to adopt some of these money-saving ideas.

As shown in Figure 11-1, the target costing process begins with market mapping and product definition and positioning; this requires using concepts and techniques discussed in Chapters 6 and 7. The marketing team must do the following: Determine the segment(s) to be targeted, as well as the prices that customers in the segment will be willing to pay. Using market research techniques such as conjoint analysis, the team seeks to better understand how customers will perceive product features and functionalities.. Compute overall target costs with the aim of ensuring the company’s future profitability. _ Allocate the target costs to the product’s various functions. Calculate the gap between the target cost and the estimated actual production cost. Think of debits and credits in accounting: Because the target cost is fixed, additional funds allocated to one subassembly team for improving a particular function must come from another subassembly team. _ Obey the cardinal rule: If the design team can’t meet the targets, the product should not be launched. 

Only at this point are design, engineering, and supplier pricing issues dealt with; extensive consultation between all value chain members is used to meet the target. Once the necessary negotiations and trade-offs have been settled, manufacturing begins, followed by continuous cost reduction. In the U.S. process, cost is typically determined after design, engineering, and marketing decisions have been made in sequential fashion; if the cost is too high, the process cycles back to square one—the design stage.

Calculating Prices: Cost-Plus Pricing and Export Price Escalation

In global marketing, the total cost will depend on the ultimate market destination, the mode of transport, tariffs, and various fees, handling charges, and documentations costs. 
· What is export price escalation?
Export price escalation is the increase in the final selling price of goods traded across borders that reflects these factors. 
The following is a list of basic considerations for setting prices on goods that cross borders.

· Does the price reflect the product’s quality?

· Is the price competitive, given local market conditions?

· Should the firm pursue market penetration, market skimming, or another pricing objective?

· What type of discount (trade, cash, quantity) and allowance (advertising, trade-off) should the firm offer its international customers?

· Should prices differ with market segment?

· What pricing options are available if the firm's costs increase or decrease? Is demand in the international market elastic or inelastic?

· Are the firm’s prices likely to be viewed by the host-country government as reasonable or exploitative?

· Do the foreign country’s dumping laws pose a problem?
Companies frequently use a method known as cost-plus or cost-based pricing when selling goods outside their home-country markets. Cost-based pricing is based on an analysis of internal (e.g. materials, labor, testing) and external costs. 

Firms that comply with Western cost accounting principles typically use full absorption cost method; this defines per-unit product cost as the sum of all past or current direct and indirect manufacturing and overhead costs. 
However, when goods cross national borders, additional costs and expenses

such as transportation, duties, and insurance are incurred. If the manufacturer is responsible for hem, they too must be included. By adding the desired profit margin to the cost-plus figure, managers can arrive at a final selling price.
Companies using rigid cost-plus pricing set prices without regard to the eight considerations listed previously. They make no adjustments to reflect market conditions outside the home country. The obvious advantage of rigid cost-based pricing is its simplicity: Assuming that both internal and external cost figures are readily available, it is relatively easy to arrive at a quote. The disadvantage is that this approach ignores demand and competitive conditions in target markets; the risk is that prices will either be set too high or too low. If the rigid cost-based approach results in market success, it is only by chance. Rigid cost-plus pricing is attractive to inexperienced exporters, who are frequently less concerned with financial goals than with assessing market potential. Such exporters are typically responding to global market opportunities in a reactive manner, not proactively seeking them.

Flexible cost-plus pricing is used to ensure that prices are competitive in the context of the particular market environment. This approach is frequently used by experienced exporters and global marketers. 

Flexible cost plus sometimes incorporates the estimated future cost method to establish the future cost for all component elements. Managers who utilize flexible cost-plus pricing are acknowledging the importance of the eight criteria listed earlier. Flexible cost-plus pricing sometimes incorporates the estimated future cost method to establish the future cost for all component elements.

Terms of the Sale
Every commercial transaction is based on a contract of sale, and the trade terms in that contract specify the exact point at which ownership of merchandise is transferred from the seller to the buyer and which party in the transaction pays which costs.

The following activities must be performed when goods cross international boundaries:
· Obtaining an export license if required 

· Obtaining a currency permit if required

· Packing the goods for export

· Transporting the goods to the place of departure 

· Preparing a land bill of lading

· Completing necessary customs export papers

· Preparing customs or consular invoices as required by the country of destination

· Arranging for ocean freight and preparation

· Obtaining marine insurance and certificate of the policy

· Who is responsible for performing these tasks? 

The answer is “It depends on the terms of the sale.”

· What are Incoterms?

The internationally accepted terms of trade are known as Incoterms (short for International Commercial Terms). 

Incoterms are classified into four categories. 

1. Ex-works (EXW), the sole “E-Term” or “origin” term among Incoterms, refers to a transaction in which the buyer takes delivery at the premises of the seller; the buyer bears all risks and expenses from that point on. 

2. Delivered duty paid (DDP). The seller has agreed to deliver the goods to the buyer at the place s/he names in the country of import, with all costs, including duties, paid.
3. Free carrier (FCA). Also known as “F-Terms” or “pre-main-carriage terms.” (FCA) is widely used in global sales. Under FCA, transfer from seller to buyer is effected when the goods are delivered to a specified carrier at a specified destination. 
a. FAS.A.S.;.A.S.;.A.S.; TC  "F.A.S." \l 1  (free alongside ship) named port is the Incoterm for a transaction in which the seller places the shipment alongside, or available to, the vessel upon which the goods will be transported out of the country. FAS is often used with break bulk cargo, which is non-containerized general cargo, such as iron, or steel. 
b. FOB.O.B.;.O.B.;.O.B.; TC  "F.O.B." \l 1  (free on board) named port. The responsibility and liability of the seller do not end until the goods have cleared the ship’s rail.

4. Several Incoterms are known as “C-Terms” or “main-carriage” terms. 

a. CIF.;.;.; XE  "F." .;.; XE  "F." .; XE  "F." 

 TC  "C.I.F." \l 1  (cost, insurance, freight) named port is the risk of loss or damage to goods is transferred to the buyer once the goods have passed the ship’s rail. 

b. If the terms of the sale are CFR.;.;.; TC  "CFR." \l 1  (cost and freight), the seller is not responsible for risk or loss at any point outside the factory. 
Table 11-2 is a typical example of the kind of export price escalation that can occur when some of the costs are added to the per-unit cost of the product itself. 

These examples of cost-plus pricing show an approach that a beginning exporter might use to determine the CIF price. 

ENVIRONMENTAL INFLUENCES ON PRICING DECISIONS

Global marketers must deal with a number of environmental considerations when making pricing decisions.  Among them are currency fluctuations, inflation, government controls and subsidies, and competitive behavior. 
Currency Fluctuations
Currency fluctuations can create significant challenges and opportunities for any company that exports.  A weakening of the home country currency swings exchange rates in a favorable direction. A weakening of the home-country currency swings exchange rates in a favorable direction: A producer in a weak-currency country can choose to cut export prices to increase market share or maintain its prices and reap healthier profit margins.
It is a different situation when a company’s home currency strengthens; this is an unfavorable turn of events for the typical exporter because overseas revenues are reduced when translated into the home country currency. 

In responding to currency fluctuations, global marketers can utilize other elements of the marketing mix besides price. 

The use of the flexible cost-plus method to reduce prices in response to unfavorable currency swings is an example of a market holding strategy and is adopted by companies that do not want to lose market share (see Table 11-4). 
Price transparency means that buyers will be able to comparison shop easily because goods will be priced in a single currency (euros) as opposed to multiple currencies (marks, francs, or lira). 

Inflationary Environment
Inflation, or a persistent upward change in price levels, is a problem in many countries markets and can be caused by an increase in the money supply. 

Inflation is often reflected in the prices of imported goods of a country whose currency has been devalued. 

An essential requirement for pricing during inflation is the maintenance of profit margins

When present, inflation requires price adjustments for a simple reason:  Increased selling prices must cover rising costs.  Regardless of cost accounting practices, if a company maintains its margins, it has effectively protected itself for the effects of inflation. 

Low inflation presents different pricing challenges.

For example, though the U.S. had low inflation and strong demand in the 1990s, excess manufacturing, high European unemployment, and the Asian recession made price hikes difficult.  Globalization, the Internet, a flood of low-cost imports from China, and a new cost- consciousness among buyers became constraining factors.
Government Controls, Subsidies, and Regulations
Governmental policies and regulations that affect pricing include dumping legislation, resale price maintenance, legislation, price ceilings, and general reviews of price levels. 

Government action that limits price adjustment puts pressure on margins. Under certain conditions, government actions pose a threat to the profitability of a subsidiary operation. 
In a country with severe financial difficulties or crisis, government officials are under pressure to take action (e.g., Brazil). 

When selective controls are imposed, foreign companies are more vulnerable than local businesses particularly, if the outsiders lack the political influence over government decisions than local managers have.  For example,  Procter & Gamble encountered strict price controls in Venezuela in the late 1980s, receiving only 50 percent of the price increases requested.

Government control can also take other forms. Companies are sometimes required to deposit funds in noninterest-bearing escrow accounts for a specified period of time if they wish to import products. 

Cash deposit requirements such as the one described here clearly create an incentive for a company to minimize the stated value of the imported goods; lower prices mean smaller deposits. Other government requirements that affect the pricing decision are profit transfer rules that restrict the conditions under which profits can be transferred out of a country. Under such rules, a high transfer price paid for imported goods by an affiliated company can be interpreted as a device for transferring profits out of a country. Government regulations can affect prices in other ways. The German government’s recent moves toward deregulation have improved the climate for market entry by foreign firms in a range of industries, including insurance, telecommunications, and air travel. 
Deregulation is also giving German companies their first experience with price competition in the domestic market. In some instances, deregulation represents a quid pro quo that will allow German companies wider access to other country markets.

Competitive Behavior 

Pricing decisions are bounded not only by cost and the nature of demand but also by competitive action.  If competitors do not adjust their prices in response to rising costs, management will be severely constrained in its ability to adjust prices accordingly. 

Conversely, if competitors are manufacturing or sourcing in a lower-cost country, it may be necessary to cut prices to stay competitive. 
Levi Strauss and Company jeans are under price pressures from several directions  - in the U.S. and overseas.  

Using Sourcing as a Strategic Pricing Tool

· What options does the global marketer have for addressing prices escalation or environmental factors?
The global markers has several options for addressing the problem of price escalation or the environmental factors

Product and market competition dictate the marketer’s choices. 

Manufacturers may be forced to switch to offshore sourcing to keep costs and prices competitive. 

China is quickly gaining a reputation as the “the world’s workshop” (e.g., U.S. bicycle manufacturers rely on production sources in China and Taiwan).

Another option is an audit of the distribution structure in the target markets.

A rationalization of the distribution structure can reduce markups required to achieve distribution.

Rationalization includes selecting new intermediaries, reassigning responsibilities, or establishing direct marketing (e.g., In Japan, Toys R Us bypasses layers of distribution and uses warehouses).


GLOBAL PRICING: THREE POLICY ALTERNATIVES
· What are the three basic policy alternatives on global pricing?

There are three alternative positions a company can take on worldwide pricing.
Extension or Ethnocentric

The first can be called an extension or ethnocentric pricing policy.  An extension or ethnocentric pricing policy calls for the per-unit price of an item to be the same no matter where in the world the buyer is located. 

In such instances, the importer must absorb freight and import duties. 
· What are the advantages and disadvantages of an extension pricing policy?
The extension approach has the advantage of extreme simplicity because no information on competitive or market conditions is required for implementation. 

The disadvantage of the ethnocentric approach is that it does not respond to the competitive and market conditions of each national market and therefore, does not maximize the company’s profits in each national market or globally. 

Adaptation or Polycentric

The second policy, adaptation or polycentric pricing,  permits subsidiary or affiliate managers or independent distributors to establish whatever price they feel is most appropriate in their market environment. 

There is no requirement that prices be coordinated from one country to the next. 

IKEA takes a polycentric approach to pricing. 

One recent study of European industrial exporters found that companies utilizing independent distributors were the most likely to utilize polycentric pricing. 

Such an approach is sensitive to local market conditions; however, valuable knowledge and experience within the corporate system concerning effective pricing strategies are not brought to bear on each local pricing decision. 
Arbitrage is also a potential problem with the polycentric approach; when disparities in prices between different country markets.  

Geocentric

The third approach, geocentric pricing, is more dynamic and proactive than the other two. A company using geocentric pricing neither fixes a single price worldwide, nor allows subsidiaries or local distributors to make independent pricing decisions. Instead, the geocentric approach represents an intermediate course of action. Geocentric pricing is based on the realization that unique local market factors should be recognized in arriving at pricing decisions. These factors include local costs, income levels, competition, and the local marketing strategy. Price must also be integrated with other elements of the marketing program. The geocentric approach recognizes that price coordination from headquarters is necessary in dealing with international accounts and product arbitrage. The geocentric approach also consciously and systematically seeks to ensure that accumulated national pricing experience is leveraged and applied wherever relevant. Local costs plus a return on invested capital and personnel fix the price floor for the long term. 

For consumer products, local income levels are critical in the pricing decision. If the product is normally priced well above full manufacturing costs, the global marketer should consider accepting reduced margins and price below prevailing levels in low-income markets. The important point here is that in global marketing there is no such thing as a “normal” margin
GrAy Market Goods

· What are gray market goods and why are they are problem for manufacturers?

Gray market goods are trademarked products that are exported from one country to another where they are sold by unauthorized persons or organizations. 

Parallel importing occurs when companies employ a polycentric, multinational pricing policy that calls for setting different prices in different country markets. 

Gray markets can flourish when a product is in short supply, when producers employ skimming strategies in certain markets, or when the goods are subject to substantial markups. 
Gray markets impose several costs or consequences on global marketers. These include:

· Dilution of exclusivity. Authorized dealers are no longer the sole distributors. 

· Free riding. If the manufacturer ignores complaints from authorized channel members, those members may engage in free riding. That is, they may opt to take various actions to offset downward pressure on margins. 

· Damage to channel relationships. Competition from gray market products can lead to channel conflict as authorized distributors attempt to cut costs, complain to manufacturers, and file lawsuits against the gray marketers.

· Undermining segmented pricing schemes. A variety of forces—including falling trade barriers, the information explosion on the Internet, and modern distribution capabilities—hamper a company’s ability to pursue local pricing strategies.

· Reputation and legal liability. Even though gray market goods carry the same trademarks as goods sold through authorized channels, they may differ in quality, ingredients, or some other way. 

Companies should develop proactive strategic responses to gray markets. 

Dumping 

Dumping is an important global pricing strategy issue.  GATT’s 1979 antidumping code defined dumping as the sale of an imported product at a price lower than that normally charged in a domestic market or country of origin.  In addition, many countries have their own policies and procedures for protecting national companies from dumping. 
The U.S. Congress has defined dumping as an unfair trade practice that results in “injury, destruction, or prevention of the establishment of American industry.” 

In 2000, the U.S. Congress passed the so-called Byrd Amendment; this law calls for antidumping revenues to be paid to U.S. companies harmed by imported goods sold at below-market prices 

In Europe, antidumping policy is administered by the European Commission, a simple majority vote by the Council of Ministers is required before duties can be imposed on dumped goods. 
Dumping as a major issue in the Uruguay round of GATT negotiations.  The result of the GATT negotiations was an agreement on interpretation of GATT Article VI . 

For positive proof that dumping has occurred in the United States, both price discrimination and injury must be demonstrated. 

Price discrimination is the practice of setting different prices when selling the same quantity of “like-quality” goods to different buyers. 

PRICE FIXING
In most instances, it is illegal for representatives of two or more companies to secretly set similar prices for their products. Price fixing is generally held to be an anticompetitive act. 

In horizontal price fixing, competitors within an industry that make and market the same product conspire to keep prices high. 

Vertical price fixing occurs when a manufacturer conspires with wholesalers or retailers (i.e., channel members at different “levels” from the manufacturer) to ensure certain retail prices are maintained. 
TRANSFER PRICING

Transfer pricing refers to the pricing of goods, services, and intangible property bought and sold by operating units or divisions of the same company. 

Transfer pricing concerns intracorporate exchanges, which are transactions between buyers and sellers that have the same corporate parent. For example, Toyota subsidiaries both sell to, and buy from, each other. 

In determining transfer prices to subsidiaries, global companies must address a number of issues, including taxes, duties, and tariffs, country profit transfer rules, conflicting objectives of joint venture partners, and government regulations. 

Tax authorities take a keen interest in transfer pricing policies. 

Three major alternative approaches can be applied to transfer pricing decisions. 

1. A market-based transfer price is derived from the price required to be competitive in the global marketplace. 

2. Cost-based transfer pricing uses an internal cost as the starting point in determining price. Cost-based transfer pricing can take the same forms as the cost-based pricing methods discussed earlier in the chapter. 

3. Negotiated transfer price occurs when the organization’s affiliates determine the prices among themselves. This method may be employed when market prices are subject the frequent changes.

Tax Regulations and Transfer Prices

Because global companies conduct business in world characterized by different corporate tax rates, there is an incentive to maximize income in countries with the lowest tax rates and to minimize income in high-tax countries. 

In recent years, many governments have tried to maximize national tax revenues by examining company returns and mandating reallocation of income and expenses (see Table 11-7). 
Sales of Tangible and Intangible Property

Each country has its own set of laws and regulations for dealing with controlled intracompany transfers. 
Whatever the pricing rationale, executives and managers involved in global pricing policy decisions must familiarize themselves with the laws and regulations in the applicable countries. 
COUNTERTRADE  TC  "COUNTERTRADE" \l 1 
· What is countertrade?

In recent years, many exporters have been forced to finance international transactions by taking full or partial payments in some form other than money.  A number of alternative finance methods, known as countertrade, are widely used.

In a countertrade transaction, a sale results in product flowing in one direction to a buyer; a separate stream of products and services, often flowing in the opposite direction, is also created. 

Countertrade generally involves a seller from the West and a buyer in a developing country. 

Countertrade flourishes when hard currency is scarce. Exchange controls may prevent a company from expatriating earnings; the company may be forced to spend money in-country for products that are then exported and sold in third-country markets.

Historically, the single most important driving force behind the proliferation of countertrade was the decreasing ability of developing countries to finance imports through bank loans. 
Today, several conditions affect the probability that importing nations will demand countertrade.

· The priority attached to the Western import. The higher the priority, the less likely it is that countertrade will be required. 

· The value of the transaction; the higher the value, the greater the likelihood that countertrade will be involved. 

· The availability of products from other suppliers can also be a factor. If a company is the sole supplier of a differentiated product, it can demand monetary payment. 

Barter TC  "Simple Barter" \l 1  
The term barter describes the least complex and oldest form of bilateral, nonmonetized countertrade. 

Simple barter is a direct exchange of goods or services between two parties. Although no money is involved, both partners construct an approximate shadow price for products flowing in each direction. 

Counterpurchase  TC  "Counterpurchase " \l 1  

The counterpurchase form of countertrade, also termed parallel trading or parallel barter, is distinguished from other forms in that each delivery in an exchange is paid for in cash. 

Offset

 TC  "OFFSET" \l 1 Offset is a reciprocal arrangement whereby the government in the importing country seeks to recover large sums of hard currency spent on expensive purchases such as military aircraft or telecommunications systems. 

Distinguishing characteristics between offset and counterpurchase:
· Counterpurchase is characterized by smaller deals over shorter periods of time.

· Offset is not contractual but reflects a memorandum of understanding that sets out the dollar value of products to be offset and the time period for completing the transaction. 
· Offsets have become a controversial facet of today’s trade environments. 
Compensation Trading  TC  "Compensation Trading " \l 1  

Compensation trading, also called buyback, is a form of countertrade that involves two separate and parallel contracts. 

In one contract, the supplier agrees to build a plant or provide plant equipment, patents or licenses, or technical, managerial, or distribution expertise for a hard currency down payment at the time of delivery. 

In the other contract, the supplier company agrees to take payment in the form of the plant’s output equal to its investment (minus interest) for a period of as many as 20 years. 
Essentially, the success of compensation trading rests on the willingness of each firm to be both a buyer and a seller. 
Switch Trading TC  "Switch Trading" \l 1  
Also called triangular trade and swap, switch trading is a mechanism that can be applied to barter or countertrade.  In this arrangement, a third party steps into a simple barter or other countertrade arrangement when one of the parties is not willing to accept all the goods received in a transaction. 

The third party may be a professional switch trader, switch trading house, or a bank. 

The switching mechanism provides a "secondary market" for countertraded or bartered goods and reduces the inflexibility inherent in barter and countertrade. 

