
Chapter 2 GENERA L ISSUES AND CHOICE OF STRATEGY 

2.1. Wh y Countertrade? 

It should neve r b e assumed tha t countertrade necessarily involve s benefits 
for developing countries and the reasons why any country engages in countertrade 
should be examined very closely. 

At a greatly simplified level it is often possible to distinguish developing 
countries which:-

(a) countertrad e in order to export 
(b) countertrad e in order to import. 

Obviously, every countertrade transaction, by its very nature, involves both 
import and export but i t is often possible to distinguish a country's primary 
motivation. 

Case (a) is typified by countries which use the "muscle" of their purchasing 
power to force trading partners to take out some of the country's exports. This 
particularly relates to counterpurchase. 

Case (b ) is typified by countries which are in a severe financial position 
in terms of balance o f payments deficit , debt, foreign exchange shortage and 
non-availability of credit facilities. Suc h countries have enormous difficulties 
in financing imports through conventional channels and turn to countertrade as 
a means of paying for imports. Thi s is why countertrade is sometimes referred 
to as an alternative form of trade finance. 

In fact, the idea of a spectrum could be developed with th e motivation to 
export at one end and the motivation to import at the other. A country such as 
Indonesia, which operate s a  mandatory counterpurchas e policy , would be placed 
well toward s th e "expor t end " wherea s man y countrie s i n sub-Sahara n Afric a 
would be placed more towards the "import end". 

The variou s perceive d objective s o f countertrad e ar e describe d i n th e 
following paragraphs in greater detail and are grouped under three headings. A 
country may pursue one or several of the objectives at any one time. The extent 
to whic h th e perceive d objective s ar e actuall y realisti c i s discusse d i n 
greater detail in later sections. 

(i) Expor t Related Objectives 

(a) T o increase exports by using the country's impor t purchasin g power to 
"twist th e arms " o f foreig n supplier s b y making th e award of import 
contracts conditiona l upo n a n agreemen t t o tak e som e reciproca l 
exports. 

(b) T o increase exports by countertrading with "cash-poor" trading partners 
(perhaps i n other developin g countrie s o r i n the Eastern bloc) which 
would not be in a position to purchase the country's goods for foreign 
exchange. 
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(c) T o increas e export s o f "distresse d commodities " whic h th e countr y i s 
having difficult y i n sellin g becaus e o f depresse d worl d marke t 
conditions. 

(d) T o achiev e incrementa l export s b y insistin g tha t countertrade d export s 
are destine d fo r "new " markets o r fo r "new " customer s i n establishe d 
markets. 

(e) T o encourage increase d exports of "non-traditional" export items. 

(f) T o use countertrad e t o help i n the establishment o f new markets fo r the 
country's export s whic h wil l late r b e replace d b y commercia l expor t 
sales. 

(ii) Impor t Related Objective s 

(a) T o enabl e countrie s experiencin g sever e foreig n exchang e shortage s t o 
import raw materials, spare part s and other good s which i t would not be 
able t o purchas e o n usua l commercia l terms . I n thi s cas e countertrad e 
is viewed, primarily, as a means of financing imports. 

(b) Furthe r t o (a) , t o enabl e loca l industrie s whic h ar e i n dange r o f 
closing dow n becaus e o f shortage s o f ra w material s and/o r spar e part s 
to obtain those import s and thereby stay i n existence. 

(c) Furthe r t o (a), to avoid usin g som e export earnings fo r debt repayment s 
by tying these export earnings t o an equivalent value of imports. 

(d) T o develop a wider range of sources of imports, 

(iii) Othe r Objectives 

(a) T o achiev e a  balanc e o f impor t an d expor t trad e wit h particula r 
countries. 

(b) T o encourag e foreig n investmen t i n th e countr y b y allowin g th e expor t 
revenues fro m th e sale s o f th e outpu t o f th e projec t t o repa y th e 
invested fund s (buy-back) . 

(c) T o encourag e increase d loca l productio n b y requirin g foreig n supplier s 
to sourc e component s o r othe r product s withi n th e purchasin g countr y 
(offset). 

(d) Furthe r t o (c), to secure technology transfe r objectives. 

(e) T o enabl e trad e t o tak e plac e wit h foreig n partner s and/o r countrie s 
which are only prepared t o trade on a reciprocal basis. 

(f) T o contribut e t o deb t repayment s (whe n deb t i s pai d i n expor t 
products). 

(g) T o develo p intra-regiona l trade , either throug h bilatera l arrangement s 
or regional clearing houses. 
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2.2. Strateg y Options 

As alread y noted , th e motivatio n fo r engagin g i n countertrad e i s involve d 
with on e o r mor e o f th e aim s o f increasin g exports , ensurin g a  suppl y o f 
imports o r achievin g broade r developmen t objectives . I t i s importan t fo r 
developing countrie s t o have a  clear ide a o f th e objectives the y are tryin g t o 
pursue an d the n t o consider th e various strateg y options , set out below, in the 
context of the best way of achieving thos e objectives. 

However, i n th e firs t place , i t i s importan t t o question whether o r not th e 
objectives ca n b e achieve d withou t countertrade . I f a n alternativ e cours e 
exists i t i s likel y tha t i t wil l b e preferabl e t o countertrade . A  maxi m 
adopted i n som e countrie s i s "i f ou r export s ca n b e sol d fo r cas h the n the y 
should b e sol d fo r cash" . I n othe r words , i t i s argue d tha t export s shoul d 
only b e allowe d fo r countertrad e i f the y ar e product s tha t th e countr y face s 
some difficulty i n selling. 

On th e assumptio n tha t countertrad e i s see n t o offe r th e possibilit y o f 
certain benefits, there are a number of basic strategic issues which policy-makers 
in developin g countrie s mus t confron t prio r t o makin g th e appropriat e polic y 
decisions. 

(i) Proactiv e or Reactive Policy 

In practice , mos t developin g countrie s adop t a  combinatio n o f th e tw o 
policies, whereb y the y bot h g o ou t i n searc h o f countertrad e opportunitie s a s 
well a s respondin g t o suggestion s fo r deal s fro m othe r countrie s and/o r 
organisations. 

(ii) Mandator y or Non-mandatory Policy 

This particularl y applie s t o countrie s whic h operat e th e counterpurchas e 
form o f countertrad e (refe r t o sectio n 3.3.1) . A n exampl e o f a  mandator y 
policy i s tha t introduce d b y Indonesi a i n 1981 , profiled i n Appendix 5 , which 
stipulates tha t al l non-ai d funde d import s exceedin g a  value o f 50 0 millio n 
Rupiah b y Indonesia n governmen t organisation s mus t includ e a n agreement b y th e 
supplier t o take out an equivalent value of Indonesian goods. 

Most developin g countries , however , hav e opte d fo r a  non-mandator y polic y 
whereby countertrad e i s accepte d a s a  possibilit y bu t i s not obligatory . Tw o 
countries whic h hav e introduce d a  non-mandatory counterpurchas e policy , whereby 
foreign supplier s ma y includ e countertrad e i n thei r tende r bid s bu t ar e no t 
required t o d o so , ar e Malaysi a an d India , bot h o f whic h ar e als o briefl y 
profiled i n Appendix 5. 

(iii) Lon g Term Agreements or Ad Hoc Deals 

Many developin g countrie s becom e involve d i n bot h lon g ter m an d a d ho c 
transactions wherea s other s hav e a  distinc t preferenc e fo r on e o r th e other . 
Zimbabwe, for example, has refused t o become involve d i n long term arrangements, 
arguing tha t i t wishes t o retain tradin g flexibilit y fo r it s exports accordin g 
to changin g marke t conditions . O n th e othe r hand , som e countries , suc h a s 
India, have entered int o several lon g term agreements. 
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Long ter m ma y b e regarde d a s i n exces s o f on e year . Fo r example , man y 
government t o governmen t agreements , suc h a s thos e favoure d b y Easter n blo c 
countries, ru n fo r a  ter m o f fiv e years . A d ho c deals , typically , ar e 
organised o n a  "one-at-a-time " basis . Increasingl y ther e ar e als o a  number o f 
medium terr a arrangements , ofte n base d o n on e yea r agreements , fo r example , 
State Trading Agreements, whic h are described i n section 3.3.3(b) . 

Several argument s ca n b e advance d fo r an d agains t lon g ter m arrangements , 
some of which are outlined i n section 3.3.3(a) . 

(iv) Limite d or Large Scale Involvemen t i n Countertrade 

Policy-makers shoul d confron t th e question o f what leve l o f countertrad e i s 
considered desirabl e an d realistic . Ther e i s som e evidenc e t o sho w tha t 
countries whic h attemp t a  massiv e transfe r fro m conventiona l trad e t o 
countertrade suffer severe problems, not least the inability of the administrative 
system t o cop e wit h th e changes . Som e commentator s bot h insid e an d outsid e 
Nigeria have suggeste d tha t th e transfe r t o a countertrade polic y i n the period 
prior t o August 198 5 was attempte d o n such a  large scal e tha t i t was likel y t o 
cause severe trading disruption. 

Many countries , includin g Zimbabw e fo r example , hav e specifie d tha t the y 
wish countertrad e t o accoun t fo r onl y a  smal l percentag e o f tota l externa l 
trade. 

(v) Othe r Strategic Issue s 

There ar e a number o f other issue s of government polic y t o be resolved, most 
of whic h ar e discusse d i n greate r detai l elsewher e i n th e guideline s an d ar e 
only mentioned here. 

- Whethe r t o establis h specifi c governmen t machiner y fo r countertrad e o r t o 
adopt an entirely case by case approach (refe r t o Chapter 8). 

- Whethe r t o engage i n countertrade purel y a s a public secto r activit y o r also 
to involve the private sector. 

- Whethe r o r not t o specify countertrad e partner s b y geographical o r economi c 
type, for example, Eastern bloc only. 

- Whic h exports t o allow for countertrade (refe r to Chapter 4). 

- Whic h import s to allow for countertrade (refe r t o Chapter 4). 

- Whethe r or not to use the services of countertrade advisers and intermediaries 
(refer t o Chapter 9 ). 

2.3. Ar e all Developing Countries Suited to Countertrading? 

The argument s fo r an d agains t countertrad e shoul d b e viewed i n terms o f th e 
circumstances o f particula r countries . A  countertrad e polic y suitabl e fo r on e 
country ma y b e entirel y unsuitabl e fo r another . Havin g sai d that , i t i s 
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possible t o distinguis h group s o f countries , groupe d o n th e basi s o f thei r 
economic characteristics , which are more suite d to countertrading tha n others. 

(i) Countrie s i n a Favourable Position 

Countries wit h a  diversified production/expor t bas e whic h ca n offe r a  wide 
range of possible export products fo r countertrade. 

- Countrie s with a substantial impor t absorption capacity . 

Countries i n a  stron g financia l positio n s o tha t al l countertrad e option s 
are open . (Counterpurchase , fo r example , i s no t usuall y a  possibility fo r 
"bankrupt" countries; refer t o section 3.3.1.) 

Countries whic h impor t man y good s an d project s o n commercia l term s a s 
opposed t o aid-financed or soft loa n terms. 

(ii) Countrie s i n a Less Favourable or Unfavourable Position 

- Countrie s wit h a  mono-product o r limite d production/expor t bas e whic h hav e 
very fe w products t o offer fo r countertrade. 

Countries with a limited impor t absorptio n capacity . 

Countries i n a very weak financial position. 

Countries whic h hav e accepte d IM F loan s an d condition s whic h ma y b e 
influenced b y tha t organisatio n agains t countertrade . (I n additio n t o a 
general antipath y t o reciproca l form s o f trad e an d a  preferenc e fo r 
multilateral trade , th e IM F i s als o "anti-countertrade " becaus e o f th e 
possibility tha t foreig n exchang e earnings , part o f which migh t b e used fo r 
repaying debts , may b e hel d offshor e an d use d instea d fo r financin g import s 
within countertrad e arrangements . Th e exten t t o whic h th e IM F o r othe r 
international institution s hav e activel y dissuaded developin g countrie s fro m 
countertrading i s not known.) 

- Countrie s whic h receiv e mos t o f thei r importe d project s an d capita l good s 
from ai d fund s o r sof t loan s where countertrad e would , i n nearly al l cases, 
be inappropriate . 

In summary , i t appear s tha t th e developin g countrie s whic h ma y b e i n th e 
best positio n t o benefi t fro m countertrad e ar e thos e wit h fairl y develope d 
economies (perhap s Malaysi a an d Indi a might b e examples) , whereas thos e i n the 
weakest positio n ar e thos e whic h ar e indebted , smal l an d wit h a  very limite d 
production/export base . Th e dilemm a i s tha t th e latte r grou p ma y hav e th e 
greatest nee d t o discove r an d utilis e unconventiona l form s o f tradin g suc h a s 
countertrade but , at th e sam e time , may be i n the weakest positio n to implement 
such policies successfully. Countrie s which tur n to countertrade i n desperation 
rather tha n i n a planned and logica l manner may well derive no real benefits. 
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However, as described i n Chapter 3 , the ter m countertrade cover s a  multitude 
of form s o f reciproca l trading , an d althoug h som e countrie s ma y b e i n a  weak 
position t o benefi t fro m countertrad e i n general , the y ma y stil l b e abl e t o 
select particula r variant s o f th e practic e whic h offe r genuinel y beneficia l 
opportunities. 
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