
Chapter 3  FORM S OF COUNTERTRADE 

3.1. Definitio n and Scope of Countertrade 

There i s n o genera l agreemen t o n th e definitio n o f countertrade . Som e 
favour a  fairl y narro w definitio n o f th e subjec t includin g onl y suc h practice s 
as barter-styl e deal s an d counterpurchas e wherea s other s includ e a  broade r 
range of trading arrangements includin g bilateral governmental trad e agreements. 

In thes e guideline s w e adop t a  simila r positio n t o tha t presente d i n th e 
report b y Jone s (1984 ) entitle d "North/Sout h Countertrade" , a n extrac t fro m 
which i s reproduced below . 

"... th e ter m "countertrade " i s use d i n thi s repor t i n a generi c sens e t o 
refer t o form s o f trad e involvin g a n element o f reciprocity , i.e . i f I  buy 
from you , yo u mus t bu y somethin g bac k fro m me . Thi s i s a  deliberatel y 
simple an d broa d definition . Countertrad e i s not a  neat, separate, easily 
definable entity . I t i s instea d a n ill-assorte d collectio n o f tradin g 
practices whose only connection i s that the y involv e reciprocal trade. 

A commo n misconception shoul d b e cleared u p at thi s stage . Countertrad e is 
not trad e without money, at least , it i s only tha t i n a few cases of classic 
barter; i n al l othe r case s mone y i s used . Th e importan t poin t abou t 
countertrade i s tha t i t aim s t o equalise , o r partiall y balance , foreig n 
exchange expenditures." 

A furthe r complicatin g facto r i s tha t th e terminolog y o f countertrad e ha s 
become ver y confused , wit h man y differen t definition s bein g offere d fo r th e 
same word. Compensation , fo r example, has severa l different meanings accordin g 
to th e use r o f th e term . A n appendix o n terminolog y i s given (Appendi x 1 ) in 
an attempt t o clear up some of the confusion. 

3.2. Countertrad e by Geographical Region 

From a  developin g countr y poin t o f view , countertrad e partner s ca n b e 
divided int o three broad geographical groups. 

(i) Tradin g partner s i n OECD countries . Occasionall y th e partne r may be a 
government o r parastata l organisatio n bu t mor e usuall y wil l b e a 
private manufacturing compan y or trading house. 

(ii) Trading partner s i n Easter n blo c countries . Fo r man y year s th e 
governments o f mos t Easter n blo c countrie s hav e favoure d a  polic y o f 
signing bilatera l trad e agreement s wit h particula r developin g 
countries. Th e actua l tradin g arrangement s ar e usuall y place d i n th e 
hands o f Foreig n Trad e Organisation s (FTOs) . A s wel l a s lon g ter m 
agreements, most Eastern bloc countrie s becom e involve d i n ad hoc deal s 
with developing countries. 

(iii)Trading partner s i n othe r developin g countries . This i s th e so-calle d 
"South-South Countertrade " an d i s probabl y th e mos t rapidl y expandin g 
area of countertrade a t th e presen t tim e an d has th e greatest potentia l 
for future increase . Agreement s are very often signed betwee n 
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governments, wit h th e tradin g arrangement s bein g organise d throug h 
parastatal organisations , althoug h som e parastata l organisation s als o 
have th e authority t o initiat e an d pursue thei r ow n deals. Th e privat e 
sector i s involve d i n som e developin g countries . A  varian t o f 
South-South trade , whic h i s sometime s considere d t o fal l withi n th e 
"family" o f countertrad e arrangements , i s regiona l clearin g agreement s 
(refer to section 3.3.3(c) . 

Of course , i t shoul d b e pointe d ou t tha t countertrad e i s no t necessaril y 
limited t o tw o partie s an d ther e ar e many case s of triangular o r multi-country 
deals. Referenc e t o a triangular countertrad e (escrow ) deal i s made i n section 
3.4. 

There are very fe w guidelines about which countries t o choose as countertrad e 
partners. I n som e case s th e typ e o f countertrad e syste m operate d wil l 
determine th e partners ; fo r example , a  counterpurchase syste m o f countertrad e 
will probably resul t i n many partner s amongst OECD countries . A  preference fo r 
long-term governmen t t o governmen t agreement s wil l resul t i n partner s amongs t 
some Easter n blo c an d developin g countrie s bu t no t OEC D countrie s which , a s a 
group, do not favou r suc h agreements . Th e barte r styl e o f countertrade offer s 
some additiona l scop e fo r choosin g partners . Ther e ar e som e countrie s whic h 
have adopte d th e positio n o f onl y countertradin g wit h countrie s whic h ar e 
lacking i n foreign exchange. I n other words, countertrade i s allowed with som e 
Eastern blo c an d developin g countrie s bu t no t wit h OEC D an d certai n othe r 
countries which ar e viewed a s purchaser s wh o shoul d onl y be allowe d t o pa y fo r 
export product s i n foreign exchange. 

3.3. Type s of Countertrade 

A larg e number o f books and report s have been produce d i n recent years, most 
of whic h contai n a  classificatio n o f th e variou s type s o f countertrade . I n 
these guidelines i t i s our intentio n t o concentrate attentio n o n thos e type s of 
countertrade whic h ar e o f primar y interes t t o th e targe t grou p o f countries . 
Therefore, littl e attentio n i s pai d t o variants o f countertrad e suc h a s switc h 
trading, with whic h th e targe t grou p ar e relativel y littl e involved , an d much 
more attention i s paid to counterpurchase, escrow deals and so on. 

However, it should b e remembered tha t no categorisation i s complete an d that 
there i s a lot of trut h i n the countertrade conferenc e cliche * which says "ther e 
are a s man y type s o f countertrad e a s ther e ar e deals" . Thi s i s on e o f th e 
reasons wh y thes e guideline s mak e n o attemp t t o provid e blueprint s fo r 
countertrade transaction s becaus e nearl y al l deal s hav e thei r ow n particula r 
characteristics. Having sai d that , ther e ar e broad type s o f countertrad e whic h 
can be distinguished an d which ar e presente d i n the followin g sub-sections , but 
the reade r shoul d b e awar e tha t th e categorie s ar e no t watertigh t an d tha t 
there i s often overlap between types. 

As a n ai d t o understanding fo r th e reader , i t may b e helpfu l t o conside r a 
sub-categorisation o f countertrad e type s int o thos e tha t relat e primaril y t o 
trading o f good s (counterpurchase , barter-styl e countertrade , bilatera l 
agreements) an d thos e tha t als o ofte n involv e investment , manufacture , 
technology transfer , capital movement, etc. (buy-back, offset, goods fo r debt) . 
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3.3.1. Counterpurchas e 

Counterpurchase i s a  ver y commo n for m o f countertrade . I t i s sometime s 
known a s paralle l trade . I t involve s a  developing countr y agreein g t o purchase 
an impor t o n condition tha t th e tradin g partne r will undertake a n obligation to 
take out export product s from the developing countr y over time. 

The followin g generalisations ca n be made about counterpurchase. 

i. Th e timin g sequenc e fo r counterpurchas e i s tha t th e developing countr y 
usually import s firs t an d exports second . Th e export perio d may extend 
over a number of years. 

ii. Ther e will usually be two (or more) contracts. 

iii. The metho d i s most appropriat e fo r creditworth y countrie s o r countrie s 
with foreig n exchang e reserve s becaus e th e import s ar e normall y 
financed b y conventiona l means , suc h a s credit s wit h appropriat e 
insurance cover . Th e export s fro m th e developin g countr y d o no t 
actually financ e th e imports , the y simpl y hel p t o balanc e th e 
expenditure on the import a t a later date. 

iv. Man y developin g countrie s giv e permissio n fo r counter-purchas e 
obligations t o be assigne d t o thir d parties . Som e countries , such a s 
Indonesia, hav e standar d letter s o f assignment . Often , th e obligatio n 
to tak e ou t expor t product s fro m th e developin g countr y wil l be take n 
over b y a  trading company . Th e actua l products t o be exported will be 
agreed eithe r i n advance o r a t a  late r date with th e government o f the 
developing country . 

v. A  discoun t fo r th e fina l buyer i s usually require d o n th e price of the 
export produc t i n orde r t o provid e a  purchasin g incentive . Th e sam e 
holds true for most countertrad e exports. 

vi. Th e tradin g compan y o r othe r assigne e wil l be pai d b y th e countertrad e 
partner a n amoun t equa l t o th e discoun t (ofte n calle d disagio ) plu s 
other agreed expenses. 

vii. The extr a counterpurchas e cost s incurre d b y th e countertrad e partne r 
are ofte n adde d t o hi s price , i.e . th e developin g countr y pay s th e 
extra costs. 

viii.The counterpurchas e obligatio n may b e equa l t o the value o f the impor t 
contract, in other words a 100 per cen t obligation , but i t may also be 
any agreed percentage below, or even above, 100 per cent. 

ix. A  syste m o f penaltie s fo r non-performanc e o f obligation s ma y exist , 
sometimes value d a t onl y a  fe w percen t o f outstandin g contrac t valu e 
or, possibly, as high as 50 per cent. 
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Counterpurchase system s hav e bee n introduce d b y a  numbe r o f developin g 
countries, particularly i n the Far East. An example of a mandatory counterpurchase 
system i s provide d b y Indonesia , whic h i s profile d i n Appendi x 5 . Shor t 
profiles ar e als o provide d o f tw o othe r countries , Malaysia an d India , which 
have introduce d non-mandator y schemes . Th e essentia l differenc e betwee n thes e 
two an d th e Indonesia n mode l i s tha t the y includ e a  countertrad e claus e i n 
tender document s fo r major governmen t procurement s fro m overseas supplier s bu t 
the offering o f countertrad e i s optional rathe r tha n mandatory. Therefore , in 
Malaysia an d India , a foreig n supplie r ma y offe r countertrad e i n order t o try 
to enhanc e th e chance s o f a  successfu l bid , bu t th e government s retai n th e 
right t o choos e a  bid withou t countertrad e i f th e overal l cos t an d term s ar e 
preferable. 

3.3.2. Barter-Styl e Countertrad e 

Barter i s use d i n a  numbe r o f way s i n countertrad e circles . I n it s most 
limited sens e i t refer s t o wha t i s sometime s calle d "pure " o r "classical " 
barter, i.e . wher e good s ar e exchange d withou t an y us e o f money . Suc h deal s 
are rare i n current internationa l trade , and where the y do exist ar e invariabl y 
organised o n a  governmen t t o governmen t basis . Recen t example s o f barte r 
include th e USA/Jamaic a deal s involvin g bauxit e fo r dair y product s an d a  Ne w 
Zealand lam b fo r Irania n oi l transaction . Th e proble m involve d i n organisin g 
classical barter deals i s the identification of double coincidenc e o f wants. 

In it s widest sense , barter i s sometime s used as a generic ter m i n the sam e 
way tha t countertrad e i s use d i n thes e guidelines . Somewher e i n betwee n th e 
limited an d wides t use s o f th e term , barte r i s used t o refe r t o th e typ e o f 
countertrade wher e a n expor t fro m a  developin g countr y finance s a  subsequen t 
import. Ther e i s n o generall y accepte d o r recognise d term , an d henc e 
"barter-style" countertrad e i s use d i n thes e guidelines . A n alternativ e ter m 
which i s sometimes used i s advance compensation . 

A developin g countr y whic h ha s exhauste d it s foreig n exchang e reserve s an d 
does no t hav e acces s t o credit will not normally b e i n a position t o engage i n 
the counterpurchas e typ e o f countertrad e (unles s th e Wester n exporte r i s 
prepared t o shi p good s withou t guarantee s o r som e for m o f unconventiona l 
finance i s available). A n alternative metho d i s fo r th e developing countr y t o 
export it s product s first , s o tha t th e proceed s o f th e sal e pa y fo r th e 
products imported into the developing country. The products from the industrialised 
country ar e no t shippe d unti l th e money i s available t o pa y fo r them . I t i s 
common fo r a n escrow accoun t t o be opene d wit h a  bank, t o be used exclusivel y 
for the inflows and outflows associated with th e particular transaction . 

A shor t profil e i s give n i n Appendix 5  of th e countertrad e syste m operate d 
by Zimbabw e an d a n explanator y exampl e i s given i n Section 3.4 . of th e stage s 
in the execution of a deal based on using an escrow account. 

There ar e many variant s o f barter-style countertrade , most o f which involv e 
the developing countr y exportin g first , but ther e ar e occasion s whe n a reverse 
order i s possibl e i f th e foreig n partne r i s prepared t o tak e th e countr y risk . 
For example , a  wel l know n Europea n tradin g hous e operate s a  syste m i n a  fe w 
selected Africa n countrie s whic h i t refer s t o a s "short-ter m trad e relate d 
self-balancing credits" . I n this cas e th e tradin g house organise s and finance s 
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the shipment o f an urgently require d impor t an d i s effectively supplyin g credi t 
to th e countr y unti l suc h tim e a s th e "balancing " expor t i s shipped . Th e 
raison d'etr e fo r suc h deal s i s usuall y tha t th e Africa n countr y face s th e 
prospect o f som e for m o f economic/social/politica l turmoi l i f desperatel y 
needed import s d o no t arrive . Sinc e th e receivin g countrie s ar e "off-cover" , 
the operatio n o f thi s typ e o f deal does require tha t th e foreign partner take s 
a substantial risk and such transactions are not particularly common. 

A somewha t simila r syste m i s operated b y another tradin g house, which offer s 
a schem e whereb y th e Africa n countr y enter s a n undertakin g tha t th e revenue s 
earned fro m the future export of a traditional export commodity t o a traditional 
customer ar e "promised " t o th e tradin g hous e i n payment fo r a n earlier suppl y 
of agree d imports . This i s anothe r exampl e o f a n unconventional for m o f trad e 
credit. 

3.3.3. Bilatera l Agreement s Betwee n Governments , Parastatal Organisation s an d 
Private Companie s 

This categor y cover s a very wide rang e o f sub-categories which, for the sake 
of simplicity , ar e divide d int o thre e groups , although th e borderlines ar e not 
clear cut . Al l involv e medium term or long term arrangements. 

(a) Governmen t t o government agreement s 
(b) STA s and framework agreements 
(c) Regiona l clearing agreements. 

(a) Governmen t t o Government Agreement s 

Some governmen t t o governmen t agreement s ma y b e nothin g mor e tha n vagu e 
declarations o f inten t t o increas e trad e betwee n tw o countries . Thes e woul d 
normally b e considere d t o fal l outsid e th e scop e o f countertrade . However , 
there ar e als o more forma l an d structure d arrangement s whic h ma y be considere d 
to fal l withi n th e orbi t o f countertrade , suc h a s thos e involvin g long-ter m 
trade agreement s wit h Easter n blo c countries . As a n example , India has severa l 
long-term trad e an d payment s agreement s wit h variou s Easter n blo c countrie s 
which usuall y ru n fo r a  period o f fiv e years. Thes e agreement s includ e a  list 
of product s t o b e trade d o n bot h side s an d targe t values . Withi n thes e 
long-term agreements , annua l trad e protocol s ar e negotiate d whic h specif y 
actual product s an d quantities , wit h price s bein g finalise d a t interval s 
throughout th e year on th e basis o f prevailing world market prices . Th e agreed 
mechanism fo r controllin g an d monitorin g th e flo w o f reciproca l trad e i s a 
clearing account, which i n the case of som e India n agreements i s denominated i n 
Rupees. Th e actua l tradin g responsibilit y i s passed ove r t o parastatal tradin g 
organisations i n each country. 

A common featur e o f clearing accounts, many o f which fo r other countries are 
denominated i n U S dollars , i s th e introductio n o f swin g limit s t o reduc e th e 
risks of one countr y exportin g a much greate r value o f goods than the other. It 
is sometime s require d tha t imbalances , at specifie d intervals , must b e settle d 
in foreign exchange. 
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These arrangements , in some long-ter m bilateral agreements , give rise t o the 
practice know n a s switc h trading . Switc h transaction s ar e quite possibl y th e 
most complicate d o f th e countertrade famil y of tradin g arrangements. The syste m 
operates within th e context o f bilateral agreements . Suc h agreement s ar e often 
out o f balanc e an d i t i s thes e imbalance s whic h ar e th e switc h specialists ' 
stock i n trade . Th e manipulation s o f clearin g credit s an d debts , an d th e 
trading o f th e associate d goods , often involv e severa l countrie s i n a  we b o f 
complex arrangements . Ver y ofte n a  switc h dea l ma y b e include d a s on e 
component withi n a  broade r countertrad e transaction . Substantia l discounts , 
e.g. i n exces s o f 1 0 pe r cent , may b e involve d i n th e switc h o r conversio n 
process, includin g a  par t a s th e switcher' s remuneration . Thre e majo r 
variations on the theme can be distinguished. 

i. Developing countr y X  has exporte d good s t o Eastern blo c country Y under th e 
terms of a bilateral agreement , but Y  has not supplie d good s to X. A  switch 
trader ma y b e abl e t o obtai n acces s t o Y' s deb t expresse d i n th e clearin g 
currency an d us e th e fund s fo r a  third country' s exports t o X. In this way, 
a developing countr y suc h a s Brazi l which regularl y run s larg e surpluse s i n 
its export s t o Easter n blo c countrie s ma y obtai n import s fro m thir d 
countries, e.g . i n Wester n Europe , instea d o f obtainin g good s supplie d 
directly b y th e Eastern blo c countries . Anothe r wa y of expressing th e sam e 
idea i s tha t switc h tradin g provide s a  means whereb y Wester n exporter s may 
obtain import licence s int o a country such as Brazil. 

ii.A rathe r underhan d for m o f switch , which i s no t officiall y allowe d i n th e 
terms o f mos t bilatera l agreements , occurs whe n on e part y t o th e agreemen t 
resells product s obtaine d fro m th e partne r country . Fo r example , i n th e 
past certai n Eastern bloc countries hav e resold India n cotton and Banglades h 
tea to third countries. 

iii.A purel y financia l switc h may be organised whereby bilatera l clearin g unit s 
are converte d a t a  discoun t int o har d currency , withou t an y movemen t o f 
goods as part of the transaction. 

Switch trading , however , i s unlikel y t o b e a  prominen t featur e i n th e 
countertrade activitie s o f th e targe t grou p o f countrie s fo r thes e guidelines , 
although man y o f the m d o have a  fe w relatively smal l long-ter m agreements with 
either Eastern bloc countries or other developing countries. 

There ar e man y pro s an d con s o f governmen t t o governmen t agreements . Th e 
greatest plu s factor , o f course , i s tha t thes e agreement s allo w trad e t o tak e 
place between countrie s lackin g i n foreign exchange, where suc h trad e might not 
take plac e a t al l withou t reciproca l agreements . I t i s als o argue d tha t 
long-term arrangement s allo w sensibl e plannin g o f export productio n an d impor t 
absorption in a way that ad hoc and short-term deals do not. 

On th e negative side , it has often been argued tha t th e developing countrie s 
which benefi t mos t fro m long-ter m arrangement s wit h Easter n blo c state s ar e 
those, usuall y large , countrie s whic h als o hav e a  politica l dimensio n t o th e 
relationship an d tha t smaller , les s politicall y significan t countrie s receiv e 
fewer advantages . I t i s sometime s argue d tha t long-ter m trad e agreement s 
reduce tradin g flexibility , involv e danger s fo r developin g countrie s o f 
releasing thei r mai n export s i n retur n fo r secon d grad e good s (instea d o f 
foreign exchange ) an d hav e th e adde d dange r tha t export s ma y b e resol d int o 
commercial markets. 
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Certainly ther e would appea r t o be no advantage s fo r developing countrie s in 
releasing thei r mai n expor t product s -  whic h the y coul d sel l fo r foreig n 
exchange -  withi n suc h trad e agreements . Zambia , fo r example , learne d thi s 
lesson i n th e 1970 s an d no w n o longe r allow s coppe r t o be trade d a s par t o f 
bilateral deals . A shor t profil e o f Zambia' s bilatera l agreemen t wit h Romani a 
is presente d i n sectio n 3.4 , whic h show s tha t th e financia l mechanis m i s a 
"barter account " held i n each countr y an d als o highlight s som e recent problem s 
experienced with th e deal. 

It should als o be emphasised tha t governmen t t o government agreement s ar e by 
no mean s restricte d t o countertrad e arrangement s wit h Easter n blo c countrie s 
but ar e als o prevalen t i n South/Sout h countertrade . I n fact , a considerabl e 
proportion o f th e rapidl y growin g numbe r o f South/Sout h deal s may be described 
as governmen t t o government deals , although no t necessaril y involvin g an y for m 
of clearing mechanism. 

(b) STA s and Framework Agreements 

There ar e numerou s type s o f long-ter m o r medium-ter m agreement , with name s 
such a s Stat e Tradin g Agreemen t (STA) , framewor k agreement , baske t agreemen t 
and s o on . I n som e case s the y functio n alon g simila r line s t o government t o 
government agreements , for example, with centra l account s an d swin g limits, but 
there may als o b e significan t differences . Th e partie s t o the agreements may 
be governments , parastata l tradin g organisations , privat e tradin g house s and , 
occasionally, banks or financial institutions . 

Some developin g countrie s hav e embrace d thi s method o f countertradin g o n a 
fairly larg e scale . Pakistan , fo r example , has a  fe w long-standin g STA s with 
organisations suc h a s Suka b o f Swede n an d Kemir a o f Finland , a s well a s fou r 
more STAs , repute d t o b e value d a t $10 0 million each , which wer e signe d wit h 
four organisation s i n 198 6 (M G Services , Mitsubishi , Prudentia l Bach e Trad e 
Finance and Sucre Denrees) . 

An importan t distinctio n shoul d b e mad e betwee n agreement s whic h ar e 
strictly bilateral , fo r example , betwee n tw o parastata l tradin g organisation s 
which onl y sourc e product s fro m within thei r ow n countries, and agreements with 
private organisations , suc h a s thos e name d a s th e ST A partner s o f Pakistan , 
which procur e product s fro m an y permitte d origin . Thes e latte r type s o f 
agreement, whic h ar e sometime s calle d privat e clearin g agreement s an d ar e 
usually organise d b y larg e Wester n tradin g houses , ar e becomin g increasingl y 
prevalent. A n exampl e o f suc h a  contract , organise d b y th e tradin g hous e 
André, is presented i n Appendix 2. W e may see such methods becoming increasingly 
popular i n indebted, off-cover countrie s i n the futur e because, in effect, they 
offer th e facilitie s o f a  lin e of credit . I t i s usual fo r suc h agreement s t o 
be renewable on a yearly basis. 

(c) Regiona l Clearing Agreements 

Regional trad e agreements , wit h payment s organise d throug h a  centra l 
clearing house , ar e no t strictl y a  for m o f countertrad e bu t are , i n broa d 
terms, concerne d wit h reciproca l trade . Variou s attempt s hav e bee n mad e a t 
organising suc h arrangement s i n the Caribbean an d other part s of the world with 
varying degree s o f success . A  fairl y ne w organisation , th e Preferential Trade 
Area (PTA) , i s now operatin g i n a part o f Afric a an d thi s i s briefly profile d 
in section 3.4. 
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3.3.4. Buy-Bac k 

In conceptua l terms , th e "buy-back " for m o f countertrad e i s probabl y th e 
easiest t o visualise, althoug h i t may becom e complicate d t o implemen t becaus e 
of th e long-ter m natur e o f th e transaction . Typically , i t involve s a  foreig n 
company providin g equipment , o r more usuall y a  complet e turnke y project , to a 
developing country , an d th e compan y bein g pai d bac k i n resultant produc t fro m 
the project over a period of years. 

One developin g countr y whic h ha s conclude d mor e buy-bac k deal s tha n an y 
other i s China , particularl y wit h Japan , West German y an d th e USA. Supplier s 
of specialis t equipmen t hav e bee n pai d bac k i n a variety o f Chinese resultan t 
products, including canned asparagus, talcum powder, clothing and coal . 

The advantage s o f th e buy-back for m of countertrade fo r developing countrie s 
relate t o the acquisition o f plant, equipment, technology an d know-how . I t may 
also provide an opportunity fo r developing new export product s and markets. 

The buy-bac k mode l i s attractiv e i n it s simplicity , bu t a  numbe r o f 
practical problem s fo r foreig n partner s hav e t o b e overcom e i n rea l worl d 
situations. Firs t an d foremos t i s th e proble m o f finance . Th e interva l 
between shipmen t o f th e machiner y an d paymen t ma y b e a  numbe r o f year s an d 
conventional form s o f financin g ar e ofte n no t available . Risk s ar e obviousl y 
involved tha t th e projec t wil l no t b e successfull y concluded . Furthe r 
problems, particularl y i n th e manufacturin g sector , involv e th e danger s o f 
establishing operation s whos e resultan t product s will compet e i n world market s 
with th e supplying companies' own exports. 

From previou s experienc e i t i s know n tha t variou s difficultie s ma y aris e 
during th e buy-bac k perio d whic h ma y caus e problem s fo r al l th e partie s 
concerned. I t i s quite possibl e fo r various economic , financia l an d politica l 
factors t o chang e durin g th e lif e o f a  dea l whic h ma y necessitat e specia l 
action t o chang e th e term s o f th e buy-bac k arrangement . Som e o f th e problem s 
are listed below. 

Delays i n th e constructio n o f th e plan t ma y lea d t o re-negotiatio n o f th e 
credit term s because th e repayment schedul e i s delayed. 

Changes i n marke t value s o f th e buy-bac k product s o r change s i n exchang e 
rates affectin g th e pric e o f buy-bac k product s ma y lea d t o a  chang e i n 
export earning s whic h ma y affec t th e term s o f th e loa n agreemen t unles s 
consideration of this has been incorporated int o the original document. 

- Marke t change s withi n domesti c o r expor t market s ma y affec t th e volum e o f 
buy-back produc t sold , agai n alterin g th e repaymen t schedule , particularl y 
if expor t sale s ar e reduce d becaus e o f hig h domesti c demand , a  fal l i n 
output or a weakened export market. 

- Additiona l investmen t ma y b e require d t o improv e o r modif y th e productio n 
process i n order t o maintain competitiveness . Thi s to o can lea d t o changes 
in the agreement terms. 
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It i s tru e t o sa y tha t many complication s ca n arise durin g th e cours e o f a 
buy-back arrangement . The y ofte n tak e a  fe w year s t o negotiat e an d th e 
fulfilment perio d ca n b e ver y long , dependin g o n th e term s o f th e agreement . 
As a  result , carefu l an d continua l negotiatio n an d re-negotiatio n ar e ofte n 
necessary. 

From th e poin t o f vie w o f developin g countries , althoug h buy-bac k migh t 
offer benefit s alon g th e line s o f technolog y transfe r an d assure d expor t 
markets, i t ma y nevertheles s ran k belo w alternativ e method s o f organisin g 
capital investmen t suc h a s ai d financing , th e establishment o f subsidiarie s b y 
overseas companie s o r join t ventures . Nevertheless , buy-bac k i s anothe r 
option t o be considere d an d th e apparen t recen t willingnes s o f th e World Ban k 
and othe r ai d agencie s t o suppor t project s with buy-bac k component s may give a 
boost t o this form of countertrade. 

3.3.5. Offse t 

The wor d "offset " has a  variety o f meanings i n countertrade circles , but i s 
used i n thes e guideline s t o refe r solel y t o countertrad e concerne d wit h ver y 
high valu e exports , usuall y involvin g eithe r civil/militar y aircraf t o r othe r 
military equipment . Th e Wester n companie s whic h fac e demand s fo r offse t ar e 
mostly th e ver y larg e multinationa l corporation s (MNCs ) involve d i n th e 
aerospace an d defenc e industries , particularl y America n corporation s suc h a s 
Lockheed, Boeing , etc . an d Europea n companie s suc h a s Britis h Aerospac e an d 
Aerospatiale. 

The definition o f "offset " can become quite complicated . A  US Department of 
the Treasur y repor t (1983 ) divide s "offset " int o th e followin g categories : 
coproduction, direc t license d production , subcontracto r production , oversea s 
investment, technolog y transfer , an d othe r countertrade . Tw o basi c type s ca n 
be distinguished. 

(i) Direc t Offse t occur s wher e ther e i s a n arrangemen t whereb y component s 
to be use d b y th e Wester n exporte r ar e t o be produce d within th e developin g 
country. I n additio n t o agreein g t o purchas e th e components , th e Wester n 
exporter may als o provide investmen t an d technica l assistanc e a s part o f the 
deal. Th e actua l good s procure d nee d no t b e component s a s such , bu t an y 
products t o be used in-hous e by the exporting company. 

(ii) Indirec t Offse t occur s wher e th e Wester n exporte r agree s t o tak e ou t 
unrelated product s fro m th e developin g country . Fo r example , a n aeroplan e 
manufacturer ma y tak e ou t tropica l product s ove r a  perio d o f years . I n a 
number o f cases , th e Wester n exporter' s obligatio n wil l b e expresse d i n 
terms o f "bes t efforts" . There i s often a close similarit y between indirec t 
offset and counterpurchase. 

The offse t for m o f countertrad e i s mostl y engage d i n b y industrialise d 
countries. Belgium , fo r example , ha s a  substantia l offse t programm e wit h 
various America n supplier s o f militar y equipment . Offset als o feature s i n th e 
countertrade activitie s o f som e Newly Industrialise d Countrie s (NICs) . However, 
it i s no t a n appropriat e for m o f countertrad e fo r man y developin g countrie s 
which either are not substantial purchasers of civil aircraft an d military 
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equipment o r whic h procur e thes e item s throug h variou s aid-finance d avenues . 
Very fe w countrie s i n th e targe t grou p hav e th e potential fo r extensive us e of 
direct offse t method s o f countertrad e and , therefore , thi s receive s littl e 
attention i n these guidelines. To th e extent tha t potentia l exists fo r indirec t 
offset, th e activit y i s closel y relate d t o counterpurchase , whic h i s full y 
described. 

3.3.6. Good s for Debt 

Various form s of reciprocal arrangemen t ar e possible involvin g th e repaymen t 
of commercia l debt . Th e mechanic s o f suc h deal s ma y becom e ver y complicate d 
but th e essential elemen t i s tha t th e indebte d developin g countr y offer s good s 
instead of payment i n foreign exchange. 

Such deal s ar e relativel y uncommon , partly becaus e o f a  lac k of willingness 
to accep t good s o n th e par t o f foreig n supplier s -  particularl y i f th e 
developing countr y i s offerin g a n unsaleabl e produc t o r onl y a  proportio n o f 
the valu e o f th e deb t i n th e for m o f good s -  but als o becaus e o f a  lac k o f 
keenness on the part of many developing countr y governments . Repaymen t o f debt 
may b e give n a  lo w priorit y an d als o good s fo r deb t arrangement s ma y ru n 
counter t o other agreements includin g the IMF negative pledge. 

One countr y whic h ha s discusse d good s fo r deb t arrangement s i s Peru . 
Unconfirmed report s sugges t tha t th e tradin g ar m o f a n America n ban k wil l 
market som e o f Peru' s non-traditiona l exports , an d tha t fo r eac h $ 2 of expor t 
revenue generate d th e paren t ban k will be able t o retire abou t $ 1 of debt. A t 
the tim e o f writing (earl y 1987 ) it remains t o be see n whether o r no t variou s 
proposed Peruvia n deal s wil l b e confirme d and , also, whether o r no t th e good s 
for debt model will be extended t o other countries. 

There i s also much attentio n pai d currentl y t o schemes involvin g debt-equit y 
swaps but these do not fall within the orbit of countertrade. 

3.4. Example s of Types of Countertrade 

Four example s o f countertrad e deal s ar e give n i n thi s sectio n involvin g a n 
escrow accoun t transaction , a  governmen t t o governmen t agreement , a  buy-bac k 
and a regional clearing agreement. 

Details o f th e operation o f th e counterpurchas e system s i n Indonesia , Indi a 
and Malaysia ar e give n i n Appendix 5  and example s o f counterpurchase contract s 
are contained i n Appendix 2 . An example o f an STA contract i s also contained i n 
Appendix 2. 

(i) Exampl e -  Stages i n the Execution of a Deal Using an Escrow Account 

Many variation s ar e possibl e i n th e executio n o f suc h deals . Thi s 
hypothetical an d simplifie d exampl e i s loosel y base d o n on e o f th e type s o f 
deals whic h ar e carrie d ou t b y suc h countrie s a s Zimbabwe . Th e stage s ar e 
listed i n broadly sequentia l orde r bu t ther e are no set rule s and one stage may 
overlap with another. 
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The exampl e i s based o n a transactio n betwee n an African countr y (A ) and an 
Eastern blo c countr y (EB ) involvin g th e shipmen t o f A' s tobacco , organise d 
through a  tobacc o merchant , t o a  Foreign Trade Organisatio n (FTO ) i n EB whic h 
supplies a range of agreed products i n return. 

1. Preparation. A  proposal i s prepared o n the basis o f considerable background 
work. It sets out products, values, destinations and delivery periods. 

2. The proposa l i s considered b y th e government i n Country A and accepted after 
three buyers ar e foun d who wish t o procure th e machine tool s and spare parts 
offered b y Countr y EB . The necessar y authorit y t o procee d i s given , whic h 
includes authority to obtain import licence s and to hold funds offshore. 

3. A contract i s signed between the tobacco merchant and the FTO. 

4. The thre e buyer s o f th e machine tool s an d spar e part s provid e th e tobacc o 
merchant wit h letter s o f guarante e t o purchase . Meanwhile , th e tobacc o 
merchant ha s borrowe d mone y t o purchas e th e tobacc o fro m producers. I t i s 
his responsibilit y t o financ e th e interva l betwee n th e purchas e o f th e 
tobacco an d th e eventua l paymen t fro m th e thre e loca l companie s whe n th e 
machine tool s and other goods are received. 

5. The tobacc o i s shipped. It is valued at the prevailing world market price. 

6. The fund s ar e lodge d i n an escro w account which has been opened i n th e name 
of th e tobacc o merchant (o r hi s bankers ) i n a bank i n Vienna. Interes t o n 
the funds accrues t o the tobacco merchant. 

7. Within th e perio d o f si x month s whic h i s stipulate d i n th e contract , th e 
goods ar e shippe d fro m Country E B an d paymen t t o the suppliers i s made fro m 
the escro w accoun t (th e tobacc o merchan t havin g authorise d hi s banker s t o 
open a  lette r o f credi t t o allo w th e oversea s part y t o withdraw fund s fro m 
the escrow account). 

8. On receip t o f th e good s i n Countr y A , th e thre e buyer s pa y th e tobacc o 
merchant i n local currency plus a  5 per cen t commissio n t o cover transactio n 
and other costs. 

The transactio n is concluded. 

A variatio n o n th e abov e exampl e occur s wit h triangula r (o r multi-country ) 
deals involvin g thre e (o r more) countries. Fo r example , the African Country A 
may no t nee d an y good s fro m Countr y E B bu t i t doe s nee d tractor s fro m a  West 
European countr y (WE) . In thi s example , th e tobacc o i s shippe d t o Country EB, 
Country EB's exports ar e sol d t o other countries , the foreig n exchange earning s 
are lodge d i n a n escro w accoun t an d ar e use d t o pa y th e tracto r manufacture r 
for th e shipmen t o f tractor s t o Countr y A . Suc h deal s ar e highl y complex , 
involve specia l skill s an d contracts , an d invariabl y requir e a n internationa l 
trading hous e (o r simila r organisation ) t o organis e th e transaction . Suc h 
deals ar e also , b y thei r ver y nature , likel y t o involv e high cost s (includin g 
disagios on the sale of Country EB's exports and commission to the internationa l 
trading house ) which wil l usually , a t leas t i n part, be loaded on t o the price 
of the imported product (tractor s i n this example) . 
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(ii) Exampl e of a Bilateral Government t o Government Trade Agreement 

As already noted, there are many form s o f bilateral government t o government 
trade agreement , ranging fro m som e ver y larg e agreement s operate d b y countrie s 
such as India t o quite smal l reciprocal arrangements . Zambia' s agreements with 
several countrie s hav e lapse d bu t a n agreemen t wit h Romani a continue s t o 
operate. The main points are described below . 

A Zambia/Romania long-ter m agreemen t exist s and operates throug h a  system of 
annual (o r periodic ) protocol s a t whic h tim e th e product s an d value s ($2. 5 
million o n eac h sid e i n th e 1985/8 6 protocol ) ar e agreed . Eac h countr y 
establishes it s ow n "barter account" , th e Zambian on e being held at th e Zambia 
National Commercia l Ban k ( a state-owne d bank) , an d th e Romania n accoun t bein g 
held a t th e Romania n Ban k fo r Foreig n Trade . Th e Ministr y o f Commerc e an d 
Industry i n Zambi a i s responsibl e fo r negotiatin g th e protocol s an d fo r 
allocating the appropriate impor t licences. 

When a  Zambian compan y want s t o impor t fro m Romania, i t raises a  lette r o f 
credit i n favou r o f th e Romanian exporter . Th e Romania n export s ar e invoice d 
in US dollar s but th e Zambian importe r pay s an equivalent value i n Kwacha. Th e 
accounts i n each country ar e recorded i n both US dollar s an d local currency but 
only loca l currenc y payment s ar e mad e fro m them . Therefor e eac h sid e open s 
letters o f credi t an d pay s it s ow n exporter s i n local currency. Th e agreemen t 
continues t o ru n unti l th e ful l valu e ha s bee n traded , or , i f a n imbalanc e 
remains, i t mus t b e settle d i n foreig n exchange . Interes t o n imbalance s i s 
charged at 7 per cent. 

Such arrangement s ca n operat e quit e smoothl y bu t problem s ca n aris e -  i n 
Zambia's cas e particularl y sinc e th e perio d o f th e devaluatio n o f th e Kwacha. 
The sequenc e o f event s i s usuall y tha t Zambi a import s firs t an d th e barte r 
account i s credite d wit h funds , but i f th e Kwacha devalue s i n th e intervenin g 
period befor e export s ar e shippe d ther e ar e insufficien t fund s i n th e accoun t 
to pay th e Zambian exporte r i n local currency a t th e new exchange rate. A t one 
stage th e Government o f Zambia had t o subsidis e th e account i n order t o resolve 
the problem. 

(iii) Exampl e of a Buy-back 

Douala Pulp Mill, Cameroon 

Voest-Alpine, th e Austrian engineerin g group , was awarde d a  contract b y th e 
Cameroon Government fo r the design and constructio n o f a pulp mill. Soo n after 
awarding th e contrac t th e governmen t cede d al l it s commercia l right s an d 
obligations t o a company called Cellucam , of which government institution s hel d 
75 percent of the shares. Th e remainder o f the shares were sold to Voest-Alpine 
(3 pe r cent) , Islami c Ban k ( 7 per cent ) and th e Swedish Cellulos e Corp . (SCA ) 
(15 pe r cent) . Th e latte r als o had exclusiv e marketing right s fo r th e mill's 
output. Th e mill was completed i n the early 1980 s at a cost of $300 million. 

Voest-Alpine use d sub-contractor s fro m si x othe r Europea n countries : 
France, th e German Democratic Republic , Poland, Sweden, th e UK an d Yugoslavia . 
These sub-contractor s accounte d fo r 6 7 per cen t o f deliveries an d service s t o 
the project i n value terms. 
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80 pe r cen t o f th e projec t financin g wa s arrange d b y th e contractors , 
including Voest-Alpine . Eac h o f th e 1 5 sub-contractor s ha d t o fin d it s ow n 
financing source s an d arrang e th e necessar y credi t guarantees . Th e balance of 
the projec t cos t wa s provide d b y th e shareholder s o f Celluca m fro m th e 
company's equity. 

Repayment o f th e credit s i s made fro m th e revenue s receive d fro m th e pul p 
exports negotiate d b y SCA , whos e marketin g arrangemen t run s fo r 1 0 years , 
equivalent t o the duration of the loan periods. 

(iv) Exampl e of a Regional Clearing Agreement 

PTA - Preferential Trade Area for Eastern and Southern African Countries 

Regional clearin g agreement s d o no t fal l strictl y withi n th e definitio n o f 
countertrade bu t the y ar e relate d t o reciproca l tradin g arrangements . Ther e 
appears t o b e considerabl e interes t i n suc h practice s i n various part s o f th e 
Third Worl d and , therefore , a short descriptio n o f th e PTA's clearin g facilit y 
is given here. 

The PT A wa s create d i n 198 1 an d it s member s includ e Burundi , Comoros , 
Djibouti, Ethiopia , Kenya , Lesotho , Malawi , Mauritius , Rwanda , Somalia , 
Swaziland, Tanzania, Uganda, Zambia and Zimbabwe. 

One o f th e aims o f the PTA i s that intra-regiona l trad e should be encouraged 
and tha t payment s shoul d b e organise d throug h a  centra l clearin g facilit y 
whereby membe r countrie s ca n us e nationa l currencie s fo r th e settlemen t o f 
day-to-day payment s an d onl y us e convertibl e currencie s fo r settlin g ne t 
balances at the end of the transaction period. 

In accordanc e wit h thes e aim s th e PT A Clearin g Hous e wa s establishe d an d 
became operationa l i n February 1984 . Th e Reserve Ban k of Zimbabwe has acted as 
the Executive Secretaria t o f th e Clearing House. Th e chai n of communication is 
as follows : eac h individua l compan y o r organisatio n deal s wit h a  commercia l 
bank i n it s ow n countr y which , i n turn , deals with it s ow n Centra l Ban k which 
deals wit h th e Clearin g House . A  bookle t entitle d "PT A Multilateral Clearin g 
Facility: Operationa l Procedure s Manual " set s ou t th e detail s o f th e scheme , 
including a requirement tha t al l members maintain a n account i n US dollars with 
the Federal Reserve Ban k in the USA, and also set s out, in PTA units of account 
(equal t o IM F Specia l Drawin g Rights) , th e limi t o f eac h participant' s ne t 
credit o r debit position. 

It i s earl y day s ye t t o mak e an y judgemen t abou t th e PTA' s clearin g 
facility. A  repor t publishe d b y th e PT A H Q i n Lusak a i n Ma y 198 6 entitle d 
"Report o n th e Under-Utilisatio n o f th e Clearin g House " has pointe d ou t tha t 
the clearing facilit y i s only being used fo r about 1 0 per cent of the potential 
intra-PTA trad e whic h coul d b e channelle d throug h it s structure . Also , th e 
considerable bilatera l imbalance s whic h exis t a t th e en d o f eac h transactio n 
period (tw o calenda r months ) mea n tha t mos t settlement s hav e t o b e mad e i n 
foreign exchange, which defeats th e object o f tryin g t o use national currencies 
as much as possible. 
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Part o f the problem has been identifie d a s th e inadequat e leve l of knowledge 
about th e syste m i n member states . À  more seriou s proble m i s tha t particula r 
member countrie s ofte n insis t o n foreig n exchang e payment s fo r thei r mai n 
export item s an d wil l no t allo w the m t o b e trade d throug h th e clearin g 
facility. Furthermore , som e member s continu e t o operat e bilatera l trad e an d 
payments agreements with each other outside th e scope of the PTA. 

On th e mor e positiv e side , a  summi t meetin g i n 198 6 committe d membe r 
countries t o channe l al l intra-PT A trad e throug h th e clearin g house. Ther e i s 
evidence o f expandin g trad e throug h thi s mechanis m an d ther e hav e bee n n o 
defaults up to the time of writing (earl y 1987) . 
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Example o f a  Counterpurchase Transactio n 
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Notes: (i) Produc t movements . Mone y movements . 
(11) Th e number s i n circle s indicat e th e sequenc e o f events . 
(iii) I n thi s exampl e th e counterpurchas e obligatio n i s assigne d 

to a  tradin g compan y whic h buy s coffe e an d sell s i t a t a 
discount o f $200,000 . Th e tracto r manufacture r pay s 
$300,000 t o th e tradin g compan y t o cove r th e cos t o f th e 
discount an d othe r expenses . Th e tracto r compan y eithe r 
absorbs som e o f thi s amoun t o r export s $9. 7 millio n wort h 
of tractor s a t a n invoic e valu e o f $1 0 million . 



Example of a  "Pure Barter" Transactio n 

Notes: (i) Produc t m o v e m e n t s . M o n e y movements . 
(ii) Th e number s i n circle s indicat e th e sequenc e o f events . 
(iii) I n thi s exampl e th e discoun t fo r th e fina l buye r i s 

$200,000 an d th e commissio n /costs retaine d b y th e 
intermediary ar e $100,000 . Th e tracto r exporte r eithe r 
absorbs som e o f th e $300,00 0 o r export s $9. 7 millio n 
worth o f tractor s a t a n invoic e valu e o f $1 0 million . 
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Example o f a  Buy-Back Arrangemen t 
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Example o f a  Bilateral Clearing Agreemen t 

Example o f a n STA 
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Flow Char t o f th e Operationa l Procedur e 
for th e PTA Clearing House 

Notes: (i) UAPTA =  Uni t o f Accoun t o f th e PTA . 

( i i) Reproduce d fro m th e PT A Mul t i la te ra l Clear in g Fac i l i t y : 
Operat ional Procedure s Manua l (1984) . 
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