
Chapter 5 PRODUCTIO N AM D INVESTMENT RELATED COUNTERTRADE 

5.1. Th e Problem of Insufficien t Availability o f Exports 

A commo n proble m experience d b y man y developin g countries , an d man y 
countries i n sub-Sahara n Afric a i n particular , i s th e lac k of availabilit y o f 
products fo r expor t othe r tha n a  ver y limite d rang e o f traditiona l expor t 
items. Thi s i s a  genera l tradin g proble m an d als o arise s a s a  particula r 
difficulty i n countertrad e matters . Thi s may b e illustrate d b y the example o f 
Nigeria, which ha s bee n involve d i n a number o f larg e oil barter deals and , at 
one time , suggeste d tha t som e non-traditiona l expor t item s migh t als o b e 
sourced b y countertrader s ; but oi l account s fo r well over 90 per cent of total 
exports fro m th e countr y an d relativel y fe w alternativ e product s a t th e 
requisite quality , quantit y an d pric e level s wer e availabl e fo r procurement . 
In man y othe r countrie s th e situatio n i s considerabl y mor e difficult , and , 
therefore, eve n i f th e developin g countr y i n questio n i s prepare d t o embrac e 
the ide a o f countertrade , ther e ma y b e n o suitabl e product s availabl e fo r 
export. Thi s ha s le d a  number o f commentator s o n th e subjec t t o suggest tha t 
countertrade fo r suc h countrie s i s unlikel y t o b e successfu l unles s i t i s 
combined wit h production/investmen t programmes . Whe n i t i s remembere d tha t 
countertrade i s often considere d no t t o be worthwhile a t a transaction value of 
less tha n $ 1 million, i t reinforce s th e poin t tha t sufficien t expor t product s 
must be available before countertrad e even becomes a realistic polic y option. 

5.2. Productio n and Investmen t Opportunitie s 

We hav e alread y note d i n Chapter 3  that buy-back and direc t offse t form s of 
countertrade involv e productio n and , sometimes , technolog y transfe r elements . 
There ar e also , o f course , many non-countertrad e avenue s whic h ca n b e pursue d 
for encouragin g th e productio n an d developmen t o f expor t products , includin g 
aid programmes , direc t investmen t i n oversea s subsidiarie s b y multinationa l 
companies, BO T (build , operate , transfer ) scheme s an d s o on . I n addition t o 
these, an d th e buy-back an d offse t form s o f countertrade , there ar e also other 
countertrade-related opportunities . 

An ide a tha t i s gradually emergin g i s that countertrad e partners , very often 
Western multinationa l companies , wil l assis t a  countr y (eithe r throug h th e 
rehabilitation o f a n existin g projec t o r th e creatio n o f a  ne w project ) t o 
produce exportabl e goods , th e foreig n exchang e revenue s o f whic h wil l b e 
allocated t o the import of the multinational's products . Th e new or rehabilita-
ted projec t ma y hav e n o connectio n a t al l wit h th e usua l busines s o f th e 
multinational company . 

To giv e a  hypothetica l example , a  Wester n vehicl e manufacture r want s t o 
export truck s t o Africa n countr y X  which desperately need s th e truck s bu t ha s 
neither foreig n exchang e no r acces s t o credit t o pay fo r them . Countr y X  does 
not eve n hav e exportabl e good s availabl e whic h i t ca n offe r fo r countertrade . 
The vehicl e manufacturer , therefore , agree s t o provid e investmen t fund s an d 
some technica l assistanc e t o rehabilitate a n oi l pal m processin g projec t whic h 
was lyin g dormant , o n conditio n tha t th e governmen t o f Countr y X  enter s a n 
agreement whereb y som e o f th e foreig n exchang e fund s earne d fro m pal m oi l 
exports ente r a n escrow accoun t hel d i n London and are used t o pay fo r Country 
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X's import s o f trucks . Th e arrangemen t i s beneficial t o all parties concerne d 
because th e vehicl e manufacture r obtain s expor t order s i t woul d no t otherwis e 
have obtaine d an d Countr y X  receive s truck s i t coul d no t otherwis e hav e 
afforded a s wel l a s th e employmen t an d othe r benefit s o f a  rehabilitate d 
project. 

There ar e onl y a  limite d numbe r o f example s o f suc h idea s bein g pu t int o 
practice bu t a  fe w ar e give n below . Th e example s no t onl y includ e case s 
resulting i n th e productio n o f export commoditie s bu t als o expor t service s and 
some instance s o f investmen t i n trading/procuremen t organisations . I n short , 
they includ e an y countertrad e dea l whic h actuall y involve s th e foreig n partne r 
in contributing, throug h investmen t o r othe r means, to th e exporting operatio n 
of the developing country partner. 

(i) I n 1984 , Motor s Trading , th e countertradin g ar m o f Genera l Motors , 
helped t o establish a  data processing facilit y i n Jamaica by installin g 
a compute r an d employin g loca l worker s a t a  considerabl y lowe r wag e 
rate tha n equivalent America n operators . Ra w data were flow n dow n from 
the USA , processe d an d returned . Th e purpos e o f th e exercis e wa s t o 
earn foreig n exchange because Jamaica , at tha t time , faced a problem in 
paying fo r Genera l Motors ' vehicles i n hard currency . Th e arrangemen t 
worked o n th e basi s tha t th e foreig n exchang e earning s fro m th e dat a 
processing compan y wer e recorde d i n a n evidenc e accoun t an d wer e 
allocated t o the import of vehicles. 

(ii) The For d Tracto r Compan y ha s engage d i n imaginativ e countertrad e deal s 
in a  numbe r o f countries . On e particula r dea l involve s a  Sout h 
American countr y whic h ha d n o foreig n exchang e t o pa y fo r tractor s an d 
no expor t product s t o offe r fo r countertrade . For d Tracto r searche d 
for opportunitie s an d foun d tha t orange s an d othe r citru s fruit s wer e 
being grow n i n th e countr y bu t wer e onl y sol d o n th e domesti c market. 
The compan y use d it s contact s i n North Americ a t o fin d export market s 
and als o pu t i n som e technica l assistanc e t o improv e standard s o f 
packaging an d presentation . Afte r som e successfu l tria l shipments, the 
Ford deale r i n th e countr y investe d i n packagin g machinery , recruite d 
staff an d organised suppl y fro m citrus grower s o n a contract basis. The 
foreign exchange revenues are used to fund the impor t of tractors. 

Other know n example s includ e a  majo r internationa l chemica l compan y whic h 
has investe d i n cotto n by-product s i n a n Africa n countr y i n orde r t o suppl y 
agricultural chemical s i n return, and a n internationa l commodit y tradin g hous e 
which investe d i n foo d (frogs ' legs ) exportin g facilitie s i n Banglades h i n 
return for supplying various commodities. 

5.3. Difficultie s 

Although th e idea s .outlined i n thi s chapte r hav e man y point s t o recommen d 
them, ther e ar e als o a  numbe r o f associate d problem s an d pitfalls , both fro m 
the point of view of the foreign partner and the developing country . 
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The developing country will gain nothing from such schemes if the production/ 
investment projec t woul d hav e happene d i n any case . Thi s would onl y result i n 
the foreig n exchang e earning s o f th e projec t bein g unnecessaril y tied . Th e 
only rea l benefi t arise s i f th e production/investmen t projec t woul d no t hav e 
happened without th e countertrade dea l i n question and ca n be shown , therefore, 
to hav e resulte d i n incrementa l exports . Also , i t i s importan t tha t th e 
project chose n shoul d hav e a  lo w foreig n exchang e inpu t component ; ther e i s 
clearly littl e poin t i n developin g countrie s pursuin g suc h scheme s i f th e net 
earnings of foreign exchange are low. 

From th e point o f view of th e foreig n partner , such scheme s are likely t o be 
viewed a s highl y risky . I n th e firs t place , th e tim e perio d fo r making an y 
profit ou t o f th e dea l ma y b e quit e long . (Thi s i s on e reaso n wh y foreig n 
companies ar e mor e likel y t o b e attracte d t o lo w cost/fas t respons e schemes , 
such a s rehabilitatio n project s o r th e establishmen t o f procurement/tradin g 
companies, rathe r tha n embarking o n high cos t productio n projects. ) Secondly , 
it ofte n (bu t no t necessarily ) involve s enterin g a n area o f business i n which 
the compan y ha s n o experience . Thirdly , th e projec t selecte d fo r th e 
production/investment componen t mus t b e highl y profitabl e i n orde r bot h t o 
repay th e investmen t an d t o hav e foreig n exchang e lef t ove r fo r countertrad e 
purposes. Fourthly , the sort o f countries where thes e scheme s are likely to be 
the most necessar y ar e als o th e sor t o f countries fo r which i t i s difficult t o 
obtain loan s and credi t insuranc e cover . I n fact, it has often been suggested, 
and ther e ar e som e sign s tha t progres s i s being made, that ai d agencie s coul d 
be particularl y instrumenta l i n th e suppl y o f loan s an d credi t insuranc e cove r 
if the y wer e prepare d t o tak e a  mor e enlightene d vie w o f scheme s involvin g 
countertrade. 

It i s difficul t fo r developin g countrie s t o develo p a  genera l polic y o n 
production an d investment-relate d countertrad e becaus e eac h cas e need s t o b e 
judged o n it s merits . However , i t i s possibl e fo r developin g countr y 
governments t o at leas t expres s a  willingness t o consider suggestion s fo r such 
schemes so that the onus is put on foreign partners to draw up proposals. 
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