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Executive Summary

Background

Global economic growth has suffered seismic changes since the start of 2019, as economies have been compelled
to adapt to geopolitical challenges and associated uncertainties across value chains. With the COVID-19 pandemic,
the global economy faces unprecedented pressure, leading to a potential recession in many countries. The

Pandemic has more acutely affected developing countries, especially the least developed countries (LDCs) that
depend critically on primary commodity exports for foreign currency. Many of these economies were already
facing severe pressure due to declining commodity prices, and the fall in global demand has further aggravated
the impact on the revenues of such economies. As a result, several countries have had to realign their existing
fiscal expenses to support their respective economies.

Given the present situation of depressed economic activity coupled with the uncertainty around recovery,
servicing the external debt obligations is a challenge for several developing countries. According to a recent study
by the IMF, around half of low-income countries (36 of 70 countries) were at high risk of debt distress or already
in debt distress.

In the post-COVID-19 world, tepid demand and low commaodity prices, coupled with budgetary support required
to combat the economic impact of the COVID-19 crisis, would continue to affect the debt servicing ability of
countries, and in turn affect the financiers of critical developmental projects in these countries. Furthermore, if
this crisis prolongs and countries are further strained, there may also be a need for restructuring the debt going
forward.

Against this background, countertrade presents an effective way of mitigating risks associated with financing
developmental projects in countries at risk of debt distress, and concomitantly providing the fiscally constrained
countries with financial support for achieving their developmental goals. It can be an effective mechanism for
recovery of dues or securing future repayments from resource-rich borrower countries, including those having
significant strategic resources that could aid Indian businesses in their production processes. Furthermore,
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countertrade can also serve as an effective market diversification strategy as it can open opportunities for Indian
companies in lesser explored geographies facing restrictions in outward remittances.

While in the past India has used countertrade as an intermittent measure, the need to evolve a countertrade
strategy would be worth considering both from the view point of recovery of dues under the Government of
India (GOI) assisted Lines of Credit/Concessional Financing/Buyer’s Credit Programmes and easing the pressure
of repayments by the debt-ridden countries affected by the Pandemic. This mechanism could also help increase
India’s project exports to lesser explored / high risk markets.

Countertrade Arrangements

Countertrade refers to the exchange of goods and services in whole or part, with other goods and services
as payment, rather than with money. It has time and again emerged as an important mode of international
transactions for countries facing currency or payment challenges. Countertrade may take a variety of forms, but
basically it is a barter or a quasi-barter arrangement that explicitly links import and export transactions. It involves
trading arrangements between private firms and/or government entities, such as foreign trade organizations,
by which the seller is obligated to accept, as a partial or total settlement for his exports of goods (or in some
instances services, such as technology or industrial licenses), specified goods or services from the buyer.

There are several distinct types of countertrade transactions, viz. Barter, Counter-purchase, Offset, Buyback
(Compensation), Switch trading, Clearing Arrangements, and Debt-for-Goods. Of these, debt-for-goods model
presents enormous scope for India’s engagement with countries in need for developmental finance. Debt-for-
goods is an arrangement whereby a debtor country offers its goods or services to avail funding or to cover full or
partial repayment of an outstanding debt.

Rationale for Countertrade

Though countertrade arrangements currently account for a negligible share in the global trade, the mechanism is
particularly advantageous in situations where there are challenges related to currency-based trading mechanism,
especially when countries face issues of depleting foreign exchange reserves.

Several countries have resorted to countertrade in the past, which included

e using countertrade as a debt conversion tool in the wake of balance of payments difficulties and rising
external debt-servicing burden;

e using countertrade to tackle excess capacity in manufacturing or to generate steady demand, and thereby
stabilise the price level;

e to overcome the challenges associated with the protective trade policies of some countries — like sanctions,
currency restrictions, non-tariff barriers, etc.;

e to circumvent challenges associated with outward remittance of foreign exchange, where conventional
means of payment is non-existent or complex for a variety of reasons;

e to ensure financing for critical infrastructure required in an economy, without resorting to debt; and

e  to hedge against currency risk, among others.

Comparison of Existing Countertrade Policies

A comparative analysis of existing countertrade policies in India and other countries like Philippines, Indonesia
and China is undertaken in the Study, to understand the modalities of countertrade policies in these countries,
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as also identify lessons and areas for improvement for India. In the case of Indonesia, analysis in the Study
indicates that despite having enormous opportunities for countertrade, the implementation of countertrade in
the country has not yet reached its optimum levels, due to the challenge of ascertaining a mutually agreeable set
of products for exchange under the countertrade arrangements. This highlights the need for coinciding demands
and adequate supply of products offered under countertrade arrangements.

China’s experience in countertrade has been a win-win scenario for both the parties in the countertrade
transaction. The countertrade model followed by China is the Resource Financed Infrastructure (RFI) model, which
is a type of Debt-for-Good Model. The RFI model is a relatively new form of financing infrastructure in countries
with abundant natural resources—typically hydrocarbons or metal ore—but poor overall infrastructure. China
has been extensively adopting this model over the past two decades, for financing critical infrastructure, including
industrial and trade-related infrastructure projects in developing countries, especially Africa, in exchange for rich
mineral resources. This approach has led Chinese companies to penetrate complex natural resource markets as
also gain competitive advantage over other competitors in the extractives industry.

Notwithstanding the advantages of the RFI model, according to a recent study by David Mihalyi, Aisha Adam
and Jyhjong Hwang (2020), it is often considered exploitative in nature. First criticism pertains to a lack of
transparency surrounding RFI Agreements. Further, a lack of competition in RFl arrangements, and the way these
arrangements are tied to upstream rights of the resource could significantly expose the borrower country to the
risk of completely losing control of their strategic resources. Also, since RFls are repaid in-kind (through resource),
and have collateral attached, restructuring of such debt can be complicated during difficult times, which would in
turn heighten the debt distress for the borrower country.

India, on the other hand, has had a mixed bag of experiences in countertrade arrangements, with a number of
important lessons that emerge from both success stories as well as challenges faced by India in the past. India’s
countertrade arrangement with Iran including the rupee-rial trade mechanism can serve as a template for future
arrangements. The information gap between the Indian and Iranian businesses was one of the impediments
for bilateral trade under the arrangement, that was addressed through an online portal to enable information
dissemination relevant to Indo-Iran Trade, and to provide an e-marketplace for the buyers and sellers of the two
countries. More of such initiatives need to be developed to promote and facilitate countertrade arrangements
with other countries as well.

The sustenance of countertrade arrangement also requires concomitant demand for products from both partners.
The Indian experience highlights the possible challenges that may arise due to dip in imports from either side.
Countertrade mechanisms therefore may need to be altered in ways that ensures the continuity of countertrade
transactions between partner countries.

The imports of palm oil by India under a countertrade arrangement with Malaysia also faced severe criticism
from domestic edible oil companies. Therefore, it is also essential to be mindful of the domestic industries’
competitiveness while entering into such arrangements.

Further, analysis in the Study also highlights the need to revisit the offset policies of India and proactively engage
in identifying opportunities for utilizing offsets linked with defence acquisitions to organically enhance exports.
The offset policy may also need to be tweaked for ensuring compliance and providing adequate bargaining power
to the Indian government.

Countertrade Arrangement Strategy in the Indian Context

The vision of the countertrade strategy in India could be twofold—(i) for extending development finance assistance
to the needy developing countries, thereby ensuring sustained capacity to support developmental projects in

Executive Summary 3



other developing countries, especially during global downturns; and (ii) to tap lesser explored geographies having
potential to trade with India but facing challenges in foreign exchange availability.

i Debt-for-Goods: Trade Model

(i)

(i)

Key Products and Markets: An initial step for the countertrade strategy would be focusing on
countries with restrictions on outward remittances of foreign currency, and with countries who require
development financing from India. A list of countries have been identified to start with, and the
potential items of import from those countries under a countertrade arrangement have been identified
in the Study.

The Study also estimates indicative debt servicing capacity through countertrade for select countries.
The Study identifies potential products that could be exported by the borrower countries, through a
countertrade arrangement, so that the debt burden is minimised

Process Flow: India Exim Bank, either through a separate division or a subsidiary, can bring together a
multi-disciplinary team for undertaking countertrade related business in the nature of debt-for-goods.
Countertrade can serve as a fall back option for repayments and recovery. Public sector units, especially
trading houses such as the Minerals and Metals Trading Corporation (MMTC) and the State Trading
Corporation (STC), could also explore opportunities for countertrade through other aforementioned
models, especially in countries where it makes economic sense to engage in such arrangements.

Further, the government could explore the prospect for countertrade arrangement with the interested
borrowing governments that seek development assistance from India and identify the prospective list
of products which could be traded under the arrangement. After the identification of products by
the government of partner country, India Exim Bank would assess the demand for the products, and
consult buyers of the product in India and abroad for engagement in the countertrade. Some of the
Indian companies importing select potential products have been identified in the Study.

To encourage participation in the transaction, the GOI could provide duty waivers for imports by the
buyers in India, on case by case basis. Involvement of PSUs could also be encouraged by the GOI.

There may be a possibility that the goods identified for countertrade by the borrowing government
may not have sufficient demand in India. In such a scenario, a hybrid of the switch trade model and
debt-for-goods model can be adopted for countertrade. An international trading house can be engaged
to serve as a switch trader, and the borrowing government could sell the negotiated value of goods to
the switch trader. The payment for the goods can be credited to India Exim Bank by the switch trader,
which would be utilized to service the debt of the borrowing country.

ii. Debt-for-Goods: Investment Model

(i)

(i)

Key Products and Markets: Several sectors such as space industry, electronics, information technology
and communications, energy sector, electric batteries, among others, are significantly dependent on
various critical minerals and rare earths, which are in limited supply in India, leading to significant
import dependence. Securing these mineral resources are important for India to meet some of its
developmental objectives. In this regard, the countertrade strategy could support India’s quest for
ensuring access to strategic minerals. To that end, the Study identifies a list of minerals that can be
considered under this investment model.

Process Flow: Developing countries that are in need of development assistance could share their
unexplored mineral assets. In assets which are offered for exploration and mining by borrowing
governments or government owned agencies, prospective Indian companies can be approached by
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the GOI or India Exim Bank for considering the proposal. Based on analysis of the feasibility report,
any Indian company can consider acquisition of the assets, and enter into a negotiation with the
borrowing government. Upon negotiations, a tripartite agreement can be finalised for a debt-for-goods
arrangement through the investment route. The license fee/ cost of acquisition/loyalty/revenue share
payable by the Indian entity to the host government could support the funding or could be used for
repayment. The investment route can also be adopted for acquisition of industrial units that require
technical or managerial expertise.

To address the borrowing countries’ concerns associated with unequal bargaining strengths, rent-
sharing, transfer pricing practices, and environmental and social costs, the process of repayments
through the investment route, as in the case of trade route, should be based on a mutually consultative
process. Further, for the arrangement to be viewed more favourably, the terms of the acquisition should
ensure long-term and sustainable development gains for the local community from the extractive
activities.

Regulations for Countertrade

As per RBI Master Circular on Exports of Goods and Services, notified vide Notification No. FEMA 23/2000-
RB dated May 3, 2000, amended from time to time, countertrade proposals involving adjustment of value of
goods imported into India against value of goods exported from India are considered by the RBI subject to
certain conditions. The Study briefly highlights the current regulatory paradigm for countertrade in India.

Way Forward

Countertrade is a specialized area requiring across-the-board engagement of several stakeholders. For
conceptualisation and operationalisation of a Countertrade strategy, a Task Force can be set up with representation
from Ministry of Finance, Ministry of External Affairs, Ministry of Commerce and Industry, Directorate General
of Foreign Trade, Reserve Bank of India, Commercial banks such as SBI and UCO Bank, Development Financial
Institutions such as India Exim Bank, and Public Sector Trading Companies. Based on the recommendations of
the Task Force, a roadmap could be worked out, and a few countries could be identified to start with to explore
the Countertrade option. India Exim Bank can act as an Empowered Institution for operationalising Countertrade,
subject to the approval of GOl and RBI.
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Background

1.1 Background

Global growth in 2019 was at its slowest pace since the 2008 financial crisis, as unilateralism and trade restrictive
measures created uncertainties across production value chains. The trend is estimated to have worsened in 2020
with the rapid spread of the novel coronavirus, COVID-19, undermining global growth, causing disruptions in the
value chains, and leading to a potential recession in many countries.

Apart from battling the Pandemic, nations are suffering a setback due to lockdowns that have disrupted normal
lives, affecting world markets, stalling global trade, and hampering economic growth. Unlike the 2008 crisis where
emerging market economies were much more insulated, the Great Lockdown 2020 had equally impacted both
emerging market economies and advanced economies (Figure 1).

Figure 1: Growth during Global Financial Crisis and Great Lockdown
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The COVID-19 crisis shall more acutely affect developing countries, especially the least developed countries
(LDCs). The LDCs depend critically on primary commodity exports for foreign currency. Even before the Pandemic,
commodity prices had been declining, which was aggravated with the fall in global demand due to the Pandemic.
This has largely impacted revenues of such economies. As a result, fiscal measures, in response to the Pandemic
and the recessions due to the lockdown, have been limited by fiscal capacities, which have been strained further
(Figure 2).

Figure 2: Fiscal Measures in Response to the Pandemic by Country Group (% Share of GDP)

I Additional spending or foregone revenuew [ Liquidity support

Share of GDP (percentage)

1.9 2.1
1.1
0.6
Least Developed Countries Other Developing Countries Developed and Transition
(median) (median) Economies (median)

Source: UNCTAD (As on November 2020)

Most low- and middle-income economies, particularly LDCs, have realigned their existing fiscal expenses to
support their respective economies. These are giving rise to unsustainable debt burdens, further endangering their
efforts toward achieving Sustainable Development Goals (SDGs). According to the UNCTAD, by 2019, a number of
economies had already reached unsustainable debt burden levels, making further borrowing for health-related,
social and economic spending to combat the impact of the Pandemic, an unviable option. According to a study
by the IMF, around half of low-income countries (LICs) (36 of 70 countries) were at high risk of debt distress or
already in debt distressl. The availability of external finance to LDCs has increased significantly largely because
of the rising share of remittances, FDI and external debt. An analysis of the sources of external finances to LDCs
highlights that ODA remains the most important source of external finance for LDCs (Figure 3). The rise in ODA
flows to LDCs only indicate the need for monitoring issues of debt sustainability and related systemic issues. In
the post-COVID-19 scenario, decreasing demand and falling commodity prices, coupled with budgetary support
required to combat the economic impact of the COVID-19 crisis in terms of stoppage of, or slowdown in economic
activities, would diminish the debt servicing ability of such countries, and in turn affect the financiers of critical
developmental projects in these countries.

1 International Monetary Fund and World Bank, 2020. ‘The Evolution of Public Debt Vulnerabilities in Lower Income Economies’, Policy Paper No. 20/003.
(Washington).
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Figure 3: Select External Finance Indicators of Least Developed Countries
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1.2 Debt Service Suspension Initiative (DSSI)

Given the present situation of depressed economic activity coupled with the uncertainty to recovery, servicing
the external debt obligations is also a challenge. The Group of 20 (G-20) and the Paris Club on April 15, 2020,
offered a suspension, earlier till December 2020 and recently extended to June 2021, on debt service payments
on official bilateral loans. This suspension is extended to 73 developing countries, who are the recipients of
International Development Association (IDA) financing and UN Least Developed Countries, with the exception of
countries with protracted arrears to official and private creditorsZ. As of late October 2020, 44 of the 73 eligible
countries (about 60 percent) have made formal DSSI requests. According to G-20 creditor data as of October 23,
2020, the requests from countries to benefit from the DSSI, received thus far, would amount to an estimated USS
5.0 billion of 2020 debt service to be deferred.

Furthermore, if this crisis prolongs and countries are further strained there may also be a need for restructuring
of the debt going forward. In fact, with the onset of the Pandemic, a number of countries have announced their
intention to seek debt restructurings, while some have already concluded debt restructurings — Argentina and
Ecuador, while countries such as Lebanon and Zambia are undergoing restructuring of their debts. Thus indicating
the need to ensure the sustainability of the external debt for such developing countries.

1.3 External Debt of Low- and Middle-Income Economies — An Examination

The total external debt stocks of low- and middle-income countries peaked at an estimated USS 8.1 trillion in 2019.
This is more than double the level recorded at the outbreak of the global financial crisis, when total external debt
stocks amounted to USS 3.6 trillion. Consequently, ratios of external debt to GNI have also undergone a steady
increase from 2009 to 2019, from an average of 22.4 percent to an estimated 25.9 percent, indicating the higher

2 Although the DSSI covers 77 countries, four countries (Eritrea, Sudan, Syrian Arab Republic and Zimbabwe) are in arrears to IDA and thus are ineligible.
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level of growth of external debt vis-a-vis global income of low and middle-income countries. This ratio is expected
to worsen as global GDP levels decline and financing requirements increase.

In addition to the rising level of debt, the structure of debt of low- and middle-income countries has shifted in
ways that expose these countries to additional vulnerabilities. For example, the average share of short-term
debt in total debt has steadily increased from 20 percent in 2009 to an estimated 27 percent in 2019. Increased
exposure to short-term maturities increases the rollover risk associated with refinancing. Further, developing
countries are historically vulnerable to external shocks owing to narrow export bases, particularly dominated by
primary commodities, and less diversified economies.

Figure 4: External Debt in Low- and Middle-income Countries
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Source: World Bank

An analysis of the long-term external debt stock for low- and middle-income economies reveals that the share
of long-term private non-guaranteed debt has been significant (Figure 5). This could pose additional challenges
to sustainable debt management in the face of exogenous shocks. The currency denomination of debt is also
critical. For example, when private non-guaranteed debt is denominated in a foreign currency, which in most
cases is, it essentially represents a claim on the country’s international reserves, particularly when private entities
are unable to hedge their foreign currency liabilities against foreign currency assets. In the case of private non-
guaranteed debt denominated in local currency that is held by external creditors, sudden reversals of external
credit flows can undermine a country’s debt sustainability. Private non-guaranteed debt denominated in local
currency and held by domestic residents represents a contingent liability on public sector finances and can lead to
widespread bankruptcies in the face of exogenous shocks or the widespread deterioration of the creditworthiness
of borrowers.

Further, these have been accompanied by changes in the creditor composition of the external long-term debt
that is public and publicly guaranteed. The share of official creditors, mainly for which DSSI is applicable, has
reduced from 28 percent in 2009 to 19 percent in 2019, and has been replaced mainly by private creditors.
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Figure 5: Long-Term External Debt Stock of Low- and Middle-Income Countries by Creditor Type

2019
2009
[ Official creditors [ Private creditors
(Public and publicly guaranteed debt) (Public and publicly guaranteed debt)
[ Private not guaranteed debt

Note: Official Creditors include multilateral and bilateral creditors; private creditors include debt from bondholders,
commercial banks and others that is public or publicly guaranteed; and Private not guaranteed debt includes debt from
bondholders, commercial banks and others

Source: World Bank

In the wake of these developments, much of the higher-risk borrowing by sovereigns has been accompanied
by rising debt servicing costs with a negative impact on the fiscal space of many countries, compounded by a
slowdown in growth, relative to the period before the Global Financial Crisis of 2008- 09, as well as by commodity
price slumps.

Figure 6 depicts the distribution of debt service burdens, as a share of government revenues, across select
developing countries in 2012 and 2018 (as per latest calculations available). As highlighted in the Figure, a
significant portion of the fiscal revenues are absorbed by debt servicing, and this has been increasing. The top 20
economies include a number of oil exporters that are facing a particularly difficult moment given the collapse in
oil prices, or have witnessed a sharp outflow of portfolio capital since the start of the crisis.
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Figure 6: Ratio of Debt Service on Public and Publicly Guaranteed External Debt to Government Revenues,
top 20 Developing and Transition Countries, 2018
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1.4 Implications of DSSI

The DSSI initiative is a welcome move, especially given the current crisis and the limited fiscal space available to
low- and middle-income economies. Though this would provide some temporary relief for the crisis-ridden low-
and middle-income economies, they do not constitute debt relief of any kind. On the contrary, by linking eligibility
to new orongoing borrowing, even if on concessional terms, the initiative prioritizes concessional lending, implying
a new debt burden over the existing debt relief. It may also be noted that debt, even though concessional, would
be subject to certain conditionalities. In this case, it would typically be debt being sustainable or on track to be
sustainable. Moreover, suspending debt repayments only for a few months (up to June 2021) relies on the basic
assumption that the COVID-19 shock will be short-term in nature, and that economic activity will resume to pre-
COVID-19 levels by end-2021, to the extent that developing countries joining the scheme will be in a position to
bear the suspended debt service repayments over the next few years. As examined in the previous sections, the
Pandemic has come at a time when few countries had already reached their debt distress levels, apart from facing
issues such as low export revenues, commodity prices, government revenues and reserve holdings.

A well-designed debt relief is thus essential to not only address the immediate liquidity pressures but also have
the potential to resolve issues of structural insolvency and long-term debt sustainability.

3 UNCTAD (April 2020). From the Great Lockdown to the Great Meltdown: Developing Country Debt in the Time of Covid-19.
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At the same time, given such uncertainty globally, there is a need for lending countries such as India to position
themselves to ensure the availability of smooth system of payment and repayment mechanisms, while factoring
in the possible challenges that could have been faced by the borrowing countries. This would facilitate the
requirements of both countries to sustain their developmental partnership as well as commercial engagements,
which could be a win-win for both. The Government of India (GOI), through its development assistance
programmes such as the Lines of Credit (LOC), Concessional Financing Scheme (CFS) and Buyer’s Credit under
National Export Insurance Account (BC-NEIA), is actively engaged in supporting the industrial and infrastructural
development in other developing countries. Many of the recipient countries are highly indebted poor countries
(HIPC) and low-income countries (LICs) facing deep financial distress. Clearly, there is a looming risk of default by
a large number of borrowing governments, and the G20 countries have already agreed to suspend debt service
payments for low income countries. As on December 31, 2020, the loan outstanding under the GOI supported
LOCs, CFS and BC-NEIA stood at USS 6 billion, USS 1 billion, and USS 1.38 billion, respectively.

Countertrade could present an effective way of mitigating payment risks when countries are facing such
challenges including foreign exchange crisis. It can be an effective mechanism for recovery of dues or securing
future repayments in the case of LOCs/CFS/BC-NEIA where the borrowing countries are typically well endowed in
commodities (agricultural, energy, minerals and metals, etc) and other natural resources, including those having
strategic significance, which can be used by Indian businesses in their production processes. Concomitantly,
through export of these goods, borrowing countries can meet their debt service obligations without dipping into
their scarce forex reserves.

1.5 Countertrade — Mitigating risks

Countertrade can also serve as an effective market diversification strategy as it can open opportunities for Indian
companies in lesser explored geographies facing restrictions on outward remittances. While in the past India has
used countertrade as an on and off measure, given the present crisis there is a need to evolve a countertrade
strategy both from the view point of recovery of dues under GOI assisted Lines of Credit/Concessional Financing/
Buyer’s Credit Programmes and also easing the payment pressure of the debt-ridden countries affected by the
Pandemic. This mechanism would also help increase India’s project exports to lesser explored / high risk markets.
A sectoral group constituted by the Ministry of Finance to examine the issue of export finance, highlighted the
need for a countertrade scheme, as many traditional markets of Indian exporters have been impacted by the
COVID-19 crisis and their ability to allocate foreign exchange for paying Indian exporters is constrained.

Most countertrade is for short-term trade purposes, in the form of barter trade, counter purchase, compensation,
tolling and switch trading, although such transactions may take place under a longer-term arrangement (e.g.
a Government-to-Government clearing account). Countertrade also has project financing applications, through
offsets and buy-backs, which will be discussed in the relevant sections.

Because of their self-liquidating, off-balance-sheet financing characteristics, countertrade and project finance
deals have the potential to complement each other when integrated into a single project’s financial package.
Countertrade, if integrated into project finance structures, can also provide countries with an opportunity to
finance infrastructure projects with their exports, to mitigate risk and to secure repayment.
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Countertrade Arrangements:
An Introduction

Countertrade refers to the exchange of goods and services in whole or part, with other goods and services
as payment, rather than with money. It has time and again emerged as an important mode of international
transactions for countries facing currency or payment challenges. Countertrade may take a variety of forms,
but basically it is a barter or a quasi-barter arrangement that more or less explicitly links import and export
transactions. It involves trading arrangements between private firms and/or government entities, such as foreign
trade organizations, by which the seller is obligated to accept, as a partial or total settlement for his exports
of goods (or in some instances services, such as technology or industrial licenses), specified goods or services,
from the buyer. There are a number of distinct types of countertrade transactions, some of which are delineated
below:

2.1 Barter

Barter is one of the oldest forms of trade, wherein the transaction is contained in a single contract and there is
no exchange of money between the parties in a transaction. Sometimes a small amount is paid to cover special
costs, or a down payment is made as a guarantee. These are usually short-term product exchanges, involving a
limited number of products and without the participation of a third party.

Figure 7: Graphical Representation of Barter Trade
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Example of Barter Trade (India and Iraq: Oil-for-Food): In 2000, India and Iraq agreed on an “oil for wheat and
rice” barter deal to facilitate daily delivery of 300,000 barrels of oil to India at a price of USS 6.85 a barrel. Irag’s
sales to Asia at that time were valued at about USS 22 a barrel. In 2001, India agreed to swap 1.5 million tonnes
of Iragi crude under the oil-for-food program. Several Indian companies including Reliance Industries Ltd. and
the State Trading Corporation of India (STC) were engaged in transactions under the program. The mechanism
benefited several exporters of rice and wheat from India.

2.2 Counterpurchase

In a counterpurchase transaction, the first party agrees to sell goods to the second party, and under a separate
but related agreement, the first party undertakes to purchase other, unrelated products of equal value from the
second party. The two obligations should be viewed as distinct transactions with separate contracts and separate
currency payments.

Under this arrangement, the exporter sells goods, technology, or services to an importer, and agrees to purchase
from the latter, within a specified period, which is normally 1-5 years, a specific total value of goods selected from
a list that excludes those produced by the technology being exported. The exporters may not use these goods
themselves, and may undertake onward sales to a third party. The counterpurchase contract allows company to
assign its counterpurchase obligation to a third party, a trading house or another foreign buyer.

Figure 8: Graphical Representation of Counterpurchase
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Example of Counterpurchase (India and Malaysia): As part of an MoU signed by the Government of Malaysia
with IRCON International Ltd. in 2001, a rail construction project, valued USS 120 million, was undertaken by
IRCON International Ltd. The Ministry of Transport, Government of Malaysia engaged IRCON for execution of
the project. Payments to IRCON was through supply of palm oil of equivalent value. The Ministry of Primary
Industries, Government of Malaysia appointed the Malaysian Palm Qil Board as managing agent for payments
made to the Malaysian palm oil exporters for palm oil delivery to India. Payments were disbursed based on work
progress carried out under the works agreement. The Minerals and Metals Trading Corporation of India (MMTC)
acted as the trade facilitator under the arrangement, and was the agency responsible for import of palm oil under
the arrangement.

Example of Counterpurchase (India and Iraq: Project Exports): Indian project exporters had secured contracts
of around USS 2 billion in Irag. With the commencement of the Iran-Iraq war in 1980, payments from the Iraqi
clients stopped in 1982. In order to solve the payment problems, the Government of India entered into Deferred
Payment Arrangements (DPA) with the Government of Iraq covering 55 projects being executed by 24 project
exporters. Under the umbrella arrangement of DPA, Indian Qil Corporation Ltd. (I0C) entered into an agreement
with the State Oil Marketing Organization of Irag (SOMO) for purchase of crude oil from Irag, and India Exim Bank
entered into an agreement with the Central Bank of Iraq for working out the banking arrangements. Payments

14 Countertrade Strategy: International Comparison and Indian Perspective



towards oil imports by the IOC were made into a designated account of India Exim Bank, which were used to pay
the running bills of the Indian project exporters on behalf of their Iraqi clients.

2.3 Offset

In an offset agreement, importers require the contractors to purchase a predetermined level of components from
subcontractors located within the importing country, or to fulfil other portions of the private firm’s international
purchasing requirements from firms within the importing country, or even to assist the importing country in
selling its unrelated products to third countries.

Figure 9: Graphical Representation of Offset
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Example of Offset Arrangement (Defence Sector): India has a well-defined offset policy for its defence imports.
Under India’s offset policy, foreign defence entities have to invest at least 30 percent of the total defence contract
value in India through procurement of components or setting up of research and development facilities. As
of March 2020, the Ministry of Defence, GOI has sighed 55 Offset contracts valued at USS 11.8 billion to be
discharged through Indian Offset Partners®. An example of offset arrangement is the setup of electrical harness
manufacturing capacity by Pilatus Aircraft Ltd., Switzerland at the Bharat Electronics Ltd. (BEL)’s Bangalore
Complex. Locally made harnesses from the facility are being used for the global supply chain of Pilatus. Pilatus
Aircraft Ltd had supplied 75 PC-7 Mk Il Turboprop Basic Trainer Aircraft to the Indian Air Force.

2.4 Buyback (Compensation)

Buyback or Compensation is a countertrade mechanism where supplier of plant/equipment to project/company
in another country assures buyback of certain quantities of products made with that plant/equipment. In such
transactions, the first party agrees to sell machinery, equipment, technology, or a turnkey project (equipment/
technology) to the second party and the first party separately agrees to accept as a partial or full payment from the
second party a predetermined amount of the product manufactured from the equipment/technology supplied
by the first party. The value of goods received by the first party frequently exceeds the value of the original
equipment/technology. The contract period of buy-back arrangements is, by necessity, considerably longer than
that of counterpurchase arrangements.

Figure 10: Graphical Representation of Buyback
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4 Report of the Standing Committee On Defence titled “Capital Outlay On Defence Services, Procurement Policy, Defence Planning And Married
Accommodation Project”, (Seventeenth Lok Sabha), March 2020
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Example of Buyback (India and the Erstwhile Soviet Union): National Textiles Corporation Ltd. (NTC) of India
signed a buyback agreement of Rs. 200 million with the erstwhile Soviet Union to buy 200 sophisticated looms.
The buyback ratio was 75 percent of the textile produce from the looms and the remaining was in cash.

2.5 Switch trading

Switch trading is a practice in which one company sells to another its obligation to make a purchase in a given
country. For example, if country Y has a credit in its account against country X (arising through compensation or
other payments arrangements), then Y identifies a country Z, which is interested in purchasing the products of X.
Country Y sells its obligation at a discount to country Z to receive hard currency.

Figure 11: Graphical Representation of Switch Trading
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Example of Switch Trading (Poland and Greece): Poland and Greece had a counterpurchase agreement that
called for Poland to buy the same value of goods from Greece that it sold to the country. However, Poland did not
have enough demand for Greek goods, leading to a dollar denominated counterpurchase balance in Greece that
it was unable to use. A switch trader bought the right to counterpurchase dollars from Poland and sold them to a
European merchant, who used the right to purchase grapes from Greece.

2.6 Clearing Arrangements

Clearing agreements are entered when two nations encounter a coincidence of needs. They must determine the
type and quantity of goods that they wish to obtain from each other, and establish an exchange ratio to be used
over the specified life of the contract. Agreed volume of goods are imported and exported by the countries over
a specific time period without the payment of foreign currencies. If a country does not purchase enough goods
to balance its accounts within the set time limitation, it receives clearing credits. Although stated in terms of
currency, clearing credits cannot be redeemed for currency.
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Figure 12: Graphical Representation of Clearing Arrangement
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Example of Clearing Arrangement (India and Iran): India-Iran Rupee payment mechanism was established in
view of the US sanctions on Iran in 2012. Under this mechanism, few Iranian Banks opened Indian Rupee Vostro
Accounts with UCO Bank. The payments towards imports of crude oil by the Indian oil importing companies are
credited to this account in Indian Rupee. As per this arrangement, 50 percent of the payment towards oil imports
can be used towards payment to Indian exporters for their exports of various items to Iran. Iran could not actually
take the Indian Rupee which was parked in Special Non-Resident Rupee Vostro Account — but could use it to buy
Indian goods.

2.7 Debt-for-Goods

Debt-for-goods is a countertrade transaction whereby a debtor country offers its goods or services to avail
funding or to cover full or partial repayment of an outstanding debt. Under this, the countertrade route can
be utilized for repayments of funded facilities extended to overseas entities or the countertrade terms can be
part of the initial negotiations. Debt-for-goods could be in the form of import of goods from the debtor country
or acquisition of available assets in the country. Interestingly, debt-for-goods is a part of Philippines’ national
Figureer for countertrade.
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Figure 13: Graphical Representation of Debt-for-Goods
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Example of Debt-for-Goods (India and Vietnam): A case in point is the legacy case of India Exim Bank’s Commercial
Line of Credit to Vietnam in the 1980s, where, in lieu of payment towards servicing the loan, Food Corporation of
India imported rice from Vietnam but paid to IDBI/India Exim Bank for the imports.

Example of Debt-for-Goods (Philippines): Philippines has a Countertrade policy, which includes debt-for-goods
arrangements. Under debt-for-goods arrangements, as on February 2014 Philippines concluded three transactions
involving three countries, Romania, China and Iraq:

e  For the purchase of machinery and equipment under soft loan package, its own company National Power
Corporation (NPC) incurred a debt of USS 8.85 million, and Philippines settled the debt by exporting
merchandise products such as crude coconut oil, garments, personal care products, tropical fruit juices etc.
of equivalent value to Romania.

e For the purchase of mini-hydro equipment from China by the National Electrification Administration (NEA),
Philippines incurred a debt of USS 11.5 million, and settled by supplying equivalent value of copper cathodes
to China.

e Tosettle an obligation of unfinished road project in Iraq valued at USS 20 million, Philippines exported sugar,
pharmaceuticals and coconut oil to Iraqg.

Debt-for-Goods by Export Credit Agencies: Several Export Credit Agencies (ECAs) have utilized countertrade
arrangements as a debt conversion tool. While some of the loan facilities extended by the ECAs are in the nature
of countertrade arrangement from the outset, several others are restructured into countertrade arrangements
in case of debt distress.
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Some key examples of ECAs engaging in countertrade arrangements are:

i.  China Exim Bank: The Government of DR Congo allocated extraction licenses for its cobalt and copper
mines to a Chinese consortium led by state-owned China Railway Engineering Corporation in exchange for
the consortium’s commitment to secure financing of USS 6.6 billion for infrastructure projects of a public
good nature, and another USS 3 billion of investment in the mining project itself. The Chinese consortium
reimbursed its main financier, the Export-Import Bank of China (China Exim Bank), for the cost of financing
the infrastructure with the revenue from the mines.

ii. UK Export Finance: UK Export Finance’s debt conversion scheme allows a proportion of outstanding debts
owed to UK Export Finance by a number of countries to be converted into local currency at a discount for
investment in local projects approved by UK Export Finance and the government of the country concerned.
The scheme is applicable for the countries of Bosnia, Ecuador, Egypt, Indonesia, Kenya, Pakistan, Serbia, and
Vietham.
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Rationale for Countertrade
Arrangement

3.1 Background

Globally, countries are constrained by lower economic activity, limited revenues, exports and foreign exchange
reserves, due to the COVID pandemic. As highlighted earlier, countries eligible for DSSI are already facing severe
fiscal strains and have high and increasing risks of default.

3.2 Export Product Concentration

A peculiar characteristic of most of these LDCs is that they are resource rich and primary sector dominant
economies. An analysis of the export basket of LDCs vis-a-vis other regions highlights that though the export
product concentration of LDCs has declined substantially over the years, it is far higher than the global average
(Figure 14). The product concentration index of exports® shows the extent to which the exports of individual
economies, or groups of economies, are dominated by a few products rather than being distributed among
several products.

LDC export concentration in primary commodities and fuels, has always been a cause for concern, making these
economies vulnerable to commodity price fluctuations. The recent commodity price decline and fall in global
demand has led to the deterioration of trade balance of LDCs. Countertrade, to an extent, can bridge this gap,
by ensuring a steady demand for their resources at a stable contracted price, and thus, the countries may not

5 Herfindahl-Hirschmann index (Market HHI) is used to measure the degree of market concentration.

n X, 1
o =? *\P
o= L where - Hi = value of concentration index for product I; xij = value of export for country j and product i;
! 1- E n = number of individual markets (countries).
A\

Index values closer to 1 indicate highly concentrated export or import markets. On the contrary, a value closer to O reflects
a more homogeneous distribution of market shares among countries.
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deplete their scarce external reserves. Further, the lack of diversification in exports from these economies is also
linked to lack of industrial capacity. Countertrade also has the ability to increase productive capacities of these
economies and promote value-addition.

Figure 14: Product Concentration Index of Exports

0.6

0.5 __f\\_\
ﬁQ\\
0.4 . . .
Africa excluding South Africa
LDCs: Africa
0.3 ~—"

Developing economies: Africa

/~Developing economies: Asia

(Product Concentration Index)

~World

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Source: UNCTAD

3.3 Debt Dependence

An analysis of the debt dependency of low- and middle-income economies highlights that China has emerged
as the largest creditor, with its share increasing by over three-fold within a decade (Figure 15). Over the same
period, the share for Japan has declined significantly. These skewed debt trends suggest that future sovereign
debt restructurings will be more complex for many of the poorest countries.

This will now be accompanied by the risk of having increasing the number of poorer countries due to the COVID-19
crisis. To build durable economic recoveries, countries will need to achieve long-term debt sustainability. This
could gradually happen with a greater level of productive investment and financing—for infrastructure, health,
education, and employment.

Figure 15: Creditor Composition of Debt Owed to Bilateral Creditors, 2010-2019
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3.4 Rationale for Countertrade

The present multilateral trade and payment systems have evolved over several years of practice, deliberation and
innovation. It affords transparency and economic efficiency to all stakeholders. It is, therefore, not surprising that
countertrade arrangements form a small and insignificant share of the overall global trade.

Countertrade arrangement could be used in situations where there are challenges to use the currency-based
trading mechanism. As cited earlier, where the countries are facing issues of depleting foreign exchange, which
is a prime consideration for cash-strapped nations, countertrade provides an alternative to traditional financing
that may not be feasible. Countertrade could ensure the conservation of foreign currency, along with generating
employment, higher sales, better capacity utilization, and ease of entry into challenging markets.

Some of the other reasons that prompted countries to resort to countertrade include:

e  To overcome the balance of payments difficulties arising from sluggish export growth and a rising external
debt-servicing; under such circumstances countertrade could serve as a debt conversion tool;

e  To overcome the challenge of over-capacity in the manufacturing sector due to greater emphasis on the
growth, which was originally aimed at promoting import-substitution;

e  To generate steady demand both for the products manufactured by developed economies and the natural
resources available with developing economies, and thereby stabilise the price level;

e  To overcome the challenges associated with the protective trade policies of some countries — like currency
restrictions, non-tariff barriers etc;

e  To circumvent challenges associated with outward remittance of foreign exchange, where conventional
means of payment is non-existent or complex for a variety of reasons;

e  Togenerate financing to create the critical infrastructure that are required in a developing economy, without
resorting to debt; and

e  Tohedge against currency risk. Hedging currency risks through countertrade rather than financial instruments
may be desirable because (a) purchasing financial instruments requires an upfront financial payment; and
(b) the hedging instruments like futures/forwards for hedging currency risk (for the overseas countries) may
not be available for longer tenors given the depth of financial markets in such HIPCs and LICs. However, the
effectiveness of hedging will vary based on the structure of the transaction adopted, with hedging being
most effective in Barter Trade and Buy Back transactions.

The terms of payment in countertrade transactions depend on the structure of the deal, and the participation of
the banks may be totally different compared to ordinary transactions with payment in currency. In real barter-
trade situations, only a designated clearing account may be needed to register the value of the transactions and
the net balance of the flow of goods. When it comes to other forms of countertrade, the banks often have a more
central role, often through the use of L/Cs, all of them being structured to come into force simultaneously when
all other arrangements are in place and approved by the individual trading partners. But thereafter they could
either be handled as one deal with separate payment flows or as completely individual transactions, with each
L/C being settled separately.

The seller seldom acts alone in countertrade, but normally through or in cooperation with specialized trading
houses or international banks that have the expertise to operationalise the transactions. There are also a number
of domestic or regional countertrade associations offering the same services, but the trading parties are generally

22 Countertrade Strategy: International Comparison and Indian Perspective



advised to check with their bank or their trade council or export organization to find a partner that has the
relevant knowledge and reputation.

Apart from these, a few areas for consideration before entering into a countertrade agreement include legal
implications, time frame involved in the transaction, insurance facility, among others.
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Comparison of Existing
Countertrade Policies

4.1 Philippines

In Philippines, the countertrade policy was announced in 1993. The policy directs the government, and its
departments, bureaus, agencies and offices, to adopt countertrade as a supplemental trade tool in connection
with transactions involving the importation or procurement of foreign capital equipment, machinery, products,
goods, and services entailing the payment of at least USS 1 million or its equivalent in Philippine Peso (PHP) and
to negotiate and conclude, on a best efforts basis, agreement or arrangements on countertrade with respect to
such importation®.

The Philippine International Trading Corporation (PITC) is the sole implementing agency of this program on behalf
of the Department of Trade and Industry. By leveraging on government procurement of imported equipment
with reciprocal benefits to be provided by foreign suppliers, PITC generates additional exports and creates
opportunities to fast-track the inflow of investments, technology, industrial cooperation, specialized training and
skills.

4.1.1 Examples of Countertrade in Philippines
Acceptable forms of countertrade in Philippines include counter-purchase, direct and indirect offsets, buy-back
arrangements, and debt-for-goods, among others. Some of the countertrade transactions are given as under:

Offsets

As per the policy, acceptable offsets under the countertrade agreement are investments, technology transfer,
grants, research, training and other related activities such as donation for the benefit of procuring government
agency or any other government agency. Exports of Philippine merchandise and services are also acceptable.

6 Counter-trade Policy Brief, Philippine International Trading Corporation
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As per the policy, a multiplier is applied to the actual value of certain offset transactions to calculate the credit
value earned by the firms, in order to incentivize firms to offer offsets that benefit targeted areas of economic
growth. Multipliers are only applied to offset activities and to exports. There are two multipliers in place, as
under:

° Multiplier value of 10 for offset activities that are beneficial directly to the procuring government agency; or
° Multiplier of 7, if beneficial to other government agency(s) or other institutions.
Some of the investments made under offsets agreement include:

e InJuly 2010, Bureau of Jail Management and Penology (BJMP), Philippines, imported 156 units of Prisoners’
Van from United Asia Automotive Group Inc. (UAAGI), China. The two entities entered into an offset
agreement, valued at USS 1.3 million, covering 50 percent of the value of the Supply Contract. The offset
components under this agreement included a sponsorship worth USS$ 0.011 million for BJMP; donation of
Armoured Personnel Carrier worth USS 0.57 million to the Philippines Army; sponsorship worth USS 0.042
million for Philippine Practical Shooting Association; donation of a Foton View Ambulance 2011, worth
USS 0.18 million to the Commission on Election, Philippines; and investment worth USS 0.53 million by
Beigi Foton Motor Co., Ltd. (a Chinese company which designs and manufactures trucks, buses, sport utility
vehicles and agricultural machinery) for establishing a Foton Subic Showroom in Philippines, to be managed
by UAAGI.

. In August 2011, GIGI Industries (Trust Trade) entered into an offset agreement with BJIMP worth USS 2.2
million, for a transaction involving supply of 500 units of Caliber 5.56 x 45mm Rifles and 690 units of Short
Firearms (9mm Pistols). GIGI industries subsequently conducted various specialized training events for
government agencies as part of the offset agreement. This included, a GLOCK Armourer’s Course conducted
for the Philippine National Police (PNP) valued at USS 1.83 million; GLOCK Tactical Pistol Course for the PNP
(Luzon) valued at USS 0.17 million; GLOCK Tactical Pistol Course for the PNP (Visayas & Mindanao) valued at
USS 0.09 million, among others.

Counterpurchase (Counter Exports)

In counterpurchase arrangement, the primary supplier accepts parallel obligations to purchase products and/
or services from the buyer’s country. As per latest available data, there have been about 105 counterpurchase
transactions in Philippines since 1989 till February 20147. An example of counterpurchase includes:

e In 2003, the PITC and Vinafood Il (Vietnam) entered into a counterpurchase agreement worth USS 32.8
million wherein Vietnam agreed to supply long-grain white rice to the Philippines through the National Food
Authority in exchange for fertilizers equivalent to at least 50 percent of the total rice shipment value.

Debt-for-Goods

Philippines has, in the past, also entered into debt-for-goods arrangement. Under debt-for-goods arrangements,
Philippines has concluded transactions involving countries such as Romania, China and Iraqg. This included:

. NPC, Philippines purchased machinery and equipment under soft loan package worth USS 8.85 million from
Romania, in return for which products such as crude coconut oil, garments, personal care etc. of equivalent
value were exported to Romania.

7 Philippine International Trading Corporation: Summary Of Completed Countertrade Transactions - As of February, 2014
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° For the purchase of mini-hydro equipment, NEA Philippines borrowed a loan of USS 11.5 million from China,
which was settled through exports of copper cathodes of equivalent value.

4.1.2 Modalities of the Countertrade Policy in Philippines

There are certain rules and regulations governing the countertrade policy in Philippines. As per the policy,
the adoption of countertrade arrangement is applicable for government’s importations and procurement of
services from foreign suppliers entailing payment of at least USS 1 million, or its PHP equivalent. Under the
arrangement, foreign bidders/suppliers are required to sign an undertaking to pursue countertrade which
commits them to perform countertrade once they are awarded the supply contract for capital goods, equipment,
machinery, products, goods and services. Within 90 days of the contract award, the bidders are required to
sign a supplemental contract i.e., a Countertrade Agreement with PITC outlining the terms and conditions of its
countertrade performance. The countertrade obligation/commitment of foreign suppliers should cover at least
50 percent of the value of the supply contract. Suppliers are given 2 years from the date of the Supply Contract
to perform their countertrade obligations. Confidentiality clauses and performance bond are also included in the
contract. In case of non-fulfilment of the countertrade obligation, the policy has in place a penalty to the tune of
5 percent of the value of the unfulfilled Countertrade obligation.

4.2 Indonesia

Countertrade in Indonesia was officially introduced for government contracts in 1982 to expand exports and as
a response to protectionism in industrialized countries. The common countertrade methods that are still being
used in Indonesia include barter, buyback, and offsets.

4.2.1 Examples of Countertrade in Indonesia

In the defence sector, Indonesia has a long history of countertrade arrangements for the procurement of defence
platforms from Russia. For instance, in 2003, Indonesia acquired the Russian Sukhoi SU-27SK and SU-30MK
combat aircraft. This deal involved down-payment of 13.5 percent of the total contract value of USS 192 million,
while the remaining was settled through the countertrade of commodities.

Indonesia has also been exploring countertrade opportunities with Argentina, in order to double the value of
bilateral trade, in the wake of growing trade uncertainties globally. Additionally, the Indonesian government is
looking forward to more countertrade arrangements for its defence imports to ease the economic constraints
triggered by the COVID-19 pandemic.

4.2.2 Modalities of the Countertrade Policy in Indonesia

While Indonesia had detailed guidelines in place for its countertrade operations, it lacked, until recently, a
formalized policy for countertrade/ offsets, despite having decades of experience. The regulations governing
countertrade were initially spelt under the Ministry of Trade’s document entitled “Guidelines for Implementation
of Linking Government Procurement with Indonesian Non-Petroleum Exports”. The guidelines were applicable
to government procurement done through international tender for projects valued more than IDR 500 million,
and excluded procurement under soft loans and credits from international institutions like the World Bank, the
Asian Development Bank and the Islamic Development Bank. Under the countertrade agreements, the foreign
suppliers were required to sign a Letter of Understanding, to purchase Indonesian products equal to the FOB value
of the products supplied. This was submitted to the Director General of External Trade for approval. The actual
transactions were, however, carried out directly between the foreign importers and Indonesian exporters. While
the aim of the countertrade guidelines was to benefit Indonesian exports, the execution of countertrade was free
in terms of which commodities they want to buy and which country they want to ship their goods. An example
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of this type of agreement was the state trading agreements between Indonesian tea exporters and Pakistani
importers through the Trading Corporation of Pakistan®. This involved a special trading agreement worth USS$ 20
million between Pakistan and Indonesia for the import of tea in lieu of exportable goods.

Currently, the provisions on countertrade are regulated under the Government’s Regulation No. 29 of 2017
regarding ‘Payment of Goods and How to Deliver Goods in Export and Import Activities’ and Regulation Number
28/M-Dag/Per/5/2017 of the Minister of Trade, concerning ‘Changes With regard to Regulation of the Minister
of Trade No. 44/M-Dag/6/2016 concerning Provisions for Purchase Returns for Procurement of Imported
Government Goods’. These policies govern the use of countertrade for payment of goods in import activities,
excluding defence-related imports.

Indonesia has also established a policy for offset requirements in procurements from foreign defence suppliers
with the introduction of its defence law in 2012 and subsequent implementing regulations in 2014. For trade in
defence equipment, the Government of Indonesia has a mechanism in place under the Government Regulation
No. 76 of 2014 concerning the ‘Trade Return in the Procurement of Foreign Defence and Security Equipment Tools’
and the Minister of Defence Regulation No. 30 of 2015 concerning ‘Trade Returns, Local Content, And Offset in
the Procurement of Defence and Security Equipment Tools from Overseas’, both of which regulate the reciprocal
trade activity between Indonesia and foreign parties with regard to the procurement contract for defence and
security equipment tools. These policies authorize Indonesian end users to procure defence articles from foreign
suppliers, only if those articles cannot be produced within Indonesia. Further, such procurements are also subject
to Indonesian local content and offset policy requirements. For instance, according to the 2014 legislation and
subsequent implementing regulations, an initial 35 percent of any foreign defence procurement or contract must
include local content, and this 35 percent local content threshold would increase by 10 percent every five years
following the 2014 release of the implementing regulations until a local content requirement of 85 percent is
achieved by 2039°. These policies also include other types of counter-trade agreements, transfer of technology
agreements, or other mechanisms, all of which are negotiated on a per-transaction basis. Decisions regarding
authorized local content, and other key aspects of the law pertaining to countertrade arrangements in defence
articles are in the hands of the Defence Industry Policy Committee (Komite Kebijakan Industri Pertahanan (KKIP)),
an entity comprising Indonesian interagency representatives and defence industry leadership. The KKIP’s task
is to develop the capabilities in the overall domestic defence industry, with regard to both defence equipment
and non-defence equipment. It may be noted that the rules for offsets and local content apply to major new
acquisitions only, and do not apply to routine or recurring procurements such as those required for maintenance
and sustainment.

Like several other countries, Indonesia also uses multipliers for its offset discharge obligations. The aforementioned
regulation 76/2014 pertaining to defence items refers to multiplier factors that can be applied to increase a given
offset valuation depending on various factors such as technology, design and engineering capabilities, impact
on the national economy, availabilities of facilities and infrastructure, marketing development, among others.
A standardized multiplier value schedule is published by the KKIP chair, after conducting an industry-wide gap
analysis study. The multiplier values are also determined by the KKIP chair on a case-by-case basis.

In July 2020, the Indonesian Ministry of Trade issued a statement indicating that the country is undertaking
discussions with several partner countries for expanding the scope and applications of countertrade in defence
purchases, and exploring the possibility for exchange of locally produced commodities with military suppliers. To
that end, the country is looking at countertrade arrangements for its exports of local commodities such as palm

8 Countertrade: Policies And Practices In OIC Member Countries, Islamic Development Bank, 2002
9 2020 Investment Climate Statement for Indonesia, the USA Deptartment of State; “Offsets in the Aerospace and Defence Industry”, IFBEC
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oil, rubber, machinery, coffee, cocoa, textile products, tea, footwear, fish products, plastics, resins, paper and
spices, among others10,

4.2.3 Lessons from the Indonesian Experience

Despite having enormous opportunities for countertrade, the implementation of countertrade in Indonesia has
not yet reached its optimum levels, which indicate the limitations and risks in any countertrade arrangement. A
case in point is the purchase of the 11 Sukhoi SU-35 aircraft from Russia valued at USS 1.14 billion in exchange
for products such as rubber, coffee, palm oil, tea and other strategic product. This countertrade deal included an
offset arrangement of 35 percent and also provided export opportunities for Indonesia of nearly 50 percent of the
value of the purchase, worth USS 570 million. This deal also included the establishment of maintenance, repair
and overhaul facilities in Indonesia, as part of the offset arrangements, which would have enabled the country to
maintain its fleet of Sukhoi jet fighters, and also help the country emerge as a potential regional maintenance hub
for Sukhoi fleets for neighbouring countries like Malaysia and Vietnam. However, there were several challenges in
the implementation of this countertrade arrangement. The most crucial challenge was pertaining to a mutually
agreeable set of commodities for countertrade. The Russian government had sought to buy raw rubber, but
Indonesia favoured trade in finished rubber goods such as tires, with a view to improve the domestic industryl1.
Clearly, a mutually agreeable set of products for exchange is a challenge for countertrade arrangements.

4.3 China

The most common countertrade arrangement for China in recent times is a type of Debt-for-Good Model.
Commonly referred as the Resource Financed Infrastructure (RFI) model, it is a relatively new form of financing
infrastructure in countries with abundant natural resources—typically hydrocarbons or metal ore—but poor
overall infrastructure. In this model, a resource-rich country’s government usually grants a resource development
and production license to a private developer, in return for infrastructure, pursuant to a financing mechanism
linked to the resource activity. The emergence of the RFI model is partly attributable to the existing gap in risk
tolerance and expected return between the extractive and the infrastructure sectors. On the one hand, traditional
sources of long-term finance have been increasingly sceptical to finance infrastructure, particularly in developing
countries; on the other hand, aid flows to developing countries have also been declining. In this scenario, to
access sources of finance for investment, several countries have been using their natural resources as collateral,
countervailing barriers to conventional bank lending and capital markets. The RFl is one such contractual
arrangements emerging from this context, and increasingly being sought by China.

The World Bank defines an RFl arrangement as, “a loan for current infrastructure construction securitized against
the net present value of a future revenue stream from resource extraction, adjusted for risk”. Disbursement of
this loan typically commences when a joint infrastructure-resource extraction contract is signed between the
host country and the overseas construction company, and the amount — usually equal to the construction costs
- is paid directly to the construction company. The revenues from the resource extraction are disbursed directly
to the financing institution, after initial capital investments for the extractive project have been recovered, which

usually takes about a decade or morel2.

China has been extensively adopting this model over the past two decades, for financing critical infrastructure,
including industrial and trade-related infrastructure projects in developing countries, especially Africa, in
exchange for rich mineral resources. Using this model, the Chinese government has been able to internationalise

10 |ndonesia looks to expand countertrade options, July 17, 2020, JANES
11 Countertrade Mechanism of Global Arms Trade: Case Study of Indonesia, Zainal Arifin, Agus Suman & Moh. Khusaini, October 2019
12 Resource Financed Infrastructure: A Discussion On A New Form Of Infrastructure Financing, World Bank, 2014
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its state-owned enterprises, by encouraging national companies to expand overseas and capture market share

in resource industries through foreign direct investments, and help build infrastructure in developing countries,
especially in Africa, which in turn has supported extracting of minerals. This approach has led Chinese companies
to penetrate complex natural resource markets as also gain competitive advantage over other competitors in the

extractives industry.

4.3.1 Examples of Countertrade in China

The China Exim Bank began financing this type of contract in 2004, starting with Angola. RFl became a key
channel for financing the post-war reconstruction efforts in Angola. In the case of Angola, China’s large loans
were channelized to the development of infrastructures and repaid through the exports of natural resources.
Following this model, the Angolan Cabinet signed several infrastructure contracts with Chinese corporations, to
be implemented in several phases using financial support from China Exim Bank (Table 1).

Table 1: Angolan Infrastructure Contracts with Chinese Corporations

Infrastructure projects/contracts

Description

Rehabilitation of the City of Luanda

Rehabilitation of the City of Luanda and five
municipalities, namely Kilamba Kiaxi, Rangel,
Ingombota, Cazenga and Sambizanga

Rehabilitation of infrastructure in Cazenga-Cariango

Construction of the principal channels and the
branches of the drainage system as well as the
construction of infrastructures in the municipalities

infrastructures in Precol and Suroca

Construction of a draining system and rehabilitation of

Construction of the principal system of rehabilitating
the infrastructures in Suroca and Precol.

Maianga

Construction of a central draining system and
rehabilitation on Senado Street of Camara, Rio Seco and

Construction of the principal system of ramification
(i.e. branches) of infrastructures on Senado Street of
Camara, Rio Seco and Maianga

Distribution project for water supply

Renovation of 300 kilometers of water supply, 300
fountains, 2800 valves, 30,000 meters, 13 pumps and
5 control stations

provinces

Construction of 215,500 houses in 24 cities and 18

Construction of 215,500 housing units with total
construction area of 31,436,709 m?

Rehabilitation of the road Luanda-Sumbe-Lobito

Rehabilitation consisting of a total of 497 kilometers
of roads, including reconstruction of roads, bridges
and ditches

Dundo

Rehabilitation of the road Malanje-Saurimo and Luena-

Rehabilitation of roads with a total length of 1,107
kilometers, including reconstruction of roads, bridges
and ditches

Rehabilitation of the railway of Luanda

Rehabilitation of railways with a total length of 444
kilometers, including reconstruction of roads, bridges
and ditches, and other installations
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Infrastructure projects/contracts Description

Rehabilitation of railways with a total length of
General rehabilitation of the railway of Benguela 1,547.2 kilometers, including reconstruction of roads,
bridges, ditches and other installations

Rehabilitation of railways with a total length of
General rehabilitation of the railway of Mogamedes 1003.1 kilometers, including reconstruction of roads,
bridges, ditches and other installations

EPC, preparation, supply and construction contract
New International Airport of Luanda for a new airport, including ‘carport,’ cargo areas and
other constructions

Studies and Technical Projects

Project for the construction of 215,000 housing units

1. Projects for the buildi f housi
rojects for the bullding of housing with a total construction area of 31,436,709 m?

Project for the rehabilitation of five public

2. Rehabilitation of infrastructure .
infrastructures

General planning of one new city, including
3. General and urban planning of the new City of Luanda | management and investment proposals and urban
planning

General planning of an administration center,
including ministerial office buildings, a Supreme
Court building, parliament, presidential house, etc.

4. General and urban planning of the administration
center of Luanda

Landscape project for the administration center of

5. Land ject for Luand
andscape project tor Luanda Luanda

Source: On the Road to Post Conflict Reconstruction by Contract: The Angola Model, Dunia P. Zongwe,2010 (based on
Angolan Govt. Cabinet Resolution “Resolu¢do No. 61/06, de 12 de Julho de 2006, Didrio da Republica de 4.9.2006. art.
1 (Angl.). Annex.”)

The Angola model was a state-to-state contractual arrangement, wherein Angola repays China’s infrastructure
loans with future exports of primary commodities i.e., oil, which was the primary source for the repayment. For
the purpose of repayment of the loan, a joint venture partnership was formed between Angola’s parastatal oil
company, Sonangol, with the Chinese state-owned oil corporation Sinopec. The JV came to be known as Sinopec
Sonangol International Ltd. (SSI). The repayment mechanism was, in essence, a production sharing agreement
(PSA), wherein the local partner (i.e. Sonangol) in the SSI joint venture awards to Sinopec licenses to drill oil.
The Chinese partners exercise control of the operations and bear most of the commercial risks. The two parties
to the PSA divide the product amongst themselves based on an agreed formulal3. The projects covered under
the arrangement included 31 contracts in the first phase, and 17 contracts in the second phase, spanning across
sectors such as health, education, energy and water, agriculture, transport, social communication, public works,
fisheries, and post (Table 2).

13 Note: Details of the exact formula is unavailable on public domain; however, research indicates that it is more likely that Chinese investors were the
majority shareholders and consequently took the greater part of the oil products.

Source: On the Road to Post Conflict Reconstruction by Contract: The Angola Model, Dunia P. Zongwe, 2010
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Table 2: Summary of Projects Financed by China Exim Bank in Angola

Phase 1 Phase 2
Sectors Number of Value of Contracts Number of Value of Contracts
Contracts (USS Mn) Contracts (USS Mn)
Health 9 206.1 1 43.8
Education 8 217.2 3 229.6
Energy and water 8 243.8 3 144.9
Agriculture 3 149.8 1 54.0
Transport 1 13.8 - -
Social communication 1 66.9 - -
Public works 1 211.7 2 89.5
Fisheries - - 3 266.8
Post - - 4 276.3
Total 31 1,109.3 17 1,104.9

Source: On the Road to Post Conflict Reconstruction by Contract: The Angola Model, Dunia P. Zongwe, 2010

4.3.2 Modalities of the Countertrade Strategy in China

Loan Agreement: One of the important elements of the contract in the RFI model is the terms and conditions
mentioned in the infrastructure loan agreement based on the intergovernmental framework agreement between
the two countries. In the case of Angola, for example, China Exim Bank was the lender and the Sonangol-SSI
joint venture was the debtor, as per the agreement. The total amount of the debt in terms of the RFI contract
amounted to USS 4.5 billion, in two separate loans of USS 2 billion each14, along with USS 500 million worth
of ‘complementary actions finance’, i.e., finance for projects that were not initially budgeted for in areas such
as water and energy networks, water treatment plants, and new telecommunications lines. China Exim Bank’s
decision to grant a loan to the Sonangol-SSI joint venture took account of the venture’s cash flow. Further,
the contract had fixed a daily payment of 10,000 barrels. This indicates that at USS 70 per barrel (the average
crude spot price of January 2010), the total reimbursement would have required the export to China of around
642,857,140 barrels of crude oil.

Concessional Interest: In Angola, the loans were provided at concessional interest rates of London Inter-Bank
Offered Rate (LIBOR) + 1.5 percent, with a grace period of up to 3 years, for the first loan of USS 2 billion repayable
over 17 years; and at the rate of LIBOR + 1.25 percent for the second loan of USS 2 billion. The interest rates offered
to Angola suggest that Chinese investors were either risk tolerant or estimated their investments in Angola to be
low risk>. The low risk perception would possibly emerge from the direct role in the oil drilling operation, and
a confirmed return on the investments in the form of oil supplies from Angola, which minimizes the commercial
risk from the operation. This contract also made significant use of guarantees such as guarantees against political
risks and sovereign guarantees.

14 Note: There isn’t adequate data in public domain to ascertain whether China and Angola entered into a second RFI contract for the second loan, or
whether they used the same RFI contract by simply extending the initial USS 2 billion with the same amount.

Source: Ibid.
15 Ibid.
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4.3.3 Lessons from the Chinese Experience

Overall, Angola’s RFI experience with China has been a win-win scenario for both the parties in the sense
that the loan agreements contained better terms for Angola in comparison to its traditional partners, which
required Angola to pay higher interest rates. This is a unique and innovative countertrade contract that suits the
circumstances of Angola.

The RFI mode of contracting has since been used in several other African countries by Chinese banks, such as
China Exim Bank and China Development Bank. Nevertheless, according to a recent study by David Mihalyi, Aisha
Adam and Jyhjong Hwang (2020), despite the unique benefits of the RFI model, it is often considered exploitative
in nature. First criticism is that of a severe lack of transparency surrounding RFI Agreements'®. The study suggests
that information on loan collateral arrangements, mode and schedule of repayment under RFl arrangements by
China, including key information like the contract document and key contractual terms are seldom transparent.
It was also found that key information about the loan are only revealed once repayment problems emergel”.
Further, a lack of competition in RFl arrangements, and the way these arrangements are tied to upstream rights
of the resource mean that these may significantly expose the borrower country to the risk of completely losing
control of their strategic resources. This is because, since the value of RFls are often very large in proportion to
the recipient country’s economy, there are possibilities of serious debt problems, particularly since commodity
prices are volatile in nature, which could further lead to financial distress in the recipient country. Also, since RFls
are repaid in-kind (through resource), and have collateral attached, restructuring of such debt can be complicated

during difficult times, which would in turn heighten the debt distress18.

4.4 India

As mentioned in Chapter 2, India has entered into several types of countertrade arrangements over the past,
including barter trade agreement with Iraqg, counterpurchase agreement with Malaysia, buyback arrangement
with the erstwhile Soviet Union, debt-for-goods arrangement with Vietnam, and clearing arrangement with Iran,
among others.

The countertrade model has been followed for a long time in India, which enabled several PSUs to expand their
footprint in overseas markets. To foster cooperation for countertrade opportunities, in 2007, BHEL and MMTC
signed an MoU to provide impetus to the export of equipment manufactured by BHEL, including power plant
equipment in overseas markets using opportunities from countertrade/ bulk buying by MMTC12.

4.4.1 Examples of Countertrade in India

An example of India’s past countertrade arrangement in the infrastructure segment dates to May 2001, which
involved a memorandum of understanding signed between the Government of Malaysia (Ministry of Transport)
and IRCON International Ltd. As per the MoU, IRCON would execute the project of double tracking of a Railway
Line of about 350 Kms length between Ipoh and Padang Besar in Malaysia. The estimated cost of this project
was over USS 1.5 billion. In execution of the contract, the Government of Malaysia and IRCON agreed on a
countertrade arrangement involving import of palm oil by the MMTC on mutually agreed terms and conditions2°,
while IRCON got its payments through the import proceeds. The arrangement was forged at a time when India was
significantly reliant on import of edible oil, which amounted to nearly USS$ 1.3 billion in FY2001, and accounted
for a share of 2.6 percent of India’s merchandise imports. This quid-pro-quo arrangement guaranteed imports

16 Resource-Backed Loans: Pitfalls and Potential, February 2020
17 by
Ibid.
18 |bid.
19 BHEL Performance Highlights 2007-08
20 MOU between Malaysia and Ircon International (Parliament Q&A), Ministry of External Affairs, December 13, 2001
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of Malaysian palm oil to meet the domestic needs, while also supporting the internationalisation efforts of the
Indian PSU IRCON. A similar deal with IRCON has been made in the recent times as well. During 2019-20, STC
signed an MoU with IRCON for a barter trade of Palm Qil from Malaysia, against supply of equipment by IRCON.

India’s trade with Iran is another successful example of a countertrade arrangement. India’s trade with Iran,
which was earlier routed through European banking channels, faced a severe hit after the sanctions imposed
by the USA on Iran. In 2011-12, a rupee-rial mechanism was put in place whereby up to 45 percent of India’s
purchases of Iranian crude oil were paid in rupees, or in exchange for items like rice, wheat and medicines that
were not sanctioned by the UN, while the remaining 55 percent in foreign currency was held up with the refiners
for lack of an approved payment channel. According to the mechanism agreed by the two countries, Iranian banks
would open Vostro accounts with a bank in India, and payments by Indian importers, including oil companies and
exporters, will be deposited into these accounts in Indian rupees. This was routed through UCO Bank initially.
Iran could not actually take the Indian Rupee which was parked in Special Non-Resident Rupee Vostro Account —
but could use it to buy Indian goods. In 2018, an Iranian private bank Pasargad, opened a branch in Mumbai to
facilitate Rupee-Rial trade, and later in 2019, even IDBI Bank was allowed to facilitate the trade.

In 2013, a countertrade arrangement was established between India and Romania. Under this arrangement,
exports from India to Romania may precede Romanian imports into India. The Reserve Bank of India (RBI) had also
relaxed the conditions for trade transactions to facilitate countertrade between the two countries. Immediately
after the establishment of this arrangement in 2013, exports to Romania surged by 38.2 percent in the following
year.

Over the recent years, offsets have emerged as an increasingly important method for countertrade in India. As
on March 2020, the Ministry of Defence, GOI has signed 54 Offset contracts valued at US$ 11.80 billion to be
discharged through Indian Offset Partners over a period from 2008-202421,

4.4.2 Modalities of the Countertrade Policy in India

Indian exporters are permitted to enter into countertrade arrangements, subject to regulations by the RBI. The
Indian exporters are required to open an escrow account with the authorised dealer bank (AD Bank) and are
subject to certain conditions prescribed under the Master Direction - Export of Goods and Services, FED Master
Direction No. 16/2015-16 (RBI/FED/2015-16/11), dated 1 January 2016 (updated as on 8 January 2021).

Export or import under countertrade may be carried out through an escrow account, buy-back arrangements,
barter trade, or any similar arrangement. The balancing of exports and imports can wholly or partly be in cash,
goods, and/or services. Escrow accounts are funded by proceeds of imports made by Indian parties and the funds
in these accounts are utilised for payment to them for their exports under countertrade arrangements. Under the
escrow account mechanism, the overseas importer or exporter is common while their Indian counterparts may
be different.

While countertrade is permitted, India does not have an explicit official document to categorically enunciate
its countertrade policy. There are also institutions such as the STC and MMTC for facilitating countertrade
transactions forged by government or government owned entities. Apart from these two, the Project and
Equipment Corporation of India Ltd. (PEC) has also been involved in countertrade transactions. Since inception,
some of the important functions served by these nodal agencies for countertrade include, among others?2.

21 Report of the Standing Committee On Defence (17t" Lok Sabha) Demand No. 20, March 2020
22 “Counter Trade In India: Some Current Issues” Sage Publication, Raghav Chandra, 1995
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i)  Identification of sources for Countertrade purchases as per the buyer’s choice;

ii) Liaising between various agencies involved, namely the foreign supplier and the Indian exporters;
iii)  Providing guidance for quality, competitiveness and standards;

iv)  Verifying bank documents to ensure that the amount is received; and

v)  Ensuring that there is net additionality of exports for the country through countertrade exports.

In the pre-liberalization period, both STC and MMTC played a significant role as canalising agencies for exports
and imports. STC was the canalising agency for import of oilseeds and edible oils, while MMTC was the canalising
agency for import of fertilizers, bullion, metals, and export of mica waste and certain types of iron ore. Additionally,
these public sector undertakings were also engaged in obtaining countertrade commitments on the strength
of their bulk commercial purchasing power, by incorporating a clause in the tender documents specifying the
conditions of offset or countertrade transaction. However, post the liberalisation of foreign trade since mid-1991,
all export and import items that were earlier canalised through these trading houses were decanalised, which
affected their turnover and profitability, and forced them to reorient their entire business profile. Presently, there
is no item of export or import which is being canalized exclusively through STC, while MMTC continues as the
canalized agency for export of iron ore, manganese ore and chrome ore.

The current business profile of STC broadly covers three areas viz. (i) import of items like edible oils, pulses and
fertilizers on behalf of the Govt. of India, (ii) business carried out on behalf of business associates on back-to-back
basis and (iii) direct buying and selling in items like tea, oilseeds, pulses, etc. Apart from this, STC is also engaged
in facilitating India’s trade with Iran. STC had exported steel plates to Iranian Gas Engineering & Development
Co. (IGEDC, Iran) during 2014-15 to 2016-17 amounting to Rs. 2873.24 crore under a contract which expired in
January 2017. During the year 2019-20, STC exported agro pesticides worth Rs. 11 crore to Iran.

Offsets Policy in India

Like several other countries, India has offset guidelines to enable it to leverage its huge arms imports for developing
a robust defence equipment production industry in the country. Formal offset guidelines have been part of the
Defence Procurement Procedure (DPP) since 2005. The offset policy guidelines, since inception, have undergone
several revisions to keep pace with the emerging needs of the Indian industry, with the recent one being the
introduction of the Defence Acquisition Procedure (DAP) in September 2020, which has replaced the DPP. India’s
offset policy aims to leverage the capital acquisitions and technology to develop Indian defence industry through
the development of internationally competitive enterprises and enhancement of domestic capacity for Research,
Design and Development related to defence products.

Since 2005, offset policy has helped to partially compensate for the massive outflow of India’s resources and
facilitated transfer of complex technology and added capabilities and capacities to domestic industry through
reverse purchase of domestic products and services, and investment in local industry/ R&D.

A notable change in the new DAP is the removal of offset obligations for government-to-government contracts
and single-vendor contracts for purchase of military equipment. The DAP 2020 document categorically mentions
that offsets will not be applicable in any ab-initio Single Vendor Cases, including procurements based on inter-
governmental agreements (IGA)/Foreign Military Sales (FMS)?23, indicating that the scope of the offset policy will
now be limited only to those military contracts that involve competitive bidding.

23 pefence Acquisition Procedure, 2020
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4.4.3 Lessons from the Indian Experience

According to a recent report by the Comptroller and Auditor General (CAG), several offset contracts built into
multiple defence deals had not contributed to transfer of high-end military technology into the country to the
extent it was expected from them. The report noted that foreign vendors who made several offset commitments
to qualify for a contract, could not fulfil their commitments. For instance, top companies like Dassault Aviation
and weapons-supplier MBDA were yet to confirm the transfer of technology to the Defence Research and
Development Organisation (DRDO), even though it was part of the offset contract. Similarly, the DRDO sought
Technical Assistance for the indigenous development of engine (Kaveri) for the Light Combat Aircraft from Dassault
Aviation, for which transfer of technology has not yet taken place. India presently lacks a technically competent
system to plug the technology and industrial gaps in the defence industry. There is a need to systematically
formulate offsets policies and proactively engage in identifying opportunities for utilizing offsets linked with
defence acquisitions to organically enhance exports. The offset policy needs to be tweaked for ensuring
compliance and providing adequate bargaining power to the Indian government. For example, India needs to
reconsider the system of declaring a single L1 winner in competitive bidding, which leaves the government with
little or no bargaining power. Instead, the government could identify at least two potential winners and negotiate
simultaneously, covering all aspects including offsets and select the best possible deal.

Another important lesson emerges from the challenges faced by domestic industries due to countertrade deals.
For instance, in the case of palm oil imports from Malaysia through barter trade arrangement, the Solvent
Extractors Association of India have raised concerns that substitution of Indian edible oil with cheaper imported
palm oil, particularly from countries like Malaysia or any effort to encourage subsidised imports through public
sector undertakings could turn out to be counterproductive for the domestic producers in the industryZ4,
particularly for those who are engaged in oilseed production. Thus, it is essential to be mindful of the domestic
industries’ competitiveness which could be hampered through a countertrade deal. A similar issue has also been
noted with regard to India’s defence offset policies. Given the criticality of business viability and technological
complexity in the sector, private sector players, particularly MSMEs could potentially benefit from offsets. An
exemption to single vendors from the purview of offset, in addition to the existing exemptions to IGA/FMS, would
severely impact the development of private capacities in the defence sector, especially in the MSME sector.

India’s countertrade arrangement with Iran can serve as a learning template for future arrangements. The
information gap between the Indian and Iranian businesses was one of the impediments for bilateral trade under
the arrangement. To address the information gap, an online portal viz. Hind-Iran portal for facilitating trade
between India and Iran was launched as a joint initiative of STC and Douman Queshm, Iran, to enable information
dissemination relevant to Indo-Iran Trade, and to provide an e-marketplace for the buyers and sellers of the two
countries. The portal aimed to bridge the communication divide which the business communities faced. More of
such initiatives need to be developed to promote and facilitate countertrade arrangements with other countries
as well.

The sustenance of countertrade arrangement also requires concomitant demand for products from both partners.
The Indian experience also highlights the possible challenges that may arise due to dip in imports from either
side. For example, since May 2019, the rupee-rial payment mechanism for exporters is facing severe setback
owing to the reduced oil imports from Iran, which has led to loss of funds in the deposit accounts of the rupee-
rial mechanism put in place for trade with Iran. The banks would be unable to extend support under the special
mechanism until the funds are available. Therefore, countertrade mechanisms need to be sustained and altered
in a way that ensures the continuity of countertrade transactions between partner countries.

24 Article in the Hindu Business Line - 'Solvent extractors ask govt to stop pampering urban consumers, encourage oilseed farmers' dated November 4,
2020 (https://www.thehindubusinessline.com/markets/commodities/solvent-extractors-ask-govt-to-stop-pampering-urban-consumers-encourage-oil-
seed-farmers/article33019297.ece)
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Countertrade Arrangement Strategy
in the Indian Context

The advantages of countertrade arrangements clearly underscore the need for a comprehensive countertrade
strategy in the Indian context. The vision of the countertrade strategy could be two fold—(i) for extending
development finance assistance to the needy developing countries, thereby ensuring sustained capacity to
support developmental projects in other developing countries, especially during global downturns; and (ii) to
tap lesser explored geographies having potential to trade with India but facing challenges in foreign exchange
availability.

5.1 Objectives of Countertrade Arrangements

36

Extending Sustainable Development Finance Assistance under India’s Developmental Assistance Program:
The GOI provides development finance assistance to sovereign governments of developing countries through
its various programmes, such as the LOC and CFS. The GOl also supports development projects in developing
countries through programmes such as BC-NEIA. The LOC, BC-NEIA and CFS programmes, operated
through India Exim Bank, provide concessional financing to developing countries, thereby fostering India’s
commitment to South-South cooperation and providing developing countries with resources to fulfil their
developmental objectives. Many of the borrower countries benefitting from the developmental assistance,
face huge trade deficits and shortage of foreign exchange reserves, and are classified as ‘high risk’ or ‘in debt
distress’ by the IMF (Annexure 1). Several countries are already under debt distress, and the coronavirus
pandemic can potentially lead to a morass of debt distress in the short to medium term. Countertrade
may offer a solution for recovery of some of the dues. Countertrade could also facilitate continuation of
original repayment schedule, without the need for restructuring. From the perspective of future lending as
well, countertrade can be used to secure repayments, and ensure sustainability of the development finance
partnerships of India with developing countries.

Tapping Lesser Explored Geographies Having Potential to Trade but Facing Challenges in Foreign Exchange
Availability: Countertrade arrangement can alleviate currency and/or payment risks for exporters, thereby
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allowing them to trade with lesser explored geographies. This could especially be used in case of trade
with countries that lack foreign exchange availability or have restrictions on outward remittance of foreign
currency, but are otherwise acceptable in terms of macroeconomic conditions and debt levels. Such
countries present considerable opportunities for Indian exporters. However, banks and financial institutions
are reluctant to provide export credit and to deal with export documents or issue e-BRC pertaining to such
countries. As banks are wary of facilitating such transactions, the possibility of countertrade arrangements
can help establish stronger trade linkages with such countries.

5.2 Debt-for-Goods: Trade Model

5.2.1 Key Products and Markets

An initial step for the countertrade strategy would be focusing on countries with restrictions on outward
remittances of foreign currency, and countries which require development financing but are under debt distress
or facing high risk of debt distress. A list of countries have been identified to start with, and the potential items
of import from those countries under a countertrade arrangement have been identified based on the following
parameters (Table 3 and Annexure 2):

Products of the countertrade partner should be in the category of mineral fuels or non-fuel primary
commodities such as agricultural products and mineral resources. A long-term countertrade strategy can
meet the resource needs of Indian industry, and also engender value chain linkages. [Ensuring that the
import is complementary, and not competing with manufacturing in India]

India should have existing global imports of at least USS 10 million in the identified product categories.
[Evincing adequate domestic demand)

Product should feature among the top 10 exported products of the partner country. [Indicating wherewithal
for participation in a debt- for-goods arrangement]

iv. Identification of products based on resource profiling of the countries. [Includes products which are currently
not traded, but access to the resources can be sought as part of the countertrade arrangement]
Table 3: List of Select Countries for Countertrade along with Potential Products (All values in US$ Mn)
. Total Exports to | Total Exports to
Country Select Potential Products India in 2019 World in 2019
Crude Oil, Natural Gas, Oilseed, Cashew Nut,
Nigeria Aluminium, Lead, Technically specified Natural 8264.4 53624.7
Rubber, Urea, Cocoa beans, Hides and Skins
Libya Crude Qil, Gold, Propane, Urea 81.8 27733.4
Iran Crude OQil, Pistachios, Copper, Urea, Zinc, Dates, 4089.6 26987 8
Grapes, Saffron
Venezuela Crude Oil, Gold, Cocoa, Aluminium, Lead 5581.6 16296.5
Copper, Rubies, Sapphires and Emeralds, Raw Cane
Zambia Sugar, Cotton, Lead, Diamond, Wood and Wood 55.9 6962.5
Products
Republic of Congo | Crude Qil, Copper, Wood and Wood Products 735.9 5575.9
Tanzania Gold, Oilseeds, Copper, Pulses, Diamond, Cashew 836.8 4924.0
Nut, Cloves, Urea, Coffee
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Total Exports to

Total Exports to

Country Select Potential Products India in 2019 World in 2019
Coal, Aluminium, Titanium, Rubies, Sapphires and
Emeralds, Natural Gas, Aluminium, Pulses, Oilseeds
M bi ’ ’ ’ ’ 803.9 4722.3
ozambique and Oil, Urea, Potassium Chloride, Wood and Wood
Products
Guinea-Bissau Cashew, Wood and Wood Products, Cotton, Sesamum 93.1 990.2
seeds
Belarus Potassium ChI(‘)rlde‘, Crude Oil, Flax, Wood and Wood 389.1 39955.1
Products, Erucic Acid
Tea, Rubies, Sapphires and Emeralds, Diamonds,
Sri Lanka animal feed, Cloves, Lead, Copper, Areca Nuts, 1010.9 11102.4
Cinnamon
Crude Oil, Sesamum seeds, Natural gum Arabic,
Sudan Cotton, Melon seeds, Gold, Pulses, Lead, Oil and 475.6 4117.3
Oilseed
Gold, Lead, Diamonds, Fruits (Apples and Pears),
Lebanon Nuts, Rubies, sapphires and emeralds, Unwrought 11.8 3731.4
Lead
Copper, Cobalt, Crude Qil, Gold, Diamonds, Wood and
DRC 24.1 8367.9
ongo Wood Products, Technically specified Natural Rubber
Yemen Crude Qil, Fish, Coffee, Lead, Hides and Skins, Onions 531 1390.5
and Shallots
Chad Crude Oil, Sesamum Seeds, Natural Gum Arabic, 193.3 12552
Cotton
Gambia Crude' oil, Wood and Wood products, Cashew, Fish 14 4.6
and Fish products, Sesamum seeds
Nicaragua Gol.d, Coffee, Raw Cane Sugar, Palm Qil, Pulses, Frozen 31 52776
shrimps
Comoros Cloves, Scrap of iron & steel 9.6 49.6
Calcium phosphates and aluminium calcium
. phosphates, Spices, Barley, Pistachios, Almonds,
Syria Pulses, Aluminium, Wool, Hides and Skin, Cotton, 152 708.0
Almonds, Apples, Lead
L [ i f
somalia S.esam.um seeds,. ac, natural gums, resins, frozen 53.0 417.8
fish, hides and skin
Id, R Ti ic, W Wi
Fil Gold, Raw Cane Sugar, Turmeric, Wood and Wood a1 1033.4
Products
Djibouti Pulses, Oil seeds, Coffee 22.0 155.8
Central Afri
en ra. rican Wood and Wood Products, Gold, Diamonds, Cotton 0.9 68.8
Republic
Di Plati R C Ch i
Zimbabwe iamonds, Pla num, aw Cane Sugar, Chromium, 01 4260.0
Cotton, Oranges, Nickel
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Country Select Potential Products TT:Z::’;:‘:;: gto T\(;\;z:-lzxi':\o;:)i;o
Cuba Raw Cane Sugar, Crude Oil, Lead 1.9 1581.3
North Korea Glass, Zinc, Oil seeds 1.4 261.3
Eritrea Copper, Pepper 0.0 329.5
Burundi Coffee, Tea, Lead, Hides and Skin, Gold 0.3 180.8
Seychelles Crude Qil, Fish and Fish products 1.6 844.9

Source: Data for trade from ITC TradeMap, India Exim Bank Research

5.2.2 Debt Servicing Capacity for Select Countries

The aforementioned potential products could help the borrowing country to export and thereby repay their
borrowings under the GOI’s development assistance programmes. Table 4 exhibits the indicative debt servicing

capacity through countertrade for select countries, and the potential products that could be considered by the
borrower countries under a countertrade arrangement, so that the debt burden is minimised.

Table 4: Scope for Loan Repayment through Countertrade for Select Countries (All Values in USS Mn)

Exports Approx. Loan Servicing Capacity
Country Potential Products to India in through Countertrade
2019 (Over a 10-year period)

Pfetrol.eum 0|Is‘ and oils obtained from 259 9 9599.0
bituminous minerals, crude
Sesamum seeds, whether or not broken 130.9 1309.0

Sudan Melon seeds 44.7 447.0
Natural gum Arabic 9.5 95.0
Cotton, neither carded nor combed 2.3 23.0
Total of the Potential products 440.3 4403.0
Pgtrolﬁeum 0|Isj and oils obtained from 6723 6723.0

. bituminous minerals, crude

Republic of

Congo Tropical wood in the rough 0.6 6.0
Total of the Potential products 672.9 6729.0
Rubies, sapphires and emeralds 36.9 369.0
Unwrought lead 0.2 2.0
Copper, unrefined 0.1 1.1

Zambia )
Copper, refined, unwrought 0.05 0.5
Diamonds, worked 0.02 0.2
Total of the Potential products 37.3 372.8
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Exports Approx. Loan Servicing Capacity
Country Potential Products to Indiain through Countertrade
2019 (Over a 10-year period)
Dried, shelled kidney beans 8.8 88.0
Dried, shelled chickpeas “garbanzos” 5.1 51.0
Soya beans, whether or not broken 4.1 41.0
Djibouti Coffee (excluding roasted and
. 0.4 4.0
decaffeinated)
Oil seeds and oleaginous fruits 0.4 4.0
Total of the Potential products 18.8 188.0
Cloves, whole fruit 86.1 861.0
Comoros Waste and scrap of iron or steel 0.01 0.1
Total of the Potential products 86.1 861.1
Fresh or dried cashew nuts, in shell 92.2 922.0
Guinea Bissau | Waste and scrap of iron or steel 0.7 7.0
Total of the Potential products 92.9 929.0
Gold, incl. gold plated with platinum,
Suriname in semi-manufactured forms, for non- 563.3 5633.0
monetary purposes
Wood in the rough 9.3 93.0
Fresh or dried cashew nuts, in shell 7.2 72.0
Sesamum seeds, whether or not broken 1.3 13.0
Sil incl. sil lated with gold
|Iv§r,|nc Si Vfarpa 9} \zn jo or 1.0 10.0
Burkina Faso | Platinum, semi-manufacture
Soya beans, whether or not broken 0.6 6.0
Oil seeds and oleaginous fruits, whether or
not broken (excluding edible nuts, olives, 0.5 5.0
soya
Total of the Potential products 19.9 199.0
Dried, s”helled beans of species “Vigna 200.6 2006.0
mungo
Husked Brown rice 0.1 1.0
Myanmar Sesamum seeds, whether or not broken 0.1 1.0
Broken rice 0.1 1.0
Total of the Potential products 200.9 2009.0
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Exports Approx. Loan Servicing Capacity
Country Potential Products to Indiain through Countertrade
2019 (Over a 10-year period)
Cotton, carded or combed 443 443.0
Live sheep 0.6 6.0
Fresh or dried cashew nuts, in shell 0.5 5.0
E:;at:g;nne animals (excluding cattle and 13 13.0
Sesamum seeds, whether or not broken 0.1 1.0
Total of the Potential products 46.8 468.0
Soya beans, whether or not broken 43.7 437.0
Dried, shelled chickpeas 15.8 158.0
Ethiopia Dried, shelled kidney beans 10.5 105.0
Sesamum seeds, whether or not broken 1.0 10.0
Total of the Potential products 71.0 710.0
Fresh or dried cashew nuts, in shell 173.1 1731.0
Cotton, neither carded nor combed 78.1 781.0
Cote d'lvoire S:S;;E;;tgo'd plated with platinum, 478 478.0
s::;gef?e(ii);igj)ing roasted and 11.9 119.0
rCc:)aC;Z:eans, whole or broken, raw or 11.0 110.0
Total of the Potential products 395.6 3956.0

Source: Data for trade from ITC TradeMap, India Exim Bank Research

5.2.3 Process Flow

Countertrade is a specialized activity which would require expertise in commercial research, cross-border
commodity trade, procurement law/policies, contract negotiations, international documentation, finance,
insurance etc. India Exim Bank, either through a separate division or a subsidiary, can bring together a multi-
disciplinary team for undertaking countertrade related business in the nature of debt-for-goods. Public sector
units, especially trading houses such as the MMTC and the STC could also explore opportunities for countertrade
through other aforementioned models, especially in countries where it makes economic sense to engage in such
arrangements.

Countertrade could serve as an additional security for medium to long term financing facilities extended under the
Government of India's development partnership programmes. It can serve as a fall back option for repayments and
recovery. With respect to the debt-for-goods model, the blueprint for the arrangement should foster the values
ensconced in India’s development partnership. The Lines of Credit is a demand responsive program, and the
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countertrade arrangement should embody its ethos of non-intrusion, mutual benefit and collective development.
For both existing and new LOCs, Ministry of External Affairs, GOl could discuss the prospect for countertrade
arrangement with the borrowing government, and seek the prospective list of products which could be traded
under the arrangement. The sellers of these products would also be identified by the borrowing government.

In case of other countries with restrictions in outward remittances of foreign currency as well, the identification
of products for countertrade should be through mutual consultation.

After the identification of products by the government of partner country, India Exim Bank could assess the demand
for the products, and consult buyers of the product in India and abroad for engagement in the countertrade. The
buyers could be:

o Domestic trading houses like the MMTC, and the STC

. International trading houses like Olam, Cargill, COFCO and Wilmar

e Public sector units

e Large private sector entities with sizeable demand for the product

e Agencies which could engage in commodity auction in the domestic market

Some of the Indian companies importing select potential products have been identified at Annexure 3. For
countertrade arrangement with international trading houses as buyers, a switch trading model can be adopted.

To encourage participation in the transaction, GOI could provide duty waivers for imports by the buyers in India,
on case by case basis. Involvement of PSUs could also be encouraged by the GOI.

The pricing could be mutually agreed by the buyer and seller of the product, and should be reflective of the
international prices at the time of purchase. The pricing could be indexed to the price on recognized commodity
exchanges, and could be monitored for any marked deviations. The quantum of imports should also be in
consonance with the debt obligations of the borrowing government. Whenever the borrowing countries are facing
severe financial crunch (for example in situations during recession or pandemic) bulk imports could be adopted
as one-time solution, and in other cases periodic trade could be used as the solution for debt repayments. In case
the nature of the goods and demand from the buyer require large quantum of imports, bulk imports can be made
by the Indian buyer and the Bank can consider remitting the excess recovery to the borrower. Performance risk
in the transaction can be addressed through third party certifications. Approval from the RBI under FEMA may
be required for such arrangement.
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Figure 16: Proposed Process Flow under the LOC

Payment as per
agreement

Borrowing > Exporter in
Government |EEEEEEE——
1. Consultation 2. ldentify LRl i
N for Countertrade Product and Country
Seller Agreed
quantity of
Advise on 3. Communicate goods
the Potential Products 5. Pricing and Terms imported
settlement to be Negotiated by India at
of dues agreed
v 4. Demand Assessment; Identification of Buyer;

and Consultation

Importer

India Exim Bank in India

Payment made to India Exim Bank
as per the tripartite agreement
among importer, India Exim Bank
and Borrowing Government

——» Refers to the Process of Entering into Countertrade Agreement
—— Refers to the Payment Agrrangement

There may be a possibility that the goods identified for countertrade by the borrowing government may not
have sufficient demand in India. In such a scenario, a hybrid of the switch trade model and debt-for-goods model
can be adopted for countertrade. An international trading house such as Olam, Cargill, COFCO and Wilmar, can
be engaged to serve as a switch trader, and the borrowing government could sell the negotiated value of goods
to the switch trader. The payment for the goods can be credited to India Exim Bank by the switch trader, which
would be utilized to service the debt of the borrowing country.

5.3 Debt-for-Goods: Investment Model

5.3.1 Key Products and Markets

The space industry, electronics, information technology and communications, energy sector, electric batteries,
nuclear industry, among others, are significantly dependent on various critical minerals and rare earths. India
is endowed with a wide array of mineral resources, but some strategic minerals are in limited supply, leading
to significant import dependence. Securing these mineral resources are important for India to meet some of its
developmental objectives. For example, India has set a target of achieving an all-electric vehicle fleet by 2030, but
it has marginal reserves of minerals such as lithium and cobalt which are critical for development of the industry.

The countertrade strategy can meld with India’s quest for ensuring access to strategic minerals. Annexure 4
provides an illustrative list of minerals produced in the countries taken into consideration.

5.3.2 Process Flow

Developing countries often lack the capital, technology and management skills to leverage their mineral resources,
and offer the assets in their extractive industries to foreign companies. In this regard, the borrower countries
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that are facing high risk of debt distress could consider repayments through a resource for infrastructure model,
explained in the earlier chapter. In assets which are offered for exploration and mining by borrowing governments
or government owned agencies, prospective Indian companies can be approached by the GOI or India Exim Bank
for considering the proposal. Based on the analysis of the feasibility report, any Indian company can consider
acquisition of the assets, and enter into a negotiation with the borrowing government. Upon negotiations, a
tripartite agreement can be finalised for a debt-for-goods arrangement through the investment route. The license
fee cost of acquisition/loyalty/revenue share payable by the Indian entity to the host government could support
repayments.

In the extractive industries, host countries often have concerns associated with unequal bargaining strengths,
rent-sharing, transfer pricing practices, and environmental and social costs. Therefore, the process of repayments
through the investment route, as in the case of trade route, should be based on a mutually consultative process.
Further, for the arrangement to be viewed more favourably, the terms of the acquisition should ensure long-term
and sustainable development gains for the local community from the extractive activities. For example, in the
agreement between China and the DR Congo for development of infrastructure in return for copper and cobalt
concessions, some terms and conditions are included which ensured positive spillover effect on the domestic
economy. The agreement stipulated that only one in five workers can be Chinese. Further, in each of the projects,
0.5 percent of the investment had to be spent on transfer of technology and on training Congolese staff, 1 percent
had to be spent on social activities in the region, and 3 percent to cover environmental costs. Apart from this, 10
to 12 percent of the work was to be subcontracted to Congolese companies.

5.4 Regulations for Countertrade

As per RBI Master Circular on Exports of Goods and Services, notified vide Notification No. FEMA 23/2000-RB
dated May 3, 2000, amended from time to time, Countertrade proposals involving adjustment of value of goods
imported into India against value of goods exported from India in terms of an arrangement voluntarily entered
into between the Indian party and the overseas party through an Escrow Account opened in India in USD will be
considered by the RBI subject to following conditions:

(i)  All imports and exports under the arrangement should be at international prices in conformity with the
Foreign Trade Policy and Foreign Exchange Management Act, 1999 and the Rules and Regulations made
there under.

(ii) Nointerest will be payable on balances standing to the credit of the Escrow Account but the funds temporarily
rendered surplus may be held in a short-term deposit up to a total period of three months in a year (i.e., in
a block of 12 months) and the banks may pay interest at the applicable rate.

(iii) No fund based/or non-fund based facilities would be permitted against the balances in the Escrow Account.

(iv) Application for permission for opening an Escrow Account may be made by the overseas exporter /
organisation through his / their AD Category — | bank to the Regional Office concerned of the Reserve Bank.

Presently, the regulatory framework does not provide an outline to undertake Debt-for-Goods transactions and
the lack of regulatory clarity is a hurdle for engaging in countertrade activities. For every such transactions, specific
approvals from RBI will be required. Moreover, for the investment model as well, approvals will be required from
the RBI and facilitation by banks/ financial institution in India.
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Way Ahead

Countertrade could be an additional/alternative mechanism for providing payment and settlement solutions
when there exist challenges to open trade due to reasons delineated in the chapters. At the same time, there
is a need for factoring in specific challenges faced by the borrowing countries and the feasible options for
facilitating the same with the partner countries, to sustain the developmental partnership as well as commercial
engagements, which could be a win-win for both. It would, therefore, require across-the-board engagement with
several stakeholders.

For conceptualisation and operationalisation of a countertrade strategy, a Task Force may be set up with
representation from Ministry of Finance, Ministry of External Affairs, Ministry of Commerce and Industry,
Directorate General of Foreign Trade, Reserve Bank of India, Commercial banks such as SBI and UCO Bank,
Development Financial Institutions such as India Exim Bank, and Public Sector Trading Companies. Based on the
recommendations of the Task Force, a roadmap could be worked out to explore the possibilities for countertrade
with a few identified countries, to begin with.

Based on the repayment history under the GOI supported LOC/BC-NEIA Programmes piloted by India Exim
Bank, the Standing Committee could examine the existing and new LOCs to explore opportunities under counter
trade. Based on which, the Task Force could then identify and suggest country-specific models. Debt-for-goods
is one such model that may be explored, and used as an additional security for medium to long term financing
facilities. The Ministry of External Affairs, Government of India, could then discuss with the respective borrowing
Governments on the repayments, based on the recommendations of the Task Force. India Exim Bank can act as
an Empowered Institution for operationalising countertrade subject to the approval of GOl and RBI.

In case of other countries with restrictions in outward remittances of foreign currency as well, the identification
of products for countertrade could be through mutual consultation.

There may also be a possibility that the goods identified for countertrade by the borrowing government may not
have sufficient demand in India. In such a scenario, a hybrid of the switch trade model and debt-for-goods model
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can be adopted for countertrade. An international trading house can be engaged to serve as a switch trader, and
the borrowing government could sell the negotiated value of goods to the switch trader. The payment for the

goods could be credited to India Exim Bank by the switch trader, which would be utilized to service the debt of
the borrowing country.

To further strengthen the opportunities under such countertrade arrangements, India may have to set a
countertrade policy in place. The regulations pertaining to repatriation of money and exports of goods may also
need to be reviewed and streamlined for undertaking countertrade activities. A formal institutional framework
may also be worked out, along with formal counter trade laws in lines with the United Nations Commission on
International Trade Law (UNCITRAL) guidelines.
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Annexure

|

Countries Classified as ‘High Risk’ or

‘In Debt Distress’ by the IMF

as On January 31, 2021

Status as on Date

Country (MM/DD/YY) Distress 1/

Afghanistan 11/13/2020 High

Burundi 04/01/2015 High
Cameroon %/ 11/09/2020 High

Cabo Verde 2/ 11/10/2020 High

Central African Republic 04/28/2020 High

Chad 08/05/2020 High

Republic of Congo 2/ 01/27/2020 In debt distress
Djibouti 05/12/2020 High

Dominica %/ 09/05/2018 High

Eritrea

Ethiopia 05/06/2020 High

The Gambia 04/23/2020 High

Ghana 04/16/2020 High

Grenada %/ 07/03/2019 In debt distress
Haiti 04/20/2020 High

Annexure 1
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Gonmnte. Status as on Date Distress ¥/
(MM/DD/YY)

Kenya 05/11/2020 High

Kiribati 01/24/2019 High

Lao P.D.R. 08/08/2019 High

Maldives 04/23/2020 High

Marshall Islands 09/10/2018 High
Mauritania 09/16/2020 High
Micronesia 09/06/2019 High
Mozambique 04/29/2020 In debt distress
Papua New Guinea %/ 06/26/2020 High

Samoa 04/28/2020 High

S30 Tomé and Principe 08/04/2020 In debt distress
Sierra Leone 06/10/2020 High

Somalia 11/30/2020 In debt distress
South Sudan 11/16/2020 High

St. Vincent and the Grenadines 2/ 05/29/2020 High

Sudan 10/23/2020 In debt distress
Tajikistan 05/07/2020 High

Tonga 02/01/2021 High

Tuvalu 07/05/2018 High

Zambia 08/02/2019 High
Zimbabwe %/ 03/26/2020 In debt distress
Notes:

1. As of January 31, 2021 and based on the most recently published data, 7 countries are in debt distress, 28 countries are at high risk,
23 countries are at moderate risk, and 11 countries are at low risk of debt distress.

2. PRGT-eligible IDA-blend countries.
Source: IMF
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Indicative List of Buyers in India

Trading Companies
MMTC Ltd.
STC Ltd.
Trafigura Ltd.
Crude Oil
Hindustan Petroleum Corporation Ltd.
Indian Qil Corporation
Bharat Petroleum Corporation LTd.
Agricultural Commodities
Food Corporation of India Ltd.
National Agricultural Cooperative Marketing Federation of India Ltd
Advantage Overseas Pvt. Ltd.
Olam India
Urea/ Fertilizers
India Potash Ltd.
Gold
PEC Ltd.
Rough Diamonds
Diamond India Ltd.
Coal
Adani Enterprises Ltd.
Copper
Hindalco
Sterlite Copper
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Annexure

a4

lllustrative List of Minerals
produced by Countries

Country Minerals Produced

Iron, Manganese, Niobium, Tantalum, Tungsten, Beryllium, Lead, Lithium, Tin,

Nigeria Zinc, Gold, Baryte, Feldspar, Gypsum, Kaolin, Talc, Zircon, Steam Coal, Natural Gas,
Petroleum

Libya Gypsum, Salt, Sulphur, Natural Gas, Petroleum
Iron, Chromium, Manganese, Molybdenum, Titanium, Aluminium, Antimony,
Arsenic, Bauxite, Copper, Lead, Mercury, Zinc, Gold, Silver, Baryte, Bentonite,

Iran Boron, Diatomite, Feldspar, Fluorspar, Gypsum, Kaolin, Magnesite, Perlite,
Phosphates, Potash, Salt, Sulphur, Talc, Vermiculite, Steam Coal, Coking Coal,
Natural Gas, Petroleum

Venezuela Iron, Nickel, Aluminium, Bauxite, Gold, Diamond, Feldspar, Phosphates, Salt,
Sulphur, Steam Coal, Natural Gas, Oil sands, Petroleum

Zambia Cobalt, Manganese, Beryllium, Copper, Gold, Sulphur, Steam Coal

Congo Iron, Copper, Zinc, Gold, Diamond, Natural Gas, Petroleum

Mozambique

Niobium, Tantalum, Titanium, Aluminium, Bauxite, Beryllium, Gold, Bentonite,
Diatomite, Graphite, Salt, Zircon, Steam Coal, Coking Coal, Natural Gas, Petroleum

Tanzania

Bauxite, Copper, Tin, Gold, Silver, Diamonds, Gypsum, Kaolin, Phosphates, Salt,
Steam Coal, Natural Gas

Guinea-Bissau

Belarus Potash, Salt, Natural Gas, Petroleum
Sri Lanka Titanium, Feldspar, Graphite, Kaolin, Phosphates, Salt, Zircon
Sudan Iron, Chromium, Manganese, Gold, Silver, Feldspar, Gypsum, Kaolin, Salt, Talc,
Petroleum
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Country Minerals Produced
Lebanon Salt
DR Congo C.obalt, Manganese, Niobium, Tantalum, Tungsten, Copper, Lead, Tin, Zinc, Gold,
Silver, Diamond, Petroleum
Yemen Gypsum, Salt, Natural Gas, Petroleum
Chad Petroleum
Gambia -
Nicaragua Gold, Silver, Gypsum, Salt
Comoros -
Syria Gypsum, Phosphates, Salt, Natural Gas, Petroleum
Somalia Gypsum
Fiji Bauxite, Gold, Silver
Djibouti Salt, perlite

Central African Republic

Gold, Diamond

Zimbabwe

Chromium, Cobalt, Nickel, Copper, Lithium, Gold, Palladium, Platinum, Rhodium,
Diamond, Graphite, Vermiculite, Steam Coal, Coking Coal

Cuba

Chromium, Cobalt, Nickel, Lead, Zinc, Bentonite, Feldspar, Gypsum, Kaolin, Salt,
Natural Gas, Petroleum

North Korea

Iron, Molybdenum, Tungsten, Cadmium, Copper, Lead, Zinc, Gold, Silver, Baryte,
Fluorspar, Graphite, Magnesite, Phosphates, Salt, Sulphur, Talc, Steam Coal

Eritrea Copper, Zinc, Gold, Silver, Gypsum, Kaolin, Salt
Burundi Niobium, Tantalum, Tungsten, Rare Earths, Tin, Gold
Seychelles -

Note: Items in bold are the strategic minerals for India.
Source: BGS (World Mineral Production), the USGS (Minerals Yearbook), and India Exim Bank Research
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About Exim Bank’s Working Paper Series

As part of its endeavour in enriching the knowledge of Indian exporters and thereby to enhance their competitiveness,Exim
Bank periodically conducts research studies. These research studies are broadly categorized into three segments, viz. sector
studies, country studies and macro-economic related analysis.These studies are published in the form of Occasional Papers,
Working Papers and Books. The research papers that are brought out in the form of Working Papers are done with swift analysis
and data collation from various sources. The research papers under the series provide an analytical overview on various trade
and investment related issues.

Working Paper No.
Working Paper No.
Working Paper No.
Working Paper No.
Working Paper No.
Working Paper No.
Working Paper No.
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Working Paper No.
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Working Paper No.
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61
62
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66
67
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71
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75
76
77
78
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82
83
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85
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88
89
90
91
92
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9%
97
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Previous Working Papers brought out by Exim Bank

International Trade in Processed Food: An Indian Perspective, March 2017

Machinery Sector in India: Exploring Options for Neutralizing Trade Deficit, March 2017

Feed Africa : Achieving Progress through Partnership, May 2017

Water, Sanitation and Healthcare in Africa: Enhancing Facility, Enabling Growth, May 2017

Integrate Africa: A Multidimensional Perspective, May 2017

Manufacturing in Africa: A Roadmap for Sustainable Growth, May 2017

Power Sector in Africa: Prospect and Potential, May 2017

Indian Investments in East Africa: Recent Trends and Prospects, November 2017

Trade in Environmental Goods: A Perspective, December 2017

Oil Price and International Trade in Petroleum Crude and Products: An Indian Perspective, January 2018

Revitalising Trade Finance: Development Banks and Export Credit Agencies at the Vanguard February
2018

Connecting Africa: Role of Transport Infrastructure, March 2018

Pharmaceutical Industry: Regulatory Landscape and Opportunities for Indian Exporters, March 2018
Indo-Sri Lanka Trade and Investment Relations: Current Trends and Prospects, March 2018
Indian Investments in Latin America and Caribbean- Trends and Prospects, March 2018
Enhancing India’s Engagement in Healthcare Sector of CLMV Countries, May 2018

Act East: Enhancing India’s Trade with Bangladesh and Myanmar Across Border, June 2018
Export Strategy for Madhya Pradesh, June 2018

India-Russia Trade Relations: Recent Trends and Potential, August 2018

Indian Handloom Industry: Potential and Prospects, September 2018

India- LAC Trade: Recent Trends and Opportunities in Select Countries, September 2018
Indian Investments in West Africa: Recent Trends and Prospects, October 2018

Enhancing Exports of Technical Textiles, December 2018

Indian Tourism Industry : Exploring Opportunities for Enhancing growth, February 2019
India-SADC Trade and Investment Relations: Harnessing The Potental, March 2019

Exports from Punjab: Trends, Opportunities, and Policy Insights, March 2019

Analytical Enquiry into inertia in India’s Exports and Growth Prospects, March 2019
Promoting Exports From Bihar: Insights And Policy Perspectives, March 2019

India-Africa Partnership in Agriculture and Farm Mechanisation, June 2019

India-Myanmar Trade and Investment: Prospects and Way Forward, June 2019

Intensifying Trade Protectionism: Causes and Implications

Global Value Chain Integration: Enhancing India’s Exports

Indian Automobile Industry : At The Crossroads

India’s bilateral relations with the GCC countries: trends in trade, migration and remittances
Indian Chemical Industry: New Directions

Promoting Exports from Kerala: Insights and Policy Perspective

India Securing Rare Earth Elements

Prospects for Enhancing India-Japan Trade Relations

Strengthening Exports From Karnataka
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