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ABSTRACT

The present qualitative study aims to analyze the main conceptual, 
normative, procedural aspects, and the dynamics of interaction 
between the parties involved in the practice of compensations arising 
from the procurement or contracting of defense-related products 
and services, carried out with Brazilian companies in the aerospace 
sector. The research presents the normative framework and describes 
the dynamics of interaction between Brazilian companies, foreign 
subcontractors, and the Brazilian Air Force. The article details the 
procedures for contracting defense-related products and services 
within COMAER, highlighting the phases of the Aeronautical Systems 
and Materials Life Cycle, which include the analysis of technological 
transfer possibilities and the participation of the Brazilian industry 
using the defense offset tool. Additionally, it outlines the process 
related to Offset Agreements, divided into four phases: prospecting 
needs, design and requirements issuance, Defense Product acquisition, 
and execution of the Offset Agreement. 
Keywords: Offsets, Procurement, Technology, Aerospace Industry, 
Offset Agreements.
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INTRODUCTION

The practice of defense offsets plays a significant role in the 
modernization and development of industrial and technological 
capabilities in developing countries. In Brazil, this practice has proven 
particularly relevant in the aeronautical sector, where the acquisition of 
cutting-edge technology and the strengthening of industrial capacity are 
imperative for maintaining national sovereignty and security.

As a late-industrializing country, Brazil faces significant 
challenges in achieving technological autonomy. Defense offsets emerge 
as a strategic alternative to mitigate this technological dependence while 
promoting access to advanced technologies and the development of the 
Defense Industrial Base (BID). Through offset agreements, Brazil seeks 
not only technology transfer but also the creation of jobs, workforce 
qualification, and the strengthening of local industrial capabilities.

In this context, it is essential to understand the regulatory and 
procedural aspects that govern the practice of offsets in the country. 
Thus, the research problem emerges as follows: how are the conceptual, 
regulatory, and procedural aspects, as well as the dynamics of interaction, 
developed in the context of offsets resulting from the procurement or 
contracting of defense-related products and services from Brazilian 
companies in the aeronautical sector?

To answer this research question, the general objective of this 
study is to analyze the main conceptual, regulatory, and procedural 
aspects, as well as the dynamics of interaction among the parties involved 
in the practice of offsets resulting from the procurement or contracting 
of defense-related products and services from Brazilian companies in the 
aeronautical sector.

Accordingly, three specific objectives have been established:

1 - To identify the conceptual and regulatory aspects of offset 
agreements in the Brazilian aerospace industry;

2 – To describe the commercial and offset interaction practices 
and dynamics between the contracting entity, Brazilian companies, and 
international suppliers;

3 – To explain the processes and practices of the Brazilian Air 
Force in managing and executing offset agreements.
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This study is justified by the lack of academic works that explain 
the dynamics of offset agreements resulting from contracts with Brazilian 
companies. By exploring this reality through the concepts, procedures, 
and interaction dynamics related to offsets, this article contributes to a 
deeper understanding of defense offsets and their implications for Brazil’s 
industrial and technological development.

According to Gil’s (2017) classification, the present study is 
considered qualitative, as it seeks information that cannot be expressed in 
numerical form. It is also explanatory regarding its general objective, as it 
aims to analyze the main conceptual, regulatory, and procedural aspects 
and the dynamics of interaction among the parties involved in a specific 
phenomenon. Based on the types of research sources also described by Gil 
(2017), this study can be classified as both documentary and bibliographic. 
The documentary aspect is reflected in the analysis of documents, plans, 
and regulations of the Brazilian Air Force concerning the conduct of offset 
agreements. The bibliographic dimension is observed in the consultation 
of books and academic articles related to the topic.

As for data collection procedures, relevant data for this work were 
also gathered through field research and semi-structured interviews with 
individuals who held key roles in the projects studied. These individuals 
were selected after a rigorous analysis of their backgrounds and expertise. 
The fieldwork was carried out at the Coordinating Committee of the 
Combat Aircraft Program (COPAC) from the second half of 2022 to the first 
half of 2024, in cooperation with the project management teams involved 
in this research.

COPAC is the organization within the Brazilian Air Force 
Command responsible for managing the development, acquisition, and 
modernization projects of aeronautical materials and systems. Therefore, 
the research focused on Projects I-X, KC-390, F-5, and A-1M—projects 
managed by COPAC, which were contracted with Embraer, while the 
offsets were directly negotiated with foreign suppliers of equipment for 
these contracts.

The following section presents a brief literature review that 
discusses the theme of offsets based on specialized literature. Subsequently, 
in the third section of the article, the concepts, procedures, and interaction 
dynamics among the parties involved in the practice of offsets arising from 
the procurement or contracting of defense-related products and services 
from Brazilian companies in the aeronautical sector will be described.
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Finally, the concluding remarks will summarize the main findings 
of the research based on the objectives established in this study.

LITERATURE REVIEW

Markowski and Hall (2014) state that offsets are compensatory 
arrangements required by importing country governments as a condition 
for purchasing military goods and services from exporting countries. In 
Brazil, these compensations may arise either from the procurement of 
defense-related goods and services directly from foreign companies, or 
from contracts with Brazilian companies that need to import equipment 
to fulfill agreements with public administration representatives (Brazil, 
2023).

Governments often resort to offset agreements as a convenient 
strategy to achieve various objectives. These include justifying defense 
expenditures through added benefits such as technological development, 
improvements in the trade balance, and social gains (Hartley, 2005; Taylor, 
2005). Sandler (2000) further notes that these agreements also promote 
local development by stimulating employment and the acquisition of 
advanced technologies.

Taylor (2005) emphasizes that the goals of offsets may range from 
acquiring new technologies and capabilities to supporting local industries, 
gaining access to new markets, generating export revenues, and forming 
strategic international alliances. Hartley (2005) adds that these agreements 
protect the national defense industry by preserving jobs and technologies. 
Petersen (2011) states that the benefits of offsets can also include enhancing 
the skills and capabilities of the domestic workforce, particularly within 
the Defense Industrial Base (DIB).

However, further study is needed on the interactions among the 
parties involved in offset agreements, especially those resulting from the 
procurement of defense-related products and services from Brazilian 
companies in the aeronautical sector. Although offset agreements are not 
considered traditional expenditure contracts, they share many similar 
features.

Thus, contracts in the aerospace industry are crucial for shaping 
interactions among stakeholders. Due to the dynamic nature of these 
transactions, contractual relationships often lead to tensions, where 
expected collaboration may give way to conflict (Cullen et al., 2005). This 
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reality highlights the need to draft contracts that carefully balance these 
two aspects, as the industry frequently faces the challenge of maintaining 
strategic partnerships while protecting individual interests.

There is often a disconnect between the intended collaborative 
relationships and the adversarial nature prescribed by formal contracts in 
the aerospace industry. This tension can damage contractual relationships 
and influence formal agreements (Cullen et al., 2005). Silva (2024), through 
field research, observes that offset agreements arising from contracts with 
Brazilian companies in the aerospace sector tend to be less collaborative, 
as these offsets result from subcontracting by the Brazilian company to 
other foreign suppliers. As a result, the interaction between the contracting 
entity and the foreign subcontractor occurs later in the project, is more 
distant, and is impacted by various factors.

Offsets in the defense sector involve a variety of often conflicting 
interests. Hanna, Willen, and Zuazua (2013) identify the key actors in these 
conflicts in offset negotiations as the purchasing government, its Armed 
Forces, the contracting company, and the government of the contractor’s 
country of origin.

Purchasing governments seek offsets to acquire strategic 
technologies, reduce trade deficits, and strengthen their local industries 
(Brustolin, Oliveira, & Senna, 2016). Simultaneously, their Armed Forces 
aim to reduce lifecycle costs and risks associated with contracts. On the 
other hand, contracting companies focus on profit maximization, while 
the government of the contractor’s country is primarily concerned with 
protecting strategic technologies and maintaining investments and jobs 
domestically (Brustolin; Oliveira; Senna, 2016).

Although collaboration is desired in the aerospace industry, it 
faces significant structural and cultural barriers. Initially, parties may 
cooperate, but technical or economic difficulties often lead to defensive 
postures and conflicts (Cullen et al., 2005). Shared risk management and 
collaborative efforts become inadequate as interests diverge, particularly 
under intense pressure and rising costs.

Kirchwehm (2014) points out that priority conflicts, management 
challenges, and stakeholder disagreements can compromise offset 
projects. Specifically, in agreements resulting from subcontracting by 
Brazilian companies to foreign partners, Silva (2024) highlights factors that 
both positively and negatively impact these interactions.

The discussion surrounding offsets resulting from the procurement 
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of defense-related products and services from Brazilian companies in the 
aeronautical sector presents important complexities. According to Silva 
(2024), the presence of different parties in the expense contracts and the 
offset agreements contributes to the difficulties encountered in these 
arrangements. Understanding the distinction between those involved 
in commercial contracts and those in offset agreements is essential to 
grasp the tensions that arise during the process. In this context, foreign 
companies may see the offset agreement merely as an obligation, without 
a genuine commitment to achieving the expected success, as there is no 
direct economic benefit—only the fulfillment of pending offset credits. 
Furthermore, the original commercial contract was signed with a 
Brazilian prime contractor, not directly with the government entities that 
will negotiate the offset obligations, adding an extra layer of complexity to 
the situation.

THE PRACTICE OF OFFSETS WITH BRAZILIAN 
COMPANIES – CONCEPTS, PRACTICES, AND INTERACTION 
PROCEDURES RELATED TO COMPENSATIONS ARISING FROM 
CONTRACTS WITH BRAZILIAN COMPANIES

In order to achieve the general objective of this study—which is 
to analyze the main conceptual, regulatory, procedural aspects and the 
dynamics of interaction among the parties involved in the practice of 
offsets arising from the procurement or contracting of defense-related 
products and services from Brazilian companies in the aeronautical 
sector—it is important to first present the conceptual approach to what 
constitutes a Brazilian company within the scope of this research.

Brazilian or National? – The Conceptual Aspect of Corporate 
Origin

	
Conceptually, attention must be paid to the terminology used on 

the topic, including that found in some regulations. The terms “Brazilian 
Company” and “National Company” may seem synonymous at first 
glance, but there is a subtle distinction between them, which may vary 
depending on context. The term “Brazilian Company” refers to a company 
that is registered or headquartered in Brazil. It may operate only nationally 
or also have international operations. The term emphasizes the origin or 
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nationality of the company.
The term “National Company” is broader and can be interpreted 

in various ways. It may refer to a company that operates across the entire 
territory of a specific country, regardless of ownership. For example, in the 
U.S., a “National Company” might be one that operates nationwide but is 
not necessarily American-owned. However, in some contexts, “National 
Company” may be used interchangeably with “Brazilian Company” to 
describe a company headquartered or registered in Brazil.

In its original wording, the 1988 Federal Constitution, in Article 
171, made a distinction between Brazilian companies and Brazilian 
companies with national capital, granting specific benefits and privileges 
to the latter (Brazil, 1988). According to Barbosa (2011), the constitutional 
definition in Article 171 aimed to ensure temporary and permanent 
protection for certain companies considered strategic for national defense 
and the country’s technological development. However, in 1995, the 
definitions of Brazilian company and Brazilian company with national 
capital were removed from the Constitution, eliminating the distinction 
based on capital origin and promoting equal treatment for all companies 
(Brazil, 1995).

Overall, it is observed that, both in the literature and in the 
regulatory framework itself, the differentiation between the terms is not 
very clear, and at times, the terms are used interchangeably. ICA 360-1 
(2020) uses the term “national company” (Brazil, 2020b), while the GM-
MD Ordinance No. 3,990, which establishes the Defense Technological, 
Industrial and Commercial Compensation Policy (PComTIC Defesa), uses 
the term “Brazilian company” (Brazil, 2023).

Therefore, although internal Brazilian Air Force regulations use 
the term national company, due to the reference in the superior regulation 
(Brazil, 2023), this study will adopt Brazilian company to refer to business 
entities recognized as legal persons in Brazil.

Having clarified the terminological distinctions, the next section 
will address the legislation that governs the subject of offsets in Brazil.

Regulatory Support and Its Chronology

The chronological organization of the main regulatory milestones 
related to the topic is an interesting way to understand the relationship 
between various legal provisions. The journey through legislative 
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milestones begins with the 1988 Federal Constitution, which, in Articles 
218 and 219, laid the foundation for promoting the development of science, 
technology, and innovation, including technology transfer (Brazil, 1988).

In 1991, the Brazilian Air Force issued Ordinance 853/GM2, 
establishing the Ministry of Aeronautics’ Commercial, Industrial, and 
Technological Offset Policy, which presented the first guidelines on the 
subject.

Ordinance No. 747/GM2, dated September 21, 1992, approved 
directive DMA 360-1, which defined the commercial, industrial, and 
technological offset policy of the Ministry of Aeronautics for the aerospace 
sector (Brazil, 1992). This policy aimed to foster the national industry, 
establishing that import contracts exceeding US$ 1 million should include 
an Offset Agreement. This agreement sought benefits in the form of co-
production, technology transfer, industrial capacity building, among 
others.

In 2002, Normative Ordinance No. 764 from the Ministry of 
Defense (MoD) established that the responsibility for implementing the 
Policy and Guidelines on Commercial, Industrial, and Technological 
Offsets of the Ministry of Defense would fall to the Armed Forces 
Commands, in their respective areas. It also set the threshold of US$ 
5,000,000.00 for requiring offsets in defense product imports, whether in a 
single purchase or cumulatively with the same supplier within a twelve-
month period, provided such transactions were backed by current legal 
provisions (Brazil, 2002).

In 2005, the Brazilian Air Force revoked Ordinance 853/GM2 of 
1991 and established ICA 360-1, addressing key concepts and strategic 
actions related to commercial, industrial, and technological offsets in 
aeronautics (Brazil, 2005).

In 2006, Normative Ordinance No. 586/MD established the strategic 
actions for the National Defense Industry Policy (PNID), mandating the 
adoption of technology transfer offsets in Offset Agreements, especially 
those related to the defense sector (Brazil, 2006).

In 2010, Law No. 12.349 added paragraph 11 to Article 3 of Law 
No. 8.666 of June 21, 1993, allowing the inclusion of requirements for 
Commercial, Industrial, and Technological Offset measures in public 
procurement notices for goods, services, and works contracts by the Public 
Administration (Brazil, 2010). The same provision was upheld in Law No. 
14.133/2021, starting from Article 26 (Brazil, 2021a).
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Law No. 12.598 of 2012 established special rules for the 
procurement, contracting, and development of defense products and 
systems. It also defined key terms such as Defense Product, Offset, 
Offset Agreement, and Offset Plan. The law defines an offset as any 
practice agreed upon by the parties involved, serving as a condition for 
the purchase or contracting of goods, services, or technologies, aiming 
to generate technological, industrial, or commercial benefits as guided by 
the Ministry of Defense (Brazil, 2012).

In 2013, Decree No. 7.970/2013 regulated certain provisions of Law 
No. 12.598 of March 22, 2012, establishing special rules for the procurement, 
contracting, and development of defense products and systems. It also 
designated the Ministry of Defense as responsible for authorizing and 
overseeing defense product imports involving commercial, technological, 
or industrial offsets (Brazil, 2013).

In 2018, Normative Ordinance 61/GM-MD revoked the earlier 
Ordinance 764 and updated the Ministry of Defense’s Policy and Guidelines 
on Commercial, Industrial, and Technological Offsets (PComTIC Defense), 
establishing that import contract negotiations for defense products 
conducted by the Armed Forces or bodies within the Ministry of Defense, 
with a net value equal to or greater than US$ 50,000,000.00, must necessarily 
include an Offset Agreement (Brazil, 2018).

In 2020, the Air Force Command reissued the instruction 
governing the principles for negotiating technological, industrial, and 
commercial offset agreements in aeronautics, ICA 360-1. It made clear that 
it had adopted a strategy, under its management and direction authority, 
of seeking reciprocity from foreign suppliers of goods and services 
in aerospace-related procurements, aiming at the development and 
technological-industrial modernization of the Brazilian Aerospace Sector 
(Brazil, 2020b). Compared to the previous version, the 2020 document 
updated several terms and added a specific chapter on offsets arising from 
contracts with domestic companies.

In 2021, Law No. 8.666/93 was replaced by the new Public 
Procurement Law, Law No. 14.133/2021. The new law introduced significant 
changes in various areas compared to the previous legislation. However, 
regarding offsets, it maintained the guidelines for public procurement. 
According to these guidelines, contracted companies must implement 
commercial, industrial, and technological offset measures in favor of the 
Public Administration, as stated in the procurement notices for goods and 
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services (Brazil, 2021a).
In 2021, Ordinance GM-MD No. 3.662, dated September 2, 

revised the Defense Technological, Industrial, and Commercial Offset 
Policy (PComTIC Defense), providing clearer definitions and detailing 
the various types of offsets. It introduced a more strategic approach, 
encouraged long-term cooperation, and strengthened offset agreement 
management through the creation of surplus credit banks. The policy also 
emphasized the need for flexibility in negotiations and ensured that the 
acquisition of Defense Products (PRODE) aligned with national interests, 
promoting more robust and coordinated management among the Armed 
Forces Commands and other Ministry of Defense bodies (Brazil, 2021b).

In 2023, PComTIC Defense was updated once again by Ordinance 
GM-MD No. 3.990, dated August 3, 2023. This document is the most recent 
regulation applicable to the procurement and contracting of defense-
related goods and services carried out by the Ministry of Defense, the 
Armed Forces Commands, and associated entities, whether involving 
imports directly or those made by Brazilian companies contracted by 
these bodies (Brazil, 2023).

The 2023 PComTIC Defense focuses on strengthening Brazil’s 
defense industry, promoting technological development, and seeking 
autonomy. Its goals include fostering national technological, industrial, and 
commercial capabilities, reducing foreign dependency, and enhancing the 
value of defense-related products through nationalization and innovation. 
Additionally, it aims to insert the domestic industry into the global market 
by promoting high value-added products stemming from research and 
development and consolidating Brazil’s technological base in strategic 
areas for national defense (Brazil, 2023).

A significant and innovative addition introduced in the 2021 
version of PComTIC Defense — and retained in 2023 — was the possibility 
of holding contracted Brazilian companies accountable if foreign suppliers 
fail to fulfill offset commitments with the Public Administration. This 
change, outlined based on responsibilities in the bidding documents or 
equivalent, aims to ensure that Brazilian companies are more discerning 
in selecting their foreign suppliers and more effective in managing their 
commitments, which could result in more efficient execution of offset 
agreements from 2023 onward.

On the other hand, the 2023 edition brought a noteworthy aspect 
that formalized a previously practiced but informally handled rule 
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that could spark discussions in contract management. Article 16 of the 
regulation explicitly prohibits transferring offset costs to the commercial 
contract values. Although this is not a new practice in offset agreements, 
the formalization raises questions about the transparency of the associated 
costs.

As pointed out by Modesti and Azevedo (2004), Markowski and 
Hall (2014), and Matthews (2019), including offsets in defense contracts 
tends to increase product costs — even indirectly — due to the complexity 
of associated obligations. Thus, the formalization of the prohibition may 
reinforce the perception of hidden costs, especially considering that price 
increases are often inevitable due to the nature of offsets. Therefore, while 
the 2023 regulation reinforces an existing practice, the challenge remains 
to ensure clarity and objectivity in the contracting process, preventing 
indirect costs from being obscured or misunderstood.

Up to this point in the regulatory review of defense offsets, there 
are few differences between agreements arising from direct contracts with 
foreign or domestic companies. However, ICA 360-1 of 2020 introduces 
the first significant and specific guidance for agreements stemming from 
contracts with Brazilian companies. It states that procurement notices 
related to contracting processes involving Brazilian companies, which 
require the purchase of foreign material, must include offset requirements 
applied to the imported content. These requirements must be passed on 
by the respective Brazilian company to its foreign suppliers (Brazil, 2020b)

.
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The synoptic table below summarizes the information related to 
the normative framework that guides, supports, and regulates Defense 
Offsets in Brazil:

Table 1: Synoptic Table of Legislation Related to Offsets
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Source: Organized by the author

Thus, after achieving the first specific objective—identifying the 
conceptual and normative aspects of offset agreements in the Brazilian 
aerospace industry—it is crucial to closely analyze the commercial and 
offset dynamics that shape the scenario in question.

Commercial and Offset Dynamics

Vieira and Alvares (2018) summarize that offset contracts involve 
three main parties: a public administration entity (the contracting party), a 
foreign supplier (the contractor), and at least one national beneficiary. The 
first distinction between offsets resulting from the direct procurement 
of defense goods and services from a foreign supplier and those arising 
from contracts with a Brazilian company—which in turn must import to 
meet the demand of the contracting entity—lies in the involvement of an 
additional party beyond those described by Vieira and Alvares (2018): the 
Brazilian contractor itself.

However, in the case of a public administration body such as the 
Brazilian Air Force (FAB), it is also necessary to consider its subordination 
to the Federal Direct Administration, including other ministries and 
oversight bodies, as well as the regulations and documentation issued by 
these institutions. This subordination is also an important factor in the 
analysis. In order to meet the second specific objective—describing the 
interaction dynamics between the contracting entity, Brazilian companies, 
and international suppliers—the use of a relationship diagram provides a 
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clearer illustration of the processes involved in obtaining defense-related 
goods and services and corresponding offsets.

In a commercial relationship between the Brazilian Air Force 
(contracting party) and a foreign company (contractor), there is a natural 
subordination of the buyer to its higher hierarchical structure—the 
Ministry of Defense and other related ministries responsible for budget 
and management oversight, which support and authorize the purchase 
through regulations and laws—and, on the other end, the foreign supplier 
itself (Figure 1).

Figure 1. Commercial Relationship with a Foreign Company

Source: Figure created by the author.

As a result of the previously mentioned commercial relationship, 
the offset process takes place. On the Brazilian side, the illustrated Federal 
Direct Administration is responsible for regulation through the Policy 
and Guidelines for Commercial, Industrial and Technological Offset of 
the Ministry of Defense (PComTIC Defesa), as well as other regulatory 
frameworks. It also mandates the requirement of offset obligations in 
transactions involving defense-related goods and services exceeding 50 
million U.S. dollars within one year.

In this case, the commercial relationship between the contracting 
entity and the foreign company is overlaid by the same connection 
between contractor and contractee. In other words, the established 
commercial relationship unfolds into an offset agreement, which involves 
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the same parties, with matching durations for validity and execution, and 
financial values corresponding to the generated offset credits. Thus, the 
contractual ties originally set for commercial procurement remain valid 
and are expanded to include offset obligations, strengthening the bond 
between the contracting entity and the contractor (Figure 2).

Furthermore, within the context of the offset, there is also the 
figure of the Brazilian beneficiary, the organization responsible for 
receiving the offset projects provided by the foreign company.

As noted by Cullen et al. (2005), there is a constant tension 
between cooperation and conflict in these agreements, particularly due 
to the differing interests of the parties involved. This underscores the 
need for robust contractual clauses and management strategies that help 
mitigate conflicts and align expectations throughout the execution of the 
agreement.

Figure 2. Offset with a Foreign Company
	

Source: Figure created by the author.

The type of offset agreement analyzed in this study is the one 
that arises from the procurement of defense-related goods and services 
through a Brazilian company that needs to import materials from a 
foreign supplier. Still subordinated to the Federal Direct Administration, 
the agency responsible for acquiring these goods and services carries 
out the procurement in accordance with the required authorizations and 
oversight. In this case, the observed links are: between the Federal Direct 
Administration and the public administration entity carrying out the 
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procurement — in this example, the Brazilian Air Force, as the contracting 
party; the link between the contracting party and the contracted national 
company; and the link between the contracted national company and the 
subcontracted foreign supplier (Figure 3).

Offsets involving national companies pose an additional 
challenge in terms of coordination and monitoring, especially when 
foreign suppliers are subcontracted. This dynamic creates a network of 
connections between parties, requiring robust agreements to ensure that 
offset obligations are effectively fulfilled. Furthermore, as highlighted 
by Silva (2024), the subcontracting of foreign companies by Brazilian 
contractors can undermine the perceived commitment to national strategic 
objectives, as responsibilities become diluted among different actors.

This reality makes it necessary for offset agreements arising 
from contracts with Brazilian companies to include specific clauses that 
ensure joint liability between the national company and its international 
suppliers, thus mitigating contractual risks and ensuring the effective 
transfer of technology and capacity-building within the Defense Industrial 
Base (BID).

The requirement for holding the Brazilian company accountable 
is a recent innovation introduced by the 2023 edition of the PComTIC 
Defesa. In previous editions, this obligation did not exist, which resulted 
in offset agreements where the Brazilian company often acted merely as 
an intermediary, with little concern for ensuring the actual fulfillment of 
the established obligations. In practice, as observed empirically during the 
field study, many agreements signed before the regulatory update failed 
to generate concern among Brazilian companies regarding the effective 
fulfillment of obligations, since the responsibilities largely rested with the 
foreign suppliers. The change introduced by the new regulation, therefore, 
seeks to address these practical issues by promoting greater shared 
responsibility and commitment from the contracted national company.
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Figure 3. Commercial Relationship with a Brazilian Company

Source: Figure created by the author.

In the offset relationship that arises from the aforementioned 
commercial transaction — similar to the offset resulting from direct 
procurement from a foreign supplier — the links between the contracting 
party and its superior administrative structure are maintained. However, 
a new relationship emerges in this process: between the subcontracted 
foreign company and the beneficiary entity, that is, the Brazilian company 
or organization receiving the transferred technology.

Empirical observations conducted within the context of this 
research indicate that, specifically regarding offsets, the direct relationship 
between the contracting party and the main contractor tends to become 
less prominent, while a more subtle connection emerges between the 
foreign (subcontracted) company and the contracting entity, in this case, 
the Brazilian Air Force (FAB) (Figure 4). This observation reinforces Silva’s 
(2014) finding about the additional layer of complexity introduced by this 
type of offset.
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Figure 4. Offset Derived from Contracting with a Brazilian 
Company

Source: Figure created by the author.

Procedural Aspects – Procurement of Defense-Related Products 
at COMAER

Regarding the explanation of the processes and practices of the 
Brazilian Air Force in the management and execution of offset agreements, 
the procurement of defense-related goods and services by the Air Force 
Command generally follows the guidelines outlined in the Aeronautics 
Command Directive on the Life Cycle of Aeronautics Systems and 
Materials, DCA 400-6 (Brazil, 2007).

In summary, the life cycle of a system, equipment, or defense-
related goods and services is a sequence of activities and events that 
must be observed to meet an operational need. In other words, it consists 
of a set of procedures ranging from the identification of a capability 
gap or operational need; the fulfillment of that need by the system; the 
comparison of the system with established requirements; the use of the 
system or equipment; its timely modernization or revitalization; and, 
finally, deactivation (Brazil, 2007).

The life cycle is divided into the following phases: Conception; 
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Feasibility; Definition; Development/Acquisition; Production; 
Implementation; Utilization; Revitalization, Modernization or 
Improvement; and Deactivation (Brazil, 2007).

In the first phase, Conception, an operational need is identified 
and consolidated through the issuance of Operational Requirements 
(ROP). This is followed by the Feasibility phase, which compiles all 
necessary information about the Life Cycle. It involves the first formal 
contact with companies or interested governments and includes the 
analysis of alternatives, risks, timelines, cost-benefit relations, and the 
strategy definition for the various activities involved in the life cycle of the 
analyzed material.

The Feasibility phase includes an analysis of the global market to 
assess the system’s ability to meet the established operational requirements. 
It also includes initial assessments of the possibilities for technology 
transfer, Brazilian industry participation, and offset obligations.

The next phase, Definition, involves detailed studies of the system, 
including engineering analyses, modeling and simulation, nationalization 
objectives, and preliminary industrial development and capacity-building 
plans. It directly links the system acquisition to technology transfer 
opportunities and the development of the Defense Industrial Base. In the 
Definition phase, during the company selection subphase, bidders present 
their Offset Plans, which are later submitted to the Offset Committee 
via the Brazilian Air Force General Staff (EMAER). The Definition phase 
ends with the selection of the company or government entity for product 
development or procurement and the drafting of the contract (Brazil, 
2007).

It is important to note that from the beginning of contact with 
bidders or suppliers—especially in international acquisitions of defense-
related goods or services—it is determined whether offset obligations 
will apply, in accordance with the Defense Technological, Industrial, and 
Commercial Offset Policy (Brazil, 2023), or whether such obligations will 
be waived.

Thus, if the legal threshold of a net value equal to or greater than 
USD 50,000,000 (fifty million U.S. dollars), or its equivalent in another 
currency, is met—either in a single purchase or cumulatively from the 
same supplier within twelve months—the provision of offsets becomes a 
basic criterion for participation in the bidding process. It may even act as 
a barrier for companies that do not meet the requirements (Markowski 



Rev. Esc. Guerra Nav., Rio de Janeiro, v. 30, n. 3, p. 669-701, setembro/dezembro 2024.

689Fernando de Almeida Silva e Rodrigo Antônio Silveira dos Santos

& Hall, 2014). At the same time, mandatory offset requirements not 
only increase the product’s price but also limit the contracting entity’s 
negotiation flexibility and ability to obtain better deals (Markowski & 
Hall, 2014).

Following the Feasibility phase is the Development/Acquisition 
phase, focused on developing or acquiring the selected system/material—
or making major upgrades in the case of revitalization, modernization, 
or improvement. During this phase, the Nationalization and Technology 
Transfer Plan is implemented, as well as the Offset Plan, following the 
schedule established in the Offset Agreement. As noted by Hartley (2005) 
and Taylor (2005), the technological development phase resulting from 
offset agreements tends to promote the industrial modernization of the 
purchasing country, but also poses challenges in terms of implementation 
control and oversight. In this context, FAB’s agreements aim to balance 
strategic interests with effective technology transfer (Brazil, 2007).

Although subsequent phases such as Production, Implementation, 
Utilization, Revitalization, and Deactivation exist, they do not directly 
affect the offset process. This is because, although offset agreements 
are linked to the main contracts through specific clauses or annexes, 
offset transactions may proceed at their own pace and may be largely 
independent of the main contracts—especially in the case of indirect 
offsets, where obligations are unrelated to the procured item (Silva, 2024).

However, despite this relative autonomy, there are cases where 
the procurement values and offset credits must follow the same timeline. 
Ideally, both contract durations and their execution periods should align. 
A practical example of this interdependence can be seen in the offset 
agreements related to the Brazilian Air Force’s acquisition of KC-390 
aircraft. In 2022, when the contract was reduced from 28 to 19 aircraft, 
offset credits were proportionally adjusted, demonstrating the need to 
align contractual values with offset obligations.

Additionally, Ordinance GM-MD No. 3.990, issued in 2023, 
reinforced this guidance by establishing that, whenever possible, the 
implementation period for offset agreements should coincide with the main 
contract duration. In cases where the offset agreement extends beyond the 
main contract’s duration, justification and risk-mitigation measures must 
be provided, including the possibility of requiring guarantees from the 
foreign supplier.

Offset agreements seek to mitigate the negative economic 



Rev. Esc. Guerra Nav., Rio de Janeiro, v. 30, n. 3, p. 669-701, setembro/dezembro 2024.

690 AEROSPACE INDUSTRY AND OFFSETS: THE CASE OF CONTRACTING BRAZILIAN COMPANIES

impacts on the trade balance of the purchasing state resulting from large 
acquisitions of goods or services from foreign suppliers. In general, the 
purchasing state seeks to offset its commercial expenditure by negotiating 
other commercial, industrial, or technological benefits with the supplier, 
flowing in the opposite direction of the financial transaction (Alvares & 
Vieira, 2017).

The offset agreement is an administrative contract associated 
with the main expenditure contract, also known as the Commercial 
Contract. It defines the obligations of the foreign supplier with respect to 
national companies and/or institutions (Brazil, 2020b). The offset process 
related to defense-related imports is triggered by such acquisitions and 
applies whenever the value exceeds USD 50 million, in a single purchase 
or cumulatively from the same supplier within a 12-month period (Brazil, 
2023).

It is important to emphasize that offset agreements stem from 
defense procurement negotiations and only exist because of these 
contracts. However, these agreements do not involve a financial flow 
between the contracting party and the supplier. A monetary reference is 
used solely for the measurement, monitoring, and execution control of the 
offset projects that comprise the agreement.

The monetary reference serves only as a benchmark for the 
recognition and validation of Offset Credits (Brazil, 2020b). Thus, as 
the supplier provides evidence of fulfilling the agreed transactions, 
recognized Offset Credits are deducted from the supplier’s outstanding 
offset obligations until the agreement is 100% fulfilled. Mapping the 
procurement process for offsets arising from defense-related imports is an 
important part of this study, as it allows the identification of phases and 
the actors involved and their respective roles.

Within the Air Force Command, the process related to offset 
agreements is divided into four phases: identification of needs; 
requirements conception and issuance; acquisition phase; and, finally, the 
execution of the offset agreement (Brazil, 2020a). The initial phase aims to 
identify a set of research, development, and innovation gaps necessary to 
build the capabilities required by COMAER (Brazil, 2020a).
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Figure 5. Needs Identification Phase

Source: (Brazil, 2020a)

Subsequently, in the second phase, conception and requirements 
issuance, options, risks, deadlines, and benefits are analyzed, and the 
planning for the various activities that form the Compensation process 
related to the acquisition of the defined Defense Product is carried out 
(Brazil, 2020a).
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Figure 6. Conception and Requirements Issuance Phase

Source: (Brazil, 2020a)

In the subsequent stage, the acquisition phase, the proposed 
project selection process is executed, the Compensation Application Plan 
is defined, and negotiation activities are carried out, along with the signing 
of the resulting Compensation Agreement (Brazil, 2020a).
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Figure 7. Acquisition Phase

Source: (Brazil, 2020a)

In the final stage of the compensation process, the execution 
of the Compensation Agreement itself takes place. In this stage of the 
process, the FAB, through its organizations, monitors the agreement with 
the contracted company and the beneficiaries of the agreement until its 
completion (Brazil, 2020a). In this regard, Kirchwehm (2014) warns that 
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the management and monitoring challenges of compensations are often 
intensified by the complexity of contracts and the presence of multiple 
actors. Thus, the continuous monitoring by the FAB aims to mitigate risks 
of non-compliance and ensure that the established strategic objectives are 
achieved.

Figure 8. Execution Phase of the Compensation Agreement

Source: (Brazil, 2020a)

The phases described above are indifferent for offset agreements 
arising from direct contracts with foreign companies or with those 
Brazilian companies that need to make imports to meet the demands 
of the FAB. The differentiation between agreements originating from 
contracts with foreign companies and those from contracts with Brazilian 
companies goes beyond documentary records, becoming more evident in 
the management practices of the agreements. This distinction manifests 
primarily in the operational and managerial dynamics, influenced by 
factors such as the low bargaining power, the greater workload for the 
public administration, the reduced commitment of the contractors, the 
mismatch between the commercial contract and the offset agreement, in 
addition to additional difficulties in managing the agreed commitments 
(Silva, 2024).
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CONSIDERATIONS

The understanding of the conceptual, normative, and procedural 
aspects related to offsets arising from contracts of defense interest with 
Brazilian companies in the aerospace sector was achieved through 
considerations on the regulatory support, commercial contracts, and offset 
agreements, as well as discussions on the procurement of defense-related 
products within the Brazilian Air Force Command (COMAER) and the 
compensation process. The text demonstrated that, although “Brazilian 
company” and “national company” are used interchangeably, the term 
“Brazilian company” is more appropriate for research on offsets, aligning 
with the Normative Ordinance No. 3,990/GM-MD of 2023.

 Regarding regulatory support, the chronological legislation 
supporting offsets was highlighted. In terms of commercial and offset 
dynamics, the overlap of relationships between the parties in contracts 
with foreign companies was demonstrated, which does not occur with 
Brazilian companies, making the process more complex.

 Regarding the procedural aspects of procuring products and 
services of defense interest at COMAER, it was shown that procurement 
follows what is outlined by the Brazilian Air Force Command Directive on 
the Life Cycle of Aeronautics Systems and Materials, DCA 400-6, a set of 
procedures that range from identifying the gap or detecting the operational 
need; meeting the need with the system; matching the system with the 
established requirements; utilizing the system or equipment; timely 
modernization or revitalization; and deactivation. Regarding the phase 
division of the Life Cycle, they were described as: Conception, Feasibility; 
Definition; Development/Purchase; Production; Implementation; 
Utilization; Revitalization, Modernization, or Improvement; and 
Deactivation.

 Following this sequence, it was found that during the Feasibility 
phase, a market analysis occurs to assess the capacity of the analyzed 
system to meet the established operational requirements, as well as the 
preparation of initial opinions on the possibilities for technology transfer, 
Brazilian industry participation, and offset requirements. Continuing 
with the sequence, it was shown that during the Development/Purchase 
phase, the Nationalization and Technology Transfer Plan is executed, as 
well as the execution of the Compensation Plan, carried out according 
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to the schedule established in the Compensation Agreement, negotiated 
and signed with the contracted company, as part of the Development or 
Purchase contract.

 Regarding Offset Agreements, it was demonstrated that they aim 
to mitigate the economic impacts on the contracting state’s trade balance 
in the face of large purchases of goods or services involving foreign 
suppliers, easing the outlay in the commercial transaction by negotiating 
other commercial, industrial, or technological benefits with the contractor, 
in contrast to the flow of financial resources. In COMAER, the process 
is divided into four phases: prospecting, conception and issuing of 
requirements, acquisition, and execution of the Agreement.

 It is concluded that the overall objective was achieved, allowing 
for the analysis of the main conceptual, normative, procedural aspects, and 
the dynamics of interaction between the parties involved in the practice 
of offsets arising from the procurement of defense-related products and 
services with Brazilian aerospace companies.

 Despite the regulatory advances promoted by PComTIC in 
2023 and the ongoing efforts of the FAB to improve the management of 
offset agreements, significant challenges remain in ensuring the effective 
transfer of technology and holding Brazilian companies accountable for 
the commitments made. The complexity of managing these agreements, 
especially when involving multiple actors and international subcontracting, 
requires continuous improvement of monitoring mechanisms and greater 
integration between defense policies and the national industry. Future 
studies could explore more efficient management practices and analyze 
specific cases to evaluate the impact of recent changes in compensation 
policy.

 In addition to consolidating the understanding of the key 
conceptual, normative, and procedural aspects of defense offsets made 
with Brazilian aerospace companies, this work makes a significant 
contribution to the literature by critically and thoroughly addressing the 
complexities and challenges of this practice in the Brazilian context. The 
integrated analysis of regulatory frameworks and commercial dynamics 
provides relevant insights for managers and policymakers, especially in 
a context of increasing demand for transparency and efficiency in the 
management of offset agreements.
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