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INSTITUTIONS AND INTERNATIONAL MARKETING:

COUNTERTRADE AS LINKED MARKETING
International marketing, both consumer and industrial, is taking place within the context of a specific external environment and the institutions embedded therein. Hence, the fundamentals of the institutional factors within a country’s business system are crucial for successful international marketing (Iyer, 1997; Toyne and Nigh, 1998; Mudambi and Navarra, 2002). In mature business systems transactional and relationship-based marketing have been well researched. We posit that particularly economies-in-transition, such as in Central Europe, reveal a third type of international marketing which we term 'linked marketing' and which can help reverse the negative spiral of ‘country of origin’ reputational barriers in international marketing.

INTRODUCTION


Toyne and Nigh in their book (1998) call for international business researchers to look more directly at the behavioural and social sciences such as psychology, sociology and less at mainstream Anglo economics, which tends to separate business processes from society, thus leaving out the role of institutions.  Recent research in international marketing such as Iyer (1997), Wathne and Heide (2000), Hewett and Bearden (2001), Mudambi and Navarra (2002) and Li and Ng (2002) has shown the importance of comparative and “institutional” research for international marketing researchers.  We believe that research in international marketing needs to further incorporate the external environment and especially the role of institutions and their role in comparative marketing practices across different business systems.


By including actors, conventions and patterns of behaviour, institutional analysis can provide a deeper and broader insight for the strategic decisions of firms (Iyer, 1997).  In this paper, we develop a conceptual framework for understanding how institutional factors in different national business systems can have fundamental implications for international marketing strategies (Katsikeas, 2003; Samiee and Walters, 2003). Three strands of research on institutions and business systems are of relevance for international marketing.  First, the research on national culture and its role in both international business and national business systems has been widely researched (Hofstede, 1980; Brouthers, 2002; Pothukuchi, 2002; Thomas, 2002; Sivakumar, 2001; Shenkar, 2001).   Secondly, the role of business systems (Whitley, 1992), showing the sociological connections and networks among economic and non-economic actors within a national business system (Foss, 1999; Casson and Lundan, 1999; Thomsen and Pedersen, 1999).  Thirdly, analysis based on a country's institutional profile (Scott, 1995) showing the three types of institutions, regulatory, cognitive and normative, within a national business system (Powell and DiMaggio, 1991; Kostova, 1997, 1999; Simon, 1991).   

Our paper will focus on international marketing into and from emerging markets in Central Europe, such as Poland, Hungary, Czech Republic and Slovenia. Central to our approach is an appreciation of institutions in these countries. In spite of the transformation resulting from the rejection of the command economy and the preparations for EU accession, we submit that these institutions not only continue to be influential, they affect the way at least some international business from e.g. EU countries takes place. Also, that the way of doing business which they facilitate, which we term 'linked marketing', can have a positive effect on the otherwise downwards spiral of reputation and quality often affecting an exporting Central European country. The literature closest  to the approach of our paper is that of the role of institutions in economic development (North, 1990; Nelson, 1994; Olson, 1992) or in emerging and transition economies (Brouthers 2002; Li and Ng, 2002; Child and Tse, 2001; Boisot and Child, 1998; Peng, 2000; Hoskisson, et al. 2000).

This environment also involves mechanisms of non-market governance. In accepting the increasing importance of non-market governance (Toyne and Nigh, 1998; Mudambi and Navarra, 2002), there is a greater need to understand the nature of bilateral exchange and normative contracts.  As analysed by Wathne and Heide (2000) and Lusch and Brown (1996), historically marketing researchers saw nonmarket governance as a type of vertical integration, but it is now becoming increasingly clear that such mechanisms are more similar to long-term, bilateral agreements. Other recent works have researched the importance of bilateral dependence, including Li and Ng (2002); Hewett and Bearden (2001), Hoskisson, et al. (2000), and Heide (1994).  The normative contracts of such bilateral relationships hark back toRousseau’s (1995) idea of a social consensus and environmental context of specific exchange patterns.

The contribution of this article is twofold.  First, we try to provide frameworks for analysing international marketing across diverse business systems.  Iyer (1997) has analysed the importance of institutional factors in marketing; our paper differs by its focus on international marketing, especially with an application to emerging economies / economies in transition. The literature on relationship based marketing exchange (Morgan and Hunt, 1994) brings out the contrast between the traditional exchange based on perfect information and frictionless markets, as striven for in the Anglo-American business system, and the more bilateral and relationships based exchange, more pursued in the continental European and Asian business systems.  We show that in addition to these two conceptual frameworks, there is a third framework, one which is showing the role of mutual hostages (Schelling, 1960; Williamson, 1983; Hilton, et al., 1997) and mutual commitment to the relationship.  Although like the other two marketing approaches this way of international business can exist in any environment, it is especially prevalent in rapidly changing emerging business environments, such as economies in transition in Central Europe. We call this marketing framework: “linked” marketing. We highlight advantages and disadvantages, depending on factors such as uncertainty, turbulence or lack of legal courts,  of these three approaches to international marketing exchange: conventional versus relationship versus linked marketing.

Secondly, this paper illuminates the integration of the role of emerging economies' institutions with international marketing by considering countertrade.  Analyses of countertrade in the international business literature have so far focused on the nature of joint ventures, and of trade agreements in emerging economies (Choi, et al. 1999; Hennart and Anderson, 1993; Lecraw, 1989).  We believe that countertrade can be seen as a type of international marketing: i.e. an  international marketing activity which not only provides normally institutional or industrial clients with the ability to pay through countertrade products, but which also creates incentives to complete transactions and sustain relationships, and which can serve to overcome information and reputational barriers for emerging economy firms entering mature, developed economy markets.  We illustrate this in terms of the way that Asian companies overcame such reputation barriers in entering new markets in the 1970’s. 

TRANSACTIONAL VERSUS RELATIONSHIP MARKETING

An important theme in marketing research has been relationship based marketing exchange (Samiee and Walters, 2003; Kalafatis, 2002; Morgan and Hunt, 1994; O’Toole and Donaldson, 2000; Parvatiyar, Sheth and Whittington, 1992).  This research helps to distinguish between short-term, discrete exchange transactions and more repeated, or long term, relationship based exchange.  The benefits of relationship based marketing are seen to include increased customer satisfaction, lower transaction costs and increased barriers to entry for competitors. Relationship based marketing exchange shows the importance of networks and of the various mechanisms for the enforcement of business agreements.  It also confirms Toyne’s (1989) and Iyer’s (1997) emphasis on the theory of exchange and the close connection between markets, society and institutions, as being fundamental for research in international business and international marketing.

Traditional approaches to exchange in international marketing relied much on the existence of perfect information, efficient markets and the perfect legal enforcement of contracts.  However, even in developed markets such as the United States, where markets are relatively most efficient, pure market exchange still suffers from shortcomings that can be overcome by relationship-based marketing. Many researchers in marketing such as Samiee and Walters (2003); Alexander and Colgate (2000); Morgan and Hunt (1994); Achrol (1991); Bucklin and Sengupta (1993) have shown that relationship-based marketing necessitates a fundamental paradigm shift in marketing research to include relational contracting (MacNeil, 1980) and relational marketing (Dwyer, et. al., 1986) and underlines the increased importance of considering networks (Thorelli, 1986), partnership based competition and relationships in global competition.   

Related works have also shown the important research need to analyse the nature and bilateral dependence of the relationship itself and the exchange it facilitates; equally, the concept of trust is becoming an increasingly crucial part of this growing research on relationship marketing and bilateral relationships. Although trust as a component of cooperation was well known in the earlier marketing literature on channel cooperation (Pearson (1972); Robicheaux and El-Ansary (1976)), only recently have  researchers shown the importance of analysing the nature of trust in international marketing and exchange, and its importance as a variable in buyer-seller relations and within channels (Samiee and Walters (2003); Wathne and Heide (2000)).  This more recent research in marketing shares similarities with philosophical works such as Luhmann (1979) which highlight the importance of trust in overcoming complexity in an environment.

         INSTITUTIONS AND INTERNATIONAL MARKETING

Researchers in social sciences and in international business such as Mudambi and Navarra (2002), Li and Ng (2002), Toyne and Nigh (1998) and Orru, et al. (1997) have taken into account the importance of the national institutional context for various aspects of national business systems, especially in innovation and technology areas.  These works develop further the traditional approach of social science based research on combining markets and institutions such as Crozier (1964), Parsons (1960).  Institutions have become more crucial to analysis in international marketing as globalisation has created a greater awareness of different business systems in the global business environment (Li and Ng, 2002; Samiee and Walters, 2003).


In terms of comparative institutions, as witnessed by the major continuing research debate, the idea of “transplanting” institutions across countries has been widely researched in the area of corporate governance, and particular attention has been given to whether different institutional corporate governance systems can be transferred to other countries.  Comparative corporate governance research has been given focus by the growing academic debate on shareholder and stakeholder research. Recent works such as Gerlach and Lincoln (1992); Franks and Mayer (1997); Roe (1994) compare the legalistic, stock market driven approaches of the Anglo-Saxon countries such as the United States and the United Kingdom with the more informal cross share holding systems adopted in e.g. Japan and Germany.  Legal contract with ultimate redress to courts is fundamental to the operation of the Anglo-Saxon business culture (Roe 1994). In contrast, in countries such as Japan and Germany, and in most of continental Europe, major banks and insurance companies act as external stakeholders by holding major shares in firms, exercising governance and control over internal management through a more informal, relationship based exchange.  The comparative corporate governance research has validated the existence of institutional diversity, and shown that such institutional differences across countries can have fundamental implications for international marketing in different institutional settings (Li and Ng, 2002; Mudambi and Navarra, 2002).

INSTITUTIONS:  COUNTERTRADE 

As the countries of Central Europe face up to their economic and institutional transition from command to demand economy, a debate has developed concerning the applicability to such emerging environments of traditional theories of success used in developed mature environments such as the United States (Li and Ng 2002; Arnold and Quelch 1998; Hoskisson, et al. 2000).  Mancur Olson (1992) has asked the crucial question of how these economic and business systems survived, despite all their institutional deficiencies. An analysis of the institutional profile of Central Europe shows that one type of common exchange mechanism employed was countertrade. What was the key marketing advantage of such countertrade style exchange, and what were the key features of the trading and international business systems that existed in the countries prior to the recent politico-economic change? And might it be the case that in the short and medium term countertrade remains a viable form of exchange?  Countertrade can be defined as follows: "Countertrade is essentially barter trade in which the exporting firm receives payment in terms of products from the importing country." (Rugman and Hodgetts, 1995, p168) 

Hammond (1990) identifies four major types of countertrade: barter, buybacks, offsets and counterpurchase, all common types of international business exchange in Central and Eastern Europe, Asia, Latin America, Africa (Hilton, et al. 1997; Choi, et al. 1999; Marin and Schnitzer, 1995). Barter is the direct exchange of goods between two parties without foreign exchange and is common to trade within Central Europe. Buybacks occur where one party provides input into the production process of another party, in return for promising to purchase a proportion of the resulting output. Offsets are where a seller agrees to offset, partially or in total, the costs of the buyer by subcontracting or co-producing with him. Counterpurchase is the promise of one party to purchase other goods at a later date in return for delivering and receiving payment for goods at the present time. We believe that an analysis of the system of the recent past will provide insights for Central European corporations and their marketing strategies for entering world markets. This allows us to clarify the international marketing advantages of countertrade exchange and how they can, more generally, help to overcome marketing and reputation barriers to entering world markets. 

Olson (1992) and Ostrom (1990) note that CE countries had many of the characteristics of societies at the beginning of history. There were few or no courts or governmental systems to facilitate trade and often the leadership exercised arbitrary power above the normal social pressures of group membership.  But as Olson notes, trade did nevertheless take place even with this apparent lack of context for exchange:

"..the gains from trade are substantial, if not colossal; some trades, and especially those that can be consummated on the spot, are essentially self-enforcing in that the interests of the parties are by themselves sufficient to make the transactions happen"

(Olson, 1992)  

We agree with Olson as to the incentives to exchange but feel that exchange was not just limited to spot transactions. An alternative existed, appropriate to the circumstances of these countries and based on the ancient past as alluded to by Olson, i.e. that of taking and giving hostages to ensure good faith. The mechanism by which hostages were exchanged was, in general, one of the varieties of countertrade listed earlier. As we have noted, this third way of exchange is to be contrasted with both the explicit legalistic contract enforcement especially occurring in formal, legalistic countries such as the United States, and the implicit social enforcement (North 1990) more frequently observed in relationship and trust based societies.    

Schelling (1960) in his classic work and more recently, Williamson (1983); Elster (1989) developed the ideas of such a hostage mechanism for enforcing contracts and business agreements.  If each party to a contract has a hostage or hostages then credible commitment can be created on each side sufficient to make exchange feasible and to provide an irrevocable enforcement mechanism in the limit but an even more powerful incentive to conciliate in the event of disagreement.  

"The ancients exchanged hostages, drank wine from the same glass to demonstrate the absence of poison, met in public places to inhibit the massacre of one by the other, and even deliberately exchanged spies to facilitate transmittal of authentic information...in a lawless world that provides no recourse to damage suits for breach of unwritten contracts, hostages may be the only device for partners to strike a bargain."  (Schelling, 1960).

This framework of exchange has aspects both of the recent research on relationship based marketing exchange (Samiee and Walters, 2003; Li and Ng, 2002; Morgan and Hunt, 1994) and the traditional research on discrete, market-based exchange. Countertrade exchange, as a manifestation of hostage taking, was providing and may still provide a response to a turbulent, uncertain environment incompatible with the idealistic world of perfect information and efficient markets or even of the trust and commitment based relationship-marketing exchanges.  
OPPORTUNISM AND LINKED MARKETING

Recent academic interest in the transformation of Central Europe has clarified what international businessmen already know. In Central Europe, as in other commercially evolving areas of the world, business contracts or agreements cannot be readily or fully enforced by an explicit legal mechanism (Li and Ng, 2002; Hoskisson, et al. 2000).   Cooter (1992) has noted that the closest proximation to having a pure legalistic private property approach to trade was in the second half of the 19th century in the UK and the USA; however even then, the evidence suggest it never reached the levels of perfection necessary to achieve the efficiency predicted as achievable by believers of perfect information and markets.  In reality, there have always been costs associated with trade and business, the cost of information, the cost of coordination, which call for an approach that is much closer in spirit to that of the research on relationship marketing (Samiee and Walter, 2003; Alexander and Colgate 2000). Furthermore, Ellickson (1991) has shown that between farmers and ranchers in the United States cooperation was achieved through normative contracts and not through explicit, legal contracts and enforcement.  

With imperfections, ameliorating alternatives to full legal enforcement have been in evidence.  One such is social.  It uses behavioral norms backed by social  sanctions as an enforcing mechanism.  It even provides socially backed insurance if all else should fail.  This limits opportunistic defections on agreements and contracts.  In closed societies, such as primitive villages, there can be severe punishment and sanctions for not following social norms, or not following through on commitments to others.  In the extreme, the village may accept the liabilities of a malcreant to preserve its standing with the external world.  Iyer (1997), Elster (1989) and Landa (1994) note that in such contexts social norms are often sustained by simple inexpensive expedients: embarrassment, feelings of guilt, or shame.  

The issue of restraining opportunism in international business has been an important research topic in work on multinational corporations.  Past research in this area includes Wathne and Heide (2000), Rindfleisch and Heide (1997), Luo and Peng (1999), Choi, et al. (1997).  Transactions between a multinational corporation, its domestic subsidiaries, other domestic corporations and governments, add yet another layer of complexity to the dealings that need to be regulated if order rather than chaos is to be the norm in everyday business dealings.  Government administrations and public enterprises can be as susceptible to the temptations of opportunistic behavior as corporations. In addition to such problems, the absolute discretion of the state, resulting in ’norms’  with no social, legal, or professional basis, had discouraged foreign firms from undertaking direct business ventures with firms in these countries.  As discussed earlier, the uncertain environment provides neither a basis for frictionless market exchange nor for trust and relationship marketing exchange. We posit that countertrade or “linked” exchange provides another international marketing framework to complement the earlier research such as Hewett and Bearden (2001); Morgan and Hunt (1994); Samiee and Walters (2002); Lusch and Brown (1996) on the importance of relationship marketing and bilateral dependence in nonmarket governance.  The figure below contrasts the three potential approaches.

******************************
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Countertrade or linked international marketing helps to illustrate several

aspects of international marketing exchange.  In situations of high uncertainty,.

turbulence and rapid transition, such as in emerging markets (Li and Ng, 2002), it may be difficult for traditional short term, discrete, market based marketing, or for that matter for the long term, repeated and relation based marketing to exist; Achrol and Kotler (1999) and Achrol (1991) have also analysed the importance of marketing frameworks under turbulent environments, and indicated that this is because the high uncertainty and change creates numerous contingencies for parties to reach and maintain agreements.  At the same time, unless trust and commitment are very high and can accept all such contingencies, there will be tendencies for parties to renege on their agreements and to resort to opportunism. Countertrade, or linked marketing by linking up the exchange partners can help to overcome the weaknesses of the other two types of marketing exchange in such a business environments.

             Countertrade agreements comprise up to 25% of all Central Europe trade (Countertrade News, 2003; Barter News, 2003), and are also prevalent in many developing countries. Hammond's (1990) paper provides an in depth empirical analysis of the continuing prevalence of countertrade agreements throughout certain parts of the world. Currently we believe that in some CE countries countertrade can be up to 30% and that within that the role of offsets has dramatically increased.
Traditionally, the explanation given for the prevalence of countertrade has 

been foreign exchange shortages. We believe this to be a concomitant symptom of the business environment not the primary source of the benefits which sustained countertrade. Our explanation is that countertrade survives and has grown because it serves the function of creating an artificial environment conducive to trade and business in settings, such as those current in Central Europe, where legal and social systems of enforcement de facto arenot fully functioning. The road to EU accession will change this for the better, but on the other hand experience indicates that it is EU countries, not transition economies that currently cause the worst payment delays. Countertrade also still happens at government level, e.g. to balance trade between two states. In such case the company/supplier is being paid by its own government. All types of countertrade have a hostage (Schelling, 1960; Williamson, 1983) and mutual commitment aspects in that they contain linkages between the parties involved in addition to those required to carry out the mechanics of the primary transaction.   

EXAMPLES OF COUNTERTRADE – 

LINKED MARKETING

In this section, we will analyse in more depth two major types of countertrade, offsets and buybacks, to illustrate the mutual hostages (Schelling 1960; Williamson 1983; Hennart and Anderson 1993; Mirus and Yeung 1986) elements of countertrade.  

Offsets

Hall and Markowski (1993) summarize a clear definition of offsets provided by Udis and Maskus (1991):  

"In general, an offset is a contract imposing performance conditions on the seller of a good or service so that the purchasing government can recoup, or offset, some of its investment.  In some way, reciprocity beyond that associated with normal market exchange of goods and services is involved.  Direct offsets require the participation of industry in the buying country in the manufacture or assembly of the item around which the sales contract is written and may include licensed production, coproduction or subcontractor production.  Indirect offsets involve goods and services unrelated to the exports referenced in the sales agreement and may include some forms of foreign investment, technology transfer."

A key part of offsets as discussed by Udis and Maskus is that they refer to agreements with a purchasing government which in their case purchases arms.  The credibility of such deals in the case of indirect offsets is almost certainly sustainable as the state is a key contracting party - in both the cases described, the existing authority in the state has a clear vested interest in sustaining the deal.  In each case by accepting the deal a hostage has been created by the purchasing government. In the first instance this is a political leverage with its own population by giving them access to otherwise unavailable foreign sales.  In the second case it is technology which the government sees itself able to deploy to its future advantage.  Canceling the deal in either case will damage the interest of the purchaser.  In both the direct and indirect cases, offsets are examples of agreements where selling corporations voluntarily enter complex arrangements with foreign governments, agreeing to do business, trade, institutional or industrial marketing in this "linked" way.  The nature of offsets, like countertrade in general is that both parties have something to lose from breaking off the agreement, providing strong incentives to maintain mutual commitment.   

An example of a typical offset contract was the purchase of civilian aircraft by the former Yugoslavia from Mcdonnell-Douglas. This was offset by the purchase by McDonnell-Douglas of Yugoslav ham. In this example, the well-being of the Yugoslav ham industry is the hostage. Yugoslavia as a state had the additional benefit to its corporations and citizens from ham sales which it would lose by reneging on the contract. Thus, the offset contract provided incentives to the purchaser to abide by the agreement despite the lack of legal enforceability one might have found in doing business in CE countries in those days. This type of agreement similarly does not depend on implicit, informal relationships based on moral norms, trust or reputation. These would require time, which is unavailable, to substantiate.  Offsets deliberately act to raise the general commitment of the exchanging parties immediately thus obviating the need to build up complex and reliable legal systems or trusting social norms and relationships. 

******************************
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Buybacks

Buybacks are another major type of countertrade transaction.  A buyback is a type of joint venture, where the developed country company supplies the technology and capital, but promises to buy back a percentage of the resulting output from the joint venture.  The participant from the emerging economy, for example a Central European company provides other inputs such as labour and production sites.  The output that is bought back by the developed country company in turn is sold in developed markets - thus providing much wanted access to these developed markets for the CE company.  A typical example of a buyback was the case of IBM which supplied technology and capital and produced and assembled computers in Hungary.  In turn, IBM bought back part of the output from the joint venture and sold the computers in its own developed markets such as Western Europe and the United States.  The advantage again of such an agreement was that neither side had an incentive to renege on the quality of inputs, or the efforts, energy invested into the joint venture. As in the case of offset agreements, there is an element of hostaging between the two joint venture partners.  Both joint venturers have mutually beneficial incentives to provide their best technology, capital, labour, efforts and to making the joint venture agreement work.

LINKED MARKETING: OVERCOMING REPUTATIONAL

BARRIERS IN INTERNATIONAL MARKETING

In terms of international marketing, buyback agreements and countertrade in general provide reputational and distributional advantages to Central European companies in entering world markets.  First, because the technology has been supplied by a company such as IBM, from a developed country, the quality of the technology has been certified as being of high quality.  Secondly, because part of the resulting output from the joint venture will be sold through the developed country company’s various marketing and distribution channels, this also helps to certify the product to the developed country consumers, e.g. in the EU and the United States. This in turn helps the emerging economy company to begin to develop a reputation in world markets. The mere opportunity of selling a product in a developed country's marketing and distribution channels can be an important reputational and brand developing asset for emerging economy companies, as companies from e.g. Central Europe, like those from Japan in the 1970’s, have learned that in a world of imperfect information, quality alone does not ensure purchase and consumption by developed country consumers in Western Europe and the United States. This is because consumers do often associate the quality of a good with their “country of origin”. The international marketing literature shows substantial empirical research on country of origin effects. Those on products include Darling and Wood (1989); on specific brands, Chao (1993); Han and Terpstra (1988); Tse and Gorn, (1993); Haubl (1996); on individual consumers, Lin and Sternquist (1994); on organisations, Chang and Kim (1995).  

Chiang and Masson (1988) have discussed the significance of country of origin bias due to imperfect information in developed country consumer decision making and said:

“...information imperfections may cause consumers to practice statistical discrimination against imports from developing countries.  Consumers often associate the quality of such goods with their ‘country of origin’.  This leads to a lemons effect in which a company within a developing country, which pays the full cost for quality improvement will receive only diluted benefits in return, while all competitors gain by free-riding.”  (Chiang and Masson, 1988)

The price that an individual CE company can receive for its products in world markets, especially in Western Europe and the United States will be linked to the overall image of the home country. Hence, without a chance of a breakthrough, an individual CE company in such a situation will not have much incentive to invest in quality and service improvement.  This applies to all companies within a country facing country of origin bias. Therefore, for all products from a CE country quality will continue to be lower and in turn, further reinforce the negative country of origin image. 

Due to the reputational advantages of the brand image of major western MNC channels, buybacks and other types of countertrade transactions can help overcome country of origin and reputation disadvantages.  A percentage of the output from the buyback joint venture will be sold through the MNC's developed country’s efficient, and certified distribution channels.  Such retailers and distribution in turn certify in the eyes of developed country consumers, the quality of the CE product, helping to overcome the original country of origin based evaluation and likely aversion to consuming the product.  The buyback in turn borrows the reputation of the developed country company and its marketing and distribution system.  The reputational role played by such certification in general settings has also been analysed in works by Titman and Trueman (1986) in terms of financial services; Heide and John (1988); Marvel and McCafferty (1984) and Herbig and Milewicz (1995) in terms of retailing.  The importance of borrowing a reputation, or product history from another company or country is clearly shown in Hennart’s (1989) example from the General Electric Company:

“...the study found that subcontractors were available at reasonable costs for countries offering commodity products with an established ‘product history’ but that help was virtually non-existent for countries offering products not ‘traditionally’ exported.” (General Electric Trading Co.).

A further example is in the area of counterpurchase from Slovenia. Counterpurchase is another form which benefits emerging markets / economies in transition as the products exported can be used for brandbuilding and promotion of the country of origin - which will at the same time push local companies to improve quality and produce competitive products. In 1995 Slovenia bought seven  Bell helicopters. The purchasing agreement between the seller and the Ministry of Defence of the Republic of Slovenia stipulated the counter purchase of a range of Slovenian products to an agreed value over a period of three years. The counterpurchase took place with various Slovene companies by the seller and a third party. The same formula is used – and often prescribed in the tenders – when the Government of Slovenia imports products for strategic projects (e.g. defense). In this way, the government both helps exporters and at the same time pushes them to raise the quality of their products in order to be competitive in developed markets.

The above examples show again the importance of being linked to an international brand and/or of potentially borrowing the reputation of developed companies and countries.

OVERCOMING REPUTATION BARRIERS: JAPAN

The importance of acknowledging the values of linked marketing lies in the fact that consumer perceptions about products and companies and country of origin can change over time.  “Made in Japan” in the 1960’s implied a low quality of product, 'deserving' low prices; in the 21st century, it implies premium quality, higher prices, and a great reputation. In fact, in the 21st century, consumers may even overestimate the quality of products that carry a ‘Made in Japan’ label. 

In trying to overcome the lack of sufficient incentive to individual companies to improve quality and the negative country image, Japan in the 1960’s and Korea slightly later took steps to break the negative cycle of low product quality and negative country image.The Japanese and Korean governments selected a number of companies to be designated as the country’s exporters with licenses, and in turn, “certified” the quality of the products to be exported through extra stringent certification checks as well as inspection by foreign advisors and certification agencies.Western European and American companies could in turn receive more of a guarantee that at least the products of the companies with export licenses were providing relatively higher quality products and services. This gave the developed country companies more confidence to sell and market such items in their own distribution and marketing channels. Li and Ng (2002), Lall (1991) and Hilton et al., (1997) in their research on marketing and emerging economies, have shown that in terms of international marketing and entering world markets new companies and countries, especially those that face a negative country of origin bias, face reputational barriers of two major categories, as shown in the figure below: 

******************************
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Although these two categories of international marketing barriers exist for most new companies and products, they are especially complex for companies from countries that face a negative country image. The incentive for a CE company to overcome pre-shipment marketing barriers, such as product quality, or design are greatly reduced if it realises that it also faces negative country of origin effects in the post-shipment marketing stage, such as brand name promotion. This in turn further reinforces the negative spiral leading to such newcomers providing much less output in world markets. Thus, although entry into global markets is difficult for any new firm, firms from emerging environments may face special difficulties of international marketing barriers, which we posit can be partly overcome through countertrade, or linked types of marketing and exchange.
CONCLUSIONS AND FURTHER RESEARCH

In this article we analysed the importance for international marketing of institutional factors such as the prevalence of countertrade.  Although our focus was on the emerging economies of Central Europe, the issues we saw addressed by countertrade are general ones faced by newcomers entering world markets, as indicated by the experience of firms from Asian countries such as Japan, Korea, Taiwan in the 1970’s.  

We showed that countertrade type agreements such as offsets or buybacks may be a response by organisations and firms to the original lack of formal, legal enforcement and institutions. Countertrade provides a mutual hostage type mechanism which can help to ensure that international business agreements will be upheld. We posit that currently such exchange systems may have advantages over traditional and relationship based marketing exchange in economies in transition and in emerging environments and as such constitute a third category of international marketing exchange, namely ‘linked marketing’.

We also showed that such countertrade agreements could help overcome negative country image and country of origin effects which can provide disincentives for emerging economy companies to improve their product quality and services.  Linked marketing in the form of countertrade agreements can help such companies to enter the marketing and distribution channels of the developed markets such as the EU and North America. Such business agreements can help overcome prejudices and negative country images, in turn providing incentives to improve quality and resulting in a positive spiral of quality and image improvement. We showed that in the 1970’s East Asian governments such as those of  Japan, Korea or Taiwan have tried to overcome international marketing barriers caused by negative country image by trying to certify selected exporting companies, and we argued that these moves played an analogous role to that currently seen in the persistence of countertrade agreements in Central Europe.

There are at least two further areas of research.  First, there is room for further conceptual work on comparisons between countertrade exchange and government selection or other certification, such as that carried out by trade bodies, of exporting companies, with the aim of overcoming international market barriers for emerging market companies. This generally shows the scope for developing a wider and deeper understanding of the complex and crucial role played by institutions in international marketing (Mudambi and Navarra 2002; Iyer 1997; Li and Ng 2002) and of the links to consumer marketing. 

Secondly, there is a strong argument for further empirical work to research the comparative advantages of conventional versus relationship versus countertrade or linked marketing in emerging economy environments and economies in transition.

REFERENCES

Achrol, R. (1991), Evolution of the Marketing Organisation:  New Forms for

     Turbulent Environments, Journal of Marketing, 55 (4), 77-93.

Achrol, R. & Kotler, P.  1999.  Marketing in the network economy.  Journal of 

     Marketing, 63, 146-163.

Alexander, N., and Colgate, M., 2000 Retail Financial Services: From Transaction
     to Relationship', European Journal of Marketing, Vol.34, No.8, pp.938-953.

Arnold, D. & Quelch, J.  1998.  New strategies in emerging economies.  Sloan 

    Management Review, 40(1): 7-20.

Barter News, 2003.  The official journal of the Reciprocal Trade Industry, CA, U.S.A.

Boisot, Max and John Child.  1999.  Organizations as Adaptive Systems in Complex

      Environments:  The Case of China.  Organization Science, 10:  237-252.

Brouthers, Keith D.  2002.  Institutional, Cultural and Transaction Cost Influences

     On Entry Mode Choice and Performance.  Journal of International Business 

     Studies, 33:  203-222.

Bucklin, L. and S. Sengupta (1993), “Organizing Successful Co-Marketing Alliances,”  Journal of Marketing, 57 (April), 32-46.

Casson, Mark and S. Lundan.  1999.  Explaining International Differences in

     Economic Institutions.  International Studies of Management and Organization,

     29:  25-42.

Chang, D.R. and I. Kim (1995),  “A Study on the Rating of Import Sources for 

     Industrial Products in a Newly Industrializing Country:  the Case of South Korea,”

     Journal of Business Research, 32 (2), 31-39.

Chao, P.  (1993),  “Partitioning Country of Origin Effects:  Consumer Evaluations of a

     Hybrid Product,”  Journal of International Business Studies, 24 (2),  291-306.

Chiang, S. and R. Masson  (1988),  “Domestic Industrial Structure and Export 

     Quality,”  International Economic Review, 30 (1),  331-343.

Child, John and David Tse.  2001.  China’s Transition and its Implications for

      International Business.  Journal of International Business Studies, 32:  5-21.

Choi, Chong Ju, Soo Hee Lee and Jai-Boem Kim.  1999.  Countertrade:  Contractual 

     Uncertainty and Transaction Governance in Emerging Economies.  Journal of 

     International Business Studies, 30:  189-202.

Countertrade News, 2003.  Trade Partners, London, UK

Crozier, Michel. (1964): The Bureaucratic Phenomenon. Chicago: University of

        Chicago Press

Darling, J. R. and V. R. Wood. 1989 A Longitudinal Study Comparing Perceptions of 

       U.S. and Japanese Consumers in a Third/Neutral Country: Finland 1975-1985.

          Journal of International Business Studies 19 (Fall 1989): 427-450.

Dwyer, R. and R. LaGace (1986),  “On the Nature and Role of Buyer-Seller Trust,”  

     AMA Summer Educators Conference Proceedings, T. Shimp et al. (Editors).  

     Chicago:  American Marketing Association, 40-45.

Ellickson, R. 1991.  Order without Law.  Harvard University Press, Cambridge,

     Mass.
Elster, J. (1989),  The Cement of Society.  Cambridge:  Cambridge University Press.

Foss, Nicholai. 1999.  Perspectives on Business Systems.   International Studies of 

     Management and Organization, 29:  3-8.

Franks, J. & Mayer, C., 1997 , Corporate Ownership Structure in the UK, France, and 

     Germany, in: Chew, D. (Ed.), Studies in International Corporate Finance and 

     Governance Systems, Oxford University Press, 

Gerlach, M.L. & Lincoln, J.R. 1992, The Organization of Business Networks in the

     United States and Japan. In N. Nohria & R.G. Eccles (eds.). Networks and 

     Organizations: Structure, Form and Action. Boston: Harvard Business School 

     Press. 491-520 

Hall, P. and S. Markowski (1993),  “On the Normality and Abnormality of Offsets

     Obligations,”  Logistics and project management discussion papers, University

     College, The University of New South Wales.

Hammond, G.T. (1990), Countertrade, Offsets and Barter in International Political 

     Economy.  London:  Pinter Publishers.

Han, C.M. and V. Terpstra (1988),  “Country-of-origin Effects for Uni-national and

     Bi-national Products,”  Journal of International Business Studies, 19 (1),  235-256.

Haubl, G.  (1996),  “A Cross-National Investigation of the Effects of Country of 

     Origin and Brand Name on the Evaluation of a New Car,”  International Marketing 

     Review, 13 (1),  76-97.

Heide, J. and G. John (1988),  “The Role of Dependence Balancing in Safeguarding

     Transaction-specific Assets in Conventional Channels,”  Journal of Marketing, 52 

     (January), 20-35.

Heide, J.  (1994),  “Interorganisational Governance in Marketing Channels,”  Journal

     of Marketing, 58 (April),  71-85.

Hennart, J.F.  (1989),  “The Transaction Cost Rationale for Countertrade,”  Journal of 

     Law, Economics and Organisation, 6 (2), 127-153.

Hennart, Jean-François and Erin Anderson, 1993, Countertrade and the Minimization 

    of Transaction Costs: An Empirical Examination, Journal of Law, Economics, and 

    Organization, 9 (October), 290-313.

Herbig, P. and J. Milewicz (1995),  “The Relationship of Reputation and Credibility   

     to Brand Success,”  Journal of Consumer Marketing, 10 (2),  5-10.

Hewett, K. & Bearden, W.  2001.  Dependence, trust and relational behaviour on the

      part of foreign subsidiary marketing operations:  implications for managing global

      marketing operations.  Journal of Marketing, 65, 51-566.

Hilton, B., C.J. Choi, S.H. Lee and C. Millar (1997), “Marketing Barriers to Eastern 

     European Firms:  Countertrade and Linked Marketing Relationships”, proceedings 

     of the European Marketing Association Conference, Warwick, United Kingdom.

Hofstede, G. (1980). Culture's consequences: International differences in work-

     related values. Newbury Park, CA: Sage

Hoskisson, Robert E., Lorraine Eden, Chung Ming Lau and Mike Wright.  2000.

     Strategies in Emerging Economies.  Academy of Management Journal, 43:

      249-267.

Iyer, Gopalkrishnan. 1997  Comparative marketing:  an interdisciplinary framework 

    for institutional analysis.  Journal of International Business Studies, 531-561.

Kalafatis , Stavros P., 2992, Buyer-seller relationships along channels of distribution,

     Industrial Marketing Management 31 (3) pp. 215-228. 

Katsikeas, Constantine. 2003 Advances in international marketing theory and practice.

      International Business Review, 12, pp. 135-140.

Kostova, Tatiana.  1999.  Transnational Transfer of Strategic Organizational Practices:

      A Contextual Perspective.  Academy of Management Review, 24:  308-324.

Lall, S. (1991),  Marketing Barriers Facing Developing Country Exporters:  a   

     Conceptual Note, The Journal of Development Studies, 28 (4), 137-150.

Landa, J.  (1994),  Trust, Ethnicity and Identity.  Michigan:   University of Michigan 

     Press,

LeCraw, D. J. 1989. The management of countertrade: Factors influencing success

    Journal of International Business Studies, 20(1): 41–59. 

Li, Lee & Peggy Ng.  2002 Market exchanges, hierarchical exchanges or relational        exchanges in export channels into emerging markets.  International Business      Review, 11, pp. 707-723.

Lin, L. and B. Sternquist (1994),  Taiwanese Consumers’ Perceptions of Product 

     Information Cues:  Country of Origin and Store Prestige,  European Journal of

     Marketing, 28 (2), 5-18.

Luhmann, N.  (1979),  Trust and Power.  Chichester:  John Wiley & Sons.

Luo, Y & Peng, M.  1999.  Learning to compete in transition economy:  experience, 

     environment and performance.  Journal of International Business Studies, 30(2):  

     269-296.

Lusch, RF and Brown, JR,  1996 Interdependency, Contracting, and Relational 

     Behavior in Marketing Channels, Journal of Marketing, 60 (October), 19-38. ... 

MacNeil, I.  (1980),  The New Social Contract, an Inquiry into Modern Contractual

     Relations.  New Haven:  Yale University Press.

Marin, D. and M. Schnitzer (1995),  “Tying Trade Flows:  a Theory of Countertrade 

     with Evidence,”  American Economic Review, 90 (12),  1047-1064.

Marvel, H. and S. McCafferty (1984),  “Resale Price Maintenance and Quality 

     Certification,”  Rand Journal of Economics, 20 (4),  346-359.

Milner, H. and D. Yoffie (1989),  “Between Free Trade and Protectionism:  Strategic

     Trade Policy and a Theory of Corporate Trade Demands,” International 

     Organisation, 43 (1), 239-272.

Mirus, R and B. Yeung, 1986, Economic Incentives for Countertrade, Journal of 

     International Business Studies, autumn 1986, pp 27-39  

Morgan, R. and S. Hunt (1994),  “The Commitment-trust Theory of Relationship 

     Marketing,”  Journal of Marketing, 58 (July),  20-38.

Mudambi, R. & P. Navarra. 2002, Institutions and international business:  a 

    theoretical overview.  International Business Review, 11, pp. 635-646.

Nelson, Richard. 1994.  The Co-evolution of technology, Industrial Structure, and 

     Supporting Institutions.  Industrial and Corporate Change, 3:  47-63.

North, Douglas. 1990.  Institutions, Institutional Change and Economic Performance.  

     Cambridge:  Cambridge University Press.

Olson, Mancur.  1992.  The hidden path to a successful economy, in Clague, C. & G. 

      Rausser, editors, The Emergence of Market Economies in Eastern Europe.  

      London:   Blackwell.

Orrù, M. 1997. The Institutional Analysis of Capitalist Economies. In M. Orrù, N.W. 

     Biggart & G.G. Hamilton (eds.). The Economic Organization of East Asian 

     Capitalism. Thousand Oaks: SAGE. 297-310 

Ostrom, Elinor. 1990. The Rudiments of a Theory of the Origins, Survival, and 

     Performance of Common Property Institutions." Presented at the First Meeting of 

     the International Association for the Study of Common Property, Duke University, 

     September 28-30

O'Toole, T., B. Donaldson, 2002, Relationship performance dimensions of buyer-

     supplier exchanges, European Journal of Purchasing & Supply Management 8 (4) 

     pp. 197-207. 

Parsons, Talcott. 1967. Sociological Theory and Modern Society. London: The Free 

      Press, 1967.


Parvatiyar, A., J. Sheth and F. Whittington (1992),  “Paradigm Shift in Interfirm

     Marketing Relationships:  Emerging Research Issues,”  Working paper, Emory

     University.

Pearons, M. (1972),  “An Empirical Study of the Operational Results Associated with

     Conflict and Cooperation in Channels of Distribution,”  Southern Marketing 

     Association, Washington, D.C.

Peng, Mike W.  2000.  Business Strategies in Transition Economics.  Thousand

      Oaks, CA:  Sage.

Powell, Andrew and Paul DiMaggio.  1991.  The New Institutionalism in 

      Organizational Analysis.  Chicago:  University of Chicago Press.

Pothukuchi, Vijay.  2002.  National and Organizational Culture Differences and 

      International Joint Venture Performance.  Journal of International Business

      Studies, 33: 243-266.

Rindfleisch, A. & Heide, J.  1997.  Transaction cost analysis:  past, present and future

     applications.  Journal of Marketing, 61:  30-54.

Robicheaux, R. and A. El-Ansary (1976),  “A General Model for Understanding 

     Channel Member Behavior,”  Journal of Retailing, 52 (2),  13-30.

Roe, Mark J., 1994 , Strong Managers Weak Owners: The Political Roots of 

     American Corporate Finance (Princeton University Press, Princeton, NJ)

Rousseau, Denise M.. (1995) Psychological contracts in organizations: 

     Understanding written and unwritten agreements Thousand Oaks, CA: SAGE 

     Publications

Rugman, A.M. and R.M. Hodgetts, 1995, International business: A strategic

      Management approach,  Mc Graw Hill, International Edition. P 168

Samiee, S and P.G.P. Walters, 2003, Relationship Marketing in an International 

     context: a literature review, International Business Review, vol 12, 2, pp 193-214 

Schelling, Thomas, 1960,  The Strategy of Conflict, Cambridge MA: Harvard 

     University Press

Scott, Richard W.  1995.  Institutions and Organizations.  Thousand Oaks, CA:  Sage.

Shenkar, Oded.  2001.  Cultural Distance Revisited:  Towards a more Rigorous

      Conceptualization and Measurement of Cultural Differences.  Journal of 

      International Business Studies, 32:  519-536.

Simon, Herbert.  1991.  Organisations and markets.  Journal of Economic 

     Perspectives, 5:  25-44. 

Sivakumar, Kumar.  2001.  The Stampede toward Hofstede’s Framework:  Avoiding

     The Sample Design Pit in Cross-Cultural Research.  Journal of International

      Business Studies, 32:  555-575.

Thomas, David C.  2002.  The Effect of Cultural Differences on Behavioral 

      Responses to Low Job Satisfaction.  Journal of International Business Studies,

      33:  309-327.

Thomsen, Steen and Torben Pedersen ,1999. Business Systems and Corporate

     Governance, International Studies of Management and Organization 29(2), 43-59.

Thorelli, H.  (1986),  “Networks:  between Markets and Hierarchies,”  Strategic

     Management Journal, 7, 37-51.

Titman, S. and B. Trueman. 1986.  Information quality and the valuation of new

     issues.  Journal of Accounting & Economics 8: 159-172.

Tse, D.K. and G. Gorn  (1993),  “An Experiment on the Salience of Country-of-Origin

     in the Era of Global Brands,”  Journal of International Marketing, 1 (2),  57-76.  

Toyne, Brian and Douglas Nigh. 1997.  International Business:  An Emerging Vision, 

      Columbia SC:  The University of South Carolina Press.

Toyne, B, (1998).  ‘A More Expansive View of International Business’,

     Journal of International Business Studies, 29:  863-876.

Udis, B. and K.E. Maskus (1991),  “Offsets as Industrial Policy:  Lessons from 

     Aerospace,”  Defence Economics, 20 (2),  151-164.

Wathne, K. & Heide, J.  2000.  Opportunism in interfirm relationships:  forms, 

    outcomes, and solutions.  Journal of Marketing, 64: pp36-51.

Whitley, Richard (1992a)  Business Systems in East Asia:  Firms, Markets and 

      Societies,  Oxford:   Clarendon Press.

Williamson, O. (1983),  “Credible Commitments:  using Hostages to Support 

     Exchange,”  American Economic Review, 73 (September),  519-540.

.

FIGURE 1:

International marketing typology:

Traditional versus Relationship versus Linked Marketing
	Marketing Type
	Nature of Exchange

	Traditional  marketing
	Short term, discrete exchange transactions; anonymous market relationships;

importance of contract law

	Relationship marketing
	Long term, repeated transactions;

relation based transactions;

bilateral rather than multilateral

	Linked marketing
	Mutual commitment based relationships;

incentives not to renege on exchange;

less affected by uncertainty, turbulence


FIGURE 2:

Advantages of Linked Marketing:
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FIGURE 3:

International Marketing Barriers 

for Emerging Market Firms

	Pre-shipment marketing barriers


	Post-shipment marketing barriers

	Product design
	Wholesaling

	Product quality
	Retailing

	Shipping on time
	After sales service

	Guaranteed delivery
	Brand name promotion
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