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Cosac Naify: A Small Brazilian Publishing House Goes Abroad

Abstract: 

This teaching case describes the present efforts of a small Brazilian publishing house to export its products to foreign markets. In fact, after several years of losses, the firm has undergone substantial restructuring and hired a new CEO, reaching modest profitability. The challenge faced by the new management team includes, in addition to keeping the firm financially healthy, to develop an international orientation, to mobilize the resources, and to develop a new strategy to go international. The case is based on primary (personal interview with the CEO) and secondary data from several sources (business newspapers, magazines, and the internet). The case is designed for use in undergraduate and MBA programs in courses related to Marketing, International Business, Entrepreneurship and International Entrepreneurship. 
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Cosac Naify: A Small Brazilian Publishing House Goes Abroad

Introduction
Charles Cosac and Michael Naify founded in 1997 Cosac Naify, a publishing house of art books, in the city of São Paulo. The firm added later other types of books to its product portfolio. In addition, despite an initial focus on local content, international titles were also translated to Portuguese and launched in Brazil. In 2013, Cosac Naify published books in the areas of architecture, art, human sciences, cinema and theater, design, photography, literature, fashion, dance, and music, as well as children’s and youth books. Brazilian and foreign literature were the main product lines in terms of revenue (around 40%), followed by children’s and youth books (around 30%), with the remainder distributed among the other categories. Although considered the firm’s main asset, art books were sold often at a loss. Academic books and children’s books provided the highest financial returns. By 2013 the company had published almost 1,000 titles.
Despite the acceptance of the publisher’s portfolio, the company was unable to reach breakeven for nearly 15 years, thus requiring annual capital injections by the partners. A significant restructuring of the operations was undertaken, with the firm reaching breakeven in 2012. By the end of the restructuring process, in 2103, foreign revenues accounted for only 1% of total revenues. The management team was not satisfied with these figures and intended to give special emphasis to internationalization in the firm’s strategic planning for 2014. This plan represented a substantial change in the firm’s orientation towards internationalization, which had been quite passive until then, merely serving unsolicited foreign orders. Management intended to adopt a more proactive stance, with international revenues becoming a significant contribution to Cosac Naify’s revenues and profits. However, the management team was aware that a new strategy was required to guide the company’s international expansion.
Regardless of the lack of profits and the uncertainty about the firm’s future trajectory, Charles Cosac was proud of the publishing house he had created: “It’s a life. Some people have been working here for so long that I have seen them marry, divorce, have children and grow old. [...] Will our company finally grow up and become an adult?” (Abujamra, 2012, p.20).
Company Background
Cosac Naify started its activities with the publication of an art book on the work of an important Brazilian plastic artist. Its launch marked the fulfillment of Charles Cosac’s dream of working in the world of fine arts without necessarily being an artist.  
Charles Cosac can be described as a very charismatic individual. As the inheritor of  the wealth built up by a Syrian immigrant family in the Brazilian mining industry, he identifies himself with the main character of  the Russian novel Oblomov written by Ivan Goncharov, “... a chronic procrastinator who also lives off an inheritance and hates paying bills” (Abujamra, 2012, p.23). His love for art began quite early when, at the age of 13, he used to visit the Museum of Modern Art in Rio de Janeiro and, despite his lack of talent, developed a keen aesthetic eye. Frustrated at not having the talent to be the author of the masterpieces he admired, Charles Cosac found his calling as a publisher of art books. 
He founded the publishing house with a friend, Michael Naify, whom he met while living in England, where he graduated in art history and went on to obtain a doctorate. Michael Naify was also Charles Cosac’s brother-in-law, and shared with him the love for art. They had other characteristics in common. First, both had inherited large fortunes, one from the mining industry in Brazil, and the other from the U.S. film industry, exhibition theaters, and cable television. Second, both were known as owners of large art collections. Third, the two entrepreneurs also shared a vision of the importance of preserving the cultural legacy of humanity. To achieve this goal, they founded Cosac Naify to produce art books of the highest quality and outstanding design. This orientation enabled the entrepreneurs to create one of the country’s most respected, and internationally recognized, catalogues, albeit at the expense of the firm’s financial health. 
Because the partners saw the company as a means of achieving their humanistic vision, quality took precedence over profit. It was precisely because of this noncommercial orientation that the company had registered losses for almost 15 years, requiring annual capital injections from the partners, until a new executive director was hired in 2010 with the mission of changing this state of affairs. In an interview given to a Brazilian newspaper at the beginning of 2012 (Abujamra, 2012), Charles Cosac acknowledged that he had remained unaware of the company’s financial situation for nearly 13 years and it was only after performing an audit in 2011 that he found out that the company had had losses of over two million dollars.
In 2010, in order to face the firm’s recurring losses, Cosac Naify hired Bernardo Ajzenberg, a journalist by training, as the firm’s Chief Executive Officer, and Carlos Cosac remained as President. Ajzenberg was the author of novels and short stories, as well as a translator of works from English, French and Spanish. After carrying out a complete reorganization in 2011, the firm adopted annual performance goals to assure its long term viability. Internal goals also included the working conditions and compensation plans for its nearly 80 employees. The restructuring produced fast results, and the firm quickly reached breakeven. Florencia Ferrari, the company’s editorial director, explained in an interview to a local newspaper: 
We will continue to have interesting projects and to focus on quality. However, we want to have projects that are profitable at the same time we maintain our identity and positioning. If we show that this kind of publishing house can succeed in Brazil, we may become an example for other publishers that adopt a similar positioning, and the country will benefit (Aguiar, 2013).
Accordingly, the selection of titles for publication followed very strict criteria in terms of content quality.  In the next step, a group of editors and assistants, organized by subject area, defined whether the book would have a preface or an introduction and, if so, who would be invited to write it. They also suggested changes to be made in the text. Concept meetings were held weekly with editors and the in-house design team, with the purpose of defining the book size, the type of paper, the cover (hard or paperback), the distribution of illustrations, etc. The next step was to project the sales potential and to determine the size of the edition, and the marketing investment required. The executive director explained that expectations of higher sales led to substantial economies of scale and thus to a lower price. On the other hand, extremely high quality books whose sales were expected to be low were published in small amounts with the financial return, in this case, occurring in the long term. These books, however, attracted substantial attention from the media, thus generating publicity for the publishing house. The pricing process involved several departments, and also took into account the opinions of distributors and bookstores. Publishers define only the cover price, which is sold at a discount to book stores and distributors who are responsible for establishing the final retail price. The publisher has a net margin between 5% and 6%. Cosac Naify outsourced all graphic production to foreign suppliers in China, given their substantially lower costs, even after allowing for transportation costs.  


The Publishing Industry 
The publishing industry is schematically represented in Figure 1. 
FIGURE 1 HERE
Authors and holders of authors’ rights – The most important relationships for a publisher are those established with the authors. Authors are the suppliers of content. The publisher’s task is to select the manuscripts that best fit the firm’s publishing profile. The publisher adds value through services such as diagramming, revision, illustration, photography, translation, and cover.  Authors are usually self-employed professionals and their ability to establish long-term exclusive contracts with publishers depends on their reputation and readers.  
Printing services suppliers – Printing service suppliers perform the final stage of the publication process. According to data from the Brazilian Printing Industry Association – Abigraf (2013), the production of the printing industry totaled BRL 37.4 billion in 2012. The publishing segment accounts for just over 29%. Some publishers, such as Cosac naify, outsourced printing services from Chinese suppliers.
Distribution –The choice of distribution channels depends on the type of product, market size, size of the publisher and of the bookstore. The following distribution strategies are available to a publisher: (i) direct distribution; (ii) independent commercial representative or independent bookstore; (iii) distributors with bookstores; and (iv) independent distributors or wholesalers. Publishers can also sell directly to the government. 
In Brazil, bookstores are the main outlet for books, accounting for an estimated 40% to 45% of total sales volume.  The distributor controls inventory and deliveries, combining the roles of commercial agent and outsourced logistics agent. By specializing in these activities, the distributor benefits from economies of scope that most publishers are unable to achieve. It is also the distributor’s role to advice bookstores regarding the most promising new books.  Due to their economies of scope, distributors are also able to sell small quantities to bookstores (unlike publishers that have to sell large volumes), thus enabling the bookstores to purchase a larger variety of titles and better control inventories. Publishers can sell to distributors under several types of agreements: (i) ordinary sales; (2) agreements to return unsold books and replace them with other titles; and (3) consignment sales (often used by the publishing industry). 
The International Market
International sales of books, brochures and similar printed matter totaled 16.7 billion dollars in 2012 (Appendix 1). Between 2008 and 2012, both the total value and volume sold in the world (measured in tons) fell around 3%. Appendix 2 shows data for the 25 main importing countries. The United States leads the ranking, followed by the United Kingdom. Germany, Canada and France also rank among the top importers. The BRIC countries have been increasing their importance as importers: Russia occupies the 15th position in the rank, China the 18th (with Hong Kong 6th), South Africa the 22nd, Brazil the 25th and India the 26th position. 
A major technological upheaval is changing the face of publishing in the world, with the advent of new technologies. As a result, rivalry in the industry has increased substantially in recent years. The consultancy PricewaterhouseCoopers (PwC, 2011) presents a ranking of the 54 main publishers, based on published sources, including sales of books, newspapers and digital products. The list compiled by PwC shows the dominance of publishing houses from developed countries, especially the U.S., with ten out of 54 publishing houses. Three Brazilian and two Russian publishers also appear in the list.
A study analyzed the strategies of three large multinational publishers (Sá Earp & Kornis, 2005): the German publishing house Bertelsmann (8th position in the ranking); Scholastic, from the U.S. (10th) and Thompson (a part of The Woodbridge Co. of  Canada). Compared to their multinational competitors, domestic publishers are typically too small to resist the onslaught of the industry giants. The study’s main conclusions are: 
· All large multinational publishers have activities outside the publishing sector. These other activities are usually related to publishing, thus creating synergies (e.g. Bertelsman also operates in the media segment). 
· Multinational publishers show a high degree of internationalization, with subsidiaries in several countries, in addition to exporting their products. 
· In spite of their high degree of internationalization, their sales are concentrated in the United States. The German publisher Bertelsman obtains 69% of its revenues from the U.S. and Scholastic 80%.
· These publishers have adopted aggressive growth strategies based on mergers and acquisitions of competitors.
Mergers and acquisitions among large publishing houses have become more intense in recent years. For example, the year 2012 saw the merger between Random House (part of the German group Bertelsmann) and Penguin (Pearson Group, U.K.). One of the reasons for the merger was “the desire to consolidate the interests of the two conglomerates in Latin America, China and India”, with Random House already having a strong foothold in the Hispanic market (Werneck, 2012). The attractiveness of emerging markets is largely due to the high growth rates compared to modest, or even negative, growth rates in developed markets. Multinational publishing houses have also established subsidiaries in the Brazilian market, by means of acquisitions or greenfield investments (Appendix 3).
Brazilian Exports of Books
Exports of books from Brazil account for 0.16% of the world exports, with the country occupying 47th position in the global ranking. Brazilian book exports are thus insignificant, accounting for only 1% of the sector’s gross annual revenues and 0.02% of the country’s exports during the last decade. Figure 2 presents the Brazilian exports of books in value between 2001 and 2012. 
FIGURE 2 HERE
The value of exports rose continuously until 2007, fell sharply during the three subsequent years, and strongly recovered in 2011 and 2012. Appendix 4 shows the main foreign markets for Brazilian books in 2012. The five top importers of books from Brazil are the United Kingdom, Angola, Argentina, the United States, and Mexico. Among these, the only Portuguese-speaking country is Angola, a former Portuguese colony in Africa. The Angolan market is still very small but has grown significantly since the end of the country’s civil war, in contrast to the U.K. market, which has declined in both production and sales. As a whole, exports to Portuguese-speaking countries in 2012 comprised only 20% of the total value, whereas sales to the U.K. (the main importing country) accounted for 26%. Exports to all Latin countries (including Portugal and Spain) accounted for 38% of the total value of exports. Nevertheless, the importance of geographical and cultural proximity is quite obvious when analyzing exports of picture books and drawing and coloring books for children (Appendix 5), with  more than 90% of exports of children’s books going to culturally-close countries.
International Activities at Cosac Naify 
Despite the adoption of a passive orientation towards internationalization in the past, Cosac Naify had had a few interesting experiences in foreign markets. In 1998, for example, the company established an agreement with Yale University Press to launch the Pelican History of Art collection in Brazil. As a result, for a few years, imported titles accounted for a greater share of the company’s revenues than recently. 
One type of international partnership commonly used in the industry is the so-called “co-run partnership” – or joint printing – in which a foreign editor conceives a book and domestic partners spread in different countries perform the translation and distribution. In these agreements printing is typically centralized and the finished products sent back ready for sale to the foreign partners. This type of partnership allows charging lower prices and also permits simultaneous launches in several countries. Cosac Naify had been involved in this type of deal since the early 2000s, with an average of two or three a year. 
The firm also had production partnerships with other publishers, institutions and museums abroad, but not on a permanent basis. Some successful partnerships continued but without any long-term contractual relation. Contrary to a joint printing agreement, in a co-edition partnership the two parties are involved in the whole process, including content conception. 
The first international co-edition partnership was established between Cosac Naify and the New York Museum of Modern Art (MoMA) in 2007. A Brazilian plastic artist was exhibiting his works in the museum and Cosac Naify was invited to prepare a book on the artist’s works. According to Bernardo Ajzenberg, this was the most prestigious partnership Cosac Naify had ever entered. Later, in 2012, a similar partnership was established with the Giacometti Foundation in France.
In 2010 Cosac Naify was approached by the Fondo de Cultura Económica, a publisher associated to the Mexican government, to publish a series of essays on poetics. Despite the success of these partnerships, Bernardo Ajzenberg explained, in a personal interview to one of the authors, why Cosac Naify was not interested in developing similar initiatives abroad: 
Because – let’s put it this way – we have our own objectives as a publisher. This may sound somewhat pretentious, but it makes sense. We want to conceive the books here. For example, we formed a partnership with the MoMA, but a Brazilian artist was involved. The MoMA had an exhibition by this artist and our interests came together. A variety of circumstances can lead to a partnership like this one. But we are not  seeking these partnerships. 
Participation in fairs abroad – and the prizes won – served the purpose of presenting the publishing house and its catalogue, thus potentially increasing foreign sales. For example, the award for the best Latin American children’s and youth book publisher at the Bologna fair – the world’s most important fair in this segment – had strong impact in the publishing business and increased the demand for Cosac Naify’s books. 
Most often, after a book is published in Brazil, foreign publishers interested in the book contact Cosac Naify to offer their terms; the best proposal gets the license to publish. The price submission system is similar to the one used in an auction. The international publisher is responsible not only for the translation, but also for the whole production and distribution process. The author has the contractual right to approve the final cover and, in the event of disagreement, can demand that a new cover be made. There are usually very few problems in this type of transaction. 
Cosac Naify also exported physical books, fulfilling orders from abroad. The export process of physical books is quite simple. According to Ajzenberg, “a book is never made solely for exporting”; the same book that is produced for the Brazilian market is then exported. Moreover, when a Cosac Naify’s editor conceives a book, there is no concern regarding its feasibility for the international market, given that internationalization has not been the publisher’s focus. When a book is exported, the marketing department translates only a small part of the introduction.  However, art books are a different matter. These books are usually bilingual (English and Portuguese) or in some cases trilingual (Portuguese, English, and Spanish). Export prices of physical books are set on a case-by-case basis. Ajzenberg explained:  
These are orders for art books, mainly from galleries. For example, there is an exhibition by a Brazilian artist in Portugal. The gallery contacts us to find out if we have a book about the artist. If we do, they put an order. It’s merely passive. 
Besides direct exporting, the company also had a Spanish distributor between 2008 and 2012. The traditional publishing house and distributor Editorial Gustavo Gili, founded in 1902, approached Cosac Naify with an offer to distribute its books in Portugal and Spain. The distributor’s publication profile was fairly similar to Cosac Naify’s, including art books and books for bibliophiles, and it also placed high value on graphic quality. In addition to Spanish, Editorial Gustavo Gili published books in English and Portuguese and had subsidiaries in Mexico and Lisbon. The two publishers signed a consignment sales contract, under whose terms Cosac Naify would only receive payment when the distributor closed the sale. If any books were not sold, they would be sent back to Cosac Naify. The European crisis, the unfavorable conditions for book sales and the unattractive terms established in the contract led to the friendly dissolution of the partnership in 2012. 
In that same year the multinational publishing house, Penguin, approached Cosac Naify, with a proposal to sell its books in Europe. The Penguin Group had operations in the U.S., the U.K., Australia, Canada, India, New Zealand, Eire, South Africa, and China, and belonged to Pearson PLC, a British conglomerate which operates in the publishing and educational areas. Although negotiations were well advanced, no contract had been signed until mid-2013.
However, the attitude towards internationalization was undergoing a change. In the future the firm intended to act more proactively in exporting authors’ rights. For the first time Cosac Naify was intending to send an executive to the Frankfurt Fair with the main purpose of  finding publishers and distributors who might be interested in doing business with Cosac Naify. Before, the company had only looked for titles to sell in the Brazilian market. In 2013, however, the aim was to concentrate on both actions – exports and imports.  Accordingly, an agenda of meetings was prepared to present a catalogue, containing a synopsis in English of Brazilian novels and essays, children’s and youth books, and art books. There were no plans to adapt or translate books for the international market, but just to export authors’ rights, leaving the task of producing and distributing the books to the foreign buyer. The intention was to take advantage of a growing interest, especially in Europe, on the Brazilian culture, according to Ajzenberg:
Brazil is now fashionable, particularly in Germany. Thus we think that this attitude will have a positive effect on the interest for the Brazilian literature. The interest [of foreigners] is increasing. So, we are going to select some books that we think are more typically Brazilian – which represent the country better – books that we think can attract more interest abroad.  
The main targets were the publishers with which Cosac Naify had already established some type of relationship in the past. These were publishers from Spain, France, Germany, England, Italy, Mexico, and the United States, countries traditionally more interested in Brazil and Latin America. Bernardo Ajzenberg speculated on the reasons for this preference: 
Although this may seem hard to believe, the cultural proximity between Brazil and Portugal, and to a certain extent Spain, is greater than between Brazil and Colombia. I don’t know how to explain this. Certainly there are socio-historical explanations, but it is easier to sell a book to any European country than to Venezuela, Colombia, or Ecuador... It’s strange. [...] We buy book rights of several Argentinian authors. I think it must be the geographical proximity. But from Chile, only a few. 
Future Prospects in Internationalization
To develop its international activities, Cosac Naify could expand using three export channels: (1) sales to distributors; (2) direct sales to bookshops; and (3) online sales.  
The international distributor is seen as much more than a logistics agent, playing a crucial role in discovering potential customers for Cosac Naify products.  Ajzenberg listed some criteria Cosac Naify considered when choosing a partner. First, a good distributor should be familiar with the characteristics of the books produced in order to identify who would be interested in buying them in different countries. Second, the distributor should demonstrate its distribution capacity. Third, the relationship should be based on financial transparency, in order to develop trust between the parties. Fourth, the partner should make timely payments, because this has a direct impact on the company’s cash flow. Fifth, the distributor should be a reliable source of information on overseas markets. Finally, the partner was expected to consolidate several orders in a single purchase, thus reducing freight costs. Although considering that selecting a distributor represents a much cheaper investment than focusing on developing a portfolio of final customers, Ajzenberg acknowledged that Cosac Naify had made little effort up to now in this direction.
Direct sales to bookstores abroad occurred only sporadically when the publisher was approached by a bookseller interested in the product. The system used to deliver the product in this case was similar to the one adopted in online sales. Online sales, via the company’s website, were considered a good channel for reaching final consumers, including foreign ones. However, Cosac Naify’s website did not have an English version, nor a version in any other language besides Portuguese. All prices were in BRL, did not include shipping charges which had to be paid by the buyer, and currency conversion was made using daily exchange rates. The company did have a plan to translate the website, but it had not been implemented yet.
Another project under development involved the sale of e-books. Management recognized the growing importance worldwide of electronic books. Thus, in 2013, Cosac Naify offered the first books in digital form. A young professional with a technological profile was hired with the main responsibility of transfering the capabilities that the company had developed for print books to e-books. The digital books were initially sold in Brazilian bookstore websites. In addition, on mid-2103, the company signed a contract with Google to sell its products via its Play Store app. 
The company was also part of a special project that aimed at encouraging exports of Brazilian publishing content led by the Brazilian Book Chamber and financed by Apex-Brazil, the Brazilian Agency for the Development of Exports and Investments. This project offered several incentives and financial support to participation in foreign fairs and exhibitions. Yet Azjenberg mentioned that Cosac Naify was not yet fully involved in the project. Another incentive offered by the Brazilian government was a special arrangement for the exporting of books by the Brazilian Mail Service, which greatly facilitated book exports and was being effectively used by Cosac Naify.
A major problem in the exporting of physical books was related to consignment contracts, in which the international distributor would send back books that were not sold. This practice was very expensive and the books tended to be damaged, after staying for a long period of time in a warehouse and then being sent in containers by maritime transportation, often taking several weeks to arrive. In fact, this was one of the problems faced with the agreement with the Spanish distributor, leading to ceasing the contract. Nevertheless, the relationship with the Spanish distributor remained Cosac Naify’s most effective international experience and from which management learned a great deal.
Other barriers to expanding international activities included the fact that the company had not yet established a solid reputation in international markets. Cosac Naify’s management was aware that the firm had received little attention from the media broad, and that specific efforts would be required in order to obtain foreign publicity. In addition, the fact that the international activities had only a small share in the company’s revenues relegated them to a secondary position, thus hindering the development of a global vision.
Azjenberg was aware of the many challenges faced by Cosac Naify to expand its international activities. The sales team was optimistic regarding the publisher’s participation in the 2103 Frankfurt Fair. Based on the contacts established, a new internationalization strategy would be developed for the next few years. Management hoped that exports could help the firm to achieve a better long-term performance in terms of sales and profits, as well as to further improve its reputation in Brazil and in foreign markets. Internationalization was seen as a source of profitability because previous experiences suggested there was significant potential for increased sales and profits, and the Brazilian market for high quality books was small and saturated. International presence was more important to the reputation of a publisher in certain subjects. For example, it was considered highly prestigious to have books being sold in foreign museums and specialized stores. Books on design have more prestige when sold to England, Spain, and Italy, whereas France is the main destination for general literature.  Ajzenberg observed: “I went to Portugal and various other countries recently and publishers showed interest: ‘Gosh, we need to have these books here’. It’s a prestige thing, when you sell abroad, it certainly is.” 
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APPENDIXES

Appendix 1 – Main World Publishing Markets in 2012
	
Country
	Publishers’ net revenues (EUR million)
	Market at consumer prices  (EUR  million)
	New titles and   re-editions per million inhabitants

	USA
China
Germany
Japan
France
United Kingdom
Italy
Spain
Brazil
India
Canada
	21.500
n.a.
6.350
n.a.
2.804
3.738
1.900
1.820
2.027
1.675
1.535
	31.000
10.602
9.734
7.129
4.587
4.080
3.417
2.890
2.546
2.500
2.342
	1.080
245
1.172
n.a.
1.242
2.459
956
1.692
285
n.a.
n.a.

	Total World
	
	105.614
	


Source: IPA (2013) n.a. = not available.


Appendix 2 – Main Importing Countries of Books and Similar Printed Matter  - 2012
	Total and by Main Importing Countries 
	Value Imported in 2012 (US$ thousand)
	Change in Value Imported  2008 - 2012 (%)
	Change in Quantity Imported 2008 - 2012 (%)
	Change in Value Imported 2011 - 2012 (%)

	United States  
United Kingdom
Canada
France 
Germany
Hong Kong
Switzerland
Australia 
Austria 
Belgium
Holland
Mexico 
Spain
Singapore 
Russia 
Japan 
Italy
China 
Czech Republic
Sweden 
Norway 
South Africa
Malaysia 
South Korea
Brazil
	1.781.780
1.632.842
1.297.109
929.763
720.687
690.031
588.260
563.088
547.263
521.418
449.363
388.743
323.693
322.203
280.177
259.758
252.941
202.737
191.553
186.740
186.276
182.770
173.356
172.296
170.170
	-6
-1
-1
-3
-1
-4
-5
0
-4
-5
-3
-3
-4
1
-14
1
-2
14
-5
2
-2
1
2
-3
10
	n.a 
-3
n.a. 
0
1
-8
-2
n.a. 
0
-4
2
n.a. 
-15
n.a. 
8
4
-7
-6
-3
2
-1
-4
6
-7
11
	-3
1
-3
-5
-5
-2
-7
-1
-10
-8
-8
4
-4
-5
2
-7
-7
13
-12
-12
1
-10
8
-7
-5


Source: ITC (www.trademap.org)


Appendix 3 –Foreign Firms Recently Entering Brazil 
	Year
	Multinational Group
	Type of Entry 

	2003
2005
2009
2011
2011
	Planeta (Spain)
Santillana (Spain)
Leya (Portugal)
Penguin (USA)
Babel (Portugal)
	Greenfield investment 
Acquisition of  75% of Objetiva
Greenfield investment
Acquisition of  45% of Companhia das Letras
Greenfield investment


Source: Compiled by the authors from Werneck (2012).

Appendix 4 – Exports of Books, Brochures and Similar Printed Matter - 2012
	Main Purchasing Countries 
	Value Exported in 2012 (USD 1000) 
	Change in Value Exported 2008-2012 (%)
	Change in Quantity Exported 2008-2012 (%)
	Change in Value Exported 2011-2012 (%)

	United Kingdom 
Angola 
Argentina 
USA 
Mexico 
Portugal 
Japan
Peru 
Colombia 
Mozambique 
Bolivia 
Hong Kong
Chile 
Guatemala 
Dominican Republic
Equador 
Paraguay
Costa Rica 
Spain
Germany
Congo 
Canada 
Nigeria 
France 
Honduras 
Nicaragua 
	6.823
3.516
3.057
2.300
1.747
1.348
1.292
884
542
502
438
421
330
310
305
262
219
188
160
142
140
138
132
130
130
123
	242
9
1
-19
-1
-25
-6
6
13
35
0
285
-5
-2
13
31
36
-2
-24
-9
6
-13
-36
7
-10
21
	173
8
0
-7
-16
-18
-9
-1
-1
55
-2
n.a.
2
-6
8
43
12
-18
-23
-7
12
-35
-41
2
2
14
	-16
67
61
-9
61
-33
-9
-6
63
-24
129
10.425
-29
-39
-23
75
20
45
-55
-11
n.a. 
245
27
73
2500
43

	Total
	26.248
	3
	-3
	5


Source: ITC (www.trademap.org)   n.a.= not available

Appendix 5 – Brazilian Exports of Children’s Books - 2012
	Total and by Main Importing Countries   
	Value Exported in 2012 (US$ thousand)
	Change in Value Exported 2008 - 2012 (%)
	Change in Quantity Exported 2008 - 2012 (%)
	Change in Value Exported 2011 - 2012 (%)

	Total
Uruguay 
Angola 
Bolivia 
Paraguay 
	336
152
98
39
26
	-14
48
82
n.a. 
104
	-18
28
n.a 
n.a. 
39
	25
134
n.a. 
-65
-38


Source: ITC (www.trademap.org)   n.a.= not available
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Figure 1 – Schematic Representation of the Publishing Industry 
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Figure 2 – Brazilian Exports of Books, Brochures and Similar Printed Matter (USD 1,000) – 2001 to 2012
Teaching Notes
This teaching case illustrates a Brazilian publisher’s efforts to move from a passive orientation towards internationalization to a proactive search for new opportunities in the international market. The case aims at the following instructional objectives: 
· Analyze the internationalization potential of a Brazilian publisher in the book market.  
· Evaluate the strategic implications of different modes of entering the international book market. 
· Assess the difficulties associated with the development of international distribution for a smaller-sized Brazilian publishing house.
The case is designed for use in undergraduate and MBA programs in courses related to Marketing, International Business, Entrepreneurship and International Entrepreneurship. 
The following questions can be used to stimulate class discussion:
1. What is the main strategic problem faced by the publisher? 
1. What are the current sources of information on opportunities in the international market? What actions can the firm adopt to obtain more information? 
1. Do the firm’s products meet the needs of the international market? What adaptations can be made? 
1. What are the main disadvantages and barriers faced by Cosac Naify in the international market? 
1. What entry modes should be considered by the publisher? Which are their advantages and disadvantages? 
Case Analysis
1. What is the main strategic problem faced by the publisher? 
Cosac Naify’s management is not satisfied with the low percentage of foreign revenues on the firm’s total revenues. Internationalization is seen as a way of achieving economies of scale from larger editions, as well as of developing the reputation of the publisher. Although this is the immediate problem, the instructor should consider going into more depth on the real problems that face the firm in international markets. Some of these problems are external to the firm, such as the competition of giant multinational firms, and the limited market for books in Portuguese. Others, however, are internal to the firm, and include the lack of an international orientation, the supremacy of the founder’s personal goals over the firm’s business goals, the size of the firm, the lack of experience in international markets, the lack of information about foreign markets and their business practices, the lack of resources and capabilities for internationalization, among others.
1. What are the sources of information about opportunities in the international market?  What actions could the firm adopt to obtain more information? 
The publisher lacks market information that could enable the firm to identify the potential demand for its products in specific foreign markets. The main marketing task of publishers is to identify and reach the right reader for each title, not an easy task for a small publishing house. Each book has its “clientele, segmented according to specialized niches and members of different enthusiast clubs” (Sá Earp & Kornis, 2005, p.15). In addition, a book’s market niche is not necessarily restricted to a specific geography, but may be spread across different regions of the world. 
Network theory suggests that a firm’s network as well as its current activities may provide relevant sources of information to recognize new opportunities in foreign markets. However, despite its (although limited) previous ventures in international markets, Cosac Naify still lacks information about its potential and actual customers abroad, given that the publisher’s international activities have nearly always been carried on indirectly. Distribution contracts, sale of authors’ rights, and co-production partnerships have not enabled Cosac Naify to gain access to foreign sales and market information. Thus, the firm’s has accumulated limited international knowledge, hindering its ability to recognize international opportunities. 
	Forsgren (2002) points out that knowledge can be gained through the acquisition of other organizational units such as another publisher, or by hiring individuals with international experience. However, one may question whether the mere hiring of an executive is sufficient to change a firm’s cognitive map, thus providing the skills required to recognize and develop new international opportunities. 
A positive change in the external environment can also be favorably explored by Cosac Naify. Recent changes in international perceptions of Brazil have given the firm grounds for expecting a significant potential demand for its products.  It is clear that the increase in the country’s international exposure – due to the major events to be held in the country, such as the 2014 Fifa World Cup and the 2016 Olympic Games – has generated a growing interest in the Brazilian culture. Indeed, the fact that Brazil was the guest of honor at the Frankfurt Fair, the largest and most traditional book industry fair, indicates a strong international interest in Brazil’s production in this area. This perception is corroborated by the interest shown by overseas agents (distributors and other publishers) in selling books published by Cosac Naify.
According to Kontinen and Ojala (2011), new ties established in international fairs are more important for recognizing international opportunities than previously existing informal ties. The case suggests that the way a company takes part in fairs may be crucial for identifying partners interested in selling its books. It is, however, necessary to prepare the ground by translating catalogues into English and drawing up an agenda of meetings. 
1. Do the firm’s products meet the needs of the international market? What adaptations could be made? 
There are two kinds of geographically dispersed readers. The first group is formed by readers interested in books published in the original language, Portuguese. The second group comprises readers who are interested in the content but do not understand Portuguese or prefer to read in their own language. Interestingly, data on Brazilian exports of books show that the main markets are English-speaking. This suggests that the books serve a local Portuguese-speaking community, universities, or even individuals that learn or learned Portuguese. It would be interesting to know who the final buyers of these books are. 
At this point, Cosac Naify only exports products that were already developed for the Brazilian market. Since there is no effort to understand foreign consumers’ needs or to make any adaptations, the fit between Cosac Naify’s offer and foreign demand only occurs in the specific cases where the firm’s offer is attractive to foreign customers without any adaptation.
1. What are the main disadvantages and barriers faced by Cosac Naify in the international market? 
Language / Translation – The main barrier is language. Publishers that decide to export their books in Portuguese will be face a natural market limitation, restricting sales to Portuguese-speaking countries and foreign Brazilian Studies Centers and libraries. A way of circumventing this obstacle is to export authors’ rights and let the partner undertake the translation. However, this strategy has some disadvantages because the margins from this business model are significantly lower than if the book were exported in its printed form. 
Access to information on the consumer market – Given that bookstores and distributors are the main sales channels used by publishers, the contact with the final customer is made by these agents, thus hindering the acquisition of market knowledge by the publisher. The problem is even worse in the case of consumers in foreign markets, as the publisher has scant knowledge of the tastes and preferences of customers abroad. Cosac Naify does not know even in which countries international agents sell its books. This lack of information makes it difficult to identify opportunities for the firm’s international expansion. 
Logistics costs and consignment sales – Due to the small scale, Cosac Naify faces increasing transportation costs. In order to export the firm needs to establish partnerships with international distributors. In many cases, however, the contracts are disadvantageous to the Brazilian publishers, because of low bargaining power. Clauses relating to the return of unsold products and unfavorable conditions of payment make exports less attractive, thus increasing the appeal of the domestic market. The most commonly adopted practice in the publishing market is the consignment sales system, but this system transfers the risk to the publisher and requires the firm to be sufficiently capitalized. 
Economies of scale and scope – Economies of scale enable a firm to increase production while simultaneously reducing average unit costs. A book’s development cost is much higher than its printing cost. Thus, the more books produced, the lower the average unit cost. In general, therefore, internationalization enhances economies of scale. However, this positive effect may be offset by higher logistics costs. If a publishing house has a large variety of titles  it can exploit technological and commercial complementarities, use common inputs, and share the costs of marketing and brand promotion, thus acquiring economies of scope. This characteristic of the publishing business explains why publishers invest heavily in expanding their catalogues. 
1. What ways of entering the international market should be considered by publishers? What are their advantages and disadvantages? 
The following table presents the advantages and disadvantages associated with several potential entry modes.
	Advantages 
	Disadvantages

	Exporting Authors’ Rights

	· Low investment.
· Low risk.
· Not necessary to devote scarce managerial resources to foreign markets. 
· Avoids most of the risks associated with initiating exports and opening up foreign markets. 
	· Insufficient learning on international markets. 
· Firms do not acquire relevant information on consumer behavior, channels, prices, competitors’ actions, etc.
· Little or no control over the way products are sold in international markets.
· Total dependence on intermediaries. 

	Exporting Directly to Bookstores 

	· Higher return compared to exporting authors’ rights. 
· Moderate risk.

	· Hard to identify interested bookstores. 
· Low bargaining power due to lack of scope economies
· Unfavorable contracts due to low bargaining power. 
· Market restricted to bookstore customers. 
· Costs associated to logistics.

	Exporting  via International Distributors

	· Larger orders. 
· Possibility of obtaining information on potential consumers (depending on the kind of contract signed and the parties’ degree of commitment).  
· Access to economies of scope provided by the partnership. 

	· Publisher’s low bargaining power. 
· Risk that the distributor will not commit to the partnership (e.g. Cosac Naify books may compete with other works sold by the distributor).  
· High transaction cost, thus requiring a high degree of trust between publisher and distributor. 

	Partnerships with International Publishing Houses  

	· Agents have similar bargaining power. 
· Greater commitment.  
· Higher returns. 
· Scope gains. 
· Acess to market information.  
	· Risk of know how dissemination.
· Limitation of geographical scope. 
· Lack of interest on the part of Cosac Naify itself. Partnerships are seen as being at odds with the firm’s strategy.  

	Opening an Office

	· Greater access to information on markets.
· Greater commitment. 
· Higher return. 
	· Higher investment.
· Greater commitment to a specific market in an industry where consumers are geographically dispersed. 

	Acquisition of International Publishing Houses  

	· Acquisition of knowledge about foreign markets.  
· Higher return.
· Direct access to international networks and distribution channels. 
	· High level of investment. 
· Unfeasible in practice at this particular moment of the firm’s trajectory without an injection of capital by the partners. 
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