Licensing as a Strategic Option for the Internationalization of Creative Services 

Worldwide sales of licensed products reached 241.2 billion dollars in 2014 (Consulting, 2015). Of this total, United States and Canada are responsible for 58%, followed by Northern Europe (13.3%) and Northern Asia (7.9%).  In spite of their still small share of global sales, emerging countries in Central and Eastern Europe, Latin America, the Middle East and Africa have shown a substantial increase of sales of licensed products, compared to the developed world. Among the several types of intellectual properties licensed, Character & Entertainment are by far the most representative, with almost 45% share of the licensed retail market. This specific segment of licensing is related to the creative industries and, more specifically to the audiovisual segment. This study intends to examine the following research question: “To what extent the main theoretical perspectives in the field of International Business can be applied  to the internationalization of creative services companies using licensing?”

Despite the growing importance of licensing, and more specifically, of the global market for licensed products, the extant literature in international business has given scant attention to licensing as an international strategy. Even definitions of licensing are scarce and far from reaching a consensus among researchers. Contractor (1985) proposes two definitions of licensing, covering a broader and narrower scope. The narrower definition takes into consideration the transfer of patent rights and trademarks: “A license is merely a permission given to another firm to engage in an activity otherwise legally forbidden to it. The concept flows from the fact that patents and trademarks are legally sanctioned monopolies or rights, proprietary to a company”. The broader definition covers the transfer of technology, seen as a “transfer of capability in production, administration or marketing”: “It includes (a) the rights to use of patented information and trademarks in certain territories abdicated by agreement in favor of the licensee; (b) information that is proprietary but not patented, commonly called know-how (this may take the form of a specifications, models, drawings, manuals, forms, layout, checklists, charts, computers program and so on) and (c) services, such equipment installation, start-up, testing, training, recruitment, management development…” (Contractor, 1985, p.6). As one can easily see, these definitions do not cover adequately the licensing of products from the creative industry. 

In fact, most of the literature only mentions licensing as an alternative entry mode, but very few theories have examined licensing in more depth. Among the theoretical perspectives that explicitly mention licensing are theories based on the market failure paradigm (such as Transaction Cost Economics and Internalization Theory) and Internationalization Process Theory (the Uppsala model). More recently, an institutional perspective has been applied to the study of licensing, as well as a strategic perspective.

TCE and internalization theory see licensing as an alternative to production. The rationale behind these theories is strongly based on two behavioral assumptions: bounded rationality and opportunism (Williamson, 1985). Faced with the potential opportunistic behavior of economic agents, firms may choose to use their own structure (hierarchy) to manufacture its products, instead of a third party (market). In some cases, firms may choose a hybrid form (such as a strategic alliance). The choice will depend of three critical factors: uncertainty, asset specificity, and frequency of transactions. Interestingly, these theories assume that the firm does have a choice between manufacturing and licensing a third party, which is not always true. For example, in the audiovisual segment of the creative industry (but not limited to it), firms create audiovisual content (such as movies or animation), and later license the production of toys, clothes, books, houseware products, bags, etc., based on the characters presented in the audiovisual content. These firms, obviously, do not face the choice between manufacturing and licensing, since they do not have the capacity to manufacture so many different products produced by different industries.

Internationalization process theory also departs from the construct of uncertainty, but adopts a different approach when examining licensing. Licensing is seen as part of the “establishment chain” (Johanson & Vahlne, 1977; Johanson & Wiedersheim-Paul, 1975). As firms enter foreign markets and acquire experience, they reduce uncertainty, and move from a less committed entry mode to a higher commitment entry-mode. Licensing, from this perspective, is an intermediate mode, between exporting and manufacturing. Again, this theoretical perspective also assumes that a firm can choose between all entry modes. 

To answer our research question, this study analyzes the internationalization process of firms from the audiovisual segment of the creative industries. The methodology adopted in the study is qualitative. The research is based on four in-depth case studies with firms from the target segment. In order to get firms in different stages of licensing, two cases will be selected among entrepreneurial firms from developed countries that have already reached success in licensing products originating from their audiovisual content, and two cases from an emerging country, Brazil, that are starting this process. The last two cases have already been selected and data collection is in progress. The research follows an abductive approach (Dubois & Gadde, 2002).
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