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How LEGO Built GlobafVa!ue in the Toy I’ﬂdustry,

Block by Block =

rom putting together a brighifed fire-fighting en-
gine, to a medieval castle, to a railway station over
several decades, millions of children have honed
their imagination and meghanical skills using small,
colorful plastic blocks: i€ LEGO sets. Some 75 billion
bricks are sold each year in over 140 countries. LEGO,
a family Wﬂmrw Billund, Denmark, remains the most
trusted t
market share of 85 percent worldwide. Production qtnqﬂlp.
adaplation to buyer preferences and a careful immmg
strategy are the key drivers of the company's. apmfanular
success in the $91.54 billion toy indusitry. than
a third ol the sales of toys and non-electronic games
worldwide are generaled through licenses.
LEGO is a late entrant in contractual licensing. Its
managemenl decided in 1999 that the company's tra-
ditional audience was changing in many respects: first,
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pre-school and sﬂhmgs users wanted themes that
reminded Ihemof their favorite heroes from action mov-
ies and wideo games. Second, adults were increasingly
attractéd ‘towards life-size interlocking constructions,
such, s Cars, tractors, and even caravans! LEGO had
Itu’,.techmlcgy to respond. What it lacked was themes
and the capabilities to design them. This is where li-

n the building-block toy sector, with lg,fnenmng was opening a new window of opportunity,

which other toy makers like Mattel and Hasbro had al-
ready exploited. LEGO was late to join the race but a
quick mover; very soon, it began making and distribut-
ing the Dungeon and the Desert Outpost of Minecraft
and Luke and Darth Vader from Star Wars. The Indiana
Jones, Harry Potter, and The Lord of the Rings settings;
the Vet Clinic from Friends; and the Treetop Hideaway
of the Elves are now parl of its calalog of brick-based
construction.
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Hollywood is now an indispensable partner of toy
makers, as it constanfly provides new ideas for sets and
characters that stimulate the imagination of their users,
young and old, Most toy manufacturers, Mattel and
Hasbro inclided, acquire properties from studios and
grant licepses to regional or local production and mar-
keting companies. LEGO has followed a similar pattern.
Itsfirst property acquisition was Star Wars, a license
from Lucasfilm. lts licensing sirategy is two-fold: in-
bound and outbound. Inbound licenses refer to themes
developed by third parties, like Disney or Warner Bros.
Outbound licenses are issued by LEGO for companies
that want lo use its patents, trademarks; logo, and The
LEGO Movie for their own end-products. DK publishing,
Merlin Entertainment Plc, and the LEGOLAND theme
parks are among such licensees. These inbound license
agreements were worth $94 million in 2017. At the same
time, outbound licenses cost LEGO nearly $400 million.

Licensing of games has become vital for the industry
over the past decade. In the United States, 27 percent of
all traditional toys and games sold are licensed, generat-
ing a value of $6 billion (€ 5.3 billion). The rate is higher
in Asia, Latin America, and Turkey, where licensing

ranges from 30 tg 40 percent of total sales and is ex-
pected to reach 60 percent by 2019. The average annual
spending per‘buyer in these regions is $28 (E24)—far
below the $430 (€387) toy expenditure per child in the
United Kingdom. For LEGO, which operates factories in
Eurppe, Mexico, and China and is present in 130 coun-
tries through a combination of own offices, licensed pro-
ducers, and distributors, the emerging markets offer the
miost promising opportunity for growth through licensing.
However, they are also fraught with challenges, such as
IPR protection. LEGO has already lost a few legal battles
in this area, as some of its original patents have expired.
Companies drive a hard bargain in licensing out their
properties, and Hollywood studios are noloriously de-
manding. For example, Hasbro, LEGO's second biggest
competitor aflter Mattel, recenlly paid Marvel Comics a
basic fee of 3100 million (€88 million), with a potential
for an additional $140 (€123) million in royalties. LEGO's
outbound hcensing conditions are relatively modest—
less than 100 million base fees plus variable royalties—
as the company wants io mainiain strict control over
the quality of its licensees. However, when it comes to
licensing in, it is as powerless as its competitors.
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m PART 4 - ENTERING AND WORKING IN INTERNATIONAL MARKETS

The global monetary value of licensed toys and games is expected o grow annually
at the rate of 2-3 percent till 2020. LEGO says that it is determined to secure a fair share
without compromising its mission, which is to “redefine play and re-imagine learning.”

AACSB and CKR Intangible Soft Skills to improve employability and success in
the workplace: Analytical Thinking, Application of Knowledge

Questions

15-1. How does LEGO generate royalties by using contractual entry strategies?

15-2. What are the advantages of licensing as described in the case?

15-3. Whal risks does LEGO face from licensing its brand, meants and The

Contractual entry LEGO Movie?

strategies in
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The legal casm hrough ¥ e
which the progrieary Lﬂrﬂﬁaﬂtmg the right 10 others to use a Ieg:ll].' @md property (a name, trademark.
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othar paries h as technology, anistic works, logos, np&}mmm systems, licensing can be a very lucra-
ive business around the world.

In this chapter. we address ki %ﬁhlmng.usldﬂlﬂrtypesufcmss—hmdercmﬂmﬂﬂ]
relationships. Contractual entry international business are cross-border exchanges
in which the relationship between thfau:a] firm and its foreign partner is poverned by an explicit
contract. Intellectual pro déscribes ideas or works that individuals or firms create, includ-
ing discoveries and mnhu s st:u:+ musical, and literary works; and words, phrases, symbols,
i exchange for oyaives  2nd designs. Intellectual

oF ather compensation.
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- ' Two commaon types of contractual entry strategies are licensing and franchising. Licensing is an
Royalty arrangement by which the owner of intelleciunl property grants another firm the right 1o use that
Ay peid paiodicaly property for a specific ime period in exchange for rovalties or other compensation. As deseribed
:genma::::u;h in the opening case, a royalty is a fee paid periodically to compensate a licensor for the temporary
mmlln"mpmm e se of its intellectual property. The royalty is usually u percentuge of the gross sales generated
based on a parcentage from use of the licensed asset. As an entry strategy, licensing requires neither substantial capital
of gross sales generateg IVEstmeEnt nor extensive involvement of the licensor in the foreign market. Licensing is a rela-
from the use of the tively inexpensive way for the firm to establish a presence in foreign markets. Firms that use li-
koensed assal, censing often can avoid expensive entry as is usually required in foreign direct investment (FDI),



