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Exploring Licensing and Franchising as Market Entry Strategies

Market entry strategies play a crucial role in expanding businesses globally. Two commonly
used strategies for entering new markets are licensing and franchising. In this tutorial, we will
explore the intricacies and benefits of these strategies, and how they can be used effectively to
tap into new markets.

Licensing:

Licensing is a market entry strategy in which a company grants permission to another company
in a different country or region to use its intellectual property, such as patents, trademarks,
copyrights, or technology, in exchange for a fee or royalty. This allows the licensee to
manufacture, distribute, or sell products or services using the licensed intellectual property.

Benefits of Licensing:

1. Market Expansion: Licensing allows companies to expand their market presence without
directly investing in manufacturing facilities or distribution networks in foreign markets. This
helps to quickly penetrate new markets and increase brand visibility.

2. Revenue Generation: Licensing agreements generate a steady stream of income in the form of
royalties or licensing fees. This can significantly contribute to the licensor's revenue and
profitability.

3. Risk Mitigation: By licensing their intellectual property, companies can share the risks
associated with market entry with the licensee. This reduces the financial burden and exposure
to unforeseen market risks.

Franchising:

Franchising is another market entry strategy in which a franchisor grants a franchisee the rights
to operate a business using the franchisor's brand, business model, and support system. The
franchisee pays a fee or royalty to the franchisor in exchange for the right to use the franchisor's
trademark and benefit from ongoing support.

Benefits of Franchising:

1. Brand Expansion: Franchising allows companies to expand their brand presence rapidly
through the establishment of franchised outlets in different markets. This helps to create a
consistent brand image and increase market share.

2. Local Expertise: Franchisees generally have a deep understanding of the local market, culture,



and consumer preferences. This local expertise can contribute to the success of the franchise and
adaptability to local market dynamics.

3. Scalability: Franchise models offer scalability advantages as the franchisor can leverage the
resources and capital of franchisees to expand their business without increasing their own
operational footprint.

Considerations for Choosing Between Licensing and Franchising:

When deciding between licensing and franchising as market entry strategies, several factors
should be considered:

1. Control: Franchising offers more control to the franchisor as they have a direct say in how the
business is operated. Licensing, on the other hand, gives the licensee more independence in
running the business.

2. Intellectual Property Protection: Licensing involves sharing intellectual property with the
licensee, which may pose a risk if not adequately protected. Franchising, on the contrary, allows
the franchisor to maintain control over the use of its intellectual property.

3. Investment and Return: Franchising typically requires a higher initial investment from the
franchisee compared to licensing. However, franchising may offer higher returns in the long run
due to ongoing royalty payments.

4. Industry and Business Model: Certain industries and business models are better suited to
either licensing or franchising. For example, industries heavily reliant on technology or
innovation may favor licensing, while retail or service-based businesses may opt for franchising.

In summary, licensing and franchising are valuable market entry strategies that can enable
companies to expand globally while maintaining control over their intellectual property and
brand. By understanding the benefits and considerations of each strategy, businesses can make
informed decisions and choose the most suitable approach for their specific market entry needs.


