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THE CONCEPT OF BUSINESS FORMAT FRANCHISING AS AN
INTERNATIONAL MARKET ENTRY STRATEGY.

The development of franchising as a business concept was inspired by the deep inroads
made by chain stores in certain fields of retailing and the need to become better operators in
different areas. It is probably here where the concept of business format franchising evolved.
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Franchising is often referred to as the “Best ambassador of free enterprise in the world”.
It is therefore no wonder that as a business strategy, franchising has become a global
phenomenon. It has highlighted the value of entrepreneurship and the importance of the small
and medium enterprise market in the economic development of countries. It has changed the
lives of people, created wealth and revived the spirit of hope for many through job creation
and skills development. Franchising has in fact made the world a global village.
But “the word ‘franchise’ is one of the most misunderstood and abused words used in the
conduct of commerce. It is often used to describe the value of an individual or brand, or to
describe a relationship. Seldom, or ever is it used to expound on the potential to build a robust
professional and economic life” (Pathway to wealth creation, Spinelli, Roseberg, Birley,
2004).

BUSINESS FORMAT FRANCHISING

Franchising is a business strategy for getting and keeping customers. It is a marketing
system for creating an image in the minds of current and future customers about how the
company's products and services can help them. It is a method for distributing products and
services, that satisfy customer needs and allows them to share:

e A brand identification
e A successful method of doing business

e A proven marketing and distribution system

Business format or system franchises add an extra layer, through the imposition of a
business format or an entire system for running a business, including a business plan,
management system, location, appearance, image, and quality of goods and services.
In a business format franchise, each franchised outlet or business should look and act the
same. It should provide an identical product or service of identical quality. While each is
independently owned and operated, this should make no difference to what the customer
receives. McDonalds' hamburgers should taste the same wherever you buy them.
The defining characteristics of a business format franchise are:

« The ownership by the franchisor of a name and trade mark, an idea, a secret process or
a piece of equipment, and the goodwill and know-how that is associated with it.
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e« The grant of a licence (the franchise) by the franchisor to another person (the

franchisee) permitting the franchisee to exploit this.

e The inclusion in the franchise agreement (and elsewhere such as a manual) of

regulations and controls relating to the way the franchisee exploits its rights.

« Payment by the franchisee to the franchisor for the right to operate the franchise. This
can take various forms, such as a royalty on turnover, or a surcharge for the product

supplied by the franchise.

e Provision of trading and support by the franchisor to the franchisee to enable the

franchisee to carry on its business according to the franchisor's system.

FRANCHISING IN THE MARKET ENTRY MODES

Diagram 1 illustrates several options of penetrating new markets on international level. As
we can see franchising is one of the strategies, which comprises: Product and Trade Name

Franchising and Business Format Franchising.

Market entry
modes
[ ' \
Trade Contractual Equity-Based/FDI
| 1
u:ﬁ:Tm Greenfield MEA,

Indirect )

export Direct export

/ / AN

Licensing Turnkey Management contracting

Franchising

Business Format
Franchising

Product and Trade
Mame Franchising

Diagram 1

Source: Johnson D. Turner C. International business

15




BICHHUK MAPIYIIOJIbCBKOI'O JEP2XKABHOI'O YHIBEPCUTETY
CEPLI: EKOHOMIKA, 2012, Bum. 4

Within each franchise model, there are different types of franchising business. Before
you consider individual franchise opportunities, you should give some consideration to which
type of business you would like to run. Types of franchise include: Retail, Business-to-
business management, Single Operator Franchise — MANUAL, Single Operator
Franchise - EXECUTIVE.

In business format franchising as our assignment deals with, the franchise agreement
gives the franchisee rights to use a complete system for doing business, including logos and
trademarks and the right to operate under the franchisor's trade name. The franchisee pays an
upfront franchise fee and continuing royalties which enable the franchisor to provide ongoing
research and development and support for the individual franchisee and business system. This
franchise model covers a wide range of businesses including fast food restaurants, automotive
services, estate agents, convenience stores, recruitment agencies and consultancy.

ADVANTAGES AND DISADVANTAGES OF FRANCHISING (Comparison to
other entry strategies)

The benefit of a franchise system for a franchisor is that it develops and expands the
coverage of its business and trade name without the need for the franchisor to find the capital
and also to operate the individual business itself. Franchises are often attractive to those who
are inexperienced in business. Ready access to a business system with a developed brand and
with expertise on call to see them through any problems offers considerable advantages.
It is no coincidence that the failure rate for start-up franchised businesses is much lower than
it is for non-franchised start-up businesses. The new business does not have to learn by its
own mistakes: any glitches in business methods should already have been ironed out by the
franchisor. The relationship between a franchisor and franchisee is a continuing one, in which
each party is reliant on the other for their respective businesses to succeed. While a franchise
is very similar to a trade mark licence, it does have some significant differences.

First, while a franchise is a contract between the franchisor and franchisee, the
franchisor also has contracts and relationships with a number of other franchisees. The
franchisee can be seriously affected by the health of the relationship between the franchisor
and its other franchisees. A group of disgruntled franchisees can damage the health of the
franchise network, and have a seriously adverse affect on the successful operation of other
franchises.

Secondly, where a trade mark owner licenses another party, that party is often chosen
for its ability to adequately manufacture or distribute a particular product or service. The
licensee is chosen for its skills in the area. In a franchise situation, a franchisor will frequently
choose, and in fact often prefers, franchisees inexperienced in a particular industry, so that
they are amenable to being taught the franchiser's tried and tested methods of operation.
Because the franchisor has already tested out the most successful methods of performing the
particular service producing a particular product, the franchisee does not have to go through
the process of trial and error that occurs in a new business. The success rate of franchises is
therefore much higher. Of new businesses, only one in five survives the first five years, while
70-80% of franchised businesses successfully survive that initial five year period.
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Table 1
STRATEGIC ALLIANCES FOR INTERNATIONAL MARKET ENTRY
STRATEGIES
Mode of entry Definition Advantages Disadvantages

Exportation

To ship a product outside the
country

Limited investment low
risk

Helped by agents or sales
representatives

Higher unit cost to
customer

Likely lower market
share

Limited learning on
country market

characteristics

Rapid market expansion

Franchising It's an ongoing business Restrictions on the
relationship where the business
franchisor grants to the
franchisee the right to distribute
goods or services using the Intellectual property,
franchisor's brand and system in | capital and networks Costs can be higher
exchange for a fee already in place than expected
Easy access to global Limited participation
markets (specific product,
Licensing A licensor permit an other process of trademark,

company to use the
manufacturing, processing,
trademark, know how or some
other skill provided by

the licence sort for a fee.

Profitability with little
investment

To avoid tariffs and
guotas

lack of
control)

Create future
competitors

Joint venture

An exporter and a domestic
company in the target market
join together to form a new
incorporated company. Both
parties provide equity and
resources to the joint venture

and share in the management,
profits and

losses.

Spread the risk of a large
project over more than
one firm

Acquire competencies or
skills not available

in-house

Enable faster entry and
payback

Avoid tariff barriers and
satisfy local content

Maybe impossible to
recover capital
invested

Incur significant costs
of coordination and

Control

Partners do not have
full control of

management and can
turn into competitors
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requirements

Disagreement on point
of view between

partners
Decrease time to access Increased risk
and penetrate target
An exporter merges with a market because the Incompatible
domestic company in the target | domestic company has corporate cultures and
Merger/Acquisition | market and create a new entity. | already its product line overly optimistic
The domestic company still appraisal of synergies
trade under its own company
name with ownership and
direction controlled by the Prevent an increase in
exporting company. the number of Target too large or too

competitors in the market | small and

overestimation of
market potential
Overcome entry barriers
including restrictions on
skills, technology,
materials

supply and patents

CONCLUSION

Overall we can say, whilst, franchising is one of the best options of going
internationally it does not suit everyone. Strict conformity with their franchisor's prescribed
methods can be stifling to some franchisees who believe they can "do it better". The
franchisee must be prepared to work in conformity with the franchise system, otherwise the
franchise system will be weakened by a series of the franchisees each "doing their own thing".
This is not to say that the franchise system cannot change and be improved. One of the roles
of the franchisor is to constantly add value to the system by bringing in innovation and
improvement in methods and strengthening the brand, but this must be done consistently
throughout the franchise network.
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T. Xomrapus _ )
KOHIEIIIIA BIBHEC-®@OPMATY ®PAHYAU3UHI'Y AK MI’KHAPOJHOI
CTPATEI'II BUXOJY HA PUHOK

Pozeumox ¢ppanuaiizuncy sk 6Oiznec Konyenyii 0y10 pe3yibmamom NOs8U BGeluKoi
KLILbKOCMI Mepedicesux Ma2a3utie 6 0esaxkux cghepax po3opionoi mopeieni ma nomped cmamu
Kpawumu 2pasysimu 6 KOHKYPeHmHIU O6opomw0i. V Oaniti cmammi, 0210 ¢panuaisuney
0038011U8 BU3HAYAMU 11020, K HAUKPAWULl Cnocio 8uxody HA MINCHAPOOHUU piGeHb, npome
Hemoxcausutl 0nisi ycix. Bionogiono 00 iCHYIOYUX OO0CHIONCeHb, MOJNCHA GIO3HAYUMU, U0
BIOHOCUHU 3 (hpaHuauzepamu MOA*CYMb OYmMu He 3a8HCOU BUSIOHUMU OJisl OesKUX (panyuausi,
WO BnesHeHi Wo cami mModcyms 3pooumu kpawe. L konyenyis suceimuioe Oisnec ghopmam
cnpob ¢panuaiizunzy, 01 popmyeants YimKoi KapMuHU HACKIIbKU panyaizine 6nucyemscs
6 cxemy enemenmié punky. OcmauHs 2nasa cmammi NPUCBAYEHA BUBUEHHIO nepesas |
HeOoNiKi8 OizHec-ghopmamy ppanuarizuney, 3 Memoro 8UHA4eHHs 8IOMIHHOCII MIdC yum ma
iHwuMu 6i3Hec-ghopmamamu 6x00y HA 308HIUHIN PUHOK.

YJIK 658.7:658.5:69.05.013
€.10. AuTunenxko, B.B. AdanacneB

BIIVIMB 30BHIIHBOI'O TA BHYTPIIHBOI'O CEPEJOBHUIIA HA
CUCTEMM YIIPABJIIHHA JAHIOHIOI'AMH IIOCTABOK HNIIITPUEMCTBA

Poszenauymi numanua noe’szami 3 00CNIONCEHHAM 6HYMPIWHBO20 | 306HIUHBLOLO
cepedosua YyHKYioHy8anHs NIONPUEMCmMEa (Ha NpuKkIaodi nionpuemcmes 06y0i8enbHoI eanysi)
ma ixX MOJCIUBO20 6NAUSY HA Npoyecu YNPAaeliHHA Janyrocamu nocmasox. Cmamms
MOPKAEMbCA NUMAHb YOOCKOHANEHHS anapamy YNPaeuiHHA 34 PAXYHOK GUSHAYEHHS, AHATIZY
ma NOOONAHHS eHmPONii 308HIWHIX Mma 6HYMPIWHIX akmopie eniuey Ha egexmueHicms
@DYHKYIOHYBAHHA NIONPUEMCME.

Knwuosi cnoea: enympiwini  3MiHHI, 306HIWHE cepedoguwye, MIKPOOMOUEHHS,
MAKpOOMOYeHH s, KOHKYPEeHMU, IHpacmpykmypa, mexHoN02is, eKOHOMIYHUL ghaxmop,
EeHMPONIz.

IMoctanoBka mnpodiaeMH Yy 3arajbHOMYy BHIVIAdL. JliJbHICTE MIANPUEMCTB
OyZiBenbHOI raixy3i 00yMOBII€Ha BUCOKOIO PI3HOMAHITHICTIO (DaKTOPIB BIUIMBY Ha BHYTPILIHE
1 30BHIIIHE CEPEIOBUINE iX (YHKIIIOHYBaHHS, 1[0 BUMara€ HEOOXiTHOCTI BIIMOBIEHHS BiJ
’KOPCTKOI aMIHICTPaTUBHO-KOMaHHOI CUCTEMH 1 MEePEXOAY 10 THYUYKOi CUCTEMH AISUIBHOCTI
OyaiBeTbHUX MIAMPUEMCTB Ta IPOBEIEHHIM B1JINOBITHUX HAYKOBHUX JOCIIKEHb.

[Tpouecu ynockoHaaeHHs cucTeM yripaBiiHHs JaHioramu nocraBok (YJIII) 3okpema ta
JisUTbHOCTI OyiBENBbHUX OpraHizaliil B3araii, 3a0e3NnedyloTh MiJBUIIEHHS €(pEeKTUBHOCTI iX
(GYHKIIIOHYBaHHS 1 [TOJI0JIAHHS HEJIOJIIKIB, 1110 CYTTEBO CTPUMYIOTH Oy/liBeJIbHE BUPOOHUIITBO.
Came 111 He10MMIKY € (pakTOpaMu BUHUKHEHHS €HTpoIIii B Oy1iBeJIbHUX OpraHi3allisix.

3 MeTol JIOCHI/PKEHHS NHUTAaHHSA WIOAO0 CKJIaJly UMHHHUKIB BHYTPIIIHBOTO Ta
30BHILIHBOTO CEPE/IOBHINA, iX BIUIMBY Ha edekTuBHICTh YJIII OyniBeabHUX MHiANPUEMCTB
PO3TISHYTI Tpalli Takux aBTopiB, sk JI.B. boumapuyk, O.C. Bixancekwuii, , [.B. I'onuap, [1.B.
Kypasnbos, 1.C. 3aBancekuii, H.€. Kopmyn, .B. Koxonosa, I.I. Masyp, T.I1. MakapoBcbka,
A.L, Haymos, O.A. OcoBcbkuii, 3.I1. Pymsuuesa, B.Jl. Hlamipo, B.I'.flnyeBchkuii, Ta iH.
AHammi3 mpamb 3a3Ha4eHHX aBTOPIB MokaszaB, mo B YJIII OymiBenbHHMX opraHizaiiii Ha
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