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1. INTRODUCTION

Franchising has been and continues to be a verylgopvay to do business for a number of
entrepreneurs. Business format franchising is thatmng of a license by the franchisor to the fiasee, which
entitles the franchisee to trade under the tradeé/tnade name of the franchisor and to make usanoéntire
package (advertising, training programmes in sales)jagement discounted bulk), comprising all tieenehts
necessary to establish a previously untrained persthe business and to run it with continual stasice on a
predetermined basis (Zimmerer, Scarborough 19881W7}his study, we examine the relationship between
franchising and entrepreneurship, their definitiand franchising system for entrepreneurs. Ennenes enter
into cooperative arrangements such as franchiseerags We begin with explanations of franchisingl an
enrepreneurs relationship, then present six depviaw with franchisees in Ankara. This study shatvat
franchising is not for all entrepreneurs. Some eprgneurs have found that the characteristicsawicfrising
rules required as the royalty rate, the franchégedre very strict for them. This study also corditimat all the
entrepreneurs should investigate their rights antid before they invest in the franchise.

1. LITERATURE REVIEW
Franchising has grown rapidly as an importantre® of entrepreneurial activity in Turkey, in sect
such as fast food, fashion, business, beauty pt@utmany others during the past ten years (Tgble 1

Tablel Franchisingin Turkey

2002 2003 2004 Projected Average
Annual Growth Rate

(Actual) (Estimated) (Estimated) for Following 2 Years
Foreign Franchises 450 600 750 25%
Local Franchises 450 700 1000 30%
Total Market 900 1300 1750 55%
Turkish Franchiseg 50 100 150 30%
Abroad

Sources. National Franchising Association (UFRAD).

Franchising is a spesific form of licencing throughich to market goods and services. The word
“franchising” is presently used to describe busméormat franchising: the business format frarechssthe
grant of a license by one firm (the franchisorjatmther (the franchisee) which entitles the frasehito trade
under the trademark of the franchisor and to mase aof business practices comprising all the elésnen
necessary to establish a previously untrained persehe business developed by the franchisor &mdun it
with continuing assistance on a predetermined b@asoncelli, Manaresi, 1997:225). Common examples
include McDonalds, Pizza Hut and Burger King. lagé cases, the franchisee operates the unit urndenmon
trade name. The business operation, establishmapisarance, merchandise and even operating presgdur
are standardized to a high degree (Hodgetts, 1982franchising mainly focuses on the nature of the
contractual agreement and on the franchisor anttHiaee relationship. Turkeys population of morentba
million and its young and ambitious entrepreneunakes it an attractive market for franchisors atbthe
world. The Turkish Franchising Association (UFRAD)sdaunded in 1991 and the first brand was laundéhed
1987, when McDonald’s entered the Turkey as ths foreign franchise in the country. Franchisiaggiill a



relatively new concept for Turkish entrepreneurshynéranchisors use descriptions other than trauktio
franchising (i.e., representatives, distributogeras). The franchisee pays a royalty rate to didfanchisor in
business format franchising, whereas in distrigitoragents, the franchisor obtains the majorithisfrevenues
from the sale of inputs to its franchisees at akogar(Lafontaine, Shaw, 1998:98). The InternationanEhise
Association (IFA) has been promoting franchisirsgyaamore successful business practice than indepén
business ownership since 1960s, despite its cldieisg refuted by United States government bodies an
academic scholars (Frazer, Winzar, 2005:1535). eépnéneurs who want to develop new service or retail
businesses often think of franchising as a potentethod of expansion. The benefits of franchisingude
easier access to capital (fee and royalty arrangesneo local market information held by local reprreneurs
(who become franchisees) and to more highly magivaind effective than a salaried manager, redheesaed
for franchisor managerial resources (Lafontaine 8199), product distribution without the typicalpi@l costs
associated with internal expansion. Franchisorsvorit can grow quickly, they can tap into local metrk
knowledge which they may otherwise have been unt@blebtain, benefit from volume discounts that an
independent trader would be unable to obtain (Kindhyes 1986:34; Diamond, Pintel 1980:285). From th
perspectives of the franchisee franchising offeesth name recognition, a method of owning a busideg to
the initial and ongoing training (site selectiomveartising, marketing support) and support servidersg/ing
power and product research offered by the franch{Sustomers throughout the network can receivestiree
high quality service.

In the newly developed definitions, entrepreneyrsiot only includes creating new stuff but also the
person who is in charge of controlling an organdirais also called as entrepreneur (Kaufman ve [k988:6).
Anyone who starts a business, assumes the rislistafas the profits of the business can call thbrmasean
entrepreneur. Besides these, can franchising bsidemed as entrepreneurship? In order to decidg ithis
necessary to identify the main properties of emé&egurship. An entrepreneur is the person who cossbi
production factors to find the necessary finans@lrces and target markets for economical progertlyservice
production. He is the creative attack person whetinaously follows markets to catch demand gapsp wh
creates new demands and does not avoid competitioantrepreneur not only uses his own experientalso
other people’s experience to learn new things (Wugitu, 1994: 65-67). The franchise entrepreneur, as th
creator, builder and guardian of a unique busifiessat, is responsible for efficiently managing @mplex
system of independent business owners (Kaufman,JWEEA®P8:69). Franchising is a method that makedisma
investors and entrepreneurs to be able to getuadoin many different areas, and to use their alpas they
wish (Ozgentiirk, 1993: 5).

Franchise agreements allow both franchisor andcliare to share the risk of future success of the
franchised units. Franchisees are assumed to akderisky investments because their personal wealth
human capital are tied into a franchised store. &l@r, the franchisee reduces his or her operatigsialby
making use of the franchisor’s well-establisheditess concept (Roh, 2002:49). Franchisors redliae their
entrepreneurial project faces many risks if thgytér develop their business on their own. If walesate the
entrepreneurship properties from the point of vagwhe franchisor, the franchisor is the one whppiies the
financial source, manforce market and materialesctKaufman ve Dant, 1998:13). The franchisor, attef
employing a director, is himself in charge of thb jn the field that he believes he is going tosbecessful at.
The franchisee apply the job that was developedhbyfrianchisor in their own study of interests, arydto
protect the same quality and service in their emvitent. When franchisee decide to make something they
need to share this idea with the franchisor akd the approval of the franchisor. If the franchiapproves the
idea, they can make changes in the product and gitem The franchisees are legally independent
entrepreneurs although they obey the franchisdaseck policies in order not to lower the qualitydestandard.
This limits the control area of the franchisors.fétasees are not forced to follow the franchis@ulicies;
especially in fields like pricing, promotions andtroducing new products (Lafontaine, 1998:18; Niskel
McHugh, 1990:146). Legally, the franchisee is anfidealing with another firm, franchisor. This legal
classification is apparently a result of the faedttthe franchisee must pay for the franchise. 8dwomics of
the situation are such that the franchisee iséhdser to being an employee of the franchisantto being an
independent entrepreneur. Most franchisees sawstdeas as independent business owners, satisftadveiir
earnings and positions as franchisees. Howevaencliisees’ independence is considerably less tharoftthe
conventional independent small business owneroirast to the independent entrepreneur, franchisaee to
contend with the restrictions of franchisor corgr@ontractual specifications, and financial castsociated with
the franchise system. Franchisees must managebiigitesses according to the franchise stipulatiegarding
product, price, quality standards, and so on, @meleato pay out a portion of their profits in tloerh of base fees
and royalties (Baucus, Baucus, and Human 1993:91F# instance, decisions on product content and m
service presentation, and pricing were largely fitamchisors responsibility even if in other areashs as
operating hours, staffing and staff wages, the chhisee had considerable autonomy (Stanworth, Curan,
1999:337). Franchisees act as entrepreneurs ovimimarofit business ventures, innovating to crese local
organizations, and seeking growth in financial perfance and via additional franchise units (BauBagicus



and Human 1996:361). The franchisees work with esidismn and determination in their works, observes to
determine their customers’ needs and desires, conicate and maintain their own financial sources.yTten
face a situation of taking decisions under indé&fiméss. The franchisees need to find out entreprempuand
creativeness sources. In addition, it should nofdbgotten that they are expected to be more miil/ghan
directors are. They do not only bring along diregtabilities and work experiences but also providgivated
human source. If we evaluate entrepreneurshig, tite franchisor who is going to develop the braomdduct
and the system. It has a reliable brand name, inaagepotential customers. It makes feasibility warid
marketing researches before getting into targeketar

The literature provides a somewhat contradictotyo$elefinitions of entrepreneurship. For instance,
Amit, Glosten and Muller (1993) note that entrenans are often “categorized into those who arepnofit-
seking, either working individually or in a corpteasetting, and those who are not profit seekingrkimg in
charitable, government and other not-for-profit amgations”. New definitions have been offered for
entrepreneurs that don'’t include the creation néw and innovative enterprise. For example, ShableCable
(1997) define entrepreneurs as “individuals whaeez their compensation in the form of residualmtzy on
the proceeds of a firm and who also have operatongrol of an organization” (Kaufman, Dant, 1998:7
Kaufmann and Dant have been categorized the defisitof entrepreneurship and their applicabilitythe
franchising concept (Table 2). Norton noted thah¢hising is an institution to “circumvent the reprreneurial
capacity constraint”. Norton emphasized that th@emgin and the size of firms are constrained by nowimig
problems. Focusing on the monitoring function cf &ntrepreneurship, Norton cited “entrepreneurrisoaitor
whose principal task is to assure that all hirectdiss of the firm provide their promised level @ngce to
minimize “shirking”. An entrepreneur has to spendrentime in monitoring as the firm grows (GargsReed ,
2003:332).

Table 2 Definitions of Entrepneurship and Their Applicability to the Franchising Context

Representative Definitions of Entreprneurship Applicationto |Application to
Franchisors Franchisees

Entrepreneurship is an inividual who possesses t@sliof risk-taking Yes Yes

leadership, motivation, and thgadeylity to resolve crises (Liebenstein 1968)

Entrepreneurs are leaders and major contributorth@oprocess of creati Yes No

destruction (Schumpeter 1942)

Entreprneur is an individual who undertakes una@eitevestments and posse Yes Yes

an unusually low level of uncertainty aversion (gtmi 1921)

Entrepreneurship is the creation of new enterptisg/(@and mac Millan 1988)| Yes (concept) Yes (market)

Entrepreneurship is the creation of new organizat{@artner 1985) Yes (concepf) Yes (market)

Entrepreneurs introduce new combinations of theofaaif production (land 1 Yes No
labor) that, when combined with credit, breaks ith® static equilibrium of th
circular flow of economic life and raises it to ewlevel (Schumpeter 1934)

Entrepreneurship is the process of extracting grdfibom new, unique aj Yes Yes (ambiguoys
valuable combinations of resoruces in an uncegathambiguous environme environment)
(Amit, Glosten, Muller 1993)

Entrepenuer performs one or more of the following adedgt (1) connec] Yes Yes

differnt markets, (2) meets/overcomes market deficies, (3) creates a
manages time-binding implicit or explicit contragtlarrangements and inppt-
transforming organizational strucés, and (4) supplies inputs/resources lag
in the market-place (Leibenstein 1968)

Entrepreneurship is the purposeful activity to @@ maintain and develoy Yes Yes

profit oriented business (Cole 1968)

Enrepreneurs perceive profit opperities ad initiate actions to fill curren Yes Yes

unsatisfied needs or to do more efficiently whaali®ady bing done (Kirzn

1985)

Etrepreneurs are residual claimants with operatiooatrol of the organizatiq Yes (System Yes

(Shane and Cable 1997) profits/ shared (Unit
control) profits/shared

control)

Resource: Kaufman Patrickd., Rajiv P.Dant (1998), “Franamisiand The Domain of Entrepreneurship
Research”, Journal of Business Venturing, vol 1€, p



QUALITATIVE RESEARCH
METHODOLOGY

This study began with a literature review and thénterview guide was developed in interviews. Thienpry
goal of this study was to obtain information abdtanchisees feelings, beliefs, attitudes on frésioh system.
In this research, the franchising system is evaltliditom the point of view of entrepreneurship. Hatected
study population was a food service franchise systand their franchisee owner-managers in Ankanay T
were business format franchising and show sigmifiggowth potential. Confidential face to faceeiniews
were held with 6 franchisees chosen as a convesaeple from retailed food industries in Ankara. Téaee-
to-face interviews were conducted with the persdio ws directly (personally) in charge of the fraisaig
business which has been in business for at legsarl The reason for why only 6 firms were intemae was to
get richer information. Because the purpose afaitative study is not to achieve generalizabijlitythis study
a type of purposeful sampling is used. 6 fran&ssgho were thought to be knowledgeable aboutebearch
topic were interviewed to collect information onetHranchising-enterpreneurship relationship andr the
franchising experiences. A convergent intervieviagproach was used for the indepth interviews ldsted
approximately 45 minutes. The interviews were tapitti respondents permission and later transcritzel
analyzed manually by the researcher. The intervapics include their own story about franchisings thasons
of franchise taking, the difficulties involved, dding way, whether the franchisees feel as entreqanes or not,
and the relation between the sides. Responderthisaes were asked to discuss a number of isslatisgeto
entrepreneurship, including examples of the remedifranchise taking, who had left their systeressons for
the entry into the system, franchise or own busiPeswhich they prefer?, franchisee selection guores,
failure reasons (Appendix A, Appendix B). We bebinasking a general question such as, “Why did jpau
the franchising system, how do you feel in the d¢rasing system?” then encourage the subject toftaldy
about their attitudes toward franchising and em@epurship. Probing is done by asking such quesasri'Why
do you say that? That's interesting, can you tellmore? Would you like to add anything else?” Vitith use of
deep interviewing, observation notes, and the previstudies made in this area, it was investigatbith
entrepreneurship properties that the franchisees, hahether they see themselves as entrepreneumst.om
this study the idea is to examine the meaningfdlgmbolic content of qualitative data. By analgsinterview
data we ask the some following questions aboudl#te we are coding:

Franchisees interpretation of the franchising systed entrepreneurship,

How you identify or classify yourselves and frarsdis in this system, entrepreneur or not
The coding process enables collect together alb#ites, ideas and then different cases can be cethpad
analysied. The obtained data were divided into lemalategories and the opinions of the franchiseese
reflected completely. Each firm which was intervsglwvas numbered from 1 to 6. All the 6 intervieat the
responses) were analyzed with all the sub-categai® compared with each other to see if they farm
meaningful pattern. Notes and interviews are tmdped. The obtained data was then tabulated. Fer th
validation of the research, previously made worksenobserved and the opinions of other researtiasad
worked in this area were taken into account. Fbabiity the franchise takers word were quoted atlyaand
presented to the reader without making any commdntthe franchising system, the franchisees ghie$rand
name, operating system and becomes a part ofrgstrganization.

CONCLUSIONS

In the system, since actions are being done with rimin company (franchisor), risks and operating
responsibilities get lower. The franchisee minimizbe risk of operations by utilizing franchisorational
identity, national advertising and training progseaamd materials. However, we need to say that éefeciding

to take franchise, an entrepreneur should think amed decide to leave some of his independencenEial
resources provided by franchisees. In this systeenregulations and rules of the franchisor shtvelcccepted
and payments should be done regularly. The entreprewho wants to take franchise can keep working
successfully with the brand whose success had fr@sen and support of the main company. On ther clide,
although it is an independent company, he (or shelld take into account that he (or she) is natgyto be
able to make all changes the way he (or she) wants the results of our interviews about frangfgs it was
found out that the franchisors give most importateehe economical situation of the potential figisee
candidates and the terms and regulations of theclitfaors are completely accepted, and some frazehis
consider themselves as entrepreneurs. This studgated that the franchisor has the decision power



franchising system. The franchisees should be cedbbut that the franchisor will be able to provitie
necessary help when the system begins to work awd &ll the information about the franchisor. In éina,

the franchisor has to inform the franchisee fubpwever in Turkey such a definite term is not présém
Turkey there are franchisees who are not awaregibmeprotection, which is in the functioning regiohthe
franchisee there shouldn’t be any other franchiske®rder to protect system success, the franchgses
importance to detections. The franchisor can doctietes as a secret customer. In stead of suddectaets, if
general detections are made, the franchisees edltlsemselves as a part of the system and wol’'hé&reous
about it. Forty or fifty pages of contracts make #ntrepreneurs feel confused. The responsibildfethe
franchisors should be declared to the franchisees summary before the agreement. The misuse of the
franchisees’ ideas and presenting those ideasdevéloped by the franchisor and put into the @mtwith the
efforts of the franchisor, effects the franchiseg®ativeness in a negative way. The franchiseesldhalso
benefit from the price reductions that the main pany makes on cumulative buying. It should notdrgdtten

that the franchising system is a method, which wikhke both sides happy as long as it is applie@ in
cooperative and honest way. Most franchisees seeptemsed with the system. Franchisees can make
contribution to franchise system in way to pionagriways of adapting to local conditions such asucal
differences. This study shows that franchisees Idhimestigate the franchise system they want te@sh in,
going beyond the information about royalty ratelyeatising rates.
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Appendix A

FRANCHISEE
CATEGORY

FRANCHISEE 1

FRANCHISEE 2

FRANCHISEE 3

Year Established: 2002 2004 Aralik 1996
Employee: 20-30 8 10-12
Business freteh—___ Food Food Food
. %213(royalty (%8), i o
Royalty rate: reklam(%5) Y% 6
Franchise Fee: 40 000 $ 20 000 $ 20 000 $
Experience Yes Yes No
Contract length (years): 10-15 year i i
Brand awareness Profitabilit
The reasons of franchise | (known trade name), tabiiity
; " Providing support | Brand name,
taking recognition. iy )
. Recognition, Quality
Potential customer, g .
. o established name | Marketing power
high profitability
Brand name

Franchisors rules
Limited

High start up costs
Control

1%

The difficulties involved | independence Standardization
Complex procedureg
Deciding way: What kind
of decision made by the : . .
. . No Price, promotion. Promotion.
franchisee in the system?
Any change?
Do you empl.oy a manager Yes Yes Yes
in the franchise business [?
Do you feel as an
independent entrepreneu No No No
yourself in this business?
Do you know any
franchisee leave this Yes Yes Yes
system?
Conflict with Bad location Bad location
Reasons of failure franchisor Poor marketing Adequate training,
Control Poor demand for | support
Lack of legal product Loss of goodwill,
recourse, long Poor region Loss of brand nam
agreement protection,
Competition in the
same area
Franchise or your own
business? Which do you Franchise Own business Franchise
prefer?
Franchisee selection Economical situatio 1Economical Economical
procedures . situation, finance situation
Finance . .
personality Finance
Appendix B
FRANCHISEE
FRANCHISEE4 |FRANCHISEE 5 | FRANCHISEE 6
CATEGORY

Year Established:

1986

2001

2001
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