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Abstract
Even before joining the EU, the Slovenian compapiasticing franchising experienced
turbulent times. Most franchise systems operathararea of retailing that is confronted with
international competition. Diversity of ownersh@rhs and business formats makes it
difficult to extract franchising from other apprdags that companies apply. International
networks are tempted to enter the small Sloveniarkeh by using shortcuts, without proper
pilot operations. As a result both domestic andrimational franchise networks do not differ
in the rate of exits or takeovers. The new phenoménthe Slovenian franchising is an
intermediary stage of voluntary chains, where ddioesaftsmen and other small businesses
enter, before such chains are converted into prégerchise operations. Slovenia as a
transitional economy lacks the opportunity for guatism, which has been possible to the
developed economies of the “old Europe”. The paramsethat were surveyed 7 years ago
were incorporated into the recent research, andiaotuded into the comparative analysis.
At the outset we are still puzzled by which netvdars, or does not fit, into research sample
/ population as it does or does not fulfil the distgnatory criteria to be considered a
franchise system.



Executive Summary

Initially the issue of discriminative value of thefinition of franchising is discussed in broad
terms together with the consequences for the fiamghresearch as well as for the practice of
the accessing companies into the membership oftiis@ associationsns as guardians of the
franchise buiness ethics. This issue is in lataptdrs related to the conversion franchising,
where on their transformation route individual waitkps become units of voluntary chains or
cooperative netorks first and later on, upon tyimgoperational rules and standards they have
to adhere to the stricter organisation and forraabg the franchise contract and franchise
manuals. This is not a smooth process amidst éimsitronal environment of a country like
Slovenia. Although Slovenia has become a memb#reoEU, the process of further
adjustment to the legal framework and macroeconaamclitions, which includes joining the
EMU and adopting euro as its currency.

The dilemma that is becoming more apparent asrbeeps of franchise development has not
reached some important quality standards is whétigenational association should insist on
the self-regulative Code of Ethics as the soleddh of regulation of franchising, or allow
regulation by specific franchise legislation to mvdegradation of the entire franchise sector.

The paper includes the results of the nationalesuof the franchise industry of 2004 that
show the following picture:

o Almost one half of the franchise systems that vipeesent before 2000 do not operate
under their original trade name any more;

o There has been a substantial growth in the nunfifesircchise systems after the year
1999, while the turbulent environment continuesdotribute to changes in their
formats and ownership;

0 % of all franchise systems in Slovenia operaté@field of retailing;

0 80% of all surveyed franchise systems operateasgany owned units that are
similar to the franchise units;

o0 31% of the Slovenian companies have their franahises abroad, mainly in the
countries of ex-Yugoslavia (non-EU area);

0 28% of the systems developed the manual(s) befesedtarted franchising, 60% still
have fragmented manuals in the process of developrfike remaining 12% who call
themselves franchise systems have not even stageatkvelopment of their manual.
In the worst position are home grown franchiseeyst

o Increased competition, lack of understanding offtllechise philosophy, turbulent
environment (transition time and recession) anll tdccapital resources are
considered the most serious problems by franchisors

The restructuring of the Slovenian economy thak affect the future of the Slovenian
franchising is still expected to continue amid&etavers, conversion and / or deliberate
structural changes. The active players in the faélsupport that will contribute to the growth
of the support systems to both franchisors ancchrisees would have to involve the national
franchise association (with the support of thermaéonal franchise associations),
government agencies, as well as private consungces. National policy, which would
include franchising as a tool for SME developmeard &ransfer of know how and transfer of
technology, would also be of benefit to the deveiept of quality franchising.



Introduction

a) Research on franchising in emerging markets

Stanworth and Hoy (2003) propose a widely accegédahition of franchising containing the
key elements that could be applicable to the migjofifranchise systems in the EU:

»Franchising is a business form essentially congjstif an organisation (the franchisor) with a
market-tested business package centred on a pradwservice, entering into a continuing

contractual relationship with franchisees, typigadlelf-financed and independently owner-managed
small firms, operating under the franchisor’s tras@me to produce and / or market goods or services
according to a format specified by the franchisqCurran and Stanworth, 1983)

The definition implies, but does not specify thatemts of the contractual relationship in
terms of the know how - its transfer from the figisor to franchisee, as well as the amount
of continuous services extended from franchisdranchisee that have become the most
critical subject of commercial relationship betwdeamchisor and franchisee of a business
format franchise system. This definition can bedu®e characterizing most of the self-
defined franchise systems in Slovenia.

However, in surveying franchising especially imansitional environment one could make a
critical mistake by including in the sample withaltecking those companies that have been
self-defined as franchise networks or by excludgiome of those that do not proclaim their
operations as franchise operations. An objectiokftr checking the correspondence of a
given franchise network structure and functionirithvany definition is taking a close look
into the franchise agreement and a couple of t#sts implementation in practice.

In December 2003 the European Franchise Federadiopted an important change in its
definition of a term related to franchising. In @®de of Ethics for Franchising the European
Franchise Federation (2003) slightly changed ttimitien of know-how as it relates to
franchising. It emphasized know-how as an indispklesresource for the proper functioning
of a franchise® The business format franchising denoted by tieisif emphasis remains the

! EFF definition of franchising, adopted by the EdfFthe §' December 2003:

Franchising is a system of marketing goods andskorices and / or technology, which is based w@polose
and ongoing collaboration between legally and faialfy separate and independent undertakings, tiedRisor
and its individual Franchisees, whereby the Frasmrhjrants its individual Franchisee the right, angoses the
obligation, to conduct a business in accordanck thi¢ Franchisor's concept.

The right entitles and compels the individual Ftasee, in exchange for a direct or indirect finahci
consideration, to use the Franchisor's trade nam#pr trade mark and /or service maahQw-how business
and technical methods, procedural system, and attastrial and /or intellectual property rightapported by
continuing provision of commercial and technicaistance, within the framework and for the terna efritten
franchise agreement, concluded between partighifopurpose.

"Know-how means a body of non-patented practical infornmatresulting from experience and testing by the
Franchisor, which is secret, substantial and ifiedti

-"secret” means that the know-how, as a body dhénprecise configuration and assembly of its camepts, is
not generally known or easily accessible; it is Imtted in the narrow sense that each individu@ahponent of
the know-how should be totally unknown or unobthleaoutside the Franchisor's business;

-"substantial" means that the know-how includesrnmiation which isindispensable to the franchisee for the
use, sale or resale of the contract goods or smyvin particular for the presentation of goods dale, the
processing of goods in connection with the provisaf services, methods of dealing with customersl a
administration and financial management; the know-Imust be useful for the Franchisee by being dapaib



only form of franchising promoted by the EFF. Tlomsequences of such change, looking
from the regulatory perspective, may contributéhmexclusion from the scope of regulation
the very systems that should be subjected to thdatory regime. In addition to the peculiar
understanding of the franchisee related know-handgfinition in the EFF Code contains
also provisions regarding the marketing backgraofifdanchising, intellectual property rights
and continuing provision of commercial and techhassistance.

The conditions for franchising in Europe may difésipecially from those in the US
(Bezemer, 2001) due to the smaller size of martketg serve as well as to multitude of
cultural and legal differences. Self-defined frasetsystems in EU that can be marked as
»partnership« or »networking« may not fall into afyhe above mentioned definitions of
franchise systems. Cooperative networks or volyrithaing might be better names for those
networks where more horizontal than vertical inddign is applied also with consequences to
their legal status in terms of competitive positiord block exemption regulatidn

According to the textbook descriptions and defams contractual vertical marketing systems
include voluntary chains, retailer cooperatives fradchise organisations. These systems
integrate their programmes at different levelsroidoiction and distribution on contractual
basis in order to obtain more economies. The whtdes sponsored voluntary chains of
independent retailers are formed for better cortipetwith large chain organisations. The
wholesaler’s programme standardizes their sellnagtires and enables bulk supplies for the
entire chain. Similarly the retailer cooperatives ®rmed by retailers (“bottom up”) to carry
on wholesaling, part of production and marketingjoh also contribute to the “value adding
partnerships”. (Kotler, P. 1998, p. 549-551)

Degree of determination / discretion of operatibpsndividual chain members that include
different degrees and areas of standardisationgliss the extent of control by a wholesaler
or a self-imposed principal vary in each of thertthéugh their operations may be similar,
there are differences both from the organisatiasakell as from legal perspective.
Franchises would thus be on the side of strictatroband greater standardisation that is
demanded by the contractual arrangement as thetetbeypes of network organisations.
The level of autonomy would in many respects beelow the franchise organisation, where
the strict follower type of relationship is expette provide better results on the market. The
franchise type of organisation means also highidente in the success of replication of
business format as it has been shaped by frandhisargh testing and widespread
application. It automatically presupposes tranefémow-how of the franchisor, patterns of
acting and managing that are embodied in the apeedtmanual (s). It also means less
learning from network partners and more followihg prescribed performance. This is quite

the date of conclusion of the agreement, of imprgthe competitive position of the Franchisee,artipular by
improving the Franchisee's performance or helping €nter a new market;

-"identified" means that the know-how must be desdtiim a sufficiently comprehensive manner so anake
it possible to verify that it fulfils the criteriaf secrecy and substantiality ; the descriptiothef know-how can
either be set out in the franchise agreement ax §eparate document or recorded in any other pppte
form.”

2 A sharp delineation of each of these forms of nekvorganisations may be difficult to make in apptythe
definition to each specific case. Nevertheless, fiiit should not prevent one to make an attemgiffeerentiate
each of these phenomena from other similar forms.

® Examples related to vertical / horizontal resimics: Commission Regulation encompassed in the BER
Vertical Restrictions - Communication of the comsies, 2000/C291/01, JOCE 13/10/2000 and the
Commission regulation n° 2658/2000 and its guidsliCommunication of the Commission and the Eunopea
Court of Justice 2000/C3/02, JOCE 6 January 2001)



difficult to refine and finalize in the businessveénnment that does not provide essential
conditions for the functioning of a franchise systéncluding stable macroeconomic
framework, low inflation rate, implementation otellectual property rights and proper
functioning of the legal system in general.

To briefly elaborate upon the current stage ofdhasing in Slovenia and introduce the
framework for understanding findings of the reshastuidy in the next chapters we will
introduce a scheme that could help to further amrghese phenomena. One can assume that
there are at least 3 stages of franchise develapm#éme contemporary markets that could
most clearly be seen in the transitional econondiesy can be listed as follows:

a) Attraction of foreign franchise systems (with tipdlover effects of know-how);

b) Development of indigenous franchise systems;

c) Export of domestic franchise systems to known ntarke

d) Intertwining and overlapping of the above stages.

In the first stage the overseas franchise con@pige to a country or a country attracts
overseas franchise concepts with a view to takdwgaatage of their knowledge and
management skills. This process could be eithentspeous or it may take a deliberate policy
towards SME / franchise developmé&rfranchising in this context may be considered an
efficient tool for transfer of know-how, as the qoamies are forced to share their knowledge
with a large number of people on an on-going basithe second stage franchise chains
develop domestically, while in the third stage detiwally developed franchise concepts are
exported, bringing in a stream of foreign exchaagéhe royalties and fees rolfin

b) Conditions affecting development of franchisingn Slovenia

Slovenia joined the EU on thé May 2004. Although it has become a member of tHetRe
process of further adjustment to the legal framé&vamd macroeconomic conditions, which
includes joining the EMU and adopting euro as uisency. The Slovenian economy is still
going through turbulent times that are a consegaiehon-going economic and institutional
restructuring including the on-going changes in exship, readjustment of the financial
sector as well as labour adjustments. Althoughrdbe of growth in 2004 was about 2%he
world recession trends were reflected in the ragra@wvth and inflation rate Even before
Slovenia joined the EU the consequences of mahatges have been obvious, though
foreign direct investments were not as large asnfeenational financial institutions as well
as the EU governance would expect. The privatisgirocess that took place was to a large
extent implemented within companies (e.g. empl®teek ownership schemes, management
buy-outs). Slovenia has not adopted any specifictteat would regulate franchisifig.

* See also Kirby and Watson, 1999

® The article that presented discussion of | Pawith its author was published in the Supplemerthef
Financial Times that focused on global trends ektlpment of franchising. (see Swan, 2002)

® The Statistical Office of the Republic of Slovenégorted that the rate of growht in the 3rd quaias 4,9
http://www.stat.si/novice_poglej.asp?ID=40Aformation of 15th December 20049

"Bole V. reports that the consequences of oil griectuations on inflationary expectations andrdtation
were neutralized partly by the decrease of foodgsrand partly by fiscal policyt the end of next year
inflation is expected to reach the upper limittof triteria for entry into EMU. (Bole, 2004)

® The transitional economies of the Central andéfagEurope (CEE) may learn from the experiencaéngU
countries, where franchising was at their initaggts often misused or introduced with unethicalivation.
This has led to its regulation by the some EU gomemts, which may also inspire those governemaettisei
CEE region to introduce similar practice, espegiallthe case that the code of ethics would notige
sufficient instrument of (self)regulation.




After its independence the Slovenian economy haelalost its markets in ex-Yugoslavia
but has replaced them with an increased expansitretEU markets. Nevertheless, the group
of the South Eastern European countries have beaamggor international target of the
Slovenian economy again, which is directly refldct¢so on the current expansion of
franchising systems to all ex-Yugoslav states. Veiftew exceptions we have not noted any
other plans of expanding Slovenian franchise systienthe countries of the “old” EU. At the
same time one may observe the increasing expertoahe EU countries — which includes
also several hi-tech companies, however, not bynseafranchising. On the other side the
new government constituted at the end of 2004 hakipcreased attention to SMEs and to
entrepreneurship developmgtitat has been found a critical economic issuetirsgawith
inadequate support systems, bureaucratised respohee government and environmental
attributes that do not stimulate creative busisedstions in the small business sector.
(Rebernik and others 2003)

In the previous chapter we introduced a frameworlsfudying franchising as it evolves in
the context of transitional economies. After takingloser look into the information available
in the recent survey in Slovenia, the first twagsta (attraction of foreign franchise systems
and the development of indigenous franchise sygterase more parallel than subsequent;
with a little spillover effect of the transfer ajreign know towards domestic systems.

In Slovenia one witnesses the processes of thexdeanal third stage of franchising
development in the classification that has beentimeed in the previous chapter, where
domestic companies expanded to the foreign markeighbouring Italy, Austria, and next to
them, Germany tend to be the main geographic penanof the incoming international
franchising.

Relatively small economies of scale are one ohtlagr determinants of franchising in
Slovenia. They may prevent start up of a domesdicchise system or arrival of an
international franchise system. In the case of daimsystems under-capitalisation of the
would-be franchisors and their push for survivatastonally overrules this determinant. A
crippled network of a short life-span is born. e tase of international francise systems the
economies of scale represent a barrier to the ehiyality franchise systems as they induce
substantial cost of the localisation of the operathrough testing, master franchising etc. In
several cases this barrier has been overcome éigfofranchisors by simply applying the
direct franchising entry.

The membership in the EU may have a positive imfmatite increased extent of culture
specific services at a later stage, after the mllfproximities will be created through the
exposure of the receiving and the exporting sides.

oA strategic objective of the Ministry of economyshzecome also internationalisation of the Slovenian
enterprises, especially of SMEs and their expaenation. Seehttp://www.mg-
rs.si/razvoj_podijetniskega_sektorja/internaciomaii@/index.ph24th December 2004) A critical part of this
programme will remain its operationalisation inpesific projects and monitoring of their implemetida.
Franchising has not become a domain to be mentigpecifically in any of the Government documentatesl
to SMEs.




Apart from the members of the Slovene franchise@aton, there will be only a few
franchisors in Slovenia for whom the EFF definitan easily be applied, while the
remaining majority still fulfils the criteria set the above definition of Stanworth and Hoy.

In the last five years there have been severalrislof domestic and foreign franchise
systems in Slovenia. The reasons for their probleave been published in the daily press,
nevertheless their problems have not been systesiigtanalysed in business and economic
studies. On the basis of the insights of the natitmanchise association the following
observations that characterize Slovenian franaisan be made:

i.  Domestic franchise systems lack franchise philog@utd are short-term oriented;

ii.  Domestic franchise systems lack know-how to sugtergrowth required within
international competition to continue their opeyas;

iii.  Though with limited resources the only institutiggremoting franchising nation-
wide have been the National Chamber of IndustryTaade and the National
Franchise Association;

iv.  No specific support has been extended to frandyiseems from the development
agencies and banks;

v. And as already mentioned no specific legislatios @en adopted for the
franchising business.

2. Common characteristics of the Slovenian franchisg in 2004
This paper draws from the research on franchisir§ldvenia that of 200%.

On the basis of the information on the surveyeddhise systent$as well as by extracting

the information on franchising from the relevaregs releases of the Slovenian economic and
business journals and daily press we estimatetieat are slightly over 16franchise

systems that operate about 1150 franchise unisowvenia.

Apart from a few rent a car and hotel businessasviiere established in eighties other
franchise companies were created after the yed. ¥ ®8ut %2 of the franchise systems were
established (or arrived in Slovenia) between 19801099 and the remaining half in the year
2000 and later. The trends in the Slovenian frasiegisince the year 2000 (Pavlin, 1998;
Pavlin 2001) could be presented as follows:

» Growth and failures: Almost one half of the franchise systems thateymesent before
2000 no longer operate under their original trag®m®. Some of them have simply been
closed down entirely or partly or stopped franaigsin Slovenia; others have been taken
over by other franchise companies and become coyrmpaned units or remained
franchises within the new multiple ownership compaystems; some hotels have started
to operate within different reservation or othearid chains, but no longer as franchise
units. These issues are discussed in other chasevsll;

19 Research survey carried out by International @efotr Promotion of Enterprises (ICPE) and the Shisve
Franchise Association in the beginning of 2004 wad concluded in May 2004. It was coordinated Walvlin
' The total number of the franchise networks thaektpart in the research was 42. The figures preséntthe
paper are rounded, without decimals.

12 Following the EFF definition of franchising the nber can hardly be established in detail as longnaesdoes
not have a detailed insight into the contract anough look into the franchise manual(s) of eaem¢hise
system.



» Changes in ownership and patterns of operationsThere has been a substantial growth
in the number of franchise systems after the y8801while the turbulent environment
continues to contribute to changes in their fornaats ownership. Becoming a member of
the EU, for Slovenia meant also arrival of moreefgn franchise concepts;

* One of the sources of the new franchises has t@®rersion of the former craftsman’s
units™® either directly or through voluntary chains intarfchise units. Another cause has
been dearth of capital within company owned ch#ias have converted their own units
into franchises, or have grown in the remote arasugh the franchise concept. This
conversion process could have started only recastly part of privatisation process or
post-privatisation restructuring. There was litttnce to organise private networks
before the change of the economic and politicalesys Thus one can say that Slovenia,
like other transitional economies is a late comehe area of franchising.

a) Quantitative parameters of the Slovenian franctsing in 2004
Some specific quantitative parameters of 2004 suca@ be summarized as follows:

* Multiple franchises: As many as 68% of franchise systems allow freseds to run
more than one franchise unit. Most multiple fraseleis manage between 3 and 19
franchise units;

» Sectors of the franchise system$4 of all franchise systems in Slovenia operate in
the field of retailing. With a few exceptions thrarichise systems are established by
producers or by wholesalers. The largest grouparms of the number of systems are
the following

I.  textile and footwear retailing — ¥4
ii.  retailing in home construction and home furnishimgmne appliances,
electronic and ICT, book-shops, toys, souvenirsjregtic shops — ¥4
iii.  automotives and personal services (barbers, laufitrgss) — Y4
iv.  food / groceries and fast food almost equally sti@@eemaining ¥4 of
the franchise systems;

* Number of units: By far the largest in terms of units are foodhilstsystems;
nevertheless one should remember that also th@&these units is comparably
smaller to those in large urban settlements ofithesloped EU countries;

13 By craftsmanship units we mean traditonal smati¢rworkshops, such as those of traditional worsiod
carpenters, plubmbers, various types of car réfraim classical mechanical type to modern mechatriype),
shoemakers, tailors, etc.

14 As the transitional complex is not the subjecthi$ paper as it was in my earlier papers, we cdy goint to
the fact that the organic growth of network ecoresnwas impeded in the earlier system by its letipgiaby
various barriers related to import as well as bypsassed entrepreneurial culture. Process of psatain of
services and growth of new service sector compasiedatively slow, which also has also influenchaiv
development of franchise networks. As a resulhefpiolitical and economic changes more than a deagd as
well as a result of joining the EU the import besidisappeared and fierce competition graduallgdah. Fast
adjustments cannot take place so easily, theréfiereources of such change could be import ofdarei
franchise companies, cloning of foreign practicgslbmestic systems and franchise development guubsu
systems.



» Company owned units and franchises80% of all surveyed franchise systems
operate also company owned units that are sinal#re franchise units;

* The totalnumber of employeeswithin the Slovenian franchise sector is about®600
employees, 25% of them are employed on part-tilhemutract basis. The three
largest franchise systems employ between 350 abgé&0ple each and the next three
largest between 200 and 349 people;

* The share of theurnover of the franchise unitswithin the companies operating the
respective franchise system is presented in thetCha

Chart 1. Theshare of theturnover of the franchise units within the total company
turnover
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* Testing: In 73% of the cases the company-owned units weed for testing purposes.
Others run special pilot units, approximately “sh@m for more than 1 year. Several
foreign franchise systems used direct entry ofdingse units without proper testing;

» Export of Slovenian franchises 31% of the Slovenian companies have their
franchise units abroad, mainly in the countriesxafYugoslavia (non-EU area), which
is understandable. Slovenia used to be the mosiajesd part of ex-Yugoslavia,

* Operational manuals 28% of the systems developed the manual(s) béfere
started franchising, 60% still have fragmented nadésiin the process of
development® The remaining 12% who call themselves franchistesys have not
even started the development of their manual. Aesadly mentioned, the slow process
of the development of the systematic and refinemlh\khow embodied in operational
manuals with domestic companies is partly condédhy the late-comer effect (short
time since the beginning of the market economypteiwith the unfinished process
of transition within a small size of the market;

* Thebanks have assisted in the development of only two t&ésgsystems in
Slovenia. They simply believed the local chain Eradhat in the conversion of the
units of the two respective voluntary chains imenthise networks, the units will
have a better perspective as a set of individudtsanen or members of the voluntary
chains;

15 These systems cannot become members of the Nifianehise association. The existence of the miaisum
precondtion for their membership



» The headquarters 45% of the franchise systems have its headgsariehe capital
of Slovenid®, while the second largest city of Slovenia hosadyuarters of only 5%,
the rest are evenly spread in small towns througti@ucountry. The size of Slovenia
as well as the relatively small size of the frasehsystems could be considered as the
key factors in this type of distribution of the deaarters.

* Only 22% of franchise systems usmmhsultantsin the development of their systems,
others most often developed franchise formats erb#sis of their own experience in
the company owned shops;

b) Franchise networks or networks with distribution contracts

In the earlier discussion we have expressed d@ldust the exact match of the organisational
and operational characteristics of the majorityhef franchise companies functioning in
Slovenia with the strict criteria of the Europeaarichise Federation that would qualify them
as proper franchise concepts.

The reason is that trade networks, which prevatheSlovenian franchising do not
necessarily use business format franchising. Thbgantract distributors without tying their
purchases exclusively to the supplies within tiadiolesaling-retailing systems. Their rather
common and general know-how of retailing often doubt easily be marked “indispensable
to the franchisee for the use, sale or resaleeo€tmtract goods or services, in particular for
the presentation of goods for sale, the processiiggods in connection with the provision of
services, methods of dealing with customers, amair@dtration and financial management”
(see the earlier quoted EFF definition of franceiui Therefore one may call several business
forms of cooperation franchising-like approaches.

A distributive type of franchising of such companmay represent a minor share of their
entire sales, while they focus on company ownegging centres. Domestic franchise
systems appear often as subsystems within withwaeghle-retail systems as complemetary
supply chanel to company owned units (Pavlin 20&1B)

Large wholesale-retail systems, domestic follovtimg foreign ones operate several different
types of units such as
a) Company owned hypermarkets of internationally regudrands in the size of
thousands of square meters lease or rent out utigher independently and of more
or less complementary retailers, restaurants, hat&s heir co-branding patterns are
recognisable country-wide. The hypermarkets aremnen as franchise units, as they
are too complex and strategically positioned. Tésymost common in food /
groceries; in textile, footwear or electronic wedfiare more often »flagship« stores —
one or two in each country that represent a brarid ifull meaning which may also
be part of larger shopping malls. Even these stowakl be franchised. They may
represent the leading parts of networks of sméigerchised units;
b) Supermarkets, that can be either company owneguoctiised — most often near
residential areas or bussy crossroads in the deselparts of the EU, do not appear as
franchise units in Slovenia;

% The capital is also the largest though its pojreis bellow 300.000 inhabitants.
" The logic of the wholesale-retail systems in the$eems common to some extent, although the afiplisa
can be specific for each chain.

10



c) Networks of different types of smaller conveniestaes either within city areas or
within residential areas can be run either as coyppavned stores or as franchise
units. Strategic criteria for plural ownership fawary from one company to
another'® A general tendency may be that the locationsatefranchised are those,
which are less attractive for the franchisor, vigthser sales potential to be run as
company owned shops. They maybe franchised evethéo trade chains which
operate them as company owned shops;

d) Due to specific type of dispersed settlement ofytepon as well as their lower
purchasing power the later category (smaller colmvee stores) is generally also
comparatively smaller in its size as similar (éogd) franchise units in the old
Europe. This implies that each unit requires ailbetdusiness plan, where the
survival potential is clearly established. At tlzen® time a rigid operational manual
cannot prevent specific local adjustments which bmagifferent from proper business
format franchising.

3. The results of the Survey of Slovenian franchisg in 2004

One can compare these answers we obtained iredesanch with those analysed 7 years ago
(Pavlin, 1998) In such comparison one comes tolasiuns that may not be overrated as the
macro-economic and even cultural conditions hawaaghd profoundly. We even have a
substantially different sample of franchisees. €fme a longitudinal comparison may serve
only as a brief reflection of changes, without dedgprences on the causality of the
phenomena. We will try to reflect upon changesisnsubsequent chapters.

a) Problems facing the Slovenian franchise systems 2004

After 1997 the situation of perceived problems &asstantially changed. First, we will look
at the situation in 2004 and later on we will makene comments on the comparison with the
year 1997°. (See Chart 2)

The most important problem that has been mentibyddanchisors in Slovenia is fierce
competition (1), among domestic, as well as among domestic andyfosystems and last
among each other, irrespectively of their origihefle are a growing number of trade systems
within a relatively small market. The new foreigrstems still arrive to either to outperform
the existing trade systems or to take them ovethA&same time there are a few larger
domestic trade systems that take over the smaidl@edtic networks. The process has been
well described by Bezemer for the Dutch as welhgernational environment in general.

18 As shown by Ehrman and Spranger (2003) hybridrasgéional forms cannot be explained under a pure
principal-agent-view. They argue that organizeadtasors may benefit from effects of cost reductipnality
enhancement, growth stimulation and optimisedc@htrol in contrast to pure franchise chains. Asaiter of
fact, in Slovenia, franchise chains often form oalginor part of the entire wholesale-retail systearge
wholesale-retail systems also become franchisesmaller franchise chains, or even implement coosspany
franchising, where most often do not conclude ®rrfhanchising agreements but use units of their olain.
See also Forward and Fulop, 1992 and 1996.

19 We used pondered ranking of answers. Three optiens asked to be ranked in the rank order 1 tm3hé
chart rank 1 was pondered by three, 2 by two, abg 8ne. Numbers in the brackets mean ranks.
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Competition is a very common characteristic ingbablished franchise markets, which is
not the same in the economies which introduced eta&onomies in nineties, where it has
been there since long time ago.

Chart 2: Problems of Slovenian franchise systems
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According to Bezemer (2001) chain building contsite be a key issue as a growing number
of companies are already or will become a partnaf @ more chains, unwillingly or
voluntarily. Earlier independent units are incragh becoming parts of voluntary chains or
franchise networks also in Slovenia (Pavlin, 2003)

There is stillack of understanding of the philosophy of franchising (2). Those in charge of
franchising, especially if they a) are not closéht® top managerial positions and b) if they
have a profound understanding of franchising compthabout the fact that superiors do not
understand their requirements related to the mamegeof the franchise operations. One may
assume that the top management of companies, apdlcose with plural ownership form,
does often not understand franchising.

Lack of support to franchising businesses indictitasfranchising is not properly understood
by the society at large, most critically by theafitial sector — banks, by the state, and of
course by would-be franchisees. They all needabses proper concepts, potentials,
misgivings and realities of the contemporary frasicly in the context of the networking
economy.

We analysedhe turbulent environment (3) at the very outset of this paper. It means alinfr
the supportive macroeconomic environment, shifesconomic policies, exchange rates and
inflation, absence of the governmental and indepehdgencies that may help franchising,
lack of enforcing pursuit of the national economiiorities and other important factors.

Lack of capital (4): We have already mentioned that companies of pregiilated times try
to persist by mobilising the scarce financial resea of private citizens and even more of
entrepreneurs who would in the long run find thdrresein hopeless situation. They cannot
be simply erased from the economic life, as therethreat of hundreds of unemployed that
cannot be re-employed and adjusted to new conditiwer night.

In our viewthe recruitment and management of franchisee (7&5) combined with

inadequate support systems (or their absence — @epresent a set of critical issues that are
largely underestimated by the responding franchigsothis research. They are the
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consequence of the earlier mentioned factors ipyhn@mid of problems. One cannot neglect
a progress in the provision of assistance to friseels in comparison to earlier development
stages; nevertheless, there are only a handfailediranchise systems whose support
mechanisms can be assessed as satisfactory. lpmseexed franchise companies cannot
avoid targeting inadequate candidates, as thegaraware what type of franchisees would
comply with the needs of their franchise systems.

Lack of know-how, both from the technical and tedbgical perspective as well as from the
business management perspective is definitelytigadrdeficiency of domestic systems and is
even compounded with the type of recruitment okpegienced would be franchisees. One
could say that matching of poorly qualified frarsds with poorly qualified franchisees is
too often the case.

As already mentioned the situation has changee $i867°. The first difference we can
notice is the categories of “competition” and “tuldnt environment” that have peaked to the
top, while “lack of understanding of the philosoptfyfranchising” has remained almost at the
top. Due to the changes in the franchising pra¢hoere foreign systems, several exits, take-
overs within the group of the existing domesticiochatc.) these developments cannot be
marked as longitudinal progress, but shifts indbietext of ownership transformation and
economic restructuring in the process of joining BU.

b) Why do companies in Slovenia get involved in frachising?

The most common reasons to get involved in framadifor a Slovenian company were listed
as follows™

Expected growth of the distribution network (1);

Penetration to new markets (2);

Presentation power of the brand (1);

Knowing local market by a franchisee (4);

The use of the franchisee’s capital (3);

The reduction of the cost of administration (prityagmall franchise systems)(5);
Replacing the poor local supply of lower qualityttwa better one (7);

Motivation of franchisees (6).

N~ WNE

20 problems of the franchise systems in 1997 and in @Q(The rank of each category of problems in 2004 is
guoted in the brackets.)

lack of understanding the philosophy of franicigq2)

recruitment of franchisees (7)

development of support system to franchises (6)

management of franchisees (4)

lack of financial resources, including thoseffaychisees (4)

turbulent market environment (3)

. competition (1)

In both cases, in 1997 as well as in 2004, we psedered ranking of answers. (Three options wetedato be
ranked in the rank order 1 to 3. In the chart rhnkas pondered by three, 2 by two, and 3 by one.)

NogkrwprE

%1 The rank of each category of reasons in 1997 iseguio the brackets. The categories 1 and 3 atithat
formed one single category, therefore we find (ah of them.
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Chart 3: Thereasons why companiesin Slovenia get involved in franchising
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If we compare the year 1997 and the year 2004 #rereo large differences. As the fight for
the competitive advantage has become the criticaé @f company’s behaviour, the
competition for a better market share, irrespebtioéfranchising alone seems to have
become a prevailing drive for using franchisingasadditional tool for expansion. Knowing
the local market is still not the very top conditifmr choosing franchising as a preferred
business approach. The motivation of franchiseesisé¢o have remained among the least
important reasons. There is hardly any differeretevben homegrown and imported networks
as far as these criteria are concerned. This fgndoes not strictly follow the widely accepted
justifications of the advantages of franchisingreplacing hired managers by highly
motivated franchisees that know the local markbe Uise of franchisee’s capital seems to
have received slightly less important positiorhds not become clearly understood by many
franchised companies that using franchising byratettcapitalised franchisor's company the
national franchise associations do not considesthical act, similarly as it is not using
franchising formula without proper pilot operation.

c¢) The attributes franchisors demand from franchises
Franchisors expect from franchisees the followitighaite$?
Creativity and ability to cope with the varietygfuations (2)
Following the guidelines of the franchisor (1)

Self-employment experience (3)
Technical skills (4)

PwpbpPE

2 Figures in bracket present the ranking of the sattmibutes in Slovenia in 1997
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Chart 4: The attributes expected from franchisees
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As one can see from Chart 4, the most preferredbatie a franchisee should have is
“Creativity and ability to cope with various siti@ts”. This is a rather different situation, as
one would expect to prevail within a standardisesiitiess format operation. However, it
reflects the reality of a relatively slim body afdw-how most franchise system possess. It
also points to the short-term flexibility requirtedm franchisees within a highly competitive
and turbulent environment, which is rather unfrigrid the development and growth of
franchising®. In our analogue research in 1997 it was “Follayiine guidelines of
franchisors” that was at the very top of preferaéidbutes prospective franchisees should
have. “Self-employment experience” followed by tiaecal skills” has not changed its
position since. They have remained relatively inigoatralso in 2004.

d) Support to franchisees

Support to franchisees is organised through progresmof management services. In a study
of franchise systems in the Ukthe owner-entrepreneur franchisors of most oftheeyed
systems were proud of their specific know-how dredrtcapability to transfer their know-
how to franchisees. In the Slovenian case the icadiibn of the know-how represented in the
franchise manual(s) exists in a fraction of systedmshis case it is even more important for
franchisors to maintain and continuously justifgitirole of the owner-leaders within the
system. In retailing it is most often the attrastaf cheaper bulk purchases, which may
replace in part the absence of valuable know-how.

2 Creativity at the bottom obviously is an immangrdblem that confronts franchise systems in general
(Stanworth and others, 1996), although in this theeexpected” level of creativity is missing hetlevel of the
franchisor’s development services.

2 pavlin, Igor. 1996. Views on British Franchisingssons to be learned in Central European countReport
to ACE / PHARE
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The extent of support may varythe trends that have been noted in the reseapdtrare in
the direction of providing more support, which laggsay off in the justification of the amount
of the management service fee (Chart 5).

The most common forms of supporting franchiseeskaosvn in the Chart 5 and in the list
bellow the chart based on frequencies of responses.

It is interesting that in our survey in 1997 weridwnly a few changes in the hierarchy of
individual categories in terms of frequencies ahiwdual categories of support. They can be
ranked in the same order as shown in the Chadrbely:

marketing/advertising(35,

technical assistance(2),

training of franchisee/his employees(3),

visits of franchisor or his representative whendeek4),

providing contracts(14),

assistance of the franchise manager(11),

site selection(7),

shop development(8),

. HRM assistance (12),

10.know-how entailed in the manual (9),

11.provision of the equipment and vehicles(13),

12.legal support, providing legal advice (10).

CoNoO~WNE

Providing contracts (services to customers and#sestance of the franchise manager have
substantially improved their position.

Chart 5 Forms of support to franchisees
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% pavlin, Igor. 1996. "Franchising, a Fast-trackuciibn to Entrepreneurial Survival and Growth imfsitional
Economies"EFMD European Small Business Semiraeveloping Core Competencies in Small Business fo
the 21st Century, Vaasa, Finland

% Figures in the brackets mean the rank positiasuinsurver of 1997
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e) Domestic versus foreign systems

Domestic systems in Slovenia grow through direa¢hising, without sub-franchising;
however there is widespread practice of one framehoperating several units, especially in
the cases when a large trade company becomeschiaa of a franchise system as a means
of diversification. When the Slovenian companiesaooad they either establish their own
company abroad to manage franchising or they detiranchising.

Franchise systems that become international mgimly territories of ex-Yugoslaig

where they believe they know the local environm#rdan be seen from our research that
they are mainly distribution concepts with no sahsal franchise related know-how that may
not be as dependent on the full protection of tiellectual property rights as service related
businesses. In their understanding the conditionariy type of franchising are supposedly
less severe as those in Western Europe. Howeeeedlty stages of transition of the SE
European countries may not provide a safe landingdme of these companies also in the
longer run. Besides they are faced with relatiwttgng competition from the other EU
countries and Turkey.

As already mentioned the neighbouring Austria daly s well as Germany (and to some
extent Hungary as a transitory venue) have proviledulk of foreign franchise systems in
Slovenia. Other countries to be mentioned are frddnited Kingdom and USA:

Foreign companies enter Slovenia mainly througbeatiifranchises. Reasons for this could be
multi-fold:

» Relatively small turnover at the small Sloveniarrkeawith an acceptable risk of
deteriorated company reputation due to potentialr&athat can be justified by a
transitional market turbulence;

* Seemingly large extent of cultural proximity fomgpanies from Austria, Germany or
some Mediterranean countries has been enforceueb$lovenian entry into the EU;

Direct entry by necessity meant also “a directingstof the local market through franchising.
The franchise units could have later been recoaderito the company owned operations,
depending on the rate of return / profitability astder strategic considerations.

However, there is a substantial difference of eofrg company like McDonald’s or some
other reputable company. While McDonald’s starrati¢hising after sorting out company
owned headquarters and first company owned uratsahre later converted into franchises,
other companies chose a reverse approach: theyl tést market first through direct
franchise units, without a proper testing periog@posed by the European Franchise
Federatiof®, by attracting investment of franchisees and latedeciding upon further
investment into company owned units or further glotlirough franchise concept.

In the case of McDonald’s the franchisor takesatigstment cost and risks of failure in the
case of direct franchises the risk of failure isnarily on the shoulders of the franchisee

2" The current export of Slovenian franchise systesiis mainly to the SE European countries (outsidb®
EU - ex-Yugoslavia, Rumania) but less to CEE (Hupg8lovakia and Austria).

2 Code of Ethics

17



himself or investment franchising by another lgggisor’®. Those companies that met part of
the investment cost with a domestic have applisdx@d approach or another foreign
investor into setting up the joint venture for labimg franchise units in Slovenia.

4. Prospects of the Slovenian franchising
a) Take-overs and closures of the Slovenian frande systems

In short the reasons for »disappearing« of theé&l@mn franchise brands from the list of
franchise systems has been caused by diffferetdriathat may require further research. In
the following paragraphs we shall list those thatenhbeen most frequently mentioned both in
our research as well as in further interviews \lia heads of franchise systems of the
Slovenian franchise association during the confexem franchising that took place in
Ljubljana in 2004%°

» As already mentioned changes in the Slovenian engreven before becoming the full-
fleshed members of the EU have resulted in mudtidtuctural adjustments, which
included closures of non-viable chains faced wittreased competition of domestic and
foreign chains and franchise systems.

* Among most common reasons have been those thatanenesequence of failing to meet
the requirements of the economies of scale thdtdwave persisted only within a
relatively weak competition framework. The victinvere primarily small retail systems
in different branches (food stores, home applianelestronic products) but also foreign
fast food chains. This has resulted either in takers by larger domestic companies or in
closing of franchise operations.

» Takeovers by large companies can also be attridotdte process that was described by
Bezemer as already mentioned and is still nothigks In this process the idependent shop
keepers are ruled out of the market if they areattoactive for inclusion either into
voluntary chains that are progressively tranforgd franchise chains or if they are not
directly included into the existing retail franchishains’

* Inthe process of adjustment of the wholesale{retiains into the contemporary trade
systems apply various patterns of company proéitessizes of hyper-markets, super-
markest, residential and high market convenienmestthat include also plural ownership
forms (Erhman and Spranger, 2003)). In this casdetft-over stores that cannot fit into
the new concepts of the networks are left to greeleusion from the marké&t

2 Information on McDonald’s operation has been atéld on different occasions of joint workshops vtita
former Manager of McDonald’s Slovenia and Croatighie last 8 years.

30 Conference on Franchising after Slovenia joinsRtbleorganised by the Slovenian Franchise Associatio
Chamber of Industry and Commerce and InternatiGeater for Promotion of Enterprises in cooperatigii
the European Franchise Federation and Dutch Freméssociation. It took place in Ljubljana on 7tpri4
2004.

31 Bezemer (2001) reported that in 1999 in the Duéthiling 85% of stores were either company owngd b
large corporation or belong to a voluntary chaifranchise. Approximately half of them were compamned.
Independent shopkeepers owned only 15% of units.shlare of independent shopkeepers continued to
decrease. Units included into the voluntary chaiisch would cooperate simply for the reason ofchasing
goods under better conditions is gradually beimdaeed by either franchising as more defined bugsifiermat
of cooperation under common identity, with the rammy part of company owned and managed units. As
already mentioned, the same process can be naticdvenia.

32 During the mission of the Slovenian managers ftioenlocal trade system Mercator to Carefour ankhdize
it was noticed that the process of refinement eirtbompanies hardly leaves any space for supfgies
independent shops that are not included into #yestems.
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In their process of adjustment some domestic clsdithgonsider franchise units as
»external, i.e. as external competition to the gamy owned units of the systems and do
not pay proper attention to adjusting the priceth&franchisees as their »preferred«
buyers. It happens that retail prices of items mitheir hyper-markets are not
substantially different from the wholesale priceste franchisees. The paradox of the
opportunistic behaviour of such wholesale-retasitegns in the absence of internalized
ethical norms seem to be unavoidable in the emgmiarkets. Expectations that
perception of the win-win payoffs would prevail magt be met until the turbulence of
global competition is not met with implementablgderestraints>

As shown earlier in this paper, the banks in Slevéave not yet developed a specialised
body of knowledge related to franchising and thaeeftio not contribute to the
improvement of local franchising practice.

In the decade the government has not paid spdtaalti@n to franchising as a route to
economic development in general or as a route t& 8blelopment.

The domestic franchise systems that currently appe#he market are more concerned
with the economies of scale in purchasing and seddékey are concerned with the
competitive edge of their know-how. Lack of awaenef the importance of the
devleloping »unique selling propositions« that vebgive them advantage on the market
can be found also from the situation related toetkistence of their unique franchise
manuals. This fact is even more critical in thewa the emphasis of the EFF as
mentioned earlier in this paper. The emphasisdystems put on »creativity« and on
»previous business experience, as seen fromskaneh can make this picture even
clearer.

Foreign franchisors that enter the Slovenian mawkenh choose the direct entry without
proper testing period even at the expense of filliney may not do proper research of
legal traps, such as un-resolved ownership issiutbe oeal estate (the process of
privatisation has not been finished as yet). Evahtuhey may conclude with
corporatisation of their franchise operations opsiperations.

In the future more takeovers of smaller domesaac¢hise chains by larger domestic
chanis are expected. Takeovers of larger domédsaims by giant foreign companies that
have not happened as yet may take place. At the sam new entries of other foreign
chains has been announced and has already started.

Foreign franchises in the area of services (beaarthpurs, hairdressers, health, education,
real estate) may require more adjustments to teeifspmarket conditions, therefore
more direct franchise entries may not be the prapswer. We have noticed departures of
famous franchise networks in the area of fast fbeeuty, hotel chains that have not been
able to cope with the small size of the marketwrcke at the same time confronted with
cost of proper adjustments to the local markets.

b) Transformation of domestic craftsmen into volunary chains and franchise networks

Slovenian crafts workshops and services in diffesectors, such as car services, wood-
processing, mechanical repairs in homes and offtcassport, hairdressers, financial
services, computer services, coffee supply, legalices, rentals of videotapes and DVDs,
florists, commercial cleaning, fitness, etc., thave been established as independent

¥ williamson’s (1986) hopes for self-regulatory @r$/of economic subjects may not be fulfilled in the
transitional context of emerging markets.
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businesses have started to form networks that f@segither to voluntary chains or to
cooperatives. They both may at a later stage tstarsformation into franchise systems.

The reasons behind the transformation seem oband$iave been tested also in other
European countries. The growth and developmertehetwork economies of the Central
European countries has been retarded as the d¢egmakrned political systems had not
provided space for privately owned companies onsiehe and proper protection of the
intellectual property rights on the other. It seaquge impossible that the gap could be

entirely filled in by cross-border franchising lmetsame manner as domestic entrepreneurship
development for small business development coulsiroply replaced by imported small
businesses in a laissez-faire marher

Slovenia is not an exception in this process afdfarmation. Currently it is confronted with
two alternative parallel development flows, namely
a) with the import of foreign service companies thaid most probably not get
involved into conversion of independent privateibesses into chains or
b) with the gradual integration of such independentises into chains by some
more advanced domestic companies in the same field.

The alternative b) has started to happen in al@bsarlier mentioned areas, without any
appropriate support that would be offered eithealpyivate or government agency. Without
such integration most of the independent providéservices, usually run, as family
businesses would gradually be forced to close ddwis has been aggravated by the fact that
at the same times many large scale wood-procedsixige, footwear and some other
companies with similar supply are closing down asud of industrial restructuring process
and due to global changes (entry of China to thentatkets at favourable conditions, etc.).

Unfortunately the franchise systems with their pgmn of unique technical and
administrative know-how may not be the best diedigrnative to the alternative b). On the
other hand voluntary chains and cooperaff/#st combine supply of products and services
or just one of the two can facilitate the following
0 better coping with turbulent transitional envirommhencluding bureaucratised
authorities;
0 better purchasing economies of scale for input aorepts of their final products and
services and assist with wholesaling of additicugdply of products;
o0 improvement in the organisation of the businessgsses;
0 better negotiating position versus large suppliérgoods and business to business
services;
better negotiating position versus risk capitalaficial services and banks;
o transition from the earlier clientele with diversd and tailor made needs to customers
with “package needs” and standardised responsaopl\s

(@)

% As far as the supremacy of occurrence of the wahyrchains over the franchise operations is corezkone
could quote two major conditions. First, it is gnatism in the development of domestic franchiséesys,
required by the evolution process of domestic kimm, second it is just another facet of the firghe higher
level of rigor and the amount of know how requifedcompetent leadership in the franchise systéihs.later
one requires longer period of time to evolve inbovprful concept. Nevertheless, this is primarilyetfor the
domestic franchise systems.

% Especially in the retail business introductiorvofuntary chains and cooperatives has played aiwgwgrtant

role. Well documented cases of Econ-Minimart, Spaga, a voluntary self-help scheme and NTUC Faigpri
franchise (Chong, Li-Choy, 1994)
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0 targeted response to the consumer/customer demaendns of price and quality,
within the contemporary structure of distributidhgoods and services;

o replacing simple act of selling production drivanghucts or services by providing
long term service of standard quality products serdices to the consumer (lines of
credit, leasing, servicing, guarantees, combineddss etc.);

o transparent and modest prices for quality products;

0 better response to the changed habits and charmgels for convenience consumer

(employed women, elderly at home, pre-school céildievelopment, entertainment

etc.) in terms of time, place and manner of dejiver

recognition of the brand in the broader environment

better access to information and different dat@e$fas

easier coping with the increasingly requiring tembgical standards;

modernisation in terms of adjustments of handlhegdrders, keeping and shortening

the delivery times, fulfilling the expectationsafstomer¥:

targeted recruitment of specific human resourcestlagir focussed training;

o survival within the competitive EU and global make

© O 0O

(@)

Voluntary chains and cooperatives that may profigigzontal integration at the first stage
may also be converted into vertical marketing clessfatter ort” The conversion process
entails not only technological but also adminisi&atnnovations. The stage of the transition
from crafts type of individualised business openmatio the integrated type of business
operation requires at the same time:

0 introduction of recruitment and diagnosing the suttiactors' companies to become
contracting partners in the process of graduahewglinto franchisees;

0 management of new members as franchisees as a emaewigof sui generis;

o changed - friendly but standardised customer semiocedures;

0 strong reliance on modern ITC technology in hargitime orders /delivery as well in
repair process;

0 marketing of »package services;

0 using marketing as a tool for informing customdraew type of supply, thus creating
standardised demand in terms of expectations dfitite type and quality of services at
any service unit, an independent franchise, withennetwork;

o standard list re supply of products, with a defiskdre of sales (e.g. 20%), a defined
choice of goods that could be purchased from ndimekk supplier or franchisor. (Pavlin,
2003)

For a further transformation of a voluntary chaircooperative into a franchise network a
there may come to a gradual enhancement of thectgp institutional structure. One of the
changes that have to take place is that the bissfoe®mat of units will have to soften the
borders between firms. This would not bring theepreneurs close to the employee-ship
status in spite of increased policing of qualityenms of the theory of the firm (Rubin, 1978:
50-55). This process would require preparing stperational manuals and various forms
and areas of training, with progressive developmétie franchise support services. Those

36 However, the consumer benefits remain relevantEsegburger and Cutter, 2000) Is it in the consumer
choice in terms of the variety of products and isei offered or in the consumer satisfaction imgeof tailor
made response to a wide spectrum of less demandids in terms of short time of delivery, conveo&n
standard reliability of products and services, gdlr money, etc. (Curran and Stanworth, 1983, RU003)

37 Beside the Case of Econ-Minimart in Singaporefime similar cases in EU, in Slovenia one could tiem
Bartog fast automotive services (BHS), Sloveniariivsek, 2002), etc.
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would together with mechanisms of monitoring offpemance lead to the strengthening and
homogenisation of the standards of services throulgihe system

In the conversion process one may well realiseghah individual entrepreneur will have to
be brought to similar operating efficiencies, ad@pénewed life-cycle stage, as well as
improve the fit between his and other units as agllo harmonise its future transformation
with the strategic guidelines of the lead partneihe chain — evolving franchisor. This unique
development strategy implies also streamlininghefinnovation process within the network.

So far benefiting from joint development and markgsynergies has been one of the key
reasons for those that have decided to join thanchighin the ever-increasing competition.
Innovativeness expected by franchisees can bebwitlinto the common technical base of
services.

Centralised commanding that could be opposed lBgment of franchisees may jeopardise
the existence of the entire transitional systerpaiicipative style in strategic decision-
making seems to be of great importance. The inecease modern ICT together with
acquiring fast feedback mechanisms can serve ihduenhancing of the system. Allowing
different fields and levels of individualisationthts stage will gradually lead to more and
more standardised supply of goods and services.

The administrative innovation of the system meaeatig a unique structure of the
franchisor — franchisee relationship.

The extent of tying individual units into a unigoetwork with a common identity under the
same trade name will be a gradual but all-enconmpggsocess. The name of the process that
we can witness in this case is reducing the leset®@mplexity to more manageable
proportiong®. We are speaking about simplification of differantangements with different
suppliers or subcontractors at higher prices anddotimes of delivery, time-consuming re-
negotiation of short term trading agreements ebes€ simplifications result in higher
standards of quality, shorter delivery times atdowprices.

A necessary step will be conversion that will bedzhon the proper franchise agreement.
Changes that will be unavoidable in this proceselation to franchisees, especially those
that will require abolishing specific aspects @ gresent autonomy of member entrepreneurs
may be painful but essential. The case of Coca+estngineering as shown by Felstead can
be instructive for the agents of change in the malty chains of BHS (Felstead, 1993 A and
B). The similarity is mainly in the resistance be treduced level of managerial autonomy that
might be the only solution for the survival of ttieain.

Conclusion

The markets for franchise businesses in the Elédifobm those in the USA in spite of
gradual unification of the macroeconomic and ingbinal frameworks within the EU.
Diversity of cultures, languages, habits relatetbtm, clothes and footwear, travel and work
and leisure, not mentioning legal, political prees have held back a larger extent of the
cross-border franchising within the EU. Adjustmemitindividual franchise systems that
cross borders to all these and other specificsstithyequire high localisation cost. Smaller

3 Stanworth (1996) refers to the complexity that barseen as a catalyst for innovations designeetiace
levels to more manageable proportions.
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franchise systems may not afford crossing bordehey do not reach critical mass of units at
home. Moreover, most large networks that operaselbe the franchise units also corporate
shops may not choose for their expansion only fiesireg route but on the contrary they may
enter with their corporate units and then spredt Wwanchises or both, franchise and
company owned shops. Multiple forms of ownershipenlaecome common features in the
EU, including Slovenia.

Franchising development in the transitional ecomsmvithin EU may require special
attention in terms of the elements for setting apamal franchise development strategies as a
part of SME development, transfer and developméteéahnology, international trade
development etc. As late comers in the franchigsidgstry they may require development of
special franchise development support systems. Tame the development of their
franchising may not be bridged only by the impdrinternational franchise systems, but also
by developing home grown franchise systems. Therenarket niches that can best be filled
by home grown systems, which could take shortcaolg loy supporting them in their
endeavours. Thus the role of the national francasseciation is not simply advertising their
member companies and caring for their well-beingdoeating conditions for the
development of a healthy franchise industry theliiides both international as well as
international franchise concepts. Learning froneiinational systems and at the same time
competing with them may take some time. Anothardss learning from countries with
similar characteristics such as the size of th@eety and other economic and cultural
specifics, the type of settlements which affectadepment of franchising. All these may be
critically important for the future of the Slovenifranchising.

The restructuring of the Slovenian economy thak affect the future of the Slovenian
franchising is still expected to continue amid&etavers, conversion and / or deliberate
structural changes. The active players in the félslupport that will contribute to the growth
of the support systems to both franchisors ancchisees would have to involve the national
franchise association (with the support of therimdéonal franchise associations),
government agencies, as well as private consungces. National policy, which would
include franchising as a tool for SME developm#ém, transfer of know how and transfer of
technology, would also be of benefit to the deveiept of quality franchising.
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