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Marta Ziotkowska

Chapter VII. Innovativeness determinants of franchise
organisations

7.1. Introduction

It is important to point out when analysing business networks, that franchise com-
panies (franchise networks) are one of the types of network organisations. In a global
economy, franchises are developing dynamically, allowing to achieve a competitive
advantage and global expansion. In the modern world franchise organisations are
present on almost all continents and in almost all sectors of the economy. Nowa-
days franchise systems have to face the growing competition and increasing market
saturation of products and services offered by enterprises and enterprise networks.
The way for franchise organisations to meet these challenges, is the diversity of their
offers in relation to competitors and matching them to the needs of customers. They
can do this by creating and implementing innovations.

Franchise organisations developing in the economy become the target of a number
of empirical analyses. The significance of conditions and the degree of innovative-
ness of enterprises that are members of the franchise’s ties were determined in the
present study. The research problem was formulated as: the level of innovativeness
of franchise companies, sources and innovative activity, as well as the benefits of the
implementation of innovation and the factors stimulating and limiting the develop-
ment of innovation in franchises. The research assumptions related to innovativeness
of franchise organisations were adopted. They arise from the nature of the franchise
and rules of franchise relations. Franchise relies on standard solutions implemented
in the global economy through the creation of a single franchise unit, the implemen-
tation of proven business concepts and building relations based on cooperation of
financially and legally independent economic entities. The following assumptions
were presented in the study:

« innovations are implemented in franchise companies to enhance the competitive
position of the network and of all its participants (franchisors and franchisees);

« theintroduction of new products or services and the use of new marketing actions
are the main type of innovations in franchise organisations;



190 Marta Ziotkowska

o participants of franchise are the main source of its innovations.

The study population included enterprises which were network’s organisers
(franchisors) and network’s participants (franchisees). The study population consisted
of 121 enterprises, 51 of them were franchisors (creators and network’s organisers),
and 70 represented the franchisees. Respondents answered the questions in two
ways: by referring to the enterprise in which they work, or which they own and by
referring to the network in which the company operates. In practice, this meant that
the franchisors (network’s organisers) answered the questions relating to enterprise
itself and to the system, which the company coordinates. In contrast, the franchisees,
which are network participants, provided answers from the perspective of their own
franchise unit and franchise system, in which the institution operates. If we have
a closer look, we discover that respondents who are franchisors, had knowledge about
their own business and created system, and therefore they were able to provide more
specific and credible answers. In contrast, the franchisees answering questions about
the network were guided by their observations and conjectures of how the network
is functioning and not by any specific data. In the analysis of the research problem
one focuses on these results, which indicated significant relationships and allowed
the verification of accepted research problems. Therefore, one omitted the analyses
showing similar distributions, which did not allow to identify significant differences
or to draw conclusions.

7.2. Premises for implementing innovations in franchise
organisations

Referring to the first stage of research, one performed the analysis of reasons why
franchise companies and franchise networks implement innovations. Analysing the
results, one can conclude that in total franchise organisations introduce innovations
in order to improve the quality of products (53% of respondents), to use new sales
channels and forms of communication (46%), to increase the range of products (44%),
to open new markets or increase market share (43%) (Fig. 7.1).

It is worth mentioning that opening of new markets or increasing market share
(48% of responses) and new sales channels and forms of communication (51%),
as well as the reduction of material costs (37%) are very important for franchisors.
These categories derive from the essence of the franchise and from the role for which
the companies implement strategy of growth through franchise. Because of this fact
indications of franchisors in mentioned categories of responses were more frequent
than of franchisees.



Chapter VII. Innovativeness determinants of franchise organisations 191

Figure 7.1. Reasons of implementing innovations in franchise organisations in %
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Source: Own research 2013, Department of Enterprise Management, Institute of Management SGH, N=121.

In contrast, network participants, franchisees, often pointed to the categories as-
sociated with the product and its offer, as motives of implementation of innovations.
This is related to the characteristics of the franchise and the factors that are relevant
to the franchisee. Increasing the range of products’ offer (58% of responses) is very
important in implementation of innovations in the franchise companies operat-
ing in the trade sector. It is an important factor in the trade, in which the creation
and implementation of innovations are to increase the competitive position of the
company. The results showed that the improvement of product’s quality (57%), the
opening of new markets or increase of market share (47 %) were more often indicated
in service sector.

Examining the reasons for the introduction of innovation in franchise organi-
sations one can conclude that for micro and small enterprises they are similar.
Respondents from the micro enterprises declared the increase of the range of prod-
ucts (51%), and small businesses indicated the improvement of product’s quality (58 %)
(Fig. 7.2).

Medium-sized enterprises stressed new sales channels and forms of communi-
cation (58%). The ecological context appeared in the answers of respondents from
medium-sized enterprises. It is interesting that for this category of enterprises, the
implementation of innovations in order to reduce the harmfulness was indicated
by 33% of respondents — most common from all types of businesses. The quality of
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products (84%) plays the dominant role for large companies in terms of implement-
ing innovations. In general, one can say that the fulfilment of regulations, norms and
standards, as the motive of implementing innovations was more important for medium
and large enterprises than for micro and small businesses. In contrast, increasing the
range of products was not indicated by the respondents from large companies.

Figure 7.2. The reasons for the introduction of innovations in franchise organisations
depending on the number of employees in %
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Source: Same as Fig. 7.1.

The reasons for implementation of innovations and their interdependence with
stages of network development were significant in the study (Fig. 7.3). New sales
channels (62%), opening of new markets or increasing market share (59%) as rea-
sons for the introduction of innovations were most often stressed by enterprises
belonging to the small network franchises. Creating new opportunities to increase
the competitive position on the market is significant for small network’s participants
with up to 10 participants. Categories associated with the products’ quality and
offer (respectively 70% and 65% of responses) were meaningful to slightly larger
networks (10-20 participants). What’s more, companies belonging to the networks
with 20-50 participants pointed to new distribution channels (53%), opening of
new markets or increasing market share (48%). And also, only they emphasised
the importance of fulfilment of the regulations, norms or standards (44%). Factors
relating to the quality and range of products’ offer (55% and 48%) are important for
implementation of innovations in large networks.
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Figure 7.3. The reasons for implementation of innovations in franchise companies
depending on the size of the network in %
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7.3. Innovative activity of franchise organisations

The survey on innovative activity was conducted in the further analysis. The
results showed that quarter of franchisors and more than one-third of franchisees
did not implement innovations in their enterprises in the years 2007-2012 (Fig. 7.4).
The data shows that almost half of surveyed franchisees (46 %) introduced from 1 to
3 innovations in the analysed period. Franchisors more often stressed the implementa-
tion of 4 to 10 innovations in the declared period (24%). Network coordinators also
more often reported implementing more than 10 innovations. The analysis shows
that the innovative activity of franchisors is higher than network’s participants when
implementing more than 4 innovations.

Figure 7.4. Innovative activity of franchise organisations in %

Lack of innovations
5

=== Franchisors
== Franchisees

46
41

More than 10 innovations 1-3 innovations
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Source: Same as Fig. 7.1.
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Figure 7.5 presents the analysis of innovative activities of franchise networks.

Figure 7.5. Innovative activity of franchise networks in %

Lack of innovations
e
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4-10 innovations

Source: Same as Fig. 7.1.

On the basis of obtained results, one can state that in the opinion of franchisees,
34% of the networks did not implement any innovations, and 29% used 1-3 inno-
vations in the development of the company, while 22% of the networks introduced
4-10 innovations. The creators of network — the franchisors — declared that 24% of
the networks do not use innovations and 37% of the networks implemented 1-3 in-
novations. In contrast, 27% of networks introduced 4-10 innovations, and only
12% of respondents implemented more than 10 innovations. Narrowing the scope,
one can conclude that from the perspective of franchisors, the picture of innovative
activity is more positive than from the perspective of franchisees.

Further analysis of the study shows that no innovations were implemented in the
micro enterprises (41% of responses). Furthermore, all large enterprises introduced
at least one innovation, therefore answer “no innovations were implemented” was
not indicated (Fig. 7.6).

These enterprises, compared to the group of all respondents most often expressed
the implementation of 1 to 3 innovations (82%). Small enterprises most frequently
pointed to implementation of 4-10 innovations (34%). More than 10 innovations
were introduced by medium-sized enterprises (18%). Medium-sized enterprises most
often stated the implementation of up to 3 innovations (40%). Small businesses in
comparison to large enterprises had the biggest problems with the introduction of
innovations. Innovativeness barriers are associated with the size of the company and
are higher for micro and small businesses.
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Figure 7.6. Innovative activity of franchise companies depending on the number
of employees in %
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The analysis of innovative activity of franchise companies due to the type of
business they conduct is presented below (Fig. 7.7). It is worth mentioning that more
trading companies declared that they did not implement any innovations in the years
2007-2012 (35%). Observations show that the respondents representing trade sec-
tor often pointed out that they introduced 1-3 innovations (46%). In contrast, one
quarter of the service companies implemented 4-10 innovations.

Figure 7.7. Innovative activity of franchise companies depending on the type
of business in %

Lack of innovations

== Trade
Services

46
More than 10 innovations 0 1-3innovations
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Source: Same as Fig. 7.1.

Innovative activity of franchise companies depending on the size of networks
was essential. It allows to draw a conclusion that the majority of companies operat-
ing in small networks (up to 10 participants) did not implement any innovations
in the analysed period (43%). (Fig. 7.8). The implementation of several innovations
(1-3 innovations) was most frequently indicated among respondents belonging to
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a network of 10 to 20 participants (50%). Further analysis showed that in medium
networks with 20-50 participants enterprises indicated the implementation of 4-10 in-
novations (34%) and over 10 innovations (15%). One can draw conclusions from
the results of the study that with the increase of network’s size to which the company
belongs, the number of implemented innovations did not increase in the period
2007-2012. Enterprises belonging to the networks with more than 50 participants,
most often declared that they implemented 1-3 innovations (44%). Whats more,
they least likely declared the lack of implementation of innovations in the analysed
period (25%). On the other hand, companies belonging to small networks to a greater
extent declared that they implemented up to 3 innovations (45%).

Figure 7.8. Innovative activity of franchise companies depending on the network’s
size in %
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Source: Same as Fig. 7.1.

Observation of the relation between the size of a franchise network, and its in-
novative activity shows that almost 50% of respondents belonging to small networks
declare the lack of implementation of any innovations in the network (Fig. 7.9).

Based on these data, it can be concluded that larger networks with 20 participants
perform better due to the lack of implementations (15% and 14% respectively). The
representatives of the smallest and largest networks pointed to the introduction of
up to 3 innovations (35% and 34%). Respondents from medium-sized networks
(20-50 participants) implemented the average number (4-10) of innovations — 42%.
An interesting fact is that the majority of responses in the category of implementa-
tion of more than 10 innovations were provided by representatives of large compa-
nies (29%). In conclusion, small networks less often introduce any innovations and
if one managed to implement them, they are not numerous (up to 3). Generally,
one can say that with the increase of size of the network, the frequency of declared
implementations of innovations increases.
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Figure 7.9. Innovative activity of franchise networks depending on the network’s size in %
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7.4. Types of innovations in franchise organisations

Another aspect of the research was to analyse the categories of innovations
implemented in enterprises (Fig. 7.10). Innovations of new and improved products
are the most important for franchisors (79% and 43%). On the other hand, new
products (68%) and new marketing actions (45%) are crucial for franchisees. Follow-
ing types of innovations: organisational innovations, new and improved marketing
efforts (new distribution channels), improved marketing and innovations of ICT
were indicated more often by franchisees than by franchisors. It should also be noted
that improved technology, ICT and knowledge management innovations are least
significant both for franchisors and franchisees.

Figure 7.10. Types of innovations implemented in franchise companies in %
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In terms of types of innovations implemented in networks, differences due to the
network’s size are also visible. On the basis of the obtained data, one can state that new
and improved products are the most numerous categories, which appears in a large
number of responses in all types of networks (Fig. 7.11). Organisational innovations
are very crucial in networks with the number of participants from 20-50 (50%).
New and improved marketing (new distribution channels) are significant for small
networks with up to 10 participants (50% and 44%). This results from the fact that
small networks need these innovations for the development of building a competi-
tive advantage in the market.

Figure 7.11. The types of innovations implemented in franchise networks depending
on the network’s size in %
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Source: Same as Fig. 7.1.

Another area of research issues concerned the types of innovations and con-
clusions due to the type of business of franchise companies (Fig. 7.12). What's
interesting, new and improved products are essential for entities operating in trade
(85% and 41%). New distribution channels (50%) are very important, so as to increase
the number of trade points. Product innovations are significant for the service sector.
However organisational innovations (40%), new technologies (37%) and improved
marketing actions (36%) are more meaningful to them than to trade companies.
Franchise companies from service sector base their competitive position not only
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on the elements associated with the product but also on other categories of innova-
tions. This results from the nature of the service sector and franchise companies
operating in the market. Their business concept is based on offering services and
products, therefore complete business concept with a detailed know-how is required.
In contrast, trade in the franchise, to a large extent is based on offering co-branded
products in unitary points of sale.

Figure 7.12. The types of implemented innovations in franchise companies depending
on the business sector in %
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7.5. Sources of innovation in franchise organisations

Identification of the sources of innovation in franchise organisations was the next
important stage of research. Both the franchisors and franchisees frequently stressed
the needs of customers as a source of innovation — 61% and 72% of respondents
(Fig. 7.13) - it is quite interesting and positive result. In further analysis one high-
lights another sources of innovation indicated by the donors and recipients — contacts
with enterprises within the network - 38% and 42% of the responses. Employees and
management of company are the second and the most important factor declared by
franchisors (40%). This is crucial due to the fact that the franchisor is the organiser
and coordinator of the network, so its employees are involved in the creation and
implementation of innovations in the company and in the entire franchise system.
In contrast, the franchisees more often pointed to the competition as a source of
innovation in the company (47%).
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Figure 7.13. Sources of innovation in a franchise company in %
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Own research and development unit was indicated only by 14% of franchisors
and 4% of franchisees. Research showed that cooperation with research-development
units is significant only for 7% of franchisors and 4% of franchisees. Thus, knowledge
and experience of specialised entities is rarely used in the franchise. On the basis of
obtained results one can conclude that there is also scope for greater use of contacts
with enterprises within the network in order to create innovation in the franchise.

One should also mention the relations occurring between the sources of in-
novation in franchise companies, and the number of employees in the company
(Fig. 7.14).

Figure 7.14. Sources of innovation in franchise companies depending on the number
of employees in %
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Sources of innovation defined as: customer needs (respectively 66% and 52%)
and competition (respectively 42% and 52%) are extremely important for micro
and large companies. Customer needs are significant for small businesses (80%).
However, business contacts within the network are the most frequently stressed
source of innovation (60%) by medium-sized companies. It is interesting that own
R&D unit and cooperation with R&D units are most often reported by respondents
from medium-sized enterprises (respectively 32% and 28%). In contrast, contacts
with companies from outside the network are substantial only for large companies
(48% of responses). The study also showed that medium-sized enterprises more often
indicated fair trades than the others (31%).

7.6. Benefits of implementing innovations in franchise
companies

A further analysis of the research focuses on the benefits of implementing in-
novations in franchise organisations (Fig. 7.15). Increased revenues (54%), increased
market share (52%), improved product quality (49%), as the results of implementing
innovation are very important for franchisors.

Figure 7.15. The benefits of implementing innovation in franchise organisations in %
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Source: Same as Fig. 7.1.

Knowledge synergy (2%) and ecological effects (0%) were the least frequently
indicated by respondents. The results also highlighted that the implementation of
innovations did not cause the growth of employees’ engagement and their motiva-
tion (23% of franchisors).

Participants of the network, franchisees, most often pointed to the improvement of
product quality (52%) and brand recognition (46%), as a result of the implementation
of innovations. From the distribution of responses results that these factors are more
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significant for franchisees than for franchisors. The growth of employees’ involvement
and motivation (29%) are meaningful to franchisees. Based on these data one can say that
particularly an increase in revenues (33%) was indicated more frequently by franchisors
than by franchisees. The study also showed that the franchisees appreciated importance
of synergy of knowledge as the benefit of innovation more than the franchisors.

Some differences in the significance of these benefits, depending on the size of the
enterprise are noticeable in the study (Fig. 7.16). For micro enterprises, the benefits of
implementing innovations were focused on such improvements as: quality of prod-
ucts (51%) and brand recognition (51%). It is important to stress out that the group
of these companies are turning their attention to the improvement of the image of
the company. The revenue growth was most important for the other companies. The
study also showed that the improvement of product’s quality was significant for small
enterprises (55%). From the distribution of responses resulted that medium-sized enter-
prises indicated the improvement of the product’s quality (62%) and most often among
other companies pointed to the growth of employees’ involvement and their motiva-
tion (40%). However, large companies declared the improvement of efficiency (34%)
and product’s quality (33%) as benefits of implementing innovation. Worth noting is
the fact that only 8% of the surveyed companies stressed the synergy of knowledge,
and 3% - ecological effects. Thus, from the point of view of the franchise organisations,
they are not essential benefits that occur after the implementation of innovations.

Figure 7.16. The benefits of the implementation of innovation in franchise companies
depending on the number of employees in %
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Source: Same as Fig. 7.1.
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By analysing research one can identify the benefits of implementing innovation
depending on the size of the network to which analysed company belongs (Fig. 7.17).
The presented results show that the improvement of the efficiency (57 %) was impor-
tant for small networks, while increased market share (56%) and improvement of
brand awareness (56%) was essential for networks of 10 to 20 participants. Medium-
-sized companies pointed to the growth in revenues (62%) and large ones indicated
the improvement of brand recognition (59%) and product’s quality (57%).

Figure 7.17. Benefits of implementing innovation in franchise companies depending
on the network’s size in %
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Source: Same as Fig. 7.1.

It is worth mentioning the relations occurring between the benefits of the imple-
mentation of the innovation and the business sector (Fig. 7.18). Companies operating
in trade sector frequently indicated the improvement of the quality of products (53%)
and brand recognition (50%). In contrast, the importance of revenue growth (49%)
and improvement of product’s quality (48 %) as benefits of implementing innovation
in franchise companies were often emphasised by the service sector. It should also
be noted that service companies more often than commercial ones pointed to the
synergy of knowledge (13%) and ecological effects (4%).
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Figure 7.18. The benefits of implementing innovation in franchise companies depending
on the business sector in %
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Source: Same as Fig. 7.1.

7.7. Factors encouraging and limiting innovative activity
of franchise organisations

Another stage of the research study was aimed at determining the factors encour-
aging and limiting the innovative activity of enterprises and franchise networks. The
factors were presented and respondents were asked to indicate the ones that were
encouraging or limiting the implementation of innovation in organisations. Due to
the broad spectrum of responses, the categories relating directly to the franchise are
most important. However all categories were analysed, but in the presentation of
results one focused on the most significant outcomes.

First, the analysis of overall responses regarding factors that encourage innovative
activity in relation to franchise businesses and network in which they operate were
presented below (Fig. 7.19) . The results showed that marketing (30%), the exchange
of information between the franchisor and the franchisee (29%), staft’s qualifica-
tions and experience (26%), competition in the market (26%) and franchisor’s ac-
tions (26%) were indicated by franchises. The above mentioned factors are a driving
force of innovation in franchise organisations. Only 9% of respondents stressed the
franchisee’s actions, as a factor that stimulates innovation. Thus, they are not the
stimulus of innovative activity in enterprises operating in franchises. This means
that the respondents do not believe that the franchisees can contribute to creating
innovation in franchises.
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Figure 7.19. Factors encouraging innovative activity of enterprises and franchise
networks in %
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Source: Same as Fig. 7.1.

What's more, it was important to recognise the importance of individual fac-
tors and their impact on innovative activity in the franchise (Fig. 7.20). First, the
respondents referring to the companies indicated primarily limiting factors such
as: regulations (32%), competition in the market (27%) and their own financial re-
sources (27%). On the other hand, they declared the same factors limiting the creation
and implementation of innovations taking into account the network in which they
operate. One can conclude that regulations, competition in the market and a lack of
funds are barriers to innovation in the franchise.

Figure 7.20. Factors limiting innovative activity of enterprises and franchise
networks in %
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According to the study of factors encouraging innovative activity of franchise
companies, one focuses on the analysis due to the business sector (Fig. 7.21). The
distribution of responses shows that the following factors: marketing (38%), own
financial resources (33%) and the exchange of information within the network (32%)
were the most important factors for the trade companies. The results highlighted that
companies operating in the service sector pointed to the staff’s qualifications and ex-
perience (32%), competition in the market (27%) and actions of the franchisor (27 %)
as factors stimulating the innovation process. When comparing responses of trade
enterprises to service ones, one can notice that own capital and marketing are sig-
nificant factors for the trade sector. In the service sector more attention is paid to
qualified employees and the actions of the franchisor, although not to such an extent
as to effectively activate in this way the innovative activity of franchise companies.

Figure 7.21. Factors encouraging the innovative activity of franchise organisations
depending on the type of business in %

Exchange of information within the network ] : : : : | 32
Actions of franchisee 4

Actions of franchisor ZS

Standardisation of the franchise system 121
ystem Je3 \ \ \

Marketing actions 38
Access to technology 4

Access to external financing sources F?—’J 16 .
oServices

Own financial resources 33

mTrade
Regulations 5

Competition in the market 27

Managers' skills 87

Motivational system 1

Employees' qualifications and experience m 16 132
Organisat'ional culture H 18

0 5 10 15 20 25 30 35 40

Source: Same as Fig. 7.1.

On the other hand, from the point of view of the factors limiting the innovative
activity of the franchise companies depending on the sector in which they operate,
one should distinguish that both trade and service companies pointed to regula-
tions (respectively — 22% and 44%) and competition in the market (respectively -
21% and 30%) (Fig. 7.22). Only service companies greatly indicated own financial
resources (36%), as a factor limiting innovation in the franchise. In contrast, trade
companies to a greater extent pointed to the managers’ skills (12%), as a category
limiting the creation of innovation in franchise companies.
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Figure 7.22. Factors limiting the innovative activity of franchise organisations depending
on the type of business in %
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It is worth pausing to consider that the analysis of the importance of individual
factors encouraging innovative activity in terms of network’s size, to which the
company belongs, plays significant role in the study (Fig. 7.23). The obtained data
show that for small networks, marketing actions (47%), the competences of employ-
ees (42%) and the exchange of knowledge and experience within the network (31%)
are extremely important factors.

Figure 7.23. Factors encouraging the innovative activity of franchise organisations
depending on the network’s size in %
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It is worth mentioning that these organisations are in the stage of growth,
so creation of the greatest possible growth potential based on the limited finan-
cial and human resources is important for them. Employees were essential only
for small networks. In contrast, the average size networks (from 10 to 20 partici-
pants) indicated competition in the market (55%) and the exchange of knowledge
within the network (56 %) as factors stimulating innovation. The findings suggest
that representatives of medium-sized networks to the greatest extent pointed to
the importance of the exchange of information between the franchisor and the
franchisees. Sequentially, important is the fact that the larger networks (from 20
to 50 participants) perceive access to external sources of financing (39%) and
knowledge (33%) as stimulating factors. The possibility of obtaining financial
resources plays crucial role for them in comparison to members from other net-
works. Based on these data, one can conclude that respondents representing large
networks (over 50 participants) indicated such factors as: marketing (34%) and
franchisor’s actions (34%).

Figure 7.24. Factors limiting the innovative activity of franchise organisations depending
on the network’s size in %
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In the following analysis, the factors limiting an innovative activity depend-
ing on the network’s size were presented (Fig. 7.24). Interestingly, regulations
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were a distinguishing negative factor for networks of all sizes. Furthermore, own
financial resources, lack of capital allowing for the creation and implementation of
innovations were significant for small, medium and large (up to 50 participants)
networks. If we have a closer look, we discover that competition in the market
was the next negative factor (44%) in networks of more than 20 participants and
marketing actions (18%) were a limiting factor among small networks. On the
other hand, from the point of view of large networks, it is worth considering that
standardisation of the franchise system, as a limiting factor of innovation, was
indicated by the large networks. This is due to the fact that large networks want
to implement innovation, but it is difficult for them to introduce innovative solu-
tions due to the standardisation of the franchise system and a unified concept of
running the system.

7.8. Summary

The presented research shows that innovation plays an important role in franchise
organisations. Innovations provide them with an important element contributing
to improvement of products’ quality and offer, but also they create new distribution
channels and forms of communication. Most often, just a few innovations were im-
plemented in franchises in the studied period 2007-2012. It is therefore an area that
should be stimulated in franchise companies, in order to strengthen their competitive
position in the market. The results of the study suggest that innovations concerning
new products and new marketing actions, which include the development of new
distribution channels, dominate. It is important from the point of view of the franchise,
as it may be itself such an innovation for the enterprise (network’s creator).

The study also showed that, in general innovative activity is significant in franchise
networks. The following conclusions were drawn from to the study: franchise compa-
nies implementing innovations are driven by motives that allow companies from this
industry to improve the product’ offer and quality. Furthermore, the participants of
franchises are interested in new forms of sales by implementing innovation to their
companies, which undoubtedly contributes to the improvement of their competitive
position. It is also evidenced by the fact that when introducing innovations, franchise
companies point to the benefits of their implementation, allowing the improvement
of franchise system’s brand recognition and image, increased market share and im-
provement of the quality of products offered in franchise networks.

The results allow us to conclude that in franchise networks and enterprises most
commonly used innovations are connected with new products and creation of new
marketing actions, as well as new distribution channels. Franchise organisations
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introduce new products in the systems, which are the most commonly, used inno-
vations in systems operating internationally. On the other hand, it has already been
mentioned that the implementation of the franchise in the company, for the first
time, is also a marketing innovation (in distribution channels).

Narrowing the scope, franchise companies stressed customer needs as sources
of innovation and research assumptions pointed to contacts within the franchise
network, as the genesis of the process of creating innovation. Contacts with network
participants were the second largest source of innovation for respondents, taking
into account franchise company and franchise network. It should be noted that in
response to a question about the factors conducive to innovative activity, respon-
dents frequently pointed to the exchange of information between the franchisor and
the franchisees, as an incentive encouraging to stimulate and implement innovative
activity. The results of the research suggest that, customer needs and exchange of
information flowing from franchisor - network organiser to franchisee — network
participant is the most important factor when implementing innovation in the fran-
chise. In contrast, a wide exchange of knowledge between participants of networks
operating in foreign markets, in countries with a high level of franchise relationship’s
development - has not been yet a stimulus for Polish companies to create and imple-
ment innovations in enterprises and franchises. From the point of view of innovation
sources, franchise companies mainly perceive the origin of the implementation of
innovative solutions in the needs of customers, while they do not properly appreci-
ate the role of contacts with enterprises within the network, both horizontal and
vertical. It is worth mentioning that knowledge synergy in franchise company could
contribute to the creation of the competitive position of the entire franchise system
and of all the participants of this relationship.

If we have a closer look, we can see that franchise network’s creators, pointed
to marketing and competencies of employees as factors conducive to innovation.
In contrast, the franchisees indicated in particular actions of the franchisor and
the exchange of information, as the main factors encouraging innovative activity
of franchise enterprises. This is consistent with the essence of the franchise and the
significant role of the organiser of the franchise system in creating the market position
of the network. Human resources of franchisor are also a valuable source of innova-
tion. However, knowledge is the most important and essential factor for franchisees.
Know-how transferred by franchisor, is a main advantage of franchise’s development
model over conducting independent business activity by the entrepreneur.

On the basis of obtained results, it can be concluded that the respondents did not
declare actions of franchisees, as a factor significantly influencing innovative activity,
both in franchise company and the network in which it operates. This means that
the respondents believe that franchisees generally do not contribute to creating the
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innovation in the franchise. It is worth pausing to consider that franchisees are the
driving force of implementing innovation strategy in countries with a franchise - estab-
lished relationships in the economy. This results from specificity of the franchise, where
franchisee receives a complete- standardised concept of doing business to implement
it in his own franchise. He is an everyday executor of the concept of the franchisor,
which allows him to see things that need an improvement, on the other hand, he has
a permanent contact with customers and knows their preferences and needs. Further-
more, franchisees play crucial role in creating innovation in franchises abroad, they
are the creators and originators of many modern and new solutions in the franchise.
They have contact with the customer, and may also contribute by confronting their
experience with knowledge of the franchise system, to create new solutions, products
and technologies. Such solutions can be tested with the approval of the franchisor and
implemented in the entire franchise system after being positively verificated.

In the future franchise systems in Poland will be largely based on the model of
open innovations (open learning networks), which will stimulate the exchange of
information, knowledge and experiences between participants of the network, and
thus contribute to building competitive advantage. Thus, franchisees will become
a valuable source of information on possible innovative solutions, ready to implement
the system, and their experiences can be discounted in the whole system.

From the observations of the relations in franchise organisations regarding
innovative activities, one can draw general conclusions that the main objective of
enterprises in the current economy is to create competitive advantages to achieve
a better competitive position than other companies, franchise systems or networks.
In order to achieve this, the best action one can take, is to connect at least two fran-
chise systems in order to create a competitive advantage by achieving synergies based
on individually developed concepts and business experiences. The cooperation of
Mc Donald’s fast food chains, Carrefour’s discount system and BP petrol stations are
Polish examples of such actions.

Narrowing the scope, the concept of innovation is essential in franchise relations.
It is apparent that there are no sudden or fundamental innovations in franchise sys-
tems implying transformation. Such significant as the new commercial concept - the
first supermarket in 1957 or discount stores in the early 80’s of the twentieth century.
Innovation in the context of the franchise can be described as a progressive inno-
vation or regular modernisation consisting primarily of improvements to existing
processes, daily operations, programs reducing costs, and to more efficient logistics
processes’. It’s hard to find revolutionary innovative solutions related to franchise

! H.P. Liebmann, T. Foscht, T. Angerer, Innovation in Retailing: Gradual or radical innovations of busi-
ness, “The European Retail Digest” 2003, no. 37, p. 55-60.
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systems, due to the nature of the franchise relationship. Most frequently they rely on
upgraded products or the introduction of a new product. Rarely one is considering
introducing franchise in an enterprise and treating it as a new distribution channel.
Analysing innovations in franchises, one should also point out the fact that innova-
tions are rather gradual than radical. Often innovations in franchise relationships are
implemented on the market, while originally coming from other countries or other
‘non-franchise’ networks or from other sectors of the economy.

In the future, the franchisors should look for new concepts, product offers, ways
to provide services and to introduce changes in the stage of creating, organising, and
testing of the franchise system, and not during the existence of the franchise relation-
ship, because it is difficult for franchisees to adopt to changes in franchise systems
during ‘franchisor-franchisee’ cooperation. This applies especially to radical changes
and processes relating to the principles of functioning of the franchise system. It is
easier for potential franchisees to enter into the new system and use the innovations
than to implement radical changes in the franchise cooperation. Innovation manage-
ment in franchise can be difficult when the network has already been functioning.
It is important to underline that franchisee is an independent entity obliged to run
a franchise unit in accordance with the guidelines of the franchisor, and these guide-
lines and rules are given at the beginning of their cooperation. As time passes it is
harder to make changes within the franchise system. Then one should update the
franchise’s operating manual, and even then the changes may meet with resistance of
franchisees, and thus with limited effect of innovation. On the one hand, franchisors
must create innovations and implement them in the system, on the other hand, they
have to convince franchisees to the validity of new ideas. Especially, if their imple-
mentation requires from employees the involvement of resources to upgrade the
unit or make changes imposed by the franchisor. In this case having its own units
by the franchisor, that can be treated like testing facilities of new innovations and
of consumer’s reactions to them is very important. If the innovations are successful
they might be eventually implemented in the entire network.

To sum up, innovations in franchises are associated with implementing a new
concept, product, or service and are intended to improve the relations of franchise
system with its ultimate customers. In contrast, innovations related to the network
organisation are intended for improving the franchisor - franchisee relationships.
This approach has a dual character in relation to consumers and franchisees, because
the franchisor has two types of customers: the final consumers and franchisees. The
level of contractual regulations between a franchisor and a franchisee in terms of
intellectual property, the benefits for the cooperating parties and other conditions
of implementing innovations are also important.
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It is apparent that the creation of complex solutions and delivery of innovative
concepts to consumers through franchise companies will allow to create needs and
preferences of customers, which in turn will lead to increase of competitive advantage
of these systems.
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