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Characteristic of Franchise in China and
V erification of Their Locations

-A case on KFC, Dico’s, Lotteria-

LI TINGTING

Department of International and Area Studies, The Graduate
School

Pukyong National University

Abstract

For more than two decades from 1978 to 2001, Chinese / economy has
achieved rapid “development. Particularly, the Chinese market and
franchises have been ‘open to-foreign investment "after China’s entry into
the World Trade Organization. Since 2004, due to the completion of law
regarding franchise and the introduction of foreign franchise enterprises,
the intense competition has been on within the industry while the
second-tier and third-tier cities have been developing in a high speed.

This article aims at figuring out the features of Chinese franchise
market through the comparison among KFC, Dico’s, and Lotteria in
China. By demonstrating the development, localized tactics, and reasons

for success and failure of these enterprises, the similarities and



differences are summarized on their management strategies. Following
the analysis above is the major features of Chinese franchise market
and advices for enterprises targeting on Chinese market. In addition, the
locations selections of these enterprises as well as the results are to be
analyzed according to the location theories.

In order to reach the goal of this research, the research backgrounds
from the previous researches of both Korean and Chinese scholars and
some Korean scholars’ essays are used as preferences. Moreover,
various research materials, statistics, and sites of China Chain Store &
Franchise Association are used to find out the management strategies.
To better compare and analyze the three enterprises, interviews are
carried out with the dine-in customers in KFC, Dico’s, and Lotteria.

The research scope ! includes all the relevant researches since the
establishment of the first KFC in Beijing, 1987. The research objects
are shops of  KFC, Dico’s, and Lotteria in the first, second, and third
tier cites of China. This research consists of .two aspects, which are
spatial range and time range. The examples of location theories are
Bejing and Qingdao. The time horizon is from 1987 to 2013.

This research sums up the common points and distinction about
management strategies of KFC, Dico’s, and Lotteria based on the
concepts, development background, and market circumstances of Chinese
franchise. What's more, the characteristics of the Chinese franchise
market come up after the analysis on the distribution of Chinese
franchise chain enterprises. According to the result, the features of the

market are as follow.

_Vi_



First of all, pure joining and direct selling is gradually giving way to
the mixed mode of the both. Secondly, as the demand for health rises,
Chinese consumers have an increasingly stronger tendency to purchase
healthy food and environmental-friendly products. Thirdly, the image of
Chinese franchise market is of greater importance. Fourthly, the
domestic franchise enterprises are mainly located in coastal areas in the
east and central cities in the west. Fifthly, the major factors for the
chain enterprises when selecting cities are market environment, market
competition, availability of manpower resource, and consumption
capacity.

In addition, there are several pieces of advice for ‘the franchise
enterprises which intend to enter the Chinese market: Firstly, be fully
prepared for localization based on the comprehensive research towards
the Chinese market and consumers. Next, capital and manpower
resources of good quality and quantity need to be invested in the initial
stage, followed" by- the  next state when _service  innovation and
localization are enhanced in the process of-management. Thirdly, service
localization and brand diversification are both significant. Fourthly, cost
and market environment need to be taken into consideration when
choosing location. Finally, instead of opening franchise stores in the
first place, it is more appropriate to establish chain stores and then
franchises stores basing on the experience of the former.

To sum up, according to the enterprises and location theories, KFC is
applying the central place theory from W. Christaller. The fact that

Dico’s stores are mostly situated along the roads in both Beijing and

= Vil -



Qingdao shows its strategy is based on the revision theory brought up
by L” schian. Lotteria, however, dose not use any of the best modes
since it is a reentered enterprise after its failure. As for the similarities
of the three, they all conform to the central place revision theory of W.

Isard.

Keywords: Franchise in China, location theory, KFC, Dico’s, Lotteria.
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