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CHALLENGES FACED BY
FRANCHISE ENTREPRENEURS
OPERATING IN A VOLATILE
BUSINESS ENVIRONMENT: A CASE
OF THE FAST FOOD INDUSTRY
IN HARARE, ZIMBABWE

Abstract

Franchising plays a pivotal role in sustainable economic development through employ-
ment creation, improving the standards of living and increasing the growth of entrepre-
neurship worldwide. However, the volatile business environment in Zimbabwe has a nega-
tive impact on the growth of franchising in the fast food industry. The aim of the study was

to uncover the challenges of franchising in a volatile business environment in Zimbabwe.
The study focused on an under studied area of franchising in the fast food industry of
Zimbabwe. The study is important, as franchising can be used as a tool for economic

growth and the study breaks a new ground, as no similar studies have been conducted to

identify the challenges faced by franchise entrepreneurs in a volatile business environment.
Ten qualitative interviews were successfully conducted with franchise entrepreneurs using

face to face semi structured interviews as data collection method and thematic coding was

used to analyze the collected data. The findings of the study indicate that franchise entre-
preneurs face difficulties in obtaining operating licences from the Harare’s City Municipal

Authorities and registering their businesses. Electricity power cuts severely affect the op-
erations of fast food businesses. The majority of the entrepreneurs do not have adequate

capital to expand and grow their businesses and they fail to meet lending requirements

from the financial institutions, top-most among them being the provision of collateral se-
curity accompanied by rigid application procedures for funding. Recommendations made

include that the government must play an active role in promoting franchising by setting

up a vibrant franchise board and speeding up the business registration process.

Keywords fast food, fast franchising, volatile business environment

JEL Classification 114,181,126

INTRODUCTION
AND BACKGROUND OF THE STUDY

Franchising plays an important role in the growth of entrepreneur-
ship worldwide and has a prominent position in the fast food industry.
Franchising as a business model is used by entrepreneurs in the fast food
industry to start their own businesses by joining well established busi-
ness names and also expanding their business ventures. According to
Sanghavi (1998), it has been proven that the development of franchising
depends on the overall economic and political circumstances of the coun-
try and that its growth can be significantly impacted by the performance
of the economy as a whole. Therefore, it should be noted that failures in
franchising are possible and that franchising is not ‘a panacea’ to cure ail-
ments in the business development process (Sanghavi, 1998).
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Zimbabwe’s fast food franchising industry shrunk dramatically during the hyperinflation era experienced
from the year 1998 to 2008 with the inflation rate reaching an official figure of 231 percent (Berger, 2008).
As a result, many fast food owners failed to operate their businesses normally. Franchise entrepreneurs were
faced with huge challenges of controlling costs, as prices of raw materials were continually rising within a
short period of time. The period was also characterized by stock outs, as there was no guarantee of supply for
raw materials, lack of working capital, high wages, credit and liquidity crunch. As a result, many well-known
local and international franchised fast food outlets closed some of its branches during this period with the
notable ones being KFC (Kentucky Fried Chicken), which closed its Harare and Bulawayo branches in 2007
(Ndlovu, 2014). Innscor Group who operate many franchise brands in Zimbabwe that include Pizza Inn,
Chicken Inn, Chicken Express, Creamy Inn, Steers, Nando’s and Mr baker also closed some of its branches
during this period (Innscor, 2007).

The fast food began to improve due to economic stability after the formation of the GNU (Government of
National Unity) and the adoption of the multi-currency system in 2008. It is during this period that South
African brands such as Chesa Nyama and Mugg and Bean entered Zimbabwe’s fast food industry. However,
after the 2013 National Presidential Elections which resulted in the dissolution of the GNU, the Zimbabwean
economy started to stagnate and the economy’s growth rate has slowed down. Zimbabwe’s local and in-
ternational investors started withdrawing their investments from the economy which has seen some firms
reducing their production capacity, and some closing and thousands of people losing their jobs. The World
Bank projected that Zimbabwe could be headed for negative growth by 2016 if no measures were taken to
halt the decline of the economy (Nyoka, 2014). Zimbabwe’s economic growth has since slowed down from
3.8% in 2014 to an estimated 1.5% in 2015 and to a projected 1.5% due to weak domestic demand, high public
debt, tight liquidity conditions, drought, poor infrastructure, institutional weaknesses and an overvalued
exchange rates (Nyoni, 2016; African Economic Outlook, 2016). Some businesses continue to close down op-
erations, notably, Greatermans, which closed its doors in June 2014 after operating for more than 40 years in
Zimbabwe. Greatermans survived a civil war of the 70’s and the more recent hyperinflation era, but not the
current operating business environment (Nyoka, 2014). Wimpy, which had managed to survive during the
hyperinflation, closed its franchised branch in first street in Harare in February 2014. This is an indication
that franchise businesses in the fast food industry are falling down due to the prevailing economic conditions.

Zimbabwe’s macro environment characterized by political and economic instability impedes franchise
entrepreneurs, fast food businesses. Franchise entrepreneurs in Zimbabwe’s fast food industry are op-
erating in a macro environment of forces and trends that shape opportunities and threats. The above
prevailing conditions in Zimbabwe’s macro environment make the business environment to be volatile,
hence, it is against this background that the study investigated the challenges faced by franchise en-
trepreneurs in the fast food industry. Franchising has a significant economic impact in Zimbabwe, but
little substantial research has been conducted on how the franchising operators have been operating
their businesses.

1. LITERATURE REVIEW

De Beer (2008) defines the business environment
as the sum of total of all the factors and variables
which influence the establishment, growth and
continued existence of the business positively
and/or negatively, thereby promoting or hinder-
ing the achievement of the business’s objectives.
Zimbabwe’s volatile business environment hin-
ders the achievement of fast food franchise entre-
preneurs’ objectives.

The majority of the Zimbabwean workers live on a
low disposable income. A low disposable income
in a country with a slow economic growth results
in workers cutting down their expenses in their
everyday lives and, therefore, they reduce or cut
down on fast food visits (Liutu, 2010). The eco-
nomic growth rate of 2% for Zimbabwe is lower
than the population growth rate of 4.3% which
has increased the standard cost of living (Nyoka,
2014; Mudariki, 2013). An increase in the cost of
living has resulted in a decrease in the purchasing
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power of consumers which, in turn, has hugely af-
fected their spending behavior, as well as change
on the type of products and or services they pur-
chase. The majority of Zimbabweans live below
the cost of living which is USA $567,03 and this
is due to the fact that most civil servants and pri-
vate workers in the private sector earn less than
USA $567 per month (Mudariki, 2013). Karombo
(2013, p. 4) states that “economic analysts said the
consumer goods profitability is disposable income
sensitive, driven by macro-economic factors such
as GDP movement, inflation trends and employ-
ment trends which determine disposable income
locally and globally”. Thousands of workers in the
private and public sector have lost their jobs and
this trend is likely to continue due to the Supreme
Court ruling in July 2015 that allows arbitrary ter-
mination of employment contracts. Close to 18
000 workers are reported to have lost their jobs
three weeks after the land mark ruling which also
allows employers to terminate workers contracts
without retrenchment benefits (Manayiti, Nyoni,
& Dube, 2015). These job losses follow a wave of
massive job losses witnessed in the year 2014 due
to closure of more than 4 610 companies that re-
sulted in more than 55 443 people losing their jobs
in the year 2014 (Manayiti, Nyoni, & Dube, 2015).

Starting and conducting business in Zimbabwe
is not very easy for investors. In his 2015 mid-
term budget, the Minister of Finance Patrick
Chinamasa mentioned that the main areas frus-
trating potential investors and compromising the
country’s competitiveness relate to licensing pro-
cesses, multiplicity of levies authorities and de-
lays in utility connections (NewsdzeZimbabwe,
2015). These relate to plan approvals, investment
registration, permit and license issuance, con-
nection of utilities, such as water and power. For
example, formalities for setting up a typical for-
mal housing delivery project in Zimbabwe take a
minimum of 53 months (4.5 years), primarily re-
flecting bureaucracy and inefficiencies in nation-
al institutions and local authorities in Zimbabwe
(NewsdzeZimbabwe, 2015). The World Bank’s do-
ing business indicators report for the year 2015 in-
dicates that the average number of procedures for
starting a business in Zimbabwe is nine against
7.8 in sub-Saharan Africa and 4.8 for developed
countries (World Bank Group, 2015). The report
further mentions that “the average time and cost
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for establishing a business in neighboring coun-
tries such as South Africa is 19 days and 0.3% of
income per capital and Mauritius, six days and
3.6%, respectively. This is against Zimbabwe’s av-
erage period of 90 days and 141.2 per cent of in-
come per capital. This is a clear indication that the
Zimbabwean business environment is not very at-
tractive to investors as compared to other neigh-
boring countries.

It is generally accepted that a strong relation-
ship exists between political and legal systems of
a country (Louw & Venter, 2013). The political
instability of Zimbabwe is characterized by the
indigenization policies, excessive direct and in-
direct taxation and unreliable energy power sup-
plies. There are also high levels of corruption in
Zimbabwe (Laiton, 2014). There have been a lot
of accusations being levelled against top officials
for being corrupt (Laiton, 2014). According to
ZimSitRep (2014), Zimbabwean government’s in-
tention to deepen its involvement in business, as
proposed in the Zimbabwe Agenda for Sustainable
Socio-Economic Transformation (ZimAsset) pol-
icy document, also appears likely to increase the
running costs of existing business. This will fur-
ther add to the reluctance of new investors to in-
vest in the country’s economy.

2. METHODOLOGY

A qualitative design was used in this study. The
qualitative research approach was ideal, since
it best captured the experiences of the entrepre-
neurs concerned, highlighted their narratives,
perceptions and the challenges they face in oper-
ating their business in Zimbabwe’s volatile busi-
ness environment. Ten participants took part in
the study. The study followed a census approach,
hence, no sample size was drawn for the study.
There are approximately 40 franchised fast food
outlets in Harare and the majority of these out-
lets are multi-owned franchised units. For exam-
ple, Vinal Investments owns 3 Mugg and Beans,
2 Ocean Basket and 2 News Cafe’s and Smooch
outlets in Zimbabwe located in Harare, whilst all
the 13 Nando’s and 8 Steers outlets are owned by
Innscor Group and the 3 KFC branches are owned
by Country Bird Holdings (McCrea & Pinchuck,
2000; Mbanje, 2014; Innscor, 2013). This, therefore,



made it possible to follow the census approach for
this study during the data collection phase.

Face to face semi-structured interviews were used
to collect data, as they vividly captured the views
of the participants through the use of an interview
guide. This data collection method was ideal, as it
provided the researcher the opportunity to probe
further and get the finer details of the feelings and
perceptions of the respondents. A thematic analy-
sis research method was used to analyze the tran-
scribed interviews from the respondents.

3. FINDINGS
AND DISCUSSION

3.1. Regulatory constraints

All of the respondents expressed that they encoun-
tered regulatory challenges when they opened
their businesses. These regulatory constraints per-
tain to the registration of their business, regula-
tory requirements and obtaining operating licenc-
es. Prospective fast food business entrepreneurs
in Zimbabwe are required to obtain the take away
licence and/or the restaurant licence before they
start resume to operate their businesses by the
municipal authorities. The take away licence al-
lows the fast food providers to sell their meals to
customers, but the customers are prohibited from
eating or enjoying the meals within the fast food
provider’s premises. With the restaurant licence
the fast food business entrepreneurs sell their
meals to customers who must eat their meals or
enjoy their meals within their premises.

Franchise entrepreneurs prefer to offer both the
sit-ins service and take away services, hence, fran-
chise entrepreneurs in Zimbabwe’s fast food in-
dustry must be in possession of these two licences
for them to operate their businesses. However, the
issuing of these operating licences by the Harare
Municipality to the entrepreneurs takes a long
time which causes delays in them opening their
fast food outlets. The findings of the study are in
line with Mandizha’s (2015) explanation that the
delays in issuing the licences by the Harare City’s
Council Authorities accounts for half of the bur-
den of starting business in Zimbabwe, as mea-
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sured by the World Bank in doing business in
Zimbabwe. The Harare City Council accounts to 4
out of the 9 processes involved in setting up a busi-
ness and these processes sum up to 54 (60%) days
of the 90 days that business entrepreneurs take
to complete a business registration in Zimbabwe
(World Bank, 2015).

Majority (70%) of the respondents expressed that
the prices charged for acquiring licences are very
expensive for them and they do not reflect the
state of the Zimbabwean economy. The following
remark was captured to indicate franchise entre-
preneurs responses. “Operating licences are very
high, they need to be revised downwards to reflect
the state of the Zimbabwean economy. The prices
have not been revised downward ever since the
dollarization of the economy”.

The above is a clear indication that operating li-
cences are less affordable to the majority (70%) of
franchise fast food operators in Zimbabwe. A fur-
ther analysis of the total costs involved in a busi-
ness set up in Harare revealed that the municipal
licences costs 60% ($564) of the USA $940 cost
incurred to set up a new enterprise in Zimbabwe
(Mandizha, 2015). In union with the above senti-
ments, Sanderson (2014) also confirmed that the
business operators in Harare owe the city council
more than USA $200 million, as they are failing to
pay for their shop licences and rates in time.

3.2. Lack of government support

The majority (90%) of the respondents believe that
the government does not have a positive interest
in their business activities and also indicated that
their businesses have never benefitted from any
government policies. These business interests re-
late to ensuring a conducive environment that is
favorable to their business investments. The fol-
lowing remark was captured:

“No. I personally feel that the laws that protect the
interest of the business people are very few and
are not being fully implemented. For example,
not enough has been done to help reduce the long
processes in the issuing of business licences, mu-
nicipal licences and fight corruption. The govern-
ment has also failed to help promote the growth of
franchising”.
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It can be clearly seen from the above excerpt that
the business environment that franchise entrepre-
neurs are operating is very volatile characterized
by high levels of corruption in the issuing of busi-
ness licences and Municipal licences. The respon-
dents felt that the failure by the government to halt
high levels of corruption in the issuing of the above
licences is an indicator that the government has
less concern on their business activities. The study
confirms the predictions made by Conrad (2015)
that the high levels of corruption in Zimbabwe are
destroying the economy. Entrepreneurs are find-
ing it difficult to operate in the prevailing busi-
ness environment that seem to have developed a
culture of corruption, bureaucracy and unfriendly
regulations.

3.3. Higher rates of unemployment

High rates of unemployment reduce consumer
spending towards fast food meals, as more and
more people depend on the income of one indi-
vidual person. 60% of the respondents indicated
that their sales revenue have dropped due to the
growing higher rate of unemployment. One of the
respondents indicated that “We are experiencing
a reduction in my business sales revenue, since
some of our customers have lost their jobs this year,
whilst some have heard their salaries reduced”.

The prevailing economic conditions in Zimbabwe
forces the majority of the Zimbabwean popu-
lation to spend less on fast food outlets meals.
Consumers can only afford to buy basic needs,
hence, reducing their spending towards fast food
meals, as they perceive these to be luxurious ac-
tivities. This is in line with Moyo’s (2014) explana-
tion that the majority of the government workers
(civil servants) cannot afford anything except ba-
sic food staft in Zimbabwe. The findings corrob-
orates with Chimhangwa (2014) who indicated
that Innscor a dominant player in the fast food
industry in Zimbabwe had to close some of its
branches which were recording losses as a result
of the continuous reduction in the disposable in-
come of workers. Mangudhla (2012) also indicat-
ed that Innscor had to lower their prices in order
to stimulate sales revenues against a back drop
of low disposable incomes for the Zimbabwean
workers for them to survive in the prevailing
business environment.

440

3.4. Effect of electricity power
supplies

The majority (80%) of the franchise entrepreneurs
interviewed noted that their businesses are hugely
affected by the electricity power cuts. They stated
that the power cuts have severely affected their
businesses, as they have to spend more money on
fuel for their generators in order to continue op-
erating when there is load shedding. The follow-
ing remark was recorded during the interviews:
“We are currently relying on our generators, as the
power cuts are very frequently this year as com-
pared to other years”.

The above is a clear testimony of the prevailing
situations in Zimbabwe regarding to the electric-
ity supplies in the country. The findings are in
agreement with Mhlanga’s (2015) explanation that
Zimbabwe has been experiencing crippling power
shortages, with national demand at peak periods
estimated at 2 200MW, against available genera-
tion of about 1 000MW. This, therefore, leads to
massive load shedding being experienced by most
of the residents including the formal businesses
going for up to 18 hours without electricity (Zuze,
2015). With this prevailing load shedding, fran-
chise businesses in Zimbabwe’s volatile business
environment have been forced to have back-up
plans in form of electricity power generators to
ensure that they continue operating normal when
they experience the massive power-cuts.

In support of the above, another respondent ex-
pressed that:

“We sell pizzas and their nature demands constant
supply of electricity power supply, hence, our gen-
erators automatically start when they are electric-
ity power cuts. Our ovens need not to lose power
for more than a minute whilst preparing pizzas. If
this happens, we have to throw away the pizzas, as
they would be of poor quality”.

The above is a confirmation that franchise busi-
nesses use generators when there is load shedding,
as they do not want to lose their customers to oth-
er fast food outlets. Failure to have standby gen-
erators also lead to incurring of losses as the meals
that will be in the process of being prepared have
to be thrown away as they either become sub-stan-



dard, deformed or of such low quality. Some of the
load shedding in some areas lasts for longer peri-
ods, hence, if they were to close their shops, they
risk losing customers to other competitors. Most
of the materials that are used in preparing meals
in the fast food industry easily get rotten especial-
ly if they are not refrigerated, hence, most of the
fast food entrepreneurs use back-up generators to
ensure that their materials such as meat and veg-
etables do not get bad, as this will result in losses.
Electricity power shortages have a negative effect
on the costs of operations of franchised businesses
in Zimbabwe.

3.5. Water shortages

40% of the business indicated that their businesses
are greatly affected by the water supplies. The fol-
lowing responses were captured: “Water cuts are
very frequentl in this area especially in the morn-
ing between 7am and 10am. Despite the frequent
water cuts, we still receive expensive water bills as
if we are receiving normal water supplies”.

The above excerpt clearly shows that the persistent
problems of water supplies affect the franchise entre-
preneurs, hence, they had to have back up water sup-
plies to ensure that their businesses continue to op-
erate normally. Water is very important for fast food
operators, as it enables franchise operators to keep
their places clean and hygienic. It is a vital resource
as they need to continuously clean their shops when
they are dirty as they continuously receive large
number of customers coming in and going out ev-
ery minute. Continuous water supplies ensure that
hygiene is maintained in the toilets as water is need-
ed when cleaning the toilets and its mixture with
cleaning materials helps to prevent the bad smell-
ing of the toilets. In Harare, the water distribution
system was built long before independence in 1980,
and has gone without proper maintenance for many
years, and its pumps that have an expected lifespan
of between 15 and 20 years have not been replaced
since they were installed (Mangizvo & Kapungu,
2010). This means that the water systems are dilapi-
dated and will continuously breakdown; this trans-
lates into water shortages. As a result, residents and
businesses in the city go without water for more
than twelve hours daily (Mhlanga, 2015). Therefore,
franchise businesses operating in Zimbabwe are se-
verely affected by water shortages.
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3.6. Capital for growth

Majority of the respondents (80%) shared the
common perception that their businesses do not
have adequate capital for growth. They all indi-
cated that they want to expand their businesses,
but their growth ambitions are hampered by lack
of adequate capital. The respondents shared these
common views: “We do not have adequate capital
for growth. We would like to open more branches
for our businesses in Harare, but we do not have
sufficient capital funds to invest or start up or set
up a new branch”.

“We are trying to set up a new branch in Harare,
but lack of sufficient funds is hampering the open-
ing of the new branch”.

The above shows that franchise operators are
limited to expand their businesses by opening
new branches because of lack of adequate capital.
The above confirms the findings of Gangata and
Matavire (2013), and Reserve Bank of Zimbabwe
(RBZ) (2006) that lack of adequate capital is one
of the major constraints and continues to be a
significant impediment to the creation, surviv-
al and growth of many businesses in Zimbabwe.
They face challenges in obtaining funds to fi-
nance the growth of their businesses. The above
findings are in contradiction with Niemann and
Nieuwenhuizen’s (2009) assertion that banks and
other financial institutions are now aware that
the odds for business success are far more favor-
able for franchise operations than for indepen-
dent counterparts. Given the current prevailing
economic conditions in Zimbabwe, franchise fast
food entrepreneurs do not have adequate internal
funds for growth, hence, they are in need of exter-
nal funds. In an effort to access the external funds
and other resources, franchise operators face
many challenges to finance the growth of their
businesses.

Even though the Reserve Bank of Zimbabwe low-
ered the interest rate, franchise fast food owners
are still facing many challenges with obtaining
funds to finance their business growth ambitions.
This therefore, confirms Daniels and Ngwira’s
(1993) opinion that financial challenges handi-
caps the operations of business entrepreneurs.
The following remarks were made regarding the
availability of external funds to the franchise en-
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trepreneurs: “The application procedures are very
long and these financial institutions are always de-
manding collateral security which I do not have”.

The above is clear indication that the majority
(80%) of franchise fast food owners are facing
challenges in their attempts to secure external
funds for their growth from financial institutions.
The above shows that the majority of the franchise
operators fail to provide collateral security to fi-
nancial institutions for them to be granted funds
to expand their businesses. The above extracts al-
so revealed that the application process for loans
in Zimbabwe follow rigid procedures which dis-
courage entrepreneurs to apply for loans as they
perceive this to be boring. The franchise entrepre-
neurs still perceive the current interest to be very
high, hence, they still cannot obtain loans from
financial institutions despite the fact that they
were recently revised downwards. The findings
are endorsed by Gombarume and Mavhundutse
(2012) on challenges faced by SMEs enterprise in
Zimbabwe which highlighted that the cost of bor-
rowing funds, terms and conditions of borrow-
ing coupled with a cumbersome process to be fol-
lowed in applying for financial assistance is one of
the reasons why businesses fail to get financial as-
sistance from financial institutions.

3.7. Costs of labor on profitability

There seemed to be general consensus that the
costs of labor in Zimbabwe are very high at the
moment for the majority (80%) of the franchise
entrepreneurs. The costs of labor contribute a
greater percentage of the total production costs

incurred by franchise operators in Zimbabwe. The
following remarks were captured with regards to
the labor costs: “Our labor costs are not indicative
of the prevailing economic conditions. They are
very expensive, which leaves us with less profit, as
we try to charge lower prices for our meals”.

Taking into consideration the above responses, it
can be concluded that the labor costs are very high
to the majority of the franchise fast food owners,
hence, they should be a downward revision of the
Zimbabwe’s labor cost structure. A respondent in-
dicated that the reason for the higher labor costs
structure may be attributed to: “When we mi-
grated from the Zimbabwean dollar to the multi-
currency, most Zimbabweans remained with the
mind-set of a hyperinflation era such that many
people viewed the United States dollar as equiva-
lent to the hyper inflated Zimbabwean dollar”.

As evidenced by the above statement, the general
feeling among franchise fast food owners is that
workers in the fast food business are overpaid un-
der the present volatile business environment. This
is supported by Makichi (2014) who concluded
that there is no correlation whatsoever between
production and remunerations in Zimbabwe and
this has resulted in most companies bleeding. The
Zimbabwean labor costs are very high, because
their cost structures are centred on the poverty
datum line of USA $500, the highest in the region
which cannot match the current operation of ma-
jor companies in Zimbabwe (Makichi, 2014). With
the labor costs being centred on the poverty datum
line in Zimbabwe their costs have eroded a greater
percentage of the franchise fast food owner profits.

CONCLUSION

Franchise entrepreneurs in Zimbabwe face a problem of “red tap”, that is, strict business registration
process and issuing of licences. There is a lack of government support towards the growth of franchised
business. The biggest challenges faced by franchise entrepreneurs are lack of capital for growth and se-

vere electricity interruptions.

RECOMMENDATIONS

The government needs to promote a good investment climate by eliminating bureaucracy, unfriendly
business regulations and by fighting corruption to encourage the growth of franchising phenomenon.
The government must play an active role in reducing the total costs incurred when starting up a business
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and the number of days taken to start up a business. Load shedding must only be limited to households
whilst business complexes, shopping malls and garages where some of the restaurants are located must
be spared from load shedding. The government must try to attract new investors through incentives
such as taxes on franchised businesses. These tax incentives schemes may include exempting new fran-
chised businesses from paying taxes for a certain period, for example, for the first 5 years. The govern-
ment must adopt the franchised business model as a tool for economic development. The Harare City’s
Municipality must speed up the process of issuing operating licences to business. Franchise entrepre-
neurs must search for other alternative sources of finance which are less expensive, for instance, bor-
rowing from family members, selling their personal assets, family servings and also from partnerships
with other franchisees and franchisors to raise funds to open new branches.
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