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HUMMUS BAR: DIPPING INTO INTERNATIONAL MARKETS
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Hummus, meaning “chickpea” in Arabic, had unclear origins. Some historians suggested that ancient
Egyptians were the first to mash chickpeas and mix them with vinegar. The earliest known recipe of a
modern hummus-like food dated to the 13th century. Much debate surrounded the nationality of the dish,
particularly between the Lebanese and the Israelis. This controversy was dubbed “The Hummus Wars”
and had been ongoing for many years. Despite the debate, hummus was gaining popularity around the
globe.! Uri Gotlibovich, founder and chief executive officer (CEO) of Hummus Bar, pondered the
company’s position in the international marketplace and considered its growth opportunities. It was 2012.
Gotlibovich understood that expanding internationally required prioritizing the markets but struggled to
identify and select the most promising markets. Was international expansion the way to go, or should he
consider pursuing his concept through domestic growth? Gotlibovich also wanted to ensure that the
company executed the most appropriate entry strategy. He wanted to recruit and involve additional
investors, both to spread risk and to enhance the brand through diversified skill sets. As he finished his
lunch, Gotlibovich pulled out his cellphone and selected his business partner’s number.

GOTLIBOVICH’S STORY

Gotlibovich was born in 1973, in Hod Hashharon, a city in the Central District of Israel; however, he had
spent most of his early life in Raanana, Israel. In 1994, at age 19, he started his first business venture in
Raanana as the second franchisee for a store concept called Happening. Happening was an Israeli pop
shop that sold balloons, greeting cards and games. A year later, Gotlibovich opened a second shop in
Petach Tikva, Israel. The franchising model, which involved taking 3 per cent of turnover, meant that
profitability margins were low. To combat these margins, Gotlibovich integrated backward with the
purchase of one of the franchise’s key suppliers. This supplier provided Happening with beanbags, one of
the store’s bestsellers. With this purchase, Gotlibovich became a supplier for the Happening outlets and
for other shops in the beanbag market. In 2000, recognizing the potential of the beanbags, Gotlibovich
sold his Happening shops.

Two years later, Gotlibovich realized another opportunity in the computer and software support
industries. He and partners opened a business called PC Doctor, which offered support, sales and network

! Ari Ariel, “The Hummus Wars,” Gastronomica: The Journal of Food and Culture, Vol. 12, 2012, pp. 34-42.
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development for companies and individuals. Part of the business model involved selling or leasing
hardware. This venture also turned out to be profitable. By 2003, however, Gotlibovich had to sell all his
businesses due to medical issues.

Unexpectedly, a friend of Gotlibovich’s encouraged him to travel to Hungary for a visit. There,
Gotlibovich was invited to join another business venture, a high-technology company selling
entertainment systems to hospitals. Gotlibovich agreed, investing $300,000,” all of which he eventually
lost due to an unsuccessful business model. At the time, Gotlibovich was faced with a huge decision:
should he return to Israel or start a new business venture in Hungary?

After deciding to stay in Hungary, Gotlibovich opened a hummus bar because Budapest had no such
restaurant. He assumed that the many Israelis who lived in Budapest loved the cuisine, and he could count
on them as a market for the hummus bar. He and a partner invested $20,000 equally to kick-start the
business. Gotlibovich knew nothing about the culinary industry or the hummus business, but had a good
feeling about the venture. To start, Gotlibovich and only one other employee worked 14-hour days.

THE HUMMUS BAR CONCEPT

Gotlibovich’s first Hummus Bar location was a small location, close to many bars and clubs frequented
by young people in Budapest’s up and coming seventh district. The original idea was for a small, cozy
vegan restaurant that made good food and offered good service. Surprisingly, this commitment to service
was unusual for a typical restaurant in Hungary. Service quality in restaurants in Hungary was a problem
across numerous dimensions: efficiency, friendliness, consistency, to name a few. For example, one of
McDonald’s restaurants located in the downtown area of Budapest introduced a stopwatch policy —
guaranteed service time of five minutes or less during the slowest time of the day. The location could not,
however, meet the guarantee, and it quickly abandoned the policy.

Initially, Hummus Bar’s food was not very appetizing due to Gotlibovich’s lack of culinary experience.
Luckily, a neighbouring entrepreneur knew how to prepare delicious dishes. Despite initial success, the
new partnership soon became strained. Gotlibovich bought him out and brought in another partner, named
Aviad.

It took about six months before the restaurant attracted enough customers to earn a profit. Clearly, the
Hummus Bar concept had potential. In 2007, Gotlibovich opened a second restaurant, this time in the fifth
district near the Hungarian Parliament. Gotlibovich asked his partner to co-invest; however, Aviad
declined because of his recent engagement. Unlike the first location, this second restaurant was very
successful from the start. Within two months, it generated positive cash flow.

Gotlibovich’s focus soon turned to creating a chain of Hummus Bar restaurants. A direct implication of
this focus was the establishment of a central kitchen to maximize consistency. Coincidentally,
Gotlibovich lived in the fifth district. On the ground floor of his building was an Indian restaurant that
was vacating. Gotlibovich rented the location for his central kitchen. The third Hummus Bar was opened
in 2008 with an investment of roughly $215,000.

Gotlibovich approached Aviad again, proposing that he invest in the chain. He offered 25 per cent of the
business for €180,000, approximately $257,000. This time, Aviad agreed and again became a partner. The
year that followed was difficult, due to street renovations that significantly slowed foot traffic to the

2 All currency amounts are shown in U.S. dollars unless otherwise noted.
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restaurant; however, the business quickly picked up following the overhaul. Based on the growing success
of the business, Gotlibovich and Aviad opened a fourth restaurant in 2010 near one of Budapest’s biggest
universities.

By the end of 2011, Gotlibovich had opened a fifth restaurant in the 13th district with a new partner and
former customer, Pavel Mintz. Mintz invested approximately $57,000 for 30 per cent of the fifth outlet.
Mintz had moved to Hungary to study in 2006. He became friends with Gotlibovich through being a
regular customer of Hummus Bar. After graduation, Mintz had married a Hungarian woman and decided
to stay, making an investment in the business a reasonable decision. Following the rapid success of
Hummus Bar in Budapest, Gotlibovich’s concentration turned to international expansion, particularly in
Europe (see Exhibit 1).

THE EMERGENCE OF A FRANCHISE MODEL

Hummus Bar’s growth had been financed by direct ownership through partnerships. In 2010, Gotlibovich
considered the idea of a franchise model. A franchise contract was first drafted in late 2010, before the
sixth restaurant was opened, when Gotlibovich was approached by the general manager of a hotel in the
9th district that was part of the Leonardo Hotels chain. The hotelier wanted to use the copyrighted
Hummus Bar name (see Exhibit 2). Gotlibovich agreed to let the hotel use the name and created the
Hummus Bistro at the Leonardo Hotel — a restaurant that combined traditional hotel foods with Hummus
Bar recipes. The “bistro” model required the hotel to buy food from Gotlibovich. Hummus Bar earned a
percentage of restaurant turnover but charged no franchise fee. Additionally, employees of the Hummus
Bistro at the Leonardo Hotel were required to wear the same clothes as the staff of the Hummus Bar
restaurants.

In April 2012, the first “real” franchise contract was signed with Amir Degani, an Iranian entrepreneur
who opened a Hummus Bar restaurant in Budapest’s 11th district. The franchise fee for this contract was
Ft3 million, equivalent to €10,000, or roughly $14,000, with Degani being obliged to buy ingredients, and
pay 2 per cent of revenues for marketing and a management fees. In August 2012, a seventh shop was
scheduled to be opened. Mintz took 24 per cent ownership in this restaurant, for just over $37,000. By
August 2012, Hummus Bar had seven restaurants and a joint-venture bistro in Budapest.

COMPETITION

Hummus Bar was in an excellent competitive position in Budapest. The only direct competition was a
small chain called Hummus Point, whose founders, Boaz and Merav Kening, were regulars at Hummus
Bar. When the West End Shopping Mall in central Budapest approached Gotlibovich to open a Hummus
Bar in its food court, the Kenings approached Gotlibovich for a partnership. In 2008, both parties made an
agreement to open in the West End Shopping Mall. Omer Dar was appointed manager and registered
owner; however, the partnership did not work out and was eventually dissolved.

Based on company research, Gotlibovich and Mintz identified the following 11 cities as having the
highest potential for Hummus Bar:

Bratislava, Slovakia
Ljubljana, Slovenia
Warsaw, Poland
Prague, Czech Republic
Zagreb, Croatia
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e Belgrade, Serbia

e Debrecen, Hungary
e Athens, Greece

e Sofia, Bulgaria

e Istanbul, Turkey

¢ Berlin, Germany

THE FUTURE OF THE BAR

To successfully internationalize, Gotlibovich and Mintz knew it would be vital to evaluate certain factors
in each potential market. They identified eleven factors to help them make the international selection
decision (see Exhibit 3):

Gross domestic product (GDP) per capita (country level)
Median monthly disposable income of residents (city level)
Unemployment rate (country level)

Population (city level)

Urbanization rate (country level)

Prevalence of dining out (city level)

Percentage/number of vegetarians (city level)

Meat consumption per capita (country level)

9. Expenditure of vegetarian foods per person (city level)
10. Ease-of-doing-business rank (country level)

11. Corruption index score (country level)

NN R WD =

International expansion led to some uncertainty, especially when researching at the city level. This
uncertainty was due to the difficulty of finding information at the city level. Gotlibovich and Mintz had
identified cities for entry, not countries. Ideally, they would want to collect city-level information, which
would make the information set more accurate; however, city-level information was not possible for
many of the factors selected.

Hummus Bar’s great success led to numerous questions. On a strategic level, Gotlibovich and Mintz
recognized that Budapest offered limited growth opportunities. Should they consider other cities in
Hungary, or should they internationalize the Hummus Bar concept by expanding into select European
cities? Maybe a combination of both would be the best option. What criteria should Hummus Bar use to
select countries and locations for expansion? What kind of entry mode should they execute — master
franchising, area franchising, direct franchising, licensing or something else? Evidence from the Budapest
outlets suggested that meat dishes were more popular and profitable. Should Hummus Bar focus on a
meat-based menu for its franchises or stay closer to one of the core values of Hummus Bar, which was
healthy eating? Did the decision to include meat on the menu vary by market? As Hummus Bar expanded,
Gotlibovich and Mintz saw a greater need for higher investments in branding. How should they develop
the strategy and what channels should they consider?

Many more questions surfaced as Gotlibovich paced the restaurant. After the phone rang twice on
Gotlibovich’s end, Mintz answered.

Mintz: Hello?

Gotlibovich: Mintz . . . I’d like to get a move on the expansion plans we’ve been discussing. When
can we talk?

Mintz: Glad to hear it. I will be in the office this afternoon. . . .

This document is authorized for use only by Raul A Gonzalez Ruiz (Kukurandy2009@yahoo.com). Copying or posting is an infringement of copyright. Please contact
customerservice@harvardbusiness.org or 800-988-0886 for additional copies.



Page 5 9B13M060

EXHIBIT 1: HUMMUS BAR’S MARKETING POLICIES

Product The Hummus Bars were divided into four types of restaurants: two were vegetarian, one
was full service (including lafa — a flat bread served with the entrees and meat options),
three were limited service (without the lafa) and one was a bistro licence, offering a
Hummus Bar’s full menu combined with hotel foods and services. In addition to the
variety of food, some products, such as T-shirts, were offered at all the restaurants
Price The average customer spent €5.00.

Placement | Gotlibovich avoided opening restaurants near the many Turkish fast-food outlets in
Budapest and on Budapest's main ring road, which circled the centre of the city.
Promotion | Hummus Bar relied heavily on social media for market research and promotional efforts.
The company had 10,000 subscribers to Facebook. Of these, 27 per cent were male
between the ages of 20 and 35. Most subscribers were Hungarians, but some were
international. Tourists wrote many reviews on the Facebook page. To supplement social
media and to help promote the brand, Gotlibovich sold T-shirts with the store’s slogan,
“‘Hummus is sexy.”

Target Gotlibovich sought out middle- and upper-income customers and consumers seeking
Market alternatives to Italian, American and Hungarian cuisine.

Personnel Hummus Bar’s wait staff were paid a low fixed salary of €1.60 per hour and pooled their
tips. Each staff member took home approximately €10 to 15 in tips per shift. All staff
received a labour contract with a 30-day notice provision. Hummus bar provided
uniforms. No formal training was offered for wait staff; they were expected to learn on
the job. Training was, however, in the company’s future plans.

Source: Company files.

EXHIBIT 2: BASIC ELEMENTS OF HUMMUS BAR’S FRANCHISE AGREEMENT

1. The restaurant must bear the name “Hummus Bar” and the company rents the location for the
franchisee;

2. The franchisee must buy all the products from the company — nothing outside the standard menu
could be sold without permission;

3. Due to the Hungarian legal system, a contract must be signed and notarized because immediate
execution of all contract clauses is considered easier with a unilateral declaration;

4. The franchisee must pay two (2) per cent of total revenues for corporate marketing costs (websites,
Facebook, etc.);

5. The franchise must bear all expenses of fitting out the restaurant (typical expenses amounting to

€50,000);

The franchisee must provide a deposit of €5,000 and;

The franchisee must pay a franchise fee of €10,000. The franchise duration is equal to the length of

the rental contract that is typically ten (10) years in duration. If Gotlibovich decides to sell the chain,

the franchisor is required to pay the equivalent of two (2) years food cost from Hummus bar (this was

also equal to the price of buying out the franchise rights).

No

Source: Company files.

This document is authorized for use only by Raul A Gonzalez Ruiz (Kukurandy2009@yahoo.com). Copying or posting is an infringement of copyright. Please contact
customerservice@harvardbusiness.org or 800-988-0886 for additional copies.



‘€102 ‘gL Aienigeo passeaoe ‘sjnsal/z L 0zida/bio Aousiedsuel) mmm ,‘Z L0Z Xepul suoideaied uondniio), ‘reuoneussiul Aousiedsuels (/)

‘€102 '8} Aienuqeo

passeooe ‘Z L 0Z-ssauIsng-buiop/sioda.-jeqoib/spoda./bio ssauisnqbuiop mmm ‘DIIOAA JUaIedsUBl] aJopy € Ul SSauisng buioq ¢ LOZ Ssauisng buiog “Yueg pLHom 8yl (9)

6002 ‘YSN ‘vo obaig ues ‘feuoneussjuj dnoisy uogj ‘pessu KD Aq uonejuswbas JoyIE) PO -SP00S Uelejoba A o Hoday 600z 94l Jaxied dijiyd ()
‘€102 ‘gL Aienige- passaooe ‘Ayq/mein/wiod uiqspeydy.dipy . ‘euden sed uondwnsuo) jesyy, ‘uiqspey?d (¥)
€102 ‘gL Aieniqe- passeooe ‘Xdse }nejap/i0]eao|e.io)s/ o Aemqns mmm ,‘10jeao] aiojs, ‘Aemgns (g)
'©L0Z ‘9L Aieniqe- passaooe /BUiAif-JO-}SOI /U0 08qUINU MMM ,, ‘BUIAIT JO }S0D), ‘0aquinp (Z)
‘€102 ‘gL Aienige- passeooe x00qjoe)-plLIoM-8Y}/SUuoieal|qnd/Aieiql/Aob erd mmmy/:Sdyy %00qioe- PUOM VIO (L) :S82inos
Jonpo.ud ansewop ssoib = 4go 8joN

ICEN
62°9v¢ 61951 2L 0e 20°'s8 LcL - S6'€C G8'/9 G9'G6 S6°GlL g'ey (‘nw) srejop sn- |Anunod | Jed spooy uelejebon
10 ain)puadx3
(uoneindod uosiod
. . . . . . . . . . Auads siejiop
6886 $|9LL $(186GL $ |25 $ |99V $ - ze0e $ | 8v'es $166G5 $ |¥89S $ | 908 $ [e10}) uosled Jad Ao Jad spooy uerejebon
juads ($) ssejiop SN Jo 2inypuadx3
] ] ] ] ] ] ] ] ] uosiad Auno eydeo
L'€6l 8'eS 666 /91 191 S8l SoLlL 988l 8891 S8l y0cl 1ad spunod aBeseny Wunod | 4 uondwnsuoo yeapy
. : : : . : : . [} 'S : uea|o =} ‘ydnuioo Anuno) | 8109s xapul uopdn.io
08 47 e e 9Y e (0074 144 6 (0874 AUBIH =0 01 - 0 o) pul uol o}
(g8l - 1) saumnod Yuel
0C 1L 99 8. S 98 8 <9 °1°] ge 514 €81 40 10 Sjuey Anunod ssaulsng BuIop Jo eseq
A5 Ul suoieoo) 4 6
6¢ 6 6l 0 3 0 0 9 14 0 9 Aemang Jo # JIO |INO buluip JO 8ouUs|eAs.d
%00 %Ll %€ 0~ %90 %€ 0 %90 %¥v'0 %€ 0 %10~ %C 0 %0 uojjejndod jo 9, [Aunod 9jel uojeziueqin
2/8°10S°C | OVe've9'el G19962°L | 869680°C | 910802 0v¥'6G9°L | 21006 | 961'892°) 16¥'80L°L | 209082 9€0°/6€‘G o|doad jo # Ao uoyjejndod
%059 %006 %066 %0¥ ¥ %0C L1 %06°'SC %006l [%09'8 %09°Cl %0€CL %08°CL Aunog | ejes juswhodwaun
(soxe} Jaye)
0.'18.°C$ | v6'62L°L $|0CLvS $ | ¥20L0'L$ | OF'EES $ | 182GG $ | 82288% | €L'LOLL $|G2'880°L$ | 69'892°L $ | €LLEL'LS ($) sselop sn Ao swoou d|qesodsip
Alypuow ueipaiy
00L'8€ $ | oov'yl $|o08'cl $|[ooc9z $ [009'6L $ |0O¥'OL $ |000QL$ | 00L‘Le $ 0020z $ |0088c ¢ |o0cce $ () siejop N |Aunod ejdeo Jad 4o
Auewsog Kayun eliebing 929319 | AieBunH eiq4as enjeod) olqgnday puejod BIUBAO|S | enjeAo|S (s1qeoydde i) W o108
‘ulneg ‘Inquejs| ‘eyog ‘suayly |‘uadaiqaq| ‘epelblag | ‘qalbez |yoazy ‘anbeid| ‘mesiepy | ‘eueliqnl |‘eAejsiesg| ainseap jo pun 19A97 o4
NOISIO3d NOILDIT3S ONILIMHEVIN S1I NI SHOLIOV4 S.dva SNININNH € LIFgIHX3
090NELE6 9 abed

This document is authorized for use only by Raul A Gonzalez Ruiz (Kukurandy2009@yahoo.com). Copying or posting is an infringement of copyright. Please contact

customerservice@harvardbusiness.org or 800-988-0886 for additional copies.



