CHAPTER 1

INTRODUCTION

1.1  Background

Franchising can be described as a contractually based business arrangement
between the franchisor who develops a product or service and the franchisee who buys
the right to use the franchisor’s trade name and sell that product or service (Khan, 1992).
Franchising emerged as a significant way of doing business in the second half of the
twentieth century, and continued to expand during the 1980s and 1990s, becoming a
major force in the United States’ economy. Franchising offers opportunities for
individuals and business firms who want to expand the number of their distribution
outlets carrying their products and services (Khan, 1992), and is becoming an important
strategy in both the U. S. and the world markets for business growth, creation of jobs, and
economic development (Hoffman and Preble, 1991).

Currently, franchising represents a major section of the distribution structure in
the United States. Over 3,000 companies are involved in franchising, spanning more than
65 industries, and with over 500,000 retail locations (Seid, 1993). Information from the
International Franchise Association Educational Foundation (IFAEF, 1992) reveals that
over one-third of all retail sales in the United States are by franchisees or outlets owned
by franchisers. Products and services sold by restaurant franchising firms were

estimated, as of 1990, to exceed $64 billion. In the year 1992 alone, franchising across



industries amounted to sales of $803 billion, and accounted for 8 million jobs
(International Franchise Association, 1996). In a study commissioned by the
International Franchise Association (IFA), it was predicted that by the year 2000, 50% of
all retail sales in the United States would be by franchises (Regulation of Franchising,
1994b). Presently, sales by franchises account for 40% of all retail sales.

Franchise systems can be described as systems of interdependent organizations
that are involved in the process of making a product or service available to the consumer
through negotiation and exchange (Khan, 1992). In a franchisor-franchisee relationship,
the franchisee is granted or sold the right to use the franchisor’'s system of distribution
and/or trademark (Khan, 1992). The limits of a franchisor-franchisee relationship are
formalized by contract, which either extends from three to twenty years, or has no fixed
time limit, and can have a great deal of variety in its terms. The contractual agreements
are at the mid-point of a continuum between highly integrated systems and decentralized
entrepreneurial markets. In the franchisor-franchisee relationship, although the limits are
defined by the contract, the relationship between the two parties is near exclusive.
Franchising contracts represent the products to be sold, standards of quality, prices, and
hours of operation, and they also specify the start-up date, the duration of the contract
agreements, periods of renewal, and termination clauses.

Franchising is unique among most other types of entrepreneurial activity in that it
involves symbiotic and legally differentiated economic forms. In the franchisor-
franchisee relationship, the two entities remain distinctly separate, yet are closely linked
to one another, leading to the description of franchising as a partnership or strategic

alliance (Mcintyre, Young, and Gilbert, 1994). Franchise systems are made up of



interdependent, symbiotic, individual members or organizations. Among the many types
of franchise systems, two general types can be identified, both of them relatively recent.
These are product trade-name franchising, where a contractual channel of distribution is
created by the franchisor, and business format franchising, where a franchisor grants
license to a franchisee to duplicate the franchisor’s business concept in another location.
Product trade-name franchising arose from modernization of technology that produced a
nation-wide market and significant increases in the volume of production. Product trade-
name franchising was the forerunner of business format franchising. These two types of
franchising are distinct forms from a legal and functional point of view. Business format
franchisors sell the opportunity for business ownership, while product trade-name
franchisors sell their goods through franchised outlets. At the basis of each form is the
fact that the franchisor's decision to franchise arises from its desire to widen the
distribution of its products or trademarked services.

The partners in a franchise system are mutually dependent on one another’'s
objectives and performance to achieve their goals. Justis and Judd (1989) identified three
types of interdependence in franchise systems. These include the business form, the legal
form, and the agreement form, which accommodate one another’s independence. There
are many advantages for joining a franchise system, among them, awards and public
recognition, decreased risk due to a proven business format in comparison to independent
business operation, the training offered by the franchisor, and others. However, being a
franchisee also brings responsibilities, including working within the restrictions of the
franchisor and sharing the financial rewards. A successful franchise benefits not only the

franchisees, but also the end-customers, and franchisees can be motivated to change



through a focus on the end-customer. Potential franchisees also can be seen as customers
of the franchising companies.

There is variation in the services franchisors provide in franchise contracts. A
mixture of services may be specified that maintain and build the franchise’s value.
Franchisors may assist franchisees begin their operations by helping with financing, site
selection, lease negotiation, training, and store openings. On a continuing basis,
franchisors may provide franchisees with central data processing, inventory control, retail
unit evaluation, newsletters, regional or national meetings, and telephone hotlines. These
services are utilized by franchisors to control, monitor, and support franchisees’
performance, and in these ways minimize problems in their relationships with
franchisees. It is customary for franchisors who offer extensive services to set higher base
fees and royalties to compensate for the higher costs associated with these mechanisms
for monitoring franchisees.

The franchisor-franchisee relationship can be conceptualized as having four
phases. The first is the introduction, where mutual interdependence and a shared
motivation for success and profits is fostered (Justis and Judd, 1989). The second phase
can be characterized by growth, beginning when the business is functioning. During this
phase, the franchisor is offering support to the new franchisee and the relationship is
growing and developing. Also during this phase, the relationship can become
problematic if the franchisor does not provide proper training or support. When each
participant is able to understand what is expected from the another, it can be said that the
maturity phase has been reached. At this point, the franchisee has an accurate impression

of the competence and expertise of the franchisor and may either value or question the



franchisor’s contributions to the relationship (Justis and Judd, 1989). The last stage in the
relationship is one of decline. In this phase, either one or two situations prevails. The
first is that the business is not doing well and the franchisee is motivated to end the
relationship, and the second possibility is that the business is thriving and the relationship
with the franchisor is solidified (Justis and Judd, 1989).

Empirical economic research has been conducted to explain why firms choose to
distribute their products or service offerings through franchise channels. In contrast, the
reasons why individuals join franchise systems and the characteristics that predict which
individuals are likely to be interested in becoming franchisees have received little

attention. (Peterson and Dant, 1990).

1.2 Statement of the Problem

The growth of franchising has been an important trend in the restaurant business,
since it was introduced into the restaurant sector by Howard Johnsons in the 1930s.
During the next decade, over 100 restaurants joined the Howard Johnson’s franchising
system. In recent years, quick service restaurants have faced significant external and
internal pressures, due to intense competition. These pressures can cause disputes and
abuses of the system that affect external suppliers, customers, and suppliers, as well as
franchisees within the franchise system. Potential abuses can include victimization by
unethical and even criminal operators (Kaufmann, 1990a, 1990b).

The ideal franchisor-franchisee relationship is one built on mutual trust,

consideration, and cooperation, and is vital for the success of both parties. The



relationship at its optimum should be mutually beneficial and involve shared effort,
should enhance profits, maximize market share, product sales, and growth for the
franchisor and franchisee (Justis and Judd, 1989). Because the franchisor is risking its
business reputation, contracts specifying franchisee obligations are often very explicit in
their details, but may provide only a general outline of the franchisor’s obligations. With
the significant popularity of franchising as a method of business expansion have come
problems, including allegations of franchisor misconduct or the failure of the franchisor
to deal in good faith.

There is much potential for conflict in a relationship where both parties are
mutually dependent, bound together by a contract, and must rely on inputs from both
parties, and many franchisees complain about franchisors (Purvin, 1994). By the end of
the 1980s, many prominent franchise companies had experienced problems. Units that
are not well-run and have declining sales may face cancellation of their franchises or non-
renewal of contracts. When contracts expire, franchisees must choose between making
more capital investment or non-renewal of their contracts. If the franchisee chooses not
to renew, then years of the relationship with the franchisor may be destroyed. The
termination of a franchisor-franchisee relationship may have many implications, among
them law suits and counter-suits.

It is clear that the implications of the franchisor-franchisee have yet to be fully
explored, and that a better understanding of the factors that produce a high-quality
relationship between franchisor and franchisee would be beneficial to both parties.

Therefore, the first research question guiding this study is as follows:



Research Question 1
What are the key factors that affect the quality of the relationship between the franchisor
and franchisee, and the franchisee’s job performance, the franchisee’s job satisfaction,

and the franchisee’s commitment.

Research Question 2
Is there a relationship between the franchisee’s commitment, the quality of the
relationship between the franchisor and franchisee, the franchisee’s job performance,

and the franchisee’s job satisfaction?

1.3  The Need for the Study

Although franchising is a growing business form with economic benefits to
participants, little empirical research has been done to evaluate the factors that contribute
to a successful franchise relationship, particularly from the viewpoint of franchisees.
Early research in the franchising field was primarily focused on economics. Over the past
thirty years, research has broadened to include both the behavioral and economic aspects
of franchising. Behavioral research has primarily focused on measuring the effectiveness
of a franchise system by investigating its conflict resolutions, inter-organizational
cooperation, the balance of power in the organization, and the satisfaction of participating
members. However, very little information is available about the factors that affect the
quality of the relationship between the franchisor and franchisee, and the reasons why a

franchisee decides to stay in the franchise or to leave it. Therefore, in the current study,



an attempt has been made to understand the impact of these factors on the franchisor-

franchisee relationship.

1.4  Objectives of the Study

The study will investigate franchising in the restaurant industry. This study will
develop and test a theoretical model of antecedents (predictors) to determine the effects
of key factors that determine the quality of the franchisor-franchisee relationship. Among
these factors are the franchisee’s commitment to remain in or leave the franchise
relationship, the franchisee’s satisfaction with purchasing and operating a franchise
outlet, the effects of the franchisor’'s brand name on the quality of the relationship, the
franchisee’s perception of the franchisor’s support, the franchisee’s motivation to become

a franchisee, and the franchisee’s performance.

1.5 Theoretical Contributions

The proposed model will provide valuable information for establishing an
effective management strategy, which will improve the relationship between the
franchisor and franchisee and to prevent turnover. The study will include an analysis of
the predictors of a quality relationship between the franchisor and the franchisee. The
proposed theoretical model will increase an understanding of the relationships between
the predictors of a quality relationship, the franchisee’s performance, the franchisee’s

satisfaction, and the franchisee’s commitment predicting intention to terminate or remain



in the franchising relationship. Firm-level data have been collected through a survey of
American franchisees in the restaurant industry. The research hypotheses, developed
through a review of the literature, will be tested in comparison to the survey data
analyses. The study contributes to knowledge about a variety of factors that influence the
quality of the franchisor-franchisee relationship, including the development of more
appropriate and comprehensive research agendas for further study of the franchise

turnover process.

1.6 Practical Applications for Franchise Restaurants

The results and knowledge gathered from this study should provide both
theoretical and practical contributions for the improvement of franchising in the
restaurant industry. The predictors identified for this study will also provide a useful tool
for restaurant franchising companies who wish to examine franchisee’s satisfaction.
Once the franchisor understands the variables leading to franchisee satisfaction, changes
can be implemented to reduce conflict and improve the overall performance of the
franchisee. The proposed model can also be used to develop the franchisor’s
management strategy to improve the rate of success of both franchisor and franchisee.
Similarly, the model can assist both the franchisor and the prospective franchisee in
understanding their policies in strategic terms and in integrating their different activities

So as to provide the firm with the quality relationship required for competitive advantage.



1.7 Research Boundaries

The boundary of the research is the foodservice industry, because of the interest
of the researcher, and because business-format franchising involves more complicated
contracts that include not only sales, but also the entire business concept itself. Important
aspects of the business format franchise include the trademark, compensation package,
marketing strategy and planning, the management approach, operating manuals and
standards, quality control, and a continuing process of consultation with the franchisor.
The largest industry to use business-format franchising is the restaurant industry. About

half of the dollar value of food away from home is generated by franchises.

1.8 Organization of the Dissertation

This chapter contains a description of the research problem, and a discussion of
the factors underlying its importance and relevance to franchising research. Chapter 2
contains a review of the relevant literature, the extent of the findings with regard to the
research questions addressed in this dissertation, and an assessment of the gaps in the
literature.  Chapter 3 contains a theoretical model of the franchisor-franchisee
relationship in the franchise system, with the key decision variables that affect the quality
of the relationship. The model is constructed as a set of causal relationships, which also
are discussed Chapter 3. Chapter 4 contains a description of the empirical research

methodology. In this study, a conceptualization of motivation, the franchisor’s support of
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the franchisee, the brand name, franchisee performance, the nature of a quality
relationship, franchisee satisfaction, and the franchisee’s commitments regarding
remaining with the franchise are modified by a path model in order to develop the

structural equation model, and then are empirically tested. This modification will be

based on the knowledge of what generally occurs in a restaurant franchise. Chapter 5
contains the tests of the hypotheses derived from the solutions to the theoretical model.
In Chapter 6, the implications of the research are summarized, conclusions are drawn,

and suggestions are provided for future research.

1.9 Summary of the Chapter

This chapter presents an overview of the proposed research, beginning with the
background of the study. The chapter then discusses the problem statement, which
includes the two research questions that guide the study. The objectives of the study are
discussed, which include the design and testing of a model of antecedents (predictors) in
order to determine the factors that affect a franchisor's commitment to stay with the
franchisor or to leave the franchising system. Also among the study’s objectives are to
identify the factors that impact the quality of the franchisor-franchisee relationship, and
the quality of that relationship as it relates to the performance of the franchisee,
franchisee satisfaction, and the franchisee’s commitments. The chapter also discusses the
practical and theoretical contributions of the study, including its applications to the

restaurant franchising industry.
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1.10 Definitions of Terms

Motivation is the reason why people would like to be franchisees. In other word, why he

or she would seek a franchise rather than operating an independent business.

Evaluation is the franchisee’s perception of franchisor’s support.

Brand nameis the perceived brand value of the franchisor’s brand name.

The quality of the relationship is the degree to which franchisees are interrelated with

franchisor. A high quality relationship can be expected to result in high productivity.

Performanceis the franchisee’s perception about his or her financial performance or

success of the business.

Satisfactionis the franchisee’s affective (emotional) response to the relationship.

Commitment is defined as a franchisee’s predicting intention to leave the relationship

with overall assessment of worthiness or utility in a franchisor’s offering, based on what

is to be received and what is to be given.
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CHAPTER 2

LITERATURE REVIEW

Most studies done in the area of the franchisee-franchisor relationship take the
approach that franchising is a form of organization aimed toward maximizing profit.
These studies may include related questions about the optimum proportion of franchised
units and the appropriate mixture of outlets in the franchise system. Fiol and Lyles (1985)
discovered that the ability of the franchising system to provide more opportunity for
learning than a unitary organization provides should be taken into account. The nature of
the formal and informal relationships in a franchise system influence their commercial
transactions, and these commercial transactions can potentially generate conflict (Spinelli
and Birley, 1996). The line of thought that addresses franchising choice as a form of
organization describes franchising as being driven by a long-term contract whereby the
owner, producer, or distributor of a service or trademarked product (franchisor) grants the
non-exclusive rights to a distributor for local distribution of the product or service
(franchisee). General, organizational efficiency theories that have relied upon industrial
organizational theories of alignment of incentives are becoming the most generally
accepted means of approaching research about franchising. Caves and Murphy (1976)
defined a franchise agreement as an agreement lasting for a specified or indefinite span of

time in which the owner of a protected trademark grants to another person or firm the
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right to operate under his trademark for the purpose of producing or distributing a product
or service.

Research on franchising as a type of organization can be categorized into three
primary areas: capital theory, the resource-constraints view, and agency theory. A
number of different theoretical perspectives within the above categories are discussed in

this chapter.

2.1 A Review of Franchising from the Viewpoint of Organizational Structure

The body of research dealing with the choice of organizational form and outlet is
primarily descriptive and empirical. The reasons motivating firms to choose franchising
rather than expansion through company-owned units is a topic that inspires debate in the
literature. In this section, we assess the different theoretical explanations for the choice
of franchising as an organizational form, followed by an examination of the empirical

support available for each of the perspectives.

2.1.1 Capital Theory

The capital market imperfection argument is among the earliest explanations for
franchising (Oxenfeldt and Kelly, 1968; Oxenfeldt and Thompson, 1969; Hunt, 1973;
Caves and Murphy, 1976). According to this argument, the franchisor, when confronted
with capital constraints, is able to raise capital at lower cost than is the case with other
business situations and thus is able to expand without adding company-owned stores. In

other words, franchisees are viewed by the franchisor as a means to deal with the problem
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of scarce capital. According to Caves and Murphy (1976), “For financing outlets the
capital supplied by franchisees has no ready substitute” (p. 581).

A life-cycle model of franchising was proposed by Oxenfeldt and Kelly (1968),
whereby at early stages in a company’s life-cycle, when it may lack sufficient capital for
expansion, it may utilize franchisee’s capital for the growth of the firm. When the
company reaches the stage where it has acquired sufficient capital, the franchisor is able
to regain the larger units from franchisees. Lillis, Narayana and Gilman (1976) also used
a life-cycle approach to investigate the evolution of franchises. The authors suggested
unique advantages of the franchising distribution system, according to the franchise’s
life-cycle stage. They identified the following four primary advantages: “(1) rapid
market access, (2) a reduction in capital costs, (3) sharing risks within the distribution
channel, (4) highly motivated owner-operators” (p. 77). In addition, several other
advantages were: (5) work-sharing among management, (6) anti-trust action protection,
(7) an ability to provide service in marginal locations, (8) reducing economic
concentration, and (9) the promotion of independently owned business.

Further, the authors correlated the importance of these advantages to stages in the
life-cycle of a franchise. Generally speaking, the motivation of the franchisee was
perceived by franchisors to be the most important advantage. Also of importance,
respectively, were rapid market penetration, risk-sharing, and entry capital. The authors
surveyed fast-food franchises, and discovered that franchising was encouraged by rapid
market penetration in the early life-stages of a firm, but in the more mature stages, fully
integrated direct distribution was more advantageous. The authors also investigated the

importance of commonly accepted competitive advantages at various of the franchise’s
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life-stages. Significant differences were discovered in the perceptions of the importance
of these competitive advantages at the various stages; differences were not as significant
across stages. The authors suggested that capital and management talent were more
significant to start-up companies than they were to successful franchisors.

An empirical study by Hunt (1973) and Thompson (1994) provided early support
for the life-cycle approach to investigating franchises. An aggregate trend was found
toward company-owned units in the fast-food industry. Also discovered was the fact that
large and older units were more likely to revert back to company ownership, a trend that
was corroborated by Caves and Murphy (1976) concerning company ownership of hotels,
motels, and restaurants. A prevailing rationale for franchising suggests that franchising is
a means for the franchisor to raise capital (Oxenfeldt and Thompson, 1968; Caves and
Murphy, 1976).

Markland and Furst (1974) have proposed a franchise portfolio optimization
model that can be utilized by potential franchises to determine their optimum portfolio.
This model has two primary attributes. First, a probabilistic capital budgeting technique
is used to evaluate potential franchises, and second, integer programming determines the
optimum portfolio of discrete, alternative franchises given the rationing of capital and the
constraints of risks.

It was found (Tompson, 1992) that when units necessitate high capital investment,
company ownership is less likely to occur. The fact that new franchisers charge a higher
initial fee than more established franchisors is an indication that resources are important
in the early stages of a firm’s growth (Sen, 1993). Although it has been widely accepted

among researchers, the capital constraint explanation seems to be in disagreement with
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the theory of finance (Rubin, 1978). Rubin (1978) uses the theory of portfolio
management to emphasize the typically greater risk aversion of franchisees, and suggests
that there is a higher cost of capital for franchisees. Franchisees’ investments are not as
diversified as franchisor's investments, because the franchising company will have
revenue from its portfolio of royalties and input fees. Therefore, it would be
advantageous for franchisees who do not want to incur high risks to require a risk
premium from the franchisor, which results in lower returns for the franchisor.

Rubin further notes (1978) that despite gross capital market imperfections which
cause franchisors to rely exclusively on store managers for capital, franchisors may
reduce capital costs by issuing shares to a portfolio of all its units, rather than following a
scheme of limited ownership. The franchisor controls the franchisees contractually,
which negates making this substitution, and also negates the other types of asset-reducing
franchisor behavior (Norton, 1988). The incentives of franchising are responses to a
vertical chain of market power. However, the market power structure is lacking in
generality (Rubin, 1978). Market power is, however, difficult to measure empirically
(Norton, 1988).

Neither the agency perspective nor the capital-constraints perspective alone
provides a complete rationale for ownership patterns in franchising (Dant et al., 1996).
Another perspective is the transaction cost-analysis, presented by Dant et al. (1996),
which utilized a framework that incorporates elements from both theories. According to
transaction cost analysis (TCA), the most efficient ownership structure is one that
minimizes both transaction and production costs. When applying TCA to franchising, the

varying proportions of units owned by franchising companies and by franchisees in
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different franchising systems reflect the most efficient proportion for each system.
Franchising systems encounter various proportions of transaction and production costs,
and adjust their proportions of company-owned and franchisee-owned units in order to
minimize these costs (Dant et al., 1996; Klein, 1980; Williamson, 1979, 1981, 1983).
Behavioral uncertainty, in the context of franchising, refers to difficulties that

franchisors may encounter in monitoring the behaviors of franchisees and evaluating their
performance as per their contracts. Often mentioned in the literature is the tendency for
franchisors to “free-ride,” a practice that is detrimental to franchisees, who have no
incentive to cut costs or quality, since any savings do not accrue to them (Carney and
Gedajlovic, 1991). The free-riding practice is detrimental to the franchise trademark, and
is a pervasive problem for franchisees (Brickley and Dark, 1987; Norton, 1988; Carney
and Gedajlovic, 1991). The transaction cost point of view holds that the majority of
variance in ownership structure, the franchisor's experience in production, and the
franchisor’s ability to achieve economies of scale have a significant effect on the extent

of the importance of company-owned units (Klein and Kim, 1998).

2.1.2 Resource-Constraints View

Among resource-scarcity oriented theories about why firms choose to become
franchisors, a lack of entrepreneurial/managerial resources has been generally accepted as
a key factor, in that firms’ managers may lack the resources to establish a network of
company-owned stores. Recruiting and training unit-managers can account for a sizable

percentage of firms’ growth costs, whereas in a franchising system, franchisees furnish
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both capital and labor. This hybrid quality of franchising allows firms to overcome both
the constraints of a lack of managerial resources and capital constraints.

Oxenfeldt and Kelley's approach to research about franchising is to explain its
essential nature and prospects, and to identify factors that lead franchisors to buy out
franchisees. Attaining higher profits is a primary goal. The authors suggest that
franchising is an appealing choice because there is a need for a ready supply of
management labor and talent. The motivation for franchisors to own and operate their
units is suggested to be the fact that franchisors are in the best position to identify and
retain the most profitable new franchise outlets. A goal that is related to the desire for
profit is that of attaining a “critical size” rapidly.

Another motivation toward franchisor ownership is the availability of essential
resources. At the outset of operations, franchisors may require funds and may need to
rely on franchisees financially. The factor of control is also an important factor that leads
franchisors to become owners, in that operating a franchise system allows greater control
over quality and service standards. And finally, the authors suggest that acquiring
franchisees was a necessary, although often problematic and difficult to control, step in
expanding their franchise systems.

According to Woll (1968), a prospective franchisor faces choices about the mix of
sources of revenue that will best serve continued growth and the continued growth of
franchisees in the system. The author identified eight primary ways in which franchisors
acquire revenue. Among these are: the initial franchise fee; royalties, and the rental of
property; the sale or leasing of equipment; raw materials and supplies; the sale of

franchise products; and the sale of territory rights. Two or more of these are usually
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found in combination, utilized by a franchisor to gain revenue from franchisees. He
suggested that over time, successful firms would continue to grow, would become more
institutionalized, and would be more difficult to manage as they grew more complex.

It was found by Oxenfeldt and Kelly (1968) that the most successful franchise
systems eventually become entirely company-owned, and that during the early life-cycle
stages franchising is most advantageous to the franchisor. Franchising becomes less and
less attractive as the company matures beyond the expansion phase, and as its goals,
opportunities, and resources evolve. This is a theory that is supported by several
empirical studies on the topic, including Hunt’'s (1973) empirical study that found that
successful franchise systems eventually are destined to become wholly owned chains,
gradually displacing franchisee-owned units, but never becoming 100 percent company-
owned. He identified six main reasons why firms seek to buy back franchised units,
including lack of ready capital, problems with franchising ethics, the desire for rapid
expansion, isolated units, and insufficient franchise fees. The author also identified five
factors in favor of company-owned units. These include higher profits per unit, greater
control over units, legal problems, and new restrictive legislation.

In their research, Zeller, Archabal and Brown (1980) also found a tendency for
franchisors to buy out the more successful franchisees. They suggested that a “franchisor-
master” system might be preferable to a system having a franchisor and franchisee
structure, because it promotes harmony in the system and opportunities to buy back the
units. Martin (1988) and Padmanabhan (1988) had a more complicated interpretation of
the effects of a franchisor-owned or a franchisee-owned system, in that they utilized more

than one operation. The authors found that company-owned units were more successful

20



than franchised units. These findings support Oxenfeldt and Kelly’'s suggestion that
franchisors will, over time, re-acquire franchisee-owned units, leaving only the units that
are less successful under the control of franchisees (Lilis, Narayana, and Gilman, 1976;
Brickley and Dark, 1987).

A different viewpoint was taken in the research of Caves and Murphy (1976).
They suggest that franchisors must balance the possible revenue from a change to
company ownership against the investment costs of buying back the franchise. Their
analysis implies that changes in ownership will grow to the extent that franchisors use
their control of contracts to lower the costs of acquisitions. Also, the advantages of
company-owned units increase when unit performance increases, because the franchisor
usually uses fixed royalty rates. The authors found that, in comparisons of the average
sales volume of franchisee and company-owned establishments, that “company
ownership had probably peeled off the more profitable outlets in each sector” (p. 583).
They took the viewpoint of franchising as an economic relationship between the parties
involved, and analyzed the franchisor's market power and found it an exercise in
constrained maximization.

Caves and Murphy (1976) further identified that the central features of
franchising were the rental of an intangible property asset, and the operation of a
production or distribution process that is decentralized. They further identified that there
are benefits and disadvantages to a firm’s rapid expansion. Rapid geographical expansion
may allow a company to pre-empt competition and achieve first-mover advantage, but

rapid growth of a franchise system may intensify the problem of scarce resources that is
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faced by franchisors, in that a firm requires accessible financial and managerial resources
to support its expansion.

Norton (1988) found that the central characteristic of franchise organizations is
that they are a combination of market-like qualities and firm-like qualities. A franchise is
market-like due to the trade that exists between the company and its franchisees. The
franchisee pays a set amount to acquire the right to market the franchisor’s products, and
also pays royalties that include a percentage of sales, and may purchase specific inputs
from the franchisor. The firm-like qualities are found in the way that the franchisor’s and
franchisee’s relationship resembles nearly full vertical integration, but with the franchisor
exercising significant control over the franchisee. Also, the relationship resembles a
contract between employer and employee in that the contract usually strictly specifies the
right of the franchisor to unilaterally terminate the relationship, and specifies
performance criteria (Rubin, 1978).

According to Lafontaine (1992), 79 percent of franchisors indicate that they are
operating at or above their perceived optimum proportion of the revenue of company-
owned units. Also, she noted that among the reasons given by franchisors for franchising
were perceived long-term operational benefits. Through the use of secondary data, she
investigated whether or not the proportion of franchisor-owned units would be greater in
the early stages of a firm’s evolution when the investment costs were greater. However,
Lafontaine’s conclusions are relatively unclear as to the theory about changes in franchise
ownership over time.

Rubin (1978) suggests that it is not lack of capital or lack of management

resources that explains fully why firms choose to franchise. He contends that a firm
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could simply hire experienced managers, assuming that the firm had sufficient capital.
He concluded that because of the inefficiency of the risk-sharing structure of franchising,
that there must be other factors that contribute to the wide-spread usage of franchising.
Rubin, as well as other researchers, reject the argument that a lack of financial resources
is a motivation for franchising. However, it should be understood that franchising is a
source of capital, as a type of private equity, and is a hybrid form of capital (Norton,
1988).

Despite substantial research, including empirical studies, the reasons for shifts in
ownership in franchise systems is not clear. From a public policy viewpoint, it is
recognized by Congress and state legislatures considering regulations about franchise

termination that the issue of changes in ownership remains unclear.

2.1.3 Agency Theory

In contrast to the resource-constraint view of franchising as being primarily
attractive to small firms wishing to expand, there is an alternative view that identifies the
incentive aspects of franchising. However, the resource scarcity view does not explain
why franchising is used by many businesses who clearly have full access to capital
(Lafontaine and Kaufmann, 1994).

An “agency relationship” has been defined by Jensen and Meckling (1976) as a
contract under which one or more persons (the principal) engage one another (the agent)
to perform some service on their behalf, which involves delegating some authority for
decision-making to the agent. In this situation, both parties may have varying motivations

and the agent will not always act in the best interests of the principal. Agency theory

23



holds that the purpose of contracts with an agent is to allow for the necessary transactions
of the business to be conducted in an integrated way. Agency problems are likely to
occur in units that are company owned because the parent company has only an imperfect
capacity to observe the employed manager’s actions and information base.

The costs to the agency occur where there are conflicts of interest, in combination
with the exercise of self-interested actions under conditions where there are rational
expectations. These conflicts of interest can result in sub-optimal business decisions
(Jensen and Meckling, 1976). In many organizational arrangements, agency costs -- the
costs of aligning the incentives of principals and agents, including bonding and
monitoring and the related forgone output attributable to those activities -- are incurred
because the value of specialization between principals and agents exceeds these costs. In
this instance, the parent company incurs costs associated with monitoring the managers
of company units in order to ensure that the company units are doing business in a way
that is in the parent company’s best interest. Therefore, it can be assumed that units
owned by franchisees are likely to perform better than company-owned units, because the
franchisees do not have the same incentives as the company-owned units’ managers.
Franchisees receive residual profits generated by their units. Changes in the organization
occur when the costs are too high relative to the benefits that result from specialization.

Relative to the theory of efficient capital markets, many researchers take a
different viewpoint, based on organizational economics, and in particular, agency theory.
This viewpoint suggests that franchisors can reduce risks by investing in the entire
franchising system at lower capital costs than the costs of the franchisees. This makes

capital more accessible to the franchisor than to the franchisee (Rubin, 1978). According
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to agency theory, franchising is usually seen as a way to reduce agency costs, and follows
the assumption that managers will usually not perform to capacity when they are paid a
fixed rate. Several problems have been identified that are associated with company-
owned units (Rubin, 1978; Mathewson and Winter, 1985). The costs of monitoring
manager effectiveness in company-owned units have been most usually the focus of
researchers (Mathewson and Winter, 1985; Brickley and Dark, 1987; Norton, 1988).

Another problem with company-owned units is that physical dispersion in a
company can make conventional firm organization prohibitive (Rubin, 1978), in that
given a certain stage of dispersion, the monitoring costs exceed their benefits. It is
difficult for owners to distinguish between managers who are not working efficiently and
a low demand for the company products or services. Franchising avoids these monitoring
costs, but loses the efficiency of specialization. Then, it could be assumed that
franchising should be the more common business form, particularly in rural and other
physically dispersed areas. The more dispersion there is of units, the less the gains from
ownership.

Although franchising may economize on monitoring costs, it is not entirely
efficient. The use of high-powered incentives gives rise to three other problems, which
include inefficient investment, free-riding, and quasi-rent appropriations. There is a
trade-off, therefore, for the franchisor between agency costs and the benefits of reduced
monitoring of franchisees (Brickley and Dark, 1987; Krueger, 1991). Concentrated risk
is a cause of inefficient investment. Franchisees must bear the full risk of undertaking a
marginal investment (Carney and Gedajlovic, 1991). According to Brickley and Dark

(1987), the owner of multiple units disperses the risks among the units. These authors
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also found that franchising was preferable to company-owned units in terms of low initial

investment per unit, high frequency of repeat customers per unit, and high employee
monitoring costs. It would be expected that a rational franchisee would under-invest in
particular assets.

Another agency problem associated with franchising is the possibility of free-
riding. If the costs of shading product quality are externalized and the gains are
internalized, then the franchisee may have a motive for such activities (Carney and
Gedajlovic, 1991). Free-riding is the most detrimental to the parent company when there
are few repeat customers in terms of unit sales (Norton, 1988). An additional agency
problem is the possibility of quasi-rent appropriation. Quasi rent can be defined as an
asset over the salvage potential of the physical property. If the quasi-rent is high, the
franchisee may be appropriated by the franchisor (Carney and Gedajlovic, 1991). The
risk of this appropriation is highest when a high beginning investment is necessary to
establish a franchise. Conversely, it was found that restaurants owned by franchisees
outperformed company-owned units, despite the compensation of managers
commensurate with profits.

Rubin has studied the characteristics of the franchise contract. Franchising has
often been seen as a means for franchisors to raise capital, rather than taking the route of
expansion by company-owned subsidiaries. The author has shown that the capital-raising
theory for franchising is in disagreement with contemporary capital theory, in that selling
franchises is more costly than selling franchise shares. He also suggests that
entrepreneurial franchisees would outperform hired managers due to their greater

incentives for profits. The author disputes the resource-constraints explanation, and
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concludes that franchisees are more responsive to daily resource usage, costs, and
specific market-conditions than are the less motivated franchise managers, and hence
franchisee performance is higher. As a consequence, the decision to franchise may be
motivated more by advantages gained by the superior service and performance of the
franchisee than by the desire to gain capital through expansion. Shelton (1967) confirms
this finding in his study of restaurants, in which he concludes that restaurants owned by
independent franchisees performed better than those that were supervised by company
managers, even when mangers received compensation for performance. However,
empirical studies do not always confirm Rubin’s position. Dant, (1995), and Lafontaine
(1992) documented resource-based explanations for franchising.

Thomas, O’Hara, and Musgrave (1990) support the agency theory, in their
findings that high unit sales are a factor in the decision to convert away from a
franchising to a company-owned system. They also did not find support for the life-cycle
theory of franchising. According to Thompson (1992), company ownership of units is
most likely in urban regions and regions where there tend to be large units. A study by
Combs and Castrogiovanni (1994) did not confirm the idea of resource scarcity, but did
discover significant support for the agency theory and the idea of risk-taking.

Forward and Fulop (1996) suggest that established firms that choose to become
franchisors do not fit into the categories of either resource-constraints or agency-
incentives, but have qualities of both theories. Because company-owned stores are
sometimes run by inefficient managers, it was recommended that companies should
monitor their store managers, thus incurring monitoring costs. Franchisees, who have

invested capital in their own stores and whose profits come from store earnings, would
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have more incentive to work harder than store managers. Self-motivated managers, who
are likely to take the initiative for the success of their units, do not require the investment
in monitoring that company-owned mangers require, and thus franchising helps to reduce
monitoring costs to the company (Krueger, 1991). Shelton (1967) discovered that
franchised stores out-performed company-owned stores, even though company-owned
stores seem to offer higher salary increases over time than do franchised stores (Krueger,
1991). According to franchisors, the high level of motivation of franchisees compared to
pay employees is the most important advantage of participating in a franchising system

(Lillis, Narayana, and Gilman, 1976).
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2.2 A Review of the Franchise Relationship

According to the literature, a conflict situation may arise when the costs of
remaining in a franchise relationship are greater than the perceived costs of leaving the
relationship (Kaufmann and Stern, 1988; Ping, 1990). Franchise relationships are
undertaken when the parties perceive that the efficiency produced in the relationship will
result in increased value. The viewpoint of Stephenson and House (1971) is that for
franchise relationships, the benefits are based on the potential for greater gains through
group membership than through operating independently. The characteristics of the
franchise relationship raises questions about how much latitude the parties have for
independent action, and about constraints on decision-making autonomy. The authors
reached the conclusion that there was no particular benefit in a high degree of franchisee
autonomy.

Kaufmann and Stern (1988) used, in their research, relational exchange theory,
which investigates the nature of transactions between entities. They cite franchising as a
prototype for relational exchange, and suggest that the conditions that are detrimental to
the exchange relationship are not easy to identify. According to Hunt and Nevin (1974),
franchisee cooperation might be obtained through the use of power to manipulate the
franchisee’s behavior, or by convincing the franchisee of the benefits to be gained in the
relationship. A study by Felstead (1994) concentrates on the tendency for power to be
centralized in the organization, and for the franchisor to use that power to achieve goals.
The stability of the relationship is important to any composite organization (Borys and

Jemison, 1989). Although the literature portrays the relationship as one where the
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franchisee is the recipient of the franchisor’'s expertise and knowledge, it is important to
recognize the franchisee as an intelligent participant who is capable of contributing to the
system. A study by Zeller, Archabal, and Brown (1980) discovered that the goals of
franchisors and franchisees are in conflict, in that the franchisor strives to maximize
profits for the entire system, and the franchisee would like to maximize profits in its
territory, and particularly unit profits.

Early research focused on the tendency of the franchise relationship to be conflict-
prone, and involving a great deal of dissatisfaction due to the imbalance of power
between the participants (Parsa, 1994; Gaski, 1984, 1986). The use of inter-
organizational power and the satisfaction of distributors were studied in the context of
heavy industrial machinery (Gaski and Nevin, 1985). In this context, and based on a
previous study by Hunt and Nevin (1974), the authors dichotomized measures of power
sources and exercised power as “coercive” and “reward.” They found that if franchisors
relied more on non-coercive power sources and less on coercive power sources,
franchisee satisfaction would be greater. The authors further stated that the membership
contract builds into the relationship the direction of power for decision-making. In a
study of franchised automobile dealers, Lusch (1976) investigated the relationship
between power sources and intra-channel conflict. He found that conflict in the
automobile distribution franchise system was increased by the use of non-coercive power.

Another approach to the study of franchising is the micro-economic theory, which
places franchising’s theme of intangible assets-sharing in a theoretical structure. In this
theory, the reduction of costs or the increase of revenue is seen to result from a division

of tasks between two independent firms (Williamson, 1975). The assumption underlying
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this theory is that both the franchisor and the franchisee are seeking to maximize profits
(Hayek, 1989). The franchisor-franchisee relationships are affected by differences in the
perceived value of a franchise. In the initial contract negotiations, franchisors specify
uniform contract terms for all franchisees. It is assumed that the contract terms take into
account the value of the franchise and its brand name, should include estimations of the
retail outlets financial performance, and should specify the costs of providing services.
The contract terms are contained in disclosure documents, used by prospective
franchisees as a “menu” from which they can choose franchise opportunities.
Prospective franchisees are more likely to choose franchisers with a higher brand name
value, and with proven success formulas. Such franchisors find easier entry into new
markets. Since franchisor revenue is generated primarily through franchise fees,
royalties, and sales of goods and services to franchisees, successful franchisors are likely
to charge higher fees to franchisees, and be more strict in selecting potential franchisees.
Hunt (1977) found that franchising benefits society by offering more opportunities for
minorities and women, and because franchisees have higher success rates than
independently owned businesses.

Arrow (1969) used a cost-economics approach to study franchising relationships.
In this theory, the principal burden of analysis lies in the comparisons of the various costs
involved in running the economic system under investigation. It is assumed that the
parties in the relationship are acting out of economic self-interest and will enhance their
own positions by engaging in opportunistic behaviors (Bergen, Dutta, and Walker, 1992).
In transaction-cost economics, the basic unit of analysis is the transaction (Williamson,

1975). Analysis of transactions involves examining the basic dimensions on which they
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differ, and the implications of those differences for the design of management systems.
Transaction-cost analysis (TCA) regards asset-specificity as a primary concept

(Williamson, 1985). TCA is utilized as a technique to safeguard transactions against

possible opportunism by either party (Simpson, 1990). In any franchising relationship,

the formal safeguard is the license agreement that specifies the terms of the common
ownership and the responsibilities of both parties with reference to their common asset.
Williamson (1991) has found that transaction-cost economics analysis extends farther
than marginal analyses, in that it investigates efficiency in resource allocation. His

conclusion is that franchising has more benefits than autonomy in transactions, in that it
is multilaterally dependent, a situation that reduces the costs and risks.

Conflict reduction and the maintenance of the relationship are linked with
franchisee satisfaction in the relationship exchange (Frazier, Gill, and Kale, 1989).
Among the researchers in the area of conflict in franchise channels of distribution are
Lusch (1976), and Brown and Day (1981). These authors have focused primarily on
identification of the reasons for conflict. Two major areas of conflict are deception in the
selling and granting of franchises, and unfair practices in operating franchise systems
(Nevin, Hunt, and Ruekert, 1980). The interrelated goals of the franchisor and franchisee
tend to generate high degrees of trust and solidarity in the relationship. Kaufmann and
Rangan (1990) have proposed a mathematical model to resolve the problem of conflict
between the franchisor and franchisee during the process of adding new franchised units.
This model includes an integration of store choice, site allocation, and a proactive system
of management that optimizes the dichotomous effects of competitiveness and system

attractiveness.
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Sharing economic rent becomes an issue when a franchisor-franchisee
relationship is entered into. Franchisors have available as revenue sources the initial
franchise fees, royalties, property rentals, the sale or leasing of equipment, supplies and
raw materials, franchise products’ sales, and the sale of territorial rights (Woll, 1968). It
was found, by Bacus, Bacus, and Human (1993), that both the industry and franchisor
characteristics determined base fees and royalty rates. The applicable franchisor
characteristics included age of the company, market share, number of employees in the
system, the types of services offered to franchisees, and the value of the franchisor’s
trademark value.

The assumption arises, from an examination of the franchisor’'s theoretical cost-
structure, that the franchisor’s cost is fixed. Therefore, the franchisor’s revenue curve is
linked to that of the system’s franchisees, and, as previously described, will slope
downward and to the right. However, this assumption must be modified to include the
tiered placement of overhead and the marginality of product and services sales to
franchisees. A proposal by Hayek (1989) suggests that the price-system is very efficient
as a means of communicating information and bringing about change. In this proposal,
the central objective of economic organizations is adaptation, with a marketplace focus.
These findings were congruent with those of Sen (1993), who reported that the total
investment per unit, the tie-in sales requirements, and the percentage of franchised units
set the initial fees required by franchisors. A positive relationship was found by Combs
and Castrogiovanni (1994) between the number of franchised units and the amount of

royalties charged by the franchisor.
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In the economics literature, the choice of the franchisee to purchase a franchise is
seen as a rational response to an appealing investment opportunity. However, this
viewpoint does not take into account the personal characteristics of the franchisee.
Peterson and Dant (1990) describe the franchisee as being subject to a “large number of
situational, personality, and economic correlates are likely to influence perceptions” (p.
48) about franchising. It is important to understand the franchisee’'s economic
motivations, but such an inquiry should be augmented by a consideration of the
franchisee’s personal characteristics, which may have both economic and social origins.

Schul, Little, and Pride (1985) discovered that franchisee satisfaction is related to
how the franchisee perceives the quality of the interactions with the franchisor, the
quality of the franchisor’s operational support, the appeal of the reward structure, and the
fairness and autonomy of the relationship. Similar results were found by Lewis and
Lambert (1991), that franchisees were satisfied if they felt that the success of their
franchise was due to the franchisor. Franchisee satisfaction or franchisee’s fulfillment of
its goals has been used as a performance measure in some studies (Elango and Fried,
1997). Another performance measure that has been used for franchising is system-wide
growth in sales or units. Carmen and Klein (1986) have suggested that these measures
may be flawed in that they fail to recognize the multi-layered features of franchising
performance. Most research has measured franchising only from the perspective of the
franchisor, and it should be understood that the performance impact on franchisees might
be different. An example of this difference is the fact that increasing the number of units
may be of benefit to the franchisor, whose revenues depend on royalties from units in the

system, while, on the other hand, such increases may be detrimental to the franchisee,
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whose market may be decreased by the existence of new franchisees. Morrison (1996)
found that in the contractual relationship between franchisor and franchisee, each party
has a role to play in ensuring that financial satisfaction will result for both, and that the
franchisee will experience job satisfaction.

The legal problems involved in franchising have been studied by Hunt and Nevin
(1975). They suggest that legal problems currently facing franchising fall into three main
areas: “(1) misrepresentations by franchisors to potential franchisees about the operation
of the franchise (the disclosure problem), (2) restrictions by franchisors on the source of
supplies or services purchased by their franchisees (the tying agreement problem), and
(3) onerous termination provisions in the franchise agreement (the capricious termination
problem)” (p. 20). Tying agreements are justified by advocates of franchising on the basis
of mass purchase and quality control. They recommend that when tying agreements are
used by franchisors in order to achieve higher prices than the competitive market offers,
they may have negative effects on franchisee’s revenues and hence with his satisfaction
with the franchise relationship. In a study of franchisees by Porter and Renforth (1978),
it was found that the three most common legal problems encountered by franchisees were
cooperative advertising, franchisor inspection and evaluation, and minimum performance
requirements. Franchising tie-in contracts can be seen as reducing the monitoring costs
that could prevent franchisee free-riding on the franchisor’'s trade name (Klein and Saft,

1985).
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2.3 Summary

This chapter comprises a review of selected literature relating to franchising and
the franchisor-franchisee relationship. The chapter reviews franchising literature from
the viewpoint of organizational structure, which includes literature that is primarily a
mixture of descriptive and empirical studies. Also reviewed are research perspectives
from capital theory, resource constraints, agency theory, and literature concerning the
franchisor-franchisee relationship, including relational exchange theory.

Most usually, research attempting to explain the creation of franchise systems has
focused upon the franchisor's motivation to open a franchise. These studies do not
attempt to explain why some people want to be franchisees. The motivation of
individuals who join franchise systems and the antecedents that predict which individuals
are likely to be interested in becoming franchisees have received little attention (Bradach
and Kaufmann, 1988). The majority of theoretical and empirical support has been found
in the organizational efficiency perspective, which views the optimal franchise contract

as one which extracts rents, and minimizes free-riding by either party.
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CHAPTER 3

Conceptual Model of the Franchisee-Franchiser Relationship

This chapter proposes a model of the interrelated factors that impact the quality of
the franchisor-franchisee relationship (See Figure 1, p.196). The following chapter
describes the portion of the model that was tested. This model's structure includes an
integration of concepts from the area of the motivation to be a franchisee, the evaluation
of franchisor support, the perception of brand name, franchisee’s job performance,
franchisee’s job satisfaction, and the franchisee’s commitment to remain in or leave the
franchise system. The model uses concepts from motivation theory, social exchange
theory, service quality theory, Leader-Member exchange theory (LMX), and satisfaction
theory. The model describes what factors are the most important to the franchisee, how a
high quality relationship differs from a low quality relationship, and how this relationship
affects outcomes.

The first section of this chapter presents the framework for the model and
describes how each of these concepts is used in its construction. Each of these concepts
is defined, and a rationale for its inclusion in the model is offered. It should be noted that
the concepts represented in the model are interrelated and mutually influential, and
therefore, the discussion in each section refers to these interrelationships. The exchange
relationship has, in particular, been the subject of franchising relationship research; the

first section reviews the findings of this research.
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The second section defines what is meant by the quality of the franchisor-
franchisee relationship. This construct is exemplified by Castleberry and Tanner (1986)
in their utilization of the Vertical Dyad Linkage Model (Graen and Schiemann, 1978;
Dunchon et al., 1986; Vecchio et al., 1984) that has recently been termed Leader-Member
Exchange (LMX). LMX may offer an enhanced understanding of franchisees’
perceptions and attitudes toward the franchise system. In organizational behavior
research, the benefits of a high-quality leader-member exchange are low turnover, high
job satisfaction, and high performance. Despite the importance of a high quality
exchange relationship between a franchisor and a franchisee, very little is known about
these relationships in the franchise system.

The third section of this chapter describes the linkage between the quality of the
exchange relationship and the job-related outcomes of performance and overall
satisfaction. LMX may be particularly useful in franchise research to assist in the
explanation and understanding of the socialization process, in identifying the variables
which are influenced by the leader-member exchange process, including satisfaction,
performance, loyalty, turnover, motivation, and in developing an understanding of the
management process as it affects the franchisor-franchisee relationship. In this chapter
section, propositions are offered which differentiate a high quality relationship from a

low quality relationship, and the possible behaviors of franchisees are explored.
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3.1 Theoretical Framework: Leader-Member Exchange Theory

Exchange theory views human behavior as being guided by considerations of
exchanges of costs and rewards between interacting parties. Exchanges between a
subordinate and his or her leader (supervisor) are referred to as leader-member
exchanges. Over twenty years ago, Dansereau, Graen, and Haga (1975) presented the
vertical dyad linkage (VDL) theory. Since then, this theory has evolved into a dyadic
approach to understanding the leader-subordinate relationship known as leader-member-
exchange (LMX) theory, with the dyad consisting of a leader and an organizational
member (Herold, 1977; Graen and Scandura, 1987; Graen and Uhi-Bien, 1995). In the
case of this study, the leader-member exchange refers to the exchange relationship
between the franchisor and the franchisee.

The theoretical basis of LMX is that a dyadic relationship and work roles are
developed or negotiated over time through a series of exchanges, or “interacts,” between
the leader and the member (Wayne and Ferris, 1990; Wayne et al., 1997; Deluga, 1998).
Through their behavior, each member of the dyad invests resources in the development of
the relationship. LMX theory defines leadership as a mutually influential process
characterized by trust and obligation between the leader and the subordinate.

LMX is a subset of social exchange theory, which is a general theory that explains
behavior in various types of dyadic relationships (Blau, 1967; Ekeh, 1974; Heath, 1976;
Gergen et al., 1980; Cook, 1987). LMX theory is more specific, and attempts to describe
the behaviors of the subordinate and superior in a vertical dyadic relationship. LMX

applies general social exchange principles to this vertical dyad. These principles include

39



the following: (1) interpersonal relationships can be characterized as exchange

relationships, (2) each dyad member is seeking rewards, and (3) each dyad member
makes contributions based on the rewards offered by the other dyad member. Social
exchange theory applied to the leadership setting calls attention to the way in which the

subordinate’s behaviors or contributions to the exchange relationship affect the leader.

Leader-member exchange (LMX) theory stresses the various relationships
between a leader and subordinates within a work unit (Dansereau, Graen, and Haga,
1975; Liden and Graen, 1980; Graen and Scandura, 1987). LMX theory holds that the
quality of the leader-subordinate exchange affects performance (Dunegan, Duchon, and
Uhi-Bien, 1992), worker productivity (Scandura and Graen, 1984; Schriesheim, Neider,
and Scandura, 1998), organizational climate (Kozlowski and Doherty, 1989; Scandura,
Graen, and Novak, 1986), demographic similarity (Liden et al., 1993), perceived
similarity (Liden et al., 1993; Turban and Jones, 1988), and attitudinal similarity (Turban,
Jones, and Rozelle, 1990). The widespread application of LMX theory suggests that it is
a useful tool in understanding the dynamics of dyadic functioning in organizational
settings.

It is important to understand the leader-member-exchange relationship for a
number of practical reasons. First, the quality of exchange relationships can influence
many of a subordinate’s job-related outcomes. Positive relationships between LMX and
objective performance have been observed in some studies (Duarte et al., 1994; Scandura
and Graen, 1984; Eden and Shani, 1982; Graen, Novak, and Sommerkamp, 1982).

Second, expectations on the part of either a leader or member can lead to self-fulfilling
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prophecies (Eden, 1990a,1990b; Turban et al., 1990; Eden, 1992; Liden et al., 1993;
Elaine and Lord, 1997).

It has been suggested by previous research that the leader-member relationship
can influence many behavioral employee responses. The influence of a leader on the
perceptions of fairness in procedures can be understood best as one of several possible
outcomes of a negotiated process of role-making which involve leaders and their
subordinates during the early phases of their working relationship (Dansereau et al.,
1975; Wayne and Ferris, 1990; Wayne and Liden, 1995). At its optimum, this
relationship can develop into an effective partnership (a high LMX partnership) which is
characterized by mutual trust, respect, and obligation as well as mutual goals (Graen and
Uhi-Bien, 1995).

It has been demonstrated by research that the leader-member exchange can be
related to significant organizational results, including subordinate turnover (Graen, Liden,
and Hoel, 1982), subordinate satisfaction (Graen, Novak, and Sommerkamp, 1982;
Graen, Orris, and Johnson, 1973; Scandura and Graen, 1984), and member extra-role
performance (Wayne and Green, 1993; Graen and Cashman, 1975). Delegation has been
investigated as a component of a larger construct (Scandura et al., 1986), by looking at
the relationship of decision-influence afforded to subordinates with subordinates’
performance and the quality of the leader-member exchange. It was discovered that the
correlation between the exchange quality and the performance of subordinates can
indicate that either a higher quality LMX or good performance was associated with a
greater degree of decision-making influence on the part of subordinates (Bauer and

Green, 1996). In another study, it was found that in dyads identified as having high-
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quality leader-member exchange, the decision-making of supervisors was
characteristically less autocratic and more delegate than that of supervisors engaged in
lower-quality dyads.

High-quality leader-member exchange relationships can be viewed as evidence of
successful trust-building over time, which corresponds with theories of trust grounded in
social-exchange theory, that assume that trust is a product of the repeated exchanges of
benefits between two individuals. Studies have found that the personality trait of trust is
a basic foundation for high levels of leader-member exchange (Scandura and Graen,
1984).

From the discipline of psychology comes the premise that trust is a well
established and important factor of psychological well-being (Erickson, 1950) and that
the stability or instability of human relationships can be seen to have a basic grounding in
the personality trait of trust (Kee and Knox, 1969). More specifically, trust within
members of groups has been documented as being important to the group’s performance.
To elaborate further, trust can be seen as the basis for effective delegation, two-level
communication, giving and receiving feedback, and a sense of team spirit. The
development of trust is a primary factor in establishing a high-quality leader-member
relationship (Dienesch and Liden, 1986).

More recently, research has focused on the role of mature partnerships in effective
leadership processes (Graen and Uhi-Bien, 1995), and has extensively investigated the
role of “liking” in dyadic relationships (Dienesch and Liden, 1986; Liden et al., 1993;
Turban et al., 1990; Wayne and Ferris, 1990). Dienesch and Liden (1986) have proposed

that “liking” is actually a component of LMX, which they describe as a multidimensional
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construct. Accordingly, several researchers have examined liking as an antecedent of
LMX. Wayne and Ferris (1990) showed that liking was a strong determinant of LMX
quality in both a laboratory and a field setting. According to Liden et al. (1993), early
liking in dyadic relationships was even more influential to a leader’s view of an LMX
relationship than the leader’s perceptions of performance.

Relationship quality has been discussed as a bundle of intangible values which
augments products and results in an expected interchange between buyers and sellers
(Levitt, 1986). In an empirical study on relationship quality, Crosby, Evans, and Cowles
(1990) investigated services selling and viewed relationship quality as a higher-order
construct that is comprised of the increasing importance of the dimensions of satisfaction
and trust. The trust that develops allows expectations to sustain the relationship.
Relationship quality can be seen as particularly relevant to franchisee-franchisor
interactions.

The leader-member exchange (LMX) relationship is based upon the level of
emotional support and the exchange of valued resources. The most important contribution
of the LMX is the supposition that the quality of the subordinate’s relationship with the
leader is critical in determining his or her success or failure in the organization, and
further, that the quality of the leader-member relationship correlates with productivity,
satisfaction (Graen, Novak, and Sommerkamp, 1982), and subordinate turnover (Graen,

Liden, and Hoel, 1982).
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3.2  Components of the Model

In the theoretical model (see Figure 1, p. 196), leader-member exchange (LMX)
theory is a core concept dealing with the quality of the relationship between franchisor
and franchisee. The model describes the effects of motivation, the evaluation of the
franchisor's support, the perceived advantage of the brand name, the franchisee’s
performance, the franchisee’s satisfaction, and the commitments of the franchisee in
terms of staying with or leaving the relationship. This study will demonstrate that in a
given leader-follower relationship, the causal directions are reciprocal in their effects on
behavior, and further, the study investigates variables which may determine the degree of

influence which dyadic partners may have on one another’s behavior.

3.2.1 Motivation for Choosing a Franchise

Perhaps the most important question to ask of a franchisee is why he or she would
seek a franchise rather than operating an independent business. Researchers usually have
chosen to identify the most important perceived advantages of franchising. In one study,
British franchisees identified “national affiliation with a nationally known trademark”
(Stanworth, 1977) as the most important advantage, while in another study “franchisor
support” was identified as the most important (Hough, 1986). Baron and Schmidt (1991)
found that although franchisees might desire to operate their own businesses, they found
franchising attractive due to the availability of backup help, a proven concept and name,
and reduced risks of failure. A study by Knight (1986) found that among the most

important reasons for becoming a franchisee were the benefits of a known trade name,
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higher independence, and job satisfaction. A subsequent study by Withane (1991) used
Knight's list in his research of a sample of Canadian franchisees, and identified “proven
business format” as the most important feature.

Peterson and Dant (1990) studied U. S. franchises, and found that those
franchisee’s who had owned businesses in the past ranked “established name” and “lower
development cost” as most important, while franchisees who had not had a history of
self-employment ranked “greater independence” and “training” as the most important
benefits of being franchisees. In another study, Hunt and Nevin (1974) looked for a
correlation between a franchisee’s past self-employment experience and the success of
the franchise, with the franchisee’s income as the indicator of success. However, no
significant relationship was found between these factors.

The choice to become a franchisee has its origin in both economic and social
factors, and the personal characteristics of the franchisor that guide the decision can be
assumed to have both personal and economic components. According to literature from
the field of economics, deciding to purchase a franchise is seen as a rational response to
an appealing investment opportunity (Kaufmann and Stanworth, 1995). It is typical for
franchise units to be small in scale and family-run (Kaufmann and Stanworth, 1995).
However, this viewpoint does not take into account several personal factors, among them
the initiation of the decision process because of unfulfilled need (Engel, Kollat, and
Blackwell, 1973; Engel, Blackwell, and Miniard, 1990). It could be suggested that it is
the desire for entrepreneurial activity that leads franchisees to purchase a franchise outlet.
Again, personal factors, as well as the previous experience of the franchiser may guide

the decision to purchase an outlet (Williamson, 1975). It is suggested, also that personal
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characteristics associated with small business entrepreneurs may motivate franchisees to
purchase franchises, in that franchising is a subset of small business management.

Peterson and Dant (1990) have described franchisees as being subject to a “large
number of situational, personality, and economic correlates . . . likely to influence their
perceptions” (p. 48) about franchising. Therefore, it is important to realize that the
individual, personal characteristics of franchisees should be taken into account, in
addition to other factors. For example, it was discovered (Knight, 1983; Stanworth et al.,
1989; Stanworth and Kaufmann, 1994, 1996) that a proactive scale of personality traits
has a potential for clarifying the reasons why an individual would decide to become an
entrepreneur. Entrepreneurial commitments may be defined as one’s judgments about the
likelihood of owning one’s own business.

In his research, Korman (1968) said that “all other things being equal, individuals
will choose, adjust their performance to, and find satisfying those behavioral roles that
maximize their sense of cognitive balance or consistency” (p. 485). He identified self-
esteem as a behavioral trait that influences the other relationships between organizational
variables. According to Korman (1968), differences in self-esteem cause people to
behave differently in different situations in order to bring their cognitive processes in
alignment with their views of reality. In particular, the potential for self-esteem to
moderate situations has been a frequent topic for studies about the relationship between
job performance and job satisfaction. Korman (1968) suggested that people with high
self-esteem would demonstrate a high correlation between job satisfaction and

performance.

46



Another personality trait that potentially influences the decision to become a
franchisee is the perception of independence. Peterson and Dant (1990) suggested that an
increasing perception of personal power and independence was a likely factor in a
hierarchy of motivations to purchase a franchise. However, the authors identified a
weakness in their study, in that they did not use potential franchisees in their research,
and instead relied solely on the hindsight of current franchisees. Peterson and Dant
(1990) did not identify meaningful findings about the motives that attract small business
entrepreneurs to purchasing franchises, but Williams (1994) found that there was less
probability of becoming a franchisee for people who had not had prior small-business
experience.

People who do have prior experience in self-employment most likely find the
competitive advantage provided by franchising to be appealing, in comparison to running
a similar business independently. Franchising provides a somewhat easier means toward
self-employment than does beginning a small business enterprise, and it provides
opportunities for individuals to create jobs and long-term wealth and stability for their
families (Leach, 1994). The independence of franchising compared to salaried
occupations may be attractive to people with these motivations.

It can be seen from the review of the literature that a decision to become a
franchiser reflects a change directed at particular social or economic goals. The most
important characteristics of a franchisee were seen as the desire to work hard and to
succeed. The most significant concerns an individual might have about his or her work
environment are reflected in the advantages an individual perceives in becoming a

franchiser. Individuals who are self-employed are expected to value the reduced risk
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associated with a successful and proven franchise company. Therefore, the following

proposition is based on the proposed model and the results of the prior research.

Proposition 1.:
The franchisee’s motivation to become a franchisee is related to the quality of the

relationship with the franchisor and the commitments of the franchisee.

3.2.2 Evaluation of Franchisor Support

In the literature dealing with satisfaction/dissatisfaction, customer’s expectations
can be correlated with the predictions customers make about the likely outcome of a
given exchange or transaction. Nearly all the models about the process of satisfaction
formation assert that satisfaction results from consumers’ comparison of their perceptions
of product performance to their expectations about the product. However, the
expectation construct has not been well defined or conceptualized in the literature.
Expectations can be viewed as desires or wants of customers, i.e., what they feel a service
provider should offer rather than what they do offer (Parasuraman, Zeithaml, and Berry,
1985; Zeithaml et al., 1988, 1990; Zeithaml, 1988). And further, expectation can be seen
as primary perceptions about the likelihood of some event (Bearden and Teel, 1993;
Westbrook, 1987; Westbrook and Reilly, 1983). Another viewpoint expands on this in
that expectation is the perception of the likelihood of an event, and additionally, includes
the perception of whether or not the event will be positive or negative (Churchill et al.,

1974; Churchill and Surprenant, 1982; Tse and Wilton, 1988; Oliver, 1993).
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According to Oliver (1981), “it is generally agreed that expectations are
consumer-defined probabilities of the occurrence of positive and negative events if the
consumer engages in some behavior” (p. 33). Oliver (1977, 1989) characterized
expectations as having two components: the probability of occurrence and the
occurrence’s evaluation. Both of these components are necessary, in that it is ambiguous
as to which attributes are preferred by consumers. As applied to the franchisee, Oliver’s
broader definition of the expectations (1974, 1979, 1980, 1996) construct combines an
individual's judgment of an event with his or her expectations of the likelihood of its
occurrence. Miller (1977) proposed a construct having to do with “ideal expectations”,
defined as the “wished for” level of performance. Swan and Trawick (1980) suggested a
standard that they termed “desired expectations,” which can be defined as the level at
which the customer would like a product or service to perform. Miller (1977) proposed a
related idea, the minimum tolerable expectation, which can be defined as the lowest level
of performance acceptable to the customers’ subjective evaluation of their own
investment. Although Zeithaml, Berry, and Parasuraman (1991) have indicated that
service expectations are similar to ideal standards, they have not clearly articulated a
specific interpretation of the idea standard to which they are referring. It will be
demonstrated that conceptualizing service expectations as ideal standards is a problem
under each of the interpretations examined.

The expectation construct has been seen as having a major role in evaluating
franchisor support. The emphasis in the literature about quality assurance seems to focus

on product reliability through procedures rather than on the “validity” of the product.

49



From the customer’s point of view, matching fithess with purpose appears to have the
principal influence on quality.

A three-dimensional approach to service quality was taken by Lehtinen and
Lehtinen (1982). Physical quality, the first dimension, concerns a service’s tangible
aspects. The second dimension is interactive quality, which involves the interactive
nature of services and refers to two-way flows between the customer and the service
provider. The third dimension of the construct is corporate quality, which refers to the
image the customer has of the service provider. And finally, the fourth dimension is
identified as corporate quality, which refers to the image attributed to the service provider
by its customer. The authors contend that corporate quality tends to be the more stable of
the dimensions over time. In his study, Gronroos (1983) proposed that there are two
basic dimensions for service quality. The first, technical quality, refers to what is
delivered, while the latter, functional quality, refers to how the service is delivered.

The evaluation of quality results in degrees of one of two outcomes, satisfaction
or dissatisfaction, which can be viewed as representing opposite ends of a continuum. In
general, satisfaction occurs when outcomes meet or exceed the customer’'s expectations,
and similarly, dissatisfaction occurs when there are negative discrepancies between the
outcome anticipated by the customer and the actual outcome. Satisfaction is determined
as a result of a comparison between expectations and outcome (Oliver, 1974, 1977, 1979,
1996). Quelch and Ash (1981) have suggested that customers do not always take action
when dissatisfied with services because they feel helpless in a given situation. The cause
for customer helplessness can be identified in the professional characteristics of the

service provided. Customers may be reluctant to complain except in cases of extreme
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dissatisfaction with professional services because of the costs that such complaints may
entail, such as the legal costs associated with malpractice litigation, for example.
According to Parasuraman et al. (1985, 1988), investigating both the customer and the
service provider in the transaction will yield insight into the perception of service quality.
This suggests that assessing the perceptions of both sides of the transaction should aid in
understanding quality.

The role of the franchisee when purchasing contracts for the franchise system is
that of the franchisor’s representative. In the role of buyer, the franchisee’s responsibility
is to meet the franchisor’'s requirements, and the franchisee’s accountability is to the
franchisor. Studies have shown that firm factors such as accountability, loyalty,
commitment to a constituency, monitoring of constituents, and the representational role
may greatly influence individual behavior in negotiations (Clopton, 1984). Therefore, it
is clear that there are several standards of comparison, and an understanding of the
impacts of expectations about the quality of a relationship on performance, and on
satisfaction must take these standards into account.

System growth is important to the establishment of a strong franchisor brand
name, and Shane and Spell (1997) suggest that the franchisee should seek a franchisor
that is expanding rapidly. To ensure quality, it is important to seek reliability through
effective procedures and efficiency, and also through attempting to influence attitudes,
behavior, and flexibility. Demonstration of trustworthiness and a high quality of
operating systems and other intangible assets can attract franchisees. Seen in this light,
perceived service quality derives from franchisees’ comparisons of the benefits they seek

from franchisors and the characteristics of actual service performance.
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Proposition 2
A franchisor’s support is related to the quality of the relationship, to the franchisee’s job

performance, and to the franchisee’s job satisfaction.

3.2.3 Perception of Franchisor’'s Brand Name

The current study proposes that brand name may be a positive influence on the
franchisee’s behavior and reflect the quality of the relationship with the franchisor. A
good brand name would have a positive impact on perceived value and the willingness to
stay in the franchise system. A brand can be considered a conceptual construct that
stands for a product’s tangible and intangible assets, and is what sets the product apart
from other products in a competitive market. The customer’s perception of brand value
may derive from multiple sources, and the customer may have a perception of the
product’s image that is not related to the actual make-up of the product (Grewal et al.,
1998). This perception can have genuine value for the customer (Bojanic, 1996). Brand
name is frequently used as an “informational chunk” that represents a composite of
information about a product (Olson, 1976). A great advantage of a brand name is its
economies of scale in application (Caves and Murphy, 1976). According to Richardson,
Dick, and Jain (1994), ingredients associated with national brands have considerably
higher quality assessments than do ingredients that have private brand names. Often,
brand names are associated with superior quality, whether or not that assessment is

justified. A brand name gives customer confidence that there is an actual individual who
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stands behind the recognizable corporate insignia and will back the product, and thus,
customers are willing to pay a higher price for brand name products.

Esteem can be defined as how highly consumers regard a particular brand, as
differentiated from knowledge, which is an understanding of what the brand stands for in
its growing market (Huddleston et al., 1990). The well-being of a brand can be seen as a
relationship between knowledge and esteem. A brand may be held in higher esteem than
knowledge; in other words, knowledge about a brand and the esteem with which it is
regarded are not necessarily the same. Brands which consumers hold in high esteem tend
to be newer brands, and in the case of franchises, they tend to be newer, expanding firms.
Conversely, brands about which consumers have higher knowledge than esteem tend to
have lower consumer perceptions of quality, and most likely have maintained sales
through discounting or low pricing (Agres and Dubitsky, 1996). Brand knowledge can be
subdivided into brand awareness (recall and recognition) and brand image (a combination
of the favorability, strength, and uniqueness of a brand).

There has been renewed interest in the role of consumers’ behavior as it relates to
the role and impact of brands, focusing on topics such as consumer evaluations of brand
extensions to brand equity (Aaker and Keller, 1990; Aaker, 1991; Loken and John, 1993).
A link has been found between consumers’ perceptions of the costs of advertising
campaigns and consumers’ expectations of brand quality (Kirmani and Wrigh, 1989).
Consumers’ memory of their brand evaluations and attitudes toward a brand can be
enhanced through advertising (Farquhar, 1989). If brand image is well created and
promoted, consumers can, through brand recognition, feel more confident about

uniformity of service quality, thus providing service companies with greater degrees of

53



latitude in pricing (Onkvisit and Shaw, 1989). Onkvisit and Shaw (1989) further assert
that, due to the abstract nature of services, a service company should attempt to create a
positive image through appropriate branding. A norm may derive from the expected
performance of a particular brand, and thus brand name can be viewed as a pledge to
consumers about a certain level of quality in products and services. This view is
paralleled by Cadotte, Woodruf, and Jenkins, (1987), who have stated that consumer
experience with a brand is a source of consumer expectations of a norm, particularly in
the case of focal brands.

Consumers and companies are willing to pay high prices for brand names because
of the perception that they add value. Brand image can be defined as the perceptions of
the brand that reflect consumer associations of the brand in memory (Keller, 1993, 1998).
The added value that a brand name gives a product is termed “brand equity” (Aaker,
1991). Brand equity can protect a company’s products from the risks of competition, can
facilitate the successful addition of new products. can ensure a consistent volume of
sales, and contributes to the image of the company or retail outlet. In a situation
involving collaboration, the brand image contributes to the overall impression the public
has of each partner (Varadarajan, 1986, Young and Greyser, 1983), where evaluations of
both brands occur when the brands are linked by collaboration of firms, in addition to the
perceptions that are attached to store-brand specific impressions (Broniarczyk and Alba,
1994).

The level of customer loyalty to certain brands is linked to the level of
commitment to a brand by customers. Brand equity exists in the perceptions, or mental

image, of the customer about the associations with a company or restaurant or service,
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and the benefits of a given brand. Brand equity can take years to achieve, although it can
be lost in a very short time, or it can be strengthened, or expanded to other products and
services. Taken as an example, McDonalds is an institution with high brand equity.
Brand equity is a critical factor for the entrepreneur, whether self-employed, the operator
of a restaurant chain, or a single franchise.

It is difficult to manage “added value” without knowing the actual value that a
brand name adds to a product (Crimmins, 1992). The potential value of brands to an
acquiring firm is an indicator of brand equity (Kerin and Sethuraman, 1998; Muller,
1998). Within the area of marketing literature, brand equity usually falls into two
categories: those involving consumer perceptions (e.g. awareness, brand associations,
perceived quality) and those involving consumer behavior (e.g. brand loyalty) (Cobb-
Walgren, Ruble, and Donthu, 1995). Brand name is often the core indicator of brand
equity, and therefore brand equity and brand importance can be equated (Louviere and
Johnson, 1988; Sharkey, 1989). Keller (1993) offered the following perceptual
definition: Brand equity is “the differential effect of brand knowledge on consumer
response to the marketing of the brand.” Brand equity can be built by establishing service
delivery systems that consistently meet customer expectations in the level of products and
services. Also, to be retained in the customer’'s memory, the brand must be reinforced by
consistent symbolic images that evoke significance and are graphic representations of the
firm’s level of product quality and service delivery.

Consumers choose restaurant brands because they stimulate excitement, or they
are comfortable, or they are reliable. Since consumers judge the acceptable level of

restaurant products and service quality as a combination of sacrifice and utility, which
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restaurateurs commonly call value, market leaders in the restaurant industry can maintain
market share by offering a high quality product at a fair price, which can be seen as
corresponding to brand equity.

Franchise systems have expanded because there apparently has been an increase
in the efficiency of national brand names through television exposure and more efficient
national information technology, thus reducing the costs of establishing national brand
names. Also, an increase in travel has caused consumers to stop in unfamiliar
geographical areas where brand names would be perceived as a guarantee of a
consistency of quality. In this instance, the recognition of brand names through national
advertising would be indicators to consumers of quality. This in turn enhances the value
of the national brand name. Also, consumer preferences have changed as consumer
income has risen, and these changes have served to enhance the value of national brand
names. In other words, consumers are often inclined to purchase standardized products
from the nearest available source.

Base fees and royalties reflect the financial value of the franchise, and costs are
those expenditures associated with running a franchise operation. A franchisor’s value to
the franchisee is linked to consumer preferences for nationally known brands offering
standardized products or services. Franchisors specify uniform contract terms for their
affiliated franchisees, which serve to reflect the value of the franchise and its associated
brand name, including the estimated financial performance of the individual franchisees,
and the costs that come with the provision of contracted services. Differences in the

value of a franchise have implications for the franchisor-franchisee relationship. The
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greater the value of the brand name, the easier the franchisor’'s entry into new markets,

and the greater the demand from franchisees (Baucus, Baucus, and Human, 1993).

Proposition 3:
Brand name is associated with the quality of the relationship between the franchisor and

the franchisee, and is related to the franchisee’s job performance

3.2.4 The Quality of the Relationship Between the Franchisor and the Franchisee

The proposed model of the franchisor-franchisee relationship builds on Leader-
Member Exchange Theory (LMX), which utilizes the concept of dyads. Dyads, a special
case of groups, are defined by two individuals who are interdependent on a one-to-one
basis. In utilizing LMX, it is assumed that franchisor-franchisee dyads are unique types
of dyad, and that the specific relationship under investigation determines the outcome
variables and performance processes. The model proposed in this study illuminate the
process of exchange between the franchisor and franchisee through the use of a dyad
perspective. The model attempts to provide a complete description of the franchisee-
franchisor relationship by identifying each of the contributions to the relationship, and
describing how these contributions are interrelated (or exchanged). Further, this model
attempts to capture the unique problems of a vertical dyad, which is located at the
boundary of the organization.

Social exchange theory provides general principles regarding dyadic
relationships; LMX explains what is involved in vertical dyads, and boundary role theory

holds some implications for vertical dyads, which are located at the perimeter of the
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organization and include the franchisor and the franchisee. Using categorization
structures from the leadership literature, behaviors on the parts of the franchisor and the
franchisee can be ordered according to personal and positional factors impacting the
exchange relationship. When seen in the light of boundary role theory, these
contributions to the relationship are applicable to the franchise system. On the franchisee
side of the relationship, the advantages include a proven concept, the tools necessary for
success, technical and managerial help, standards and quality control, a minimal risk, less
capital necessary for operations, access to credit, and the advantages of advertising. On
the franchisor side of the relationship, franchisees make valuable contributions to the
system. It should be noted that some of the most productive concepts utilized by chains
have come from franchisees. An example would be the world’s single most recognizable
fast-food item, McDonald’s Big Mac, which was initiated by a franchisee. The Egg
McMuffin and Wendy’s taco salad have similar origins. The advantages for franchisors
include opportunities for expansion, increased buying capabilities, convenience of
operation, and the contributions of the franchisee.

A focus of current research is on dyads consisting of the franchisor and the
franchisee within groups, and independently of their formal groups. Dynamic exchanges
can occur between the franchisee and significant others, including the franchisor, which
is the key relationship in the franchisor-franchisee dyad. Whether or not the parties
involved can work smoothly with one another, whether or not they share compatible
goals; and whether they have an understanding of and place value on one another’s
strengths and weaknesses, are all important questions that impact performance. The

potential significance of leader-member exchange to the business success of companies
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has been demonstrated to correlate highly with satisfaction and performance (Scandura
and Graen, 1984). A high quality relationship can be expected to result in high
productivity, and thus the quality of the relationship between franchisor and franchisee

potentially can determine revenues and profits.

Proposition 4:
The quality of the LMX is related to the level of performance, to the level of satisfaction,

and to the commitments of the franchisee.

3.2.5 Franchisees’ Job Performance

Many researchers who have attempted to find correlations between performance
and outcomes have recognized the need for a definition of the construct of performance.
A study by Schwab and Cummings (1970, 1976) found a relatively weak to moderate
relationship between job performance and job satisfaction, and suggested that the
variables that affect performance and job satisfaction differently could be potential
moderators of the performance-satisfaction relationship. Carrying this idea further,
Porter and Lawler (1968) noted that variations in job performance might be the reason for
variations in satisfaction. This idea was also supported by Schwab and Cummings (1970,
1976).

A higher correlation was found between comparatively satisfied franchisees and a
higher annual income and/or higher total sales than was the case with relatively
dissatisfied franchisees. Schul (1980) found that the degree of conflict was potentially of

influence in the franchisor-franchisee relationship, and in another study Morrison (1997)
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found that conflict had impacted performance negatively in those organizations that were
found to have a higher mean level of conflict. Franchisees’ performance can be seen as a
cluster of related factors, including motivation, aptitude, role perception, and
environmental variables. In turn, successful performance brings rewards that lead to job
satisfaction. Studies have examined various components of these issues, as well as the
effects of the franchisee’s adaptability.

Recently, attempts have been made to provide an integrative framework
addressing the process by which the franchisee’s affect variable may be an antecedent of
sales performance. One such study was done by Tanner and Castleberry (1986) using
Vertical Exchange (VE) theory, and focusing on the interaction between the manager
(franchiser) and the salesperson (franchisee). The VE model illustrates the relationship
chains that are formed in a sales organization. The advantage of VE theory over other
theories is that VE takes into account the franchisee’s behaviors that affect the franchisor.
These behaviors have an effect on franchisor’s behaviors and impact role stress and other
factors that relate to performance, such as territory quality, training quality, and others
(Tanner and Castleberry, 1990). A relationship based on the exchange of work-support
forms between the manager (franchisor) and the subordinate (franchisee) through a
continuum of the give and take of rewards. The continuum consists of a high quality of
exchange (termed a cadre relationship), to a low quality of exchange (a hired-hand
relationship). Of the two types of relationship, the cadre relationship enjoys more

latitude, support, and attention from the manager (Graen and Schiemann, 1978).
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Proposition 5:
A franchisee’s job performance is related to the level of the franchisee’s satisfaction, and

also is related to the franchisee’s commitments.

3.2.6 Franchisee’s Job Satisfaction

Job satisfaction is defined as the degree to which the characteristics of the job
itself and the work environment are judged by employees to be rewarding, fulfilling, and
satisfying (Churchill, Ford, and Walker, 1974, 1976, 1979; Churchill et al., 1985). A
further, commonly used definition is that job satisfaction is “a pleasurable or positive
emotional state resulting from the appraisal of one’s job or job experience” (Locke, 1976,
p. 1300). Empirical studies have been conducted to determine the effects on job
satisfaction of pivotal organizational outcomes such as the commitment to leave the
business relationship (Mobley, 1982), job performance (laffaldano and Muchinsky,
1985), and improving organizational interrelationships (Schul, 1980). In practice,
franchisor-franchisee relationships that mesh well are a primary determining factor
leading to the future attractiveness of franchising (Morrison, 1996).

Many empirical studies have investigated the franchisee’s work attitude in various
areas of the franchise work environment (Hunt, 1977; Goodman, 1980; Knight, 1986;
Morrison, 1996). Job satisfaction has been one of the most frequently studied work
attitudes, and it has been noted that franchisees’ attitudes toward their work tend to have
an important role to play in their decision-making and job satisfaction (Morrison, 1997).
Morrison postulated that there were three primary factors that influence franchisee job

satisfaction positively. These include: (1) franchisor support meets franchisee’s
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expectations, (2) franchisee’s expectations are met regarding operational characteristics;
and (3) franchisees perceive fairness in the franchisor’s restrictions. Morrison (1996)

stated that both franchisor and franchisee have roles to play in ensuring that their
relationship would lead to franchisee job satisfaction and financial success for both.

A distinction can be made between the quality of a relationship and job
satisfaction. The perceived quality of a relationship is a global judgment or attitude,
whereas satisfaction is more local, and related to a particular transaction. Oliver (1980)
summarizes the current thinking on job satisfaction in the following definition:
Satisfaction is a summary psychological state resulting when the emotion disconfirmed
expectations is coupled with the consumer’s prior feelings about consumption
experience. Given these factors, the most likely and easily measured were favorable or
unfavorable word-of-mouth and whether franchisees would purchase their outlet again if
given the opportunity.

It is proposed that franchisees’ relative job satisfaction play an integral role in
maintaining the franchisor-franchisee relationship. In addition to helping improve the
franchisor-franchisee relationship, this investigation may provide useful information to

the franchisor in franchisee selection, and for marketing franchises.

Proposition 6:

Franchisee job satisfaction is related to the franchisee’s commitments.
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3.2.7 Franchisee’s Commitment

Meyer and Allen’s (1991) referred to three forms of commitmenaftective
continuanceandnormativecommitment. They also identified three distinct themes in the
definition of commitment: (1) commitment as an affective attachment to the organization,
(2) commitment as a perceived cost associated with leaving the organization, and (3)
commitment as an obligation to remain in the organization. Common to the three
approaches is the view that “commitment is a psychological state that (a) characterizes
the employee’s relationship with the organization and (b) has implications for the
decision to continue or discontinue membership in the organization” (Meyer et al., 1993.
p. 539).

According to many studies, turnover is a behavior resulting from individual
choice, and is a psychological factor. In the commitment-turnover relationship,
commitment with one’s job is the most often investigated psychological variable studied
on the individual level (Mobley et al., 1979). Satisfaction and organizational commitment
have been invariably been found to correlate positively with one another (Bluedorn,
1978,1982; Clegg, 1983). Commitment to an organization is a vital factor, and includes
its effect on turnover and intentions to remain in or leave the relationship (Shore and
Martin, 1989), and the relationship of commitment to job performance (Mowday, Steers,
and Porter, 1979).

A lack of job satisfaction has been found the single most important reason why
franchisees leave the franchisee-franchisor relationship. According to Price and Mueller’'s

empirical study (1986), job satisfaction has an indirect effect on turnover in that it affects
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the formation of the intent to leave and a positive relationship has been found between
commitment and intention to quit the relationship. Job satisfaction is thought to be a
product of immediate affective attitudes to the work and the characteristics of the work,
while commitment to an organization is thought to develop slowly over time (Locke,
1976; Mowday, Porter, and Steers, 1982).

There are few definitive findings about which factors impact the level of
franchisees’ commitment to the franchise system of which they are a part. Early studies
indicate that franchisees who have a positive perception of their relationship with the
franchisor have more commitment to their franchise system (Mayo, Robicheaux, and
Ferrell, 1989). It should be remembered that this relationship may be reciprocal
(Morrison, 1997). A relatively significant negative relationship was identified between
worker-satisfaction and voluntary turnover. A study by Porter et al. (1974) contends that
the relationship between job satisfaction and job turnover is based on the extent to which
job expectations are met. The psychological reasons for this result, according to Mobley
(1982) are that dissatisfaction on the job leads to thoughts about leaving the job, the
commitment to search for another job, the evaluation of employment alternatives, the
intention to leave the job, and subsequent turnover.

Cotton and Tuttle (1986) found a negative relationship to turnover with overall
job satisfaction, satisfaction with the work itself, satisfaction with income, satisfaction
with supervision, and organizational commitment. Hing (1995, 1996) suggests that
franchisee satisfaction can be strongly correlated with positive post-purchase intentions.
And further, he found that if the re-contract is positively related to franchisee satisfaction,

franchisees have the commitment to recommend franchise investment to others, and to
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invest in their franchise unit again. This finding suggests that franchisee satisfaction
positively influences the intention to remain in the franchise system. Another factor that
may positively influence organizational commitment is whether or not it is perceived that
the parent company has an investment in the franchisee’s success, and the quality of the

partnership between the franchisor and the franchisee.

3.3 Summary

This chapter discusses literature relevant to the constructs of the proposed model,
and to the propositions of the study. The design of the model presented in this chapter
was based on information gathered from an extensive review of the relevant literature.
The basic conceptualization of the proposed model is investigated, with the assumption
that the quality of the franchisor-franchisee relationship depends on various inputs by
both franchisors and franchisees. These inputs influence both the franchisee’s
performance, job satisfaction, and commitment.

The concepts presented in this chapter represent the initial steps in the research
agenda, in that they describe an antecedent stage in the proposed model. First, leader-
member exchange theory is discussed, as a subset of social exchange theory and as a core
concept about the quality of the franchisor-franchisee relationship. The relationships in
the model are then expressed as six propositions, which are the assumptions underlying
the model’s constructs. These propositions include the areas of motivation for choosing a
franchise, the quality of the relationship as related to job performance and franchisee job

satisfaction, the significance of the perceptions of brand name, the relationship of the
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LMX quality to performance level, the level of satisfaction and to the commitments of
the franchisee, These propositions address significant factors in the franchisor-franchisee
relationship, including the perceived quality of the franchisor’s service, and the perceived

brand value. Further, the linkages between these factors are explored
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CHAPTER 4

RESEARCH METHODOLOGY

This chapter introduces the research hypotheses, the measurements for all the
constructs, and the analytical procedures used to check instrument reliability and validity.
In the first section of this chapter, the research hypotheses are presented. The hypotheses
are based on the theoretical model of the franchisor-franchisee relationship that includes
the effects of the franchisee’s motivation for choosing the franchisor, the evaluation of
the franchisor’'s support of the franchisee, and the franchisee’s perceptions of brand
value. And also, the model addresses the effects of the quality of the relationship on the
franchisee’s job performance, job satisfaction, and willingness to stay with the
franchising company. The second section of this chapter discusses the sample selection
and data collection, and the administration of the questionnaires. The measurement
methods used in the study are presented in the third section.

It is necessary to examine the quality of the data in terms of testing the non-
response bias and informant competency. Some of the assumptions underlying the
theoretical model are then tested. The analysis is based on the Covariance Analysis of
Linear Structural equations (used to test the model). This design allows the researcher

the opportunity to examine causal relationships in the field setting.
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4.1 Research Hypotheses

A hypothesized model (see Figure 2) of the franchisor-franchisee relationship was
developed based on the proposed conceptual model (see Figure 1). Six research
hypotheses are tested, including hypotheses that deal with the examination of the effects
of motivation, evaluation, brand name, the quality of the relationship, performance,
satisfaction with the franchisor-franchisee relationship, and willingness to remain in the
franchise relationship. Hypothesized relationships among the variables in Figure 2 are
indicated by causal and effect signs.

The motivations of individuals who join a franchise system have received
relatively little attention (Peterson and Dant, 1990). The growth of franchising and its
lower failure rate in comparison to independent business is generally attributable to
greater market recognition based on an established trade-name, proven products and
systems, the provision of training by the franchisor, and continuing support of a
franchisor’s professional staff.

The selection of a franchisor is a critical element in the success of an individual or
group of individuals entering business through becoming a franchisee. Weinrauch (1986)
maintains that effective franchisees should be dedicated entrepreneurs, good team-players

and able to work within the system.

Hypothesis 1.a:

A higher level of franchisee motivation leads to a higher quality relationship

between the franchisor and the franchisee.
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Hypothesis 1.b:

Franchisee motivation is negatively related to the franchisee’s commitment.

Hypothesis 1.c:
Franchisee motivation for choosing a franchise is positively correlated to the

perceived quality of the franchisor’'s support

Hypothesis 1.d:
Franchisee motivation for choosing a franchise is positively correlated to the

perceived brand value of the franchisor

The concept of perceived value or subject value evolved from early research.
Rational choice theory holds that people weigh the possible benefits of their actions
against the cost incurred. A franchisee’s perceived value can be seen as a trade-off
between two basic components: what is received (the benefits) and what is given (the
cost), while the other two concepts are more related to the benefit components (Flint,
Woodruff, and Garial, 1997).

Franchisees pick and choose among competing contracts, looking for an
opportunity that provides good value and a fairly high probability of success. The
perception of contract fulfillment is contingent not only upon the ranked importance of a
service from the franchisor, but also the adequacy with which that service is delivered.

Thus, the transaction boundaries of the relationship can be clearly established from the
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perspective of the franchisee. Both transaction-cost analysis and relational exchange

theory rely on a spectrum of transactional involvement between parties.

Hypothesis 2.a:
The quality of the franchisor’s support is positively related to the franchisee’s job

satisfaction

Hypothesis 2.b:
A perceived higher level in the quality of the franchisor's support leads to a

higher quality relationship between the franchisor and the franchisee.

Hypothesis 2.c:
The quality of the franchisor’s support is positively related to the franchisee’s job

performance

Early studies suggest that consumers rely heavily upon brand names, at least
when brand cues are either unassociated or positively associated with product quality
levels (Hite, Hite, and Minor, 1991). Researchers empirically tested the effects of brand
names on perceived quality. Their findings suggest that brand information significantly
influence perceptions of quality.

A service firm’s trademark and brand image is crucial to the success of its retalil
outlets. Companies typically develop their brand image and trademark through extensive

advertising and promotion. However, a company will benefit from mass-media
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advertising only if customers who see its ads have access to a number of its stores. To
achieve the benefits of its national or regional advertising efforts, a company needs to
attain an efficient scale, in terms of the number of stores, as quickly as possible. Because
franchising entails less monitoring and provides quicker access to capital and managerial
resources, a firm can expand more quickly through franchising than through company-
owned stores.

Goodwill (referred to as “trademark value” and “brand name”) is central to the
decisions faced by a franchisor. Considerable evidence has been found that indicates a
negative relationship between the level of goodwill and the ownership proportion in a
chain (Norton, 1988; Banerji and Simon, 1992). This association is driven by the
implications that the level of goodwill has for free-riding and the franchisee’s quasi-rent
stream, which suggests linkages between the stock of goodwill and an optimal contract

structure.

Hypothesis 3.a:

Brand value is positively related to the quality of the relationship between the

franchisor and the franchisee

Hypothesis 3.b:

Brand value is positively related to the franchisee’s job performance.

Through a synthesis of the diverse literature on exchange relationships, this study

conceptualizes relationship quality as consisting of three dimensions: mutual trust,
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mutual commitment, and interdependence. Trust, commitment, and interdependence
have received a considerable amount of attention by marketing researchers (Brown,
Lusch, and Nicholson, 1995).

Research shows that LMX theory is related to important organizational outcomes
such as subordinate turnover (Graen, Liden, and Hoel, 1982), subordinate satisfaction
(Graen, Novak, and Sommerkamp, 1982; Scandura and Graen, 1984), and member

performance (Wane and Graen, 1993).

Hypothesis 4.a:
A higher level of quality in the franchisor-franchisee relationship leads to a

higher level of franchise job performance

Hypothesis 4.b:
A higher level of quality in the franchisor-franchisee relationship leads to a

higher level of franchisee job satisfaction

Hypothesis 4.c:
The quality in the franchisor-franchisee relationship is negatively related to the

franchisee’s commitment

The relationship between LMX and performance has been repeatedly

demonstrated in studies where performance has been measured using subjective ratings

by supervisors (Dansereau et al., 1975; Duarte, Goodson, and Klich, 1994). Positive
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relationships between LMX and objective performance have been observed in some
studies (Graen, Novak, and Sommerkamp, 1982; Scandura and Graen, 1984; Duarte et.
al., 1994). Morrison (1997) have hypothesized that the level of service and support in

advertising and training is highly correlated with the franchisee’s ultimate success.

Hypothesis 5.a:
Franchisee’s job performance is positively related to the franchisee’s job

satisfaction

Hypothesis 5.b:

Franchisee job performance is negatively related to the franchisee’s commitment

Robinson (1979) has characterized aspects of the satisfaction of the franchisee
with the franchise relationship as “post-purchase and complimenting,” and “post-
purchase and complaining.” Valencia differentiated between post-purchase satisfaction
and favorable or unfavorable word-of-mouth, and appeals to a third party. For
franchisees, favorable/unfavorable word-of-mouth and whether or not franchisees would
purchase their outlet again if given a second chance were considered to be the most likely

and most readily measured indicators of satisfaction.

Hypothesis 6:

Franchisee’s overall job satisfaction is negatively related to the franchisee’s

commitment.
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4.2 Sample

The sampling frame for this study consists of franchisees in business-format
franchising. The reasoning for the decision to concentrate on this type of franchise
arrangement is that business-format franchising involves a complete business context
rather than a single product or trademark (Khan, 1992). The primary means of data
collection in this study involves a mailed questionnaire survey of selected members of the
International Franchising Association (IFA), with a concentration on franchises in the
foodservice industry. Assuming a conservative response rate of 10% that allows for
some screening-rate attrition, the study draws a random sample of 3,000 franchisees from
around the United States. The most important criterion in selecting a sample is to
increase the validity of the collected data (Carmines and Zeller, 1979, 1988). In the case
of the present study, the data selection criterion was designed to increase validity, rather
than to ensure that the sample was representative of a given population. Therefore, the
study uses a purposive sample, which is most desirable when certain important segments

of the target population are intentionally represented in the sample.

4.3 Data Gathering

A franchisee questionnaire was constructed following an extensive review of the

literature. Previously established scales were utilized to measure the study constructs

whenever possible. The initial draft of the questionnaire was reviewed by a number of
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faculty and five franchisees at the study site to ensure the face reliability and validity of
the scale items. Based on feedback offered by those who examined the questionnaire,
there were no significant changes made to the scale items.

Next, the finalized questionnaire was pretested by the 7 franchisees who operate
restaurants in Blacksburg and Christiansburg, Virginia and several Ph.D. students who
are studying restaurant franchising. The pretest served a number of purposes. First, it was
determined that the average time spent in completing the questionnaire was less than 20
minutes. Second, additional support for the face validity of the survey instrument was
established. Third, it was determined that the readability of the questionnaire was
acceptable across various educational levels. The survey instrument is included in
Appendix C (p. 217).

A total of two thousand seven hundred ninety seven questionnaires were distributed
to the franchisees. Included with each questionnaire was a cover letter explaining the
importance of the research and written instructions for completion of the survey. In total,

210, usable questionnaire were returned, comprising a response rate of 7.8 percent.

4.4 Measures

The questionnaire used in this study is divided into eight parts, as follows. Part 1
is designed to measure the motivation for choosing a franchise; Part 2 involves measuring
the franchisee’s evaluation of franchisor support; Part 3 is designed to measure the
perceived brand value; Part 4 is designed to obtain information about the quality of the

relationship between the franchisor and the franchisee; Part 5 measures the franchisee’s
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job performance when the subject is impacted by the quality of the relationship with the
franchisor; Part 6 is designed to measure the franchisee’s overall satisfaction when the
subject is impacted by the quality of the relationship; Part 7 measures the franchisee’s
willingness to quit or remain in the franchise system when the subject is impacted by the
quality of the relationship with the franchisor, by job performance, and by overall
satisfaction; and finally, Part 8 is designed to gather demographic information about the
subjects. The respondents are asked to respond to the questions using a seven point

Likert-type scale.

4.4.1 Measurement of the Motivation for Choosing a Franchise

In a study of U. S. franchisees, Peterson and Dant (1990) found that previous
business owners ranked “established name” and “lower development costs” as the most
important advantages of being a franchisee, while franchisees with no self-employment
history ranked “greater independence” and “training” as the most important advantages.
Stanworth and Kaufmann (1996) presented a list of nine main reasons why people might
be motivated to buy a franchise. The list included the motives of “independence,”
“proven business system,” “a known trade-name,” and “reduced risk.” Edens, Self, and
Grider (1976) found the most important factors in the selection process to be general
management knowledge and previous work experience. Other important factors were
industriousness, motivation and perseverance, family commitment, and health.

The following questions were designed to measure the motivation for choosing a

franchise (see Table 4.1).
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1. Franchising is in an industry that | believed had a good growth potential.

2. The franchisor provides tools for success.

3. Franchising offers a high yield on my investment at a low risk.

4. |do not feel highly constrained by the agreement.

5. The franchisor offers a superior training program to their franchisees.

6. | have the experience required for operating a franchise restaurant.

7. The franchisor offers complete systems, services, and technical expertise to

its franchisees.

Source: Adapted from Peterson & Dant
Motivation to be a franchisee was measured on a 7-point Likert-type scale ranging from

(1) = Strongly Disagree to (7) = Strongly Agree

Table 4.1 Motivation to be Franchisee Scale
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4.4.2 Measurement of Evaluation of the Franchisor’'s Support

Among the services considered to be important to the success of a franchise are
site selection, building plans, training programs, and operating manuals and field
supervision (Hunt, 1977). A successful franchise operation requires a broad-based
support system for franchisees, including training, sales promotion, and strong brand
names (Shane and Spell, 1998). Contracted services include direct financial assistance
such as loans and leases, help with site selection, lease negotiations, and store openings.
Franchisors may also provide central data processing, central purchasing, field training,
inventory control, telephone hotlines, and cooperative advertising (Khan, 1992).
Contracted supports vary more across industries than within industries, which makes
them less useful as predictors of base fees and royalties (Baucus, Baucus, and Human,
1993). The following questions were designed to measure the franchisee’s evaluation of

the franchisor’s support (see Table 4.2).
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1. The initial training was very useful.

2. The amount of franchise fees/royalties was not high.

3. The promotional and advertising assistance was very good.

4. The on-going service provided by the franchisor is very good.

5. There are few franchisor restrictions.

6. The marketing fees and advertising fees were not too much.

7. My franchisor provides products superior to those available from other

sources.

Source: Adapted from Morrison (1996)
Evaluation of the franchisor's support was measured on a 7-point Likert-type scale

ranging from (1) = Strongly Disagree to (7) = Strongly Agree

Table 4.2 Evaluation of the Franchisor's Support Scale
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4.4.3 Measurement of Brand Name

Rubin (1978) and Lal (1990) have proposed a positive relationship between the
level of goodwill, which, as discussed in an earlier section, is equated with brand name,
and the royalty rate, assuming the creation and maintenance of goodwill to be the sole
responsibility of the franchisor. This is not necessarily the case, since franchisees can
enhance or diminish the stock of goodwill as well (Dant, Kaufmann, and Paswan, 1992).
However, there is considerable theoretical and empirical support for treating goodwill as
an exogenous variable in models of vertical exchange relations in both the industrial
organization (Fershtman and Muller, 1984), and marketing science (Chintagunta and
Jain, 1992) literature. Clearly, the analysis of the relationship between franchisor and
franchisee would benefit from the treatment of goodwill as an exogenous factor.
Therefore, this research could be accomplished by modeling the brand name as an
exogenous variable (impacting the franchisor-franchisee relationship) and examining its
impact on the quality of the relationship between the franchisor and franchisee.

Brand equity arose from customer brand-name awareness, brand loyalty,
perceived brand quality, and favorable brand symbolism and associations that provide
competitive advantage and future earnings streams (Aaker, 1991).

The following questions were designed to measure the franchisee’s perceptions of

brand value (see Table 4.3).
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1. Most people feel that brand name goods are usually worth the money.

2. Most people feel that well-known national brands are best.

3. Most people don’t pay much attention to brand names. ®

4. Most people try to stick to certain brands.

5. Itis important to have well-known brands for business.

6. My franchisor’s brand name will help my business.

7. Considering the competition in my territory, my brand name is stronger than

those of competitors.

Source: Adapted from Huddleston & Cassill (1990)
® Denotes reverse score item.
Brand name perception was measured on a 7-point Likert-type scale ranging from

(1) = Strongly Disagree to (7) = Strongly Agree

Table 4.3 Brand Name Perception Scale
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4.4.4 Measurement of the Quality of the Relationship

The operationalization of LMX has been developed over several studies. In
Dansereau et al. (1975), two items were used to assess LMX. The measure was extended
to four items (Graen and Schieman, 1978), and then additional items were added (Graen,
Novak, and Sommerkamp, 1982). The questionnaire scale-items used for this study have

been adapted from the most widely used LMX version since 1982 (see Table 4.4).
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1. My franchisor understands my job problems and needs very well.

2. My franchisor recognizes my potential.

3. I have a very good working relationship with my franchisor.

4. My franchisor is satisfied with how | operate my business.

5. I'do not understand the policies and procedures which | am expected to follow. ®

6. My franchisor considers my opinion before making decisions that affect my area.

~

My franchisor helps me to be more effective in my job.

Source: Adapted from Scandura & Graen (1984).
® Denotes reverse score item
The quality of the relationship between the franchisee and franchisor was measured on a

7-point Likert-type scale ranging from (1) = Strongly Disagree to (7) = Strongly Agree

Table 4.4 The Quality of the Relationship Scale
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445 Measurement of Job Performance

The relationship between LMX and performance has been repeatedly
demonstrated in studies where performance has been measured using supervisors’
subjective ratings (Dansereau et al., 1975; Duarte, Goodson, and Klich, 1994). Positive
relationships between LMX and objective performance have been observed in some
studies (Graen, Novak, and Sommerkamp, 1982; Scandura and Graen, 1984; Duarte et
al., 1994). Morrison (1997) hypothesized that the level of service and support is likely to
be highly correlated with franchisees’ success.

An overall measure of job performance is obtained through self-ratings of

performance, using a 7-point Likert-type scale (see Table 4.5).
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1. | have been very successful in exceeding my year-to-date sales quota so far.

2. | think that my sales performance so far this year ranks in the top half of all
the restaurant franchisees.

3. My perception is that my sales performance this year to date is below
average relative to other franchisees in my company. ®

4. | am behind in reaching my sales quota thus far this year.

5. The amount of income | actually received from working as a franchisee is at
least what | expected it to be.

6. My franchisor would rate the quality of my performance as very good.

7. 1think the quality of my own performance in my job is very good.

® Denotes reverse score item
Franchisee’s performance was measured on a 7-point Likert-type scale ranging from

(1) = Strongly Disagree to (7) = Strongly Agree

Table 4.5 Franchisee’s Performance Scale
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4.4.6 Measurement of Job Satisfaction
Job satisfaction is measured by the commonly used 20-item short form of the
Minnesota Job Satisfaction Questionnaire (MSQ) described by Weiss et al. (1967). Some

statements were modified to reflect the franchise environment (see Table 4.6).
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1. |think the territorial restrictions set in the contract agreement are reasonable.

2. The termination/renewal terms of my franchise contract are fair.

3. My franchisor often ignores my suggestions and complaints. ®

4. | am satisfied with my franchisor’s training program.

5. My franchisor’s operational commitment compares favorably to my
competitors.

6. | am satisfied with the relevance of my franchisor’s brand name

7. The overall relationship between franchisor and me is very satisfying.

Source: Adapted from Hing (1995) and Churchill, Ford, & Walker (1974).
® Denotes reverse score item
Franchisee’s satisfaction was measured on a 7-point Likert-type scale ranging from

(1) = Strongly Disagree to (7) = Strongly Agree.

Table 4.6 Franchisee’s Job Satisfaction Scale
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4.4.7 Measurement of Commitment

Commitment, the dependent variable, is defined as a franchisee’s predicting
intention to leave the relationship with overall assessment of worthiness or utility in a
franchisor’s offering, based on what is to be received and what is to be given out.

The relationship between satisfaction and commitment has been consistently
found in many relationship studies. It is apparent that the model of the franchisee’s
commitment process must move beyond satisfaction as the primary explanatory variable.
Organizational commitment was measured by using the 15-item version of the
Organizational Commitment Questionnaire (OCQ) developed by Porter et al., (1974) to
measure the extent to which the individual identifies with organizational goals, is willing
to exert effort on behalf of the organization, and intends to remain or to leave a member
of the organization (Mowday et al., 1982). Statements were modified to reflect the

franchise environment. (See Table 4.7).
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1. |feel very little loyalty to my franchisor.

2. 1 would comply with almost any type of request from my franchisor in order to keep
my contract.

3. lam proud to tell others that | am part of this franchise system. ®

4. There is not too much to be gained by sticking with my franchisor indefinitely.

5. Often, I find it difficult to agree with my franchisor’s polices on important matters
relating to its franchisees.

6. | really care about the fate of my franchisor. ®

7. 1 am willing to put in a great deal of effort beyond that normally expected in order to

help this organization be successful. ®

Source: Adapted from Mowday, Steers, & Porter (1979)
® Denotes reverse score item
Commitment was measured on a 7-point Likert-type scale ranging from

(1) = Strongly Disagree to (7) = Strongly Agree

Table 4.7 Franchisee’s Commitment Scale
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4.5 Statistical Analysis

Structural equation modeling (SEM) evaluates how well a conceptual model that
includes observed variables and hypothetical constructs fits the obtained data (Hoyle and
Smith, 1994; Hoyle, 1995; Bollen, 1989). A hypothetical construct accounts for the
intercorrelations of the observed variables that define that construct (Bollen and Lennox,
1991).

CALIS generated an estimated matrix, using a hypothesized factor structure
specified by the investigator as a guide. If only small differences were found to exist
between the actual and estimated matrices, then the hypothesized factor structure was
viewed as a plausible one. Unfortunately, there was a lack of consensus regarding how
best to determine when a difference is small. Ideally, this determination should be made
statistically with a chi-square test. However, with large sample sizes it is not very useful
because it has the power to detect nonsubstantive differences between the matrices.
Accordingly, as recommended by Bollen (1989, p. 281), because of distortion in the chi-
square statistic associated with sample sizes (Hayduk, 1987; Jorescog and Sorbom, 1989,
1993a, 1993b, 1996), the fit of the structural equation models was assessed with several
indices, including the goodness-of-fit index (GFI) (Joreskog and Sorbom, 1996), and the
Type 1 and Type 2 normed-fit indices (Muliak, James, Van Alstine, Bennett, Lind and
Stilwell, 1989). The GFI is produced by CALIS as an estimate of the overall fit of a
model. It most closely approximates a coefficient of determination with a value of 1.00
indicating a perfect fit (Muliak et al., 1989). Like chi-square, it is sensitive to sample size

and to the number of model parameters estimated, and it should be interpreted with this in
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mind. The normed-fit index (NFI) can be interpreted as “the proportion in reduction in
lack of fit between the null and saturated models achieved by the intermediate model’s
fixing fewer and estimating more parameters” (Muliak et al., 1989, p. 433). The NFI is
also sensitive to variations in sample size (Marsh, Balla and McDonald, 1988). Type 2,
or adjusted normed-fit indices have been developed to correct for these sample size based
distortions. Type 2 NFI is interpreted in the same way as the Type 1 NFI with value of
.90 or greater indicating that the fit cannot be improved meaningfully by increasing the
number of parameters estimated in the model (Bentler and Bonet, 1980). Several fit
measures are reported on in this study: the normed fit index (NFI), the nonnormed fit
index (NNFI), the comparative fit index (CFIl; Bentler, 1989), the goodness-of-fit index
(GFI), the adjust goodness-of-fit index (AGFI), and the root-mean-square residual
(RMSR; Joreskog and Sorbom, 1989).

The hypotheses were tested using CALIS (Covariance Analysis of Linear
Structural equation). The model designed for this study, shown in Figure 2 on page 195,
is a causal model. Cause-effect relations have been proposed based on prior empirical
research and theory. However, the set of variables were collected at one point in time. In
order to test the causal assumptions, the equations implied by the arrows were solved,
thereby yielding estimates of the magnitudes of the linkages shown. The exogenous
variables are motivation, evaluation, and brand name. The endogenous variables are the
quality of the relationship, performance, job satisfaction, and commitment. As shown in
Figure 1 on page 196, gamma)(is used to indicate a structural coefficient of a causal
relationship between an exogenous variable and an endogenous variablg) Bets€d

to indicate a structural coefficient of a causal relationship between two endogenous
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variables. The amount of shared variances contributions is estimated by the¢) Phi (
parameters.

The hypotheses tested using CALIS are as follows:
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Hypothesis Parameter

Hla. A higher level of franchisee motivation leads to a higher
quality relationship between the franchisor and franchisee. Va1

Hlb  Franchisee’s motivation is negatively related
to the franchisee’s commitment. V71

Hlc.  Franchisee motivation for choosing a franchise is positively
correlated to the perceived quality of the franchisor’s support. (9]

H1ld. Franchisee motivation for choosing a franchise is positively
correlated to the perceived brand value of the franchisor. @1

H2a.  The quality of the franchisor’'s support is positively related to
the franchisee’s job satisfaction Yo2

H2b. A perceived higher level in the quality of the franchisor’s support
leads to a higher quality relationship between the franchisor and franchisee. Va2

H2c.  The quality of the franchisor’s support is positively related to
the franchisee’s job performance. Vs2

H3a. Brand value is positively related to the quality of the relationship
between the franchisor and the franchisee. Va3

H3b.  Brand value is positively related to the franchisee’s performance. V53

H4a. A higher level of quality in the franchisor-franchisee relationship lead to
a higher level of the franchisee’s performance. Bsa

H4b. A higher level of quality in the franchisor-franchisee relationship leads to
a higher level of the franchisee’s job satisfaction. Bea

H4c.  The quality in the franchisor-franchisee relationship is negatively related to
the franchisee’s commitment. B7a

H5a.  Franchisee’s performance is positively related to the franchisee’s job satisfaction.fes
H5b.  Franchisee’s performance is negatively related to the franchisee’s commitment. (5

H6. Franchisee’s job satisfaction is negatively related to the franchisee’s commitment 4
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4.6 Summary

This chapter first introduces the research hypotheses that guide the study. The
second section presents the methodology used to gather samples and the data collection
procedures. The third section presents measurement methods used in the study. Finally,
the statistical analysis technique is illustrated, with a primary focus on the structural
equation modeling used to test the theoretical model. The results of the hypothesis testing

are presented in the next chapter.
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CHAPTER 5

RESULTS

The purpose of this chapter is to present a description of the respondents and the
results of the analyses (scale development as well as model testing). Profiles of the
franchisees participating in this survey are reported in the first section of this chapter.
Next, the empirical portion of the scale developed for the measures of each variable is
presented. This is followed by a discussion of the reliability and validity of the measures
used in this research. Finally, the results of the structural model with the hypotheses and
the theoretical model are examined and the final model is provided with the analysis of

the direct and total effects using CALIS procedure (SAS Institute Inc, 1989).

5.1  Profile of the Sample

Because the primary focus of the study is an investigation of factors affecting the
quality of the relationship between franchisees and franchisors, the objective was to
collect data in the sector of the restaurant industry where there was a franchisee-
franchisor relationship. Participants were sampled from franchisees operating franchise
restaurants. The data for this study were collected through a mail survey of 2,797
franchisees. The list of franchisees was randomly generated by the membership list of the

International Franchise Association. Participants were sent a research packet with a cover
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letter explaining that the nature of the study was to examine the franchisee-franchisor
relationship. There were 217 research packets returned, yielding a participation rate for
the study of 7.8 percent (Table 5.1). The sample for this study included 210 usable
questionnaires returned to the university in a postage-paid envelope, and that had
complete data on all questions. The respondents consisted of 164 men (78.1%) and 46
women (21.9 %). Their average franchisee experience was 11.04 years. Approximately
5.7 % of the respondents were of the ages 20 to 30; 25.5 % were of the ages 31 to 40;
32.9 % were of the ages 41 to 50; 25.2 % were of the ages 51 to 60; and 11.0 % were
over 60. The sample was primarily white (84.3%) and male (78.1%). Approximately 95%
of the participants were experienced in the restaurant industry before joining the
franchise system. Seven questionnaires were returned blank or otherwise unusable and

were not included in any analyses.
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Table 5.1

The Sample Characteristics

State
CA
VA
KY
Ml
GA
TN
DC
PA
IN
NY
WA
OR
TX
FL
LA
NC
NJ
OH
SC
AZ
CcoO
MA
AL
1A
Others

Age
20-30
31-40
41 -50
51-60
60 Over

Gender
Male
Female

Ethnic
Caucasian
African American
Hispanic
Asian
Pacific Islander
Others

Average Relationship Length with this Franchisor

Percentage of Sample
13.3% (28)
8.0% (17)
57% (12)
52% (11)
48 % (10)
4.8 % (10)
3.8% (8)
3.8% (8)
3.3% (7)
3.3% (7)
3.3% (7)
29% (6)
2.9% (6)
24% (5)
24% (5)
24% (5)
24% (5)
24% (5)
24% (5)
1.9% (4)
1.9% (4)
1.9% (4)
1.4% (3)
1.4% (3)
11.9% (25)

57%
255%
329%
252 %
11.0%

78.1 %
21.9%

84.3 %
1.9%
1.9%
10.5%
0.0%
1.4 %

11.04 Years

97



5.2  Descriptive Statistics

Covariance was computed for all observed variables (see Appendix B, p. 203)
Furthermore, the values of skewness and kurtesige computed for all measured
variables, as the assumption of multivariate normality is a prerequisite to a robust SEM
(Bollen and Long, 1994). Cronbach (1951) alpha was computed to examine the internal
consistency of the items comprising the theory of reasoned action. Descriptive analysis,
internal consistency analyses, and further analyses for evaluating the construct validity of
the theory of reasoned action were conducted with structural equation modeling using
CALIS (SAS Institute Inc, 1989). An examination of the distribution properties of all
items was conducted in order to ascertain possible deviations from multivariate normality
(see Table 5.2). Analysis indicated that the values of kurtosis and skewness were
minimal, thus allowing for the use of Maximum Likelihood procedures. The values of the
mean scaled univariate kurtosis was —.0259 . Skewness values ranged between -1.19 and
1.26. The internal consistency of the items which comprised the theory of reasoned action
produced an alpha range from .737 to .888 (see Table 5.4 — 5.10), indicating strong
relationships among the variables. Internal consistency is the extent to which the
individual items that constitute a test correlate with one another or with the test total
(Hatcher, 1994). In the social sciences, one of the most widely used indices of internal
consistency reliability is coefficient alpha (Cronbach, 1951). A widely used rule of thumb
of .70 has been suggested by Nunnally (1978). However, Hatcher (1994) argued that this

is only a rule of thumb, and the social science literature does sometimes report studies
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employing variables with coefficient alpha reliabilities under .70, and sometimes even
under .60.

Table 5.3 shows the mean scores of the all items on each of the seven franchisor-
franchisee relationship scales with standard deviations. The univariate analysis revealed
that the magnitude of the franchisee’s attitude about the franchise system he/she is
currently involved. For example, Q1, “Franchising is in an industry that | believed had a
good growth potential”, has the mean value of 5.70 with a standard deviation of 1.42,
indicating that many franchisees strongly believe in the growth of the franchising and
high levels of agreement among the sample respondents. The rest of the table can be

interpreted the same way.

Non-Response Bias

According to Armstrong and Overton (1977), possible non-response biases were
addressed by comparing the responses of the early respondents to those of the late
respondents. Such comparisons are often similar and are commonly used for testing.
Early responsedN&=40) were received on February 24 and March 3, 1999. Late responses
(N=40) were received between April 1 and April 10, 1999. Appendix B (p. 205) shows
comparisons between the early responses and late responses on selected demographic and
behavior variablesT-tests done on twelve-selected behavior variables for the twelve
groups showed the groups were not significantly different. The chi-square tests
performed on the two groups showed no significant difference for age and gender
variable. Chi-square antl tests performed revealed that the two groups were not

significantly different, thereby addressing the non-response bias.

99



Table 5.2

Covariance Structure Analysis: Maximum Likelihood Estimation
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Table 5.3 Mean and Standard Deviation of Items

Variable

Std Dev

Minimum

Maximum

Q9
Q10
Q11
Q12
Q13
Q14
Q15
Q16
Q17
Q18
Q19
Q20
Q21
Q22
Q23
Q24
Q25
Q26
Q27
Q28
Q29
Q30
Q31
Q32
Q33
Q34
Q35
Q36
Q37
Q38
Q39
Q40
Q41
Q42
Q43
Q44
Q45
Q46
Q47
Q48
Q49
LENGTH

.7047619
. 1666667
.6142857
.2190476
.3809524
.1428571
. 7428571
.3761905
.1238095
.8333333
. 7380952
. 7428571
.6047619
.4142857
.8666667
.9000000
.3476190
. 3666667
.8714286
.1142857
.4857143
.5333333
.2238095
.6380952
. 3666667
.3285714
.7000000
.8809524
.6904762
.5047619
.0142857
.3142857
.6523810
.6190476
.2380952
.1285714
.0333333
.4047619
. 3952381
.4047619
.6904762
. 2666667
.6666667
.9857143
.3238095
.6238095
. 2666667
.4476190
.5904762
.0476190

.4204508
.5608344
.9463586
.7930272
.6651850
.2711640
.7636878
. 4629081
.8467364
.9332976
.7670499
. 7986096
.8793708
.5757692
.9739837
.1215591
.4270521
.1465919
.1356101
.9616004
.5350095
.7666050
.8411575
.8333634
.6085398
.6692097
.6746063
.7251639
.8155113
.9448069
.8129744
.9967164
.0839140
.4100185
.9436142
.0653540
.9985242
.9473884
. 7474455
.6895333
.3605532
.8880975
.1595085
.9795088
.6886632
.0417660
.9381176
.8063204
.6784319
.5468311
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53 Measurement Model

The measurement model describes the relationships between the latent factors and
their indicator variables. Confirmatory Factor Analysis (CFA) was used to test the
adequacy of the current study’s measurement model before conducting tests of the
structural models. Anderson and Gerbing (1988) argued that confirmatory measurement
models should be estimated and, if necessary, respecified before the simultaneous
examination of measurement and structure models.

The analysis followed a two-step procedure based in part on an approach
recommended by Anderson and Gerbing (1988). In the first step, confirmatory factor
analysis was used to develop a measurement model that demonstrated an acceptable fit to
the data. In step two, the measurement model was modified so that it came to represent
the theoretical (causal) model of interest. This theoretical model was then tested and
revised until a theoretically meaningful and statistically acceptable model was found.

In designing a study, great care should be used in deciding the indicator variables
that will measure each latent variable. In many studies, indicator variables are the
composite scores of standardized tests using carefully developed scales that assess
attitudes or beliefs (Hatcher, 1994), such as the Job Descriptive Index, a measure of job
satisfaction (Smith, Kendall, and Hulin, 1969).

The CALIS program was used in the present study to estimate the parameters of
the measurement model; The CALIS program was also used for the later simultaneous
estimation of measurement and structural models. The full CFA measurement model

consisted of 7 latent variables or constructs and 21 manifest or observed variables
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(composite scores). Covariance matrices were analyzed, and maximum likelihood (ML)
was the estimation method. The adequacy of the model fit was determined by using the
chi-square test, the’/df ratio, the NFI, the GFI, and the CFI. Fit statistics are the central
means through which alternative factor structures are compared. There are numerous
statistics that can be used to describe a model’s fit to the data. The most widely used
measure of fit i% Significanty® statistics suggest that the model does not adequately fit
the data. However, it is widely recognized thdtdepends on the sample size, and
therefore even excellently fitting models will produce a signifiognivhen the sample

size is large (Harvey et al., 1985; Hu and Bentler, 1995).

Typically, researchers seek a nonsignificant chi-square to indicate no significant
difference between the hypothesized model and the observed data. However, the chi-
square statistic is affected by sample size, and some of the underlying assumptions
regarding the statistic may be invalid (Bentler, 1990; Bentler and Chou, 1987). Although
strict guidelines for minimum sample sizes do not exist, Bentler (1985, 1992) suggested
that a sample size to parameter ratio of 5 or more is sufficient to achieve reliable
estimates in maximum likelihood estimation.

Therefore, other indexes of fit should be examined. The GFI indicates the amount
of variance and covariance explained by the model, with values closer to one indicating a
better fit. The x?/df ratio adjusts the chi-square test to control for the sample size, and
values exceeding two suggest poorer fitting models (Byrne, 1989). The CFI yields an
index of model fit that mathematically compares the theoretical model with a null, poorly
fitting model. The CFI can range from zero to one, with values closer to one again

indicating better fitting models. A problem with GFl is that it, [j§ée may depend on the
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sample size. Accordingly, researchers have suggested alternative fit statistics that depend
less on model fit (Marsh, Balla, and McDonald, 1988), Four of these fit statistics were
used in this study. These are the normed fit index and non-normed fit index (NFI and
NNFI; Bentler and Bonnett, 1980), the comparative fit index (CFI; Bentler, 1990), and
the goodness-of-fit index (GFI; Joreskog and Sorbom, 1993a). As with the GFlI, levels
above .90 for these statistics imply adequate fit. The fit statistics reported include the four
basic types of statistics recently reviewed by Hu and Bentler (1995).

Confirmatory factor analysis involves the specification and estimation of one or
more putative models of factor structure, each of which process a set of latent variables
(factors) to account for covariance among a set of observed variables. CALIS (SAS
Institute Inc., 1989) is used to describe alternative models and to test the fit of each

hypothesized model against the sample data.
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5.3.1 Partial Confirmatory Factor Analysis

To refine the initial measures and test for the internal consistency of the scale, a
combination of exploratory factor analysis, confirmatory factor analysis (each construct
individually) and item-to-total correlations were used. Based on the results of these
analyses, those items that had low item-to-total correlations were dropped, as well as the
items that had low factor loadings or loadings on multiple factors. With exploratory
factor analysis, for the each of the constructs (motivation, evaluation, brand name, the
quality of the relationship, performance, job satisfaction, and commitment), First-order
confirmatory factor models were tested, where every item was restricted to load its a
priori specified factors. The confirmatory factor analysis was estimated by the maximum
likelihood (ML) procedure. In all these models, the cogeneric items loaded significantly
on their prespecified factors; none of the measurement errors were correlated, and
goodness-of-fit measures indicated the adequacy of the model fit. This provided evidence
of construct unidimensionality. The initial analyses suggested 7 items with low factor
loading (below .50) that were dropped from further analyses (see Table 5.4 — 5.10). Most
loadings exceeded .5, and each indicator t-value exceedeg 600@1). Coefficientx

exceeded .70 for each scale.

Confirmatory Factor Analysis for Motivation

The exploratory factor analysis for the motivation construct led to one factor
model. The measurement model is a single factor model comprised of seven indicators.
Table 5.4 presents the results of the confirmatory factor analysis for the motivation

construct, including factor loadingyalue, and fit statistics. Although the chi-square test
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was significant, other fit indices indicated an acceptable fit with the data (GFI = .906;
CFI = .851; NFI = .834). Standardized loading estimates ranged from .509 to .746, with
all t values significant gt < .001. Summated scores of the multi-item scales were used to

address the reach questions. The Cronbach’s alpha coefficient was .797.

Confirmatory Factor Analysis for Evaluation

The one-factor initial measurement was confirmed by exploratory factor analysis.
The chi-square test was also significant, but the remaining fit statistics indicated an
acceptable fit (GFI = .930; CFI = .888; NFI = .868). Standardized loading estimates
ranged from .498 to .855, with dllvalues significant gb < .001. The Cronbach’s alpha

coefficient was .788.
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Table 5.4 Factor Loading for Motivation

ltem Standardized Indicator

Loading Reliabilities t Value’
Q1 .509 .259 7.15
Q2 .746 .557 11.41
Q3 .538 .289 7.62
Q4 575 331 8.24
Q5 .706 498 10.63
Q6 drop
Q7 .708 .501 10.68
Note °All t tests were significant gt < .001. Coefficientt = .797
Table 5.5 Factor Loading for Evaluation
ltem Standardized Indicator

Loading Reliabilities t Value’
Q8 .465 216 6.58
Q9 490 .240 6.96
Q10 .748 .560 11.64
Q11 .855 731 13.85
Q12 .552 .305 7.99
Q13 .604 .365 8.91
Q14 drop

Note °All t tests were significant gt < .001. Coefficientt = .789
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Confirmatory Factor Analysis for Brand Name

The one-factor initial measurement was confirmed by exploratory factor analysis.
The goodness of fit index (GFI) was .952; the comparative fit index (CFl) was .954; the
normed fit index was .936 (see Table 5.6). Standardized loading estimates ranged from
587 to .781, with allt value being significant ap < .001. The Cronbach’s alpha

coefficient was .843.

Confirmatory Factor Analysis for the Quality of the Relationship

Exploratory factor analysis of the brand name items was conducted to verify the
one-factor model. The measurement model is a single factor model comprised of six
indicators. Table 5.7 presents the results of the confirmatory factor analysis for the
quality of the relationship construct, including factor loadingalue, and fit statistics.
Although the chi-square test was significant, other fit indices indicated a good fit with the
data (GFI = .916 CFI = .936, NFI = .925). Standardized loading estimates ranged from
577 to .853, with alt values significant gp < .001. The Cronbach’s alpha coefficient

was .887.

Confirmatory Factor Analysis for Performance

The one-factor initial measurement was confirmed by exploratory factor analysis.
The chi-square test was significant, but the remaining fit statistics indicated a good fit
(GFI = .943; CFI = .909; NFI = .899). Standardized loading estimates ranged from .521
to .777, with allt values significant ap < .001. The Cronbach’s alpha coefficient was

.826.
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Table 5.6  Factor Loading for Brand Name

ltem Standardized Indicator

Loading Reliabilities t Value’
Q15 .780 .608 12.56
Q16 712 507 11.08
Q17 587 345 8.67
Q18 .613 325 9.14
Q19 751 376 11.92
Q20 .682 465 10.74
Q21 drop

Note °All t tests were significant @t< .001. Coefficientt = .842

Table 5.7  Factor Loading for the Quality of the Relationship

ltem Standardized Indicator
Loading Reliabilities t Value’

Q22 .853 728 14.91
Q23 .814 .663 13.89
Q24 .839 .704 14.56
Q25 577 333 8.77
Q26 drop

Q27 .633 401 9.83
Q28 .804 646 13.54

Note °All t tests were significant at< .001. Coefficientt = .888

109



Table 5.8 Factor Loading for Performance

ltem Standardized Indicator

Loading Reliabilities t Value’
Q29 711 .506 10.96
Q30 744 .554 11.63
Q31 47 558 11.69
Q32 JT77 .604 12.33
Q33 521 272 7.47
Q34 drop
Q35 drop

Note °All t tests were significant at< .001. Coefficientt = .826
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Confirmatory Factor Analysis for Satisfaction

The results of the exploratory factor analysis reported a one-factor model of the
satisfaction construct. Table 5.9 presents the results of confirmatory factor analysis for
job satisfaction. Again, the chi-square test was significant, but the remaining fit indices
indicated an acceptable fit with the data (GFI = .902; CFI = .834; NFI = .809).
Standardized loading estimates range from .492 to .781, with all t values being significant

atp < .001. The Cronbach’s alpha coefficient was .790.

Confirmatory Factor Analysis for Commitment

The results of the exploratory factor analysis reported a one-factor model of
commitment. The initial measurement did not fit the data well. After reviewing the
modification indices, three items were dropped from the measurement model. The overall
fit of the revised model was confirmed with a goodness-of-fit index of .961, a
comparative fit index of .925, and a normed fit index of .918. All these indices provided a
strong indication of good model fit (see Table 5.10). The Cronbach’s alpha coefficient

was .737.
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Table 5.9 Factor Loading for Satisfaction

ltem Standardized Indicator

Loading Reliabilities t Value’
Q36 515 .265 7.25
Q37 .592 .351 8.53
Q38 .564 .318 8.06
Q39 532 .283 7.53
Q40 .687 A72 10.27
Q41 492 242 6.87
Q42 781 .610 12.10
Note °All t tests were significant at< .001. Coefficientt = .790
Table 5.10 Factor Loading for Commitment
ltem Standardized Indicator

Loading Reliabilities t Value®
Q43 drop
Q44 drop
Q45 .939 .882 13.22
Q46 .495 .245 6.98
Q47 516 .266 7.28
Q48 .620 .384 8.79
Q49 drop

Note °All t tests were significant @at< .001. Coefficientt = .737
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5.3.2 Confirmatory Factor Analysis

A confirmatory factor analysis (CFA) model is a structural measurement
formulation in which latent constructs are assumed to have generated the relations among
observed variables. The procedure is designed to test a priori hypotheses of specific
relations between the latent constructs and the observed variables.

In this study, a seven-factor model of franchisee-franchisor relationship was
specified a priori. The recommended procedure was followed, of forming subscales of
items that comprise factors when the number of factors is small relative to the number of
observed variables (Takahashi and Nasser, 1996; Russell, Kahn, Spoth, and Altmaier,
1998). Using this item-parceling procedure, items are summed to form a smaller set of
items that purportedly measure the same construct. An obvious advantage of item parcels
is that fewer parameters need to be estimated, and that the estimates will be more stable
in small samples (Marsh et al., 1988). The covariance matrices for the 21 aggregate
variables are presented in the Appendix B (see p. 203).

The measurement model describes the nature of the relationship between (a) a
number of latent variables, or factors, and (b) the manifest indicator variables that
measure those latent variables. The model investigated in this study consisted of seven
latent variables corresponding to the seven constructs of the franchisee-franchisor
relationship model: motivation, evaluation, brand name, the quality of the relationship,
performance, satisfaction, and commitment. Each of the seven latent variables was
measured by at least three manifest indicator variables.

This study follows Bentler's (1989) convention of identifying latent variables

with the letter “F” (for Factor), and labelling manifest variables with the letter “V” (for
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Variables). Figure 5.1 uses these conventions in identifying the seven constructs
investigated in this study, as well as the indicators that measure these constructs. The
figure shows that the motivation construct (F1) is measured by manifest variables V1
through V3; the evaluation construct (F2) is measured by manifest variables V4 through
V6, and so forth.

The measurement model assessed in the first stages of this analysis was not
identical to the model in Figure 5.1, because the model in that figure posits certain
unidirectional causal relationships between the latent constructs. The measurement
model, on the other hand, posits no unidirectional paths between latent variables. Instead,
in a measurement model, a covariance is estimated to connect each latent variable with
every other latent variable. In a figure, this would be indicated by a curved, two-headed
arrow connecting each F variable to every other F variables. In other words, a
measurement model is equivalent to a confirmatory factor analysis model in which each
latent construct is allowed to covary with every other latent construct.

The measurement model was estimated using the maximum likelihood method,
and the chi-square value for the model was signifigen168,N = 210) = 429.39p <
.001. Technically, when the proper assumptions are met, these chi-square statistics may
be used to test the null hypothesis that the model fits the data. In practice, however, the
statistics are very sensitive to sample size and departures from multivariate normality,
and will very often result in the rejection of a well-fitting model. For this reason, it has
been recommended that the model chi-square statistics be used as a goodness of fit index,
with a smaller chi-square value (relative to the degree of freedom) indicative of a better

model fit (Joreskog and Sorbom, 1989).
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Table 5.12 gives the standardized pattern coefficientd;wakies, the indicators’
reliabilities, and the construct reliabilities useful for assessing the quality of the
measurement model. Overall, measurement quality was assessed using confirmatory
factor analysis (Gerbing and Anderson, 1992). The overall fit supports the measurement
model. Thex? fit statistic was 429.39 with 168 degree of freedom<(.001); the root
mean squared error of approximation (RMSEA) was .087; the comparative fit index (CFlI
) was .886; the goodness-of-fit index (GFI) was .841, the normed fit index (NFI) was
.838, the non-normed fit index is .857, and Al ratio is 2.55. Although the chi-square
statistic is significant, the measurement model was deemed acceptable, given the other
supportive indices (Anderson and Gerbing, 1988). Many researcher interpret GFI or
AGFI scores in the .80 to .89 ranges as representing reasonable fit; scores of .90 or higher
are considered evidence of good fit (Doll et al., 1995).

Table 5.13 shows the overall fit indices for the various factor models using the
entire sampleN = 210). As one progresses from the most restricted model (one general
factor) to the least restricted model (seven oblique factors), all of the indices show
incremental improvements in overall fit. The gains are largest when moving from the one
general factor model to the seven-factor (covary) model representation. Increases in
certain indexes (e.g., GFI, CFI, NFI, and NNFI) are particularly notable because these do
not necessarily increase with a less restricted nested model.

Goodness of fit indices for the measurement model are presented in Table 5. 13.
This table shows that recommended alternatives to chi-square include the comparative fit
index (CFI; Bentler, 1990), the goodness of fit index (GFI; Joreskog and Sorbom, 1993),

and the root mean square error of approximation (RMSEA; Hair et al., 1995). The CFlI
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assess the comparative reduction in noncentrality proposed by the hypothesized model,
particularly in terms of the percentage of variance in the covariance matrix accounted for
by the measurement model. The CFI constraint observed values in the range (0, 1), with
higher values indicating better model fit (Bentler, 1992). The RMSEA is an average
difference per degree of freedom expected to occur in the population (Hair et al., 1995),
with lower values indicating a better model fit (Pedhazur and Schmelkin, 1991).

Although the GFI tends to favor more complex models (i.e., those with more
parameters to be estimated), the CFl does not penalize for the parsimoniousness of a
model, and the NFI is an index of the fit between a saturated model and a null model (i.e.,
a restricted model against which other less restricted models are compared in a nested
sequence of models) (Mulaik et al., 1989). The CFI has been found to be unaffected by
sample size (Bentler, 1990; Marsh et al., 1988). Given the differences in parsimony of the
a priori and respecified models, the CFI can ensure that conclusions were not biased in
favor of more saturated models, and the NFI represents the difference in lack of fit
between saturated and null models (Mulaik et al., 1989).

For the measurement model, Day et al. (1998) suggested that the adjusted indices
are PFl = .855, CFI = .855, RMSR = .16. A reasonably successful fit to the data was
found. . As fit indices, the chi-square statistic (and assocatedue), the goodness-of-
fit index (GFI; Joreskog and Sorbom, 1989), the normed-fit index (NFI; Bentler and
Bonett, 1980), the non-normed fit index (NNFI; Bentler and Bonett, 1980), and the
comparative fit index (CFI; Bentler, 1990) were examined. However, the properties of

these indices varied along several dimensions, which is why several were examined.
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The psychometric properties of the latent constructs were examined individually
through estimates of composite reliability and variance extracted. These estimates (Table
5.12) are based on the standardized parameter estimates from the measurement model.
The motivation, evaluation, brand name, quality of the relationship, performance,
satisfaction, and commitment constructs all have estimated composite reliabilities above
.70 and variance extracted estimates above .50, indicating both good internal consistency
and that the variance captured by each construct is larger than the variance due to
measurement error (Fornell and Larcker, 1981). The variance extracted estimates of the
evaluation, brand name, quality of the Relationship, performance, and job satisfaction
constructs demonstrated acceptable reliabilities (.530, .618, .586, .535, and .510,
respectively), but less satisfactory motivation and commitment estimates (.487 and .488,
respectively). Fornell and Larcker (1981) point out, however, that the variance-extracted
statistic is a more conservative estimate than is composite reliability. As such, an
argument could be made for the acceptable psychometric properties of each respective

latent construct, especially for research purposes.

117



Table 5.11
Information Needed to Compute Composite Reliability and Variance Extracted Estimates

Constructs and Indicator Standard Loading ReliaBility Error Varianc
Motivation
Growth Potential .624 .389 611
Reduce risk .715 511 .489
Proven System 725 525 A75
Evaluation
On-going Service .833 .694 .306
Amount of Fees .585 .343 .657
Effectiveness of Supports .801 .642 .358
Brand Name
Brand Equity 910 .829 171
Brand Loyalty 742 .551 449
Brand Effects 717 514 .486

Quality of the Relationship

Recognize Franchisee .907 .822 .178

Working Relationship .602 .363 .637

Franchisor Satisfaction .780 .608 .392
Performance

Sales Performance 1 757 573 427

Sales Performance 2 .781 .610 .390

Income .636 .404 .596

Satisfaction

Contract Fair T77 .604 .396

Satisfied with Support Program 744 .553 447

Satisfied with Relationship .613 .376 .624
Commitment

Agree with Franchise Contract .795 .632 .368

Operational Commitment .730 .533 467

Loyalty to Franchisor .509 .259 741

Note.All standardized loading were significantpat .001.
& Calculated as the square of the standardized factor loading.
® Calculated as 1 minus the indicator reliability.
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Table 5. 12

Measurement Properties for Study Constructs

Constructs and Indicator Standardized Variance Extracted
Loading t Reliability” Estimate

Motivation 730° 487

Growth Potential .624 9.47 451

Reduce risk 715 11.22 .496

Proven System 725 11.42 514

Evaluation 789 530

On-going Service .833 14.03 .683

Amount of Fees .585 8.76 297

Effectiveness of Supports .801 13.26 .610

Brand Name 835’ 618

Brand Equity 910 14.81 .875

Brand Loyalty 742 11.46 .587

Brand Effects 717 10.99 .326

Quality of the Relationship 813 586

Recognize Franchisee .907 16.12 .829

Working Relationship .602 9.14 .285

Franchisor Satisfaction .780 12.89 592

Performance 776 .535

Sales Performance 1 757 11.16 .601

Sales Performance 2 781 11.57 .657

Income .636 9.08 .368

Satisfaction 756 510

Contract Fair T77 12.73 575

Satisfied with Support Program .744 12.01 .542

Satisfied with Relationship .613 9.39 412

Commitment 728 488

Agree with Franchise Contract .795 12.60 .655

Operational Commitment .730 11.31 515

Loyalty to Franchisor .509 7.26 .330

Note.All standardized loading were significantpat .001.

°All t tests were significant at< .001
Denotes composite reliabilities
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Table 5. 13

Fit Indices for Competing Models

Model X df x¥df GFI  CFl  NFI  NNFI RMSEA
Null Model 2496.33 210 11.88
G-Factor Model 818.62 189 433 .727 .731 .680 .702 .126

Seven FactdgFix) 520.24 170 3.06 .813 .847 .792 .811 .101
Seven Factor (Covary) 429.39 168 2.56 .841 .886 .838 .857 .087

Note: G-Factor model is one general factor model.
Fix model is constrained model.
Covary model is unconstrained (correlated) model.
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A Theoretical Model of the Franchisee-Franchisor Relationship

F1: Motivation F2: Evaluation F3: Brand Name F4: Quality Relationship F5: Performance
F6: Satisfaction F7: Commitment

Figure 5.1

A Theoretical Model of the Franchisee-Franchisor Relationship
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5.4  Scale Development: Reliability and Validity Analyses

One of the most important advantages offered by latent variables analysis is the
opportunity that they provide to assess the reliability and validity of a study’s variables
(Hatcher, 1994). In the present study, confirmatory procedures were used to test the
measurement properties of all constructs prior to examining the hypothesized structural
models (Anderson and Gerbing, 1988). Broadly speaking, reliability refers to the
consistency of measurement. On the other hand, validity refers to the extent to which an
instrument measures what it is intended to measure. In this study, the result of a CFA
using CALIS (SAS Institute Ins., 1989) assessed items reliability, composite reliability,
variance extracted estimates, convergent validity, and discriminant validity.

The reliability of indicator variables are defined as the square of the correlation
between a latent factor and their indicator (Hatcher, 1994). This reliability indicates the
percent of variation of the indicator that is explained by the factor that it is supposed to
measure (Long, 1983). Items within each scale were summed to arrive at a respondent’s
scale score. The Cronbach’s alpha (Cronbach, 1951) was calculated to determine the
internal consistency of each scale. Reliability measures and information pertaining to the
scales, presented in Table 5.4 through Table 5.10, show the reliabilities ranged from .737
to .888, and thus are adequate for research purposes (Nunnally, 1978).

Composite reliability and variance extracted estimates were the primary statistics
used to assess the properties of the hypothesized constructs (Fornell and Larcker, 1981).

The composite reliabilities statistics estimate the internal consistency of a latent
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construct, similarly to a coefficient alpha (Fornell and Larcker, 1981). Because the
hypothesized personality structure was based on a previous exploratory factor analysis
using correlations obtained among variables (Gough, 1987), a reliability estimate similar
to the coefficient alpha is considered appropriate (Bollen and Lennox, 1991).

Fornell and Larcker (1981) also stress the importance of examining composite
reliabilities and the variance extracted. Bagozzi and Yi (1988) suggest two criteria;
composite reliability should be greater than or equal to .60, and variance extracted should
be greater than or equal to .50. For this study, all seven composite reliabilities were
greater than .70 and five of the variance extracted were greater than or equal to .50 except
for two that were less satisfactory (see Table 5.12). Furthermore, the variance extracted in
each measure exceeded the respective correlation estimate between factors, which
provided evidence of discriminant validity (Fornell and Larcker, 1981).

The variance-extracted statistic estimates the proportion of variance explained by
a construct, compared to the variance due to random measurement error. As such, it
serves as an estimate of the convergent validity of a construct’s indicator variables. Table
5.12 provides the estimates for each construct, in addition to the standardized loadings
and the reliabilities of each construct indicator. All indicators were statistically significant
(t>7,p<.001).

Convergent validity and discriminant validity are usually associated with the use
of the multitrait, multimethod (MTMM) approach to validation (Campbell and Fiske,
1959), in which multiple constructs are each assessed using more than one assessment
method. Convergent validity is demonstrated when different instruments are used to

measure the same construct, and the scores from these different instruments are strongly
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correlated. A strong correlation suggests that both instruments are measuring what they
are intended to measure (Hatcher, 1994). In this study, convergent validity is assessed by
reviewing thet tests for the factor loadings. The standardized factor loadings from this
study and tests for these loadings are presented Table 5.12. The results indicated that the
t values for these twenty-one indicators ranged from 7.26 to 16.12. Thalses are all
significantly different from zero gi < .001 (because all indicatotsvalues exceeded the
critical t of 3.29 forp = .001), which satisfies the criteria for convergent validity.

Discriminant validity is demonstrated when different instruments are used to
measure different constructs, and the correlations between the measures of these
constructs are relatively weak. The MTMM approach provides a relatively strong test of
discriminant validity (Hatcher, 1994). Unfortunately, these tests could not be repeated for
the present franchisee-franchisor relationship model, as multiple methods were not used
to assess the different constructs. Nonetheless, some evidence regarding discriminant
validity may be obtained from this analysis.

Discriminant validity was tested using the procedure suggested by Anderson and
Gerbing (1988). Taking one pair of factors at a time, the unconstrained confirmatory
factor analysis model (where all factors were allowed to covary freely) was compared
with a constrained model in which the covariance between one factor pair was
constrained to unity (implying that there was no discrimination between the two factors),
and the covariance between the remaining factor pairs was constrained to equality
(Hughes, Price, and Marrs, 1986). A significant chi-square difference between the

constrained and unconstrained factor models provided evidence of discriminant validity
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between the pair of factors being tested (Anderson and Gerbing, 1988; Bagozzi, 1980,
p.142).

With the chi-square difference test, the discriminant validity of two constructs
was assessed by eliminating the standard measurement model in which all factors were
allowed to covary, creating a new measurement model identical to the previous one,
except that the correlation between two factors of interest was fixed at 1, and the chi-
square difference statistic was computed for the two models.

In this study, for correlations among the exogenous variables, F1 (motivation) and
F2 (evaluation) were selected. These two constructs were so strongly correlated that it
was reasonable to question whether or not two different constructs were being measured
at all. The summary table indicates the chi-square for the models (Table 5.13). The
difference in chi-square was 90.85. To determine whether this value is statistically
significant, since there wered? associated with the chi-square difference test, the critical
values of chi-square were 9.21 pt .01, 13.82 ap = .001. The observed chi-square
difference value was 90.85, therefore the difference between the two models was clearly
significant atp < .001.

Fornell and Larcker (1981) suggest that discriminant validity can be assessed by
determining whether the variance extracted estimates for two constructs are greater than
the square of the parameter estimate between tdmIif this study, the correlation
between F2 and F5 was .542, and the square of this correlation was .293 (see Appendix B
p. 211). Variance extracted estimates were calculated earlier, and appear in Table 5.12.
The variance extracted estimates were .530 for F2 (Evaluation), and .535 for F5

(Performance). Because the variance extracted estimates for both F2 and F5 were larger
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than the square of the interfactor correlation, this test supports the discriminant validity of
the two factors.

The discriminant validity of the scales were assessed using confirmatory factor
analysis procedures (Anderson and Gerbing, 1988). The results of each pair-wise
construct comparison suggested that the seven-factor solution was better than the single
factor solution (Table 5.13).

Overall, the fact that ali tests were significant showed that all indicators were
effectively measuring the same construct (Anderson and Gerbing, 1988). As evidence of
convergent validity, the measurement factor loadings were all signifitavlyes
between 7.26 to 14.03); the construct reliabilities were large (ranging from .725 to .835),
and the average variance extracted (AVE) (Fornell and Larcker, 1981) indicated that in
each case, the variance captured by the construct was greater than the variance due to
measurement error (AVEs ranging between .487 to .618) (Table 5. 12).

Each multiple-item indicator was considered simultaneously to provide for the
fullest test of convergent and discriminant validity. Therefore, the measures were

adequate for further analysis.

55 Structural Models

Because the sample size was modest, manifest structural model were evaluated,
rather than latent structure models using the CALIS procedure in SAS. The issue of
sample size remains an active debate in the structural equation modeling literature
(Brannick, 1995; Kelloway, 1995, Williams, 1995). With smaller samplds< 150)

there is a danger of obtaining nonconvergent solutions, even for more highly specified
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models (Anderson and Gerbing, 1988). With large samphs>( 400), trivial
discrepancies can lead to rejection of a satisfactory model since absolute indices of fit are
prone to influence by sample size (Bollen, 1989; Loehlin, 1992).

The measurement model assessed whether all items in a given scale represented
the same latent factor. Then only those items were aggregated that reflected a common
construct in order to derive unidimensional composite scales for the structural model tests
(Anderson and Gerbing, 1988). To evaluate the structural model, Bollen’s (1990)
recommendation for interpreting multiple indices of model fit was followed. CALIS fit
statistics were reviewed, such as the chi-square test and root-mean-square residual
(RMSR). To supplement these indices, the normed fit index (NFI; Bentler and Bonett,
1980) was examined, because, unlike the chi-square test, it has been shown to be less
biased in small samples (Bentler, 1989). The goodness-of-fit index (GFI; Joreskog and
Sorbom, 1993) was also considered, as well as the comparative fit index (CFI; Bentler,
1990), both of which are relatively stable in samples smaller than 250 (Hu and Bentler,
1995).

Path analysis was performed to test the theoretical model presented Figure 1
(Appendix A, p. 196). All analyses were conducted using the SAS System’s CALIS
procedures. These analyses used the maximum likelihood method of parameter

estimation, and all analyses were performed on the variance-covariance matrix.

5.5.1 Initial Theoretical Model

The adequacy of a structural model is determined by a chi-square test. This test

evaluates how well the covariance matrix implied by the model fits the covariance matrix
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of the observed data. However, because the chi-square test is heavily influenced by
sample size (Bollen and Long, 1994), several fit indices have been proposed as aids to
model fitting (Joreskog and Sorbom, 1989; Bentler, 1992).

Although estimation of this model revealed a significant model chi-square value,
x? (5, N =210) = 20.06p = .0012, other fits statistical values exceeded .90, except for
AGFI, indicating the good fit of the model. Modifications were attempted that would
improve the model’'s fit. The most appropriate fit index is the Comparative Fit Index
(CFI) because it has a small sampling variability, and it is unaffected by sample size
(Bentler, 1990). For validity purpose, fit indices with values of less than .90 have not
been considered acceptable (Bentler, 1990; Hays et al., 1994).

Figure 5.2 displays standardized path coefficients for the theoretical model.
Fitting the hypothesized model to the data resulted in acceptable goodness of fit indices.
First, the path coefficients were reviewed to see if any of the paths in the initial model
should be deleted.

Thet values for all path coefficients proved to be statistically significapt<at
.05, except for from Brand Name to Quality of the Relationship, Brand Name to
Performance, Performance to Commitment, and Motivation to Commitment. All
standardized path coefficients exceeded .30 (except for from Quality Relationship to
Performance) in absolute magnitude, indicating that they were meaningful in size
(Billings and Wroten, 1978). However, a review of the model’s residuals revealed that
the distribution of normalized residuals was asymmetrical, and that one normalized
residual was relatively large (in excess of 2.0). The largest normalized residual was 2.27

for the Motivation — Satisfaction Relationship. This same relationship also demonstrated
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a significant Lagrange Multiplier test (Bentler, 1989) (10(8%,.001) indicating that the
model could be significantly improved by adding a path from Motivation to Satisfaction.
Model modifications can be assisted by the use of two tests, the Wald test, and the
Lagrange Multiplier test (Hatcher, 1994). Although these post-hoc modifications are
heavily influenced by chance (MacCallum, Roznowski and Necowitz, 1992), they could
provide insight to variations in the original model (Hays et at., 1994).

Therefore, the model was revised by adding paths from Motivation to Satisfaction
and from Brand Name to Commitment. Some of the existing paths were eliminated from
the initial model. The resulting model was termed “the revised model.” Adding such a
path would be consistent with the prediction form cognitive dissonance theory (Festinger,
1957), in that individuals often adjust their attitudes so that their attitudes will be
consistent with their behaviors.

Because its addition and deletion could be justified on theoretical grounds, paths
from Motivation to Satisfaction and from Brand Name to Commitment were added to the
initial model, and paths from Brand Name to Quality of the Relationship, Brand Name to
Performance, Performance to Commitment, and Motivation to Commitment, were
deleted from the initial model. The resulting model, called “the revised model,” was then

re-estimated.
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A Path Diagram for the Initial Theoretical Model

F1: Motivation F4: Quality Relationship

F2: Evaluation F5: Motivation
F3: Brand Name F6: Satisfaction

F7: Commitment

Note " p< .05, p<.01

Figure 5.2
A Path Diagram for the Initial Theoretical Model

130



5.5.2 Revised Model

The goodness of fit indices for the revised model are also presented in Table 5.14.
By comparing the chi-square statistic for the revised model, it was possible to perform a
chi-square difference test to determine whether the addition of the new path resulted in a
significant improvement in the model’s fit. This difference test was computed as 20.06 —
7.85. Withdf = 2, the chi-square difference statistic of 12.21 was signifigart .01),
indicating that the revised model provided a superior fit to the data (Table 5.14). Under
some circumstances, a significant model chi-square suggests a good model fit.
Furthermore, other indices for fits of this model all exceeded .95, indicative of a best fit.

Goodness of fit indices in Table 5.14 show that the revised model provided a very
good fit to the data. The model chi-square statistic was nonsignifiéait, N = 210) =
7.85,p = .346, and the GFI, AGFI, CFI, NFI, and NNFI all exceeded .95, and RMR
below .05. The analysis revealed WRilues of .545 for Quality of the Relationship, .269
for Performance, .670 for Satisfaction, and .521 for Commitment (see Table 5.14).

Path coefficients for the revised model are presented in Figure 5.3. All
coefficients were significant @t< .01 or lower.

It is argued here that the revised model should be accepted as the “final model”
identified by this investigation. Even the revised model demonstrated a nonsignificant
model chi-square test, only this statistic does not provide a valid test of model fit in most
applied situations, therefore it should be viewed more as a general goodness of fit index
rather than as a statistical test (Joreskog and Sorbom, 1989). In support of the revised
model, the GFI and CFl and NFI and NNFI were closer to 1, indicating a good-to-

superior fit between the model and the data.
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The results for the overall path model are presented in Figure 5.3. They indicate
that the model shows a good fit to the data.. Since the goodness-of-fit indices exceed .95,
and x? is nonsignificant at the .001 level, the overall structure of the path model is

supported, and the individual path coefficient can be meaningfully interpreted (Hair et al.,

1995).
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A Path Diagram for the Revised Model

F1: Motivation F4: Quality Relationship

F2: Evaluation F5: Motivation
F3: Brand Name F6: Satisfaction

F7: Commitment

Note:” p<.05," p<.01
“ The signs of this path were not as hypothesized.

Figure 5.3

A Path Diagram for the Revised Model
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Table 5. 14

Goodness of Fit Indices for the Various Models

Model x> df p  GFl AGFI CFl NFI  NNFI
Null Model 809.07 21
Initial Model 20.06 5 .0012 .974 .855 .981 .975  .920

Revised Modef 785 7 3464 .989 .956 .999 .990 997

Note:N = 210. GFI = Goodness fit index; AGFI = Adjusted goodness fit index; CFIl =

Comparative fit index; NFI = Normed fit index, NNFI = Non-normed fit index.

#ldentical to the initial model, except that a path from the Brand Name to the Quality of
the Relationship, Brand Name to Performance, Motivation to Commitment, and
Performance to Commitment was deleted, and a path from Motivation to Satisfaction,

Brand Name to Commitment was added.

Squared Multiple Correlations

Variables Error Variance Total Variance R-squdted
F4 .798 1.754 945

F5 1.625 2.224 .269

F6 463 1.403 .670

F7 929 1.941 521

Note:?All values were significant gt < .01.
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5.5.3 Analysis of Hypotheses

The hypotheses were tested using CALIS path analysis. Path analysis was used so
that the overall causal model could be tested and the direct and indirect effects of the
exogenous variables could be specified. This analysis included a test of the overall path
model as well as individual tests of the hypothesized relationships between constructs.
The structural equations for the path model were estimated using the maximum
likelihood (ML) method.

The results offered strong support for the hypothesized model relationships. The
results of the tests of the hypothesized relationships between constructs are presented in
Table 5.15. These show, as hypothesized, that commitment was negatively affected by
satisfaction (Hypothesis § and the quality of the relationshifHypothesis 4c
Commitment was negatively affected by brand name, which was a result that was not as
hypothesized. As hypothesized, satisfaction was positively affected by performance
(Hypothesis 53)quality of the relationshifHypothesis 4h)and evaluatiorfHypothesis
2a). Satisfaction was positively affected by motivation, which was not as hypothesized.
Also as hypothesized, performance was positively affected by the quality of the
relationship(Hypothesis 4ajandevaluation(Hypothesis 2c)-inally as hypothesized, the
quality of the relationship was positively affected by evaluafidgpothesis 2b)and
motivation (Hypothesis la)Four hypothesized paths were not supported. Brand name in
a section did not significantly affect either the quality of the relationdtypothesis 3a)
or performance(Hypothesis 3b) and performance also did not significantly affect
commitment KHypothesis 5b) Finally, motivation did not significantly impact on

commitment(Hypothesis 1b).
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Hypothesis 1.a: A higher level of franchisee motivation leads to a higher quality of
the relationship between the franchisee and the franchisor.
As indicated by the standardized path coefficient of .478 anviddee of 7.13¢
< .01), as shown in Appendix B (pp. 213 — 214), the hypothesis was supported by the
data. The findings indicated that motivation to be a franchisee does affect the quality of
the relationship between the franchisee and the franchisor. Therefore, a higher motivation

to be franchisee should result in higher quality of the relationship.

Hypothesis 1.b: Franchisee motivation is negatively related to the franchisee’s
commitments.
The standardized coefficient of -.147 danalue of —1.81 were not significantgat

< .05 level. This hypothesis was not supported by the data.

Hypothesis 1.c: Franchisee motivation for choosing a franchise is positively
correlated to the perceived quality of the franchisor’s support.

The correlation among the exogenous variables of .718 dandhlae of 9.46,
significant atp < .01 level, indicated that franchisee motivation is strongly related to the
perceived quality of the franchisor’s support.

Hypothesis 1.d: Franchisee motivation for choosing a franchise is positively
correlated to the perceived brand value of the franchisor.

The correlation among exogenous variables of .376 tandlue of 7.59,
significant afp < .01 level, indicated that franchisee motivation is positively related to the

perceived brand value of the franchisor.
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Hypothesis 2.a: The quality of franchisor support is positively related to the
franchisee’s job satisfaction.

The standardized path coefficient for the relationship geguals .279 and the
value of 4.52, significant gi < .01 level, indicate that the perceived higher level in the
quality of franchisor support has a positive effect on job satisfaction. Thus, a higher

evaluation should result in higher job satisfaction for the franchisee.

Hypothesis 2.b: A perceived higher level in the quality of franchisor support leads to a
higher quality of the relationship between he franchisee and the franchisor.
The path coefficient of .315 and thealue of 4.70 were significant pt< .01.,
indicating that this hypothesis was supported by the data. The findings indicate that the
perceived level in the quality of the franchisor's support has an effect on a quality

relationship between the franchisee and franchisor.

Hypothesis 2.c: The quality of franchisor support is positively related to the
franchisee’s performance.

The standardized path coefficient of .305 and thelue of 3.88, significant at the
p < .01 level, indicate that the perceived level in the quality of the franchisor’'s support

has a positive effect on a quality relationship between the franchisee and franchisor.
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Hypothesis 3.a: Brand value is positively related to the quality of the relationship
between the franchisee and the franchisor.
The path coefficient of .043 and malue of .86 are not significantly different
from zero. Brand name was not found to be related to a quality relationship between the

franchisee and franchisor.

Hypothesis 3.b: Brand value is positively related to the franchisee’s job performance.

The path coefficient of .039 and aalue of .62 are not significant at the .05 level,

indicating that brand name does not affect franchisee’s job performance.

Hypothesis 4.a: A higher level of quality in the franchisee-franchisor relationship
leads to a higher level of franchisee job performance.

The path coefficient of .264 and aalue of 3.36 were significant pt< .01. This
supports the theory (LMX) that a quality relationship between the franchisee and

franchisor has a significant direct effect on the franchisee’s job performance.

Hypothesis 4.b: A higher level of quality in the franchisee-franchisor relationship
leads to a higher level of franchisee job satisfaction.

The path coefficient of .333 and aalue of 5.54 were significant pt< .01. This
supports the theory (LMX) that a quality relationship between the franchisee and

franchisor has a significant direct effect on the franchisee’s job satisfaction.
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Hypothesis 4.c: The quality in the franchisee-franchisor relationship is negatively
related to the franchisee’s commitment.

The path coefficient of -.328 andtavalue of -4.63 were significant at< .01.
This supports the theory (LMX) that a quality relationship between the franchisee and
franchisor has a significant direct effect on the franchisee’s commitment to quit.
Hypothesis 5.a: Franchisee’s job performance is positively related to the franchisee’s

job satisfaction

The path coefficient of .143 and aalue of 3.07 were significant pt< .01. The

findings concerning kj suggest job performance positively affects the franchisee’s job

satisfaction.

Hypothesis 5.b: Franchisee’s job performance is negatively related to the franchisee’s
commitment.
The path coefficient of -.088 andtaalue of -1.53 are not significant at the .05
level, indicating that job performance does not affect the franchisee’s commitment to

quit.

Hypothesis 6: Franchisee’s job satisfaction is negatively related to the franchisee’s
commitment.
The path coefficient of —.386 andt aalue of —4.11 were significant pt< .01.
The findings concerning Hsuggest that job satisfaction negatively affects the
franchisee’s commitment. Thus, increased perceptions of job satisfaction decrease the

franchisee’s commitment to quit.
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Other Results

SEM produced other significant results. First, the path from motivation to
satisfaction suggests a significant positive relationship (\2133,.01). And, the path
from brand name to commitment suggests a significant negative relationship |§-<146,

01).
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Table 5. 15
Summary of Hypotheses Tests

Hypothesis Results

Hla.

Hib

Hlc.

H1d.

H2a.

H2b.

H2c.

H3a.

H3b.

H4a.

H4b.

H4c.

H5a.

H5b.

H6.

A higher level of franchisee motivation leads to a higher quality

of the relationship between the franchisor and franchisee. Supported
Franchisee motivation is negatively related to the Not
franchisee’s commitment. Supported

Franchisee motivation for choosing a franchise is positively
correlated to the perceived quality of the franchisor’s support. Supported

Franchisee motivation for choosing a franchise is positively
correlated to the perceived brand value of the franchisor. Supported

The quality of the franchisor’s support is positively related to
the franchisee’s job satisfaction Supported

A perceived higher level in the quality of the franchisor’'s support
leads to a higher quality relationship between the franchisor and franchisee. Supported

The quality of the franchisor’s support is positively related to

the franchisee’s job performance. Supported
Brand value is positively related to the quality of the relationship Not
between the franchisor and the franchisee. Supported
Brand value is positively related to the franchisee’s performance. Not
Supported

A higher level of quality in the franchisor-franchisee relationship leads to
a higher level of the franchisee’s performance. Supported

A higher level of quality in the franchisor-franchisee relationship leads to
a higher level of the franchisee’s job satisfaction. Supported

The quality in the franchisor-franchisee relationship is negatively related to
the franchisee’s commitment. Supported

Franchisee’s performance is positively related to the franchisee’s job satisfaction. Supported

Franchisee’s performance is negatively related to the franchisee’s Not
commitment to the relationship. Supported

Franchisee’s job satisfaction is negatively related to the franchisee’s
commitment to the relationship Supported
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5.5.4 Direct and Total Effects

The structural model in SEM deals with the hypothesized relationships, direct or
indirect, between the measured variables and the constructs (Hoyle and Smith, 1994).
Empirical support for the links among constructs can be examined in two ways; as direct
effects, and as total effects. The first way involves tests of significance for simple links
with no intervening constructs. These tests of direct effects provide a more
straightforward means of assessing whether the data supports the proposed relationships
between pairs of constructs.

Table 5.16 shows that the results of both the hypothesized direct effects leading
to commitment is significant; thus, commitment reflects a negative direct influence from
satisfaction, the quality of the relationship, and not the hypothesized effects from brand
name. Shifting backward in the flow of influence, satisfaction reflects a positive direct
influence from motivation, evaluation, the quality of the relationship, and performance.
And also, performance receives a direct effect from the quality of the relationship and
evaluation, as proposed. The quality of the relationship has direct positive effects from
motivation and evaluation, but not, as proposed, from brand name.

The statistical support for the direct links in the model appears substantial, given
that each of the four endogenous constructs have significant influences from at least one
antecedent construct. In addition, all of the constructs preceding commitment
significantly affect at least subsequent the endogenous construct.

The second way to examine the empirical support for the proposed links employs
the more complex total effects furnished by CALIS. These total effects combine the

indirect effects with the direct effects presented Table 5.16. Indirect effects for a pair of
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constructs occurs when additional, alternative paths of influence run through constructs
that intervene between this pair. The total effects therefore present a more comprehensive
indication of the influence of one construct on another than do the direct effects (Bollen,
1989).

In the present study, the indirect effects combine with the direct effects to form 15
significant total effects for the links that were hypothesized by the model. The revised
model contained additional direct paths from one exogenous construct to commitment.
The correlation between motivation and commitment resulted in significant relationships;
the results of the multivariate test of this path were clear-cut. While all three of the
exogenous variables were hypothesized to have an indirect effect on commitment, only
one (motivation) was hypothesized to have direct effects but brand name have direct
effects on commitment. Evaluation was not tested for direct effects because no
relationships could be given as to how they might affect commitments independent of
their impact on the quality of the relationship, performance, and satisfaction.

Although satisfaction has a strong influence on commitment, a large part of this
effect is indirect through motivation, evaluation, and the quality of the relationship. The
total influence (direct and indirect paths) of satisfaction on commitment was -.454, but
the indirect effect (through motivation and the quality of the relationship) was .360; thus,
these two constructs act as partial mediators of the effect of satisfaction on commitment.
Although motivation is significant in structural model, its influence on commitment is
minor when compared to satisfaction and the quality of the relationship. Finally, it is
interesting to note that the quality of the relationship and satisfaction have total effects

that rival those of commitment, and exceed that of motivation or evaluation. Collectively,
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these antecedent variables exert a considerable influence (via their indirect effects, as
shown in Table 5.16) in explaining variations in commitment.

The proposed model makes a number of implicit mediation predictions, such as
satisfaction completely mediates the effects of the quality of the relationship,

performance, and evaluation on commitment.
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Table 5.16

Total Effects of Exogenous on Endogenous Variables

F1 F2 F3 F6 F5 F4

F4 531 335

F5 158 465 297

F6 .388 417 113 332

F7 .360 -.305 -.248 -.454 -.052 -.496

Indirect Effects of Exogenous on Endogenous Variables

F1 F2 F3 F6 F5 F4

F4

F5 158 .100

F6 176 153 .034

F7 -.360 -.305 -.052 -.151
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Table 5. 17 Scales Means, Standard Deviations, and Covariance

Variable Mean Std Dev
F1 4.47 1.19
F2 3.90 1.25
F3 5.85 .82
F4 4.18 1.32
F5 4.36 1.49
F6 4.40 1.19
F7 3.06 1.40
Covariance of Structural Model
F1 F2 F3 F4 F5 F6 F7
F1 1.425
F2 1.069 1.554
F3 0.368 0.291 0.674
F4 1.115 1.088 0.333 1.754
F5 0.836 0.891 0.248  0.919 2.224
F6 1.012 1.063 0.265 1.151 0.939 1.408
F7 -0.999 -0.958 -0.403 -1.212 -0.938 -1.103 1.949
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5.6 Summary

This chapter first examines the results of the statistical analyses performed on the
restaurant franchisee survey. Profiles of the franchisees are developed. Next the empirical
portion of the scale developed for the measures of each variable is presented and
confirmatory factor analysis is employed to test the measurement models. Reliability and
validity issues are examined. The process used in developing the final structural model is
explained. SEM is used to test the hypothesized relationships of the theoretical model
and the final model is presented with an analysis of direct and total effects. This analysis
revealed that eleven of the fifteen hypothesized relationships were statistically
significant. However, the path linking motivation to satisfaction and from brand name to
commitment, which was not hypothesized in the initial theoretical model, was found
significant. Thus, in addition to a direct effect of brand hame on commitment, motivation
was found to have an indirect effect on commitment through its effect on job satisfaction.
The following chapter will discuss the major findings of these results, as well as their

implication and limitations. It also suggests the directions for the future research.
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CHAPTER 6

DISCUSSION AND CONCLUSIONS

This study applied social exchange theory to the franchisee-franchisor
relationship setting, explored the factors affecting the quality of the relationship between
franchisee and franchisor, and its impact on franchisee’s performance, satisfaction, and
commitment. This chapter will discuss the major findings of the study, the implications
of those findings for franchising management applications, the implications for future
research and the limitations of the study. The major findings of this study include topics
relating to the measurement of concepts as well as the relationships among these

concepts.

6.1  Major Findings

Both the concepts of the quality of the relationship and the commitment to the
franchisor-franchisee relationship have gained prominence in franchising today. It is well
recognized that the quality of the relationship plays a central role in initiating and
managing the franchising relationship. However, remarkably little research has been done
on the predictive effects of the relationship of franchising constructs to franchisee’s

perceived value. Consequently, we still know little about the mechanism through which a
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quality relationship or relationship promoting practices enhance franchisee perceived
value.

This study set out to develop a conceptual model that explains how relationship
quality can affect franchisee’s performance, job satisfaction, and commitment. The
results of this study strongly support the hypothesized model, revealing the positive
influence of franchisee motivation, and evaluation on the quality of the relationship
between the franchisee and franchisor and also on performance, satisfaction and the
negative influence of the quality of the relationship, performance, and satisfaction on the
commitment. This study found that these constructs were substantially interrelated and
were influenced by personality variables.

Of the 15 hypotheses put forward, only 4 were not fully supported, or were
partially supported. The results show, for the first time, that the LMX paradigm can be
applied to the franchise relationship situation. However, the relative effects of various
structural linkages varies from those found in previous studies of the motivation to be a
franchisee and franchisee satisfaction. Furthermore, the extended framework throws
considerable light on the drivers of the evaluation of franchisor’s support, the perception
of the franchisor’s brand name, and the quality of the relationship, as well as on the
strong linkage between the quality of the relationship and satisfaction, and the quality of
the relationship and commitments. Although some of the hypotheses were not supported
(e.g. brand name), the inclusion of the motivation to be a franchisee variable, the
evaluation of the franchisor’s support variable, and quality of the relationship between
the franchisee and the franchisor variable add a richness to our understanding of the

determinant of the franchisee’s performance, job satisfaction, and commitment.
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The derived structural model confirms that franchisee’s job satisfaction has a
direct influence on the commitment, as hypothesized. The motivation to be a franchisee
and the evaluation of the franchisor’s support can be assessed with some confidence; the
direct effect of the quality of the relationship was secondary to commitments. Only when
the various indirect effects (via the quality of the relationship) are taken into account does
satisfaction have a dominant influence. Results also point to the important role played by
the level of the quality of the relationship between the franchisee and franchisor. In
addition, because franchisees are usually the owners and managers of their businesses,
the association between job satisfaction and performance may be an inherently strong
relationship.

The findings in this study concerning commitment to remain in the franchise
relationship are also noteworthy. They suggest positive rewards for the franchise
organization whose polices are aimed at developing effective interpersonal relations with
their franchisees and providing a business environment conducive to work satisfaction.
These actions may encourage a sense of belonging and identification with the values and
goals of the organization, as well as decreasing potentially costly turnover. Franchisors
are concerned with selecting and retaining franchisees who will not only perform well as
team players, but also who will remain with the franchise system. Franchisees may not
only remain with the franchise system, but also work toward its success. To this end,
franchisors should pay attention to providing work experiences associated with
confirming expectations, organizational support, dependability, and fair treatment. All of
these factors have been found to be helpful in fostering long-term affective commitment

(Mowday, Porter, and Steers, 1982).
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This study’s findings suggest that there may be robust franchisee’s perception
factors associated with the way in which situational factors are interpreted. It is suggested
that this study's findings make theory-driven methodological and substantive

contributions to understanding the franchisee-franchisor relationship.

6.2 Limitations

As with any study, the present study has its limitations, including the limitations
of time and financial considerations, and the nature of the research design.

First, perhaps the most potentially troubling limitation is that all constructs were
based on data from self-reported sources. Thus, common-method bias might have inflated
the parameter estimates among constructs. Typically, this may affect the measurement of
attitudes in self-reported surveys, which contain both dependent and independent
variables (Williams, Cote, and Buckley, 1989; Williams and Brown, 1994). Although not
entirely ruling out bias due to common method variance, the data does suggest that these
effects may not be significant in this study.

A second limitation in this study is that the validity of the data collected is a
consequence of the respondents’ understanding of the questions and willingness to
answer them honestly. Even though the questionnaire was pretested and the respondents
were promised anonymity, invalid data may be collected in any mail survey because the

guestions were misunderstood.
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Third , the survey sample was predominantly made up of Caucasian males; thus,
the generalizability of the results may be limited. However, time and financial constraints
precluded a broader-based examination of the topic.

Fourth, because a complete listing of all franchisees is not currently available,
tentative generalization about the population were based on a selected representative
sample, broader generalization of the results would require a truly random sample of a
defined population.

Fifth, the author collected data from only one side of the dyad. To what extent the
franchisor's and franchisee’s perceptions of relationship quality would converge is
unknown. Therefore, it would be desirable to further investigate the bilateral value
perception process and how the franchisor’s value perceptions and the franchisee’s value
perceptions are related. In this study, only investigated the franchisees in the restaurant
industry were investigated. This restricts the applicability of the results to a single
industry. Both the relationship scale and the model need to be validated in other
industries before generalizations can be made about other industries.

Lastly, one must be cautious in interpreting these findings due to non-response
bias. The potential problem with non-response is the possibility that non-respondents will
differ from respondents with respect to the survey variables, in which case the survey

estimates will be biased.
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6.3 Main Contribution of the Study and Suggestion for Further Research

The results of this study offer both theoretical and practical contributions to the
improvement of the restaurant franchising industry. First, the final model supplies a
franchisor with valuable information for establishing an effective management strategy to
improve the relationship between franchisor and franchisee and to prevent turnover. This
study provides an analysis of the predictors of a quality relationship between the
franchisor and the franchisee. The final model will increase an understanding of the
relationships between the predictors of a quality relationship, the franchisee’s
performance, the franchisee’s satisfaction, and the franchisee’s commitment to the
relationship. Second, the predictors identified for this study will provide a useful tool for
restaurant franchising companies to use in examining franchise satisfaction. Once the
franchisor understands the variables leading to franchisee’s satisfaction, changes can be
implemented to reduce conflict and improve the overall performance of the franchisee.

The strength of this study is that a deliberate attempt was made to utilize well-
regarded instruments that are extensively used in research. Past franchise-related studies
have been plagued with definitional and measurement problems, which gives limited
confidence in the results. For the scale that was developed, confirmatory factor analysis
was used for construct validation, and reliabilities of all multi-item indices were
examined to ensure the consistency of scores.

Apart from its methodological strengths and limitations, the present study makes a

number of important contributions. This study is the first to examine the
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interrelationships among the motivation to be a franchisee, the evaluation of franchisor’'s
support, the perception of franchisor's brand name, the quality of the relationship, the
franchisee’s job performance, job satisfaction, and commitment to the relationship.
Moreover, the results extend individual findings of past research in the franchise
literature and provide initial support for a model of the consequences of franchisee
satisfaction.

Future research using a more comprehensive measure of quality of the
relationship would be useful and might include the measurement of franchisors in the
relationship between franchisee and franchisor. Given the fact that the results of this
study leave a significant amount of variance unexplained in the organizational outcomes,
more comprehensive research on each of these constructs independently may also be
beneficial. Lastly, research should also focus on the franchisor’s personality and attitudes
towards the franchisee, since it is the strategic partnership of these two parties which
ensures effective franchise operations.

Another issue that could be addressed in future research would be to include
actual turnover as the ultimate outcome of interest. This raises other questions regarding
the appropriate time-frame to consider, as well as using a dichotomous, single-indicator
variable in an otherwise completely latent model. It is also important to recognize that
recent estimates indicate that the relationship between turnover commitments and actual
turnover is only about .36, corrected for measurement error (Hom, Caranikas-Walker,
Prussia, and Griffeth, 1992). The study has also shown that intention to quit is the single

best predictor of actual turnover in organizations.
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The present study contributes to a better understanding of the role of personality
in organizational settings by means of several key findings. The first of these findings
stems from the results of the measurement model test. The confirmatory factor analysis
results of the hypothesized measurement model indicate a generally good fitting solution.

The findings from the structural model test also provide interesting insights into
the role of perception of the franchise system in predicting work-related outcomes. The
results of the study clearly support the notion that the quality of the relationship between
the franchisee and franchisor play a pivotal role in enhancing relational outcomes. In a
business era where building a lasting franchisee-franchisor relationship is critical, the
knowledge that the motivation of the franchisee and the evaluation of the franchisor’s
support can affect these relationship is indeed useful to practitioners and academics. In

general, it could be said that the data were consistent with the hypothesized relationships.

6.4  Summary and Conclusions

This study is likely to make conceptual contributions to the literature. First, it
potentially adds to a better understanding of the formation of the franchisee’s perceived
value. As summarized, there are two general ways through which the quality of the
relationship affects the franchisees perceived value: (1) The quality of the relationship
directly increases job satisfaction and performance; and (2) The quality of the
relationship reduces the franchisee’s commitment to quit.

This study also attempted to offer a relatively complete definition of the quality of

the relationship including the three dimensions of motivation, evaluation, and brand
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name. This conceptual definition clearly captures the mutuality aspect of a franchisor-
franchisee relationship. The measures for this construct performed acceptably on
reliability and validity tests. Further, the validity of this construct and its scale were
indicated by the fact that all paths emitting from this construct were supported. The
criterion construct of the franchisee’s commitment was explained by the franchisee’s
perception of the quality of the relationship, of the franchisee’s perception of the level of
performance, and perception of job satisfaction.

This study develops a model that describes what factors are the most important to
the franchisee, how a high quality relationship differs from a low quality relationship, and
how this relationship affects outcomes. This study is based on seven antecedent behavior
constructs drawn from the literature of the franchisee-franchisor relationship. The test of
the model provides strong empirical support for the pattern of influences it portrays. In
particular, these findings confirm the social exchange construct that is theorized by LMX,

which can also apply to the relationship between franchisor and franchisee.
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