CHAPTER 4

CONCEPTUAL MODEL: CO-BRANDING

4.1. Overview

This chapter conssts of four parts. The first part discusses the category of co-
branding, and compares co-branding use in the consumer product industry and the
hospitdity industry. Both indudries use the same terminology, but the way of applying
co-branding is dightly different, such as the "software gpproach” vs. the "hardware
gpproach”. Then, the second part comprises a discusson of the co-branding practice in
the hospitdity indudry. The third pat explans the rdationship between red option
theory and co-branding. This study includes the design of a conceptud modd of the co-
branding investment decison-making process. The fourth part of this chapter explains the
modd, induding explicit and implicit requirements for invesment in co-branding. All the
propositions concerning congtructs and the hypotheses concerning variables are discussed
in the fourth part.
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4.2. Categorization of Co-branding

Co-branding is an emerging aea of dudy in academic research. To date, a
consstent terminology to refer to the phenomenon has not been established. Typicdly,
the public uses the term co-branding to refer to any manner of joint branding relationship
(Gibson, 1993; Spethmann & Benezra, 1994). Co-branding has been widdy usad in the
consumer product industry, and the hospitality industry has now adopted the co-branding
drategy, where it has become very popular and widely used. However, the means of
aoplying the co-branding drategy is dightly different than in other fidds and is
discussed in this section.

4.2.1. The Consumer Product Industry

There are many terms with Smilar meanings to co-branding used in the consumer
product industry, such as “dgnature branding” (i.e. Jaguar by Toyota) for dud
trademarked products (Shocker, 1995). Farquhar, Han, Herr, and ljiri (1992) use the term
“cooperative branding” on a more limited bass to apply to providing “the benefits of
multiple brands with a sngle product purchase or sarvice transaction.” Cooperdtive
branding, dong with ingredient branding and joint promotiona activity, are collectivey
referred to as “brand bundling” Strategies in ataxonomy of brand relationships.
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X: Y:
Software A Software D
Software B Software E
Software C Software F

Software A & D

Figure 4.1: Co-branding as a Software Approach

Co-branding in the consumer product industry is based on the “software
approach” (see Figure 4.1). In this approach, two brands develop a new product together
on the basis of powerful brand recognition and their core products. For example, person
X has software programs A, B, and C, and person Y has software programs D, E, and F.
Person X gets a project from the U.S. government, but he needs someone who has
software D to conduct the research. Person X knows that person Y has software program
D, and they form a project £am together. They might go separate ways when they finish
their project, or person X might find another person who has a higher version of software
D than person Y. This software approach could be characterized as a loose form of
dliance. The patners could spaae a any time if they ae not satisfied with
performance. The company who has many didtinctive but recognized products might use



this software gpproach. This gpproach is not gppropriate for the hospitdity industry in
that it has only one broad category of product (i.e., food and lodging).

4.2.2. The Hospitality Industry

The hospitdity industry dso uses co-branding terminology as well as pecified
terms such as “dud concept,” “dua brand,” and “multiple concepts” A recent branding
drategy that has become popular in the quick service segment is known as duad branding,
in which double-branded retallers are housed under a single roof (Khan, 1991). Some
recent examples of companies that have experimented with dud-branded locations are:
Arby’sLong John Silvers, Dunkin'® DonutsHaegen Dasz, and McDondd sWa-Mart.
This synergigic drategy alows retallers to share expenses and space, and provides
vaiety and convenience for the customers. Recently some foodservice companies have
adopted an advanced form of dud branding, cadled multiple concepts. Tricon introduced
multiple concepts, which are three brands (Pizza Hut, Taco Bdl, and KFC) under one
roof. In addition, Rao and Ruekert (1994) use the term “brand dliance” to refer to various
types of joint branding activity, induding dud branding, ingredient branding, and brand

licenang.
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X: Y :
Hard drive CD-RW
32M Ram 32M Ram

Modem 19” monitor

Computer X & Y

Figure 4.2: Co-branding Hardware Approach

In the hospitality industry, these concepts (i.e, co-branding, dud-branding, dud
concept, and multiple concepts) are based on the “hardware approach” (see Figure 4.2).
The hardware gpproach is not just adding brand image and core products, but aso sharing
sarvices, facilities, and manpower. For example, person X has a computer X with 10G
hard drive, 32M Ram, and a modem, and person Y has a computer Y with 5G hard drive,
CD-RW, 32M Ram, Ethernet ready and a 19" Monitor. If person X gets a project from
the U.S. government, but the project requires a high performance computer with a large
monitor, person X needs someone whom has CD-RW, an Ethernet card, and a 19"
monitor to conduct the research. Person X knows that person Y has the appropriate
hardware in his computer. Person Y dso is interested in joining the team, but if he joins
the team, he should contribute aso. Once they form a project team, both X and Y no
longer use their computers a home unless they buy new ones. The partners examine ther
advantages and disadvantages, and redlize that forming a team is a very good opportunity
and aso good chance to get another project.
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The team might separate when the project is completed, or when person X finds
another partner who has better hardware than person Y. However, it is risky to change
partners unless the hardware is very superior in comparison to person Ys. When both X
and Y decide to work together, they have dready consdered al the possible scenarios,
and it is not easy to separate during the project unless their computer systemsfail.

It is difficult to adopt the hardware gpproach by foodservice franchisors, since
combining two concepts requires products, services, and expertise. Also, the most
gonificant potentiad  problem is conflict between franchisse and franchisor (i.e
encroachment of territoria right), if the franchisor adopts a co-branding approach
throughout the franchisng sysem. The franchisse often displays anxiety over the
franchisor's market development. Despite the absence of any territorid protection in its
franchise agreement with the franchisor, the franchisee is accusomed to drawing
customers from a broad base and could object to a new unit placed close enough to
diminish sdes and lure awvay busness (Spandorf, 1997). This is paticularly true in the
fast-food industry where much of the encroachment litigation has occurred (Fox & Su,
1995). One commentator described today’s multiple paths of encroachment: "in addition
to worrying about other locations edging closer and closer geographicdly, franchisees
have to ded with them creeping through the Internet, mail order, Kiosks, arports, gas
ddion mini-marts and grocery stores' (Chun 1996, P.150). Therefore, a co-branding
aoproach has been widdly adopted by individua franchisees since they could utilize their
dready established facilities and loca expertise.

The mgor difference in applying co-branding between these two indudtries is that
co-branding restaurant consumers may purchase from one branded store and not the
other, whereas in consumer product co-branding, the branded products are virtualy
inseparable. Even though the meaning of co-branding in both indudtries is different, we
will use co-branding as an umbrdla terminology for dua concept, dud-branding etc,
gnce the mgority of those researchers who have published in the mgor trade and
academic journds regarding the hospitdity industry have used co-branding and dua-
concept etc. as synonymous. (see Table 4.1).
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Table4.1
Terminology Used in the Hospitality Industry, by Numbers

Regtaurant | Hotel/motel Regtaurant || Hotel/motel Regtaurant | Hotel/motel
Tota Totd Totd
Foodservice || Inn/Lodging Foodservice | Inn/Lodging Foodservice || Inn/Lodging
Co-branding 1997 | 1,677 309 159 1998 | 2,318 264 160 1999 || 5,268 325 190
Dud branding 1997 | 219 136 57 1998 189 123 54 1999 | 108 59 26
Dua Concept 1997 | 25 19 3 1998 | 38 30 9 1999 | 33 24 9
Multiple concept 1997 | 7 2 2 1998 5 1 0 1999 6 2 0
Multiplebranding || 1997 | 216 16 19 1998 | 200 27 29 1999 | 348 22 23

Source: Dow Jones Interactive
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4.3. Co-branding Practice in the Hospitality Industry

Co-branding has been introduced as a brand strategy in the consumer product
industry. It is aso known as brand aliances (Rao & Ruekert, 1994; Park, Jun, & Shocker,
1996), or brand extenson (Aaker & Keler, 1990; Park, Milberg, & Lawson, 1991), as
wel as maketing patnership and drategic aliance in the consumer product industry.
This concept dso has been widdy adopted by the hospitaity industry in terms of dud-
concept or co-branding, and involves the pairing of two or more recognized brands under
one roof (Khan, 1991). An entire class of co-branding activity is directed toward
providing specid convenience to the consumer for the ddivery of multiple services
and/lor to provide service choice a a dngle location. Such arrangements have arisen
between quick service restaurants, gas dations, convenience sores, and specidty retall
establishments.

The common benefit to the consumer of these arangements is a one-stop
opportunity, ether to meet complementary service objectives or to satisfy multiple needs.
Thus, gas and a med can be purchased while traveing. And parents can satify two
different children's tastes with one restaurant stop. From the franchiseg's point of view,
co-branding harnesses complementary operations to maximize return on invesment,
enhance drawing power gpped to diverse customer bases, exploit day-parts to their
fulles, and maximize back-of-the-house efficiency. Co-branding aso provides added
vaue to the cusomer by serving cusomer needs that a single franchise concept cannot
mest.

A number of hospitdity co-branding dedls have been negotiated over the past
severd years (Strate & Rappole, 1997). Also, many companies are forming co-branding
dliances with non-foodservice business owners and service providers, who might have
seemed the unlikeliest of partners in the past. For example, quick service restaurants are
gopearing within retall outlets a mgor program involves Wa-Mart and McDondd's.
Clearly, some restaurateurs see co-branding as offering attractive benefits, not only as a
way to minimize the problems associated with the operaions, but dso for increasing

points of didribution and customer traffic in the foodservice busness An aea of
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branding research that has yet to be extensvely sudied is the combining of two or more
diginct brand names in a sngle marketing strategy. Recent papers by Levin et d. (1996)
and Rao and Ruekert (1994) suggest that brand aliances will continue to increase in
popularity in the 1990's.

4.4. Advantages and Disadvantages of Co-branding

Co-branding appears to benefit both customers and restaurateurs dike. For
customers, co-branding provides more variety. It may be paticulaly convenient for
families or co-workers who dine out, but cannot agree on what type of food they want
(Benezra, 1994). Also, unlike traditional food courts, at a co-branded location the
consumer who seeks variety only hasto visit asingle counter.

For restaurateurs, the benefits of co-branding are many. One advantage is that it
increases store traffic by balancing day-parts. It is typica to see co-brand partnerships in
which one brand does a strong lunch business, while the other has higher sales during the
dinner day-part. It also enables restaurateurs to secure prime locations that they otherwise
would not have been able to achieve, and to reduce their operating costs. Another
potentiad benefit of co-branding is that it may endble retalers that are rdatively unknown
to gan credibility by paring up with a wel-established brand. Findly, co-branding
dlows companies to achieve synergies in their advertisng efforts (Benezra, 1994,
McDowell, 1994; Nation's Restaurant News, 1994).

The risks of co-branding are pardld with the advantages of co-branding. Firs, it
is possible for a consumer's negative fedings (or neutrd ones in the case of an unknown
brand) toward one brand to be transferred to a brand with which it is paired (Levin et at.,
1996; Loken & Roedder, 1993). Also, a brand may lose its identity if it uses severd co-
brand locations, especidly if some of these co-brand arangements are with different
brands. Such is the case with Arby’s, which has a dud brand partnership with Green
Burrito, Long John Silvers, and Roast Town. This potentid danger mirrors a concern by
some authors that brands which introduce severd different brand extensions run the risk
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of “overextention”, or confusing consumers about what the brands stands for (Buday,
1989; Ries & Trout, 1986).

4.5. Real Options and Co-branding

Real options can be ether “plain” options or compound options. A “plain” option
is just like a cdl option where the exercise of the option leads to the acquigtion of the
underlying asset (i.e, co-branding). For example, a chan foodservice company has
considered co-branding as an opportunity, but could not aggressively adopt this srategy
because of teritorid rights of unit owners and uncertainty about the reection of the
financid market to this drategy. They wait until the uncertainty is cleared, and exercise
co-branding later on. Another example is when a sngle brand owner wants to bring in
another brand to their unit, he or she might go back to ther initid busness period and
recal what was wrong and what was postive, and then adjust hisher business vison and
evauate the co-brand potential from the new objective. This option has to do with the
vdue of managerid flexibility about irreversble capitd invetments in an uncertan
world.

In the case of compound options, which are options that offer the additiond
flexibility to make subsequent invesments or divesments, the exercise of one option
leads to the acquisition of another option. Most sequentia investments can be considered
as compound options in the sense that the investment in one stage gives the firm the
option to continue to the next stage. Today’s investments may have features that enable a
firm to exercise a specific drategy in the future.

For example, a hotd company may condgder inddling a high-speed modem. It
will require a dgnificant initid capitd  investment without showing improvements in
profit. However, the cusomers need for a high-gpeed modem is overwhelming, and a
hotd company has no choice. After inddling the high-speed modem, the company may
changelingdl web TV in every room to maximdly utilize the technology invesment and
differentiate itsdlf from other competitors who are not inddling the high-speed modem.
Traditiond vduaion methods ae not capable of ceapturing the characterigics, and
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explaning the practices of technology invesments. Traditiond methods ignore the
embedded decision flexibility that decison-makers can utilize to dter the course of the
project in a favorable direction. Such managerid flexibility could have important impacts
on the redized vdue of invesment projects. If a hotd company does not have managerid
flexibility for the market's environmenta changes they could lose ther maket in the
near future.

Options are rights, but not obligations, to take some action in the future (up to a
possble expiration date) contingent on the unfolding of stock uncertainties. Andogous to
financia options on common stocks, red options are options on physca or “red” assets
such as new technologies, information infrastructure, equipment, and licensng, etc.
When a firm makes investment expenditures, it exercises its option to invest. The term
“inved,” thus, means that the firm exercises its option by invoking an initid cogt in
exchange for a red asset that may pay a stream of future cash flow. Throughout this
paper, therefore, we use the terms “invest” and “ exercise the option” interchangesbly.
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4.6. Conceptual Co-Branding Strategic Model

Explicit Requirements

Competition v

Strategic Options
Resources
Continue (No change)
— ) . Exit
Implicit Requirements . Adopt Co-branding within the
same industry
: 0 With a national brand
Brand Fit :
fand 0 With a local brand
. Adopt co-branding with a
Synergy different industry
Effect
Product Fit A

Uncertain Performance

Figure 4.3: Co-branding Investment Decision -M aking M odel

The effects of implementation requirements in response to market change ae
generdly draightforward. If one assumes homogeneity among competitors in an indudtry,
a responder's requirements should a least equd those of an initiator. Initiating a
competitive action is generdly pat of drategy implementation on the part of initiator.
Responding firms, on the other hand, are not aways prepared to counteract competitive
chdlenges rased in the market. They need time not only to undersand and andyze the
action but dso to decide how to respond. Some competitors might lack the capability to
make necessary responses, even if they have decided to do so. This is especidly true in
the cae of actions with a high levd of implementation requirements, (i.e, draegic
invesment), which usudly require a subdantid amount of time and resources to

restructure the organization. Responses to this kind of action may be dow and few.
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In the study, we categorize explicit and implicit requirements to discover the
influentid factors that make prospective co-branding franchisees invest in different time
frames. Under explicit requirements, business competition and the resources of the
individua restaurant unit will be the focus of this study. Brand and product fit between
trade names, the synergy effect between brands and products, and performance
uncertanty will beincluded in the implicit requirements category.

4.6.1. Timing of Entry (Order of Entry)

Timing of entry is the decison about when to enter a new or exising market.
There is a subgtantid body of literature on the effects of early entry on performance. The
common view is that early movers in a given product sector enjoy enduring advantages
over later entrants (Caves & Porter, 1977, Lambkin, 1988; Mitchell, 1991; Robinson,
Forndl & Sullivan, 1992). We define an early mover as one that is perceived to have
made an ealier invesment in the co-branding concept in their market, and a late mover
as one tha is perceved to have made a later investment in the co-branding concept in
their market. Bond and Lean (1977) found that the first firm to offer and promote a new
type of product received a subgtantid and enduring sdes advantage. Robinson and
Forndl (1985) found that firs-movers had higher market shares than later entrants. The
later study of Robinson (1988) and Parry and Bass (1990) aso found that firs-movers
had higher market shares than later entrants. In 1991, Mitchdl investigated the
relationship between entry-order effects on market share, and found that surviva depends
on whether the fird-mover is an industry incumbent or a newcomer. She found that rew-
comers benefit from early entry, and incumbents perform better with later entry.

While early-mover advantages have been shown to be empiricadly robug, there
are circumdances under which late entrants may overcome the disadvantages (Lilien &
Yoon, 1990). These conditions include free rider effects, low codts of imitation, shifts in
technology, and consumer preferences leading to new product and market opportunities,
or smply the complacency of early movers (Carpenter & Nakamoto, 1989; Lieberman &
Montgomery, 1988).



Because of the didinctive characterigtics of the franchising concept, especidly co-
branding, once early movers acquire a nationdly recognized qudity brand, late-movers
never have the same brand in the same market or a least the same territory. There are not
many advantages for the late-mover in the case of co-branding expanson. Although
researchers have often discussed that changes in the environment (such as changes in
technology and/or customer needs) give firms an opportunity to be ealy-movers
(Liberman & Montgomery, 1988), some firms pursue an early-mover datus, while others
adopt a "wait-and-see’ stance, depending on how environmenta forces and prospects for
profitability are assessed. In this sudy, the investigation is desgned to find out what
makes firms exercise the co-branding option differently in different time frames. Two
categories are discussed as key differentiating factors in terms of order of co-branding
invesment.

H1: There are group differences between early movers and late movers within the co-
branding investment model.

4.6.2. Explicit Requirements

A review of the literature reveds the dynamic factors influencing the order of co-
branding invesment. Examples of explicit requirements ae essy to identify and
relatively easy to vaue because they result from visble transactions such as competition

and resources.

4.6.2.1. Competition

A number of studies suggest that as compstition increases, firms increase thar
business activities (Zahra, 1993; Zahra & Covin, 1995). Competition would be a result of
a market share expanson effort, or the competition would be judged by the frequency of
the competitive action by players. For this study, we have defined competition as the key
operaive dimenson of environmenta uncertainty within the context of our industry
(Dant & Gundlach, 1998).
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Franchised foodservice companies are facing increased competition in the
marketing and drategy aress, and ae encouraging innovation on the pat of ther
franchisees. By an extenson of the same logic, franchisees are likely to atain sustainable
growth of ther busnesses under conditions of higher levels of competition. Research
indicates that franchisees may exercise an adaptation process based on loca knowledge
tha will result in competitive advantage for the franchise sysem (Baucus, Baucus &
Human, 1996). However, there is a limitation to loca markets ability to adapt to increase
the dready diminished revenue flows caused by competition. This limitation is likey to
prompt franchisees to seek supplementary earnings from dternative sources, thereby
moativating them to invest in co-branding.

4.6.2.1.1. Market Share

For many firms, sudaining industry leadership, dethroning the current leader in
thelr indudtry, or closing the market share gap between themselves and the current leader
are key organizationad objectives. Other factors being equa, market share leaders are
more profitable because they exploit economies of scae and market power, as wdl as
having firds-mover and reputationd advantages (Buzzdl, Gde, & Sultan, 1975; Zeithaml
& Fry, 1984; Lieberman & Montgomery, 1988; Armstrong & Collopy, 1996). Market
share can be defined as a share of the served market accounted for by a business (Murthi,
Srinivasan, & Kayanaram, 1996).

The co-branding option is used as a market expandon drategy exercised by the
franchisor, franchisee, or independent operators in the hospitdity industry. It may present
opportunities that give unit owners the confidence to commit resources to new projects.
Porter (1980) mentioned that the emergence of competitive niches might motivate
adminigtrators to experiment with different tactics in order to capture additiond business.
And Kester's (1984) quditative research investigated investment opportunities as options
for a company's future growth. Co-branding can induce restaurant unit owners to expand
thar facilities or to modify ther offerings in the hope of attracting new customers before
their competitors. Research indicates that early movers often command larger market
shares than late entrants (Mitchdl, 1991; Robinson, Fornell, & Sullivan, 1992). We may
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assume that if franchisees focus on increasing their market share, they should exercise a

co-branding option earlier than other competitors.

4.6.2.1.2. Competitive Action

Schumpeter (1950) argued that once a leading market postion is achieved due to
dert comptitive action, a leading firm inevitably finds itsdf dogged by imitators That
is, without further aggressive actions of their own, indudry leaders will eventudly yidd
to the moves of more aggressve rivds. We define competitive action as any newly
developed market-based move that chalenges the satus quo of the market process
(Jacobson, 1992; p. 787); datus quo is defined here as routine, ordinary, and patterned
competitive behavior (Nelson & Winter, 1982; O’ Driscoll & Rizzo, 1985).

The study of compstitive action is important because firms learn that routine past
actions are now ineffective (Miller, 1990) or were erroneous (Kirzner, 1997), and the
aggressive firms carry out newly created actions which affect, and indeed, threeten rivas.
Dutton and Jackson (1987) contend that decison-mekers are more likely to respond
grongly to actions perceived as threasts. Although competitors may initidly be uncertain
of the implications of a given action, its occurrence will tend to impd them to react. If an
action smultaneoudy threstens a maor proportion of severd competitors markets, its
average atack intengty on dl competitors is thus raised. Thus the competitive action
crestes a chain reaction effect of strategic or tactical attack and response.

There are two types of compeitive action: tacticd action and drategic action.
Tecticd action can incdude a whole saries or a smultaneous thrust of new actions
implemented in a short time frame to disurb and pardyze a rivd (D’Aveni, 1994). A
discounting coupon would be a good example of tacticd action. Strategic action needs
long-term preparation and requires a large amount of investment. Co-branding is an
exanple of drategic competitive action. When one firm initiates drategic competitive
action, other competitors need time to react to this action. If someone exercises a co-
branding option to expand their market to fulfill the consumers needs, other competitors
will consgder when and how to exercise their co-branding options depending on the
intengity of the competitive action. Once a few competitors respond, others will tend to
follow suit, cregting a showbdl effect (Farel & Saoner 1985). Some competitors may

57



respond unnecessarily. Even though dl the competitors decided to invest in the co-
branding concept sooner or later, the late mover may experience a certan degree of
disadvantage because of the difficulty in finding appropriate brands and products, in that
early movers may dready have acquired licenses from franchisors. Thus, co-branding has
a powerful firsd mover advantage since the first adopter has the opportunity to choose a
nationd brand, which has strong recognition by cusomers, even though there is dways a
risk involved in investment decisons.

Even though there are no sgns of threats from competitors in the market, one can
initiate competitive action when draegic opportunities or threats from outsde sources
are identified. Therefore, the co-branding option could be used as a market protective
competitive action. Even though some companies have experienced financid difficulties,
they adopt the co-branding option to protect their market. Mason and Merton (1985)
discuss protective options emphasizing the importance of future drategy, which ae
primarily invesments made to protect the vaue of current or planned future
opportunities. Some scholars argue tha poor performance is just as threatening and
challenging as maket decine, and has dmilar motivationd implications. It forces
managers to adjust ther ways of competing in order to keep ther companies viadle
(Miller, 1990; Rogers, 1992).

Whatever the reason for thelr interest in co-branding as a competitive action, once
companies have framed an invesment decison in terms of an option-based strategy, they
can look to the markets to gather the information to evauate those options. Based on that
information, some may wait and see how markets are reacting to this change. Others may
move quickly to invest in co-branding as an opportunistic option, which may expand their
market and will provide for customer needs or protective options, and thus maintain the

current market share.

Proposition 1. Competition isrelated to franchisees attitude toward co-branding.

H2a: An emphasis on market share expansion is positively related to the timing of the co-

branding investment.
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Hop: An emphasis on competitive actions is positively related to the timing of the co-

branding investment.

4.6.2.2. Resources

A firm's resources are defined as dl assets, capabilities, organizational processes,
firm dtributes, information, knowledge, etc. controlled by a firm that enable the firm to
concelve of and implement drategies that improve its efficiency and effectiveness (Daft,
1983; Learned et a., 1969; Porter, 1981). Coyne (1986) points out that, not only must a
firm have a resource that its competitors do not have, but dso the capability gap must
make a difference to the customer. In other words, for a business to enjoy a competitive
advantage in the foodsarvice industry, the difference(s) between the firm and its
competitors must be reflected in one or more product/service atributes that are
motivation factors for the customers. In the face of changes in business environments
(i.e, life gyle change), a firm's competitive advantage would depend on its ability to
adapt to these changes and fulfill customer needs (Hamd & Prahdad, 1991; Boulding et
a., 1993, Treacy & Wiersema, 1993). Co-branding would be adopted to utilize the
tangible (i.e, red edate, cash) and intangible (i.e, location, franchisng experience)
resources as aresult of these changing environments.

Snce individuad restaurant owners may have very limited resources to invest in
another project, exercising a co-branding option would be very risky. If they do not
accomplish what they have planned to achieve, co-branded restaurateurs could have less
power to control future market changes, which could lead them to lose their markets. It is
crucid to understand the firm's resources and invest them in the right project.

Today, the hospitdity indudtry is facing resource condraints, including: (1) a
shortage of labor or physica inputs, (2) a shortage of finance, (3) a lack of suitable
invetment opportunities, and (4) lack of aufficient managerid capacity. Kexin,
Varadargan, and Peterson (1992) discussed that a high degree of resource capability is
necessary to cepitdize on an environmenta opportunity. In addition, they found that a
greater degree of resources are necessary to achieve sustainable competitive advantages

through market pioneering, and the greaster the order of entry-rdated competitive
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advantages of the firsd mover. Therefore, understanding and utilizing limited resources
would be an important factor in the investment decision-making process of co-branding.

4.6.2.2.1. Franchising Experience (Managerial Sills)

The firm's unique cgpabilities in terms of technica know-how and managerid
adllity are important differentiating factors tha may result in sustaned competitive
advantage. As Mahoney and Pandian (1992) noted in their essay on the resource-based
view of the firm, managerid know-how and abilities are important sources of competitive
advantage. A firm's didtinctive managerid sKills are viewed as the source of a busness's
competitive advantage in the marketplace. Superior managerid skills do not, however,
automdicdly give a busness competitive advantage. They only provide the busness an
opportunity to leverage its skills and resources to achieve competitive cost and/or
differentiation advantages. An emerging body of research suggests that performance will
be enhanced if a busness utilizes the managerid <kills and attitudes available within the
firm (Grant, 1988). Managerid <ills and attitudes or manageriad know-how are not
edablished in a short period of time. It takes time to build expertise in a fidd. In this
sudy, franchisng experience was defined as the operator's unique cgpabilities in terms of
technica know-how and managerid ability in the franchisng business.

Research shows that franchisees have fewer or lower qudity skills than
independent  busness owners (Williams, 1999). Thus, franchisses may choose to
purchase the experience and information that a franchisor has accumulated in order to
reduce commercia uncertainty and risk (Knight, 1986). The practica implication of these
findings is that franchisees would search for safe business opportunities but earn lower
profits than independent owners. The attitude toward co-branding involves the same
decisonrmaking process as with new franchisees. Unlike new franchisees, co-branded
franchisees are local market experts, know the franchise mechanism, and are experienced
with a variety of competitive methods in the locd market. For example, Peterson and
Dant (1990) note that with increesng experience with franchisng, franchisees acquire
reesonable proficiency and sdf-confidence in operating those systems.  Kerin,
Varadargan, and Peterson (1992) dso found that a high degree of managerid <kill is
necessary to capitalize on an environmental opportunity. In addition, they discovered that
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the greater the degree of managerid skill necessary to achieve sustainable competitive
advantages through market pioneering, the greater the order of entry-related competitive
advantages of the firs mover. A high degree of franchiang skill takes a long time to
build, but is a powerful advantage in differentigting a firm from others. Stanworth (1995)
and Dant and Nasr (1998) show that longer established franchisees tend to be more
resgant to compliance with franchisors directives or sharing market information with
them. It is logica to assume that extensve previous franchisng experience may help to
develop a co-branding concept earlier and with confidence, and may reduce the time and

effort necessary to understand a co- branding format.

4.6.2.2.2. Financial Resources

Because demand for many customer services is based on convenience, preemptive
identification of ided locaions is criticd to achieving better facility utilization (Allen,
1988). However, sarvice ddivery in the foodservice industry could require a firm to
invet in multiple foodsarvice fadilities a locations that are convenient to the served
market. As a rexult of the need for multiple locations, the franchisng approach has
received dtention from many practitioners and academic professonds. A new franchisee
pays the franchisor large up-front fees, sometimes more than $1 million, to buy the rights
to edablish a new outlet. The franchise fee is just the beginning of the investment. They
are often required to purchase specific assets, such as sgns, menus, equipment, and
training that cannot be recovered or eadly put to other uses. Since the growth of the
franchised company is based on the initid franchisng fee, roydty fees, and leasng fees,
it is critica to have a prime red edae Ste tha has great accesshility and vighility.
However, there are few primary spaces available for the foodservice industry; therefore,
utilizing exidting prime locations is an important issue.

It is clear that pre-exising drategic locations are an important source of
competitive cost and a differentiation advantage in the foodservice indudry. Although
bringing in a new brand under one roof would require the same amount of initid
invetments, such as the initid franchisng fee, the roydty fee eic, there is a strong
posshility of leveraging exiging resources into the new business and of reducing totd
cogss, such as the leasing fee, equipment cods, employee payroll, and utility codsts, that
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would be associated with entry. This can be dated as, "buy one franchisng unit and half
price off for next franchisng unit under one roof."

Therefore, if a sngle-brand franchisee needs additiona revenue sources, co-
branding might be the preferred solution because it facilitates the sharing of resources,
which gives the entering franchisee competitive advantage and high entry performance.
Even though co-branded franchisees have many competitive advantages, they need to
inves a certain amount of money. Financid resources are defined as the potentiad monies
avalable for investment in a co-branding concept, including, savings, cash generated by
operations, new debt, lines of credit, and disposad of existing assets and ventures (Hofer
& Schendel, 1978; Fogg, 1999 pp. 263).

Conceptua, empirica, and case dudy literature on firs-mover advantage strongly
suggedts that the financid resources a a firm's disposd play an indrumentd role in
achieving pogtiona advantages (Chandler, 1990; Cooper, 1979; Day, 1990; Green &
Ryans, 1990; Schnaars, 1986). These studies suggest that unless the firs mover has
subgtantial  resources, it is unlikey to convert environmenta opportunities into long-term
postiond advantages. It is reasonable to assume that there is a reaionship between
financid capability and the order of investment decisons.

Proposition 2: Resources are related to franchisees attitude toward co-branding as
a strategic option.

Hsa: The franchising experience is positively related to the timing of the co-branding
investment.

Hsp: The financial availability is positively related to the timing of the co-branding
investment.

4.6.3. Implicit Requirements

Implicit requirements are based on customer's perceptions, which would be a
result of their own experiences (i.e, experience edting hamburgers a McDondd's) and

expectations of the co-branding concept (i.e, one stop shopping). In addition, implicit
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requirements appear to represent the owners goa (i.e, increased profit). Implicit
requirements are important. However, often ther vadue is difficult to determine. For
example, travelers may choose to eat a a particular chain restaurant because they believe
this company provides a clean facility and a consstent menu. Customers may choose co-
branded restaurants because of a greater variety in menus. People may choose to buy gas
a a co-branded gas station because of the convenience of one-stop shopping. We have
sdlected two condructs, including the synergy effect and performance uncertainty, for the
implicit requirements.

4.6.3.1. Synergy Effect

Two or more brands operating under one roof should be complementary to each
other in their attribute distinctions and performance levels. There have been many Sudies
on synergy (i.e, Grossman & Lindhe, 1984; Truitt, 1985; Park, Jun, & Shocker, 1996;
Caon & Jeffrey, 1999), and severad authors have loosdy defined synergy as a
phenomenon where the value of a combination of ingredients in a busness is greater than
the sum of the vaues of those ingredients taken separately (Grossman & Lindhe, 1984,
Truitt, 1985).

Synergy effects are not just coincidences caused by particular numerical \alues or
ad hoc dructures. Different drategic and market conditions will produce different results.
The joint effect is lager than the sum of the effects of independent investments.
However, this does not mean that synergy is dways beneficid, since the effect on the
vaue of the drategy can be negative. Thus, even though there are great advantages to
invessment in the co-branding concept, co-branding is widey used among franchisees,
and franchisors would not aggressvely exercise a co-branding option throughout ther
entire chan sysem because of negative effects. From the franchisor’s point of view, it is
difficult to achieve a synegidic effect in co-branding throughout their entire franchise
sysem gnce the synergy effect of co-branding should consder that the use of the
investments has to include al crucid determinants of the competitive Stuation of the
individua restaurant unit. Although Standardization of the product and sarvice is the
number one priority of doing busnes in the franchised foodservice industry,
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underdanding an individud redaurant business environment by the franchisor and
implementing a sandardized co-branded concept into each unit is dmost impossble. As
a result of these condderations, co-branding has been exercised more actively by
franchisees.

Achieving synergy between products and brands is extremely important to the
prospective co-branding franchisser Since these franchisees typicdly have limited
resources, it is critical that they achieve the maximum impact from the use of these
resources. Thus, a co-branding option would be exercised when two brands ae
gynergidic in the sense that the performance-levd strengths and wesknesses of their
rdevant atributes mesh wel. Unique and innovatlive combindions of synergidic
components (brand and product fit) can achieve market results far beyond what might be
expected by viewing the e ements on an individud basis.

4.6.3.1.1. Brand Fit

A brand is defined as any name, term, Sgn, symbol or any combination of these
used to identify a product or service and differentiate it from its competitors (Kotler,
1984; Aaker, 1991, 1996). Aaker and Kdler (1990) found that brand extenson drategies
are more likely to be successful when the initid brand is perceived as high quality and
when there is a perceved fit by customers between the initid brand and the brand
extenson. For the purpose of this study, the definition of “brand fit” derives from Aaker
and Kdler (1990), as perceived fit by decision-makers between two brands.

The trademark or brand name is often mentioned as the most diginguishing
feature of a franchisng busness. Hence, the vaue of franchising is likely to be rdated to
the degree of the vaue of the brand name to consumers. Brand name restaurants offer
consumers a number of benefits, especidly in circumstances where consumers may be
uninformed. A brand name can give consumers information about a firm's products and
savicess Some of the attributes commonly associated with a brand name include
dandardization, qudity assurance, and the lower transaction costs or search costs
associated with purchasing a product with afamiliar brand name.

By reducing the variance of a firm's expected qudity, co-branding can reduce
busness risks by bringing in ancther brand. This concept will give customers more



confidence about consstency and level of qudity. It may be expected, therefore, when
the prospective co-branding franchisee congders introducing a new brand within the
same dore, the operator should think about the brand fit, which may include brand
familiarity (i.e naiond affiliation or locd brand), the synergy effect, invesment cods,
and franchisor support.

If a prospective co-branding franchisee finds that the new brand's attributes have
an atractive and higher degree of brand fit, then the successfully combining brands will
differentiate themsdves from competitors. A brand image, as mentioned by Kunkel and
Berry (1968), represents the total expected reinforcement that a consumer associates with
patronizing any of its outlets. Co-branding, therefore, will give a confident and consstent
image of product quality to the consumers, and this may increase customer retention. We
may assume tha the franchisee, who brought a nationaly recognized brand aong with an
exiging brand, may initiale co-branding activity earlier than those who do not find the
right brand.

4.6.3.1.2. Product Fit

One of the mos important factors differentiating franchisng from independent
busness is sandardization, so the entire product is the same from one place to another.
However, this may not be possble when the market is bigger and broader. For example,
McDondd's introduced Lamb-burger in India because of the culturd difference. A locd
market adaptation can be important for both the franchisor and franchisee. The overriding
benefit of locd market adaptation is increased revenues through better fit, which will
accrue primarily to the franchisee who is deviaing from system standards to better serve
his or her market. By extenson of the locad market adaptation logic, the prospective co-
branding franchisee should serioudy consder a product type based on locd market
research and the product fit between two products.

Customers perceptions of “product fit” are expected o play a sgnificant role in
how customers respond to co-branding. This can be the criticd point for the prospective
co-branding franchisee. There are some co-brand-related studies in the consumer-product
industry. One of the sudies concerns brand-extension drategy. Prior brand-extension
research (Aaker & Kdler, 1990; Park, Milberg, & Lawson, 1991; Dacin & Smith, 1994)
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observes that product category smilarity or "fit" works through its reationship with
brand attitudes. For the purpose of this study, te definition of “product fit” derives from
Park, Jun, and Shocker, (1996) as perceived fit by decision-makers between the products
of two brands.

In the case of co-branding in the hospitdity industry, however, product
dissmilaity dso can be an important congderation, snce Smilar products may overlap
the sdes performance of both products. An example would be co-branding between
Burger King and Taco Bdl. Both concepts focus on same day-pat (in this case
lunchtime), which have overlgpping food and beverage sdes, and which may reduce the
roydty fee (caculated as a percentage of sales) to each franchisor.

Therefore, smilar-product co-branding, which has the same day-part, may reduce
the synergy effect, and may minimize financid peformance because of ingppropriate
product fit, even though they both have nationdly recognized brand names. Therefore,
even though the consumer product indudtry is looking for smilar products, the hospitdity
industry should condder the dissmilarity of the products, such as donuts and ice cream,
hotels and restaurants, and gas dations and restaurants, or different day-parts, such as
donuts and hamburgers, or pizza and tacos. We may assume that the franchisee, who
brought well matched dissmilar products dong with exising products, may initiste co-
branding activity earlier than those who do not find the right product.

Proposition 3: The synergy effect is related to franchisees attitude toward co-
branding as a strategic option.

Hsa: Finding a brand that is perceived to have a better fit with an existing brand, is
positively related to the timing of the co-branding investment.

Hap: Finding a product that is perceived to have a better fit with an existing product is
positively related to the timing of the co-branding investment.
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4.6.3.2. Performance Uncertainty

Capitd investment decisons have been known as one of the most criticd and
difficult arees of busness decison-making. Decisons are important because they affect
the economic wdfare of the company. To be successful in the competitive market,
companies must invest their capitd in the most advantageous manner possible. Because
these companies must contend with varying quantities of unknown future events they
face a generdlized problem of capital investiment under uncertainty.

The term uncertainty is used when future events are unknown, and the nature of
the probability digribution of event occurrence is aso unknown. In this sudy,
performance uncertainty is defined as the vaiability of future performance of
invesments made compared to current performance. This area is paticularly concerned
with judgmental or subjective probability digtribution estimates, where the person making
the predictions cannot precisely define the distribution parameters. Since mogst factors can
be bounded (either loosdy or tightly), future cash flow edtimates are frequently presented
as some form of probability functions, with estimated parameters for expected vaues and
variances. These parameters are estimates, and are not known with certainty due to the
variability of the market or performance conditions.

We assume that order of entry into co-branding very much depends on current
performance. For example, it has been suggested that current good performance can make
operators/managers so complacent, so content with the status quo, that they resst change
(Miller & Friesen, 1984; Tushman & Romandli, 1985). In addition, hedthy performance
induces owners to believe tha they have "gotten it right;” it makes them rductant to
change (Lant & Montgomery, 1987; Milliken & Lant, 1991; Miller, 1994). In support of
this idea, Miller and Chen (1994) found that good past performance contributes to
competitive inertia and a lack of action and aggressiveness. This would be true in the case
of co-branding. If past and current performance is greater than other competitors, and
expecting continuous successful future performance, franchisees might resst investing in
a co-branding option or late entry into the co-branding business.

Unsatisfied performance, on the other hand, provides an incentive to improve
things by dtering pricess embarking on new promotiond schemes, introducing new
products, and so on (Cyert & March, 1963; Lant & Montgomery, 1987). Some
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researchers have indicated that poor performance widens the gap between managerid
aspirations and achievements and thus motivates remedid action (Cyert & March, 1963,
Miller & Friesen, 1984; Lant & Mezias, 1992). In addition, poor performance makes
managers question the adequacy of ther methods and motivates them to search for
improvements (Starbuck & Milliken, 1988; Milliken & Lant, 1991). It is logicdly
assumed that one who has a poor performance experience, in the past or currently, would
have the potentia to exercise a co-branding option earlier to increase their performance.

Often the early mover is required to make investment decisons in the face of
uncertainty about future performance/demand (Porter, 1985, Wernefdt & Karnani,
1987). The greater the uncertainty level, the lower the likelihood that a firgt-mover will
make sSzable invesments (i.e, bring in a naiond brand) in a capacity to achieve
competitive advantages. If the early mover is unwilling to commit subgtantid resources
in the face of demand uncertanty, or smply erters on a smdl scde of invesment, its
advantage will be correspondingly lower. Exercisng a co-branding option is not just for
market share increase or profit maximization, it aso sdisfies cusomer needs. Co-
branding may not guarantee an immediate return on invested capitd or an immediate
response by customers, however, fulfilling cusomer needs increases cusomer retention
and will increase performance in the future,

Proposition 4: Previous performance is related to franchisees attitude toward ©-

branding as a strategic option.

Hs:  The degree of prior sales performance satisfaction is negatively related to the

timing of the co-branding investment.

In generd, firms can enhance ther performance by cultivating new customers
andor retaining ther exiding cusomers and <dling more to them. Cultivating new
cusomers is generdly more expendve than retaning exising cugomers, paticulally in
mature markets. Reichhedd and Sasser (1990) found a 5% reduction in customer
defections to be associated with profit increases ranging from 25 to 85% in the industries
they <sudied. Therefore, the combination of two nationd brands provides great
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recognition, quality assurance, consstent service, and trust in products. These can be
related to an increase in customer vidts and loya customers, and could be related to the
competitive advantage of the co-branded unit.
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CHAPTER 5

RESEARCH METHODOLOGY

In chapter 5, we use two datistica techniques to understand recent developments
in the hospitdity industry. Study 1 discusses the recent trends of co-branding
devdopment in the hospitdity industry by usng content andyss. This sudy relies
excdusvey on publidy avalable information. The primary data condsts of full-text
aticles gppearing in the newspapers, magazines, newdetters, and journds of the
busness, hospitdity, and retall industries. Each article describes both the implementation
of co-branding by a foodservice industry, and some of the consequences associated with
its use. Study 2 discusses the research procedures of the hypothesized co-branding modd.
Cross-sectional andlyss was conducted to test the hypotheses, and a mail questionnare
survey was used to collect the gppropriate data set.
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STUDY |

Co-branding Strategy in the Hospitality Industry

5.1. Overview

Today, franchised restaurants can be found operating on amogt every dreet or in
amogt every shopping center in any neighborhood. Lafontaine and Shaw (1998) found
out that more than 200 new franchise systems have been born each year during the past
severd years. As a result of this growth, the restaurant industry is aready saturated in
terms of the lack of new restaurant stes. Therefore, co-branding has been a new way of
doing business used by the franchisor and franchisee. An underlying assumption of this
ressarch is that both foodservice franchisors and franchisees adgpt their business
drategies in response to changes in the externd environment. It is further assumed that
both franchisors and franchisees face condderable uncertainty concerning both the
number and interdependence of those forces precipitating the need for change and the
means-ends relationships of actions taken in response to them. In this chepter, an
investigation is made to undersand the co-branding trends in the hospitdity industry by
usng the lagt three years of publicly traded data The accounts of co-branding patterns
described in the press reflect both the franchisor and franchisee's beliefs dout and causa

models concerning their actions taken in response to changes in their environment.

5.2. Sample

This sudy rdies exclusvdy on publicdy avalable information. The primary daa
condds of full-text articles gppearing in the newspapers, megazines, newdetters, and
journas of the business, hospitdity, and retal industries. Each article describes both the
implementation and consequences of co-branding by a foodservice industry. The primary
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source of full-text accounts for this research was the Dow Jones Interactive (DJI)
database for 1997, 1998, and 1999. This eectronic database contains sdlected full-text
aticles and abdtracts from over 6,000 globa sources, including newswires, newspapers,
trade and industry publications, magazines, and academic journals. Topics covered
include, but are not limited to: branding and menu trends, organizational change and
redructuring, acquistions and mergers, busness and indusry andyses, franchisng
activities, corporate and executive profiles, effects on economic conditions and policy,

economic trends, foodservice case studies, and research findings.

5.3. Data Gathering

The procedure for collecting data had three steps. The first was to search DJl for
aticles on a file containing al records in which the word “co-brand or dua-brand or
dua-concept” appeared for the years 1997, 1998, and 1999 (see Table 5.1). Second, each
record in the files was scanned to determine if it was truly related to the topic of co-brand
marketing drategy. Third, for the smadl number of aticle entries compared to the totd
number of aticle entries in each year’'s brand database the keywords were reassgned
with the word “restaurant or foodservice” in order to narrow the search (see Table 5.2 and
5.3). Findly, to focus on new trends in the foodservice industry, the key word “multi-
brand, multi-concept, multiple concept, and multiple brand” were added (see Table 5.2
and 5.3).

The full-text articles usad in this ressarch were largdy derived from five types of
publications. (1) mgor news and business publications such as The Asian Wall Street
Journal, Business Week, Dow Jones News Service, Economist, Time, and U.S. News and
World Report (2) the top 50 U.S. newspapers such as The Wall Street Journal, The Los
Angeles Times, USA Today, and The New York Times. (3) food and beverage publications
such as The Cornell Hotel and Restaurant Administration Quarterly, Restaurant
Business, Nation’s Restaurant News, Restaurants and Institutions, and Food Review (4)
retail and consumer grods publications such as Consumers Research News, Convenience

Sore News, International Journal of Retail and Distribution Management, and Journal
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of Retailing. (5) and management and business publications such as Franchise Times,
Franchising World, Harvard Business Review, Hotel & Motel Management, Journal of

Business, Journal of Management, and Soan Management Review.

5.4. Measure

Many researchers have used content andyss (Namenwirth, 1969; Namenwirth &
Lasswell, 1970; Rosengren, 1981; Namenwirth & Weber, 1987; Weber, 1981, 1990).
Content andyss can be thought of as a technique for objectively and systemdicaly
making inferences about the intentions, behaviors, attitudes, and vaues of actors through
the identification and andyss of <specfic characteridics in  text-based materids
(Krippendorff, 1980; Weber, 1990; Morris, 1994). In this study, a text-based content
andyssisused.

5.4.1. Headline Analysis

Headline andysis refers to the content andyss of the headline with the firg few
sentences which accompany dl full-text articles in the Dow Jones Interactive database.
The purpose of headline andyss was to identify the trends indicated in the full-text
aticles. All headlines generated by searches of the DJ database were read in their
entirety. For each headline tha mentioned the use, adoption, or implementation of any
form of co-branding by a retaler and foodservice company in the sample, the full-text of
the referring article was dso collected. Articles with heedlines not containing information
on the use of co-branding may be collected or used in other ways in the andyss. Of the
over 10,000 citations that were reviewed, more than 1,600 full-text accounts were
collected for the full-text analysisin the next section (see Table 5.1).
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Table5.1
Articles Rdating to Co-branding and Multi-concept Strategies, by Y ear and Percentage.

Co-brand* M ulti-concept”
1997 1998 1999 1997 1998 1999
Total results 1921 100% 2545 100% 5409 100% 398 100% 513 100% 823 100%
Foodser vice® 558 24 524 16 502 8 100 25 141 27 108 13
Hotel® 219 11 223 9 25 4 56 14 8 17 67
Gas station® 106 6 79 3 71 1 8 2 6 1 6
Franchise® 285 15 446 18 422 8 86 22 138 27 144 17
Competition 206 11 259 10 672 12 43 11 80 16 123 15
Resour ces 259 13 432 17 1062 20 66 17 77 15 100 12
Syner gy’ 52 3 73 3 161 3 7 2 20 4 36 4

Notes. ‘induding co-brand, dud-brand, and dua-concept. “induding restaurants “induding motds, inns,
and lodgings “including convenience sores  °induding  franchising, franchisee, and franchisor. ®induding
complementary. ‘induding multiple brand, multiple concept, and multi-brand.  Source Dow  Jones
Interactive.

Table 5.1 shows tha there are dgnificant signs of an industry-wide interest in a
co-branding marketing drategy. In the 1997 database, there are 1,921 articles related to
co-branding. The articles devoted to foodservices comprised 24 percent, and 11 percent
for the hotd industry. Foodservice chains such as Arby’'s, Subway, and Blimpie Subs &
Sdads, among others, were frequently referred to in the articles. The second most cited
topic in co-branding was franchise-relaed articles. This topic was cited 285 times in co-
branding articles, compare to 15 percent of tota co-brand related articles. The articles
mentioned franchise opportunities and companies activities in co-branding. In the entire
database, only 52 articles were devoted to the synergy effect in the foodservice industry.

In 1999, there were dgnificant changes in tems of the number of articles
compared to 1997. There were a total of 5,409 co-brand-related articles, which is an
increase of dmost three times from 1997. The proportion of foodservice related articles
was only 8 percent, 4 percent in the hotd segment, and 8 percent in franchise related
ctations. This result indicates that the co-branding marketing drategy is Spreading to
other indudries. In addition, this result shows a dgnificant rdationship between co-
branding and competition, resources, and the synergy effect over three years. Along with
co-branding, multi-branding dso has increased its frequency in the press, from 398 in
1997 to 823 in 1999. Combined with foodservice and hotel related multi-concept articles,
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the frequency in the press decreased from 39 percent to 21 percent in 1997 and 1999,
respectively. Additiondly, table 5.1 indicates a srong rdaionship between multi-concept
and explicit (competition and resources) and implicit (the synergy effect) requirements.

After reviewing the headline andyss of foodsarvice co-branding and multi-
concept dtrategies for articles of the years 1997, 1998, and 1999, a full-text database was
sdected. Table 5.2 shows the number of full-text articles, which will be used to andyze
trends in foodservice co-brand marketing strategy.

Table5.2
Articles Related to Foodservice and Co-branding, and to Foodservice and Multi-concept,
1997-1999.
Original Foodservice' and Co-brand” Foodservice! and Multi-concept®
Database 1997 1998 1999 1997 1998 1999
Total results® 558 524 502 100 141 108
Competition 88 84 80 14 23 24
Resour ces 59 59 69 26 15 17
Synergy’ 25 26 26 3 9 6
Franchise® 315 325 232 47 73 53
Final Foodser vice' and Co-brand” Foodservice! and Multi-concept®
Database 1997 1998 1999 1997 1998 1999
Total results’ 437 421 401 R 129 101
Competition 63 64 67 12 18 20
Resour ces 35 A 48 22 13 15
Synergy’ 18 19 16 3 7 6
Franchise® 279 288 209 44 68 47

Notes: ‘includes restaurants. “includes co-brand, dual-brand, and dual-concept. “total comes from (restaurant or
foodservice) and ((]co-brand or dual concept or dual brand). “includes complementary. Sincludes franchising, franchisee,
and franchisor. ®includes multiple concept, multiple brand, multi-concept and multi-brand. “total comes from
(restaurant or foodservice) and (multi-brand or multi-concept or multiple concept or multiple brand). Source: Dow
Jones Interactive.

5.4.2. Full-Text Analysis

The fird dage of full-text andyss involved identifying the rdevant aticles which
represent co-branding in the foodsarvice industry. The articles that were not relevant
were diminated from this sudy. The bottom of table 5.2 shows the findized data st in
this sudy. The next dage of the full-text andyss involved discovering the linkage
between factors that we defined as implicit and explicit requirements and co-brand
franchisng. And more gpecificdly, we focused on degree of competition, resource
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requirements, and product and brand fit and its synergistic effect on co-branding in the
foodservice industry. Decisortmaking factors for co-branding are defined as the impetus
for an implementation. A detailed description of decison-making factors were presented

at the beginning of this paper (see Figure 4.3).

5.5. Findings
Table5.3
Articles Related to Foodservice and Co-branding, and to Foodservice and Multi-concept,
by Y ear and Percentage
Foodservice" and Co-brand®
Difference Difference
1997 1998 1997 1998 1999 1998 & 1999
Total results® 437 100% 421 100 % -4 % 401 100% -5%
Competition 63 16 % 64 16 % 2% 67 16 % 5%
Resour ces 35 11 % A 11% -3% 48 14 % 41 %
Syner gy’ 18 4% 19 5% 6 % 16 5% -16 %
Franchise® 219 56% 288 62% 3% 209 46% -271%
Foodservice" and Multi-concept®
Difference Difference
1997 1998 1997 & 1998 1999 1998 & 1999

Total resutls” 92  100% 129 100 % 40 % 101 100% -22%
Competition 12 13% 18 14% 50 % 20 20% 11%
Resour ces 22 24 % 13 10% -41 % 15 15% 15%
Syner gy4 3 3% 7 5% 133 % 6 6 % -14 %
Franchise’ 4  48% 68 53% 55 % 47  4T% -31%

Notes. “includes restaurants. “indude co-brand, dua-brand, and dua-concept. “totd comes from (restaurant
or foodservice) and (co-brand or dual concept or dud brand). “includes complementary. ‘indudes
franchising, franchisee, and franchisor. Sincludes muitiple concept, multiple brand, multi-concept and
multi-brand. “tota comes from (restaurant or foodservice) and (multi-brand or multi-concept or multiple
concept or multiple brand). Source: Dow Jones I nteractive.

As shown in table 5.3, there were 437 articles related to foodservice co-branding
in 1997. The articles related to competition totaled 63, or 16 percent; 35 articles were
related to resources, or 11 percent, and there were 279 franchise-related articles, or 56
percent of the tota foodservice co-branding aticles. This indicates a strong reaionship
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between foodservice co-branding and franchisng. Only 4 percent of the totd number of
restaurant co-branding articles mentioned synergy effectsin 1997.

During the same time period, there were 92 aticles mentioning foodservice and
multi-concept. There were 22 articles relaing to resources (24 percent); 12 articles
relaing to competition (13 percent); and 3 synergy-related articles (3 percent). And,
franchise-related articles occur 44 times. Roughly hdf of the articles on foodservice
mullti-concept were related to franchisng.

In 1998, foodservice co-branding was cited 421 times, which represents a
decrease of 4 percent, compared to 1997. The area of competition in foodservice co-
branding amounted to 64 articles, or 16 percent. Resource requirements were cited in 34
aticles, amounting to 11 percent. Franchisng was a popular topic, occurring in 288
aticles, or 62 percent of the totd aticles. Mogt articles in this category mentioned that
people want speedy service with one stop shopping, and they are more willing to vidt co-
branding units. Nineteen articles (5 percent), reported that foodservice co-branding has
some synergistic effect. Compared to the 1997 aticles, the mention of competition has
increased from 63 times mentioned to 64, which is a 2 percent increase, while articles
mentioning resources have decreased from 35 times to 34, a 3 percent decrease.
However, aticles mentioning a synergidic effect have increesed by 6 percent.
Additiondly, franchise-related articles have decreased by 3 percent.

Foodsarvice multi-concept was cited in 129 articles; there are 18 articles relating
to competition (14 percent); 13 articles on resources, and synergy-related articles totaed
7 in 1998. Franchise-rdlated articles were found 68 times. More than hdf of the articles
on foodsarvice multi-concept drategies was related to franchise activity. Compared to
aticles published in 1997, synergy-related articles have increased by 133 percent,
followed by competitionrelated articles, at 50 percent, and franchise-related articles at 55
percent. Resource-related articles have decreased by 41 percent.

In 1999, there were 401 articles related to foodservice co-branding, which isa 5
percent decrease from 1998. The articles rdating to competition accounted for 67 articles,
or 16 percent. There were 48 articles on resources, or 14 percent, and 16 articles on
gynergy-related issues. Forty-six percent of the total foodservice co-branding articles, or
209 citations, were related to franchise activities. This indicates that foodservice co-
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branding is a popular business drategy within the franchisng category. Compared to the
1998 articles, resource-related articles have increased by 41 percent, and there was a 5
percent increase in competition. Synergy-related articles have decreased by 16 percent,
followed by a 27 percent decrease in franchise-related articles.

Foodservice related multi-concept topics were cited 101 times in 1999, which
amounts to a 22 percent decrease from 1998. Within the restaurant multi-concept area,
there were 20 articles related to competition (20 percent); 15 articles on resources, and 6
aticles reding to synergy. Franchise-rdaed articles were cited 47 times, roughly haf of
the articles on restaurant multi-concept were related to franchising. Compared to aticles
in 1998, resource-related articles have increased by 15 percent, followed by an 11 percent
increase  in competition-related articles. Franchise related articles decreased by 31
percent, followed by a 14 percent decrease in synergy-related articles.

Ovedl, we could find a continuous interest in the co-branding srategy, and a
new interest in multi-concept drategies in the foodservice industry. Also, the result shows
a grong rdationship between co-branding and explicit and implicit requirements and an
even gronger reationship in multi-concept restaurants.

79



STUDY II

5.6. Overview

In this section, we use quantitative analyss to examine the hypothesized modd,
which was discussed in chapter 4. Also cross-sectiond analyss was conducted to test the
hypotheses. A mail questionnaire survey was used to collect an appropriate data set. We
tested our hypotheses with a sample drawn from the foodservice industry, where
rdaivdy amdl foodservice franchisses ae dffiliatled with large, powerful, nationd
franchisors. Given our interest in the order of reactions of franchisees to the co-branding

option as a result of environmental change, data were collected from co-branded
franchisees.

5.7. Research Hypotheses

A hypotheszed modd (see Figure 4.4) of co-branding was developed based on
the proposed conceptual model (see Figure 4.3). Because the intent of this research is to
explore the factors affecting the order of franchisee's adopting co-branding as a drategic
option, a hypotheticd reationship between factors and the co-branding option was
condructed. Utilizing the relationship cited earlier, the following seven hypotheses sets
aretested:

Hi: There are group difference between early movers and late movers within the co-
branding investment mode!.

Hoa: An emphass on market share expanson is podtively rdaed to the timing of the co-
branding investmen.

Hop: An emphass on competitive actions is podtively related to the timing of the co-
branding investmen.
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Hsa: The franchisng experience is postively rdaed to the timing of the co-branding
investment.

Hsp: The degree of previous financid capability is podtively rdaed to the timing of the
co- branding investment.

Hia: Finding a brand that is perceved to have a better fit with an exiding brand is
positively reated to the timing of the co-branding investment.

Hap: Finding a product that is perceved to have a better fit with an exising product is
pogitively rdated to the timing of the co-branding invesment.

Hs: The degree of previous performance satisfaction is negatively related to the timing of
the co-branding investmen.

5.8. Sample

An initid inquiry into the foodservice industry was conducted, because of its
wdl-known association with co-branding. And, we sdected the foodservice indusiry
(induding the fast-food/quick service segments, mid-scde segments, up-scae segments,
and retall food sub-categories) because it is both the largest and oldest industry sector
populated by franchisors. The sampling frame for this dudy consists of franchisees
engaged in co-branding with at least one brand related to the foodservice industry. Within
the sampling frame, we sent 1000 questionnaires to co-branded franchisees, and expected
to collect 200 questionnaires, which is a 20% response rate.

5.9. Data Gathering

The primay means of daa collection in this dudy involved a maled
questionnaire survey to co-branding franchisees. The process of questionnare
development commenced with a meeting with Dr. Pamda Weaver (methodology and
datistics professor at Virginia Tech). The first verson of the questionnaire was pre-tested
on franchisees who operate co-branding units in Blacksburg and Chridiansburg, Virginia,
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and on severd maders and doctord students who are studying in the hospitdity indudtry.
The find verson of quedionnare was maled to randomly sdected co-branding

franchisees.

5.9.1. Survey Development

A 4-page survey insrument was developed for the co-branding study project. We
adapted questions and items from previous dudies as wdl as formulaing items
goecificdly for this study. The survey was revised over a 2-month period and benefited
from the advice and review of hospitdity academics and industry practitioners. The
survey was pretested in two waves. The first included expert reviews. Colleagues with
expeatise in survey desgn filled out the survey and made wording and format
suggestions. After these comments were incorporated, the second wave conssted of a
gndl-scale pretest to regiona co-branded franchisees. The survey instrument format and

items were revised based on reviewing response patterns.

5.9.2. Survey Procedure
The survey procedure approximated the guiddines suggested by Dillman (1978).

Two malings were being conducted. Fird, a find questionnare was maled and
personaly delivered to co-branding franchisees (see Appendix B). Included with the
survey booklet was a signed letter on university letterhead explaining the study purpose,
and a business reply envelope (see Appendix A). Second, after removing names of co-
branded franchisees who had insufficient addresses, we made an encouragement call to
some members on thelig.
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5.10. Measures

5.10.1. General I nformation

This section was designed to obtain the generd profiles of the respondents and
companies. Quedtion 1 indicates the podtion of respondents, which ensures the
appropriateness for this sudy of the individud who completes each questionnaire. The
purpose of question 2 was designed to acquire genera information on the responding
firm, such as (1) 9ze of the franchiang busness, (2) dating year of the co-branding
concept, (3) brands other than the foodservice brand, (4) perceptions about co-branding,
(5 behavior reated to environmenta changes, and (6) percelved market podtion. The
purpose of question 3 was to acquire information on: (1) financia technique usage in the
case of co-branding, (2) the decisonrmaking process time from scratch to sgning an

agreement, and (3) to collect reasons to wait/delay this process.

1-1. Please state your title

1-2. Areyou involved with co-branding development decisons? Yes ~ No

2-1. How many franchising stores do you own? (A co-branded store counts as one store)

2-2. What year did you initiate co-branding?
2-3. In your co-branded dores, what busnesses do you operate dong with the
foodservice operation? (Please check dl that apply)
Gasdation Convenience Store Another Restaurant
Lodging Other (Please specify)

2-4. How did you first perceive co-branding? (Please check one)
Opportunity Threat Dont Know
2-5. Make a check @) on the following scaes that describe yourself when you consider

market/customer changes?
FestActor : : : . = : . : SowActor
Ealy Recognizer ;. . . . . . : LaeRecognizer
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2-6. How would you characterize yoursdlf to other competitors when making a co-
branding investment decision? (Please check one)

@ Ealy Mover OR Late Mover

(b) Risk Taker Risk Aversor
3-1. Wha financid technique did you use when making a decison on co-branding

8

investment? (Please check dl that apply)

Discounted Cash Flow (DCF) Net Present Value (NPV)
Internal Rate of Return (IRR) Pay Back Period Method
Capita Asset Pricing Modd (CAPM) My Own Formula____
SdesForecasting Other (Please specify)

3-2. How long did it take to bring another brand into your store?
Lessthan 6 months 6 monthsto lessthan Lyear
lyeartolessthanlyear 6months 1 year and 6 monthsto lessthan2years

2yearsor more
3-3. From the co-branding decison to open a business, why did the processing time take

more than one year? (Please check dl that apply)

Uncertain Market Condition Conflict With Exigting Franchisor
Financia Problem Long Negatiation Time With New Franchisor
Could Not Find TheRight Brand Could Not Find The Right Product
Waiting To See Competitors Action

Not Sure About Co-branding Performance
Other (Please specify)

5.10.2. Competition

Measure of compstition, or the extent of rivary in the marketplace, has generdly
been perceptudly based (i.e, Negandhi & Remann, 1973), and we emulated this
tradition. In this study, the explanation of competition is based on two dimensons,
market share and competitive action. The firg sub-question of question 4 designed to
gan information concerning the locd maket conditions in the regions where the
respondent’s operate their stores. Question 4-2 was desgned to obtain information about



management practices of respondents. The territem scale was adopted from Gadenne
(1998). Business style is addressed in question 43. Questions 41 and 43 were adapted
from Gatignon and Xuereb (1997). Item (@) of question 4-4 was designed to gan
information concerning the market share intention (expand vs. protect), while item (b)
was developed to measure the competitive action (initiator vs. respondent). The two-item
scale was modified from Covin and Sevin (1989) and Cdantone and Schatzel (2000).

4-1. Competition inour market is cut-throat. (1 = strongly agreeto 7 = strongly disagree)

1 2 3 4 5 6 7
4-2. Listed below are management practices that may be adopted in co-branding business.
Usng the scde provided please show (by circling the redevant number) the extent to
which the following management practices have been used in your business.

Never All the
Time

(8) Emphasize Market Share Protection 1 2 3 456 7

(b) Advertise Y our Product 1 2 3 456 7

(c¢) Change or Revise Operating Methods 1 2 3 456 7

(d) Improve Existing Products/Services 1 2 3 456 7

(e) Emphasize Building Goodwill (Reputation) 1 2 3 45 6 7

() Price Products Lower Than Competitors 1 2 3 456 7

(9) Emphasize Market Share Expansion 1 2 3 45 6 7

(h) Emphasize Sdles Increase 1 2 3 456 7

(i) Acquire Knowledge Of Competitors Activities 1 2 3 45 6 7

(j) Initiating Competitive Actions 1 2 3 456 7
4-3. How would you describe your self in terms of business style?

Srongly Srongly
Agree Disagree

(& My action is based on customers needs 1 2 3 45 6 7

(b) My action is based on competitors action 1 2 3 456 7
4-4. Please circle one of the following questions on the bads of your current market
gtuation?

@ Increasing Protecting

maketshare 1 2 3 4 5 6 7 make share
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(b) Responding to Initiating
competitorsaction 1 2 3 4 5 6 7 competitiveaction

5.10.3. Resources

Coyne (1986) points out that, not only must a firm have a resource tha its
competitors do not have, but dso the capability gap must make a difference to the
customer. Co-branding would be adopted to utilize the tangible (i.e, red edate, cash) and
intangible (i.e, location, franchisng experience) resources as a result of a differentiating
drategy. The explanation of the resources in co-branding is based on two dimensons
franchisng experience and financid resources. The primary measure of franchisng
experience was operationdized in terms of the age of the franchise outlet (Peterson &
Dant, 1990). We believe that the respondents tenure with franchise outlets becomes a
gonificant edimate of the experience condruct. Question 5 was desgned to gan
information on (1) yeas in franchisng busness (2) franchisor and franchisee
relationship, (3), (4) and (5) relationship between experience and co-branding. Question 6
was planed to gan information on (1) important financid sources, (2) intendty of
financid requirement, (3) financid capability before and after invetment in the co-
branding dstrategy, and (4) ownership dructure of the property. All scded questions
except questions 61 and 64 were supplied with Zpoint Likert-type scaes (1 = strongly
agree and 7 = strongly disagree) as response categories.

5-1. How many years has your firm been in the franchisng business?

Years

5-2. | had agood rdationship with the Strongly Strongly
franchisor of the existing brand before bringing Agree Disagree
in another brand under one roof. 1 2 3 456 7

5-3. | have the experience required for operating

aco-branded store 1 2 3 456 7
5-4. My previous franchising experience

is helpful in my adopting a co-branding strategy. 1 2 3 45 6 7
5-5. My previous franchisng experience is hel pful
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in negotiaing with other franchisorsto bring in

other brands. 1 2 3 456 7
6-1. How important are the following financia resources in co-branding investment,
based on your experience? (1 = very important and 7 = absolutely not important, DK =

don't know)
Vay Absolutely Not
Important Important
Own money 1 2 3 4 5 6 7 DK
Bank 1 2 3 4 5 6 7 DK
Reativesfriends 1 2 3 4 5 6 7 DK
Investors 1 2 3 4 5 6 7 DK
Franchisor 1 2 3 4 5 6 7 DK
6-2. Initigting a co-branding strategy requires lots of money. (1 = strongly agree © 7 =
strongly disagree)
1 2 3 4 5 6 7
6-3. How do you describe your financid capability?
Vey Vey
Strong Wegk
(&) Beforeinvedting in a co-branding strategy 1 2 3 4 5 6 7
(b) After investing in a co-branding strategy 1 2 3 4 5 6 7

6-4. Do you own or rent your co-branded store? (Please check al that apply)
Own Rent

5.10.4. Synergy Effect

Quedtion 7 was developed to determine the importance of the synergy effect
between products or brands employed by the co-branding franchisees examined.
Questions 7-1, 7-2, and 7-3 were desgned to obtain information on perceptions about
brands. Questions 74, 7-5 and 76 were desgned to gain information about brand fit and
product fit. The fit measures consst of semantic differential scae dimensons of brad or
product fit, which have been modified from the previous research on brand equity
(Adker, 1991; Agawa & Rao, 1996; Kdler, 1993). The co-branding franchisee's
perception of brand and product fit was measured on one seventpoint scae (not well at

87



dl-very well), perceived satisfaction on one sevenrpoint scde tapping the overdl fit of
the brand and overal fit of the product (low-high). Question 8 was designed to address
important considerations about brand and product fit. Respondents were asked to circde
the degree of importance of each item. A high score is podtively related to the
importance of the item to the co-branding Strategy.

Srongly Strongly

Agree Disagree
7-1. Wdl-known national brands are best 1 2 3 45 6 7
7-2. Brand name goods are usudly worth the money 1 2 3 456 7

7-3. The two brandsin my business are well-known
national brands 1 2 3 456 7
7-4. How well do the two brands in your business go together?
NotWdlAtAll 1 2 3 4 5 6 7 VeayWdl
7-5. How well do the two productsin your business of together?
NotWdlAtAIl 1 2 3 4 5 6 7 VeyWdl
7-6. Please describe the overdl fit satisfaction?
€) BrandFit: Low 1 2 3 4 5 6 7 High
(b) ProductFit: Low 1 2 3 4 5 6 7 High

5.10.5. Performance Uncertainty

Question 9 was designed to obtain information on (1) past performance before
joining the co-branding concept, and (2) current performance. It assesses the voldility
and unpredictability of sdes peformance for co-branding products and services.
Question 91 was adopted from Kuma, Scheer, and Steenkamp (1995). Question 10 was
developed to obtain information on (1) co-branding advantages, and (2) overdl rank of

variable importance.

9-1. How would you describe the sdes performance of your store before your store
became a co- branding business?
(@ Sdtisfied 1 2 3 4 5 6 7 NotSaisfied
() EasytoPredicc 1 2 3 4 5 6 7 DifficulttoPredict
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(c) Accurate SdlesForecasts 1 2 3 4 5 6 7 Inaccurate Sales Forecasts
9-2. Overall, how sdisfied are you with the performance of the co-branding concept? (1
= Satidfied; 7 = Not Satisfied)
1 2 3 4 5 6 7
10-1. What are the advantages of having a co-branding operation?

Srongly Strongly

Agree Disgree
(& Low Investment Cost 1 2 3 456 7
(b) Low Business Risk 1 2 3 456 7
(¢) Increased Customer Visits 1 2 3 45 6 7
(d) Increased Profit 1 2 3 456 7
(©) Increased Security 1 2 3 45 6 7
(f) Increased Customer Satisfaction 1 2 3 456 7
(g) Utilize Manpower Efficiently 1 2 3 45 6 7
(h) Utilize Space Efficiently 1 2 3 456 7
(i) Utilize Locations Efficiently 1 2 3 456 7
(j) Good Relationship with Franchisors 1 2 3 456 7
(k) More Independent Operation 1 2 3 456 7
(1) Less Control by Franchisor(s) 1 2 3 45 6 7

10-2. Please rank the following items used when deciding on a co-branding option from

1to 7 in order of importance. (1 = most important; 7 = least important)
__ Market Share
__ Compstitive Action
___ Franchisgng Experience
___ Financid Capability
____ Brand Fit
___ Product Fit
____ Peformance Uncertainty
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CHAPTER 6

RESULTS

6.1. Overview

The results of the various daidica tests performed on the hypotheses of the
model are presented in this chepter, as follows descriptive daidics, two-group
discriminant analyss, and logigic regresson. To test the hypothess 1, tha group
differences exis between early and late movers in adopting co-branding, discriminant
andyss was used by using the enter and stepwise methods. This test was run using two
types of mover (early and late) as the dependent varidble and investment requirements as
the independent variable. Logistic regresson was used to test the remaining hypotheses,
that there is a reaionship between two types of mover and emphasis on market share
expandon (V1); emphass on competitive actions (V2); franchisng experience (V3);
prior financid capability (V4); brand fit (V5); product fit (V6); and prior sdes
performance (V7). Logigtic regresson was run in two ways. It was firgt run with al saven
vaiables usang the enter method, and then it was run with the seven variables, usng the
forward stepwise method.
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6.2. Response Rate and Sample Assessment

We maled 960 questionnaires to the co-branded franchisee or representative
liged in the Axiom Biz daabase in the Virgina Tech libraay sysem, and 112
guestionnaires were delivered persondly. All variables incduded in the modd, both
independent and dependent, were measured in a numericd form usng a rétio, interva, or
nomind scde. While it is theoreticdly possble to measure variables like market share
and sdes peaformance usng a raio scae a prdiminay exploratory investigation
grongly suggested that it would be impracticd due to the contributing firms
unwillingness to share precise numerica information. Therefore, we asked perception
basad questions rather than requesting precise numerical informetion.

From the origind mailing and ddivery, we received 80 useable questionnaires (3
questionnaires were unddiverable). This resulted in a response rate of over 7.5%
(80/2072). Prior to the analysis, we removed one response in the coding process that was
written by a person who was not involved with co-branding development decisons, and
four observations were removed because of a missng value (open as co-branding store).
Seventy-nine samples were used to test the descriptive andysis, and 75 observations were
used for the datisticd test of the co-branding investment modd. For this study, an early
mover can be defined as one who has had co-branding experience for more than 7 years,
and a late mover can be defined as one who has had co-branding experience for less than
7 years. After performing the data recoding process, we arrived at 31 early movers and 44

late movers.
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6.3. Descriptive Analysis of the Respondents

In order to compare respondents between the two mover types -- early and late
movers -- Table 6.1 gives a frequency didribution of franchisng experience, property
ownership, and the co-branding experience of dl respondents. Some of the descriptive
datistics of the sample characterigtics includes The average number of years the firms
conducted franchisng business was 10.65, with a mode of 5, and a median of 8; the firms
owned a mean of 4.33, with a mode of 1, and a median of 2 stores; the average number of
years the firms conducted co-branding business was 5.41, with a mode of 3, and a median
of 5 years (see Appendix C).

Table 6.2 indicates that 55.7% of the respondents own their property, 21.5% rent,
and 22.8% both rent and own their stores. Table 6.3 indicates that 83.5% of the
respondents perceived co-branding as an opportunity, 11.4% as a threat, and 5.1% did not
know. Table 6.4 shows the frequency of partner businesses other than foodservice. In
most cases, gas dations were linked with convenience stores. These two types of
businesses were checked 60 times by respondents. In other cases, foodservice were linked
24 times another restaurant, 3 with a car wash, 2 with video rentals, and 1 with lodgings.
Table 65 provides other descriptive datistics, and shows the means and standard
deviations of the seven independent varidbles by the two mover types. Some of the
decriptive datistics of the sample characterigtic include: The businesses categorized as
early movers experienced a mean of 16.74; the late movers experienced a mean of 6.95

yearsin franchisng.

92



Table6.1

Descriptive Statistics

N Minimum Maximum  Mean Std. Deviation
Yea.rs in Franchising 79 5 32 10.65 734
Business
Number of Stores 79 1 31 4.33 5.59
Yea_rs in Co-branding 79 5 10 541 248
Business
Valid N (listwise) 79
Table 6.2
Property Owner ship
Frequency Per cent
Own 44 55.7
Rent 17 215
Both 18 22.8
Totdl 79 100.0
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Table 6.3

First Perception About Co-branding

Frequency Per cent
Opportunity 66 83.5
Threat 9 114
Don't Know 4 51
Totd 79 100.0
Table6.4

Frequency of Types of Partner Businesses

Frequency

Gas Station 60

Convenience Store 60

Another Restaurant 24

Lodging 1

Video Renta 2

Car Wash 3

Table6.5
Descriptive Analysis
Early Mover (n=31) Late Mover (n=44)
Mean Std. Mean Std.
Deviation Deviation

Market Share Expansion 4.03 120 3.27 113
Competitive Actions 5.58 123 457 1.53
Franchising Experience 16.74 6.28 6.95 5.03
Financia Capability (Before) 513 1.02 4.36 1.40
Brand Fit 6.06 .89 5.68 1.07
Product Fit 5.94 .96 5.50 .95
Sales Performance (Before) 6.00 97 577 1.18
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6.4. Validity and Reliability

The research results infer content vdidity, empirica vadidity, and rdiability. To
address content vdidity, most of the questions come from prior research. Without a
generdly accepted list of variables, the criteria establishment occurred concurrently with
the model. The co-branding investment modd predicts early mover or late mover from
the sample with an accuracy rate of about 76 percent (p < .001). Statistica testing
determined that the theoreticd modd was consgent with the empiricd results. Severd
pilot tests increased the rdiability of the quedionnaire. The stepwise method eiminated
those vaidbles with little discriminatory power in the discriminant andyss, and
minimized multicollinearity to incresse rdiability in the discriminant andysis and logidtic
regression.

For the discriminant andlyss, the discriminant function could be vaidated by
deveoping the discriminant function on one group and then tesing it on another. "The
usud procedure is to randomly split the totd sample into two groups. One of these
groups, referred to as the andyss sample, is used to develop the discriminant function.
The second group, referred to as the holdout sample, is used to test the discriminant
function. This vaidation method is often refered to as the glit-sample or cross
vaidation approach (Hair et d., 1995 pp. 195)." However, this split-sample approach
may result in an upward bias and was not appropriate for this study because the sample
sze was too smdl to slit. Therefore, we used a leave-one-out classfication because it
met with the sample sze assumption (smal group Sze is gregter than three times the

independent varigbles), and this leave-one-out approach isin the SPSS 10.0 package.

6.5. Test for Non-Response Bias

A popular approach for testing for nonresponse bias is the one proposed by
Armgtrong and Overton (1977). The suggested process involves a comparison between
the firs 75% respondents and the last 25% respondents in the sample on variables. We
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coded the early 75% (55) of respondents as 1 and the remaining 25% (late) respondents
were coded 2. Then, we ran the t-test to compare the two respondent groups on
demographic data, including years of franchisng experience, the number of sores, and
number of years of co-branding experience. The reaults of the test which examined
demographic information, contained in Table 6.6, do not reved dgnificant differences
between the early and late respondents. This result suggests that our sample is
representative of the population of co-branding franchisees.
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Independent Samples Test

Levene's Test for
Equality of Variances

Table 6.6

t-test for Equality of Means

95% Confidence
Interval of the

Mean Std. Error Difference
F Sig. t df Sig. (2-tailed) Difference Difference Lower Upper

E:‘;Qﬁ’ﬁi;f’rfgygj‘;ﬁ;me Eg:ﬂ]‘g”ames 888 349 448 77 656 81 1.80 -2.79 4.40

iy lezlﬂaeréces 476 51.017 636 81 1.70 -2.60 421
Number of Stores Equal variances 1.796 184 -923 77 359 1.26 1.37 -3.99 1.46

assumed

ﬁg{‘ :L;’S::]Zrl,ces -880 39.441 384 1.26 1.44 417 1.64
Qgﬁffgd?f,g ears of Eggf%giances 071 790 071 77 944 432E-02 61 117 1.26
Frpenence Equal variances 071 44.720 944 432E-02 61 118 1.27

not assumed
—
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6.6. Statistical Analysis

To further sudy and describe the reationship between timing of entry and firm
goecific  requirements for co-branding invedment decisonmaking, two daidica
techniques were used. Discriminant andyds is a multivariste techniqgue which uses
metric and non-metric independent variables to explain two or more classes of dependent
variables. This datidica technique was employed to discover what characteridics are
mog important in diginguishing members of one group (early mover) from ancther (late
mover). The groups were based on the invesment requirements of the respondents
toward co-branding investment decisonmeking. Then, we used binay logistic
regresson andysis to test the relationship between timing of entry and degree of market
share expanson effort, degree of compstitive action, franchisng experience, prior
financid capability, brand fit, product fit, and prior sdes peformance. Binary logisic
regresson andyss enabled us to test the above seven relationships (hypotheses), and
identify the independent varidbles that most drongly influenced the choice of timing of
entry.

6.6.1. Discriminant Analysis

In order to employ discriminant andyss, the researcher designated the groups in
which the subjects would ultimately be placed. In this case, the intention was to
determine whether the two non-metric groups, (early mover and later mover), could be
diginguished. Hair et d. (1995 pp. 182) dae that "discriminant andyss is the
gppropriate Satigica technique for testing the hypothesis that the group means of the two
or more groups are equa”. To test hypothess 1, that no group difference exists between
ealy movers and lae movers, discriminant andyss was run using the two types of
movers as the dependent variable and requirements as the independent variable. The test
of difference was run by two types of discriminant andyss. It was firs run with al 7
vaiables usng the enter method, and then run agan usng the stepwise method. The
enter method was set to be a default in the discriminant andysis of SPSS 10.0. However,
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entering dl of the likdy varidbles into the edimation could have proven to be
problemetic, snce discriminant andlyss is sendtive to multicollinearity. The presence of
multicollinearity can lead to misclassfication errors. To minimize such errors, a depwise
procedure was executed. Using the criterion of a 0.1 dgnificance level, four variables

were retained.

6.6.1.1. Assumptions

Before applying discriminant analysis, four assumption tests should be performed.
Four assumptions for discriminant andyss are as follows (1) normdity of independent
vaiables, (2) linearity of rdationships, (3) lack of multicollinearity among independent
vaidbles, and (4) equa disperson marices. Prdiminary andyses showed that the
assumptions underlying the discriminant anadysis applications were being met. Frs of
al, ingpection of the data showed that normdity could be assumed. In the norma pp plot
on Figure 6.1, the didribution seems to be norma because the observed cumuldtive
proportion is dmost a draight line with the expected cumulative proportion. Second,
linearity of relationships would be assumed based on the scater plot shown in Figure 6.2.
Third, multiple regresson andyds dso was used to check the multicollinesrity among
independent variables by usng the Durbin-Watson D value. The results indicate that the
Durbin-Watson D vaue (1.996) is between 1.5 and 2, which implies that the doservations
ae independent (see Table 6.7). Ladt, prdiminary Box's M teds of the equdity of
variance-covariance matrices were conducted and found to be not dgnificant in the two
groups, indicating that the variance-covariance matrices were aso equa across the two
types of movers (see Table 6.8). This satisfied the assumption of homogeneous variance-
covariance matrices and paved the way for discriminant andyss to be conducted for each
of the two group samples. Sample size is dso an important factor influencing the find
result of discriminant andyds. The smdlest frequency group is early mover (31). It is
bigger than 7 (independent varigbles) * 2, and does not violate the minimum sample size

assumption.
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Table 6.7

Model Summary €

Adjusted Std. Error of Durbin-W
Model R R Square R Square the Estimate atson
1 .659° 434 426 .38
2 713° 509 495 35
3 732° 536 516 34
4 757¢ 573 .549 .33 1.006

Predictors: (Constant), V1

Predictors: (Constant), V1, V2

C. Predictors: (Constant), V1, V2, V7
Predictors: (Constant), V1, V2, V7, V3

€. Dependent Variable: TIMING OF ENTRY

IS

Table 6.8

Box's Test of Equality of Covariance Matrices

“BoxsM 13465
F Approx. 1.263
dfl 10
df2 19559.078
Sig. .245

Tests null hypothesis of equal population covariance matrices.
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6.6.1.2. Statistical Analysis of the Discriminant Function

The reaults of the stepwise discriminant andyses for early mover and late mover
are summarized in Tables 6.9 - 6.13. From the test of equdity of group means shown in
Table 6.9, severd varidbles indicate that the group differences are dgnificant a .1 levels
based on the F gatistic, which shows a ratio of between-groups varidbility to the within-
groups vaiability. V1 (emphass on maket share expanson), V2 (emphass on
compstitive actions), V3 (franchisng experience), and V4 (prior financid capability)
clearly indicate datistical sgnificance é the .1 levels.

The pooled within-group matrices, Table 6.10, show that severd of the seven
independent variables are sgnificantly related. However, of the seven varigbles retained
in the co-branding invesment model, only two corrdation matrices are highly correlated:
0.777 between V5 (brand fit) and V6 (product fit), followed by 0.717 between V5 (brand
fit) and V7 (prior sdes peformance). Stepwise discriminant andyss diminated variables
that are collinear to ensure that multicollinearity is not problematic in the co-branding
investment modd.

The criteria for evaduating the discriminant function can be located in Table 6.11.
Four varigbles entered into the discriminant function edtimation: franchisng experience
(V3), emphass on market share expanson (V1), prior sdes performance (V7), and
emphass on competitive actions (V3) a the .1 sgnificant level. As Table 6.12 shows, the
sdected variables have tolerance levels in excess of 0.79, indicating low leves of
collinearity. The discriminant function for each of the two movers has ggnificantly
different group means (p < 0.001). The canonicd corrdations (0.757) indicate the high
drength of the rdaionship of the discriminant scores in the function and the groups. In
addition, the squared canonicd corrdations indicate the proportion of the tota sum of
squares for the discriminant score that is due to the differences between the groups
(Brown & Tindey, 1983). The squared canonica corrdation shows .573, implying a high
degree of explanatory power. Group centroids of the two mover groups from the
discriminant andyss show clearly the discrimination between the two groups (see Table
6.13).
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The dze of dandardized discriminant function coefficients would normaly
indicate the discriminant weights of the respective variables However, because some of
the discriminant varisbles might be corrdated with each other, a more meaningful
interpretation of the discriminant function was based on the dtructure matrices, since
these coefficients would not be affected by rdationships with other variables (Klecka,
1980). The dtructure matrices (or discriminant loadings) are Smple bivariate correlaions
between the discriminant function and each discriminating varigble, and can be used to
determine the reative contribution/importance of the individud variddles These loadings
reflect the variance the discriminant variables share with the discriminant function, and
can be interpreted like factor loadings. Generdly, variables with loadings of +/- .30 or
higher are consdered dgnificant (Har et d., 1995). Table 6.13 summarizes the relative
discriminating power of each dgnificant variable based on the sructure corrdations as
well as the standardized coefficients. Franchisng experience (V3) loaded most heavily in
its respective discriminant functions, while emphasis on compstitive actions (V2) was the
second mogt sgnificant discriminator.

The canonica corrdation (Smilar to R in regresson) is .757, indicating a
correlation between predicted and observed group membership. In other words, the
mode explains 75.7 percent of the variance of contributing factors to co-branding early
or lae movers. The Chi-Square test explains whether group differences are Sgnificant
before the derivation of any discriminant function. It dso supplies advance information
concerning the resulting discriminant function's significance that is whether or not it aids
in the interpretation of the discrimination between group means. The Chi-square of 60.5
was used to test the significance level of the modd (p < 0.001)(comparable to the F test
in regresson). In other words, the co-branding investment modd will rdiably predict a
group of co-branding busnesses as having moved early or late more accuratdy than
random guessng dmost 100 percent of the time. Two other discriminant function
datisics shown in Table 6.13 include Eigenvdue 1.344 (the ratio between groups to
within-groups variability) and Wilks lambda .427 (the ratio of within-group variability to
the totd variability). The larger the Eigenvdue and the smdler the Wilks lambda is
asociated with the dtronger the discriminatory power of the modd. As a result of
discriminant andyss for the co-branding investment mode, hypothesis 1, that the group
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means of the two movers are equd, was ddidicdly dgnificant. Thus, there is a mean

difference between early and late movers.
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Table6.9

Tests of Equality of Group Means

Wilks'

Lambda F dfl df2 Sig.
V1 .903 7.840 1 73 .007
V2 .887 9.300 1 73 .003
V3 .566 56.029 1 73 .000
V4 916 6.724 1 73 011
V5 965 2.648 1 73 .108
V6 .964 2.748 1 73 102
7 .997 .249 1 73 .620
V1 Emphasis on Market Share Expansion
V2 Emphasis on Compstitive Action
V3 Franchisng Experience
V4 Prior Financia Capability
V5 Brand Fit
V6 Product Fit
V7 Prior Sdes Performance
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Table6.10

Pooled Within-Groups Matrices

V1 V2 V3 V4 V5 V6 V7
Correlation V1 1.000 -.120 -.204 .014 -.097 .026 -.149
V2 -.120 1.000 111 204 .268 231 .316
V3 -.204 11 1.000 .163 .316 270 .348
V4 .014 204 163 1.000 .248 .063 149
V5 -.097 .268 .316 248 1.000 T77 717
V6 .026 231 .270 .063 77 1.000 551
/7 -.149 .316 .348 .149 717 .551 1.000

V1
V2
V3
V4
V5
V6
V7

Emphasis on Market Share Expansion
Emphasis on Competitive Action
Franchisng Experience

Prior Financid Capability

Brand Fit

Product Fit

Prior Sales Performance
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Table6.11

Variables Entered/Removed &P-cd

Wilks' Lambda
Exact F
Step Entered Statistic dfl df2 df3 Statistic dfl df2 Sig.
1 V3 .566 1 1 73.000 56.029 1 73.000 .000
2 V1 491 2 1 73.000 37.275 2 72.000 .000
3 V7 464 3 1 73.000 27.326 3 71.000 .000
4 V2 427 4 1 73.000 23.519 4 70.000 .000

At each step, the variable that minimizes the overall Wilks' Lambda is entered.

a. Maximum number of steps is 14.
b. Maximum significance of F to enter is .05.

C. Minimum significance of F to remove is .10.

d. F level, tolerance, or VIN insufficient for further computation.

V1
V2
V3
V4
V5
V6
V7

Emphasis on Market Share Expansion
Emphasis on Competitive Action

Franchisng Experience

Prior Financid Capability
Brand Fit
Product Fit
Prior Sdes Performance
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Table6.12

Variables in the Analysis

Sig. of F to Wilks'
Step Tolerance  Remove Lambda
1 V3 1.000 .000
2 V3 .958 .000 .903
V1 .958 .001 .566
3 V3 .855 .000 .903
V1 951 .004 521
V7 872 .045 491
4 V3 .855 .000 778
V1 945 .004 482
V7 .798 011 468
V2 .894 .016 .464
V1 Emphasis on Market Share Expansion
V2 Emphasis on Competitive Action
V3 Franchisng Experience
V4 Prior Financia Capability
V5 Brand Fit
V6 Product Fit
V7 Prior Sales Performance
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Table 6.13
Discriminant Analysis Results

Discriminant Loadings”  Standardized discriminant
function coefficients

Vi .283 461
V2 .308 .397
V3 .756 .960
V4 179" NI
V5 .048™ NI
V6 120" NI
V7 -.050 -.442
Eigenvalue 1.344
Canonical correlation 757
Wilks' lambda 427
Chi-square 60.481
Degree of freedom 4
Significance .000
Group Centroids

Late mover -.960

Early mover 1.363

“ Pooled within-groups correlations between discriminating variables and standardized canonical
giscriminant functions.
This variable not used in the analysis.

V1 Emphasis on Market Share Expansion
V2 Emphasis on Competitive Action

V3 Franchisng Experience

V4 Prior Financid Capability

V5 Brand Fit

V6 Product Fit

V7 Prior Sdes Performance
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With discriminant andyss, the hit-ratio is often employed as a more accurate
measure of how wel the discriminant functions classfy the datidtica units (Morrison,
1974). Table 6.14 illudrates an example of the classfication hit-ratio results for the two
types of timing of entry. The higher the number of grouped cases that are correctly
classfied, the more accurate the modd is at predicting early and late movers. The mode
accurately predicted gpproximately 86% of the late movers and 90% of the early movers,
for an overd| hit ratio of gpproximatedy 88%. If random guessing produces a 50 percent
correct classfication, then the modd is 38% more rdiadble a classfying a specific co-
branding business as having moved early or late.

Even though the reported classfication accuracies are quite high, the researcher
compared the results with an a priori chance of cdassfying individuas correctly without
the discriminant function. One method for evauding the sgnificance of the classfication
results involves making a comparison to a classfication rate based on chance. Since both
groups were not of equa Sze, a proportiona chance criterion formula was utilized. It is

caculated by squaring and summing the proportions for each group.

Crro = P? + (1-P)%2 = (A/B)? + (1-A/B)?

P = the proportion of individuasin group 1

1-P = the proportion of individuas in group 2

A = number of correctly dassfied individuasin group 1
B = total number of samples

For illustrative purposes, the proportional chance for members of late movers to be
assigned to the correct group was performed. By subgtituting the appropriate vaues in the

formula, we obtain:
Cpro = (.51)% + (1 - .51)?

Crro=.26+.24
CpRo = 50%
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Snce the late mover dasdfication accurecy of 86.4% is subgantidly higher than the
proportiona chance criteria of 50 percent, the researcher consders this function to be a
vaid predictor of timing of entry.

Presss Q ddidic is another comparison technique between the discriminatory
power of the classfication matrix and a chance model. The presss Q datidtic is utilized

asfaollows

PresssQ =[N - (n* K)]*/ N(K-1)
Where
N = Totd samplesze
n = Number of observations correctly classfied
K = Number of groups

By subdtituting the appropriate vaues in the formula we obtain:

Presss Q = [75- (66 * 2)]2/ 75(2 - 1) = 43.32

By compaing the critical vaue (6.63 a .01 gSgnificant leve) the discriminant andysis
predictions were sgnificantly better than chance.

Deveoping the discriminant function on one group and then tedting it on another
can vdidate the discriminant function. With large sample sizes, one sub-sample (the
andyss sub-sample) was used to generate the discriminant function, while the other sub-
sanple (the hold-out sub-sample) was used to test the predictive ability of the
discriminant model. Since the sample sze of this sudy was not big enough to practice the
hod-out method, we use the leave-one-out classfication method. The overal hit ratio by
using the leave- one-out classfication method was 87%.
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Table6.14

Classification b.c
Predicted
Membersh

TIMING OF Late Early Tota
Origin Coun Late 38 6 44
Early 3 28 31
% Late 86.4 13.6 100.0
Early 9.7 90.3 100.0
Cross- 4 Coun Late 37 7 44
Early 3 28 31
% Late 84.1 15.9 100.0
Early 97 903 100.0

a. Cross validation is done only for those cases in the analysis. In cross validation,

each case is classified by the functions derived from all cases
case. (Leave-one-out method is used)

b. 88.0% of original grouped cases correctly
c. 86.7% of cross-validated grouped cases correctly

115



6.6.2. Logistic Regression

The logidic regresson fits linear logidic regresson modds for binary response
data using the maximum likdihood method. The dependent variable of the modd takes
the vaue of 1 for the early mover and O for the late mover. Based on the generd rule of
10 paticipants per varisble (Lusser & Coughlin, 1998), the 75-sample sze did not
violate the logidtic regresson rules. Also, two assumptions must be accomplished to get a
better prediction by using logisic regresson. The assumptions ae (1) multivariate
normdity of the independent variables, and (2) equa variance-covariance matrices in the
two groups. Both assumption tests were performed prior to running the discriminant
andyss, and indicated both assumptions were not violated. To test hypothess 2-5, that
the relaionship between two types of mover and emphasis on market share expansion
(V1), emphass on compstitive actions (V2), franchisng experience (V3), prior financid
capability (V4), brand fit (V5), product fit (V6), and prior sdes peformance (V7),
logigtic regresson was run two ways. It was firs run with al 7 variables usng the enter
method, and then the forward stepwise method at the .1 levels.

The results of logidic regresson for the co-branding invetment mode are
provided in Table 6.15 - Table 6.18. The fird test for the overdl dSgnificance of the
modd is the goodness of fit of the modd. One of the widdy used methods is the -2 log
likelihood, which compares the 7 variable modd to a proposed modd in which al cases
would be correctly classfied. The -2 log likdihood (LL) is 44.193. The lage -2LL
getigic indicates that the modd does not differ dgnificantly from the "perfect modd".
The Hosmer and Lemeshow test is newly added to the SPSS 10.0, which tests the
goodness of fit of the proposed modd. The Chi-square in the Hosmer and Lemeshow test
is used to test the level to which the fitted mode differs from the "perfect” modd. The
mode Chi-square tests the null hypothesis that the modd does not differ sgnificantly
from the perfect moddl. The mode is not significant (p > .05). In other words, the mode
fits wdl. Table 6.18 presents the classfication summary of the logistic regresson modd.
This table shows hat 4 of the 44 late movers were misclassified as early movers, and 6 of

the 31 early movers were misclassfied as late movers. A correct classficaion rate of
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87% is subdantidly higher than the proportiond chance criteria of 50 percent. The
researcher consders this function a vdid predictor of timing of entry. Thus the modd
classfied the firms into respective groups of movers reasonably well.

The reaults of the individua hypotheses test are summarized on Table 6.19. In
terms of individud hypotheses (H2-H5), support was found for four relationships. H2a
dates that an emphass on market share expandgon is pogtively rdaed to the timing of
the co-branding invesment. The coefficient relating to market share supports this
prediction. The coefficient (b = 1.137, p < .05), though in the expected positive direction,
is datidicdly dgnificant. This suggests that as emphass on maket share expanson
increases, firms are more likely to adopt co-branding earlier than others. H2b sates that
an emphass on competitive actions is podtively rdaed to the timing of the co-branding
invetment. The coefficient relaing to competitive action supports this prediction. The
coefficient (b = .753, p < .1), though in the expected podtive direction, is datisticdly
dggnificant. This suggests that as emphass on competitive action incresses, firms are
more likely to adopt co-branding earlier than others.

H3a indicates that the franchisng experience is podtively rdaed to the timing of
the co-branding invetment. The coefficient rdating to franchisng experience supports
this prediction. The coefficient (b = .364, p < .01), though in the expected postive
direction, is datidicdly dgnificant. This suggests that the longer the franchiang
experience, the more likely are firms to adopt co-branding earlier than others. H3b dtates
that the degree of previous financid capability is podtively rdated to the timing of the
co-branding invesment. The coefficient does not support this prediction. The coefficient
(b=.109, p > .1), though in the expected positive direction, is not Satigticaly sgnificant.

H4a dates that finding a brand tha is perceived to have a better fit with an
exiding brand is pogtivey rdaed to the timing of the co-branding investment. The
coefficient relating to brand fit does not support this prediction. The coefficient (b =
1.153, p >.1), though in the expected podgtive direction, is not datigticaly sgnificant. In
addition, H4b dates that finding a product that is perceived to have a better fit with an
exiding product is podtivey related to the timing of the co-branding invesment. The
coefficient does not support this prediction. The coefficient (b = -0.587, p >.1), though in
the expected negetive direction, is not Satisticaly sgnificant.
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H5 dates that the degree of previous performance satidfaction is negatively
related to the timing of the co-branding invesment. The coefficient relating to prior sales
performance supports this prediction. The coefficient (b = -1.202, p < .05) is datidticdly
ggnificant, athough it is in the expected negative direction. This suggests that a a lower
degree of prior sdes peformance satisfaction, firms are more likely to adopt co-branding

earlier than others.

118



Table6.15

Model Summary

-2 Log Cox & Snell Nagelkerke
Step likelihood R Square R Square
1 60.880 420 .566
2 52.240 483 .651
3 49.140 504 .679
4 44.193 .536 721
Table 6.16

Hosmer and Lemeshow Test

Step Chi-square df Sig.

1 15.443 7 .031
2 32.558 7 .000
3 14.770 7 .039
4 10.665 7 154
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Table6.17

Summary of Logistic Regression Analysis Predicting Timing of Entry

Vaidble B SE Odd ratio wad satistic
Vi 753 387 2.124 3.796
V2 364 .099 1.438 13.586
V3 1.137 446 3.119 6.511"
V4 .109 336 1.115 .106
V5 1.153 864 3.168 1.780
V6 -.587 724 556 657
V7 -1.202 530 301 5.147"

‘p<.0L p<.05.  p<.lL

V1 Emphasis on Market Share Expansion
V2 Emphasis on Competitive Action
V3 Franchisng Experience
V4 Prior Financid Capability
V5 Brand Fit
V6 Product Fit
V7 Prior Sdes Performance
Table 6.18
Classification Tablé
Predicted
TIMING OF ENTRY Percentage
Observed Late Mover Early Mover Correct
TIMING OF ENTRY Late Mover 40 4 90.9
Early Mover 6 25 80.6
Overall Percentage 86.7

a. The cut value is .500
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Table 6.19
Summary of Hypotheses Tests

Hypotheses Results

H1l.  Thereare group difference between early movers and late movers

within the co-branding investment mode!. Supported
H2a. Anemphasson market share expansion is postively related to the

timing of the co-branding investment. Supported
H2b. Anemphadsson competitive actions is pogtively related to the

timing of the co-branding investment. Supported
H3a.  Thefranchisng experience is postively rdated to the timing of the

co- branding investment. Supported
H3b. Thedegree of previousfinancia capability is postively related to Not

the timing of the co-branding investment. Supported
H4a. Finding abrand that is perceived to have a better fit with an existing

brand is positively reated to the timing of the co-branding Not

investment. Supported
H4b. Finding aproduct that is perceived to have a better fit with an

exiging product is postively rdated to the timing of the co-branding Not

investment. Supported
H5.  Thedegree of previous performance satisfaction is negatively

related to the timing of the co- branding investment. Supported
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CHAPTER 7

DISCUSSION AND CONCLUSIONS

The hospitdity indugtry in generd is facing severe chdlenges in today’s intensdy
competitive environment. The restaurant industry, specificaly, can be characterized as
both a mature operating environment, and a volatile, uncertain and complex environment
(Denoble & Olsen, 1986; Crawford-Welch, 1990). There @n be little doubt that the level
of compstition in the industry in the 1990s is rigng to heights never before experienced
by restaurant owners and operators. These chalenges include deregulation, new and
innovaive methods for purchasng and paying, the proliferation of new products, the
multiplication of didribution channds, the exploson of couponing, the dippage of
network advertising efficiency, and the gppearance of new types of business. To survive,
companies need to know what customers want. Our study clearly indicated that most of
the respondents mentioned their strategy was practiced based on the customers need, not
competitor's actions. Understanding the changes in customer preferences is one of the
most important things for restaurant companies to consder. This understanding could
lead to launching new drategic planning aswell astacticd planning.

Co-branding is one of new drategies adopted by the hospitaity industry. Co-
branding is a form of partnership whereby two established brand rames combine in order
to bring added value, economies of scale, and customer recognition to each product. This
drategy has emerged recently as a very popular type of busness drategy among
franchisees and franchisors. Both the franchisor and franchisee have pursued co-branding
drategies to penetrate these new markets, again teking advantage of the trend toward
convenience dores, grocery sore chans, and gas dations, dl wanting to provide ther
patrons with an enhanced customer experience and offer a more comprehensve and
integrated solution to thelr consumer needs. Co-branding appears to benefit both

consumers and owners dike. For customers, co-branding provides more variety. It may
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be paticularly convenient for families or co-workers who dine out, but cannot agree on
what type of food they want (Benezra, 1994).

For restaurateurs, the benefits of co-branding are many. One advantage is that it
increases dtore traffic by balancing day-parts. It is typica to see co-brand partnerships in
which one brand does a strong lunch business, while the other has higher sdes during the
dinner day-part. It also enables restaurateurs to secure prime locations that they otherwise
would not have been able to achieve, and to reduce their operating costs. Another
potentid benefit of co-branding is that it may endble retallers that are rdatively unknown
to gan credibility by paring up with a wedl-established brand. Findly, co-branding
dlows companies to achieve synergies in their advertisng efforts (Benezra, 1994,
McDowell, 1994).

The risks of co-branding are pardle with its advantages. Firg, it is possble for a
consumer’s negative fedings (or neutral ones, in the case of an unknown brand) toward
one brand to be transferred to a brand with which it is paired (Levin et at., 1996). Also, a
brand may lose its identity if it uses severd co-brand locations, egpecidly if some of
these co-brand arrangements are with different brands. Such is the case with Arby's,
which has a dud brand patnership with Green Burrito, Long John Silvers, and Roast
Town. This potentid danger mirrors a concern by some researchers that brands which
introduce severd different brand extendons run the risk of “overextention,” or confusng
consumers about what the brands stands for (Buday, 1989; Ries & Trout, 1986).

This study reveded a number of trends related to the co-branding Strategy. Firdt,
most people just do not want to spend too much time in the kitchen, as shown by the
dramatic growth in spending on food away from home. These changes are mainly caused
by socio-demographic changes and an increase in digposable income, which lead to the
edablishment of more foodservice dores. Since the restaurant industry is aready
saturated in terms of the lack of new restaurant Sites, co-branding has been an dternative
way of establishing abusiness used by the franchisor and franchisee.

Second, today’s franchisor must have an initid and ongoing commitment to being
cregtive and compstitive. Market conditions and technology that affect franchisng are
changing congantly, and the franchisee of the new millennium expects the franchisor to

change a the same pace. The more cregtive and aggressive franchisors are adways
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searching for new locations where captive markets may be present — such as arports,
hotels, hospitas, highway roadsde travel plazas, univerdties, sports arenas, or military
bases — where trends toward outsourcing, the demand for branded products and services,
and the desre to enhance the captive customer's experience have al opened up new
doors and opportunities for franchisng (Khan, 1991 & 1999). The above format is very
popular, and is known as the nontraditiond Ste.

Third, this sudy is the fird invesment modd regarding co-branding dtrategy.
Although the boundary of this dudy is limited to the hospitdity indudtry, it may be used
for other indudries and other drategic planning. For franchisors, this invesment mode
may give them information regarding who has more chance to become a co-branding
franchisee, and then the franchisor may consult the potentid co-branding franchisee. For
franchisees, even though there are business opportunities, they may check the investment
requirements fird to ad them in ther decison-méaking. This invesment modd is not
limited only to co-branding, but aso has gpplications for other investment planning.

Fourth, the datidical results of this sudy indicate that there ae some
relaionships among implict and explicit requirements and the timing of co-branding
entry, especidly the finding that restaurateurs who have a srong market share emphasis
and long franchisng experience ae more willing to invet in co-branding. Also
restaurateurs who are not satisfied with prior sdes performance are more likely to invest
in the co-branding concept. We adso discovered that investors in co-branding, no matter
whether early or late movers, are usudly satisfied with the performance of their co-
branded stores. This study clearly shows that co-branding invesment activities are widdy
practiced among franchisees, no matter whether they have little or more experience, or
ae big corporatiions or smal, loca companies. The disciplined indght of this sudy,
given the uncertainty present in adl markets, may dlow restaurateurs to think more clearly
and redidicdly about invesing in co-branding, and may lead them to inves in this
drategy. We assume that there are gill dSgnificant opportunities locdly as wdl as
netionaly.

With the advent of increased naiond and globa competition, consumers now
have an enormous array of foodservice providers from whom they can purchase goods

and sarvices. Faced with choices among restaurants, customers are no longer a captive
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audience. If one company does not provide satisfaction, customers smply choose another
company. Thus, the long-term well-being of a corporation depends to a large extent on
how quickly it can respond to changes in the desires of customers. Co-branding offers an

innovative response to this changing climate.
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LIMITATIONS AND FUTURE RESEARCH

This research is limited in severd respects. Fird, our sample sdection criteria
limited the research because the sample sdection depended soldly on the Axiom Biz
datebase in the Virginia Tech library system. We attempted to contact franchisors,
mailing companies, yelow pages, and the Securities and Retall Franchisng Divison of
the Virginia sate government. However, it was very difficult to collect the addresses of
co-branded stores. For this reason, our mailing lists and sample szes were redivey
smal. Future research usng a larger sample can test whether the same results will be
achieved. Second, dthough we built a discriminant modd from the sample, we did not
receive enough responses to represent the population. The smal sample size might make
the discriminant results more tentative. Third, our study was based on the respondent's
perceptions, which do not provide numerica guiddines for variables didinguishing early
movers from lae movers. Judgment should be used when applying the mode. Forth,
gnce this sudy introduced the firg co-branding invesment modd, the results of this
mode cannot be directly compared to other models. Therefore, further studies associated
with the co-branding drategy are needed to provide additiona reiablity and vaidity.
This study is based on a wide variety of co-branded franchisees as classfied by Axiom
Biz database. Researchers may dso want to test the modd on a more narrowly focused
segment for future research. Ladt, the survey is directed at franchisees only. Franchisors
and franchisees have differing perceptions of many business topics (eg., Kinch & Hayes,
1986; Knight, 1986; Oxenfeldt & Kely, 1968-1969), so care must be taken in making
inferences about how wel these survey results reflect the atitudes of franchisors. To
summarize, this sudy presents a vaid and reliable co-branding business prediction modd
for the hospitdity industry. Entrepreneurs, those who plan to invest in co-branding, those
who provide capitd for co-branding project, suppliers, and public policy-makers can
benefit from the use of the modd.
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