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Entrepreneurial Strategy, Mechanistic-organic Structure, and Financial Performance 

of Restaurant Franchisors from the Perspective of Franchisees 

Hoon-Ku Sul 

(ABSTRACT) 

 

The primary purpose of this study was to explore a model that examines the 

relationships among the external environment, entrepreneurial strategy, mechanistic-organic 

structure and financial performance of restaurant franchisors from the perspective of 

franchisees. The final structural model indicated that restaurant franchisees perceive that 

franchisors’ entrepreneurial strategy makes a highly positive contribution to franchisors’ 

financial performance. The external environment is perceived to have a negative impact on 

franchisor’s financial performance. Franchisees also perceived that franchisor’s 

entrepreneurial strategy and mechanistic-organic structure could have a significantly and 

mutually positive impact on each other. 

The basic value of understanding entrepreneurial strategy is the prediction of certain 

financial outcomes. Entrepreneurial strategy proved to have a very significant impact on the 

franchisor’s financial performance from the perspective of restaurant franchisees. However, 

franchisors’ entrepreneurial strategy was not always perceived to guarantee financial 

success because of the negative impact of the external environment in the restaurant 

franchising industry on financial performance. Furthermore, restaurant franchisees perceived 

the franchisor’s external environment in the industry was unlikely to contribute to the 

franchisor’s entrepreneurial strategy or mechanistic-organic structure. 

Restaurant franchisees viewed that a high level of franchisors’ entrepreneurial 

strategy had a mutual relationship with their organic structure. It is significant in their 

perception that their free-flowing relationship, authority, and communication involvement in 

the franchisor’s decision-making process establish high levels of franchisors’ 

entrepreneurial strategy. However, franchisors’ mechanistic-organic structure is not 

necessarily perceived to influence franchisors’ financial performance positively. The 

indirect effect of mechanistic-organic structure on financial performance through 

entrepreneurial strategy was not perceived to be significant.   
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Restaurant franchisees perceive that franchisors’ entrepreneurial strategy is driven by 

mechanistic-organic structure in the franchising system, not by external environmental 

change in the industry. It is very understandable for franchisees to perceive this way, 

because franchisees constantly provide franchisors with local environmental information 

through franchising communication and relationship channels. Restaurant franchisees 

compete with other restaurants in many local markets, so that they are knowledgeable about 

significant changes in the local environment. Restaurant franchisees might perceive that the 

local environment is a more critical issue to franchisors’ entrepreneurial strategy than is the 

general external environment in the industry. Thus, they might not think of the external 

environment in the industry as important enough to have an influence on entrepreneurial 

strategy and mechanistic-organic structure, except on franchisors’ financial performance.  

 iii



DEDICATION 

 

This dissertation is dedicated to the Almighty God who provides all human beings 

with hope and reason to lead their lives. I truly dedicate this dissertation to my parents, Dae-

Suk Sul and Im-Hyun Min. They gave me birth and showed me this wonderful world that 

the God created. They worked hard and sacrificed so that I would have the opportunities that 

they never had. They are the source of my faith and hope to lead my life meaningfully. This 

dissertation could not have been complete without their unconditional love and patience.  

Special appreciation goes to my brothers, In-Ku Sul, Jung-Hoon Sul, and their wives 

and children. There are many relatives who gave me encouragement and love, which has 

influenced my success. 

 

 

 

 iv



 

ACKNOWLEDGEMENTS 

 

I would like to make my sincere appreciation to Dr. Khan, my chairperson. He has 

been supportive and generous to me academically and personally. My graduate education 

would not have been satisfying without the help of his untiring patience and encouragement 

at every phase of the doctoral program. His contributions are gratefully acknowledged. 

 My sincere gratitude goes to my committee members, Dr. Suzanne Murrmann, Dr. 

John Williams, Dr. Cathryne Morgan, and Dr. Kusum Singh. Each of them has provided 

great support and invaluable academic advice throughout my doctoral program.  

 There are so many friends and colleagues who gave me unselfish support. I want to 

thank all my classmates and friends who taught me so much about life. My graduate study 

process would have been much more difficult and lonely without them. Thank you all and 

best of luck to you. 

 v



TABLE OF CONTENTS 

 
CHAPTER                                                                                                       PAGE 
 
I. INTRODUCTION  
Introduction   …………………………………………………………………. 
Statement of the Problem   …………………………………………………… 
Study Framework   ……………………………………………………...…… 
Objective of the Study   ………………………………………………...……. 
Research Questions   …………………………………………………………. 
The Exploratory Nature and Boundary of the Study   …….…………………. 
Contributions of the Study   …………………………………………………..   
Definitions of Terms   ………………………………………………………... 

1 
3 
3 
10 
10 
11 
12 
14 

 
II. LITERATURE REVIEW  
Introduction   …………………………………………………………...……. 
External Environment   ………………………………………………………. 
 Dimensions of the External Environment   ……………….………... 
Entrepreneurial Strategy   …………………………………………………… 
 Dimensions of Entrepreneurial Strategy   ………………….………… 
Mechanistic-organic Structure   ……………………..…………………….… 
             Dimensions of Mechanistic-organic Structure  ..……………….…… 
Financial Performance   …………………………………………….………… 
Summary   ……………………………………………………………………. 

15 
15 
20 
22 
28 
30 
40 
41 
42 

 
III. DEVELOPMENT OF HYPOTHESES  
Introduction   ……………………………………………………………...…. 
Research Hypotheses   ……………………………………………………….. 
 The External Environment – Entrepreneurial Strategy  ……………… 
            The External Environment – Mechanistic-organic Structure ….……. 
            Entrepreneurial Strategy  – Mechanistic-organic Structure  ………… 
 Entrepreneurial Strategy – Financial Performance   ….……………… 
            Mechanistic-organic Structure – Financial Performance   .………….  
Summary   ……………………………………………………………………. 

43 
43 
43 
45 
46 
48 
49 
49 

 
IV. METHODOLOGY   
Introduction   ……………………………………………………...…………. 
Sample   ………………………………………………………………...……. 
Questionnaire Development   ……………………………………………… 
Research Hypotheses   ………………………………………………………..  
Proposed Model with Hypotheses   ………………………………………….. 
The Measurement Instrument   ………………………………………………. 
 Measurement of the External Environment   …………...……………. 
 Measurement of Entrepreneurial Strategy   .…………………………. 
 Measurement of Mechanistic-organic Structure   ….……….….……. 

52 
52 
54 
55 
55 
57 
57 
61 
64 

 vi



 Measurement of Financial Performance   ……………...………..…… 
Statistical Analysis  ..…………………………………………………………. 
Summary   ……………………………………………………………………. 

68 
68 
69 

 
V. RESULTS 
Introduction   ………………………………………………………………… 
Profile and Characteristics of the Sample   …………………………………... 
              Respondents   ………………………………………………………. 
              Gender   …………………………………………………………….. 
              Ethnic Groups   ………………………………………..…………… 
              Age Groups   ………………………………….…………………… 
              Type of Restaurant   ………………………………………………... 
              Average Relationship-Length with the Current Franchisor   ……….. 
              Satisfaction-Level with the Current Franchisor   …………………… 
              Intention to Stay with the Current Franchisor   ……………………. 
              Overall Evaluation of Sample Characteristics   ……………………. 
Descriptive Statistics for Measures  …………………………………………. 
Descriptive Statistics of Demographic Data on Mechanistic-organic Structure  
Cronbach’s Alpha Reliability for Internal Consistency   ……………..……. 
Measurement Model   ………………………………………………………… 
               CFA for the Franchisees’ perception of the Franchisor’s External 

Environment   …………………………………..………………….. 
               CFA for the Franchisees’ perception of the Franchisor’s Entrepreneurial 

Strategy   ……………………………………………………..…… 
               CFA for the Franchisees’ perception of the Franchisor’s Mechanistic-

organic Structure   ………………………………………………… 
               CFA for the Franchisees’ perception of the Franchisor’s Financial 

Performance   ……………………………………………………... 
               CFA for the Franchisees’ perception of the Franchisor’s External 

Environment and Entrepreneurial Strategy   ………………………. 
               CFA for the Franchisees’ perception of the Franchisor’s Entrepreneurial 

Strategy and Mechanistic-organic Structure  …………………...… 
               CFA for the Franchisees’ perception of the Franchisor’s Entrepreneurial 

Strategy and Financial Performance   ……………………………... 
                CFA for the Franchisees’ perception of the Franchisor’s External 

Environment, Entrepreneurial Strategy, and Financial Performance    
               CFA for the Franchisees’ perception of the Franchisor’s External 

Environment, Mechanistic-organic Structure, and Financial 
Performance   …………………………………………………….. 

               CFA for the Overall Measurement Model   ………………….….… 
Reliability and Validity for the Overall Measurement   …………….….…….. 
                Reliability for Unidimensionality   ………………………………… 
                Content Validity   ….……………………………………………... 
                Construct Validity   ………………………………………………. 
Structural Model   ……………………………………………………………. 
                Initial Structural Model   ………………………………………….. 

70 
70 
71 
71 
73 
73 
75 
79 
81 
81 
83 
84 
86 
91 
97 
 
99 
 
101 
 
103 
 
105 
 
107 
 
109 
 
111 
 
113 
 
 
116 
118 
120 
121 
122 
124 
129 
129 

 vii



                Revised Structural Model   ……………………………….……….. 
Hypotheses Testing   …………………………………………………………. 
Direct, Indirect, and Total Effects among Latent Variables   ………………... 
Summary   ……………………………………………………………………. 

133 
137 
139 
139 

 
VI. DISCUSSION AND CONCLUSION 
Discussion of the Research Findings   ……………………………………... 
Implications of the Research   ………………………………………………... 
Conclusions   ………………………………………………………………. 
Limitations and Suggestions for Future Research   …………………...……... 
 
REFERNCES   ………………………………………………………………. 
APPENDIX A   ……………………………………………………………… 
APPENDIX B   ……………………………………………………………… 
APPENDIX C   ……………………………………………………………… 
VITA   ………………………………………………………………………. 

143 
146 
147 
149 
 
150 
172 
179 
181 
185 

 
 

 viii



 
LIST OF FIGURES 
 
 
1.1. A Conceptual Framework of Entrepreneurial Orientation   ….……..…... 
1.2. A Proposed Theoretical Framework of the Antecedent and Consequence of 

the Entrepreneurial Strategy (ES) Process   ………………………….…. 
2.1. Continuum of Mechanistic-organic Structure  ….……………………….  
4.1. The Proposed Model with Hypotheses   ……………..…………………. 
5.1. The Original Theoretical Model   ………………..……………………… 
5.2. Initial Unconstrained Structural Model (1)   ………….………………… 
5.3. Initial Unconstrained Structural Model (2)   ………….………………… 
5.4. A Path Diagram for the Revised Model   …………….…………………. 
6.1. Revised Final Structural Model   ………………….…………………….. 
 

7 
 
8 
32 
56 
130 
131 
132 
135 
144 

 

 ix



 
LIST OF TABLES 
 
 
2.1. Bourgeois (1980) Conceptual Integration for the Environment   ………… 
2.2. DeNoble and Olsen’s (1986) Important Environmental Factors in the   

Hospitality Industry   ……………………………………………….….… 
3.1. Summary of Key Studies   ………………………………………..….…. 
4.1. External Environment Scale  …………………….…………………….… 
4.2. Entrepreneurial Strategy Scale  ………………………………….………. 
4.3. Mechanistic-organic Structure Scale  ………………………….……….. 
4.4. Financial Performance Scale  ………………………………………….... 
5.1. Respondents    ……………...…………………….………………..…… 
5.2. Gender   ………………………………………………………………… 
5.3. Ethnic Groups   ………………………………………….…………….. 
5.4. Age Groups   ……………………………….………………………….. 
5.5. Types of Restaurants    ……………………….………………………… 
5.6. Average Relationship-Length with the Current Franchisor   ………… 
5.7. Satisfaction-Level with the Current Franchisor   …………………….. 
5.8. Intention to Stay with the Current Franchisor   ………………………… 
5.9. Descriptive Statistics for Measures   …………………………………… 
5.10. Descriptive Statistics of Demographic Data on Mechanistic-organic 

Structure   ..…………………………………………………………… 
5.11. Item-to-total Correlations and Reliability Estimates   .……………..… 
5.12. CFA for the Franchisee’s Perception of the Franchisor’s External 

Environment   ……………………..…………………………….…… 
5.13. CFA for the Franchisees’ perception of the Franchisor’s Entrepreneurial 

Strategy   ……………………………….…………………..…...…… 
5.14. CFA for the Franchisees’ perception of the Franchisor’s Mechanistic-

organic Structure   …………………………………………………… 
5.15. CFA for the Franchisees’ perception of the Franchisor’s Financial 

Performance   ………………………………………………………... 
5.16. CFA for the Franchisees’ perception of the Franchisor’s External 

Environment and Entrepreneurial Strategy   ……………………..……. 
5.17. CFA for the Franchisees’ perception of the Franchisor’s Entrepreneurial 

Strategy and Mechanistic-organic Structure  ……………………...… 
5.18. CFA for the Franchisees’ perception of the Franchisor’s Entrepreneurial 

Strategy and Financial Performance   ………………………………... 
 5.19. CFA for the Franchisees’ perception of the Franchisor’s External 

Environment, Entrepreneurial Strategy, and Financial Performance   … 
5.20. CFA for the Franchisees’ perception of the Franchisor’s External 

Environment, Mechanistic-organic Structure, and Financial Performance    
5.21. CFA for the Overall Measurement Model   …………………………… 
5.22. Measurement Scale Properties   ………………………………..……... 
5.23. Chi-square Difference Tests for Discriminant Validity  …………….….   
5.24. Correlations among Latent Variables (Phi)   …..……………………… 

17 
 
19 
51 
60 
62 
65 
67 
72 
72 
74 
74 
78 
80 
82 
82 
85 
 
90 
96 
 
100 
 
102 
 
104 
 
106 
 
108 
 
110 
 
112 
 
115 
 
117 
119 
127 
128 
128 

 x



5.25. Goodness-of-Fit for the Models / R2 for the Endogenous Latent Variables  
5.26. Chi-square Difference Tests for Model Comparison   …………….….. 
5.27. Summary of Hypotheses Testing   ………………………………..….… 
5.28. Direct, Indirect, and Total Effects among Latent Variables   ……….…... 

136 
136 
141 
142 

 
 
 
 

 xi


	ACKNOWLEDGEMENTS
	
	
	CHAPTER                                                                                                       PAGE
	I. INTRODUCTION
	II. LITERATURE REVIEW
	III. DEVELOPMENT OF HYPOTHESES
	IV. METHODOLOGY
	V. RESULTS
	VI. DISCUSSION AND CONCLUSION
	LIST OF FIGURES




