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Abstract. The economic and social contribution of franchising is widely reported. Al-
though, most studies have examined franchising from the single-unit typology, multiple-
unit franchising is found to be a popular and pervasive retailing strategy throughout the
world. Despite this, there is a paucity of prior research examining the factors influencing
the achievement of the four franchising imperatives. This represents an important gap
in the organizational choice literature. Therefore, this study empirically examines the
impact of the four franchising imperatives (i.e. unit growth, system uniformity, local
responsiveness and system wide adaptation) (Bradach 1995) upon franchise system op-
erational performance across the four key governance structures (i.e. master franchising,
area development franchising, area representative franchising and incremental franchis-
ing). Based on a sample of 347 Australian franchisors, the findings indicate that there are
significant differences in the way in which three of the four imperatives (i.e. unit growth,
system uniformity and system-wide adaptation) impact on performance across different
governance structures. Practical and managerial implications and future research direction
are discussed.

Keywords: multi-unit franchising, plural governance, four imperatives, Australia, fran-
chise performance.
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Introduction

The economic importance of franchising in service provision, job creation and self-
employment opportunities is widely reported (Dant et al. 2008). In the United States,
some 1500 franchise systems provide $1.53 trillion to the local economy and employ
approximately 18 million people which equates to 11 percent of total private sector
payroll (Reynolds 2004). Similar contributions are evident within the United Kingdom,
in which an estimated 759 business format franchises account for over one third of all
retail sales (British Franchise Association/Natwest 2006). Although servicing a smaller
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population, the Australian franchise sector comprises 1025 franchise systems, boasts
an annual turnover of $128 billion and has grown at the rate of 12.6 percent during the
2008-2010 period (Frazer et al. 2010). Thus the contribution of franchising to many
local economies is substantial.

However, although multiple-unit franchising (MUF) (in which franchisees are permitted
to own and operate more that one outlet in a franchise system) is recognised as a per-
vasive organisational form in franchise systems throughout the world (Kaufmann, Dant
1996; Garg et al. 2005), much of the extant literature retains a single-unit franchising
(SUF) focus (Kaufmann, Dant 1996). This is surprising given that much of the future
growth in franchising has been attributed to the popularity of MUF arrangements (Dant
et al. 2007; Griinhagen, Dorsch 2003; Weaven et al. 2009). Although previous research
has touted the value of MUF in promoting rapid unit growth, system-wide adaptation to
competitive influences, ‘mini-chain’ economies of scale and scope, reducing franchisee
opportunistic behaviours, minimising rates of franchisee attrition, and strategic advan-
tages derived through delegating price and quality decisions to the unit level (Bercovitz
2003; Dant et al. 2008; Kalnins, Lafontaine 2004; Shane 2001), the literature pertaining
to MUF ‘can at best be characterised as fragmented and scant’ (Dant et al. 2009: 3).

Apart from explicating the strategic benefits of MUF strategies, other franchising schol-
ars have focused upon the motivations and incentives governing MUF adoption (e.g.
Griinhagen, Mittelstaedt 2002), discerning differences between single-unit and multiple-
unit operations (e.g. Kalnins, Lafontaine 2004; Weaven, Frazer 2006; Watson et al.
2007), and exploring the challenges that franchise chains encounter when employing a
MUF framework (e.g. Bradach 1995; Garg et al. 2005). However, one central area which
very few studies have considered is that of operational performance from a multiple-unit
franchising perspective. Studies by Bradach (1995) and Garg et al. (2005) have identi-
fied key management challenges or strategic imperatives (that is, unit growth, system
uniformity, local responsiveness and system-wide adaptation) found to afford multiple-
unit franchisees greater performance advantages than single unit franchisees. However
their approach has been bound by either exploratory, field data or a lack of application to
all four multiple-unit organisational structures (i.e. master franchising, area development
arrangements, area representative arrangements and incremental franchising).

This article is offered towards filling this significant void in the literature. The goal of
the paper is to empirically examine the influence of the four franchising imperatives
(that is, unit growth, system uniformity, local responsiveness and system-wide adapta-
tion) upon franchise system performance across four common multiple unit franchising
forms (that is, master franchising, area development arrangements, area representative
arrangements and incremental franchising). Hence, the paper seeks to (1) empirically
examine the influence of the four franchising imperatives upon operational performance
and (2) compare and contrast the influence of the four strategic imperatives upon op-
erational performance across all four MUF forms. The empirical results are drawn from
a broad-based franchisee survey conducted within Australia. The paper concludes with
implications for theory, practitioners and future academic researchers.

5280



Journal of Business Economics and Management, 2013, 14(Supplement 1): S279-S312

1. Literature review

1.1. Dependency theory

Much research exploring the relationships between firms within channels of distribu-
tion has done so from the perspective of dependence. Dependence has constantly been
found to explain inter-organizational behaviors (e.g. Morgan, Hunt 1994) by providing
explanation in terms of the distribution of labor within firm arrangements (Dant, Gun-
dlach 1998). For example, Frazier and Summers (1986) suggest that channel partners
have the ability to assign and execute their distinctive roles more effectively as each
party has a vested interest in the welfare of the other. In doing so, both parties have the
opportunity to receive substantial rewards in return for effective cooperation (Frazier,
Summers 1986).

From a research context perspective and, more so within the channel literature, de-
pendence has consistently been linked to power, conflict and satisfaction (Burkle, Pos-
selt 2008; Davies et al. 2009; Frazier, Summers 1986). Typically, justification is found
through the theoretical arguments proposed by Emerson (1962). Emerson (1962) argues
that dependence is the inverse of power between Firm A and Firm B. As such, depend-
ency is characterized by two interrelated factors of (1) the motivational goals mediated
by B on behalf of A and, (2) inversely proportional to the availability of such goals to
A outside the A-B relationship (Emerson 1962).

The relationship common between Firm A and Firm B implies that dependency can
play an important role within the context of franchising. From a franchising view-
point, dependency appears to be a relatively obvious proposition given the foundations
born through the franchisor-franchisee relationship. Specifically, the franchisor-fran-
chisee relationship implies that a contractual and on-going arrangement exists between
two parties (i.e., the franchisor; the franchisee) both of which have a vested interest
in the role each play. For example, franchisees are expected to implicitly uphold the
franchisors’ brand(s), to facilitate growth (Roh, Andrew 1997), development and ex-
pansion of the franchise system, to overcome local competition and enhance profit-
ability through franchising fees and on-going royalties (Justis, Judd 1986). In contrast,
franchisees also presume that the franchisor will actively participate in enabling the
achievement of such growth, development and expansion through initial and on-going
training, services and support, in addition, to enacting proven operating procedures.
This, in contrast, surpasses the costs of establishing a new brand (similar to initiating
a new business venture); often restrained by financial resources and market place pres-
ence. Foremost, given the interrelated nature of the franchisor-franchisee relationship,
we expect that dependency will play a focal role from a MUF perspective and, as such
is used as the overarching theoretical framework for this study.

1.2. Multiple-unit franchising

MUF is not a single organisational form and, is therefore, characterised as ‘franchising
in which the franchisee can operate many units’ (Garg et al. 2005: 188). Both Kaufmann
and Dant (1996), Kalnins and Lafontaine (2004) contend that the area of MUF has been
relatively unexplored and limited in the realms of its focus and, as such, remains in
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part, a ‘curious anomaly’ in franchising research (Kaufmann, Dant 1996: 346). Despite
the growth of research within the multiple-unit franchising realm, studies have been
limited to MUF and system growth (e.g. Kaufmann, Kim 1995), system adaptability
(Garg et al. 2005) and incentives and strategic motives (Griinhagen, Mittelstaedt 2002;
Kalnins, Lafontaine 1999; Weaven, Frazer 2006, 2007).

On the face of it, MUF appears to contradict the traditional view of franchising (Garg
et al. 2005). From an agency theoretic perspective, MUF remains a curious anoma-
ly as several MUF arrangements (such as area developers and sequential multiple-
unit franchisees) introduce additional levels of management whereby individual store
managers are required (Garg et al. 2005; Kalnins ef al. 2006; Kaufmann, Dant 1996;
Kaufmann, Kim 1993, 1995; Sen 1998). Subsequently, hierarchical problems arising
from sub-optimal effort at the local market level (and the concomitant need for greater
employee monitoring on the part of the multiple unit franchisee) result (Gémez et al.
2010). Therefore, multiple-unit franchising emerges as an organisational form which
encourages company-ownership (Kaufmann 1996), thus challenging the core rationale
for franchising.

Past research presents agency arguments attributing operational performance measures
to traditional single-unit franchising arrangements (e.g. Brickley, Dark 1987; Caves,
Murphy 1976; Norton 1988). However, studies in Australia and the United States
suggest that the majority of franchise networks consist of multiple-unit arrangements
(Frazer et al. 2006; Griinhagen, Mittelstaedt 2000; Kaufmann, Dant 1996). Interest-
ingly, multiple-unit franchising presents similar problems to those that are found in the
single-unit operation. For example, multiple-unit franchises often encounter problems of
moral hazard and adverse selection (e.g. Bradach 1997; Chow, Frazer 2003; Kaufmann,
Dant 1996). Furthermore, given that MUF requires unit managers (i.e. area representa-
tives, sub-franchisors) shirking at the local level may impact upon unit-level efficiency.

However, despite the apparent differences, studies have typically examined multiple-
unit franchising from a holistic perspective as opposed to considering each multiple-unit
variant individually (which may influence the performance of one multiple-unit ar-
rangement over another). In order to understand the influence of each multiple-unit ar-
rangement, definitions of each are provided. Master franchising is the occupation of ‘an
independent business person who has contracted with the franchisor to sell franchises
to franchisees in a specific geographic area or territory’ (Justis, Judd 1986: 16). Area
development franchising is characterized as an agreement by which the area developer
maintains the right to open multiple units (Weaven, Frazer 2003), over a pre-specified
period of time, within an assigned geographic territory. An area representative is permit-
ted to recruit potential franchisees to a franchise system (Whittemore, Perry 1998) and
to assign potential franchisees to a designated area, whilst providing on-going support
and services to current franchisees (Lowell 1991). Finally, Incremental franchising is
the right to purchase additional franchise units (Kaufmann, Dant 1996) based on their
performance of existing franchise unit(s).

The following section provides explanation of the four main forms of multiple-unit
franchising arrangements (i.e. incremental franchising, master franchising, area devel-
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opment franchising and area representative franchising) and their likely operational
influence across the four franchising imperative defined through the seminal work of
Bradach (1995).

1.3. Unit growth

Unit growth can be defined as the addition of company units to a system, the addition of
franchisees who add several units to a chain and/or the inclusion of additional units to a
pre-existing franchisee within the system (i.e. incremental franchising) (Bradach 1995).
In terms of MUF, master franchising is recognised as a governance form able to promote
rapid system growth (Kalnins 2005; Kaufmann, Kim 1995; Lowell 1991). However,
previous research confirms that master franchising has been linked to a decrease in
operationally efficiency because there exists an intermediary (i.e., master) between the
franchisor and franchisee (Kaufmann, Kim 1995). Often the franchisor has to substitute
operating efficiency and brand deterioration for system growth or visa-versa (Kaufmann
1992; Kaufmann, Kim 1995). Given that an additional level of management (i.e. master)
is present between the franchisor and franchisee, agency concerns of adverse selection
and moral hazard are more prevalent in master franchising arrangements which may
further impede growth. For example, the difficulty in acquiring suitable franchisees
reduces the speed at which the system can grow.

From an agency perspective, incremental franchising (IF) reduces the occurrence of
adverse selection because the franchisor has already undertaken a comprehensive se-
lection process. Consequently, the franchisor is aware of the incremental franchisees
behaviour and capabilities to operate an additional unit. Moreover, IF suggests that
franchisees have prior unit success and therefore, have demonstrated both operational
efficiency and productivity with existing franchise units (e.g., sales volume, franchisee
profitability etc.) (Kaufmann, Dant 1996). However, it appears that IF encourages sys-
tem sustainability as opposed to rapid system growth. For example, whilst IF enhances
the rate of growth within a system, Kaufmann and Kim (1995: 55) suggest that the
‘sequential nature of expansion’ limits the effect of IF. Although, IF would be advanta-
geous in systems where there exists a high number of franchisees, it is assumed that
smaller, less developed systems would not be able to grow at a greater rate than other
organizational forms (e.g. ADF).

In comparison, ADF arrangements have the capabilities to extend the growth of a sys-
tem at a more rapid rate than either master franchising or IF. For example, ADF is
used to enhance rapid system growth, as an area developer is solely responsible for the
growth of units within their assigned territory, including formulization (Garg et al. 2005;
Kaufmann, Kim 1993, 1995). Failure to grow would ensure that the area developer
would lose both the potential profits from the sale of units and the initial investment
they paid for the rights to the territory. In addition, area development arrangements en-
able the franchisor to train only one area developer rather than a larger more complex
number of independent franchisees. Despite Kaufmann and Kim (1995) suggesting that
area development arrangements are more involved (i.e. time), require greater training
both in management and operation of the system and would restrict the system from
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growing any faster than a single unit franchisee, Garg et al. (2005) found contradictory
results. In particular, Garg et al. (2005) found that ADF was preferred over IF when
rapid system growth was a key objective. This is supported by previous research sug-
gesting that ADF ‘permits parallel development of multiple markets and should speed
growth significantly’ (Kaufmann, Kim 1995: 5).

Finally, in comparison to master franchising, IF and ADF, area representatives (AR/s)
would be the least likely governance form to achieve rapid system growth. Given that
ARs are not granted the right to contract with potential franchisees (Lowell 1991) and
only oversee an assigned territory on behalf of the franchisor, the addition of new units/
franchisees is unattainable. On this basis it is hypothesized that:

H1: Unit growth will have a stronger influence on operational performance in area
development arrangements than master franchising, area development and incre-
mental franchising arrangements.

1.4. System uniformity

System uniformity is defined as the inclusion of standardised practices and processes
with minimal variation to the franchise format (Garg et al. 2005). Within a MUF ar-
rangement, uniformity may be better achieved through ADF and area representative
agreements as opposed to IF and master franchising (Bradach 1995). Maintaining uni-
formity appears to require a distinctive set of management expertise’s than that of a
single unit (Kaufmann, Dant 1996; Griinhagen, Mittelstaedt 2002; Sen 2001). In par-
ticular, an incremental franchisee may be dependent on their ability to employ their own
multi-tasking skills to achieve performance outcomes to a single unit. As additional
units are acquired by the incremental franchisee, they would have to apply their single
unit skills to multiple unit operations. Therefore, this would require these franchisees
to undergo a transitional period in which to accommodate the addition of multiple-units
(Garg et al. 2005). However, the initial intentions of the area developer is to acquire a
certain number of units upfront and, therefore, they often have the multi-unit skills (e.g.,
human resource capabilities and resources) to accommodate a multi-unit arrangement,
including addressing system standards of uniformity. From an AR perspective, an AR
is required to oversee individual franchisees as well as multiple-unit operators. There-
fore, given that AR operate on behalf of the franchisor to guide and monitor franchisee
behaviour, system uniformity is likely to be achieved.

Similar to IF, a master franchise arrangement involves the master monitoring the perfor-
mance of independent franchisees (Justis, Judd 1986). Therefore, it is likely that moni-
toring of individual franchisees would occur less frequently than in ADF. This is likely
to occur as the primary objective of the master franchisee is to enhance unit growth as
opposed to monitoring the performance and standards of individual franchisees (Kauf-
mann, Kim 1995; Stern, El-Ansary 1988). This also creates an environment which
encourages franchisee shirking behaviour (i.e., reduce effort) and enables franchisees
to deviate from system standards with less effort.

In addition, agency concerns of inefficient investments promote ADF over IF. For ex-
ample, area developers are aware of the administrative and management tasks involved
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in operating multiple units (Bodipo-Memba, Lee 1997; Kaufmann, Kim 1995). Further-
more, area developers are more willing to invest in additional resources (e.g., manage-
rial and physical) to assist in the achievement of uniformity and further development of
their territories/units (Garg et al. 2005). In contrast, the same incentives are not apparent
for IF or master franchising. In IF there is no guarantee that they will be awarded ad-
ditional units and therefore, there is less incentive to invest in further resources. Given
that Brickley and Dark (1987) suggest that geographically concentrated units should be
collectively owned and operated in an effort to facilitate optimal investment decisions
and efficient monitoring, master franchising would support the addition of resources.
However, master franchising involves the master growing the system through inde-
pendent franchisees (Kaufmann, Kim 1995) as opposed to ADF in which the one area
developer owns all units within the territory. Therefore, master franchisees may be less
willing to forgo additional financial resources to enable greater system uniformity as
they will only partially benefit from the on-going royalty of the unit as opposed to all
profits as in ADF.

Therefore, systems in which uniformity is crucial, ADF and area representative will be
preferred over master franchising and incremental franchising because agency concerns
of adverse selection, inefficient investment and free-riding is less problematic. Thus, the
following hypotheses are proposed:

H2: Uniformity will have a stronger influence on operational performance in, area de-
velopment and area representative arrangements than in incremental and master
franchising.

1.5. Local responsiveness

Local responsiveness is recognized as a means by which organizations demonstrate
“flexibility’ (e.g. Pehrsson 2007). In this sense, organizations are characterized as under-
standing customer needs and adapting to heterogeneous markets. From a MUF perspec-
tive both Bradach (1992, 1995) and Garg et al. (2005) found that MUF is less suitable
for local responsiveness in comparison to SUF. However, both Bradach (1995) and
Garg et al. (2005) acknowledge that differences exist in MUF arrangements between
ADF and IF in relation to local responsiveness. For example, single-unit owners are
generally required to substantiate their business abilities (prove system success) prior
to being granted an additional unit; therefore, it appears plausible that they would have
greater local market knowledge in comparison to ADF operators. Moreover, given that
single unit operators have greater incentives for local responsiveness (e.g., charge higher
prices), it is assumed the same to be true for incremental franchisees. However, an
ADF would have less of an incentive because they would be managed by employee
managers as opposed to owner operators (i.e. IF). Furthermore, it appears that because
additional units are added on a sequential basis, the incremental franchisee is likely to
have greater contact with each unit and in accommodating local needs. This also holds
for situations in which the incremental franchisee needs to insert an additional layer
to the system as it grows (i.e., outlet managers). Therefore, the gradual growth rate
pertinent within IF would permit incremental franchisees to have greater control over
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outlet managers enabling the system to adapt even in cases where the system becomes
large (Yin, Zajac 2004).

Similar to IF, master franchising would also facilitate local responsiveness. Common
within the literature, master franchising is recognised as an organisational form used
when entering international markets (e.g., Roh, Andrew 1997; Zietlow, Hennart 1996).
In most systems, the franchisor contracts to a local entity or individual in a foreign
market as opposed to transferring an individual from the home market (Connell 1997;
Pine et al. 2000). As a result, the local entity or individual has considerable local mar-
ket knowledge assisting the franchisor in the effective implementation of a franchise
system, including operating procedures and standards (Kaufmann, Kim 1995; Pine et al.
2000). This ensures that appropriate practices governing a foreign market will be ad-
dressed because the master franchisee will have a thorough understanding of what fac-
tors may inhibit system suitability within the local market (Dant, Nasr 1998; Doherty,
Quinn 1999; Kaufmann, Kim 1995).

Alternatively, AR would be less effective in responding to local conditions. Whilst the
AR ensures that franchisees maintain system standards and procedures, often ARs have
originated from the home market. This being so, the AR is assigned through the fran-
chisor a specific territory to oversee (Lowell 1991). This suggests that the AR would
have limited market knowledge in relation to incremental franchisees and master fran-
chisees where local market knowledge is considerable. Therefore, on this basis the
following hypotheses are proposed:

H3: Local responsiveness will have a stronger influence on operational performance in
incremental franchising arrangements and master franchising than in area develop-
ment and area representation arrangements.

1.6. System-wide adaptation

From a franchising perspective, adaptation is recognised as a notion closely associ-
ated with system uniformity (Garg ef al. 2005; Kaufmann, Eroglu 1998). For example,
the franchisor has to ensure consistency and the maintenance of system standards (i.e.
uniformity) yet permit adaptation to local market conditions without causing harm to
the reputation of the brand. Given this, Kaufmann and Eroglu (1998) suggest that fran-
chisors are required to make a trade-off between the benefits of standardisation and the
benefits of adaptation which are often necessary to meet the demands of local markets
(Kaufmann, Eroglu 1998) and support system success. System-wide adaptation would
be preferred in ADF and area representative agreements over IF and master franchising
arrangements. Agency problems in relation to system-wide adaptation are particularly
pertinent in relation to IF. Agency concerns of information asymmetry and moral hazard
would impede the ability of the franchisor to control franchisee behaviour and their
willingness to implement organizational processes (Doherty, Quinn 1999; Sen 2001).
Whilst, franchisees are required to operate within the stipulations of the contract, in-
dependent franchisees may operate in accordance with their own self-interests against
the objectives of the franchisor (Bradach 1995; Burgen et al. 1992; Chow, Frazer 2003;
Doherty, Quinn 1999; Rassam 1995). In such circumstances, franchisee self-interest
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objectives would be difficult for the franchisor to monitor, particularly in large systems
(Doherty, Quinn 1999).

Furthermore, given that incremental franchisees only maintain a small number of units,
system-wide adaptation would be difficult and costly to monitor across the entire fran-
chise system, especially in remote locations. For example, if the system comprised of
30 independent units, of which, some occupied additional units (i.e. IF) the franchisor
would have to maintain and monitor each independent franchisee (i.e. 30 franchisees).
Similarly, master franchising would also be less effective in achieving system-wide
adaptation. Moreover, because the master franchisee may sub-lease to independent fran-
chisees (ensuring that each franchisee within that territory adapts system processes) may
become problematic. In particular, difficulties may arise because the master franchisee
maintains less control over franchisees and, it may be more difficult for the master
franchisee to enforce implementation. For example, Bradach (1995) found that indi-
vidual franchisees often decide whether they wish to implement or choose to ignore a
new system initiative and offer support (e.g. Dant, Gundlach 1998; Dant, Nasr 1998).

Alternatively, ADF and area representative franchising are more likely to achieve sys-
tem-wide adaptation. From an ADF perspective, the area developer is required to own
and grow a specific territory with a predetermined number of units. Therefore, under
the control of the area developer, franchisors would be able to transfer knowledge (i.e.
reducing agency concerns of information asymmetry) and areas in need of adaptation
to one area developer, who would subsequently instil information to hired managers
throughout that territory. This differs from IF as the franchisor must transfer the infor-
mation to several independent franchisees and trust that the changes will be implement-
ed. Similarly, from an AR perspective, the AR would enable system-wide adaptation.
AR are obligated to work on behalf of the franchisor within a designated territory(s).
For this reason, any changes that require modification or adaptation within the chain
can be guided and monitored by the area representative. Subsequently, this assures the
franchisor that system adaptations are being maintained across the units within that
territory(s) in accordance with their requests. Given the above discussion, the following
hypotheses are presented:

H4: System-wide adaptation will have a stronger influence on operational performance
in area development and area representative arrangements than incremental and
master representation arrangements.

1.7. Operating performance

Common within the management literature, operational performance falls under the
umbrella term of performance measurement or strategic performance measurement.
The purpose of implementing performance measures is to monitor organisational pro-
gress and maintain organisational control (Nani et al. 1990). Monitoring and control
of organisational standards enables organisations to pursue strategies which lead to the
achievement of the goals and objectives of the organisation (Nani ez al. 1990). However,
today organisations are forced to become global enterprises as to remain competitive.
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Subsequently, this has encouraged companies to understand the key factors which drive
organisational performance. As a result, organisations are forced to reassess their cor-
porate vision and ensure that their performance measurement systems are aligned with
their strategic goals and objectives (Eccles 1991; Kaplan 1983; Gregory 1993; Purbey
et al. 2007).

The concept of strategic performance measurement was developed in response to criti-
cism founded within the traditional performance measurement system (Kaplan, Norton
1993). The traditional perspective of performance measurement was narrowly defined,
relying on financial measures to determine organisational performance (e.g. return on
assets) (Bracker, Pearson 1986; Dess, Robinson 1984; Johnsen, McMahon 2005; Ka-
plan, Norton 1993; Watson 2002). However, Kaplan and Norton (1992) suggest that
financial measures, whilst worthy of inclusion, are limited in depth and largely focus on
past performance of the organisation, thereby, excluding current and future performance.

Popular within the management literature, the Balanced Scorecard developed by Ka-
plan and Norton (1992) is argued to most accurately explain performance. In particular,
the Balance Scorecard accommodates past and current research by incorporating both
financial and non-financial measures (i.e. operational measures) to determine strategic
alignment (Hudson et al. 2001; Kaplan, Norton 1992). The purpose of the Balance
Scorecard is to integrate a multi-faceted view of organisational performance (Atkinson,
Brown 2001). The specific elements which to be explored in relation to each of the four
dimensions of the Balance Scorecard from a franchising perspective: (1) financial per-
spective (i.e. franchisor revenue growth, franchisor gross revenue), (2) internal business
process perspective (i.e. operations management, service and support, quality assur-
ance systems and IT systems effectiveness), (3) franchisees’ perspective (i.e. franchisee
profitability, franchisee satisfaction, franchisee renewals) and, (4) learning and growth
perspective (i.e. value of brand/franchise, research and development and information
system capability). The proceeding discussion outlines the theoretical basis upon which
the hypotheses of this study are proposed and shown in Figure 1.

2. Research design

The aim of this research was to examine the influence of the four strategic imperatives
upon operational performance across the four multiple-unit franchising forms. Given
the deficiencies present in the literature to date, a two-stage research design was used.
Firstly, stage one included a mixed methods approach adopting both a qualitative and
quantitative process. From a qualitative perspective, 16 convergent interviews (in-depth,
unstructured) were conducted with franchisors from a mix of retail and service franchise
systems within Australia. From the interviews, 53 items were generated for the devel-
opment of the scale to be used in the final survey. These items were further validated
by a panel of marketing and scale development experts resulting in 47 items measur-
ing the four strategic imperatives, multiple-unit franchising and demographic variables
(DeVellis 2003). Following this, a quantitative process was employed, whereby scale
purification was achieved through statistical analysis. Secondly, stage two adopted a
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Predictor Variables Predicted Variable
FOUR FRANCHISING OPERATIONAL
IMPERATIVES PERFORMANCE
Unit " "
Growth Financial
(Hypothesis 1) Measures
Uniformity Moderating Variable Customers
(Hypothesis 2)
OPERATIONAL
STRUCTURE
Local Mast Internal Business
Responsiveness Fran?:i iiirn Processes
(Hypothesis 3) 9
Area Development ] ]
System-Wide Franchising Learning & Innovation
Adaptation
(Hypothesis 4) Area Representative
Franchising
Incremental
Franchising

Fig. 1. Preliminary conceptual model of system operating performance
in multiple-unit franchising

quantitative approach which involved three sequential steps. Firstly, the items generated
from stage one were compiled for inclusion in a draft survey. Pilot testing enabled the
refinement, deletion and addition of items to the survey and adaptation of the survey
to the appropriate format. This resulted in the production of a final survey instrument
which was administered in 2008 via email to 967 franchisors in Australia. The fran-
chisors selected were emailed individually the survey link, purpose of the study and
confidentiality agreement. The franchisors selected were obtained through a pre-existing
database which was developed in conjunction with the peak franchising body of Aus-
tralia (i.e. Franchise Council of Australia). This resulted in 347 completed surveys yield-
ing a response rate of 27.9 per cent.

2.1. Measures

All questions on the survey were measured using a bipolar seven-point likert scale an-
chored on the words strong disagree (1) to strongly agree (7). Table 1 provides a sum-
mary of the items used to verify each construct including factor loadings and reliabilities
for the respective items. Factor loadings range from .65 to .91 and reliabilities are all
above the acceptable range of .60 as recommended by Jr. Hair et al. (1998).

Finally, the categorical measurement used to discriminate between groups (i.e., master
franchising, area development franchising, area representative franchising and incre-
mental franchising) asked respondents to rank the four franchising forms in order of
preference. The following question is indicative of the question used in the survey.
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Table 1. Results of measurement model

CONSTRUCT SURVEY ITEMS LOADINGS ALPHA
Unit growth ~ Our number of franchisees within our system grows .86 .85

each year.

Our number of units within our system grows each .85

year.

In our system, we continuously have a large number 78

of franchise units opening.

Unit growth is important in our strategic planning. 75

The ability to continually attract franchisees is impor- 73

tant in our strategic planning.
System System uniformity is important in our franchise net- .86 .87
Uniformity work.

The consistent appearance and presentation of the sys- .82

tem is important in our strategic planning (e.g., uni-
forms, colours, logo etc.).

Controlling quality across all units within the franchise .82
system is important in our network.
In our network, consistent replication of the brand and .87
system is important.
In our system it is important that individual units are .80
compliant with system standards.
All of our outlets in a region must offer uniform prod- .67
ucts/services.
Local Being responsive to local regions is important in our 73 .69
Responsive franchise network.
Constantly innovating franchisees, staff and customers 73

in our business products is important in the strategic
development of our franchise system.

In our system, we encourage franchisees to form alli- .65

ances with local businesses.

In our system, we train and develop franchisees to as- .79

sist them in meeting local market needs.
System-Wide Regular communication between the franchisor or .76 .85
Adaptation head quarters and franchisees is important in our sys-

tem.

We encourage new system-level learning and innova- 74

tion to improve current processes, which may result in
changes to the system.

Overtime, there has been a need to amend processes out- 74
lined in our system manuals (e.g., operations manual).

We encourage a good level of communication to ac- .79
commodate market forces.

We have operationalised good internal system process- .75

es which enable the facilitation and implementation

of new ideas more effectively throughout the system.

We believe that the franchisor has to invest both mon- .80
ey and resources to continuously improve the system

and keep up with the market.
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End of Table 1

CONSTRUCT SURVEY ITEMS LOADINGS ALPHA
Operational Overall our franchisees are satisfied with our system 74 .88
Perform Overall the majority of our franchisees are operating 91

profitable.

Opverall the franchise system is operating profitable .86

Our individual franchisees consistently report sales 91

growth each year.

Our franchise system consistently reports sales .86

growth each year.

Our franchisees continuously increase the volume of .87

products they sell each year.

The majority of our franchisees continuously exceed .87

projections.

The majority of our franchisees perform in excess of 77

our expectations.

Please indicate your preferred current multiple-unit franchising expansion strategy by
ranking the following four alternatives from 1 (most preferred or used) to 4 (least pre-
ferred or not used).

a. Master franchisees:

b. Area Development Arrangements:
c. Area Representative Arrangements:
d. Sequential franchisees:

2.2. Sample profile

Demographic information reported on the survey indicated that the number of surveys
gathered involved over 14 primary industries in the Australian franchise sector (refer to
Table 2). In terms of the industry type, the majority of the sample (65%) comprised of
retail trade food, retail trade non-food and personal and other services categories of the
franchise sector. The sample of franchise systems included in this study is representa-
tive of the Australia franchise sector which comprises of a mix of retail and service
franchise systems enabling the results of the study to be reflective of the franchise
sector of Australia.

In relation to gender the sample was predominately male (i.e. 78%). Approximately half the
sample involved franchise systems with fewer than 50 units and, similarly half the sample
owned between one and five company-owned units and 30% did not operate a company-
owned unit at all. In addition, almost 40% of the organisations sampled began operating
between 1990 and 1999. However, the results indicate that almost 40% of the organisations
surveyed did not begin operating as a franchise organisation until the year 2000 to 2007.

In terms of multiple-unit ownership, almost 70% of franchise systems had fewer than 5
multiple-unit franchisees within their franchise organisations. While most franchise sys-
tems initially adopted incremental franchising (45.5%) as their preferred expansionary
method, only 35% continued with this strategy with some opting to change to master,
area development and area representative arrangements.
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Table 2. Profile of respondents

VARIABLE CATEGORY RESPONSE
Industry Category Retail trade non-food 23%
Property and business services 8%
Retail trade food 27.1%
Personal and other services 14.7%
Construction and trade services 6.3%
Finance and Insurance 2.9%
Accommodation, cafes and restaurants 2%
Cultural and recreational services 1.2%
Education 2.9%
Communications/telecommunications 1.7%
Manufacturing and printing 0.6%
Wholesaling 0.9%
Health and community services 1.2%
Transport and storage 0.9%
Unclassified 5.5%
Gender of Franchisor Male 78.4%
Female 21.6%
Number of Units 0-50 47.8%
51-100 20.5%
101-150 13.3%
151-200 6.3%
201-250 2.9%
251-300 2.6%
Above 300 6.6%
Year Began Operating 2000-2007 19%
1990-1999 39%
1980-1989 26.8%
1970-1979 8.6%
Prior 1970 6.6%
Year Began Franchising 2000-2007 39.5%
1990-1999 38.6%
1980-1989 15%
1970-1979 4%
Prior 1970 2.9%
Number of Franchised-Owned Units 0-50 50.7%
51-100 19.6%
101-150 12.9%
151-200 6%
Over 200 10.8%
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3. Results

3.1. Preliminary analysis of scales

Prior to the main analysis of the study, the scales used to measure the four strategic
imperatives and operational performance underwent preliminary analysis. Initially, the
data were visually inspected via tests of normality, skew and kurtosis through the repre-
sentation of histograms. Following this, data was examined via Kaiser-Meyer Olkin and
Bartlett’s Test of Sphericity of which values of 0.60 for KMO and above was considered
appropriate (Tabachnick, Fidell 2001). Likewise, values less that .05 were retained for
Bartlett’s Test of Sphericity (Hair ef al. 1998). At this stage, items revealing correlations
below .30 and above .90 were removed, as they were considered inappropriate for factor
analysis (Hair et al. 1998; Tabachnick, Fidell 2001).

Exploratory factor analysis was conducted via principal components with varimax rota-
tion based on the premise that all factor structures (i.e., unit growth, system uniformity,
local responsiveness and system-wide adaptation) were expected to be one-dimension-
al. However, the dependent variable, operational performance, was expected to yield
more than one factor given the nature of the measures (e.g., financial and non-financial
measures). Thus, in this case, principal component factor analysis with direct oblimin
rotation was used to compute the factors. Factor structures whereby items had factor
loadings of less than .50 were removed (Comrey, Lee 1992). In addition, those items
that had cross-loadings of greater than .40 were deleted from the data analysis (O’Cass
2002). This resulted in the deletion of one item (system growth), one item (system
uniformity), two items (local responsiveness), two items (system-wide adaptation) and
six items (operational performance). The reliability of the remaining items of the scales
was greater than the recommended level of 0.60 (Hair et al. 1998). Prior to conducting
the analysis to address the hypotheses, composite variables were computed to test the
structural relationships via Partial Least Sqaures (PLS). The means and resulting com-
posite variables ranged from 5.12 to 6.25 and the standard deviations ranged from 0.76
to 1.37 (refer to Table 3). PLS is used in the analysis of structural equation modelling
and is a multivariate technique that allows for the estimation and examination of paths
between latent variables that are measured via multiple indicators.

Table 3. Preliminary analysis of scales

VARIABLE NO OF ITEMS KMO BARTLETTS LOAD. VAR. ALPHA
Unit Growth 5 71 .000 0.73-0.86 63.33 0.85
System Uniformity 6 .88 .000 0.67-0.87 65.28 0.87
Local Responsiveness 4 .66 .000 0.65-0.79 52.61 0.69
System-Wide Adaptation 6 .86 .000 0.74-0.80 58.18 0.85
Operational Performance 8 .83 .000 0.74-0.91 69.78 0.88
COMPOSITE VARIABLES MEAN S.D

Unit Growth 5.12 1.37

System Uniformity 6.25 0.81

Local Responsiveness 5.80 0.89

System-Wide Adaptation 5.94 0.76

Operational Performance 5.41 0.88
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3.2. Main analysis

The measurement and structural parameters of our structural equation model were es-
timated via partial least squares (PLS). PLS is a general technique for estimating paths
involving latent constructs indirectly observed by multiple indicators (Bontis 1998).
PLS allows for three sets of relations: inner relations, outer relations and weight rela-
tions (Fornell, Cha 1994). The relationship between different latent constructs is speci-
fied by the inner relations and the relationship between observed variables and latent
constructs are specified in the outer relations. The weight relations define the estimated
latent constructs as weighted aggregates of the observed variables (Vandenbosch 1996).
The conceptual core of PLS is a combination of principal components analysis which
relates measures to constructs and path analysis which permits the construction of a
system of paths. The hypothesised relationships between both measures and constructs
and constructs and constructs are guided by theory. The objective in PLS is to maxim-
ise the explanation variance, thus the model is said to perform well if the R? and the
relationships among constructs are significant (Bontis 1998).

Furthermore, PLS calculates parameters using least squares estimations and a small
sample size is not a deterrent to the generation of useful results. Moreover, PLS does
not assume multivariate normality nor provides unbiased estimates (Tiessen, Linton
2000: 210). However, as sample size increases estimates quickly converge on best least
unbiased estimators (BLUE) (Fornell, Bookstein 1982). PLS also accommodates both
formative and reflective indicators, unlike AMOS and LISREL.

In addition, to test for differences in the proposed model across the four franchising ar-
rangements, the data file was split into four groups. Data was collected with reference
to master franchising, area development arrangements, area representative arrangements
and incremental franchising. The results pertaining to master franchising yielded 82
cases; area development arrangements contained 69 cases; area representative arrange-
ments contained 74 cases and; incremental franchising yielded 122 cases, hence the
use in application of PLS given the small case sizes. Subsequently, each data file was
analysed separately through PLS identifying the R2, significance of individual path
coefficients and critical ratios (Fornell, Cha 1992).

3.3. Model results: master franchising

Table 4 shows the R?, path coefficients between the exogenous and endogenous vari-
ables and critical ratios. For the latent variable operational performance, the R? exceeds
the recommended level of .10 (Falk, Miller 1992) based on an estimation of the path sig-
nificance associated with the predictor variables. In addition, the bootstrap critical ratios
(Chin 1998) are acceptable for three variables (greater than 1.96) with the exception of
local responsiveness, indicating that the hypothesised paths of unit growth, system uni-
formity and system-wide adaptation are supported; however, local responsiveness is re-
jected. Figure 2 provides an illustration of the PLS model results for master franchising.

3.4. Model results: area development arrangements

The PLS analysis for the data pertaining to area development arrangements providing
the R2, path coefficients between the exogenous and endogenous variables and the
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critical ratios is presented in Table 4. For the latent variable operational performance,
the results indicate that the R? is greater than .10 as recommended by Falk and Miller
(1992). This suggests that 38% of the variance is explained by unit growth, system
uniformity, local responsiveness and system-wide adaptation. Furthermore, the bootstrap
critical ratios (Chin 1998) are significant for one variable (greater than 1.96), being,
system-wide adaptation. This indicates that the hypothesised path of system-wide ad-
aptation is supported; however, unit growth, system uniformity and local responsive-
ness are rejected. Figure 2 provides an illustration of the PLS model results for area
development arrangements.

3.5. Model results: area representative arrangements

Table 4 shows the R2, path coefficients between the exogenous and endogenous vari-
ables and the critical ratios. For the latent variable operational performance, the R2
is greater than .10 as recommended by Falk and Miller (1992), which indicates that
29% of the variance is explained by unit growth, system uniformity, local responsive-
ness and system-wide adaptation. Furthermore, the bootstrap critical ratios (Chin 1998)
were significant for two of the variables (grater than 1.96) with the exception of system
uniformity and local responsiveness. This indicates that the hypothesised paths of unit
growth and system-wide adaptation are supported; however, system uniformity and
local responsiveness are rejected. Figure 2 provides an illustration of the PLS model
results for area representative arrangements.

Table 4. PLS results for the structural models

PREDICTED VARIABLE PREDICTOR VARIABLE PATH CRITICAL RATIO R?

Master Franchising N =282

Operational Performance Unit Growth 22 2.04 44
System Uniformity 27 1.97
Local Responsiveness —15% 1.81
System-Wide Adaptation 41 3.46

Area Development N =69

Operational Performance Unit Growth A1 0.77 38
System Uniformity .09* 0.47
Local Responsiveness .03%* 0.19
System-Wide Adaptation 45 1.96

Area Representativeness N =74

Operational Performance Unit Growth 31 2.61 29
System Uniformity 13%* 1.13
Local Responsiveness —13* 0.94
System-Wide Adaptation 33 2.38

Incremental N =122

Operational Performance Unit Growth 32 3.86 38
System Uniformity 17 2.09
Local Responsiveness A1* 1.17
System-Wide Adaptation .30 2.49

Note: *Not Significant.
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Fig. 2. Comparative results across structural models

3.6. Model results: incremental franchising

The results for the PLS analysis for the data concerning incremental franchising provid-
ing the R2, path coefficients between the exogenous and endogenous variables and the
critical ratios is presented in Table 4. As recommended by Falk and Miller (1992), the
R? is greater than .10 (i.e. .38) which indicates that unit growth, system uniformity, local
responsiveness and system-wide adaptation explain 38% of the variance. For the latent
variable operational performance the bootstrap critical ratios (Chin 1998) are acceptable
for three variables (greater than 1.96) with the exception of local responsiveness. This
indicates that the hypothesised path of unit growth, system uniformity and system-wide
adaptation are supported; however, local responsiveness is rejected. Figure 2 provides
an illustration of the PLS model results for incremental franchising.

Table 5 provides an overview of the relationships between the four franchising impera-
tives and operational performance across the four franchising governance models and
a summary of hypotheses results.

4. Discussions

The purpose of this research was to empirically validate the conceptual model proposed
(refer to Figure I) and in doing so, determine the influence of the four strategic impera-
tives upon operational performance across the four multiple MUF forms. To begin, the
following section will examine the influence of unit growth upon operational perfor-
mance across the four multiple-unit organisational franchise structures.
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Table 5. Overview of hypotheses results

H1 Unit growth will have a stronger influence on operational performance in Not Supported
area development arrangements, than master franchising, area representa-
tive and incremental franchising arrangements.

H2 Uniformity will have a stronger influence on operational performance in Not Supported
area development and area representative arrangements than in incremen-
tal and master franchising.

H3 Local responsiveness will have a stronger influence on operational per- Not Supported
formance in incremental franchising arrangements and master franchising
than in area development and area representation arrangements.

H4 System-wide adaptation will have a stronger influence on operational Supported
performance in area development and area representative arrangements
than incremental and master representation arrangements.

4.1. Unit growth

Based on the results, hypothesis one was not supported (i.e., non-significant results
for ADF). However, unit growth was found to have a significant positive relationship
with operational performance across three multiple-unit franchise arrangements: mas-
ter franchising, area representative arrangements and incremental franchising. Previous
research confirms that master franchising has been linked to a decrease in operationally
efficiency because there exists an intermediary (i.e. master) between the franchisor and
franchisee (Kaufmann, Kim 1995). Often the franchisor is required to substitute operat-
ing efficiency for system growth (Kaufmann 1992; Kaufmann, Kim 1995). However,
the findings of this study appear contrary to Kaufmann (1992) and Kaufmann and Kim’s
(1995) findings and suggest that growth of a franchise system does not occur at the
expense of operational efficiency, rather, to achieve overall operational performance of
the system.

Therefore, it appears that the findings of this research may confirm previous research.
For example, Justis and Judd (1986) suggest that those franchise systems employing
master franchise arrangements may have existing competencies in managing franchisees
(for example, employ active channels of communication with franchisees, effective
monitoring of franchisee behaviour). In this sense, the master franchisee will be able
to curb the time and effort in recruiting, screening and training franchisees (i.e. sub-
franchisees). Therefore, the addition of resources (e.g. financial and managerial capital)
enables the franchisor to sell territories to master franchisees more quickly and, con-
sequently, expand into different geographic areas. Furthermore, the findings follow a
similar line of thought advocated by Kaufmann and Dant (1996) whereby an increase
in access to capital should enable multiple-unit organisational structures (such as master
franchise arrangements) to expand at faster rates.

Contrary to the extant literature, AR are suggested to be the least likely governance
form to achieve rapid system growth. However, whilst AR may not have a direct in-
fluence over the acquisition and subsequent growth of the franchise system, they may
indirectly influence the performance of individual units. For example, ARs may encour-
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age active communication and monitoring between the franchisor, master franchisee
and sub-franchisee. To this end, the AR may work closely with the master franchisee
and sub-franchisee to ensure that they are operating in accordance with the franchise
brand and operating procedures thus enabling units within the system to operate more
efficiently (i.e. grow their bottom line). Therefore, the inclusion of area representative
arrangements may indirectly influence the overall growth of the franchise system.

The results from this study are consistent with Bradach’s (1995) findings which deter-
mined that incremental franchisees were a key source of unit growth. Often, there is
less effort on the part of the franchisor as they rely on the knowledge obtained from
the existing franchisee to be transferable to the new unit. For example, Kaufmann and
Dant (1996; Barthelemy 2008) found that the acquisition of additional units occurs as
franchisees have prior unit success and, therefore, have demonstrated both operational
efficiency and productivity within an existing franchise unit. In particular, MUF such
as incremental franchising may reduce the occurrence of franchisee shirking behaviour.
Unlike hired managers, franchisees receive incentives (residual claims) and, therefore,
franchisees are more likely to work towards greater operational efficiency as this may
have a direct impact on their residual claims. For this reason, the franchisee’s goals are
closely aligned with the profit goals of the franchisor (Garg et al. 2005), thus encourag-
ing the franchisee to achieve the goals of the franchisor.

This finding was contrary to the literature pertaining to area development arrangements
and growth. Several prominent studies including Garg et al. (2005) and Kaufmann and
Kim (1995) found that the key objective of area development arrangements is to en-
hance rapid system growth. However, this research found contradictory results and may
more closely align with the original argument proposed by Kaufmann and Dant (1996)
whom hypothesised that area development arrangements should reduce system growth
rates (as a result of adverse selection costs). Effectively, the inability to manage and
operate the system within the allocated time-frame may reduce the rate of growth of the
assigned territory. Therefore, although the notion of an area developer is to formulise
(manage and operate) a territory and to establish additional units promptly within that
region, lack of experience may impede this from occurring, contradicting established
arguments in relation to area development arrangements (Garg et al. 2005; Kaufmann,
Kim 1995). In addition, the hired manager’s behaviour may not fully align with the
profit goals of the area developer. Consequently, this may limit the growth of units
within the assigned territory because hired managers may be performing inefficiently.

4.2. System uniformity

System uniformity was found to have a significant positive relationship in influenc-
ing operational performance across two multiple-unit franchise arrangements: master
franchising and incremental franchising disclaiming Hypotheses 2. Although the extant
literature suggests that master franchisees are less likely to achieve system uniform-
ity across units, the results appear inconsistent with previous research (Bradach 1995;
Kaufmann, Kim 1995; Stern, El-Ansary 1988). The literature only suggests that master
franchisees are to a lesser extent able to sustain system uniformity across independent
units within their assigned territories, not that it is improbable (Kaufmann, Kim 1995).
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This may indicate that master franchisees are more proactive in their role than first as-
sumed as they are responsible for providing initial and on-going training and support,
the initiation of marketing programs and monitoring the adherence of operating, pro-
cedural and brand protection (Justis, Judd 1986; Kalnins 2005); all factors contributing
to enhancing operational performance and, subsequently, sustaining system uniformity.
Therefore, it appears that in an effort to ensure system uniformity (for example, quality
control) the franchisor and master franchisee assume separate and distinct roles; the
franchisor controls business operations, thereby, requiring master franchisees to serve
as marketing agents (e.g. monitor the behaviour of franchisees).

Given that an incremental franchisee originates as a single unit franchisee, there may
be a greater ability to maintain uniformity within their mini-chain as similar operational
processes may be easily applied across a small number of units. Subsequently, the
franchisor may be more inclined to engage in more active monitoring procedures as
resource constraints attributed to monitoring (for example, financial, time and human)
would be less than in large franchise systems. Moreover, Garg et al. (2005) suggests that
incremental franchisees would be more likely to uphold system standards, as unit ad-
ditions are dependent on the operational and managerial performance of the franchisee
and, as such, is dependent on the franchisee complying with franchise system directives.
Therefore, the deterioration of the brand through non-compliance with system standards
may limit the franchisee from obtaining additional units (Bercovitz 2003).

The results suggest that system uniformity does not influence operational performance
from an area development or area representative perspective. The results of this research
may align with the original arguments proposed by Kaufmann (1992). Kaufmann (1992)
suggested that franchisees operating more than one outlet would be unable to ensure the
provision of service as closely as those franchisees monitoring a single unit. This sug-
gests that unit performance is inversely related to the size of the mini-chain. Given that
area developers are required to own and operate several outlets within the one territory,
they may suffer from performance decay due to size (Bradach 1995; Weaven 2004)
which would result in the area developer becoming an average performing operator.
This, in turn, may impede the area developer from ensuring that system standards are
consistent with those stipulated by the franchisor.

In relation to area representatives, the results appear to be consistent with previous
research conducted by Lafontaine and Slade (1996), whom suggest that when monitor-
ing costs are high (usually attributed to geographic dispersion of units) firms choose to
monitor less frequently. This may explain why area representative arrangements in this
study were found to be unlikely to influence the operational performance of franchise
systems in relation to system uniformity. Therefore, the high costs attributed to moni-
toring units geographically distinct to the headquarters (i.e., franchisor), may indicate
that compliance with system standards are less probable. In addition to monitoring
franchisee behaviour, area representatives receive an agreed percentage of royalty con-
tributions (Whittemore, Perry 1998) for recruiting potential franchisees. Therefore, the
findings of this study suggest that area representatives should concentrate on the recruit-
ment of franchisees rather than monitoring franchisee behaviour.
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4.3. Local responsiveness

The results suggest that local responsiveness does not influence operational performance
across all four multiple-unit franchising arrangements, disconfirming Hypotheses 3. This
is consistent with the research conducted by Bradach (1995), which found that multiple-
unit franchising was less effective in addressing the challenges associated with meeting
local market conditions. In particular, prior research found that whilst multiple-unit
franchising may facilitate system uniformity, as a consequence, it may limit local market
responsiveness and innovation (Bradach 1998; Ingram 1996).

In relation to master franchisees, the results may suggest that master franchising often
entails the application of an additional level of management (i.e. sub-franchisor) and,
therefore, it may be less likely that the master franchisee observes all independent fran-
chise units within their assigned territory at the individual store level, rather, at a ‘mid-
dle’ management level overseeing the assigned territory holistically. Although, previous
studies (e.g. Minkler 1992) argue that local markets rely on local level decision makers
who understand local market tastes and preferences and, therefore, have the knowledge
to be locally responsive; this may not be so from a master franchising perspective. That
is, master franchisees operating franchised units that attempt to develop processes which
accommodate local market demands and local idiosyncrasies may provide little value
to those operating in other areas within the territory.

In relation to area development franchising, the results support Bradach’s (1995) find-
ings suggesting that because hired managers are likely to move positions more fre-
quently than would owner-operators, they would be less likely to acquire knowledge
and experience of local market operations. For example, Darr et al. (1995) found that
managerial turnover accounted for more than 50 per cent in their study exploring pro-
ductivity in franchise organisations. In addition, hired managers may shirk (i.e. reduce
effort) the system as they are not residual claimants and, subsequently, receive fixed
salaries (Garg et al. 2005; Lafontaine 1992). Therefore, hired managers are less inclined
to actively pursue local market opportunities (e.g. networking with local businesses) on
behalf of the owner-operator (e.g. area developer).

From an area representative perspective, the results suggest that the primary role of an
area representative is to oversee an assigned territory(s) on behalf of the franchisor. In
particular, this requires the area representative to monitor the behaviour of franchisees
and ensure that franchisees are complying with the franchise concept and format. In
addition, an area representative is also responsible for soliciting prospective franchisees
(Whittemore, Perry 1998). On this basis, an area representative’s function is to monitor
and recruit potential franchisees, their role (i.e. function) does not require them to ensure
that franchisees are responding to local market needs (e.g. networking, modifying the
product concept), hence, being locally responsive.

In relation to incremental franchising, the results may support the findings of Bradach
(1995), who suggests that the size of the franchisee may influence the ability of the
franchisee to be locally responsive. Bradach (1995) argues that franchise systems that
empower their franchisees to obtain local market knowledge are more effective in re-
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sponding to local market needs (Jensen, Meckling 1976). However, Bradach (1995)
also suggests that as single-unit franchisees grow in size (i.e. become incremental fran-
chisees), their ability to respond effectively to the local market decreases. In addition,
given that an incremental franchisee began as a single-unit operator, their initial inten-
tions when entering into the contractual arrangement with the franchisor may not in-
clude the addition of further units. Therefore, if the single-unit franchisee (in agreement
with the franchisor) is granted the right to additional units, they may lack the necessary
expertise to operate multiple-units. In support of this contention, Weaven and Frazer
(2007) and Kaufmann (1990), found that in certain franchise systems multiple-unit
operators had a lack of local market knowledge which resulted in performance decay
in the franchisee-owned subsystem.

4.4. System-wide adaptation

Our results suggest that system-wide adaptation does influence operational performance
across all four MUF arrangements. Previous research suggests that for a franchise sys-
tem to be sustainable (i.e. grow and survive) it must be able to evolve with changes
that occur in the marketplace (Shane 2001). Although, adaptations can become difficult
especially for those systems which have many geographically dispersed units (Bradach
1997), multiple-unit operators may be more willing to implement system changes be-
cause they possess similar management issues to that of a franchisor (Dant, Gundlach
1998). For example, from a multiple-unit perspective both a master franchisee and area
developer operate as a sub-franchisor; however, they are responsible for overseeing (for
example, recruiting, monitoring etc.) a territorial region as opposed to the entire fran-
chise system. Similarly, the role of an area representative is to monitor the behaviour
and performance of franchisees within an assigned geographic region; thereby, mimick-
ing the role of a franchisor on a smaller scale. In relation to incremental franchisees, the
granting of additional units may indicate that as their units grow in number, they adopt
a more managerially-oriented role in order to govern additional units in their subsystem.

Moreover, Dant et al. (1995) suggest that a mutual exchange of information can enhance
the longevity of the franchisor-franchisee relationship and influence the service qual-
ity of the system. This is in support of earlier research suggesting that effective com-
munication can influence the performance of the organisation (Snyder, Morris 1984).
For example, the role of an area representative is to act on behalf of the franchisor and
maintain regular communication with franchisees, including outlet visits (Bradach 1997;
Dant, Nasr 1998).

Subsequently, regular communication and contact by area representatives may ensure
that the generation of new ideas or franchisee concerns are regularly attended to ensur-
ing a proactive and open relationship between the franchisor and franchisee. As such,
the need for changes (based on the requisite of the franchisor) may be more likely
because franchisees are likely to see the franchisor working on behalf of their interests.
Furthermore, knowledge transfer is essential across multiple-unit operations to enhance
system-wide improvements (Barthelemy 2008; Sorenson, Sorenson 2001). In support
of this, Sen (2001) suggests that this is apparent in the master franchise arrangement as
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master franchisees have access to downstream information (from franchisees). As such,
master franchisees are able to observe independent franchisees in their territory and,
where necessary, take timely action. Therefore, because they are within close proximity
to the franchisees, master franchisees can supervise more effectively (Sen 2001) and
ensure system compliance (including system changes).

Furthermore, Bradach (1995) suggests that franchisees are more willing to implement
ideas in which they have had a vested input. In other words, those franchisors that ac-
tively engage with franchisees to solicit their expertise and knowledge of the product
in their local market are more likely to comply with adaptations when those ideas are
considered self-generated. Generally, the findings of this study substantiate the research
conducted by Bradach (1995). For example, the purpose of granting an additional unit
to an incremental franchisee is, in part, based on their success (i.e. performance) at-
tributed to their knowledge and experience within their local market. Therefore, should
franchisors implement adaptations that align with local markets (providing these are
adaptable across regions) multiple-unit operators such as incremental franchisees would
be more willing to adhere to system changes.

4.5. Summary of the findings

In summary, the findings suggest that unit growth is likely to influence the operational
performance of master, area representative and incremental franchising arrangements.
Similar findings were found in reference to system uniformity whereby uniformity was
likely to influence operational performance across master and incremental franchising
arrangements however not in reference to area development or area representative ar-
rangements. Interestingly, local responsiveness was unlikely to influence operational
performance across all four franchising arrangements (i.e. master, area development,
area representative and incremental franchising). However, unlike local responsiveness,
system-wide adaptation was likely to influence operational performance in relation to
all four franchising arrangements (i.e. master, area development, area representative and
incremental franchising). Table 6 provides a summary of the findings from the results
of the current study.

Table 6. Overview of hypotheses results

Master Area Development Area Represent. Incremental
Unit Growth v * N N
System Uniformity N * * \/
Local Responsiveness * * * *
System-Wide Adaptation N v \/ v

Notes: \ = Significant Relationship with Performance * = Non-Significant Relationship with Perfor-
mance.
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5. Implications, limitations and future research

5.1. Theoretical implications

This research affirms that multiple-unit franchising is a pervasive and preferred form
of franchise expansion in Australia (see Frazer et al. 2008); a sentiment reiterated in
past research overseas (Hussain, Windsperger 2010). Moreover, the findings provide
insight into the common multiple-unit organisational structures employed by Austral-
ian franchisors. However, whilst multiple-unit franchising is becoming an increasingly
popular expansion strategy, there has been limited research on what mode of multiple-
unit franchising expansionary strategy is more effective in terms of realising the four
franchising imperatives. This is particularly important as previous studies (e.g. Bradach
1995; Garg et al. 2005) suggest that the four franchising imperatives of unit growth,
system uniformity, local responsiveness and system-wide adaptation are fundamental
to the operational efficiency and sustainability of franchise systems. Subsequently, by
empirically examining the four franchising imperatives, this study has provided valid
and reliable measures in relation to the four franchising imperatives (which can be
utilised in future research).

Furthermore, these results extend current multiple-unit franchising research conducted
in the United States (Bradach 1995; Garg ef al. 2005) finding that the four franchis-
ing imperatives are able to determine which multiple-unit organisational form is more
effective in achieving system-level operational performance. Specifically, unit growth
was found to enhance operational performance across three multiple-unit organisational
forms (i.e. master franchising, area representative franchising and incremental franchis-
ing) confirming the original arguments first proposed by Bradach (1995). Furthermore,
this research extends Bradach’s (1996) studies through providing additional insight into
the importance of unit growth through empirically testing each multiple-unit mode (e.g.
master franchising) to identify system (operational) performance.

In addition, the findings suggest that system uniformity does increase the operational
performance for those franchise systems which adopt master franchising and incre-
mental franchising multiple-unit organisational forms, a finding contrary to past MUF
research (Garg et al. 2005). Although, previous studies have linked multiple-unit ex-
pansion with system uniformity (e.g. Bradach 1995; Garg et al. 2005), the inconsistent
findings between this study and Garg et al. (2005) (to the best of our knowledge the only
known existing additional study to examine system uniformity and modes of multiple-
unit organisational forms) may be a result of the factors governing franchising choice in
Australia. For example, Frazer et al. (2008) identify that on average Australian franchise
systems occupy 22 units which may substantiate the limited use of area development
and area representative franchising as both arrangements (in terms of their function) are
often utilised in systems which have highly dispersed units. This suggests that franchise
sector and firm-level differences (e.g. age and size) between countries may influence the
use and successful management of different modes of multiple-unit structures.

Our results also infer that not all four franchising imperatives are fundamental to the
operational efficiency of different multiple-unit organisational structures. In particular,
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we found that across all multiple-unit organisational forms, local responsiveness yielded
a non-significant finding. Suggesting that whilst local responsiveness is considered an
important factor in the operational efficiency of franchise firms (Bradach 1995) it may
well be limited to the single-unit franchise form (Bradach 1995). Therefore, the ap-
plicability of local responsiveness from a multiple-unit perspective appears to be an
extraneous factor and, as such, its inclusion as one of the four franchising imperatives
may be redundant.

However, the results do affirm the importance of growing the franchise system through
new products and innovations. More importantly, the findings suggest that the applica-
tion of system-wide changes is an important ingredient of franchise system operational
performance across all multiple-unit organisational forms. On this basis system-wide
changes need to be transferable and actionable across all units so as to enhance the
operational performance of the overall franchise system. This is a particularly impor-
tant finding as there have been very few studies that have examined the influence of
system-wide changes in franchising, generally (e.g. Sorenson, Sorenson 2001) or from
a multiple-unit franchising perspective, specifically (e.g. Bradach 1995).

5.2. Managerial implications

In addition to the theoretical implications presented above, this research also presents
several implications for management practice. Although several relationships in the
conceptual model were confirmed, the lack of confirmation in relation to other addi-
tional areas of the model suggests that managers may be influenced by other factors in
determining operational performance in their systems, than has been previously identi-
fied in the literature (Bradach 1995; Garg et al. 2005). Although the four franchising
imperatives proposed by Bradach (1995) did confirm or provide insight into sow and
which of the four franchising imperatives can influence operational performance across
the four key multiple-unit organisational structures, local responsiveness was found to
be non-significant across all MUF arrangements. Such a result suggests that the fran-
chisors or franchise concepts that are highly dependent upon local market initiatives to
remain competitive and survive, should re-evaluate the relative merits associated with
adopting an MUF growth strategy.

Although viewed as a conceptually unsound alternative to traditional SUF models, MUF
has a myriad of associated advantages (Lafontaine 2004). In particular MUF offers
franchise systems scale economies (e.g. Griinhagen, Mittelstaedt 2002, 2005), rapid
expansion (e.g. Combs, Castrogiovanni 1994), greater input into decision-making (e.g.
Griinhagen, Mittelstaedt 2002) and a reduction of monitoring due to franchisees being
residual claimants of the profits derived from their outlets (e.g. Norton 1988; Fama,
Jensen 1983). Although not all factors comprising of the conceptual model were con-
firmed, this research may assist franchisors in providing some preliminary answers as
to which multiple-unit expansionary strategy to adopt. The general implication here is
that the findings of this research could be used to inform managers (and franchisors) of
which multiple-unit organisational form is more effective in the achievement of certain
performance outcomes (e.g. growth, system-wide adaptation). In this research master
franchising was found to more likely influence performance outcomes of unit growth,
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system uniformity and system-wide adaptation. Knowledge of the relative merits of each
MUF form in terms of expected performance outcomes should assist franchisors (and
Head Office management) in determining the most appropriate MUF strategy within the
context of the system brand and preferred service delivery models (Weaven et al. 2009).

Furthermore, some franchisors may utilise ad hoc methods of system expansion in an
effort to grow the number of units within a system as their reparation is directly linked
to sales growth. In addition, multiple-unit franchising is more common in mature fran-
chise systems which may be attributed to the fact that mature systems offer less risk
in terms of this form of expansion (for example, system success due to longevity). Al-
though this research hypothesised that the four franchising imperatives may influence
the operational performance (for example, success/ sustainability) of franchise systems
across different multiple-unit organisational forms, the true reasons why multiple-unit
arrangements exists may be due to the franchisor’s yearning for growth. As such, fran-
chisors may adopt multiple-unit arrangements such as master franchising purely because
it is a common method employed by franchise systems within Australia and other na-
tions, although their understanding of the real function and benefits of this expansionary
strategy may be somewhat limited. However, given the increasing level of disputation
in systems that occupy multiple-unit ownership arrangements (Weaven, Frazer 2003,
2006) this strategy may prove to be non-sustaining. Moreover, franchisors may adopt
different multiple-unit organisational forms because they lack suitable franchisee can-
didates, although their operational and structural components of the business may not
be prepared to engage in multiple-unit ownership.

5.3. Limitations

This study presents three specific limitations, notably, the data-collection method, the
generalisability of the findings based on an Australian sample and managerial orienta-
tion. Firstly, the use of surveys as the data collection method raised some concerns over
possible measurement error. However, as presented in the results section, the scales all
reported acceptable reliabilities and acceptable factor structures. Secondly, the sample
of franchisor respondents was drawn exclusively from Australia which may inhibit the
generalisability of results. For example, the results may differ if the sample population
was based on transitional economies (e.g. Eastern Europe). However, as suggested by
Alon and McKee (1999) and Frazer (2000) Australian franchise systems occupy a ma-
ture level of franchising, similar to other localities in which franchising is commonly
adopted as an retail form (e.g. the USA, Europe) (Alon, McKee 1999; Frazer 2000).
Finally, limitations may surround the differences in managerial orientation, which may
limit the predictive application of this study to all franchise systems. In this sense,
many of the arguments proposed may be dependent on the franchisors willingness and
tendency to adopt multiple-unit franchising expansionary strategies. Previous research
has found that franchise systems and managerial orientation may change over time (e.g.
Oxenfeldt, Kelly 1969). Therefore, the original motivations revealing why franchisors
choose to engage in MUF may become increasingly vague. As such, the inability of
franchisors to accurately identify and justify their prior decision-making may limit the
validity of the results (Dant 1995).
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5.4. Future research

The limitations of this study suggest that there is considerable scope for franchising
scholars to conduct further research in the area of MUF. This study identifies four
specific areas for the direction of future research: moderating factors, validation of
scale instrument, geographical locations and franchisee/customer perspective. Firstly,
it is suggested that an exploratory study be conducted to determine moderating factors
between the four franchising imperatives and operational performance. In particular,
moderating variables which could potentially influence operational performance in re-
lation to the four franchising imperatives could include system maturity, timing of the
system to employ multiple-unit ownership arrangements and the size and contiguity
(Kalnins, Lafontaine 2004; Yin 2006) of the mini-chain. For example, those systems
which are within close geographic proximity may be more likely to realise unit growth
faster than those mini-chains geographically distant to one another. Secondly, given
that this study investigated the influence of the four franchising imperatives in relation
to operational performance across different multiple-unit organisational structures, fu-
ture research could further confirm the (developed) scale instrument. By doing so, this
would provide greater validation (and reliability) of the items found to represent each
of the five constructs (i.e. franchising imperatives and operational performance) and,
thereby, provide a more psychometrically sound survey instrument to measure system
performance in multiple-unit franchising. Thirdly, to validate the findings of this study,
further exploration of system performance in relation to multiple-unit franchising should
be examined within different geographical locations (e.g. Easter Europe, China etc.) to
confirm the generalizability of the results of this study. Finally, the purpose of this study
was to examine system performance in multiple-unit franchising from the franchisors
perspective. It would be interesting to realise whether the results of this study would be
different if taken from the perspectives of the franchisee or customer.
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