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Abstract 

Franchising performs an important role in the production and distribution of 

goods and services.  Current research suggests that much of the future growth in 

franchising in many world economies will be attributable to the growth in multiple unit 

franchising arrangements.  Multiple unit franchising refers to an organisational 

arrangement in which franchisees are permitted to own more than one unit in the same 

franchise system.  Although the Australian franchising sector has reached an early stage 

of maturity, the limited acceptance of multiple unit practices contrasts with overseas 

experiences.  This remains a curious anomaly, as significantly higher levels of multiple 

unit ownership are observable in comparably mature markets in other countries. 

Multiple unit franchising appears a conceptually unsound alternative to 

traditional dyadic revenue sharing franchising relationships as it does not benefit from 

the structural and operational synergies commensurate with ownership attention at the 

unit level.  Therefore, from the franchisor’s perspective, multiple unit franchising 

appears a suboptimal alternative to traditional franchising.  From the franchisee’s 

perspective, alternative investment opportunities may present superior choices to 

multiple unit arrangements.  Franchisees have only limited control of their organisation, 

pay substantial percentages of their gross revenues in the form of fees and royalties, and 

forgo the ability to capitalise on the growth in the value of their intangible assets. While 

these apparent disadvantages may be overcome by an individual’s desire to ‘buy a job’, 

the reasons explaining a franchisee’s desire to own multiple units is less clear.  Recent 

research has attempted to explain the ubiquity and increasing popularity of this 

organisational form, given these operational disadvantages, albeit mostly from the 

perspective of the franchisor.    
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Previous empirical research in the United States views multiple unit franchising 

as a driver of system growth, promoting system-wide adaptation to competition.  

However, this conventional wisdom fails to consider additional franchisor motivational 

incentives.  Moreover, anecdotal evidence in the Australian franchising sector contrasts 

markedly with the relationships exposed in multiple unit analyses overseas. Thus, 

existing franchising research does not adequately capture the range of incentives 

motivating an entrepreneur’s decision to elect the franchising channel of distribution.  In 

addition, at this time no theoretical framework exists espousing the reasons that lead to 

a franchisee’s adoption of these hybridised organisational forms.  This has led some 

researchers to conclude that multiple unit franchising is in an embryonic stage.  Further 

complicating our understanding of the choice of this organisational form is the absence 

of multiple unit incentives analysis in Australia.   

In addition to gaining valuable insights into current managerial practice, the first 

purpose of this research is to support informed decision-making in the future through an 

investigation of the fundamental and under-researched question of why franchisors 

choose to grow and expand through multiple unit arrangements.  This research focuses 

upon theory development by integrating known concepts with newly identified 

motivational incentives that caveat the adoption of this organisational arrangement.  

These incentives are incorporated in a model of multiple unit franchising from the 

perspective of the franchisor.  The model describes multiple unit franchising as a 

function of the context of franchise system context (age, system corporatisation, 

plurality of distribution, geographic dispersion of available units and level of existing 

intra-firm conflict), and strategic (ownership redirection, perceived future agency cost 

minimisation, and system rewards) factors.  In an attempt to extend the cross cultural 

 ii



boundaries of previous franchising research, a given level of multiple unit expansion is 

described through the predicted outcome of franchise system growth.   

Secondly, this research investigates the reasons why franchisees become 

multiple unit holders.  This process involved the integration of existing theories drawn 

from different disciplines and presents an integrated theoretical model explaining why 

individuals are driven to create their own subsystems within a franchisor-owned 

network.  The multi-perspective approach is critical to advancing our understanding of 

the genesis of this organisational arrangement, and specifically the issues of who should 

engage in multiple unit franchising arrangements, and when franchisors and franchisees 

should sanction and adopt mini-chains within a single franchising system. 

Thus, this proposal addresses gaps in the literature by investigating the research 

question: 

What are the motivational incentives that influence franchisors and 
franchisees to adopt multiple unit franchising? 
 

That is, this thesis aims to identify the reasons that justify the existence of multiple unit 

franchising forms from the franchisor and franchisee perspectives.   

 A three-stage methodological approach is used in this research.  Franchisor 

motivations are examined within stages one and two.  Franchisee motivations are 

detailed in section three.  An examination of the parent disciplines of resource scarcity 

theory, agency theory, and the immediate discipline of multiple unit franchising resulted 

in the development of a preliminary conceptual model and general set of propositions 

explaining why franchisors choose to engage in multiple unit franchising arrangements.  

In stage one an exploratory survey of seven franchisors from a range of industries of 

different type, size and age was conducted using a convergent interviewing technique, 

to gather insights and reasons into multiple unit practices.  The stage one findings were 
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used to clarify and confirm the appropriateness of the conceptual model of multiple unit 

franchising. 

 Permission was granted by the Franchise Council of Australia to include a 

limited number of questions in the Franchising Australia 2002 survey.  In the (second) 

stage of this research, a sample of the population of franchisors in Australia was 

surveyed by an electronic questionnaire administered on the World Wide Web in June 

and July 2002.  The resultant data was analysed to test a revised theoretical model of 

franchisor motivations to adopt multiple unit franchising arrangements.  Inferential 

statistical tests were used to test the relationships hypothesised in the model of multiple 

unit franchising from the franchisor’s perspective.  The results built upon the inductive 

stage of the research, providing a descriptive snapshot of multiple unit franchising in 

Australia.   

 The third stage of this research explored the factors influencing a franchisee’s 

decision to become a multiple unit owner.  Following a review of the predominantly 

single unit literature, a model and series of general propositions explaining multiple unit 

franchising was developed explaining multiple unit ownership in terms of subsystem 

size (expected decision making power and anticipated subsystem economies of scale), 

franchisee context (franchisee liquidity, entrepreneurial orientation), and strategic (pre-

empt future intra-system competition) factors.  The appropriateness of the conceptual 

model and propositions were tested through convergent interviews with ten multiple 

unit and nine single unit franchisees within a prominent fast-food system.  This resulted 

in a revised conceptual model and general set of propositions that contribute to the 

development of existing theory and will form the basis of future empirical assessment. 

 This research makes an original contribution to the body of knowledge about 

multiple unit practice through inductive analysis that not only recognises the reach of 
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this franchising phenomenon, but also develops our theoretical understanding of why 

franchisors and franchisees engage in intra-firm mini-chain development.  So, apart 

from gaining valuable insight into current managerial motivations and practice in 

Australia, a concomitant aim of this research is to enhance the generalisability of prior 

franchising theory developed in the United States through examination of the under-

researched areas of why franchisors allow, and franchisees choose, to own more than 

one unit within the same franchising system. 

 This research has contributed to the body of knowledge on franchising.  Based 

upon the extant literature and exploratory analyses, models of multiple unit franchising 

from the franchisor and franchisee perspective were developed.  It is the first empirical 

analysis of multiple unit franchising in Australia and provides a starting point for future 

research. 

 This research has made a valuable contribution in being the first to: 

• investigate multiple unit franchising in an Australian setting using primary data 
sources; 

• utilise an inductive convergent interviewing technique to clarify and confirm the 
appropriateness of theories derived from the extant literatures; 

• survey a large representative sample of Australian franchisors about multiple 
unit franchising; 

• survey a sample of franchisees about multiple unit franchising; 
• incorporate aspects of agency theory, resource constraints theory and multiple 

unit franchising to develop a model of multiple unit franchising; 
• use a three-stage methodology involving qualitative and quantitative analyses; 
• investigate motivations and factors influencing multiple unit franchising choice; 
• introduce new constructs and reposition existing constructs into multiple unit 

franchising theory. 
  

 In conclusion, this original and comprehensive research has found that more 

experienced Australian franchisors appear to adopt multiple unit franchising, 

possibly as a method of sustaining growth in units and system-wide sales. 

Furthermore, entrepreneurial franchisees appear to source private sources of equity 
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in order to grow their holdings sequentially as they anticipate savings accruing from 

economies of scale while limiting competition within their franchise system.    
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CHAPTER 1    INTRODUCTION 
 
 
1.1 Background to the research 
 
  Franchising is a contractual business arrangement by which a firm grants an 

individual or company the rights to conduct business in a prescribed manner within a 

specified territory during an agreed time period in return for royalty contributions or 

other fee payments (Justis & Judd 2002; Khan 1992).  Franchising accounts for a large 

proportion of business activity in many developed nations of the world and contributes 

significantly to local economies.  For example, approximately 250 000 business format 

franchise units account for more than 40 percent of the total retailing volume in the 

United States, which represents over 15 percent of the total Gross Domestic Product 

(Arthur Andersen 1992).   Although the growth in franchising has slowed marginally in 

the United States during the last decade, other countries such as Canada, Japan and 

Australia have shown significant growth in the use of franchising as a distribution 

system (Lafontaine 1999). 

  The Australian franchising sector currently contributes more than $76.5 billion 

to the local economy and is accepted as having reached an early stage of maturity 

(Frazer 2000; Lafontaine 1999) with approximately 700 business format franchises and 

56 400 units servicing its population of 20 million people (Frazer & Weaven 2002).  

Although the growth in this sector is at an earlier stage of development than some other 

nations, it is expected that it will closely follow the United States’ experience as an 

increasingly dominant form of goods and services exchange in the future (Frazer 2000; 

McCosker 1994; Terry 1993).  In fact, IBIS Business Information (2001) broadly 

predicts that franchising will account for over 60 per cent of Australia’s Gross Domestic 

Product in the latter half of this century.  This growth in franchising is also evident in 
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many other countries, necessitating greater attention from researchers (Kaufmann 1996; 

Welsh 1996).   

  Franchising research has examined a wide range of issues including the societal 

and legal implications of franchising (for example, Lim & Frazer 2000; Sherer & Ross 

1990; Terry 2001), franchised and company-owned units (for example, Dant, Paswan & 

Kaufmann 1996; Hunt 1973; Krueger 1991; Oxenfeldt & Kelly 1968; Shelton 1967), 

and the efficient operation of franchise systems (for example, Carman & Klein 1986; 

Lewis & Lambert 1991; Schul, Little & Pride 1983).  Recently researchers have called 

for further research into specific aspects of franchising including the reasons for 

franchise failure, predictors of franchisee performance and multiple unit ownership 

(Grünhagen & Mittelstaedt 2000; Kalnins & Lafontaine 1999; Kaufmann 1996; 

Kaufmann & Stanworth 1995; Sen 2001; Shane 1996a, 1996b).  Multiple unit 

franchising refers to an organisational arrangement in which franchisees are permitted 

to own more than one unit in the same franchise system (Laurie 1995; Lowell 1991).  

The need to establish a new direction for future franchising research is noted by 

Kaufmann (1996): 

  …the metaphor used by most franchising researchers, no matter what their basic 
discipline, has been the single unit franchisee.  It takes little by way of casual 
empirical observation to belie that assumption.  Single unit franchisees are the 
exception, not the rule. 

  (Kaufmann 1996, p.5). 
 
In particular, understanding the reasons why franchisors encourage the growth of intra-

system mini chains is said to be an important and necessary step in future research into 

organisational choice. This is because existing rationales explaining franchising choice 

are reliant upon the ‘…local owner-operator franchisee metaphor…’ (Kaufmann 1996, 

p. 6) which is unsuited to the multiple unit context.   

 In addition, specific questions have been raised in relation to the reasons why 

multiple unit ownership appeals to existing and prospective franchisees: 
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  …at this point in time there is no theoretical framework known which expresses 
reasons that lead to multiple unit franchising from the franchisee’s perspective. 

  (Grünhagen & Mittelstaedt 2000, p. 7). 
 
This is reiterated in a more recent discussion: 

 In the future, research in this area needs to provide…insights into suggested 
(multiple unit) relationships.  Such efforts need to…gain a better comprehension of 
multi-unit franchisee motivations…to explore the salience and distribution of the 
phenomenon of a “driving philosophy” among franchisees. 

 (Grünhagen & Mittelstaedt 2001, p.13). 
 
These discussions have focused attention on the gap in the literature pertaining to the 

motivation of franchisors to grant, and individuals to join multiple unit franchise 

systems. More specifically, incentives analysis from the franchisor and franchisee 

perspectives has not been empirically investigated in Australia. 

 

1.2  Research problem and research issues 

 The purpose of this research is to investigate the under-researched, yet 

fundamentally important issue of why franchisors and franchisees engage in multiple 

unit practice.  In particular, this research will investigate the research question:  

What are the motivational incentives and factors that influence franchisors 
and franchisees to adopt multiple unit franchising? 
 

That is, this thesis aims to identify the reasons that justify the existence of multiple unit 

franchising forms from both the franchisor and franchisee perspectives. 

 This is a particularly important area as there has been little empirical research on 

the various facets of multiple unit franchising (Sen 2001).  Although, recent studies 

have indicated the popularity of this method of franchising (for example, Bradach 1994; 

Kalnins & Lafontaine 1997; Kaufmann & Dant 1996), most franchising research has 

focused upon the traditional single unit metaphor (for example, Brickley, Dark & 

Weisenbach 1991; Lafontaine 1992a; Minkler 1990; Shane 1996a; Thompson 1992).  

This emphasis has been attributed to the difficulty in conceptualising the theoretical 
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underpinnings behind the use of multiple unit franchising as opposed to the single unit 

model (Kaufmann & Dant 1996).  However, as research in the United States indicates 

that more than 20 percent of franchisees own more than one unit and this number is 

expected to rise in the future (Tomzack 1994), the requirement for research in this area 

is apparent.  Furthermore, Australian franchisors have shown a recent willingness to use 

this expansionary strategy (Frazer & Weaven 2002). 

 Consistent with research conducted in the single-unit franchising literature, 

much of the multiple unit franchising literature has focused on the franchisor’s 

perspective, attributing the popularity of this form of distribution to the positive 

relationship between growth and system wide adaptability (Bradach 1994; Kaufmann & 

Dant 1996; Kaufmann & Kim 1993, 1995; Robicheaux, Dant & Kaufmann 1994).  Only 

a few researchers have attempted to analyse perceived advantages from the franchisee’s 

perspective, albeit, predominantly within a single unit context (Grünhagen & 

Mittelstaedt 2000, 2001; Kaufmann & Stanworth 1995; Peterson & Dant 1990; 

Stanworth & Kaufmann 1996).  The need to examine why franchisees purchase multiple 

units is cited as “…crucial to advancing [the] understanding of chain organisations, 

which constitute a large and growing proportion of the…world economy” (Bradach 

1994, p.3).  Therefore, a comprehensive analysis of the motivational incentives that 

influence franchisors and franchisees to engage in multiple unit franchising is 

warranted.   

 As little is known about the antecedents of multiple unit franchising in Australia, 

a predominantly inductive approach is taken in this research.  This method allows the 

observation and organisation of phenomena so as to assist with theory development 

(Kaufmann 1996).  This is appropriate as anecdotal evidence shows that franchisor 

motivations in Australia may not be fully explained by existing franchising theory.  For 
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example, some well-known international franchisors based in Australia discourage the 

sale of geographically close franchised units to the same multiple unit franchisee 

(Bolton 2002) which contradicts what is observed overseas (Kalnins & Lafontaine 

1997; Kusa 1989).  In addition, many larger and older franchisors have favoured single 

unit growth strategies (Frazer & McCosker 1999) which contrasts with overseas 

experiences (for example, Bradach 1994; Sen 2001).   

 Furthermore, no theoretical framework exists exposing the reasons why 

franchisees are motivated to own chain subsystems within a franchisor’s network 

(Grünhagen & Mittelstaedt 2000, 2001).  Therefore this research aims to make an 

original contribution to the body of knowledge about multiple unit practice through in-

depth qualitative and quantitative analysis that not only recognises the reach of this 

franchising phenomenon, but also develops theoretical understanding of why 

franchisors and franchisees engage in intra-firm chain development. 

 A three-stage methodological approach was used in this research.  Franchisor 

motivations are examined within stages one and two.  Franchisee motivations are 

detailed in the third stage.  This research begins with an examination of the parent 

disciplines of resource scarcity theory, agency theory, and the immediate disciple of 

multiple unit franchising which assisted in the development of a preliminary conceptual 

model and general set of propositions explaining why franchisors choose to engage in 

multiple unit franchising arrangements.  In stage one an exploratory survey of 

franchisors was conducted using a convergent interviewing technique, to gather insights 

and reasons into multiple unit practices.  The stage one findings were used to clarify and 

confirm the appropriateness of the conceptual model of multiple unit franchising. 

 Permission was granted by the Franchise Council of Australia to include a 

limited number of questions in the Franchising Australia 2002 survey.  In the (second) 
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stage of this research, a sample of the population of franchisors in Australia was 

surveyed by an electronic questionnaire administered on the World Wide Web in June 

and July 2002.  The resultant data was analysed to test a revised theoretical model of 

franchisor motivations to adopt multiple unit franchising arrangements.  The results 

build upon the inductive stage of the research, providing a descriptive snapshot of 

multiple unit franchising in Australia.   

A review of the extant literature led to the development of a set of general 

propositions and preliminary conceptual model of franchisee motivational incentives 

and factors in stage three of this research.  Results from an exploratory survey of 10 

single unit and 9 multiple unit franchisees within the quick service restaurant industry in 

Australia were used to elucidate and verify the suitability of the model and propositions.   

The results from this stage of the research will provide a basis for future empirical 

examination of the justification of multiple unit franchising from the perspective of the 

franchisee. 

Several hypotheses summarised in Table 1.1 and propositions, summarised in 

Table 1.2 are proposed to assist in answering the research problem.  The concepts were 

developed through a review of the academic and trade literature.  They propose that the 

adoption of multiple unit franchise strategies by franchisors is reliant upon the context 

of the franchise system (age, system corporatisation, plurality of unit holdings; 

geographic dispersion of available franchisee units and level of existing intra-firm 

conflict) and strategic (ownership redirection motives; perceived future agency cost 

minimisation, and system reward strategies) factors.  Furthermore, a given level of 

multiple unit franchising (measured as the average density of franchisee units) is 

described through the predicted outcome of the rate of system growth. 
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The decision to become a multiple unit franchisee is investigated (Table 1.2) 

emphasising individual motives and factors (anticipated decision making influence, 

economies of scale, franchisee liquidity, entrepreneurial orientation and pre-empting 

future intra-system competition).   

In brief, this multi-perspective approach is critical to advancing understanding of 

the creation of franchising relationships, and in particular the reasons why multiple unit 

arrangements are encouraged by franchisors and sought by franchisees. 

 
 

Table 1.1 
Hypotheses developed for this research explaining multiple unit franchising from 

the franchisor’s perspective 
 

Concept No. Hypothesis* 

Franchisor 
experience# H1 There is a positive relationship between multiple unit franchising and 

franchise system maturity. 

Degree of 
corporatisation H2 There is a positive relationship between multiple unit franchising and 

the degree of franchise system corporatisation. 

Plurality of 
distribution H3 There is a positive relationship between multiple unit franchising and 

franchise systems characterised by plural forms of distribution. 

Agency costs H4 There is a positive relationship between multiple unit franchising and 
a franchisor’s perception of future agency cost minimisation. 

Intra-firm conflict H5 There is a negative relationship between multiple unit franchising and 
the level of conflict within the franchise system. 

Geographical 
dispersion of units H6 There is a positive relationship between multiple unit franchising and 

the availability of geographically contiguous franchisee units. 

Reward strategies H7 There is a positive relationship between multiple unit franchising and 
the system reward strategy of granting additional units in the system. 

System growth** H8 There is a positive relationship between multiple unit franchising and 
firm growth. 

Franchisor control H9 
There is a positive relationship between multiple unit franchising and 
a franchisor’s desire to extend control over future franchisee 
performance. 

 
* These hypotheses are derived from a larger number of general propositions developed in section 3.4. 
# Partial-replication of empirical study by Robicheaux, Kaufmann & Dant (1994).  Included to improve 
cross-cultural comparison. 
** Partial-replication of empirical studies conducted by Scott (1996a) (secondary data) and Kaufman & 
Dant (1996) (primary data).  Included to support international comparison and generalisability of 
findings.  In addition, this relationship has not been empirically examined in the Australian franchising 
sector. 
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Table 1.2 
Propositions developed for this research explaining multiple unit franchising from 

the franchisee’s perspective 
 

Concept No. Proposition* 

Economies of scale P1 
At the time of the purchasing decision, multiple unit franchisees value 
anticipated economies of scale at the subsystem franchising level more 
than single unit franchisees.      

Franchisee 
liquidity P2 Multiple unit franchising and franchisee capital availability are 

positively related. 

P3a Multiple unit franchisees are driven by an entrepreneurial motivation 
more than single unit franchisees. Entrepreneurial 

orientation 
 

P3b Sequential multiple unit franchisees are driven by a greater 
entrepreneurial motivation than area developers. 

Pre-empt future 
intra-system 
competition 

P4 
There is a positive relationship between a multiple unit franchisee’s 
purchase of multiple units and the desire to pre-empt future intra-firm 
competition. 

Provision of 
employment for 
families and 
employees 

P5 
There is a positive relationship between multiple unit franchising and a 
franchisee’s desire to provide employment opportunities for family 
members and employees. 

Franchisee 
experience within 
the system 

P6 
Franchisees who have been employed within a franchise system are 
more likely to purchase multiple units than individuals without a 
history of employment within the system. 

 
* These propositions are derived from a larger number of general propositions developed in section 6.4. 
Source: Table 6.9, developed for this research. 
 

1.3  Justification for the research 

 This research is justified because of the contribution it makes to the body of 

knowledge as well as its commercial importance.  These justifications are explained 

below. 

Need for the study. Multiple unit franchising appears a conceptually unsound 

alternative to traditional dyadic revenue sharing franchising relationships as it does not 

benefit from the structural and operational synergies commensurate with ownership 

attention at the unit level (Dahlstrom & Nygaard 1994).  Therefore, from the 

franchisor’s perspective, multiple unit franchising appears a suboptimal alternative to 

traditional franchising.  From the franchisee’s perspective, alternative investment 
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opportunities may present superior choices to multiple unit arrangements.  Franchisees 

have only limited control of their organisation, pay substantial percentages of their gross 

revenues in the form of fees and royalties, and forgo the ability to capitalise on the 

growth in the value of their intangible assets. While these apparent disadvantages may 

be overcome by an individual’s desire to ‘buy a job’, the reasons explaining a 

franchisee’s desire to own multiple units is less clear.  International scholars have 

attempted to explain the ubiquity and increasing popularity of this organisational form, 

given these operational disadvantages, even though most studies have focused upon the 

perspective of the franchisor.   

Previous empirical research in the United States views multiple unit franchising 

as a driver of system growth, promoting system-wide adaptation to competition.  

However, this conventional wisdom fails to consider additional franchisor motivational 

incentives.  Academicians suggest a need for further exploratory research so as to 

capture the full range of motivations and factors governing franchising choice in order 

to build theory that accurately reflects true practice (Dant 1995; Kaufmann 1996).  This 

is particularly needed in Australia where observed practice is often at odds with 

international research findings.  Thus, existing franchising research does not adequately 

capture the range of incentives motivating a franchisor’s/entrepreneur’s decision to elect 

the franchising channel of distribution.  In addition, at this time no theoretical 

framework exists espousing the reasons that lead to a franchisee’s adoption of these 

hybridised organisational forms.  This has led some researchers to conclude that 

multiple unit franchising is in an embryonic stage (Grünhagen & Mittelstaedt 2001).  

Further complicating our understanding of the choice of this organisational form is the 

absence of any previous multiple unit incentives analysis in Australia.   
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 Although franchising is a growing business form with economic benefits to 

participants and nations alike, researchers suggest that little empirical research has been 

conducted and the sector suffers from a lack of reliable information (Dyl 1991; Welsh 

1996).  In particular, franchising research has been criticised as containing ‘…a plethora 

of material…correctly criticised for being repetitive and journalistic, and for containing 

conflicting and unsubstantiated claims’ (Hough 1986, p. 19).  Moreover, franchising 

research at the organisational level is ‘…poorly integrated...’ containing ‘…sharp 

disagreements’ (Stanworth & Curran 1999, p. 329).  Specifically, the research into the 

motivational incentives driving franchising choice has historically had little empirical 

verification and is devalued by researcher self-selection biases and respondent post-hoc 

rationalisations (Dant 1995).   

 Other researchers have criticised the approach that international research has 

taken when examining multiple unit arrangements (Grünhagen & Mittelstaedt 2000) in 

that the focus has been upon identifying advantages from the franchisor’s perspective 

(for example, Bradach 1994; Kaufmann & Dant 1996; Robicheaux, Kaufmann & Dant 

1994;).  That is, franchisee incentives have not been fully explained (Grünhagen & 

Mittelstaedt 2001; Peterson & Dant 1990; Kaufmann & Stanworth 1994).  Therefore, 

there is a clear need for research to examine why this expansionary strategy is popular 

overseas, and identify why Australian franchisors and franchisees have a limited, but 

growing acceptance of multiple unit franchising arrangements.  Therefore, consistent 

with expert recommendations, this research aims to describe existing managerial 

practice, organise related phenomena and to develop theoretical understanding so as to 

make a useful contribution to future deductive testing research and franchising practice 

(Frazer 1997; Kaufmann 1996).   
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 Importance of franchising sector. The growth of franchising throughout the 

world and its impact upon national economies has confirmed its importance as a means 

of business structuring (Combs & Ketchen 1999).  Much of this expansion has been 

attributed to new forms of franchising, the encroachment of franchising practice into 

non-traditional areas, the growth in cross-system ownership and the emergence of 

franchise owners that have more than a single unit (Kaufmann 1992, 1996; Lafontaine 

1999).  However, researchers have not attributed the growth in the Australian 

franchising sector to expansion in multiple unit or multiple system ownership, finding 

until recently, little evidence of acceptance (Frazer 2000; Frazer & Weaven 2002).   

 Descriptive research shows that the Australian franchising sector is showing 

signs of early maturity with only a few exceptions (Frazer 2000).  These exceptions 

include the absence of large franchise systems and multiple system and unit ownership.  

In particular, the Australian franchising sector is proficient in many areas including the 

provision of internal support and monitoring infrastructure, the international expansion 

of domestic companies and techniques, the provision of mediating mechanisms such as 

Franchise Advisory Councils (FACs) and the acceptance of franchising legislation, such 

as the Franchising Code of Conduct.  Furthermore the total turnover of the franchising 

sector has increased from over $47 billion in 1994 (Australian Bureau of Statistics 

[ABS] 1994) to over $76.5 billion in 1999 (Frazer & McCosker 1999). While the 

presence of these conditions supports the view that franchising will play a significant 

and increasing role in the national economy, further research is required to assess why 

Australian franchisors have only recently shown an interest in pursuing multiple unit 

arrangements.    

 Multiple unit franchising in practice. Hybridised organisational forms are 

playing an increasingly important role in the modern marketplace.  Many firms have 
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entered into formal strategic alliances and other vertical distribution agreements such as 

subcontracting, licensing, inter-organisational networks and franchise system 

arrangements in an attempt to more efficiently produce and distribute products to their 

customers (Shane 1996a).  Franchisee owned unit networks represent another 

hybridised form along the continuum of vertical channel distribution systems 

(Grünhagen & Mittelstaedt 2000).  The incidence of these multiple unit arrangements is 

significant as nearly a quarter of all franchisees in the United States own more than one 

franchised unit (International Franchise Association & Arthur Andersen & Co. 1992).   

 In contrast, there has been substantially less acceptance of this expansionary 

strategy in the Australian franchising community (Frazer & McCosker 1999; McCosker 

& Frazer 1998).  This may be due to efficiency considerations at the unit level.  In 

particular, direct multiple unit ownership (section 2.2.3) requires the employment of 

unit-level managers who may not work as hard as franchisees because their 

remuneration is not dependent upon their performance.  These efficiency concerns have 

been central in the debate over the choice to grow through franchising as opposed to 

expansion via company owned units.  Therefore, conceptually, multiple unit ownership 

appears an unsound practice.  However the existence and growing appreciation of this 

expansionary strategy justifies the need to comprehensively model and test the 

incentives behind the creation of ‘mini chains’ (Bradach 1994, p. 1) from the 

perspective of the franchisor and franchisee. 

 Theoretical contribution. For research to be significant, it must entail the 

investigation of an area of ambiguity to define new variables and explain their role in 

accepted theory (Daft & Lewin 1990).  Given that multiple unit franchising promises 

rapid growth (Kaufmann & Dant 1996), one could presume that franchisors would 

utilise this strategy to raise capital and exploit perceived market opportunities, build 
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brand value, profitability and ensure the long term survivability of their enterprise.  

However, not all franchisors allow the development of franchisee owned subsystems 

and the historic avoidance of this growth strategy by Australian franchisors confounds 

logic, adding to the chasm between accepted theory and what is observed in practice.  

 Further compounding this discrepancy is the inability of existing theory to 

explain the emergence and popularity of this phenomenon.  Whilst incentives rationales 

justify traditional franchising relationships as advantageous in minimising agency costs, 

multiple unit structures require the employment of store-level managers that may 

introduce store level inefficiencies.  Therefore traditional justifications for the adoption 

of the franchising channel of distribution are questionable when franchisees are 

permitted to own additional units in the same franchising system.  This research will 

investigate why franchisors and franchisees are motivated to adopt these arrangements, 

given these apparent disadvantages.  In particular this research will observe behaviour, 

identify new constructs and reposition existing theory so as to determine both the 

motivational incentives driving franchising behaviour, and contextual factors that 

facilitate or impede the adoption of multiple unit franchising. 

 This research represents the first academic examination of multiple unit 

franchising in Australia and combines qualitative and quantitative methodology in order 

to build theory.  In addition this research aims to reformulate the basic assumptions on 

the choice of the franchising channel of distribution that are couched in single-unit 

residual claimancy explanations. This examination may provide preliminary answers as 

to the appropriateness of the key rationales for subsystem development in franchising.  

Overall, this research: 

• extends the 30 year debate over franchising choice against competing alternatives, 
such as portfolio investment or company ownership in examining an 
organisational arrangement that relies upon the employment of unit level 
managers;   
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• adopts a multiple perspective approach, drawing from different disciplines 

including entrepreneurship, marketing, psychology, economics and management.  
 This multi-perspective approach facilitated the identification and introduction of 
new concepts into existing theory, such as corporatisation, system reward 
strategies and pre-empting future intra-system competition. 

 
• incorporates aspects of the parent disciplines of resource scarcity theory and 

agency theory with the immediate discipline of multiple unit franchising to 
develop a conceptual model explaining the choice of this organisational form from 
the franchisor’s perspective; 

 
• incorporates previously identified antecedents to the franchising literature from 

the single unit and (predominantly conceptual) multiple unit literatures to develop 
a model of multiple unit franchising from the franchisee’s perspective; 

 
• uses Australian data from primary sources, providing a window of reality into the 

Australian franchising sector; 
 
• describes multiple unit franchising as a function of the context of franchise system 

context (age, system corporatisation, plurality of distribution, geographic 
dispersion of available units and level of existing intra-firm conflict), and strategic 
(ownership redirection, perceived future agency cost minimisation, system 
rewards, and system growth) factors; 

 
• incorporates inductive methodology to develop theory and quantitative 

methodology to test hypothesised relationships; 
 
• is the first attempt in Australia to organise single unit and multiple unit franchisee 

motivations into a preliminary hierarchical typology of related concepts; 
 
• partially replicates other studies to build some cross cultural generalisability. 
  

 Potential managerial implications.  The practical application and usefulness of 

any research endeavour is measured by how well its presentation of observed facts 

foster understanding in the wider community.  As decision-making is a function of a 

manager’s experience, knowledge, skills and resultant ‘bounded rationality’ (Simon 

1967, p.198), there is an obvious need to simplify overly complex realities into 

comprehendible constructs.  This argument is supported by a past Nobel Prize winner:  

 …the first consequence of the principle of bounded rationality is that the 
 intended rationality of an actor requires him [her] to construct a simplified  model 
 of the real situation in order to deal with it.   
 (Simon 1967, p. 199). 
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In addition to gaining valuable insight into current managerial practice, the purpose of 

this research is to support informed decision-making in the future through the 

presentation of a model that explains multiple unit franchising as a function of firm-

level and individual-specific factors, together with franchisor and franchisee future 

expectancies. 

 Practically this research will assist in understanding when is the appropriate time 

to engage in multiple unit franchising and who is best suited to engage in multiple unit 

franchising.  This should help minimise franchisee and franchisor dissatisfaction 

associated with the adoption of multiple unit franchising forms based upon operational 

and structural incompatibility, and competing expectations, which in turn should 

promote the alignment of principal and agent incentives.  Also, this research will give 

managers greater insight into franchisee motivations that lead to the purchase of 

additional units in their system, thus aiding in the correct identification of suitable 

selection criteria, the adoption of appropriate marketing campaigns and the selection of 

suitable (multiple unit franchisee) candidates. 

This research challenges the conventional emphasis of viewing franchising as a 

top-down relationship by viewing franchisee motivations as an integral part of 

organisational choice.  That is, rather than accepting that franchisees purchase a 

business format system from franchisors, franchisors should accommodate the needs 

and expectations of franchisees into their structural and operational infrastructure. In 

addition, this research will be beneficial in promoting an understanding of the reasons 

why businesses choose franchising modes of expansion so as to benefit franchisors 

considering alternative options available to expand their business internationally. 

Another practical application of this research is to inform franchise managers 

that the multiple unit franchisee population is not a homogenous grouping.  This means 

 15



that greater care must be taken in aligning the motivational incentives of franchisees and 

franchisors so as to maximise the functional utility of plural franchising arrangements.  

Such information may prompt re-evaluation of this growth strategy by franchisors that 

have negative expectations based upon prior negative experiences with multiple unit 

franchising. 

 Summary.  This research is justified as little is known about the range and 

scope of factors that motivate franchisors and franchisees to adopt multiple unit 

franchising strategies in Australia.  In addition to its practical contributions, the results 

of this research will add to the theoretical body of knowledge of the genesis of 

franchising as an organisational form. In particular, this research will extend the current 

understanding of existing rationales for franchising through repositioning and testing 

these explanations within the multiple unit franchising context.   

 

1.4 Methodologies 

A three stage methodology will be applied to this research.  Franchisor 

motivations are examined within stages one and two and franchisee motivations are 

detailed in the third stage.  A detailed examination of the franchising literature led to the 

development of a set of general propositions and conceptual model of multiple unit 

franchising practice in Australia.  The first stage was an exploratory survey of a sample 

of Australian franchisors in which relevant issues, ideas and insights into multiple unit 

practice were documented.  Then, in consideration of the multiple unit and single unit 

franchising literature, a set of theoretical propositions regarding the factors that 

influence multiple unit franchising was developed. Consideration was given to 

researcher-preconceived biases during the survey process.  The second stage tested the 

hypotheses developed from the exploratory study and literature review.  In the third 
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stage, convergent interviews were held with a sample of franchisees within a single fast-

food restaurant chain in Australia to test the suitability of a conceptual model and set of 

propositions explaining franchising choice, developed through a review of the extant 

literature. 

 Qualitative methodology (stage one).  Exploratory research should first 

be undertaken when little is known about the research issue (Zikmund 2003).  This 

inductive stage was used to gain background information, identify problems leading to 

revision if required and validate general propositions.  Seven franchisors were 

interviewed through a semi-structured convergent interview format.  They were selected 

from a range of industries that demonstrated different system demographics and 

multiple unit strategies.  Consistent with the recommended convergent interviewing 

approach, an experienced professional from the franchising sector was approached 

initially.  Each subsequent interviewee was selected on the recommendation of prior 

respondents.  New areas of interest were identified from anecdotal evidence given in 

face-to-face interviews that were audio taped, transcribed and analysed manually.  The 

stage two findings were used to clarify and confirm the appropriateness of the 

preliminary conceptual model of multiple unit franchising prior to the deductive stage of 

the research.  

 Quantitative methodology (stage two).  A limited number of survey 

questions pertinent to this research were permitted to be incorporated into a national 

research project commissioned by the Franchise Council of Australia (FCA) and the 

Commonwealth Bank of Australia in conjunction with Griffith University.  The FCA is 

a private organisation that represents the interests of various member entities involved 

in the franchising sector, including franchisors, franchisees, consultants, accountants, 

brokers and advisors.  The ‘Franchising Australia 2002’ survey was used to gather data 
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from a large sample of the population of Australian franchisors and access to the data 

was granted for the current research.  Franchisor respondents were advised to complete 

the survey questionnaire on the World Wide Web through a Hypertext Transport 

Markup Language (HTML) format.  The questionnaire was pilot tested in April 2002 

and the survey administered during May and June 2002.  Data from the survey was 

analysed with a Statistical Package for the Social Sciences (SPSS). 

 Qualitative methodology (stage three).  As prior research into franchising 

choice from the franchisee’s perspective is limited in scope and has not been organised 

into a taxonomy or hierarchical typology (Grünhagen & Mittelstaedt 2000; Peterson & 

Dant 1990), further qualitative examination was required.  In particular, a prominent 

franchising researcher states that: 

To advance our understanding in franchising…we need to ask why.  Inductive 
studies that observe and organise phenomena so as to develop theory 
are…important, and…serve as the logical predecessors of deductive theory 
testing research. 
(Kaufmann 1996, p. 7) 

In addition, virtually no research has been conducted into the motivational incentives 

governing an individual’s decision to own more than one unit within the same 

franchising system.  Furthermore, no such research has been conducted in Australia.  

Therefore, a qualitative methodology was chosen to gather insights into the advantages 

that franchising offers potential multiple unit franchisees.  Again, a convergent 

interviewing technique was used in which 10 single unit and 9 multiple unit franchisees 

were consulted in order to build understanding of both single and multiple unit 

franchisee expectancies governing their decision to first enter franchising as well as 

those factors influencing the decision to adopt multiple unit franchising arrangements.  

Although outside the scope of this thesis, the revised hypotheses and conceptual model 

will be empirically tested in future large scale surveys of a sample of the franchisee 

population in Australia.  

 18



1.5  Definitions and terminology 

The key terms of this research are defined below so as to reconcile any differences 

in terminology used by researchers and practitioners. 

 Area franchisees.  These are franchisees who are given the right to open and 

operate units within a specific geographic area.  Area franchisees or area 

developers do not have a contractual right to offer direct support to franchisees in 

their area and are responsible for operating a specified number of units within an 

agreed period of time (Whittemore & Perry 1998). 

 Area development agreement.  This type of franchise agreement is also sometimes 

known as an area franchise or multiple unit development agreement.  An area 

development agreement refers to a contractual arrangement that both entitles and 

requires the (master) franchisee to open and operate multiple units under a 

prespecified schedule (Kaufmann 1996).   

 Area representatives.  This denotes a type of franchisee that solicits other 

franchisees on behalf of the franchisor and provides ongoing support.  Area 

representatives receive an agreed percentage of the royalty contribution received 

by the franchisor (Whittemore & Perry 1998). 

 Business format franchising describes a franchise system in which the relationship 

between franchisor and franchisee involves the entire business format.  This 

agreement usually includes the product, service and trademark(s), marketing 

strategy and plan (including the operating manuals) and also codifies the 

standards, quality control and continuing two-way communication (US 

Department of Commerce 1988).   

 Company owned units are units that are owned by the franchisor and operated by 

employees (Franchise Association of Australia & New Zealand [FAANZ] 1994). 
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 Franchise. This is a contract by which a franchisor licenses the distribution of 

goods or services under his trademark or operating system, during which time the 

franchisor retains control over the franchisees or renders significant assistance to 

the franchisees (Franchising Code of Conduct 1998).   

 Franchise agreement.  This is a written contract detailing the mutual 

responsibilities of franchisors and franchisees.  It is usually limited to a specified 

time, and cannot by sold, transferred or otherwise assigned without permission 

from the franchisor (The Multiple-Unit Guide 1999).   

 Franchisee.  The franchisee is the person to whom a franchise is granted by a 

franchisor to operate a franchised unit (FAANZ 1994). 

 Franchisor.  The franchisor, or franchise company is a legal entity which owns the 

patents, trademarks, methods and supplies that it allows others to use under its 

direction (FAANZ 1994).  

 Master franchisees.  Master franchisees or subfranchisors act as independent 

selling organisations that recruit and support franchisees within a specific 

geographic region, such as a state or territory (Whittemore and Perry 1998).  

Central to this form of organisational structure is the franchisor’s permission to 

master franchisees to grant franchises on the franchisor’s behalf to third parties 

(Kaufman & Kim 1993). 

 Multiple unit franchisee.  This is a franchisee who acquires and operates one or 

more units at a time of a single franchise concept (Laurie 1995). 

 Sequential multiple unit franchisee.  This is a franchisee who incrementally 

acquires single additional units within the same franchise system. 

 Subfranchising.  Subfranchising is a technique whereby a franchisor grants to 

another person (the subfranchisor) the right to offer and sell franchises in a 
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specified territory.  The subfranchisor assumes some of the responsibilities of the 

franchisor including the collection of fees and the provision of services to 

franchisees (Lowell 1991). 

 

1.6  Delimitations of scope of research 

The nature of the research means that some limitations of scope will have to be 

set.  As the survey data is exclusively sourced from Australia, the first delimitation is 

national.  Previous conceptual and explanatory research on multiple unit practice has 

been conducted in the United States (Bradach, 1994; Grünhagen & Mittelstaedt 2000; 

Justis & Judd 1986; Kalnins & Lafontaine 1997; Kaufmann & Dant 1996; Kaufmann & 

Kim 1993; Robicheaux, Dant & Kaufmann 1994; Kaufmann & Kim 1995; Shane 

1996a).   No empirical investigations of the proposed research question have been 

conducted in Australia.   Although some of the business format franchises are 

subsidiaries of international corporations, it would be difficult to separate decisions that 

are made within Australia or overseas.  As both the qualitative field research and 

quantitative analysis has been conducted in Australia, this research is delimited to the 

Australian franchising sector.   

The findings of this research may not be generalisable across international 

settings.  The growth in multiple unit systems in the United States, for example, has 

been attributed to ease of access to capital markets (Whittemore, Sherman & Hotch 

1994).  In particular, researchers have suggested franchising has reached a period of 

maturity with respect to the venture capital community (Hance 1995).  There seems 

little evidence that Australian franchising has reached a comparable level of maturity 

(Australian Venture Capital Guide 2000; Giles & Young 2001).  However there have 

been recent suggestions that cultural attitude may be changing in terms of both venture 
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capitalists and the franchising community (Tarling 1999).  Similarly, the usage of 

multiple unit strategies in Australia must be considered.  Although recent research 

suggests that national data can be applied internationally with reliable results, multiple 

unit franchising practice is presently at a lower stage of maturity than the franchising 

sector as a whole: 

‘The concept of multiple unit and multiple system ownership by franchisees appears 
to be underdeveloped with little evidence of acceptance.’ 
(Frazer 2000, p.44).  

 

In addition, the level of corporatisation within franchisor operations, which was found 

to be necessary to facilitate multiple unit practice, is only starting to emerge in Australia 

(Frazer & Weaven 2002; Young 2001).  Corporatisation is the process of developing the 

management structure and a growth strategy that enables a small or medium franchise to 

create an enduring business independent of the founder of the franchise, and has been 

evident in the United States franchising sector for more than a decade (Laurie 1995; 

Whittemore & Perry 1998).   

 Cross comparison with the more researched sector of the United States may be 

limited by differences in franchising regulation.  The introduction of the Australian 

Franchising Code of Conduct in 1998 has centralised regulation with the Federal 

government.  In contrast, the United States has varying franchising laws in different 

states (Gomm 1992).  A priori, these factors of maturity, corporatisation and regulation 

may hinder the generalisability of this research in international settings. 

 Similarly, this research is delimited to business format franchising.  This form of 

franchising is the most common form of franchising in Australia and is characterised by 

the cloning of a unique business system using standardised procedures (Stanworth & 

Smith 1991).  The prevalence, size and growth of this form of business arrangement 

validates its use in franchising research (McCosker 1996; Terry 1993).  Further, 
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significant conceptual and empirical multiple unit studies in the United States have 

examined business format franchises exclusively (for example, Bradach 1994; Kalnins 

& Lafontaine 1997, 1999; Kaufmann 1996; Kaufmann & Kim 1993, 1995).   

  

1.7 Outline of proposal  

Figure 1.1 provides a conceptual outline of the research proposal.  Chapter 1 of 

this proposal provides some background on the franchising sector in Australia and in the 

United States.  The research problem and research issues are discussed and the proposed 

hypotheses are identified.   The need for the study in both theoretical and commercial 

terms is discussed, and the proposed methodological approaches are described.   The 

initial delimitations of the study are stated and an outline of the proposed research is 

given. 

In Chapter 2, a definition for franchising is supplied and an overview of 

franchising research is made.  Then a review of the relevant literature pertaining to the 

Australian franchising sector is detailed.  In Chapter 3 the motivating factors that 

influence franchisees and franchisors to adopt franchising as a distribution method is 

reviewed from both single unit and multiple unit perspectives.  Next, the general 

propositions and preliminary conceptual model are introduced.  Chapter 4 begins with 

justifying the choice of the realism research paradigm in this research.  Then, the 

qualitative stage of the research into franchisor motivations is presented and the 

proposed hypotheses and revised conceptual model of franchisor motivations to engage 

in multiple unit franchising arrangements are detailed.  Following this, a description of 

the proposed methodological approach employed by the researcher to test the 

conceptual model is described and the data analysis and findings of the research into 

multiple unit franchising from the franchisor’s perspective are presented.  Franchisee 
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motivational incentives are detailed in Chapter 6.  Following a review of the extant 

literature, a preliminary conceptual model and set of general propositions are detailed.  

Next, the procedure, implementation and results from the qualitative survey of 

franchisees are shown.  The conclusions and recommendations for future research are 

detailed in Chapter 7. 

 24



 Figure 1.1 
    Outline of the research 

 
Introduction and structure of proposal

(Chapter 1) 
 

 

 

Literature review 
(Chapter 3)  

Franchising defined and overview of 
franchising research 

(Chapter 2) 

 

 

 

 

 

 

 

 

 

Review of parent disciplines 
Section 3.2 

Review of multiple unit research
Section 3.3 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Stage 1 
Exploratory study of 

Australian franchisors 
(Chapter 4) 

(Chapter 6) 

Literature review 
(Section 6.3) 

 

 

Source: developed for this research 
General propositions development and 
preliminary conceptual model 

Section 3.4
Franchisor motivational incentives
Methodology 
(Chapter 4) 

Stage 2 
Quantitative survey of 
Australian franchisors 

(Chapter 5) 

 

Analysis of results 
Section 5.9 
 Stage 3 Franchisee motivational incentives 
25

Exploratory study of 
Australian franchisees 

(Section 6.6) 

Conclusions and implications 
(Chapter 7)  



1.8 Conclusion 
 
 This chapter had detailed the foundations of this research. The research problem 

has been identified which is the focus for this research.  The ensuing chapters will show 

how the research question has been investigated and will detail and explain the findings.  

Subsequently, the implications of these findings will be discussed and the importance of 

this research in terms of the contributions made to theory and practice will be 

established.  The following chapter provides a background for understanding why 

franchisors and franchisees choose to expand through multiple unit franchising 

arrangements in Australia. 
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CHAPTER 2  BACKGROUND OF FRANCHISING IN AUSTRALIA 

2.1 Introduction 

 This chapter provides a context for understanding franchising in Australia.  As 

shown in Figure 2.1, it is organised into five sections.  In section 2.2, generally accepted 

definitions of franchising are detailed and the different forms of franchising observed 

both in Australia and internationally are described.  Then, indirect and direct forms of 

multiple unit franchising are discussed.  As this thesis investigates motivational 

incentives driving the decision to build franchisee owned subsystems, particular 

attention is made to the relative advantages and disadvantages of each expansionary 

form.  Section 2.3 reviews the nature of previous franchising research so as to 

categorically position this research within accepted frameworks.  Next, section 2.4 

provides an historic background of franchising and franchising regulation.  Then, a 

concise review of previous franchising research in Australia is provided, noting its 

development from primarily descriptive to exploratory and explanatory research.  

Finally, concluding remarks are made in section 2.5.      

Figure 2.1 
Chapter 2 Outline 
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2.5 
Conclusion

2.1 
Introduction 



 

2.2 Franchising defined and types of franchising forms 

2.2.1    Franchising defined 

Franchising is an organisational form in which a firm grants an individual or 

company the right to conduct business in a prescribed manner within a specified 

geographic area during an agreed time period in return for royalty contributions or other 

fee payments.  The company granting these rights is deemed the franchisor, the receiver 

of these rights the franchisee and the right is defined as the franchise (Elago & Fried 

1997; Hirsch & Peters 1989; Vaughn 1979).  The physical embodiment of the business 

is called the franchise unit and may be owned by the franchisor in the form of company 

owned units or the franchisee in the form of franchisee units.  Both types of franchise 

tenure are included within the franchise system.   

Definitions of franchising vary from one country to another, but researchers 

suggest that most such definitions cover five basic elements: branding of a name; a 

system; grant of the right to use the brand name and system; the payment of a 

consideration to the franchisor either directly or indirectly; and the ownership of and 

investment in the franchised business by the franchisee (Mendelsohn & Bynoe 1995).   

 The Australian Franchising Code of Conduct (1998) (the ‘Code’) provides a 

comprehensive definition of franchising.  This definition requires that in order for an 

agreement or arrangement to be a franchise agreement, five elements must be present.  

Firstly, an agreement must be in writing, or wholly or partly oral or implied.  Secondly, 

it must include the granting by one person (the franchisor) to another person (the 

franchisee) the right to conduct the business. Thirdly, it must contain a system or 

marketing plan that is substantially controlled or determined by the franchisor or 

associate.  Fourthly, the operation of the business involves branded goods or the sale or 

supply of goods and/or services under a brand name that incorporates a trademark, 
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advertising or other commercial symbol.  The fifth element qualifies the validity of a 

franchise contract by the exchange of value.   

 Elements of the Code’s definition align with the features common to most 

franchising definitions noted at the beginning of this section.  However, this definition 

has been criticised for lacking specificity and fostering confusion in the franchising 

sector (Ritchie 2001).  In particular, the broad nature of some elements of the definition 

(for example, fee payments and the role of the franchisor in marketing systems 

development) together with the emphasis placed upon business format structures, has 

given rise to questions regarding the applicability of this definition with reference to 

distribution agreements.  However, as this research is delimited to business format 

franchising, the Code’s definition is appropriate.  Therefore, for the purposes of this 

research the Code’s definition will be used, as it is the most recent and comprehensive 

definition available to the franchising sector.  

 
2.2.2 Types of franchising 

 Franchise systems incorporate product, manufacturing or process and business 

format variants.  Product franchising describes an allocative arrangement whereby a 

distributor acts as a reseller for branded products for which the distributor may not have 

exclusive rights to sell within specific areas or markets.  Under this structure, the 

franchisor exerts very little control over the business format or how the sales are 

affected, except in relation to trademark usage and product promotion (Grünhagen & 

Mittelstaedt 2001; Shane 1996a).  This type of franchising is used by the motor vehicle 

and fuel retail industries. Manufacturing or processing franchising describes an 

agreement whereby the franchisor agrees to provide the know-how or secret ingredient 

associated with the business operation, to the franchised processor or manufacturer 

(Justis & Judd 2002; Shane 1996a).  Again, little control is exerted by the franchisor on 
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the nature of franchisee operations.  Manufacturing franchising is applicable to the soft 

drink industry. The more common form of business format franchising involves an 

ongoing relationship between franchisor and franchisee that includes the entire business 

concept.  This format allows franchisors to influence the nature of franchisee operations 

through monitoring control mechanisms.  The franchisor provides ongoing support and 

training assistance in return for a fee or some other payment of money (Justis & Judd 

2002; Mendelsohn 1999).  This research will examine multiple unit franchising within 

business format franchises. 

 Structure of business format franchising.  The widespread use of business 

format franchising in many world economies is testament to the efficiency of this 

organisational form.  The advantages derived from this format include economies of 

large-scale operation and benefits derived from localised operations.  Franchisors 

attempt to maximise system efficiency and profitability by balancing the needs of cost 

minimisation, image quality and consistency, and franchisee satisfaction, through 

manipulating often-dichotomous variables associated with system-wide standardisation 

and local adaptation.  These variables are unique to the business format and include 

product/service deliverables, benefits communicators, system identifiers and format 

facilitators (Kaufmann & Eroglu 1998). 

 Benefits communicators refer to subsidiary intangible indicators for attributes 

consistent with the image of the franchise system.  For example, in Australia, 

franchisors in the Brumby’s hot bread franchise set minimum standards in relation to 

the presentation of their products within store display cases in an effort to emphasise 

cleanliness and quality.  Similarly, Dominos pizza’s ‘hot-cell’ promotion aims to 

reinforce its image of product quality and service convenience.  System identifiers 

include: the franchisor’s logo, such as Hungry Jacks’ use of a gold and red hamburger; 
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colour scheme, such as Jim’s Mowing use of green; and architectural features, such as 

Pizza hut’s standardised red roof.  Format facilitators incorporate the management and 

functional infrastructure of the franchise at the unit level.  These include store level 

elements such as the store layout, and system-wide elements such as royalty payment 

schedules. Together these variables define the image, operation and governance of the 

business format system and are important managerial considerations in any single or 

multiple unit franchising strategy. 

 

2.2.3 Multiple unit franchising 

Multiple unit franchise types and characteristics.  Multiple unit franchising is 

an integral part of modern franchising as confirmed by research in the United States 

showing that more than 83 percent of new restaurants in one fast food chain were 

opened by existing franchisees (Kaufmann 1995).  A survey of fast-food franchises in 

the United States found that franchisees held nearly 5 units each (on average) (Baucus, 

Baucus & Human 1996).  In addition, more than half of the restaurant franchises in the 

United States are said to currently use multiple unit franchising arrangements (DeCeglie 

1993).  The attractiveness of this expansionary strategy lies in its ability to facilitate the 

rapid growth of systems (Kaufmann & Dant 1996) allowing market penetration and 

competitive pre-emption (Kaufmann & Kim 1995; Lillis, Narayana & Gilman 1976).  

However, multiple unit franchising is not a homogenous organisational classification.  

In fact, many distinct types of structural arrangements are encompassed within the 

umbrella term of multiple unit franchising. 

Multiple unit arrangements are distinguished by their influence upon the extent 

of direct franchisor control, rate of system expansion and management of system 

operations (Kaufmann 1992; Kaufmann & Kim 1995; Roh & Andrew 1997).  Master 
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franchising and area representation agreements are indirect forms in which the 

franchisor abrogates some responsibilities to the multiple unit franchisees (Mendelsohn 

1991).  Alternatively sequential and area development agreements are direct forms of 

multiple unit expansion in which franchisees are permitted to open, own and manage 

their own subsystem of franchised units.  Franchising systems may employ more than 

one of these franchising forms.  For example, the Pizza Hut fast food chain has 

endorsed the use of area development agreements, sequential expansion by incumbent 

franchisees, company-owned unit expansion and single unit proprietorships (Kaufmann 

1988).  A diagrammatic representation of multiple unit franchising configurations is 

presented in Figure 2.2.  Although franchisors and franchisees use a variety of multiple 

unit strategies, direct multiple unit franchising forms are preferred both domestically 

and in the United States (Frazer & Weaven 2002; Robicheaux, Kaufmann & Dant 

1994).  The following section will describe the nature and relative advantages and 

disadvantages associated with each multiple unit system configuration. 

Master franchising or subfranchising was pioneered in the United States by 

Century21 Real Estate in the early 1970s and is characterised by the franchisor granting 

permission for a franchisee to recruit additional franchisees and provide ongoing 

support within a given geographic area in return for a share of the royalty payments 

received within that area (Justis & Judd 1986; Mendelsohn 1999; Roh & Andrew 1997).  

Master franchising is used in a wide variety of business formats, for example, service 

franchises such as Jim’s Mowing and retail outlets such as The Cheesecake Shop.  

Master franchisees or subfranchisors act as independent selling organisations that sell 

franchises, sign contracts and offer support to franchisees within their designated 

regions.  The subfranchisor has the immediate right to grant franchises to multiple 

franchisees and signs a franchise agreement similar to area development agreements, 
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with the parent franchisor setting out specific conditions in regard to sales and 

franchisee support obligations (Kaufmann 1992).  This represents a shifting of vertical 

(channel) management responsibility, that makes the original franchisor more dependent 

on multiple unit operation managers and consequently may reduce operational 

performance (Kaufmann 1992; Raffio 1986).  Subfranchising arrangements appear in a 

variety of industries including the fast food industry, retail outlets and other service 

industries (Roh & Andrew 1997).  

A subfranchise agreement is a written contract detailing the responsibilities of 

master franchisees and subfranchisees.  It usually has a set term and (the franchisee) has 

the option to renew.  Typically, the master franchisee receives the initial franchise fees 

and ongoing royalties payable under the terms of the subfranchising agreement.  

Frequently these agreements require master franchisees to own and operate a minimum 

number of units, which often sees the subfranchisor incorporating a separate company 

to operate these units separately from the administrative portion of their business. 

Area representation arrangements are other indirect forms of multiple unit 

franchising that allow area representatives to solicit prospective franchisees and to 

provide services to existing franchisees within an assigned territory (Lowell 1991).  

Unlike master franchising arrangements, the area representative has no legal right to 

contract with franchisees.  All franchising agreements are entered into by the franchisor 

and franchisee.  The franchisor maintains a contractual responsibility to provide 

ongoing support to the franchisee, although franchisors may delegate some of these 

obligations, for example training and inspections, to area representatives.  Area 

representatives often have to pay a fee to gain the right to solicit prospective franchisees 

within a given territory, and in return the franchisor gives a percentage of the initial 

franchise fee and a portion of the royalties. 
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Area development franchising and sequential multiple unit franchising represent 

direct modes of growth for franchisors as both require franchisees to open their own 

units under their own ownership and ongoing management.  Unlike the indirect modes 

described above, franchisors retain a direct relationship with the chain franchisees.  

Area development agreements or ‘multi-unit development’ or ‘option agreements’ 

(Wulff 1999, p. 24) grant a franchisee the exclusive right or option to develop units 

within a defined geographic area.  In return for these agreements, area developers pay a 

development fee to the franchisor.  The area developer’s right to own and operate units 

in the franchise system is governed by a separate agreement with the franchisor for each 

individual unit.  The area developer pays initial franchise fees and royalties to the 

franchisor under the terms of each franchise agreement, although pro-rata portions of 

the development fee may be credited against initial fees.   

In addition, the area developer may get other financial concessions because the 

franchisor anticipates rewards during the term of their relationship.  In contrast to 

subfranchising arrangements, multiple unit development agreements obligate the area 

developers to own, or at least hold a controlling interest in their franchised units. 

Moreover, they are not able to sell additional units to new or existing franchisees 

(Mendelsohn 1999).  This obligation for franchisees to own and operate a given number 

of units is cited as the reason that some franchises such as the Lenard’s food chain, do 

not favour this form of franchise expansion in Australia (Bardwell 2002).  However, 

many systems encourage this expansionary medium as it promises future operational 

advantages due to the use of exclusive territories that minimise intra-system conflict 

with franchisees or company-owned units (Justis & Judd 2002; Kaufmann & Kim 1993; 

Zeller, Achbal & Brown 1980). 
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Sequential multiple unit franchising or ‘incremental franchising’ sanctions the 

creation of mini-chains within the franchise system (Grünhagen & Mittelstaedt 2000, 

p.4).  Sequential multiple unit franchisees are granted the right to open additional units 

after satisfactorily demonstrating an ability to succeed (Whittemore & Perry 1998).  

This form of franchise entails the creation of mini-groups that are owned by the 

franchisee and operated by employee managers recruited by the franchisee.  These mini-

groups often extend across states, territories and countries (Bodipo-Memba & Lee 

1997).  Usually the franchisor requires franchisees to meet minimum standards of 

performance in their existing unit(s) prior to granting the right to open additional units 

(Frazer & Weaven 2002; Kaufmann & Dant 1996).  This system usually leads to a 

slower rate of expansion than is experienced under area development agreements 

(Kaufman & Kim 1993; Zeller, Achbal & Brown 1980).   

Overall, the conventional wisdom governing explanations as to the reasons firms 

choose multiple unit expansion strategies is in the contribution made to franchise 

system growth (for example, Kaufmann & Dant 1996).  The value of adopting this 

expansionary strategy from the franchisor’s perspective is seen to be in the provision of 

rapid cash flow from the sale of multiple unit franchise rights, the use of a franchisees’ 

human and financial capital, and delegation of residual claimancy responsibility to 

middle level hierarchal authorities (Lowell 1991).  For franchisees, multiple unit 

expansion has the advantages of minimising absolute risk through unit diversification, 

benefits resulting from the knowledge acquired from previous experience, and 

economies of scale through added power and purchasing ability in the system.   
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Figure 2.2 
Franchising systems configurations and methods of franchisor and 

franchisee expansion 
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Indirect methods of multiple unit franchising 
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Direct methods of multiple unit franchising 
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However, multiple unit franchising also has associated disadvantages. 

Franchisors may lose strategic control to potentially large, powerful and sophisticated 

franchisee members (Goldberg 1999).  This loss of control may prove to be detrimental 

to the franchise system.  For instance, all Sizzler restaurants in New South Wales were 

controlled by a single franchisee.  When this franchisee sold its interests to a non-

franchise operator, the new owner later became insolvent and consequently all stores in 

this state were closed.  The resultant damage to Sizzler’s brand equity may have been 

smaller if more than one franchisee had owned units in this territory.   

Also, subfranchising agreements may minimise revenues received by franchisors 

and limit a franchisor’s ability to enforce franchise agreements and terminate under-

performing franchisees if they are not party to the original legal contract.  In particular, 

the sharing of fees with master franchisees may impact upon the value of the franchising 

operations (Goldberg 1999), and franchisors may risk ‘freezing’ an area by misjudging 

the potential number of franchisees who can operate in a given territory (Lowell 1991, 

p. 4).  For example, research in the United States found that successful franchisors, such 

as KFC (formerly Kentucky Fried Chicken), and Hardees, did not grant large exclusive 

territories to franchisees as experience had shown that it could restrict the rate of future 

growth (Bradach 1994). Chain franchisees may find multiple unit expansion 

disadvantageous if they underestimate franchisee or customer demand in an area they 

have agreed to service.  Also, master franchisees may not have the knowledge, skills, 

abilities or training to identify problem areas and accommodate subfranchisee needs 

effectively. 

For the purposes of this research the concept of multiple unit franchising is 

operationalised to include area development agreements and sequential multiple unit 

franchising.  This is because previous research has identified these structural forms as 
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the dominant methods of multiple unit expansion both in the United States (Kaufmann 

& Dant 1996; Kaufmann & Kim 1993, 1995) and in Australia (Frazer & Weaven 2002).  

That is, this research is delimited to the examination of systems that incorporate 

franchisee-owned mini-chains.  Both area development and sequential methods of 

expansion result in the creation of mini-chains within the system. 

Next, an overview of franchising research is provided as a context for the further 

examination of multiple unit franchising. 

 

2.3 Overview of franchising research 

Over the last thirty years a significant amount of research has been conducted in 

the area of franchising from the economics, law, social science and marketing 

perspectives.  It has been suggested that existing franchising theory is highly 

fragmented and there is little evidence that researchers integrate their approaches across 

disciplines (Elango and Fried 1997).  As a result franchising research may be 

categorised into three broad areas which are the societal implications of franchising, 

issues concerning the creation of the franchising relationship, and the optimum 

operation of franchise systems.  Each of these areas will be discussed as is relevant to 

this research. 

As the research question focuses upon the reasons why franchisors and 

franchisees engage in multiple unit franchising practice, previous research into the 

creation of the franchising relationship will be reviewed.  So too, as multiple unit 

strategies are viewed by many franchisees and franchisors as a means of promoting 

future operational efficiencies (Grünhagen & Mittelstaedt 2000; Kaufmann & Dant 

1996), issues concerning the optimum operation of the ongoing franchise system will be 
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considered.  However, research examining the societal implications of franchising will 

only have limited relevance to this study. 

Societal advantages of franchising.  The first area of research focuses on the 

role and contribution made by franchising in society.  This research is often published in 

economics and law journals and questions the value of franchising within the scope of 

costs including (but not limited to) restrictive trade practices such as resale price 

maintenance and anti-competitive territorial arrangements (Sherer & Ross 1990).  As 

this area is not managerially oriented, it will not be emphasised in this research.  

However, consideration is given to issues of franchisor and franchisee control and 

opportunism in multiple unit franchising practice. 

Creation of franchising relationships.  The second area of research in 

franchising explores the creation of the franchising relationship.  Studies in these areas 

are largely published in management and economics journals and seek to measure the 

performance of a franchise system in terms of unit growth.  The main area of 

examination involves the identification of issues relevant as to why franchising occurs.  

This incentives-based approach is the most debated topic in franchising research and 

considers the impact that domestic and international expansion, rent-sharing between 

partnership entities and system structure suitability (to multiple unit franchising), have 

upon the decision to adopt vertically integrated distribution arrangements.  

Single unit analyses.  Much of the single unit literature attempts to examine the 

motivation to franchise from the franchisor’s perspective, citing arguments from 

resource-scarcity theories and agency theories (for example, Brickley & Dark 1987; 

Caves & Murphy 1976; Dahlstrom & Nygaard 1994; Krueger 1991; Lafontaine 1992b; 

Norton 1988a; Oxenfeldt & Kelly 1968; Rubin 1978).  Other theorists have attempted to 

juxtapose agency and capital rationales to answer the question ‘why do firms 
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franchise?’ (Carney & Gedajlovic 1991; Lafontaine 1992a; Martin 1988).  With the 

notable exceptions of Baron and Schmidt (1991), Kaufmann & Stanworth (1995), 

Knight (1986), Peterson and Dant (1990), Stanworth & Kaufmann (1996) and 

(conceptually) Caves and Murphy (1976), there has been little academic attention given 

to those factors that motivate a franchisee to purchase the rights to own and operate a 

franchise.  The motivations influencing franchisees and franchisors to enter single unit 

franchise agreements will be examined within the literature review. 

Multiple unit analyses.  In explaining multiple unit expansion, empirical studies 

have supported the view that an entrepreneur’s need to rapidly acquire capital and reach 

a minimum efficient scale of operation is of paramount importance (for example, 

Kaufmann & Dant 1996; Kaufmann & Kim 1995; Robicheaux, Dant & Kaufmann 

1994).  Studies relating to the desire of a franchisee to expand incrementally or to enter 

into area development agreements, have been limited in scope and not been extensively 

reviewed, as reliance has been placed on explanatory evidence of issues of system wide 

adaptability or rates of growth in specific location based franchise systems (often fast-

food) (for example, Bradach 1994; Kaufmann & Kim 1995; Zeller, Achbal & Brown 

1980).    

Additionally, the motivating factors behind the internationalisation of franchise 

organisations from a multiple unit viewpoint are limited in the literature, with the 

notable exceptions of Chan & Justis (1990), and Ryans, Sherry and Maskulka (1997).  

This shortfall in the franchising literature combined with a general reliance upon 

gathering industry specific data in empirical analysis, devalues the overall credibility of 

research in the franchising discipline. This has led researchers to call for a re-

examination and repositioning of existing theory into the multiple unit context of 

modern franchising (Kaufmann 1992; Kaufmann & Dant 1996; Sen 2001).  Previous 
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multiple unit exploratory and explanatory studies will be examined in the third section 

of this proposal. 

Optimum operation of existing franchise systems.  The third area of research 

broadly examines the efficient operation of existing franchises and draws from the retail 

marketing literature.  The role of franchisor power in controlling the actions of 

franchisees is examined (Carman & Klein 1986).  The role of perceived utility and 

resultant franchisee performance and satisfaction has been analysed within the 

marketing literature (Lewis & Lambert 1991; Schul, Little & Pride 1985).  Some 

researchers have determined that franchisees are more co-operative with franchisors if 

they perceive that their relationship within the system is beneficial, and if they are 

actively involved in the decision-making process (Guiltinan, Rejab & Rodgers 1980).   

Conversely, it has been found that franchisors who demonstrate isolatory and/or 

autocratic behaviour were more successful in averting inter-channel conflict than those 

who promoted participatory leadership strategies (Schul, Little & Pride 1983).  All of 

these factors impact upon existing franchisee satisfaction and performance and in turn 

influences their decision to purchase further franchise units. 

The decision to embrace franchising has been found to be influenced by the 

nature of the franchisee’s perceptions.  Perceptions play a significant role in the success 

or failure of ongoing franchising relationships and rely upon the level of franchisor 

cooperation and involvement (Lewis & Lambert 1991).  Studies have found that 

franchisees actively encourage a dependent relationship with the franchisor only when 

they perceive that future success is directly attributable to the franchisor (Anand 1987; 

Anand & Stern 1985).  The role of coercive power and franchisor control has been 

studied (Hunt & Nevin 1974), and franchisee satisfaction has been measured as a 

function of their role in the decision-making processes of the system (for example, 
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Guiltinan, Rejab & Rodgers 1980).  However, the changing roles of the principal and 

agent in the franchising relationship have been questioned (Elango & Fried 1997).  In 

particular, research shows that franchisors withhold information in order to gain an 

advantage (Lafontaine 1992b).  As some multiple unit arrangements add an additional 

layer of management in the form of area managers or chain level franchisees, then the 

role of information will change the nature of the agency relationship and impact upon 

the ongoing management of the franchising system.  Furthermore, the success of the 

franchising relationship will impact upon the sales of additional units to incumbent 

franchisees in the future.  These issues are considered in the literature review in the 

following sections. 

Therefore, this research will draw upon the extant single unit literature in 

examining relationships between multiple unit franchising and the ongoing management 

of franchising systems.  That is, franchisor and franchisee perceptions of future 

operational efficiencies derived through multiple unit structural configurations will be 

examined.   In particular, the asymmetric nature of information exchange between 

partner entities, parent franchisor and chain franchisee control issues, franchisor and 

franchisee incentives alignment and procedural integration in multiple unit franchising 

forms will enhance motivational research in franchising. 

 

2.4 Background of franchising in Australia 

This section provides a context for understanding the operation of franchising in 

Australia.  The previous section provided definitions of franchising and gave a general 

overview of the franchising literature.  The current section describes the history and 

status of franchising in Australia in order to provide a basis for the research. 
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 The recent history of the Australian franchising sector will now be outlined in 

order to facilitate international comparisons.  Business format franchising in Australia 

has been progressively growing since the 1970s.  Before this, little franchising was 

evident in Australia except for product franchising variants in the petroleum and motor 

vehicle industries (McCosker 1994).  Although some franchises were already operating, 

the introduction of the fast food franchises such as KFC and McDonalds, began the 

trend towards locally based franchises (Terry 1993) which resulted in an expansionary 

franchising sector (Terry 1996). 

 The development of intense business competition during the 1970s and early 

1980s, and the resultant failure of many small and medium sized businesses, 

encouraged the growth in franchising as it was perceived to be a safer alternative to 

independent operations (Terry 1991).  Franchising provided a means for small 

businesses to benefit from an established organisation and recognised brand name. The 

growth in franchising may also be attributed to the absence of intrusive regulatory 

controls on a state or federal level, an increasingly affluent local population and a 

willingness of the Australian people to accept new ideas and foreign investment (Lim & 

Frazer 2000; Terry 1996). 

 Although there was an acceleration in the creation of franchises during the 1980s 

as a result of the increased interest in franchising experienced by the financial and 

public sectors (Frazer 2000), media interest in the failure of some high profile franchises 

prompted questions as to the appropriateness of franchising as a medium of distribution 

(McCosker 1994).  Although an empirical study by Williams (1992) had found that 

franchise survival rates dwarfed those of small business, there was nevertheless a 

growing interest in consumer protection and sector regulation. 
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 The consequent calls for franchising sector regulation led to the formation of the 

Franchisors Association of Australia in 1981.  Later, in 1995, this private association 

extended its fiat to include franchisees and became known as the Franchise Association 

of Australia and New Zealand.  Due to the growth in its membership and international 

affiliations, it became known as the Franchise Council of Australia (FCA) in 1998.  The 

aims of the association are to represent equally franchisors, franchisees and other 

service providers including marketing consultants, advisors, solicitors, accountants and 

brokers.  The association is currently responsible for liaison with government and the 

franchising sector in relation to policy development (Franchising + Own Your Own 

Business 2001a). 

  

2.4.1 Franchising sector characteristics 

 Having briefly described the historical setting in which Australian franchising is 

placed; the next discussion will review the characteristics of the Australian franchising 

sector within the context of national franchising surveys. 

 National franchising sector surveys.  The first comprehensive survey of the 

Australian franchising sector was conducted by the Bureau of Industry Economics 

(BIE) in 1988.  This government survey found that the numbers of Australian business 

format franchisors exceeded the United States on a per capita basis (BIE 1990).  

However, the small numbers of franchise units per system indicated the relative 

immaturity of the sector. 

 In 1991, the Australian government Department of Industry, Technology and 

Commerce (DITAC 1992) conducted a national survey into franchising practice, and 

this was repeated by the Australian Bureau of Statistics (ABS) in 1994.  Both of these 

surveys were conducted during a period of significant expansion in franchising activity 
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and their results emphasised the growing importance of franchising in the wider 

community (Frazer 2000). 

 Further franchising data was collected in 1995 by the Department of Industry, 

Technology and Commerce (1997) in a longitudinal survey of Australian business 

(DITAC 1997).  This survey provided comparative data for independently owned 

businesses and franchised units.  The most comprehensive franchising sector surveys 

have been commissioned by the Franchise Council of Australia (FCA) (Frazer & 

McCosker 1999; Frazer & Weaven 2002; McCosker & Frazer 1998) and as well as 

confirming the sectors’ development as at a stage of ‘early maturity’ (Frazer 2000,       

p. 43),    these are the most recent sources of statistics relevant to the franchising sector. 

 Frazer (2000) postulates that the Australian franchising sector has reached a 

stage of early maturity based upon: the size and rate of growth experienced in the 

sector; the economic contribution of the sector to the national economy as a whole; the 

presence and use of internal support and monitoring mechanisms; the evidence of new 

market expansion; the level of internal conflict within systems; and those issues 

regarding franchising knowledge and control.  As this research is based upon data 

collected in a recent and comprehensive national survey of the franchising sector, 

explanation of each of these factors should provide valuable insight into current 

franchising practice.  All quoted statistics refer to the FCAs 2002 survey unless 

otherwise specified. 

 Size and growth rate of sector.  In 2002, a total of 700 business format systems 

held some 49 700 units (Frazer & Weaven 2002).  The average annual growth rate in 

terms of franchise units during the 1999 to 2002 period was approximately 8.5 percent.  

The age of firms and the length of franchisor experience have been increasing, possibly 

signalling a maturing franchise sector.  Franchises were also found to be increasingly 
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geographically dispersed indicating that franchise owners had sufficient resources to 

meet the increases in monitoring expenses associated with the growth of a larger system 

(Frazer & Weaven 2002).   

The 1998 survey found little evidence of multiple unit and multiple system 

ownership, attributing this to capital sector constraints and the lack of system 

corporatisation.  However, 2002 results showed a growing acceptance of multiple unit 

ownership with 43 percent of franchisors encouraging this practice in their systems 

(Frazer & Weaven 2002).  Presumably, as franchise systems grow and the availability 

of suitable franchisees becomes scarce, multiple unit franchising practice will be 

favoured.  Anecdotal evidence suggests that franchisors may encourage existing 

franchisees to own additional units in an attempt to minimise future conflict due to the 

unrealistic expectations of naïve franchisee incumbents. 

 Economic contribution.  The franchising sector contributes more than $76.5 

billion to the national economy each year (Frazer & McCosker 1999).  The total number 

of persons employed in business format franchise systems was estimated to be 388, 500 

in 2002.  Although this is lower than figures reported in the 1998 and 1999 surveys, 

there has been a significant trend from casual to permanent employment which may be 

indicative of a growing confidence in the economy towards franchise organisations 

(Frazer & Weaven 2002). 

 Internal support mechanisms.  The Australian franchising sector is proficient 

in the provision of internal support and monitoring structures.  The 1998 survey found 

that franchisors emphasised franchisee selection techniques in order to minimise future 

underperformance.  These included the use of minimum cash investment ceilings, 

comprehensive franchisee profiling, and the use of trial periods in order to qualify 

potential franchisees.  There was some evidence of franchisors maintaining at least one 
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company owned franchise for franchisee training and market testing purposes (Frazer & 

Weaven 2002).  Franchisee support increased with most franchisors providing operating 

manuals and pre-opening instruction.  Other methods of support were in evidence such 

as financial packages, the provision of ‘turnkey’ operations (Frazer 2000, p. 41), and 

help with franchise site selection and start up support. 

 Domestic and international expansion.  As well as domestic expansion, 

franchisors continue to expand their operations overseas.  In 2002 one quarter of 

franchisor respondents reported that they had international operations, which 

represented a 150 percent increase on the percentage reported in 1991 and a 100 percent 

increase on 1998 results.  Notable increases in specific industries include property and 

business services (up from 17 percent in 1994 to 35 percent in 1998) and construction 

and trade services (up from 4 percent in 1994 to 10 percent in 1998).    

 Internal system conflict.  The Australian franchising sector is showing a 

mature approach to the handling of conflict as shown by more than 44 percent of survey 

respondents who used Franchise Advisory Councils as a means of 

mediation/communication in their systems (McCosker & Frazer 1998).  Fewer than 17 

percent of franchisors were involved in a ‘substantial dispute’ with their member 

franchisees during the June 2001 to June 2002 period.  While this was lower than the 24 

percent reported in 1999 and similar to the 17 percent reported in 1998, a different 

definition of ‘substantial disputes’ makes comparison difficult (Frazer & Weaven 2002, 

p. 47).   

Consistent with 1999 data, more disputes were resolved through litigation 

despite the requirement of the Franchising Code of Conduct to attempt to resolve 

disputes through mediation.  Nevertheless, less than one percent of the franchised units 

held by respondent franchisors were involved in disputes.  As in 1999, the most 

 49



 

common causes of disputation were lack of compliance with the system (27 percent), 

the payment of fees (15 percent) and misrepresentation issues (15 percent).  Similar to 

1999 figures, only 17 percent of franchise agreements were terminated in the June 2001 

to June 2002 period, representing a 29 percent decrease from the 1998 results. 

 External knowledge and control.  The four surveys reviewed in this research 

in the decade to 1998 have led to a better understanding of franchising practice in 

Australia.  The growth of available literature from a variety of public and private 

sources, including the Franchise Council of Australia, has contributed to the creation of 

a more informed franchise population, which in turn has promoted greater operating 

efficiency in the sector as a whole.  A new professionalism is evident in Australian 

franchising and this is largely attributable to the growth in franchising higher education 

programmes in Universities and colleges, together with the increased importance placed 

upon the sector by the Australian government (Frazer 2000).   

Australian franchising sector regulation.  The level of (early) franchising 

sector development described in the last section is reflected in Australia’s current 

approach to regulation.  Since 1 July 1998, franchising practice has existed within the 

framework of a mandatory Franchising Code of Conduct.  The purpose of this Code is 

to assist franchisors and franchisees to make informed decisions prior to entering into 

franchise agreements and also to provide enforceable guidelines for efficient and fair 

dispute resolution (Franchising Code of Conduct 1998).  Although industry 

professionals have cited limitations of the Code, including issues of ambiguity and cost 

(for example, Ritchie 2001), the Code represents a positive alternative to the regulatory 

failures in the past. 

 Franchising regulation in Australia has experimented with a myriad of different 

systems.  It has progressed from an unregulated era (prior to 1981), through quasi-
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regulation (during the 1981-1987 period), and deregulation (1987-1993), to self 

regulation (1993-1996), back to deregulation (1997) and federal regulation (1998 to the 

present) (Terry & Giugni 1998).  Table 2.1 provides a comprehensive discussion of the 

different regulatory regimes experienced in Australia. 

 
Table 2.1 

Summary of franchising regulatory regimes 
 

REGULATION CHARACTERISTICS 

Unregulated era 
(prior to 1981) 

 
No specific regulation governing the franchising sector.  Reliance upon normal laws governing 
commercial activity such as the Trade Practices Act 1974 (TPA -Commonwealth).  Section 52 
prohibits misleading or deceptive conduct, allowing franchisees to seek redress based upon 
franchisor representations.  
In 1976 the Swanson committee reviewed the application of TPA in response to franchisee 
termination problems.  No legislative changes were recommended. 
In 1979, a TPA consultant committee (Blunt committee) recommended legislative changes 
with the aim of increased franchisee protection.  No changes were instigated.  
Specific commonwealth legislation existed - Petroleum Retail Franchise Act. 
 

Quasi-regulated era 
(1981-1987) 

 
In 1981, the Western Australian Supreme Court held that franchisors’ recruitment of 
franchisees came under the ‘prescribed interest’ provisions of Corporations Law dealing with 
the offering of certain investment schemes to the public (Commissioner for Corporate Affairs 
v Casnot Pty. Ltd.).  This precedent enabled corporate regulators including the National 
Companies and Securities Commission (NCSC) to assume jurisdiction requiring franchisor 
compliance with a number of statutory provisions. 
Amendments to Corporations law removed franchising from its scope in 1987. 
 

Deregulation    
(1987-1993) 

 
No specific laws applied to franchising sector. 
In 1990 federal government (Beddal Report) recommended to reinvestigate franchising 
legislation. In 1990 a government task force investigated the ‘potential of self-regulatory codes 
for countering market failure in franchising’ (Franchising Task Force 1991, p.ii) and 
consequently recommended a self-regulatory regime.  The recommendation was accepted and 
the voluntary Franchising Code of Practice was enacted (on a trial basis) in February 1993. 
 

Self – regulated era 
(1993-1996) 

 
Code was deemed to be flawed 14 months since inception.  Additionally, the Franchising Code 
Council that administered the Code was disbanded in December 1996. 
 

Deregulated era 
(1997-1st July 1998) 

 
The federal government reviewed the recommendations of the Parliamentary Standing 
Committee on Industry, Science and Technology Inquiry into Fair Trading.   
 

Federal Regulation 
(1st July 1998 – 
present) 

 
Mandatory code of conduct introduced as an amendment to Trade Practices Act 1974.  Purpose 
of code to improve franchisee and franchisor relationships and provide a framework for 
dispute resolution.  Introduction of Trade Practices Industry Codes – Franchising Amendment 
Regulations (2001).  Major amendments include introduction of short form disclosure 
document, clarifying position of master franchisees, and franchisee disclosure obligations prior 
to selling a franchise unit.   
 

Source: Terry 1993; Terry 1996; Terry & Giugni 1998. 
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Prior to 1981 there was no specific regulation governing the Australian 

franchising sector apart from the Commonwealth Petroleum Retail Franchise Act 1980 

(Terry 1996; Terry & Giugni 1998).  The franchising sector was only bound by general 

laws governing commercial activity, in particular the Trade Practices Act 1974 (Cth) 

(TPA).  Under section 52 of the TPA, franchisees could seek recourse from franchisors 

regarding alleged misleading or deceptive conduct. 

 During the period 1981 to 1987, the Australian franchising sector operated in a 

‘quasi-regulatory environment’ (Terry 1993, p.19).  In a landmark case (Commissioner 

for Corporate Affairs v Casnot Pty. Ltd.), the Western Australian Supreme Court 

determined that franchisee recruitment practices should be covered by the prescribed 

interest provisions of Corporations law.  As a result, corporate regulators such as the 

National Companies and Securities Commission required franchisors to abide by certain 

statutory provisions (Terry & Giugni 1998). 

 A period of deregulation existed in the years between 1987 and 1993 with no 

specific laws relating to franchising being applied (Terry 1996).  However, due to the 

identification of a variety of problems associated with the franchising sector by the 1991 

Franchising Task Force, a voluntary Franchising Code of Practice was instigated under 

the administration of the Franchising Code Council Limited.  Consequently, franchisors 

were expected to comply with a number of requirements including the provision of a 

disclosure document containing information about the franchisor and franchise system 

at least seven days prior to signing the franchise agreement, the provision of a seven day 

cooling-off period after signing the agreement, and the use of alternative dispute 

resolution methods involving mutual negotiation (Franchising Code of Practice 1995). 

 The Gardini report (1994) (Australian Law Reform Commission 68) found that 

only 50 to 60 percent of franchisors had registered with the Franchise Code Council at 
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that time and subsequently recommended that the franchising sector be self-regulated 

within the provisions of Corporations’ law.  However the federal government chose to 

strengthen the Trade Practices Act (Cth.) so as to provide a strong underpinning to the 

Code of Practice and also to establish a small business unit to monitor the actions of 

unregistered franchisors (Frazer 1997).  Ultimately, the perceived failure of the Code of 

Practice to address prominent franchising problems led to the disbanding of the 

Franchising Code Council in 1996. 

 The demise of the Code of Practice resulted in the franchising sector again 

reverting to self-regulation (Terry & Giugni 1998).  The rise in disputes in 1997 and 

1998 led to demands for a review of the Australian regulatory framework (Lim & Frazer 

2000) which ultimately led to the introduction of the mandatory Franchising Code of 

Conduct in 1998.  The purpose of the Code is to assist in helping franchisors and 

franchisees make an informed decision before entering into a franchise agreement.  This 

Code is divided into four sections.  The first section details definitions and terms used in 

the Code.  The second section requires franchisors to provide a standard form of 

disclosure document to prospective franchisees prior to the execution of the franchise 

agreement.  This document must be provided at least seven days prior to the agreement 

being signed and must be updated annually and available to franchisees upon request.  

The third section lays out certain conditions for the franchise agreement including a 

seven-day cooling-off period following the signing of the agreement.  The last section 

requires franchisors and franchisees to attempt mediation and conciliation to settle 

disputes prior to entering litigation (Franchising Code of Conduct 1998). 

 Although disputes still occur in the franchising sector, there is some evidence 

that the Franchising Code of Conduct (1998) has been effective in reducing litigation 
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through the enforcement of other forms of dispute resolution (Lim & Frazer 2000; 

McCosker & Frazer 1998). 

 

2.4.2 Australian franchising literature 

 Early Australian studies reflected the immature stage of development of the 

franchising sector, and were mainly descriptive in nature.  Attributes including industry 

size, the size of franchise firms, the geographical spread of units, turnover, franchise 

fees and operational procedures, dominated the literature.  The earliest studies suffered 

from a lack of external validity due to the small and unrepresentative sample sizes 

(Bureau of Industry Economics 1981; Welch 1989).  More reliable data was obtained 

from larger and more sophisticated studies conducted in the early 1990s (Australian 

Bureau of Statistics 1994; Bureau of Industry Economics (BIE) 1990; Department of 

Industry, Technology & Commerce 1992; McCosker 1992).  However, as shown in 

Table 2.2, these studies only attempted to provide information as to the current status of 

the sector. 

 Following on in Table 2.3, explanatory research began to emerge, although no 

consistent theme is evident.  For example, researchers have examined linkages between 

a firm’s growth and the use of Franchise Advisory Councils (FACs) (McCosker, Frazer 

& Pensiero 1995), factors relating to franchise agreement terminations (Frazer & Terry 

2002) the effect of sector regulation (Lim & Frazer 2003), and issues of encroachment 

(Terry 2001).  Perhaps this lack of visible correlation in the literature has fuelled a re-

emergence of exploratory/descriptive work in the past few years (for example, Frazer & 

McCosker 1999; McCosker & Frazer 1998).   However, international experience, 

together with the current level of Australian franchising sector maturity, would indicate 
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that conceptual (shown in Table 2.4) and explanatory research should continue to grow 

in the future. 
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Table 2.2 
Australian franchising studies – exploratory/descriptive studies 

RESEARCHERS OBJECTIVE/AIMS SURVEY/METHOD MAJOR FINDINGS 

Bureau of Industry 
Economics (BIE) 
1981 

System wide descriptive 
survey.  
 To provide data about the 
Australian Franchising 
Sector. 

Postal survey of small firms in Australia. 
Conducted in 1978. 

 The majority of franchisees were involved in product franchising. 
  Approximately 20 percent of non-manufacturing small firms used 
franchising as a distribution channel.  Of these, 57 percent comprised of 
motor trades industries and 34 percent were involved in wholesale 
distribution. 

McCosker 
1989 

Exploratory survey to 
identify common attributes 
and characteristics of 
franchisees that perform 
well.  Data was compared 
with data collected in 
similar surveys in the 
United Kingdom and  
Canada. 

Survey of 50 business format franchises in 
Toowoomba, Queensland, Australia. 

 Characteristics common to all respondent franchisees were identified. 
 Franchisees were between 25 and 44 years, had previous business and 

management experience, parents had a history of self-employment, 
previous experience in white collar occupations, had an education 
equivalent to grade 12 or above, had invested a total of less than 
$100,000 in the franchise unit(s), had a total debt load of 30 percent and 
used bank finance. 

Welch 
1989 

Exploratory study.   
 To study the incentives 
behind international 
expansion of Australian 
franchises. 

Sample of 19 franchisors 

 This study emphasised the importance of ‘external change agents’ such 
as potential clients in adopting international expansion strategies.   

 Found a strong bias toward culturally similar locations such as New 
Zealand.   

 Found some inference of proximity.  
 Found that overall, the main focus was on domestic expansion. 

Bureau of Industry 
Economics (BIE) 
1990 

System wide descriptive 
survey.  
 To obtain descriptive data 
on business format 
franchising in Australia to 
use in comparisons with a 
similar study conducted in 
the United States (United 
States Department of 
Commerce, (1988) 
Franchising in the 
Economy, 1986-1988, 
Kostecka). 

 Telephone survey of business format 
franchises in Australia.  Sample was 
compiled from: 
 Stirling, (1988) The Directory of 
Australian Franchise Opportunities; and 
 Williamson (1988) Australian Franchise 
Opportunities Handbook 1986-1987. 
 Sample size of 230.  An 80 percent 
response rate was achieved equating to 
184 respondents. 

 More than 60 percent of franchisors engaged in retail, retail food units, 
automotive products and service industries.   
 The average number of units was 56.   
 Highest turnovers were observable real estate, and retail food 
establishments.   
 Findings were consistent with a less developed stage of sector maturity. 
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Table 2.2 
Australian franchising studies – exploratory/descriptive studies 

(continued) 
RESEARCHERS OBJECTIVE/AIMS SURVEY/METHOD MAJOR FINDINGS 

Department of 
Industry, 
Technology & 
Commerce 
(DITAC) 
1992 

System wide descriptive 
survey. 
 To collect system wide 
franchising data to assist 
the Franchising Task 
Force in investigating the 
options for self-regulation 
in the franchising sector. 

Sample was compiled from: 
 Stirling, (1991) The Directory of 
Australian Franchise Opportunities and 
 McCosker and Stirling (1991) FAA 
membership 
 Questionnaire was adapted from 1988 
Bureau of Industry Economics survey. 
 Survey was faxed and mailed to firms. 
 Sample size of 452.  A 52 percent 
response rate was achieved equating to 
237 respondents. 

 Comprehensive statistics were found on the number of units, turnover, 
franchise fees, employment, franchising imports/exports, and operational 
variables such as franchise manuals.  An increase on company owned 
units was found.   

Franchisors 
Association of 
Australasia (FAA)  
1992 and  
Franchisors 
Association of 
Australasia and 
New Zealand 
(FAANZ) 
1993 

System wide descriptive 
surveys. 
 To report on the current 
status of business format 
franchising in Australia 
and identify future trends. 

FAA: Questionnaire sent in the post to 844 
firms of which 400 were estimated to be 
franchises.  20 percent response rate 
achieved equating to 83 responses. 
 
FAANZ: Questionnaire sent in the post to 
750 firms of which 450 were estimated to 
be franchises.  15 percent response rate 
achieved equating to 67 responses 

 FAA:  
 The largest industry involved in franchising was the fast food and 
restaurant industry (28 percent).   
 34 percent of franchisors commenced franchising within one year of 
commencing operations.   
 The total proportion of franchise units increased form 84 percent to 85 
percent during 1990-1991.   
 80 percent of franchises charged a royalty fee of approximately 3 percent 
of turnover.   
 Over 74 percent of franchisors charged an advertising levy of 2 to 3 
percent. 
 FAANZ: 
  Fifty one percent of franchisors were in the food industry.   
 27 percent of franchisors commenced franchising within one year of 
commencing operations.   
 The proportion of franchised units increased from 85 to 88 percent 
during the period 1991-1992.  
 Average intial franchise fee was approximately $30, 000.   
 Royalties had increased on average to 4 to 6 percent and adverting levies 
were mostly 1 to 3 percent of sales. 
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Table 2.2 
Australian franchising studies – exploratory/descriptive studies 

(continued) 
RESEARCHERS OBJECTIVE/AIMS SURVEY/METHOD MAJOR FINDINGS 

McCosker 
(1992) 

International franchising 
exploratory survey. 
 Aimed to measure the 
extent of international 
franchising by domestic 
operators and to determine 
what factors motivated 
international expansion. 

 Survey questionnaire was sent to 84 
business format franchisors with 
franchisees in other nations.   
 50 percent response rate achieved. 

 Confirmed the youth of the Australian franchising sector.   
 A large number of franchisors in a wide range of industries indicated that 
they were involved in international expansion, or were considering this 
in the near future.   
 Approximately half of the franchisors had established operations 
overseas since 1985. 

Small Business & 
Development 
Corporation 
(1992) 

Regional descriptive survey. 
 To provide data on 
franchising sector in 
Western Australia 

 Telephone interviews with 115 
franchisees in 1991.   
 More than 50 percent of the respondents 
were from the retail industry 

 Statistics relating to the employment numbers in the franchising sector, 
business performance and confidence, disputes and the franchising 
relationship. 
 Data re: advantages and disadvantages of franchising from the 
franchisee perspective 

Williams 
(1992) 

Longitudinal survey. 
To conduct a study of small 
firms in Australia from 1973 
to 1990 

 A sample of 2140 franchises in 
Australia was derived form a total 
sample of 33, 623 new small firms. 

 The survival rate of franchised firms was found to be 76.5 percent in 
comparison to 33 percent of all small businesses during an 18-year 
period.   
 Similarly franchised firms became profitable 1.5 years earlier that small 
businesses generally. 
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Table 2.2 
Australian franchising studies – exploratory/descriptive studies 

(continued) 
RESEARCHERS OBJECTIVE/AIMS SURVEY/METHOD MAJOR FINDINGS 

Australian Bureau 
of Statistics 
(1994) 

System wide descriptive 
survey. 
To survey all Australian 
businesses thought to be 
franchisors. Emphasis was 
placed on: growth and size 
of the franchising sector, the 
proportion of franchisors 
participating in the 
voluntary code of conduct 
recommendations 
(Franchising Code of 
Practice), the extent of 
training given to franchisees 
and the level of compliance 
with the code. 

 Database sourced from the FAA and the 
FCAC, Motor Trades Association of 
Australia (MTAA)and government 
departments. 
 832 firms.  67 percent response rate 
achieved equating to 372 responses. 

 Comprehensive statistics on various demographic and operational 
variables detailed as comparison data in section   - Franchise sector 
characteristics. 

Queensland 
Department of 
Tourism, Small 
Business and 
Industry 
McCosker 
1996 

Exploratory survey. 
 To examine opportunities 
for franchisors to replicate 
franchises internationally. 
 Additionally, to determine 
factors deterring 
international expansion 
and develop strategies to 
compensate for these. 

Personal interviews with public and private 
sector representatives together with case 
studies of six successful Australian 
franchisors operating retail food and real 
estate franchises in Asia. 

 Found that most international franchisors operating in Asia were from 
the United States and were in the retail food industry, such as KFC, 
Pizza Hut and so on.   
 Master franchising and joint venture agreements were common methods 
of expanding operations across geographic and cultural borders.  
 Although none of the countries surveyed had franchising legislation, 
there was a general acceptance and growing interest in franchising.  
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Table 2.2 
Australian franchising studies – exploratory/descriptive studies 

(continued) 
RESEARCHERS OBJECTIVE/AIMS SURVEY/METHOD MAJOR FINDINGS 

Frazer & 
McCosker 
1995 and 1996 

 
 To assess and gain insight 
into the structure of 
franchise fees within 
Australia and to highlight 
future research agendas. 

Semi-structured interviews with 29 
franchisors. 

 Franchisors used a variety of fees/royalty methods including initial 
franchise fees, transfer fees, continuing fees, product mark-ups, renewal 
fees and marketing levies. 

McCosker & 
Frazer 
1998 
Survey  

System wide survey of 
franchisors. 
 To investigate and report 
on the current status of 
business format 
franchising and 
specifically identify the 
size, growth and features 
of the franchising sector in 
Australia. 

Questionnaire sent in the post to 730 firms.  
20 percent response rate achieved equating 
to 83 responses 

Findings are detailed in previous section – Franchise sector characteristics.  

Frazer & 
McCosker 
1999 
Survey  

System wide survey of 
franchisors. 
 To investigate and report 
on the current status of 
business format 
franchising after the 
introduction of the 
Franchising Code of 
Conduct (1998) 

Questionnaire sent in the post to 803 firms.  
23 percent response rate achieved equating 
to 165 responses 

Findings are detailed in previous section – Franchise sector characteristics.  

Frazer  
(2001) 

 To explore the motives for 
discontinuing a 
franchising strategy from 
the franchisor’s 
perspective 

Combination of telephone and semi-
structured personal interviews with 14 
firms. 

 Preliminary disconfirmation of ownership redirection motives in for       
franchising discontinuance.   
 Franchisor perception of franchisee commitment and effort was linked 
to the decision to discontinue franchising. 
 Identified link between industry type and franchising discontinuance. 
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Table 2.2 
Australian franchising studies – exploratory/descriptive studies 

(continued) 
 

RESEARCHERS OBJECTIVE/AIMS SURVEY/METHOD MAJOR FINDINGS 

Frazer & Weaven 
2002  
Survey 

 To investigate and report 
on the current status of 
business format 
franchising in Australia 
since the introduction of 
franchising legislation. 

Questionnaire administered on the World 
Wide Web.  21.1 percent response rate 
achieved equating to 114 responses 

 Findings are detailed in the previous section – Franchise sector 
characteristics. 
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Table 2.3 
Australian franchise studies – explanatory studies 

 
RESEARCHERS OBJECTIVE/AIMS SURVEY/METHOD MAJOR FINDINGS 

McCosker, Frazer 
& Pensiero 
(1995) 

 To determine how and 
why Franchise Advisory 
Councils (FAC’s) are 
formed and operate.  
Emphasised the 
effectiveness of FAC’s in 
terms of franchisee and 
franchisor satisfaction 

Questionnaire sent to a random sample of 
370 franchisors.  29 percent response rate 
was achieved.  57 percent confirmed they 
had an FAC.   
A separate questionnaire was sent to a 
sample of 370 franchisees who were 
members of the franchisor respondent’s 
systems.  23 percent response rate was 
achieved. 

 65 percent of franchises have an FAC or similar.  88 percent of firms 
with these FAC’s have been franchising for 5 or more years and had an 
average of 30 units when the FAC was first formed. 
 The primary objective of FAC’s was to improve franchisee and 
franchisor relationship through communication.  However, both 
franchisees and franchisors reported a significant difference between the 
reasons for introducing an FAC framework and its’ perceived 
effectiveness. 

 
Hing 
1995 

 To investigate how 
franchisee and franchisor 
characteristics impact 
upon franchisee 
satisfaction in the 
Australian restaurant 
industry.  
 Additional aim to 
determine the 
consequences of 
franchisee satisfaction. 

Stage 1. 27 franchisors in Australia were 
invited to participate in the survey. 40.9 
response rate equating to 9 firms. 
Stage 2. Questionnaires mailed to 229 
franchisees of the 9 franchisors.  A 58 
percent response rate was achieved which 
represented 132 respondents. 

 The need for achievement, use of advisors prior to franchisee purchase, 
the amount of disclosure information, the method of franchisee selection 
and the initial and ongoing support provided by franchisors all impacted 
upon franchisee satisfaction levels after franchise purchase. 
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Table 2.3 
Australian franchise studies – explanatory studies  

(continued) 
 

RESEARCHERS OBJECTIVE/AIMS SURVEY/METHOD MAJOR FINDINGS 

Frazer & Stokes 
(1997) 

 
 To empirically investigate 
incentives for franchising 
within the context of 
contracting cost and 
capital constraint 
frameworks in Australia.  

Data was obtained from the FAANZ 1993 
survey of Australian franchisors (detailed 
earlier in this table).   
Questionnaire sent in the post to 750 firms 
of which 450 were estimated to be 
franchises.  15 percent response rate 
achieved equating to 67 responses 

 Agency problems associated with a greater level of repeat customers and 
lower required start-up investment in franchise units creates incentives 
for franchising.   
 Found evidence to support the contracting cost framework and rejected 
the capital cost explanation of the incentives for franchising from the 
single unit perspective. 

Frazer & Terry 
(2002) 

 To provide descriptive 
information about 
franchise terminations in 
Australia. 

Data was collected from franchisors in 
1998 and 1999.  
Two-stage data collection process.  Mail 
survey followed by a letter and telephone 
call to franchisor respondent. 
First stage.  A mail questionnaire was sent 
to 693 firms.  26.8 percent response rate 
achieved equating to 186 responses. 
Second stage.  Telephone interviews with 
the franchisor respondents from stage one 
that had terminated franchise agreements.  
81.9 percent response rate equating to 68 
responses.  

 Mature franchise systems are more likely to experience franchise 
terminations than younger systems. 
 Support for a relational approach to termination. 
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Table 2.3 

Australian franchise studies – explanatory studies  
(continued) 

 
RESEARCHERS OBJECTIVE/AIMS SURVEY/METHOD MAJOR FINDINGS 

Lim & Frazer 
(2003) 

 To empirically investigate 
the effect of the 
introduction of the 
Franchising Code of 
Conduct (1998) on the 
franchising sector and the 
franchisor/franchisee 
relationship. 

Data was obtained in two stages. 
Stage 1 
 Data from the 1998 and 1999: 

Franchising Australia 1998: A survey 
of  franchising practices and 
performance, and 
 Franchising Australia 1999: A survey 

of  franchising practices and 
performance. 

Stage 2 
 Semi structured interviews with 12 

franchisors and their franchisees. 

 Found that limitations of the Code were related to its ambiguity, cost, 
time consumption and applicability to all franchise sector participants. 
 Found the Code to be beneficial in standardising guidelines for the 
sector, improving communication between franchisors and franchisees 
and emphasizing the need to maintain an equitable power balance within 
franchising relationships. 
 Recommended future changes to the Code in order to promote 
participant understanding and improve flexibility with regard to certain 
industries in the sector. 
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Table 2.4 
Australian franchise studies – conceptual analyses 

 
RESEARCHERS OBJECTIVE/AIMS ANALYSIS MAJOR FINDINGS 

Frazer 
(2000) 

 To assess the level of 
maturity of the Australian 
franchising sector. 

Contrasted and compared data from 
various descriptive studies conducted 
within 1991-1998. 

 Determined that the Australian franchising sector has reached a stage of 
(early) maturity with only a few exceptions. 
 Franchising sector is proficient in the provision of internal support 
mechanisms. 
 Australian franchises are increasingly expanding into international 
markets. 
 Internal conflict is declining as franchises increasingly adopt mediation 
mechanisms such as Franchise Advisory Councils. 
 Franchising education and increasing levels of professionalism are 
evident in the sector. 
 Sector maturity is evident with the introduction of franchising 
legislation. 
 Multiple unit and multiple outlet franchising show little evidence of 
acceptance. 

Terry 
(2001) 

 To examine the legal and 
commercial issues arising 
from the influence of 
business to business, and 
business to consumer 
practices in business 
format franchising. 

 Analysis of intra-system conflict within 
franchise companies as a result of 
Internet sales and encroachment issues. 
 Examined several high profile cases 
involving franchises in mature and 
immature industries. 

 Recommended that franchisors should be inventive in developing their e-
business model, and should engage franchisees in the development of 
this model.  In particular, emphasis was given to the creation of a 
commercial partnership with franchisees, rather than an over reliance 
upon legal agreements. 

Weaven & Frazer 
(2003) 

 Review of extant 
literature pertaining to the 
motivations of 
individuals and 
companies to enter 
multiple unit franchise 
agreements. 

Literature review, construction of 
conceptual model and presentation of a 
set of propositions explaining multiple 
unit adoption in Australia. 

 The decision to adopt multiple unit arrangements is explained the 
franchisor (anticipated growth, strategic control, contiguity of existing 
units, experience in franchising, agency cost effects and corporate 
structure), the franchisee (experience and involvement at the store level), 
and the franchisor/franchisee relationship (the level of intra-firm 
conflict).  

Source: Adapted for this research. 
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2.5 Conclusion.   

 This chapter provided a preliminary overview of franchising research.  

Definitions of franchising, the types of franchising forms and the structure of business 

format franchising were described.  The nature and relative advantages and 

disadvantages associated with the distinct types of multiple unit system configurations 

were detailed.  Then, an overview of franchising research was summarised, categorising 

the nature of existing franchising theory.  Following this, an historic summary of the 

Australian franchising was provided, describing the characteristics of the Australian 

franchising sector within the context of national franchising survey findings.  Finally, 

the development of the Australian franchising literature was examined, showing the 

development from descriptive and exploratory research to explanatory studies.  The next 

chapter presents and examines the previous research conducted into the motivations to 

franchise and multiple unit franchise from both the franchisor’s perspective.  Then, after 

identifying gaps in the literature, general propositions are presented explaining the 

decision to adopt multiple unit franchising arrangements. 
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CHAPTER 3  LITERATURE REVIEW AND GENERAL   
   PROPOSITION DEVELOPMENT 
 

3.1 Introduction 

Definitions of franchising, the types of franchising forms and the structure of 

business format franchising were described in the previous chapter.  Then an overview 

of the Australian franchising sector was presented.  Following this, past and current 

Australian franchising literature was reviewed.   

The current chapter is organised into five sections as shown in Figure 3.1.  The 

two dominant explanations for franchising from the franchisor’s perspective are 

presented in section 3.2 within the context of the single unit franchising proprietorship.  

Next, international exploratory, empirical and conceptual studies of multiple unit 

franchising are examined in section 3.3.  In section 3.4, a series of general propositions 

is presented to explain a franchisor’s motivation to adopt multiple unit arrangements.  

Finally, a summary of the chapter appears in section 3.5. 
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Figure 3.1 
Outline of Chapter 3 

3.1 
Introduction 

3.2 
Incentives for single 

unit franchising 

3.2.1 
Franchisor incentives 

analysis 

3.3 
Multiple unit franchising 

3.4 
General proposition 

development

3.5 
Conclusion 

 
 

Source: developed for this research 
 

3.2 Incentives for single unit franchising 

 The body of franchising research that deals with the choice of organisational 

form examines the motivational incentives that influence entrepreneurs to choose 

franchising expansion rather than expansion through company owned units.  The 

underlying premise of this research is that once an entrepreneur perceives a market 

opportunity, he or she is motivated to adopt franchising if it promises more rapid growth 

than is possible through other means (Oxenfeldt & Kelly 1968).   

Two distinct and competing theories used to explain the success of franchising 

as an organisational form are resource constraints and agency variants.  Resource 

constraints or resource-scarcity theories endorse the choice of franchising as a method 

of extending capital, labour and managerial limitations on future growth.  An implied 
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tenet of this theory is that a firm’s commitment to franchising diminishes as it matures 

and no longer needs to extend its resources.  As a result, many systems would be 

characterised by a plural form of distribution (Bradach 1997), that is the simultaneous 

use of both company owned and franchised units within the same franchise system.  

Agency theory views franchising as a method of aligning the incentives of principals 

(franchisors) and agents (franchisees and/or employee managers) thus minimising costs 

associated with the management of geographically dispersed units.  While these theories 

have received varying degrees of empirical support, there is probably no single 

explanation for franchising:  

Past studies have relied on a single theoretical paradigm to explain franchisor 
strategy and none have obtained a model with strong explanatory power. 
(Combs & Castrogiovanni 1994, p. 2). 
 

Further complicating our understanding of why firms choose to franchise is the 

variety of franchising forms that coexist under the term ‘franchising’.  Contemporary 

franchising systems employ a variety of expansionary strategies including company 

owned units, single franchise units, multiple franchise units, or a combination of these 

alternatives (Kaufmann 1992; Robicheaux, Dant & Kaufmann 1994).  It follows that the 

historic focus on identifying advantages associated with the single unit franchising 

model may only provide a preliminary step in building our understanding of the motives 

leading to the adoption of multiple unit arrangements.  Recently researchers have 

suggested the need to investigate, refine and integrate aspects of competing incentives 

explanations to explain the choice of hybridised franchising arrangements (Kaufmann 

1996; Kaufmann & Dant 1996). 

The different theoretical explanations for the choice of traditional franchising 

and multiple unit franchising as organisational forms will be examined within the scope 

of relevant empirical evidence. 
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3.2.1 Franchisor incentives analysis 
 

Resource scarcity. Resource scarcity theory originally explains franchising as a 

method of capital acquisition (Oxenfeldt & Kelly 1968).  Later research identifies the 

role of human capital (Norton 1988a; Norton 1988b), managerial talent (Combs & 

Castrogiovanni 1994; Oxenfeldt & Kelly 1968), and local market knowledge (Combs & 

Castrogiovanni 1994).  While resource scarcity theory has face validity and some 

empirical support, researchers have criticised its value by citing incompatibility with 

finance (Rubin 1978) and incentives analysis theories (Brickley & Dark 1987; Caves & 

Murphy 1976; Norton 1988a; Norton 1988b).  The following section describes the 

nature and development of these theories and raises issues pertinent to the study of 

multiple unit arrangements. 

The hypothesis that franchising is motivated by the franchisor’s lack of financial 

capital is amongst the earliest explanations for franchising (Caves & Murphy 1976; 

Hunt 1973; Oxenfeldt & Kelly 1968; Oxenfeldt & Thompson 1969; Ozanne & Hunt 

1971).  According to this capital market imperfection argument the franchisor is able to 

secure capital at lower cost by enlisting franchisees than through eliciting investment 

from other sources.  Franchisees are viewed by the franchisor as an inexpensive method 

of dealing with the problem of limited capital.  Then, as the franchise organisation 

acquires sufficient capital, the franchisor will take over the larger and more profitable 

units from the franchisee, allowing franchisees to retain control of less profitable or 

remote units (Carney & Gedajlovic 1991; Oxenfeldt & Kelly 1968).  This ownership 

redirection strategy is particularly attractive to franchisors when their remuneration is 

not directly linked to the growth in unit profitability, as evident in franchise agreements 

that do not contain a provision for variable royalty payments (Caves & Murphy 1976).  
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Researchers provided initial empirical support for this hypothesis finding an 

aggregate trend toward company controlled units in the United States fast-food industry 

(Hunt 1973).  They also discovered that, during the 1960s and 1970s, larger and older 

units were more likely to revert back to company ownership, a trend that was reiterated 

in a later examination of motel, hotel and restaurant franchises in the United States 

(Caves & Murphy 1976).  However, the validity of these findings is questionable given 

that over 70 percent of the increases in company ownership were attributable to the 

development of new units rather than company buy-backs (Hunt 1973).  In addition to 

these mixed results, later research found that the incidence of company ownership 

systematically increased over a ten year period, although no causation was shown 

(Anderson 1984). Although other research shows a growth in company ownership in 

maturing systems (Thomas, O’Hara & Musgrave 1990), and indicates the importance of 

capital acquisition in newly established franchises (Sen 1993), the capital incentive 

rationale has been dismissed by many researchers given the availability of cheaper 

sources of capital.   

The capital constraint theory has been denounced as it does not adequately 

explain why many firms endorse franchising expansion policies when they have access 

to full capital markets (Brickley, Dark & Weisenbach 1991; Lafontaine & Kaufmann 

1994; Rubin 1978).  That is, franchisees are viewed as a costly source of capital when 

compared to passive investors.  Therefore, firms would be more valuable if they ‘…sold 

residual claims on the overall organisation, rather than franchising individual units 

because of the lower risk premium’ (Brickley, Dark & Weisenbach 1991, p.28).  While 

franchisees face greater proportional risk through holding a limited number of units, 

investors bear a smaller degree of risk as they are able to hold a diversified interest in 

many units (Rubin 1978).  Consequently, the real reason for franchising is not then seen 
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as a means of capital acquisition, but as a solution to agency related problems (Brickley 

& Dark 1987; Kaufmann & Dant 1996; Lafontaine 1992a).  However, other research 

challenges the notion that franchising is incompatible with finance theory, finding that 

capital garnished from franchisees may actually represent the most efficient market 

mechanism (Lafontaine & Kaufmann 1994).    

Although apparently conceptually flawed when related to finance or portfolio 

theory, resource-scarcity researchers have identified many advantages associated with 

resource acquisition, particularly in the early stages of a firm’s life cycle.  Access to 

financial capital is said to promote rapid market access, risk reduction, capital cost 

reduction and benefits commensurate with highly motivated owner operators (Lillis, 

Narayana & Gilman 1976).  Later research identified the desire to acquire managerial 

capital as a motivational incentive to commit to franchising.  In particular, franchising 

permits entrepreneurs access to human resource efficiencies that may not be available 

through the expansion of company units.  That is, as the selection and training of 

capable unit managers can account for a sizeable percentage of a firm’s growth costs, 

franchising offers an efficient alternative by providing a bundled source of capital and 

labour (Martin 1988).  This is particularly useful when future success is reliant upon 

market entry and first mover advantages (Caves & Murphy 1976). 

Although recent research shows that franchisors value capital acquisition very 

highly in the decision to adopt franchising arrangements (Dant 1995; Lafontaine 1992a) 

there is a need to integrate resource-scarcity and incentives-based rationales (Carney & 

Gedajlovic 1991; Combs & Ketchen 1999).  While resource-scarcity theories offer a 

partial explanation as to the success of franchising as a method of distribution, their 

contentions are contrary to what many researchers have observed in practice.  For 

instance, researchers have found that many larger and well established franchise 
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systems prefer franchising to chain ownership even when they have access to capital, 

managerial and knowledge resources (Brickley, Dark & Weisenbach 1991; Combs & 

Castrogiovanni 1994; Lafontaine & Kaufmann 1994).  This has led many researchers to 

support an incentives rationale for the decision to franchise.   

After describing the nature and historical development of agency theory, an 

examination of prior multiple unit franchising studies will follow.  Then consideration 

will be given to all theories in examining implications for multiple unit arrangements, 

identifying gaps in the literature, and developing propositions that explain multiple unit 

franchising adoption. 

Agency theory.  Agency theory offers an alternative explanation for franchising 

and provides a conceptual framework that is less controversial than capital acquisition 

and resource scarcity arguments (Kaufmann 1996).  This approach has evolved from the 

property rights literature (for example, Jensen & Meckling 1976) and offers reasons as 

to why franchising is used as a distribution method by firms that have full access to 

capital markets (Lafontaine & Kaufmann, 1994; Rubin 1978).  Agency theory is closely 

related to transaction cost theory and centres upon trust in work relationships and the 

need for adequate control mechanisms (Grandori 1996, pp. 205-212). 

An ‘agency relationship’ has been defined as:  

…a contract under which one or more persons (the principal(s)) engage another 
person (the agent) to perform some service on their behalf which involves 
delegating some decision making authority to the agent. 
(Jensen & Meckling 1976, p. 5). 

 
Previous researchers have used this perspective in describing franchising agreements, 

casting the franchisor as principal and the franchisee as agent (for example, Blair & 

Kaserman 1982; Brickley, Dark & Weisenbach 1991; Mathewson & Winter 1987; 

Rubin 1978).   However, when considering alternative growth strategies the franchisor 

views both the franchisee and employee manager (of a company owned unit) as agents 
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of the franchising system and compares and contrasts differing organisational costs 

associated with each mode of expansion.   

Agency theory justifies the franchising form as an effective response to agency 

and motivational problems associated with geographically dispersed units (Dant 1995).  

Franchisees, as semi-independent owner operators of a system unit, are assumed to be 

more highly motivated to follow decisions and policies necessary to realise the 

franchisor’s goals than employee managers (Achrol 1996; Wattel 1968).  That is, 

franchising maximises the joint utility of the principal and agent, because franchisee 

remuneration is tied to unit performance (Bergen, Dutta & Walker 1992; Shane 1996a).  

The alternative expansion through company ownership does not offer the same degree 

of incentives alignment in the agency relationship.  This is due to an employee’s 

propensity to misrepresent his or her skills and effort levels (Alchian & Demetz 1972; 

Kaufmann & Dant 1996).   

Within the context of this theory, franchisors are said to examine costs 

associated with monitoring company owned units as opposed to costs associated with 

the monitoring of owner managers (Combs & Castrogiovanni 1994; Krueger 1991).  

That is, franchisors will adopt franchising arrangements once the marginal costs of 

monitoring company owned stores exceed the marginal costs of utilising franchising 

agreements (Norton 1988b).   

When employing managers to operate company owned units, the franchisor aims 

to minimise future underperformance through correctly matching the employee’s 

knowledge, skills and experience to the selection criteria.  Should the applicant 

overstate his or her abilities, then costs associated with ‘adverse selection’ or ‘hidden 

information’ (Arrow 1995, p. 38; Shane 1996b, p. 218) will result.  When it is costly for 

the entrepreneur/franchisor to obtain information as to the true nature of a prospective 
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employee’s abilities, adverse selection becomes problematic (Kaufmann & Dant 1996).  

As a result, direct monitoring is necessary to maintain adherence to quality standards 

(Bradach 1997).  In addition, post-contractual agency problems occur after the parties 

have entered into a contractual relationship and focus upon the performance of the 

employee (Lafontaine 1992a).  These problems occur when employees overstate the 

level of their effort, which is referred to as ‘hidden action’ (Arrow 1995, p. 38) or 

‘moral hazard’ (Kaufmann & Dant 1996, p. 345).  Agency theorists explain franchising 

as a method of reducing these costs.  In particular, the franchising option attracts the 

most skilled franchisees as their future remuneration will be directly determined by the 

profitability of their respective unit (Kaufmann & Dant 1996).   

Therefore, franchising is viewed as a way to reduce agency costs, assuming that 

managers who are paid a fixed rate will usually not perform to optimum capacity.  As 

residual claimants, the franchisee’s goals are more closely aligned with those of the 

principal, thus reducing the problems associated with moral hazard and adverse 

selection (Alchian & Demetz 1972; Carney & Gedajlovic 1991; Norton 1988b).  

Furthermore, franchisees are motivated to effectively manage their units as they have 

often invested a large proportion of their personal wealth in the business (Combs & 

Castrogiovanni 1994; Shane 1996b).   

Franchising allows franchisors to meet the need of maintaining consistent 

system-wide product quality (Rubin 1978) while minimising monitoring costs.   These 

costs are a function of the availability of managerial talent, the requirement for local 

market knowledge, the geographical distance of units from the franchise head office, the 

density of the local population and the geographic contiguity of existing units (Alon 

2001; Brickley & Dark 1987; Caves & Murphy 1976; Lafontaine & Slade 1998; Martin 

1988; Mathewson & Winter 1985; Norton 1988a; Rubin 1978).  These costs impact 
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upon a franchisor’s management of local operations.  While monitoring is an effective 

governance system, it does not represent an absolute method of controlling system 

performance.  In particular, information asymmetry makes it difficult for franchisors to 

determine the reasons for changes in unit performance.  That is, monitoring is an 

imperfect solution under conditions of bounded rationality (McAfee & McMillan 1995; 

Sen 2001; Thompson 1992). 

Although franchising may improve efficiency through reducing monitoring 

costs, it is not an entirely efficient method of distribution.  Costs deriving from free-

riding franchisees, quasi-rent appropriations and under-investing franchisees reduce the 

agency benefits associated with franchising agreements (Brickley & Dark 1987; Combs 

& Castrogiovanni 1994; Krueger 1991).  Therefore, franchisors must weigh the ‘cost 

drivers’ associated with monitoring employee behaviours, against the costs associated 

with franchising (Combs & Castrogiovanni 1994, p.40).  The nature of these costs is 

discussed below. 

Horizontal free riding is encountered when franchise units have a transient 

customer base (Fama and Jensen 1983; Rubin 1978).  ‘Free riding’ or ‘shirking’ 

describes an employee’s tendency to trade leisure for work (Shane 1996a, p. 4).  In 

particular, this problem has been attributed to franchisees who attempt to save money 

through reducing the quality of their own operations, with the aim of maintaining 

profitability through free riding on the successful operation of other franchisees in the 

system. (Brickley & Dark 1987; Carney & Gedajlovic, 1991; Caves & Murphy 1976; 

Mathewson & Winter 1985).  Free riding is most detrimental to the parent company 

when there are many repeat customers in terms of unit sales (Caves & Murphy 1976; 

Norton, 1988a).   
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An additional agency problem is the possibility of quasi-rent appropriation.  

Quasi-rents are rents that can be appropriated through post-contractual opportunistic 

behaviour (Klein, Crawford & Alchian 1978) and are the gap between an asset’s value 

in its current capacity and its next best usage.  A franchisee’s investment in franchise-

specific assets may create quasi-rents that may be appropriated through post contractual 

opportunistic behaviour (Combs & Castrogiovanni 1994).  In order to maintain a 

successful relationship with the franchisee, franchisors often have to protect the value of 

franchisee investment during the term of the franchise contract.  The negotiation and 

servicing of the franchising contract can be a long process, adding to the costs 

associated with the franchising agency relationship (Klein, Crawford & Alchian 1978).   

The propensity for many single unit operators to limit their future investment in 

their unit is another cost that may impact upon the overall success of the franchise 

system.  This inaction may hamper a franchisor’s desire to meet system wide goals.  For 

instance, a franchisor may require a change in the corporate logo, consistent with a 

brand repositioning strategy.  Should franchisees resist this change, the franchisor may 

be unable to implement its corporate strategy.  Franchisees have a tendency to do this 

because further investments carry higher discount rates due to their high levels of 

unsystematic risk (Brickley & Dark 1987).  Furthermore, franchisees may be motivated 

to under-invest for fear of helping others in the system (Carney & Gedajlovic 1991).   

Thus, agency theorists suggest that the decision to franchise is motivated by 

advantages gained by the superior service and operational performance of the franchisee 

rather than by the desire to gain capital through expansion.  This rationale has received 

wide empirical support.  An early United States study of the retail food service industry 

found that restaurants owned by independent franchisees outperformed those units that 

were supervised by company managers, even when the managers’ compensation was 
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linked to performance (Shelton 1967).  Other research lent support to these findings, 

showing that quick-service employees perceived that they were given more support 

within franchisee owned rather than company owned units (Krueger 1991).  However, a 

later study found that hotels, motels and restaurants which attract a transient consumer 

base, favoured company ownership over franchising (Caves & Murphy 1976). 

Further support for the agency explanation of franchising was provided in a 

study of the relationship between geographical dispersion and increased levels of 

administrative costs and monitoring expenses (Norton 1988b).  This study 

operationalised monitoring costs in terms of population dispersion and labour intensity, 

finding that these measures were positively related to the percentage of franchise 

holdings in a system.  Similarly, other research has concluded that the distance of units 

from headquarters was positively related to the decision to franchise (Brickley & Dark 

1987; Minkler 1990).  In addition, researchers have shown that the presence of 

monitoring economies in metropolitan areas and franchisee free-riding behaviours were 

associated with higher levels of company ownership (Brickley & Dark 1987).  Also, a 

recent study supported the proposition that franchising is a method of minimising 

agency problems of growth (Shane 1996a). 

However, some theorists criticise agency explanations citing the 

inappropriateness of a number of its key assumptions (for example, Carney & 

Gedajlovic 1991; Stanworth & Dandridge 1994).  In particular, the assumption that all 

systems are characterised by an identifiable brand name and market positioning has 

been cited as a weakness of agency theories, given that many firms have not achieved 

significant brand value or uniform product quality (Carney & Gedajlovic 1991).  

Furthermore, researchers assert that agency rationales ignore the positive aspects of 

franchisee behaviour such as creative problem solving and innovation, rather focusing 
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upon minimising dysfunctional franchisee behaviours (Carney & Gedajlovic 1991).  

Positive franchisee behaviours are observable in practice.  For instance, the McDonald’s 

breakfast menu was based upon an Australian franchisee’s recommendation (Bolton 

2002).  In addition, agency theory assumes that the principal has unilateral control over 

the agent, which may not reflect the current power sharing arrangements that we 

observe in many systems (Alon 2001).  The recent growth in franchisee power is shown 

by the growth in franchising councils, franchisee representation on the board of 

directors, and the proliferation of multiple unit arrangements (Alon 2001; Stanworth & 

Dandridge 1994; Young 2001).  In fact, a recent article stated that by adopting a 

multiple unit strategy, franchisors were ‘…ceding some control of their franchise 

systems to these multiple unit operators, who in the future may become even more 

powerful…’ (Zarco & Einhorn 1999, p.2). 

While agency theory has received solid conceptual and empirical support, (for 

example, Lafontaine & Kaufmann 1994; Scott 1995; Sen 2001; Shane 1998) not all 

research confirms this position, with some studies documenting resource-based 

explanations for franchising (Dant 1995; Lafontaine 1992b).  In addition, researchers 

have suggested franchisors may not just be motivated by limited resources or 

monitoring inefficiencies, but the desire to minimise their risk position (Combs & 

Castrogiovanni 1991).  This explanation suggests that franchisors seek to maintain 

control over the most profitable units in their system, selling units in more risky 

locations to franchisees.  This theory has received limited empirical support.  In 

particular, franchisors were found to repurchase units with the highest sales, and 

therefore the least perceived risk (Martin 1988).  However, this hypothesis may not be 

consistent with what is observed in practice, with one study finding that franchised 
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outlets do not represent a lower earning potential to franchisors than company owned 

units (Kostecka 1988).   

In an attempt to meet these criticisms and promote an explanatory synthesis of 

approaches, researchers have posited that the resource scarcity, agency and risk-

spreading rationales cannot in isolation account for ‘a large proportion of variance’ 

(Carney & Castrogiovanni 1994, p.41).  Therefore they have called for an approach that 

combines resource scarcity and agency theories in explaining an entrepreneur’s 

motivation to adopt franchising (Carney & Gedajlovic 1991; Combs & Castrogiovanni 

1994; Combs & Ketchen 1999; Kaufmann & Dant 1996).  In particular, previous 

research has found that firms sought to both acquire capital and reduce monitoring 

inefficiencies through the franchising channel (Carney & Gedajlovic 1991; Combs & 

Castrogiovanni 1994; Lafontaine 1992).  However, as these studies did not measure 

resources directly, instead assuming that older and larger firms had greater access to 

resources, further empirical assessment is needed (Combs & Ketchen 1999).  It follows 

that a synthesis of the extant franchising theories may be invaluable in examining 

multiple unit arrangements.  

Some later franchising studies attempt to build upon, reformulate and synthesise 

the different single-unit rationales explaining a franchisor’s motivation to choose the 

franchising channel of distribution.  These inductive and deductive studies will be 

described and reviewed after which, general propositions explaining the choice of 

multiple unit franchising will be developed. 

 

3.3 Multiple unit franchising  

Theoretically, multiple unit franchising engenders a structural approach to 

growth that contradicts those efficiencies sought by conventional business format 
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franchisors (Bradach 1994; Kaufmann & Dant 1996; Kaufmann & Kim 1993, 1995; 

Robicheaux, Dant & Kaufmann 1994).  Because business format franchising is 

characterised by the replication of a proven business method, the role of the franchisor 

in maintaining consistency and compliance within the system is of paramount 

importance.  Through enlisting area developers and sequential multiple unit franchisees, 

these franchisors introduce an additional layer of management and encourage the use of 

store level managers in the system.  Conceptually this appears to create inefficiencies 

through severing the linkages between franchise ownership, performance and 

remuneration as independently contracted unit managers do not necessarily have the 

same incentive to perform (Kaufman & Dant 1996).  On this basis, multiple unit 

franchising appears to approximate company owned endeavours (Kaufmann 1996), 

contradicting the incentives rationale for franchising, thus challenging our traditional 

understanding of the motivations that drive an entrepreneur to adopt the franchising 

concept. 

 Researchers have consistently cited agency arguments in ascribing operational 

advantages to traditional single unit franchising (for example, Brickley & Dark 1987; 

Caves & Murphy 1976; Norton 1988b).  However, studies in the United States have 

found that the majority of location based franchise systems are populated by multiple 

unit franchisees (for example, Grünhagen & Mittelstaedt 2000, 2001; Kaufmann & Dant 

1996).  Conceptually, the presence of hired managers in these systems present the same 

adverse selection and moral hazard problems that entrepreneurs attempt to minimise 

through adopting franchising practices in the first instance.  Multiple unit franchisors 

delegate support infrastructure to area representatives and subfranchisors, which 

encourages shirking at the unit level and harms system performance (Kaufmann & Kim 

1993, 1995).  Understanding why franchisors adopt multiple unit practices within the 
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context of these perceived inefficiencies is crucial in advancing understanding in 

franchising (Bradach 1994). 

 Most of the multiple unit franchising research has focused upon advantages from 

the franchisor’s perspective (for example, Bradach 1994; Kaufmann & Dant 1996; 

Kaufmann & Kim 1993 1995; Robicheaux, Dant & Kaufmann 1994).  Empirical testing 

is only just emerging (Grünhagen & Mittelstaedt 2000) and most studies have been 

limited to the fast food industry (for example, Bradach, 1995; Kalnins & Lafontaine 

1997, 1999; Robicheaux, Dant & Kaufmann 1994).  This research has been further 

limited by the broad nature of the issues raised, usually in relation to system growth and 

system wide adaptability in the United States.  Furthermore, researchers have neglected 

the motivations of franchisees to become multiple unit owners; instead developing 

conceptual frameworks drawn from the single unit franchise and entrepreneurship 

literature (for example, Grünhagen & Mittelstaedt, 2000, 2001).  Table 3.1 provides a 

comprehensive discussion of previous multiple unit franchising research.  
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Table 3.1 
Multiple unit franchising studies 

 
RESEARCHERS OBJECTIVE SURVEY MAJOR FINDINGS COMMENTS 

Kaufmann 
(1990) 

To examine the performance issues in 
multiple unit franchising  

Limited quality, 
service and 
cleanliness data 
(QSC) from one 
large ‘fast food’ 
franchise in the 
United States. 

 Single unit performance exceeded performance 
observed in sequential and area development 
expansion in the simulation. 

 Small sample size. 
 Simulation only 
examines projected 
operational 
efficiency.   
 Costs of acquiring 
franchisees and 
costs associated 
with monitoring 
franchisees are not 
included in 
simulation. 

Kaufmann & Kim 
(1993) 

To establish the relationship between 
master franchising usage and system 
growth rates 

Survey of 169 
International 
Franchise 
Association 
franchisors in the 
United States. 

 Higher levels of growth were observed in systems 
that encouraged multiple unit franchising in terms 
of area development and subfranchising 
arrangements as opposed to systems only 
allowing single unit operations.  
 It was observed that systems that sold area 
development agreements had a higher percentage 
of company owned stores than systems that 
encouraged the use of subfranchising. 

 Possible biases in 
sample as 
franchisor 
respondents were 
members of the 
International 
Franchise 
Association (IFA).  
 Mainly descriptive 
study.  Area 
development 
concentration may 
not be 
representative of 
total franchise 
sector. 
 Primary data 
source used. 
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Table 3.1 
Multiple unit franchising studies 

(continued) 

RESEARCHERS OBJECTIVE SURVEY MAJOR FINDINGS COMMENTS 

Robicheaux, Dant 
& Kaufmann 
(1994) 

To extend Lafontaine’s (1992) study into 
dual distribution systems.  Aim to 
quantify the incidence of multiple unit 
ownership among franchisors in the 
United States.  Additional aim to 
establish the incidence of multiple unit 
franchising and specific industries.  
Further, aim to study the role of 
franchisor perceptions in adopting 
multiple unit strategies. 

Sample of 450 
‘quick service’ 
(‘fast food’) 
restaurant 
franchisors.  
36 percent response 
rate, which equated 
to 160 respondents. 

 Found that multiple unit ownership was the rule rather 
than the exception in fast food franchises in the 
United States.   
 Approximately 87 percent of fast food franchise 
systems included multiple unit owners and that on 
average 33 percent of franchisees in respondent 
systems were multiple unit operators.   
 Only 19 percent of these multiple unit franchisees had 
area development agreements with franchisors.   
 The incidence of multiple unit ownership was 
significantly lower in franchise systems that were in 
the beginning and decline stages of their company life 
cycle.   
 Area development agreements were more common in 
chicken and full menu restaurant franchise systems.   
 The higher incidence of multiple unit operators in 
these industry segments may be attributable to the size 
of the initial franchisee fee.   
 Researchers found that there was a positive 
relationship between the respondent’s perceptions of 
franchisee and franchisor management difficulties and 
a lower rate of area development agreements within 
the system.   

Primary data 
source used. 
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Table 3.1 
Multiple unit franchising studies 

(continued) 
 

RESEARCHERS OBJECTIVE SURVEY MAJOR FINDINGS COMMENTS 

Bradach 
(1994) 

 Explore how multiple unit franchising 
influences performance of franchise 
system.   
 Assessment made in terms of unit 
growth, uniformity, local
responsiveness and system wide 
adaptation. 

 

130 semi structured 
interviews with 
personnel from 5 
large (‘quick-
service’) restaurant 
franchise systems in 
the United States. 

 Multiple unit franchisees outperform single 
unit franchisees in terms of system growth 
and system wide adaptation to competition.   
 The addition of franchisee units leads to the 
mini chains assuming characteristics of 
hierarchically governed organisations.  This 
may be advantageous in terms of uniformity 
and disadvantageous in terms of local 
responsiveness.   
 Both single unit and multiple unit 
franchisees meet the challenge of uniformity 
equally well.   
 Growth in franchisee mini-chains increases 
the power and leverage of franchisees, which 
was a concern to franchisors in terms of their 
ability to manipulate franchisee business 
practices.     

 

Kaufmann & Kim 
(1995) 

To use follow-up data to establish 
relationship between system growth rates 
and the use of master franchising within 
franchise systems. 

Follow up survey of 
169 International 
Franchise 
Association 
franchisors in the 
United States 
(1993) 

 Found that a causal link between multiple 
unit franchising and rapid growth rates is 
indeterminable.  
 Observed that franchise systems that used 
multiple unit strategies grew faster, in terms 
of total units, than systems encouraging 
traditional single unit ownership.   

 Possible biases in 
sample as franchisor 
respondents were 
members of the 
International Franchise 
Association (IFA).  
 Secondary data sources 
were used.   
 Causality between 
multiple unit 
franchising and rapid 
system growth remains 
unclear. 
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Table 3.1 
Multiple unit franchising studies 

(continued) 
 

RESEARCHERS OBJECTIVE SURVEY MAJOR FINDINGS COMMENTS 

Kaufmann & Dant 
(1996) 

  The focus of this study was on the 
growth goals of retailing 
entrepreneurs.  
 Specifically, the aim was to analyse 
the relationship between multiple unit 
franchising and system growth.   
 An additional aim was to examine the 
impact of multiple unit franchising on 
the franchisor’s commitment to a 
growth strategy. 

 Mail survey 
distributed to 
625 franchisors 
drawn from 
1991 Info 
Franchise 
Directory. 
 Response rate of 
approximately 
28 percent, 
which equates to 
152 respondents. 

 Found that the use of multiple unit 
franchising was positively related to growth 
rates.   
 Area development agreements were 
positively related to firm growth rates.   
 Level of a franchisor’s continued 
commitment to franchise is negatively 
related to the number of units per franchisee 
and the ability to obtain capital elsewhere.   
 Researchers combine agency and capital 
acquisition theories in explaining franchising 
as a growth strategy.   
 Also postulate that information asymmetry 
as reason for franchising, and especially as a 
reason for franchisor encouragement of area 
development agreements. 
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Table 3.1 
Multiple unit franchising studies 

(continued) 
 

RESEARCHERS OBJECTIVE SURVEY MAJOR FINDINGS COMMENTS 

Kalnins &
Lafontaine 

 To analyse if franchisors encourage 
multiple unit franchisees to purchase 
contiguous units.  (1999) 

 Survey of 3 389 
units on the six 
largest ‘fast 
food’ restaurant 
chains in Texas 
in the United 
States.   
 Data was 
collected from 
the Texas Sales 
and Use Tax 
Permit Holder 
Information 
database.   

 Found that over 86 percent of franchisee owned fast 
food restaurants in Texas in the United States were 
operated by multiple unit franchisees.   
 Franchisees with units that are contiguous, (i.e. share 
market boundaries) to a new unit were more likely to 
purchase the new unit.   
 Franchisors encourage multiple unit ownership as a 
method of making themselves soft towards rivals and 
thus minimising upstream rivalry.   
 Franchisors rely upon single and multiple unit 
franchising strategies as a method of minimising 
monitoring and free riding costs, and to maximise 
advantages associated with franchisee local 
knowledge. 

 

 
Source: developed for this research 
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Multiple unit franchising studies.  Researchers have been mainly concerned 

with utilising resource scarcity theory, agency theory, transaction cost economics, or 

some hybrid mix of these theories in explaining an individual’s motivation to franchise 

(for example, Brickley & Dark 1987; Dant 1995; Oxenfeldt & Kelly 1968; Rubin 1978).  

The perceived advantages associated with franchising from the franchisee’s perspective 

has identified the role of training, independence, goodwill associated with the brand 

name, and employment history (for example, Kaufmann & Stanworth 1995; Peterson & 

Dant 1990; Stanworth & Kaufmann 1996).  In contrast to single unit studies, multiple 

unit franchising has not been extensively examined with much of the literature being 

exploratory and descriptive, leading to the belief that ‘the academic literature on 

multiple unit franchising in marketing…is still in it embryonic stage’  (Grünhagen & 

Mittelstaedt 2000, p.6).  In this section, multiple unit studies focusing upon the 

franchisor’s motivation to franchise will be examined within the framework provided in 

the previous section. 

Exploratory/descriptive studies.  Initial exploratory work was conducted by 

Kaufmann (1990) into franchise expansion and franchisee performance decay.  The 

purpose of this investigation was to compare and contrast franchisee performance in 

single unit and multiple unit franchise systems.  It was found that single unit operations 

outperformed both sequential and multiple unit operations.  However, the costs of 

franchisee acquisition, and the additional agency costs associated with monitoring large 

numbers of single unit franchisees as opposed to a smaller number of multiple unit 

operators, was not included in the analysis.  In addition, the data was gathered from a 

single fast food franchise system which impedes generalisation.  

However, this research built upon traditional agency rationales in explaining 

possible reasons for the emergence of multiple unit arrangements.  Firstly, it was 
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suggested that franchisors may be motivated to allow chain subsystems if they apportion 

greater value in controlling franchisee free-riding behaviours over operational 

disincentives associated with employee managers (Kaufmann 1990).  Secondly, 

franchisors may value reductions in costs associated with recruiting fewer franchisees 

more than losses to operational efficiency.  Thirdly, franchisors may recognise that 

system efficiency is reliant upon franchisees achieving ‘small scale economies’ 

(Kaufmann 1990, p.4) through owning multiple units within franchisee mini-chains.  

That argument contradicts agency theory in suggesting that economic decisions do not 

reside at the store level.  Therefore agency cost minimisation is achieved through the 

acquisition of small scale efficiencies at the franchisee chain level, resulting in large 

scale efficiencies for the franchisor. This study provides a solid starting point for further 

research into the operational efficiency of multiple unit franchising. 

An exploratory study of a more general nature was undertaken to determine the 

incidence and operating characteristics of multiple unit franchising in the fast food 

industry in the United States (Robicheaux, Dant & Kaufmann 1994).  The purpose of 

this study was to extend previous exploratory research conducted by Lafontaine (1992b) 

into the incidence of dual distribution (that is both company owned and franchisee 

owned units) in franchise systems.  The researchers surveyed 160 franchisors and found 

that over 33 percent of all franchisees were multiple unit operators and that 

approximately one fifth of these were in the form of area development arrangements.  

The researchers found that the incidence of multiple unit operations was related to 

franchisor perceptions of the future operating efficiency of ‘mini chains’ within the 

system.  This study was primarily descriptive and was not used formally to test any of 

the relevant theories on franchising. 
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However, it did find that a firm’s life-cycle impacted upon the adoption of 

multiple unit franchising.  In particular, companies in the introductory and decline 

stages of their life-cycle were less inclined to endorse multiple unit ownership.  These 

findings seem consistent with an ownership redirection hypothesis, assuming that firms 

in a growth stage of their development would be inclined to convert to company 

ownership, providing that they had sufficient access to needed resources.  From a 

capital theory perspective, multiple unit franchising arrangements conceptually mirror 

company ownership, given that they both sanction the use of hired unit-level employees.  

However, the loss of operational control does not sit well with conventional agency 

theory.  A revised agency perspective, such as has been investigated previously, may 

offer a more complete answer. 

Another important finding in this research was that some franchisors perceived a 

duality in chain organisation management.  That is, these franchisors perceive that 

multiple unit franchisees may be able to efficiently manage macro level operations of 

the subsystem, at the expense of micro level unit efficiencies.  Perhaps, given the 

popularity of this form of expansion, franchisors attain greater efficiency gains from 

subsystem economies rather than unit level efficiencies (Kaufmann 1990).  However, as 

later empirical studies confirm, capital acquisition may override or at least shoulder 

agency considerations (Kaufmann & Dant 1996; Kaufmann & Kim 1995).   

An exploratory study of a more specific nature was undertaken to determine the 

extent to which multiple unit strategies had impacted upon growth in the franchise 

system (Kaufmann & Kim 1993).  This research was largely based on anecdotal 

evidence reported by Harnett in 1987 and the sample of 169 International Franchise 

Association franchisors and confirmed that both area development franchising and 

subfranchising were associated with higher system growth rates than those observable 
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in systems dominated by single unit ownership.  Additionally, systems using area 

development agreements had a higher proportion of company owned units than those 

using master franchising agreements.  This implies that the same conditions favouring 

company ownership may also favour area development adoption.  That is unit level 

agency considerations solved by single unit franchising are not present to the same 

extent in systems characterised by area development and company ownership.  A 

follow-up study reiterated the findings that systems characterised by multiple unit 

franchises grew at a faster rate than those that did not (Kaufmann & Kim 1995).  

However, a casual link between the growth observed in these systems and multiple unit 

franchising was not clearly observed.  An underlying assumption of these studies was 

that rapid growth equates with system profitability.   

The theoretical examination of the role of agency costs in multiple unit analysis 

represents a valuable contribution to the franchising literature.  In particular, direct 

multiple unit franchising in the form of area development agreements is viewed as 

minimising the franchisors’ developmental burden of risk.  However, franchisors are 

met with increasing recruitment, screening and training costs associated with attracting 

suitable master franchisee candidates.  In particular, area development contracts usually 

grant the developer with exclusive territorial rights entailing greater risk for the 

franchisor, especially if the area franchisee under-performs.  This necessitates costs in 

ensuring the future suitability of potential incumbents.  Therefore, franchisors wishing 

to expand rapidly should investigate recruitment and operational considerations in the 

decision to adopt multiple unit arrangements, even though they could expect to accrue 

savings from recruiting lower numbers of franchisees.  These studies support a revised 

view of the traditional agency relationship when analysing multiple unit arrangements. 
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In contrast to Kaufmann’s (1990) earlier work on franchise system expansion 

and performance decay, Bradach (1995) argued that multiple unit franchisees 

outperform single unit franchisees and provide advantages to the franchisor in terms of 

both system growth and system wide adaptation.  This research examined how multiple 

unit franchising supported or hindered system growth, uniformity, local responsiveness, 

and external opportunities and threats.  The data supported the view that multiple unit 

franchisees outperformed single unit franchisees in terms of growth and system wide 

adaptation to competition, but were less effective in responding to local conditions.  In 

particular, he found that multiple unit strategies gave franchisors added leverage over 

franchisees as they had the right to grant additional units based upon performance.  

Furthermore, he observed a concurrent ‘power reversal’ as multiple unit franchisees 

became increasingly self reliant in the franchise system (Bradach 1994, p. 23).  

Although this was seen as advantageous to the franchisee, it was viewed by franchisors 

as a weakness of this method of expansion.  This survey is noteworthy due to its use of 

primary qualitative data.  As is seen in Table 3.1, much of previous multiple unit 

research in the United States has relied upon secondary data sources. 

Explanatory research.  Following the initial exploratory studies, researchers 

began to apply particular theoretical frameworks to their analyses.  For example, 

multiple unit franchising has been examined within the context of capital scarcity 

theories and agency effects (Kaufmann & Dant 1996).  It was concluded that the only 

reasonable explanation for the acceptance of multiple unit expansion strategies was the 

increased access to capital that was thus afforded to franchisors.  The need for this 

research was largely reliant on the initial empirical findings by Shane (1996b) in which 

start up franchises were found to survive and grow when they emphasised a franchising 

strategy (Shane 1996b). Kaufmann and Dant (1996) argued that although multiple unit 
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operations promoted operational efficiency by controlling both suboptimal and 

misdirected effort, this was equally achievable through the use of dual distribution 

systems.  Furthermore, they suggested that unfettered franchisee expansion could result 

in a high geographic dispersion of units, resulting in monitoring problems similar to 

those evident in company owned chains.    

Additionally, these researchers examined the role of area development 

agreements and sequential expansion in terms of operational efficiency.  They 

hypothesised that the net agency considerations associated with area development 

agreements would curtail any positive impact on growth, as opposed to systems 

characterised by sequential expansion as both moral hazard (that is, the desire to trade 

leisure for work) and adverse selection (that is, the tendency to overstate his or her 

abilities) would be minimised.   

This survey also included an examination of a franchisor’s commitment to a 

franchising strategy over time.  In applying ownership redirection arguments (Oxenfeldt 

& Kelly 1968), they hypothesised that as franchise systems mature, and the monitoring 

benefits associated with residual claimancy are minimised through multiple unit 

structures, franchisors have a diminishing interest in continuing a franchising strategy 

and an increasing interest in company ownership and operation.  A further hypothesis 

measured the relationship between a franchisor’s commitment to franchising as a 

distribution strategy and the franchisor’s access to alternative sources of capital. 

The data for this survey was collected from 152 respondents in the restaurant 

fast food industry and showed a positive relationship between the proportion of multiple 

unit franchisees and the level of system growth.  The presence of area development 

agreements showed no corresponding decrease in the system growth rates, lending 

further validity to capital acquisition theories explanations for multiple unit franchising.  

 93



 

The level of franchisor commitment to franchising was found to be negatively related to 

the number of units per multiple unit franchisee and the ability to obtain capital from 

other sources.  This research indicates that franchisors may use multiple unit strategies 

in an attempt to acquire capital and minimise agency costs.  However, data was sourced 

entirely from one industry, and consequently, generalisation across all sectors may be 

problematic.   

Other research investigates the strategic focus of adopting multiple unit 

arrangements (Lafontaine & Kalnins 1997, 1999).  Although it has been suggested that 

franchising is used as an aggressive strategic device in pre-empting competitor entry 

into markets (Hadfield 1991), and increasing system size and output (Baye, Crocker & 

Ju 1996), Kalnins and Lafontaine (1999) observed that the incidence of franchisee 

ownership of multiple units across shared borders meant that franchising was not used 

by franchisors as an aggressive strategic device.  Instead, multiple unit ownership across 

contiguous units allowed franchisors to make themselves ‘soft’ to competitors through 

delegating price decisions to franchisees, thus reducing upstream price competition 

(Kalnins & Lafontaine 1999, p.31).   

Based on their survey of ownership patterns of 3389 units from six of the largest 

fast food restaurant chains in Texas in the United States, Kalnins and Lafontaine (1999) 

determined that franchising contiguous units to franchisees was beneficial to the 

franchisor in reducing franchisee free-riding and encouraging profit maximisation 

through limiting intra-firm competition.   Franchisee local knowledge was identified as 

an additional incentive for franchisors to sell contiguous units.  Earlier research 

attributed the sale of contiguous units to the franchisor’s fear of damaging implicit 

contracts with franchisees (Kusa 1989). Although Kalnins and Lafontaine’s research 

constitutes an extension of this ‘impacts hypothesis’ (Kusa 1989, p.27) through 
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incorporation of strategic motives, it was limited to the examination of a few franchise 

chains in a specific industry.  Further analysis across a range of industries would 

identify the incidence of franchising contiguous units and thus the relevance of strategic 

motives theory in franchising analysis. 

Based upon the resource scarcity and agency frameworks presented above, 

general propositions explaining multiple unit franchising are developed in this section 

and are listed in Table 3.2 at the end of this chapter.  Regard is given to earlier studies 

of multiple unit arrangements’ anecdotal evidence and issues raised in the trade 

literature. 

 

3.4 General proposition development 

3.4.1 Franchise system maturity (proposition 1) 

The applicability of resource-scarcity hypotheses within the context of multiple 

unit franchising is unclear.  Although researchers have identified the continuing role of 

capital in motivational incentives analysis within the traditional dyadic and hybridised 

models of franchising (for example, Combs & Ketchen 1999; Dant 1995; Kaufmann & 

Dant 1996; Kaufmann & Kim 1995), many older and larger firms continue to pursue a 

multiple unit strategy, well after they have achieved solid market positioning and have 

access to alternative sources of expansionary capital.  Furthermore, franchising studies 

infer that many immature firms favour traditional (single-unit) franchising methods, 

even though the promotion of mini-chains promises more immediate rapid system 

growth (Bradach 1994; Gonzalez 1995; Robicheaux, Dant & Kaufmann 1994).  It 

follows that more experienced franchisors are assimilating advantages by pursuing this 

form of expansion.   
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Research shows that these experienced franchisors apportion less risk to the 

development of mini-chains within their system than the managers of systems in the 

early and late stages of their life-cycle (Bradach 1994; Gonzalez 1995).  Less 

experienced franchisors should perceive multiple unit franchisees as entailing greater 

risk than owner operators as the formation of a relationship with an unreliable party 

could do more harm to the system than single unit failures (Bradach 1994; Kaufmann & 

Dant 1998).  Therefore the managers of firms at an early stage of development may be 

inclined to conclude that the advantages associated with rapid capital access and market 

penetration, are outweighed by the risk of failure.  Some franchisors manage this risk by 

only allowing franchisees who have a proven track record of performance in their 

system, to own additional units (Bradach 1994; Gonzalez 1995).  For example, area 

development agreements in the Mail Boxes Etc. franchise are only granted to 

franchisees who have successfully owned and operated one unit (Gonzalez 1995).  It 

follows that franchises that are in the introductory stages of their brand name build-up 

process will value the synergies inherent within the traditional single unit relationship, 

over mini-chain development (Sen 2001).  Similarly, franchises in the declining stages 

of their life-cycle would be less likely to attract multiple unit franchisees due to their 

loss of market positioning (Lafontaine 1999b; Robicheaux, Dant & Kaufmann 1994). 

Research in the United States indicates that mature franchises have a higher 

incidence of multiple unit ownership, although many of these observations are largely 

based upon the examination of secondary data sources from traditional quick-service or 

fast food industries (Castrogiovanni & Justis 1998).  Researchers suggest that the 

‘…modal basis for multi-unit franchising is in the incremental growth of existing 

franchisees.’ (Kaufmann & Dant 1996, p.346).  Perhaps as a system grows and matures, 

franchisors will need to meet the needs of their (successful) incumbent franchisees 
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through allowing multiple unit ownership. While less experienced franchisors may be 

attracted to offering area development rights as a means of promoting rapid system 

growth (Kaufmann & Dant 1996), potential area developers may favour entering more 

mature systems that have solid market positioning and a proven track record of 

performance.  That is, more experienced franchising systems may be characterised by a 

higher incidence of multiple unit ownership.   

Overall, there has only been limited empirical examination of the role that age of 

a franchise system has upon the decision of franchisors to encourage multiple unit 

ownership (for example, Robicheaux, Dant and Kaufmann 1994).  In addition, no such 

analysis has been conducted in Australia.  Therefore, to improve the generalisability of 

previous findings, it is postulated that:  

 
P1: There is a significant positive relationship between multiple unit franchising 

and franchise system maturity. 
 

3.4.2 Franchise system corporatisation (proposition 2)   

 While the reduced level of franchisor control (Kaufmann & Dant 1996), the 

increased level of risk associated with trusting a franchisee to hold multiple units 

(Bradach 1994), and the perceived attractiveness of the franchise to potential 

franchisees may moderate levels of acceptance, limited anecdotal evidence shows that 

franchisors in Australia who encouraged the growth of mini-chains in early stages of 

their life cycle later abandoned these strategies citing costs associated with operational 

inefficiencies (Nathan, G. 2002, pers. Comm.., 5 April).  In fact, anecdotal evidence 

infers that firms in the elementary stages of their life-cycle were unable to minimise 

agency costs and foster small scale economies at the multiple unit franchisee level.  In 

particular, structural preconditions for the successful assimilation of large scale 
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investors were not achieved.  Therefore an investigation into organisational factors that 

facilitate or impede multiple unit adoption is warranted. 

Previous conceptual research into franchising configurations advocates the need 

for researchers to classify and integrate franchisor organisational practices and franchise 

structure configurations into traditional organisational theory (Carney & Gedajlovic 

1991; Castrogiovanni, Bennnett & Combs 1995; Krueger 1991).    Advocates of this 

‘configuration’ or ‘systems’ view (Castrogiovanni & Justis 1998, p.173) argue that 

strategies, structures and processes will differ significantly in franchise organisations 

from those in private organisations.  This is due to the geographical dispersion of units, 

standardisation of practices and joint ownership (Carney & Gedajlovic 1991).   

The literature has defined franchises as hybridised versions of accepted 

organisational configurations cited within the management literature (for example, 

Mintzberg 1979, 1989).  Generally, single unit franchises that are in the early stages of 

their life-cycle achieve efficient operations by employing entrepreneurial management 

approaches that allow for the re-orientation of processes and structures in response to 

changes in their competitive environment (Castrogiovanni & Justis 1998; Falbe, 

Dandridge & Kumar 1998).  Conversely, franchises in a growth or maturing stage adopt 

‘carbon copy’ designs that are characterised by standardisation in work, facilities and 

skills, and functional structural differentiation (Castrogiovanni & Justis 1998, p.177).  

Given that researchers have observed that growing and maturing, and therefore 

increasingly professional systems engage in multiple unit franchising (Bradach 1994; 

Robicheaux, Dant & Kaufmann 1994), it is reasonable to assume that the 

standardisation of functional aspects of the firm’s operation would be both necessary 

and advantageous to a franchisor adopting this growth strategy. 
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In addition, researchers suggest that area developers exhibit ‘investor 

philosophical’ orientations (Grünhagen & Mittelstaedt 2001, p.11) and therefore would 

require structured practices conducive to large scale investment (Tarling 1999).  Hence, 

investor franchisees may be less attracted to an entrepreneurial governance structure, 

and more likely to invest in a franchise that is characterised by a professional corporate 

structure that has standardised management practices and support infrastructure.  

Furthermore, the involvement of institutional investors in multiple unit operations, such 

as PepsiCo’s ownership of all KFC franchises in Queensland, Australia, should result in 

the adoption of more formalised management and organisational structures.  In 

particular, institutional investors should be attracted to a system that is governed by 

standardised practices that promote the integration of franchisor and franchisee 

incentives, thus minimising risk to investors.  This argument is supported by recent 

research that shows that much of the growth in large multiple unit operations in the 

United States is due to the merger and acquisition of multiple unit franchisees and 

whole franchise chains by firms that have sophisticated organisational structures and 

financing arrangements (Szabo 1999).   

Contemporary research in the trade literature also argues that the adoption of 

multiple unit franchising strategies is reliant upon the nature of a firm’s corporate 

structure (Young 2001).  Corporatisation refers to the process of turning a proprietor- 

led business into one that is governed by a formal management structure, defined by 

skill sets, job roles and strategic planning.  It has been suggested that a corporatised 

company board should have five members who are both internal and external to the 

firm; hold regular meetings, and have a clear understanding and delineation of the role 

of the board in relation to corporate governance and the management of the franchised 

business (Young 2001).  These organisational characteristics will influence the 
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perceived attractiveness of the franchise system to potential incumbents and govern the 

strategic management of the firm and the selection, recruitment, training and ongoing 

support given to chain franchisees.  It follows that the degree of franchise system 

corporatisation will influence a franchisor’s perception of the likely success in attracting 

and managing multiple unit franchisees.  Thus, the above arguments give rise to the 

following proposition: 

P2: There is a significant positive relationship between multiple unit franchising 
and the degree of franchise system corporatisation. 

 

3.4.3 Plurality of distribution (proposition 3).  

Perhaps other structural conditions in franchise systems will influence the 

decision to adopt multiple unit arrangements.  Resource scarcity theorists endorse the 

use of the franchising channel as a method of extending available capital, management 

and local market knowledge resources (for example, Combs & Castrogiovanni 1994; 

Oxenfeldt & Kelly 1968).  Once solid market positioning and brand capital value is 

achieved, the franchisor’s motivation to continue franchising diminishes (Hunt 1973).  

Therefore, franchise systems will be characterised by plural forms of distribution in the 

move towards (theoretically) full vertical integration (Caves & Murphy 1976).   

Assuming that franchisors aim to maximise system profitability, the 

encouragement of company ownership using employees at the store level must facilitate 

this end.  That is, one could conjecture that franchisors have been successful in aligning 

the interests of unit level employee behaviours with the strategic demands of 

franchisors. As multiple unit structures also use employee managers within the 

subsystem mini-chains, the transference from company to multiple unit ownership 

should encompass fewer transitional costs.  This means that agency costs arising from 

the recruitment, selection, training and ongoing performance evaluation of employee 
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managers should not pose the same difficulty in plural systems as compared with 

conventional single unit systems.  Therefore, assuming a franchisor’s desire to grow and 

survive, one would expect a higher incidence of multiple unit ownership in systems 

characterised by plural forms of distribution.  Thus it is posited that: 

P3: There is a significant positive relationship between multiple unit franchising 
  and franchise systems characterised by plural forms of distribution. 

   

3.4.4 Ownership redirection (proposition 4).   

 Although there is empirical justification of the capital redirection hypothesis 

within the single unit framework, no consensus of opinion exists within the scope of 

franchisee owned chain organisations.  Resource scarcity researchers postulate that only 

less profitable franchised units will remain independent of the franchisor’s control after 

the firm has sufficient available resources.  While there is some evidence that 

institutional investors such as Pepsico Ltd sought an advantage in extending company 

ownership through the ownership of Pizza Hut franchises in Australia, a recent strategy 

reversal (Rudnitsky 1995) supports capital acquisition (and retention) arguments, but 

not the capital redirection hypothesis.  Although conceptually one could presume that 

the transitional costs of converting mini-chain units to company ownership would be 

less than those associated with the conversion of a number of single units, the empirical 

evidence is unclear as to the validity of this presumption.  While many mature systems 

encourage multiple unit ownership (Robicheaux, Dant & Kaufmann 1994), anecdotal 

evidence supports the reacquisition of profitable units in at least some local systems 

(Meij, D 2002, pers. Comm.., 14th March).  Although this issue has not been directly 

addressed, some earlier work asserts that master franchising systems may provide 

opportunities for company buy-backs (Zeller, Achabal & Brown 1980).  Thus it is 

postulated that: 
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P4: There is a significant positive relationship between multiple unit franchising 
  and a franchisor’s perception of the future buy-back potential of profitable 
  units.  

 
3.4.5 Agency costs (proposition 5).   

 While the repurchase of chain groups may offer the franchisor future economic 

advantages, a franchisor’s adoption of multiple unit arrangements may be driven by 

additional agency cost motivational incentives.  Within the context of conventional 

franchising theory, multiple unit franchising arrangements appear conceptually 

unsound.  This is because the benefits associated with owner-managed single units are 

not consistent with the operation of franchisee owned mini-chains.  These mini-chains 

are created incrementally or in territorially protected blocks as part of a designated 

development schedule and require the use of employee managers.  Given that 

employees may tend to shirk, unit level inefficiencies may affect a franchisor’s ability to 

maximise system performance, particularly in the areas of unit level motivation and 

effort, and local responsiveness (Bradach 1998).   On this basis, the choice of an 

economic organisation characterised by franchisee ownership of multiple units seems 

problematic and inefficient. 

Multiple unit arrangements represent a shift from the traditional agency 

relationship espoused in single unit franchising theory (Kaufmann & Dant 1996; 

Kaufmann & Kim 1995).  While single unit structures are said to benefit from the 

co-location of knowledge and decision rights at the unit level (Jensen & Meckling 

1976), multiple unit structures may provide additional economic advantages associated 

with the ongoing management of franchising agency relationships.  These arrangements 

promote consistency in production and distribution, and continuing franchisee 

investment, further negating the possibility of long-term concept degradation.  In 

dealing with larger and more financial franchisees, franchisors may be able to institute 
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changes more readily, allowing for a proactive approach to changes in an environment 

characterised by diverse and dispersed market demand (Kaufmann & Ergolu 1988).  

Also, chain franchisees may be more willing to concede to franchisor demands as their 

management issues are closer to those of the franchisor, than those experienced by 

owner-operators in the system (Dant & Gundlach 1998).  That is, multiple unit 

franchising facilitates the alignment of motivational incentives between the franchisor 

and chain franchisee, which should minimise costs arising from the asymmetric nature 

of information collection and communication between the parent franchisor and chain 

franchisee (Sen 2001).  Furthermore, this standardisation will reduce costs associated 

with the maintenance of system-wide uniformity which should promote efficiency in the 

introduction of new products and services within the system. 

In addition, chain franchisees should have a disincentive to free-ride off the 

firm’s trade mark or market positioning.  As some area developers and sequential 

multiple unit franchisees may own many outlets (Kaufman 1988), they will have a 

disincentive to free-ride, as it would damage the value inherent within their own 

subsystem (Dant & Gundlach 1998; Gal-Or 1995).  Furthermore, multiple unit holders 

often reproduce the company structure within their own subsystems, further ensuring 

the use of common practices across both franchisee and franchisor owned units 

(Bradach 1997).  Also, franchisors may reap additional advantages from encouraging 

multiple unit ownership.  Franchisors may accrue savings associated with a reduction in 

recruitment costs occasioned by not having to enlist as many franchisees (Kaufmann 

1990).  Also, multiple unit franchisees, and in particular area developers, may bring 

useful management procedures and experience that can add value to the subsystem.  

This may, for example, include knowledge of local market conditions, staff recruitment 

and administration.   
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However these advantages should be tempered against costs associated with a 

reduction in local market innovation and adaptation (Bradach 1998), the promotion of 

adverse selection problems and unit level motivational considerations (Bradach 1994; 

Kaufmann 1992).  In particular, research suggests that innovation suffers in larger firms 

due to difficulties in structuring and supporting these activities (Block & MacMillan 

1993).  As franchisee-owned subsystems grow in size local market innovation may be 

constrained.  This is because employee innovative responsiveness at the unit level may 

be constrained by the formalisation of work practices (Kaufmann & Dant 1998).  This, 

in turn, may have a deleterious effect upon firm survival (Miller & Friesen 1984). 

Additionally, as previous single unit research shows that franchising is a 

preferred method of minimising suboptimal behaviours in systems characterised by 

physically dispersed units (for example, Brickley & Dark 1987; Norton 1988a), one 

would expect that multiple unit forms would incur higher monitoring expenses.  From a 

transaction cost economics perspective, this would equate to higher ex-post costs.  In 

comparison, ex-ante costs linked to franchisee selection should be minimised.  In 

particular, as sequential expansion is usually based upon prior performance, a 

franchisor’s uncertainty about future performance should be minimised.  As anecdotal 

evidence proposes that area development contracts in Australia and overseas are only 

given to franchisees that have demonstrated satisfactory single unit operation in the 

system (Bolton 2002; Gonzalez 1995), one would expect that recruitment and training 

costs should be minimised.  In support of this, research conducted in the United States 

shows that the high cost of finding suitable franchisees is a major reason that franchisors 

encourage multiple unit franchising (Bradach 1994).  Furthermore, this strategy should 

encourage the selection of highly competent managers, further reducing the costs 

associated with ongoing unit level monitoring.  Therefore, providing that past 
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competencies are an accurate measure of future performance, franchisors may be able to 

use multiple unit franchising as a method of minimising both ex-ante and ex-post 

agency costs. 

However, the potential for franchisee opportunistic behaviours (Jambulingam & 

Nevin 1999; Williamson 1995) may be viewed by franchisors as a cost to future 

operational efficiency and profitability.  Researchers suggest that a franchisor’s level of 

power is reduced as franchisees purchase additional units in the system (Lafontaine & 

Kaufmann 1994).  Should this increase in franchisee power have a deleterious impact 

upon the long-term management of the franchising system, such as mitigating a 

franchisor’s ability to institute system-wide change, operational inefficiencies will 

result.  Anecdotal evidence suggests that large multiple unit franchisees are coercing 

franchisors to allow them to purchase single units in the franchise system at below 

market value (Zarco & Einhorn 1999).  This behaviour may promote a divergence of 

single unit franchisee and parent franchisor goals resulting in unit-level 

underperformance, intra-system conflict and litigation.  Therefore, the level of chain 

franchisee power may have an adverse impact upon the management of the franchising 

relationship.  

 Nevertheless, the ubiquity of this market channel arrangement infers that 

franchisors are able to recruit competent employee-managers and effectively monitor 

geographically dispersed units in franchisee owned mini-chains.  In support of this 

claim researchers posit that chain subsystems enable the effective monitoring of 

suboptimal and misdirected effort, although the structure of the franchisee-owned 

subsystem will influence the multiple unit franchisee’s ability to reduce agency related 

costs (Kaufmann & Dant 1996).  In particular, a minichain that gradually experiences 

the growing pains of performance decay (due to increasing agency costs) through 
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sequential growth differs from area development subsystems that are less able to adjust 

growth rates in reaction to increases in agency related costs.  However, one could 

conjecture that the popular longevity of multiple unit franchising indicates that this 

economic form must be affording franchisors unit-level and in particular chain-level 

advantages allied to the efficient operation and ongoing management of systems around 

the world.  Therefore, it is proposed that: 

 
P5: There is a significant positive relationship between multiple unit franchising 

  and a franchisor’s perception of future agency cost minimisation. 
 

3.4.6 Franchising relationship conflict (proposition 6).   

Apart from future agency cost advantages, the decision to adopt multiple unit 

franchising may be reliant upon a franchisor’s management of existing agency 

relationships.  Franchising researchers have apportioned franchise system success to the 

franchisor’s management of the franchising relationship (for example, Hunt and Nevin 

1974; Lewis & Lambert 1991).  Should franchisors be unable to enlist the cooperation 

of existing franchisees to operationalise their goals, they would be unlikely to reward 

their underperformance by granting additional units.  That is, particularly in regard to 

sequential expansion, franchisors are more likely to allow only successful franchisees to 

purchase additional units as this would minimise the possibility of future intra-firm 

conflict arising from the unrealistic expectations of new franchisees, thus minimising 

post-contractual costs.  If existing franchisees were involved in legal negotiations with 

the franchisor, then it would be unlikely that the franchisor would allow them to 

increase their holdings (and power) within the franchise system.   

Furthermore, it would be unlikely that franchisors that were unsuccessful in 

realising small scale economies at the unit level would be willing to subjugate 

administrative power to new multiple unit franchisees, such as area developers, unless 
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they could confidently predict the future success of these franchisees.  As the existence 

of conflict may be indicative of poor selection and recruitment processes (Jambulingam 

& Nevin 1999), it would be reasonable, a priori, to conjecture that these processes 

would be ineffective in choosing suitable multiple unit candidates.  The existence of 

problems in the management of the franchising agency relationship may further 

complicate the marketability of the enterprise. 

Franchisors who are involved in substantial disputation with their member 

entities should be less likely to offer multiple unit holdings to prospective franchisees 

due to the likelihood of attracting likely participants.  In particular, Australian 

franchising sector disclosure requirements would alert prospective franchisees to the 

presence and progression of any franchisor or franchisee initiated conflict.  This would 

impact upon a potential franchisee’s willingness to enter a franchise system (Giles & 

Young 2001).  Because many aspiring entrepreneurs are attracted to franchising as it 

promises a business form that will improve their chances of survival through the early 

stages of their business life-cycle (Bates 1998), it would be logical that the presence of 

intra-system conflict would reduce the appeal of the franchise.  Furthermore, area 

developers, as sophisticated investors, would be less inclined to enter systems in which 

franchisees are dissatisfied to the extent that they are involved in mediation and 

litigation with the franchisor.  In support of this argument, the former joint director of 

the Lenard’s franchise chain says that franchisors need to ensure the peaceful co-

existence of franchisor and franchisees in order to encourage more entrepreneurs to 

enter the franchise system (Bardwell 2002).  Thus, it is argued that: 

P6: There is a significant negative relationship between multiple unit franchising 
and the level of conflict within the franchise system. 
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3.4.7 Geographic contiguity of units (proposition 7).   

As many franchising systems incorporate a pool of both franchised and company 

owned units, many franchisors have already shown an ability to effectively utilise both 

input and output controls in minimising agency related expenses.  While this is not 

achievable in pure residual claimancy models, its continued success will be dependent 

upon the spatial nature of the units within the system.  One would assume that even if a 

multiple unit franchisee’s goals were perfectly aligned with that of the franchisor, at 

some level of organisational complexity (geographic dispersion) (Hall 1977), 

monitoring information would become inaccurate (Brickley & Dark 1987).  Therefore, 

assuming site availability, a franchisor would most likely favour sales of contiguous 

units to a multiple unit franchisee.  This would promote monitoring economies within 

the chain organisation through reducing the geographical dispersion of franchisee units.  

Although this has been examined in the United States (Kalnins & Lafontaine 1997, 

1999), anecdotal evidence suggests that Australian franchisors may be unwilling to sell 

units in close proximity due to competition issues (Bolton 2002).  In particular, the Vice 

President of McDonald’s Australia believes that competition from neighbouring units 

promotes valuable customer service outcomes, further promoting system-wide 

profitability (Bolton 2002).  This has some theoretical support in the economics 

literature (for example, Baye, Crocker & Ju 1996).  In an attempt to clarify this apparent 

contradiction in franchisor strategy it is posited that: 

P7: There is a significant positive relationship between multiple unit franchising 
  and the availability of geographically contiguous franchisee units.  

 

3.4.8 Reward strategy (proposition 8).   

 Perhaps multiple unit arrangements afford franchisors other advantages.  They 

may be able to exert motivational control over franchisees wishing to expand 
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sequentially or through area development agreements.  For example, franchisees in Mail 

Boxes Etc. are only offered additional units or area development contracts after they 

have demonstrated their ability to successfully operate a single unit (Gonzalez 1995).  

This may give franchisors leverage in the control of quality deviations that could result 

in performance decay and concept deterioration (Kaufmann 1990; Kaufmann & Kim 

1993).  That is, the multiple unit growth process ‘…influences the accomplishment of 

other growth challenges’ (Bradach 1994, p.22).  As the franchisor’s attainment of large 

scale economies (production and promotion) is reliant upon the performance of the 

chain and single unit franchisee, methods of rewarding performance will have positive 

flow-on efficiency effects.  This is confirmed in the management literature that shows 

that reward systems determine who is attracted to, and who remains in an organisation 

(Mobley 1982), the cultural climate of the firm (Kerr & Slocum 1988), the structure of 

the firm (Butler, Ferris & Napier 1991), and the level of employee motivation (Robbins 

2000).  The importance of this issue is established in recent franchising research which 

examines the relationships between system rewards, product innovation, entrepreneurial 

activity and maintaining a sustainable competitive advantage (for example, Falbe, 

Dandridge & Kumar 1998; Hamel & Prahalad 1996). 

Anecdotal evidence in Australia indicates that multiple unit franchising is used 

to reward successful franchisees within the franchise system.  In support of this 

argument, the local emphasis on sequential modes of expansion in Australia has been 

attributed to previous unit level performance (Frazer & Weaven 2002).  For example, 

the McDonald’s franchise favours granting additional units to franchisees who have 

demonstrated desired levels of accomplishment in service quality, site cleanliness and 

product delivery (Bolton 2002).  Similarly, the national franchise manager of the Red 

Rooster takeaway chicken franchise states that system success is reliant upon 
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recognising and providing incentives, to franchisees ‘…whose operational performance 

and compliance consistently meets and exceeds standards and benchmarks’ (Tulloch 

2002, p. 7).  However, other evidence suggests that past performance does not impact 

on the sale of additional units to existing franchisees, as ‘…success in one store does not 

necessarily equate to an ability to manage two or more outlets.’ (Wakefield 2002, p. 1). 

Although a recent survey in the United States identified ‘reward for 

good/selected franchisees’ as a primary reason for multiple unit franchising (Wadsworth 

2002, p.12) in the United States, this relationship has not been empirically tested in 

Australia.  Furthermore, anecdotal evidence suggests that Australian franchisors do not 

share a consensus of opinion.  However, it is reasonable to assume that the lure of 

multiple unit ownership would be beneficial in manipulating franchisee commitment to 

the system.  In particular, competitive pressures should entice franchisors to reward able 

franchisees, in an attempt to promote internal franchisee satisfaction, ensure continual 

support, and minimise brand switching (Goldberg 1999).  This strategy contributes to 

the success of the ongoing franchisor/franchisee relationship as it allows franchisors to 

pressure franchisees to align chain level incentives with that of the principal.  However, 

recent research suggests that the relative power of this ‘lever’ will diminish as 

franchisees become increasingly powerful within the franchise system (Bradach 1994, 

p.23; Zarco & Einhorn 1999). 

Given that there is no consensus in what is observed in practice, this research 

will consider a franchisor’s strategic motives for encouraging the sale of additional units 

to existing franchisees.  Thus it is posited that: 

P8: There is a significant positive relationship between multiple unit franchising 
 and the system reward strategy of granting additional units in the system. 
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3.4.9 Franchise system growth (proposition 9). 

 Multiple unit franchising arrangements may afford experienced franchisors with 

unique advantages associated with managing the ongoing and future franchising 

relationship.  However, the chief advantage cited in the franchising literature is its 

association with accelerated system growth, increases in profitability and long-term 

survival (Bradach 1994; Kaufmann & Dant 1996; Kaufmann & Kim 1993, 1995; 

Wadsworth 2002). 

Within the context of traditional franchising theory, franchisors commit to a 

franchise system in order to overcome the entrepreneurial capacity problem (Lillis, et al. 

1976; Norton 1988b) allowing a firm to grow faster as it minimises adverse selection 

and moral hazard costs that restrict growth (Kaufmann & Dant 1996; Shane 1996a).  

Multiple unit franchising arrangements allow franchisors to increase the number of units 

per relationship and permit the system to grow larger than would be possible through 

single unit expansion (for example, Bradach 1994; Kaufmann & Dant 1996; Kaufmann 

& Kim 1993, 1995; Shane 1996b).  These strategies apportion value in the form of 

capital, but have a corresponding detrimental impact upon system growth due to store 

level disincentives and increasing organisational complexity.  However, empirical 

studies conducted in the United States have found little evidence of detrimental agency 

effects in multiple unit expansion, instead finding that it is associated with higher 

growth rates than is observed in systems characterised by single unit owner operators 

(for example, Bates 1998; Bradach 1994; Kaufmann & Kim 1993, 1995).   

Although the proposition presented below represents a partial replication of 

other studies (for example, Kaufmann & Dant 1996; Shane 1996b), the use of primary 

data from a variety of industries within the Australian franchising sector may reveal 

new perspectives.  In addition there is some anecdotal evidence that some franchisors 
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who have encouraged the growth of mini-chains within their systems (such as the now 

defunct Bumba-T-Bumpa franchise) have attributed their demise to a lack of adequate 

constraints on growth in a highly competitive and uncertain environment (Jenkinson, G. 

2001 pers. comm.., 3rd March 2002).  While the reasons contributing to franchise system 

failure are outside the scope of this research, the preceding example does presuppose the 

possibility that the Australian franchising sector may not mirror overseas experience.  

Nevertheless, using theoretical principle, it is conjectured that: 

P9: There is a significant positive relationship between multiple unit franchising 
and firm growth.  

 

3.5 Conclusion.   

 This chapter has reviewed the literature on franchising choice from the 

franchisor’s perspective, showing a progression from the development of resource 

scarcity and agency theories to more recent empirical examinations of multiple unit 

franchising.  Resource scarcity explains franchising as a method of alleviating capital, 

labour and managerial constraints on system growth, while agency theory posits that 

franchising minimises costs associated with geographically dispersed operations.  

Recent research integrates aspects of these theories in justifying the existence of hybrid 

organisational forms, of which multiple unit franchising is one derivative. 

The major multiple unit studies have been conducted in the United States, using 

both secondary and primary data sources.  Thus, many of these empirical studies have a 

theoretical underpinning, but have only been able to partly explain the existence of the 

conceptually unsound practice of multiple unit franchising.  Generally, the most 

consistent support across these studies has been in linking multiple unit franchising with 

system growth rates and system-wide adaptability to competition.  Some United States 

studies often use large samples but are limited by convenience sampling methods and 
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secondary data, while others use secondary sources that limit their use of the direct 

measures of the variables of interest. 

Aspects of the parent disciplines of resource scarcity and agency theory, and the 

immediate discipline of multiple unit franchising were incorporated in the conceptual 

model of multiple unit franchising (Figure 3.2).  Franchisors have an incentive to adopt 

an organisational arrangement that promotes operational efficiency through the 

reduction of organisational complexity and close alignment of franchisor and franchisee 

goals.  Multiple unit franchising appears to offer this benefit, although not during the 

early stages of a company’s life-cycle when capital resources, procedural formalisation 

and managerial expertise may be inadequate.  As franchisors are remunerated on the 

basis of total sales, they may be attracted to multiple unit ownership to grow the size of 

their system and maintain incumbent franchisee satisfaction through the provision of an 

entrepreneurial career path.   

In brief, this research addresses several gaps in the literature because it: 

• incorporates aspects of the parent disciplines of resource scarcity theory and 
agency theory with the immediate discipline of multiple unit franchising to 
develop a conceptual model explaining the choice of this organisational form; 

 
• uses Australian data from a primary source; 
 
• describes multiple unit franchising as a function of the context of franchise 

system context (age, system corporatisation, plurality of distribution, geographic 
dispersion of available units and level of existing intra-firm conflict), and 
strategic (ownership redirection, perceived future agency cost minimisation, 
system rewards, and system growth) factors; 

 
• introduces new constructs such as system ‘corporatisation’ and ‘system 

rewards’; and 
 
• includes a partial replication of other research in an attempt to promote cross 

cultural generalisability. 
 
 The propositions developed from the arguments presented in this chapter are 

listed in Table 3.2 and shown in Figure 3.2. 
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Table 3.2 

General propositions developed for this research – franchisor motivational incentives 
 

Concept No. Proposition 

Franchisor 
experience# P1 There is a positive relationship between multiple unit franchising and 

franchise system maturity. 

Degree of 
corporatisation P2 There is a positive relationship between multiple unit franchising and the 

degree of franchise system corporatisation. 

Plurality of 
distribution P3 There is a positive relationship between multiple unit franchising and 

franchise systems characterised by plural forms of distribution. 

Ownership re-
direction P4 

There is a positive relationship between multiple unit franchising and 
franchisor’s perception of the future buy-back potential of profitable units.  
 

Agency costs P5 There is a positive relationship between multiple unit franchising and a 
franchisor’s perception of future agency cost minimisation. 

Intra-firm conflict P6 
There is a negative relationship between multiple unit franchising and the level 
of conflict within the franchise system. 
 

Geographical 
dispersion of units P7 

There is a positive relationship between multiple unit franchising and the 
availability of geographically contiguous franchisee units.  
 

Reward strategy P8 
There is a positive relationship between multiple unit franchising and the 
system reward strategy of granting additional units in the system. 
 

System growth 
 P9 There is a positive relationship between multiple unit franchising and firm 

growth.  

 
# (Partial replication) 
 
Source: developed for this research. 
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CHAPTER 4  QUALITATIVE METHODOLOGY AND RESULTS 

 

4.1  Introduction 

 This chapter outlines the inductive methodology used in the second stage of this 

research.  Section 4.2 justifies the choice of the realism approach to scientific endeavour.  

Next the preliminary qualitative study is described.  Section 4.4 presents the stages of the 

research design.  Following this, the convergent interviewing methodology is discussed and 

measures taken to ensure valid and reliable results in this stage of the research are detailed 

(sections 4.5 and 4.6).  In section 4.7 the planning, management and data interpretation of 

this qualitative stage is explained.  Next, the analysis of the sample data derived from the 

interviews is presented (section 4.8).  Then, concluding remarks are made in section 4.9. 
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Figure 4.1 
Outline of Chapter 4 

 

4.1 
Introduction 

4.2 
Choice of realism paradigm

4.3 
Preliminary study 

4.4 
Research design 

4.6 
Establishing the validity and 
reliability of the qualitative 

findings 

4.7 
Implementation of convergent 

interviewing procedure 

4.5 
Choice of convergent 

interviewing 

4.8 
Analysis of convergent 

interview data 

Section 4.9 
Conclusion 

Source: developed for this research 

 117



 

4.2 Choice of realism paradigm 

 The justification for the choice of the realism paradigm used in this research is 

detailed in Appendix 4.1.  This worldview approach is appropriate when areas under 

investigation are deficient in theory and lack well defined and tested constructs and 

principles (Parkhe 1993; Perry 1998).  Although many single unit franchising analyses have 

solid theoretical and empirical grounding, much of the research into multiple unit 

franchising is characterised by an absence of instructive theoretical frameworks 

(Grünhagen & Mittelstaedt 2000).   Realism researchers facilitate their understanding about 

a subject through triangulating multiple perceptions about the form and nature of reality 

(Perry, Reige & Brown 1998).  Therefore, in order to attain a real, albeit imperfect, picture 

of multiple unit franchising in Australia, inductive and deductive elements were combined 

in this research so as to provide the data necessary for triangulation (Perry, Reige & Brown 

1998).  Specifically, a series of convergent interviews was conducted after the literature 

review, in order to observe and organise observable facts in order to develop theory.  Then, 

inferential statistical techniques including analysis of variance (ANOVA), regression and 

correlation were used to analyse the data collected within the Internet survey of Australian 

franchisors. 

 In brief, the realism framework was chosen because it permits a process of 

discovery in which theoretical constructs may be tested and resultant predictive theories of 

multiple unit franchising practice may be attained.   
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4.3  Preliminary study 

 A series of preliminary in-depth interviews was held with an heterogenous sample 

of franchisors, franchisees, industry professionals and academics to assist the researcher in 

gaining a broader understanding of issues pertinent to franchising and, in particular, 

multiple unit arrangements.  Although a review of the (predominantly international) 

literature had resulted in the development of the preliminary model and set of propositions 

presented in Chapter 3, further clarification was needed to confirm the direction of the 

research and highlight issues that may be peculiar to the Australian setting.  The sample 

consisted of a franchising consultant, a franchising solicitor, a franchising academic, an 

academic with significant qualitative surveying experience, two university doctoral 

candidates, two franchisees and two franchisors.  The franchisors were involved in the 

Retail (food), and Personal Service industries, and both endorsed the sale of multiple unit 

franchise contracts.  The franchisees were in the Property and Business Services, and Retail 

(food) industries; one was a single unit holder and the other a multi unit franchisee.  A 

detailed profile of respondents is shown in Appendix 4.2. 

 Interviewees were chosen because of their knowledge and experience within the 

Australian franchising sector.  Firstly, each respondent was asked to identify the reasons 

why franchisors and franchisees entered single and multiple unit franchising agreements.  

Next, they were asked to list contextual factors that may facilitate or impede a franchisor’s 

or franchisee’s ability to adopt these arrangements.  Finally, they were asked to review the 

preliminary conceptual model and propositions.  Although the sample provided no 

additional motivations that had not already been identified within the literature review, they 
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did offer an initial ranking of these motivational incentives and factors in order of 

importance (see Appendix 4.3).   

 Apart from improving the researcher’s knowledge of franchising in Australia, these 

interviews assisted in refining interviewing technique.  While these in-depth discussions 

were more structured than the convergent interviews employed later, they provided a 

valuable forum in which the opening rapport-building dialogue, ongoing evaluation of 

respondent answers and use of probe questions, and the use of visual aides and prompters 

(in some interviews) was able to be trialled. 

 Next, the research design for qualitative data gathering and analysis will be 

described. 

  

4.4  Research design 

Research design involves specifying a master plan outlining the methods and 

procedures to be used in collecting and analysing the required data (Burns & Bush 2003; 

Malhotra et al. 2002).  A research design is the structure or framework used to solve the 

research problem (Churchill 1999; Kinnear, et al. 1993). Three types of research design are 

identified in this research including exploratory, descriptive and correlational variants 

(Aaker, Kumar & Day 2001; Burns & Bush 2003; Churchill 1999; Cooper & Schindler 

1998).  All three types of research will be used in this research for the following reasons. 

Exploratory, descriptive, and correlational analysis.  Firstly, exploratory 

research is normally an unstructured and informal method of obtaining background 

information about a research problem (Burns & Bush 2003; Churchill 1999; Sekaran 2003).  

Specifically, an exploratory qualitative study was used in this research to clarify problems, 
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test the conceptual model and verify the theoretical propositions generated from the 

literature.  Secondly, descriptive research was used in the second stage of the research 

design to describe and measure phenomena of interest (Cavana, Delahaye & Sekaran 2003; 

Churchill 1999; Cooper & Emory 1995) and provide a greater insight into managerial 

practices that relate to multiple unit franchising.  In contrast to exploratory studies, 

descriptive research is a more formalised approach that requires a concise specification of 

the characteristics being investigated (Churchill 1999).  Thirdly, correlational research 

such as field studies is used to measure the closeness of the relationship between variables 

(Churchill 1999).  The research design adopted in this research is shown diagrammatically 

in Figure 4.1. 
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Figure 4.2 
Research design 
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 The purpose of this research is to identify factors, influences, methods and 

consequences influencing the decision of franchisors and franchisees to adopt multiple unit 

franchising practices in Australia.  Although an in-depth study of the literature has resulted 

in the evolution a model (Figure 3.2) and set of propositions (Table 3.2), further qualitative 

research was warranted to identify issues that may be sector specific or may not have been 

identified in the academic literature to date.  Consequently, following the preliminary study 

(section 4.3), a series of convergent interviews was conducted with a sample of franchisors 

located in the South East Queensland region of Australia.  These interviews were used to 

identify interviewee behaviours and attitudes that are not directly observable in an 

imperfect reality (Godfrey & Hill 1995; Healy & Perry 2000; Patton 1990).  The 

observations were incorporated into a revised multiple unit franchising conceptual model 

(Figure 4.3) which was later tested through statistic-centric methods (Aaker & Day 1990; 

Easterby-Smith, Thorpe & Lowe 1991; Sekaran 2003).   

While qualitative and quantitative methods are often treated as independent 

approaches to scientific endeavour (for example, Davies 2000; Denzin & Lincoln 1994; 

Deshpande 1983; Mendenhall, Reinmuth, Beaver & Duhan 1986), researchers have cited 

the need to combine ‘inductive’ research with ‘deductive’ testing, (Carson, Gilmore, Perry 

& Gronhaug 2001, p.99) as pure induction or deduction may be untenable and unrewarding 

(Mingers 2001).  In particular, researchers suggest that further advancement in the ‘body of 

knowledge’ is dependent upon the continuous interplay of exploratory and confirmatory 

research (Parkhe 1993, p.256).  In justifying the triangulation approach adopted in this 

research (Markus 1997), the relative advantages associated with both qualitative and 
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quantitative research will be examined and the rationale for following a two-stage 

qualitative and quantitative analysis is explained below. 

Qualitative methods (stage 1). Qualitative research methods value discovery over 

theory verification.  Qualitative research assumes that an unstructured method of inquiry 

will encourage interviewees to choose their own interpretations, thus enabling a greater 

potential for new insights and perspectives (Aaker, Kumar & Day 2001). Through the 

adoption of a qualitative perspective, marketing researchers are able to explore in-depth 

issues in a less structured format than is achievable in quantitative analysis (Langer 1987).  

Qualitative data sources include observation and participant observation, interviews and 

questionnaires, analysis of documents and texts, as well as the researcher’s reactions and 

impressions (Myers 1994).  Proponents of this research method argue that the social and 

institutional context of scientific examination is lost when textual data is quantified (for 

example, Bagozzi 1994; Kaplan & Maxwell 1994).  In light of these advantages, many 

marketing researchers use a multi-tiered research design incorporating a qualitative theory 

building stage and a quantitative verification stage (Aaker & Day 1990; Marshall & 

Rossman 1999). 

 Qualitative methods were used in this research as the topic is in an early stage of 

theory development and hence quantitative findings may be premature and inconclusive 

(Eisenhardt 1989b; Parkhe 1993).  In addition, a clinical non-directive technique such as 

convergent interviewing provides an in-depth understanding of franchisor and franchisee 

motivations and incentives governing franchising behaviour (Rubin & Rubin 1995) through 

obtaining ‘rich’, ‘deep’ and ‘real’ information (Deshpande 1983, p. 103) and ‘tracking 
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down patterns [and] consistencies’ (Mintzberg 1979, p. 584), that were later tested through 

quantitative methods. 

 Quantitative methods (stage 2).  Quantitative methods originally developed in the 

natural sciences to study natural phenomena (Myers 1997).  Examples of quantitative 

methods include survey instruments, laboratory experiments, formal methods (for example, 

econometrics) and numerical modelling.  Quantitative researchers attempt to collect facts 

and study the relationship that one set of facts has with another, with the aim of producing 

statistically significant and generalisable conclusions (Zikmund 2000).  Although 

quantitative research methods are generally correlational in nature in social psychology, 

social research and business research, they are often experimental in nature in other 

disciplines, and are used in verifying or dismissing the existence of explanatory 

relationships (McDaniel & Gates 1993).  Some researchers have found greater acceptance 

of quantitative methods in corporate marketing departments (for example, Ooslveen & 

Wouters 1991), particularly when combined with qualitative methods at different stages of 

their research (for example, Wimmer & Dominick 1987, Easterby-Smith, Thorpe & Lowe 

1991; Mingers 2001).  This two-tiered approach has the advantage of gaining an initial 

understanding of the underlying reasons for and motivations of respondent behaviour, 

together with the quantification of data and generalisation of results from the sample to the 

wider population of interest.   

 The aims, characteristics and outcomes associated with qualitative and quantitative 

research methods are compared in Appendix 4.4.  Generally, qualitative analysis suits 

interpretive theory building, while quantitative analysis is a more positivistic mode of 

inquiry.  In practice, qualitative research demands involvement by the researcher 
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throughout the exploratory process while quantitative methods offers a more independent 

approach to testing verifiable hypotheses. 

 In brief, this research combined both qualitative and quantitative research methods.  

Stage one of the research enabled a greater understanding of franchisor motivations and 

behaviours in their decision to adopt multiple unit franchising practices.  Following this 

theory-building stage of the research, stage two involved a formalised statistical 

examination of a large number of representative cases.  Next, the reasons for choosing the 

interviewing technique are described. 

 
 

4.5 Choice of convergent interviewing 

Convergent interviewing is a technique which collects, analyses, and interprets 

information through the use of a limited number of interviews with selected experts in the 

field.  This process involves a series of in-depth interviews that allows questions to be 

refined and developed after each interview with the aim of converging issues in a particular 

area.  That is, this research encourages a ‘series of successive approximations’ (Dick 1990, 

p.3) leading to a consensus through the development and use of probe questions about 

important information where interviewee agreement or disagreement is tested.   

The convergent interviewing technique is suited to situations where the researcher 

or interviewer is attempting to obtain objective information about a particular phenomenon.  

The convergent interview process minimises and ideally eliminates results that may be 

skewed by interviewer and respondent bias through a system of analysis and development.  

The method is cyclic and follows a complete process at each stage (Dick 1990).  This 

system of successive approximations is used to refine and test both points of agreement and 

disagreement until consensus is attained. 
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The primary advantage associated with convergent interviewing in comparison to 

in-depth interviewing and case study methods is that results from these methods are not 

respondent driven, as shown in Appendix 4.5.  The convergent interviewing approach 

removes the interviewer from the data creation process allowing the interviewer to 

concentrate upon information evaluation and analysis.  The process of convergent 

interviewing is unstructured and any information given by interviewees is not a result of 

answers given to questions predetermined by the researcher, but is the result of information 

given and developed from respondent information.  In addition, convergent interviewing 

techniques can be used without any prior knowledge of the subject (Dick 1990) although 

this is not recommended by some researchers (Carson, Gilmore, Perry & Gronhaug 2001, 

p. 89).  In contrast, case study research would require a stronger theoretical framework than 

is evident in the multiple unit franchising literature (Emory & Cooper 1991; Yin 1994) 

The structured or in-depth interview is by nature a gathering of information in 

response to a series of questions developed by the researcher after an initial or extensive 

literature review (Kvale 1996).  This method has the advantage of obtaining unambiguous 

responses to certain issues, although at the risk of influencing responses by attitudes (for 

example, cultural or corporate) and the structuring of questions (implied or expressed).  

Although these aspects may be addressed by control and evaluation questions, this 

procedure still relies upon researcher interpretation.  In other words, the interviewer may 

ask the wrong questions (Brenner, Brown & Canter 1985).   

Convergent interviewing attempts to remove the researcher and his or her bias or 

preconceptions from the information gathering process by allowing the respondent(s) to 

identify salient points that can be tested in subsequent interviews.  This multi-level process 
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(shown in Figure 4.2) includes interview design, data collection, interpretation, redesign, 

data collection, and reinterpretation stages (Dick 1990, p.6).   

 
Figure 4.3 

Convergent interviewing process 
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Source: adapted from Dick (1990) and Woodward (1997).

 

 Planning.  Planning for convergent interviews involves several steps and decisions 

involving the choice of and size of sample, arranging a time and venue for the interview, 

determining an opening question, and determining probe questions for the specific 

information being sought (Dick 1990).  How these steps were applied in this research is 

detailed in sections 4.7 and 4.8.   

 Analysis of interviews.  It is recommended that a detailed summary of the key 

issues raised in order of priority and importance be made during each interview.  Based 

upon these results, the researcher should then refine issues and develop probe questions 
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focussing on the areas of disagreement and agreement raised during the course each 

interview.  Then, the interviewer should construct a matrix containing the salient points of 

the interview and refine issues until a consensus, or convergence of views is apparent (Dick 

1998; Miles & Huberman 1994).  The franchisor analysis of the current research is 

presented in section 4.9, while the findings of the franchisee interviews are presented in 

section 6.7.   

 Limitations.  Convergent interviewing, as is evident in all research methodologies, 

does have some associated limitations (Woodward 1997).  Firstly, this is a theory building 

technique that should only be used in conjunction with frameworks and conceptual models 

that have been built from examination of the prior literature (Carson, et al. 2001).  

Secondly, convergent interviewing is costly in terms of the time needed to conduct 

interviews, refine questions, and evaluate converging themes.  Thirdly, this technique is 

reliant upon the knowledge and skills of the interviewer to contribute meaningful 

information to the exploratory research process.  The use of prior franchising theory in this 

research, together with the knowledge and skills of the interviewer, ensured accurate data 

collection and analysis. 

 In brief, although there are limitations associated with the convergent interviewing 

format, they are outweighed by the benefits provided by this qualitative technique.  Next, 

the validity and reliability of this procedure are detailed, followed by a discussion of the 

implementation of the convergent interviews and analysis of results. 
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4.6 Establishing the validity and reliability of the qualitative findings 

 Researchers suggest that it is difficult to establish the reliability and validity of 

qualitative research as it is subject to individual perceptions and measures are difficult to 

calculate statistically (for example, Smith 1984; Woodward 1997).  However the 

convergent interviewing technique has structural and procedural safeguards that ensure the 

procurement of valid and reliable findings (Dick 1990).   

Validity in qualitative research refers to the plausibility, credibility, trustworthiness, 

authenticity and therefore defensibility of the findings (Johnson 1997; Miles & Huberman 

1994).  Prior to detailing the various strategies employed in this research to maximise the 

validity and reliability of the research findings, the potential for researcher bias is 

discussed. 

 Sources of bias.  The unstructured format of qualitative research may promote the 

misinterpretation of information due to the selective observation and collection of data by 

interviewers (Malhotra et al. 2002).  The strategies employed to understand and control for 

researcher bias were reflexivity (Johnson 1997) and negative scenario sampling (Dick 

1990).  A process of ‘critical self reflection’ was embarked upon (Johnson 1997, p. 283) in 

order to gain clarity of vision (Douglas & Moustakas 1984).  While it would be unrealistic 

to suggest that this process resulted in a complete suspension of personal expectations and 

judgement, it did nevertheless allow the researcher to actively listen and record what 

respondents were saying.  Throughout this process the interviewer was mindful that the full 

range of motivations had not been fully explained by extant theories (Dant 1995), and that 

Australian emphases may contrast markedly with overseas experiences.  In particular, 

because Australian practices appeared to contrast with the findings of other international 
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studies (for example, Kalnins & Lafontaine 1999) every effort was made to find evidence 

inconsistent with accepted theory. 

The second method of minimising researcher bias is negative case sampling.  

Convergent interviewing techniques incorporate in-built negative case analysis procedures 

in which the interviewer is prompted to challenge and disprove emerging explanations that 

are interpreted from the data.  Throughout this stage of the research meaning that 

disconfirmed emerging trends was sought.  This process is identified as one method of 

ensuring the overall validity of field study data.  In particular, Kvale (1989) suggests that: 

Validity is ascertained by examining the sources of validity, and stronger attempts at 
falsification that a proposal has survived, the more valid and the more trustworthy the 
knowledge. Validation becomes investigation, continually checking, questioning, and 
theoretically interpreting the findings.    
(Kvale 1989, p.77). 

 

Types of validity relevant to qualitative analysis.  Validity refers to the degree to 

which the research accurately reflects or assesses the concepts to be measured.  Generally, 

researchers aim to promote both the internal and external validity of their studies in order to 

maximise the credibility and defensibility of their research.  However, not all positivistic 

criteria for ensuring the validity apply in qualitative research and in particular the ‘social 

world of realism’ (Healy & Perry 2000, p.123).  Three additional types of validity are 

especially important in qualitative analysis, namely descriptive validity, interpretive 

validity and theoretical validity (Maxwell 1996, 1992).  The strategies employed to 

promote these types of validity are discussed below. 

 Descriptive validity refers to the accuracy of the reported descriptive information.  

While ideally, the presence of two researchers at each interview may have been the most 

appropriate method of obtaining descriptive validity, cost considerations made this 
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unattainable.  Instead each interview was recorded and later transcribed verbatim, except in 

one case where an interviewee would not give consent.  This ensured that the notes 

compiled during the interview were an accurate reflection of the information being 

provided by the interviewee.   

Interpretive validity is associated with meaning and in particular, how well the 

interviewee’s “viewpoints, thoughts, feelings, intentions and experiences” (Johnson 1997, 

p. 285) are reflected in the data.  The strategy employed to maximise interpretive validity 

was the use of low inference descriptors throughout the progressive interpretation reporting 

process.  This was less important during the more positivistic analysis phase of the 

summary reporting.  While tape recording provided a verbatim record of each interview, 

the interviewee’s personal interpretations were included within the manual reporting 

process during the course of the interview.  In addition, verification of the general 

propositions and preliminary conceptual model of multiple unit franchising was sought 

from industry practitioners and consultants.  In particular, networking opportunities at 

Franchise Council of Australia functions and breakfast meetings were used to confirm the 

appropriateness of new ideas and gain practical insights into franchising practice.   

Theoretical validity relates to how well and why the findings explain the 

phenomenon under study (Maxwell 1992).  This is particularly important as theory 

development is reliant upon the identification of new constructs and by showing 

associations between constructs (Maxwell 1992).  Theory triangulation (Denzin 1989), 

investigator triangulation (Johnson 1997), and peer review strategies were used in this 

research.  Theory triangulation was an ongoing process of reviewing interviewee responses 

to test the appropriateness of theoretical explanations for the proposed inductive 
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propositions.  During the course of the interviews, every effort was made to identify 

alternative and dissimilar theories that would explain proposed relationships in order to 

break simplistic associations (Eisenhardt 1989a).  This rigorous approach facilitated a 

questioning mindset to identify the significance of unidentified or confounding (extraneous) 

motivational or structural variables determining the adoption of multiple unit franchising 

forms. 

Apart from using negative case scenarios, research promoted theoretical validity 

through the use of frequent peer reviews.  In this instance the supervisor of this research 

acted as an arbitrator and on several occasions requested follow-up interviews or phone 

calls with franchisees and franchisors in order to clarify the reasons for variability in some 

responses.  In addition, convergent interviewing promotes theoretical validity through 

inherent pattern matching.  This strategy of finding patterns and consistencies is cited as an 

integral part of qualitative research (Mintzberg 1979).  Next, the methods employed to 

maximise both internal and external validity will be discussed. 

Internal validity refers to the rigour with which the study is designed and the extent 

to which alternative explanations for expected correlational or causal relationships have 

been adequately examined within the research process (Huitt 1998; Malhotra et al. 2002).  

That is, it measures the ability of the survey to show relationships unambiguously (Denzin 

& Lincoln 1994; Zikmund 2000).  Realism research deals with ‘open fuzzy boundary 

systems’ (Healy & Perry 2000, p.123) and as such correlational or causal links are not fixed 

but dependent upon environmental influences.  Franchising experts were chosen in order to 

obtain useful and relevant information adding to the quality of answers and the internal 

validity of the qualitative process (Patton 1990).  However, this explanation in isolation is 
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an insufficient justification of how internal validity was ensured throughout the qualitative 

process.  In particular, a variety of other strategies was used to promote the validity of the 

research.  

Researchers identify several types of internal validity including face validity, 

criterion validity and construct validity (Cook & Campbell 1979; Healy & Perry 2000; 

Johnson 1997).  Face validity refers to how well the research design appears to offer a 

process that will facilitate the data acquisition within the research agenda.  Although the 

research design and data collection methods seem appropriate, theoretical justification is 

not necessary to ensure face validity (Fink 1995).   

 Criterion validity refers to the validity of ‘…generative mechanisms and the 

contexts that make them contingent” (Healy & Perry 2000, p.125).  Consistent with 

recommendations by researchers, issues central to multiple unit franchising practice were 

described and contextualised (Patton 1990; Yin 1994).  That is, information was sought 

from respondent franchisors and franchisees to develop a set of answers supporting real 

conclusions as to why things occurred.  Franchisor and franchisee demographic information 

such as the age, size and composition of firms and franchise units, management position of 

respondents and contextual information such as the location and time of interviews, were 

used to ensure that the data was information rich and appropriate (Patton 1990). 

Construct validity testifies to how well the results obtained from the use of the 

measure fit the theories around which the test is designed (Cooper & Emory 1995; Sekaran 

2003).  It is concerned with how well information about the theoretical constructs is 

measured by the research.  Firstly, construct validity was initially addressed through the 

careful definition of factors within the proposed theoretical model (Eisenhardt 1989a).  
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Secondly, two or more confirmatory questions were included in the interviews to ensure the 

validity of interviewee responses to aspects of multiple unit franchising practice. Thirdly, 

the convergent interview process incorporated negative-case scenarios in which the 

interviewer was prompted to disprove emerging explanations before they can be established 

as emerging trends (Dick 1990).  Fourthly, the process of convergent interviewing allowed 

the interviewer to re-evaluate and re-design interview content when it became apparent that 

respondent information was inconsistent with the research question.   

Moreover, multiple sources of information were used.  This ‘data triangulation’ 

method (Johnson 1997, p.289) involved using multiple data sources in the interview 

process.  Apart from conducting the interviews, the researcher cited relevant documents and 

was often invited to observe company premises and (on one occasion) attended a franchisor 

meeting with their franchisees.  A multiple research approach is cited as one method of 

ensuring the reliability and validity of qualitative research (Jick 1979). 

 In addition, for this research to be generalisable (Campbell & Stanley 1966) and 

transferable (Writing@CSU 2003) strategies to promote the external validity of the 

research were initialised.  External validity focuses on the generalisabilty of the research 

findings (Cook & Campbell 1979; Schwab 1999; Zikmund 2000).  It is difficult to 

generalise the findings from qualitative research to the general population as the 

interviewees are not usually randomly selected.  However, in convergent interviewing the 

sample is largely determined by recommendations from other interviewees.  So, while the 

sampling technique is not random, it is not fully determined by the researcher, further 

reducing self-selection biases.  However, further explanation as to the selection process, 

and its impact upon the generalisability of findings is warranted. 
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Research suggests that a naturalistic form of generalisation is possible in inductive 

research providing that the generalisation centralises on like populations (Johnson 1997).  

While it is difficult to draw any conclusions about the franchisor population from the small 

sample of franchisors that were interviewed during this first stage of the research, the 

investigation into franchisee motivations (Chapter 6) may show greater potential for 

naturalistic generalisation (Stake 1990).  This was maximised in the third stage of the 

research through interviewing a diverse sample of franchisees within a single franchise 

system.  These respondents held units of different sizes, had differing levels of experience, 

and were chosen from a wide variety of geographic regions in an attempt to ensure the 

provision of different opinions, therefore supporting data integrity.  However, contextual 

and demographic information of the interviewee respondents and the methods of data 

collection and analysis serve to provide a limit on the likely generalisability of this 

research.   As convergence was found between different franchisees, in different settings, 

and different organisational contexts, proximal similarity between respondents and thus 

replication logic (Yin 1994) may be claimed.  That is, this research may be generalisable 

beyond people in this study, (Johnson 1997), but should nevertheless be limited to the fast 

food retail trade sector.  The larger sample obtained in the quantitative stage of the research 

into franchisor motivations enabled a greater universality of findings.  Next, issues central 

to the reliability of this study will be described. 

Reliability was maximised through a series of cross-checks built into the research 

design (Kvale 1996).  Table 4.1 describes the tests for reliability and validity at this stage of 

the research.  Reliability refers to being able to show that should another researcher repeat 

this research, he or she should expect to attain similar results (Emory & Cooper 1991; 
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Sekaran 2003).  In other words, reliability is concerned with the stability and consistency of 

measurement during the research process and is central to the replicatability of this study in 

the future (Cooper & Emory 1995; Sekaran 2003; Zikmund 2000).  The reliability of the 

findings derived from the qualitative stage of this research was achieved through structural 

and operational procedures.  As the researcher who conducted the interviews was 

conversant with franchising practice, the collection of data was useful and reliable (Dick 

1990; Lincoln & Guba 1994; Seidman 1998).  In addition, strict adherence to an organised 

and structured approach to recording, transcribing, writing, examining and interpreting 

interview data fostered reliability in research findings (Armstrong 1985; Dick 1990).   

Consistent with recommendations, the researcher enlisted the help of his supervisor 

in cross-checking of findings, thus minimising the potential for the misinterpretation of 

converging themes prior to the conduct of each successive interview (Dick 1990).  She 

provided impartial feedback on interview process, data integrity and data relevance.  

Given the sensitive nature of the information sought by the interviewers, care was 

taken to establish a relationship of trust with interviewees, through establishing rapport and 

ensuring the confidential nature of the research design (Malhotra et al. 2002).  Furthermore, 

the interviewer presented a ‘professional, confident, sincere and non-evaluative image’ 

(Frazer 1997, p. 49).  Consistent with this direct and open qualitative process, interviewees 

were fully informed as to the nature and importance of the research and how and why they 

had been chosen for inclusion.  Additionally, the potential for situational-related biases 

were minimised through conducting the interviews at the franchisor’s premises.  Based 

upon recommendations by the franchisor, and due to the geographic distances concerned, 

all franchisee interviews were conducted over the telephone (section 6.5.1). 
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In brief, the above section has detailed how the validity and reliability of findings 

was achieved through research design and operational procedures.  Next, the 

implementation of the convergent interviewing method is discussed.  

 
Table 4.1 

Proposed methods of ensuring validity and reliability of  
qualitative research design 

 
 Research process Stage of research 

Descriptive 
validity 

 Investigator triangulation by using two 
interviewers working independently and in 
parallel. 

 Research design, data 
collection and 
evaluation phases. 

Interpretative 
validity 

 Use low inference descriptors in progressive 
interpretation reports. 
 Cross-checks with transcribed summary reports. 
 Participant feedback. 

 Research design, data 
collection and 
evaluation. 

Theoretical 
validity 

 Theory triangulation, that is, use of multiple 
theories to improve understanding. 
 Investigator triangulation. 
 Peer reviews. 
 Negative case scenarios. 
 Improve external validity. 

 Research design. 
 Data collection. 
 Evaluation and follow 

up interviews. 

Internal 
validity 

 Choose first industry-expert respondent so as to 
provide useful and relevant information in 
support of cause and effect analysis. 
 Presentation and elimination of rival theoretical 

explanations supporting ‘beyond reasonable 
doubt’ conclusions.  

 Research design 
phase. 

Criterion 
validity 

 Description and contextualisation in reporting 
phase (including interviewee demographics and 
contextual information). 

 Research design, data 
collection and 
evaluation of 
findings. 

Construct 
validity 

 Theory building stage drew on variety of 
academic and trade literature (multiple sources 
including print/ electronic), which ensured 
consistency in initial theoretical framework.  
 “Triangulation of imperfect reality” through 

confirmatory questions in interview. 
 ‘Negative case scenarios’ to ensure interviewer 

identifies real trends in information. 
 Interviewer has flexibility to change direction of 

interview when required (based on ‘expert’ 
knowledge). 

 Preliminary research 
design phase. 
 Research design, data 

collection and 
evaluation. 
 Research design, data 

collection and 
evaluation  
 Research design, data 

collection and 
evaluation  
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Table 4.1 (con’t) 
Proposed methods of ensuring validity and reliability of  

qualitative research design 
 

 Research process Stage of research 

External 
validity 

 Choose recommended sample of franchisors 
and 19 franchisees from the same industry, but 
different people and locations (see section 4.7 
and section 6.5.2 for justification of sample 
sizes).   
 Limited by sample size. 
 Analytic generalisation. 
 Naturalistic generalisation. 
 Replication logic infers limited generalisation. 

 Research design phase. 
 Evaluation phase. 

Reliability of 
design 

 Supervision from colleague. 
 Independent research assistant that has 

knowledge of and experience in franchising 
sector operations. 
 Information recording, transcription, and 

analysis are standardised.   

 Research design phase. 
 Research design phase. 
 Data collection and 

evaluation during 
interview. 

 
Source:  Adapted from Burns & Bush (2003); Cook and Campbell (1976); Healy and Perry (2000); Johnson 
(1997); Lincoln and Guba (1985); Perry & Coote 1994; Sekaran (2003); Woodward (1997); Yin (1994); 
Zikmund (2000).  
 

4.7 Implementation of convergent interviewing procedure 

 Procedural issues central to the implementation of the convergent interviewing 

qualitative methodology are detailed in this section, followed by a discussion of the 

research findings.   

 Sample.  Four issues were central in the sample selection process.  Firstly, 

respondents were chosen ‘purposively’ (Dick 1990, p. 24), that is, to provide relevant 

information about multiple unit franchising.  Secondly, due to the sequential nature of this 

technique, it was particularly important for the researcher to choose an initial interviewee 

who was able to direct the researcher to other knowledgeable people (Nair & Reige 1995) 

within the franchising sector.  With this in mind, the first person interviewed was from a 

service franchise network who had been actively involved in professional franchising 
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bodies and private franchise networks for over 25 years.  In particular, this person had 

previously been a master franchisee in a large franchise system, and a corporate 

development manager who encouraged both sequential expansion and area development 

arrangements, and had held a board position on an Australian national franchise body for 

some years.  This interviewee then recommended another franchisor in the retail food 

sector. 

 Thirdly, sample size was determined by the data being derived from the interviews.  

That is, the researcher continued to interview new people until patterns of convergence 

were reached.  This research achieved stable patterns of convergence (agreement) and 

divergence (disagreement).  Fourthly, in order to achieve heterogeneity in the sample (Nair 

& Reige 1995), a range of franchisors and franchisees of different age, size and industry 

was interviewed.  During the course of the qualitative process a ‘chain sampling’ (Dick 

1990, p.25) technique was employed in which each respondent was asked to direct the 

researcher to others franchisors and franchisees.  This procedure led to a total of seven 

franchisor respondents being selected and interviewed.  The sample’s demographic 

characteristics are presented in Tables 4.2 and 4.3. 
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Table 4.2 
Demographic statistics on franchise systems in the convergent interview sample 

 

Franchisor Industry type Sales 2002-
2003 $ Total units Company 

units 
Franchise 

units 

Average 
unit sales 
volume $ 

A  Personal and 
other services 3 230 000 85 2 83 57 600

B  Retail trade 
food 54 938 000 73 4 69 752 575

C  Retail - non 
food 24 000 000 100 3 97 240 000

D  Personal 
services 1 176 000 12 3 7 98 000

E  Retail trade-non 
food 1 326 000 13 1 12 228 000

F  Retail trade – 
food 117,000,000 174 2 172 672 414

G  Retail trade - 
food 94 588 000 214 5 209 442 000

 
 

 
Table 4.3 

Demographics of franchise arrangements in the convergent interview sample  
 

Franchisor 
Number of 
franchised 

units 

Number of 
franchisees 

Size of 
largest 

franchisee  

Number of 
single unit 
franchisees 

A   83 66 4 55 
B   69 60 2 51 
C   100 93 3 89 
D   7 3 5 2 
E   12 4 8 2 
F   172 154 3 144 
G   209 180 6 185 
 
Source: data provided by franchisor respondents for this research. 
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4.7.1 Interview process 

 Planning the interview.  Several issues had to be finalised prior to each interview 

stage.  These included the initial contact with the interviewees, interview particulars, 

opening and probe questions and interview summaries. 

 Interview times and venues were arranged over the telephone.  Care was taken to 

inform each interviewee with information about the researcher, the purpose of the 

interview, the reasons why they had been selected, and the academic nature of the research 

together with issues of confidentiality.  Each interview was scheduled for one to two hours 

in duration and all interviews were conducted at the franchisor’s workplace (Guba & 

Lincoln 1994).   

 Care was taken to ensure that the opening question adequately defined the research 

agenda without limiting the scope of potential responses.  In other words, a general 

question was asked about the interviewee’s own experience with multiple unit franchising.  

Prior to asking the opening question, care was taken to ensure that interviewees were 

comfortable with volunteering sensitive information.  The opening question approximated 

the following: 

“Could you please tell me about your experiences with allowing franchisees to 
own more than one outlet in your franchise system?” 

 
 In keeping with expert recommendations (for example, Dick 1990; Carson, et al. 

2001), probe questions were only used to test areas of agreement or clarify areas of 

disagreement during the course of the interview.  These questions were asked during and at 

the end of the interview prior to the interviewee’s final summation.  Apart from verbalising 

probe questions initiated by why? how? and what? (Yin 1984) the researcher resorted to (on 
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occasion) placing a typed copy of the opening question in front of the interviewee in order 

to refocus respondent answers to the research criteria (Woodward 1997). 

 Management of the interview process.  Every effort was made to maximise 

the value of this exploratory stage of the research by following recommended guidelines in 

establishing initial rapport, formulating the opening question, encouraging interviewee 

responses with gentle directives, using probe questions and inviting respondent summaries 

(Armstrong 1985; Carson, et al. 2001; Dick 1990; Guba & Lincoln 1994; Woodward 1997; 

Yin 1994).  

 In establishing an initial rapport with the respondent, the nature of the research was 

described, emphasising the value of the research to academics, franchising practitioners and 

the franchising sector as a whole.  Consistent with the approach of other researchers, the 

nature of convergent interviewing was explained, and the researcher’s role as an active 

listener and passive participant was discussed (Woodward 1997).  Interviewees were 

assured of the anonymity and confidentiality of the process and their permission to tape 

record the interviews was obtained. 

 During the course of the interviews franchisors were given as little guidance as 

possible.  Any extended periods of silence required a prompting question to be asked.  

Usually these questions involved reiterating the interviewee’s earlier comments using the 

format, “You said…could you be more specific?” or “what did you mean exactly?”  Often 

respondents were asked to give examples or further clarify the reasons that led them to a 

particular viewpoint or decision.  During the course of the interview answers were reflected 

back to the franchisor to make certain that both the interviewer and interviewee were clear 

on expressed meanings (Bogdan & Taylor 1989). 
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 Once the interviewees had indicated that they had little more to offer, respondents 

were invited to provide a summary of the issues raised, prioritise those issues and comment 

on why they had apportioned more importance upon specific areas above others.    

 Data interpretation method.  Having discussed the method employed to collect 

data during the first stage of this qualitative research, the procedure employed for analysing 

and interpreting the data will now be explained.  The analysis of the data derived from the 

convergent interview process involved a highly positivistic framework concerned with 

demonstrating the validity of process and structure (Carson et al. 2001).  Firstly, each taped 

interview was evaluated in order to clarify and expand summary notes taken during the 

course of each interview.  Care was taken to amend each summary note shortly after the 

interview.  Each interview was then transcribed. 

 Secondly, a progressive interpretation report was compiled.  This involved the 

analysis of the compiled information given by each respondent, with particular emphasis 

placed upon areas of agreement and disagreement.  This was achieved by comparing notes 

compiled during the interview with the subsequent interview summary allowing 

overlapping issues to be eliminated and new and emerging themes to be highlighted 

(Batonda 1998).   

 The next section presents the findings of the qualitative interviews as a confirmatory 

process of the research issues and proposed model.  

 

4.8 Analysis of convergent interview data 

 The first question asked of each interviewee was a broad and general question 

developed to establish initial rapport.  Respondents were then asked to detail their 
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experiences with multiple unit franchising to provide a general understanding of the role of 

multiple unit ownership in the respondent’s franchising strategy.  All interviewees 

confirmed that they viewed direct forms of multiple unit ownership as a beneficial and 

integral part of their business activities.  However, one interviewee (G) indicated that 

indirect forms of multiple unit expansion had been detrimental to the profitability of the 

enterprise.  In particular, franchise G was actively repurchasing master franchisee holdings 

within the system. 

All subsequent questions are summarised and categorised in Table 4.4 in order to 

find similar or dissimilar themes.  Table 4.4 contains a list of the research propositions and 

details patterns arising from the interviews.  A tick denotes interviewee agreement, an x 

indicates disagreement with the theoretical proposition, while an asterisk (*) means that an 

issue was not raised.  Consistent with issues of confidentiality, interviewee names are 

disguised with a letter A to G. 
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Table 4.4 
Results of convergent interviewing: franchisor motivational incentives and factors 

 
Interviewees Comments A B C D E F G 

Proposition 1: Franchise system maturity and multiple unit franchising. 
       

• Mature firms encourage multiple unit franchising. √ √ √ √ √ √ √ 

• We were less successful in pursuing multiple unit expansion in the 
early stages of our life-cycle. √ * √ √ * * * 

• Immature firms lack the knowledge, skills and abilities to implement 
successful multiple unit strategies. √ * * √ √ √ * 

• Immature firms are generally younger firms with less market presence. √ * * √ √ * √ 

• Substantial market penetration is required prior to pursuing a multiple 
unit franchising strategy. √ * √ √ √ * √ 

• Sequential expansion is less risky than recruiting new and untried 
franchisee candidates. √ * √ √ √ * √ 

• The potential for chain franchisee failure entails less risk in mature 
systems. √ * √ √ √ √ x 

• Franchisors need to conduct an internal audit to establish if they have 
the necessary experience in personnel, marketing and support 
infrastructure before entering into multiple unit arrangements. 

√ √ √ √ √ √ * 

• We encourage multiple unit franchising now that we are proficient in 
candidate screening, internal support provision, and monitoring 
procedures at the unit and subsystem levels. 

√ * √ √ √ √ * 

• We encourage multiple unit ownership even though we had negative 
experiences with this strategy in the early stages of our life-cycle. √ * √ √ * * * 

• Maturity is best described by age.  √ √ √ x √ √ √ 

• Franchise system maturity has a positive effect upon the level of 
multiple unit ownership. √ √ √ √ √ √ √ 

Proposition 2: Franchise system corporatisation.        

• Multiple unit ownership demands greater functional standardisation. √ * * √ √ √ √ 

• Strategies, structure and processes must be formalised to support a 
multiple unit expansionary strategy. √ * * √ √ √ √ 

• Multiple unit franchisees are increasingly exhibiting ‘investor 
philosophical’ orientations that demand standardised managerial 
practices and operational procedures. 

√ * √ √ √ √ √ 
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Table 4.4  
Results of convergent interviewing: franchisor motivational incentives and factors (con’t) 

 
Interviewees Comments A B C D E F G 

Proposition 2: Franchise system corporatisation (con’t).        

• We formalised management procedures and company structure prior to 
allowing multiple unit ownership in our franchise system. √ x √ x √ √ x 

• We clarified the role of the company board of directors and 
management personnel before encouraging multiple unit ownership. √ * √ * √ √ * 

• We became increasingly corporatised after encouraging multiple unit 
ownership. √ * √ √ √ √ √ 

• External representation on the board is a necessary inclusion in 
fostering trust and a successful administrative relationship with 
multiple unit franchisees. 

x * √ √ √ x √ 

• Corporatisation fosters unit level efficiencies. √ x √ √ √ √ √ 

• A clear delineation of the role of the board in relation to corporate 
governance and the role of management is necessary in encouraging 
and administering multiple unit ownership in the system 

√ * * √ √ √ √ 

• Institutional investors are attracted to franchise systems that are 
governed by standardised practices as this minimises stakeholder risk. √ x √ √ √ √ √ 

• We required a dedicated marketing department prior to engaging in a 
multiple unit strategy. √ √ x x √ √ √ 

Proposition 3: Plurality of distribution and multiple unit franchising.        

• Company-owned stores have beneficial efficiency effects.        

• We maintain company-owned stores to promote efficiency in the 
recruitment of suitable employee-managers. √ √ x √ √ √ √ 

• We maintain company-owned stores to promote efficiency in 
monitoring procedures at the unit level. √ √ * √ √ √ √ 

• Company ownership has improved our store level training techniques 
and effectiveness. √ * * √ √ √ √ 

• Franchisor and franchisee communication has been improved through 
owning and operating company owned stores. √ √ * √ √ √ √ 

• Franchisor and multiple unit franchisee incentives alignment has been 
improved through company ownership as we have a better 
understanding of management challenges. 

√ √ * √ * √ √ 

• The lessons learned from company ownership are transferable to 
multiple unit franchisee subsystems. √ √ * √ √ √ √ 

• We perceive company ownership as important in promoting the 
efficient operation of chain franchisee units. √ √ x √ √ √ √ 

• We perceive that the lessons learnt from company ownership are 
beneficial in minimising the risk of future multiple unit failure. √ √ x √ √ √ √ 
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Table 4.4  
Results of convergent interviewing: franchisor motivational incentives and factors (con’t) 

 
Interviewees Comments A B C D E F G 

Proposition 3: Plurality of distribution and multiple unit 
franchising.(con’t).        

• Company ownership and operation is necessary prior to encouraging 
multiple unit ownership. * √ * √ * √ √ 

• Plural distribution systems are more likely to encourage multiple unit 
franchising. √ √ x √ √ √ √ 

Proposition 4: Ownership redirection.        

• An appeal of multiple unit franchising is the buy-back potential of 
successful franchised units in the future. x x * x √ x x 

• It is easier and cheaper to repurchase units (including forced 
amalgamation) from one chain franchisee as opposed to many single 
unit franchisees. 

√ x * x √ x √ 

• Encouraging multiple unit franchising to improve the chances of future 
repurchase is unethical. √ √ √ x √ √ √ 

• Multiple unit ownership has a positive effect upon the decision to 
allow franchisees to purchase multiple units within a franchise system. x x x √ x x x 

Proposition 5: Agency costs.        

• Multiple unit franchising is perceived to be positively associated with 
future operational savings, for instance reductions in monitoring costs. √ √ √ √ √ x √ 

• Sequential multiple unit franchising affords cost savings in recruitment 
and selection of multiple unit franchisee candidates. √ √ √ √ √ √ √ 

• Operational savings are only ensured through the selection of 
franchisee candidates within the franchising system. x x x x √ x x 

• Multiple unit franchisees are more likely to re-invest in their units than 
single unit franchisees. √ * √ √ √ √ √ 

• Multiple unit franchisees are less likely to ‘free ride’ than single unit 
franchisees. √ √ √ √ √ x √ 

• The structure of direct multiple unit franchisee-owned subsystems 
improve channels of communication with the franchisor reducing 
information asymmetry. 

√ * √ √ √ * √ 

• Multiple unit franchising improves communication with the franchisor, 
further facilitating local market knowledge and adaptation, and system 
wide changes and compliance. 

√ * √ √ √ * √ 

• Multiple unit ownership may result in single unit performance decay. x √ √ x * x x 

• We understand that multiple unit owners need to be trained in unit 
management so as to minimise the likelihood of unit level 
underperformance. 

√ √ √ √ √ √ √ 
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Table 4.4 
Results of convergent interviewing: franchisor motivational incentives and factors (con’t) 

 
Interviewees Comments A B C D E F G 

Proposition 5: Agency costs (con’t). 
       

• Multiple unit franchising is positively associated with future savings in 
franchise operations, for example, monitoring cost savings. √ √ √ √ √ x √ 

Proposition  6: Franchising relationship conflict. 
       

• Intra-firm conflict is negatively associated with the adoption of 
multiple unit franchising strategies. √ √ √ √ √ √ √ 

• Potential multiple unit franchisees’ perception of the attractiveness of a 
franchising system will be influenced by the levels of existing 
substantial disputation. 

√ √ √ √ √ √ √ 

• Franchise system conflict will affect both the internal and external 
recruitment of multiple unit franchisees. √ √ √ √ √ √ √ 

• Substantial disputation includes litigation, mediation and legal 
correspondence. √ √ √ √ x √ √ 

• Disclosure provisions specified in the Code enable potential 
franchisees to assess the level of litigation which will impact upon 
their decision to buy one or more units. 

√ √ √ √ √ √ √ 

Proposition  7: Geographic contiguity of units. 
       

• Franchisors favour granting multiple units in close proximity to 
multiple unit franchisees. √ √ √ √ * √ √ 

• Close proximity means that units are located in the same or 
neighbouring suburbs, or smaller territories. x x √ √ x √ √ 

• Close proximity means that units are located in the same city. x √ x x x √ √ 

• Close proximity means that units are located in the same state or 
across states. √ x x √ √ x x 

• We would favour granting multiple units across regions within the 
same state if the multiple unit franchisee possessed managerial 
qualities that would ensure likely future success. 

√ x √ √ √ √ √ 

• Granting units in close proximity to the same franchisee promotes 
inefficiencies associated with a lack of intra-system competition. √ √ √ √ √ √ √ 

Proposition 8: Reward strategy. 
       

• Multiple unit franchising is used to reward successfully performing 
franchisees. √ x √ √ √ √ √ 

• Franchisors will reward successful performance to minimise 
dissatisfaction and discourage brand-switching. √ x √ √ √ √ √ 
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Table 4.4 
Results of convergent interviewing: franchisor motivational incentives and factors (con’t) 

 
Interviewees Comments A B C D E F G 

Proposition 8: Reward strategy (con’t). 
       

• Potential multiple unit franchisees are more inclined to join a franchise 
system that rewards good performance through granting additional 
units. 

√ √ √ √ √ * √ 

• The granting of additional units to franchisees and multiple unit 
franchisees is used to control current and future franchisee 
performance. 

√ x √ √ √ √ √ 

• Multiple unit reward strategies have a positive association with 
aligning franchisor and franchisee incentives. √ * √ √ √ √ √ 

Proposition 9: Franchise system growth. 
       

• The use of multiple unit franchise arrangements has a positive effect 
upon the overall growth rate of the franchise system. √ √ √ √ √ √ √ 

• Multiple unit arrangements allow the franchisor to increase the number 
of units per relationship, thus permitting the system to grow at a faster 
rate than through traditional means. 

√ x √ √ √ √ √ 

• The negative impact associated with moral hazard and adverse 
selection problems at the unit level are less than the positive impact 
that multiple unit arrangements have upon system growth. 

√ √ √ √ √ √ * 

• Franchisors perceive that multiple unit franchising is positively 
associated with higher levels of system growth than is achievable 
through single unit franchising.  

√ √ √ √ √ √ √ 

 
Source: developed from the convergent interviews for this research. 
 

4.8.1 Multiple unit franchising overview – Preliminary comments 

Overall, the findings from this qualitative stage of the research assisted in 

understanding the range of motivational incentives and factors that drive a franchisor’s 

decision to adopt multiple unit franchising arrangements.  Apart from providing 

information as to the relevance and importance of each of the theoretical propositions 

developed earlier, interviewees suggested that an additional area should be investigated.  In 

particular, the franchisor’s desire for control was viewed as an important factor in the 

 150



decision to encourage multiple unit ownership.  Rather than considering multiple unit 

ownership as a method of rewarding good performance, it was repositioned to more 

accurately reflect a mechanism by which franchisors could exert leverage and control over 

future franchisee performance.  This contention has some support in previous multiple unit 

franchising literature (Bradach 1994).  In addition, franchisor respondents mentioned that 

multiple unit franchising offered a growth strategy when there was a lack of new suitable 

franchisee candidates.  All the propositions developed in section 3.4 (Table 3.2) are 

discussed below, and a revised model of franchisor motivational incentives is presented in 

Figure 4.3. 

The first question was deliberately broad in nature and asked respondents to detail 

their experiences with multiple unit franchising.  This enabled the interviewer to gain a 

factual sense of the relative importance of multiple unit arrangements in the organisation.  

In addition, interviewees disclosed the specific forms of multiple unit expansion that they 

had encouraged in the past and those forms of multiple unit expansion that they currently 

endorsed.  Table 4.4 contains summarised and categorised answers given by the 

franchisors.  Below, answers given to the introductory probe question are discussed. 

All interviewees agreed that multiple unit arrangements play a prominent role in the 

strategic management and future growth of their organisations.  In particular, franchisee 

owned subsystems are viewed as an integral part of developing franchise systems through 

the provision of expansionary capital necessary to reinforce existing brand equity.  

Furthermore, this strategy enables franchisors to capitalise on existing market positioning 

and enhance future market penetration.  Moreover, multiple unit franchising offers 
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franchisors a unique and efficient method of managing franchising relationships which has 

the advantage of attracting additional external investment.  

 Most respondents (with the exception of D and G) emphasised that until recently, 

multiple unit franchising played a greater role in the maintenance of existing relationships 

than the creation of new franchising relationships.  For instance, one respondent stated that 

‘In the past we’ve preferred to focus on the people that understand and are profitable 

within our system…it’s only now that we have processes that can accommodate new 

investors who have management capabilities built in other areas’ (E).  This viewpoint 

indicates that sequential modes of expansion have been favoured in the Australian 

franchising sector.  

 While only three respondent franchisors (A, D and E) stated that they had granted 

area development agreements, two other interviewees (B and C) said that they were 

currently investigating this franchising technique.  Respondent G stated that area 

development agreements would not be granted while the company remained under private 

ownership.  All respondents stated that they would only grant area development contracts to 

franchisees who could demonstrate competencies in areas such as the management and 

development of work teams, conflict avoidance and mediation, franchising law, advertising 

and budgeting.  Only one respondent (D) required that potential multiple unit franchisees 

demonstrate proficiency in these areas from prior experience within the franchising sector.   

However there was less agreement in responses given to the selection of candidates 

suitable for sequential expansion.  Two respondents (B and F) did not attribute success in 

single unit operations with future multiple unit success.  One respondent commented that 

“Just because they’re making money with one, doesn’t mean they can make money with two 
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unless they prove to us that they are capable of being a multi-unit operator” (B).  

However, all other interviewees (A, C, D, E and G) suggested that performance in sole 

proprietorships adequately measured future multiple unit success.  For example, “If they 

are making money with us, then they’ll make money with 2 cars or 4 or 60…it’s just that 

simple” (D). 

 

4.8.2 The allure of multiple unit franchising from the franchisor’s perspective 

 The results from the convergent interviews showed that the areas examined in Table 

4.4 provide a comprehensive list of the benefits sought by franchisors engaging in multiple 

unit franchising.  The data from these interviews were used to test the validity of the 

propositions developed in section 3.4 and confirm the appropriateness of the conceptual 

model shown in Figure 3.2.  Supported propositions form the basis of the hypotheses 

presented in Table 4.5. 

 

 Franchisor experience (Proposition 1).  Probe questions 2.1 and 2.2 were:  

‘How would you describe the relationship between franchise system maturity, 
that is, your level of franchising experience, and the adoption of multiple unit 
expansionary strategies?’  and ‘How would you measure franchise system 
maturity?’   

 
All interviewees supported the proposition that older and more experienced 

franchisors were more likely to engage in multiple unit franchising arrangements.  They all 

agreed that multiple unit franchising facilitated capital acquisition and unit growth, further 

building market presence which was especially important in competitive environments 

characterised by heterogenous demand.   
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Although some franchisors indicated that they had attempted to recruit multiple unit 

franchisees during the early stages of their life-cycle (A, C and D) most agreed that they did 

not possess the reputation necessary to attract suitable chain-franchisee candidates.  This 

was because they were perceived as high risk ventures by incumbent franchisees and 

potential investors.  For example interviewee A said that  

‘My partner and I looked at selling blocks of large territories back in 1996…it 
seemed a good idea at the time, but we couldn’t elicit any interest…no one 
wanted to manage two or three vans…our appeal was in selling to franchisees 
that wanted to buy themselves a job and our marketing focus on lifestyle 
reflected this…multi-unit mangers are different people with different qualities, 
different aspirations and different demands.’  

 
 Similarly, respondent D stated that:  

‘I found it hard to get our franchisees to expand.  Even when they were successful, they 
didn’t want a neighbouring territory. They were waiting for the bubble to burst.  It was a 
vicious cycle, we had to get big to attract multi-unit franchisees, but we wanted to attract 
multi-unit franchisees to grow and get bigger.’   

 

And,  

‘I knew that we were going in too early, but we needed to expand.  Next time I 
would wait…you need to understand the dynamics…you just can’t go in without 
being a big player in the market, or everyone thinks it’s far too risky’ (C).   

 
Furthermore, interviewees A, D, E and F indicated that within early years of 

operation (ranging between 3-8 years), they did not possess the knowledge, skills or 

administrative abilities necessary to support the successful implementation of a multiple 

unit strategy.  In particular these interviewees confirmed that franchisee screening 

mechanisms, initial and ongoing support provision, and monitoring procedures were less 

effective early in their firm’s life-cycle.  For instance one respondent said that: 

 
‘I knew that I needed a formal monitoring structure to ensure a multi-unit 
franchisee is complying with your system…you are dealing with a different class 
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of businessman…and you don’t realise this when you are building a franchising 
network.   It doesn’t work when you try to judge the performance of a multi-unit 
franchisee using the same criteria as you use for store employees” (E).   

 

In addition, respondent A waited over eight years before offering area development sites as: 

‘…our support infrastructure was not fully developed…we realised that big 
franchisees would need more support, and different support…and even just 
adapting our screening and recruitment processed to choose the right people 
[multiple unit franchisees] was a nightmare because they are not looking for the 
same things.’   

 
 All interviewees (with the exception of B and F) suggested that in order to minimise 

risk and potential harm to the system, a history of good performance within the franchising 

sector is preferable prior to sanctioning the creation of mini-chains within the system.  For 

instance, one interviewee commented that: 

 ‘…we went at it like a bull at a gate.  We did get a developer in New South 
Wales, but we’d only been franchising for 18 months…in hindsight we didn’t 
have the will to strictly enforce the agreement…so we decided to extend the 
completion dates for the new outlets.  This was better than letting him [her] fail, 
but it showed us that it was dangerous to let people outside our system buy big 
territories’ (E). 

 
In contrast to the other companies interviewed, interviewee G suggested that his company 

used indirect multiple unit forms as a strategic device for expansion in the early stages of 

the company life-cycle.  As the company built significant market presence, all master 

franchisees were repurchased or amalgamated with the parent franchising organisation.  In 

recent years direct multiple unit franchising and in particular, sequential expansion was 

favoured as this did not diminish franchisor control.  For instance: 

‘Now that we are the biggest […] company in Australia, we can allow 
franchisees to expand.  The initial strategy of building master franchisees in 
South Australia, Victoria, New South Wales and Queensland, reduced our 
support role…but we were unaware of this at the time.  It’s different now, the 
board feels we can control for bigger franchisees.’(G)   
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 During the second interview with respondent B and in all subsequent interviews, 

franchisor respondents were invited to discuss measures of franchise system maturity.  All 

respondents agreed, with the exception of interviewee D (who suggested ‘market brand’), 

that it is correctly described by the age and size of the franchise system.   

 In brief, the interviewees attested that franchise system maturity is positively related 

to the level of multiple unit adoption in franchise systems.  Furthermore, franchise system 

maturity is best described by the age and size of the franchise system.  In addition, these 

interviews revealed additional information about multiple unit franchising.  In particular 

some franchisors (in the sample) had re-evaluated and adopted multiple unit arrangements 

even after having negative expectations based upon prior experience.  Given this level of 

qualitative support it is hypothesised that: 

 H1: There is a positive relationship between multiple unit franchising  
  and franchise system maturity. 

 

 Franchise system corporatisation (Proposition 2).  Question 3.1 asked 

respondents about any changes they had to make to their corporate or managerial structure 

to accommodate multiple unit franchisees.  In particular, franchisors were asked if 

procedural changes had been made to their managerial practices to support multiple unit 

adoption within their system.  In addition, interviewees were asked whether they were 

aware of these issues before encouraging multiple unit ownership.  Overall, the answers 

given by all respondents confirmed that a professional managerial structure was necessary 

to attract entrepreneurial franchisees.  However, fewer than half the respondents said that 

they were aware of the need for increased managerial formalisation prior to promoting 

multiple unit franchising in their systems.  For example, respondent E said: 
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‘Change? We had to change everything.  Corporate governance was a buzzword 
around here! Everything had to be structured and written down, everyone’s 
roles had to be described and we had to employ more people to fit our new 
model…it would have been a lot less costly if we understood these issues 
before….’   

 
Another respondent reiterated this view in saying that: 

 ‘…I used to have an open-door policy…I used to be the one to do all the 
marketing and personnel stuff with the single-unit franchisees…now I have to 
employ technical trainers, webmasters, a marketing manager, a human resource 
manager and franchise development manager.  You realise that specialisation is 
the only way you can accommodate these [multiple unit] franchisees…I 
remember being on the phone to franchisee discussing a van breakdown while at 
the same time I was interviewing a potential area developer who was looking to 
invest a quarter of a million dollars.’ (A). 

 
 In addition, all respondents (except B) agreed that the growth in investment by 

institutional investors had placed greater demands upon the functional level of their 

franchise systems.  In particular, franchise systems that had standardised corporate 

governance practices characterised by a clear delineation between the role of the board and 

the role of management were more likely to attract institutional investment.  For instance, 

‘Its no good to have the board saying one thing and management doing 

another…everything has to be organised so as to avoid confusion, because any 

contradictions will send potential investors scurrying’ (G).  Furthermore, most respondents 

indicated that formalised management practices were necessary to attract multiple unit 

franchisees.  For example,  

‘We had to separate the role of the board and the management team…it 
streamlines all of the admin[istration]  processes, saves us time and by being 
seen as a ‘best practice’ franchise, we attract more franchisees, which has 
allowed us to expand into new territories before the competition’ (D).   
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However, respondent B indicated that formalised practices were inappropriate within his 

franchising system as his operational model requires a more open and consultative 

teamwork approach. 

 Most respondents agreed that potential multiple unit franchisees viewed structural 

and procedural corporatisation as necessary in promoting unit level monitoring efficiencies.  

For instance,  

‘…our first approach was to use area reps (representatives) and telephone logs 
to assess the performance of our ‘man in the van’, this was effective but doesn’t 
fit with potential multi-unit franchisees.  Even though they [multiple unit 
franchisees] deal with us, sometimes we don’t get the full story.  We had to give 
the store employees access to specialists in a lot of areas and I couldn’t fill all of 
those roles and neither could the franchisee…there just isn’t enough time.  We 
report each technician’s progress every week…this allows franchisees to 
concentrate on the strategic management of their units because they don’t have 
to run around to know how well technicians are doing’ (A).   

 

Furthermore, all interviewees suggested that the formalisation of management procedures 

was necessary in aligning the incentives of the chain franchisee with that of the franchisor.  

For instance,  

‘If we set down our function as franchisor and the board’s function as strategic 
manager…and the multi-unit franchisee understands this…he’ll [she’ll] know 
what is expected of us and who to approach to get help…this improves 
communication and our working relationship and keeps solicitors out of the 
equation’ (F). 

 
 Then, question 3.3 was developed in order to elicit more in-depth information:  

 

 
‘Do you have a board with at least 5 members? Are franchisees represented on 
the board? Have you changed operational practices to form a dedicated 
marketing department?  What do you think are measures of a corporatised 
business?  Why?’   
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All interviewees (except B) indicated that they had adopted a more formalised management 

structure, defined by skill sets, job roles and strategic planning.  All respondents with the 

exception of respondent A confirmed that they had a board of directors with at least 5 

members, although only D and E allowed franchisee representation on the board.  

Respondents C and G said that they would be willing to allow franchisee representation in 

the near future.  Respondent A (a home service franchise) indicated that member 

franchisees had shown no interest in being represented on the board.  Interviewee B did not 

respond to this question. 

In brief, the convergent interviews showed that this proposition was supported and 

that corporatisation appears to be accurately measured by the factors described in question 

3.3.   In particular, interviewees emphasised that potential multiple unit franchisees viewed 

system corporatisation as necessary in promoting monitoring efficiencies at both the unit 

and subsystem level promoting franchisee satisfaction and minimising intra-system 

conflict.  Based upon the above discussion, it is hypothesised that: 

H2: There is a positive relationship between multiple unit franchising  
  and the degree of franchise system corporatisation. 

 

 Plurality of distribution in franchise systems (Proposition 3).  Question 4.1, 4.2 

and 4.3 asked interviewees:  

‘Is there any similarity in the operation of company owned units and units 
operated by multiple unit franchisees?  Did you operate any company units 
before entering multiple unit franchising arrangements?  Did you think this was 
an important issue before entering into multiple unit arrangements?  Have you 
been able to incorporate what you have learned from company ownership to 
multiple unit ownership?  Is there any relationship between these things?  Why? 

 
 This proposition was strongly supported by the interviewees.  Most interviewees 

(with the exception of C) commented that they maintained some company owned stores for 
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the purposes of new franchisee sales and in particular, initial and ongoing training.  

Furthermore, these franchisors all indicated that they had operated company units prior to 

endorsing multiple unit ownership and that company units were viewed as an integral part 

of their multiple unit franchisee training and support strategies.  All interviewees agreed 

that they had been able to improve product and service delivery, inventory management and 

functional level logistics and, sales and follow-up support procedures through learning from 

the operation of company owned stores.  For example,  

‘We don’t have as many company stores as before, I remember how important 
they were for identifying problems.  No way would multiple unit franchisees be 
interested in our system if we hadn’t ironed out all the problems 
beforehand…that’s why we’ve kept them so we can identify new problems before 
our franchisees do’ (F).   

 
While interviewees distinguished between the nature of multiple unit ownership and 

company ownership all franchisors believed that they had learnt about the selection and 

management of multiple unit operations from maintaining company-owned stores.  For 

instance,  

‘We reduce the chance of multi-unit failure because we know what causes the 
problems.  Apart from the management of day-to-day things, we can institute 
changes and new products before we release them to our other stores’ (F).   

 
Similarly, another respondent says that company ownership has promoted 

efficiencies that are able to be shared with multiple unit holders.   

‘We’ve learnt how to streamline the recruitment and selection process…they 
[multiple unit owners] can use these procedures to reduce costs, get good 
employee drivers and grow their business faster’ (D). 

 
All respondents self-identified how company ownership had fostered an 

understanding of employee recruitment, performance assessment and evaluation, which had 

improved the selection of employees in franchisee subsystems.  In particular interviewees 
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A, B, D, F and G agreed that the quality of unit level employees had improved after the 

instigation of training programmes that were formulated from experiences in company 

owned units.  All agreed that adherence to the practices outlined in the training programmes 

fostered the closer alignment of franchisor and subsystem franchisee motivations.  For 

instance,  

‘I know from running one of the cars how much it costs me to get and train a 
competent driver.  It makes it easier to show [potential multiple unit] franchisees 
what is the best way of running things…they copy my methods and I feel happier 
because they are not reinventing the wheel, they’re doing something that works’ 
(D).   

 
Similarly,  

‘Every franchise starts with company stores, the trick is to keep those stores 
going.  You learn so much from being on the ground floor and when you decide 
to go to the next step and encourage managers to buy your franchises, you feel a 
lot more confident knowing that they won’t make the same mistakes you made in 
the beginning’ (G). 

 
In brief, the interviews showed that franchisors applied the lessons learnt from their 

experiences with company owned units to multiple unit operations and this was an 

important factor in encouraging the growth of multiple unit ownership.  These findings lend 

support to the contention that systems characterised by plural forms of franchising 

distribution were more likely to be populated by multiple unit franchising arrangements.  

Thus, it is hypothesised that: 

H3: There is a positive relationship between multiple unit franchising 
   and franchise systems characterised by plural forms of distribution 
    

 

Ownership redirection (Proposition 4).  Question 5.1 asked:  

‘Did the future buy-back potential of profitable multiple units or entire subsystems 
influence your decision to adopt this form of expansion?’  
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 This proposition was not supported by all franchisor respondents.  Most of the 

interviewees (except E and G) agreed that they did not personally endorse a policy of unit 

re-acquisition except in cases of unit underperformance or at the behest of the franchisee 

wishing to leave the system.   For example, ‘I wouldn’t just endorse a multi-unit policy so I 

could buy-back the units once they were profitable…that could be seen as unethical 

behaviour and harm our reputation and get us delisted’ (F).  Furthermore, ‘It would be 

easy to do because our role [as franchisor] wouldn’t change dramatically, but I wouldn’t 

do it, we are a franchise-focused company’ (C). 

 However, two franchisors (E and G) said that repurchasing profitable units was 

accepted policy in their organisations,  

‘I bought out an area developer last year…he had been very successful.  I 
always knew that I would someday because of the position…it made economic 
sense…I didn’t pressure him, but at the end of the day it’s my system…I wanted 
to keep one of the three stores as my ‘flagship’ and then I sold on the other two 
to an existing franchisee’(E). 

 
 Furthermore,  

‘We are currently in the process of buying-back the last of our master 
franchisees…the legislation made the franchisor responsible no matter which 
way we looked at it…we don’t see anything wrong in inducing a franchisee to 
leave or amalgamate their operations with ours…they have the choice to put a 
price on it, or become a shareholder’ (G). 

 
 In brief, only one franchisor indicated that the future repurchase of profitable units 

within a franchisee’s subsystem was a motivating factor in the decision to grant multiple 

unit arrangements.  Therefore this proposition does not appear to have qualitative support. 

  

Agency costs (Proposition 5).  Question 6.1 asked ‘Did you enter into or are you 

considering entering into any multiple unit arrangements because it offers an efficient 
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method of doing business.  Question 6.2 asked ‘What (if any) do you see as the operational 

advantages in allowing franchisees to own more than one unit in the system?’  This 

proposition was strongly supported by all franchisor respondents.  All interviewees 

indicated that multiple unit franchising afforded cost savings in the creation and 

management of the franchising relationship.  Importantly, during the course of each 

interview all respondents indicated that they had expected to accrue these savings and 

efficiencies prior to first allowing multiple unit ownership in their systems.  Most 

interviewees (with the exception of E) required franchisees to demonstrate a proven track 

record of performance in their systems prior to being granted additional franchise units.   

This strategy minimised recruitment and selection, training and site selection costs.  In 

addition, most franchisees self-identified that multiple unit ownership improved franchisee 

commitment and performance as they did not have unrealistic or conflicting expectations.  

For instance,  

‘Before they are granted additional units, each franchisee must show that he 
[she] can competently manage his [her] first store…we don’t have to go through 
the same process as before because they know the business…usually  its just a 
matter of selecting a new site that is close enough for them to mange properly’ 
(B).   

 

Moreover,  

‘It is definitely a cheaper process…that’s why we sometimes offer a concession 
on the franchise fees…we don’t have to train them in the ins-and-outs of the 
business, and they generally have experience in selecting qualified staff’ (D). 

 
 All interviewees agreed that multiple unit arrangements assisted in promoting 

operational efficiencies in their systems.  In particular, they identified that chain franchisees 

maintained higher levels of investment in their units, were more likely to comply with 

changes in the appearance or management of their units when directed by franchisors, and 
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were more highly motivated to ensure the standardisation of service and product delivery 

within their subsystem.  For example,  

‘Our re-branding strategy didn’t go to plan…all the franchisees 
complained…and it literally took months to ensure compliance, but the 
franchisees that had two or three stores had it done within the specified six week 
window’ (E).    

 
Furthermore,  

‘They [multiple unit franchisees] have more to lose and they know that if they 
see a reduction in quality, they will damage the brand and more importantly to 
them, damage their business’ (C).   
 

However, one franchisor (F) said that that problems associated with misdirected effort at 

the unit level were harder to rectify than in single unit systems because of the nature of the 

power relationship between the chain franchisee and parent franchisor.  For instance,  

‘…they can feel more important than a guy who owns one unit…we had one 
instance where we heard that managers [in a mini-chain] were producing and 
posting additional recipes in their stores…it got extremely messy…it wasn’t part 
of our system and it wasn’t adding value to their stores or our business.  Even 
though we brought it to the franchisees’ attention, they didn’t feel that they had 
to do anything about it  They believed it was our responsibility.  In the end we 
sent their personnel on a training camp.  This fixed the problem…’ (F). 

 
 Most franchisor respondents (A, C, D, E and G) agreed that they believed that the 

structure of subsystem mini-chains promoted improved communication between chain 

franchisees and the franchisor.  This facilitates feedback on changes in local market 

conditions and rapid compliance with franchisor-directed system wide changes.  For 

example,  

‘…they talk to us regularly and it’s a lot easier to talk to one franchisee than a 
hundred.  They tell us about changes in our competition’s prices, so we don’t 
even have to send around scouts in those areas anymore’ (D).    

 
Furthermore 
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‘…even though we look after the compliance roles, we found out pretty quickly 
that our [multiple unit] operators are a lot like us.  They copy our established 
processes and we have established lines of communication.  This means that 
when we introduce new services, such as our free computerised…diagnostic 
system, they were able to institute these changes quickly…this saves us money 
because it saves us…time’ (E).   

 
However, other interviewees suggested that multiple unit franchisees imposed costs on the 

franchisor in the areas of management training and local market knowledge.  For instance,  

‘Early on we had a noticeable fall in productivity in some units in 
Queensland…the store managers weren’t listening to what was being said on the 
street, or at least they were not telling their [multiple unit] franchisees, so we 
didn’t know about all the regional specials offered by our competitors…now we 
get our reps to fill that role.’ (C).  

 
Additionally, respondent B said: 
 

‘We know that managing two or more units involves significantly different 
challenges than a normal franchisee…we have to give them a crash course in 
management so they don’t have a down line of underperforming franchisees.’ 

 
 In summary, all franchisor respondents perceived multiple unit franchising as a 

method of promoting efficiencies in areas central to the creation and ongoing management 

of the relationship.  In particular most franchisors believed that multiple unit arrangements 

were structurally similar to parent franchisor operations, thus improving lines of 

communication between the chain franchisee and franchisor.  Moreover, most franchisors 

agreed that this enabled the rapid implementation of system-wide changes.  Although some 

franchisors had experienced problems in the areas of local market knowledge and 

ambivalent behaviour on the part of powerful franchisees in their systems, most franchisors 

perceived that unit and subsystem agency related costs should and would be minimised by 

the adoption of multiple unit franchising arrangements.  Therefore, it is hypothesised in this 

research that: 
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 H4: There is a positive relationship between multiple unit franchising  
  and a franchisor’s perception of future agency cost minimisation. 

 

Intra-firm conflict (Proposition 6).  This proposition was strongly supported by all 

franchisor respondents. The probe question asked whether the existing level of conflict 

impacted upon the recruitment of multiple unit franchisees.  Generally, respondents were 

initially uncomfortable in declaring that they have experienced conflict within their systems 

but modified their stance as the interview progressed.  Overall, most of the interviewees 

agreed that multiple unit strategies were generally adopted by management in periods of 

lower legal correspondence, mediation and litigation with existing franchisees.  As detailed 

above, all franchisors (except E) favoured granting additional units to franchisees that had 

performed successfully within their system.  For instance,  

‘We look to grant additional units to our successful franchisees, otherwise we 
have to choose ‘prospectives’ that are harder to get…the biggest trouble with 
newbies [new franchisees to the system] is that they aren’t going to be interested 
unless your current franchisees are happy.’ (D).   

Similarly,  

‘Its simple, they won’t buy if their future prospects don’t look good…and the 
easiest way for candidates to assess the likelihood of their success our system is 
by looking at who’s been unhappy and who’s been successful before…and 
believe me they will know, just by looking at our disclosure document.  Even 
before the Code people would ask franchisees what they were experiencing in 
the system’ (A). 

 
  Without exception, all respondents indicated that it was necessary for the head 

office to recognise the impact that litigation, brand switching by incumbent franchisees and 

franchise non-renewals had upon the marketing of multiple units to prospective franchisees, 

both internal and external to the franchising system.  For example,  

‘If you look at some of our competitors then you will see a lot of dissatisfaction 
because…they are always in court and aren’t allowing their successful people to 
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expand…its no good for future sales and growth…it’s all about money and you 
have to give him [her] an incentive to jump on board with you’ (D).   

 
Also,  

‘It’s a lot easier to expand through your existing base…if your existing 
franchisees are unhappy they won’t commit to more units.  Our primary focus is 
to ensure that franchisees are making money, otherwise they’ll transfer their 
skills and contacts to other systems that they see as more attractive alternatives’ 
(B).   

 
Similarly, respondents agreed that potential multiple unit franchisees were attracted to 

systems in which the head office management teams exhibited operational ‘best practice’.  

For instance,  

‘All of our multiple unit franchisees came to our system because of what we [at 
head office] have shown we can do…we ensure that the systems we use work 
and are replicable throughout the whole organisation and all of these 
franchisees use our systems to maximise franchisee satisfaction and  build 
successful down-lines’ (A).   
 

 Furthermore, most franchisees (except E) identified that conflict incorporated 

litigation as well as forms of legal correspondence.  For example,  

 

‘…obviously it is not just about being in court…if they [franchisees] are sending 
you wads of paper from their solicitor they are not happy…potential franchisees 
will find out about this because they are legally obligated to talk with 
franchisees’ (B). 

 
These findings support the contention that multiple unit operators are less attracted 

to systems that are characterised by levels of intra-firm conflict.  Respondents agreed that 

conflict could be measured in terms of litigation, mediation and legal correspondence.  The 

above discussions support the following hypothesis. 

H5: There is a negative relationship between multiple unit franchising  
  and the level of conflict within the franchise system. 
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 Geographic dispersion of units (Proposition 7).  Question 8.1 asked: ‘Was there 

any relationship between the proximity of available sites and your decision to allow 

multiple unit ownership?’ and ‘Why?’  This proposition was supported by franchisor 

interviewees.  Most franchisors (A, B, C, D, F and G) favoured granting additional units 

that were in close proximity to existing franchisee units as it cut travelling time and 

facilitated the regular management of stores by the chain franchisee.  However, there was 

no consensus of opinion on what constituted ‘close proximity’.  Respondent B, F and G 

agreed that multiple unit holders are able to manage units effectively if they reside within 

the same city.  For example,  

‘They can’t manage stores if they aren’t there at least twice a week…they need 
to ensure consistency in delivery and that only happens if they are regularly 
serving customers…so if they had stores state-wide it wouldn’t be deemed as an 
effective relationship…it has really only worked in the same city…’ (B).  

 
Furthermore, respondent F suggested that franchisor expansion is only favoured in 

neighbouring suburbs.  In contrast, respondent G favoured granting additional units to 

franchisees within smaller territories. For instance,  

‘We have a number of multi-unit franchisees in the same shopping centres, like 
Miranda in New South Wales or Southland in Victoria.  It makes sense to allow 
franchisees to expand in their own shopping centres; it’s a lot like petrol stations 
having a protected region of 1000 metres, only we talk about 200 metres or so.  
It wouldn’t work to let others in…we could you know, but it wouldn’t promote 
harmony within the system’ (G). 
 

Respondents A and E believe that a franchisee-owned mini-chain is able to extend 

beyond city bounds, and in particular across many regions within the same state, although 

each qualified this opinion by stating that this would be dependent upon individual 

circumstances and the selection of a capable candidate.  For instance,  

‘We have just recently signed area development contracts with managerially-
oriented franchisees.  They operate within their factory, their distribution point 
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in the designated regions, but their vans can operate across many territories in 
greater metropolitan areas’ (A).  

 
 Only one respondent raised a strategic motive for not allowing sequential 

expansion within neighbouring territories (E).  For example,  

‘Okay, I’ll let a developer take over a large territory, because he’s [she’s] paid 
me a lot of dollars and is committed to getting his [her] return on 
investment…that promotes our brand…but if a single operator wants more 
stores, I won’t sell him [her] a store next door, because he [she] won’t try as 
hard…there is no reason to compete with yourself’ (E).  

 
Therefore, given the level of support shown for this proposition, it is hypothesised 

that: 

H6: There is a positive relationship between multiple uni franchising  
  and the availability of geographically contiguous franchisee 
  units. 

 

 Reward strategy (Proposition 8).  Question 9.1 asked franchisors if they used 

direct multiple unit franchising as a reward for satisfactory performance by existing 

franchisees.  Most franchisor respondents (with the exception of interviewee B) agreed that 

it was important to reward good performance in the franchise system through granting 

additional units to franchisees.  For instance, ‘We always allow our franchisees to buy new 

units if they show us they are capable…its all about relationship management and allowing 

our team to grow is the best way to ensure franchisee satisfaction’ (C), and ‘Although we 

base each store sale on the same criteria, we are still focused upon the long term 

expansionary goals of our successful franchisees’ (E).  In addition, most interviewees 

believed that by offering the franchisees the opportunity to expand operations through the 

granting of additional units in the system, potential multiple unit franchisees would be more 

inclined to join their franchise.  For instance,  
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‘Our strategy is to be seen as offering these advantages to any new 
entrants…they will only join us if they think that they can expand, grow and 
prosper…It just doesn’t attract the owner-operator who wants another franchise 
in two years, it brings in the area managers and master franchisees…Apart from 
anything else it ties them into renewing the franchise agreement in five years’ 
time’ (F).   

 
However, interviewee B said that ‘We don’t just reward performance in one unit…Just 

because they make money with one, doesn’t mean they can make money with two unless 

they prove to us that they are capable of being a multi-unit operator.’ 

 Overall, most interviewees agreed that the allure of multiple unit ownership was 

important in motivating franchisees and rewarding performance in the system.  Moreover, 

multiple unit ownership gives franchisors leverage over future franchisee performance 

through allowing or prohibiting franchisee expansion within the system.  Generally, 

interviewees agreed that this provided an incentive for entrepreneurial franchisees to 

improve unit performance and add additional units.  Therefore it is hypothesised that: 

 H7: There is a positive relationship between multiple unit franchising  
  and the system reward strategy of granting additional units within  
  the system. 

 
 Franchise system growth (Proposition 9).  The probe questions used to measure 

the strength of agreement with this proposition were ‘What other factors motivated them to 

allow multiple unit franchising arrangements?’  ‘Was capital acquisition important?’ ‘How 

important?’  ‘Why?’  All interviewees agreed that multiple unit arrangements had allowed 

their franchise systems to grow at a faster rate than would have been possible through 

single unit expansion.  All save respondent B agreed that capital acquisition had fuelled 

growth in the number of system units to a greater extent than was achievable in single unit 

franchising.  ‘We achieved phenomenal growth last year through allowing our existing 

operators to expand ‘(D).  Also,  
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‘You need fees and royalties to support the administrative elements of your 
franchise...but you need the franchisees investment in outlets to build your 
business.  There’s not a lot of money in franchising anymore, so the only option 
is to expand to an efficient and workable size.’ (G). 
 

 Respondents A, B, C, D, E, and F all agreed that adverse selection and moral hazard 

problems were minimal in comparison to the benefits accruing from a multiple unit 

(expansionary) strategy.  However, respondent G suggested that his franchise system had 

suffered from moral hazard agency effects attributable to inadequate monitoring practices 

by one of his master franchisees.  Given the level of supports shown for this proposition it 

is hypothesised that: 

 H8: There is a positive relationship between multiple unit franchising  
  and firm growth. 

  

 Franchisor control.  During the course of the interviews (from the third interview 

onwards) it became apparent that many franchisors believed that the allure of rewarding 

good performing franchisees with the opportunity to expand their holdings in the system, 

allowed franchisors to exert motivational control over franchisee performance.  That is, the 

withdrawal of rewards can be a form of coercive power.   However this strategy may be 

dangerous in providing the incentive for franchisees to adopt strategies to develop their 

own countervailing power position within the franchise network (Stern & El-Ansary 1992).  

Research shows that rewards rather than punishment will result in greater franchisee 

satisfaction (Hunt & Nevin 1977; Lusch 1977), and reduced levels of conflict (Lusch 

1976).  However, many franchisors may have sufficient expert, referent and legitimate 

power to ensure that the use of coercive punishments is accepted practice in the franchising 

channel of distribution. 
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 Therefore an additional hypothesis suggesting a relationship between strategic 

franchisor control and multiple unit franchising is proposed.  In particular, it is 

hypothesised that: 

 H9:  There is a positive relationship between multiple unit franchising  
  and a franchisor’s desire to extend control over future franchisee  
  performance. 

 

4.9 Conclusion 

 This chapter described the qualitative methodology used in this study.  Following 

the discussion justifying the choice of the realism scientific paradigm, details of the 

preliminary qualitative pilot study were given.  Then, an overview of the research design 

was explained.  The choice of the convergent interviewing technique was justified and the 

precautions and methods taken to ensure valid and reliable results were shown.  The 

findings of this stage of the research were then considered and a revised conceptual model 

and set of hypotheses were presented.   
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Figure 4.4 
Revised conceptual model of multiple unit franchising from the franchisor’s perspective 

following the convergent interviews 
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Table 4.5 
Hypotheses developed for this research – franchisor motivational 

incentives and factors 
Concept No. Hypothesis 
Franchisor 
experience H1 There is a positive relationship between multiple 

unit franchising and franchise system maturity. 

Degree of 
corporatisation H2 

There is a positive relationship between multiple 
unit franchising and the degree of franchise 
system corporatisation. 

Plurality of 
distribution H3 

There is a positive relationship between multiple 
unit franchising and franchise systems 
characterised by plural forms of distribution.  

Agency costs H4 
There is a positive relationship between multiple 
unit franchising and a franchisor’s perception of 
future agency cost minimisation. 

Intra-firm conflict H5 
There is a negative relationship between multiple 
unit franchising and the level of conflict within 
the franchise system. 

Geographical 
dispersion of units H6 

There is a positive relationship between multiple 
unit franchising and the availability of 
geographically contiguous franchisee units. 

Reward strategies H7 
There is a positive relationship between multiple 
unit franchising and the system reward strategy 
of granting additional units within the system.. 

System growth H8 There is a positive relationship between multiple 
unit franchising and firm growth. 

Franchisor control H9 

There is a positive relationship between multiple 
unit franchising and a franchisor’s desire to 
extend control over future franchisee 
performance. 

 
Source: developed for this research. 
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CHAPTER 5  QUANTITATIVE METHODS AND RESULTS 

 

 The previous chapter discussed the qualitative methods and presented the 

findings from the exploratory stage of the research.  This chapter presents the data 

and analysis for the second, quantitative, stage of the project.  An outline of the 

chapter is shown in Figure 5.1.  Following the chapter introduction, section 5.2 

details the data collection method including details of the sample, survey 

instrument and survey procedures.  A summary of the operationalisation of 

variables relevant to the hypotheses to be tested is also presented in this section.  

Next, section 5.3 presents the results including data screening and the treatment of 

missing values, descriptive statistics, measurement of the variable franchisee 

density and inferential statistics testing each of the hypotheses. Finally, section 5.4 

provides a summary of the chapter.  
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Figure 5.1 
Outline of Chapter 5 
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5.1 Introduction 

 The results of the qualitative part of this study led to a set of hypothesised 

relationships between the variables.  Two of the hypotheses (agency cost 

minimisation and franchisor control) have been omitted from the final conceptual 

model, to be tested as shown in Figure 5.2.  Although these two additional 

hypotheses are of theoretical interest to the study, the survey sponsor (FCA) was 

unable to include relevant questions in the survey instrument and so these 

hypotheses are unable to be tested.  The remaining seven hypotheses illustrated in 

Figure 5.2 are tested in this chapter.  
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Figure 5.2 
Final conceptual model of multiple unit franchising 
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 To test a set of relationships, such as those presented in Figure 5.2, data 

may be collected in a number of ways including face-to-face or telephone 

interviews, observation, or mail surveys1 (Sekaran 2003).  In addition, electronic 

media such as the Internet and email are gaining acceptance in social science 

research (Malhotra et al., 2002; Ray, Griggs & Tabor 2001), and franchising 

analyses (for example, Mehta et al. 2001).  Marketing researchers have cited the 

need to utilise new technologies such as the Internet in their data collection 

infrastructure (Craig & Douglas 2000).  Loosely comparable techniques such as 

mail surveys suffer from poor response rates, slow response times, and costs 

associated with the manual transcription of data from the hardcopy questionnaire 

to the desired statistical programme (Ilieva, Baron & Healey 2002).   

Generally, researchers have espoused the advantages of electronic survey 

methods through comparison with mail surveys (Schaefer & Dillman 1998).  

Presumably this is because they are similar in their methodological foundation 

(Ilieva, Baron & Healey 2002).  Much of the recent interest in this medium is 

based upon the suggestion that Internet surveys are less costly to use than mail 

and phone surveys, or personal interviews (for example, Summers et al. 2003).  

As with mail surveys Internet surveys potentially afford greater response accuracy 

than other data collection methods because respondents are able to complete the 

questionnaire at their leisure and search out relevant information from family 

members and peers.  Also, the researcher has had considerable experience in 

administering web based surveys in the private sector.  Furthermore, as Griffith 

University provides web hosting facilities for staff and postgraduate students, the 

set-up and administration of the electronic questionnaire did not pose a barrier to 

                                                 
1 A comparison of these survey methods are presented in Appendix 5.1. 
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this research. For this part of the project it was decided to gather data 

electronically via the World Wide Web.  In making this choice, consideration was 

given to the cost of the survey, the availability of the researcher’s time, the 

anticipated response time, the target market, the desired response rate, data 

quality, the experience and expertise of the researcher, and the availability of 

supporting facilities (Malhotra et. al. 2002; Sekaran 2003).  Section 5.2 details the 

sample, the methods used to generate the survey and the procedures used.   

  

5.2 Method 

5.2.1 Sample 

The population of interest in this study was Australian franchisors.  In an 

attempt to select a representative sample in order to draw conclusions that are 

generalisable across the population being examined (Davis & Consenza 1993; 

Sekaran 2003), authority was sought from, and given by, the Franchise Council of 

Australia (FCA) to incorporate questions pertinent to this research in the 

‘Franchising Australia 2002’ survey.  This survey follows similar studies of the 

franchising sector in 1998 and in 1999.  Historically, these surveys have provided 

valuable information to governments, franchise-related associations, franchisees 

and franchisors.  Specifically, the 2002 survey gathered industry statistics, 

examined franchising operations, reported on the franchising sector regulatory 

environment, detailed international aspects of franchising and highlighted current 

issues of interest (Giles 2002).  The FCA database comprised 540 franchisors 

currently operating in Australia.  This database was actively maintained by the 

FCA and as no emails were returned it can be assumed that the database was 

current.  In total, 114 useable responses were received of which 107 responses 
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were made electronically and 7 were received by fax or post.  This equated to a 

21.1 percent response rate which is similar to those obtained in previous surveys 

(for example, Frazer & McCosker 1999). 

 

5.2.2 The survey instrument 

 Researchers suggest that questionnaire design is an important facet of the 

research process and directly affects the quality of the data collected (Burns & 

Bush 2003). However, there appears to be no widely accepted theory of 

questionnaire design with some researchers acknowledging that the design 

process resembles an art rather than a science (Churchill 1999).  Recent research, 

however, presents a general set of principles governing each stage of the design 

process (Burns & Bush 2003; Cavana, Delahaye & Sekaran 2001; Frazer & 

Lawley 2000; Quee 1999; Zikmund 2003).  Firstly, as shown in Figure 5.3, the 

researcher must consider the objectives of the survey and who will give the 

desired information.  Secondly, the researcher should choose the most appropriate 

survey instrument, and determine the structure and desired length of the 

questionnaire.  Thirdly, the researcher should prepare a draft of the instrument, 

detailing the content and wording of the questions, the specific response format, 

and layout.  Next, the questionnaire should be thoroughly pilot tested with a 

representative sample so as to identify any changes that should be made prior to 

administration.  Lastly, the researcher should investigate the accuracy of the 

survey instrument. 
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Figure 5.3 
Questionnaire design and development process 
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 Design objective.  Given that many of the sampled respondents were 

familiar with previous national franchising surveys (1998 and 1999), the overall 

design objective was to make the electronic survey form as similar as possible to 

the traditional mail survey so as to maximise response rates.  This has meant that 

drop-downs and click-throughs were not included.  To avoid wrap-arounds that 

may occur as a result of differing browsers or screen size, a maximum of 70 

characters per line was chosen.  Check boxes, similar to those used in mail 

surveys, were applied to multiple-choice questions with the instruction to click 

beside a response.  The survey was placed on a single page to avoid any problems 

respondents may have with loading new pages, or returning to look at the 

previous questions.  The questions were designed so that the entire question and 

answer selection could be seen on the screen at one time.  Boxes were inserted to 

indicate where replies should be typed or answered by placing a tick in a box.  

These design characteristics have been shown by research to increase response 

rates and lower nonresponse or skipping of questions (Bowker & Dillman 2000; 

Dillman & Bowker 2001). 

Question development.  The wording of questions may encourage 

systematic errors (biases) and random error, thus threatening the validity of the 

collected data (Alreck & Settle 1995; Cavana, Delahaye & Sekaran 2001).  In 

developing the questions, the researcher adopted guiding principles from a variety 

of sources (for example Aaker, Kumar & Day 2001; Burns & Bush 2003; Cavana, 

Delahaye & Sekaran 2001; Churchill 1999; Dillman 1978; Emory & Cooper 

1991; Malhotra et al. 2002).  Every effort was made to ensure the collection of 

accurate and relevant information, through following guiding principles of 

wording (shown in Appendix 5.2) 
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Sources of web survey error.  The ability to estimate accurately the 

distribution of a characteristic in a population depends on the success of the 

researcher in measuring the effects of measurement error (Groves 1989).  

Measurement error is caused by inaccurate answers to questions that may be the 

result of poor wording or questionnaire design or may be due to errors resulting 

from the answering behaviours of the respondent. Researchers have examined 

means by which electronic surveys can overcome or minimise the likelihood of 

error.  This has resulted in the development of a set of principles for the design of 

web surveys (Dillman 2000; Dillman & Bowker 2001), relating them to the 

traditional sources of survey error (shown in Table 5.1).   
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Table 5.1 
Web survey principles resulting error 

 
  Error type 
 Web survey principles Sampling  Coverage Measurement Nonresponse 

1 
Introductory screen to be motivational, 
instructional and emphasise the ease of 
responding. 

     

2 Provide a password for limiting access 
to desired respondent sample.       

3 
Make the first question interesting, 
easily answered and fully visible on the 
screen. 

     

4 
Use a format similar to that normally 
used in traditional self-administered 
questionnaires. 

      

5 Limit the use of colour to maintain 
legibility.      

6 Avoid browser-based variations.        

7 Give instructions on how to respond 
using the computer.        

8 Do not use drop-down boxes without 
instruction.      

9 Do not coerce respondents to answer 
each question in order.      

10 Provide ‘skip’ directions in a way that 
encourages the marking of answers.       

11 
The questionnaire should allow the 
respondent to scroll from question to 
question. 

       

12 
Ensure that the number of answer 
choices can be displayed on a single 
column on one screen. 

     

13 
Use words to convey a sense of where 
the respondent is in the completion 
process. 

      

14 

Limit the use of question structures that 
have known measurement problems, 
e.g. ‘check all that apply’ and open-
ended questions. 

      

15 
Refrain from technological niceties 
such as flash enhanced web pages 
which require browser plug-ins. 

      

16 Provide a means by which the 
respondent is able to receive results.       

17 
Incorporate mixed mode standards 
which allows for printing or posting a 
standardised format 

      

 
Source: Adapted from Bowker and Dillman (2000); Burns & Bush 2003. 

 

 Considerations such as the universality of the survey in respect of web 

browsers, computer speed and memory requires considerable technical skill as 

well as knowledge of and adherence to established and new (web based) 
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questionnaire design principles.  The items numbered 6 and 11 are concerned with 

the reduction of measurement error (as are 4, 5, 8, 10, 12 and 14) and relate to 

both aspects of the questionnaire design.  Items 8 and 10 refer to the use of drop 

down boxes and automatic skip questions and are not applicable as these options 

were not included in the survey.  The nine principles that relate to nonresponse 

error are directly related to providing a respondent-friendly design that takes into 

account the ability of respondents to understand and respond within the 

boundaries of their cultural expectations, experience and ability.  This also refers 

to their computer hardware and software capability.  These principles were 

discussed with both experienced questionnaire designers and the technical design 

staff at Griffith University to produce a survey consistent with the established and 

emerging data relating to web surveys. 

By following the principles outlined above, it was endeavoured to 

maximise respondent comprehension, minimise respondent fatigue and boredom, 

and encourage respondents to declare information that may be considered to be of 

a sensitive or confidential nature.  The survey instrument is presented in 

Appendix 5.3. 
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5.2.3  Survey procedure 

This section details how the survey was conducted in order to maximise 

the response rate of the Franchising Australia 2002 survey instrument and thus 

minimise the impact of nonresponse bias. 

Response behaviour.  Consistent with recommendations from marketing 

and franchising researchers (for example, Frazer 1997; Malhotra 2002; Walker 

1991), aspects of the total design method of questionnaire design and 

administration (Dillman 1978; Dillman & Salent 1994) were incorporated in this 

research.  This theory endorses the use of realistic and believable rewards together 

with methods of reducing social costs during survey administration.  No monetary 

incentives were offered as an inducement to complete the survey.  Apart from a 

lack of empirical support for the effectiveness of financial incentives (for 

instance, Malhotra et al. 2002), respondents were offered an abridged copy of the 

final results.  The researcher established trust through association with the 

Franchise Council of Australia, the Commonwealth Bank of Australia, and 

Griffith University.  In addition, an initial letter was sent by the chairman of the 

FCA in order to engender trust in the target population (Appendix 5.4).  The letter 

adopted a consultative approach with franchisors, emphasising the importance of 

their participation. 

Pretesting.  Survey instruments should be pretested with a representative 

set of respondents, in order to reveal errors in questionnaire design prior to 

administering the survey (Burns & Bush 2003; Cavana, Delahaye & Sekaran 

2001; Reynolds, Diamantopoulos & Schlegelmilch 1993).  Consistent with 

researcher recommendations, a portion of the pretesting was conducted by 

personal interviews to ensure that the researcher could directly observe 
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respondent behaviours (Bassili, & Fletcher 1991; Churchill 1999).  The 

questionnaire was pilot tested in two stages.  In stage one, a sample of 10 

franchisors, 4 franchising advisors and consultants, and 8 academics familiar with 

electronic survey methods were asked to complete a hard copy of the survey 

instrument.  In addition, six of these respondents met with the researcher to 

personally deliver their recommendations.  Franchisors who participated in the 

survey were asked not to participate in the online survey.  A profile of the 

respondents is provided in Appendix 5.5. 

Based on this feedback, several changes were made to the questionnaire 

and a revised version was tested electronically to a sample of five franchisors and 

five academics and franchising consultants.  Based upon their recommendations, a 

final version of the survey instrument was completed.   

Other respondents replied by email and their comments were evaluated by 

the researcher and his supervisors.  As a result, several changes were made to the 

question wording and question layout.  During this pretesting stage, a number of 

areas in the survey were identified for improvement, particularly in relation to 

clarifying ambiguous statements, however only one question pertinent to the 

research question was shown to require amendment.  Specifically, the options 

presented in item B4 were extended to include ‘neighbouring suburbs’, as ‘same 

city’ did not fully capture the intent of the question to determine the geographical 

proximity of franchised units located in franchisee owned mini-chains. 

Following the revision of the questionnaire, the online survey was 

administered to the sample as noted in Table 5.2.  Initially, the chairman of the 

FCA, sent an email notification urging member franchisors to participate in the 

national survey.  This email contained an embedded hypertext link that directed 
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respondents to a web site held on a secure web server located at Griffith 

University.  However, respondents who did not wish to participate online were 

given the option of being sent a hard copy of the questionnaire.  As all responses 

were held anonymously, the researcher was unable to identify and contact those 

franchisors that had not responded to the survey.  Instead, a combined thank you 

and reminder was posted to the sample a week later.  Copies of the initial and 

following emails are included in Appendix 5.4. 

 
Table 5.2 

Administrative procedures used in the survey 
 

 Timing Procedure 

Step 1 Commencement Email with embedded link sent to sample 

Step 2 
1 week after 

administration 
of survey 

Thank you and reminder email. 

Step 3 1 week after 
step 2 Thank you and reminder follow-up email. 

 
Source: Adapted from Frazer & Lawley 2000. 

 

The limitations on the conduct of the survey were largely due to state 

government privacy regulations together with the anonymity promised to 

respondents.  These conditions made it impossible to make personal contact with 

respondents and may have reduced the response rate (Frazer & Weaven 2002).  

Anonymity was assured to elicit trust and encourage cooperation from franchisor 

respondents.  For instance, in the findings firms were classified according to 

industry groupings in order to avoid analysing any sub-groupings that could be 

traced to individual firms. In addition, the researcher was careful to obtain 

informed consent from survey participants so as not to misrepresent the nature of 

the research (Burns & Bush 2003; Sekaran 2003).  Although the FCA had a pre-
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existing relationship with member franchisors, they were given the option not to 

participate in the survey (Burns & Bush 2003).   

 

5.2.4 Operational definitions 

 Figure 5.4 outlines the measurement process adopted in this research.  The 

measurement process consists of a number of stages central to the 

operationalisation of the research concepts so that they become measurable 

(Schwab 1999, Sekaran 2003).  The first four steps of observation, research 

problem identification, exploratory research (incorporating both a review of the 

literature and qualitative survey of a sample of the target population), and 

hypothesis development, have been detailed in previous chapters.  Conceptual and 

operational definitions of each of the constructs are detailed in this section.  In 

addition, the design of the measurement scales and issues relevant to the goodness 

of measures (Sekaran 2003) in terms of the validity and reliability of these scales, 

will be presented. 

 Conceptualisation and operationalisation of research concepts.  The 

measurement process involves the conceptualisation and operationalisation of 

each concept in the proposed model.  Conceptualisation is the process of applying 

a theoretical or an abstract set of meanings to constructs (Cooper & Emory 1995).  

The conceptual definitions of each of the constructs are included in Table 5.3. 

Consideration has been given to provide unambiguous and clear definitions that 

are linked to the theoretical framework so as to avoid confusion and improve 

understanding and generalisability (Cooper & Schindler 1998).  For example, the 

concept of ‘financial rewards’ is conceptually defined as the ‘offer of additional 

units in recognition of good performance by franchisees in the system’.   
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 Operationalisation is the process of defining concepts so they are 

measurable (Sekaran 2003).  That is, operationally defining a concept allows the 
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Figure 5.4 
Measurement process used in this research 
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Table 5.3 
Operationalisation of constructs 

Concept Relevant Hypothesis* Construct name SPSS Variable 
name* 

Conceptual definition Operational definition Scale 

Multiple Unit 
Franchising 

All  (a) Franchisee
group 

 (a) F_RAT2GR 

 
 
 
(b) Franchisee 
density 
 
 

 
 
 
 
(b) M_RT2LNR 

(a) Grouping based 
upon whether multiple 
unit franchising exists 
in system or not. 
 
(b) Density of 
franchisees in system 
as a ratio of the number 
of franchisees to the 
number of franchise 
units in the system. 

(a) 0 = no multiple unit franchisees in system, 
1 = multiple unit franchisees in system. 
 
 
 
(b) The ratio of the number of franchisees (item 
A7) divided by the number of franchise units 
(item A6).  Then log transformation applied. 
Scores valid only for systems within which 
multiple unit franchising occurs 
 

(a) nominal/ 
dichotomous 
 
 
 
(b) ratio 
 

Franchisor 
Experience 

H1:  There is a positive 
relationship between 
multiple unit franchising 
and the age of the 
franchise system 

Number of years 
franchising. 

YRFRAN2  Number of years
franchising. 

Responses to item A3 (YRFRAN) were 
subtracted from the constant 2003. 

ratio 

Degree of 
Corporatisation 

H2: There is a positive 
relationship between 
multiple unit franchising 
and the degree of franchise 
system corporatisation. 
 
 

(a) Board with 
more than 5 
directors. 
(b) At least 2 
directors that are 
external to firm. 
(c) Have marketing 
department. 
(d) Franchisee 
representation on 
board. 
(e) Composite 
corporatisation 
score. 

(a) CORP1 
 
 
(b) CORP2 
 
 
(c) CORP3 
 
(d) CORP4 
 
 
(e) CORP_T 

Structural 
characteristics of the 
franchise indicating 
degree of 
corporatisation. 

(a) Item B10a “a company board of at least five 
members?” 0 = “no”, 1 = “yes” 
 
(b) Item B10b “two or more appointed board 
members who are external to the firm?”  
0 = “no”, 1 = “yes” 
 
(c) Item B10c “Have a marketing department?”  
0 = “no”, 1 = “yes” 
 
(d) Item B10d “at least one franchisee on the 
board?” 0 = “no”, 1 = “yes” 
 
(e) Sum of responses to items B10a, B10b, 
B10c, B10d. 

(a) nominal/ 
dichotomous 
 
(b) nominal/ 
dichotomous 
 
 
(c) nominal/ 
dichotomous 
 
(d) nominal/ 
dichotomous 
 
(e) interval 
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Table 5.3  
Operationalisation of constructs (con’t) 

 
Concept Relevant 

Hypothesis* 
Construct 

name 
SPSS Variable 

name 
Conceptual definition Operational definition Scale 

Plurality of 
distribution  

H3: There is a positive 
relationship between 
multiple unit 
franchising and 
franchise systems 
characterised by plural 
forms of distribution. 

Plurality plural Grouping based on 
whether system contains 
company owned units or 
not. 

If response to item A5c is zero (there were no 
company owned units in the system in 2001) then 
score equals 0. 
If response to item A5c is greater than zero,  then 
score equals 1. 
 

nominal/ 
dichotomous 

Intra-firm Conflict. H4: There is a 
negative relationship 
between multiple unit 
franchising and the 
level of conflict within 
the franchise system. 

(a) Number of 
substantial 
disputes. 
 
(b) Dispute 
grouping 

(a) C12_TOT 
 
 
 
(b) C12_DICH 

(a) The total number of 
substantial disputes with 
franchisees. 
 
(b) Grouping based on 
whether franchisor was, 
or was not, in dispute 
with any franchisee. 

(a)  Sum across items C12a, C12b, C12c, C12d, 
C12e, C12f, and C12g. 
 
 
(b) If C12_TOT = 0,  score = 0, 
If C12_TOT > 0, score = 1. 

(a) ratio 
 
 
 
(b) nominal/ 
dichotomous 

Geographical 
dispersion of units  

H5: There is a positive 
relationship between 
multiple unit 
franchising and the 
availability of 
geographically 
contiguous franchisee 
units 

Location of 
multiple unit 
holdings 

MUF_GRP  Proximity of multiple
franchise units for 
individual franchisee 

Responses to item B4 were coded as  
0 = “Neighbouring suburbs”,  1 = “same city”,  
and 2 = “same state” 

ordinal 
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Table 5.3  
Operationalisation of constructs (con’t) 

 
Concept Relevant Hypothesis* Construct 

name 
SPSS Variable 

name 
Conceptual definition Operational definition Scale 

Reward strategies 
 

H6: There is a positive 
relationship between 
multiple unit franchising 
and system reward 
strategies. 

Importance of 
multiple unit 
franchising 
incentives for 
franchisees  

REWARDS Rating of the perceived 
importance of an offer of 
additional units in 
recognition of good 
performance by 
franchisees in the system 

Responses to item B11.  Pattern of 
responses to the Likert-type scale were 
dichotomous.  Responses were scored as; 
0 = “not important” 1= “important” 

nominal/ 
dichotomous 

System growth. H7: There is a positive 
relationship between 
multiple unit franchising 
and firm growth. 

Franchise 
system growth 
rate  

LN_RAT System growth rate from 
1999 to 2001 

From the responses to item A4 the change 
in the number of franchise units in the 
system between 1999 (A4a) and 2001 
(A4b) was divided by the base level in 
1999.  The log was then taken of this value. 

ratio 

 
Source: developed for this research. 
 
*The FCA was unable to include questions pertinent to the measurement of H4 and H9. 
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5.2.5 Validity and reliability considerations in measurement phase 

 Consideration was given to issues of validity and reliability during the 

measurement phase of this research.  As a large proportion of the total population of 

franchisors on the comprehensive FCA database was surveyed in this research, a very 

high degree of external validity was expected.  Researchers endorse the use of several 

procedures in ensuring content validity (for example, Cooper & Shindler 1998; Davis & 

Cosenza 1993).  These include an examination of the extant literature to identify 

conceptual dimensions, consultation with a panel of experts to independently assess and 

test items for performance, and the pretesting of survey instruments.  Consideration was 

given to these recommendations during the quantitative stage of this research.  For 

instance, an initial pretesting of a ‘hardcopy’ of the Franchising Australia 2002 survey 

gave the researcher valuable feedback in areas of franchise industry classification, and 

issues central to improving respondent understanding of franchise concepts.  Further, a 

pretest sample of respondents was chosen to pilot test the Internet version of the survey 

in mid April in 2002 (Section 5.2.3).  

 To maximise criterion validity, measures were substantiated with information 

derived from participating franchisees and franchisors in the exploratory stage of the 

research.  Particular attention was given to the substantive validity of the measuring 

instrument through linking measures to the relevant franchising theories within the 

context of observations made in the qualitative stage of this research (Cooper & Emory 

1995).  In addition, the researcher assessed the predictive validity of a testing instrument 

by conducting a correlative comparison of criterion and test scores used in the pretesting 

phase to determine the validity of criteria used in this research. 

 Reliability.  A reliable measuring instrument is one that provides results that are 

relatively free of error (Hussey & Hussey 1997; Malhotra et al. 2002; Schwab 1999; 
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Zikmund 2003).  Researchers determine an instrument’s reliability by assessing three 

different types of reliability (Schwab 1999).  Firstly, researchers measure internal 

consistency reliability, which refers to the similarity of item scores obtained on a 

measure that incorporates multiple items.  Secondly, researchers determine the 

interrater reliability of the measurement process.  Thirdly, researchers examine stability 

reliability, which refers to the longitudinal consistency of results. As the majority of 

measures used in this study were of a single item nature, measurements did not require 

subjective evaluations by judges and as the empirical study was cross-sectional, rather 

than longitudinal, little could be attempted in the way of evaluating the reliability of the 

measures used in this part of the study. 

 Research suggests, however, that reliability can be improved through the 

adoption of four measurement process procedures (Neuman 1994).  Firstly, constructs 

must be clearly conceptualised.  Secondly, researchers should use precise measures of 

defined constructs.  Thirdly, reliability was increased through the use of multiple 

indicators of some of the defined constructs.  Fourthly, researchers should pretest 

measures.  Steps were taken to ensure that the constructs were clearly conceptualised, 

that precise measures were used to define the constructs, and pretesting of items was 

conducted. 
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5.3  Results 

 Having detailed the methods employed to collect the data in stage two of this 

research the next section presents the results of descriptive and inferential statistical 

analyses of the survey data.  First, the procedures for examining and pre-screening the 

data are presented. 

 

5.3.1   Data screening and examination of missing responses 

 Data should be examined and descriptive statistics reported prior to any data 

analysis in order for the researcher to become familiar with the data set and 

relationships between the variables under investigation (Malhotra et al. 2002; Sekaran 

2003).  To this end, each variable within the data file was checked for out-of-range 

values and, where appropriate, that measures of dispersion were plausible and that 

values used to code discrete variables were within range (Norusis/SPSS 1993). 

 As is common with many surveys, respondents may fail to respond to individual 

items on the questionnaire (Burns & Bush 2003).  Failures to respond may be of 

particular importance if it occurs at a rate in excess of 10 percent for any single item 

(Malhotra et al. 2002).  Therefore, an analysis was undertaken to determine the extent to 

which missing values existed for individual items on completed questionnaires.  In 

particular, questionnaire items were identified for which the response rate calculated in 

SPSS was less than 10 percent.  From this list, items were excluded where the 

maximum value for n could be calculated to be less than the sample size (n = 114) on 

the basis of responses to other items in the survey (that is some items were not relevant 

to all respondents and so the maximum possible value of n for these items was, 

effectively, less than 114).  Table 5.4 lists the questions for which a response rate of less 

than 10 percent occurred. 
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Table 5.4 
List of survey items for which there were more than 10 percent missing values for 

individual questionnaire items 
            
         n % 
            
A4a Number franchised units 1999     80 70.2 
A4b Number franchised units 2000     87 76.3 
A4c Number franchised units 2001     99 86.8 
A5a Number company units 1999     72 63.2 
A5b Number company units 2000     72 63.2 
A5c Number company units 2001     82 71.9 
A7 Total franchisees       100 87.7 
A14a Number full time employees in CO    101 88.6 
A14b Number part time employees in CO    98 86.0 
A14c Number casual employees in CO    98 86.0 
A15a Number full time employees in FU    92 80.7 
A15b Number part time employees in FU    89 78.1 
A15c Number casual employees in FU    89 78.1 
B5a Initial franchise fee      101 88.6 
B5b Inventory cost       101 88.6 
B5c Capital fitout       101 88.6 
B5d Pre-opening training cost     101 88.6 
B5e Other costs       101 88.6 
B5f Total average startup costs     101 88.6 
B9 MUF support       87 76.3 
B12 Percentage of profitable franchisees    92 80.7 
B13 Prospective franchisee availability    100 87.7 
B14 Finance availability for franchisees in last 12 mths  96 84.2 
B16 Finance required for expansion     86 75.4 
B 17 Require investment advice     77 67.5 
B18 Professional indemnity insurance    101 88.6 
C1 Code improved franchisee/franchisor relationship  100 87.7 
C2 Code beneficial to sector      101 88.6 
C3 Code effect on selection      101 88.6 
C4 Code effect on record keeping     101 88.6 
C5 Code effect on franchisee power     101 88.6 
C6 Code effect on disputation     100 87.7 
C7 Code effect on mediation      100 87.7 
C8 Code effect on litigation      100 87.7 
C9 Code effect on arbitration        99 86.8 
C10 Code effect on total number disputes      99 86.8 
C11 Franchisee disputes with franchisee    101 88.6 
D1 Franchisor based in Australia     101 88.6 
D2 Franchisor international operations    92 80.7 
D5a Overseas franchise income 2000-01    15 65.2 
D5b Overseas Franchisee product income 2000-01   11 47.8 
D5c Overseas franchisee income other 2000-01   14 60.9 
D6a Number franchise units prior to overseas expansion  17 73.9 
D6b Number CO units prior to overseas expansion   16 69.6 
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 It should be noted that the percentage response rate for item B9 is probably an 

underestimate as the true value for n for this item is likely to be less than 114.  Question 

B9 is only applicable to respondents who are actively dealing with multiple unit 

franchisees.  However, it is not possible, on the basis of available information, to 

calculate an accurate value for n for this item.  In addition, the value for n for items D5a 

to D6b is 23 as these items were only applicable to franchisors conducting operations 

overseas. 

 A range of options is available to maximise the usable information from a data 

set when there are missing values on individual items (Tabachnick & Fidell 2001).  

These options range from the most conservative (treating missing values as missing and 

only using the available data) to the estimation of values for missing scores.  One 

method of estimating the value of a missing score is to replace that value with the 

overall mean score for that item.  However, this approach may lead to an 

underestimation of the variance of a variable (Tabachnick & Fidell 2001).  Another less 

conservative technique involves attempts to estimate the values using multiple linear 

regression.  The disadvantage of this approach is that it artificially increases the degree 

of association between variables and can lead to an inflation of correlation coefficients 

(both bivariate and multivariate) in subsequent analyses (Tabachnick & Fidell 2001).  

Despite these disadvantages, it is often advantageous to estimate missing values in a 

data set.  In particular, in cases where missing values are scattered though a data set 

such that relatively few data points are missing for an individual participant,  attempts at 

the application of multivariate statistical techniques across a large number of variables 

can lead to the elimination of significant numbers of participants’ data from the 

analysis.  This results in a significant reduction in the amount of usable information 

available regarding the interrelationships between variables (Tabachnick & Fidell 
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2001).  In such a situation the disadvantages associated with the estimation of missing 

values are outweighed by the benefits of the additional information available for 

analysis.  In this study, the relatively modest sample size resulted in most of the 

inferential statistics being conducted as bivariate comparisons, rather than as 

multivariate.  Such comparisons do not result in a substantial increase in available 

information for analysis and so data estimation techniques were not applied. 
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5.3.2   Descriptive statistics of franchise systems 

 Industry.  Responses were coded according to industry type using the 

Australian and New Zealand Standard Industrial Classification (ANZSIC) coding 

system.  A total of 114 completed franchisor questionnaires was available for analysis.  

Some 93 respondents (81.6 percent) reported that they were Australian-based 

franchisors.  In addition, 34 respondents (29.8 percent) stated that they used master 

franchising arrangements.  Table 5.5 provides information regarding the industry within 

which the franchise systems operate.  The most commonly reported industry groupings 

were; retail (non-food, 17.7 percent, and food, 10.62 percent), Personal Services (11.5 

percent), and Business Services (10.62 percent). 

 

Table 5.5 
Survey responses by industry and comparative data from Griffith University 2003 

franchisor database 
            
    Griffith This  difference z 
    data  survey 

(2003) (2002) 
n=589  n=114 

            
Accommodation    4.07%   0.88% -3.19%  -1.68 
Telecommunications    1.36%   3.54%   2.18%   1.64 
Construction     4.24%   9.73%   5.49%   2.42* 
Recreation     1.87%   0.88% -0.98%  -0.74 
Education     2.38%   6.19%   3.82%   2.18* 
Finance     2.21%   2.65%   0.45%   0.29 
Health      0.17%   3.54%   3.37%   3.90*** 
Manufacturing     2.04%   5.31%   3.27%   2.02* 
Personal services    9.85% 11.50%   1.66%   0.54 
Business services  23.43% 10.62% -12.81% -3.04** 
Retail food   12.73% 10.62% -2.11%  -0.62 
Retail non-food  32.26% 17.70% -14.56% -3.10** 
Transport     1.02%   1.77%    0.75%   0.69 
Wholesaling     1.70%   1.77%    0.07%   0.05 
Other      0.68% 13.27% 12.60%   7.56*** 
            
Total    100%  100% 
            
* p < .05 (two-tailed),  ** p < .01 (two-tailed),  ***p < .001 (two-tailed) 
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 The goal of the application of any inferential statistical test (as presented later 

within this chapter) is to extrapolate the results from a sample in order to make 

conclusions regarding a population (Hair, Bush & Ortinau 2003).  The degree to which 

researchers may be confident regarding those conclusions varies as a function of the 

degree to which the sample may be shown to be representative of the larger population.  

An unbiased sample is one which perfectly represents the population, and provides us 

with the greatest level of confidence that the relationships between variables displayed 

in our sample reflect the relationships between variables within the population 

(Zikmund 2003).  Nonresponse, therefore, is a factor which will impact on the 

representativeness of any sample and is recognised as a significant problem in 

marketing research (Coleman 1991; Landler 1991).   

Nonresponse error refers to the statistical difference between a survey that only 

includes data from those who responded to the survey as opposed to including data from 

those who failed to respond (Dillman & Bowker 2001).  Potential respondents may 

refuse to participate in the survey, may discontinue answering questions part way 

through the survey, or may refuse to answer a particular question, but continue 

answering other questions in the survey. In practice, any sample in survey research will 

display some degree of bias (Burns & Bush 2003).  The greater the bias, the more likely 

that the relationships between variables displayed by the sample do not reflect a true 

indication of the relationships between variables within the population (Cavana, 

Delahaye & Sekaran 2001).  Estimates of the degree of sampling bias may be made by 

comparison with the population statistics (if known) of key descriptive variables or by 

way of comparison with other survey data which are considered to be representative 

(Mason, Lind & Marchal 1998). 
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 To examine the degree to which the data collected for this survey may be 

considered to be representative of the Australian franchising sector, a comparison was 

made between the data collected in this study and statistics collected by Griffith 

University in 2003.  The Griffith University data consisted of a sample of 589 

franchisors from a possible 650 which was similar in number to the 2002 Franchising 

Australia Survey.  The Griffith University database provided data on two variables 

which are industry type and size of franchise systems.  The data entered into these 

analyses were those presented in Table 5.5.  A test of differences between two 

proportions was used to determine whether there were significant differences between 

the proportions (Mason, Lind & Marchal 1998) represented by different industry 

categories in the two samples. 

 Four industry categories display significantly larger proportions in this sample 

than in the 2003 sample:  Construction (4.24 percent in the Griffith University sample 

compared with 9.73 percent for this sample); Education (2.38 percent compared with 

6.19 percent); Health (.17 percent compared with 3.54 percent); Manufacturing (2.04 

percent compared with 5.31 percent); with the greatest difference occurring in those 

responding as “Other” (.68 percent to 13.27 percent).  Accompanying these increases, 

are significant decreases in the two largest categories of the Griffith University database 

of business format franchisors:  Retail non-food which in the Griffith University sample 

represented 32.26 percent of the sample, and in the current sample represents only 17.7 

percent; and Business services which in 2003 represented 23.43 percent and in the 

current sample represented only 10.62 percent. 

 Overall, no significant differences were found between the 2002 and 2003 

samples in terms of the proportion of franchisees falling into 8 of the 15 industry 

categories.  Significant apparent levels of under-, or over-representation were found for 
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the remaining seven industry categories.  Overall, it can be stated with caution that the 

samples are broadly similar.  This may be particularly so given that one of the most 

important differences between the two samples was the increase in the “other” category 

from .68 percent to 13.27 percent between the samples.  This difference may explain the 

apparent under-representation of some industries in the 2003 sample and may be the 

result of different response choices of participants, rather than a true difference in the 

profile of the two samples.  Next, descriptive statistics of the 2002 study are discussed. 

 Administration.  The number of full-time staff in head office ranged from zero 

to 414 with a mean of 19.73 (S.D. = 51.45).  Relatively small numbers of part-time (M 

= 1.62, S.D. = 4.47) and casual (M = 1.10, S.D. = 4.21) employees were reported as 

working in head office.  Twenty eight respondents (24.6 percent) indicated that their 

board had more than 5 members, and twenty-two (19.3 percent) indicated that they had 

greater than 2 external board members.  Seventeen (14.9 percent) responded that they 

had franchisee representation on the board. Sixty-six (57.9 percent) responded that they 

had a marketing department. 

 Age and size of system.  The mean number of years franchisors had been 

operating was 20.37 years (S.D. = 24.07).  The most commonly reported period in 

which businesses commenced operations was in the period 1983-92 in which almost 

half (44.7 percent) of companies commenced operations.  On average, companies had 

been operating for just over a decade before they began franchising, with the mean 

number of years franchising being 9.01 years (S.D. = 6.52).  Table 5.6 shows that the 

most commonly reported period in which firms had commenced franchising operations 

was in the most recent five year period of 1998-2002.  In this period over a third (36.8 

percent) reported that they had commenced their franchising operations, and over half 
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(56.1 percent) of the respondents indicated that their firm had commenced franchising 

operations in the 10 year period (1983-2002) leading up to this survey. 

 

Table 5.6 

Year company commenced franchising 
        
Period  Frequency Percentage 
        
1968-72      1      0.9 
1973-77      1      0.9 
1978-82      4      3.5 
1983-87    13    11.4 
1988-92    27    23.7 
1993-97    22    19.3 
1998-2002    42    36.8 
        
missing      4      3.5 
        
Total   114  100.0 
        
 

 The mean number of franchise units held by respondents was 92.8 (S.D. = 314) 

and company owned units was 20.4 (S.D. = 100.2). 

 

Multiple unit franchising 

 Slightly more than half of the respondents (57 percent) reported that they 

encouraged suitable franchisees to own multiple units within their system and 41 (36.0 

percent) reported that they granted area development rights to franchisees.  The sample 

of Australian franchisors was evenly split in relation to whether or not they viewed it to 

be important to reward the performance of franchisees by offering additional franchise 

units.  In particular, some 36 franchisors (31.6 percent) viewed it to be important, and a 

similar number, 34 (29.8 percent), viewed it to be not important. 
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 Years of experience prior to granting a second unit.  Nearly one third of the 

franchisor respondents (31.6 percent) reported that their franchisees had between one 

and three years franchising experience before they were granted additional units within 

the franchise system.  This was followed by 13.2 percent of the sample reporting that 

their franchisees had between 4 and 5 years’ experience before being granted a second 

unit, while a smaller percentage (10.5 percent) reported that they had granted a second 

unit to franchisees that had less than 1 years’ franchising experience.  Only 2.6 percent 

of the sample reported that they had required single unit holders to have a minimum of 5 

years’ franchising experience before being allowed to own an additional unit within the 

system beyond. 

 Level of support to multiple unit franchisees.  Overall, franchisors indicated 

that multiple unit franchisees require the same level of support as single-unit 

franchisees.  More than half of the franchisors (51.8 percent) felt that multiple unit 

franchisees required the same level of support, 14 (12.3 percent) responded that they 

needed less, and the same number, 14, (12.3 percent) responded that they needed more 

support. 

 Location of multiple-unit franchisee units.  Table 5.7 provides information 

regarding the location of franchise units of multiple-unit franchisees. 

Table 5.7 
Location of franchise units of multiple-unit franchisees 

         
Location   Frequency Percent 
         
Neighbouring Suburbs   39    34.2 
Same City     15    13.2 
Same State     10      8.8 
Across States       2      1.8 
         
Not Applicable    48    42.1 
         
Total    114  100.0 
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 Location of units is clearly a function of geographical proximity.  The most 

popular response was that the units would be located in neighbouring suburbs (39, 34.2 

percent), and the least common response (2, 1.8 percent) was that units would be 

located across states, indicating a preference for multiple unit franchisees to be close to 

their units. 

 The number of individual franchisees per organisation ranged from a minimum 

of 1 to a maximum of 740, with a mean of 54.76 (S.D. = 103.56).  The ratio of the 

number of franchise units per franchisee was calculated for each organisation.  This 

value ranged from a (mathematically impossible) minimum of .75 (which was 

interpreted to have an actual value of unity) to a maximum of 10.05.  The overall mean 

was 1.40 (S.D. = 1.26).  Table 5.8 presents the distribution of these values. 

 
Table 5.8 

Ratio of the number of franchise units per 
franchisee for each organisation 

       
Ratio Range  Frequency Percent 
       
1   35    30.7 
>1 to 1.5  51    44.7 
>1.5 to 2  6      5.3 
>2 to 2.5  3      2.6 
>2.5 to 3  2      1.8 
>3   3      2.6 
       
Missing  14    12.3 
       
   114  100 
       
 

Table 5.8, above, presents the “Ratio of the number of franchise units per 

franchisee for each organisation.” This set of data was considered important to be 

presented to the reader as part of the descriptive statistics as many readers will be better 

able to conceptualise the nature of the organisations when they think in terms of the 
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average number of units a franchisee operates. However, each of the hypothesised 

relationships described in Figure 5.2 involves a measure of franchisee density,  so 

before inferrential statistical tests could be applied to test the hypothesised relationships 

between variables an appropriate index of franchisee density had to be developed.  This 

index of franchisee density is, essentially, the inverse of that presented in Table 5.8, and 

was calculated as the ratio of the number of franchisees within the system (item A7) 

divided by the number of franchise units within the system (item A6).  This index has a 

maximum possible value of unity (indicating the system does not involve multiple unit 

franchises).  The index has a minimum value which may approach zero.  Obviously, the 

smaller the value of this index, the greater the degree of multiple unit franchising within 

an organisation.  For this sample, the index ranged in value from .10 to the maximum 

possible value of 1.00. The mean for this index was .86 (S.D. = .21).  The distribution of 

values for the franchisee density index is shown in Table 5.10. 

 

 Intra-firm conflict.  Nineteen respondents (16.7 percent) indicated that they had 

been involved in a substantial dispute with a franchisee with the past 12 months.  

Overall, more disputes were formally initiated by the actions of franchisors, than were 

formally initiated by actions of franchisees.  The most common nominated cause of 

disputes between franchisors and franchisees related to adherence to the organisation’s 

system, (47.4 percent of those organisations responding that they were currently in 

dispute),  followed by disputes regarding fees (26.3 percent),  misrepresentation (26.3 

percent),  and territorial issues (15.8 percent). 
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5.3.3 Creating an index of franchisee density 

 Each of the hypothesised relationships described in Figure 5.2 involves a 

measure of franchisee density, so before inferential statistical tests could be applied to 

test the hypothesised relationships between variables an appropriate index of franchisee 

density had to be developed.  For each system, an index of franchisee density was 

calculated as the ratio of the number of franchisees within the system (item A7) divided 

by the number of franchise units within the system (item A6).  This index has a 

maximum possible value of unity (indicating the system does not involve multiple unit 

franchises).  The index has a minimum value which may approach zero.  Obviously, the 

smaller the value of this index, the greater the degree of multiple unit franchising within 

an organisation.  For this sample, the index ranged in value from .10 to the maximum 

possible value of 1.00. The mean for this index was .86 (S.D. = .21).  The distribution of 

values for the franchisee density index is shown in Table 5.9. 

 
Table 5.9 

Distribution of Franchisee Density Index* 
        
Density categories Frequency Percent 
        
.10 to .19    3    2.63% 
.20 to .29    0    0.00% 
.30 to .39    2    1.75% 
.40 to .49    3    2.63% 
.50 to .59    4    3.51% 
.60 to .69    6    5.26% 
.70 to .79    3    2.63% 
.80 to .89  15  13.16% 
.90 to .99  29  25.44% 
1   35  30.70% 
        
Missing    14    12.3% 
        
Total   114  100.0% 
        
*(calculated for each organisation as the total number of 
franchisees divided by the sum of the total number of 
franchise units) 
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 To test for statistical significance of any deviation of the distribution of these 

scores from that of a normal distribution, both skew and kurtosis were calculated.  

These calculations revealed a value for skew of –1.96 and for kurtosis of 3.426.  To 

estimate the statistical significance of these values the values for skew and kurtosis were 

then divided by their associated standard errors.  This yielded a z-score which was 

interpreted to be significant if it exceeded an absolute value of 2.58 (p < .01, 

Tabachnick & Fidell 2001).  This procedure revealed a significant departure from 

normality with respect to both skew and kurtosis.  This result was not unexpected as 

previous franchising research has shown significant variability in data collected from 

the Australian franchising sector (for example, Frazer 1997). 

 When data are skewed a remedy may be found in transforming the data (Hair, 

Bush & Ortinau 2003).  Before any attempt was made to apply a transformation to these 

scores, the tabulated frequency distribution and histogram for the distribution were 

examined.  As can be seen in Table 5.9, slightly less than one third of the sample 

displayed a Franchise Density Index equal to unity, indicating that these 35 systems did 

not allow multiple unit franchising.  No transformation would sensibly affect the 

population of the scores for this variable to approach normality given that whatever 

transformation would be applied must always produce a distribution with the 

characteristic that around one third of the scores in the distribution would display the 

same extreme value.  In this situation it was considered appropriate to consider the 

respondents in the sample as representing two samples from two different populations: 

one sample from the population of single unit franchising systems (hereinafter termed 

the single unit group), and another from the population of franchising systems which 

contain multiple unit franchisees (hereinafter termed the multiple unit group).  The 

splitting of this sample means that inferential tests were performed in two ways. Firstly, 
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comparisons were made of single unit systems versus systems which contained multiple 

unit franchisees.  Secondly, for the systems containing multiple unit franchisees, the 

relationship between Franchisee Density Index scores could be made with other 

variables. 

 However, before conducting the above analyses, the distribution of scores on the 

Franchisee Density Index had to be conducted for systems which contained multiple 

unit franchises.  Sixty-five systems fell into this category, with a mean score on the 

Franchisee Density Index of .76 (S.D. = .23).  Both skew (-1.49, p < .01) and kurtosis 

(1.54, p < .01) were found to significantly deviate from normality.   

 For a variable which is significantly negatively skewed, researchers recommend 

that the variable be first reverse scored and then a square-root transformation applied 

(Tabachnick & Fidell 2001).  Consequently, each value was subtracted from unity, and 

a square-root transformation applied.  The value for skew (.804, p < .01) but not 

kurtosis (-.295, p < .01) was found to significantly deviate from normality for this 

transformed variable.  It is recommended in such a situation that a log or square root 

transformation is applied to the scores (Tabachnick & Fidell 2001).  Following this 

transformation the value for both skew (-.16, p > .01) and kurtosis (-.42, p < .01) were 

found to not significantly deviate from normality for this transformed variable. 

 Interpretation of the relationship between variables which have undergone such 

a transformation is often problematic as, due to the reverse scoring, predicted positive 

relationships with the untransformed scores must then be translated into predicted 

negative relationships with the transformed scores.  To avoid this confusion, following 

the reverse-scoring and the log transformation being applied to the scores, a further 

reverse-scoring procedure was undertaken in which the transformed scores were then 

reflected.  This procedure does not affect the shape (and therefore measures of 
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normality), but it does maintain the rank order of the transformed scores with the raw 

scores and so preserves the direction of prediction regarding expected relationships. 

 

5.3.4   Hypothesis testing 

 The revised conceptual model of multiple unit franchising which underlies this 

study is shown in Figure 5.2.  The relationships between variables presented in that 

figure would appear to represent a set of relationships which would be appropriately 

investigated via structural equation modelling (SEM) procedures.  However, 

covariances are less stable when they are estimated from small samples, and SEM is 

based on covariances (Hair et al. 1998).  When estimating the number of cases 

necessary to conduct SEM, the important ratio is that of the number of cases to the 

number of parameters (rather than to the number of variables) (Baumgartner & 

Homburg 1996; Ullman 1996).  Often the number of parameters may exceed the 

number of variables.  Boomsma (1983, as cited in Ullman, 1996) proposes that in many 

cases a sample size of about 200 is adequate for small to medium sized models.  The 

structural model implied by Figure 5.2, however, would not be described as ‘small to 

medium sized’ and the sample size of 114 in this study does not approach 200 in 

number.  For these reasons SEM was not attempted on the data collected in this study.  

However, Figure 5.2 was used as a guide to investigate the relationships between 

variables. 

 An alternative approach to the investigation of a set of relationships shown in 

Figure 5.2 is to undertake a set of regression and multiple linear regression analyses for 

each variable upon which a set of paths converge.  Such analyses, however, assume 

variables to have been measured on interval, ratio, or dichotomous scales (Tabachnick 

& Fidell 2001).  This is not the case for all of the variables presented in the revised 
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conceptual model of multiple unit franchising as some are measured on ordinal scales.  

Logistic Regression (Tabachnick & Fidell 2001) is an approach which may be used 

when a set of independent variables are measured on interval, ratio, ordinal and nominal 

scales and the dependent variable is categorical.  This, however, would require the 

dependent, Franchise Density Index, to be re-coded from a continuous variable to a 

nominal scale.  Such re-coding would produce a serious reduction in information 

relating to the dependent variable, as information would be lost regarding the variation 

in unit density within those systems with multi-unit franchises.  For this reason it was 

decided not to use logistic regression. Consequently, the approach taken in the 

following analyses is that Figure 5.2 represents a summary of a set of specific 

hypotheses regarding relationships between pairs of variables, and each of these 

relationships will be investigated separately. 

 

 Hypothesis 1: Franchisee density and Franchisor experience 

 ‘Franchisor experience’ was operationalised as the number of years the 

franchisor had been franchising.  As reported above, the mean length of time franchisors 

within the sample have been franchising was 9.01 years (S.D. = 6.52).  For grouped 

data, tests of normality of distributions must be performed separately for each group.  

For both the single unit group (skew = .74, p > .01, kurtosis = -.69, p > .01) and the 

multiple unit group (skew = .64, p > .01, kurtosis = -.44, p > .01) the distributions failed 

to deviate from normality. 

 The hypothesised positive relationship between franchisor experience and 

franchisee density was first investigated by conducting a one-way analysis of variance 

(ANOVA) with unit grouping (single/multiple) as the independent variable and length 

of time franchisors have been franchising as the dependent variable.  Organisations 
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within which multiple unit franchising was occurring had been operating as franchisors 

for a significantly longer period (M = 11.13 years, S.D. = 6.64 years) than had 

organisations within which only single unit franchising was reported (M = 6.35 years, 

S.D. = 4.95 years), F (1, 96) = 13.53, p < .0005. 

 Next, the hypothesised relationship between franchisor experience and 

franchisee density was investigated using the data from only those firms which reported 

the existence of multiple unit franchising within their system.  The Pearson product-

moment correlation coefficient was calculated between years of franchising and the 

franchise density index.  This relationship approached significance (r = .243, p = .05).  

This overall pattern of result serves to support hypothesis 1 that a positive relationship 

exists between multiple unit franchising and the age of the franchise system.  

 

 Hypothesis 2: Franchisee density and Degree of corporatisation 

 Item B10 asked respondents to select any of the statements which applied to 

their organisation.  These statements comprised; 

• B10a:  Have a company board of at least five members? 

• B10b:  Have two or more appointed board members who are external to the firm? 

• B10c:  Have a marketing department? 

• B10d:  Have at least one franchisee on the board? 

 A set of contingency table analyses was conducted to see whether there was a 

relationship between grouping (single/multiple) and the responses to each of these 

questions.  No significant relationship was found between group and responses on item 

B10a, χ2 (1, N = 100) = 2.65, p > .05, item B10b, χ2 (1, N = 100) = 1.46, p > .05, item 

B10c, χ2 (1, N = 100) = 1.36, p > .05, or item B10d, χ2 (1, N = 100) = 2.61, p > .05. 
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 A composite corporatisation score was calculated for each respondent by 

summing the number of sub-items for which the respondent made a positive response.  

Tests of the distributions of scores on this variable for the single unit group showed that 

they did not significantly deviate for either skew (.55, p > .01) or kurtosis (-.75, p > 

.01).  A similar pattern was found for the multiple unit group with non-significant 

values for both skew (.41, p > .01) and kurtosis (-.74, p > .01). 

 Next, a one-way ANOVA was performed with unit grouping (single/multiple) as 

the independent variable and corporatisation score as the dependent variable.  No 

significant difference on the corporatisation score was found between organisations with 

multiple unit franchising (M = 1.34, SD = 1.14) and organisations with single unit 

franchising (M = 1.09, SD = 1.01), F (1, 98) = 1.21, p > .05. 

 The hypothesised relationship between the degree of corporatisation and 

franchisee density was further investigated using the data from firms which reported the 

existence of multiple unit franchising within their system.  The Pearson product-

moment correlation coefficient was calculated between the corporatisation composite 

score and the franchise density index.  This relationship was not significant (r = -.05, p 

> .05) and hence the conjectured relationship between the degree of system 

corporatisation and the presence of multiple unit franchising (H2) was not supported. 

 

 Hypothesis 3: Franchisee density and Plurality of distribution 

 ‘Plurality of distribution’ This variable was operationalised by grouping systems 

as either a system which contained company owned units, or a system which did not 

contain company owned units. A set of contingency table analyses was conducted to see 

whether there was a relationship between this variable and franchise grouping 
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(single/multi).  No significant relationship was found for plurality of distribution 

grouping and franchisee grouping χ2 (1, N = 100) = .15,  p > .05. 

 A one-way ANOVA was also conducted with plurality of distribution grouping 

as the independent variable and the Franchise Density Index as the dependent variable.  

No significant difference was found in Franchise Density Index scores between systems 

which contained company owned units (M = 1.98) and systems which did not contain 

company owned units (M= 2.28), F(1,63) = 1.04,  p > .05.  Hence, the hypothesised 

relationship between the plurality of unit distribution and multiple unit franchising (H3) 

was not supported. 

 

 Hypothesis 4: Franchisee density and Intra-firm conflict 

 Hypothesis 4 was based upon the assumption that systems experiencing higher 

levels of conflict with existing franchisees would appear less appealing to potential 

franchisee incumbents.  The level of conflict was measured as the number of franchisees 

in substantial disputes with franchisors across a number of categories (item C12).  A 

new variable was created which represented the total number of disputes a franchisor 

was engaged in with franchisees.  Table 5.10 presents a summary of the distribution of 

the scores on this variable. 
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Table 5.10 
Total disputes 

       
Number Frequency Percent 
of disputes 
       
0    96    84.2 
1      5      4.4 
2      3      2.6 
3      4      3.5 
5      1        .9 
6      1        .9 
8      1        .9 
11      2      1.8 
20      1        .9 
       
Total  114  100.0 
       
 

 By far the most common response reported by 84.2 percent of the sample was 

that the franchisor was not in dispute a franchisee.  Given the high frequency of the 

modal response, and the extreme skewness of the scores, no non-linear transformation 

will normalise this distribution.  Hence, it was decided to convert scores on this variable 

to a dichotomous scale in which respondents were categorised as either “in dispute” or 

“not in dispute” with one, or more, franchisees. 

 The revised conceptual model of multiple unit franchising proposes a 

relationship between conflict and franchisee density. This hypothesis was first tested by 

conducting a 2 x 2 contingency table analysis using the dichotomised measure of intra-

firm conflict (in dispute/not in dispute) and unit grouping (single/multiple).  An 

assumption of contingency table analysis is that the expected count in any cell is greater 

than 5 (Hair et al. 1998).  This assumption was satisfied with the smallest expected 

frequency being 6.3.  The relationship between these two dichotomous variables is 

illustrated in Table 5.11. 
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Table 5.11 
Franchisor disputation by groupings*  

           

    No dispute  In dispute 

           

Single unit only  33 (94.29%)  2 (5.71%) 

Multiple unit   49 (75.38%)  16 (24.62%) 

           

Total Count   82 (82%)  18 (18%) 

           

*Franchisees are grouped in terms of whether the system contained either multi-unit 
franchising, or only single unit franchising. 
 

 Only 18 percent of franchisors reported that they were in dispute with any 

franchisee.  The contingency table analysis found there to be a significant relationship 

between intra-firm conflict (in dispute/not in dispute) and unit grouping 

(single/multiple), χ2 (1, N = 100) = 5.51, p > .05.  Only 5.71 percent of franchisors from 

single-unit systems reported there to be conflict between the franchisor and one or more 

of the franchisees, whereas for multi-unit systems, 24.62 percent of franchisors reported 

such conflict to exist. 

 The relationship between intra-firm conflict and franchisee density was further 

investigated through examination of the relationship between the dichotomous measure 

of intra-firm conflict (in dispute/not in dispute) and the Franchisee Density Index.  For 

the reasons described above, this analysis was conducted using data from the systems 

which reported the existence of multiple unit franchising within their system.  A one-

way ANOVA was conducted with the dichotomous measure of intra-firm conflict (in 

dispute/not in dispute) as the independent variable and the Franchisee Density Index as 

the dependent variable.  A significant effect was found for intra-firm conflict, F (1, 63) 

= 7.70, p < .01, with higher mean density scores being displayed for systems which are 
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in conflict (M = 2.71, SD = 1.16) compared with systems which were not in conflict 

(M= 1.87, SD= 1.03).  Hence, hypothesis 4 which postulates a negative relationship 

between levels of intra-firm conflict and multiple unit franchising was not supported. 

Instead, the data supports a change in the applied direction of the relationship between 

intra-firm conflict and multiple unit franchising.  That is, a positive relationship between 

intra-firm conflict and multiple unit franchising was supported, which is contrary to the 

originally hypothesised relationship.  The reasons for this are discussed in greater detail 

in section 7.4.5 

 
 Hypothesis 5: Franchisee density and Geographical dispersion of units 

 The revised conceptual model of multiple unit franchising proposes a 

relationship between franchisee density and the degree of dispersion of multiple 

franchising units.  Item B4 measured the dispersion of multiple franchising units and the 

responses to this item are summarised in Table 5.12. 

 
Table 5.12 

Multiple unit franchise location 
        
    Frequency Percent 
        
Neighbouring Suburbs   39    34.2 
Same City     15    13.2 
Same State     10      8.8 
Across States       2      1.8 
        
Not Applicable    48    42.1 
        
Total    114  100.0 
        
  

The responses of 64 respondents fell into the categories “neighbouring suburbs”, 

“same city”, and “same state”, and only two respondents fell into the “across states” 
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category.  Consequently, it was decided to combine these latter two categories into a 

new “not in same city” category. 

 The hypothesised relationship between geographical dispersion of multiple units 

and franchisee density was tested by conducting a one-way ANOVA in which the 

transformed franchisee density index was entered as the dependent variable and 

dispersion category (“neighbouring suburbs”, “same city”, and “same state”) was 

entered as the dependent variable.  No significant effect was found for Geographical 

dispersion of units (F(2,50) = .14,  p > .05).  Therefore, hypothesis 5 was not supported. 

 

 Hypothesis 6: Franchisee density and reward strategies 

 Hypothesis 6 is based upon the assumption that franchisors leverage their power 

within the franchise relationship by controlling who can and cannot expand their unit 

holdings within the system.  In particular, question B11 asked respondents how 

important it is to reward the performance of franchisees by offering additional franchise 

units.  A summary of responses to this item is presented in Table 5.13. 

 
Table 5.13 

Multiple unit franchising reward 
        
    Frequency Percent 
        
Not Important     34    29.8 
Important     36    31.6 
        
Not Applicable    29    25.4 
Missing     15    13.2 
        
Total    114  100.0 
        

 As Table 5.13 indicates, responses to this variable were dichotomous with 34 

rating these rewards as not important, and 36 rating them as important.   
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 The revised conceptual model proposes a significant relationship between 

reward strategy and franchisee density. A one-way ANOVA was used in which the 

transformed Franchise Density Index was entered as the dependent variable and the 

responses to Item B11 which rated the importance of rewarding performance with 

additional franchise units (“not important” or “important”) was entered as the dependent 

variable.  No significant effect was found for reward strategy (F (1, 39) = .96, p > .05).  

Thus the hypothesized relationship between system reward strategies and multiple unit 

franchising (H6) was not supported. 

 

 Hypothesis 7: Franchisee density and Franchise system growth 

 Given that the relationship between multiple unit franchising and system growth 

has been established overseas (Kaufmann & Dant 1996), it was anticipated a similar 

relationship may have been exposed within the Australian franchising sector.  However 

this hypothesis was not supported.  The process used in analysing the relationship 

between system growth and multiple unit franchising is detailed below. 

 Item A4 asked “How many franchised units were operating within your 

franchise system in Australia in each of the last three years?”  A new measure which 

represented the rate of growth was calculated by taking the difference between the 

responses for the year 2001 with respect to that for the year 1999, and dividing this 

difference by the value for 1999.  The distribution was examined for skew and kurtosis, 

and was found to have significant skew (skew = 5.15, p < .01) and kurtosis (kurtosis = 

32.37).  A square-root transformation failed to reduce skew to acceptable levels and so a 

logarithmic transformation was applied.  This produced a transformed variable with 

acceptable levels of skew (skew = -.676, p > .01) but which still exhibited a significant 

departure from normality with respect to kurtosis (kurtosis = 7.29, p < .01). 
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 In the revised conceptual model a relationship between franchise system growth 

rate and franchisee density was predicted. This hypothesis was tested by conducting a 

Pearson product-moment correlation for the transformed Franchise Density Index and 

the log transformed Franchise Growth-Rate Index.  This correlation was found to be 

non-significant (r = -.04, p > .05).  Thus, as detailed above hypothesis 7 was not 

supported. 

 
 
5.3.5 Multiple Linear Regression Analysis 
 
 To further investigate the relationships between variables presented in the final 

conceptual model (Figure 5.2) a multiple linear regression was conducted with franchise 

density index as the dependent variable, and where the scale of measurement (ratio, 

interval, or dichotomous) permitted their entry into a regression analysis, each of the 

variables which were proposed by the model to be causally linked to franchise density 

were entered as independent variables. The variables included in this set comprised: 

franchisor experience (YRFRAN2), degree of corporatisation (CORP_T), plurality of 

distribution (PLURAL), intra-firm conflict (C12_DICH), reward strategies 

(REWARDS), and system growth (LN_RAT). As would be expected on the basis of the 

results of the bivariate analyses presented in the preceding pages, the multiple 

regression coefficient was found to be not significantly different from zero with only 

4.5% of the variance in the dependent variable explained by the set of independent 

variables, R = .468, adjusted R2 = .045, F(6,27) = 1.261, p > .05. This analysis, 

therefore, fails to support the notion of a causal link between this set of independent 

variables and  the dependent variable franchise density. 

 To further investigate the relationships between variables presented in the final 

conceptual model (Figure 5.2) a multiple linear regression was conducted with franchise 
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density index as the dependent variable, and the two variables of the model displayed 

the highest correlations with the franchisee density index - franchisor experience 

(YRFRAN2, r = .330, p < .01), and intra-firm conflict (C12_DICH, r = .243, p > .05). 

The multiple regression coefficient was found to be significantly different from zero 

with 11.8% of the variance in the dependent  variable explained by the set of 

independent variables, R = .382, adjusted R2 = .118, F(2,61) = 5.227, p < .05. Inspection 

of the regression coefficients revealed only intra-firm conflict to significantly contribute 

to the regression equation, t = 2.497, p < .05, with the contribution by franchisor 

experience found to be non- significant, t = 1.632, p > .05. 

 

5.4 Conclusion 

 This chapter described the research methods and presented the data analysis.  

The data collection method, sample selection procedure and measurement process were 

presented.  Next, the reasons justifying the choice of questionnaire design and adopted 

survey administration procedures were presented.  Following a discussion of the ethical 

considerations of this research, the descriptive and inferrential data analyses were 

described.  An examination of the data for issues relating to missing values were 

presented, followed by descriptive statistics of franchise organisations who participated 

in the national survey.  Within this framework, tests for nonresponse error are made by 

way of a comparison of the sample with another franchisor database compiled by 

Griffith University.  These comparisons showed that the samples were broadly similar, 

although some industry categories were over- and under-represented when compared 

with the earlier data set. Following a presentation of descriptive statistics relating to 

multiple unit franchising, inferential statistical tests are applied to test the hypothesised 

relationships presented in the conceptual model. It was argued that the sample size of 
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the currently study was below the lower limits for the application of SEM.  And further 

that, given the mix of scales upon which individual variables were measured, inclusion 

of all of the independent and dependent variables within a single analysis was difficult.  

For these reasons,  each of the individual paths of the model (corresponding to each of 

the hypotheses) was investigated separately using bivariate analyses. The results of 

hypothesis testing were mixed.  These results are summarised in Table 5.15 below. 

 The pattern of results shown in Table 5.15 provides little support for the notion 

that more complicated analyses (such as SEM) would have yielded more information 

regarding the hypothesised model.  For SEM to support the model, the individual path 

parameters of the model would have to be significant.  For those path parameters to be 

significant, the individual bivariate relationships would have to also be significant. 

Overall, this is not the case.  The data presented here indicate that the individual paths in 

the model are not significant, and, therefore, the overall model cannot be supported.  

Had the reverse result been found, that is if each of the individual paths had been 

significant, then there would have been justification in the proposal that SEM, be 

attempted in the future (with revised scales used to measure individual constructs) to 

test the model.  This is because a set of significant bivariate relationships would indicate 

that the model was possibly correct.  However, the overlap in variance between the 

independent variables would have to also be evaluated using SEM before a conclusion 

that the set of paths hypothesised represented a parsimonious description of the 

relationship between the measured variables.   
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Table 5.14 
Hypotheses developed for this research – franchisor motivational 

incentives and factors 
Concept No. Hypothesis Supported 

Franchisor experience 
#(Partial replication) H1 

There is a positive relationship between 
multiple unit franchising and franchise 
system maturity. 

√ 

Degree of 
corporatisation H2 

There is a positive relationship between 
multiple unit franchising and the degree 
of franchise system corporatisation. 

X 

Plurality of distribution H3 

There is a positive relationship between 
multiple unit franchising and franchise 
systems characterised by plural forms of 
distribution. 

X 

Intra-firm conflict H4 
There is a negative relationship between 
multiple unit franchising and the level 
of conflict within the franchise system. 

X* 

Geographical dispersion 
of units H5 

There is a positive relationship between 
multiple unit franchising and the 
availability of geographically 
contiguous franchisee units. 

X 

Reward strategies H6 

There is a positive relationship between 
multiple unit franchising and the system 
reward strategy of granting additional 
units. 

X 

System growth 
#(Partial replication) H7 

There is a positive relationship between 
multiple unit franchising and firm 
growth. 

X 

 
√ signifies support for the hypothesis; X denotes disconfirmation of the hypothesis. 
*This hypothesis was not supported but the relationship was significant, prompting a re-evaluation of 
the implied direction of the relationship between intra-firm conflict and multiple unit franchising. 
Source: developed for this research. 
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CHAPTER 6   FRANCHISEE INCENTIVES 

 

6.1 Introduction 

 This chapter explores franchisee motivations for multiple unit franchising and is 

organised into seven sections.  Following a brief overview justifying the need to investigate 

franchising choice from the franchisee’s perspective, a review of the single unit literature is 

presented in section 6.3.  In section 6.4 a model and series of general propositions are 

developed to explain a franchisee’s motivation to adopt multiple unit franchising 

arrangements.  Next, the implementation of the convergent interviews is described.  Section 

6.6 presents the findings from this qualitative stage of the research.  Concluding comments 

are made in section 6.7. 
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Figure 6.1 
Outline of Chapter 6 

 

6.4 
General proposition development 

Section 6.5 
Implementation of convergent 

interviewing procedure 

6.3 
Single unit analyses 

6.2 
Overview 

6.1 
Introduction  

 

 

 

 

 

 

 

 

 

 
6.6 

Analysis of convergent interviews 
 

 

 

 
Section 6.7 

The allure of multiple unit franchising 
from the franchisee’s perspective  

 

Section 6.8 
Conclusion 

 
 

 

 Source: developed for this research 
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6.2 Overview 

 In comparison with the breadth of research espousing benefits of franchising from 

the franchisor’s perspective, there has been little theoretical and empirical examination into 

the reasons why individuals choose to own and operate franchised units (Grünhagen & 

Mittelstaedt 2001).  This may be the result of a belief that the decision to franchise 

ultimately lies with the franchisor (Kaufman & Stanworth 1995), or be due to a difficulty in 

obtaining valid data from the franchisee population (Peterson & Dant 1990), or may reflect 

a myopic assumption that both franchisees and franchisors possess symmetry of motives 

(Kaufmann 1999).  Whatever the reason, an understanding of franchisee motivations has 

important implications for the creation and management of franchising relationships.  In 

particular, knowledge of the factors that drive franchising choice should facilitate the 

design of promotional campaigns that serve to attract suitable franchisee candidates.  This, 

in turn, should encourage incentives alignment between the principal and agent, thus 

promoting operational efficiencies during the term of the franchise agreement. 

 Early research explains an individual’s choice of the franchising form in terms of 

the economic advantages inherent within the business format (Stanworth & Curran 1999).  

Individuals are said to be attracted to franchising as they perceive residual claimancy as a 

method of maximising their future financial returns (Rubin 1978; Vaughn 1979).  However, 

as franchisees are generally individuals rather than corporations (Oxenfeldt & Kelly 1968), 

their expectations are ‘…more varied and complex than being simply an expression of 

profit maximisation…’ (Stanworth & Curran 1999, p.338).  In light of this, other research 

has identified the nature and role of intrinsic franchisee motivations (for example, Peterson 

& Dant 1990; Kaufmann & Stanworth 1995).   
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Generally, an individual’s motivation to join a franchise system is explained by 

comparing the advantages of franchising with salaried employment and independent small 

business ownership.  Presumably, franchising is successful as it affords satisfactory levels 

of independence, together with training and support that (arguably) reduces risk relative to 

entering a fully independent enterprise (Bates 1995; Kaufmann 1999).  Franchising offers 

greater choice and an easier mode of transition into self-employment by providing a means 

of overcoming experiential and capital barriers to entry (Kaufmann & Stanworth 1995; 

Stanworth 1977; Stanworth & Kaufmann 1996).  While these factors may explain a 

prospective franchisee’s motivation to become a franchisee, they do not adequately explain 

why individuals choose to own and operate multiple units within a single franchise system. 

Multiple unit franchisees may differ from their single unit counterparts in terms of 

their experience, philosophical orientations and expectancies.  Therefore, the presentation 

of a single theoretical model of franchisee motivations that postulates symmetry of motives 

would be unrealistic and untenable.  Instead this research aims to build theory through 

assimilating antecedents to the franchising decision from the multiple unit perspective.  The 

resultant model will provide a preliminary step towards understanding the motivational 

incentives driving multiple unit adoption from the franchisee’s perspective.   

 

6.3 Single unit analyses 

 Benefits sought by potential franchisees.  Given that researchers and practitioners 

espouse the financial benefits associated with the recruitment of suitable franchisee 

candidates that will operationalise the franchisor’s goals (for example, Jambulingam & 

Nevin 1999) , it is odd that so few studies have been conducted into why individuals choose 
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to become franchisees (Hough 1986; Phan, Butler & Lee 1996).  Through understanding 

franchisee motivational incentives, franchisors should be better able to attract and qualify 

suitable potential incumbents and select those individuals who will add value to their 

network (Achrol 1996).  This is particularly important in reducing the coordination and 

adaptation costs associated with ongoing compliance within the franchise system 

(Jambulingham & Nevin 1999).  Although it may be difficult to accurately gauge what 

motivates individuals to join franchise systems due to the complexity and heterogeneity of 

their personalities, and situational and economic contexts (Peterson & Dant 1990), it is 

nevertheless critical in ensuring that the expectations of franchisors and franchisees are 

compatible. 

As suggested above, previous motivational analysis often views franchising as a 

small business alternative to fully independent business ownership, within the broader 

context of the individual’s drive toward self employment.  In particular, franchising offers a 

comparatively easier method of small business ownership and provides opportunities for 

job and wealth creation for incumbent families (Leach 1994).  Although it has been 

suggested that franchisees are little more than employees (Rubin 1978), a more 

encompassing view is that it represents a method of controlled self-employment (Felstead 

1991) within an ‘entrepreneurial partnership’ (Kaufmann & Dant, 1998, p.11).  This dyadic 

relationship affords franchisees many advantages which may be broadly categorised as 

marketing, financial and operational benefits (Hing 1995).  The following discussion will 

review these advantages with reference to social motivations relevant to the decision to 

adopt franchising arrangements. 

 231



Marketing benefits refer to those advantages ensuing from the nature and 

implementation of the franchising concept (Housden 1984) and include a recognised and 

supported “…name and reputation, widely advertised brands, popular store design, 

carefully chosen location, standardised procedures and operation, and initial and ongoing 

assistance” (Diaz & Gurnick 1969, p.12).  Specifically, franchisees are said to benefit by 

partnering an experienced franchisor in a system with an established company trade name, 

reputation and solid market positioning (Hing 1995; Stanworth & Kaufmann 1996).  This 

ensures that franchised units have immediate sales due to a loyal and brand aware customer 

base (Housden 1984; McCosker 1989).    In addition, the collective nature of the 

franchising network allows franchisees to access market information and benefits 

commensurate with large scale advertising campaigns that would not be realisable 

independently (Cherkasky 1996).  Therefore, individuals may be motivated to enter 

franchising arrangements as they promise marketing benefits consistent with large scale 

operations. 

Franchising may offer franchisees various financial benefits.  As franchise systems 

are built upon a proven concept, franchisees may perceive an advantage in eliminating 

unnecessary start up costs, and accessing franchisor extended credit on business supplies 

(Hough 1984; Mendelsohn 1990)  Furthermore, franchisees may find initial investment 

capital easier to obtain from financial institutions (Bucknell 1990).  In addition, franchisees 

may obtain cheaper supplies due to the purchasing power of a large network organisation 

(Bureau of Industry Economics 1990) although this contention has not received majority 

empirical support (Hunt & Nevin 1977; Ozanne & Hunt 1971).   While franchising 

agreements obligate a financial commitment to franchisors in the form of fees, royalties and 
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levies, many franchisees may place greater importance upon the perceived reduction in 

financial risk as opposed to fully independent business ownership. 

Franchising may be viewed by potential franchisees as an efficient method of 

distribution affording an interdependent power sharing arrangement in a protected and yet 

independent organisational environment.  Operational benefits may include greater 

operational independence than achievable in salaried employment and, initial and ongoing 

training and support (Peterson & Dant 1990).  However, many researchers have questioned 

the equity of the power-dependence relationship in franchising arrangements (for example, 

O’Donnell 1984; Rubin 1978).  In particular, franchise contracts sometimes stipulate 

working hours, products, supplies, supply resale prices, staff and service levels, equipment 

levels and maintenance, and payment schedules (Felstead 1991; Housden 1984).  These 

provisions guide and enforce franchisee compliance in line with the franchisor’s goal of 

maintaining system uniformity, thus supporting the franchisor’s authoritative position in the 

franchising relationship.  However research suggests that franchisors may not use this 

power to enforce explicit contractual provisions, relying instead on implicit persuasion 

(Hadfield 1991; Stanworth, Curran & Hough 1983).  Therefore, issues of autonomy, 

dependence, power and communication will impact upon the perceptions of a discerning 

franchisee candidate. 

Overall, previous conceptual, exploratory and explanatory studies have focused 

upon identifying the importance franchisees place upon many of the economic and social 

advantages associated with the traditional single unit franchising model.  Research in the 

United Kingdom identified affiliation with a nationally known trademark as the most 

important advantage of franchising (Stanworth 1977).  Another study found that franchisees 
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believed that a known trade name, operational independence and increased levels of job 

satisfaction were associated with the franchising form (Knight 1986). Other researchers 

identified the importance of ongoing franchisor support and a proven concept in minimising 

the potential risk associated with the franchising decision (Baron & Scmidt 1991).  A 

Canadian study identified a proven business format as the most important benefit of 

franchising (Withane 1991).   Similarly a United States study cited established name and 

lower development cost as the most important features of franchising (Peterson & Dant 

1990).  The same study found that a franchisee’s experiences influence their desires and 

future expectations.  Specifically, previously self-employed franchisees believed ‘greater 

independence’ and ‘training’ to be the most salient features of franchising (Peterson & Dant 

1990, p.58).  Although these studies provide valuable information as to the benefits 

associated with franchising, they do not examine motivations from a multiple unit context. 

Therefore, five propositions explaining the motivations for franchisees to own 

multiple units within a single system are discussed next and illustrated in Figure 6.2 and 

Table 6.1 at the end of the next section.  Then, procedural issues and findings from the 

qualitative interviews are presented.  Finally, a revised theoretical model and set of 

propositions are presented.  

 

6.4 General proposition development 

6.4.1 Empowerment (proposition 1) 

Within the single unit franchising context, franchisees appear to occupy an unusual 

position relative to that of their principals.  While they are often encouraged to perceive 

themselves as entrepreneurs capable of identifying and acting upon local market 
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opportunities, their autonomy is often limited by the franchisor’s desire to maintain brand 

value through ensuring systemwide uniformity, consistency and control (Dant & Gundlach 

1998).  As such, many franchisees operate in an environment of quasi-independence which 

may not necessarily accord with their original perceptions of being in business for 

themselves, not by themselves (International Franchise Association 1988).  In recognition 

of this unbalanced power structure, many franchisees have joined collectively in order to 

promote their interests at both the organisational and sectoral levels (Harris & France 

1997).  This suggests that power within franchising relationships is a function of size and 

franchisees may recognise that ownership of multiple units within a system may 

counterbalance the franchisor’s dominant power positioning, affording greater equity in 

decision making involvement and business operation. 

Stereotypical characterisations of franchisees as singularly profit-seeking 

entrepreneurs (Vaughn 1979) or self-actualising individuals (Maslow 1979) are unrealistic 

with most lying somewhere between the two extremes (Stanworth & Curran 1999).  In 

other words, franchisees are economic individualists who are not just driven by extrinsic 

financial goals but also intrinsic social motivations.  Research shows that entrepreneurs are 

driven by both the need for power and control (McClelland 1975) and feelings of personal 

efficacy (Bandura 1986).  While researchers suggest that individuals without a history of 

self-employment are attracted to franchising because it offers greater autonomy than 

realisable in salaried employment (Stanworth & Curran 1999), franchisors often target 

individuals with direct and vicarious self-employment experience because these individuals 

are also attracted to the independence inherent within franchising partnerships (Ozanne & 

Hunt 1971; Stanworth & Kaufmann 1996).  Given this, excessive levels of franchisor 

 235



control will create tensions and possible franchisee dissention within the contractual 

vertical marketing network (Baucus, Baucus & Human 1996; Lashley & Morrison 2000).  

This may motivate franchisees to embark upon an empowerment process in an attempt to 

match the reality of their situations with their original perceptions.   

The channel marketing concept of countervailing power (Grünhagen & Mittelstaedt 

2002) may provide a theoretical explanation for the changing nature of power and 

dependence between channel members in the franchising network.  This construct suggests 

that power sharing arrangements between member entities are dynamic over time.  Should 

one entity be perceived as commanding more power than other partners, other channel 

members are induced to regain that power (Galbraith 1956).  This situation may offer some 

explanation as to the emergence and increasing popularity of franchisee member 

organisations (Harris & France 1997).  While this example may be indicative of a 

franchisee empowerment process, many franchisees may view multiple unit ownership as a 

method of increasing their power and reducing their dependence upon franchisors in their 

systems.   

As opposed to previously discussed experiential influences upon personal feelings 

of power and control in marketing channels (Peterson & Dant 1990) multiple unit 

franchising may offer a more structural-functionalist method of improving a franchisee’s 

power position within the franchise system.  Through owning more units, franchisees may 

be able to exert greater influence within a franchisor’s decision making process.  This is 

because a disenfranchised multiple unit holder could pose a greater threat to internal 

stability than single unit operators.  Should a larger and more financially committed 

franchisee resist standardised practices, the negative impact upon the integrity of the 
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organisation’s brand would be greater than a non-compliant single unit franchisee.  

 Franchisors may understand the importance of maintaining open channels of 

communication facilitating the quality of interaction with larger franchisees, particularly in 

decisions relating to products, policies and standards maintenance within the system 

(Grünhagen & Mittelstaedt 2002).  Research supports the view that an equitable 

consultative approach with franchisees promotes franchisee cooperation (Gultinan, Rejab & 

Rodgers 1980), performance and satisfaction (Justis & Judd 2002; Schul, Little & Pride 

1985).  Anecdotal evidence suggests that franchisors should ensure that powerful multiple 

unit franchisees do not use their influence to leverage their local market knowledge to 

damage the system through encouraging participation in guiding the corporate vision and 

strategic direction of the brand (Franchising 2001c).  This may in part explain why many 

franchisors have instituted Franchisee Advisory Councils (Touby 1993) and encouraged 

franchisees to take a proactive role on the board of directors in their organisations (Young 

2001).   

Given the above discussion, it would be reasonable to assume that franchisees may 

view multiple unit ownership as a method of extending their decision making control 

within their networks.  However, previous research into expected power relationships is 

mixed.  Some research supports the view that multiple unit franchisees who invest and risk 

substantial amounts of capital in their systems are likely to resist strategic control by their 

principals and this has led many franchisors to prohibit area development or limit 

sequential expansion (Kaufmann & Lafontaine 1994).  Conversely, recent research 

indicates that multiple unit franchisees are more likely to concede to franchisor demands, 

often mimicking franchisor practices as they encounter similar problems and issues as 
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franchisors (Dant & Gundlach 1998; Dant & Nasr 1998).  In particular a study of quick 

service multiple unit franchisees showed that they replicate management policies and 

practices in performance monitoring, evaluation and compensation practices (Bradach 

1997).  Therefore, multiple unit franchising may be driven by different motives than a 

franchisee’s quest for autonomy.  However, other research recognises that franchisors that 

value and require local market innovation, particularly in uncertain environments, may be 

drawn to recruit entrepreneurial multiple unit franchisees (Kaufmann & Dant 1998). These 

franchisees are said to be integral in the strategic decision making process of the franchise 

as they assess and constructively challenge decisions, and offer new ideas that may be 

incorporated in future strategies (Bradach 1997; Nathan 2001).   

 Therefore, franchisees may attempt to improve their power position through growth 

within the franchise system.  Although franchisors may feel that franchisees slow the 

decision making process, they may value a more equitable decision-making partnership 

with franchisees, particularly when local market  innovation is an important ingredient 

of franchise system success.  The following proposition investigates a franchisee’s 

motivation at the time of purchasing a second unit within the franchising system.  Although 

this proposition has received initial qualitative support in the United States, this relationship 

has not been investigated within Australia.  Given the above arguments it is suggested that: 

 
P1:  At the time of the purchasing decision, multiple unit franchisees value         

  anticipated decision making involvement in franchising operations more     
  than single unit franchisees.      
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6.4.2 Economies of scale (proposition 2) 

 Potential franchisees may see an advantage in acquiring multiple units due to 

anticipated scale economies arising from the centralisation of functions at the subsystem 

level.  The collective size of franchise systems allows franchisors to realise economies from 

their increased purchasing power, the specialisation and application of executive functions 

throughout the network, the opportunity to gain learning economies from existing outlets, 

and the effective use of advertising media (Bradach 1997; Carney & Gedajlovic 1991; 

Cherkasky 1996; Terry & Forde 1988).  That is, scale efficiencies allow franchisors to 

‘…spread the fixed costs of management, procurement and marketing over the number of 

service units delivered.’ (Kaufmann 1992, p. 56).  While these advantages are often realised 

by the franchisor and passed on to all parties within the system, researchers suggest that as 

multiple unit holders are of a larger size they may benefit from franchisor services at 

different levels (Grunhagen & Mittelstaedt 2002).  For instance, as advertising levies 

represent variable costs, at some size, multiple unit franchisees may find it more 

economical to centralise their own advertising campaigns within the geographic region of 

their mini-chain.  This may foster multiple unit franchisee dissention and possible non-

compliance, and reduce the role of entrepreneurial influences on franchisee performance, 

thus damaging the integrity of the trademark (Williams 1998).  This lends support to the 

suggestion that economies will only be realised up to some unit size within the franchisee 

owned mini-chain. 

   However, up to some size, the specialisation and centralisation of self performed 

franchisee tasks should afford franchisees some economies of scale (Bradach 1997).  That 

is, multiple unit franchisees may find advantage in realising small scale local economies 
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particularly through spreading fixed cost self performed tasks of management and supply 

procurement over the mini-chain units (Kaufmann 1990).  This has some anecdotal support.  

For instance, Geoff Manson, a multiple unit franchisee within the Hungry Jack’s quick 

service restaurant chain, says that 

   “…there are economies of scale as the number of franchises 
  grows.  The cost of employing excellent management staff and 
  other labour can be partly shared across the board.  And the 
  multi-owners knowledge and  understanding of what is required 
  is well established (Franchising 2001c).   
 
This is reiterated by other research that suggests that franchisee owned mini-hierarchies 

enable chain owners to share resources between units (Bradach 1997).  However, 

economies of scale arising from utilising franchisee management across units is generally 

limited to a small number of units (Kalnins & Lafontaine 1997).  The following proposition 

investigates a franchisee’s motivation at the time of purchasing a second unit within the 

franchising system.  Although this proposition has shown preliminary qualitative support 

overseas, it has not been assessed within the Australian franchising sector. 

P2:   At the time of the purchasing decision, multiple unit franchisees value                  
  anticipated economies of scale at the subsystem franchising level more        
  than single unit franchisees.      
 

6.4.3 Franchisee liquidity and risk indifference (proposition 3) 

Generally, studies of franchisee motivations have identified the range and scope of 

business and personal benefits derived from franchising.  The most often cited business 

benefits include the brand or trade name (for example, Peterson & Dant 1990; Stanworth 

1977) and franchisor support mechanisms (for example, Stanworth & Curran 1999; 

Withane 1991).  The most common personal benefits are associated with independence and 

operational autonomy (for example, Peterson & Dant 1990; Dant & Gundlach 1998).  Most 
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often, the literature discounts or excludes the role of financial factors in their analyses 

(Kaufmann 1999).   However research suggests that franchisees with greater financial 

resources will be attracted to the franchising form over independent small business 

ownership (Williams 1998).   

While franchising may reduce risk through minimising product specific demand 

uncertainty in comparison to independent business ownership (Williams 1998), multiple 

unit franchisees put significantly more investment capital at risk than single unit operators 

(Kaufmann & Dant 1998).  While this may seem illogical in the face of competing 

investment alternatives, one possible explanation is that franchisees may become risk 

indifferent and purchase multiple units due largely because they have more money to invest 

(Grünhagen & Mittelstaedt 2000).  Thus it is proposed that: 

P3: Multiple unit franchising and franchisee capital availability are positively  
  related. 
     

6.4.4 Entrepreneurial orientation (proposition 4) 

 Although franchisors are often viewed as entrepreneurial (for example, Vesper 

1990), research investigating the entrepreneurial nature of franchisees has presented 

conflicting results (for example, Anderson, Condon & Dunkelberg 1992; Stanworth 1995).  

This is largely due to a belief that franchisees operate in a semi-autonomous environment of 

‘controlled self-employment’ (Felstead 1991, p.39) where their entrepreneurial capacity is 

limited by explicit franchisor-imposed contractual provisions promoting systemwide 

standardisation (Bradach 1997).  In addition, franchisees are often viewed as having an 

aversion towards risk, little supervisory ability, initiative or achievement motivation and are 

thought to enter franchising as a means of buying a secure job (Anderson, Condon & 
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Dunkelberg 1992).   They appear to have a need for security and use franchising as a 

method of reducing some product-specific demand uncertainty through association with a 

proven brand name (Williams 1998).   

Alternatively, other research views franchising as an entrepreneurial endeavour 

(Kaufmann & Dant 1998) in recognising that they are often encouraged to innovate in areas 

such as local marketing and new product development (Stanworth & Curran 1999).  

Although their operational freedom is still constrained by contractual provisions governing 

(for example) the sale of franchised units (Stanworth 1995), many are nevertheless able to 

instigate strategies that are consistent with their preferences because franchise contracts 

cannot regulate all future contingencies (Phan, Butler & Lee 1996).  In addition, franchising 

studies have revealed that many franchisees have similar experiences and orientations to 

entrepreneurs who start their own business (Kaufmann & Stanworth 1995; Peterson & Dant 

1990).  Therefore, there does not appear to be consensus within the literature as to the 

classification of franchisees as entrepreneurs. 

While many single unit franchisees join systems without intending to purchase more 

units in the future, multiple unit franchisees appear to be motivated to rapidly grow their 

unit holdings, at least up to a certain ownership level (Grünhagen & Mittelstaedt 2002; 

Kaufmann & Dant 1996).  These larger franchisees are opinion leaders that have greater 

decision-making power and influence in franchising systems (Stanworth 1995) which may 

enable them to coerce concessions from franchisors particularly in areas of operational 

independence and innovation at the local market and subsystem levels.  Therefore, to 

extend other single unit research recommendations (Phan, Butler & Lee 1996), multiple 

unit franchisees could be viewed as entrepreneurial as they learn from their local 

 242



competitive environments, engage in strategic decision-making and add value to the 

franchising system through creating value within their own subsystems.  However, this 

contention must be predicated on how entrepreneurial behaviour and entrepreneurship is 

defined. 

Researchers categorise the concept of entrepreneurship into three streams of 

research (Kaufmann & Dant 1998).  They suggest that entrepreneurship is explained as the 

characteristic traits or personalities of the entrepreneurs (for example, Schumpeter 1942; 

Utsch, et al. 1999), the process of entrepreneurship (for example, Gartner 1985; Hodgetts & 

Kuratko 2001), and the activities that entrepreneurs engage in (for example, Cole 1968; 

Shane & Cable 2002).  Given this disparity in approaches, researchers suggest that there is 

both definitional and operational ambiguity with the meaning of entrepreneurship (for 

example, Palmer 1971; Sadler-Smith, Hampson, Chaston & Badger 2003).  While much of 

the traditional research has explained entrepreneurship as determined by individual traits, 

recent research suggests that an assessment of an individual’s entrepreneurial potential 

requires a broader examination of behaviours and processes (Sadler-Smith et al. 2003; 

Kaufmann & Dant 1998; Mescon & Montanari 1981).   

Entrepreneurs are said to be proactive and have a competitive aggressiveness, are 

willing to take risks, and possess a desire to innovate (Covin & Slevin 1989; Lumpkin & 

Dess 1996; Sadler-Smith et al. 2003).  Franchisees have been touted as entrepreneurial in 

that they wish to seek out new opportunities and grow within the system (Kaufmann 1996).  

Therefore, the intention to grow and innovate appears to be a central characteristic of 

entrepreneurial behaviour (Georgelli, Joyce & Woods 2000).  Given this, multiple unit 

franchisees appear to display entrepreneurial characteristics and behaviours to a greater 
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extent than franchisees who buy a job and have no aspirations to financially and personally 

commit to any more units within the system.  Also, research shows that entrepreneurial 

capacity may be experiential in nature.  In particular, franchisees exercise greater 

entrepreneurial initiative over time in adopting their own standards for quality and conduct, 

sometimes to the extent that they exceed the entrepreneurial conduct of the franchisor 

(Baucus, Baucus & Human 1996).  This lends support to the contention that sequential 

multiple unit franchisees display entrepreneurial motivations. 

Many franchisors recognise the systemwide benefits of recruiting entrepreneurial 

franchisees who can utilise their knowledge of the market and implement innovative 

strategies at the local level so as to gain and retain competitive advantages within uncertain 

environments (Baucus, Baucus & Human 1996).  Franchisors may anticipate these benefits 

when they attempt to seek out franchisees with entrepreneurial orientations to be their 

multiple unit operators.   For example, a senior franchise business manager for the 

Blockbuster franchise is quoted as saying ‘You want people [multi-unit operators] to be 

entrepreneurs.  There is no reason you can’t have entrepreneurs operating within a franchise 

system…” (Franchising 2001c).  However, recent research suggests that different types of 

multiple unit franchisees may display varying degrees of entrepreneurialism (Grünhagen & 

Mittelstaedt 2001). 

Sequential multiple unit franchisees perceive new market opportunities and grow 

their holdings on a case-by-case basis and as such may be viewed as being driven by an 

entrepreneurial philosophical orientation.  Alternatively, area developers have a good 

understanding of the financial commitment required to build their assigned territories and 

may be best described as being driven by an investor motivation.  While sequential multiple 
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unit franchisees may aspire to greater job involvement and emotional fulfilment, area 

developers may be driven by an investment motivation at the time that they enter the 

franchise system (Grünhagen & Mittelstaedt 2001). 

  Therefore, based upon the above discussion, both single and multiple unit 

franchisees may both be classed as entrepreneurial.  However, multiple unit franchisees 

appear to display more entrepreneurial traits and behaviours than single unit holders.  

Further complicating our understanding of where franchisee motivational analysis fits 

within the entrepreneurship discipline is that multiple unit franchisees do not exhibit 

homogenous motivations or display similar entrepreneurial orientations.  In particular, 

sequential multiple unit franchisees may be driven by an entrepreneurial motivation, as 

against area developers that at the time of purchase, may be driven by an investment 

philosophical orientation, leading to the propositions below.  

 
 4a:  Multiple unit franchisees are driven by an entrepreneurial motivation        
  more than single unit franchisees. 
 
 4b:  Sequential multiple unit franchisees are driven by a greater                   
  entrepreneurial motivation than area developers. 
 

6.4.5 Pre-empt future intra-system competition through the purchase of 
 contiguous units (proposition five) 
  

 Franchisees may purchase additional units within their system in an attempt to 

minimise future intra-system competition and increase their market power relative to single 

unit holders.  In particular, franchisees may attempt to purchase contiguous territories in 

order to minimise future competition at the local market level with other franchisees within 

their system.  This is supported by research that shows that individually owned franchised 
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units will compete with neighbouring units in the same chain (Kalnins & Lafontaine 1997).   

In particular, competing franchised units within close proximity will have an incentive to 

reduce their prices to attract customers from competing franchised units.  Conversely, 

franchisees that own contiguous units are more likely to raise prices above the levels that 

single unit operators would set (Levy & Reitzes 1992).  Therefore, a multiple unit strategy 

may be particularly beneficial when franchisees do not operate within protected territories.  

Thus it is posited that: 

P5: There is a positive relationship between a franchisee’s purchase of 
 multiple units and the desire to pre-empt future intra-firm competition. 

 
 

 

Figure 6.2 
Preliminary conceptual model of multiple unit 
franchising from the franchisee’s perspective 
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Source: developed for this research. 
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Table 6.1 
Propositions explaining adoption of multiple unit arrangements from the 

franchisee’s perspective 
 

Concept No. Proposition 

Empowerment P1 

At the time of the purchasing decision, multiple unit franchisees value anticipated 
decision making involvement in franchising operations more than single unit 
franchisees.    
 

Economies of scale P2 
At the time of the purchasing decision, multiple unit franchisees value anticipated 
economies of scale at the subsystem franchising level more than single unit 
franchisees.      

Franchisee 
liquidity 
 

P3 Multiple unit franchising and franchisee capital availability are positively related. 

P4a Multiple unit franchisees are driven by an entrepreneurial motivation more than 
single unit franchisees. Entrepreneurial 

orientation 
 P4b Sequential multiple unit franchisees are driven by a greater entrepreneurial 

motivation than area developers. 

Pre-empt future 
intra-system 
competition 

P5 There is a positive relationship between a franchisee’s purchase of multiple units and 
the desire to pre-empt future intra-firm competition. 

 
Source: developed for this research. 
 
 
 The following section describes implementation issues relevant to the qualitative 

stage of this research.  Next, the results of the field survey are presented and tabularised.  

Finally, a revised model and set of propositions are shown in section 6.6. 

 

6.5 Implementation of the convergent interviewing procedure  
 
 The steps followed in the convergent interviewing process of a sample of 

franchisors were outlined in section 4.5.  These steps equally apply to this current stage of 

the research involving interviews with a sample of franchisees. However, due to cost and 

time considerations, a telephone interview format was employed.  Next, the choice of 

telephone interviewing during the third stage of the research is detailed. 
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6.5.1 Justification of the choice of telephone interviews 

 In this instance, traditional telephone interviewing was favoured by the researcher 

as it offered some of the benefits of in-depth interviewing, such as responsiveness and 

reflexivity without the time and financial costs associated with setting up physical meetings 

with each participant (Gillham 2000).  In addition, previous research suggests that 

franchisees may be reluctant to give out personal or sensitive information to researchers 

(for example, Kaufmann 1999; Peterson & Dant 1990).  To this end, research suggests that 

telephone interviewing encourages a less threatening interviewing process that may result 

in greater cooperation and information disclosure by participants (Zikmund 2003).  The 

advantages and limitations of this survey technique are shown in Appendix 5.1. 

 To build trust, respondents were assured that their answers would be confidential, 

that they would not be referred to by name, and that no information would be directly 

disclosed to their franchisors.   In addition they were told that they could direct discussions 

and should verbalise any problems that they had with the interview structure, format or 

content. 

 

6.5.2 Actual sample   

 For this stage of the research 19 McDonald’s franchisees were interviewed.  All 

franchisees were nominated by a franchise development manager of this chain.  

Convergence on analogous themes was reached with 10 single unit franchisees and 9 

multiple unit holders.  The duration of these interviews ranged between 15 and 50 minutes.  

Consistent with the earlier franchisor qualitative analysis, summary notes of the interviews 

were taken with the respondents’ consent.  However, on this occasion interviews were not 
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recorded due to state privacy provisions.  At the end of each interview, franchisees were 

asked to rank in order of importance, the factors that they had nominated as central to their 

decision to become franchisees.  Some franchisees were interviewed on more than one 

occasion to clarify and confirm the data provided during the telephone discussions.  An 

example of a summary report for a single unit franchisee is shown in Appendix. 6.1 and a 

multiple unit franchisee summary report is shown in Appendix 6.2. 

 Analysis of research findings.  All interview questions are summarised and 

categorised in Tables 6.2, 6.3, 6.4 and 6.7 in order to confirm congruent themes.  The 

reasons why individuals first chose to enter the franchise system and own and operate a 

single unit are shown in Table 6.2.  Table 6.7 contains a list of research propositions and 

details patterns arising from the interviews with multiple unit franchisees.  Consistent with 

the earlier interviews conducted with franchisors (section 4.8), a tick signifies interviewee 

agreement, while an x indicates disagreement with the theoretical proposition.  Respondent 

franchisee names are disguised with a letter A to J (single unit owner operators) and K to S 

(multiple unit owners). 
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Table 6.2 
Results of convergent interviewing: franchisee motivational incentives and factors to enter 

franchising as a single unit owner and operator -  
Insights from current single unit owner operators 

 
Comments Interviewees 
 A B C D E F G H I J 
Motivational incentives governing the decision to 
first enter the franchise system and own and 
operate a single franchised unit. 

          

           
Perceived financial benefits           
• Expectation of future financial returns. √ √ √ √ √ √ √ √ √ √ 
• Overcome financial barriers to entry. x √ √ √ * √ √ x √ √ 
• Easier capital availability in financial markets. x √ √ √ x √ √ * √ √ 
• Access to franchisor credit on business supplies. √ √ √ √ √ √ √ √ √ √ 
• Reduction in start-up costs. * √ √ √ x √ √ √ √ x 
• Lower ongoing development costs. √ √ √ √ √ √ √ x √ * 
• Future marketability of franchised unit. √ √ √ √ √ √ √ x √ √ 
• Financial security in short term (that is, 

survivability in early stages of life-cycle). √ √ √ √ √ √ * √ * * 

• Business survivability in long term. √ √ √ √ √ √ * * √ * 
• Opportunity of future financial reward for 

performance through granting additional units to 
incumbent franchisees. 

√ √ √ * √ √ √ √ * √ 

           
Perceived marketing benefits            
• Recognised and supported brand name/trademark. √ √ √ √ √ √ √ √ * √ 
• Reputation. √ √ √ √ √ √ √ √ √ √ 
• Brand awareness. √ √ √ √ √ √ √ √ √ * 
• Market leadership/strength of company. √ √ √ * √ √ √ √ √ √ 
• Risk reduction through proven format. √ √ √ √ √ √ √ √ * √ 
• Blueprint for success. √ x √ √ x √ √ * x x 
• Cheaper supplies due to size of large scale 

operations. √ √ √ √ √ √ √ √ √ √ 

• Advertising scale economies and reach. √ √ √ √ √ * √ * √ √ 
• Market information/intelligence. √ √ √ √ √ √ √ √ √ √ 
• Established customer base. √ √ √ √ √ √ √ √ √ √ 
• Enforced standards throughout network. √ √ √ √ √ √ √ √ √ √ 
• Standardised practices. √ √ √ √ √ √ √ √ √ √ 
• Store design and layout. √ √ √ √ √ √ √ √ √ √ 
• Authority to conduct localised marketing. √ * x √ x √ √ * √ √ 
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Table 6.2 
Results of convergent interviewing: franchisee motivational incentives and factors to enter 

franchising as a single unit owner and operator: 
Insights from current single unit owner operators (con’t) 

 
Comments Interviewees 
 A B C D E F G H I J 
Perception of future marketing benefits (con’t)           
• Proven past-performance of franchise network.  

History of company practices. √ √ √ √ √ * √ √ √ √ 

           
Perception of future operational benefits            
• Operational independence. √ √ √ √ * * √ √ √ √ 
• Easier method of entering self-employment than 

independent business operation. √ √ √ √ √ √ √ √ √ √ 

• Initial and ongoing training and support. √ √ √ √ √ √ √ √ √ √ 
• Overcome experiential barriers to entry. √ √ √ √ √ √ √ √ √ √ 
• Franchising is a partnership where success is 

based upon each others’ performance. √ √ √ √ √ √ √ √ * √ 

• Communicative and accessible franchisee 
network to solve operational problems. √ √ √ √ √ √ √ √ √ √ 

• Innovative franchise management system. √ √ √ √ √ √ √ √ √ √ 
• Operational independence.  Lifestyle/ own hours. √ √ √ √ √ √ * √ x x 
• Backup facilities. √ √ √ √ √ √ √ √ √ √ 
• Freedom to determine resale prices. That is, 

discretionary power to discount prices. √ x x √ √ √ x √ √ √ 

• Advantage of residual claimancy: You get 
rewarded for what you put into the business.  
Rewarded on basis of your own commitment and 
determination to succeed.  

√ √ √ √ √ * √ * √ √ 

• Hands-on operation (not relying upon others). √ √ √ √ √ * √ * √ √ 
           
Social motivations           
• Job satisfaction. √ √ √ √ √ √ √ √ √ √ 
• Secure my own future. √ √ √ √ √ √ * √ * * 
• Trust franchisor to maintain system wide 

uniformity of operations to maintain integrity of 
brand and thus franchisee investment. 

√ √ √ √ √ √ √ √ √ √ 

• Franchisor experience in uncertain marketplace. √ √ √ √ √ √ √ √ √ √ 
• Rewards based upon your own level of 

commitment and determination.  √ √ √ √ √ √ √ √ √ √ 

• Job creation for family members. √ x √ √ x x x x √ * 
• Company commitment to franchisee expansion.  

That is, first offer on contiguous territories 
(implicit assumption on the part of the 
franchisees). 

√ √ √ * * * * √ √ √ 

• Be your own boss. √ √ √ √ √ √ √ √ √ √ 
           
Past experiences of franchisees           
• Past experiences with the company. √ √ x x √ √ √ x √ √ 
• Previous vicarious experience with self 

employment through peers and family members. √ x x x * * √ * * * 
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Table 6.3 
Results of convergent interviewing: franchisee motivational incentives and factors to enter 

franchising as a single unit owner and operator: 
Insights from current multiple unit owner operators 

 
Comments Interviewees 
 K L M N O P Q R S 
Motivational incentives governing the decision to 
first enter the franchise system and own and 
operate a single franchised unit. 

         

          
Perceived financial benefits          
• Expectation of future financial returns. √ √ √ √ √ √ √ √ √ 
• Overcome financial barriers to entry. √ √ √ √ √ √ √ √ √ 
• Easer capital availability in financial markets. √ √ * √ √ √ √ * * 
• Access to franchisor credit on business supplies. √ √ √ √ √ √ √ √ √ 
• Reduction in start-up costs. x √ √ √ √ √ x x √ 
• Lower ongoing development costs. √ √ * √ √ * √ √ √ 
• Future marketability of franchised unit. √ √ √ √ √ √ √ √ √ 
• Financial security in short term (i.e. survivability 

in early stages of life-cycle). √ √ √ √ * √ √ √ √ 

• Financial security due to the size of the system. √ √ √ √ √ √ √ √ √ 
• Opportunity of future financial reward for 

performance through granting additional units to 
incumbent franchisees. 

√ √ x √ x √ √ √ √ 

          
Perceived marketing benefits           
• Recognised and supported brand name/trademark. √ √ √ √ √ * √ √ √ 
• Reputation. √ √ √ √ √ √ √ √ √ 
• Brand awareness. √ √ √ √ √ √ √ x √ 
• Market leadership/strength of company. √ √ √ √ √ * √ √ √ 
• risk reduction through proven format. √ √ √ √ √ √ √ √ √ 
• Blueprint for success. √ √ x √ √ x √ √ x 
• Cheaper supplies due to size of large scale 

operations. √ √ √ √ √ √ √ √ √ 

• Advertising scale economies and reach. √ √ √ √ √ √ √ √ √ 
• Market information/intelligence. √ √ √ √ √ √ √ √ √ 
• Established customer base. √ √ √ √ √ √ √ √ √ 
• Enforced standards throughout network. √ √ √ √ √ √ √ √ √ 
• Standardised practices. √ √ √ √ √ √ √ √ √ 
• Store design and layout. √ √ √ * √ √ √ √ √ 
• Authority to conduct localised marketing. √ * * √ √ √ √ √ * 
• Part of a big ‘socially responsible’ company. √ * √ √ * √ * √ √ 
• Proven past-performance of franchise network.  

History of company practices. √ √ √ √ √ √ √ √ √ 
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Table 6.3 
Results of convergent interviewing: franchisee motivational incentives and factors to enter 

franchising as a single unit owner and operator: 
Insights from current multiple unit owner operators (con’t) 

 
Comments Interviewees 
 K L M N O P Q R S 
Perception of future operational benefits           
• Operational independence. √ * √ √ √ * √ x * 
• Easier method of entering self-employment than 

independent business operation. √ √ √ √ √ √ √ √ √ 

• Initial and on-going training and support. √ √ √ √ √ √ √ √ √ 
• Overcome experiential barriers to entry. √ √ √ √ √ √ √ √ √ 
• Franchising is a partnership where success is 

based upon each others’ performance. √ √ √ √ √ √ √ √ √ 

• Communicative and accessible franchisee 
network to solve operational problems. √ √ √ √ √ √ √ √ √ 

• Innovative franchise management system. √ √ √ √ √ √ √ √ √ 
• Operational independence.  Lifestyle/ own hours.  √ √ √ √ √ √ √ √ √ 
• System corporatisation. √ √ * √ √ √ √ √ √ 
• Backup facilities. √ √ √ √ √ √ √ √ √ 
• Freedom to determine resale prices. That is 

discretionary power to discount prices. √ x * √ √ √ √ √ * 

• Advantage of residual claimancy: You get 
rewarded for what you put into the business.  
Rewarded on basis of your own commitment and 
determination to succeed.  

√ √ √ √ √ √ √ √ √ 

• Hands-on operation (not relying upon others). √ √ √ √ √ √ √ √ √ 
          
Social motivations          
• Job satisfaction. √ √ √ x √ √ √ √ √ 
• Secure my own future. √ √ √ √ √ √ √ √ √ 
• Trust franchisor to maintain system wide 

uniformity of operations to maintain integrity of 
brand and thus franchisee investment. 

√ √ √ √ √ √ √ √ √ 

• Franchisor experience in uncertain marketplace. √ √ √ √ x √ x √ √ 
• Rewards based upon your own level of 

commitment and determination.  √ √ √ √ √ √ √ √ √ 

• Job creation for family members. √ √ √ √ √ √ √ √ √ 
• Company commitment to franchisees.  First offer 

on contiguous territories (implicit assumption on 
the part of the franchisees). 

√ √ √ √ √ √ √ √ √ 

• Be your own boss. √ √ √ √ √ √ √ √ √ 
• Future opportunity to grow outlet ownership. * √ x √ √ √ √ √ * 
          
Other          
• Stability of the franchising sector. √ x x x * * * * * 
• Attraction to fast food industry. √ x √ x √ √ x * * 
• Peer and family group recommendations x √ x x x x √ √ * 
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Table 6.4 
Rankings of extrinsic and intrinsic motivational incentives to enter 

franchising as a single unit owner and operator 
 

Ranking Motivational incentives 
1 Brand name/ trademark. 
2 Proven concept/ Blueprint for success. 
3 Operational independence. 
4 Expected financial returns. 
5 Initial and ongoing training and support. 
6 Marketing/ advertising scale economies. 
7 Survivability. 
8 Franchisor expertise. 
9 Innovation. 
10 Corporatised and standardised management systems. 
11 Past experiences with company. 
12 Family and peer group recommendation. 

 
Table 6.5 

Rankings of extrinsic and intrinsic motivational incentives to enter 
franchising as a multiple unit owner and operator 

 
Ranking Motivational incentives 
1 Operational independence. 
2 Brand/ trademark. 
3 Length of contract. 
4 Proven concept/ blueprint for success. 
5 Expected financial returns. 
6 Size of franchise system. 
7 Corporatised and standardised management systems. 
8 Initial and ongoing training and support. 
9 Career and unit growth opportunities. 
10 Future mini-chain economies of scale. 
13 Franchisor expertise. 
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Table 6.6 
Results of convergent interviewing: franchisee motivational incentives and factors to adopt 

multiple unit franchising arrangements 
 

Comments Interviewees 
 K L M N O P Q R S 
Proposition 1: Empowerment           
• Multiple unit franchising is used by franchisees as 

a strategic method of improving their power 
position relative to franchisors. 

x x √ √ √ x x x x 

• Franchisees perceive multiple unit franchising as 
a method of improving their decision-making 
power relative to single unit franchisees within 
the franchising system. 

x x √ √ √ x x x x 

• Discretionary power is a function of unit size. x x √ √ √ x x x x 
• Power allows franchisees greater freedom and 

operational independence. √ √ √ √ √ √ √ √ √ 

• Franchisee organisations give franchisees greater 
say in the management of their franchised units. * x x √ √ x x x x 

• Franchisors pay greater attention to larger and 
more financial franchisees. x x √ √ * x x x x 

• Multiple unit franchisees have the potential to 
harm the system more than single unit 
franchisees. 

* * √ √ √ * x x x 

• Multiple unit franchisees are able to coerce 
concessions from franchisors especially in the 
implicit areas of the franchise agreement (as they 
have a greater potential to damage the trademark 
more than single unit franchisees). 

x x √ x √ √ x * * 

• Multiple unit franchisees are driven to improve 
their power position and levels of autonomy, 
more than single unit franchisees. 

x x √ √ √ * x x * 

• Multiple unit franchisees do not have a greater 
position of power relative to their single unit 
counterparts, and usually replicate the policies 
and practices of their principals.    

√ √ x x x √ √ √ √ 

          
Proposition 2: Economies of scale          
• Franchisees acquire multiple units because of 

anticipated scale economies across units in their 
mini-chains. 

√ x √ √ √ √ √ √ √ 

• Multiple unit franchisees realise scale economies 
in spreading the fixed costs of management 
across their units. 

√ x √ √ √ √ √ √ √ 

• Multiple unit franchisees realise scale economies 
in spreading the fixed costs of marketing across 
their units. 

√ √ √ √ √ √ √ * √ 

• Multiple unit franchisees realise scale economies 
in spreading the fixed costs of procuring supplies 
for their units within the franchisee owned 
subsystem. 

√ √ √ √ √ √ √ * √ 
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Table 6.6 
Results of convergent interviewing: franchisee motivational incentives and factors to adopt 

multiple unit franchising arrangements (con’t) 
 

Comments Interviewees 
 K L M N O P Q R S 
• Multiple unit franchisees realise scale economies 

in reducing learning curve costs with each 
successive unit. 

√ x √ √ √ √ * √ √ 

• Multiple unit franchisees realise scale economies 
in spreading the fixed costs associated with local 
market advertising between geographically close 
units. 

√ √ √ √ √ √ √ √ √ 

• Multiple unit franchising does not offer cost 
savings related to the size of the franchisee’s 
operation. 

x √ x x x x x x x 

• Economies of scale are generally only realisable 
over a small number of units. √ * √ √ √ √ √ x √ 

          
Proposition 3: Franchisee liquidity          
• Individuals with greater financial resources will 

be attracted to franchising over independent small 
business ownership. 

x √ x √ √ √ √ √ √ 

• Multiple unit franchisees are risk indifferent and 
motivated to grow their unit holdings because 
they have more money to invest than single unit 
owner operators. 

x x x x * x x x x 

          
Proposition 4: Entrepreneurial orientation.          
• Franchising may be viewed as a method of 

controlled self-employment which leaves little 
scope for entrepreneurial activity. 

x x x * x x x x * 

• Franchisees are risk indifferent, have little 
supervisory ability, lack initiative and 
achievement motivation. 

x x x * x x x x x 

• Single unit franchisees are more motivated by the 
need for security than multiple unit franchisees. √ x √ √ √ x √ √ √ 

• Multiple unit franchisees innovate at the local 
level more than single unit franchisees, for 
example, in local media promotions and 
sponsorships. 

√ √ √ √ √ √ √ √ √ 

• Franchisees have similar entrepreneurial 
orientations to independent small business people. √ √ √ √ √ √ √ √ √ 

• All franchisees that wish to grow their business 
may be classified as entrepreneurial.  x x x √ √ √ √ √ √ 

• Multiple unit franchisees learn from their 
environments, engage in strategic decision-
making and add value to the corporation by 
creating value within their own subsystems. 

√ √ √ √ √ * √ √ √ 

• Multiple unit franchisees adopt their own 
standards for quality and conduct particularly, in 
employee training and supervision. 

√ √ √ √ √ √ √ √ √ 
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Table 6.6 
Results of convergent interviewing: franchisee motivational incentives and factors to adopt 

multiple unit franchising arrangements (con’t) 
 

Comments Interviewees 
 K L M N O P Q R S 
Proposition 5: Pre-empt future intra-system 
competition through the purchase of geographically 
contiguous units. 

         

• Individual units will compete with each other in 
the same franchise system. √ √ √ √ √ √ x √ √ 

• Franchised units in close proximity will have an 
incentive to reduce prices and/or offer discounts 
to attract customers from one another. 

√ √ √ √ √ √ x √ √ 

• The purchase of geographically close units is 
particularly important in franchise systems that do 
not offer protected or exclusive territories.  

√ √ √ √ √ √ x √ √ 

 
 

Table 6.7 
Rankings of extrinsic and intrinsic motivational incentives to enter 

franchising as a multiple unit owner and operator 
 

Ranking Proposition 
1 Pre-empt future intra-system competition. 
2 Perceived future economies of scale. 
3 Franchisee liquidity. 
4 Entrepreneurial orientation of franchisees. 
5 Provision of employment for families and 

employees. 
6 Franchisee experience within the system. 

 
 
6.6 Analysis of convergent interviewing data 
 
6.6.1 Multiple unit franchising overview – preliminary comments 
 
 On the whole, the findings from this qualitative stage of the research assisted in 

understanding the reasons why individuals entered single and multiple unit franchising 

arrangements.  As expected, single unit and multiple unit franchisees emphasised different 

factors motivating their decision to enter franchising.  In addition, the field survey helped 

in clarifying and confirming the appropriateness of the preliminary conceptual model 
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(Figure 6.2) and set of propositions (Table 6.1).  In the next section, the advantages of the 

franchising channel of distribution are detailed. 

 

6.6.2 The allure of franchising from the franchisee’s perspective 

 Single unit franchisee data. Nearly all single unit franchisees identified the 

McDonald’s system tradename or brand as the most important criterion in their decision to 

initially enter the franchise system.  Most franchisees felt that McDonald’s was a proven 

franchising concept that offered a recipe for future success.  However, previously self-

employed franchisees placed a greater emphasis upon the financial security associated with 

the brand, proven concept and marketability of the system than individuals with a history 

of salaried employment.  For instance, one previously self-employed interviewee said that:  

‘It was all about the strength of the… brand and getting in with the big boys.   We 
owned our  own clothing business…it was a struggle to survive because teenagers 
have no brand loyalty, so we had to say where are we going to be ten years down 
the track?…we just got tired of fighting and were looking for greater certainty’ (C).   
 

Furthermore, ‘Franchises are successful and have enviable reputations over independent 

businesses.  Everything is well prepared, tested and marketed so customers will keep 

coming back in the long term’ (D).  Alternatively, franchisees without experience in self-

employment (I, J) believed that franchising was foremost a lifestyle choice.  However, 

while they emphasised benefits associated with operational independence at the local 

market level, they also placed importance on expected benefits derived through residual 

claimancy arrangements.  For instance, ‘Now I can work my own hours and get paid for 

what I accomplish in my demographic…it was a choice to be my own boss.’ (I). 

 It became apparent during the course of the interviews that most respondents placed 

importance on expected financial returns, which is at odds with many previous franchising 
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studies (Kaufmann 1999).  This may be because multiple unit franchisees are required to 

invest more money in this system than average franchisees.  Furthermore, six respondents 

(A, C, D, E, F and I) self-identified a relationship between the amount of money required 

to be invested in the business, the value of the investment, and expected future monetary 

gain.  For example,  

‘Of course future cash flow is important.  If you are required to pay ‘top notch’ 
establishment fees of 500,000 to one million dollars, you expect that the investment 
will outperform the alternatives like motels and pubs, or share trading’ (D).  
 

 Both the previously salaried employees and the formerly self-employed agreed that 

initial and ongoing training was a vital motivation in the decision to purchase a franchised 

outlet.  All respondents ranked this as the third or fourth most important advantage of the 

franchising channel of distribution.  Over half of the respondents believed that the length 

of the recruitment, selection and training process was indicative of the value inherent 

within the franchising format.  Initial training often lasted more than a year before 

franchisees were permitted to start operations (C).  In addition, franchisees cited ongoing 

seminars, regular field operations support, collaboration with specialised marketing 

consultants, and communication between licensees in the network as important 

motivational incentives in their decision to become franchisees.  The following comment is 

typical of interviewee responses,  

‘I talked to franchisees in other industries and so I knew about the support you get 
from franchisors…without it you’ve got a greater chance of going broke, 
especially in the first twelve months.  If I open a coffee shop opposite…[a 
competitor], I’d find I wouldn’t be able to compete with their systemised 
business… [and] support infrastructure and training systems’ (H).   
 

 The fourth most important motivation to enter franchising was expected marketing 

gains associated with large scale advertising.  Most respondents believed that franchising 
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success was dependent upon the pairing of collective national advertising campaigns with 

localised regional advertising.  In particular, franchisors instigate national campaigns to 

build brand awareness and reinforce public opinion of corporate social responsibility, 

while franchisees manage local campaigns such as discounts, community sporting 

sponsorships, donations to charitable groups, and business promotions.  For instance,  

‘…I knew that if I became a franchisee I could advertise my product nationally…I 
couldn’t do that on my own.  This allows me to benefit from my changing 
demographic…more and more people come to the [Gold] Coast every year and 
they already know my products which means consistent sales and growth’ (H).   
 

Furthermore, ‘We contribute to maintaining the image of the brand as well as building our 

own store revenue through supporting local events…sponsoring little league, little 

athletics and supporting local charities’ (G). 

 Just over half of the interviewees explicitly cited the improvement in business 

survivability as an advantage of franchising.  For example,  

‘…that’s another reason why franchising was so attractive.  It gives you a better 
chance at survival over the long term because customers are instantly available in 
your region and remain loyal to the brand’ (C) and ‘…franchising was a blueprint 
for success…maybe that’s not the case since the mid 1990s, but in the beginning I 
believed that we had a real chance to build a sustainable business over the long 
term’ (E).   
 

Other reasons given by interviewees as to why they chose to enter franchising included the 

ability to learn from experienced franchisors, the innovative nature of franchising 

businesses, the professionalism of the system, past experiences with the franchise 

company, recommendations from peer groups, and the desire to provide employment for 

spouses and other family members. 

 More than half of the respondents acknowledged that they joined the franchise 

system because McDonald’s had an experienced track record of accomplishment.  
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Franchisees indicated that their opinions were formulated during the recruitment and 

selection process.  This contrasts with their opinion of the brand that was usually 

formulated over a period of years.  For example,  

‘You have to trust your partner, because he [or she] is the one that can restrict 
your movement…contracts specify most things, but not everything.  This means 
that you can achieve more if you believe that your franchisor has some business 
acumen’ (D).   
 

Similarly,  

‘…even if a franchisor promises the world…that doesn’t mean your future will be 
bright.  They could have a change in management or you might just have a 
personality conflict…you have to look at what’s been done before and whether 
that fits your expectations of how things should be achieved, then you can 
understand if the marriage is going to work’ (H).   
 

Also, the potential for franchisors to innovate at the system level and encourage innovation 

in local areas encouraged more than half of the respondents to purchase a franchised unit.  

This was particularly important in satisfying potential franchisees’ desire for operational 

independence.  Furthermore, innovation was seen to potentially minimise the impact of 

future variability in industry demand.  For example,  

‘…I wanted to have some independence.  I had a lot to offer, so I wanted to join a 
system that would allow me to input my ideas…they said that they valued 
(emphasis added) the insight of franchisees on the ground and that new 
inventions, new processes and product combinations were first thought of by 
licensees…’ (E).  

 
Similarly, ‘…the fast food industry is a maturing market…nothing is certain anymore.  I 

realised early on that management would listen to what I had to say and take on board, or 

at least consider my ideas’ (C). 

 All franchisee respondents identified the importance of association with a 

corporatised franchising system such as McDonald’s.  The interviewees nominated that 

they sought out a system governed by formalised procedures regulating the management of 
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logistical and supply matters, franchisee performance and evaluation, franchisee and 

consumer grievances and product innovation.  Also, more than half of the respondents 

reported that a previous association with McDonald’s was an important influence on the 

decision to purchase a unit within the system.  The level of association ranged from 

salaried employment within this system, to being a supplier of goods to the company.  

Although all respondents reported that their experiences with the system as a customer had 

influenced their decision to investigate the possibility of owning a franchise, none placed 

great emphasis on this factor.  Only two respondents (A, E) stated that these experiences 

were moderately important in that they had shown them that standards were enforced 

throughout units within the system.  For instance, ‘…obviously we knew that the stores 

were clean and all looked the same…everyone has a specific role…it interested us because 

inconsistency is a killer in franchising’ (E). 

 During the course of the interviews only two respondents (A, G) attributed their 

attraction to franchising to prior work related experiences with their peers and family 

members.   They suggested that their family’s experiences in self-employment had fuelled 

a desire to become a sole trader in the future.  Franchising offered a more secure method of 

entry.  In addition, just under half of the respondents suggested that they had originally 

perceived franchising as a mechanism for them to stipulate their own working hours and 

provide employment for their spouses and other family member.  For instance, ‘…my wife 

and I wanted to work together…we’ve found that we roster days for me and then her which 

gives us more freedom than we had when we were in separate jobs…’ (C).   
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 In the following section the motivational incentives identified by survey 

respondents explaining why current multiple unit franchisees to first enter the franchise 

system are discussed. 

 Multiple unit franchisee data.  In comparison with their single unit 

counterparts, most of the multiple unit franchisees accredited their initial interest in 

franchising to expected levels of personal independence and operational freedom.  Next, 

they cited perceived advantages associated with the McDonald’s brand name and proven 

concept, followed by expected financial returns.  Most of the respondents had previously 

been self-employed and they consistently mentioned the reduction of risk associated with 

the strength of the McDonald’s reputation as an important advantage of franchising.  

Consistent with overseas findings these same franchisees also emphasised their ambition to 

work in a semi-autonomous environments (for example, Stanworth & Curran 1999).  In 

other words, these franchisees were motivated by a combination of extrinsic financial 

motivations together with intrinsic needs for independence in their working lives.  In 

addition, two interviewees (K and Q) that had previously been salaried employees 

understood that they desired work related independence when they first considered 

franchising.  Both had been exposed to self-employment through their parents’ businesses.   

 Throughout the interviews, multiple unit franchisees appeared to display a different 

philosophical orientation from single unit owner operators.  Rather than emphasising the 

importance of local operations and hands-on management, they would often comment on 

issues outside of their direct control.  On more than one occasion, these franchisees spoke 

of the current and future strategic direction of domestic and international company 

operations, the changing nature of the corporation’s social responsibility role, and the 
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impact of litigation in the United States and the general decline of the fast food industry in 

Australia.  Although they discussed a variety of issues, there was some consensus in 

explaining their attraction to franchising.  All respondents emphasised that they perceived 

personal security from the size of the fast food system.  They associated system size with 

the quality of the company’s past performance, consumer awareness and loyalty in the 

marketplace, the future marketability of goods and services, the security of the concept, 

and the potential to grow and diversify investments in the franchise system.  The current 

size of the system was viewed as a good measure of past performance as well as a barrier 

to new entrants entering the Australian fast food market. 

 Apart from the desire of independence and expected financial remuneration, nearly 

all multiple unit franchisees identified system corporatisation as an important incentive to 

enter the system.  The professionalism of the franchising system was perceived as a good 

measure of the franchisor’s trustworthiness together with the length of the franchise 

contract.  For instance,  

‘I saw [this system] as an opportunity for me to grow my holdings…they have 
standardised everything…for every contingency and they detail everything and 
put methods in place to ensure that problems can be rectified quickly…I use their 
procedures so when I offer senior positions in my stores, I lessen the impact of a 
steep learning curve.’ (O),  
 

and, ‘I saw the management group as dependable.  They were committed to choosing the 

best candidates and offering long term contracts…obviously they were confident in their 

ability to manage our business relationship’ (N).  Generally training and support was 

identified as the next most important incentive to join franchising systems by most 

respondents.  Typically the responses mirrored the following comment that, ‘I saw the 

 264



support that the franchisor provides as very important in the early stages of my company’s 

growth cycle…’ (L).   

 Exactly half of the multiple unit franchisees said that they felt franchising offered 

an opportunity to build an independent career.  In particular, they indicated that they 

expected to sequentially grow their holdings in the system prior to purchasing their first 

unit.   These respondents anticipated reaping small economies of scale as they grew the 

size of their subsystems.  In particular, they identified economies arising from spreading 

managerial expertise, administration functions and computer hardware, and personnel 

across units held within their mini-chains.  For example,  

‘I always had the intention to grow...I wouldn’t be happy with just one store, it 
just not in my nature.  Besides, I planned how I could reduce my fixed costs 
through sharing resources between my stores’ (O).   
 

Similarly, ‘...I understood that I would be given first offer on any surrounding sites…this 

was what I was looking for, a chance to build beyond one store’ (L). 

 Factors that were nominated by interviewees but did not receive majority support 

included the stability of the franchising sector, the allure of the fast food restaurant 

industry, and family and peer group recommendations.  Next, the advantages of owing and 

operating two or more franchised units within the same system are examined from the 

perspective of the multiple unit franchisee. 

  

6.7 The allure of multiple unit franchising from the franchisee’s perspective 

 All except one proposition received support in this qualitative stage.  Only the first 

proposition positing a relationship between multiple unit franchising and franchisee 

empowerment lacked support from interviewees.  Respondents ranked pre-empting intra-
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system competition as the primary motive to purchase two or more units within the 

franchise system.  Then, respondents graded expected economies of scale as the next 

important driver of multiple unit adoption followed by franchisee access to investment 

capital, and entrepreneurial orientation.  Also, two additional motivational incentives were 

identified by franchisees.  These are the desire to provide employment opportunities for 

family members and employees, and the influence of previous work-related experiences in 

the franchise system on the decision to own multiple franchised units.  The results of the 

interviews are detailed below. 

  

6.7.1 Empowerment (proposition 1)  

 Fewer than half of the respondents supported the contention that multiple unit 

franchisees made the decision to own more than one store in an effort to occupy a more 

powerful position within the system compared to single unit holders.  Most agreed that the 

size of individual franchisee holdings mattered little in the collective decision making 

process, as each franchisee was entitled to one vote, regardless of whether they owned one 

or multiple outlets.  One franchisee distinguished between personal and positional methods 

of acquiring power within the organisation.  In particular he stated that  

‘There are different types of power…Some franchisees get it through showing that 
they can run an efficient operation…this is personal power because the other 
franchisees respect their opinions and their recommendations.  Others get 
positional power through owning numbers of stores in a region. They have special 
relationships with area management and often get elected to the leadership 
council’ (M).   
 

Based upon previous research (Peterson & Dant 1990), this respondent was asked whether 

prior sales performance was related to a feeling of power within the organisation.  He 

suggested that sales growth was an important measure of efficiency in quality, service and 
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value and was used as a yardstick upon which franchisees could compare their 

performance with others in the corporation.  Another respondent suggested that power was 

related to the level of franchisee liquidity.  In particular,  

‘…the franchisees that own lots of stores, are the ones that have more money to 
invest.  Many of them started off as full licensees, not business licensees…of 
course the VP [Vice President] and management will listen to them.  The big 
operators have the run of the marketing specialists and the local co-op meetings, 
and are often chosen to represent us in the leadership council (O).    
 

However, another franchisee commented that  

‘I don’t think that multi-unit franchisees get any more power because they are 
multi-unit…we all have one vote, and have some power to market our products in 
our community…just because have more stores doesn’t mean anyone will listen to 
us’ (L). 
 

 Overall, respondents agreed that more experienced franchisees had a demonstrated 

track record of success and generally owned more than one unit, suggesting a relationship 

between size, experience and power within the organisation.  However, after being directly 

questioned, fewer than half of the franchisee respondents believed that improved power 

positioning within the organisation was a primary motivation guiding their decision to 

enter into multiple unit ownership.  For instance,  

‘I didn’t sign more site agreements to get more say in how things are 
run…national advertising and brand decisions are determined by corporate 
employees.  We only get some of our input through our ‘Macoff’ (licensee 
representatives from each state) representatives…being a multi-unit licensee 
won’t...change that’ (P).   
 

Similarly, ‘The franchisor committees listen to more experienced franchisees, not because 

they are bigger, just because they have succeeded in being efficient operators’ (K).   

 In sum, this proposition was not widely supported by franchisee respondents.  That 

is, multiple unit ownership was not viewed as a method of improving their power position, 

and thus decision making input, in the organisation.  Although most respondents agreed 
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that multiple unit operators were often elected to the leadership council, they were 

generally assessed on the basis of their ability to maximise unit level standards in quality, 

service and value, not by virtue of possessing more units within the corporation.  However, 

franchisees may have been unwilling to accurately respond to this question due to their 

desire to achieve social acceptability (Malhotra et al 2002  

 

6.7.2 Economies of scale (proposition 2)   

 In the main, multiple unit franchisees established that perceived future economies 

arising from larger scale operations at the subsystem level was an important factor in their 

decision to acquire more units within the system.  Nearly all respondents saw potential cost 

savings through spreading the fixed costs of supervisory employees, accounting and 

logistical control systems, general administration, and managerial input over two or more 

stores.  One respondent reported that the savings were achievable with as little as two units 

(Q).  For instance: 

‘The second unit costs less…I thought I would be able to raise my bottom line by 
sharing accounting hardware and software and not having to train some 
employees which had worked for me in the area before…and I did!’ (Q).   
 

Six franchisees (K, M, N, O, P, Q) believed that there had been some reduction in 

performance after the acquisition of their second unit.  Most nominated three stores as a 

level in which greater economies of scale were achievable due to the ability to centralise 

local marketing efforts in a given region.  For example,  

‘…I believed that we could get slight scale economies from two units especially 
from reducing our learning curves and sharing routine tasks, but it’s now that I 
know you need at least three in order to get good gains because my wife and I 
would be able to run things off-site from an office in the city, while a good store 
manager could travel between the three and manage things on the ground…’ (P).    

And,  

 268



‘…I estimate savings of five percent or more if I bought one more store [three 
stores in total]…apart from cutting down on supervisors, I could offer discounts 
or combo [combination] promotions relative to changes in my demographic 
customer base…this would protect my market by offering different types of 
incentives to growth sectors or stagnating areas’ (K).   
 

 Two respondents (O and Q) attributed the savings from larger scale operations to 

the attraction and retention of competent employees.  In particular one franchisee stated 

that, ‘…managers always look for licensees that are willing to grow.  If you have more 

stores, they will know that you are going to be able to offer more senior positions.  That 

means that you get the best staff…people that are willing and able to manage two or more 

stores’ (O).  However, these respondents suggested that these human resource savings 

were dependent upon the geographic proximity of the stores in the mini-chain.  For 

example, ‘…to get any significant cost savings, stores have to be close…if he [supervisor] 

can travel between stores in 10 minutes, then he’ll [she’ll] be able to juggle the needs of 

the different stores’ (Q). 

 Overall the findings from this qualitative stage of the research support the 

contention that franchisees perceive that multiple unit franchising affords savings arising 

from economies of scale at the subsystem level.   A majority of the respondents agreed that 

anticipated savings arising from subsystem scale economies was a motivation to become 

multiple unit franchisees.  Most respondents now believed that little if any savings would 

be realised through spreading the fixed costs of management, administration and localised 

marketing between two stores.  Instead, most agreed that a minimum of three stores was 

required to achieve significant savings.  
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6.7.3 Franchisee liquidity and risk indifference (proposition 3) 

 This proposition was supported by most interviewees, albeit to varying degrees.  

Most franchisees emphasised that multiple unit ownership is reliant upon a franchisee’s 

access to capital.  For example, ‘…I wouldn’t have contemplated a second unit unless I had 

sufficient financial reserves’ (L).  Furthermore, ‘I had very large super entitlements…it 

had to be invested somewhere and I preferred to put it into something that I had 

experience…something that I could control’ (O).  However, even with direct questioning, 

no franchisees indicated that access to financial capital made them risk tolerant or risk 

indifferent.  The next statement is indicative of franchisee responses,  

‘…just because we have access to capital to start-up new stores, doesn’t mean 
that we didn’t meticulously assess each store on its potential future returns…we 
were just as nervous buying our second unit as we were when we first entered 
franchising’ (Q). 
 

 In sum, this proposition was supported by most multiple unit holders.  However, no 

evidence of a relationship between capital accessibility and risk indifference among 

multiple unit franchisees was revealed.  Instead, those individuals that had access to 

sufficient amounts of capital to expand their holdings into other units emphasised that their 

experience was an important determinant of their future investment strategies.  Most 

franchisees indicated that they did not adequately investigate alternative investment 

options, choosing instead to extend their commitment in franchising as they had a working 

knowledge of store operations.  Although not openly stated, this strategy was perceived as 

minimising their risk through capitalising upon their past experiences. 
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6.7.4 Entrepreneurial orientation (proposition 4) 

 In general, a majority of franchisee respondents showed during the course of the 

interviews that they displayed entrepreneurial characteristics.  Although most did not 

explicitly classify themselves as entrepreneurial, they did describe experiences and 

orientations consistent with an entrepreneurial motivation.  In particular, most respondents 

were risk takers who were driven by an achievement motivation.  For instance, ‘Some 

people are happy with one [store]…I have higher expectations on myself…if I could own 

10 stores then I would want to be dedicated to own more…’ (O).  Furthermore, in 

describing the approach of management in expanding product lines, together with their 

own local marketing efforts, many interviewees appeared to exhibit competitive 

aggressiveness behaviours.  For example,  

‘…do you know what we call [a competitor]… the cockroaches of the QSR [Quick 
Service Restaurant] industry because they are everywhere you look…What we are 
having to expand into their product categories to retain our current market share, 
by offering similar lines…at cheaper prices.  And in the meantime I’m having to 
battle with Subway on discounts and promotions while I also compete with my 
closest [same chain] store…which I also class as my biggest competitor’ (L).   
 

 All interviewees indicated that they maintained an active role in the training and 

ongoing supervision of their store managers, and the encouragement and control of 

innovative marketing initiatives in their local areas.  For example,  

‘The company is there as a backup, but you still have to train your staff in the way 
that you do things.  Sure…everything is standardised  practices, but that doesn’t 
mean that you don’t have any room to move, I mean…I choose who we employ…I 
choose who we sponsor, I choose who we give money to, I choose who delivers 
our leaflets or makes our advertisements on local TV…and sometimes it’s the 
franchisee’s ideas that they [corporate management] take on board and run with.  
Did you know who invented the ‘two for one pizza deal in the United states? A 
franchisee…its happened in our chain as well…just look at the bacon and egg 
[product], or the 30 cent ice cream cones.’ (N).  
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 Although most franchisee respondents agreed that they did not have any additional 

power in the franchising relationship than single unit operators, they often articulated that 

they had an intimate working relationship with their principals.  In particular, the strength 

of this relationship was based upon their past success in the system and their proven ability 

to manage administrative and human resource elements of the business.  For example,  

‘…even though they [franchise executives] have the final say about who can 
expand and where they can expand, they did listen to me before the offer was 
made.  They want us all to move together in the same direction…but they knew I 
had a good understanding of property, demographics, marketing and 
administration…I had some input into site selection…I had a lot of contacts… and 
my knowledge and understanding of what was going to be involved in setting up 
the second franchise was already well established’ (P).   
 

Furthermore,  

‘We operate in a mature market…You just can’t be a total optimist when taking 
on more stores.  You have to have a need to succeed and a willingness to 
change…if I didn’t have that, my redundancy would have been lost years ago’ 
(Q). 
 

 It was not possible to interview any area developers, so as to contrast and compare 

their motivations against multiple unit holders that grew through sequential modes of 

expansion.  This was because this chain did not allow area development contracts, instead 

focussing upon only allowing their most successful franchisees to succeed.  A senior 

executive commented that this chain does not encourage area developers to enter their 

system as it would be too risky to allow an unproven new entrant to own a number of units 

from the outset.   

 In summary, most franchisee respondents displayed characteristics and behaviours 

consistent with possessing an entrepreneurial orientation.  In general, the interviewees 

were guided by an achievement motivation and aggressiveness toward competitors both 

within and external to the McDonald’s system.  In order to meet their desire to run an 
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efficient operation and expand, they maintained an active approach in investigating new 

opportunities and encouraging innovative discount and promotional campaigns to meet 

changes in local market demand.  All respondents had built their mini-chains though 

sequential expansion and had anticipated a high degree of job involvement and emotional 

fulfilment through retaining a hands-on approach to the management of their units. 

  

6.7.5 Pre-empt future intra-system competition through the purchase of contiguous 
units (proposition 5).   

 

 All except one respondent (Q) supported this proposition.  Most felt that it was 

important to purchase neighbouring sites in order to protect the equity within their existing 

sites.   For instance, ‘Protecting your investment is the most important part of being a 

franchisee, because even if you run an efficient operation, there is always the risk of 

cannibalism from another licensee around the corner’ (L).  These interviewees believed 

that it was important to purchase units that were in the same or neighbouring suburbs to 

their existing units in order to minimise downstream competition.  For instance, ‘...I would 

classify my neighbouring… store as my biggest rival...if the opportunity arose, sure I 

would consider buying him out’ (M).  Furthermore,  

‘…if I didn’t buy a site next to me and a new franchisee sets up shop, I would be 
asking for problems.  We would obviously be in competition, I might try to get 
local businesses involved in my promotions and he [she] might reduce his prices 
of a Big Mac…although it may only be discounted by one percent, it does make a 
difference to the bottom line’ (P).   
 

However one interviewee disagreed stating that  

‘…all the franchisees have a close relationship in our system…we don’t really 
compete.  Sure we can discount to a point, but most of our prices are set at a 
national level…just look at the prices advertised on TV…there may be some price 
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hikes in regional centres based upon transport considerations, but mostly in the 
city prices remain the same across the board’ (Q).   
 

 Overall, this proposition was strongly supported.  Nearly all of the respondents 

identified the need to purchase contiguous units in order to minimise future competition 

with neighbouring units.  Next, additional areas identified by multiple unit franchisees 

during the course of the interviews will be discussed, and a revised model and set of 

propositions are summarised in Figure 6.3 and Table 6.9. 

 

6.7.6 Provision of employment for families and employees (additional proposition)  

 A majority of respondents acknowledged that part of their decision to purchase two 

or more units within the system was based upon their desire to provide employment 

opportunities for their families and current employees.  Just over half of the respondents 

mentioned that they wanted to work with their spouses and children in a supportive and 

safe organisational arrangement.  This suggests that franchising is seen as secure 

alternative to traditional small business arrangements in Australia.  For example, ‘…my son 

may join us here one day…it’s a big opportunity and there’s enough room for him to take 

over a supervisory role once he’s worked up the ranks’ (M).  In addition, a majority of 

interviewees perceived multiple unit franchising as a method of attracting and retaining the 

most qualified employee-managers as it offered career advancement opportunities.  For 

instance, ‘...they [competent store supervisor] know which stores to choose, the ones with 

the largest chain.  You have to be a ‘big picture’ person to attract these types of people’ 

(M).  Interestingly, in comparison to earlier research (for example, Kaufmann 1988; 

Kaufmann & Stanworth 1995), interviewees appeared to compare the advantage of secure 
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employment for family members with other forms of independent business ownership, not 

salaried employment.  For example,  

‘Multiple unit franchising…offers me the benefit of encouraging my wife to go 
into business with me without the stresses normally associated with being a sole 
trader.  I’ve been in business before, and when you get into trouble it’s your neck 
on the chopping block…at least in this company you can get help from someone 
else…it’s a lot more secure’ (K).   
 

Therefore, based upon the above discussion it is proposed that: 

 P: There is a positive relationship between multiple unit franchising and a                  
  franchisee’s desire to provide employment opportunities for family members 
  and employees 
 
  

6.7.7 Franchisee experience within the system (additional proposition)   

 During the interviews, many franchisees cited their previous experience with the 

chain as a motivating factor in their decision to purchase multiple units within the system.  

Unlike their single unit counterparts, multiple unit holders emphasised that they originally 

chose this franchising system because it offered a chance to expand and grow individual 

unit ownership.  Many respondents had held executive positions within the corporation and 

were aware of the potential pitfalls associated with owning and operating stores within the 

fast food industry.  This knowledge advantage appeared to support their higher comparison 

level (Peterson & Dant 1990) and they generally classed themselves as a more discerning 

consumer during the buying process.  Thus, based upon the above arguments, it is posited 

that: 

 P: Franchisees that have been employed within a franchise system are more  
  likely to purchase multiple units than individuals without a history of  
  employment within the system. 
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Table 6.8 
Propositions explaining adoption of multiple unit arrangements from the franchisee’s perspective 

 
Concept No. Proposition Supported 

Empowerment P1 

At the time of the purchasing decision, multiple unit 
franchisees value anticipated decision making involvement 
in franchising operations more than single unit franchisees.  
 

X 

Economies of 
scale P2 

At the time of the purchasing decision, multiple unit 
franchisees value anticipated economies of scale at the 
subsystem franchising level more than single unit 
franchisees.      

√ 

Franchisee 
liquidity 
 

P3 Multiple unit franchising and franchisee capital availability 
are positively related. √ 

P4a Multiple unit franchisees are driven by an entrepreneurial 
motivation more than single unit franchisees √ Entrepreneuria

l orientations 
 P4b Sequential multiple unit franchisees are driven by a greater 

entrepreneurial motivation than area developers. * 

Pre-empt 
future intra-
system 
competition 

P5 
There is a positive relationship between a multiple unit 
franchisees purchase of multiple units and the desire to pre-
empt future intra-firm competition. 

√ 

* Unable to be tested. 
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Table 6.9 
Revised propositions explaining adoption of multiple unit arrangements  
from the franchisee’s perspective following the convergent interviews 

 
Concept No. Proposition 

Economies of 
scale P1 

At the time of the purchasing decision, multiple unit franchisees value 
anticipated economies of scale at the subsystem franchising level 
more than single unit franchisees.      

Franchisee 
liquidity 
 

P2 Multiple unit franchising and franchisee capital availability are 
positively related. 

P3a Multiple unit franchisees are driven by an entrepreneurial motivation 
more than single unit franchisees 

Entrepreneurial 
orientations 
 

P3b Sequential multiple unit franchisees are driven by a greater 
entrepreneurial motivation than area developers. 

Pre-empt 
future intra-
system 
competition 

P4 
There is a positive relationship between a franchisee’s purchase of 
multiple units and the desire to pre-empt future intra-firm 
competition. 

Provision of 
employment for 
families and 
employees 

P5 
There is a positive relationship between multiple unit franchising and 
a franchisee’s desire to provide employment opportunities for family 
members and employees 

Franchisee 
experience 
within the 
system 

P6 
Franchisees that have had been employed within a franchise system 
are more likely to purchase multiple units than individuals without a 
history of employment within the system. 

 
 
 
6.8 Conclusion 

 This chapter has reviewed the literature on franchising choice from the franchisee’s 

perspective, showing a progression from descriptive to more explanatory studies 

encompassing extrinsic and intrinsic antecedents to the franchising decision.  Many of the 

previous studies in the United States and the United Kingdom focus upon the single unit 
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context, with conceptual and inductive studies into multiple unit franchising only beginning 

to emerge.  Researchers have called for a further inductive research to ascertain the range of 

motivations describing franchising choice given the apparent suboptimality of multiple unit 

arrangements in the face of competing investment alternatives. 

 Whilst this research accepts that franchisees are not a homogenous grouping and 

will differ in their perceptions of the future benefits associated with direct forms of multiple 

unit franchising, it attempts to organise factors that influence firm choice so as to build 

theory that can be later tested through empirical analysis.   Multiple unit franchising is 

explained by anticipated benefits associated with subsystem size and the geographical 

proximity of units.  Consistent with previous recommendations to combine intrinsitc and 

extrinsic measures, the financial and experiential context of franchisees, and their 

philosophical orientations are said to influence the relative attractiveness of this 

expansionary technique.   In addition, the strategic motive of providing employment for 

family members and previous employees builds upon previous research in the single unit 

literature. 

 In brief, this research addresses several gaps in the literature because it: 

• Incorporates previously identifies antecedents to the franchising literature from the 
single unit and (predominantly conceptual) multiple unit literatures; 

 
• Uses Australian data from a primary source; 
 
• Describes multiple unit franchising as a function of subsystem size (anticipated 

economies of scale), franchisee context (access to capital, risk indifference, 
previous experience within the system and entrepreneurial orientation) and strategic 
(pre-empt future intra-system competition, and employment opportunities for family 
members and previous employees) factors; 

 
• Extends the historic debate comparing the advantages of the franchising form in 

comparison to self- and salaried employment; 
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• Introduces new constructs (section 6.7.5). 
 
 The revised conceptual model of multiple unit franchising from the franchisee’s 

perspective is shown in Figure 6.3 and presented in Table 6.10. 
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CHAPTER 7   CONCLUSIONS AND RECOMMENDATIONS 
 
 

“…the will to truth and the consequent search for certainty 
remains perhaps the most powerful motivator of intellectual  

  behaviour.” (Lloyd 1993). 
 
7.1 Introduction 

 This chapter seeks to synthesise the various findings reported in earlier chapters of 

this thesis in order to summarise the conclusions drawn from the present research.  In so 

doing, the perceived contribution that this research makes to franchising theory, managerial 

practice and government policy will be discussed within light of the potential limitations.  

Then, recommendations for future research will be made.  Next, a brief summary of each 

chapter is provided. 

 Chapter 1 provided background of the Australian franchising sector and multiple 

unit franchising theory.  The importance of the franchising sector and the need for further 

research in this area was justified.  This research was designed to address the research 

problem: 

What are the motivational incentives and factors that influence franchisors 
and franchisees to adopt multiple unit franchising? 

 
This chapter showed that franchising is a relatively new phenomenon in Australia (Terry 

1996) and although the sector has recently reached an early stage of maturity (Frazer 2000), 

theoretical and practical considerations make comparisons with similarly developed sectors 

in other countries problematic.  From a theoretical perspective, Australian franchising 

research differs from the United States in that it is under-developed with explanatory 

studies only beginning to emerge.  From a practical perspective, Australian franchisors and 

franchisees have shown recent acceptance of this multiple unit practice which contrasts 

markedly with overseas experiences (Grunhagen & Mittelstaedt 2000).  While studies of 
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multiple unit franchising have been presented in the United States (Bradach 1994; 

Grunhagen & Mittelstaedt 2000, 2001, 2002; Kaufmann & Dant 1996; Robicheaux, 

Kaufmann & Dant 1994) no such investigation has been conducted in Australia (section 

1.3).  Some of the research explaining multiple unit adoption from the franchisor’s 

viewpoint has utilised existing theory from the single unit literature.  Hence, given this 

level of current understanding, a two stage qualitative and quantitative methodology was 

most appropriate for investigating franchisor motivations.  As little was known about the 

factors influencing an individual’s decision to become a multiple unit holder, an 

exploratory analysis of Australian franchisees was deemed suitable to complement the 

franchisor study.    

 Chapter 2 provided background for understanding franchising in Australia.  

Generally accepted definitions of franchising were described (section 2.2) and direct and 

indirect forms of multiple unit franchising were analysed (section 2.2.3).  Consistent with 

overseas studies, this research was delimited to direct forms of business format multiple 

unit arrangements.  An overview of franchising research was presented (section 2.3) 

followed by a profile of the historic development and current attributes of the Australian 

franchising sector (section 2.4). Then, the development of the Australian franchising 

literature was reviewed, showing a progression from descriptive and exploratory research to 

explanatory studies (section 2.4.2).  An outcome of chapter 2 was a recognition that 

existing franchising theory has developed at a slower place in Australia than in other 

countries, and that differences in franchising sector maturity and franchising practice may 

hinder the applicability of overseas studies within the Australian context. 
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 Chapter 3 reviewed the extant literature on franchising choice from the franchisor’s 

perspective.  Two distinct theories used to explain the success of franchising as an 

organisational form were analysed (section 3.2).  This, together with an examination of 

major exploratory, explanatory and conceptual studies of multiple unit franchising (section 

3.3) led to the development of a preliminary conceptual model and general set of 

propositions (section 3.4).   

 Chapter 4 described the qualitative methodology and presented results from the first 

stage of this research.  Justification for the choice of the realism paradigm (section 4.2) and 

the steps taken during the preliminary in-depth interviews (section 4.3) were detailed.  

Next, the inductive and deductive stages of the research design were explained (section 

4.4).  The convergent interviewing methodology used in the inductive stages of this 

research was described (section 4.5) and the steps taken to maximise the validity and 

reliability of results during this stage were detailed (section 4.6). 

 The implementation of the convergent interviews was described (section 4.7) with 

reference to issues central to sample selection, the planning and management of interviews, 

and methods employed to interpret data.  Next, the data analysis and results were presented 

(section 4.8).  This data was used to clarify and confirm the appropriateness of the 

preliminary conceptual model and set of propositions, and resulted in the development of a 

set of hypotheses that was empirically tested in Chapter 5.      
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Table 7.1 
Hypotheses developed in Chapter 4: 

Franchisor motivational incentives and factors 
Concept No. Hypothesis Supported 

Franchisor 
experience H1 

There is a significant positive 
relationship between multiple unit 
franchising and the age of the franchise 
system. 

√ 

Degree of 
corporatisation H2 

There is a positive relationship between 
multiple unit franchising and the degree 
of franchise system corporatisation. 

X 

Plurality of 
distribution H3 

There is a positive relationship between 
multiple unit franchising  and 
franchise systems characterised by 
plural forms of distribution. 

X 

Agency costs H4 

There is a positive relationship between 
multiple unit franchising and a 
franchisor’s perception of future agency 
cost minimisation. 

* 

Intra-firm 
conflict H5 

There is a positive relationship between 
multiple unit franchising and the level 
of conflict within the franchise system. 

Xª 

Geographical 
dispersion of 
units 

H6 

There is a positive relationship between 
multiple unit franchising and the 
availability of geographically 
contiguous franchisee units. 

X 

Reward 
strategies H7 

There is a positive relationship between 
multiple unit franchising and system 
reward strategies. 

X 

System growth H8 
There is a positive relationship between 
multiple unit franchising and firm 
growth. 

X 

Franchisor 
control H9 

There is a positive relationship between 
multiple unit franchising and a 
franchisor’s desire to extend control 
over future franchisee performance. 

* 

 
√ signifies support for the hypothesis, X denotes disconfirmation of the hypothesis, * Unable to be tested. 
Source: Table 5.15, developed for this thesis. 
ª The hypothesised relationship was not supported.  However, the analysis revealed a change in the implied 
direction of the hypothesised relationship (Section 7.2.4). 

 283



 Chapter 5 described the quantitative methodology and reported the analysis of the 

data collected during the second stage of the research.   The choice of a web survey 

instrument was justified (section 5.2) and the sample selection procedures were discussed 

(section 5.3).   Next, measurement issues of conceptualisation and operationalisation were 

assessed (section 5.4).  Validity and reliability considerations during the measurement 

phase were detailed (section 5.5).  Then, considerations in the design and development of 

the electronic questionnaire were discussed with particular attention given to potential 

sources of error (section 5.6).  The adopted question and response formats and the levels of 

measurement were comprehensively reviewed.  Following this, the survey procedure was 

detailed (section 5.7) including issues relevant to survey administration, response 

behaviour, pretesting, timing, and the actual response rate.  Next, ethical issues in this 

quantitative stage were examined (section 5.8). 

 Following discussion of the methodology used to collect the data, procedures 

applicable in the examination and pre-screening of the data were detailed (section 5.10).  

Descriptive statistics of franchise systems were provided (section 5.11) and statistics 

exclusive to systems engaging in multiple unit franchising were presented (section 5.12).  

Inferential statistical tests were used to test hypothesised relationships identified within the 

revised model of multiple unit franchising and results were presented in section 5.13.   The 

support or disconfirmation of each of the tested hypotheses is shown in Table 7.1.  

 Chapter 6 reviewed the literature on franchising choice from the franchisee’s 

perspective.  An overview of the literature is presented in sections 6.2 and 6.3.  Then, a set 

of general propositions (empowerment, economies of scale, franchisee liquidity, 

entrepreneurial orientation, and pre-empting future intra-system competition) and 
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preliminary conceptual model explaining an individual’s motivation to enter into multiple 

unit franchising was presented (section 6.4).  The implementation of the convergent 

interviewing technique via traditional telephone interviewing was justified (section 6.5).  

The motivations of current single and multiple unit franchisees to first enter franchising 

were described (section 6.6).  The reasons why current multiple unit franchisees were 

initially interested in owning two or more units within their system were examined (section 

6.7) and were used to determine a revised set of propositions and conceptual model of 

multiple unit franchising.  The support or disconfirmation of each of the general proposition 

is shown in Table 7.2.  
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 Table 7.2  
Propositions developed in Chapter 6: 

Franchisee motivational incentives and factors 
 

Concept No. Proposition Supported 

Empowerment P1 

At the time of the purchasing decision, 
multiple unit franchisees value 
anticipated decision making involvement 
in franchising operations more than 
single unit franchisees.  
 

X 

Economies of 
scale P2 

At the time of the purchasing decision, 
multiple unit franchisees value 
anticipated economies of scale at the 
subsystem franchising level more than 
single unit franchisees.      

√ 

Franchisee 
liquidity 
 

P3 Multiple unit franchising and franchisee 
capital availability are positively related. √ 

P4a 
Multiple unit franchisees are driven by an 
entrepreneurial motivation more than 
single unit franchisees 

√ 
Entrepreneurial 
orientations 
 

P4b 
Sequential multiple unit franchisees are 
driven by a greater entrepreneurial 
motivation than area developers. 

* 

Pre-empt 
future intra-
system 
competition 

P5 

There is a positive relationship between a 
franchisee’s purchase of multiple units 
and the desire to pre-empt future intra-
firm competition. 

√ 

Provision of 
employment for 
families and 
employees** 

P6 

There is a positive relationship between 
multiple unit franchising and a 
franchisee’s desire to provide employment 
opportunities for family members and 
employees 

√ 

Franchisee 
experience 
within the 
system** 

P7 

Franchisees that have been employed 
within a franchises system are more likely 
to purchase multiple units than 
individuals without a history of 
employment within the system 

√ 

 
√ signifies support for the proposition, X denotes disconfirmation of the proposition, * Unable to be tested. 
**Propositions developed following the convergent interviews in section 6.7 
Source: Table 6.9, developed for this thesis 
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 In this final chapter, conclusions drawn from the research are described in sections 

7.2, 7.3, 7.4, and 7.5.  Next, the limitations of the research (section 7.6), the contributions 

made to theory (section 7.7) and implications for management (section 7.8) and 

government policy (section 7.9) are developed are discussed.  Finally, recommendations are 

made toward future research opportunities in section 7.10.  An outline of this chapter is 

shown in Figure 7.1.   

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 287



 
 

Figure 7.1 
Outline of Chapter 7 
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7.2 Conclusions about multiple unit franchising from the franchisors’ perspective 
 
 The original model and set of propositions explaining multiple unit franchising from 

the franchisor’s perspective was developed in section 3.4 of this thesis.  It comprehensively 

integrated aspects from the parent disciplines of resource scarcity and agency theory 

together with exploratory, empirical and conceptual research conducted in the immediate 

discipline of multiple unit franchising.  Following an exploratory study of Australian 

franchisors a revised model was presented (section 4.8).  Hence the model was theoretically 

and empirically based.  The hypotheses derived from the model (Table 7.1) were tested 

during the second stage of the research (section 5.13). 

 Overall, the findings of this research provide evidence that most of the hypotheses 

were unsupported.  This may be due to the following reasons.  The results indicated that 

Australian franchising practices may not be comparable to other countries, particularly in 

the United States where most of the previous research has been conducted.  The Australian 

franchising sector has reached a stage of early maturity and the federal regulation of the 

sector, size and geographical dispersion of franchise systems may affect how business 

format franchising is conducted in this country.  More than 80 percent of Australian 

franchises are home grown and are unlikely to approach the size and financial resources of 

systems in the more mature United States market (Giles & Young 2001).   

 In addition, there is little evidence that Australian franchising has reached a 

comparable level of maturity to the United States, with respect to venture capital access, 

thus inhibiting similar multiple unit franchising growth patterns (Australian Venture 

Capital Guide 2000; Giles & Young 2001).  Moreover, a similar pattern of findings was 
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reported in an Australian study of franchise fees (Frazer & Perry 1998) indicating that the 

Australian franchising sector may have some unique characteristics. 

 Finally, the use of primary data from a wide range of industries of different size and 

type, contrasts markedly with many studies conducted in the United States which are reliant 

upon secondary data or primary data sourced from a single industry (for example, 

Kaufmann 1990; Bradach 1994; Robicheaux, Kaufmann & Dant 1994; Kalnins & 

Lafontaine 1999).   

 

7.2.1 Conclusions about franchise system maturity (hypothesis 1) 

 In chapters 3 and 4 a positive relationship between franchise system maturity and 

multiple unit franchising was hypothesised (section 4.8.2).  More mature systems were 

assumed to have a higher incidence of multiple unit ownership because they perceive this 

growth strategy to entail less risk than systems in the introductory or decline stages of their 

life-cycle (Bradach 1994).   

 The inferential tests of the data reported in section 5.13.2 showed a significant 

association between franchise system maturity and multiple unit franchising.  Hence, the 

hypothesis was supported.   

 The confirmation of support for this hypothesis is consistent with previous research 

(Robicheaux, Kaufmann & Dant 1994; Wadsworth 2002) suggesting that more experienced 

Australian franchisors may be willing to encourage multiple unit ownership because they 

perceive less risk in adopting this growth strategy.  Franchisors in the growth and maturing 

stages of their company life-cycle may apportion less risk to the threat of failure in 

franchisee-owned subsystems due to their substantive market positioning, financial 
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resource and managerial expertise.  On the other hand, immature franchise systems may 

prohibit expansion through multiple unit ownership due to the possible loss of reputation 

that could result from the closure of two or more units.   

 There may also be a higher incidence of multiple unit ownership as a reflection of 

the franchisor’s ability to attract external investment.  Unlike systems in the early stages of 

their life-cycle, more experienced franchisors are likely to appeal to new franchisees as they 

have an established reputation and brand, proven concept and track record of performance, 

and managerial acumen.  In addition, multiple unit franchising may be more popular in 

older franchise systems due to the needs of incumbent franchisees.  Research suggests that 

all franchisees are entrepreneurs who wish to grow their unit holdings and build personal 

wealth (Kaufmann 1996).  As the growth and survivability of franchise systems is due to 

the successful management of existing franchising relationships, franchisors may attempt to 

promote franchisee satisfaction and maximise unit level performance through allowing 

multiple unit ownership.    

 There may also be a higher incidence of multiple unit ownership in older systems 

because of the motivational control this growth strategy affords over incumbent franchisee 

performance (Kaufmann & Kim 1993).  Through the leveraging of existing relationships, 

franchisors may be able to control unit performance and system growth and ensure the 

longer term survivability of their enterprise.  Future research should perhaps incorporate 

other measures of franchise system maturity that may facilitate the more direct 

measurement of this variable.   
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7.2.2 Conclusions about degree of system corporatisation (hypothesis 2) 

 A positive relationship between the degree of franchise system corporatisation and 

multiple unit franchising was hypothesised in section 4.8.2.  The academic and industry 

literature has not investigated the role of system corporatisation in multiple unit 

arrangements.  Anecdotal evidence suggests that formalised organisational design is 

necessary to attract large scale investment, ensuring long-term growth and survivability of 

the enterprise (Tarling 1999).  This seems to have some theoretical underpinning with 

researchers suggesting that franchise systems in the growth or maturing stages of their life 

cycle are characterised by standardisation in work facilities and skills (Castrogiovanni & 

Justis 1998).  However, prior to this research, the concept of corporatisation had not been 

operationalised or applied within the multiple unit franchising context.  Hence, a gap was 

revealed in the literature.  

 A one-way ANOVA analysis of the research data showed no significant relationship 

between single and multiple unit groupings and the corporatisation variable (section 

5.13.3).  Hence, hypothesis 2 was not supported. 

 This hypothesis represented the first empirical attempt to measure the association 

between corporatisation and multiple unit franchising.  However, the concept of 

corporatisation appears difficult to operationalise.  In this thesis multiple items were used to 

measure the construct of corporatisation.  Considering that this is the first time this concept 

has been operationalised, it would be prudent to conduct larger scale inductive studies to 

confirm the appropriateness of measures. 

 The lack of support for this hypothesis indicates that franchisors that encourage 

multiple unit ownership do not necessarily perceive managerial and functional structural 
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differentiation as important in attracting investment from prospective and existing 

franchisees.  This contradicts a recent report by Australian franchising practitioners 

suggesting that management must ensure that franchise systems are not over-reliant upon 

the founding entrepreneur and should not rely upon financial reporting methods 

commensurate with small business operation, in order to attract external capital investment 

and ensure the long term survivability of the enterprise (Giles & Young 2001).  This is 

supported by recent research suggesting multiple unit franchisees are ‘…matured more 

senior and talented business people…’ who favour corporatised operations in the franchise 

systems that they chose to enter (Walker 2003, p. 54). However, franchisors appear to 

favour granting new territories to existing franchisees which may negate the need for 

system corporatisation. 

 The lack of support for this hypothesis may be due to other reasons.  Given that 

many franchise systems in Australia favour sequential modes of multiple unit expansion, 

there may not be the same need to formalise operational and financial aspects of the 

organisation.  Much of the expansion in multiple unit operations in the United States is due 

to the growth in large-scale institutional investment in the form of mergers and acquisitions 

in which investors require formalised organisational arrangements, so as to facilitate 

‘…sophisticated financing arrangements beyond bank financing…’ (Szabo 1999, p. 28).  

Given that system corporatisation may require substantial re-investment in the franchise 

system, Australian based franchisors may find it easier and less risky to expand through 

selling additional units to less sophisticated (smaller) private franchisee investors.   

 Perhaps the founders of many franchise systems in Australia are reluctant to 

encourage a process of corporatisation as it may reduce their power and levels of personal 
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control within the system.  They may believe that an adhocratic management style is 

necessary to maintain decision making flexibility, especially in an environment 

characterised by high demand uncertainty.  These franchisors may not wish to attract equity 

capital from public investors as this may reduce levels of operational control.  That is, 

franchisors may not see any value in corporatising management and operations as 

institutional investment is not in concert with their strategic expansionary objectives. 

 The size of franchise systems, and the availability of institutional investment may 

influence the degree of system corporatisation.  Australian franchising systems are 

generally smaller and less sophisticated than those in the United States, possibly due to the 

availability of external sources of venture capital.  For instance, Yum Brands Inc. (formerly 

TriCon Global) is a multiple unit operator with over 21, 126 units in the United States, 

more than five times the size of Australia’s largest franchise system1.  Thus, Australian 

franchisors may perceive corporatisation to be an unnecessary process when they pursue a 

strategy of growth through encouraging investment by smaller and less sophisticated 

investors.   

 

7.2.3 Conclusions about plurality of distribution (hypothesis 3) 

 The presence of dual distribution in franchising systems may not necessarily lend 

support to the ownership redirection hypothesis (Kaufmann & Dant 1996; Alon 2001), but 

may reflect a willingness by management to achieve learning economies in the 

management of operations and provide a platform in which to introduce new products and 

services into the market.  Multiple franchisee units and company-owned units both face 

                                                 
1 Australia Post is considered to be Australia’s largest retail franchise with 2975 franchised units as at 1st July 
2001 (Jackson 2003).  In comparison, the average number of units held by Australian franchisors is 24 
franchised units and 2 company-owned units (Frazer & Weaven 2002). 
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similar potential agency problems as they require the use of hired managers (Coughlan et 

al. 2001).  Given this, it was conjectured that managers in systems with company-owned 

units would be more experienced in minimising moral hazard and adverse selection agency 

costs.    

 Thus, it was hypothesised that there was a positive relationship between plural 

distribution and the incidence of multiple unit franchising.  In this research the inferential 

tests of significance did not support hypothesis 3.  This is the first theoretical and empirical 

study linking dual distribution and the incidence of multiple unit franchising. 

 One possible explanation for this lack of support would be that franchisors are 

unaware of the complementary benefits of higher innovation and coordination gains 

associated with dual-distribution networks (Bradach 1997; Cliquet 2000; Windsperger, 

2002).  Franchisors can benefit through exerting some level of managerial control over unit 

level operations, particularly in recruitment, training and support; introduction and market 

testing of new product innovations; inter-industry differentiation; and the maintenance of 

brand value through curbing free-riding behaviours (Gallini & Lutz 1992; Scott 1995).  

Although past empirical studies suggest that the level of company ownership declines with 

the age of the firm (for example, Lafontaine 1992a; Gallini & Lutz 1992; Minkler & Park 

1994) more recent research has found that dual distribution is common and beneficial in 

franchising firms (Lafontaine & Shaw 2001).  However, franchisors that encourage 

multiple unit ownership may feel that the maintenance of system-wide standards are less 

important in companies with multiple unit ownership as franchisees are less likely to ‘free 

ride’ off other units within their own subsystems (Gal-Or 1995; Dant & Gundlach 1998).   
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 Research suggests that multiple unit franchising arrangements reduce the impact of 

the asymmetric nature of information exchange between principals and agents in the 

franchise partnership (Sen 2001).  Perhaps franchisors are aware of this and believe that 

managerial control at the unit level may be achieved via open lines of communication, 

rather than through the maintenance of system standards through leading by example in 

company owned units. 

 One last point is that the level of company ownership in a system may be 

determined by the level of industry competition together with specific firm-level factors 

(Lafontaine & Shaw 2001).  Therefore a more comprehensive analysis of association 

between company ownership and multiple unit franchising is warranted.  

 

7.2.4 Conclusions about intra-firm conflict (hypothesis 5) 

 A negative association between the level of existing intra-firm conflict within a 

franchising system and the incidence of multiple unit franchising was hypothesised in 

section 4.8.2.  The presence of conflict may reduce the attractiveness of the business 

concept to existing and potential franchisees.  Conversely, franchisors encouraging multiple 

unit ownership should attempt to minimise disputation to lessen the impact upon franchisee 

performance and the sale of new franchisee units.   

 Although only a small percentage of franchisor respondents reported that they were 

involved in substantial disputation with franchisees, inferential statistical analysis showed 

that there was a significant relationship between intra-firm conflict and multiple unit 

franchising in these firms.  However, higher levels of multiple unit ownership were 

displayed for systems which were in conflict rather than systems that were not 
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characterised by any substantial disputation.  Hence, the hypothesised negative relationship 

between intra-firm conflict and multiple unit franchising was not supported (H5).  Instead, 

the results from the Australian data indicate a change in the implied direction of the 

relationship.  That is, there is a significant positive relationship between intra-firm conflict 

and multiple unit franchising.  Some possible reasons for this result are explained below. 

 The existence of higher levels of legal correspondence, mediation and litigation in 

some franchising systems may reflect a franchisor’s inability to effectively manage larger 

and significantly more powerful chain franchisees.   Franchisors may be unaware of the 

level of sophistication of their multiple unit franchisees, their access to financial resources 

or their level of resolve to protect their investment.  Chain franchisees may be more 

professional business managers who are less averse to engaging in legal process.    

 The presence of higher levels of conflict in systems characterised by multiple unit 

ownership may be the result of the opportunistic behaviours of franchisors in the 

recruitment of franchisee candidates.  Australian franchisors find it difficult to attract 

suitable franchisee candidates (Frazer & Weaven 2002; Giles & Young 2000), and may 

find it easier to encourage existing single unit franchisees to become multiple unit holders, 

even though these franchisees may not have the managerial skills, knowledge or financial 

resources to commit to additional units.  This may minimise ex-ante costs associated with 

the recruitment and selection of candidates, but may result in deleterious impact upon the 

future operational efficiency of franchisee-owned subsystems.  Furthermore, the divergence 

of franchisor and chain franchisee goals may impact upon intra-system communication 

further fuelling disputation between partner entities.  Thus, franchisors may be motivated 

by the systemic growth advantages associated with this form of strategy, rather than giving 
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consideration to the choice of individuals that will operationalise their goals and maximise 

future operational efficiency.   

 Some franchisees may favour sequentially expanding their unit holdings because 

they are risk-indifferent and existing levels of conflict do not dissuade additional 

investment within the system.  Alternatively, franchisees may be driven by an 

entrepreneurial motivation and perceive that they can control their own destinies regardless 

of other franchisees’ negative experiences within the system.  This control may extend to 

new site selection, product innovation and local marketing initiatives.  In addition, area 

developers may be unconcerned about existing levels of conflict because they believe that 

they can spread the financial risk between units in their territory.   However, the impact that 

existing levels of intra-firm conflict has upon the sales of units to existing and potential 

multiple unit franchisees, will be a function of the level of conflict and the effect it has 

upon the value of the brand and business concept. 

 Another possibility exists as to the existence of higher levels of conflict in systems 

that embody multiple unit arrangements.  Perhaps multiple unit franchisees exert 

motivational control over franchisors to facilitate the acquisition of single unit franchisees 

below market value.  This behaviour would represent a divergence of single unit franchisee 

and parent franchisor goals resulting in possible unit-level underperformance and conflict.  

This has anecdotal support in the United States (Zarco & Einhorn 1999), but may be less 

applicable in Australian systems in which individual chain franchisees have substantially 

smaller unit holdings.   

 Perhaps the presence of multiple unit franchising is the result of higher levels of 

conflict in the system.  Research shows that in times of conflict, franchisees attempt to 
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improve their power position by joining forces (Harris & France 1997).  Perhaps 

franchisors attempt to improve franchisee satisfaction and performance through franchisee 

advisory councils, franchisee representation on the board of directors and through granting 

multiple unit ownership (McCosker, Frazer & Pensiro 1995; Morrison 1997; Touby 1993; 

Young 2001).. 

 However, more information is needed as to which parties instigate the conflict 

within systems characterised by multiple unit ownership.  That is, are single unit holders or 

chain franchisees responsible for the substantial disputation in multiple unit systems?  In 

addition, a longitudinal study of how these levels of conflict change over time, particularly 

after the adoption of multiple unit arrangements, would benefit this area of examination.  

 

7.2.5 Conclusions about geographical dispersion of units (hypothesis 6) 

 In this research a positive relationship between the geographic proximity of 

franchised units and the use of multiple unit franchising strategies was first proposed in 

section 3.4.7.  The results of overseas research show that franchisors encourage the sale of 

geographically contiguous units that often share market boundaries and exist within similar 

demographic contexts (Kalnins & Lafontaine 1997; Kaufmann & Lafontaine 1994).  

However, some Australian franchisors actively discourage ownership of geographically 

close units as it negates the benefits associated with the maintenance of beneficial levels of 

competition between incumbent franchisees (Bolton 2002).   

 To measure what appeared to be significant differences in the management of 

franchises in Australia and overseas, primary data from a sample of the franchisor 

 299



population was collected and analysed.  However, the Australian data did not support the 

hypothesised relationship (H6). 

 Future research should examine the role of competitive pressures on the choice of 

organisational form.  In particular, an analysis of how the structure of rival firms, impact 

upon how unit locations are allocated, may prove a worthy area of investigation.  Further 

research as what constitutes ‘close proximity’ in franchise systems may shed further light 

on what franchisor managers consider manageable distance from the multiple unit 

franchisee’s perspective.    

 

7.2.6 Conclusions about reward strategy (hypothesis 7) 

 A positive relationship between system reward strategies that involve the granting 

of additional units and multiple unit franchising was hypothesised in section 3.4.8.  A 

review of the management and marketing channel literature revealed that reward strategies 

are important motivators of franchisee performance and have positive flow-on effects in 

product innovation, entrepreneurial activity within the system, and in maintaining a 

sustainable competitive advantage (Falbe, Dandridge & Kumar 1998).  While a recent 

study in the United States identified ‘reward for good/selected franchisees’ as a primary 

reason for multiple unit ownership (Wadsworth 2002, p. 7), this relationship had not been 

empirically tested in Australia.  In this thesis, it was argued that the allure of multiple unit 

franchising was used by franchisors to control unit level performance and promote 

franchisee satisfaction.   

 Inferential statistical analyses of this research data conducted in section 5.13.6 

indicated that the proposed relationship was not significant.  Hence, the hypothesis that 
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posited a relationship between the granting of additional units as part of a reward strategy 

and multiple unit franchising was not supported (H7).   

 One possible reason for the lack of support for this hypothesis may be that 

franchisees may ask for additional units to grow their businesses, as opposed to franchisors 

offering additional units.  That is, franchisors may be reactive rather than proactive in 

allowing successful franchisees to increase their unit holdings in the system.  Even though 

the granting of additional units may be viewed by franchisees as rewards for good 

performance, franchisors may not explicitly offer them as rewards. 

 

7.2.7 Conclusions about system growth (hypothesis 8) 

 Previous research has investigated the relationship between multiple unit 

franchising and system growth (for example, Kaufmann & Dant 1996; Kaufmann & Kim 

1993, 1995).  The findings of these studies suggest that multiple unit ownership allows 

franchisors to increase the number of units per relationship, permitting the system to grow 

larger and faster than through traditional means of expansion.    

 The results of the inferential statistical analysis reported in section 5.13.7 did not 

support hypothesis 8, and hence, it was not confirmed in this research.  The result indicates 

that systems encouraging multiple unit franchising do not exhibit faster rates of growth than 

systems expanding through traditional single unit franchising arrangements. 

 Australian franchisors appear to favour sequential modes of multiple unit 

franchising which should presumably minimise recruitment, selection and initial and 

ongoing training expenses (Frazer & Weaven 2002; Kaufmann & Dant 1996).  By granting 

units to franchisees that have a history of good performance, franchisors should be able to 
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minimise agency costs associated with adverse selection.  However, moral hazard effects 

associated with the use of unit level employee managers may retard growth in systems 

favouring a direct multiple unit franchising strategy.  Perhaps these agency costs impact 

upon the profitability of a chain franchisee’s subsystem up to some size.  Whilst some 

multiple unit arrangements in the United States encompass many hundreds of outlets 

(Kaufmann 1988), Australian systems are typically smaller and may be unable to satisfy 

size requirements in attaining operational efficiencies.   For instance, in this research, 

Australian franchisees were of the opinion that there was noticeable unit level performance 

decay after they acquired a second unit (section 7.5).  This suggests that efficiency in 

franchisee owned subsystems is a function of the size of subsystems, which makes 

comparisons between Australian and United States data problematic. 

 Franchisors and franchisees are driven by fundamentally different philosophies 

concerning sales growth and unit level profitability (Couglhlan et al. 2001).  Given that 

franchisors have only limited time and resources, their motivation to build system sales 

revenue through the sale of more units may compete with the franchisee’s desire to 

maximise the profitability of his or her units.  Research suggests that an increase in sales 

may only translate into greater unit level profit up to some point, after which there are 

diminishing returns (Coughlan et al. 2001).  At this point franchisors and franchisees have 

incongruent goals and the allure of extending capital resources may tempt franchisors to 

cannibalise existing franchisee profitability through the recruitment of additional 

franchisees into the system.  This problem may become particularly significant if the 

franchisor approves the sale of new units in already saturated markets. 
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The motivation to increase total sales may encourage franchisors to invest resources 

in activities centring on the recruitment of new franchisees and multiple unit franchisees 

instead of activities associated with developing cooperative partnerships with their existing 

franchisees.   In the quest for system wide conformity, standardisation and sales growth, 

franchisors may limit franchisee autonomy and innovation, and may, in some cases, 

(opportunistically) terminate underperforming franchisees in exclusive territories.    

Similar or lower levels of growth in systems incorporating multiple unit 

arrangements may be due to higher levels of intra-firm conflict in these organisations 

(section 7.2.4).  Conflict may be a reflection of inappropriate recruitment and selection 

methods (Jambulingam & Nevin 1999) or may be due to franchisee dissatisfaction 

grounded in unrealistic expectations about future expected financial returns.  This appears 

to contradict existing theory (Kaufmann & Dant 1996), but may be due to peculiarities of 

the Australian franchising sector.  Perhaps, the lack of suitable prospective franchisee 

candidates, and the inability of franchisees to attract finance (Frazer & Weaven 2002), may 

encourage some franchisors to misrepresent expected returns fuelling future disputation.   

 Another possible explanation as to the disparity between the Australian and United 

States findings may be due to managerial capabilities of franchisors and multiple unit 

franchisees.  The majority of franchisors reported that both single and multiple unit 

franchisees required the same level of training and support (Frazer & Weaven 2002).  

Although respondents were not asked to describe the nature of this support, it may show 

that single and multiple unit franchisees have similar approaches to the management of 

their units, or may be another indication of the small size of franchisee owned mini-chains 

and the relative dependence that these chain franchisees have on their principals. 
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 Summary.  The results of the model of multiple unit franchising from the 

franchisor’s perspective were considered in this section.  Stronger results were received for 

franchise system maturity and the role of intra-firm conflict which may appear to suggest 

that more experienced franchisors are willing to encourage multiple unit ownership, but 

they find difficulty in managing franchising relationships in systems characterised by 

multiple unit ownership.  These problems may be the result of unit level performance decay 

in franchisee-owned subsystems or may reflect an inability to recruit chain franchisees who 

will operationalise the franchisor’s goals.  Perhaps the lack of suitable franchisee 

candidates and lack of capital available for new investment in franchise systems offer 

reasons as to why Australian franchisor managers favour growth through sequential 

expansion.  Although there appears to be a willingness to grant area development 

agreements, the popularity of these forms of expansion remain unclear (Frazer & Weaven 

2002).   

 In general, the findings of the Australian data were not consistent with the initial 

theory developed in this thesis which is based upon the main extant literature.  This 

inconsistency suggests that Australian franchisors may approach the selection, recruitment 

and management of multiple unit franchisees in an ad-hoc fashion, utilising any means 

necessary to promote growth within their system.  This may account for the great 

variability of factors governing multiple unit practice in Australia. 

 

7.3 Conclusions about multiple unit franchising from the franchisee’s perspective 
  
 The results from stage three of this research are discussed in the following section.  

An original model of multiple unit franchising from the franchisee’s perspective was 
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presented in Chapter 6 (Figure 6.2).  It incorporated aspects from the single unit literature 

that shows progression from explaining franchising choice in economic terms, to the 

inclusion of intrinsic sociological motivations (section 6.3).  An examination of the 

antecedents to the franchising decision was necessary in order to build theory as current 

understanding does not fully explain franchising choice in multiple unit contexts.  The 

revised model was based upon a review of the literature and an exploratory survey of 

Australian franchisees (section 6.6).  Hence, the model was theoretically and empirically 

based.  The hypotheses generated from the model (Table 7.2) were qualitatively tested in 

sections (6.6). 

 

7.3.1 Conclusions about empowerment (proposition 1) 

 Entrepreneurship research shows that chain franchisees may have been motivated to 

acquire multiple units in order to improve their power and decision-making influence in 

franchise systems.  This proposition was largely based upon the channel marketing concept 

of countervailing power in which one partner will attempt to improve its power position if 

it perceives the other party as having greater power within the relationship.  The association 

between firm size and power has received preliminary qualitative support overseas 

(Grunhagen & Mittelstaedt 2002), but has not been tested in Australia. 

 A positive relationship between a franchisee’s anticipated decision making 

involvement and multiple unit franchising was proposed in section 6.4.1.  However the 

results of the data reported in section 6.7.1 disconfirmed this proposition.  Hence, the 

conjectured relationship between anticipated decision-making involvement and multiple 
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unit franchising was not supported.  The possible reasons for the lack of support shown for 

this proposition are presented below. 

 Perhaps the issue of anticipated decision-making was viewed as a sensitive issue by 

franchisee respondents and they were uncomfortable or unwilling to disclose all 

motivations truthfully.  By agreeing with this proposition, respondents may have had to 

confront the issue that they were originally in a subservient or dependent position with their 

franchisor.  However the responses given in the convergent interviews may not be 

generalisable across different industries.  As only one prominent fast-food system 

(McDonald’s) was investigated, the findings may not accurately represent franchising 

relationships in the franchising sector as a whole.  It would be reasonable to assume that 

power sharing arrangements vary between different organisations, industries and business 

concepts.   

 Franchisees in single and multiple unit contexts may expect and accept a level of 

dependence upon the franchisor especially in relation to the strategic control of the 

organisation.  As all franchisee respondents identified the strength of the brand as one of 

the most important factors in their decision to first enter the system (Table 6.5), it seems 

reasonable that they would abrogate some decision-making responsibility to the franchisor 

that is responsible for the development and maintenance of the system.  Another possibility 

would be related to the size of unit holdings in the franchisee’s subsystem.  Research in the 

United Kingdom supports the view that larger franchisees are opinion leaders who have 

greater decision-making power and influence in the franchise system (Stanworth 1995).  

One could assume that a multiple unit owner would have to operate a significant portion of 

the total units in a system before he or she could exert influence and control over the 

 306



franchisor.  As the largest mini-chain in the sample had a total of four units, the need for 

equitable power sharing may be unrealistic and impractical.  Smaller multiple unit 

franchisees may rely upon the guidance and experience of franchisors and follow directives 

because they trust their principals.  However, research suggests that franchisee compliance 

with franchisor directives may wain at some point of unit ownership (section 6.4.1) 

 Another possible explanation for the disconfirmation of the proposed relationship 

may be that franchisors currently employ an equitable consultative approach to enlist the 

cooperation of their franchisees, improve unit performance and maximise franchisee 

satisfaction.      

 

7.3.2 Conclusions about economies of scale (proposition 2) 

 A positive relationship between a franchisee’s anticipation of future economies of 

scale and multiple unit franchising was proposed in section 6.4.3.  The collective size of 

franchisee-owned subsystems was presumed to foster mini-chain scale economies arising 

from the specialisation and centralisation of self-performed tasks of management, supply 

procurement and advertising.  Although this proposition had received international support 

overseas (Bradach 1997; Grunhagen & Mittelstaedt 2002; Kaufmann 1990), it had not been 

empirically tested in Australia. 

 The findings reported in section 6.7.2 indicated that future savings associated with 

the increased size of operations was a motive in the decision to become multiple unit 

holders.  Hence, the proposition was supported. 

 Whilst this proposition has been theorised by earlier researchers (section 6.4.2), it 

has not been tested in Australia.  The findings show that current multiple unit franchisees 
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expected to achieve economies of scale at the subsystem level prior to purchasing their 

second unit, but were unable to realise these savings after becoming multiple unit holders.  

Most agreed that a minimum of three units was necessary to achieve economies derived 

through the size of operations.  Whilst one respondent with four units confirmed that 

savings of between one to one and a half percent were realisable through sharing 

administrative procedures and spreading personnel functions across units, this figure was 

well below estimates given by other respondents.   

 

7.3.3 Conclusions about capital availability and risk indifference (proposition 3) 

 In Chapter 6, a positive relationship between a franchisee’s access to capital and 

multiple unit franchising was proposed.  Previous research views diversification as a 

method of minimising risk, but in this thesis it was speculated that multiple unit franchisees 

were risk indifferent, and were motivated to increase the size of their unit holdings because 

they had more money to invest.   

 Although this proposition received majority support, franchisee respondents 

dismissed the contention that they were risk indifferent.  Even though they accepted that 

reinvestment in the franchise system allowed them to leverage their experiences, 

knowledge and skills, they were adamant about their prior risk assessments.  This involved 

the detailed evaluation of competing investment alternatives.   

 

7.3.4 Conclusions about entrepreneurial orientation (proposition 4) 

 Previous research in the United States presents conflicting evidence as to the 

entrepreneurial orientation of franchisees (for example, Anderson, Condon & Dunkelberg 

 308



1992; Kaufmann & Dant 1998; Stanworth 1995).  In addition some academicians have 

proposed that different types of direct multiple unit franchisees possess different 

philosophical orientations and motivations.  Sequential multiple unit franchisees are viewed 

as being more entrepreneurial than area developers that are driven by investment motives.   

 The Australian data confirms that the proposition that multiple unit franchisees are 

driven by an entrepreneurial motivation more than single unit franchisees was supported.

 However, the absence of any area development agreements within the surveyed 

system prohibited a comparison of differences in the motivations of sequential multiple unit 

franchisees and area developers.   

 Although most respondents were unwilling to classify themselves as 

entrepreneurial, they revealed experiences that showed that they were motivated to achieve 

and be successful, were aggressive toward internal and external competitors, and were 

innovative (particularly at the local level).  In addition, some franchisees anticipated a high 

need for hands-on job involvement and indicated that they derived significant emotional 

fulfilment through planning for and growing their unit holdings. 

 

7.3.5 Conclusions about pre-empting future intra-system competition  
 (proposition 5) 
 
 In section 6.4.5, a significant positive relationship between a franchisee’s purchase 

of multiple units and the desire to pre-empt future intra-firm competition was proposed.  

Evidence from the United States suggests that franchised units will often compete on the 

basis of price in order to attract customers from geographically close units within the same 

system (Kalnins & Lafontaine 1999).  Therefore, franchisees will attempt to reduce the 

impact of intra-system competition through the purchase of contiguous units. 
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 Results from the convergent interviews (section 6.7.5) showed strong support for 

this proposition.  Hence, this proposition was confirmed by the qualitative data.  

 Conclusion.  In brief, the results from the qualitative interviews with franchisees 

indicated that the stage three findings of this research were in the most part, consistent with 

the theory developed in section 6.4.  The more robust results were received for pre-empting 

future intra-system competition, franchisee liquidity, anticipated economies of scale, and 

entrepreneurial orientation.  In addition, these preliminary results showed that there was 

often a disparity between the expected and realised benefits associated with multiple unit 

ownership. 

 Two additional propositions were developed from the franchisee data which 

propose that franchisees are motivated to enter multiple unit arrangements if they have been 

previously employed in the franchise system or wish to provide employment opportunities 

for families and employees.  These, together with the other propositions detailed above, 

constitute a preliminary step towards understanding why franchisees enter into multiple 

unit arrangements.  Further empirical verification with a large sample of franchisees from a 

variety of industries is warranted. 

 

7.4 Multiple unit franchising and performance decay 

 In addition to the hypothesised relationships examined above, an alternative reason 

was identified during the qualitative stages of this research.  In particular, performance 

decay within franchisee-owned subsystems may partly explain the motivation to engage in 

multiple unit franchising. 
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Franchisor perspective.  During the first stage of this research, three franchisor 

respondents (A, C and D) indicated that some of their multiple unit franchisees had 

encountered a unit level reduction in profitability following the purchase of their second 

unit.  Given the sensitive nature of this information, two of these respondents were 

unwilling to declare the exact percentage fall in average unit profitability.  However, 

interviewee D stated that after one of his existing franchisees had acquired a second unit 

within the system, there was an approximate five percentage drop in the profitability of 

each unit.  He believed that this was directly attributable to added costs associated with the 

hiring, training and ongoing management of casual staff.  Although this chain franchisee 

acted diligently, the geographic distances within his designated marketing areas, made day-

to-day control more problematic.  However, he believed that the fall in performance was 

largely due to the level of managerial competence possessed by the multiple unit 

franchisee, and not because of operational inefficiencies due to geographical distance. This 

may support the contention that this drop in profitability was not due to spatial control 

issues, but was a reflection of the management capability of chain franchisees early in their 

company’s life cycle. 

 This informant stated that the reduction in unit profitability was only evident for the 

two years following the acquisition of the second unit, suggesting a temporal dimension to 

costs associated with supervision in geographically dispersed franchisee-owned 

subsystems.   This received some support in the qualitative analysis of multiple unit 

franchisees. 

 A simulation conducted in the Unites States found that performance decay in units 

within a franchisee-owned subsystem may be partly explained by the growth in supervision 
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costs associated with a manager’s increasing span of control (Kaufmann 1990).  However, 

direct comparisons between the economic performance of single proprietorships and units 

in a mini-chain were limited as this research did not include comparative costs associated 

with the recruitment of new franchisees, monitoring greater numbers of single unit 

franchisees, or operational effects derived from intra system competition issues.  Although 

the issue of performance decay was not permitted to be tested in the quantitative stage of 

this research, it was examined in greater detail within the qualitative examination of 

franchisees. 

 Franchisee perspective.    More than half of the franchisee respondents (K, M, N, 

O, P, and Q) indicated a reduction in unit level performance following the acquisition of 

their second unit.  They attributed this to an inability to reach a minimum efficient scale of 

operation in local store marketing and supervision costs associated with the management of 

staff.  They often verbalised some frustration connected with a sense of losing control over 

day-to-day operations.  Generally, they believed that realisable economies of scale 

moderately to substantially outweighed increases in administrative expenditures and costs 

associated with the recruitment of managerial staff.  In particular, some respondents 

suggested that suitable employee managers were difficult to find and would often call upon 

the franchisee to substantiate courses of action.  This had the effect of increasing the 

franchisee’s workload which impinged upon the franchisee’s ability to complete required 

tasks.   

 Consistent with data gathered from Australian franchisors, franchisee respondents 

indicated that unit-level performance decay decreased over time.  They verbalised a range 

of values between eight months and two and a half years, with most agreeing upon 
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(approximately) two years.  However, the value of these findings is limited by sample size 

and that the data was exclusively drawn from a single corporation in the fast-food industry.      

   

7.5 Multiple unit franchising and unit growth 

 One possible explanation for the growth in multiple unit franchising may be the lack 

of suitable franchisee candidates.  Item B12 in the Franchise Australia 2002 survey asked 

franchisors to rate the availability of suitable prospective franchisees over the following 

twelve month period.   Almost half of the franchisor respondents felt that there were 

insufficient numbers of prospective franchisees to meet the growth demands in their 

franchises (Frazer & Weaven 2002).  A similar number of interviewees reported that it was 

difficult for new franchisees to obtain finance from lending institutions.  Both the shortage 

of suitable prospective franchisees and the lack of access to capital constrain growth in the 

sector.   

 Given this, it would be reasonable to assume that Australian franchisors may be 

encouraging sequential expansion in order to compensate for the difficulty in attracting new 

franchisee candidates.  This may account for the growing acceptance of multiple unit 

ownership shown in recent years (Frazer & Weaven 2002; McCosker & Frazer 1998).  In 

particular, just under half of the franchisors surveyed in the Franchising Australia 2002 

report encouraged multiple unit ownership, with approximately forty percent showing a 

willingness to grant area development rights to franchisees.  In comparison, indirect 

methods of multiple unit expansion are less popular.  This may be due in part to difficulties 

in attracting new candidates to the franchise system. 
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7.6 Limitations 

 Differences in managerial orientation may limit the predictive application of this 

study to all franchise systems.  All, or many of the arguments proposed in this research may 

be relevant to a franchisor’s willingness to engage in multiple unit franchising.  Moreover, 

franchisors may differ in the emphasis that they place upon each single hypothesis or group 

of hypotheses (Bradach 1994).  The decision by franchisors to grant additional outlets will 

be influenced by the particulars of the franchise system, the franchise contract and the 

nature of the product or service being franchised.   

 In addition, as research has shown that franchise systems and corresponding 

managerial orientations change over time (for example, Oxenfeldt & Kelly 1968), the 

original motivations that prompted franchising decisions become increasingly unclear.  

Recency and organisational forgetfulness may impact upon the validity of these results 

(Dant 1995).  Furthermore, present-day managers may not have been employed within the 

organisation at its inception and may be unaware of the history of the franchise system.  

Although only franchisor founders were interviewed in the qualitative stage (stage one) of 

this research, no such qualification was included in the quantitative stage (stage two).  

Therefore, inaccuracies or post-hoc rationalisations may impede the validity of the research 

findings.  

 Qualitative insights into the reasons why franchisees enter multiple unit 

arrangements may suffer from an individual’s previous experiences in self employment or 

salaried employment.  In particular franchisees may have different comparison levels 

(Peterson & Dant 1990).  In addition, as the sample of franchisee respondents was drawn 
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exclusively from the McDonald’s franchise system, the generalisability of results may be 

problematic. 

 

7.7 Theoretical implications 

 Franchisor perspective.  Through the integration of motivational incentives and 

factors facilitating or impeding organisational choice, this research provides preliminary 

answers as to the appropriateness of key rationales for franchising.   That is, whether 

franchisors perceive that multiple unit franchising allows the extension of scarce resources, 

the promotion of system-wide and subsystem operational efficiencies, growth and long-

term survivability.  The research findings infer that the conventional wisdom explaining 

multiple unit franchising may not adequately explain multiple unit franchising in the 

Australian context.  Although, more conclusive results in the United States have linked 

multiple unit expansion with system growth and system wide adaptability to competition, 

these reasons may not capture the full range of motivational incentives and factors 

governing franchising choice in Australia.  In addition, the inconsistency in the results of 

this research and overseas studies suggests that sectoral and firm-level differences between 

countries may impact upon the popularity and successful management of different types of 

franchisee-owned mini-chains.   

 Franchisee perspective.  This research was the first empirical examination of 

multiple unit franchising in Australia and attempts to explain why franchisees choose to 

become multiple unit holders given that it entails a loss of autonomy and control (in 

comparison to independent self-employment) and commits them to an ongoing financial 

relationship with a partner entity.  The findings reaffirm that much of the previous single 
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unit literature holds true in Australia.  However, from a multiple unit perspective, 

franchisees appear to be restrained in their opportunities for expansion.  Given the difficulty 

in attracting capital for new ventures such as area development arrangements, many 

franchisees expand through sequential means.  This may be due to their philosophical 

orientation, but due to their size, is more likely based upon the demands of more powerful 

franchisors.  That is, Australian franchisees may not have the same levels of exercisable 

autonomy that is enjoyed by franchisees overseas.  

 Conclusion.  An implication for the lack of confirmation of the initial theory in this 

research is that the existing literature has not been able to adequately explain the Australian 

data.  This suggests that local conditions influence organisational choice in franchising and 

these conditions may be counterproductive in comparisons across international bounds.  

This research provides a preliminary step and new theories need to be explored in order to 

take into account the degree to which local conditions influence the creation of franchising 

relationships. 

 A second theoretical implication of this research is that sectoral differences such as 

the age and size of franchise systems affect organisational choice, and this needs to be 

examined within other countries so that the antecedents to the franchising decision can be 

organised into a hierarchical taxonomy. 

 

7.8 Managerial implications 

 Apart from the aforementioned theoretical contributions, this research has 

implications for management practice.  The lack of confirmation of the model of multiple 

unit franchising suggests that managers may be influenced by other factors in determining 
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organisational forms in their systems, than has been identified in the literature.   While 

studies in the United States suggest that franchisors seek to meet operational and capital 

acquisition demands through multiple unit arrangements (for example, Kaufmann & Dant 

1996), Australian franchisors may be driven by commercial needs determined by economic 

circumstances.  While there appears to be some similarity between Australian and United 

States franchisors as to the level of system development favoured by franchisors when 

encouraging this method of expansion, other factors appear less consistent.  However, there 

are some general managerial implications of this research. 

 Many franchisors may utilise ad hoc methods of system expansion in an attempt to 

grow system units as their compensation is directly linked to growth in sales.  More mature 

systems appear to encourage multiple unit ownership, although the results suggest that this 

may not be due to their ability to offer structural arrangements conducive to attracting 

external investment, but may be due to a willingness to apportion less risk to this form of 

expansion.  While this research hypothesised strategic motives for this endeavour, the real 

reasons why multiple unit arrangements exist and continue to grow may be due to a 

franchisor’s desire to grow the size of the system, or more realistically, just survive. 

However, this may prove to be a non-sustaining strategy due to the increasing level of 

substantial disputation in systems characterised by multiple unit ownership. 

Although there was minimal support for the conceptual models of multiple unit 

franchising, this research may be useful in providing some preliminary answers as to when 

to engage in multiple unit franchising, who should engage in multiple unit franchising and 

why franchisors should encourage the growth of franchisee-owned subsystems.  This 

should help minimise franchisee and franchisor dissatisfaction associated with the adoption 
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of plural franchising forms based upon operational and structural incompatibility, and 

competing expectations, which in turn should minimise failure and result in the growth of 

workable and efficient franchise systems.  In addition, the results could be used to inform 

managers of the expansionary outcomes associated with a given proportion of multiple unit 

franchising within the context of factors moderating acceptance.  Managers can use this 

information to determine how compatible these determinants are with the nature of their 

firm. 

 The results of this research suggest that multiple unit franchisees are entrepreneurs 

who often have prior experience with the franchise system they invest in.  They perceive 

cost savings associated with increased operational size within the franchise system and 

often favour purchasing close units in attempting to restrict competition with rival 

franchisees in the future.  They place importance in providing employment for family 

members and friends and show a tendency to reinvest in the same franchise system so as to 

build on the competencies they have built in the system. Through an understanding of 

these franchisee motivations, management may be better able to identify suitable 

franchisee candidates, and adopt more appropriate marketing campaigns which should aid 

in the selection of competent chain franchisees.   This may result in the selection of 

applicants that better operationalise franchisor goals, leading to lower levels of intra-

system conflict, and greater franchisee satisfaction and performance.   

  

7.9 Public policy implications 

 The ad hoc approach that many franchisors may use in selecting multiple unit 

franchisees may have some implications for the future direction of government policy in 
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this country.  In particular, issues of government education, assistance and data collection 

should be addressed. 

 Although associated public, small business, and private franchising bodies do 

supply some educational resources to franchisors and franchisees, further information is 

needed to improve the professionalism of the sector.  Whilst some universities offer courses 

in franchising, greater integration in business courses would be beneficial.  Considering the 

importance of franchising in Australia and other world economies, the government has an 

incentive to promote franchising and provide ongoing and relevant education programmes. 

 In particular, present and future franchisors and franchisees would benefit through 

access to franchising.  This research has shown that franchisors and franchisees may not be 

aware of potential benefits and pitfalls associated with different organisational forms.  The 

presence of unplanned decision making in regard to the creation and maintenance of 

franchisee owned mini-chains may permeate other aspects their business decisions.  In 

addition, franchisees need access to information so that they can make informed decisions 

that add value to their vertically contracted networks.   

 In addition to the provision of educational programmes, government bodies should 

actively assist in the development of franchising.  Since the introduction of the Code, 

significant financial barriers to entry exist in the sector (Frazer & McCosker 1999).  This 

may foster a period of consolidation, but may reduce the attractiveness of the sector to 

experienced and successful business operators.  A recent article in the trade literature shows 

that many entrepreneurs favour a licensing concept over franchising due to the flexibility 

inherent within these business formats (Lomas 1999).  Over-regulation has the potential to 

result in the stagnation or perhaps contraction in the franchising sector, which could 
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ultimately reduce the importance of franchising to the Australian economy.  Through the 

provision of advisory assistance, the Australian franchising sector may avoid the 

deleterious effects of a maturing franchising sector.  

 

7.10 Future research opportunities 

 The research conducted in this thesis has provided opportunities for further 

research.  Firstly, it is the first empirical examination of multiple unit franchising in 

Australia and has produced findings that can be further explored.  The research revealed 

that the extant literature was not able to describe the range of factors that lead to a 

franchisor’s and franchisee’s decision to elect multiple unit franchising as a means of 

system and subsystem expansion.  Instead, franchisors may be reacting to economic 

conditions, while franchisees may be coerced into multiple unit arrangements due to the 

lack of available alternatives.   

 Franchise system maturity.  More mature franchise systems had higher incidences 

of multiple unit arrangements. What is the relationship between an organisation’s life cycle 

and system corporatisation? And will corporatisation become more important over time as 

the sector matures and access to capital from institutional investors becomes more 

accessible? 

 Franchisee availability.  Does the apparent ad hoc approach by management to the 

granting of multiple unit contracts reflect current economic conditions? And will this 

change over time? 
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 Institutional investment and franchisee control.  As the size of franchisee-owned 

subsystems increase, will they exert motivational control over the choice of organisational 

designs? 

 Contiguity.  The acquisition of contiguous units was shown to be favoured by chain 

franchisees, but not shown to be significantly associated with multiple unit franchising.  

Given the marketability of geographically close sites, will franchisees exploit this 

opportunity given concerns associated with the lessening of intra-system competition? 

 In addition, the results of this research may encourage researchers in other countries 

to investigate whether similar patterns are occurring.  For example, the findings relevant to 

intra-firm conflict may indicate that franchisors are acting opportunistically in that they 

may not be targeting and recruiting the best franchisee candidates; instead they may be 

converting existing single unit holders, who do not possess the financial resources or 

managerial expertise to operate these units efficiently, to become multiple unit franchisees.  

This situation may account for the reported level of performance decay exhibited in 

multiple unit franchisee units.   

 In order to facilitate international comparison, sectoral differences such as age, 

industry and size of the franchise should be investigated.  In addition, overseas studies 

should access comprehensive primary data sets.  A limitation of franchising research is the 

over-reliance upon secondary data sets and data that suffers from self-selection biases 

(Lafontaine 1995).  Also, future research should consider developing alternative measures 

of constructs, especially in relation to new constructs developed in this thesis, such as 

‘corporatisation’ and ‘system rewards’.   
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 Finally, the results of the research indicate that the model of multiple unit 

franchising may be based upon alternative theoretical frameworks that have not been 

previously investigated.  Future research could attempt to incorporate other models in the 

explanatory framework. 

 

7.11 Summary 

 This research has contributed to the body of knowledge on franchising.  Based upon 

the extant literature and exploratory analyses, models of multiple unit franchising from the 

franchisor and franchisee perspective were developed.  It is the first empirical analysis of 

multiple unit franchising in Australia and provides a starting point for future research. 

 This research has made a valuable contribution in being the first to: 

• investigate multiple unit franchising in an Australian setting using primary data 
sources; 

 
• survey a large representative sample of Australian franchisors about multiple unit 

franchising; 
 

• survey a sample of franchisees about multiple unit franchising; 
 

• utilise an inductive convergent interviewing technique in surveying both franchisee 
and franchisor samples; 

 
• incorporate aspects of agency theory, resource constraints theory and multiple unit 

franchising to develop a model of multiple unit franchising; 
 

• use a three stage methodology involving qualitative and quantitative analyses; 
 

• investigate motivations and factors influencing multiple unit franchising choice; and 
 

• introduce new constructs and reposition existing constructs into multiple unit 
franchising theory. 

 
 In conclusion, this thorough, path-breaking research has found that more 

experienced Australian franchisors appear to adopt multiple unit franchising, possibly 
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as a method of sustaining growth in units and sales. Furthermore, entrepreneurial 

franchisees appear to source private sources of equity in order to grow their holdings 

sequentially as they anticipate savings accruing from economies of scale while limiting 

competition within their franchise system.    
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Appendices 



Appendix 4.1 Justification of research paradigm   

   
 This section examines four prominent scientific paradigms used within 

contemporary social research and justifies the adoption of a realism worldview 

approach to the study of multiple unit franchising practice. 

 The aim of marketing research is to describe, examine and explain social 

science phenomena (Healy & Perry 2000).  The method of investigation is 

determined by the nature of the knowledge being pursued and the characteristics 

of different methods of inquiry especially in terms of data collection and analysis 

(Gephart 1999).  The choice of paradigm is critical in providing an appropriate 

conceptual framework that will guide (and constrain) the future work of the 

researcher. 

 A paradigm encompasses a set of linked metaphysical assumptions about 

the world, the individual’s place in it, and the range of possible relationships to 

that world and its many parts (Deshpande 1983; Guba & Lincoln 1994).  

Paradigms represent basic belief systems that guide the investigator and deal with 

first principles or ultimates (Guba & Lincoln 1994; Denzin & Lincoln 1994).  As 

shown in the following table, four main paradigms exist within marketing 

research including positivism, critical theory, constructivism, and realism (Healy 

& Perry 2000).  Each approach is supported by ontological, epistemological and 

methodological philosophical explanations (Perry, Riege & Brown 1999).   

 Ontology is the reality that researchers investigate.  Epistemology focuses 

upon the relationship between reality and the researcher and how knowledge 

about that reality becomes known to the researcher (Orlikowski & Baroudi 1991; 

Parkhe 1993; Denzin & Lincoln 1994).  Methodology describes the techniques 

used by researchers to investigate reality (Healy & Perry 2000).  
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 Positivism assumes that science quantitatively measures independent facts 

about a singular apprehendable reality (Tsoukas 1989).  This is a dominant 

institutional form in social research and assumes an objective world in which facts 

may be conceived in terms of specified correlations and associations between 

variables (Gephart 1999).  Positivists argue that the process of data collection and 

analysis is value-free as researchers only observe through a ‘one way mirror’ 

(Guba & Lincoln 1994, p.110).  This implies impartiality between the researcher 

and what is being observed.  Given these assumptions, the objective of this form 

of inquiry is to measure causal relationships between variables that are 

contextually consistent over time (Perry, Reige & Brown 1999), thus allowing 

true, replicatable and objective findings and resultant value-free generalisations 

(Hunt 1991a; Parkhe 1993; Andersen 1995). 

 As little is known about multiple unit franchising and much of the prior 

theoretical and empirical research is descriptive and relatively pre-paradigmatic 

(for example, Bradach 1995; Robicheaux, Kaufmann & Dant 1994; Grunhagen & 

Mittelstaedt 2001) positivistic modes of inquiry are inappropriate (Perry 1998). 

Furthermore, to understand the level of multiple unit franchising adoption within a 

franchise system, the researcher must probe, form, understand and revise 

meanings from the experience of franchisors and franchisees within the context of 

diverse and complex (and often unobservable) organisations (Lincoln & Guba 

1985; Orlikowski & Baroudi 1991 Perry, Riege & Brown 1999).  Positivistic 

research would hinder this process as it removes context from meanings in the 

process of developing quantified measures of phenomena (Guba & Lincoln 1994).  

These quantifiable measures often exclude respondent meanings and 

interpretation from the data collected, facilitating theory verification at the 
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expense of theory building (Borch & Arthur 1995; Gephart 1999).  By focussing 

upon the explicit observation of objects, positivists ignore the hidden meanings 

and purposes associated with human behaviour, thus excluding discovery from the 

domain of scientific inquiry (Miles & Huberman 1994; Healy & Perry 2000).   

 The critical theory and constructivism paradigms are qualitative 

interpretivist approaches that assume that knowledge and meaning are acts of 

interpretation as objective knowledge is not independent of thinking and 

reasoning humans (Healy & Perry 2000).  Interpretivists seek to understand social 

members’ definition of a situation through building a theory of respondents’ 

theories (Schwandt 1994).  Central to this subjective approach is the need to 

examine how members of society “apprehend, understand and make sense of 

social events and settings’ (Gephart 1994, p.2).   

Critical theorists aim at analysing, judging and transforming social, 

cultural, political, ethnic and gender values (Healy & Perry 2000, p.120).  That is, 

critical theorists are ‘transformative intellectual(s)’ (Guba & Lincoln 1994, p. 

110) who actively participate in and influence the outcome of the research 

process.  Marxists, feminists and action researchers are examples of critical 

theorists who attempt to interpret the many social realities and shared meanings 

that are constructed by respondents in their research groups (Andersen 1986; 

Guba & Lincoln 1994).  As opposed to the positivists’ use of statistical rigour to 

ensure reliable and unbiased results, critical theory relies upon conceptions of 

trustworthiness and authenticity criteria that suffer from incommensurability. 

 Critical theory is not appropriate for this research as this study aims to 

examine and understand the extent to which factors, that are both external and 

internal to the franchise system, impact upon the objectives and behaviours of 
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decision makers involved in multiple unit franchising practice, and is not aiming 

to change the strategic focus of franchise systems.    

 The constructivism paradigm holds that perception is the most important 

reality and meaning is more valuable than measurement (Perry, Riege & Brown 

1999).  Constructivists argue that knowledge and truth are the result of 

perspective and that meaning is derived from a respondent’s construction of 

reality based upon social experience (Schwandt 1994; Guba & Lincoln 1994).  

This approach adopts a relativism ontology and demands that the researcher 

becomes a ‘passionate participant’ in the all aspects of the investigative process.  

Constructivists argue that this enables greater understanding of the interplay 

between intersubjective, objective and subjective knowledge (Gephart 1978; 

Knorr-Cetina 1981).  

This approach aims to discover what influence the subjective meanings of 

individuals and inter-subjective processes, such as discussion in groups, have 

upon the development of objective features of society, including organisations, 

government and social classes (Gephart 1993).  However, this paradigm cannot be 

applied to this research as it provides a purely subjective framework that excludes 

analysis of the economic and technological aspects of business (Hunt 1991a; 

Healy & Perry 2000).  As in critical theory paradigms, this exclusion limits the 

value of the research as the companies’ external environment ‘…is considerably 

more important than the internal functioning of the firm’ (Gummersson 2000, 

p.105).  Therefore, it would not assist in generating a true and accurate 

representation of multiple unit franchising practice.   

 Given the need to discover the ‘real world’ (Denzin & Lincoln 1994; 

Godfrey & Hill 1995), a realism approach is most suitable for this research.  In 
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contrast to interpretivist analyses that investigate reality through perception, 

realism paradigms allow the researcher to discover reality, albeit imperfectly, 

through observable and unobservable structures and mechanisms that underscore 

events and experiences (Bhaskar 1978; Merriam 1988; Perry & Coote 1994; Guba 

& Lincoln 1994).  Realism research assumes that perception is a window into 

reality from which a picture of reality must be triangulated with other people’s 

perceptions of that reality (Perry, Riege & Brown 1999) and that the nature of this 

reality exists independently of any one person (Magee 1985).  This triangulation 

is operationalised through the critical evaluatation of how closely these 

perceptions represent the ‘real world’ in order to substantiate any knowledge 

claims forwarded by the researcher (Hunt 1990). 
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     Positivism Phenomenology
 Positivism Critical Theory Constructivism Realism 

ASSUMPTIONS 

Objective world in which 
researchers can investigate  
through a value free ‘one way 
mirror’. 

Material world of structured 
contradictions and/or exploitation 
and reality can only be understood 
through the removal of tacit 
ideological biases. 

Intersubjective world in whish 
researchers can represent a 
worldview through analysis of the 
concepts of its component 
members. 

Imperfectly apprehendable reality. 

GOAL OF PARADIGM 
Uncover truth as quantitatively 
specified relationships between 
known variables. 

Encourage an informed populace 
through displacing ideology with 
scientific insights. 

Describe meanings and understand 
members’ definition of situations. 

Discover ‘reality’ of an economic 
system in which members act 
independently. 

ONTOLOGY 

An apprehendable reality exists 
and the investigator and ‘reality’ 
are independent. 

Reality is shaped by social, 
political, economic, gender and 
ethnic values.   

People construct reality and 
therefore there is no truth except 
through perception. 

Reality is an open window, which 
needs the triangulation of 
observations. Is not apprehendable 
due to system complexity and 
human limitations. 

EPISTEMOLOGY 

‘Objectivist’.  
 

‘Subjectivist’, 
Transformative intellectual. 

‘Subjectivist’,  
Passionate participant. 

‘Modified objectionist’, researcher 
is involved in discovery process, 
with aim of maintaining 
objectivity. 

CRITERIA FOR 
ASSESSING RESEARCH 

Prediction = Explanation.  Rigour 
of research methods ensuring high 
internal and external validity and 
reliability. 

Theoretical consistency, 
Historical insights. 

Trustworthiness and authenticity 
criteria that suffers from 
incommensurability. 

Ontological appropriateness, value 
aware, contingent validity, 
methodological trustworthiness, 
analytic generalisation, construct 
validity. 

UNIT OF ANALYSIS 
The variable. Perceived contradictions. Meaning. Multiple perceptions about a single 

reality. Reality as a function of 
environment. 

RESEARCH METHODS 
OR TYPES OF ANALYSIS 

Experiments, questionnaires,
historical data analysis. 

 Action research, focus groups, 
historical analysis. 

Quantitative data analysis: 
Regression, Likert scales. 

 

Participant observation, in-depth 
interviews, grounded theory, 
Case studies. 

Case studies, interviews. 

Research Paradigms compared 

Source: Guba and Lincoln (1995), Andersen (1995), Gephart (1999), Perry, Riege and Brown (1999), Healy and Perry (2000). 
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Appendix 4.2 Preliminary study – Respondent profiles. 
 

Profile of respondents in preliminary study  

• Respondent A is a franchising consultant with a national franchising recruitment 

firm.  He was chosen to participate in the preliminary study as he had over 22 

years experience in the franchising sector, and particularly, an in-depth 

knowledge of the factors that motivate franchisors and franchisees to enter 

single and multiple unit franchising arrangements. 

• Respondent B is a solicitor specialising in advising franchisors on issues such as 

franchisee recruitment, disclosure documentation and corporate restructuring.  

His reputation and experience was such that a major franchise in the home 

building market chose his company to handle their recent restructuring.  In 

addition he has advised more than a dozen franchisors on how to implement 

multiple unit franchising strategies in the Australian market. 

• Respondent C is a recently retired franchising academic.  He has considerable 

experience in matters dealing with franchising, especially in relation to 

international expansion into Asian markets.  In addition, he has written papers 

about the motivation of individuals to enter franchising contracts.  His feedback 

was invaluable in this stage of the research. 

• Respondent D holds a senior position within the Psychology department of a 

Queensland university.  He has considerable experience with survey methods 

and offered very practical advice as to how to conduct discussions with 

respondents, and how the researcher could utilise the interviews to build and 

refine his interviewing skills. 
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• Respondent E was a PhD candidate within a Queensland University.  She had 

direct experience conducting convergent interviews with respondents drawn 

from the financial sector.  She offered considerable advice as to the qualitative 

process. 

• Respondent F is a current PhD candidate within a Queensland University.  Prior 

to joining the university, he was a franchisee in the retail sector (non-food).  He 

was chosen because he was familiar with the franchising literature and could 

offer helpful advice as to the appropriateness of the model variables and 

proposed relationships.  

• Respondent G is a franchisee within the Property and Business services 

industry.  She was recommended by my supervisor and was willing to critically 

evaluate the proposed model.  In addition, the researcher believed that as she 

had only joined the franchise system during the last year, her opinions would 

not be influenced by post hoc rationalisations.  As this respondent was located 

in Melbourne, the researcher conducted the interview by telephone. 

• Respondent H is a franchisee within the retail-trade food industry.  She has had 

experience in three fast-food systems.  In addition she holds the postgraduate 

research fellowship in a Queensland University.  She was chosen to review the 

model, general propositions and proposed qualitative methodology.   

• Respondent I is a franchisor within the retail trade food industry.  Although he 

started franchising his concept two years before, his system had only two 

franchised units.  Whilst this respondent’s opinions may be influenced by prior 

negative experiences, it was felt necessary to gather insights from both 
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successful and less successful systems of differing ages, sizes and from different 

regions. 

• Respondent J is a franchisor in the personal and other services industry.  He has 

been franchising for over seven years and has a total of 16 franchised units and 

three company owned stores.  Previously, he has been a single-unit franchisee in 

a large fast-food chain.  As he was the founder of the business concept and the 

franchise network, the researcher felt that he would provide true and accurate 

feedback. 

 359



Appendix 4.3   
Preliminary study – Response summary table 

 
Respondents Proposition 

A B C D E F G H I 
Average 
strength of 
proposition

Overall 
consistency 
of support 
during 
interviews 

Overall 
ranking 

Franchisor 
experience 

Strong          Strong Moderate Strong Weak Strong Strong Strong Strong Strong Yes 2

Degree of 
corporatisation 

Strong           Weak Moderate Strong Strong Strong Weak Moderate Strong Strong No 4

Plurality of 
distribution 

Weak            Weak Moderate Moderate Moderate Moderate Strong Strong Moderate Moderate No 5

Ownership re-
direction 

Moderate            Moderate Moderate Moderate Weak Weak Moderate Strong Moderate Moderate No 9

Agency costs Strong Strong           Strong Strong Strong Strong Strong Strong Strong Strong Yes 1
Intra-firm 
conflict 

Strong           Strong Strong Strong Strong Moderate Strong Weak Strong Strong Yes 3

Geographical 
dispersion of 
units 

Moderate           Strong Strong Moderate Strong Strong Strong-
if very 
close 
area 

Moderate Moderate-
depends 
on chain 

Strong No 6

Reward 
strategy 

Moderate            Weak Moderate Weak Weak Moderate Moderate Moderate Weak Moderate No 8

System growth Strong Strong Strong        Weak Weak Moderate Strong Moderate Weak Moderate No 7
 

Source: Developed for this research 
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Appendix 4.4  
Qualitative and quantitative research methods compared 

 
 
 Qualitative Research Quantitative Research 

Aim of research Exploratory Descriptive/Causal 
 Naturalistic Scientific 
 Develops theory. Tests theory. 

Objective 
To gain a qualitative understanding 
of the underlying reasons and 
motivations. 

To quantify the data and generalise 
the results from the sample to the 
population of interest.   

Replication Low. High. 
Type of analysis Subjective. Statistical summarisation. 

Strives for uniqueness. Strives for generalisation. 
Multiple realities. One reality. 
Interpretive. Measurable. 
Uses communication and 
observation. Uses instruments. 

Characteristics 

Context dependent. Context free. 

Literature review Literature review may be done as 
study progresses or afterwards. 

Literature review must be completed 
early in the study. 

Researcher 
requirements 

Training to develop relevant skill 
sets. Structured administration of method. 

Researcher 
involvement Researcher is part of process. Researcher is independent of process. 

Sample size 
Small number of non-representative 
cases -mainly concerned with 
seeking information rich people. 

Large sample of representative cases 
(30-500). 

Data collection Unstructured. Structured. 

Data analysis 
Non-statistical.  Report rich 
narrative.  Basic element is words or 
ideas. 

Statistical.  Basic element of analysis 
is numbers. 

Types of analysis Research questions. Testable hypotheses. 
Reasoning Reasoning is dialectic and inductive. Reasoning is logistic and deductive. 
Outcome Develop initial understanding. Recommend a final course of action. 
 
Source:  Synthesised from Deshpande 1983; Gummerson 2000; Hyde 2000; Malhotra, Hall, Shaw & 
Oppenheim 2002; Zikmund 2003; Weiss 1994.  
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Appendix 4.5 
Comparison of in-depth interviews, convergent interviews and case study research 

 
 Qualitative method 

Characteristics In-depth 
interviews 

Convergent 
interviews 

Case 
studies 

Type/Content Nondirective. Relatively 
unstructured pattern. Semi-structured. Structured, standardised 

and rigorous procedures. 

Objective 
To elicit detailed information 
from  
interviewees. 

To identify issue 
convergence. 

Can be used in 
exploratory theory 
building or explanatory 
theory verification. 

Level of prior 
theory 
requirement 

Low or high. 
Low, but some 
theoretical foundation 
is beneficial. 

High requirement for 
prior knowledge. 

Interview 
process 

Flexible, unstructured, semi-
structured and structured 
formats. 

Structured process with 
series of ‘successive 
approximations’ 
leading to consensus. 

Structured and 
standardised procedures. 

Probe questions 
in interview 

High use of probing 
questions. 

High use of probing 
questions. 

Focus on interviewer 
directed questions derived 
from the literature. 
However questions are 
treated as open research 
issues. 

Emphasis Explore new and under-
researched topics. 

Refinement of 
questions and answers 
particularly useful at 
early stage of research. 

Building of theories and 
substantial prior 
knowledge component, 
that is inductive and 
deductive components. 

Strengths 
 

Depth of understanding and 
ability to replicate. 

Cyclic nature allows 
continual refinement. Structure and replication. 

Limitations Interviewer bias. 

Interviewer bias and 
interviewer knowledge 
is insufficient (i.e. non-
expert) 

Prior knowledge 
requirement makes this 
technique inappropriate 
for new and under-
researched areas of 
inquiry. 

Interviewer 
requirements Non-expert. Expert. Expert. 

 
Source: Adapted from Carson, et al. (2001); Dick (1990); Yin (1994).  
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Appendix 5.1 Comparison of alternative data collection methods 
 
 

 The choice of conducting the survey through the World Wide Web was made taking 

into consideration cost savings together with the ability to collect large amounts of data and 

to process the answers without separate data entry (Witt, 1998). An Internet based 

questionnaire has many advantages over the alternatives such as mail, telephone or 

interview techniques most of which relate to the greater ability to present and record 

information (without separate data entry) at a much lower cost (Witt 1998; Boyer, Olson & 

Jackson 2001).  Other advantages include the ability to use more complete descriptions, 

explanations and instructions without the space limitations imposed by print.  Another 

advantage mentioned is the ability to include special features such as video or audio links 

with the text (Boyer, Olson & Jackson 2001) although the body of opinion in the literature 

indicates that this type of survey addition may be counter productive and therefore was not 

included in the current survey (Dillman, Tortora & Bowker 1998; Nichols & Sedivi 1998).   
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Comparison of survey methods 

 Personal 
interviews 

Telephone 
interviews Mail survey Internet 

survey 

Description 

A respondent is 
probed by a 
skilled 
researcher to 
uncover 
underlying 
motivations, 
beliefs, attitudes 
and feelings on a 
topic. 

Involve 
telephoning a 
sample of 
respondents 
and asking 
them to answer 
a series of 
questions. 

Questionnaires 
are mailed to 
preselected 
potential 
respondents. 

Surveys that 
use Hypertext 
Markup 
Language 
(HTML) to 
write the 
questionnaire. 
In this 
research 
respondents 
were asked to 
follow a Web 
link embedded 
in a restricted 
email.  

Criteria     

Benefits of Internet 
surveying     

• Cost High Moderate Low to 
moderate Very low 

• Speed of response Moderate High Slow Fast 

• Sample control High Moderate Low Moderate to 
high 

• Perceived respondent 
anonymity Possible Not possible Not possible Possible 

• Ability to contact 
geographically dispersed 
respondents 

Moderate Low High Very high 

• Rapport with 
respondents High Moderate None None 

• Potential for interviewer 
bias High Moderate None None 

• Potential for interviewer 
errors High High Low None 

• Recommended length of 
questionnaire N/A 

Long 

(30-60 
minutes) 

Long 

(4-12 pages)

Long 

(4-12 pages)
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Comparison of survey methods (con’t) 

 Personal 
interviews 

Telephone 
interviews Mail survey Internet 

survey 

Criteria     

Benefits of Internet 
surveying (con’t)     

• Ability to use wide range 
of physical stimuli 

Moderate to 
high none Moderate High 

• Quantity of data High Low Moderate Moderate 

• Complexity of questions Simple to 
complex 

Simple Simple to 
moderate 

Simple to 
moderate 

• Ability to use diverse 
number of questions 

High Low Moderate Moderate to 
high 

• Ability for respondents 
to think about responses 
and detail hard-to-recall 
data 

Poor Low to 
moderate 

Good Good 

• Potential to procure 
sensitive information 

Low Low to 
moderate 

High Moderate to 
high 

Limitations of Internet 
surveying     

• Control of data 
collection environment 

Moderate to 
high Moderate Low Low 

• Potential for non-
response bias Low Low High High 

• Response rate Very high Moderate Moderate Low to 
moderate 

• Potential for socially 
desirable responses High Moderate Low Low 

• Enlisting respondent co-
operation 

Moderate to 
high Moderate Low Low 

• Perceived security of 
medium 

Moderate to 
high 

Moderate to 
high 

Moderate to 
high 

Low to 
moderate 

• Potential for unrestricted 
sample. i.e. Multiple 
submissions 

Low None Low Moderate 
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Comparison of survey methods (con’t) 

 Personal 
interviews 

Telephone 
interviews Mail survey Internet 

survey 

Criteria     

Benefits of Internet 
surveying (con’t)     

• Call back potential  Moderate Good Poor Poor 

• Obtaining sensitive 
information Low High Moderate to 

high High 

 
Source: Adapted from Bachmann, Elfrink & Vazzana 1996; Borch & Arthur 1995; Boyer, Olsen & Jackson 
2001; Couper, Blair & Triplett 1997; Davis & Cosenza 1993; Dillman 1978; Dillman & Christian 2002; 
Emory & Cooper 1991; Forrest 1999; Frazer & Lawley 2000; List 2001; Mehta & Sivadas 1995; Kotler et 
al. 2001; Malhotra et al. 2002;  Sproull 1986; Zickmund 2003. 
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Appendix 5.2   
Design guidelines for questionnaire design 

 
Guidelines for questionnaire design 

Considerations in good wording Application to this research 
Does the wording and language used 
reflect the respondent’s core vocabulary 
and understanding? 

Care was taken to ensure that the 
language of the questions minimised bias. 
To this end, the researcher incorporated 
terminology that was assumed to be 
consistent with a manager’s frame of 
reference in the franchising sector.  This 
aimed to minimise respondent confusion 
and more appropriately measure 
respondent attitudes, expectancies and 
beliefs.    

Is the question a grammatically simple 
sentence? 

Sentences were kept simple so as to 
minimise respondent error.  The 
pretesting stage (Section 5.2.3) identified 
unnecessary and redundant words that did 
not facilitate respondent comprehension.  

Do the questions influence answers in a 
particular direction? 

Care was taken not to include leading 
questions.  Experts were employed to 
inspect and review the questionnaire in 
the prestesting stage of this process 
(section 5.2.3) so as to identify any 
inappropriately phrased questions that 
would elicit predetermined responses. 

Are the questions brief? Care was taken to ensure that 
unnecessary and redundant words were 
omitted from questions.  

Is the question unspecific and vague? Every effort was made to specify exactly 
what was required of the respondents.  
For example, A5 includes a question on 
company ownership.  The respondents 
are directed to declare the number of 
units under company ownership up to the 
31st December each year (1999-2001).  
This negates the possibility of some 
respondents giving vague and unrelated 
or generalised answers.  
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Questionnaire design guidelines (con’t) 
 

Guidelines for questionnaire design 
Considerations in good wording Application to this research 
Is the question too precise? When exact answers were not required, 

respondents were asked to detail 
approximate values.  For instance, when 
reporting on franchisee experience, 
question B3 asks respondents to provide 
an estimate of the average number of 
years a franchisee has been involved in 
the franchise prior to being granted 
additional units within the system. 

Are the questions beyond the 
respondent’s experience? 

The nature and scope of the questions 
were assumed to be understood by 
franchisors in the survey sample.  
Questions allowed respondents to opt out 
of certain question segments that were 
irrelevant to their own operations.  For 
example answering in the negative to 
question B3, respondents were 
automatically sent to a following section 
(question B5).  

  
  
Potential for biases in questions.  
 The response categories were based upon 

insights gained from the literature review 
and exploratory survey of Australian 
franchisors.  Where applicable, blank or 
not applicable check-boxes were included 
so as to avoid restricting responses only 
to those provided in the answer 
categories.   

Are the standardised questions 
interpreted in the same way by all 
respondents? 

Each question was worded to minimise 
any disparity in comprehension between 
different respondents.  For example, 
question A12 defined the term ‘area 
development’ so as to ensure each 
respondent was aware of the exact 
meaning of this multiple unit growth 
strategy.   
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Questionnaire design guidelines (con’t) 
 

Guidelines for questionnaire design 
Considerations in good wording Application to this research 
Are the questions focused on a single item 
or topic? 

Every effort was made to avoid double 
barrelled questions.  For example 
question B10 uses a multi-item scale to 
measure a system’s degree of 
corporatisation.  As some franchise 
networks have both a board of directors 
with at least 5 members and franchisee 
representation on the board, respondents 
were encouraged to tick all options that 
may apply. 

Do the questions incorporate double 
negatives? 

Care was taken to ensure that questions 
did not include double negatives. 

When only one answer is required, are 
the answer choices mutually exclusive? 

Most of the questions requiring a single 
answer were dichotomous (for example 
B2).  However, other questions offered a 
range of alternatives, such as B3 and B4.  
Care was taken to include a neutral or not 
applicable answer. 

Are the respondents willing to give 
required information? 

NA 

Does the question require the respondent 
to give information that cannot be 
recalled? 

As the data being provided was mostly 
concerning current information, the 
respondents were not required to relate 
information that could not be recalled. 

Will the respondent be unwilling to 
answer questions that may appear to 
involve information of a sensitive nature? 

Respondents will be advised of 
confidentiality/anonymity issues 

Is the question too demanding? Questions are within the respondent’s 
Is the question technically accurate? Extensive pretesting of the questionnaire 

resulted in the rewording of some 
questions.  In particular, question B3 was 
originally asked ‘  After pretesting the 
words ‘ ‘ were added.  

 
 
 
 
 
 
 

 
Questionnaire design guidelines (con’t) 
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Guidelines for questionnaire design 

Considerations in good wording Application to this research 
Do the questions assume criteria that are 
not obvious to the respondent? 

Question B11 originally asked ‘do you 
allow successful franchisees to purchase 
additional units within your system?’  
However, success is measured differently 
by different franchisors.  As a result the 
question was reworded to ‘How 
important is it to reward the performance 
of franchisees by offering additional 
franchise units?’  

 
Source: Adapted from Aaker, Kumar & Day 2001; Burns & Bush 2003; Churchill 1999; Frazer & Lawley 
2000; Malhotra et al 2002; McDaniel & Gates 1998; Sekaran 2003; Tse et al. 1995. 
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Appendix 5.3 
Franchising Australia 2002 survey instrument 

 
Flip to Text Version

1 FRANCHISING AUSTRALIA 2002 
Commonwealth Bank Franchising Survey 

This survey has been commissioned to provide current information concerning the size, 
growth and features of the franchising sector in Australia. 

This important information will be helpful to you and others involved in the sector. It 
would be greatly appreciated if you could assist by completing this questionnaire. It 
should only take about 5 to 15 minutes. All responses are anonymous. 

To move through the questionnaire, just scroll down the screen by using the down arrow 
on your keyboard or the mouse button on the right scroll bar. Some questions require you 
to click on a button beside the desired response; others will require you to type an answer 
in a box. 

If you prefer to use a printed copy of the questionnaire, you may print this page and 
complete it manually. Use the following postal address: 
 Associate Professor Lorelle Frazer 
 School of Marketing 
 Griffith University 
 BRISBANE QLD 4111 
 
 Telephone: (07) 3382 1142 
 Fax:       (07) 3382 1981 
 Email:     L.Frazer@mailbox.gu.edu.au

Please proceed....... 

A. FRANCHISE PROFILE  
A1  In which industry is your franchise system involved?  (Please click a button beside one 

response below. Click on an alternative to change your selection.)  
 

Accommodation, cafes and restaurants   

Communication services (includes postal, courier and telecommunication services) 

Construction and trade services   

Cultural and recreation services   

Education   

Finance and insurance   

Health and community services   

Manufacturing and printing   



Personal and other services (includes video hire outlets, film processing and 
gardening services)  

Property and business services   

Retail trade - food (includes fast food operations)   

Retail trade - non-food (includes automative services)  

Transport and storage   

Wholesaling   

Other  
 

A2  In which year did this business commence operations?  

(Enter year, e.g. 1995) 
  
A3  In which year did this business commence franchising?  

 
  
A4  How many franchised units were operating within your franchise system in Australia in each 

of the last three years?  (Please enter a response in each box.)  
 

Year ended 31 December 1999     

Year ended 31 December 2000     

Year ended 31 December 2001     
  
A5  How many company-owned units were operating within your franchise system in Australia in 

each of the last three years?  (Please enter a response in each box.)  
 

Year ended 31 December 1999     

Year ended 31 December 2000     

Year ended 31 December 2001     
  
A6  How many franchised units do you currently operate in each state/territory?  
 

NSW and ACT         

 Victoria                     

Queensland              

South Australia         

Western Australia     

Tasmania                  



Northern Territory      
7  f the total number of franchised units listed in A6 above, how many franchisees hold those 

units?  
A O

 
 

 

 
A8  owned units d you operate in each state/territory?  
 

How many company- o 

NSW and ACT             

Victoria                        

Queensland                 

South Australia            

Western Australia        

Tasmania                     

Northern Territory        
 

A9  In wh y is your franchise head office located?  
 

ich state/territor

NSW or ACT   

Victoria   

Queensland   

South Australia   

Western Australia   

Tasmania   

Northern Territory  
 

A10  Do y ate from specific sites?  
 

ou require franchisees to oper

No, mobile or home-based   

Yes, specific sites   

Both mobile/home-based and specific sites  
 

A11  Do y  master franchising arrangements?  
 

ou use

Yes   

No  
Do you A12  grant area development rights to franchisees?  (Area development is defined as the 
right hisee to open multiple units in an exclusive area over a specified period of 
time.

of a franc
)  



 
Yes   

No 
A13  ployed at hea  office in total?  
 

How many staff are em d

Permanent full-time       

Permanent part-time    

 Casual                          
A14  ployed in you mpany-owned units in total?  
 

How many staff are em r co

Permanent full-time      

Permanent part-time     

Casual                          
A15  ployed in you ranchised units in total?  
 

How many staff are em r f

Permanent full-time      

Permanent part-time     

Casual                           

1.1.2 B. OPERATIONS 
B1  Do you require franchisees to be substantially involved in:  

(Mor se may be selected.)  
 

e than one respon

Serving customers   

Administration   

Inventory control   

Local marketing activities   

Supervision of staff  
B2  
 

Do y courage suitable franchisees to own multiple units in your system?  ou en

Yes   

No  
B3  If any of your franchisees hold multiple units, how many years' experience (on average) did 

they stem before being granted a second unit?  
 

have in your sy

Less than 1 year   

1 to 3 years   

4 to 5 years   

More than 5 years   



Not applicable (no multi-unit franchisees)  
B4  If any of your franchisees hold multiple units, which of the following best describes their 

loca
 

tion?  

Neighbouring suburbs   

Same city   

Same state   

Across states   

Across countries  

Not applicable (no ch multi-unit fran isees)  
B5  What is the total start-up cost of a new franchised unit (excluding GST) ?  

osts where th tal costs vary.)  
 

(Please state average c e to

Initial franchise fee         

Inventories                     

Fit-out costs                   

Training costs                

Other costs                    

Total start-up costs        

 

B6   system in the past 12 months?  
 Number    

How many franchisees have left your
Exit method                                      

Term expired                                      

Sale to another franchisee                  

Sale to franchisor                                

Termination by franchisor                   

Termination by franchisee                  

  Termination by mutual agreement   

             Other reason                         
B7  our system in the past 12 months because of?  
 er    

How many franchisees left y
Reason for leaving  Numb

Unprofitable operations         

Personal/family reasons       

Conflict with franchisor         

Unsuited to franchising         



Other reason                      
B8  Franchisees experiencing difficulties are given:  
 

less support than other franchisees   

the same level of support as other franchisees 

more support than other franchisees 
B9  Multiple unit franchisees require:  
 

less support than experienced franchisees   

the same level of support as experienced franchisees 

m
B10  Does your franchise system:  (Please select any that apply.)  
 

ore support than experienced franchisees  

have a company board of at least five members?   

have two or more appointed board members who are external to the firm? 

have a marketing department?  

have at least one franchisee on the board?  
B11  How  to reward the performance of franchisees by offering additional franchise 

units?
 

 important is it
  

Very important   

Important   

Undecided   

Unimportant   

Not at all important  
What propB12  ortion of your franchisees do you estimate are operating profitably (that is, earning 
profits beyond employee wages)?  

 
(In percent %)

 do you rate the availability
  

B13  How  of suitable prospective franchisees over the past 12 
months

 
?  

None available   

Insufficient for plans   

Adequate for plans   

More than adequate   

Excessive
licable, ho

ly above requirements  
B14  If app w do you rate the availability of finance for new franchisees over the past 12 

months
 

?  

Very difficult   



Difficult   

Adequate   

Good   

Very good  
B15  Which business financial services do you currently use?  

(Mor  be selected.)  
 

e than one response may

Lending   

Equipment finance   

Trade finance   

Investment   

Business superannuation   

Business insurance  

Merchant services   

Electronic banking   

  Other (please specify)
B16  How likely are you to require additional finances to expand your business over the next 

finan   
 

cial year?

Very likely   

Likely   

Unlikely   

Very unlikely  
B17  How l you to require investment advice (regarding term deposits, managed funds, 

and o -term investments) over the next financial year?  
 

ikely are 
ther long

Very likely   

Likely   

Unlikely   

Very unlikely  
B18  Do yo essional Indemnity Insurance in respect of your activities as a u currently carry Prof

hisor?  franc
 

Yes (If yes, go to B19)   

No (If no, go to B20)  
B19  Have  with the following at your last insurance renewal?  

(Mor y be selected.)  
 you had any problems
e than one response ma



 
Availability of cover   

Restrictions in cover   

Increase in premium   

No problems with renewal  

Please go to B21  
B20  What are your reasons for not carrying Professional Indemnity Insurance?  

(Mor y be selected.)  
 

e than one response ma

Unavailability of cover   

Restrictions in cover   

Prohibitive premium   

Other reason  
B21  What current issues in the franchising sector are of concern to you?  

(Please describe.)  
  

 
  1.1.3 YOU ARE NOW HALF WAY THROUGH THE SURVEY  
PLEASE CONTINUE...    

1.1.4 C. REGULATORY ENVIRONMENT 

Please indi l of agreement with the following statements about the 
Franchis duct (the Code) - in questions C1 to C10.  

C1  The  improved franchisor/franchisee relationships in our system.  
 

cate your leve
ing Code of Con

Code has

Strongly agree   

Agree   

Uncertain/Not applicable   

Disagree   

Strongly disagree  
C2  The  been beneficial to the franchising sector.  
 

Code has

Strongly agree   

Agree   

Uncertain/Not applicable   



Disagree   

Strongly disagree  
C3  We are now more careful in our franchisee selection process since the introduction of the 

Code
 

.  

Strongly agree   

Agree   

Uncertain/Not applicable   

Disagree   

Strongly disagree  
C4  We k e detailed records concerning our franchisees since the introduction of the Code. 
 

eep mor

Strongly agree   

Agree   

Uncertain/Not applicable   

Disagree   

Strongly disagree  
C5  Franchisors are now in a position of greater power relative to franchisees, since the 

introd f the Code.  
 

uction o

Strongly agree   

Agree   

Uncertain/Not applicable   

Disagree   

Strongly
Code has

 disagree  
C6  The  assisted in the way we resolve disputes.  
 

Strongly agree   

Agree   

Uncertain/Not applicable   

Disagree   

Strongly
e the introduc

 disagree  
C7  Sinc tion of the Code, we are more likely to resolve disputes via mediation.  
 

Strongly agree   

Agree   

Uncertain/Not applicable  



Disagree   

Strongly disagree  
C8  Sinc tion of the Code, we are more likely to resolve disputes via litigation.  
 

e the introduc

Strongly agree   

Agree   

Uncertain/Not applicable   

Disagree   

Strongly disagree  
C9  Sinc tion of the Code, we are more likely to resolve disputes via arbitration.  
 

e the introduc

Strongly agree   

Agree   

Uncertain/Not applicable   

Disagree   

S
C10  There has been an increase in the number of disputes in our system since the introduction of 

the C
 

trongly disagree  

ode.  

Strongly agree   

Agree   

Uncertain/Not applicable   

Disagree   

Strong
 you b

ly disagree  
C11  Have een involved in any substantial disputes with franchisees in the last 12 months?  

(A 'substantial dispute' is defined as a dispute that has been referred to an external advisor for 
action.)  

 
Yes   

No (If no, go to D1)  
Please indicate the number of franchisees in substanti  foC12  al disputes, as llows:  

 
Correspondence via solicitor, initiated by franchisor       

Correspondence via solicitor, initiated by franchisee       

Mediation, initiated by franchisor                                      

Mediation, initiated by franchisee                                     

Litigation, initiated by franchisor                                       



Litigation, initiated by franchisee                                     

Other                                                                               
C13  Wha  were the main causes of these substantial disputes?  

(More than one response may be selected.)  
 

t do you consider

Territorial issues   

Site suitability   

Fees   

Profitability   

Communication problems  

Franchisor support   

Marketing issues   

Compliance with system   

Misrepresentation issues   

Other cause  
  1.1.5 BELOW IS THE FINAL SECTION OF THE SURVEY  

1.1.6 D. INTERNATIONAL OPERATIONS 

PLEASE CONTINUE...    

D1  Are you an Australian-based franchisor?  
 

Yes   

No (If no, go to End)  
D2  Are you currently franchising overseas?  
 

Yes   

No (If no, go to D7)  
ich countries are yoD3  In wh u franchising?  

(More th  be selected.)  
 

an one response may

Canada   

China/Hong Kong   

Europe (excluding UK)   

Indonesia   

Malaysia   

New Zealand   



Singapore   

South Africa   

United Kingdom (UK)   

United States of America   

Other (please specify)  
D4  mpany-owned nits in total are held in these countries?  
 

How many franchised and co  u

Canada                                   

China/Hong Kong                   

Europe (excluding UK)           

Indonesia                                

Malaysia                                

New Zealand                          

Singapore                               

South Africa                            

United Kingdom (UK)             

United States of America       

Other                                      
D5  come from ov seas franchisees in the 2000 - 2001 financial What is the total estimated in er

year?  (In Australian $)  
 

Fees (initial and ongoing)      

Products supplied                 

Other                                      
How many units did you hold in Australia prioD6

 
  r to franchising overseas?  

Fran  chised units                    

Company-owned units           
D7  What  deter your franchise from expanding overseas?  

(Mor ponse may be selected.)  
 

 barriers may
e than one res

Lack of experience   

Financial resources   

Legal costs   

Franchise support infrastructure   



Cross-cultural barriers (eg language)   

Other (please specify)  
D8  Are y ng to expand overseas in the next three years?  
 

ou intendi

Yes   

No (If no, go to End)  
D9  In which countries do you intend to expand?  
 

Canada   

China/Hong Kong   

Europe (excluding UK)   

Indonesia   

Malaysia   

New Zealand   

Singapore   

South Africa   

United Kingdom (UK)   

United States of America   

Other  
  

Thank you for completing this survey. Your input will be of great benefit to the 
franchising sector. If you have any comments about the questionnaire or the topic, please 
type them in the space below. If you are submitting the form online, you will be taken to 
a page where you can request a summary of the results once they are available; so please 
only include contact details here if you have printed this page and completed it 
manually..  

 

 



Submit survey - click once only Clear form w ithout sending
 

  
 

 
 

 

 

 



 

Appendix 5.4 

Web survey email covering and follow up letters 

Web survey email covering letter 

 

 
 
 
Dear Franchisor 
 
The Franchise Council of Australia has contracted Griffith University to conduct the 
Franchising Australia 2002 survey.  The last attempt to assess the size, growth and 
characteristics of franchising was in 1999, so the need for current information is urgent. 
 
Your assistance is of vital importance and I urge you to complete the survey.  The findings 
will enable you to better assess your own franchise’s performance.  Please pass this email 
on to the person in your organisation who should complete the survey. 
 
This year, the survey is being conducted online to simplify and speed up the process for 
you.  It should take only 5-15 minutes to complete.  Just click on the link at the end of this 
email to access the survey website.  The procedure is strictly confidential.  All responses 
are sent directly to Dr Lorelle Frazer at Griffith University, and they are anonymous.  No 
individual information will be available to the FCA, government or anyone else.  Survey 
results will be released at the national conference in September.  You may also request a 
copy of the results when you complete the survey. 
 
Your completion of the survey within the next week would be greatly appreciated.  (If you 
prefer to complete a hard copy of the survey, contact Lorelle Frazer at Griffith University 
on 07-33821142.) 
 
Thank you for your cooperation. 
Stephen Giles 
Chairman 
Franchise Council of Australia Ltd 
 
 
http://www.gu.edu.au/surveys/franchising/
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Web survey email follow up 

 

 
 
 
Dear Franchisor 
 
Last week we asked you to complete the Franchising Australia 2002 survey.  If you have 
already responded, thank you very much for your assistance. 
 
The sector needs up-to-date information on the status of franchising in order to be seen as 
credible and professional.  Therefore we need your cooperation in gathering these 
important statistics.  The response rate to date has not been adequate, so I urge you to take 
just a few minutes to complete the survey by clicking on the link below. 
 
The survey is being conducted by Dr Lorelle Frazer of Griffith University 
(L.Frazer@mailbox.gu.edu.au) and your response will be anonymous. 
 
Thank you. 
 
Stephen Giles 
Chairman 
Franchise Council of Australia Ltd 
 
http://www.gu.edu.au/surveys/franchising/
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Appendix 5.5 

Profile of respondents in pilot testing in stage two of the research 

Profile of respondents   

• Respondent A is a researcher and practitioner in the Australian franchising 

sector with over 30 years experience in franchising and distribution.  He was 

chosen as he was likely to have a working knowledge of issues and factors 

that influence the adoption of multiple unit franchising arrangements by both 

franchisors and franchisees.  

• Respondent B is a franchisor with over 30 years experience within the 

franchising sector as a single unit franchisee, a subfranchisor and franchisor.  

It was anticipated that experience within these different roles would give him 

unique insight into the motivational incentives driving multiple unit adoption.    

• Respondent C is a corporate psychologist specialising in franchising.  He has 

been a multiple unit franchisee and national operations manager within a well 

known retail food franchise in Australia.  In his consultant capacity he had 

also personally administered numerous surveys of the sector.  The researcher 

expected this participant to be able and willing to offer deep insight into 

franchisor motivations and justify his opinions on particular issues. 

• Respondent D holds a senior position within the Queensland Chapter of the 

Franchise Council of Australia.  Overall this person was responsible for the 

management of practical research forums with franchising professionals 

throughout the year.  It was expected that his current knowledge of 
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franchising issues would be invaluable in assessing the relevancy of issues 

raised in the questionnaire. 

• Respondent E was a multiple unit franchisee within the quick service 

restaurant sector.  This person currently acts as a consultant and mediation 

specialist to the franchising industry.  In addition he is a teacher of franchising 

strategies at a Queensland university.  The researcher anticipated that this 

person provide information from a different viewpoint, that is, from the 

franchisee’s perspective. 

• Respondent F is a lecturer in psychology in Griffith University.  His area of 

expertise is in questionnaire design and survey administration.  This person 

was chosen as he had a practical and theoretical understanding of how 

questionnaire instructions convey meaning and have the possibility of 

confusing respondents and thus harming the integrity of the collected data. 

• Respondent G is a consultant to franchisors, specialising in franchisee 

recruitment and selection.   He has previously consulted to large franchising 

systems in the fixed-site retail sector.  He was well versed in the terminology 

used by practitioners in industry, and was invaluable in determining the 

precision of the terms used, and relating how well questions were likely to 

convey meaning to the target population. 

• Respondent H holds a senior position within the Marketing department of a 

Queensland University.  Previously, she has co-authored texts in questionnaire 

design and administration and was helpful in assessing the face validity of the 

questionnaire and in finding questions and phrases that appeared difficult to 

 389



understand.  In addition, this respondent gave a useful assessment of how well 

the survey was structured, recommending a reduction in the size of Section A 

in the questionnaire. 

• Respondent I is a leading figure in the franchising sector with an expert 

knowledge in international franchising issues.  As he has had considerable 

experience in administering surveys to franchising sector participants, his 

feedback formed the basis of changes in wording and question sequence so as 

to reduce measurement and nonresponse error.  

• Respondent J is a knowledgeable franchise development manager in the retail 

food industry who has had experience with multiple unit franchisees.  

Although his organisation had discontinued selling any multiple unit 

contracts, he was present when the organisation first discussed and then 

implemented a multiple unit strategy some eight years before.  Therefore, the 

researcher believed that he would provide invaluable information that would 

not be tainted by bias routed in post hoc rationalisations or organisational 

forgetfulness (Dant 1995).  

• Respondent K holds a Professorial chair in the Marketing department in an 

Alaskan University.  He is a recognised expert in Internet marketing and was 

invaluable in piloting the online survey and commenting on its length, 

accessibility and appearance.  In particular he recommended that the Griffith 

University logo be presented at the top of the page to engender trust, and that 

the instrument be hosted on a secure server to ensure that only targeted 

respondents were permitted to view the site.    
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• Respondent L is a senior academic with an expert knowledge of Internet 

questionnaire design.  In particular he is familiar with those factors that 

impact upon response rates in HTML surveys. 

• Respondent M is an academic in an Adelaide University that has had 

considerable experience in developing and administering online surveys to 

both individuals and businesses. 

• Respondent N is a franchisor with a large retail franchise network.  He was 

chosen because he had direct experience area development contracts. 

• Respondent O is the Chief Executive Officer of a large quick service 

restaurant franchise.  This chain is currently investigating the attractiveness of 

multiple unit ownership and he was particularly helpful in clarifying the 

appropriateness of the constructs developed in stages one and two of this 

research. 

• Respondent P was a multiple unit franchisee within the quick service 

franchising sector.  This person owned and operated three stores within the 

South East Queensland region. 

• Respondent Q is a legal practitioner specialising in franchising documentation 

and disclosure requirements under federal Code provisions.   

• Respondent R is a Professor in the Marketing department of a Queensland 

university.  He was able to instruct the researcher as to how well the questions 

were measuring the variables contained within the revised conceptual model 

of multiple unit franchising.   
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• Respondent S is the current chairman of a national franchising body, the 

author of franchising texts, holds directorial positions in a range of private 

sector companies.  In addition he has consulted with over 200 franchisors 

from a variety of different industries and has directed public policy initiatives 

relevant to the franchising sector.   
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Appendix 6.1 
Interpretation of findings 

 
Summary report – Interview 2 (L) 
 
Interview details.    
Interviewee.    Mr. xxx  
Position.    Licensee   
Date and time of interview. July 2003, 2.30-3.15 pm.  
Unit holdings.   Multiple unit franchisee 
 
Interview plan.     
 
Opening questions 
 
1.1 ‘Could you please detail your experiences with franchising?  Your 

experiences with multiple unit franchising? 
 
1.2 ‘What motivated you to first enter franchising? What motivated you to own 

and operate two or more units within the franchise system?’  ‘That is, what 
advantages did you expect from becoming a multiple unit owner in your 
system?’ 

 
1.3 ‘Were there any significant factors that hindered or facilitated your adoption 

of multiple unit franchising arrangements?’  
 

Probe questions.  The following probe questions were available for use to test the 
inferences drawn from the earlier interview.  These prompters were only used when the 
interviewee did not directly raise an issue that had already been addressed in earlier the 
earlier interview, or to reiterate agreement with a point made by the interviewee. 
Financial benefits 
 
2.1 ‘Before joining the system, what financial benefits did you associate with 

becoming a franchisee?’ (no examples given). 
 
Marketing benefits 
 
3.1 ‘Before joining the system, what marketing benefits did you associate with 

becoming a franchisee?’ (no examples given). 
 
Operational benefits 
 
4.1 Before joining the system, what operational benefits did you associate with 

becoming a franchisee? (no examples given) 
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Intrinsic motivations 
 
5.1 ‘Did any social motivations play a role in your choice to initially become a 
 single unit franchisee?’ (no examples given). 
 
Other motivational incentives 
 
6.1 ‘Are there any other factors that may influence the decision to become a single 

unit franchisee in this system?’ 
 

Empowerment 
 
7.1 ‘Do you think that power in a franchise system is a function of size?’  That is, 
 how big your unit holdings are, relative to other franchisees?’ 
 
7.2 ‘Did you believe that multiple unit franchising was a way of gaining more 
 decision-making influence in your franchise system?’ 
 
 Economies of scale 
 
8.1  ‘When you decided to become a multiple unit franchisee, did you expect that you 

 could accrue any savings because you had more units?’ 
 
8.2  ‘Did you believe that multiple unit franchising was a way of reaping savings 

 arising from economies of scale in your mini-chain?’ 
 
Franchisee liquidity 
 
9.1 ‘Do you believe there is a relationship between capital availability and the 
 decision to purchase more units?’  ‘That is, a franchisee’s access to capital and 
 multiple unit franchising?’ 
 
9.2  ‘Was your access to capital a motivating factor to purchase more units in the 

 system?’ 
 
Entrepreneurial orientation 
 
10.1 ‘Are there any differences between single an multiple unit franchisees in the 

 following areas: 
• proactiveness; 
• innovativeness; 
• willingness to take risks; and 
• seeking new opportunities. 
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10.2 ‘Are there any differences in the above areas, between area developers and 
 franchisees that expand one unit at a time?’ 
 
Pre-empt future intra system competition 
 
11.1 ‘Did you enter into multiple unit arrangements in order to minimise the potential 

 competition from other franchisees in the system?’ 
 
The main issues perceived to influence the decision to enter single unit franchising 
arrangements from the franchisor’s perspective in order of importance. 
 
Single unit motivational incentives 
 
Brand/Trademark.  This respondent emphasised that the tradename of the system was the 
most important motivation to join this franchise.  This is important in customer 
relationship management.  Loyal customers provide revenue necessary to cover fixed and 
variable costs which reduces the possibility of insolvency.   
 
Working independence.  Independence is important because this respondent was not 
interested in just working for someone else.  He was initially attracted to the combination 
of independence and security associated with a recognised brand. 
 
Proven concept.  Very important because you don’t have to ‘pay as you get experience’.  
The system has standardised practices and a history of best performance in comparison 
with rival systems.   
 
Future financial gain.  Joining this system was a method of ensuring that there would be a 
given level of demand for the products and services.  Additionally, the processes enabled 
this demand to be met resulting in high turnover, sales and profits in the short and long 
run. 
 
Size of system.  The size of the system was a reflection of reputation, past success and 
current consumer loyalty.   
 
Corporatisation. Throughout the interview the respondent stressed that a major appeal of 
the franchise system was the way in which the executive worked in concert with 
licensees.  He believed that the separation of franchisor and franchisee roles worked well.    
 
Training and support. Is an integral part of the franchise concept.  The respondent 
suggested that this was particularly important when he first decided to enter the system to 
minimise problems in the initial stages of his company’s growth cycle.  Ongoing support 
in the form of seminars and field operative support was mentioned. 
 
Future growth potential.  The opportunity to grow unit holdings was a motivation, 
although the he focused upon ensuring that he could build a solid base with one unit 
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initially.  He believed that this would be a driving motivation for most franchisees 
entering the system. 
 
Allure of industry.  This respondent self-identified industry type as a motivation to enter 
franchising.  He felt that fast food retailers would always have a demographic to service.  
He used examples like car washing franchises that could be effected by drought, whereas 
‘people will always have to eat’.  Food was perceived as a maturing industry.  However 
this franchise was an evolving system that would realign its products to meet changes in 
demand.  He said that Australians were increasingly health conscious and the new menus 
were testament to how this chain would change to meet cultural shifts in demand.  He 
agreed that he had believed this to be true prior to entering franchising because he had 
seen the system grow and change over a period of years.  
 
The main issues perceived to influence the decision to enter multiple unit 
franchising arrangements from the franchisor’s perspective in order of importance. 
 
Multiple unit motivational incentives 
 
Empowerment.  This respondent emphasised that power is not related to size in his 
system.  Even larger franchisees that have upwards of five units have only one vote in the 
cooperative meetings.  Previous experience and successful operation are highly regarded 
by management.  Mostly, leadership council representatives are multiple unit operators.  
However, they are generally older and more experienced licensees that have gained 
respect from the executive over a period of years.  Service quality and value are the 
methods upon which franchisees are assessed.   If a franchisees scores well on these 
fronts, then they are likely to have greater influence in decision-making processes and 
outcomes. 
 
Economies of scale.  Multiple unit franchising allows savings because supervisors can 
attend to two or three stores reducing salary fixed costs.  Administration and accounting 
can be shared between stores although this affords only small savings in his chain of 2 
stores.  Anticipated economies of scale was only a minor enticement.  Not primary 
motivation which was to expand turnover and build profit over the long term.   
 
Capital accessibility.  This franchisor emphasised that access to capital does influence the 
decision to expand operations.  He stated that this growth strategy was not aimed toward 
minimising his financial risk but was a means of building on his current knowledge of 
operations.  Past experiences determine future approaches to growing unit ownership.  He 
suggested that he would not have entered into a multiple unit strategy if he didn’t have 
sufficient capital resources. 
 
Entrepreneurial orientation.  Throughout the interview this respondent displayed 
competitive aggressiveness.  Currently he was engaged in ‘price wars’ with competitive 
chains as well as other franchisees within his chain.  He had to extend his commitment by 
buying an additional co-branded franchise.  He mentioned the intention reinvest in the 
franchise – including the playground and additional franchising initiatives such at a café 
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adjunct to the restaurant.  Furthermore he suggested that he wanted to institute some 
sponsorship initiatives but had limited control over local operations.  Everything is 
standardised and procedures are built upon years of experience.  He emphasised that he 
trusted the franchisor’s direction implicitly and would follow the franchisor’s initiatives.  
When prompted, this respondent felt that area developers would be less entrepreneurial 
than multiple unit franchisees that expanded one by one. 
 
Sustain competitive advantage.  Multiple unit franchising is viewed as a method of 
maintaining a franchisee’s competitive positioning in the franchise system.  This was an 
important motivation when stores were offered in close proximity to the existing outlet.  
He confirmed that close proximity equates with stores located in neighboring suburbs.   
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Appendix 6.2 
Interpretation of findings 

 
Summary report – Interview 4 (D) 
 
Interview details.    
Interviewee.    Mr. xxx  
Position.    Licensee   
Date and time of interview. July 2003, 3.30 - 4.30 pm.  
Unit holdings.   Single unit franchisee 
 
Interview plan.     
 
Opening questions 
 
1.1 ‘Could you please detail your experiences with franchising?’   
 
1.2 ‘What motivated you to first enter franchising?’ ‘That is, what advantages 

did you expect from becoming a franchisee in your system?’ 
 
1.3 ‘Were there any significant factors that hindered or facilitated your adoption 

of multiple unit franchising arrangements?’  
 

Probe questions.  The following probe questions were available for use to test the 
inferences drawn from the earlier interview.  These prompters were only used when the 
interviewee did not directly raise an issue that had already been addressed in earlier the 
earlier interview, or to reiterate agreement with a point made by the interviewee. 

 
Financial benefits 
 
2.1 ‘Before joining the system, what financial benefits did you associate with 

becoming a franchisee?’ (no examples given). 
 
Marketing benefits 
 
3.1 ‘Before joining the system, what marketing benefits did you associate with 

becoming a franchisee?’ (no examples given). 
 
Operational benefits 
 
4.1 Before joining the system, what operational benefits did you associate with 

becoming a franchisee? (no examples given) 
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Intrinsic motivations 
 
5.1 ‘Did any social motivations play a role in your choice to initially become a 
 single unit franchisee?’ (no examples given). 
 
Other motivational incentives 
 
6.1 ‘Are there any other factors that may influence the decision to become a single 

unit franchisee in this system?’ 
 
The main issues perceived to influence the decision to enter franchising 
arrangements from the single unit franchisee’s perspective in order of importance. 
 
Franchise reputation.  The trademark is the most important motivation because it 
determines the marketability of the chain.  This respondent emphasised that a history of 
self-employment had given him an understanding of the difficulties associated with 
running an independent business.  He suggested that he had inadequate liquidity to 
advertise so as to attract and retain customers.  Therefore, he believed that greater 
security was associated with a recognised and reputable organisation because it has high 
brand awareness and advertising budgets.  This resulted in customer loyalty in the long 
term.  This company is a market leader and offers a ‘blueprint for success’.  The 
franchisor has a better knowledge of economic conditions making it a safer alternative to 
going out on your own.  Everything is standardised from the store layout, packaging, 
cooking procedures and equipment, to end-user customer service management.   
 
Proven concept.  The business has been successful in the past, therefore there is every 
likelihood that it will continue to be so in the future.  Everything is standardized leaving 
little room for error.   
 
Financial incentives.  This respondent stated that it was important to choose a franchise 
that required a high initial investment (start up capital and franchise fees) because this 
was a reflection of the reputation of the franchise.  If a franchisee pays a high fee to get 
into the system, then he should expect a return on investment that exceeds other possible 
investments. Its also easier to raise capital for a franchise.  Franchises are more likely to 
succeed in the short term, allowing you to build for your retirement.  They are also 
cheaper to run due to the buying power of the franchisor.  Bottom line is that you get 
back what you put in to the business as long as you build upon what has worked in the 
past.  You need to be at the store to ensure that your staff are complying with the 
guidelines.   
 
Operational incentives.  Initial and ongoing training is very important.  The length of time 
that franchisees have to train is indicative of the quality of the franchise.  Again, this 
respondent equated high demand for franchises with quality and high financial returns in 
the future.  Ongoing training is important.  We attend seminars and have area managers 
appraise our business operations.  Also have access to other franchisees and corporate 
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executives (e.g. Business development managers) that offer advice and can be called on if 
there is a problem.  Superb backup facilities.  The franchisor listens when you don’t 
understand how to do something.  You don’t need to be a management whiz, you just 
need to follow the directions given in seminars and the manuals.   
 
Franchisor experience.  The franchisor’s experience and ‘mindset’ is the most important.  
These are fundamental to a franchisee’s success.  If franchisors have good business 
acumen, then they will be more likely to be able to direct the organisation for the benefit 
of all.  Franchisors can restrict a franchisee’s choices.  He emphasised that a history of 
good performance was a good indication of the reputation of the system.   
 
Formalised management procedures are necessary in the areas of logistics and supply 
management,  and in dealing with customer complaints.  
 
Social motivations.  Independence in marketing in my community is important. Provides 
the opportunity to offer secure positions for good staff and your spouse. 
 
Other incentives.   
 
Franchisee experience.  My experiences with the company encouraged me to look into 
owning a franchise.  My previous experience in self employment wasn’t a smooth ride.  
Needed something with more security and potential for growth.  This respondent stated 
that he trusts the franchisor implicitly, especially given the uncertainty in the industry.  
Throughout the interview he mentioned that franchising was a partnership that relied 
upon input from both the franchisor and franchisee. 
 
At the end of the interview the respondent was asked to rank the motivations he had 
raised during the discussion. 
 
Ranking of motivations 
 

1 Trademark. 
2 Proven concept. 
3 Expected financial returns. 
4 Initial and ongoing training and support. 
5 Franchisor experience. 
6 Formalised and standardised management procedures. 
7 Operational independence at local level. 
8 Previous franchisee experience with the chain. 
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