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ABSTRACT 

Franchising is a popular form of distribution for products and services that makes a 

significant contribution to the Australian economy. Traditionally, franchisors (the 

principal in the franchise relationship) maintain rigid control over their systems. Thus 

the focal point for this research, co-branding (the blending of another brand into the 

original franchise concept), is in itself a conundrum worthy of investigation.  

 

Franchising research is dominated by theoretical foundations of agency theory, resource 

constraints theory and transaction cost economics which debate the initial adoption of 

the franchising model and its subsequent use by organisations. Academic investigation 

in an Australian context is found to be disparate at best with little development found 

regarding franchise models of growth. Two American studies of franchise co-branding 

are identified but fall short of explaining this phenomenon as an expansion strategy in 

mature franchise systems. Therefore the significance of this study resides in the creation 

of theory explaining the adoption of the complex growth strategy of co-branding in the 

context of franchising. 

 

A grounded theory methodology is adopted to gather and analyse data from a limited 

range of organisations using franchisors as the unit of analysis. Almost three hundred 

pages of data were gathered from a range of national executives and company 

documents to triangulate to an organisational perspective. Throughout meta-

triangulation a further one hundred and fifty pages of notes/analysis were created. This 

process identifies dynamics between brands (as representations of the organisations 

involved) through comparison so problems and issues most important to respondents are 

presented. These comparisons form propositions. Propositions form the basis of the 

theory. 

 

The theory of maintaining franchise system isotropy is multi-faceted. Systems establish 

external co-brand alliances utilising high quality brands. Once external relationships are 

established franchise systems create brands internally. This results in higher levels of 

system resilience. In the search for resilience, franchisors subjugate their positions in 

order to minimise exposure to external brand alliances and maximise franchisee 

adoption of the internally created co-brand. Transition from external co-brands to an 

internally created strategy is identified as transcendence. Transcendence is characterised 



by the original franchise brand transferring its brand attributes to the newly established 

co-brand. Maturity of the co-brand relationship results in bilateral leveraging of brand 

attributes. To maximise the retail co-brand strategy brand migration is instigated to 

establish the most effective locations. 

 

When these facets are combined, the theory of maintaining franchise system isotropy 

emerges. Franchise systems view themselves as invariant (unaffected by a designated 

operation or transformation). This view drives strategy decisions from which franchise 

operations remain the same. This behaviour is described as isotropic and explains the 

strategic organisational process in this context. 

 

This approach forms the basis of a compelling argument against the ownership 

redirection debate (where franchise systems may choose to buy back franchised outlets 

as they mature). The combination of franchising and incentives/subsidisation produces 

extra-contractual obligatory behaviour highlighting new perspectives for the agent-

theoretic argument by characterising the principal/agent relationship as ‘deeper’ and 

therefore must be redefined within the context of franchising. Further, an increase in 

transaction costs from this strategy notionally supports a need for company-owned 

operations (as franchisees needed to be compelled by subsidy to adopt this strategy).  

 

Hence, the theory of maintaining franchise system isotropy provides an explanation that 

extends previous thought in this area and introduces new concepts and perspectives to 

more effectively understand this complex organisational process. Therefore this study 

has academic implications for franchising research and the broader marketing 

management and channel strategy areas. Further implications for franchise systems are 

also identified. Future investigations to develop the different facets of the theory are 

necessary to provide a fuller understanding of this phenomenon. 
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Chapter 1 

Introduction to Research 

1 Introduction 

Franchising, as a method of business distribution, has developed and matured 

significantly in recent times (Dant, 1995; Wright & Frazer, 2007). Most franchise 

systems manifest as retail outlets from which a significant portion of sales occur (as a 

contributor to gross domestic product) in most economies around the world (Frazer, 

Weaven, & Wright, 2008; Organisation for Economic Cooperation and Development, 

1994). As a result of this economic contribution, franchising generates a high profile, 

for government regulators, in the media and in social sciences. Thus, much discussion 

surrounds the operationalisation of franchising, the subsequent legal ramifications and 

the theoretical underpinnings explaining its adoption and development by companies to 

distribute their product or business format (Elango & Fried, 1997; Organisation for 

Economic Cooperation and Development, 1994; Oxenfeldt & Kelly, 1969; Terry, 

1991).  

 

Traditionally, franchising relies on the replication of a ‘system’ to new locations by 

investors who can actively participate in day-to-day system operations (Oxenfeldt & 

Thompson, 1969). Replication of the system is monitored by the franchisor, generally 

with practices that instill a strong cultural values intra-system to ensure limited 

deviation from the original concept (Felstead, 1993; Price, 1997). Nevertheless, over the 

past two decades franchising has deviated from this original ‘mom and pop’ 

prototypical franchise unit (one couple owning and operating one retail outlet) 

incorporating more complex models of franchise system structure (Dant, 1995; 

Kaufmann & Dant, 1996; Wright & Frazer, 2007). 

 

Research exploring and explaining franchise phenomena such as the ‘prototypical’ 

model and the franchise relationship occurred over a similar period (Castrogiovanni & 

Justis, 1998; Elango & Fried, 1997). In contrast this research attempts to explain the 

emergence of a new concept in franchising, that of co-branding, as a stimulant for 

growth in mature systems (Wright & Frazer, 2007).  

 

This Chapter offers a background to this research topic; specific discussion of the 

research problem; a subsequent justification of the research; a brief summary of the 
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methodology used to gather and analyse data; an introduction to the concept of 

franchising; and definitions applicable to this research. The scope of the research is then 

identified followed by a summary structure of this thesis. Figure 1 outlines the sections 

of this Chapter. 

 

Figure 1.1 Structure of Chapter 1 

 
 

1.1 Research Background 

Franchising has experienced significant growth worldwide over the past four decades 

(Fladmoe-Lindquist, 1996; Frazer et al., 2008; Organisation for Economic Cooperation 

and Development, 1994). While franchising can be traced back to medieval origins, real 

growth first occurred in the United States of America (US) during the 1950s and 1960s 

(International Franchise Association, 1997; Justis & Judd, 2003). At that time the US 

‘free market’ economy and laissez faire approach to entrepreneurial activity and 

business development provided many franchise systems with an opportunity to flourish 

exponentially (Fladmoe-Lindquist, 1996). Domestic saturation was followed by 

international expansion, so franchising became more readily accepted globally as a 
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distribution model for business and retail destination for consumers (Brickley & Dark, 

1987; Fladmoe-Lindquist, 1996).  

 

The literature through this period lacked scope. Given the embryonic nature of the 

franchising phenomenon, a restricted paradigmatic approach to research is of little 

surprise. For example, theoretical explanations for a company’s motivation to franchise 

sought to highlight the transition from company ownership to a franchised model, and 

whether post-expansion, a return to private ownership would occur (Oxenfeldt & Kelly, 

1969; Oxenfeldt & Thompson, 1969). This discourse posited that companies were 

resource scarce (limited investment capital for outlet expansion) thus requiring external 

capital from prospective franchisees (Hunt, 1973, 1977; R. Martin, 1988). Limitations 

to this theory became apparent as systems continued to grow utilising the franchise 

model, even as large corporations (Brickley, Dark, & Weisbach, 1991; Lafontaine, 

1992). The actions of these large corporations then became the foci of research in which 

the notion of ownership redirection dominated (Jensen & Meckling, 1976; Rubin, 

1978). This predication posited that as systems reached critical mass franchisors would 

acquire franchised outlets and return to a single ownership format (Lafontaine & 

Kaufmann, 1994). At this time the application of agency theory to the franchise 

relationship emerged, purporting that a franchise relationship best delivered business 

activities through the contractual alignment of franchisor and franchisee interests 

(Carney & Gedajlovic, 1991; Combs & Castrogiovanni, 1994; Dant, 1995). This agent-

theoretic perspective addressed many aspects of franchise relationship. However, 

pluralist systems (a combination of company owned and franchised outlets in the same 

system) became a common form of franchise system structure (Shane, 1996). This 

plural form of franchise organisation emerged, reintroducing the ownership redirection 

debate – would franchisors acquire existing franchises once growth objectives had been 

reached, thus returning the company to a non-franchised structure (Dant & Gundlach, 

1998; Hendrikse, Tuunanen, Windsperger, & Cliguet, 2008; Preble, 1995; Stanworth & 

Curran, 1999).  

 

As franchising developed through the 1990s it became increasingly viewed as a mature 

distribution method (Elango & Fried, 1997; Kaufmann & Dant, 1996). Hence, research 

foci shifted to the nature and management of franchisee-franchisor relationships (Blair 

& Lafontaine, 2005; Fladmoe-Lindquist, 1996; Frazer, 2000; Stanworth & Curran, 

1999). Legal perspectives of the franchise relationship then pervaded the literature, 
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highlighting the nature and causes of franchise system conflict (Frazer & Terry, 2002; 

Kaufmann & Ergolu, 1998; Lim & Frazer, 2001; Price, 1997; Terry, 1996). This theme 

continues to develop with a particular focus on the Australian franchise sector. (Frazer, 

Giddings, Weaven, & Wright, 2007; Frazer, Merrilees, & Wright, 2007; Frazer & Terry, 

2002; Frazer & Winzar, 2005; Giddings, Frazer, Weaven, & Grace, 2009).  

 

Internationalisation of franchise systems also emerged as a strong theme in the literature 

(Castrogiovanni & Justis, 1998; Fladmoe-Lindquist, 1996; Huszaugh, Huszaugh, & 

McIntrye, 1992; Julian & Castrogiovanni, 1995; McCosker, 1996b; Monye, 1997; 

Preble, 1995) defining the underlying processes, motivations and preferred options for 

franchise systems to expand across borders. 

 

This portrayal of franchising research, while limited, highlights the strategic approach 

adopted by academe in their search to understand this method of distribution. 

Motivations to franchise; the continuation of the franchise arrangements, the nature and 

management of the franchise relationships; subsequent causes and effect of franchise 

conflict and the internationalisation of the franchise model has presented a vast, but 

deep understanding of the franchise model. However, predication of this research is 

based on an unchanged franchise system model (i.e. one brand per system). The notion 

then, of a co-brand arrangement, seems alien when contextualised within the franchising 

research paradigm. 

 

In the next section the research problem is identified and presented as subtext to this 

thesis.  

 

1.2 Research Problem 

The evolution of system structure (e.g. franchisee multiple unit ownership) is now 

established as a recognised expansion strategy for mature franchises (Kaufmann & 

Dant, 1996; Weaven & Frazer, 2003; Wright & Frazer, 2007). However, scant research 

reflects contemporary franchise system development trends (Weaven & Frazer, 2007b; 

Wright & Frazer, 2004). As research into franchising continues to focus generally on 

intra-system relationship structure and system expansion, this thesis seeks to identify 

the deeper meaning of brand modification within mature franchise systems. 
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Notionally, franchisors have a range of choices to expand mature systems. For example, 

development of discrete business concepts intra-system represents one strategy that 

could be adopted by some franchise systems (see Allied Brands development of more 

than one business format in order to sell discrete systems to new franchisees) (Allied 

Brands, 2010). Modification of the original business format (which mature non-

franchised systems undertake regularly) is also identifiable as a valid alternative. The 

demise of Klein's Jewellery franchise system highlights an example of the tragic results 

if a business does not remain connected to its target market through concept updates 

(Coleman, 2008). However, in comparison, the adoption of a co-brand strategy appears 

an unnecessarily complex method for mature franchisors to refresh and expand their 

systems. 

 

Franchise systems develop rigid cultures to ensure that system operations remain 

inflexible (Felstead, 1993; Price, 1997). Therefore to reinvigorate the original business 

format through the insertion of another completely new business format into current 

franchise operations, presents many problems that appear extremely difficult for 

franchisors to overcome. 

 

So the focal objective for this research is: 

 

To develop a theoretical model explaining the emergence of franchised co-branding 

 

This broad objective encompasses a range of interconnected research objectives which 

commenced with the initial question, why do franchisors adopt a co-brand strategy? As 

research developed, antecedents, motivations and consequences of this brand strategy 

were identified generating more specific research questions that were woven into 

process as it progressed. They are: 

 

1. What are the motivations for franchise systems to co-brand externally? 

2. What is the nature and scope of externally based franchised retail co-brands? 

3. What is the catalyst to create co-brands internally as a mainstream franchise 

strategy? 

4. Why do franchise systems seek to utilise current franchisees in this strategy? 

5. What is the nature and scope of internally created franchised co-brands? 
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6. Why do these internally created co-brands evolve in different ways (in different 

franchise systems)? 

 

Given the limited academic interest surrounding this phenomenon over the past two 

decades (Castrogiovanni & Justis, 1998; Elango & Fried, 1997; Hendrikse et al., 2008) 

this thesis identifies and objectifies a future research stream important to the broader 

area of marketing channels. Franchising remains a sophisticated distribution method 

predominantly for business formats in the retail sector within the marketing channel 

paradigm (Berman, 1996; Coughlan, Anderson, Stern, & El-Ansary, 2006; Justis & 

Judd, 2008; Pelton, Strutton, & Lumpkin, 2002). As systems create new methods of 

expansion, the need to critically examine emerging phenomena such as co-branding, is 

critical. Therefore the contribution of this research to the broader area of channel 

strategy and design is important. 

 

1.3 Justification for the Research 

Little research has been conducted into the area of co-branding in the franchising sector. 

Two previous studies directly related to this thesis were identified and utilised in the 

formation of the research problem. Firstly, a study by Young, Hoggatt & Paswan (2001) 

explored food franchisors and their adopted co-branding methods. Findings indicated 

limited willingness to collaborate with external partners and therefore a propensity to 

develop a second brand internally. Given the limitations of this exploratory study, 

further research was recommended to understand the motivations behind the choice of 

co-branding as a franchised expansion option. The second study by Dahlstrom & Dato-

On (2004) developed conceptual theoretical underpinnings for external retail co-

branding as a mandate for future research. While conceptually this paper is recognised 

as quiet strong, two limitations are apparent. The unproven nature of the conceptual 

approach limits the application of the findings to the actual strategies adopted by current 

franchisors, and secondly, the presumption of external co-branding strategy precludes 

any discussion of internalised arrangements. The scope and depth of franchising 

research provides little framework for research  

 

The limited nature and scope of co-branding literature provides further justification for 

this research. Co-branding was identified as a significant growth strategy in the early 

1990s. This seminal work by Rao & Rueckert (1994) provided trajectory to a stream of 
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research determining the management and subsequent consumer behaviour outcomes of 

a co-brand strategy (Grossman, 1997; Park, Jun, & Shocker, 1996; A. Rao & Ruekert, 

1999; Simonin & Ruth, 1998). However, the basis of this research was product based. 

Hence, little research on the phenomenon of co-branding is evident in a retail or 

business format context (Bengtsson & Servais, 2005; Leuthesser, Kohli, & Suri, 2003; 

Motion, Leitch, & Brodie, 2003).  

 

Given that most franchising delivers a retail concept (rather than products) and that co-

branding has significant presence in the retail sector, this, combined with the paucity in 

both branding and franchising research paradigms provides substantive justification for 

this thesis. Further, the significance of this approach can provide the framework to 

explore future and as yet unidentified, areas of concern. In the next section a discussion 

of the method selected for this thesis will take place. 

 

1.4 Methodology 

Grounded theory was selected to overcome the deficiencies created from a paucity of 

research (lacking scope and depth) in the broad research area and the limited data 

sources available. Few organisations co-brand but once adopted, large numbers of 

franchised units reflect the co-brand strategy. As a result, the phenomenon is prolific in 

the retail sector. This has presented the unique situation of a large representation of an 

unusual phenomenon but with little access to relevant data sources. While other 

methods of qualitative research methods (for example, case study and discourse 

analysis) were available, the general tenet within the qualitative research field is for the 

availability of a significant number of data sources (Eisenhardt, 1989b; Gummesson, 

2000, 2005; Yin, 2003). Therefore, given the limited access to data sources and the 

limited value of previous research providing no validated explanation of the 

phenomenon, grounded theory was selected as a method by which explanation could be 

generated within the context of this research. 

 

Grounded theory is considered a common method to create theory from limited data 

sources and therefore the best method from which to understand franchised retail co-

branding without a predetermined framework. Grounded theory systematically 

generates theory from data through an iterative process of data collection and axial 

theorising (Glaser, 1992; Parry, 2004). The main goal is to formulate hypotheses based 
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on conceptual ideas (Locke, 2001) through constant comparison of data as it is 

collected. Iterative analysis conceptualises data already collected and what data should 

be collected next (through deductive reasoning) to ultimately create a formal theory 

(Strauss, 1987). Simultaneously, the analytic process reveals the participants’ main 

concerns and how resolution is found. Grounded theory does not aim for ‘truth’ but 

conceptualises events to a single explanation (Glaser & Strauss, 1967). Data is therefore 

generalised to a core category or what is termed as a basic social process (Glaser, 1978). 

In the next section definitions specific to this thesis are explained. 

 

1.5 Definitions 

In this section definitions of franchising and co-branding are discussed. Franchising is a 

complex distribution method. Its complexities can give rise to misconceptions 

surrounding its modus operandi. Defining the structure of a franchise is therefore 

important to contextualise this research. Further, as this research developed, the 

definition of co-branding utilised as the basis for investigation became embroiled in 

controversy (a discussion to be had at a future time). The preconceptions of academe 

gave rise to many firmly embedded notions of product based co-branding definitions 

which did not easily transfer to the concept of retail co-branding. Therefore, to 

contextualise the concept of co-branding in this research a definition is discussed 

extensively. 

 

1.5.1 Franchising 

Franchising is easily recognised by examples such as McDonalds or KFC. However, 

this everyday view provides a limited and superficial perspective of what is, in reality, a 

complex business relationship and marketing channel strategy. Therefore, a myriad of 

definitions of franchising are discussed in this section describing the different aspects of 

a franchise business system and subsequently providing a deeper comprehension of 

franchising in the context of this research. Definitions of franchising can be found in the 

marketing and legal disciplines and the franchising sector itself. These provide a range 

of perspectives from which the franchisee/franchisor relationship is viewed. These 

definitions are explored with a view to creating a framework that is adopted for this 

thesis. 
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Definitions cited from the franchising sector seem simplistic. The International 

Franchise Association (IFA) Educational Foundation describes franchising as, “a 

method of distributing products or services. At least two levels of people are involved in 

the franchise system: (1) the franchisor, who lends his trademark or trade name and a 

business system; and (2) the franchisee, who pays a royalty and often an initial fee for 

the right to do business under the franchisor's name and system.” (International 

Franchise Association, 2001, p. 1). While some aspects of the relationship are 

described, there seems little consideration of the ongoing dynamics of the franchise 

structure. The Franchise Council of Australia (FCA) describes franchising in even 

simpler terms as, “… essentially a marketing concept – an innovative method of 

distributing goods and services.” (FCA, 2007, para. 2). These definitions do provide a 

deep understanding of the franchise relationship and appear self-serving in nature. 

 

Within the discipline of marketing, the essential features of a franchise relationship 

include the franchisor’s provision of know-how, trademarks, business support, training 

and development, and (often) trading area exclusivity in return for royalties (ongoing 

fees), other payments and/or compliance to rules and standards by the franchisee (Justis 

& Judd, 2003). These features optimise market penetration and customer loyalty (Blair 

& Lafontaine, 2005). A franchise is also described as the distribution (by duplication) of 

a business concept allowing hands-on investors with little or no experience in a 

particular industry to enter a business with an established operating system. The 

physical embodiment of the business is a franchise unit that can be owned by the 

franchisor in the form of company owned units or the franchisee as franchised units. 

Both types of operation make up the franchise system (Elango & Fried, 1997). Thus, a 

franchising relationship is developed between a franchisor and franchisee through the 

development of a business concept and a range of activities which support that concept 

once the franchise unit has been established. 

 

Similarities are also found in the legal definitions of the franchise relationship. However 

the focus changes to the obligations of both parties to the contract or franchise 

agreement (Butterworths, 1997). Rubin (1978, p. 224) posits that, “a franchise 

agreement is a contract between two (legal) firms, the franchisor and the franchisee. The 

franchisor being the parent company that developed some product or service for sale; 

the franchisee is a firm set up to market the product or service in a particular location. 

The franchisee pays a certain sum of money for the right to market this product.” The 
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Australian Franchising Code of Conduct (the ‘Code’) (1998), provides a more 

comprehensive definition of the franchise arrangement combining the marketing and 

legal perspectives in which four elements must be present for a franchise arrangement to 

fall under the auspices of the Code. The elements are: 

 

 An agreement in writing, or wholly or partly oral or implied 

 the franchise agreement must include the granting by one person (the 

franchisor) to another person (the franchisee) the right to carry on the 

business of offering, supplying or distributing goods and services in 

Australia under a system or marketing plan substantially determined, 

controlled or suggested by the franchisor or an associate of the 

franchisor 

 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, advertising or other commercial symbol; 

 a qualification of the validity of a franchise contract by the exchange 

of value 

 

While legal obligations are fundamental to the maintenance of the franchise 

relationship, they do not contribute to the complex interrelationships between franchisor 

and franchisee and/or the franchise system to the consumer. 

 

In summary, most definitions of franchising (including the franchise system and the 

subsequent franchising relationship) cover five basic elements that will form the 

framework in this research. They are: branding of a name; an easily replicated business 

system; a licence to use the branding and system; the payment of some form of direct or 

indirect consideration by the franchisee to the franchisor; and the investment and 

ownership of the assets of the franchised business by the franchisee (Mendelsohn, 

2004). The discussion of these definitions gives a specific understanding of the different 

aspects of the franchise relationship.  

 

Under this definition three forms of franchising are evident. The three types are 

described as follows: 

 

Manufacture Franchising – In this model of franchising, the franchisor supplies raw 

materials, and/or specialised knowledge to a franchisee. The franchisee then 

manufactures and distributes the finished product. It is common in the soft drink 

industry (for example Coca-Cola Global grants a license to Coca-Cola Amatil) where 
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independent bottlers produce and distribute the product under a franchised arrangement. 

The arrangement is operationalised by the provision of know-how or a secret ingredient 

associated with the product to the franchised processor or manufacturer with limited 

control exerted by the franchisor on the nature of franchisee operations (Justis & Judd, 

2003). 

 

Product Franchising – Product franchising is commonly used in motor vehicle 

dealerships and petrol retailing. For example, General Motors Holden grants a franchise 

to Barton’s City Group Holden where the distributor acts as an outlet for the products of 

a manufacturer. The distributor often has an exclusive right to sell the product within a 

specific territory. Under this structure, the franchisor exerts very little control over the 

business format or how the sales are affected. Exceptions occur in relation to trademark 

usage and product promotion (Mendelsohn, 2004). 

 

Business Format Franchising – Under business format franchising the franchisor 

promotes a unique business system incorporating a trade name and system. For 

example, McDonalds Corporation t/as McDonalds Restaurants and McCafe). 

Franchisees adopt the brand and business system via standardised procedures to run 

their own businesses. The characteristics of business format franchising include the 

adoption of operational and marketing systems, ongoing support and training, and 

standardised outlets. Franchising is used across a wide range of industries such as fast 

food, retail, real estate, business services, education and construction. The majority of 

franchises operating today are business format franchises (Justis & Judd, 2003; 

Mendelsohn, 2004). This type of franchising is the focus of this thesis. 

 

Business format franchising is accepted as an efficient organisational form in many 

economies (Preble, 1995). Efficiencies derived from this format include economies of 

scale, increased efficiency in operations of each outlet and localised marketing activities 

and operations. Franchisors strive to maximise these efficiencies through cost reduction, 

image consistency, and franchisee satisfaction (presumably through profitable 

operations). The efficiencies are promoted via system-wide standardisation with local 

adaptation. The dichotomy existing between system standardisation and local adaptation 

is mediated by the simple nature of the business concept where low key variations are 

created to satisfy local consumer needs.  
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These variables are unique to business format franchising and include product/service 

deliverables, benefits communicators, system identifiers and format facilitators 

(Kaufmann & Ergolu, 1998) as illustrated in Table 1.1. When these variables are 

combined they define the image, operation and corporate governance of a system and 

represent the managerial considerations in the franchise strategy (Hoffman & Preble, 

1991). 

 

Table 1.1 Facets of Business Format Franchising 

Variable Explanation Example 

1. Product/service 

deliverables 

Business/retail concept or offering McDonalds Restaurant 

2. Benefits 

communicators  

Promotional statements reinforcing 

product deliverables 

“I’m Loving It” 

3. System identifiers  The franchisor’s 

brand/logo/name/mantra 

The Golden Arches & 

Ronald McDonald 

4. Format facilitators  Operations/training/management 

systems/manuals 

McDonalds Training and 

Management System 

Source: Adapted from Hoffman & Preble (1991) 

 

 A specific definition of franchising has been enunciated contributing to the discussion 

of three types of franchising. Business format franchising is the most common form of 

franchising. It is this format of franchising that is most referenced to throughout the 

research. Following is a discussion of co-branding which will provide the context of the 

phenomenon under investigation in this research. 

 

1.5.2 Co-branding 

To better construct a framework of co-branding, a brief explanation of branding 

theory highlights relevant foundations within the broader literature. Branding is 

described as the process of leaving a unique signature on an object for the purpose of 

identifying the owner or owners of a particular item. Historical links for contemporary 

branding can be traced back to the use of a uniquely shaped (branding) iron, heated and 

used to ‘burn’ a mark of possession onto animals (or humans). The modern form of 

branding has a similar adaptation but rather than a physical application, the purpose 

now is to leave an indelible mark in a consumer’s memory for the purpose of positive 

recall in the purchasing process (Temporal, 1999) . 

 

Management of the branding process in the modern business era utilises brand features 

and benefits created by the firm, with the intent of portraying a specific company 
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identity, thus forging a unique image in the mind of the consumer (de Chernatony, 

1998; Temporal, 2000). The consumer forms a specific perception in their mind of the 

brand that represents a predetermined position within the market. This process of brand 

management, if done skillfully, increases brand equity (K Keller, 2008). The initial 

phase of branding can evolve into a much broader intra-organisational process with 

management of multiple brands, associated with multiple products. Brand portfolio 

strategies can then be further developed including inter-organisational brands to 

enhance and maximise the originating company’s brand value. This process of brand 

architecture can include the formation of a family brand, parent brand and sub-brands 

within the same portfolio by means of brand categorisation (brands into different 

markets) and line extensions (extension of the brand into different segments of the same 

market) as well as co-brands (Aaker & Joachimsthaler, 2000; Kapferer, 1997, 2001; K 

Keller, 2003; Temporal, 2002).  

 

The majority of literature concentrates on brand with a product focus (Aaker, 2004; de 

Chernatony, 1998; K Keller, 2003) rather than brand as an organisation (Temporal, 

2002). This fundamentally shifts the nature of co-branding in the process of brand 

architecture (Aaker & Joachimsthaler, 2000; K Keller, 2003). Organisational branding, 

especially for retailers, carries the same characteristics as a product-related brand but 

becomes the major communicator of the company that is then portrayed in the firm’s 

retail offering. In product branding these identities can be separated. But in retailing, a 

direct relationship between brand identity and corporate identity can be surmised. 

Organisational brand identity has less freedom than in a product related brand. 

Therefore, a company-named brand as the external showpiece portrays a story to a 

larger audience and presents the culture of the companies from which they emanate 

(Aaker, 2004; Kapferer, 1997). 

   

Co-branding within this framework of brand architecture (Aaker & Joachimsthaler, 

2000; Temporal, 2002) creates synergies across a range of target markets using a 

combination of intra-company and/or inter-company brands (A. Rao & Ruekert, 1994). 

This common definition utilised for co-branding is the combination of product based 

brands from different organisations or different businesses within the same organisation, 

to create one offering in which each contributes significant brand equity. One form of 

co-brand partnership can be a component, ingredient brand or endorser. For example, an 

endorsement of the Jaguar XJ8 in the James Bond movie Die Another Day, or a 
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composite mix utilising multiple master brands (for example, Telstra/Qantas/Visa Card) 

with strong associations built at cross-promotional level have been identified as co-

brands (Aaker & Joachimsthaler, 2000; Washburn, Till, & Priluck, 2000).  

 

Co-branding can also be represented by two different companies pairing their respective 

brands in a collaborative marketing effort or partnership (Kapferer, 1997; Temporal, 

2000). For example Pizza Hut and Video Ezy created a promotion in which a pizza meal 

and a range of videos for purchase were promoted on a printed medium for the one 

combined price. This concept can be extended to ingredient or product co-branding 

(Aaker & Joachimsthaler, 2000; Blackett & Boad, 1999; Boad, 1999; Kapferer, 2001; K 

Keller, 2003; Temporal, 2002) in which an ingredient is highlighted on a particular 

product offering. For example, Defiance flour on White Wings cake mix. Alternatively, 

a completely new product can be developed by combining the brands of two separate 

companies or divisions of a single company into a composite product. An example of 

composite co-branding is the joint brand venture between Frito Lay and Nestle to create 

Pretzel Flip, a chocolate covered pretzel (Temporal, 2000). Other forms of co-branding 

take place at an organisational level in which companies merge at a retail level to 

provide a business offering to specified target markets (Blackett & Boad, 1999; Justis & 

Judd, 2002; Young, Hoggatt, & Paswan, 2001). Examples include McDonalds with BP, 

and Subway with 7-Eleven in which retail franchise units operate at a single location 

with the same franchisee. 

 

In this research co-branding embraces a collaborative venture constructed to further the 

interests of two or more businesses in a planned, strategic format to attract multiple 

markets and/or market segments at a single location (Aaker & Joachimsthaler, 2000; 

Blackett & Boad, 1999). This complex customer focus differentiates this form of co-

branding from other forms of product brand associations. Therefore retail co-branding 

must encompass a number of brands being merged at specific locations to reach 

multiple target audiences (K Keller, 2003; Temporal, 2002). 

 

In this section definitions of franchising and co-branding were discussed to establish the 

framework that this adopts. In the next section the scope of the research is identified 

within the framework of the relevant literature. 

 



Chapter 1: Introduction to Research 

 

Maintaining Franchise System Isotropy: A Grounded Theory Of Franchised Co-Branding 15 

1.6 Scope of Research 

This research was born from a desire to explain co-brand strategy within franchise 

system structure. Early stages of the research attempted to contextualise the phenomena 

within the paradigm of brand strategy. While this theme remains significant, the 

research matured and crystallised within a franchise system structure. Therefore, the 

scope of this research seeks to explain the emergence of franchised co-branding within 

the franchise research framework. In the next section the structure of the thesis is briefly 

explained 

 

1.7 Structure of Thesis 

Chapter 2 provides an overview of franchising, its history and contemporary 

development. Evolution of the legal framework is then discussed as a precursor for new 

models of franchise distribution. Finally, Australian research studies are presented and 

discussed to highlight a significant ‘gap’ to contextualise this study. Chapter 3 

highlights epistemology, ontology and methodology, and provides the reasoning for the 

selection of the method of grounded theory. The history of grounded theory is exhibited 

to highlight the complexities and controversies that have developed since its inception 

in 1967. In Chapter 4 an extensive explanation of the adapted grounded theory method 

and its application in this study is given. Sources of data and the analytic processes are 

explained in detail. Data collection techniques, to present an organisational perspective 

and generalisation of the data to a strategic organisational process (instead of the 

traditional basic social process) are identified modifications.  

 

The early and mid-stages of the research process are presented in Chapters 5 and 6 

through the discussion and analysis of lower-order categories. Categorical properties are 

discussed in detail in the context of supporting data. These properties are summarised 

and propositions developed. An axial coding process takes place at the end of chapters 5 

& 6 which form the near-core categories of expanding with risk-aversion and brand 

trialling. 

 

Chapter 7 presents higher-order categories making up the core category of maintaining 

franchise system isotropy and discusses the properties making up what is defined as a 
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strategic organisational process. An analysis then takes place endorsing the theory as 

‘sound’ within key criteria developed by grounded theorists. 

 

Chapter 8 extends and contextualises the grounded theory within the extant literature 

adding to the robustness of the theory. Conclusions, contributions to theory and 

management applications are then discussed. Opportunities for future directions are 

outlined providing a trajectory for further contributions to academic literature beyond 

this thesis. 

 

 



Maintaining Franchise System Isotropy: A Grounded Theory Of Franchised Co-Branding 17 

Chapter 2 

Overview and History of Franchising 

2 Introduction 

This chapter presents the history and growth of franchising and identifies contemporary 

models new to the sector. A discussion of the regulatory regime governing the 

Australian franchise sector juxtaposes a mature domestic environment against new 

franchise growth strategies. Finally, an overview of literature is then given highlighting 

a deficiency of research in the area of franchise strategy in an Australian context. Figure 

2.1 outlines the sections of this chapter. 

 

Figure 2.1 Structure of Chapter 2 

 

 

 

2.1 The History and Growth of Franchising 

Franchising dates back to the 16th century (and perhaps prior), where governments used 

churches as tax collectors. As payment for collection, churches were rewarded with a 

percentage of the total collection. From the 17
th

 century, Singer Sewing Machines (a 

United States organisation), and a range of breweries in England, are considered the 

first to use franchising in a business environment. The method was used to boost the 
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financial capabilities of the firm, allowing desired capacity to be maintained while 

operational costs and productivity efficiencies improved (Justis & Judd, 2003). 

 

The industrial revolution in the latter part of the 19th century created an opportunity for 

the automotive industry to engage in franchising in order to increase the number of 

outlets throughout the United States. Most related industries such as oil, iron and tyres 

found franchising to be useful in improving profitability and expanding trading areas 

(Justis & Judd, 2003). The success of franchising then focussed on the use of local, 

financially independent operators who used the supplies of the franchisor to gain brand 

recognition. This distribution method successfully adapted to pharmaceutical, ice cream 

and soft drink companies in the early 1920s in the United States. Franchising was 

limited to product and manufacturing marketing channels until the 1950s (Stanworth & 

Smith, 1991). 

 

Franchising significantly increased in the 1950’s as a retail distribution method and is 

attributed to the development of business format franchising. As described, the business 

format franchised system works on the basis of rapid growth from low risk investment, 

coupled with the franchisee buying into a proven business system (Preble, 1995). 

Slower growth of franchising occurred in the 1960s as some fraudulent practices 

emerged (pyramid selling in the context of franchising). Although in 1968 franchising 

in the United States recorded sales of over $100 billion, 1969 saw a decline in 

franchising through the stock market crash and economic decline forcing people to keep 

their investments in the banks (Stanworth & Smith, 1991). 

 

The early 1970s saw an increase in franchising with a corresponding increase in 

operators looking for ‘quick’ returns. This resulted in the attempts by franchisors to 

form associations to improve the credibility of franchising (Caves & Murphy, 1976). 

The business environment stabilised in the 1980s with many analysts noting the 

apparent higher success of franchisees over independent operators. This continued to 

fuel the growth franchising. This success of franchising in the 1980s gave rise to a 

greater range of service businesses in the 1990s (Frazer, 2000). Subsequently 

franchising in Australia grew significantly from this period (Terry & Giugni, 2005). 

There are now some 1100 business format franchises in Australia holding 71,400 

franchised units with an estimated sales turnover of $130 billion and employing more 
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than 400,000 people in 2008 (Frazer et al., 2008). The next Section will detail the 

development of franchising in Australia. 

 

2.2 Franchising in Australia 

Little franchising was evident in Australia prior to 1970, except for product franchising 

in the petroleum and motor vehicle industries (McCosker, 1994). The introduction of 

fast food franchises such as KFC and McDonalds began a trend towards locally based 

systems which resulted in further expansion (Terry, 1996). Also, increased intensity in 

business competition during the 1970s and early 1980s resulted in the failure of many 

small and medium sized businesses. This encouraged growth in franchising as it was 

perceived as a safer alternative to independent operations providing a means for new 

small business people to benefit from an established business system and a recognised 

brand name (Terry, 1991). This growth in franchising could also be attributed to the 

absence of intrusive regulatory controls at 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, 2001; Terry, 1996). 

  

Franchising continued to grow at an accelerated rate during the 1980s. This was 

attributed to an increase in interest from the financial and public sectors. However, 

media interest in the failure of some high profile franchises prompted questions as to the 

appropriateness of franchising as a medium of distribution (Frazer, 2000). Although an 

empirical study by Williams (1992) found that franchise survival rates were greater than 

those of small business, there was nevertheless a growing interest in consumer 

protection and sector regulation. 

 

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 

membership to include franchisees and became known as the Franchise Association of 

Australia and New Zealand (FAANZ). With the growth in its membership and 

international affiliations, it then became known as the Franchise Council of Australia 

(FCA) in 1998 (with the New Zealand Chapter forming its own organisation). The aims 

of the association are to equally represent franchisors, franchisees and other franchising 

entities including marketing consultants, advisors, solicitors, accountants and brokers. 
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The association is currently responsible for liaison with government and the franchise 

sector in relation to policy development (FCA, 2007). These franchising interest groups 

and peak bodies promote, represent and support the sector in addition to government 

regulation. In the following section the evolution of the legal framework in Australia 

will be discussed. 

 

2.3 Evolution of the Regulatory Regime of Franchising in Australia 

While the evolution of the franchising sector has been extensively documented, little 

credence is given in franchising literature to the effects from regulation, especially in 

the Australian context (Frazer, 2000). Discussion of the legal framework of restraints of 

trade with relevance to franchising has taken place (Corones, 1999; O.E.C.D., 1994; 

Terry, 1996). This research outlines the development of the regulatory framework in 

Australia and outcomes the franchising sector has implemented. There appears to be no 

link between this research and recently developed models of franchising which 

significantly steered away from what has been described as the prototypical model 

(‘mom and pop’ owning and operating a single franchise unit) of a franchise operation 

(Kaufmann & Dant, 1996). 

 

In the 1980s sections of the TPA were modified to enhance macroeconomic competition 

through the facilitation of market access to new products and the promotion of inter-

brand competition (Corones, 1999). This new regulatory framework promoted the 

fundamental philosophy of franchising in Australia, which was to allow the duplication 

and rapid expansion of an simple concept and operating system so that new franchisees 

could quickly learn quickly with minimal ongoing supervision by the franchisor 

(O.E.C.D., 1994). Central to the development of franchising is the notion of this simple 

concept and how the sector was positively influenced by government intervention at 

that time.  

 

Rubin (1978, pp. 231-232) argued that the legal and regulatory framework could also 

negatively influence franchisors away from franchising if significant regulatory 

intervention affected the franchising relationship. This proposition was tested in 1998 

with the introduction of the Franchising Code of Conduct (1998) (The Code). However, 
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current trends indicate that rather than redirect ownership to company-owned 

operations, franchisors developed new strategies within the sector to continue 

franchised expansion processes. Table 2.1 outlines the influential elements and 

development of the franchising regulatory regime experienced in Australia. 

 

Table 2.1 Regulatory History of Franchising 

REGULATION CHARACTERISTICS 

Unregulated era 

(prior to 1981) 

 

No specific regulation governing the franchising sector. Reliance upon competition statutes 

governing commercial activity such as the Trade Practices Act 1974 (TPA -Commonwealth).  

For example, Section 52 of the TPA 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 

(1997-1
st
 July 1998) 

 

The federal government reviewed the recommendations of the Parliamentary Standing 

Committee on Industry, Science and Technology Inquiry into Fair Trading.   

Federal Regulation 

(1
st
 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. 
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Federal Regulation 

(1
st
 October 2001 – 

present) 

 

Code of Conduct reviewed with regard to the level of coverage of franchisors. A franchisor 

proposing to enter, renew or extend a franchise with an annual turnover of less than $50 000 may 

choose to provide a shorter (less rigorous) form disclosure. This requires the inclusion of only 11 

clauses of information (listed in annexure 2 of the code), in addition to those details of the 

commercial viability of the franchise: 

 details of the franchisor, including a summary of their last 10 years business experience 

(Items 1 and 2); 

 details of any litigation against the franchise, whether criminal, trade practices or 

otherwise (Item 3); 

 details of any intellectual property significant to the franchise, such as trademarks, 

patents, designs or copyright (Item 4); 

 details of the franchise site or territory (Item 5); 

 details of any marketing or cooperative funds (Item 6); 

 details of any pre-payments, establishment costs or other payments (Item 7); 

 a summary of the obligations of both the franchisor and the franchisee (Items 8 and 9); 

 the statement of the financial position of the franchise at the end of last financial year, 

as well as financial reports of the past two years (Item 10); and 

 there must also be a provision for acknowledging receipt of the disclosure document 

(Item 11). 

 The franchisee may still request full disclosure under the requirements in annexure 1. 

 

Federal Regulation 

(1
st
 March 2008 – 

present) 

 Code of Conduct changes mean additional rights and responsibilities for franchisees and 

franchisors. The amendments to the Code are designed to ensure an adequate level of disclosure 

between franchisors and current or prospective franchisees. They are aimed at increasing the 

transparency, quality and timeliness of disclosure to existing and prospective franchisees. The 

changes place extra reporting requirements on franchisors as follows: 

 franchisors are required to give franchisees a copy of the franchise agreement in the 

form it is to be executed 

 disclosing materially relevant facts to franchisees within 14 days as opposed to the 60 

days previously required 

 details of all receipts and expenses of marketing and other cooperative funds to be 

provided to franchisees 

 the need to disclose the last known particulars of each ex-franchisee (unless the 

franchisee requests that their details be withheld) 

 foreign franchisors may no longer be exempt from the Code 

 the prohibition on the use of general waivers (i.e. broad disclaimers) in franchise 

agreements regarding prior written or verbal representations 

Federal Inquiry (8
th

 

July 2008 – 1
st
 

December 2008) 

The Federal Parliamentary joint committee on corporations and financial services examined the 

operation of the code and ways it could be improved. The terms of reference sets out four areas 

to be examined:  

 The nature of the franchising industry, including the rights of both franchisors 

and franchisees.  

 Whether an obligation for franchisors, franchisees and prospective franchisees 

to act in good faith should be explicitly incorporated into the code (having 

regard to its presence as an element in the Trade Practices Act).  

 The interaction between the franchising code and the Trade Practices Act on 

the issue of unconscionable conduct.  

 The operation of the dispute resolution provisions under the code. 

The committee made 11 recommendations to assist in raising the standard of Australian 

franchising. They are as follows: 

1. The Code be amended to require disclosure documents include a clear statement by 

franchisors of liabilities and consequences applying to franchisees in the event of 
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franchisor failure. 

2. The government investigate the benefits of developing a simple online registration 

system for Australian franchisors, requiring them on an annual basis to lodge a 

statement confirming the nature and extent of their franchising network and providing a 

guarantee that they are meeting their obligations under the Code. 

3. The government review the efficacy of the 1 March 2008 amendments to the disclosure 

provisions of the Code within two years of taking effect. 

4. The government explore avenues to better balance the rights and liabilities of 

franchisees and franchisors in the event of failure. 

5. The Code be amended to require franchisors to disclose to franchisees, before the 

agreement is entered into, what process will apply in determining end of term 

arrangements. That process should give due regard to the potential transferability of 

equity in the value of the business as a going concern. 

6. The name of the Office of the Mediation Advisor be changed to the Office of 

Franchising Mediation Advisor and that the Code be amended to reflect this change. 

7. The government require the Australian Bureau of Statistics to develop mechanisms for 

collecting an publishing relevant statistics on the franchising sector. 

8. A new clause be inserted into the Code – Clause 6 – Standard of Conduct – Franchisor, 

franchisees and prospective franchisees shall act in good faith in relation to all aspects 

of a franchise agreement. 

9. The Trade Practices Act (1974) be amended to include pecuniary penalties for breaches 

to the Code. 

10. Consideration be given to amending the Trade Practices Act (1974) to provide for 

pecuniary penalties in relation to breaches of Section 51AC, Section 52, and the other 

mandatory industry codes under Section 51AD. 

11. The ACCC be given power to investigate when it receives credible information 

indicating that a party to a franchising agreement, or agreements, maybe engaging in 

conduct contrary to their obligations under the Code. 

Source: Adopted from Terry, 1996; Gardini 1995; TPA, 2001; Department of Innovation, 

Industry, Science and Research 2008 

 

The development of the franchising described in Section 2.2 is reflected in Australia’s 

current approach to regulation.  Since 1 July 1998, franchising practice exists within the 

framework of a mandatory Franchising Code of Conduct. This Code was introduced 

through the Trade Practices Act (1974). The purpose of the Code was to assist 

franchisors and franchisees to make informed decisions prior to entering into franchise 

agreements and provide enforceable guidelines for efficient dispute resolution 

(Franchising Code of Conduct 1998). Although industry professionals have cited 

limitations of costs and ambiguity, the Code represents a positive progression away 

from the regulatory failures in the past (Ritchie, 2001). 

 

Prior to the introduction of the Code, the legal framework of franchising in Australia 

had not changed significantly for the past 30 years. Pre-1981, franchising was largely 

unregulated with no specific statute governing the sector apart from the commonwealth 

Petroleum Retail Franchise Act 1980 (Terry, 1996; Terry & Giugni, 2005).  The 

franchising sector was bound by general laws governing commercial trading activity, in 

particular the Trade Practices Act 1974 (Cth) (TPA) with most activity occurring under 
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Section 52 of the TPA where franchisees could seek recourse from franchisors 

regarding alleged misleading or deceptive conduct (Terry, 1996). 

 

From 1981 to 1987 a period of quasi-regulation existed, reverting back to a period of 

deregulation from 1987 to 1993. From 1993 to 1996 the sector unsuccessfully attempted 

self regulation thus reverting to deregulation in 1997 and finally to mandatory 

regulation effective from 1998 (Terry & Giugni, 2005).  

 

During the period 1981 to 1987, the Australian franchising sector operated in an 

undefined legal environment.  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 

corporation’s law. As a result, the National Companies and Securities Commission, as 

the corporate regulator in this area, required franchisors to abide by the statutory 

provisions set out in the corporations law (Terry & Giugni, 2005). 

 

Franchising was deregulated between 1987 and 1993 (Terry, 1996). However in 1991 

the Franchising Task Force identified a variety of problems. Subsequently, a voluntary 

Franchising Code of Practice was instigated under the administration of the Franchising 

Code Council. Therefore, franchisors needed to comply with a number of requirements. 

These included the provision of a disclosure document containing information about the 

franchise system prior to signing the franchise agreement and a seven day cooling-off 

period after signing the agreement. In addition the use of alternative dispute resolution 

methods involving mutual negotiation were imposed (Terry, 1996). 

 

The Gardini report (1994) found that around half of all franchisors remained registered 

with the Franchise Code Council at 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 TPA to provide a stronger 

underpinning of the Code of Practice and also establish a small business unit to monitor 

the actions of unregistered franchisors (Terry & Giugni, 2005). Ultimately, the noted 

failure of the Code of Practice to address prominent franchising problems led to the 

disbanding of the Franchising Code Council in 1996 with a subsequent reversion to self-

regulation (Gardini, 1994; Terry & Giugni, 2005). A further rise in disputes in 1997-98 
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led to demands for a review of the regulatory framework. This led to the introduction of 

the mandatory Franchising Code of Conduct in 1998 (Lim & Frazer, 2001; McCosker & 

Frazer, 1998). 

 

Despite the increase in regulation the franchising sector in Australia has continued to 

grow with the number of franchises increasing from 560 in 1998 to over 1100 in 2008 

(Frazer & McCosker, 1999; Frazer & Weaven, 2002, 2004; Frazer, Weaven, & Wright, 

2006; Frazer et al., 2008). As a result, a high level of franchising per capita in Australia 

has occurred compared to the United States (Frazer, 2000; True, Pelton, & Strutton, 

2003; Wright & Frazer, 2004). However, this sustainable level of growth may be as a 

result of small business failure or converting current retail businesses to specific 

franchised operations (Frazer, 2000; Wright & Frazer, 2004). Nevertheless, since the 

introduction of the Code, franchisors have faced significant difficulties in attracting and 

recruiting suitable franchisees (Frazer & Weaven, 2002).  

 

Standard horizontal growth strategies such as new product development or product 

extensions can be difficult for franchise systems to assimilate culturally and continue to 

maintain high levels of control over quality and consistency (Price, 1997). In the 1990s, 

as an alternative to these more traditional arrangements, franchising shifted toward the 

service industries as a response to market trends such as increased numbers of ‘time 

poor’ professionals and women in the workforce (Chow & Frazer, 2003). Through this 

period, other forms of franchising evolved such as mobile franchising arrangements 

(Chow & Frazer, 2003), multiple unit franchising (Kaufmann & Dant, 1996; Weaven & 

Frazer, 2003), conversion franchising (Hoffman & Preble, 2003) multiple concepts, 

multiple systems and co-branded franchising (Justis & Judd, 2002; Young et al., 2001) 

These new franchise forms evolved in recent times because of a mature franchising 

sector (Frazer, 2000). But these growth techniques seem to have evolved in an 

experimental rather than a systematic fashion (Wright & Frazer, 2004). The next section 

outlines these developments. 
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2.4 Contemporary Franchised Growth Strategies 

Continued growth of franchising and maturity in the sector has resulted in a 

proliferation of extended franchise arrangements. This Section outlines and explains the 

development of these contemporary franchising arrangements. 

 

2.4.1 Single unit ownership in franchising 

Traditionally franchise systems operated with one franchise, or owner per franchised 

outlet. In the 1990’s, a plethora of franchised operations expanded to satisfy increasing 

demands for specialised products and home services from an affluent, time-poor 

population (Preble, 1995). These single unit franchisees tended to be hands-on operators 

who were thought to be a means of minimising agency costs such as shirking and free-

riding in a geographically spread franchise system (Norton, 1988). This type of single 

unit ownership came to be considered the prototypical franchise model, where each 

franchise unit was discretely owned by an individual franchisee (Kaufmann & Dant, 

1996). Earlier literature suggested that a reason for the development of this model was 

the heterogeneity of the franchise population which traditional distinctions of product, 

business-format franchising, and licensing did not consider (Castrogiovanni & Justis, 

1998). However, while single unit ownership served early developments of the 

franchising sector, it does not explain the different franchise models developed in the 

past decade such as multiple-unit franchising. 

 

2.4.2 Multiple unit franchising 

Multiple unit franchising occurs when a franchisee owns more than one unit in a single 

franchise system (Kaufmann & Dant, 1996; Weaven & Frazer, 2003). This more 

contemporary version of franchise expansion developed as an alternative to the single 

unit, ‘mom and pop’, model of franchising. The single-unit franchise model was seen as 

ineffective and the large numbers of franchisees required were viewed as difficult to 

recruit, select and train (Frazer & Weaven, 2002). A more efficient method of expansion 

is to offer suitable franchisees multiple units in the franchise network. 

 

Multiple unit franchising has been defined in terms of two broad approaches, direct and 

indirect multiple unit ownership. Differentiation occurs through the extent of influence 
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from the franchisor. Master franchising and area representation agreements are indirect 

forms in which the franchisor delegates responsibilities to the master franchisee. 

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 (Kaufmann & Dant, 1996; Weaven & Frazer, 2003). The 

use of multiple unit franchising especially the direct forms, has increased since 1998 

due to the significant decline in the availability of suitable potential franchisees. 

Franchisors faced with current franchisees leaving their systems after extended 

contractual periods and having no succession plans in place, are faced with the clear 

choice of allowing multiple unit ownership or the decline in franchise unit numbers 

(Weaven & Frazer, 2003). 

 

In the United States the majority of franchisees hold multiple units in their respective 

networks. In contrast, only 43 percent of Australian franchisors encourage multiple unit 

ownership (Frazer & Weaven, 2002). Other forms of expansion are utilised by 

franchisors such as conversion franchising, explained in the next Section.  

 

2.4.3 Conversion franchising 

Conversion franchising occurs when an existing, independently owned, business or a 

competitor’s franchisee is enlisted to a franchise network (Preble, 1995). It is a common 

method of rapid expansion in the marketplace by a franchisor. Examples may be found 

in the pizza home delivery industry, travel agencies and real estate businesses. The 

benefit to the franchisor is the rapid acquisition of a network of franchisees, many of 

which operate successfully. The franchisee then benefits by becoming part of a large 

network, which has an established brand name thereby improving sales turnover. The 

downside may be the switch from independence to an interdependent relationship 

within the franchise network, and the need to pay franchise fees. Problems with this 

expansion approach include the cost of conversion and retraining of a franchisee who is 

accustomed to operating independently. Conversion franchising has increased to a level 

where it is now a strategic method of franchise growth rather than a particular 

managerial tool to assist opportunistic system development (Hoffman & Preble, 2003). 

While many franchise systems anecdotally utilise conversion franchising as a growth 
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strategy other forms such as multiple concept franchising appear to be more popular 

with some franchises.  

 

2.4.4 Multiple concept franchising 

Multiple concept franchising occurs when a franchisor adopts a number of concepts 

under a single trading name. This style of franchising differentiates itself from other 

contemporary franchise strategies by gaining its synergy from using franchising itself as 

a form of expansion rather than the retail offering. Hence, multiple concept franchising 

enables franchisors to achieve a larger size by offering similar franchises under a single 

brand name. 

 

In Australia, it is difficult for most franchises to grow to the size common in the United 

States because of the smaller population. Hence, in multiple concept franchising the 

franchisor’s resources can be spread more efficiently over the range of concepts, thus 

economising on administrative and franchise support costs. This distribution philosophy 

is encouraging franchise companies to offer multiple concepts to franchisees, so that the 

franchisees can sell goods and services to the same customer base repetitively and cost 

effectively (Hayes, 1995). For example, in Jim’s Group the strategic focus is very much 

on the home services market (Jims.net, 2007). Jim’s Group which started as Jim’s 

Mowing, expanded utilising multiple concepts to include similar, but not competing 

franchise concepts such as dog washing and car cleaning. 

 

2.4.5 Multi system franchising 

Multiple system franchising involves the franchisor diversifying into related franchise 

operations such as the Retail Food Group in Australia, which operates Donut King, bb’s 

café, Brumbies Bakery and Michelle’s Patisserie in some locations as separate entities. 

In this case the franchisor operates the four systems discretely in each retail location but 

gains synergies in franchisor corporate management and administration functions. 

Multiple system franchising is gaining popularity in the Australian franchising sector 

but as an initial step in creating a co-branded offering. 
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2.4.6 Co-branded franchising 

Co-branded franchising (sometimes referred to as multi-brand franchising) occurs when 

two or more brands are combined in various forms to synergise a single retail product or 

promotional offering. Each brand attracts customers discretely. In some cases a strategic 

alliance, joint venture, or partial or complete merger of two or more brands is formed 

for the purpose of attracting and maintaining new customers at specific retail locations 

(Aaker & Joachimsthaler, 2000; Blackett & Boad, 1999; de Chernatony, 1998; K 

Keller, 1998; Young et al., 2001). The number of franchises operating a synergistic co-

branded retail format (two or more merged entities controlled by the same holding 

company or franchisor and operated by a single franchisee) are gaining momentum. A 

prominent example of this style of co-branding is Allied Domecq’s operation in the 

United States, as franchisor of the three systems of Dunkin Donuts, Baskin Robins and 

Togo’s in one retail location (Zuber, 2001). 

 

Though co-branding has occurred in the United States since the 1980s, it is a relatively 

new phenomenon in Australia. Variations of co-brand practices may be observed in 

Starbuck’s arrangement to locate within selected Commonwealth Bank premises 

(although this was not a successful strategy with Starbuck’s closing many outlets in 

Australia in 2008) and in the embryonic co-location of fast food outlets with service 

stations such as Hungry Jacks and McDonalds with Shell and BP. 

 

Many forms of franchising have developed in an ad hoc manner in order to stimulate 

network growth. Cross-pollination of these new types has also occurred. Hybrid forms 

are now visible such as multiple-unit co-branded franchisees operating within a multiple 

brand system environment. Many other forms of franchising are also possible, although 

given the nature of franchise development, these forms may take some time to evolve as 

identifiable phenomena.  

 

In the next Section Australian franchising literature is summarised and synthesised. 

 

2.5 Australian Franchising Literature 

Initial Australian studies reflected the embryonic development of franchising and 

mainly utilised exploratory and descriptive methods of data collection. Attributes 
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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 a lack of validity due to the small and unrepresentative sample 

sizes (Bureau of Industry Economics, 1981b; Welch, 1989, 1990). Subsequently, more 

reliable data were obtained from larger, more sophisticated studies conducted in the 

1990s (Australian Bureau of Statistics (ABS), 1994; Bureau of Industry Economics, 

1990; Department of Industry Technology and Commerce, 1992; McCosker, 1992). 

(See Table 2.2) 

 

Following these early studies, explanatory and conceptual research emerged. However, 

these studies lacked consistent themes. For example, researchers 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, 

2002), and issues of encroachment (Terry, 2001). The lack of correlation in this 

literature perhaps provided necessary motivation for exploratory/descriptive work to 

continue (Frazer & McCosker, 1999; Frazer & Weaven, 2002, 2004; Frazer et al., 2006, 

2008; McCosker & Frazer, 1998)  However, international experience together with the 

current level of Australian franchising sector maturity, indicates that conceptual and 

explanatory research (shown in Table 2.3) will continue to grow in the future. 

 

Tables 2.2 and 2.3 summarise and contextualise the research conducted on the 

Australian franchise sector. 
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Table 2.2 Australian Franchising Studies – Exploratory/Descriptive Studies 

RESEARCHERS OBJECTIVE/AIMS SURVEY/METHOD MAJOR FINDINGS 

(Bureau of 

Industry 

Economics, 1981a) 

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, 1990) 

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, 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 and 

Commerce, 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 

Australia and New 

Zealand, 1992) 

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 initial 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 

Western Australia, 

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 (ABS), 

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. 

(McCosker, 1996a) 

 

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, 1995/6) 

 

 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) 

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 

 Provided accurate census style data on the franchising sector including 

total franchisors, franchise units, growth rate, size, contribution to 

employment, franchise trends, industries franchising operates in, total 

sales of the sector, system age/size, structure, geographical distribution, 

disputes/conflict resolution methods and international expansion trends 

(Frazer, 1998; 

Frazer & Perry, 

1998) 

 Characteristics of 

franchise fees in 

Australia 

 The use of flat continuing 

fees (royalties) as 

opposed to the more 

common percentage 

based fees and the 

frequency of use of flat 

continuing fees and the 

motivations of 

franchisors for using 

them are investigated. 

 Two data sources were used in the 

analysis.  

 An exploratory survey of 30 Australian 

franchisors selected representing a 

cross-Section of firms  

 A mail survey of the population of 

Australian franchisors was used to 

collect data, resulting in an effective 

sample size of 592 franchisors. A total 

of 262 usable responses were received, 

representing a response rate of 44.3 

percent. 

 Franchises using flat continuing fees have different characteristics to 

franchises that use percentage-based continuing fees. 
 Flat fee franchises offer less ongoing support, conduct less monitoring 

of franchisee operations, have a faster growth rate of franchised outlets, 

and are less expensive to enter. 
 Use of flat continuing fees is greater in Australia than in the USA. 
 Franchisors who have percentage-based continuing fees are motivated 

to provide more monitoring and ongoing support to their franchisees to 

help them increase their sales. 
 Franchisors who use flat continuing fees are less motivated to help their 

franchisees increase their sales. 

 Flat fee franchisors are motivated to increase their ongoing income by 

selling more franchised outlets and hence will provide less complex and 

less expensive systems to their franchisees to encourage a rapid growth 

rate. 
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Table 2.2 Australian Franchising Studies – Exploratory/Descriptive Studies 

(continued) 

RESEARCHERS OBJECTIVE/AIMS SURVEY/METHOD MAJOR FINDINGS 

(Frazer & 

McCosker, 1999) 

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 via post to 803 

firms.  23 percent response rate 

achieved equating to 165 responses 

 Provided accurate census style data on the franchising sector including 

total franchisors, franchise units, growth rate, size, contribution to 

employment, franchise trends, industries franchising operates in, total 

sales of the sector, system age/size, structure, geographical distribution, 

disputes/conflict resolution methods and international expansion trends 

(Frazer, 2001a) 

 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. 

(Merrilees & 

Frazer, 2006) 

 

 Research aims to 

understand the variability 

of performance among 

franchisees in a given 

system. 

 Case studies of nine franchisees across 

three systems comparing the marketing 

and management practices of high and 

average performing franchisees. 

 Major contrasts were identified between high and average franchisee 

performers, suggesting that entrepreneurial franchisees may have 

superior marketing and management systems that are not readily 

identifiable. 

(Frazer, Merrilees 

et al., 2007) 

 Explores the issue of 

franchisees who exit a 

franchise system in order 

to continue operating 

independently 

 Franchisors, current franchisees and ex-

franchisees are interviewed (9 

interviews across three franchise 

systems) 

 Explanations concerning the effectiveness of contractual remedies, 

dissatisfaction with the franchise 

 Level of dependence and expectations in the relationship and 

franchisor-franchisee goal incongruence are proposed. 
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Table 2.2 Australian Franchising Studies – Exploratory/Descriptive Studies 

(continued) 

RESEARCHERS OBJECTIVE/AIMS SURVEY/METHOD MAJOR FINDINGS 

(Weaven & Frazer, 

2007a, 2007b) 

 Exploration of strategic 

reasons justifying the 

recent emergence of 

multiple unit franchising 

arrangements within 

Australia from the 

perspective of the 

franchisor. 

 In-depth interviews with 23 franchisors. 

 Dimensions including agency cost minimization, system-wide 

uniformity, franchise system brand value, reward strategies, and 

subsystem unit (geographical) proximity and intra-system competition, 

were found to be important. Less important elements included 

ownership redirection, system adaptability, local market innovation and 

franchisee opportunism motives. 

 Research also revealed that mature franchise systems in Australia use 

sequential methods of multiple unit franchising expansion in order to 

minimise adverse selection costs and leverage learning economies 

derived from previous experiences in managing intra-firm channel 

relationships. 

(Weaven & 

Herington, 2007) 

 This research provides a 

better understanding of the 

factors driving the choice 

of governance structures 

and human resource 

management (HRM) 

practices within services 

franchising arrangements 

 A qualitative multiple-case study with 

19 franchisors using predominantly 

pure franchising, predominantly pure 

company-owned, plural, and 

predominantly multiple unit growth 

strategies. 

 Major contrasts identified, suggesting that system size, industry 

maturity and the nature of market demand impacts upon the choice of 

system governance structure. 

 Less mature and smaller networks rely upon predominantly single unit 

franchising strategies and less sophisticated HRM practices to foster 

local market innovation, build brand value and support rapid unit 

growth. 

 Predominantly company owned strategies are favoured in environments 

of low competition and minimal demand uncertainty. 

 In comparison, more mature systems use hybridised franchising forms 

and sophisticated HRM strategies to accommodate the competing 

demands of local market innovation, system-wide adaptation and 

system uniformity.  

(Weaven, Isaac, & 

Herington, 2007) 

 Research provides a better 

understanding of the 

motivational incentives 

driving franchising choice 

from the female 

franchisee’s perspective. 

 A sample of 14 female franchisees and 

12 female independent business owners 

were interviewed. 

 Major contrasts were identified between female franchisees and 

independent business owners suggesting that franchisors need to re-

design their selection strategies and communication methods to 

promote female participation, sustain system wide growth and add 

creative diversity in franchise systems that have limited growth 

potential due to the lack suitable franchisees. 
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Table 2.2 Australian Franchising Studies – Exploratory/Descriptive Studies 

(continued) 

RESEARCHERS OBJECTIVE/AIMS SURVEY/METHOD MAJOR FINDINGS 

(Wright & Frazer, 

2007; Wright, 

Frazer, & 

Merrilees, 2007) 

 Exploratory research 

focussed on motivations to 

co-brand in a franchise 

system. 

 In-depth interviews with 9 respondents 

across 3 franchise systems. 

 Research reveals that the motivations for introducing co-brands into 

existing franchises include alignment of a suitable brand with existing 

retail formats, risk aversion by the franchisor to the use of externally 

owned brands, reinvigorating the brands, and stimulating sales growth 

for specific outlets. In addition the research shows that co-brands can be 

successfully created internally franchisors are willing to sacrifice the 

culture and concept of the original franchise brand in order to achieve 

system growth. 

(Frazer & Weaven, 

2002, 2004; Frazer 

et al., 2006, 2008) 

 To investigate and report 

on the status of business 

format franchising in 

Australia since the 

introduction of 

franchising legislation. 

 Questionnaire administered via the 

Internet. 21.1 percent response rate 

achieved equating to 114 responses 

(2002 & 2004). 25.2 percent response 

rate achieved equating to 114 

responses. 28.5 percent response rate 

achieved equating to 114 responses 

 Provided accurate census style data on the franchising sector including 

total franchisors, franchise units, growth rate, size, contribution to 

employment, franchise trends, franchisor confidence, total sales of the 

sector, industries franchising operates in, system age/size, structure, 

geographical distribution, disputes/conflict resolution methods and 

international expansion trends 

(Huang & Phau, 

2009) 

 Research to investigate 

franchisees’ perception of 

the value of quality 

service in the franchise 

system. 

 Two dimensions, perceived importance 

and perceived gaps of the quality of the 

franchise system, form the anchors of a 

proposed 2 x 2 franchise system quality 

(FSQ) matrix. Empirically tested with 

200 Australian franchisees. 

 The results reflected a strong evidence of four distinct profiles of 

franchisees as conceptualized.  

 Results showed that the more cooperative the franchisees, the better 

their performance and satisfaction levels with the system. 

 In contrast to existing literature, franchisees who fall in the high-

perceived importance cells of the FSQ matrix have a stronger desire for 

autonomy. 
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Table 2.3 Australian Franchise Studies – Explanatory Studies & Conceptual Analyses 

RESEARCHERS OBJECTIVE/AIMS SURVEY/METHOD MAJOR FINDINGS 

(McCosker et al., 

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, 1996) 

 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. 

(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. 

 

 

 

 

 



Chapter 2: Overview and History of Franchising 

 

 

Maintaining Franchise System Isotropy: A Grounded Theory Of Franchised Co-Branding 40 

Table 2.3 Australian Franchise Studies – Explanatory Studies & Conceptual Analyses 

(continued) 

RESEARCHERS OBJECTIVE/AIMS SURVEY/METHOD 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. 

(Frazer, 2001b) 

 Examine factors that 

disrupt the operations of 

a franchisor. Two 

variables, franchise 

disputes and franchised 

outlet conversions were 

proxy for franchise 

disruption. 

 Data obtained from a survey of the 

population of Australian franchisors in 

1998 are analysed using structural 

equation modelling (SEM: Amos). 

 

 The analysis concludes that the provision of support services to 

franchisees is not a significant cause of system disruption.  

 The stage of life cycle development is significant with older and larger 

franchises experiencing greater levels of disruption. 
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Table 2.3 Australian Franchise Studies – Explanatory Studies & Conceptual Analyses 

(continued) 

RESEARCHERS OBJECTIVE/AIMS SURVEY/METHOD MAJOR FINDINGS 

(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. 

(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 & Conceptual Analyses 

(continued) 

 

RESEARCHERS OBJECTIVE/AIMS SURVEY/METHOD MAJOR FINDINGS 

(Lim & Frazer, 

2002) 

 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. 

(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).  

(Frazer & Winzar, 

2005) 

 Causes of franchisee 

failure and exits from 

franchise systems 

 Interviews were held with 30 

franchisors chosen as a convenience 

sample from a range of industries and 

covering systems of various sizes and 

ages. 

 Data utilised from the Franchising 

Australia survey (2002) 

 Findings from a survey of franchisors indicate that franchise system size, 

level of franchisee investment and degree of conflict are related to the 

incidence of negative franchisee exits. 
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Table 2.3 Australian Franchise Studies – Explanatory Studies & Conceptual Analyses 

(continued) 

RESEARCHERS OBJECTIVE/AIMS SURVEY/METHOD MAJOR FINDINGS 

(S. Rao & Frazer, 

2005, 2006) 

 Determine the function of 

websites as a 

communication and 

marketing tool within 

franchise networks.  

 Sample of 202 Australian franchisor 

websites analysed 

 The analysis revealed that adoption of internet technologies is still in its 

infancy in Australian franchise systems with the major uses of franchisor 

websites being providing information to consumers as a means of 

attracting potential franchisees.  

 Some evidence that franchise organisations are moving towards network 

behaviour through the internet. 

(Inma & Debowski, 

2006) 

 Determine the 

characteristics of 

Australian franchise 

firms 

 93 firms analysed utilising hierarchical 

cluster analysis and discriminant 

analysis of the four defined groups 

 Findings suggest that franchises are heterogeneous and that these 

characteristics can be used to predict levels of group performance 

Source: Adapted for this research. 
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2.6 Summary 

This chapter provided an overview of the development of franchising both globally and 

specifically in Australia. Regulation of the Australian franchising sector and its effect 

on the maturation of franchising was outlined accentuating a link between franchise 

structural evolution and a macro-legal environmental influence. New franchise growth 

models were then described with particular emphasis on co-branded franchising. 

Finally, Australian franchising literature was examined showing early exploratory, 

descriptive and census style research (outlined in Table 2.2) which broadly identified 

general franchise profiles and growth trends in comparison to international trends. 

Explanatory and conceptual studies followed (outlined in Table 2.3) focussing on 

effects of various franchise operations. The general direction of this research stream can 

be regarded as ad hoc. Importantly, franchise co-branding has not been a topic of 

research to date. 

 

The next chapter explains the conceptualisation and selection of the appropriate method 

by which data was collected and analysed for this thesis. Then, after identifying gaps in 

the literature, specific research questions are presented from which a grounded theory 

analytic approach was developed (see Chapter 4) to investigate and explain co-branded 

franchising arrangements. 
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Chapter 3 

Research Design 

3 Introduction 

This chapter explains the research design process and why the research problem and 

objectives, presented in Section 1.2, are answered with an explanatory approach rather 

than exploratory. A constructivist perspective was adopted supporting a grounded 

theoretical analysis of the data. A brief history and the subsequent evolution of 

grounded theory is provided to contextualise methodological issues surrounding the 

research question. Grounded theory previously focussed on action/interaction of people 

within a social scientific context but over the past decade, adaptation to other disciplines 

has occurred, including management and marketing, hence deviating from its tradition. 

Grounded theory was undertaken to establish an inter-brand/organisational 

action/interaction focus in order to establish the process most likely to explain the 

development of the phenomenon of co-branding within the context of franchise 

organisations. The format of this chapter is depicted in Figure 3.1. 

 

Figure 3.1 Structure of Chapter 3 
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3.1 Research Question 

Retail co-branding as a growth strategy within Australian business format franchising is 

a recently emerging phenomenon and has been given little attention in academic 

literature (Wright & Frazer, 2007; Wright et al., 2007). Product specific co-branding 

has dominated the branding literature with a peripheral focus on organisational or 

master co-branding (Aaker, 2004; Kapferer, 2004). Additionally, franchising literature 

focuses on the underlying motivations to franchise; explanation of the dyadic 

relationship between franchisor and franchisee; pluralist expositions of mixed 

franchised and company owned operations which debate the concept of ownership 

redirection (Hendrikse et al., 2008). Given the nature and scope of this body of research 

(both branding and franchising) a gap has developed from which an explanation of the 

phenomenon of co-branding in the Australian franchise sector cannot be derived. 

Therefore the research question as follows was developed:  

 

Why do franchisors adopt the strategy of co-branding? 

 

Given the popularity of new forms of franchising such as co-branded franchising, there 

is an imperative to progress academic thinking in this area. Hence, this thesis attempts 

to provide some explanation as to why franchisors choose this strategy in the Australian 

franchise sector. Following is a discussion of research design utilised in this 

dissertation. 

 

3.2 Traditional Research Paradigms 

In this section traditional methods of research design are discussed. The subsequent 

logic for choosing the specific method design for this research is then explored and 

justified. The specific methods for data collection and analysis are detailed in Chapter 4. 

Following is a discussion of the primary purposes of research. 

 

3.2.1 Research purpose 

The prime motivation for any research is its purpose (Churchill & Iacobucci, 2002). The 

purpose of a research project subsequently drives all decisions regarding design, 

measurement, analysis, and reporting. Hence, developing clarity of purpose is essential 
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to direction. Alternatives of purpose range from theory generation to action-oriented 

research (Patton, 2002). 

 

Firstly basic research focuses on a contribution to fundamental knowledge and theory 

(Zikmund, Ward, Lowe, & Winzar, 2007). Secondly, applied research highlights a 

societal or organisational concern (Neuman, 2006). Thirdly, summative evaluation 

attempts to determine program effectiveness (a form of solution to the identified 

problem) (Sarantakos, 2005). Fourthly, formative evaluation aspires to improve a 

program and finally, action research attempts to solve a specific problem (Patton, 

2002). 

 

Given that the nature and structure of this inquiry is to contribute knowledge and theory 

in a meaningful and scholarly manner, it is therefore best described as basic research. 

Decisions were therefore made with that purpose in mind. The next step was to select an 

appropriate framework or paradigm by which the research could be conducted (Kuhn, 

1996). The next Section outlines those paradigms. 

 

3.2.2 Conceptual frameworks for basic research 

When basic research is performed, researchers base their activities on a philosophical 

position about how the world operates and how they can perceive reality, or their 

epistemology. Ultimately, the selected paradigm dictates the types of results that can be 

derived from the research. These conceptual frameworks are shared by ‘like’ sections of 

the broader social scientific community of scholars and define how researchers view the 

world; how they relate to the object of study; and what they see as the nature of reality 

from their perspective. That philosophical position guided and identified the choice of a 

suitably modified research design (data collection and analytic methods) for this thesis. 

(Lincoln & Guba, 1985; Neuman, 2006; Parry, 1997). A number of dominant 

perspectives exist within the social sciences through which these conceptual 

frameworks are developed. They are the positivist, interpretivist and critical paradigms 

(Lincoln & Guba, 1985; Neuman, 2006; Sarantakos, 2005). The choice of paradigm 

affects the subsequent selection of a theoretical foundation. This narrows the array of 

data collection and analytic methods to those that are most suitable for the research 

objectives previously stated. The three main paradigms are now presented. 
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The Positivist Paradigm – Social scientists adopting this perspective define reality as 

what can be perceived through the senses. They believe that the world is real; 

independent of human consciousness; objective; measurable; and is fundamentally 

ordered in a logical manner (i.e., all things can be explained). Further to this tenet is that 

individuals within society define reality similarly because all meanings are interpreted 

in a similar fashion (Kuhn, 1996; Patton, 2002). 

 

Positivists view human beings as rational individuals governed by social laws learned 

through observation which intrinsically determine their behaviour. From this position 

there is no operational 'free will' but rather a cause that always produces an effect 

(Chalmers, 1999; Sarantakos, 2005). In this context, science is based on adherence to 

strict rules and procedures; is deductive (to think out or judge on the basis of what one 

knows or assumes to be fact); and based on universal causal laws that explain concrete 

social events and relationships. In addition, science is value free and relies on 

knowledge derived only from the senses, including the mind. Research questions are 

expressed as hypotheses which are then subjected to empirical testing. The conclusive 

research aim is the verification of those pre-conceived hypotheses that can then be 

generalised across a selected population (Churchill, 1992). This approach by scientists 

to problem-solving presupposes that the paradigm provides the means for the solution to 

the problems discovered in the research process. 

 

An alternative paradigm emerged from the Chicago School of Thought in the 1920’s 

and 1930’s through the study of urban sociology which then morphed into symbolic 

interactionism in the 1950’s and 1960’s (Denzin & Lincoln, 2005). This alternative 

paradigm is now broadly known as interpretivism. 

 

The Interpretivist Paradigm – Interpretive researchers believe that reality is in the 

minds of people; is internally experienced; and is constructed through social interaction 

and interpretation. Reality is not objective but rather the subjective version of what 

individuals see it to be (Neuman, 2006; Patton, 2002). 

 

For the interpretivist, human beings are central to reality. Thus humans, by assigning 

meaning both verbally and visually, create social worlds. Patterns of behaviour emerge 
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through the allocation of meanings to objects and the adoption of social conventions 

established through social interaction. This paradigm then searches for the systems of 

meaning that people use to make sense of their own world (Creswell, 1998). 

 

Interpretive social scientists perceive the nature of science as the understanding of 

meanings and their interpretations by humans not knowledge derived from the senses. 

Contrasted against positivists, an interpretivist does not believe that science is value 

free. Hence, value neutrality is not possible or even necessary and that science requires 

an inductive (or formative) approach that proceeds from the general to the abstract. 

Thus, the argument is portrayed as the explanation of social life through understanding 

people and how they make sense of their life. The adoption of an interpretive paradigm 

influences researchers to follow an inductive (to infer or come to a general conclusion 

from particular cases) research path where realities are socially based and the researcher 

is linked subjectively to the research study (Denzin & Lincoln, 2005). From this 

paradigm other contexts have developed to accommodate different perceptions of reality 

and the type of human interaction observed (Guba, 1990). One perspective that has 

dominated research since this time is that of critical realism. 

 

The Critical Paradigm – Critical theorists see reality as created not by nature but by 

people, in particular, the powerful people in a society who manipulate and condition 

others to perceive things the way they want them to be. They believe that reality is not 

ordered, rather it is in a constant state of conflict and tensions and thus constantly 

changing (Guba & Lincoln, 1994; Neuman, 2006; Sobh & Perry, 2006). 

 

In the view of critical theorists humans have the potential for creativity and adjustment. 

However, they are restricted by social factors and exploited by higher echelon 

individuals within a social construct that convinces them their fate is correct. Critical 

theorists believe that these beliefs prevent individuals from realising their full potential 

because they have a false consciousness (Patton, 2002). For critical theorists science is 

about removing false beliefs and ideas about society and the power systems that 

dominate and oppress people. Critical science purports to explain social order and 

thereby provides a catalyst for transformation of that order (Neuman, 2006; Patton, 

2002). Critical theorists recognise that within this paradigm their personal values 

mediate the research findings, rendering them value-laden (biased) and thus logical 
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debates are required to transform any ignorance and misapprehension surrounding the 

study (Guba & Lincoln, 1994). 

 

The paradigms discussed in this section provide the dominant perspectives for 

epistemology operating within contemporary social science. Most research is conducted 

in accordance with one of the aforementioned approaches. In the following section these 

perspectives are discussed within the discipline of marketing for the purpose of defining 

an appropriate approach to this research. 

 

3.2.3 A framework for marketing research 

Significant social science research is conducted within each of the paradigms mentioned 

in the previous Section. The adopted framework for any research can create much 

discussion regarding the findings of a study (Goulding, 2005; Kuhn, 1996). Within 

marketing research the paradigm of positivism dominates, although an interpretivist 

perspective has developed over the past two decades (Goulding, 2005; Gummesson, 

2005; Patton, 2002). The discipline of marketing treats participants (consumers and/or 

business managers/owners) in a homogenous fashion. As a result, rigorous scientific 

research focuses on descriptive and predictive outcomes that are generalisable across 

populations (Kuhn, 1996; Zikmund et al., 2007). However, there were significant 

differences in this dissertation’s research focus that set it apart from the accepted norm 

in marketing. Differences are explained in the following sections by juxtaposition of the 

major types of research inquiry (with a specific focus on qualitative approaches), data 

collection and analytic methods. The best ‘fit’ for researching the phenomenon of the 

emerging strategy of co-branding in the Australian franchising sector is then identified. 

 

3.2.4 Exploratory, descriptive and causal research 

Marketing research methods can be broadly classified into two areas, that of qualitative 

(exploratory) and quantitative (descriptive and causal) research (Guba & Lincoln, 1994; 

Zikmund et al., 2007). Qualitative research generally refers to a selected set of research 

methods that are, in the mainstream, accepted as exploratory only. One of the main 

objectives of qualitative research is to gain a preliminary but in-depth understanding of 

situations. Once early critical thinking is developed, the researcher generally moves into 

quantitative research utilising the information uncovered as a more robust foundation 
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for theory testing. Quantitative research is more commonly associated with experiments 

and surveys and remains the most common form of data collection and analysis in the 

discipline of marketing (Malhotra, Hall, Shaw, & Oppenheim, 2002). 

 

Exploratory research techniques are varied but consist mainly of content, thematic, or 

pattern analysis. This allows the researcher to recognise patterns and codify data into 

themes from which initial assumptions can be made. The analysis procedure generally 

consists of selecting, condensing, and transforming data; displaying data in an organised 

way; and subsequently drawing and validating conclusions from the data (de Weerd-

Nederhof, 2001; Gummesson, 2000; Malhotra et al., 2002; Patton, 2002). 

 

Descriptive and causal research designs utilise surveys such as a person-administered 

survey (in-home, executive, mail-intercept and purchase intercept interviews), a 

telephone-administered survey (telephone and computer assisted telephone interviews), 

a self-administered survey (direct mail, mail panel and drop-off surveys) or a computer-

assisted survey (for example, fax, email and internet surveys). Observation can be 

utilised for counting or measuring but anything further usually requires significant 

researcher interpretation (Malhotra et al., 2002; Patton, 2002; Zikmund et al., 2007). 

These are the most popular methods for quantitative primary data collection (Hair, 

Bush, & Ortinau, 2000). These descriptive and causal research methods require the 

introduction of hypotheses as part of the scientific construction of a research project. A 

hypothesis is an unproven statement or proposition about a factor or phenomenon that is 

of interest to the researcher. Hypotheses are usually framed as possible answers to 

research questions and are therefore a declaration rather than inquisitorial or 

interrogative in nature (Malhotra et al., 2002). Significant data is regarded as a 

fundamental requirement for successful research within this paradigm although there are 

differences in the interpretation of sample sizes (Zikmund et al., 2007). The general 

approach to marketing research consists of a two stage method incorporating an initial 

exploratory inquiry (utilising qualitative data) which then informs the development of a 

quantitative approach as described previously (Malhotra et al., 2002; Zikmund et al., 

2007). 

 

The number of respondents for this research was limited by the nature and context of 

the emergence of co-branding in the Australian franchising sector. Hence, a qualitative 
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approach was deemed necessary and as the appropriate paradigm from which the 

research method could be designed.  

 

3.2.5 Types of qualitative inquiry 

There are a number of types of qualitative inquiry including phenomenology, 

ethnography, ethnomethodology, case study research, symbolic interactionism and 

grounded theory (Denzin & Lincoln, 2005; Lincoln & Guba, 1985). Phenomenological 

inquiry focuses a philosophical paradigm on the true meaning of specific phenomenon 

(Moustakas, 1994). Ethnography involves the researcher directly observing and 

participating in small-scale social settings in present time (Patton, 2002). 

Ethnomethodology is the study of common sense by observing its creation and use in 

on-going social interaction in natural settings (Neuman, 2006). Case study research is a 

form of inquiry that investigates a contemporary phenomenon within its real-life 

context; when the boundaries between phenomenon and context are not clearly evident 

and in which multiple sources of evidence can be used (de Weerd-Nederhof, 2001; 

Eisenhardt, 1989b; Gummesson, 2000). Symbolic interactionism is part of the 

ethnographic tradition which holds that people behave and interact according to how 

they interpret or give meaning to specific symbols (Hutchinson, 1986). Symbols can be 

anything that transmits messages that can be interpreted by the receiver. These can 

include language (written, oral and body language), objects, garments or equipment 

(Chenitz & Swanson, 1986). Grounded theory is a qualitative research technique that 

uses a systematic set of procedures to develop an inductively derived theory grounded 

in the phenomenon under investigation (Glaser, 1992; Glaser & Strauss, 1967; Strauss 

& Corbin, 1990a). This form of inquiry owes much to the symbolic interactionism 

tradition (Speziale & Carpenter, 2007). 

 

3.2.6 Research method selection 

The choice of qualitative inquiry affects the selection of a theoretical foundation, which 

in turn, narrows the array of data collection and analytic methods to those that are most 

suitable for any given set of research objectives (Chalmers, 1999; Parry, 2004; Patton, 

2002). However, the phenomenon studied in this thesis also influenced the research 

design in the following ways. 
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First, there was a paucity of specific research on franchised co-branding. Hence, little 

framework existed from which this research could be conducted. Second, only a small 

number of co-branded organisations operate in the Australian franchising sector. While 

the retail expression of these co-brand concepts was in the many hundreds, the 

managerial decisions for these were limited to a few people across organisations. Third, 

there has been limited discussion of co-branding within the broader branding literature, 

requiring a deeper understanding of the theoretical context underlying the phenomenon. 

Fourth, co-branding, in an organisational context and as a marketing management 

function (rather than a consumer perspective), appeared more complex than the current 

literature suggests and so required deeper investigation. And finally, respondents 

portrayed tacit knowledge about the subject of co-branding. Throughout the interviews 

and in company documents, disparate terminology led to significant confusion in the 

data collection analytic processes. 

 

Therefore, constructivism was the chosen paradigm for this study. That position best 

provided the interpretive framework within which the research question could be 

researched (Charmaz, 2006; Eriksson & Kovalainen, 2008). The term ‘social 

constructionism’ (this is interchanged with the term ‘constructivism’) is used to describe 

an epistemology where both the researcher and the respondent receive information via 

their senses and use their minds to construct knowledge (Charmaz, 2006; Lincoln & 

Guba, 1985). These constructions include abstract ideas and concepts described as, 

 

In this sense, contructivism means that human beings do not find or 

discover knowledge so much as we construct or make it. We invent 

concepts, models and schemes to make sense of experience, and we 

continually test and modify these constructions in the light of new 

experience. (Schwandt, 2001, p. 197) 

 

Research designs used in qualitative inquiry, especially grounded theory, situate the 

researcher in a world of experience where the elements of the paradigm (ontology, 

epistemology and methodology) are consistent with the purposes of the study and the 

nature of the inquiry (Goulding, 2002, 2005). Hence, the constructivist paradigm 

assumes a relativist ontology (the theoretical study of the nature of being and existence) 

with multiple realities; a subjectivist epistemology where the investigator and 

participants/objects are interactively linked; and a naturalistic research procedure which 

operationalises the constructivist paradigm (Denzin & Lincoln, 2005). 
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The researcher is part of the phenomenon under exploration, bringing personal 

experience and perspectives to the investigation (Creswell, 1998). This process purports 

that the constructions, or interpretations can only be refined through interaction between 

and among the investigator and respondents (Lincoln & Guba, 1985). This approach 

acknowledges that the subjects or, in this case the combined perceptions of the 

organisations and researchers involved, are fundamental to the phenomenon being 

studied (Carson, Gilmore, Perry, & Gronhaug, 2001; Wright & Parry, 2006) and utilise 

qualitative data collection and the data analytic method of grounded theory (Glaser & 

Strauss, 1967; Moustakas, 1994; Parry, 2004). These varying constructions are 

compared and contrasted through a dialectically iterative or reasoned/logical exchange 

(Chenitz & Swanson, 1986). The final aim is to distil or mediate a consensus 

construction that is more informed and sophisticated than any of the preceding 

constructions or any single respondents perception (Lincoln & Guba, 1985). According 

to Glaser (1978) the goal of grounded theory is to form theory from accounts (in this 

case the respondents and company documents) of social interactivity (decisions made 

about co-branding within the businesses under scrutiny) that is relevant and 

problematic to those being studied (Goulding, 2002). In this research, intra and inter 

organisational dynamics are expressed as the social interactions, or social processes. 

 

For a better understanding of this approach, a discussion of the history of grounded 

theory is needed. 

 

3.3 A History of Grounded Theory 

Given the above epistemological discussion and research design, a grounded theoretical 

analytic technique deemed appropriate (Goulding, 2005; Locke, 2001; Parry, 2004; 

Sekaran, 2000).  

 

Grounded theory was developed by two sociologists, Barney Glaser and Anselm 

Strauss. Their collaboration in research on dying hospital patients led them to write the 

book, Awareness of Dying (1965). In that research they developed the constant 

comparative method later known as Grounded Theory (GT); (see The Discovery of 

Grounded Theory;(Glaser & Strauss, 1967). Subsequently it was described as an 
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inductive theory discovery methodology that allows researchers to develop a theoretical 

account of the general features of a topic while simultaneously grounding that account 

in empirical observations or data (Glaser & Strauss, 1967).  

 

Since their original publication, Glaser and Strauss have disagreed on varying aspects of 

GT resulting in two approaches, the Glaserian and Straussian paradigms. This split 

occurred after Strauss published Qualitative Analysis for Social Scientists (1987). 

Strauss then published Basics of Qualitative Research: Grounded Theory Procedures 

and Techniques (1990a) together with Juliet Corbin. This was subsequently rebuked by 

Glaser (1992) who set out, in detail the differences in what he argued was original 

grounded theory and why Straussian GT, was not GT in its intended form. This 

divergence in the GT methodology is a subject of prolific academic debate. 

 

Kelle (2005, p. 20) summarises the debate as follows,  

the controversy between Glaser and Strauss boils down to the question of 

whether the researcher uses a well defined 'coding paradigm' and always 

looks systematically for 'causal conditions,' 'phenomena/context, 

intervening conditions, action strategies' and 'consequences' in the data, 

or whether theoretical codes are employed as they emerge in the same 

way as substantive codes emerge, but drawing on a huge fund of 'coding 

families.' Both strategies have their pros and cons. Novices who wish to 

get clear advice on how to structure data material may be satisfied with 

the use of the coding paradigm. Since the paradigm consists of theoretical 

terms which carry only limited empirical content the risk is not very high 

that data are forced by its application. However, it must not be forgotten 

that it is linked to a certain micro-sociological perspective. Many 

researchers may concur with that approach especially since qualitative 

research always had a relation to micro-sociological action theory, but 

others who want to employ a macro-sociological and system theory 

perspective may feel that the use of the coding paradigm would lead them 

astray.  

 

Simply put, the purist approach requires the research question be derived from the data 

itself (Glaser, 1992). This necessitates the gathering and analysis of data to indicate and 

crystallise the research question over time. The alternative argument states that the 

research should commence with the formulation of a research question before data 

collection. Subsequent coding of the data would then identify causal conditions, 

phenomena and contexts (Strauss & Corbin, 1990a). 
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The Glaserian strategy is not restricted to qualitative data and method, but claims any 

data can be analysed (Glaser, 1998). This includes interview or observational data, 

surveys or statistical analyses; literature data from science or media or even fiction, or 

‘whatever’ can be used in the comparative process (Glaser, 1992, 1998). According to 

Glaser (1992), the Straussian approach to qualitative data analysis is devoted to 

descriptive accuracy while the Glaserian method emphasises conceptualisation 

abstracted around time, place and people. The GT concept is then easy to use outside of 

the substantive area where it was generated (Glaser, 1998; Melia, 1996). 

 

More recently GT has been defined as a data-analytic method which rigorously and 

qualitatively analyses data to generate explanatory theory. Grounded theory analysis 

usually focuses on qualitative data, but increasingly quantitative data are being analysed 

along with qualitative data in the analytic process (Allan, 2003; Parry, 2004). See 

Figure 3.2 below for a graphical display of this process (compared with a deductive 

theory generative process). 

 

3.3.1 Goals of grounded theory 

GT is a systematic generation of theory from data that contains both inductive and 

deductive thinking (Glaser, 1992; Parry, 2004). A specific goal of a GT is to formulate 

hypotheses based on conceptual ideas (Locke, 2001). These hypotheses are generated 

by constantly comparing conceptualized data (through deductive reasoning) on different 

levels of abstraction (Strauss, 1987). Simultaneously, GT is to discover the participants’ 

main concerns and how they continually try to resolve it. These foci are then answered 

or explained by a core variable made up of near-core categories and properties. GT does 

not aim for ‘truth’ but to conceptualize events by using empirical data. GT resembles 

what many researchers do when retrospectively formulating new hypotheses to fit data. 

However, in GT, the researcher does not pretend to have formulated the hypotheses in 

advance since preformed hypotheses are prohibited (Glaser & Strauss, 1967). Rather the 

researcher generalises the data to a core category or what is termed as a basic social 

process (Glaser, 1978). See Figure 3.2 for a diagram contrasting the differences between 

the hypothetico-deductive process and grounded theory below. 
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Figure 3.2 Contrasting the Line Of Investigative Action in Hypothetico – Deductive 

and Grounded Theory Approaches 

 

Source: adapted from Locke (2001) for this thesis  

 

To formulate the hypotheses throughout specific research projects GT must determine a 

unit for analysis. Distinctively GT’s unit of analysis is the incident, whereas in most 

behavioural research, people are considered as units of analysis (Chenitz & Swanson, 

1986; Glaser & Strauss, 1967). Multiple incidents in GT will be ‘discovered’ and 

analysed. In comparing incidents, emerging concepts and their inter-relationships are 

considered probability statements. Consequently, GT is not a qualitative method but a 

general method of study that can use any kind of data even if qualitative at the moment 

are most popular (Glaser, 2004). However, although working with probabilities, most 

GT studies are considered qualitative since statistical methods are not used and figures 

not presented. The results of GT do not report facts but rather, a set of probability 

statements about the relationship between concepts, or an integrated set of conceptual 

hypotheses developed from empirical data (Glaser, 1998). Validity in its traditional 

sense is inconsequential in GT, which instead should be judged by fit, relevance, 

workability, and modifiability (Glaser, 1978, 1998; Glaser & Strauss, 1967). The 

concepts of validity and replication will be discussed in greater detail in Section 3.6. 
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3.3.2 Structure of grounded theory 

GT represents a complex but topical method of research that has generated a great deal 

of mysticism and, as a result, much debate over the past three decades. The continued 

discussion of its relevance in sociological research is only surpassed by the number and 

variety of research projects that utilize GT in one form or another (Goulding, 2002, 

2005). What then is the process of GT? The generally-agreed stages of grounded theory 

analysis are: 

 

 Initial data collection – including interview, observation, participation, documentary 

and questionnaire data 

 Open coding – into abstract categories (or variables) 

 Theoretical sampling – of subsequent iterations of data collection – this is ongoing 

 Comparison and reduction of categories – this is ongoing 

 Saturation of categories – until no new properties or dimensions of categories are 

found – this is ongoing 

 Theoretical coding – to seek the properties of categories and the relationships 

between them – including which categories are causes, consequences, contingencies, 

covariances, intervening conditions or contexts – this too is ongoing 

 Emergence of high order categories 

 Emergence of basic social processes – at the highest level of abstraction  

 Theory generation 

(Parry, 2004) 

 

These stages are now discussed in detail in order to assist in the ‘de-mystification’ the 

GT process. 

 

Initial data collection methods for the more common types of qualitative inquiry are 

outlined. Available data collection methods for this research are then discussed in 

context of the favoured research design. 

 

Qualitative data collection techniques for GT can consist mainly of focus groups, in-

depth interviews, observations, and content analysis of archived documents (such as 

company briefs, diaries or reports) (Coyne, 1997; Glaser, 1998; Goulding, 2002). But as 
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described in Section 3.3.5, other more abstract types of data are available in some 

circumstances. However, for the purpose of this research, the more pragmatic types of 

data collection are described. These methods of collection should allow investigation of 

the given phenomenon but maintain characteristics of actual events (Gummesson, 2000; 

Moustakas, 1994; Yin, 2003). Each stage of an investigation should incorporate 

numerous data sources to provide an in-depth and holistic picture of the phenomenon 

under investigation (Patton, 2002; Yin, 2003). This is known as data triangulation 

(Parry, 2004) and will be discussed in greater detail in Chapter 4. 

 

Focus groups consist of a small group of people (6-8 is regarded as the nominal figure), 

gathered together in a formal process for interactive and spontaneous discussion of a 

singular topic or issue (Hair Jr, Bush, & Ortinau, 2000). The primary goal for focus 

groups is to give researchers as much information as possible about the topic at hand. 

In-depth interviews can be conducted in a number of different ways. An interviewer 

asks unstructured, semi-structured, or structured questions to a respondent in a semi-

formal or formal environment in order to obtain attitudinal and behavioural data from 

the respondent that relates to past, present and future perspectives. Interviews can take 

place face-to-face or over the phone depending on factors such as accessibility and 

timing (Patton, 2002). Observational data gathering techniques focus the impressions 

gained by the researcher from immediate and authentic surroundings (although this 

technique can include counting and measuring for quantitative data collection) (Locke, 

2001). Techniques can range from mechanical, video/DVD or human contact. Important 

to the function of observation is that it remains non-intrusive thereby minimising 

interference in the behaviour of those being studied (Carson et al., 2001). This type of 

data collection also locates the researcher within the context of the investigation, and 

thus provides a more highly sensitised experience for the researcher (Goulding, 2002). 

Collection of archival sources involves the use of data gathered in a previous context. 

Current discussion in academic literature refers to previous research studies as 

secondary data (Malhotra et al., 2002) but documents, diaries, and notes representing 

the respondent's perspectives can be analysed alongside primary data in an oral and/or 

visual context to deepen the understanding of the researcher in their inquiry. This, in 

part, also forms data triangulation (Glaser & Strauss, 1967; Locke, 2001; Parry, 2004). 

Following is a summary of the objectives for qualitative data collection techniques in 

Table 3.1. 
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Table 3.1 Research Objectives of Qualitative Data Collection Techniques 

Focus group In-depth interview Observation Archival 

sources 

Definition or 

redefinition of 

problems 

Reveal hidden 

needs, wants, 

attitudes, 

behaviours, 

feelings, 

perceptions and 

motivations 

Preliminary insights of 

what subjects 

think/believe or why 

they exhibit certain 

behaviours 

Experience of 

real world 

impressions 

Different 

perspective of 

original 

problem 

Hidden information 

uncovered 

Generate new ideas Unrestricted and 

detailed comments that 

include feelings, 

beliefs or opinions 

Non-intrusive 

thereby 

minimises 

interference 

Confirms or 

disconfirms 

other sources 

of evidence 

Better 

understanding of 

other quantitative 

results 

Discover new 

theory and 

measurement 

methods 

Detailed knowledge 

and behaviour from 

respondent about a 

topic or object. 

Locates 

researcher in 

context thereby 

increasing 

appreciation 

 

Explain changing 

respondent 

preferences 

    

Source: adapted from Goulding 2002; Locke, 2001; Gummesson, 2000; Patton, 2002 for this thesis 

 

Open or substantive coding conceptualizes data at the first level of abstraction. Written 

data from field notes or transcripts (or other forms of data) are analysed line by line. At 

the beginning of a study, everything is coded in order to discover the problem and how 

it is being resolved in the context of the study by participants (Rowlands, 2005). The 

coding is often done in the margin of the field notes or in the notes Section of the 

software being utilized (P. Martin & Turner, 1986; Spiggle, 1994). This phase is often 

tedious since the conceptualization of all incidents from the data yields many concepts 

(Strauss & Corbin, 1998). These concepts are then compared as more data is collected 

and coded, and subsequently merged into new concepts. These initial concepts are 

eventually renamed and modified (Goulding, 2002). The researcher goes back and forth 

while comparing data, constantly modifying, and honing the growing theory. This is 

done while simultaneously following the schedule of GT’s axial step model (Morse et 

al., 2009). (See GT model in Figure 3.3 for a visual representation of the process). 

 

Theoretical sampling and memoing are also important in the early phases of open 

coding. Memoing assists the researcher to conceptualise incidents (Lempert, 2007). 

Glaser (1998, p. 177) states,  
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Memos are the theorizing write-up of ideas about substantive codes and 

their theoretically coded relationships as they emerge during coding, 

collecting and analysing data and during memoing. 

 

Theoretical memos (as part of the sampling process) can be anything written or drawn 

in the constant comparison that makes up a GT (Coyne, 1997). Memos are important 

tools to both refine and keep track of ideas that develop when incidents and concepts are 

compared in the evolving theory (Chenitz & Swanson, 1986). In memos naming, 

concepts are developed and related to each other (Corbin, 2009). Relationships are then 

developed between concepts and presented in two-by-two tables, diagrams or figures 

(Locke, 2001), or whatever makes the ideas flow, and generates comparative power 

(Charmaz, 2006). Without memoing, the theory is regarded as superficial and the 

concepts generated, unoriginal (Strauss & Corbin, 1998). 

 

The generally accepted approach to the memoing process is structured and pragmatic 

(Parry, 1997; Rowlands, 2005). However, the process can be unrestricted, creating 

freedom without normal rules of writing, grammar or style (Glaser, 1998). This 

‘creative freedom’ encourages the researcher to register ideas spontaneously generating 

a serendipitous environment from which theory flows (Glaser, 1992). The different 

approaches necessarily rely on the researchers personal preferences (Hunter, Hari, 

Egbu, & Kelly, 2005). 

 

Theoretical sampling (as part of memoing) is the process of data collection for 

generating theory whereby the researcher simultaneously collects, codes and analyses 

data to specifically decide which data to collect next and where (Dey, 2008). This 

process is driven by the emerging theory (Glaser & Strauss, 1967) and is detailed 

further in the next section covering comparison and reduction of categories. 

 

Comparison and reduction of categories or sorting occurs when memos are sorted, 

which is central to formulating the theory for presentation to others (Holton, 2007). 

Sorting organises disparate data (Lempert, 2007) and thus assists in generating the 

theory that explains the main actions contextually (Eriksson & Kovalainen, 2008). 

Theory written from unsorted memos may be rich in ideas but the connection between 

concepts is weak (Glaser, 1978, 1992). Therefore the constant comparative process 

reduces categories and subsequently axially aligns concepts (Strauss & Corbin, 1990a). 
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The process initially identifies core variables, or what are thought to be the core or 

tentative core (Morse, 1994). This gives an initial explanation of participant behavior 

and how they resolve their main concerns (Glaser, 1992). The tentative core is not 

regarded as ‘right or wrong’ but rather, whether it more or less ‘fits’ with the data (P. 

Martin & Turner, 1986). Data is subsequently selectively coded using the core to guide 

the researcher (Hutchinson, 1986). Concepts with little importance to the core and/or 

sub-core categories are discarded (Locke, 2001). This step of GT intrinsically links to 

the previous stage of theoretical sampling (one reason why GT is considered iterative 

(Parry, 2004)) by selectively testing new data (or reviewing old data) with the core 

(Morse, 1994). This stage of GT is interrogative in nature and is driven by deductive 

logic which ultimately delimits the study through the reduction of categories and 

concepts (Goulding, 2002).  

 

Theoretical coding integrates theory through cohesion (Spiggle, 1994). These disparate 

concepts connect into hypotheses. Hypotheses should then be formulated into a theory 

explaining the main focus of participants (Holton, 2007). Researchers conduct 

theoretical coding by applying a model to the data (Parry, 1997). Theoretical codes then 

emerge from the process of constant comparison, although the definition of ‘emergence’ 

is the subject of much debate (Glaser, 1992; Strauss & Corbin, 1990a). 

 

Emergence of higher order categories determined in the previous section of theoretical 

coding, form the basis of the core category. The core category integrates all other 

categories at the highest level of abstraction (Glaser & Strauss, 1967; Lincoln & Guba, 

1985; Locke, 2001). An explanation of this process is suggested by Parry (1997) that by 

answering a number of questions drawn and synthesized from the literature, 

identification of the core category occurs. These questions are: 

 

 In all of the interviews or observations, what seemed to be the main story line, 

the main pattern or theme that was happening over and over again? 

 What category did all other categories seem to be pointing to or leading up to? 

 Which category seemed to be of a higher level of abstraction than the others? 

 Which category could the others be subsumed under? 
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Data should be reinterrogated to gain answers to these questions. The reinterrogation of 

data can involve reading memos, reading transcripts, continued theoretical coding, 

posing and testing operational hypotheses contextually. Core categories should then 

emerge at higher and higher levels of abstraction. Consequently, near-core categories as 

well as the core categories are clearly identified (Chenitz & Swanson, 1986; P. Martin 

& Turner, 1986).  

 

Finally, a basic social process emerges as the expression of the highest level of 

abstraction derived from the core abstract category (Glaser, 1992; Glaser & Strauss, 

1967; Goulding, 2002). This core category is a single expression of all the processes 

interrogated in the research over time (Wright & Parry, 2006). In this research a 

Strategic Organisational Process (SOP) was identified as the most appropriate 

expression of franchise systems’ dynamics and justifies the use of GT for this research. 

This is a contribution to GT in the research paradigm of Marketing Management. 

Therefore, hypotheses are not relevant. A comprehensive statement explaining strategic 

organisational process appears in Chapter 4 (Section 4.1.7). The argument posits 

business decisions (i.e. to co-brand or not to co-brand) are made through social 

interaction (people interacting in a business context). These interactivities are presented 

and summarised through the meta-triangulation process (explained in detail in Section 

4.1.4). That is, a range of perspectives were identified, compared and contrasted intra-

organisationally and subsequently inter-organisationally in the context of franchised co-

brands. Organisational problem solving of this business process was then explained 

through theoretical sampling/axial coding (expressed as propositions at the end of each 

section in Chapters 5 & 6). 

 

 

In conclusion GT analysis progressively integrates and saturates the interactive 

processes as described in previous sections. Those processes are then scrutinised and 

tested for any linkages between them so that higher levels of abstraction emerge until 

one overarching basic social process emerges which can explain variation in all lower 

level concepts and processes (Parry, 2004). 
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Figure 3.3 The Grounded Theory Process 
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3.3.3 Criteria for organisation selection 

The population of interest for this research consisted of Australian franchise 

organisations that currently co-brand in an organisational retail format. There are an 

estimated to be 1150 business format franchise systems in Australia (Frazer et al., 

2008). Of these, the following percentages were representative of franchisors involved 

in co-branding activities; those in joint promotional activities (10% of franchisors), 

those combining products and services (10%), and those sharing or combining retail 

space (7%). Almost two thirds of these specific franchisors operate in food and non-

food retailing (Frazer et al., 2008). Examples of retail co-branded franchising included 

arrangements between fast food operators and fuel retailers (Hungry Jacks and BP), fast 

food and other retail formats (such as Gloria Jeans and Borders and Subway and 7-

Eleven). The expansion of franchising in Australia is represented by a similar growth in 

the incidence of co-branded arrangements (Frazer & Weaven, 2004; Frazer et al., 2006, 

2008). Following, in Table 3.2 is an extract of the specific statistics on co-branding 

from the Franchising Australia 2004, 2006 and 2008 surveys.  
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Table 3.2 Franchising Australia Co-Branding Extract 

Franchising Australia 2004 survey  
 

Do you conduct any of the following activities with another brand name? 

(eg Marty’s Pizza with Action Video) 

 Number of 

responses 

Percent 

Joint advertising or sales promotion 15 10.1 

Combined product or service 15 10.1 

Share retail space at a single location 10 6.8 
Notes: 1) All 148 respondents answered the question. 

2) Multiple responses were recorded for some respondents. 
 

Franchising Australia 2006 survey  
 

Do you conduct any of the following activities with another brand name? 

(eg Marty’s Pizza with Action Video) 

 Number of 

responses 

Percentage 

Joint advertising or sales promotion 33 15.2 

Combined product or service 20 9.2 

Share retail space at a single location 12 5.5 
Notes: 1) All 217 franchisors provided a response. 

Multiple responses were recorded for some respondents. 

 

Franchising Australia 2008 survey  
 

Do you use any of the following franchising strategies? 

 Number of 

responses 

Percentage 

Exclusive territories 124 43.4 

Multiple unit franchising 91 31.8 

Area development agreements 28 9.8 

Conversion franchising 27 9.4 

Acquisition or merger with other systems 22 7.7 

Co-branded retailing 16 5.6 

Multiple franchise systems 12 4.2 

Multiple franchise concepts 12 4.2 

Initial public offering 4 1.4 

Other strategy 5 1.5 
Notes: 1) All 286 franchisors provided a response. 

2) Multiple responses were recorded for some respondents. 

 

In this study, data were collected from the following cases McDonalds/McCafe; 

McDonalds/BP; BP/Wild Bean; Retail Food Group (RFG). To reiterate, a cross-section 

of personnel, in charge of the co-brand strategy, from each organisation were 

interviewed and company documents reviewed (where possible) in order to achieve data 

triangulation. This formed a representative view of the phenomenon from each franchise 
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system being investigated. There was no predetermined ideal number of respondents, 

but categories were saturated (Eisenhardt, 1989b; Goulding, 2002; Parry, 1997).  

 

3.4 Ethics 

A number of ethical issues were considered prior to, and during the conduct of this 

research. These considerations included responsibilities to the University, as the 

organisation overseeing the research, and conduct toward the respondents. Prior to 

commencing this research, an ethical clearance was required and attained through the 

University (Research Ethics Database Protocol Number MKT/11/04/HREC). This 

clearance confined ethical behaviour within strict guidelines in order to protect the 

University’s (and the researchers) reputation (Alreck & Settle, 1995).   

 

Two ethical frameworks were considered, the deontological perspective (a focus on the 

welfare of the individual in the research process) and the teleological view (weighing up 

the net consequences of research against its potential outcomes) (Churchill, 1992). 

Given that marketing research, in an organisational context, can have a potentially 

serious impact on those individuals involved in the research process, ethical behaviour 

was regulated by the deontological perspective. This implied that research participants 

were identifiable and therefore had universally accepted rights in the process (for 

example, the right to know about the research and its outcomes) (Churchill, 1992; 

Churchill & Iacobucci, 2002).  

 

Obligations to the participants were of special significance because their participation 

was central to this study.  At all times the true purpose and potential outcomes of the 

study were disclosed to respondents with statements appearing in all correspondence 

and prior to the commencement of each interview (Churchill, 1992). It was important in 

presenting the findings of the research that the organisations and the relative titles of the 

respondents be identified. This was necessary in order to add credibility to the findings. 

As the respondents were all senior managers and integral to the development of co-

branding arrangements from the organisations selected, confidentiality was not seen by 

the respondents as a significant issue (Churchill, 1992; Kervin, 1992). Therefore 

confidentiality was confined to only the names of participants being withheld from 

publication (Alreck & Settle, 1995; Neuman, 2006). 
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The principle of informed consent was also observed (Kervin, 1992). Participants were 

not deceived about the topic of the survey and were given the choice of cooperating 

with the correspondence requesting their participation. Interview questions were 

consistent with the aims of the research and no demeaning or irrelevant questions were 

asked (Sekaran, 2000). 

 

Given the responsibility towards the utilisation of the findings, it was important that 

participants were kept fully informed of the findings from this research (Churchill, 

1992). Respondents were sent a copy of the summarised findings with research results 

used only for their stated purpose (Sekaran, 2000). 

 

In brief, ethical conduct was both a personal and guided obligation to act in a 

professional manner. As a result, the goal of advancement of knowledge was balanced 

with the individual interests of participants in the study. 

 

3.5 Methodological Integrity 

An important factor in any research design is establishing methodological soundness 

(Eisenhardt, 1989b). The general perception of qualitative research is that it does not 

provide the same level of validity and reliability as quantitative research techniques 

(Malhotra et al., 2002; Zikmund et al., 2007). Further, qualitative studies are difficult to 

replicate given the interpretive nature of collection and analytic processes (Denzin & 

Lincoln, 2005). Hence, this section explains validity and reliability in a qualitative 

research context and highlights the nature of what is achievable academic rigour in 

qualitative data collection and analytic processes. 

 

Active measures should be taken to build validity and reliability into any qualitative 

research design, at data collection and subsequent analytic stages (Carson et al., 2001; 

Goulding, 2002). Various means are available for addressing validity and reliability in 

qualitative data collection and the subsequent grounded theory analysis (Goulding, 

2002; Yin, 2003). The tactics commonly used in qualitative research to address issues of 

validity; reliability; and replicatibility, are now discussed in greater detail. 
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Validity in the context of qualitative research involves establishing correct operational 

measures for data collection and analysis (Neuman, 2003). Qualitative researchers are 

often criticised for failing to develop a sufficient set of measures in this area and who 

would rather, use subjective judgments to collect data (Stake, 1995). Three tactics are 

commonly used in qualitative research to address the issue of validity: (a) the use of 

multiple sources of evidence; (b) the establishment a chain of evidence; and (c) having 

the key informants review specific data sources (Yin, 2003). 

  

Using multiple sources of evidence attained from divergent lines of inquiry enables a 

process of triangulation which then provides the ability of constructing coherent data 

sources prior to categorical development (Neuman, 2006; Parry, 2004). One of the great 

strengths of qualitative data collection methods, as compared with other methods, is that 

evidence can be collected from multiple sources. What then is triangulation? 

 

There are four types of triangulation: data triangulation; investigator triangulation; 

theory triangulation; and methodological triangulation (Neuman, 2006). Data 

triangulation reinforces validity by a means of classifying multiple sources of evidence. 

Data triangulation occurs via the integration of primary sources of evidence during data 

collection. As an example, semi-structured interviews; direct observation of the 

respondent’s behaviour during the interview process (researcher notes); and perusal and 

analysis of company and/or respondent documents pertinent to an investigation can be 

‘triangulated’ into a singular perspective (Denzin & Lincoln, 2003). Investigator 

triangulation normally occurs when a number of researchers or observers cross 

reference data, thus providing a more complete picture of the subject matter (Allan, 

2003; Neuman, 2003; Yin, 2003). The use of these sources of evidence provides a more 

complete picture of the phenomenon under investigation and enables the corroboration 

of any fact or finding for which there might be reservations (Carson et al., 2001). 

Theory triangulation occurs when multiple alternate theoretical perspectives are 

incorporated into the research at the planning stage (Neuman, 2006). The process of 

testing variables from alternate perspectives is a common practice in quantitative 

research (Churchill, 1992) Triangulation of method utilises a mix of qualitative and 

quantitative research methods (or mixed methods within each approach) for the purpose 

of validation (Parry, 2004). These general triangulation principles help deal with the 

issue of validity and reliability in some qualitative data collection processes (Parry, 
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2004; Yin, 2003). The implementation of some of these principles can overcome some 

of the key criticisms of qualitative research (Churchill & Iacobucci, 2002).  

 

Therefore, information from company documents, archival records, interviews, and 

direct observation is used to compile an evidentiary trail resulting in a singular 

perspective of each company involved (Eisenhardt, 1989b; Locke, 2001; Patton, 2002; 

Yin, 2003). The use of multiple sources of evidence contributes to a richness of 

evidence and can lead to a stronger theoretical sampling process. Additionally, the 

concept of triangulation helps address concerns of validity by providing multiple 

measures (or points of view) of the same phenomenon (Eisenhardt, 1989b; Yin, 2003). 

These multiple perspectives can then be synthesised into a single variable used in the 

axial coding stages of the grounded theory (Goulding, 2002). In the process of 

triangulation, hierarchy of abstraction modelling (HAM), or explicitly detailing the 

abstraction process from the open coding stage, through axial coding and the subsequent 

highest level of abstraction into a detailed model, is also seen as an additional way to 

answer criticisms of validity (Parry, 2004). Triangulation for this research is detailed in 

Chapter 4. 

 

The second principle of validity is the construction of a chain of evidence. Establishing 

a chain of evidence involves clear cross-referencing of methodological procedures to 

the resulting evidence (Eisenhardt, 1989b; Yin, 2003). The principle behind this action 

is called traceability. This allows a reader to follow the derivation of any evidence, 

ranging from the initial research question to the final conclusions (P. Martin & Turner, 

1986; Yin, 2003). While theoretical coding in the grounded theoretic process can only 

be established by the researcher, (a weakness of grounded theory, see (Schwandt, 

2001)), the transparency of the analytic process before and after coding reinforces 

validity (Kervin, 1992). Central to traceability is a database which includes case notes 

made from the interviews and observations, other documents that were collected during 

the research, interview transcripts and the initial analysis of the evidence. Databases can 

be maintained using the QSR NVivo or NUDIST software systems which allow for 

more sophisticated data manipulation than traditional manual systems and give 

extensive capability for the coding process. This can lead to a more refined saturation of 

categories and greater transparency (Scholz & Tietje, 2002). 
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Having informants review the transcript is a third tactic to address validity (Sarantakos, 

2005). The process involves sending the transcripts, notes or company documents to the 

respective interviewees for checking. This ensures participants review the words and 

endorse the transcribed data as an accurate representation of their responses, thus 

overcoming possible bias in interpretation (Eisenhardt, 1989b). By validating data in the 

collection phase, it is also possible to establish links to additional information (company 

documents) or people thereby enriching providing other multiple perspectives of the 

same phenomenon (Gummesson, 2005; Parry, 1997).  

 

Reliability in qualitative research involves demonstrating that any findings can be 

replicated by another researcher and also indicates the extent to which the results are 

without bias (Neuman, 2003). Reliability is normally achieved through documentation 

of procedures, appropriate record keeping and making as many steps as transparent as 

possible (Carson et al., 2001). However, one of the main criticisms of grounded theory 

is its lack of transparency caused by the complexity of its data gathering and analytic 

processes (Hutchinson, 1986; Strauss & Corbin, 1990a) This creates issues with 

replication logic and external validation (Parry, 2004). Notwithstanding this anomaly, 

the following tactics can be used to in an attempt to achieve reliability of results in 

qualitative research: (a) use of a case study protocol; (b) use of a semi-structured 

interview protocol; and (c) development of a case study database (Scholz & Tietje, 

2002; Yin, 2003). 

 

A case study protocol details in advance the procedures and requirements that need to 

be followed during data collection, thereby providing some direction to the researcher 

by specifying what the researcher will record and the procedures for collecting data 

(Denzin & Lincoln, 2003; Goulding, 2002). Prior to the interview, all informants should 

be provided with an overview of the research project, the process of the interview and 

the kind of information that is being sought, thus enabling informed consent to be 

obtained from participants. To ensure that all ideas and insights of the interviewees are 

kept accurately, a recorder can be used in addition to note taking during an interview 

(Morse, 1994). The tape recording assists the conversation to carry on naturally and 

ensures questions that can evoke long narratives are correctly transcribed and 

comprehended. Therefore the raw data can be preserved indefinitely, and provides the 

opportunity to review data as often as necessary, to ensure that full understanding is 
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achieved (Goulding, 2002; Patton, 2002).  Data can then be transcribed with the 

transcripts sent back to participants to check for accuracy and clarification. 

 

An interview protocol with a range of pre-set questions can also be used throughout the 

data collection process. Evolution of the questions can take place between each 

interview. Interviews lasted approximately an hour, but were extended or reduced 

accordingly. Flexibility in time for the interviewees remained paramount for the 

grounded theoretical process to be successful. For this reason, the interviews remain 

open ended and assumed a conversational manner, while ensuring the discussion 

addressed a set of pre-determined questions. Questions were kept deliberately broad to 

allow respondents as much freedom in their answers as possible (Eisenhardt, 1989b; 

Strauss & Corbin, 1990b). Also prepared in advance for data collection, the interview 

protocol ensured that the questions are standardised around a number of topics that were 

continually adapted to new categories being developed in the early part of the grounded 

theoretical process.  

 

Development of the database involves thorough and systematic documentation of 

evidence gathered throughout the research project. The principle behind this tactic is to 

increase reliability by allowing the principal research supervisor to retrieve evidence 

directly and not to be limited to written reports (Patton, 2002).   

 

External validity refers to the extent to which the research findings can be generalised 

beyond the immediate research situation (Neuman, 2003). In some exploratory research, 

external validity is addressed through the application of replication logic using 

analytical generalisation. There is some substantiation that this would be suitable for 

grounded theory (Parry, 2004). Replication logic in qualitative research prescribes that 

if predicted results do occur in a particular context, known as literal replication, or if the 

contrary results are produced, but for predictable reasons known as theoretical 

replication, analytical generalisation is achieved (Yin, 2003). This analytical 

generalisation occurs because the investigator is striving to generalise a particular set of 

results to a broader theory as opposed to a population that gives statistical 

generalisation. Therefore, they are similar to multiple experiments with each context 

serving to confirm or disconfirm a theory (Yin, 2003). 
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However, while grounded theory is an explanatory research design it is difficult to 

replicate the studies as no two situations are the same (Gummesson, 2005; Parry, 2004). 

Hence, it is this apparent lack of replication logic that remains a criticism of this 

method. As a direct response to this criticism, it has been pointed out that the 

conventional positivist notion of replication logic is not relevant to grounded theory 

(Chenitz & Swanson, 1986). The positivist focus is relative to whether the same 

questions can be asked of different people intra-organisationally, and whether the same 

observations can be then maintained inter-organisationally. The underlying nature of the 

semi-structured interview, in this context, means the interview schedule differed for 

each organisation with the schedule itself also differing for every respondent. Therefore, 

complete replication could not be achieved using these protocols (Parry, 1998). 

 

It would then seem more appropriate to ask whether the grounded theory, if applied to a 

similar situation, would allow the researcher to interpret, understand, and explain the 

phenomena. If future researchers use the sampling frame, critical incidents, and 

introductory questions developed for this thesis, there is a strong possibility that 

replication of this grounded theory study could be achieved. Therefore reliability can be 

claimed (Strauss & Corbin, 1990b). This approach can be reinforced by the inclusion of 

data triangulation to overcome this concern. 

 

Finally, reliability may also be achieved depending on the relationship between the 

theory and the extant literature. If the theory does not deviate from the existing literature 

then there is a clear validation of the previous research. If the theory does not support 

the existing literature, but the variation can be explained by substantive differences in 

the research situation, then the theory could be said to be reliable (Parry, 1998).  

  

In summary, well planned and executed qualitative data collection and cataloguing can 

contribute significantly to rigour in grounded theory research (Carson et al., 2001; 

Goulding, 2002; Locke, 2001). Incorporating multiple sources of evidence, identifying a 

chain of evidence and carrying out member checks were techniques that enhanced 

validity and provide some traditional academic rigour throughout qualitative research. 

Reliability and external validity were discussed describing procedural rigour. This can 

either address general criticisms levelled at this method of data analysis or dismiss them 

entirely. 
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3.6 Conclusion 

In presenting the methodology for this research, analysis of several characteristics of the 

research situation occurred in order to select an appropriate research design. Taking into 

consideration: (a) the relative infancy of the research topic area; (b) the objective to 

develop a better understanding of why co-branding occurs in this situation; and (c) the 

dominance of how the research question asks about a contemporary set of events over 

which the investigator had little or no control, an inductive grounded theory-building 

approach was determined to be most appropriate to continue with the investigation. 

 

Methodological rigour was established in an attempt to address the issue of validity and 

reliability and contribute to the robustness of the resulting theory. Data were collected 

until convergence/saturation occurred from relevant franchise organisations. Data 

collection and analysis overlapped initially, before an incremental analysis across all 

organisations occurred in the data collection process. Finally the concept of a strategic 

organisational process was explained as the ultimate outcome of this research. 

 

The next Chapter will describe how grounded theory was adapted for this research.  
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Chapter 4 

Method 

 

4 Introduction 

This chapter provides detail of the Glaserian GT method adapted for this research. GT 

analysis traditionally focuses on the action/interaction of people, and their solutions to 

problems/situations confronting them. This is central to the generation and subsequent 

grounding of the contextualised theory. However, over the past decade, other disciplines 

utilised GT, including management and marketing, deviating from traditional 

applications. In that time, GT evolved through these new applications, but remained true 

to its original tenet (Parry, 2004). Thus, the GT method described in this Chapter 

highlights further adaptation of the Glaserian GT approach to suit the inter-

brand/organisational action/interaction focus necessary to contextualise this research.  

 

In previous chapters, retail co-branding as a growth strategy within business format 

franchising as a recent phenomenon in Australia was highlighted (Wright & Frazer, 

2007). Consumer perspectives of product specific co-branding dominate the literature 

but provide no organisational perspective for the adoption of retail co-brand strategy in 

a franchise context (Aaker, 2004; Kapferer, 2004). Contrasting co-brand literature with 

theoretical motivations for businesses to franchise (Brickley et al., 1991; Combs & 

Castrogiovanni, 1994) and pluralist expositions (mixed franchised and company owned 

operations) (Hendrikse et al., 2008) do not explain the popularity of these new forms of 

franchising (co-brand strategy as one example) and accentuate an imperative to progress 

academic thinking in this area.  

 

The overlap of these two areas of research (branding and franchising), and the paucity 

of previous studies obscure a clear path from which an explanatory theory can be 

developed.   Therefore, to answer the question, why do franchisors adopt the strategy 

of co-branding, a Glaserian GT framework was deemed most appropriate.  

 

Following is the detailed discussion of the research design, highlighting the adapted 

Glaserian GT method developed to answer the research question. Figure 4.1 depicts the 

structure of this Chapter. 
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Figure 4.1 Structure of Chapter 4 

 

 

4.1 Method 

Recently grounded theory has been defined as a data-analytic method which rigorously 

and qualitatively analyses data to generate explanatory theory. Grounded theory 

analysis traditionally focuses on qualitative data, but increasingly, quantitative data are 

being analysed along with qualitative data in the analytic process (Allan, 2003; Parry, 

2004).  

 

Historically, grounded theory analysis has mainly been used in the social sciences in the 

study of human interaction such as nursing practices and educational research (Chenitz 

& Swanson, 1986; Glaser & Strauss, 1967). More recently it has been applied in 

organisational, management and marketing research (Goulding, 2002; Locke, 2001; P. 

Martin & Turner, 1986). 

 

Given the divergent approaches of GT identified in Chapter 3 a Glaserian approach was 

adopted for the purpose of this thesis (Carson et al., 2001; Parry, 2004; Sobh & Perry, 

2006). However, as evidenced in other GT studies, further research questions evolved as 

higher order concepts were discovered (Douglas, 2003). 

 

Components of the grounded theory method are commonly used in many qualitative 

social scientific contexts, without fully achieving the grounded theory itself. 

Components include, open coding, theoretical sampling and the comparison of 

categories and are commonly mistaken for the full grounded theoretic approach (Glaser, 

2004; Irurita, 1996; Parry, 1997, 2004). However, the full grounded theory method 

involves the generation of high-order categories, and the emergence of a basic social 

process and explanatory theory (Goulding, 2002, 2005; Parry, 1998; Strauss & Corbin, 

1990b). The generally accepted process of grounded theory analysis was described in 
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Chapter 3. In the following sections, detail is given regarding the adapted Glaserian GT 

method for this research. 

 

4.1.1 Data collection 

Initial data collection consisted of three categories: interview data (recordings, 

transcripts, observations) field data (notes), and company records (written 

correspondence between managers within the businesses, business plans, and briefs) 

considered useful to this research. Copious notes, company documents and detailed 

recordings (as transcripts) were gathered and examined many times from a variety of 

perspectives in order to develop initial categories regarding the co-branding 

phenomenon.  

 

The primary consideration was to generate data for this research including interviews, 

company documentation and field notes which captured the exact words and 

explanations of the actual respondents (and their representation of the organisations they 

represented) with minimal reframing (Eriksson & Kovalainen, 2008; Schwandt, 2001). 

Interviews generated a considerable amount of data enabling transcription which 

enhanced an otherwise limited capacity to capture what was said by the interviewee 

(Charmaz, 2006). 

 

Data were collected in the following ways. First, nine (9) in-depth interviews were 

conducted in a semi-structured format giving interviewees the opportunity to present 

their strategic perspective of the organisations involved. Interviews commenced with 

structured questions to focus discussions on the broad topic in a formal environment 

(their place of work). This achieved both attitudinal and behavioural types of data from 

the respondents that related to past, present and future perspectives of the research 

questions (Patton, 1987, 2002). Interviews were conducted face-to-face and over the 

phone depending on the availability of the interviewee. Each interview lasted 

approximately one (1) hour. Once transcribed, the interviews provided sixty-six (66) 

pages of data.  

 

Second, collection of archival sources involved the use of data gathered from an 

historical context. Documents, diaries, and notes representing respondents’ and/or 
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organisations perspectives were analysed (where possible) alongside data collected in 

the oral and/or visual context to further deepen my understanding. In total this data was 

represented by two hundred and twenty (220) pages of data. These documents, in 

conjunction with the transcribed interviews, formed data triangulation and helped 

establish the strategic perspective of the organisation.  

 

Third, observations were recorded focussing on the impressions gained through the 

interview process. These techniques used human contact or visual observation of 

interviewees. This function remained non-intrusive with minimal interference in the 

behaviour. In total (including memos made throughout the data collection and analytic 

process) a total of 148 pages of data, notes and observations were recorded for the 

purpose of this research. 

 

Details of data sources are stated in Table 4.1. Consistent with expert recommendations 

all three types of data were collected and analysed in parallel to achieve data 

triangulation (Locke, 2001). 

 



Chapter 4: Method 

 

 

Maintaining Franchise System Isotropy: A Grounded Theory Of Franchised Co-Branding 79 

Table 4.1 Chronological List of Data Collected for this Research 

Company Respondent Company 

Documents analysed 

Co-branded 

Relationships 

Interview 

Type 

McDonalds Vice-President Qld/NT  McCafe/BP/Shell Semi-

Structured 

“ Operations Manager Qld/NT  McCafe/BP/Shell Semi-

Structured 

“ Franchisee Qld 

(first suburban McCafe and 

ex-National Operations 

Manager) 

 McCafe/BP/Shell Semi-

Structured 

“ Training Manager Qld  McCafe/BP/Shell Semi-

Structured 

“ Development Manager Qld  McCafe/BP/Shell/Caltex/

Mobil 

Semi-

Structured 

“  Sales Building 

Investment Incentive 

Policy 

McDonalds/McCafe  

“  McDonalds/McCafe 

Briefing Document 

McDonalds/McCafe  

“  McCafe Briefing 

Document 

McDonalds/McCafe  

BP Regional Asset Manager 

(Qld) 

 McDonalds/McCafe/Wild 

Bean 

Semi-

Structured 

“ Regional Asset Manager 

(Vic, SA, WA) 

 McDonalds/McCafe/Wild 

Bean 

Structured 

“ Regional Asset Manager 

(NSW) 

 McDonalds/McCafe/Wild 

Bean 

Structured 

Retail Food 

Group (RFG) 

Director of Marketing  bb’s café/Donut King Semi-

Structured 

“  RFG Prospectus bb’s café/Donut King  

“  RFG Annual Report bb’s café/Donut King  

Developed for this thesis 

 

In order for the data to be analysed it was necessary to initiate a cataloguing mechanism 

that would allow for safe, defined, and easy-to-recall storage, as data were collected. 

This allowed easier and more effective code development in the early stages of 

categorisation. NVivo 2 software was utilised as the software system in which the data 

was stored and categorised (QSR, 2007). 

 

4.1.2 Open coding 

Open coding evolved through the analysis of data. Codes formed the basis for later 

aggregation into concepts (or abstract/core categories - variables) (Douglas, 2003; 
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Goulding, 2002). Names or labels were given to the events, activities, functions, 

relationships, contexts, influences, and outcomes represented in the data (Allan, 2003). 

This categorical development involved close scrutiny of the data. This required the 

transcripts be analysed, word for word, line-by-line and phrase-by-phrase. The aim of 

the open coding process was to begin the unrestricted labelling of all data and to assign 

representational and conceptual codes to each and every incident highlighted within the 

data. As the process moved forward, iterative reflection of that already coded was 

considered as new data were collected and analysed (Locke, 2001; Parry, 1997). 

 

Similar incidents and phenomena were compared and contrasted with each other, and 

where deemed similar were correspondingly coded. This initiated the tentative process 

of developing conceptual categories by their properties or theoretical sampling (Glaser 

& Strauss, 1967). It was not data itself from which conceptual categories developed 

and, importantly the emergent substantive theory – it was the conceptual interpretation 

(see Section 4.1.4 Theoretical Sampling) of data that formed the basis of the grounded 

theory (Strauss & Corbin, 1998). During this stage, coding and recoding occurred to 

emphasise various facets of an event or comment (Goulding, 2002; Locke, 2001; 

Strauss & Corbin, 1998) As early coding evolved, higher level categories emerged. 

Category development is explained in the next Section. 

 

4.1.3 Category development 

Embracing an approach of contrast and diversity within McDonalds Corporation gave 

clarity to the initial theoretical coding process (Glaser, 1992; Goulding, 2002). 

Categories were identified in conjunction with an initial theoretical sampling process. 

An example of early categorical development is highlighted in Figure 4.1. This figure 

represents results from the pilot study conducted within McDonalds Corporation which 

generated the highlighted basic categories. Based on a binary heuristic that each item of 

data could be coded either the same as an emerging category (1) or different from the 

emerging category (0), a 0.50 chance was calculated that each new item of data would 

support an emerging category. Therefore, the chance of finding (for example) five 

consecutive data that supported the proposed category was 0.03125. A conclusion was 

drawn from this probability, that a 97% likelihood that the findings were not due to 

chance (p<.05) and therefore each category was determined to have reached saturation. 
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Utilising this heuristic it was determined that after the nine formal interviews (and 

analysis of the relevant company documents), new categories ceased emerging. 

Therefore, the marginal increase in knowledge attributed to any future interview, and 

any subsequent iteration of data gathering and analysis, was quite small (Faris & Parry, 

2011). An example of initial category development is portrayed in Figure 4.2 below. As 

interviews extended within McDonalds then to BP, and then RFG, categorical 

development exponentially increased. All initial categories are presented in Table 4.3. 
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Figure 4.2 Representation of Early Coding 
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Figure 4.3 Representation of Category Development 
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Table 4.2 Initial Category and Near-Core Category Development 

 

Risk Aversion Subsidisation Asymmetrical 

Relationships

Culture Co-brand development Growth

access to franchisees

criteria for selection

current financial 

resources

current franchising 

values

current marketing 

strategy

current monitoring 

mechanisms

current staffing talent

current supply chain

existing franchise 

experience

external brand

external competition

franchisability

franchise synergies

internal competition

limited competition

minimising conflict

capital incentives

franchisee 

profitability

internal governance

legal considerations

cash flow

change management

cost efficiency

ownership

profitability

return on investment

staff negativity

staff training

staffing costs

strategic direction

uniforms

ambience

assimilation of sub-brand

brand equity

brand leverage

brand trial

co-brand

advertising

co-brand design

co-brand evolution

common area usage

convenience

location

location saturation

manuals & procedures

market research

market segmentation

market trends

McCafe co-brand only

menu development

menu evolution

new concept development

new market

parent brand

pricing

real estate

reinvigorate brand

separate advertising

separate area

site selection

store design

store location

sub-brand

visual merchandising

attract new customers

attracting old customers

customer purchase 

frequency

customer service

demographics

growth

increase foot traffic

maximise sales
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4.1.4 Theoretical sampling 

Theoretical sampling of data generated propositions. Propositions are present at the end 

of each category throughout Chapters 5 and 6.  As coding progressed, categories were 

analysed iteratively (constant comparison). This process was applied within each 

organisation and subsequently across organisations, progressively comparing and 

integrating perspectives (see also Section 4.1.5 on constant comparison)  (Hunter et al., 

2005). Thus, iterative data collection focussed on emerging theory as explanation of the 

situation (from each data source), and expressed as an integrated organisational 

perspective. As new categories were discovered and then saturated, by theoretical 

sampling, comparison of data occurred with other categorical properties (Charmaz, 

2006; Chenitz & Swanson, 1986; Glaser & Strauss, 1967). Therefore, theoretical 

sampling identified categorical properties in data collection—and their theoretical 

purpose. For example, data were collected from McDonalds representatives and 

company documents. When data were compared intra-organisationally with McCafe, 

interviewees constantly referred to BP as an external co-brand partner. Thus, data were 

sought from BP. BP discussed in-depth its relationship with McDonalds (and other 

organisations). However, BP constantly referred to the development of Wild Bean Cafe 

as a developing co-brand intra-organisationally. Coding and theoretical sampling 

reached saturation, but at such an early stage, further data collection was prudent. RFG, 

as a comparative organisation, was approached to verify subsequent theoretical 

sampling. The possibilities of multiple comparisons were infinite, so groups (codes) 

were chosen according to theoretical criteria (properties) arising from data (Coyne, 

1997). This criteria, of theoretical purpose and relevance, were applied jointly in 

collection and analysis of subsequent data thus clarifying the generation of theory. As 

such, continuous application of criteria occurred on new data at pre-determined points 

in the analytic process (at the end of each interview) (Glaser, 2004).  The structure of 

Chapters 5 and 6 represents this approach. Data are grouped chronologically, by 

organisation (McDonalds, BP and RFG). Data are expressed intra-organisationally, and 

summarised as an integrated perspective. Integration formed a rudimentary theoretical 

perspective. As each organisations perspective was developed and integrated (data 

triangulation), theory emerged. Data were triangulated intra-organisationally with 

subsequent triangulation occurring inter-organisationally (now termed meta-

triangulation) with propositions generated for each category. Meta-triangulation is 
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presented in Figure 4.4. Propositions are expressed as elemental theory and appear at 

the end of each category.  

 

Figure 4.4 Meta-Triangulation 

Interviews

Company documents
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McDonalds Corporation

BP Corporation
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Triangulation of inter-

organisational perspectives 

(triangulated intra-

organisationally)
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Interviews

Company documents

Observations

Triangulation of intra-
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4.1.5 Comparison and reduction of categories 

Comparison and reduction of categories where, for example, interview texts were 

analysed line by line, provisional themes noted, and subsequently compared with other 

transcripts in order to ensure consistency and to identify negative cases (Charmaz, 

2006). The next stage was to search for links through the identification of concepts that 

went some way to offering an explanation of the co-branding phenomenon. This process 

is normally associated with axial coding and was achieved by specifying relationships 

and delineating a core category or construct around which the other concepts revolved. 

Axial coding was the appreciation of concepts in terms of their dynamic 

interrelationships and formed the basis of theory construction (Glaser & Strauss, 1967; 

Spiggle, 1994; Strauss & Corbin, 1998). This was used to construct central categories, 

including which categories were causes, consequences, contingencies, co-variances, 

intervening conditions or contexts, around which other concepts revolved (Goulding, 

2002). In marketing terms, this interrogation of data determined dependent, 
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independent, intervening and moderating variables (Parry, 1998). The categories 

creating the two near-core categories are presented in Table 4.3. 

 

Table 4.3 Categorical Development of Near-Core Categories 

Near-Core Category Lower-Order Categories 

Risk Averse Expansion Synergies of current franchise 

arrangements 

 Current staffing talent 

 Limiting competition 

 Minimising conflict 

 Incentives 

  

Brand trialling Measuring brand equity 

 Leveraging (maximising) brand 

associations  

 Reinvigorating the ‘master’ brand 

Brand trialling  

 Locating the co-brand concept 

 

4.1.6 Near-core categories 

Two near core categories emerged from theoretical sampling and the 

comparison/reduction stages. The near-core categories are risk-averse expansion, and 

brand trialling. From these near-core categories, the core category of maintaining 

franchise system isotropy was constructed. This core category explained all other 

categories at the highest level of abstraction (Glaser & Strauss, 1967; Lincoln & Guba, 

1985; Locke, 2001). This category is explained in detail in the next section. 

 

4.1.7 Strategic organisational process 

Emergence of basic social process was the highest level of abstraction where the 

grounded theory analytic process derived the core abstract category which explained 

why franchisors created and nurtured their own co-brands instead of partnering with 

other organisations (Glaser, 1992; Glaser & Strauss, 1967; Goulding, 2002). This core 

category was a single expression of the organisational processes occurring over time 

(Wright & Parry, 2006). 
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While grounded theory has traditionally been used by sociologists to investigate social 

processes, contemporary exceptions are apparent. These exceptions have re-focussed 

grounded theory into areas such as management, marketing, strategic alliances and 

consumer behaviour (Goulding, 2002; Locke, 2001). The similarity between these 

studies and traditional grounded theory was the focus on interaction between 

individuals, underlying the notion of a social process. Grounded theory analysis 

progressively integrates and saturates these interactive processes as described in 

previous sections. Those processes are then scrutinised and tested for any linkages 

between them so that higher levels of abstraction emerge until one overarching social 

process emerges which can explain variation in all lower level concepts and processes. 

This has historically been known as a basic social process (Parry, 2004). 

 

While grounded theory has focused on the interaction and social influence between 

individuals the notion of applying the same method to inter-organisational behaviour 

appears to be possible when logic is applied. An analogy can be drawn between a basic 

social process and a super-ordinate organisational process, as both being 

representations of influence producing change over time (Parry, 1997). This argument 

therefore posits that many individuals, working in parallel, directly influence an 

organisation to interact with other organisations at a strategic level. Hence, the ‘view’ of 

an organisation could be derived in a similar fashion to that of a person grounded theory 

appears to be applicable at an organisational level (Wright & Parry, 2006). As the focus 

of data collection was representative of an organisational setting in a competitive 

environment, the emergent core category may be better described as a strategic 

organisational process (Wright & Parry, 2006).  

 

Through this process the principles governing substantive theory generation were 

adhered to by grounding the results in empirical data, set within the area of franchised 

co-branded organisations while continually asking the question of why things were 

happening in the way that they were. From this developed the emergent substantive 

theory which will be described in Chapters 5, 6 and 7. 

 

The abovementioned stages of grounded theory analysis used in this research are 

illustrated in Figure 4.4. 
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Figure 4.5 GT Process for this Research 
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4.2 Conclusion 

The adapted GT method for this research was discussed and explained. This design took 

into consideration: (a) the relative infancy of the research topic area and, (b) a better 

understanding of why co-branding occurs a franchised organisation. So the inductive 

grounded theory-building approach was modified to capture the action/interaction of 

organisational activity highlighting strategic decisions made by the franchised 

organisations as a whole. 

 

The next chapter will begin the construction of the grounded theory of maintaining 

franchise system isotropy. Chapter 5 focuses on the near-core category of risk-averse 

expansion in which franchisors are identified as risk avoiders when substantial brand 

variation activities are undertaken. 
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Chapter 5 

Near-Core Category – Risk Averse Expansion 

5 Introduction 

This chapter presents the start of the grounded theory of the emergence of co-branding 

in the Australian franchising sector. The first of the three categories identified in the 

previous chapter is analysed, discussed and developed. The chapter structure is set out 

in Figure 5.1. This core category is a key element for the development of a co-branding 

strategy. The composition of this first near-core category, risk-averse expansion, is 

shown in Table 5.1. Properties are discussed and developed in detail throughout this 

chapter. Properties are developed through data triangulation (where possible) to form 

intra-organisational perspectives. Organisational perspectives are summarised 

throughout the development of each Lower-Order Category. Meta-triangulation is then 

applied to formulate an inter-organisational perspective. From this perspective, 

propositions are developed and presented at the end of each Category. Propositions 

represent a summary of data toward the core category (Glaser, 1978). Finally, the core 

category is generated through the discussion of all propositions in Section 5.6, 

Summary of Integrated Perspectives. 
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Figure 5.1 Structure of Chapter 5 
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Table 5.1 Near-Core Category of Risk-Averse Expansion 

Near-Core Category Lower-Order Categories 

Risk Averse Expansion Synergies of current franchise 

arrangements 

 Current staffing talent 

 Limiting competition 

 Minimising conflict 

 Incentives 

 

Franchisors interviewed focussed on growth opportunities with other companies, 

wherever they might find them. This attitude clearly aligns with the fundamentals of 

any franchise growth strategy. However, as the organisations and markets matured, the 

foci changed from one of rapid geographic expansion with a simple, but rigidly 

managed concept, to a more adaptive and measured approach with ‘trial and error’ for 

new internal concept development. External co-branded arrangements remained as a co-

operative but distanced relationship based on the size and brand equity of each company 

while internal co-branded arrangements evolved. This chapter deals with the nature of 

these relationships and how they developed. The focus is on the lower-order categories 

that make up this near-core category. 

 

5.1 Lower-Order Category – Synergies of current franchise arrangements 

Data revealed a determination to remain reliant on current franchise arrangements in the 

core business while building externally based co-branded relationships and 

simultaneously nurturing new brands within the retail brand portfolio. That is, the retail 

business model (and the franchise arrangements which supported its distribution) did 

not alter while external co-branded relationships and internal brands developed. 

However, each organisation had different perceptions of how these arrangements 

evolved and were integrated into daily operations. These properties are now explored 

and developed. The McDonalds perspective will be explored followed by the BP and 

then RFG view (this sequence will remain relative throughout the discussion of all 

lower-order categories in Chapters 6 and 7). In order to more effectively and succinctly 

report data in each section, codes have been assigned to the data sources for reference 

throughout. 
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McDonalds perspective on synergies of current franchise arrangements 

Table 5.2 McDonalds Data Code Names 

McDonalds Data Sources Code Name 

Vice-President Qld/NT Mike 

Operations Manager Qld/NT Scott 

Franchisee Qld  

(first suburban McCafe and ex-National Operations Manager)  

Anne 

Development Manager Qld Chris 

Sales Building Investment Incentive Policy D1 

Global Framework Strategic Document D2 

McCafe Briefing Document D3 

 

McDonalds focussed on maintaining complete control over their system while 

developing a co-brand strategy. For example, Chris stated that, “... it’s the McDonalds 

system running the food outlet. We don’t have a service station franchisee (from BP) 

running the food outlet. It doesn’t work!” The comment of “it doesn’t work” epitomises 

the franchisor view (also restated by BP) that operationally, the brands (in an external 

relationship) were kept separate. The basis of this perspective was a reliance on 

franchisees to maintain appropriate system requirements while benefitting from the co-

brand format. Therefore, these external relationships (such as with BP) evolved on the 

basis that the brands were physically merged via buildings and facilities, while keeping 

operations separate. Internal co-brand strategies developed differently, but in parallel. 

Reasons for the development of the McCafe brand in conjunction with McDonalds 

restaurants can be found in D1. Comments such as, “McCafe combined with the current 

McDonalds model in order to facilitate business expansion” and “This relationship (the 

McDonalds-McCafe co-brand) is based in an existing McDonalds legal and operational 

framework and most importantly one that already exists.”, highlight the corporate intent 

to create multiple opportunities for the system to grow (both externally and internally), 

but one which supported and protected the existing franchise framework. The way in 

which McCafe was introduced into the system reflects the importance of current 

franchisees by the franchisor. 

 

This focus on current franchise arrangements was highlighted by the introduction of the 

SAC’s (Serious About Coffee) brand trialled by McDonalds in the late 1990s. SAC’s 

was introduced into shopping centres as a standalone prototype coffee shop, discretely 

located away from McDonalds restaurants. Mike stated, “We didn’t pursue it any 

further; because we felt there were bigger opportunities for us to pursue 
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McDonalds/McCafe. We have had exponential growth in expanding the McCafe 

concept in existing McDonalds stores over the last few years.” The SAC’s stores were 

not viable as a separate brand strategy and required significant development of new 

systems and procedures which diverted attention away from the McDonalds system 

culture. At the same time, McDonalds Australia acquired Aroma’s (a UK based coffee 

shop brand). However, while there was intent to insert this brand into the McDonalds 

system, the strategy was not pursued and the brand was subsequently sold in 2002. This 

was largely due to the experience from SAC’s.  

 

This perspective was reinforced by other McDonalds executives who were asked about 

franchising the McCafe brand discretely (in separate locations) from current McDonalds 

franchisees. Scott stated, “I think if it was in close proximity to existing McDonalds we 

would probably franchise it to the local franchisee, which would be a good opportunity 

for them.”  Thus, the acceptance and subsequent incorporation of McCafe into existing 

operations (as a co-brand) was voluntary for franchisees. It was considered important 

for corporate executives to allow current McDonalds franchisees to adopt McCafe 

without any ‘push from the franchisor’. This process took some time (approximately 5 

years) as franchisees were not convinced of the viability of the new brand. Mike used 

comments such as “We would never mandate that they would have to have a 

McCafe...In the early days there was a lack of willingness because...the financial model 

was not as convincing. Today, that is a lot different.” This supports the notion that the 

franchisor supported expansion utilising the current system presenting low risk or risk-

averse behaviour. But as the new brand was established in the marketplace, franchisees 

more readily adopted the concept. Presumably SAC’s and Aroma’s would not have 

been accepted at any time. This ‘acceptance’ strategy appeared integral to the 

reinvigoration of the McDonalds brand. 

  

Therefore, reinvigoration of the McDonalds system through the addition of the co-brand 

(that is, the increased business for McDonalds restaurants by addition of foot traffic 

from the McCafe) was intrinsically linked to a voluntary incorporation of the co-brand 

by franchisees. Scott indicated that, “I can only speak to the enthusiasm or excitement 

that McCafé has reignited in the franchisees...To date, the returns they are getting are 

excellent, that they put in. That’s very confident...” Statements such as “enthusiasm and 

excitement” indicate that co-branding when adopted willingly by the franchisees 

reinvigorated the entire system. The corporate view was that if this brand strategy had 
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been utilised with new franchisees at separate locations, the outcomes may not have 

been as successful. Therefore, incentives were provided to current franchisees in order 

to develop the McCafe brand intra-system. D1 states that, “These incentives are offered 

because McDonalds believes the McCafe concept is an exciting one which will not only 

be profitable in its own right but will significantly add to our brand image and build 

overall sales.” The introduction of McCafe within the current system after trial and 

error with other brand strategies was incentivised to capitalise on what was seen as a 

successful strategy. 

 

Integrated McDonalds perspective on synergies of current franchise arrangements 

Brand strategy was developed by ‘trial and error’ within the confines of the franchise 

system. The trial of a separate franchise concept, SAC’s, and the acquisition of the 

separate retail brand (Aroma’s from the UK) were ultimately abandoned as they did not 

‘fit’ within the McDonalds structure. This decision was based on a strategic comparison 

of either blending an externally established brand (the BP brand) of high quality into the 

McDonalds portfolio or creating and nurturing a more adaptable co-brand. The focus on 

current franchise arrangements within the existing contractual and operational 

framework contributes to the category of an expansion strategy that is risk averse. 

Further, the reinvigoration of the McDonalds brand was dependent on the voluntary 

acceptance of the internally created co-brand, McCafe. Therefore, it would appear that 

the organisational perspective focussed on an expansion opportunity that benefited the 

current franchise system. The adoption of an externally based co-brand for all 

McDonalds outlets was therefore seen as too risky when franchisee perspectives were 

taken into consideration. A summation of these properties is presented in Figure 5.2 

 

Figure 5.2 Development of McDonalds Co-Brand 
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BP perspective on synergies of current franchise arrangements 

Table 5.3 BP Data Code Names 

BP Data Sources Code Name 

Regional Asset Manager (Qld) Terry 

Regional Asset Manager (Vic, SA, WA) Gary 

Regional Asset Manager (NSW)  Dennis 

 

The BP representatives reinforced the McDonalds notion of separately run businesses in 

the co-brand arrangement. When asked, Terry stated, “In terms of the McDonalds 

(system) they are a separate business...” The focus on separate business arrangements 

had developed from previous experiences in BP. Terry stated further, “… in the early 

90s we did have separate food buildings with BP running the food operation itself. It’s 

the experience we learnt through those that costs were just so much higher when you 

were running two separate facilities. Your labour costs were higher. It’s far easier to 

rationalise your labour costs under one roof, when you’re running the operation, there 

is only two (people). We run 24hrs a day during the graveyard shift you need a 

minimum of two people in each operation (with two buildings). If you’ve got them all 

under the one roof those two people can run the fore court and the food whereas if you 

had separate (buildings) you’d probably need four people.” However, when asked if 

the externally co-branded businesses were difficult to be involved with, Terry responded 

with, “Not significantly. They are more difficult but not to the extent that you would be 

persuaded (dissuaded) from doing it. I think if you’ve got good tenants, it’s a sort of 

give and take. If you deal with tier ones (iconic brands)”. The strategy for BP was then 

to align its expansion activities with externally based brands that extended its business 

(into areas it had previous experience with) but without the need to develop the internal 

expertise required to effectively run those types of operations. 

 

This view formed the basis for the development of the BP created Wild Bean Café co-

brand. Gary stated that BP had a,”… very close look at keeping capital cost very low to 

make the offer more profitable and (therefore) easier to sell the concept to franchisees.” 

Previous expertise, cost control plus the reliance on current franchise arrangements 

provided a set of conditions from which BP were able to create and nurture the Wild 

Bean concept. 
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Integrated BP perspective on synergies of current franchise arrangements 

The BP perspective focussed upon relationships from which expansion of the current 

business could develop, but only when the partnership could be measured against 

previous experience. Evident was a mature proactive approach (in the context of the 

business life cycle) to these externally-based relationships. This approach took into 

account the different skill sets involved in operating the partnered retail formats (based 

on significant previous experience) and the additional capital expenditure required in 

developing the format itself. In this context they appeared to have a clear view of how 

an internal co-brand should develop. As a result, the development of Wild Bean Cafe 

appeared to occur without significant trial and error. 

 

Figure 5.3 Development of BP Co-Brand 

 

 

RFG perspective on synergies of current franchise arrangements 

Table 5.4 McDonalds Data Code Names 

Retail Food Group Data Sources Code Name 

Director of Marketing (bb’s cafe) Nicole 

RFG Prospectus  RFG 1 

RFG Annual Report RFG 2 

 

RFG gave no consideration to external relationships in the search for a co-brand 

strategy. When asked why RFG focussed on internal brand development, Nicole stated, 

“I would say that the true marketing of product in the stores and the production itself 

are what both systems (Donut King & bb’s cafe) are concerned about internally. 

Certainly they are very close between the two of them. ...obviously an area where 

visitation from our service officer (makes it) easier to keep that franchisee under 

control (with national promotions) at that store for both brands...” These comments 

suggested a strong system culture. This culture produced an environment where RFG 
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focused on their expertise to create an internal co-brand without external assistance or 

potential interference (e.g. conflict). Further, RFG was able to synergise operations at a 

corporate (or franchisor) level providing increased control over both brands. I guess for 

us its just there is more control by having the two brands together for that one store 

both stores both brands… 

 

Synergy from current franchise arrangements was seen as critical to the success of the 

co-brand strategy. A number of synergies are mentioned that RFG directly attribute to 

the maintenance of a fully operated and controlled co-brand strategy. Firstly, increased 

foot traffic was seen as critical in nurturing the weaker of the two brands (bb’s cafe). 

This was highlighted through comments made by Nicole such as, “develop the 

consumers awareness of coffee...between Donut King and bbs.” Secondly, she states, 

“the training and the manuals, marketing training, our customer service training 

provided synergy by combining sections of both manuals. This synergy began when 

franchisees commenced pre-store training (induction into the franchise system). Thirdly, 

human resources were synergised at store level through staff training (products for each 

brand were produced by all staff) where “resources in...store to have the same staff 

working...for both brands”. Also, production (through the synergistic use of staff) was 

synergised for both brands. Comments such as, “Obviously they have the one coffee 

machine making products in the system they have the benefit of having less equipment.” 

Fourth, marketing activities were synergised by a single location (for both brands) 

combined with other local promotional activities. These synergies provide more 

effective monitoring and control over the co-brand and potentially increase market 

presence. The creation of synergies was viewed as critical. Therefore, brands owned by 

RFG were only considered. Further, any benefits gained intra-system were achieved by 

maintaining ownership and thus control of both brands. 

 

Landlords also found the combination of the two brands at a single location attractive. 

Nicole stated, “There was an opportunity for us to split the kiosk and (get) some 

recognition of the brand. The franchisee was happy to do that. The (Myer) Centre 

(landlord) was happy to do that. So we saw it as a good exercise to get in to a 

predominant area (and) some recognition of bbs brand.” Suppliers were also regarded 

as integral to this aspect of synergy development. Nicole states that, “The franchisee has 

the benefit of ordering from that distributor with both brands on the same day and now 

also buying volume because their buying for two systems. I mean if we have to train staff 
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we just have to go into one store and do that training.” These operational supply chain 

synergies form an important part of the strategy to develop a co-brand that was 

beneficial to customers, suppliers, franchisees and the franchisor. 

 

These synergies developed into what can be described as market resilience. This 

outcome was fundamental to the RFG co-brand strategy gained by the merger of the 

two retail formats. This process of gaining market resilience was complex. This process 

is described by Nicole in the following statement, 

 

I think it (running a multiple brand site) is a lot easier in the sense that the 

resources that are allocated to that store for both brands have got that 

synergy in being able to know both brands, meaning the staff member on 

the Donut King side would also know how to make the bread for bb’s, the 

staff member on the bb’s side would also know how to make donuts. It is 

much more beneficial in that there is always only one set of costs for the 

franchisee rather than have separate stores where they have to employ two 

here and two here, you know what I mean. The fact that there is always one 

that knows the other system. In that sort of light I think that it will always 

be beneficial and there will be customers that will go to that sort of site....if 

the two are together you are always going to take revenue from one 

another. If a customer comes to that counter 99% of the time they buy from 

one or the other. 

 

These statements include a focus on the benefits to franchises from supply chain 

management synergies (where the business is simpler to run, thereby allowing the 

franchisee to manage other facets, and presumably more important areas, of the 

business); cost benefits for rostering (of staff) from synergies derived from training; 

and, the expansion of choice for customers with a co-branded arrangement. This market 

resilience perception, while not articulated coherently in this set of interviews was 

restated in other documents, reinforcing this notion. When RFG proposed their listing to 

the Australian Stock Exchange (ASX) the company made a number of statements to this 

effect, through their prospectus. Following are an example of those statements, 

“Potential direct cost savings may be achieved through improvements in compliance, 

reporting systems, and general administrative costs. Other potential benefits of scale 

include increased negotiating leverage with: encouragement of multi-outlet 

Franchisees, assessing and undertaking suitable acquisitions (of other franchise 

systems). (Please note that while external brands to the RFG system were seen as 

potentially viable for a multiple brand strategy, RFG would not pursue an external 

relationship). Success of the franchise system was partly attributed by Directors of RFG 
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to the development of “access to quality franchisees capable of successfully operating 

and managing a franchised outlet, strong franchisee training and support systems, strict 

enforcement of franchise operating procedures and protocols to maintain product 

quality, consistency and service levels.” Directors then refer to the “initiatives which 

assist and encourage franchisees to become multi-outlet and multi-brand proprietors. 

Multi-outlet ownership encourages the recruitment of new franchisees with different 

skill sets including those focused on management and supervisory roles as opposed to 

in-store operations.” From this it can be deduced that the organisation focused on 

strong internal systems integral to franchisee support but also for franchisees to 

simultaneously expand through multiple outlet and multiple brand acquisition intra-

system. Therefore, the strategic perspective of the organisation viewed co-branding as 

essential to market resilience but franchising (complete with internally owned brands) 

as fundamental to a successful strategy. 

 

These decisions, evident in the RFG prospectus, were implemented in the following 

year’s operations. Subsequently outcomes were reported in their first annual report. 

These outcomes are defined through statements such as “…, the Company continues to 

investigate potential franchise system acquisitions to achieve further economies and 

drive earnings, this being one of the principal objectives of proceeding with the Initial 

Public Offer…the Company maintained, enhanced and developed both the Donut King 

and bb’s café franchise systems. In addition, the disbanding and closure of the 

‘Company Store Division’… was completed. The finalisation of the ‘wind down’ phase 

of this termination program was a realisation of the Company’s previous resolution to 

close and/or franchise all Company owned outlets.” The franchisor was clearly 

focussed on developing a fully franchised system with future strategies based on 

external franchise system acquisitions (RFG have subsequently purchased two other 

national franchise systems – Michelle’s Patisserie and Brumby’s Bakery).  

 

Outcomes for these franchised focussed strategies were summarised in RFG1 as 

“Limited capital expenditure is required to maintain and enhance the Total Network 

with outlet development costs wholly funded by Franchisees; Growth in the size of the 

Total Network will allow Retail Food Group to continue to negotiate favourable 

product supply arrangements and pricing for Franchisees; Potential direct cost savings 

may be achieved through improvements in compliance, reporting systems, and general 

administrative costs. Other potential benefits of scale include increased negotiating 
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leverage with: shopping centres on rental costs & suppliers of goods and services to the 

Company’s franchise systems.” These statements further reinforce the internal foci 

developed for a multiple brand/unit strategy and the subsequent synergies that this 

strategy would gain.  

 

Integrated RFG perspective on synergies of current franchise arrangements 

RFG looked to utilise current franchise arrangements to synergise operational activities 

for franchisees; monitoring, training and marketing capability at corporate level; and 

developing new or existing markets with consumers. These synergies produced 

increased sales, profitability and reduction of costs in order for both businesses to 

increase success within the current franchise arrangement. The development of the co-

brand was also reliant on “quality franchisees” and accessing those from current 

operations. The combined focus in this area viewed strategy as fundamentally linked to 

proven channel (franchise and supply chain) arrangements. The synergies were a 

necessary outcome for this arrangement but the focus of internal brand development sets 

this strategy apart from McDonalds and BP. This strategy development required 

ownership of the franchise system (and it is clear that RFG want to continue expansion 

by acquiring other franchise systems). This approach also assisted with development of 

peripheral relationships with landlords and suppliers in order to maximise supply chain 

arrangements and site development over longer periods of time (assuming that leases 

would be extended and more favourable sites made available). 

 

Figure 5.4 Development of RFG Co-Brand 
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5.1.1 Synergies of current franchise arrangements – An integrated perspective 

Each franchise organisation developed their brand strategy around current franchise 

arrangements. This stemmed from either a focus on operations in order to develop 

external brand relationships and/or control over current franchisees in order to select 

franchisees that were suitable for the new brand construct. The subsequent evolution of 

the co-brands was reliant on positive synergistic effects in consumer, franchisee and 

corporate activities. Hence, the current franchise system structure was intrinsic to 

the development of the new brand strategy because of both the franchisees 

expertise and franchisor ability to strategise. In the next section theoretical 

development of this summary takes place representing the axial coding phase of 

grounded theory. All properties in this lower-core category are summarised and 

presented in Figure 5.5. 

 

Figure 5.5 Integrated Franchise Arrangements 

 

 

5.1.2 Theoretical Development of synergies of current franchise arrangements 

Co-brand strategy is relative to current franchise system performance. Positive 

synergistic effects result. Control of the franchise system maintains access to system 

structure. High levels of reliance on franchisee expertise (at retail level) and franchisor 

ability to strategise are fundamental to co-brand strategy. System structure is the 
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representation of franchise expertise/experience. Co-brand strategy creates higher levels 

of market resilience. 

 

Proposition – Trial and error of co-brand strategy is reliant on franchise system 

structure and performance. Failure of a co-brand strategy results in a change brand, not 

a change of franchise system structure. 

 

5.2 Lower-Order Category – Current Staffing Talent 

While respondents were discussing current franchise arrangements, the theme of staff 

recurred. Employees were seen as integral to current franchise arrangements but the 

recurring (and important) statements made in interviews from all respondents forced 

creation of staff as a discrete category. Staff became an important consideration in either 

the creation of the co-brand strategy or the implementation of the strategy itself. This 

theme is now discussed in greater detail. 

 

McDonalds organisational perspectives on current staffing talent 

Table 5.5 McDonalds Data Code Names 

McDonalds Data Sources Code Name 

Vice-President Qld/NT Mike 

Operations Manager Qld/NT Scott 

Franchisee Qld  

(first suburban McCafe and ex-National Operations Manager)  

Anne 

Development Manager Qld Chris 

Sales Building Investment Incentive Policy D1 

Global Framework Strategic Document D2 

McCafe Briefing Document D3 

 

Within the framework of developing the McCafe brand, data presented a strong focus 

on training and retention of current staff as fundamental to the success of the co-brand 

structure. This category could have been developed within that of current franchise 

arrangements but the organisational perspective presented a discrete, and therefore 

strong, view of staff in the evolution of the internalised brand strategy. 

 

McDonalds developed the McCafe brand with a separate staffing strategy. This strategy 

took significant time to develop as there was little vision as to what McCafe staff would 

look like. This mirrored the trial and error stage of co-brand development. Mike stated, 
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“Well certainly from a staff point of view there was a lot of synergies and in most cases 

we were training McDonalds people to serve the coffee and cake. There was a phase 

when we stopped doing that and we just went out & tried to hire coffee shop people and 

have them dedicated to purely McCafe. But in the earlier stages we were pretty much 

just sharing labour.” 

 

While synergies developed between McDonalds and McCafe in the category of 

franchising arrangements, the attempt to gain similar momentum for the organisation in 

the area of staffing was not as successful. There was a clear attempt to transfer core 

values across from the McDonalds brand. Mike stated, “The synergies were in that you 

do different things but certainly the work ethic, the productivity, the training, the 

standard that we have developed over the last 30 years within McDonalds Australia 

were the core values that we wanted to come into McCafe. There were times where that 

was debated because people thought we had too much of an emphasis on McDonalds 

people trying to run coffee shops. We should... (have) just changed that culture and 

gone and got baristas (coffee making specialists) that didn’t have all the baggage of 

McDonalds training.” This retrospective view of what, as Mike states “should have 

been done”, gives an insight into how important staffing was to the introduction of a 

new brand but how little strategy there was in developing this issue intra-

organisationally. 

 

Different perspectives within the organisation portrayed a confused way forward for 

staffing. For example Scott described some staff as having “been there for a long 

time...” but having to “pick the right type of person to work in a cafe”. This change 

management philosophy was driven by what was described as, “it’s not about 60 second 

service (in McDonalds), it was about giving them a great experience,..” Therefore 

further training took place for current staff in order to “teach you how to make espresso 

coffee and work in a different environment...” This change in approach satisfied both 

management and staff “from a people development perspective.” Then Scott introduced 

the concept of succession planning by stating “it’s just an opportunity to do something 

different. They say, a change is as good as a holiday....Doing the other job for so long 

and suddenly there was an opportunity and it just reignited the passion a little bit and 

the enjoyment which was fantastic and you could see that in some people.” Succession 

planning was seen as fundamental to the selection and recruitment of McDonalds staff 

for the McCafe brand. However, this staffing strategy is in direct contradiction to the 
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hiring of external ‘baristas’ (stated by Mike) for the purpose of staffing the McCafe 

brand. While this approach appeared to provide a positive working environment for 

staff through provision of different duties and succession planning into McCafe, an 

alternate reality existed at store level. Confusion was created by franchisees 

implementing different staffing strategies. Scott stated that “...different franchises have 

taken different ways of staffing the café, some people have chosen to hire up the 

McDonalds system prior to opening it, they have moved those people across. Other 

people have hired exclusively from a café, so no one in the McDonalds does the 

café...Other people have done a combination of both. It’s just, it depends on their 

philosophy.” Conflict emerged when staff developed strong negativity toward extra 

duties required for the new brand. In her capacity as ex-National Franchise Manager 

Anne stated, “So you can imagine the nightmare... because managers had to expand 

what they were doing here, they just automatically had to take over McCafe as well. 

Then they found they tried more senior crew to do the work. Because the store manager 

(thought) they have a McCafe person that would do all of that for me. The manager 

responsible for the entire store would then not look after McCafe or follow up to make 

sure that people were being trained and developed and the products were taken care of, 

so there were always a lot of problems. And then psychologically we had this issue 

where managers did not want to work at McCafe because their profit results weren’t 

any good. And it was all this extra work for no extra money.” This conflict manifested 

in the early stages of the co-brand resulting from the lack of planning and 

implementation of the co-brand strategy. 

 

In order to overcome this resistance, experimentation occurred which included the 

formal induction of staff into McCafe. Anne stated, “We have designated McCafe crew 

with special uniforms... and we tie them specifically to here.” But she also commented 

on developed training programs (and formal succession planning for junior 

management). In order to overcome “management negativity”, store managers were 

introduced to “a food court store, then your managers do not have to be as experienced 

or well trained... They (food courts) are good training grounds because they only have 

front counter...Then you go to a drive through in a low volume situation. The manager 

can then learn a little bit more and then you put them into a high volume situation with 

drive through, then McCafe. The best, the elite store to go and work in now.” The 

notion of succession planning (as initially discussed by Scott) was therefore formally 
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introduced systemically as a method of overcoming strong negativity and confusion and 

formed an integral part of the co-brand strategy.  

 

In the embryonic stages of McCafe, franchisees also found staffing a difficult issue to 

manage because of the higher wage costs and low sales. As the interview was taking 

place with Anne (in her capacity as franchisee) she commented on the limited number 

of customers that had frequented the McCafe counter, “The only thing that is negative is 

staffing. There hasn’t been a customer at the counter now (of McCafe) for about ten 

minutes. That means that there are two staff cleaning things but that is down time where 

there is no productivity. So the labour costs of McCafe are higher than they are in here. 

Traditionally labour costs in a McCafe will run 1-2% higher.” The increase in labour 

cost clearly produced conflicting views for franchisees. Should they staff accordingly to 

build the brand or manage costs stringently (fundamental to a franchise strategy is the 

notion that costs are managed far more effectively by franchisees as opposed to ‘hired’ 

managers)? These decisions were managed differently within the system. Anne, 

“...made a conscious decision that I will only employ senior staff out there. So that is 

my personal choice.” However, “some of the licensees that have McCafe’s now that 

have just come into it in the last couple of years are employing 15 and 16 year olds 

working out there.” Anne disagreed with this decision because “it cheapens the 

McCafe”. Nonetheless there alternatives reflected decisions by some franchisees to 

control costs. 

 

Without clear direction initiated by the franchisor, staffing issues were left for 

franchisees to resolve. A range of choices were available from young staff at a lower 

cost to more mature staff with increased experience. As the McCafe brand evolved the 

corporate view strengthened. This was exemplified in D2 as, “People - A dedicated, 

fully trained McCafe staff will be scheduled on McCafe for all hours of trading. All 

McCafe staff will have McCafe uniforms. A fully cross-functional head office McCafe 

team will be established and in place at all times prior to and after the rollout of 

McCafe.” This focus on a specially trained and dedicated staff highlights the 

organisation’s focus on developing a staff strategy different to the traditional 

McDonalds restaurant. Strict guidelines were further developed. These were stated in 

the D3 as follows, “McCafe proximity to main counter so McCafe crew can during quiet 

times easily change from serving McCafe (including removing vests/apron) to work at 

main counter; Store managers having clear viewing lines to monitor activities and 
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customer attendance at McCafe”...as well as, “Specially trained staff should only serve 

in McCafe (NEVER allow untrained staff to serve in McCafe); Staff should look 

distinctly different, to signify expertise in coffee making to customers; Training is key to 

delivering on the brand promise of a "great coffee experience". This policy effectively 

ended the trial and error development of the co-brand staffing issue.  

 

The adoption of a clearly defined staffing strategy as internal policy then produced 

strong synergies intra-system. These synergies were expressed in D1 as “McCafe has 

provided significant cost efficiency advantages to McDonalds and its franchisees 

through utilising existing managerial talent...internal field mechanisms.” Ultimately the 

use of existing staff through a more sophisticated and focussed internal selection and 

training program produced long term benefits such as higher staff retention and lower 

staff costs. The comment ‘internal field mechanisms” referred to corporate monitoring 

of franchisees. Corporate staff training took place in parallel in order to ‘keep pace’ 

with the development of the co-brand. 

 

Integrated McDonalds perspective on current staffing talent 

The development of a new staff regime for the McCafe brand was integral to the co-

brand strategy. The two-tiered development programs (from McDonalds to McCafe) 

that were constructed over time represented a structured approach to maintaining staff 

enthusiasm across both brands and mediated elements of conflict (for example, having 

McCafe staff being able to work behind a McDonalds counter but not vice versa). The 

evolution of McDonalds staff into a new resource for McCafe is representative of the 

trial and error approach for development of the co-brand strategy. How staff would be 

represented in the new brand strategy and integrated into the co-brand development was 

clearly a singular issue due to the complex nature of the problem. This complexity, 

combined with a lack of direction (because of trial and error) from the franchisor 

created significant confusion. As a result franchisees were left to make their own 

decisions. The initial (and subsequently ill-fated) view that McCafe staff should be 

barista trained (or externally sourced) then morphed into an inclusive perspective that 

McCafe should carry across fundamental brand values from McDonalds. This was 

coupled with the development of staff to the McCafe brand as a succession planning 

strategy (preceded by the intense negativity staff developed in the introductory stages of 
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the McCafe brand) and highlights the manifest nature of McDonalds commitment to 

internalising the franchising process. 

 

Figure 5.6 McDonald’s Staff Development 

 

 

BP perspective on current staffing talent 

Table 5.6 BP Data Code Names 

BP Data Sources Code Name 

Regional Asset Manager (Qld) Terry 

Regional Asset Manager (Vic, SA, WA) Gary 

Regional Asset Manager (NSW) Dennis 

 

Alternatively BP created a human resource strategy that did not rely on extra or 

differently skilled staff. This strategy arose from the organisation’s previous experience. 

Terry gave some background for the development of this strategy where he stated, 

...years ago in the early 90s we did have separate food buildings with BP 

running the food operation itself. It’s the experience we learnt through 

those that costs were just so much higher when you were running two 

separate facilities. Your labour costs were higher. It’s far easier to 

rationalise your labour costs under one roof, when you’re running the 

operation, there is only two (people). We run 24hr a day during the 

graveyard shift you need a minimum of two people in each operation (with 

two buildings). If you’ve got them all under the one roof those two people 

can run the fore court and the food whereas if you had separate (buildings) 

you’d probably need four people. 

 

He then went on to state, “...but we’ve got our coffee offer (Wild Bean) which is very 

close to our fuel offer and where we get synergies from our labour model by having 

them very close.” These statements are indicative of an organisation that focussed on 

labour as a key initiative in developing brand expansion models. This developed from 
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an earlier strategy for BP where other business offerings such as restaurants were 

created and run by BP in the same precinct as the petroleum offerings for the purpose of 

increasing sales. However, this created higher operating costs through increased wages 

and higher capital costs through the construction of separate buildings.  

 

When creating Wild Bean Café, previous experience was fundamental for BP in 

developing the new concept. Gary epitomised the BP perspective when he stated,”… a 

very close look at keeping capital cost very low to make the offer more profitable and 

(therefore) easier to sell the concept to franchisees.” Retaining current staff numbers 

and skill levels were therefore an integral part of the development of brand 

relationships. 

 

Integrated BP perspective on current staffing talent 

In short, BP were focussed on creating brand relationships where staffing issues could 

be separated through ownership (via the external co-brand strategy) or integrated in the 

design phase of the new internal brand. The preferred strategy evolved into the Wild 

Bean Cafe, a concept that could utilise current staff practices with little or no extra 

training. Further, this type of concept was more readily accepted by franchisees in 

alignment with the previous lower-core category of synergies of current franchise 

arrangements. While franchisees were required to incorporate the concept into their 

retail outlets, little needed to change in the overall context of the current franchise 

arrangements. 

 

Figure 5.7 BP Staff Development 

 

 

 



Chapter 5: Near-Core Category – Risk Averse Expansion 

 

Maintaining Franchise System Isotropy: A Grounded Theory Of Franchised Co-Branding 111 

RFG perspective on current staffing talent 

Table 5.7 RFG Data Code Names 

Retail Food Group Data Sources Code Name 

Director of Marketing (bb’s cafe) Nicole 

RFG Prospectus  RFG 1 

RFG Annual Report RFG 2 

 

The focus for RFG appeared to be on cross-system training where staff could gain skills 

in both systems (but one brand was not superior to the other – as in the 

McDonalds/McCafe concept). This strategy was developed in order to connect the 

brands more effectively at customer touch-points. Nicole stated, “We are in the process 

of doing a barista program with both our franchise systems where we are encouraging 

staff members to come in and train and get the rest of the Barista skills up to a really 

good level and then entertaining a competition between both brands and offering the 

best barista a trip to Italy.” Clearly the synergies developed in this area were seen to be 

beneficial for the franchisor and franchisees while more effectively delivering the 

combined brands to consumers. This theme also carried forward in cross brand 

fertilisation of staff training. Nicole further stated, “Other synergies such as the training 

and the manuals all that sort of stuff is obviously the same for both systems and what is 

contained may be different but both systems work basically the same method of having 

an operational manual and a technical manual going through the training academy in 

the same format..” However, staff were managed in the RFG system by keeping them 

separate at the co-branded locations (i.e. each brand were separately staffed at each 

location – but these staff were trained to operate both brands). Nicole stated that, “... 

They do swap between (uniforms) depending on whether or not and they are busy in 

that store or not. They do have two staff who work in that store. One wears bb’s 

uniform. They do help each other so that when there’s a busy time Donut King might 

help on the bb’s side and so with preparation both team members both sides. So that’s a 

benefit that predominately other stores would not have - the staff that is in there and we 

are able to pull for one another.” This approach did not appear to create any issues for 

RFG (or confusion for customers). The outcome of the strategy was to create cost 

saving synergies that outweighed any other consideration. 
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Integrated RFG perspective on current staffing talent 

RFG’s statements highlight that in order for the co-brand to operate effectively, staff 

need to be trained effectively in order for a seamless transition from one brand to 

another at retail level during customer interaction. This ability to meet unforseen 

demand is a benefit gained from this approach that also reduces costs. 

 

Figure 5.8 RFG Staff Development 

 

 

5.2.1 Current staffing talent – An integrated perspective 

Staff were regarded as integral to the brand development process. However, in each 

case they were managed differently, through either a radical retraining program 

(resulting in a change of culture) to fit the new co-brand arrangement, retraining to 

adopt the new co-brand or the co-brand concept developed to suit current staff 

requirements. The focus on staff assisted the adoption of the co-brand into the franchise 

system but was not required in the external co-brand arrangements. While the external 

co-brand arrangement required the participating brands to focus on their original 

franchise concept (requiring only management of the relationship at the point of sale), 

the transition to an internally created co-brand necessitated the adoption of a more 

complex and sophisticated approach to current staff and the evolution of staff skills or 

intense consideration of the co-brand concept to allow for current skill levels. 
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Figure 5.9 Integrated Staff Development 

 

 

5.2.2 Theoretical development of current staffing talent 

Staff are integral to implementation of internal brand strategy. Staff skills are increased 

or the brand strategy modified to suit co-brand development. Specific staff skilling more 

effectively represents core brand attributes required for internal co-branding. 

 

Proposition – The more complex the co-brand strategy the more training and skill 

development staff require for successful implementation.  

 

5.3 Lower-Order Category – Limiting Competition 

A number of discrete themes developed within the category of limiting competition. 

These included competitive activities excluding future external brand relationships, 

competitive activities when developing internal co-brand strategies and competitive 

activities when internal co-brand strategies were implemented. These perspectives are 

explained in detail as follows. 
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McDonalds perspective on limiting competition 

Table 5.8 McDonalds Data Code Names 

McDonalds Data Sources Code Name 

Vice-President Qld/NT Mike 

Operations Manager Qld/NT Scott 

Franchisee Qld  

(first suburban McCafe and ex-National Operations Manager)  

Anne 

Development Manager Qld Chris 

Sales Building Investment Incentive Policy D1 

Global Framework Strategic Document D2 

McCafe Briefing Document D3 

 

When asked if there were benefits or disadvantages to the external brand relationships 

compared with the internal development of the McCafe brand, Mike responded, “In 

most of those locations, in fact, just about all of those locations the service stations 

don’t want us to put McCafe’s in to those locations because they have their own (brand) 

everybody has got onto the coffee and cake concept and if you go to the BP’s they have 

their own café area.” This represents a significant shift in the external brand 

relationships and point where limitations (by way of competition) to that relationship 

were identified. 

 

When asked if there were competitive benefits after the introduction of the McCafe 

brand with McDonalds, Scott responded, “...if I refer to comp sales (comparing 

previous year’s sales figures with current year’s sales)... They increase their sales the 

year after, by about 35% on the previous year. And double digit positive again, the year 

after that. Currently interesting enough, we just had a competitor open in Gladstone, 

Hungary Jacks and normally when a Hungry Jacks opens, they’ll knock us around for 

about 12 months and then we pull our sales back and get them back. People will go and 

try something different for a while. Ron was positive comping (comparison) after 4 

weeks of it being opened, he was back comping (comparison) positive again. So only 1 

or 2%, but considering a major competitor had only opened just down the road, we 

found that quite significant as …. a McCafe has to draw the people back from them 

quickly. So that is an interesting one for us as well.” These statements identify the 

strength of the co-brand strategy against competitors. The examples of this competitive 

strength were a prime motivation for McDonalds to continue to implement the McCafe 

co-brand throughout the system. This internal co-brand development created a degree of 

internal competition. 
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When respondents were asked about intra-system competition, a third theme developed, 

post introduction of the internal co-brand. Franchisees introducing the co-brand were 

perceived to have a clear advantage over franchisees that did not. Anne responded by 

making the following statements, “Oh yes. 16% growth we have had in McCafe since 

(McDonalds) Cannon Hill opened in the last twelve months. The one thing I will say is 

that McCafe continued to grow even though Cannon Hill impacted us. It wasn’t as 

much but it was still a small positive increase in the McCafe side of the business. It was 

this side of the business (McDonalds) that suffered the most...We are back to where we 

were before they opened. Without the McCafe store we would have been far worse 

off...It gives me the upper edge on any nearby McDonalds stores which don’t have a 

McCafe.”Anne went on to say that “...our greatest competitor is another McDonalds 

store (with a McCafe)...So if I have a McCafe and if Annerley didn’t (another 

McDonalds store) I would have the advantage. So it gives you a better way to market 

because it gives you a competitive advantage. If Hungry Jacks opened that would 

certainly effect me because it is another hamburger place. I would go out and look at 

everything they do and see what I do better than they do. You have to have a point of 

difference and McCafe is that point of difference.” This view was representative of the 

significant competitive forces operating within the McDonalds system at that time. This 

competition was also seen as a major influence on franchisees to introduce the McCafe 

co-brand more than external competitive forces. 

 

Integrated McDonalds perspective on limiting competition 

 

The development of the external co-branded relationships were seen by McDonalds as 

successful until the evolution of the internal co-brand of McCafe. Introduction of the 

co-brand strategy lead to a restriction of the McDonalds brand portfolio at sites where 

the dominant partner maintained control. Simultaneously McDonalds pursued the 

development of McCafe internally as a successful anti-competitive strategy. However, 

with the introduction of the McCafe brand, McDonalds stores who had not adopted the 

new strategy experienced significant negative sales activity. This prompted franchisees 

in the McDonalds system to adopt the new strategy. 
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Figure 5.10 McDonald’s Competitive Activities  

 

 

BP perspective on limiting competition 

Table 5.9 BP Data Code Names 

BP Data Sources Code Name 

Regional Asset Manager (Qld) Terry 

Regional Asset Manager (Vic, SA, WA) Gary 

Regional Asset Manager (NSW) Dennis 

 

BP’s view was simplistic regarding the limiting competition and was derived from their 

perceived higher level brand status and mature market position. The organisation 

acknowledged significant benefits from their external co-brand strategy. Gary stated, 

“The co-branded sites with McDonalds, KFC and HJ’s are seen as more competitive 

(able to better resist competition) than other solo sites.” However, this view changed 

with the introduction of the Wild Bean concept. Terry stated that, “In terms of the 

McDonalds they are separate businesses but we’ve got our coffee offer (Wild Bean) 

which is very close to our fuel offer...It’s the customer experience is then driven to put 

McDonalds in the food court.” When Wild Bean Cafe was introduced to BP outlets (in a 

co-brand format) McDonalds was then restricted to specific operations to reduce any 

negative effect from competitive activities. Terry went on to state, “It works better in 

the larger one (the larger BP co-branded sites) but we've also then got the conflict that 

we're both looking for the same customer.” When all concepts are located in close 

proximity (McDonalds, BP and Wild Bean) confidence in the performance of each 

brand is attenuated discretely. Therefore, BP as the landlord gave preference to its own 

co-brand strategy. 
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Integrated BP perspective on limiting competition 

 

BP regarded itself in a far more consolidated position than other respondents. The 

organisation’s focus was on incremental growth in a mature market rather than constant 

improvement brought about by strong brand dynamics. Rather than limiting 

competition, BP focussed on increasing market share through low-level retail 

innovation. However, when faced with direct competition from tenants (such as the 

introduction of McCafe), BP restricted access to their major sites. 

 

Figure 5.11 BP Competitive Activities  

 

 

RFG perspective on limiting competition 

 

Table 5.10 RFG Data Code Names 

Retail Food Group Data Sources Code Name 

Director of Marketing (bb’s cafe) Nicole 

RFG Prospectus  RFG 1 

RFG Annual Report RFG 2 

 

When asked if the co-brand arrangement was more resilient to competition Nicole 

replied, “That store has its loyal followers (loyal customers) and I guess whether or not 

I can’t say for a fact that is Donut King is such a great product or that the staff are the 

same for both stores. So yes we did experience customer loss, but our customers came 

back. I don’t know that’s because the two brands are joined or just because of customer 
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service in the store.” Nicole raised two points regarding competition. Firstly, an 

acknowledgement that customers migrated to competitors for a short period but returned 

after an initial trial period. And secondly, the notion that one brand (in the co-brand 

structure) might be stronger than the other (with the mention of Donut King). 

 

This second point (that one brand may be stronger than the other) is further explained in 

the following conversation with Nicole when asked if under normal circumstances 

succession planning in RFG occurred. That is, if the franchisee controls one brand 

effectively, can they own a second brand? Her response was, ‘this was quite common’ 

as they knew everyone in the system. When she elaborated on this point Nicole made 

the following statement, “I think that there are franchisees that have multiple 5 and 6 

stores in a Donut King system. I think for a lot of the other franchisees that have bought 

a bb’s instead of buying another Donut King, they are the franchisees that went down 

the track they had their hands in both pies for the fact the changes or the trends (in the 

market) that are happening with consumers just that they all of a sudden (consumers) 

don’t want to buy another donut...and they have got to have their hands in a pie as well 

when I talk to certain franchisees that have a Donut King they are very mindful of that.” 

So the combination of brand’s intra-system (as well as the co-branded version) not only 

created a succession path for franchisees, but was also viewed as more stable structure 

against external forces over time. 

 

However, given the similar types of products available through each of the RFG brands 

(coffee, cakes, muffins etc), some target market cross-over was assumed. When asked 

about this overlap Nicole responded, “Of course there is. I suppose we would get 

customers that wouldn’t go to Donut King but those that go to Donut King would come 

to bb’s as well. Customers with high disposable income wouldn’t go to Donut King, (so) 

we would have them at bb’s. We have done our changes to our menu and we are a lot 

broader in our target market and would have an overlap in that sense. And also at the 

end of the day no matter what I do even though we are all RFG, I’m all for bringing 

revenue into my stores and if I give any option for a customer to go and get a free 

something at Donut King I risk that they will go there take up the offer and buy 

something else.” Hence, management focussed on maintaining a competitive advantage 

through customer retention to any RFG brand. 
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Integrated RFG perspective on limiting competition 

 

The creation of the internal co-brands was seen as more resilient against competition but 

also contributed to positive dynamics intra-system by providing a succession plan for 

franchisees. However, cross-over of some parts of the market segment in the RFG 

brands also manifested in some competitive issues with regard to product selection. 

Management of this issue sought to promote the strategic advantage to the RFG group 

(rather than site specific advantages) and accept any potential competitive activities at 

local level as an acceptable trade-off against external competitive activity. 

 

Figure 5.12 RFG Competitive Activities  

 

 

5.3.1 Limiting competition – An integrated perspective 

McDonalds pursued the external co-brand strategy as a method of expansion, thereby 

(in its view) increasing its competitive advantage. Simultaneously the McCafe internal 

co-brand strategy allowed for some sales but significant profit expansion as the system 

faced a decline phase of the original McDonalds concept in the product life cycle. The 

unforeseen competitive benefit gained by the introduction of McCafe saw a depletion of 

sales at McDonalds-only sites in close proximity. This internal competition led to 

increased adoption of the co-brand strategy by franchisees thereby fortifying the system 

as a whole. BP limited competitive effects through the introduction of Wild Bean Cafe. 

Sales incrementally increased by enticing the same customers to spend more in a mature 

market. The introduction of the Wild Bean Cafe was seen as a strategy which achieved 

this goal system-wide (inclusive of lesser suburban sites). While opportunism played a 
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role in developing new locations with major brands such as McDonalds, the primary 

motivation for limiting specific site competition was to drive the introduction of the 

Wild Bean brand. RFG stated that competition was limited in sites where the co-brand 

was adopted. However, the development of both brands meant some cross-over of the 

target market in the menu creating some inter-brand competition. This was managed 

through the promotion of multiple brand ownership by franchisees as an overall 

strategic advantage for the RFG group.  

 

Figure 5.13 Integrated Competitive Activities  

 

 

5.3.2 Theoretical development of limiting competition 

Pursuit of internal and external brand strategy increases location specific competitive 

advantage. External brand concepts are limited in number. Therefore, creating an 

internal co-brand concept results in higher levels of system-wide competitive advantage. 

This neutralises the negative effects of ‘master’ brand sales erosion in the transition 

period. 

 

Proposition – The higher the level of internal co-brand adoption the higher the level of 

system competitive resilience. 

 

5.4 Lower-Order Category – Minimising Conflict 

All organisations were intent on minimising conflict in order to maintain co-branded 

relationships. Discrete intra and inter system operational requirements were identified as 

necessary for conflict to be minimised. 
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McDonalds perspective on minimising conflict 

Table 5.11 McDonalds Data Code Names 

McDonalds Data Sources Code Name 

Vice-President Qld/NT Mike 

Operations Manager Qld/NT Scott 

Franchisee Qld  

(first suburban McCafe and ex-National Operations Manager)  

Anne 

Development Manager Qld Chris 

Sales Building Investment Incentive Policy D1 

Global Framework Strategic Document D2 

McCafe Briefing Document D3 

 

Corporately, McDonalds presented a neutral, mature attitude toward external brand 

relationships. This manifested as an attitude of benevolence resulting in only low levels 

of conflict. For example, when expansion plans for McCafe were discussed Mike stated, 

“In most of those locations, in fact, just about all of those locations the service stations 

don’t want us to put McCafe’s in to those locations because they have their own...” 

Also, when asked if expanding into AAA sites would be a viable strategy Chris replied, 

“We would prefer to have them there but BP won’t let us.” He then expanded on this 

when asked about the effect of direct competition on the relationship, “They wanted 

control of the site as the landlord.” Reciprocation from BP (as landlord) resulted from 

this approach to those restrictions. Resulting contract obligations were outlined by Chris 

as, “You would want to put some restrictions to keep your options open for the other 

tenants in the site so you are not tying it down and can’t lease it to anybody. Whether it 

is McDonalds, or HJ’s, or Woolworths, or someone who said you can’t come here...So 

they will try and do it. We try to do it. Everybody does it. We don’t want HJ opening 

next to us in a shopping centre or service centre.” Therefore, BP was restricted from 

allowing direct competitors into close proximity to McDonalds. This approach to 

external partnerships can therefore be defined as mature. This approach was also 

defined by the daily operations of the external co-brand. When asked about the 

operationalisation of the external co-brand strategy (integration of systems at corporate 

and/or retail level for the purpose of managing corporate or daily operations) Chris 

stated,“...there is no integration in the service centres of the different businesses. We 

operate completely independently. Where the integration occurs operationally is in the 

set up and delivery side when the delivery is set up for each tenant. We share the car 

parking without any of this is yours, this is ours, you can’t park there. It’s all shared. 

That’s really the extent. We share the toilets, seating areas.” This statement, again 
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presented no apparent underlying conflict, but the intent was to proactively avoid 

situations causing friction through neutral behaviour.  

 

This perspective of conflict and level of market power was apparent in the selection of 

potential partners for the co-brand strategy. Subsequently McDonalds made decisions 

according to that perception. For example Chris explained McDonalds approach to 

different situations with major petroleum brands, “Shell went into an affiliation with 

Hungry Jacks. When we first formed a relationship with Ampol we made it clear that we 

were not forming an alliance with them...It meant that we were with Ampol or Caltex or 

then with BP or Shell. Hungry Jacks formed more of an alliance with Shell where they 

were committed to going into a location with Shell/HJ’s. Shell at that time became more 

difficult for us to deal with. We had already done the deal, around here: a different type 

of deal. They formed more of an alliance with Shell (HJ’s). Shell wanted to run the 

operations. We said that your (Shell) expertise was in fuel. We’re not coming into you 

and saying we want to run a service station. We’re experts in food. You run that and 

we’ll run this! We would never let anybody else train their staff and run a McDonalds 

outlet.” Hence, the decision to form site specific partnerships was based on the level of 

expertise that each partner brought to the relationship but also reflected McDonalds 

perceptions of site quality (as discussed in the lower-core category of location). Rather 

than accepting any opportunity to expand, McDonalds recognised and expressed the 

connection between brand associations, site and long term relationships (avoiding 

potential conflict). The safe guarding of the brand was therefore paramount in decisions 

to expand and represented a proactive conflict avoidance strategy. 

 

The McCafe strategy also presented proactive conflict management strategies. For 

example, when asked if McDonalds would franchise McCafe to new franchisees, all 

McDonalds executives responded in the negative. This was reinforced through D1 

which stated, “By adding ... McCafe to existing and new restaurants, rather than an 

established coffee retailer, McDonalds has eliminated any problems that could occur in 

this situation due to the fact the relationship is limited to one franchisee and one 

franchisor. This relationship is based in an existing McDonalds legal and operational 

framework.” Therefore, potential conflict was minimised by retaining current 

franchisees. 
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Data further revealed that McDonalds were faced with making strategic decisions to 

avoid conflict internally. Anne stated, “... we saw dinner business start to decline as 

well. So, it was all about what we could do to try and tap in on this. And that’s where 

cafes and the coffee culture was, (so) we could do this.” This reflection of the macro-

environment highlighted external influences which directed McDonalds toward an 

internalised brand portfolio strategy; which included cafes. Data did not reveal the 

extent of internal conflict prior to the introduction of McCafe, and if channel 

(franchisee) conflict was the major driver for change. Nonetheless McDonalds managed 

the changing situation by introducing proactive concepts (which included McCafe) that 

extended and thereby improved the organisation’s market position. 

 

Conflict emerged and was managed when McCafe was introduced. Franchisees 

expressed concern that the McDonalds brand strategy with McCafe would cause 

significant erosion to sales. This was reinforced by Anne when she said, “It gives me 

the upper edge on any nearby McDonalds stores which don’t have a McCafe...you see 

our greatest competitor is another McDonalds store...So if I have a McCafe and if 

Annerley (another McDonalds store) didn’t, I would have the advantage. So it gives you 

a better way to market because it gives you a competitive advantage....” This conflict 

was inevitable with the introduction of the McCafe concept. Given sales and 

profitability could be significantly eroded, the McDonalds corporation introduced the 

sales incentives scheme (financial contribution to refurbishing McDonalds stores to 

include McCafe). This reduced conflict by decreasing the length of time for system-

wide introduction of the McCafe concept. 

 

The change of culture brought about by the transition from McDonalds to include 

McCafe also introduced significant conflict to the intra-system. Mike stated,  

...the standard that we have developed over the last 30 years within 

McDonalds Australia were the core values that we wanted to come into 

McCafe... (some) people thought we had too much of an emphasis on 

McDonalds people trying to run coffee shops. We should of just changed 

that culture and gone and got baristas (coffee specialists) that didn’t have 

all the baggage of McDonalds training. And so that has been debated. 

From a franchisor point of view it was important that the McDonalds 

brand was not in competition with the McCafe brand...We would never do 

anything in McCafe that would allow us to dilute the core values of the 

McDonalds brand.  
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The introduction of the McCafe brand (especially on a trial and error basis) created 

problems by challenging the McDonalds brand in its core values. These challenges were 

clearly reflected in the ‘current staffing talent’ category through conflicting corporate 

views which then manifested in confused staffing policies at retail level. The adoption 

of a succession plan staffing policy (staff were trained in McDonalds and one proficient 

could then elect to be trained in McCafe) created a compromise to this situation which 

mediated the conflict between the apparent necessity to hire external staff with specific 

expertise and the integration of McCafe. The integration of new cultural values (in the 

delivery of the new brand) raised operational issues that the franchisor recognised as a 

different to the traditional values established in the McDonalds brand. As stated by 

Mike (in the lower-core category of current staffing talent) the introduction of ‘baristas’ 

would have significantly steered the McCafe brand away from traditional values. This 

conflict was ultimately managed by a stronger human resource policy that provided 

compromise by introducing the new attributes of the McCafe brand while retaining 

some of the traditional values of McDonalds. 

  

Integrated McDonalds perspective on minimising conflict 

 

These inter and intra-system dilemmas created conflict that was dealt with through a 

trial and error system. Ultimately, conflict was managed or minimised by either 

subjugating the McDonalds system to external brand partners and/or aligning the intra-

system brands through refined core values and more effective internal cultural 

alignment through effective staffing policies. Minimising these conflicts allowed 

McDonalds to move through this metamorphosis process maintaining both external and 

internal relationships (to franchisees) by focussing on brand synergies rather than 

operational negatives. 
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Figure 5.14 McDonald’s Conflict Management  

 

 

BP perspective on minimising conflict 

Table 5.12 BP Data Code Names 

BP Data Sources Code Name 

Regional Asset Manager (Qld) Terry 

Regional Asset Manager (Vic, SA, WA) Gary 

Regional Asset Manager (NSW) Dennis 

 

While the co-brand offer was important to all organisations concerned, the design phase 

raised a number of issues. These issues were seen as potential causes of conflict. Terry’s 

view on this process was encapsulated in the following statement, “We took a lot of 

time, with a whole lot of interactions, designs (for the food court) when we were looking 

to build those (co-branded sites between BP and McDonalds) as to where we could 

place ourselves and place the fuel location which took precedent. How do we get the 

motorist in…How do we get the trucker in?...How do we handle those and then having 

come up with a satisfactory arrangement, how do we then locate our coffee offer, and 

then how do we locate all the ancillary pieces that go around?.... Cleaning and 
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maintenance, all of those things were able to be better managed under a single roof.” 

This range of issues highlighted by BP included areas such as design and ongoing 

maintenance of the facility. Design issues include whether placement of specific brands 

within the complex will meet customer expectations without creating negative 

competitive forces within the co-branded arrangements (see limiting competition for 

further details). Operational issues focus on ‘who would do what’ once the facility was 

completed. This follows on from Chris’s statements in the McDonalds section 

highlighting the autonomy of operations for the brands (other than shared car parking). 

These statements have a presumption of ex-ante (a term that refers to future events, such 

as future returns or prospects of a company) contractual obligations for all lessees.  

 

In response to the question of shared sites, Terry stated (when asked if shared sites with 

McDonalds were more difficult to manage than others), “Not significantly. They are 

more difficult but not to the extent that you would be persuaded from doing it. I think if 

you’ve got good tenants it’s a sort of give and take. If you deal with tier ones (iconic 

brands).” This view was shared by all BP executives but intensified through a theme of 

conflict generated by limited retail space (especially for car parking). Terry stated in 

relation to this specific issue, “As the business is changing all the time...parking is now 

becoming a really critical component of what we offer. To complement what we offer, 

you need a large amount of parking, and to really get the maximum out of fast food, you 

have to offer a large amount of parking. It’s that requirement for an extra large parking 

space that’s becoming one of the problems that we've got. Can we find and get a site? A 

good site, is there enough parking on this site to suit both needs? What we're finding 

more often that there is not enough parking for us let alone both- fast food and BP.” 

This statement, reinforced by Gary and Dennis, portrayed increased conflict with 

McDonalds through the competitive nature of both brands. McDonalds required longer 

term car parking for its clientele whereas BP required very little in comparison. When 

asked how this conflict would be dealt with Terry responded, “...With difficulty.” After 

further discussion regarding the new brand of Wild Bean Cafe, Terry revealed Wild 

Bean might be a possible long term solution to the prevailing conflict with McDonalds. 

When asked if Wild Bean Cafe could compete with McCafe (and possibly with 

McDonalds) Terry stated, “It is. It’s a sort of a …..We're now going head for head with 

that sort of, that market, yes!!” The long term strategy was to introduce Wild Bean Cafe 

to many suburban BP outlets. This would increase the competitive nature of the BP 

brand while decreasing the reliance on external brands such as McDonalds. BP 
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executives felt confident about this strategy by stating that, “BP don’t need McDonalds 

as much as other way around.” 

 

Integrated BP perspective on minimising conflict 

 

All three BP representatives presented the same view of the relationship with 

McDonalds and reasons for the subsequent development of the Wild Bean Cafe brand. 

The tension between the external brands created by the different business models was 

manifested in longer consumption of car parking space by McDonalds customers. This 

tension was seen as a long term conflict that could not be resolved. This could be 

attributed to the status of the brands involved. BP sought to form relationships with 

‘high quality’ brands. However, the nature of this type of brand does not allow for 

unlimited compromise. Therefore BP would further develop the Wild Bean brand in 

order to limit the future relationship with McDonalds.  

 

Figure 5.15 BP Conflict Management  
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RFG perspective 

Table 5.13 RFG Data Code Names 

Retail Food Group Data Sources Code Name 

Director of Marketing (bb’s cafe) Nicole 

RFG Prospectus  RFG 1 

RFG Annual Report RFG 2 

 

RFG experienced intra-system/inter-brand conflict through competing menu items. 

Nicole stated,  

Because we offer coffee, ice cream, soft drinks, smoothies, frosts and all 

that sort of stuff - So as far as that side of things goes it is very hard when 

we have a Donut King and bb’s together in a centre we’ve got to be 

careful. I’ve always talked about having volume purchase power and 

having a smoothie and ice cream machine in our store. Now Donut King 

have just put that into their stores. We’ve got to be really mindful that the 

product profile is really different. A less complicated product with a 

premium product. But at the end of the day the base material that goes into 

the product is the same. If a customer wanted a drink from Donut King or a 

bb’s drink in that centre, we’re fighting for the same dollar. If there is 

something we can entice customers to both brands then yes that is 

preferred. 

 

There was clearly an overlap of market segments (manifested in the menus) that 

allowed for a competitive dynamic to develop between brands. The solution detailed by 

Nicole was to offer franchisees a range of products created from the same base material. 

This strategy maintained customer focus but positively supported franchisees through 

stronger purchasing power and attempted to limit competition between RFG owned 

brands.  

 

Integrated RFG perspective on minimising conflict 

 

The creation of the co-brand strategy (as well as the retail brand portfolio strategy) 

coupled with the some cross-over in target markets highlights some conflict in the RFG 

system (in conjunction with the comments made in the ‘limiting competition’ Section). 

While no examples of conflict were mentioned in interviews or documents collected for 

this research (e.g. franchisee communications or legal representations), the RFG 

representation clearly represents an awareness that conflict exists. Thus, management of 

this issue sought to minimise competition through the introduction of different products 

utilising the same ingredients (thereby maximising economies of scale in purchasing 
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power). This conflict management strategy was coupled with the utilisation of current 

franchisees in all modified growth strategies (multiple unit/brand ownership and co-

branded sites). 

 

Figure 5.16 RFG Conflict Management  

 

 

5.4.1 Minimising conflict – An integrated perspective 

Within the McDonalds system conflict was dealt with through a subjugation process 

with external partners and a trial and error basis intra-system. These compromises were 

seen as a method by which the overall brand strategy could be implemented 

successfully. BP viewed the conflict with external partners such as McDonalds as a 

catalyst from which it created and launched its Wild Bean Cafe brand. This new co-

brand was created in order to avoid or minimise future external relationships and buoy 

sales at lesser suburban sites. In RFG, the introduction of both brands meant some 

cross-over of market segments creating some internal friction. This was managed 

through product innovation utilising similar ingredients thereby creating economies of 

scale in purchasing for the franchisees. Franchisees were also encouraged to co-brand to 

gain a net benefit regardless of which brand choice a customer might make. 
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Figure 5.17 Integrated Conflict Management  

 

 

5.4.2 Theoretical development of minimising conflict  

Externally based relationships produce significant conflict. Subjugation minimises 

conflict between franchise systems. This conflict is a catalyst to introduce and promote 

internally created co-brands. Menu innovation and promotion of internalised growth 

strategies for franchisees (multiple-unit, multiple brand and co-brand ownership) are 

methods of intra-system conflict management. 

 

Proposition – Subjugation is a major catalyst for internal co-brand development. The 

more complex the internal co-brand strategy the higher the level of potential conflict. 

 

5.5 Lower-Order Category – Incentives 

In order for each organisation to incorporate a brand strategy into their respective 

franchise systems, incentives were developed and implemented thereby attracting 

current franchisees to the modified franchise concept. These incentives were quite 

different between systems. Further, the development and implementation of incentives 

were sometimes by osmosis rather than a deliberated strategy.  
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McDonalds perspective on incentives 

Table 5.14 McDonalds Data Code Names 

McDonalds Data Sources Code Name 

Vice-President Qld/NT Mike 

Operations Manager Qld/NT Scott 

Franchisee Qld  

(first suburban McCafe and ex-National Operations Manager)  

Anne 

Development Manager Qld Chris 

Sales Building Investment Incentive Policy D1 

Global Framework Strategic Document D2 

McCafe Briefing Document D3 

 

When asked if the opportunity to co-brand with BP was driven by lower capital 

investment Chris responded with “Yes”. However, this decision came with trade-offs. 

The concept developed by BP (through its negotiations with the government department 

involved in the site development) was not open to negotiation. The concept 

development was restricted by statute requirements enforced by the government 

department and the high capital investment by BP. As stated by Chris, “There was not 

the opportunity to put a stand-alone store. BP’s concept was to do it this way. Main 

Roads wanted it without drive thru’s in Qld. This is how we (Main Roads) want to do 

it...” and, “Yes. They are a huge investment for the oil companies and to make them 

work you need a certain throughput of fuel. This way you can be as sure as you can be 

of fuel sales is the number of cars that are passing. In their research they will know 

there capture rate from the road; long distance travellers is x% and suburban roads is 

y% and what the short distance travel is.” Therefore the opportunity to adopt an 

external brand strategy of this type allowed for maximum expansion with minimal 

capital investment. This required little use of franchisees capital. Chris expressed the 

view that it was important for external companies to contribute significantly to capital 

expenditure in order for the McDonalds brand to be successful in this context. 

 

Concurrently, McDonalds Corporation created a Global Framework Strategic Overview 

(D2) in order to communicate to current franchisees about financial (and other) support 

for the incorporation of the McCafe brand into McDonalds restaurants. The reasons for 

incentivising the co-brand strategy are stated in D2 as follows: “It is also important to 

note that the McCafe business proposition (financial support to franchisees 

incorporating the McCafe brand into the McDonalds store) is based on driving total 
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store (the McDonalds restaurant and McCafe brand) profitability. Experience in 

Australia and New Zealand has shown that the McCafe brand drives sales at the 

McDonalds front counter and contribute(s) to total restaurant sales and profitability; 

while it is a "business within a business", it is proven to deliver add-on sales at the front 

counter; every $1 at McCafe = $0.20 - $0.40 at the front counter; target = overall comp 

(comparative) sales, site profitability, cash flow growth and ROI (return on investment) 

of 15% over a 10 year period.”  

 

When asked about why the McCafe brand was incorporated into the current franchise 

system Mike responded with the following statement, “McCafe was contemporary, 

modern, and we were trying to modernise the feel of McDonalds. McCafe did that both 

in its ambiance, its design, its flair, it’s lack of rigidness if you will. So there is a lot of 

things we learned from McCafe that in turn we pushed back into McDonalds. Our 

existing stores that we are remodelling with McCafe in it we spend an enormous 

amount of money in making sure that the design now interlinks.” This statement 

highlights the corporate intent to incorporate the McCafe brand into McDonalds 

restaurants. However, when juxtaposed with the statements made in D2, a balance 

between franchisee profitability and capital expenditure was necessary for the ongoing 

success of the co-brand. 

 

This balance between profitability and capital expenditure was also derived from 

alternatives that had been assessed and discarded. Scott stated, “If we build it remote (a 

McCafe in a separate location from a McDonalds store) the challenges are, we have to 

tear our way through traffic, we’ll be in a high traffic generation area and that’ s where 

you tend to have to be in a city where you’ve got a lot of foot traffic, on a mall and there 

you’ve got some really expensive real estate and so that it becomes its own issue in 

itself.  And we have lower in costs doing it this way because we already own the real 

estate, lower in costs, you know “get in” costs, e.g., we don’t have to pay a landlord 

money because we need it to use the land because we already own it.  So straight away 

we’re in front and we can operate the store on a lower base of sales.” The assessment 

of separating the brands into discrete locations was seen as unviable by creating extra 

‘unnecessary’ costs thereby increasing capital expenditure and potentially reducing 

profitability for franchisees. The consideration of franchisees profitability is unusual as 

the risk neutral nature of franchisors would focus on the maximisation of corporate 

expansion and profitability. 
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Integrated McDonalds perspective on incentives 

 

An external brand strategy was driven by lower capital investment but with trade-offs 

such as a modified concept (as dictated by the major partner of BP). While the strategy 

created successful expansion of the overall business McDonalds remained the minor 

partner (while still feeling that it was a major contributor). These experiences motivated 

McDonalds, in part, to focus on McCafe as a major brand strategy where the corporate 

entity provided significant incentives to the franchisees in the form of financial support 

to demolish and rebuild McDonalds stores into the new co-branded concept. This was a 

major deviation from traditional franchise expansion theory where franchisors are 

normally totally reliant on franchisee funds for capital investment. This deviation was 

further evident in the corporate focus on profitability of McDonalds stores (by creating 

the co-brand) rather than a discrete location strategy for the McCafe brand. 

 

Figure 5.18 McDonald’s Incentives  
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BP perspective on incentives 

Table 5.15 BP Data Code Names 

BP Data Sources Code Name 

Regional Asset Manager (Qld) Terry 

Regional Asset Manager (Vic, SA, WA) Gary 

Regional Asset Manager (NSW) Dennis 

 

The focus on internal brand expansion was incentivised by previous trials with other 

external franchise system offerings. Terry stated that, “A couple of other types of second 

line franchise offers (were trialled) but they were all pretty well unsuccessful. One of the 

reasons I think that they…none of them really had the sort of offer that covers the full 

twenty-four hour spectrum. All our sites are open twenty-four hours. You need a partner 

that’s going to have a breakfast offer, offers a snack and a dinner offer. A lot of these 

people are only a specific type of menu, only adaptable to one. Either lunch or maybe 

aimed at dinner. All our sites are open twenty-four hours and we wanted a partner to be 

24hour. Looks to be crazy if you've got open space and one of the tenants is closed 

because their offer doesn't run for that full 24hr period. That was one of the things the 

other one's we looked at were lacking. We've since learned that the smaller offer other 

than a tier one fast food (brand) doesn't really have a lot of drawing power. They might 

work in a shopping complex where you've got people mulling around but they don't act 

as a destination in their own right...(and)...To buy larger and larger sites and its not the 

case that you would buy one that’s sufficiently large to…you wouldn't buy incremental 

land to facilitate parking for a partner.” This excerpt provides significant data around 

trial and error (and the incentive to ‘find’ a suitable external partner), and the incentive 

to limit the extension of external relationships through the design, implementation and 

ongoing phases. Given the limitations for potential partners (which will be further 

discussed in the near-core category of brand trialling) that these statements suggest, BP 

would either have to modify its current concept to fit suitable external partners or create 

a new retail brand to suit current market conditions. 

 

Other aspects of incentives were revealed in discussion with BP executives. While 

external brand relationships, in the major service centres, were entirely driven by BP (as 

the landlord and major brand), the introduction of Wild Bean Cafe into suburban and 

regional sites required a different approach. When asked about this approach Gary 

stated that BP had a “very close look at keeping capital cost very low to make the offer 

more profitable and (therefore) easier to sell the concept to franchisees.” There is a 
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clear intent to build a concept that franchisees would adopt in order to increase 

profitability but limit capital outlay. This approach also minimised interruption to the 

business when the concept was initially introduced (while downtime was not discussed 

directly with respondents, this would be a consideration for all involved given the 

nature of retailing).  

 

The category of incentive developed further with comments such as “More money out 

of same customers, but as the brand (Wild Bean) grows it will become a destination in 

itself; customer gets fuel and then gets coffee/cake; increase advertising > increase 

customers.” made by all three BP executives. These comments added future incentives 

(of profitability and sales, plus cost reduction) to the introduction of Wild Bean Cafe.  

 

Integrated BP perspective on incentives 

As the principal strategist for external brand relationships, BP were primarily driven by 

specific opportunities presented by government initiatives. Thus incentives driving 

external brand relationships were largely linked to the need to expand to specific sites 

but within the context of government regulation (these regulations required co-brand 

design at these sites). Subsequently the search commenced for an appropriate brand 

(created internally) to assist all other BP sites. The intent by BP was to incentivise 

franchisees by designing a concept that would be easily implemented and operated in 

current BP locations. Other alternatives were available (other concepts were trialled 

such as Eagle Boys Pizza but were found to lack a ’24 hour’ drawing capability for 

customers) but were discarded as unviable. The prime motivation was to construct a 

concept that would clearly target a new market that would easily on-sell from the 

petroleum sales already in existence. This avoided any potential capital outlay with 

external brands or unnecessary site reallocate on/redevelopment. 
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Figure 5.19 BP Incentives  

 

 

RFG perspective on incentives 

Table 5.16 RFG Data Code Names 

Retail Food Group Data Sources Code Name 

Director of Marketing (bb’s cafe) Nicole 

RFG Prospectus  RFG 1 

RFG Annual Report RFG 2 

 

RFG focussed on ‘fitting’ both brands (in the form of a co-brand) into a predetermined 

space. Rather than designing the co-brand and then finding a suitable location, this 

strategy relied on existing floor space at shopping centres populated by RFG brands 

(while BP and McDonalds were faced with similar issues the scale for RFG was much 

smaller). The operational and marketing synergies which incentivised this strategy were 

outlined in RFG1, “The Company will continue to drive earnings through a number of 

initiatives, primarily including...driving Outlet Average Weekly Sales growth through 

product promotion, menu adaptation and a range of other marketing initiatives in the 

Donut King and bb’s café franchise systems...(and)...Retail Food Group is ideally 

positioned to leverage its franchise management systems and national presence to 

achieve and take advantage of economies of scale through multi-brand ownership.” 

There is a clear link between future incentives (increased sales and profits – ‘earnings’) 

and the more effective use of leased space through a co-brand strategy. Nicole also 
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described a combined corporate and franchisee incentive as follows, “...Everything that 

I do for that store (bb’s) is a benefit for Donut King and everything Donut King does is 

a benefit to bb’s, targeting more customers.” The concept of synergies (as described in 

the lower-core category synergies of current franchise arrangements) provides the basis 

for this statement. The co-brand strategy delivered synergies to the franchise system as a 

whole. Nicole’s statement revealed the focus on corporate productivity and when linked 

with the statements from RFG1, provide a range of incentives for franchisees which 

subsequently delivered benefits to the corporate entity. 

 

These statements portray the intent to drive incentives at both corporate and franchisee 

levels to advance the system via a multiple brand/co-brand strategy nationally (and 

internationally). Specifically, focus existed on driving the business model to more 

profitability through lease negotiations and product cost reductions (delivered through 

the co-brand strategy) signalling higher profitability for franchisees. 

 

Integrated RFG perspective on incentives 

 

RFG focussed more on cost savings through synergistic business operations such as 

lower lease, operating and marketing costs. While marketing initiatives played a minor 

role, the system focus drove capital and operational savings as the key incentive for 

both corporate and franchisee motivations to co-brand.  
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Figure 5.20 RFG Incentives  

 

 

5.5.1 Incentives – An integrated perspective 

McDonalds initially used the external brand strategy as a low cost expansion model but 

given the trade-offs involved, subsequently were more willing to focus on an internal 

co-brand strategy with McCafe. This strategy also involved the introduction of 

significant incentives to franchisees where financial motivations were introduced to 

bring about the rapid expansion of McCafe for the super-ordinate goal of increasing 

sales and profitability system wide. BP faced the prospect of modifying its franchise 

system in order to cater for potential partners in an external co-brand strategy. However, 

rather than modify the original concept, BP focussed on developing the Wild Bean Cafe 

to combat flat sales and low system profitability. The Wild Bean concept was seen as 

able to create profit from existing petroleum customers with very little capital outlay 

and business interruption when introduced. RFG focussed on integrating the co-brand 

concept in order to create incentives through traditional operational savings such as 

reduced lease and product costs. When these properties are combined they form a 

complex model. This model represents a range of incentives provided to drive the 

formation of external and internal brand relationships. These relationships were 
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expressed as multiple corporate brand ownership manifesting as franchised multiple 

unit/multiple/co-brand outlets. 

 

Figure 5.21 Integrated Incentives  

 

 

5.5.2 Theoretical development of incentives 

External co-brands provide a low-cost method of expansion and access to prestigious 

sites. This increases site-specific sales and profitability. Opportunities for external co-

brands are limited. Internal co-brand strategies limit the need to modify franchise 

systems to cater for external partnerships. Franchisees more readily adopt internal co-

brand concepts via cash incentives, modification of the co-brand concept to minimise 

capital expenditure, or post-co-brand operational savings (reduction in rent, product 

costs) to increase profit. 

 

Proposition – The need to modify franchise system structure limits the opportunity to 

expand by external co-branding. The more complex the internal co-brand the higher the 

level of direct incentive. 
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In the following section, the sub-core category of risk-averse expansion is developed. 

This is achieved through the linking of each category and the development of the initial 

relationships found between these variables. 

 

5.6 Summary of Integrated Perspectives 

In this section a summary of the lower-core categories is provided. The propositions 

developed from these categories are merged continuing the process of constant 

comparison. Relationships between variables are identified, forming the theoretical 

foundation linking this data. A synthesis of the propositions is then presented creating 

the near-core category of risk-averse expansion. Following is a summary of lower-core 

categories. 

 

Initially, organisations based co-brand strategy around unchanged franchise 

arrangements. This mandated discrete system operates within external brand 

partnerships. Subsequent evolution of internal co-brands produced positive synergistic 

effects to consumer, franchisee and corporate activities. Therefore, co-branding required 

significant reliance on franchisee’s expertise to retail, and franchisor’s ability to 

strategise. Integral in this process were staff. External co-brand arrangements required 

participating brands to focus on their original franchise concept (requiring only 

management of the relationship at point of sale). The transition to internal co-brands 

necessitated adoption of a complex and sophisticated approach to staff skilling and/or 

modification of the co-brand concept to minimise the need to increase staff skill levels. 

This pursuit of an internal co-brand strategy as a primary method of expansion also 

increased systems relative competitive advantage. Hence, the internal co-brand strategy 

produced sales and profit expansion as the master brand reached maturity and/or 

declined. Internal competition (same system – the original brand versus a co-branded 

outlet) occurred in transition. Internal competition increased franchisee adoption of the 

co-brand strategy. Conflict, in this process, was reduced through subjugation with 

external partners or through a trial and error basis intra-system. Trial and error 

manifested product synergies (expressed as menu innovation) and increases in 

purchasing power to placate adverse reactions from franchisees. Franchisees were also 

encouraged to develop multiple-unit, multiple-brand and co-brand ownership intra-

system. Conflict resolution was necessary for successful implementation of brand 

strategies. However, friction with external partners triggered internally based co-brands. 
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The initial use of an external brand strategy was viewed as a low cost expansion model 

but with minor trade-offs. However, internally created co-brand strategy involved the 

introduction of significant direct or indirect incentives to franchisees. These involved 

financial motivations through cash injections, or capital savings to achieve a super-

ordinate goal of increased sales and profitability. External brand strategy increased sales 

only. But internal co-brand arrangements increased both sales and profit through 

operational savings such as reduced lease and product costs and increased productivity 

resulting from the co-brand arrangement.  

 

Theoretical development of these lower-order categories crystallises antecedents to 

externalise co-branding arrangements and subsequent influences on the transcendence 

to internalise the strategy. Expression of this theory building is expressed follows: 

 

A co-brand strategy (external or internal) is relative to current franchise system 

performance. Positive synergistic effects result. Control of the franchise system 

maintains access to system structure. High levels of reliance on franchisee expertise (at 

retail level) and franchisor ability to strategise are fundamental to a successful co-brand 

strategy. This reliance on franchise system structure is a representation of franchise 

expertise/experience. Thus, co-brand strategy creates higher levels of market resilience. 

Staff are integral to the implementation of internal brand strategy. Staff skills are 

increased or brand strategy modified, adapting to system needs. Specific staff skilling 

more effectively represents core brand attributes required for internal co-branding. 

Pursuit of internal and external brand strategy increases location specific competitive 

advantage. External brand concepts are limited in number, therefore, creating an internal 

co-brand concept, results in higher levels of system-wide competitive advantage. This 

neutralises the negative effects of ‘master’ brand sales erosion in the transition period. 

Externally based relationships produce significant conflict. Subjugation minimises 

conflict between franchise systems. This conflict is a catalyst to introduce and promote 

internally created co-brands. Menu innovation and promotion of internalised growth 

strategies for franchisees (multiple-unit, multiple brand and co-brand ownership) are 

methods of intra-system conflict management. External co-brands provide a low-cost 

method of expansion and access to prestigious sites. This increases site specific sales 

and profitability. Opportunities for external co-brands are limited. Internal co-brand 

strategies limit the need to modify franchise systems to cater for external partnerships. 

Franchisees more readily adopt internal co-brand concepts via cash incentives, 
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modification of the co-brand concept to minimise capital expenditure, or post-co-brand 

operational savings (reduction in rent, product costs) to increase profit. 

 

The following propositions express this axiomatic progression in a succinct manner. 

 

Proposition 1 – Trial and error of co-brand strategy is reliant on franchise system 

structure and performance.  

 

Proposition 2 – Failure of a co-brand strategy results in a change of brand, not a change 

of franchise system structure. 

 

Proposition 3 – The more complex the co-brand strategy the more training and skill 

development staff require for successful implementation.  

 

Proposition 4 – The greater the level of internal co-brand adoption the greater the level 

of system competitive resilience. 

 

Proposition 5 – Subjugation is a major catalyst for internal co-brand development. The 

more complex the internal co-brand strategy the higher level of potential conflict. 

 

Proposition 6 – The need to modify franchise system structure limits the opportunity to 

expand by external co-branding.  

 

Proposition 7 – The more complex the internal co-brand the higher the level of direct 

incentive to franchisees. 

 

Following is the development of the near-core category of Expansion with risk-

aversion. This is achieved through the linking of each category and the development of 

the initial relationships found between the variables described above. 

 

Franchise systems adopt co-branding as a method of expansion, preferring a trial and 

error adaptation of co-brand strategy over modification of their franchise systems. 

Mature franchise systems seek external co-brand arrangements at location specific sites. 

The need to modify franchise system structure in external relationships limits future 

opportunities. Subjugation within the external relationship creates a major catalyst to 
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develop internally created co-brands. Once the internal co-brand strategy is adopted, 

staff training (if necessary) manifests as a change management process to better express 

the co-brand to consumers and simultaneously maintain integrity of franchise system 

practices. The more complex the co-brand strategy, the more incentives are provided to 

franchisees. The more complex the strategy the more proactive dispute systems created 

to manage internal conflict. The outcome is a contemporary and resilient system created 

on the basis of risk-aversion, but for the purposes of expansion. 

 

5.7 Conclusion 

In this Chapter each lower-order category making up the near-core category of 

Expansion with risk aversion was analysed in detail. Each category was presented by 

detailing themes from each respondent and/or data source in order to develop critical 

properties. As data from each organisation were interrogated, crude models were 

developed as static representations of dynamic situations. Each organisation’s data were 

integrated, summarising their properties and thus commencing the generalising of the 

data toward a core value. Propositions were then generated at the end of each category. 

These were stated in present tense to more effectively illustrate the formation of theory. 

In F lower-core categories were combined and propositions represented to generalise 

data further and linked to form the near-core category of Expansion with risk aversion. 

In the next chapter the near-core category of Brand trialling is discussed in a similar 

manner.  
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Chapter 6 

Near-Core Category – Brand trialling 

6 Introduction 

The near-core category of Expansion with Risk Aversion was considered in the previous 

chapter within the context of franchise system growth activities. Internal creation of a 

co-brand was regarded as a more sophisticated (and complex) expansion activity and 

trended away from more commonly adopted franchise growth strategies. Considerable 

focus should therefore be given to risk aversion in the context of franchisor expansion 

activities as franchising literature portrays franchisors as risk neutral with franchisees as 

the risk-averse participants (Lafontaine, 1992; Weaven & Frazer, 2007a).  

 

In this chapter, franchisors reveal a process by which brand associations (external and 

internal) were trialled, thereby creating a tiering system. From this tiering system, 

franchisors were able to consolidate their market position by choosing the most suitable 

brand for co-branding purposes. This near-core category was therefore considered as a 

key element of the co-brand strategy. The composition of this second category, Brand 

trialling, is shown in Table 6.2. The outline of this chapter is shown in Figure 6.1. 

Properties are discussed and developed in detail throughout this chapter. Properties are 

developed through data triangulation (where possible) to form intra-organisational 

perspectives. Organisational perspectives are summarised throughout the development 

of each Lower-Order Category. Meta-triangulation is then applied to formulate an inter-

organisational perspective. From this perspective, propositions are developed and 

presented at the end of each Category. Propositions represent a summary of data toward 

the core category (Glaser, 1978). Finally, the core category is generated through the 

discussion of all propositions in Section 6.6, Summary of Integrated Perspectives. 
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Figure 6.1 Structure of Chapter 6 

 

 

Table 6.1 Near-Core Category of Brand trialling 

 Near-Core Category Lower-Core Categories 

Brand trialling Measuring brand equity 

 Leveraging (maximising) brand 

associations  

 Reinvigorating the ‘master’ brand 

Brand trialling  

 Locating the co-brand concept 

 

6.1 Lower-Order Category – Measuring Brand Equity 

Brand equity is created when a brand is more easily and positively recognised. Kapferer 

defines this as, “a shared desirable and exclusive idea embodied in products, services, 

places and/or experiences. The more this idea is shared by a larger number of people, 

the more power the brand has” (2004 p.13). The desirability of the brand is transmitted 
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through brand attributes (a defined set of representations of the brand from which an 

integrated marketing program is created) (Aaker, 2004). This reduces the perceived risk 

of the brand and increases the value of associated goodwill to consumers and members 

of the supply chain (Kapferer, 2004; K Keller, 2008). This framework impacted 

significantly on the franchisors discussed in this research. The development of the 

original franchise concepts to external and subsequent internal brand structures was 

guided by the necessity to associate with companies who portrayed positive brand 

equity while maintaining strong control over the current franchise system. 

 

Each organisation, once again, had different perceptions of how these arrangements 

developed and functioned. These views will now be explored and developed. The 

McDonalds perspective will be explored followed by the BP and then RFG view. In 

order to more effectively and succinctly report data in each section coded names have 

been assigned to the data sources for reference throughout. 

 

McDonalds perspective on measuring brand equity 

Table 6.2 McDonalds Data Code Names 

McDonalds Data Sources Code Name 

Vice-President Qld/NT Mike 

Operations Manager Qld/NT Scott 

Franchisee Qld  

(first suburban McCafe and ex-National Operations Manager)  

Anne 

Development Manager Qld Chris 

Sales Building Investment Incentive Policy D1 

Global Framework Strategic Document D2 

McCafe Briefing Document D3 

 

In the context of brand equity, respondents discussed varied brand topics including how 

their brand performed (although this was typically at a higher level than reality inviting 

a form of brand aspiration), and how other brands performed when direct relationships 

were formed. Because current franchise arrangements were integral to any growth 

strategy, it was deemed important that the brand structure (internal or external) ‘fit’ with 

the business model and culture of the franchise organisation. Hence, a strong 

preconceived perception was created of potential partners brand equity. 
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For example when the partnership was considered between McDonalds and BP (this 

partnership was proposed by BP,) a formal brand selection process was created which 

incorporated the recognition of significant brand equity. Chris (from McDonalds) stated 

that, “(BP) approached us and said can we use you in our tender documents to get the 

licences to operate their sites... They (a number of well known petroleum companies 

bidding for the sites. These were named later in the interview as BP, Shell and Caltex) 

all approached us and said we want to use you in our tender documents if we are going 

to sell fuel we are going to sell food, the first people we (the petroleum companies) are 

going to approach are McDonalds. The idea is that most people are stopping for fuel 

will use you because you’re there. Those people stopping for food will use us 

(McDonalds).” The petroleum companies all mooted about potential partners and thus 

posited that McDonalds represented the ‘best’ option when tendering for the new site. 

 

When asked if an ‘AAA site’ contributed to brand equity for lesser known petroleum 

companies, Chris responded by stating, “Doesn’t matter who it is! We go in with a 

lesser known oil company? An independent we have done but it is not preferred because 

the branding is (should be) joined with a major brand of food/fuel of BP/Shell. With 

smaller independents you have those problems associated with them... (namely)...Their 

operating standards.” This theme continued when Chris was asked about some of the 

‘lesser’ known brands such as Matilda and Freedom. He stated that, “I mean it’s a 

harder decision. It’s not impossible but it’s a harder decision. Do we want to (for 

example) brand ‘A’ companies with ’AAA’ companies. Are we prepared to go with an 

‘A’ company?” When asked what the preferred companies were for external co-brand 

opportunities, Chris stated, “BP, Shell and Caltex”.  

 

In addition to co-branding externally, McDonalds Corporation viewed the restaurant 

brand as ‘core’ to its internal co-brand strategy (a logical starting point). This initiated 

the internal development of the role of a masterbrand and its contributable equity to the 

Corporation. In D2 it states, “McDonalds is a core brand identity or ‘masterbrand’. In 

a comprehensive branding system (which it had commenced with external brands such 

as BP and internal brands such as McCafe), a masterbrand can support a set of sub-

brands, which are designed to extend the masterbrands equity and reputation. Sub-

brands are often best used to build brand authority. Their creation is a strategic 

decision because they require an additional cost structure and cam impact the 
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masterbrand identity”. Parts of this internally created brand identity were then 

transferred to the McCafe brand. D2 again states with regard to the McCafe brand, “... 

sending concrete signals of a genuine ‘coffee experience’ at all available customer 

touch points is key to build coffee credentials as well as the overall McDonalds 

offering.” This combination of attributes forms the nexus from which customers 

segments derive the co-brand experience. The difficulty for McDonalds was to decide 

which of these attributes were important. 

 

Hence, the construction of a brand portfolio through the addition of McCafe began a 

process of identification and evaluation of internalised brand attributes. For example, 

when Ann was asked how the McCafe brand name was viewed internally she stated, “I 

think the name is right. To me I think it improves the McDonalds brand. I know a lot of 

our friends and family, a lot of whom are in Sydney, will not go to a McDonalds store 

without a McCafe. Because a McDonalds store without a McCafe is considered not the 

place to go. They are not as good. They are never as well run. They are never as clean. 

They do not have as many people on. The better stores have McCafe’s.” She was then 

asked to compare the McCafe brand against a no name concept (including a ‘cafe’ into 

the McDonalds store without any brand elements such as the name, separate dining area 

and so on). She responded by stating, “I do not think it would work as well. We would 

have to find a way to let customers know that we have got the coffee shop. Because 

customers drive past McDonalds stores without McCafe’s, to go to a store with a 

McCafe.” Hence, the contribution of the McCafe brand to the overall performance of 

the franchise system was considered integral and with brand equity significant enough 

to support the statements made by Anne.  

 

This theme was continued when other executives were interviewed. For example, when 

asked how the McCafe brand would perform as a stand-alone entity (proof of significant 

brand equity) Mike stated, “It is interesting to contemplate that at the moment. We have 

grown numbers in our brand and advertising. I think McCafe is strong enough for us to 

revisit that.” From this statement it be can determined that McCafe brand equity had 

grown beyond expectations. And this stand alone strategy represented the ultimate test 

of that brand equity. If McCafe could stand alone (separate to a McDonalds restaurant) 

it would prove that it had created enough customer loyalty to not only support itself as a 
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viable business concept, but also contribute to the ailing McDonalds brand (at that 

time). 

 

Interestingly McDonalds executives did not foresee this level of success for the McCafe 

brand. As Mike said, “...we didn’t start with the end in mind... in fact, the development 

of McCafe wasn’t scientific and it wasn’t a set of management/genius circumstances.” 

This statement suggested that McCafe was initiated as a ‘glorified’ menu addition rather 

than a retail concept. While franchise concepts are normally a ‘proven concept’ this did 

not seem to apply to McCafe. However, utilising a separate brand did become an 

important McCafe development. Further, the strategy was identified as intrinsically and 

positively linked to the McDonalds brand. The following statements from Scott 

highlight the complex nature (and conundrum) faced by McDonalds as the co-brand 

strategy evolved.  “I think we wanted to create a point of difference... we were 

concerned if you just did it under the banner of McDonalds... The issue would be (that) 

people would go, it’s just a McDonalds coffee done... (so) we had to destroy that aura 

first...it’s in the McDonalds store and its McCafe, but it’s also creating its own 

identity.” This retrospective view highlights the perplexed state of McDonalds 

executives throughout the co-brand process. The evolution of the brand nexus between 

McDonalds and McCafe (alongside of BP and other external relationships) was 

underwritten by confusion regarding what the significant brand elements needed to 

create brand equity in all facets of the brand portfolio. 

 

When asked to contrast the choice of McCafe over an external (coffee) brand with 

significant brand equity Scott stated, “As to why not do another brand, (eg., Aromas) I 

suppose our aspect would be why do another brand?... we would have to buy them out, 

which would be a huge capital cost, or pay them a fee to use their name when we 

believe we could generate the credentials over time to become a major player in coffee 

with our own the brand.” The notion that McDonalds could become a ‘major player’ in 

the coffee market underlies an important motivation for creating McCafe by 

acknowledging that the acquisition of another brand, or becoming a franchisee to 

another system, did not fit with corporate strategy, culture or the overall recognition of 

McDonalds restaurant brand equity. Therefore brand equity in McCafe increased 

through an enhanced internalised focus. Scott expressed the outcome of this as, 

“...what’s really happened in the last two or three years and our sales in McCafe have 
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taken off. This has been a point of critical mass where suddenly everyone knows about 

McCafe’s and we now know that people do not go into stores without them...” While the 

justification of the strategy was considered in the context of ‘20/20 hindsight,’ this view 

should be juxtaposed against McDonalds corporate perspective of its own brand equity. 

This analytic process of the brand portfolio (as it existed in McDonalds at that time) was 

best expressed in the following statement by Scott. “...But, we wanted you to know that 

McCafe was a McDonalds thing, we weren’t going to hide from it, that it was a 

McDonalds thing, but we wanted to take that opportunity too, I suppose, to re-educate 

people of what McDonalds is about and products that we use are the same ones they 

buy at the supermarket and the way we cook our food, the fact that they’re real eggs, 

they’re not powdered and all of those things.” Fundamental to the co-brand strategy 

was ownership of the co-brand itself. While brand portfolio strategies are replete with 

examples of external co-brand relationships, the choice for McDonalds in this context 

was confined to a concept it could control system-wide without interference. 

 

Integrated McDonalds perspective on measuring brand equity 

 

McDonalds viewed its own brands with aspiration. Thus, the perception of external 

brands was contextualised via this aspiration. This provided a pre-conceived notion of 

brand equity and the subsequent ‘best fit’. This view of brand equity was then compared 

with the specific locations of the partner to further ascertain ‘best fit’. The perceived 

brand equity was given more weight. Once external brand relationships were 

established, an internal focus was adopted. From this stage, a process of transcendence 

occurred in which McDonalds began to recognise itself as a ‘master’ brand. This 

resulted in transference of brand attributes to McCafe. Through this nexus McCafe 

evolved from a ‘glorified’ menu to a fully established co-brand. In parallel McCafe was 

compared to externally acquired brands (Aroma’s) and other internal options (SAC’s). 

With hindsight McDonalds juxtaposed the acquisition of external brands and other 

brand trials with the adoption of McCafe and found the ownership and development of 

the brand to be integral to a co-brand strategy.  

 

These properties are modelled in Figure 6.2 and show that as the process developed, an 

increase in brand equity resulted in internal and external partnership arrangements. 
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Figure 6.2 McDonald’s Measuring of Brand Equity  

 

 

BP perspective on measuring brand equity 

Table 6.3 BP Data Code Names 

BP Data Sources Code Name 

Regional Asset Manager (Qld) Terry 

Regional Asset Manager (Vic, SA, WA) Gary 

Regional Asset Manager (NSW)  Dennis 

 

In comparison with McDonalds, BP focussed on what sales selected brands could 

achieve in the co-brand relationship. BP reflected that their sales were at an already high 

level but profitability needed improvement. Therefore, the onus was very much on the 

prospective partner to perform (and thereby contribute immediately) rather than a true 

collaborative developmental approach. Terry stated, “The range of the offer (menu) was 

the minor element in the equation.”  This statement shows that the type of food concept 

was a minor consideration in the co-brand strategy. A food offering was necessary, but 

as there were many choices (from the fast food market) the primary motivation was 

sales and/or profit contribution. BP had compared and contrasted the differences 

between McDonalds offering and other franchise concepts such as Eagle Boys Pizza, 

Nando’s Chicken and so on, but as Terry further stated, “The major problem was the 

inability of those other offers (brands) to pull enough business in. They couldn't pull the 

turnover within the time frame (trading hours) they were attractive to the public. If you 

wanted to get a minimum turnover of 10K per week - they couldn't pull those sorts of 

figures in the couple of hours that they worked.” The link between menu offering and 



Chapter 6: Near-Core Category – Brand trialling 

 

 

Maintaining Franchise System Isotropy: A Grounded Theory Of Franchised Co-Branding 152 

overall sales performance was therefore a significant measure used by BP for calibrating 

brand equity. This measure was utilised in the context of trading hours. A menu offering 

that suited the 24 hour, 7 day trading hours of BP was regarded as more equitable than 

those concepts limited to customer demand at specific times of the day (for example, 

Eagle Boys Pizza only produced significant sales between 6pm and 8pm). Therefore, 

BP expected significant sales across as much of the day as possible. Hence, brand 

equity for BP was created in this context. 

 

Integrated BP perspective on measuring brand equity 

By trialling ‘second tier brands’, BP discovered a link between the menu-offering of the 

prospective partner and brand equity. This was measured by actual sales. Therefore 

BP’s version of ‘best fit’ became a diurnal, omneitious trading cycle (24/7 in terms of 

target markets). The ability to extend trade therefore resulted in a perceived higher level 

of brand equity. BP’s focus on ‘menu’ contribution is highlighted in Figure 6.3. The 

more focus on menu contribution over a 24/7 timeframe, the higher the level of brand 

equity contribution to the co-brand relationship. Internal adoption of Wild Bean cafe 

was completed without comparison. 

Figure 6.3 BP Measuring of Brand Equity  

 
 

RFG perspective on measuring brand equity 

Table 6.4 RFG Data Code Names 

Retail Food Group Data Sources Code Name 

Director of Marketing (bb’s cafe) Nicole 

RFG Prospectus  RFG 1 

RFG Annual Report RFG 2 
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Given that RFG relied solely on an internal co-brand strategy, the focus was on 

integrating the lesser brand (bb’s cafe) into the brand portfolio. Interestingly in the 

construction of brand equity for the RFG portfolio, Nicole compared the general 

location (Central Business District v regional shopping centre) and the subsequent foot 

traffic generated from these locations as important in evaluating brand equity. The 

connection was then made between the more well known of the RFG brands (Donut 

King) and whether the combination of location and Donut King assisted in the 

development of bb’s cafe brand equity. Nicole made comments such as, “yes... there is 

also a lot to do with location for that site I mean it was hard to judge better than ... in a 

shopping centre... The fact that it is a CBD location it has got a large amount of traffic 

passing all the time... In that sense of things, yes we do well but would a store stand 

alone by itself it’s hard for bb’s. Even though the brand isn’t known, even if it was in a 

regional location and it was maybe the only café or coffee shop within a certain radius 

it still did well not on the brand name... Has that store (Donut King) helped the brand 

name? Yes, I would say so. There’s a lot more people in the CBD area that know bb’s 

just because of the fact that it was joined to the Donut King.” The focus here was that 

Donut King was a key component in creating brand equity for its minor brand, bb’s 

cafe. The location was secondary as it only assisted in providing more ‘foot traffic’ to 

expose the brands to consumers.  

 

Integrated RFG perspective on measuring brand equity 

 

RFG recognised that Donut King’s brand equity was significantly greater than bb’s 

cafe. However, rather than measure the brand equity, RFG linked location (measured by 

foot-traffic) against the performance of bb’s cafe. The higher the quality of location the 

greater the positive effect on the minor brand. 
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Figure 6.4 RFG Measuring Brand Equity 

 

 

6.1.1 Measuring brand equity – An integrated perspective 

Each organisation viewed their brand/s with aspiration. This aspiration was reflected to 

external relationships. Subsequently a preconceived notion of brand equity was 

generated and became a framework for ‘best fit’ with other brands. The higher the level 

of preconceived brand equity, the more weight was given to the potential success of the 

co-brand arrangement. A process of transcendence then occurred from external to 

internal co-brand strategies. This resulted in a form of narcissism expressed through 

statements such as ‘master brand’. Transference of ‘master brand’ attributes followed 

for internal brands to improve performance. Internal brands then progressively elevated 

from ‘glorified menus’ to a co-branded format. Juxtaposition of internalised co-brands 

with other potential co-brands occurred to provide a deeper comparative process 

ensuring integrity of the choice. This comparison was measured through the generation 

of higher levels of sales or foot-traffic. The properties making up this integrated 

perspective are developed in Figure 6.5. 
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Figure 6.5 Integrated Measuring of Brand Equity  

 

 

6.1.2 Theoretical development of measuring brand equity 

The ‘master’ brand views itself with aspiration. This narcissism forms preconceptions 

of external brands and is the basis of judgment for ‘best fit’ of external brands to the co-

brand model. Once external brand strategies are established, a process of transcendence 

drives ‘master’ brands to extensively trial internal co-brand options. Transference of 

‘master’ brand attributes to the internal co-brand occurs, increasing brand equity and 

enhancing performance. Internal co-brands then elevate from a ‘glorified’ menu to co-

brand status. Juxtaposition of successful co-brands occurs with co-brand failures to 

ensure integrity of choice. Increase in sales is the measure for success. 

 

Proposition – The higher the level of preconceived brand equity, the more weight given 

to potential success of an external brand strategy. Through a process of transcendence 

and transference internally created, co-brands absorbs brand equity. The more complex 

the internal co-brand strategy, the higher the level of resulting brand equity for that co-

brand. 

 

6.2 Lower-Order Category – Leveraging (Maximising) Brand Associations 

Traditional brand leveraging is a process of attaching established brand names to new 

products and concepts to engage in consumers positive associations with other brand 

names in an attempt to create brand equity (or improve financial value of the firm) (K 
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Keller, 2008; Lane & Jacobson, 1995). Throughout data collection and analysis, this 

process underwrote all co-brand activities as franchises searched for the appropriate 

associations (both internal and external). This section describes and analyses how each 

franchise viewed the leveraging process in the context of external relationships or 

internal co-brand creation. 

 

McDonalds perspective on leveraging brand associations 

Table 6.5 McDonalds Data Code Names 

McDonalds Data Sources Code Name 

Vice-President Qld/NT Mike 

Operations Manager Qld/NT Scott 

Franchisee Qld  

(first suburban McCafe and ex-National Operations Manager)  

Anne 

Development Manager Qld Chris 

Sales Building Investment Incentive Policy D1 

Global Framework Strategic Document D2 

McCafe Briefing Document D3 

 

The association with external brands was seen as positive. Consistent with co-brand 

theory, the alignment of McDonalds with BP produced significant immediate benefits 

for both brands. These results were visible at the co-branded locations but also at 

discrete locations for McDonalds. Chris framed these benefits in the following 

statements, “I think it’s positive... As a positive effect, if they are given the opportunity 

to use travel centres because they are convenient and available and they have a good 

experience in them, they are more likely to go and use a McDonalds in their local area. 

I think that’s pretty general to anything. So I think they’ve been positive for the brand. 

Certainly put the brand in many people’s faces because people travel roads and they 

see the golden arches day in/day out. But they’ll use the centre and for convenience use 

the McDonalds which is better than not at all...Certainly positive on our sales, on our 

bottom line.” Leveraging from external brands was seen as significant but there were 

limitations (associated with the first near-core category of risk-averse expansion). While 

leveraging was regarded as important, control over franchise activities in the process 

was seen as more important. Hence, the limitations were defined by assessing the 

mechanism from which the leveraging would occur. Chris stated when asked why there 

were associations with BP and not Shell, “The major difference is that Shell wanted to 

run the food business. When we spoke to them they wanted to run the food business 

whereas BP didn’t. It was very important to us to run the food business and that we 
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were running our operation and nobody else. We would tie ourselves with one company, 

first Shell etc. McDonalds aim was to focus on where the best ones will be. Whether that 

be a BP then, Shell then, Caltex, so be it. We were not going to exclude everybody 

else.” McDonalds therefore viewed leveraging with external brands as important but 

only if it could maintain control over its brand assets. 

 

When the transition was made from external relationships to the development of 

internally created brands, the use of ‘Mc’ in McCafe was discussed intensely by 

respondents because of its strong association with McDonalds. Anne stated, “I think the 

name is right. To me I think it improves the McDonalds brand. I know a lot of our 

friends and family, a lot of who are in Sydney, will not go to a McDonalds store without 

a McCafe...They are not as good. They are never as well run...The better stores have 

McCafe.” McDonalds clearly valued its own brand and needed to leverage certain 

attributes to the McCafe concept (as discussed in the previous sections) but the 

management of that process was shrouded by confusion. Leveraging the McCafe brand 

from McDonalds was an intrinsic part of the process. When asked how the McCafe 

brand would perform Anne commented that, “I do not think it would work as well.” The 

function of McDonalds stores was defined as an indicator for customers to locate and 

trial the McCafe brand. Anne further stated that, “(w)e would have to find a way to let 

customer know that we have got the coffee shop” This process provided some traction 

to the McCafe brand at the early stage of its development. The leveraging process was 

not all positive. Anne discussed disadvantages surrounding the association of McCafe 

with McDonalds via the use of the ‘Mc’. “I think that a lot of people like being cynics of 

McDonalds, (they) like knocking McDonalds. I think that is why it took so long getting 

settled.” Scott also stated that, “McDonalds cops a fair wrap in the press.”  While 

McCafe was designed to attract customers to the co-brand concept, the corporate entity 

was acutely aware of broad consumer resistance against McDonalds, as measured in 

sales (in interviews, executives stated that toward the end of the 1990s sales were in 

decline) and as represented in the media. The process of leveraging McCafe from 

McDonalds was therefore heterogeneous, but necessary. 

 

The complex development of McCafe as a separate, but intrinsic part of the brand 

portfolio, through leveraging McDonalds attributes, was highlighted by the following 

statement from Anne, “The fact that there weren’t very many when it first 
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opened....your very happy to go to a café and wait 5 minutes. But at McDonalds, sorry 

the customer is not prepared to do that. We tried table service but from a labour 

perspective it just didn’t work.” The attribute of ‘fast’ service was seen as important by 

customers but the attachment of this characteristic to McDonalds, soon became 

problematic. To overcome some of the negative associations and to further develop its 

own identity, separate advertising commenced for McCafe. Specifically to separate the 

McCafe brand from McDonalds in consumers’ minds. Anne said, “Yes, we started 

advertising...Then we had a different advertising agency come in and help us separate 

McDonalds. We had to get away from McDonalds, because McCafe was seen as this 

extra work and a pain in the butt. That’s again, we had to get rid of that mentality. We 

needed to get someone who was excited and had a fresh outlook. Because we were 

excited and we could see things happening and changing and trying to get designated 

people to take care of the McCafe business within the advertising agency.” Therefore 

separation of the brands through promotional campaigns was integral to internal cultural 

change (driving the brand internally) and in assisting customers to mediate the different 

attributes (of both brands). So, it was necessary to drive McCafe separately externally in 

order for the model to be driven discretely internally. Thus, leveraging the brand 

associations occurred as a ‘back and forth’ process, as different brand attributes were 

identified as important or problematic. Hence, brand leveraging lacked strategic 

planning, giving rise to the notion of management by osmosis.  

 

This separation of brand attributes away from the McDonalds brand, while remaining 

true to core traditions was also applied to the McCafe supply chain. Anne stated that, 

“All old suppliers had a “Mc” mentality and yes it is a “Mc” but we need something 

different, a fresher look. Yes, McCafe is a part but it’s different. It’s a new and different 

customer that we have to be targeting and advertising to.” The complexities of this 

process lay in identifying what were meaningful attributes and what were not. By 

highlighting benefits (or outcomes) some of these attributes were identified. Mike stated 

the successful association between McDonalds and McCafe was directly attributable to 

particular aspects of the McDonalds brand construct. These attributes created synergies 

from which the success of McCafe could be connected. He identifies these attributes in 

these comments, “The synergies were in that you do different things but certainly the 

work ethic, the productivity, the training, the standard that we have developed over the 

last 30 years within McDonalds Australia were the core values that we wanted to come 
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into McCafe.” The intent was that the McCafe brand could grow but not at the expense 

of the core values created by McDonalds as the original brand. Scott reinforced this 

notion when asked if the McCafe brand would ever ‘overtake’ McDonalds. “No, 

never...But we can never forget that our core business is Big Mac over fries. Café is 

fantastic and its’ been great for us and helped grow our overall business but I never see 

it coming close to superseding McDonalds.” This composite leveraging process is 

expressed in D3 by the following comments, “McDonalds has embarked upon a new 

enterprise to synergise our existing fast food business with the McCafe concept. McCafe 

represents a commitment to provide a quality coffee destination. McDonalds (as the 

more senior brand) has the ability to deliver a brand promise in every major locality 

across Australia utilising our existing store base. This assists in providing a very strong 

brand in a very competitive cafe market.” Hence, McDonalds restaurants were seen as 

the platform from which McCafe could be developed and from which key associations 

were linked. 

 

Importantly executives were keen for McCafe not to compete with the McDonalds 

brand. Mike states that, “From a Franchisor point of view it was important that the 

McDonalds brand was not competed (sic) by the McCafe brand... We would never do 

anything in McCafe that would allow us to dilute the core values of the McDonalds 

brand.” The process of reducing competition internally was highlighted in the lower-

core category of limiting competition, identified in the previous chapter. While the 

intention was to limit competition between the brands, the reality was that this occurred 

(when respondents stated that customers would ‘bypass’ McDonalds stores without a 

McCafe for those with one). This was subsequently managed through franchise 

acceptance of the McCafe concept by incorporating it into McDonalds sites. 

 

Integrated McDonalds perspective on leveraging brand associations 

 

For McDonalds external brand leveraging created a desired positive effect once 

partnerships operationalised at location specific sites. However, these partnerships 

discretely operationalised each franchised brand. Hence, when confronted with 

opportunities to expand by association with other AAA brands (i.e. Shell) McDonalds 

would not relinquish its control over the franchise (Shell could not franchise a 

McDonalds operation). Therefore control over internal operations remained intrinsic to 
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maintaining brand equity and limited the leveraging possibilities. That is, if, for 

example, Shell franchised McDonalds operations, a significant decrease in brand equity 

would result. 

 

Internalised brand leveraging once again meant consideration of the ‘Mc’ in McCafe as 

a significant issue. Comparison with a no name option (the addition of McCafe as a 

menu option only) determined a partial adoption of the McDonalds brand element as the 

more viable option. Subsequently the process of brand attribute transference from 

McDonalds to McCafe was considered heterogeneous. As McCafe gained significant 

equity through its own brand and supply chain development, reciprocal leveraging 

occurred through promotion of unique McCafe brand attributes. This mediated 

competition effects within the brand portfolio and correspondingly reinvigorated 

McDonalds. Figure 6.6 models these processes. 

 

Figure 6.6 McDonald’s Leveraging Brand Associations  

 

 

RFG perspective 

Table 6.6 RFG Data Code Names 

Retail Food Group Data Sources Code Name 

Director of Marketing (bb’s cafe) Nicole 

RFG Prospectus  RFG 1 

RFG Annual Report RFG 2 
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Brand leveraging only occurred internal to the RFG group. Nicole confirmed this when 

asked and gave the following explanation,”...at that time I guess the bb’s system...was 

not as developed that it wouldn’t fit (with Donut King).” The focus of this brand 

strategy was to take the bb’s cafe concept and develop it with the Donut King brand, 

thereby maximising the growth of the lesser brand. Further discussion with Nicole 

revealed that over time the bb’s concept outgrew this initial strategy and other strategies 

were needed to encompass the needs of both brands. However, the motivation to 

develop brand equity in the bb’s concept can be directly linked to the reliance on the 

RFG franchise system (as discussed in the near-core category of risk-averse expansion). 

Therefore, the initial co-brand strategy was seen as a method of attracting customers to 

the location utilising the more superior brand. Thus, this trial and error strategy 

provided internal support to the franchisees associated with the bb’s concept. Nicole 

stated with regard to this, “Yes. I mean as far as bb’s site goes its probably helped bb’s 

in getting more customers in and...Probably initially attracted by the donuts...Yes, it has 

been more of a benefit to bb’s than to Donut King.” When asked to compare the success 

of Donut King/bb’s cafe brand association strategy with the example of 

McDonalds/McCafe, Nicole responded with the following comments, “Certainly in 

some stores - I’ve got a store that at the moment it has taken 6 months for the customers 

to come back. Again that may have been helped if there was a Donut King there as well 

people might have come back for that.” While Nicole did not have ‘strong’ evidence 

compared to McDonalds, anecdotally she felt that the combination of brands was more 

effective than a discrete brand strategy. So if one brand declines in profitability for 

whatever reason, the other brand, because they are focused on different target markets, 

is then able to support them. 

 

The brand leveraging process was also viewed from a more strategic and complex 

perspective. In RFG1, RFG stated that they were able to create synergies through an 

axial leveraging process from associations developed from system brand equity, 

franchisee ownership (as opposed to a pluralist structure – where company owned stores 

operate intra-system) and franchisor activities. These synergies are reflected as follows, 

“Retail Food Group is ideally positioned to leverage its franchise management systems 

and national presence to achieve and take advantage of economies of scale through 

multi-brand ownership. In addition to assessing synergistic acquisition opportunities 

which would increase shareholder value, the Company is focused on driving organic 
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earnings through continued and sustainable new outlet growth and driving Outlet 

Average Weekly Sales.” The association created between promotion of the brands to 

consumers, stated as “driving Outlet Average Weekly Sales growth through product 

promotion, menu adaptation and a range of other marketing initiatives in the Donut 

King and bb’s café franchise systems”, and the franchisor activities, stated as, 

“franchise management systems” combined with the economies of scale through 

multiple brand ownership at franchisee level highlight a complex view that these 

relationships were intrinsic to the successful development of an intra-system 

multiple/co-brand strategy. 

 

Integrated RFG perspective on leveraging brand associations 

 

RFG leveraged in a traditional manner, relying on Donut King to attract customers to 

the lesser bb’s cafe brand. Strategically, leveraging was intrinsically linked to the 

franchise mechanism of distribution and the brand portfolio. Hence, intra-system 

synergies were derived from a corporate franchise management system (a single 

corporate unit) leveraging expertise across all brands, culminating in multiple unit/brand 

ownership by franchisees. The ultimate expression of this leveraging system was 

multiple brand/co-brand franchised outlets in which the brand equity of the major brand 

(Donut King) was utilised and enhanced by the expertise of corporate management and 

the franchise model providing higher levels of service delivery to customers. These 

properties are portrayed in Figure 6.7. 

 

Figure 6.7 RFG Leveraging Brand Associations  
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6.2.1 Leveraging brand associations – An integrated perspective 

External brand leveraging occurred at location specific sites through the merger of the 

separate retail categories into the co-brand format. Successful leveraging manifested 

through higher than normal levels of customer traffic for both brands. These external 

partnerships were operationalised through discrete franchise systems. Maintaining full 

control over the retail outlet (to minimise potential risk) was the primary reason for 

implementation of discrete systems. This strategy delimited opportunities with potential 

partners. 

 

Elemental consideration (for internally created brands) took place prior to transference 

of brand attributes from the ‘master’ to the minor/new brand. As the internally created 

brands developed, a form of reciprocal transference (of attributes) occurred, culminating 

in two-way leveraging. This bilateral leveraging was evident at franchisee and corporate 

level. The ultimate expression of these internally leveraged co-brands were franchised 

multiple-unit, co-branded sites within each franchised system, coupled with a corporate 

system providing universal support. All these properties are combined and modelled in 

Figure 6.8. 

 

Figure 6.8 Integrated Leveraging Brand Associations  
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6.2.2 Theoretical development of leveraging brand associations 

External co-brand arrangements only occur at separate site specific locations (through 

the merger of the two retail categories) in a discrete franchise format. Organisations 

maintain complete control over their franchise system in the co-brand arrangement to 

minimise risk. This philosophy reduces opportunities. Successful leveraging is 

manifested through an increase in sales and/or foot-traffic.  

 

Transference of ‘master’ brand attributes to the new/minor brands occurs after external 

relationships develop. As the new/minor brand develops, bilateral leveraging occurs 

culminating in franchised multiple-unit/brand, co-brand sites with corporate systems 

providing universal support. 

 

Propositions – An external co-brand format utilising discrete franchise systems, results 

in successful brand leveraging at separate site specific locations. Limited external co-

brand opportunities increase internal co-brand activity. The more complex the internal 

co-brand arrangement, the higher the level of brand attribute bilateral leveraging. 

 

6.3 Lower-Order Category – Reinvigorating the ‘Master’ Brand 

A prime motivation to co-brand was the reinvigoration of the ‘master’ brand. In all 

cases respondents identified the original brand as the brand that ‘would not be 

overtaken’, the ‘master brand’ or other terms which signified greater perceived value or 

status. The development of brand equity through the leveraging process in external 

and/or internal relationships created a set of circumstances from which reinvigoration 

occurred but was not necessarily the primary motivation. In this section these 

perspectives are highlighted and discussed to tease out the process which respondents 

described. 
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McDonalds perspective 

Table 6.7 McDonalds Data Code Names 

McDonalds Data Sources Code Name 

Vice-President Qld/NT Mike 

Operations Manager Qld/NT Scott 

Franchisee Qld  

(first suburban McCafe and ex-National Operations Manager)  

Anne 

Development Manager Qld Chris 

Sales Building Investment Incentive Policy D1 

Global Framework Strategic Document D2 

McCafe Briefing Document D3 

 

While McDonalds perceived their restaurant concept as the major brand in their 

portfolio, the creation of McCafe was primarily to reinvigorate it. Although the 

introduction and development of McCafe was convoluted and complex in nature, 

rejuvenation was deemed fundamental. Comments from D3 indicate support for this 

view, “The view of McCafe is still that it is an integral part of the business but provides 

synergy to assist rebuilding the McDonalds brand... (And) extend the meaning and 

value of the McDonalds brand via customer focussed innovation...” While McCafe was 

considered ‘trial and error’ and still in its infancy there was a clear reliance on it to 

assist the McDonalds brand in reinventing itself to consumers. This rejuvenation of the 

McDonalds brand is also characterised in the D2 document where it states, “It also 

demonstrates that McDonalds is in tune with the shifts in attitude towards food and 

eating by meeting the wants and needs of its ‘grown up’ customers..... It builds the 

‘young’ component...The McCafe offer is designed to appeal to existing McDonalds 

customers.” The intent was to connect with multiple segments of the market and attract 

those customer ‘sets’ to a single location (McDonalds/McCafe sites). Mike also stated 

that, “...the development of McCafe wasn’t scientific and it wasn’t a set of 

management/genius circumstances. We were looking for something to put in an existing 

McDonalds down town location and café and at that stage we put everything as “Mc” 

so it became McCafe.” When set against the statements from D2 and D3, Mike’s 

statements suggest that the introduction of McCafe was defined by the reliance on the 

McDonalds brand but through a ‘search’ for concepts that would work with the existing 

brand. The use of ‘Mc’ was a step in the reinvigoration process for McDonalds and 

represented a clear link between the brands, giving rejuvenation a trajectory it may not 

have received otherwise. Furthermore, the use of McCafe could be globalised across the 
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system far more than location specific reinvigoration which occurred through external 

brand relationships such as BP. 

 

Significantly, the use of McCafe strengthened (at least in McDonalds corporate ‘mind’) 

that the introduction of the McCafe concept was able to increase the brand credibility. 

And well beyond the original consideration. Scott stated, “...I mean the café, and once 

we earned the credibility with our coffee and our products that we had and the 

experience that we got and the facilities that you dined in, it created more credibility 

about McDonalds... and that’s reigniting a bit of passion about the brand and 

credibility about the restaurant.” Linking brand elements and attributes of McDonalds 

leveraged McCafe into consumers’ minds but the new concept of a cafe established a 

‘credibility’ component. This increased credibility was significant in reinvigorating the 

McDonalds brand. 

 

Integrated McDonalds perspective on reinvigorating the ‘master’ brand 

McDonalds did not view external brand relationships as reinvigorating the master brand 

to any great extent. Outside associations were considered opportunistic in nature 

through horizontal growth (sales). Minor changes to the retail concept were necessary in 

order for co-branding to occur in the new locations.  

 

Alternatively, the introduction and evolution of McCafe produced significant changes to 

the McDonalds brand. This change was brought about by McCafe connecting multiple 

segments of the fast food market (at a single location); the use of the ‘Mc’ to reciprocate 

transfer of brand meaning from McDonalds and then back again after McCafe had 

gained credibility in the cafe market; and, reinvigoration occurred globally because the 

concept was easily transferable, rather than site specific in the external co-brand model. 

These properties are modelled in Figure 6.9. 

 



Chapter 6: Near-Core Category – Brand trialling 

 

 

Maintaining Franchise System Isotropy: A Grounded Theory Of Franchised Co-Branding 167 

Figure 6.9 McDonald’s Reinvigorating the Master Brand 

 

 

BP perspective on reinvigorating the ‘master’ brand 

Table 6.8 BP Data Code Names 

BP Data Sources Code Name 

Regional Asset Manager (Qld) Terry 

Regional Asset Manager (Vic, SA, WA) Gary 

Regional Asset Manager (NSW)  Dennis 

 

External brand relationships with BP were made mandatory under the agreements 

(although choice of partner was voluntary) formed with government agencies, in order 

to develop the sites discussed in previous lower-order categories. Hence, the co-branded 

relationships conformed to conditions set out in the contract. In creating these 

relationships, the notion of leveraging for BP gravitated to brands with adequate equity 

to attract customers to a specific site in their own right. As Terry stated, “All our sites 

are open twenty-four hours. You need a partner that’s going to have a breakfast offer, 

offers a snack and a dinner offer.” This focus demanded attraction of customers 

throughout the day and night and for BP, in order to leverage significant traffic flow 

through its business (and vice-versa for McDonalds). This strategy exposed each 

customer segment to the other business concept. The major outcome for this strategy 

was a site specific reinvigoration of each brand. 

 

Alternatively, when Wild Bean Cafe was discussed a very different leveraging 

arrangement was presented. Dennis stated that BP required, “More money out of same 

customers. (from Wild Bean) but as the brand grows it will become a destination in 

itself.” This would be achieved through, “...Customer gets fuel and then gets 

coffee/cake.” This process was operationalised through, “...Increase(d) advertising 
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(exposure to the brand was interpreted as advertising in this context) to increase (the 

number of) customers” but was moderated by “unknown variables such as fuel prices 

and real estate (site value).” Nevertheless, the introduction of Wild Bean was intended 

to bring about significant improvement in performance of the BP brand at all sites. 

Early results indicated that Wild Bean had become very successful. Given the success of 

Wild Bean, when asked if the concept would be spun off to other discrete sites, Dennis 

stated, “...separation of Wild Bean not going to happen...We are a petroleum company.” 

The co-brand strategy was considered integral to the reinvigoration of BP and therefore 

discrete operation of the Wild Bean concept was not seen as viable. This notion is 

reinforced by comments from other lower-order categories in which previous 

experience of other food concepts supported BP’s strategy as a petroleum company. 

 

Integrated BP perspective on reinvigorating the ‘master’ brand 

 

The BP brand was reinvigorated through site specific development of co-branding, 

similar to McDonalds strategy. This process was serendipitous in nature because 

government agencies approached BP. BP then focussed on creating partnerships with 

‘AAA’ brands creating site specific gravity. Gravity then attracted customers from 

different markets to the site benefitting BP. The transition to Wild Bean cafe created a 

different strategy by extracting a higher average unit sale from each BP customer. 

Therefore, reinvigoration of BP occurred through the ‘insertion’ of the cafe concept into 

the confines of the petroleum brand operation. These properties are portrayed in Figure 

6.10. 

 

Figure 6.9 BP Reinvigorating the Master Brand 
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6.3.1 Reinvigorating the ‘master’ brand – An integrated perspective 

Serendipity was considered the major reason for the creation of external brand 

relationships at site-specific locations. The opportunistic approach to ‘AAA’ sites 

produced vertical sales growth at these sites. Minor changes to the retail concept were 

required to co-brand at the new locations. The more mature the brand the higher the 

level of reinvigoration. But reinvigoration was not considered the primary motivation 

for external brand development.  

 

The introduction and evolution of internal brands produced significant reinvigoration to 

the ‘master’ brand. Multiple segments of relevant markets were connected at single 

locations; brand elements and attributes were considered intrinsic to this process. Once 

‘master’ brand meaning was transferred to the co-brand concept, a form of reciprocal 

transfer took place from which the ‘master’ brand experienced reinvigoration. This 

reinvigoration could be replicated globally because the internally created concept was 

easily transferable. The combination of co-brand attributes created a gravity model from 

which multiple segments of a market were attracted to specific sites or extracted higher 

average sale to each customer. These properties are combined and portrayed in Figure 

6.11. 

 

Figure 6.11 Integrated Reinvigorating the Master Brand  

 

 

6.3.2 Theoretical development of reinvigorating the ‘master’ brand 

Serendipity creates external co-brand opportunities. These site-specific opportunities 

increase sales, but not brand equity. Internal creation of co-brands produces significant 
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reinvigoration by connecting multiple market segments to single locations manifesting 

as a retail gravity model. Reciprocal transfer of co-brand attributes through bi-lateral 

leveraging drives the reinvigoration process. Therefore, reinvigoration is more easily 

replicated franchise system-wide. 

 

Proposition – Serendipity results in external co-brand opportunities. The need to 

reinvigorate is not a strong driver in external co-branding. The stronger the attraction of 

multiple market segments to the internally created co-brand, the more reinvigoration 

occurs for the master brand. The higher the level of reinvigoration, the more the model 

is replicated system-wide. 

 

6.4 Lower Order Category – Brand Trialling 

All systems studied in this research trialled new retail concepts prior to co-branding. 

Some of these trials were unsuccessful and others, mediocre. In this section those trials 

are explored, as the process appears to be an integral part of the co-brand process and 

important to the process of internalisation of brand strategy. 

 

McDonalds perspective on brand trialling 

Table 6.9 McDonalds Data Code Names 

McDonalds Data Sources Code Name 

Vice-President Qld/NT Mike 

Operations Manager Qld/NT Scott 

Franchisee Qld  

(first suburban McCafe and ex-National Operations Manager)  

Anne 

Development Manager Qld Chris 

Sales Building Investment Incentive Policy D1 

Global Framework Strategic Document D2 

McCafe Briefing Document D3 

 

Serious About Coffee (SAC’s) was developed in and around Sydney as a stand-alone 

coffee shop. Scott gave some background on its development, “Well SAC’s was I 

suppose a trial...it was ‘let’s try something that people don’t see as anything to do with 

McDonalds and see if that has an impact’.  While we had McCafe’s we weren’t happy 

with the sales then, so we thought we’d try another angle...” The intent was to trial a 

concept which bore little relationship to the McDonalds restaurant either in brand 

creation or the quick service style restaurant system. Scott further stated that as “SAC’s 
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didn’t perform at all well.”, and one was “converted to McCafe.” When the concept 

emerged as McCafe, executives gained ‘confidence’ adding momentum to the McCafe 

co-brand strategy. Scott supported this assertion by stating that, “As performance that 

just shows us the brand has built (grown), with outward gains, (and its) own credentials 

with our coffee and with the products that are available.” The connection between 

SAC’s and McCafe is vague. Mike also gives little insight into the lessons learnt from 

the SAC’s trial when he stated, “There was no co-branding with McDonalds, so you 

would not of known that they were owned by McDonalds. They were just called SAC’s. 

Not much different to a Gloria Jeans or any other type of KIOSK type style coffee shop. 

We didn’t pursue it any further; because we felt there were bigger opportunities for us 

to pursue McDonalds McCafe. We have had exponential growth in expanding the 

McCafe concept in existing McDonalds stores over the last few years.” The important 

links for further identification from this perspective are the reasons why SAC’s was 

separately located and the use of ‘Mc’ in McCafe. The co-brand strategy clearly situates 

McCafe directly with McDonalds, and that this location model (intrinsically connected 

with a co-brand strategy) underlies the success of McCafe (over SAC’s). However, 

when asked about the performance of SAC’s compared to McCafe in the location where 

the conversion took place Scott stated that a ‘significant increase in sales” occurred. 

When respondents were asked to revisit the question of the use of ‘Mc’ in McCafe in 

this context a stronger link appeared between location and the ‘Mc’ reference. The 

association of the site with McDonalds provided enough ‘gravity’ to attract consumers 

more effectively than the unknown SAC’s concept. Hence, the McCafe concept 

appeared to be more successful than the SAC’s trial. 

 

Respondents also mentioned that McDonalds considered a completely different strategy 

from McCafe. This was the establishment of a coffee chain not associated with the 

McDonalds brand through acquisition of the Aroma Café brand from the UK. 

McDonalds purchased Aroma Café in 1999 and sold it in 2002 (“at half the initial 

price”). While respondents were unable or unwilling to clarify the exact reasoning for 

the purchase of Aroma Cafe they did indicate that they were willing to ‘trial’ any 

concept they thought might be successful. This trial and error approach was clearly 

evident through the near-core category of risk-averse expansion. However, now with 

the comparison to other cafe concepts, the successful roots of McCafe can be linked 

with its strong brand elemental association with McDonalds. 
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Integrated McDonalds perspective on brand trialling 

 

Consideration of external brands was discussed in the lower-order category of 

measuring brand equity. McDonalds deliberated that location was the significant factor 

in determining the success of the brand association. However, no trial was attempted. In 

comparison, the trial and error approach to an internal co-brand commenced with the 

trial of SAC’s, as a discrete brand with no relationship to McDonalds. The purchase of 

the Aroma’s brand followed, although no trial occurred. Subsequently the brand was 

sold. Finally McCafe was trialled (with improved performance at a SAC site giving 

McCafe a significant boost in confidence). The brand element transfer of ‘Mc’ was 

attributed as significant to the success of the trial. Nevertheless McCafe was trialled and 

improved over a number of years. These properties are portrayed in Figure 6.12. 

 

Figure 6.12 McDonald’s Brand Trialling 

 

 

BP perspective on brand trialling 

Table 6.10 BP Data Code Names 

BP Data Sources Code Name 

Regional Asset Manager (Qld) Terry 

Regional Asset Manager (Vic, SA, WA) Gary 

Regional Asset Manager (NSW)  Dennis 
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While BP discussed (in previous sections) its strategy of opening restaurants/take away 

food outlets at its petroleum sites and the experience it gained, a number of other trials 

took place prior to and post its external co-brand strategy. Through discussions, Terry 

mentioned an association with post the development of the co-brand with BP. This was, 

“A minor franchise. It wasn't a tier one franchise offer. We also looked at an 

arrangement with Eagle Boys Pizzas.” In this arrangement we were “...trained. We 

were the franchisee. We took a franchise from them and they trained us in how to do it.” 

The major brand (BP) taking a subservient role in this franchise arrangement shows the 

extent to which BP was willing to trial new concepts to improve its own brand. This 

also contradicts the statements made in the near-core category of risk-averse expansion 

where McDonalds ran its business and BP focussed on their own capabilities. The 

association with Eagle Boys lasted approximately one year and was disbanded at BP’s 

request. When asked if there were any other reasons (other than financial) why this 

association was not successful he stated, “Not really. It was just not 

financial...establishing the backhouse costs where setting up pizza preparation...is a 

very high and the turnover was just very low and the competition that they were 

confronted with further eroded their margins. It just wasn’t a fit.” Terry further stated 

that “A couple of other types of second line franchise offers (were trialled) but they were 

all pretty well unsuccessful...We've since learned that the smaller offer other than tier 

(1) fast food (brands) doesn't really have a lot of drawing power.” From these 

statements the assumption can be made that ownership and control were important 

aspects in the development of a co-brand strategy (in juxtaposition with the statements 

made in risk-averse expansion). But fundamental to any relationship for BP was the 

immediate performance of the brand in attracting customers to BP sites through 

extended trading hours. 

 

Integrated BP perspective on brand trialling 

 

BP, through specific previous experience, was able to evaluate some external co-brands 

(eg, McDonalds) and therefore was able to recognise which businesses it would not 

enter. However, trial and error of other concepts such as pizza, highlighted a willingness 

to learn more. Nevertheless, these trials were ultimately complex and convoluted. 

Twenty/twenty hindsight indicated that the partnerships were destined to fail. However, 
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BP stated that valuable knowledge was gained supporting its approach to ‘AAA’ 

brands. These properties are modelled in Figure 6.13. 

 

Figure 6.13 BP Brand Trialling 

 

 

6.4.1 Brand trialling – An integrated perspective 

External relationships received no, or limited trial. Factors such as government 

regulation and modus operandi dictated location and menu as significant factors for 

external brand association. In comparison, many trial and errors occurred for internal 

co-brands. This approach encompassed previous experience (the trial of non-branded 

retail concepts), brand creation (new retail brand – no association to ‘master’ brand), 

purchase (external brand) or partnership (external brand but as franchisee). Trials with 

second tier external brands were considered complex and convoluted and destined to 

fail. Master brand elements and attributes were found to be intrinsic to co-brand 

success. These properties are summarised in Figure 6.14. 
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Figure 6.14 Integrated Brand Trialling 

 

 

6.4.2 Theoretical development of brand trialling 

Regulatory requirements and modus operandi dictate location and menu (type) as 

significant to external brand success. These requirements limit trials for external brands. 

Trials for internal brands encompass previous experience (as a guide to selection), 

discrete brand creation, the purchase (and subsequent incorporation in the brand 

portfolio) of an external brand, low level partnerships (as franchisee to an external 

brand), and the internal creation of a co-brand concept. 

 

External brand trials are complex and require significant investment increasing the 

likelihood of failure. Success of internally created co-brands requires the transference of 

master brand attributes and/or elements. 

 

Proposition – The lower the rating of the external brand the more likely the relationship 

will fail. The higher the ability of the master brand to transfer attributes and/or elements 

to the internally created co-brand the more likely it is to result in successful co-

branding. 
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6.5 Lower-Core Category – Locating the Co-Brand Concept 

In this section, location is discussed in the context of creating brand equity and an 

extended method of brand evaluation. A co-brand strategy requires the brands to be 

meshed into a single location. Hence, this concept of location appeared as an important 

influence in the brand evaluation process.  

 

McDonalds perspective on locating the co-brand concept 

Table 6.11 McDonalds Data Code Names 

McDonalds Data Sources Code Name 

Vice-President Qld/NT Mike 

Operations Manager Qld/NT Scott 

Franchisee Qld  

(first suburban McCafe and ex-National Operations Manager)  

Anne 

Development Manager Qld Chris 

Sales Building Investment Incentive Policy D1 

Global Framework Strategic Document D2 

McCafe Briefing Document D3 

 

The decision to locate McDonalds restaurants with BP was strictly regulated by 

government. Chris described the process as, “Dept of Main roads decided they wanted 

service centres in the way they have them in Europe. In a different form they are very 

common in Europe...Dept of Main Roads, go into the oil companies and say ‘tender for 

these, for the sites and then, ‘this is what we want you to provide on the sites’, which 

were trucking facilities, fuel, food, and various other smaller things...Then, from there, 

all the oil companies approached us before they acquired the sites.” This description 

indicates the strict guidelines for locating an externally co-branded model. Nevertheless, 

the decision to align with a high quality brand such as BP highlighted McDonalds 

strategy for specific location choice. When asked about the quality of the BP brand 

compared to lesser know companies Chris stated, “That’s it. Doesn’t matter who it is! 

We go in with a lesser known oil company? An independent (fuel distribution 

company)... we have done but it is not preferred because the branding is (better) joined 

with major brand of food/fuel/BP/Shell.” Hence, choice of brand heavily influenced 

location choice. The theme continued between the major brands with Chris stating, 

“McDonalds aim was to focus on where the best ones will be. Whether that 

be...BP...Shell...Caltex.” While major brands presented more effective sites than lesser-
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known brands, McDonalds location methodology also included evaluation of sites 

between the major brands.  

 

Interestingly, locating the McDonalds concept within this external co-brand concept 

was also restricted by government regulation. The traditional stand-alone concept of 

McDonalds was not possible in this model thereby creating the co-brand strategy 

automatically. ‘Drive-thru’ was removed. Chris states, “There was not the opportunity 

to put a stand-alone store. BP’s concept was to do it this way. Main Roads wanted it 

without drive thru’s in Qld. This is how we (Main Roads) want to do it.” The restrictive 

nature of the blended concept was defined through international experience gained by 

BP executives. “The BP people went to the UK and looked at their version of the service 

centres there and basically improved on them. Because in the UK you have one (centre) 

that caters for both carriage ways. You will have fuel on both sides of the road but only 

one food on one side of the road. So if you are heading for food you may have to walk 

across the highway. Whereas BP here is all in one building and built on both sides of 

the road, wherever possible.” Significant input into the blended retail concept was 

given by all parties but these restrictions allowed only minimal movement to locate the 

concept internally to the site. 

 

While the external co-brand model advanced, McDonalds trialled a range of location 

types for the McCafe concept. For example, in 1993 the original concept was located on 

the front counter of the McDonalds in Swanson Street, Melbourne. This concept was 

communicated through point of purchase signage and considered an extension of the 

McDonalds menu. In the mid to late 1990s the concept evolved into a discrete menu 

concept located in central business district (CBD) locations exploiting the inner-city 

high levels of foot traffic. The concept then morphed into the co-brand model we now 

see located at McDonalds sites in suburban areas. Anne gave a background to this 

metamorphosis, “This was the first one (Coorparoo). So it was a matter of trying to find 

the location we thought was going to best let a McCafe survive. Yes, so we learnt here 

why this site works. It is on a busy road, you have a mix of all sorts of demographics.” 

Demographics were described by Anne as “pensioners”, “business people”, “uni 

students” and “local residents”. This mix of demographics maximised the effectiveness 

of the suburban location at a time when, as Anne identified, “There were also very few 
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coffee shops in this area. I think Tanya’s was about it.” Therefore, the use of the 

McDonalds suburban sites was integral to the early success of McCafe. 

 

Anne championed the McCafe concept in her position of National Operations Manager. 

Her decision to become a franchisee within the McDonalds system allowed her 

continued support of McCafe. As franchisee of the Coorparoo site she developed 

McCafe through keen operational support and thereby ‘making’ the location work. 

Anne gave insight into her ‘vision’ of McCafe as a co-brand at McDonalds sites when 

she stated, “...but that will change somewhere in time when the brands develop 

(McCafe’s initial reliance on McDonalds to attract customers) and I think you will have 

more and more people who will independently come to McCafe...I thought they were 

going to try the railway station but I don’t think that we have the population in 

Australia to do it.” So the development of McCafe at suburban McDonalds locations 

was (after the success of Coorparoo) considered a part of the organisations future. Scott 

highlighted the synergistic nature of the suburban strategy stating, “...we have lower in 

costs doing it this way because we already own the real estate...we don’t have to pay a 

landlord... So straight away we’re in front and we can operate the store on a lower base 

of sales...we don’t have to deal with legal issues of purchasing property...in some cases, 

we don’t have to have a building or development application...” The obvious benefits 

gained from utilising the existing McDonalds sites gave significant support to the 

suburban location model. 

 

McDonalds restaurants populated high quality locations. The acquisition and 

employment of these quality sites had been a natural progression for an experienced and 

well established retail brand. So with initial McCafe success support for Anne’s view 

and the benefits described by Scott it was not long before further location modelling 

appeared in McDonalds documents. Statements in D1 state, “Leveraging McCafe 

through the use of attaching to traditional outlets seems to be an attractive proposition 

to analysts and also fits nicely into McDonalds plans for better utilisation of tis real 

estate assets. It also may address the needs of customers in relation to remaining 

relevant (as a contemporary brand).” Use of these locations was maximised through 

location/store design and signage to maximise the potential of suburban sites. 

Comments from D2 highlight this approach, “The McCafe should be visible from the 

main street traffic flow. The McCafe should have a different roof line where it is located 
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in free standing restaurants. Ideally a McCafe should be situated within the restaurant 

on the main customer traffic flow route and should also be visible from the front 

counter. McCafe is best suited to restaurants with a play-land and drive thru, except for 

city locations where foot traffic is key. Ease of car parking in suburban locations is 

essential.” Key points here are the design of the co-brand into a specific location; 

design features focussing on the co-brand at specific locations; the locale of McCafe 

within the design; and defined difference between suburban and city locations (drive-

thru traffic v foot traffic). Specific design features described as “site selection screens” 

are also stated in D2 such as, “Site Space - a minimum of 30 square metres inside the 

restaurant is required for the McCafe itself including the service area. A zone adjacent 

to the McCafe counter is required for McCafe style seating and ambiance. A minimum 

of 16 internal seats is recommended. The McCafe seating area is not exclusive to 

McCafe customers. McCafe counter must have a relationship with the main customer 

entrance and McDonalds front counter so as to leverage the front counter sales uplift 

that the McCafe business was designed to accomplish. McCafe customers tend to stay 

longer and it is necessary for the restaurant to have sufficient parking.” This screening 

process was viewed as integral to maximising the exposure of McCafe within suitable 

McDonalds sites. This presumes that not all McDonalds restaurants were suitable for 

McCafe concept. 

 

Further location considerations for McCafe were identified in D3 through statements 

such as, “There are key retailing and operational considerations that determine the 

location of the McCafe to maximise sales potential. Strong identification comes 

from...McCafe presence on the main road for passers-by...as a differentiated element 

with its own seating area yet visually linked to main counter and dining 

areas...Capturing existing McDonalds clientele by having the main traffic flow directed 

through a set of automatic doors past the McCafe to the main counter...” A strategy of 

location intra-site was considered fundamental to the success of the co-brand. 

 

Serendipitously, other locations (in food courts of major shopping centres) became 

available. These sites provided a trajectory to locate the McCafe concept discretely from 

McDonalds emerged. Anne stated, “It does look like two separate shops but they are 

right next to each other. So they have shared stock and freezers.” Rather than co-brand 

McDonalds/McCafe a strategy to separate the brands was chosen. Mike gave an 
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indication of results, “We have now established two McCafe’s in food courts which we 

are very proud of. The first one is in Clifford Gardens in Toowoomba and the second 

one in Australia Fair.” However, this location model was limited by landlord 

discontent over competition within the shopping centre. Mike stated that, “We massaged 

the space that we already had. But nonetheless we still had to get approval from the 

landlords.” This approval process was problematic at best lending further support to the 

suburban strategy. 

 

Over a decade the McCafe concept migrated from a kiosk front-counter, to a separate 

in-store concept, a suburban co-brand, refined positioning within the co-brand, and 

ultimately consideration and trial of discrete locations. Further deployment of McCafe 

into the external co-brand model (via the BP sites) was restricted by BP. As Mike states, 

“In most of those locations, in fact, just about all of those locations the service stations 

don’t want us to put McCafe’s...because they have their own (concept)...” Initial 

attraction for the external co-brand strategy was based on the McDonalds concept. 

McCafe was thus considered intrusive to the external model. 

 

Integrated McDonalds perspective on locating the co-brand concept 

 

Government regulation guided the decision to locate McDonalds as a co-brand within 

external partnerships at specific sites. An array of sites became available through 

multiple petroleum companies bidding for the opportunity to expand through this 

model. Nevertheless, McDonalds aligned site selection with brand performance of 

potential partners. The higher the performance the more likely McDonalds would agree 

to a co-brand concept. Once the co-brand concept was established regulation further 

restricted the ‘locating’ of McDonalds at specific sites. For example, drive-thru was not 

to be available at these sites (for safety reasons). So, significant collaboration on the 

design of the co-brand occurred.  

 

The location of internal brands took place through a trial and error process. McCafe for 

example, commenced as a concept located on a front counter and the progressed to the 

co-brand model that is now common-place. The decision to locate McCafe as a 

suburban concept was championed by senior management and operationalised by the 

same executive-turned-franchisee. Once established McDonalds Corporation quickly 
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recognised the quality of McDonalds restaurant sites and established the strategy of 

McCafe as an integral part of the new brand portfolio. The success of the McCafe 

concept was then maximised at each site through design elements integrating the two 

brands. Integration of the brands through design, located McCafe specifically intra-site. 

Other location opportunities were limited by landlord discontent of potential 

ramifications of competitive activities. These properties are modelled in Figure 6.15. 

 

Figure 6.15 McDonalds Locating the Co-Brand 

 

 

BP perspective on locating the co-brand concept 

Table 6.12 BP Data Code Names 

BP Data Sources Code Name 

Regional Asset Manager (Qld) Terry 

Regional Asset Manager (Vic, SA, WA) Gary 

Regional Asset Manager (NSW)  Dennis 

 

As a mature, well-established organisation, BP controlled many high quality sites. 

Therefore, locating the co-brand concept became an abstract problem of maximising 

current locations rather than the attempt to find new ones. Location for BP was also 

attached to changing macro-environmental influences as identified by Terry, “As the 

business is changing all the time...parking is now becoming a really critical component 

of what we offer. To complement what we offer, you need a large amount of parking, 

and to really get the maximum out of fast food, you have to offer a large amount of 
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parking. It’s that requirement for an extra large parking space that’s becoming one of 

the problems that we've got. Can we find and get a site? A good site, is there enough 

parking on this site to suit both needs? What we're finding more often that there is not 

enough parking for us let alone both- fast food and BP.” BP needed the co-brand 

concept to overcome these problems in current locations. Terry identified reasons why 

this was necessary as, “To buy larger and larger sites and it’s not the case that you 

would buy one that’s sufficiently large to…you wouldn't buy incremental land to 

facilitated parking for a partner...It’s the revenue stream from the partner: BP owns the 

site, however, ….it doesn't really matter how it’s done. Is that revenue stream enough to 

compensate for that direction?” The conundrum of locating an effective co-brand 

concept was resolved through the external partnerships from which rent could be 

derived to cover the cost of land (and associated costs) but still remain a viable option 

for the co-brand partner. The location of new sites was heavily influenced by 

conundrum. Terry provided insight into this by stating that, “On a highway site, on a 

transient location where you can acquire large tracts of land, a complimentary 

arrangement is probably desirable. Whereas if you are looking in the metropolitan 

area, you are looking at a more urban location or even a suburban location where land 

is more expensive and you are probably less likely to distinguish yourself by having a 

fast food with you. They become less attractive. It’s those highway locations which we 

can get a couple of acres where we would say let’s look at a partner there but in the 

inner city, near city on those suburban locations we like to run our own race.” As land 

became more expensive the desire to improve the return on investment became 

intrinsically linked to the introduction of the Wild Bean cafe concept. However, the 

location of Wild Bean into larger externally co-branded sites gave rise to some conflict, 

identified by Terry, “It works better in the larger one but we've also then got the conflict 

that we're both looking for the same customer.” Although this strategy was discussed in 

the lower-order category of managing conflict it is important to note the influence this 

potentially has on internal and external co-brand concepts and the resulting limitations 

of location choice. So utility was determined by use of available space and the level of 

competition at the co-branded site. However, Terry further explained Wild Bean was 

more suitable for suburban sites and adopted as BP’s main strategy, “In locations other 

than highway locations. That’s the way we’ll be heading. That is, to be developing our 

own food offer. All be it will not be a McDonalds type offer.  What goes with a coffee 

offer will be how we fit out our urban and suburban type sites.” The development of the 
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Wild Bean concept as Gary stated, “Wild Bean (would) focus on more money from the 

same customer...” Therefore, the Wild Bean concept maximised return on investment 

for current and further sites. 

 

Integrated BP perspective on locating the co-brand concept 

 

Location of externally co-branded sites was completely controlled by government 

regulation. Either BP ‘won’ the tender to purchase the new sites, or it did not. The 

decision to proceed was therefore based on the serendipitous nature of the specific 

opportunity. BP’s long term location strategy developed from complex problems 

emanating from its petroleum sites. The evolution of Wild Bean cafe sought to 

overcome these problems by extracting ‘more money’ from customers at current sites. 

Therefore, the co-brand created a gravity model that worked more comprehensively for 

the ‘master’ brand. This approach was therefore seen as a way of maximising return on 

investment for current and future site selection. A model representing these properties is 

portrayed in Figure 6.16. 

 

Figure 6.16 BP Locating the Co-Brand 
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RFG perspective on locating the co-brand concept 

Table 6.13 RFG Data Code Names 

Retail Food Group Data Sources Code Name 

Director of Marketing (bb’s cafe) Nicole 

RFG Prospectus  RFG 1 

RFG Annual Report RFG 2 

 

Location strategy for RFG depended heavily on available access to and tenancy of 

major shopping centres and the subsequent development of relationship/reputation 

between RFG and current and/or prospective landlords. Serendipity allowed RFG to 

locate their first co-brand concept. Nicole stated, ‘We had an opportunity for a site that 

was a very good location in a...CBD area... I guess for us it was the opportunity of 

getting our brands in that area and an opportunity for the franchisee to take both our 

systems.” The exploitation of this site through co-branding was opportunistic in 

satisfying landlords’ needs and for RFG in relocating bb’s cafe into the higher profile 

site, as Nicole reflected, “(This was)...more about bb’s getting recognition of bb’s (the) 

brand...So we saw it as a good exercise...and recognition of bb’s brand.” The location 

of the site in the CBD highlighted gave some impetus to this strategy and the 

importance of shopping centres as integral to the expansion of RFG brands. Nicole 

further stated, “...there is also a lot to do with location for that site...I mean it was hard 

to judge better than a shopping centre somewhere else. The fact that it is a CBD 

location, it has got a large amount of traffic passing all the time.” Location strategy for 

RFG was therefore centred on shopping centres. Nevertheless, the co-brand location 

model was also identified as an integral part of site strategy for developing the lesser 

brand of bb’s cafe. This path was highlighted by Nicole, “In that sense of things yes we 

do well but would a (bb’s)...stand-alone, by itself, it’s hard for bb’s.” Higher quality 

locations therefore required a discrete approach. While serendipity played a significant 

role, development of the minor brand was also integrally linked to the broader location 

model. 

 

Locating RFG brands into the same shopping centres (even if the brands were not co-

branded) to find operational synergies for multiple brand franchisees was also defined 

as an important strategy. Nicole gave background to this action by stating, “There is 

synergy there whether that is multiple sites, (with) the franchisee owing both systems in 

the one centre or they have synergies adding one freezer unit that houses all their 
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products (display unit)...for both systems (at a co-branded site).” This strategy was 

reinforced in RFG 1 and 2 with the statements, “The Directors believe the key success 

factors for operating in the niche food retailing and coffee/café categories include...: 

the location of retail outlets in shopping centres and other retail locations with a high 

volume of passing traffic...; consistent branding, imaging and quality product which 

results in brand integrity, awareness, customer trust and loyalty...; and, strong 

relationships with property owners and ability to secure favourable lease terms” 

Further, this strategy appeared to be longer term through a gradual migration of brands 

into specific shopping centres to then attain even higher quality sites (over a period of 

time) to further maximise brand performance.  

 

Integrated RFG perspective on locating the co-brand concept 

 

Location strategy was linked to high quality shopping centre and CBD sites in which 

the co-brand concept maximised (with a particular focus on the minor brand of bb’s). 

Serendipity influenced some location decisions. However, a longer term strategy of 

brand migration developed in which RFG brands were initially located (discretely) in 

the same shopping centres, for subsequent relocation into higher quality sites intra- 

centre. This long term strategy was developed to maximise brand performance. Figure 

6.17 represents the properties of this category. 

 

Figure 6.17 RFG Locating the Co-Brand 
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6.5.1 Locating the brand concept – An integrated perspective 

Government regulation heavily influenced decisions to locate external co-brands at 

specific sites. This array of sites serendipitously became available via multiple potential 

partners. But company specific site selection was aligned to brand performance of 

potential partners. Brand performance of partners also reciprocated the possibility of site 

allocation from government authorities. Locating the co-brand within sites initiated 

significant collaboration on co-brand design. This process was influenced by regulation 

and subsequent brand adaptation. 

 

Location decisions for internal brands were guided by the trial and error process as the 

brand evolved. Serendipity influenced early location decisions. The co-brand then 

evolved to suit (and exploit) locations where the ‘master’ brand was situated. This 

location strategy emanated from complex problems surrounding the performance of the 

‘master’ brand (return on investment and inability to relocate). Success of the internal 

concept was then maximised at each site through micromanagement of design elements. 

A longer term strategy of brand migration emerged where discrete brands were initially 

placed for subsequent relocation into higher quality sites intra-centre to maximise brand 

performance. Other location opportunities were heavily influenced by landlord 

activities. All properties are integrated into one model represented in Figure 6.18. 
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Figure 6.18 Integrated Locating the Co-Brand 

 

 

 

6.5.2 Theoretical development of locating the brand concept 

Serendipity plays a significant role in the establishment of external co-brand 

opportunities. The senior partner in the external co-brand offers location choices to the 

prospective brand choice. Reciprocation of potential partners increases the likelihood 

establishing a co-brand. Locating the co-brand within each site requires significant 

collaboration and minor concept adaptation. 

 

Serendipity influences location choices at the embryonic stage of internal co-brands. 

The co-brand concept evolves to suit master brand locations. Master brand complexities 

(return on investment and inability to relocate) influence the decision to modify the co-

brand. Micromanagement of co-brand design maximises its success. Discrete brands 

within the portfolio are migrated intra-centre to form co-brands. This is a long term 

strategy to maximise brand performance where third parties (landlords) heavily 

influence location decisions. 
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Proposition – Reciprocation between higher performing brands results in higher levels 

of co-brand adoption. Higher levels of reciprocation increases design collaboration and 

results in increased site specific co-brand concept adaptation. 

 

Serendipity influences location decisions at the embryonic stage of internal co-brand. 

The more complexities surrounding the master brand, the longer the evolutionary period 

required to successfully insert the co-brand at master brand locations. Further, the 

stronger the influence of third parties in location decisions, the longer the 

implementation of the co-brand strategy. This results in the brand migration. 

 

6.6 Summary of Integrated Perspectives 

In this section a summary of the lower-core categories of brand trialling is provided. 

The propositions developed from these categories are merged to continuing the process 

of constant comparison. Relationships between variables are identified, crystallising the 

theoretical foundation linking all data. A synthesis of the propositions is then presented 

creating the near-core category of brand trialling. Following is a summary of lower-core 

categories. 

 

Each organisation viewed their brand/s with aspiration and reflected this to external 

relationships. A preconceived notion of brand equity was generated and became a 

framework for ‘best fit’ with other brands. The higher the level of preconceived brand 

equity the more weight was given to the potential success of the co-brand arrangement. 

A process of transcendence then occurred from external to internal co-brand strategies. 

This resulted in a form of narcissism expressed through statements such as ‘master 

brand’. Transference of ‘master brand’ attributes followed, so internal brands could 

improve performance. Internal brands then progressively elevated from ‘glorified 

menus’ to a co-branded format. Juxtaposition of internalised co-brands with other 

potential co-brands occurred to provide a deeper comparative process ensuring integrity 

of the choice. This comparison was measured through the generation of higher levels of 

sales or foot-traffic. 

 

External brand leveraging occurred at location specific sites through the merger of the 

separate retail categories into the co-brand format. Successful leveraging manifested 
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through higher than normal levels of customer traffic for both brands. External 

partnerships operationalised through discrete franchise systems, maintaining full control 

over the retail outlet (to minimise potential risk). This strategy delimited opportunities 

with other potential partners. Brand elemental consideration (for internally created 

brands) took place prior to transference of brand attributes from the ‘master’ to the 

minor/new brand. As internally created brands developed, a form of reciprocal 

transference (of attributes) took place culminating in bilateral leveraging at franchisee 

and corporate level. The ultimate expression of these internally leveraged co-brands 

were franchised multiple-unit, co-branded sites within each franchised system coupled 

with a corporate system providing universal support. 

 

Serendipity was considered the major reason for the creation of external brand 

relationships at site specific locations. The opportunistic approach to ‘AAA’ sites 

produced horizontal growth of sales at these sites. Minor changes to the retail concept 

were required to co-brand at the new locations. The more mature the brand the higher 

the level of reinvigoration. But reinvigoration was not a primary motivation for external 

brand development. The subsequent introduction and evolution of internal brands 

produced significant reinvigoration to the ‘master’ brand. Multiple segments of relevant 

markets were connected at single locations with brand elements and attributes were 

considered intrinsic to this process. Once ‘master’ brand meaning was transferred to the 

co-brand concept, a form of reciprocal transfer took place from which the ‘master’ 

brand experienced reinvigoration. This reinvigoration could be replicated globally 

because the internally created concept was easily transferable. The combination of co-

brand attributes created a gravity model from which multiple segments of a market were 

attracted to specific sites or extracted higher average cost of sale from each customer. 

 

External relationships were not trialled, as regulation and modus operandi dictated 

location as the significant factor in external brand choice. In comparison, a number of 

trials and errors occurred for internal co-brands. This approach encompassed previous 

experience (the trial of non-branded retail concepts), brand creation (new retail brand – 

no association to ‘master’ brand), purchase (external brand) or partnership (external 

brand but as franchisee). Trials were described as complex and convoluted and 

considered destined to fail. Master brand elements and attributes were found to be 

intrinsic to co-brand success. 
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Government regulation heavily influenced decisions to locate external co-brands at 

specific sites. This array of sites serendipitously became available via multiple potential 

partners. But company specific site selection was aligned to brand performance of 

potential partners. Brand performance of partners also reciprocated the possibility of site 

allocation from government authorities. Locating the co-brand within sites initiated 

significant collaboration on co-brand design. This process was influenced by regulation 

and subsequent brand adaptation. 

 

Location decisions for internal brands were guided by the trial and error process as the 

brand evolved. Serendipity influenced early location decisions. The co-brand then 

evolved to suit (and exploit) locations where the ‘master’ brand was situated. This 

location strategy emanated from complex problems surrounding the performance of the 

‘master’ brand (return on investment and inability to relocate). Success of the internal 

concept was then maximised at each site through micromanagement of design elements.  

A longer term strategy of brand migration emerged where discrete brands were initially 

placed for subsequent relocation into higher quality sites intra-location to maximise 

brand performance. Other location opportunities were heavily influenced by landlord 

activities. 

 

Theoretical development of these lower-order categories crystallises antecedents for 

choice of external co-brand arrangements and subsequent influences on internal concept 

development. Expression of this theory building is as follows: 

 

‘Master’ brands view themselves with aspiration. This narcissism forms preconceptions 

of external brands and is the basis of judgment for ‘best fit’ of external brands to the co-

brand model. Once external brand strategies are established a process of transcendence 

drives ‘master’ brands to extensively trial internal co-brand options. Transference of 

‘master’ brand attributes to the internal co-brand occurs, increasing brand equity and 

enhancing performance. Internal co-brands then elevate from a ‘glorified’ menu to co-

brand status. Juxtaposition of successful co-brands occurs with co-brand failures to 

ensure integrity of choice. Increase in sales is the measure for success. External co-

brand arrangements only occur at separate site specific locations (through the merger of 

the two retail categories) in a discrete franchise format. Organisations maintain 
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complete control over their franchise system in the co-brand arrangement to minimise 

risk. This philosophy reduces opportunities. Successful leveraging is manifested 

through an increase in sales and/or foot-traffic. Transference of ‘master’ brand attributes 

to the new/minor brands occurs after external relationships develop. As the new/minor 

brand develops, bilateral leveraging occurs culminating in franchised multiple-

unit/brand, co-brand sites with corporate systems providing universal support. 

Serendipity creates external co-brand opportunities. These site-specific opportunities 

increase sales, but not brand equity. Internal creation of co-brands produces significant 

reinvigoration by connecting multiple market segments to single locations manifesting 

as a retail gravity model. Reciprocal transfer of co-brand attributes through bi-lateral 

leveraging drives the reinvigoration process. Therefore, reinvigoration is more easily 

replicated franchise system-wide.  

 

Regulatory requirements and modus operandi dictate location and menu (type) as 

significant to external brand success. These requirements limit trials for external brands. 

Trials for internal brands encompass previous experience (as a guide to selection), 

discrete brand creation, the purchase (and subsequent incorporation in the brand 

portfolio) of an external brand, low level partnerships (as franchisee to an external 

brand), and the internal creation of a co-brand concept. External brand trials are 

complex and require significant investment increasing the likelihood of failure. Success 

of internally created co-brands requires the transference of master brand attributes 

and/or elements. Serendipity plays a significant role in the establishment of external co-

brand opportunities. The senior partner in the external co-brand offers location choices 

to the prospective brand choice. Reciprocation of potential partners increases the 

likelihood establishing a co-brand. Locating the co-brand within each site requires 

significant collaboration and minor concept adaptation. Serendipity influences location 

choices at the embryonic stage of internal co-brands. The co-brand concept evolves to 

suit master brand locations. Master brand complexities (return on investment and 

inability to relocate) influence the decision to modify the co-brand. Micromanagement 

of co-brand design maximises its success. Discrete brands within the portfolio are 

migrated intra-centre locations to form co-brands. This is a long term strategy to 

maximise brand performance where third parties (landlords) heavily influence location 

decisions. 
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The following propositions express this axiomatic progression in a succinct manner. 

 

Proposition 1 – Serendipity results in external co-brand opportunities. The need to 

reinvigorate is not a strong driver to create an external co-brand arrangement. 

 

Proposition 2 – The higher the level of preconceived brand equity results in more 

weight given to potential success of an external brand strategy.  

 

Proposition 3 – Reciprocation between higher performing brands results in higher 

levels of co-brand adoption inter-system. 

 

Proposition 4 – Higher levels of reciprocation increases design collaboration and results 

in increased site specific co-brand concept adaptation. 

 

Proposition 5 – An external co-brand format utilising discrete franchise systems, results 

in higher successful brand leveraging at site specific locations.  

 

Proposition 6 – The lower the rating of the external brand the more likely the 

relationship will fail.  

 

Proposition 7 – Limited external co-brand opportunities increase internal co-brand 

activity.  

 

Proposition 8 – Serendipity influences location decisions at the embryonic stage of 

internal co-brand.  

 

Proposition 9 – The more complexities surrounding the master brand, the longer the 

evolutionary period required to successfully insert the co-brand at master brand 

locations.  

 

Proposition 10 – The higher the ability of the master brand to transfer attributes and/or 

elements to the internally created co-brand, the more complex the internal co-brand. 
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Proposition 11 – Through a process of transcendence and transference, internally 

created co-brands absorb ‘master’ brand equity. The more complex the internal co-

brand strategy, the higher the level of resulting brand equity for that co-brand. 

 

Proposition 12 – The more complex the internal co-brand arrangement, the higher the 

level of brand attribute bilateral leveraging. 

 

Proposition 13 – The stronger the attraction of multiple market segments to the 

internally created co-brand, the more reinvigoration occurs for the master brand.  

 

Proposition 14 – The higher the level of reinvigoration, the more the model is replicated 

system-wide. 

 

Proposition 15 – The stronger the influence of third parties in location decisions, the 

longer the implementation of an internal co-brand strategy. This results in the intra-

centre brand migration. 

 

Following is the development of the near-core category of brand trialling. This is 

achieved through the linking of each category and the development of initial 

relationships found between the variables described above. 

 

Serendipity drives co-brand strategy. External brand selection is based on 

preconceptions of the potential partner and/or limited previous experience. 

Reciprocation between external co-brand relationships results in design collaboration to 

maximise the co-brand success at site specific locations and continued co-brand 

adoption inter-system at new sites only. External co-brands are established within 

discrete franchise system operations to reduce the risk of damage to the ‘master’ brand. 

This results in higher levels of brand leveraging. The lower the attributed brand rating, 

the more likely the external co-brand will fail. Conversely, the higher the brand rating, 

the higher perceived success rate. Internal co-brand activity increases as external 

opportunities decrease. The more complex the master brand, the longer the time 

required for internal co-brand evolution. The higher the master brand transference 

capability of attributes and elements, the more complex the internal co-brand. The more 

complex the internal co-brand, the more brand equity gained through transference. The 
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more complex the co-brand, the higher the level of resulting brand attributes bilateral 

leveraging. The stronger the attraction of multiple market segments to the co-brand, the 

higher the level of reinvigoration. The higher the level of reinvigoration, the higher the 

levels of replication occur system-wide. The stronger the influence of third parties on 

location decisions, the longer the implementation of the internal brand strategy resulting 

in intra-centre brand migration. The process of brand trialling supports a strong desire to 

expand. Outcomes of brand trialling are represented by complex associations with 

external brands and complicated development of internal co-brands. 

 

6.7 Conclusion  

In this chapter each lower-order category making up the near-core category of Brand 

trialling was analysed in detail. Each category was presented by detailing themes from 

each respondent and/or data source in order to develop critical properties. As data from 

each organisation were interrogated crude models were developed as static 

representations of dynamic situations. Each organisation’s data were integrated, 

summarising their properties and thus commencing the generalising of the data toward a 

core value. Propositions were then generated at the end of each category. These were 

stated in present tense to more effectively illustrate the formation of theory. In Section 

6.6, lower-core categories were combined and propositions represented to generalise 

data further and linked to form the near-core category of Expansion with risk aversion. 

 

As the near-core categories of risk-averse expansion and brand trialling were presented, 

data were constantly compared (within the grounded theoretic framework), generalising 

of data toward the core category. A summary of each of the integrated perspectives was 

presented. From this summary, propositions were restated indicating higher order 

interpretation of data. This represents the axial coding stage of the grounded theory 

process. In the next chapter the core category of maintaining franchise system isotropy 

is presented. The propositions and mid-order theoretical interpretation of data is re-

presented and further summarised. Properties representing the core category are 

explained which form the core-category as a strategic organisational process. 
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Chapter 7 

The Strategic Organisational Process of Maintaining 

Franchise System Isotropy 

 

7 Introduction 

Previous chapters progressively conceptualised and objectified the lower-core 

categories representing the two substantive theoretical dimensions of risk-averse 

expansion and brand trialling. This discussion crystallised the antecedents to and choice 

of external co-branding arrangements, subsequent influences on co-brand transcendence 

to an internalised strategy, and the processes of that evolution. Following is a combined 

summary of the near-core categories of risk-averse expansion and brand trialling. 

These near-core categories link each lower-order category and conceptualise the 

development of the initial relationships found between the variables. The structure of 

this chapter is represented in Figure 7.1. 

 

Figure 7.1 Structure of Chapter 7 

 

 

7.1 Summary of Lower-Order Categories 

Franchise systems adopt co-branding as a method of risk-averse expansion, preferring a 

trial and error adaptation of co-brand strategy over modification of their franchise 

systems. Mature franchise systems seek external co-brand arrangements at location 
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specific sites. The need to modify franchise system structure in external relationships 

limits future opportunities. Subjugation within the external relationship creates a major 

catalyst to develop internally created co-brands. Once the internal co-brand strategy is 

adopted, staff training (if necessary) manifests as a change management process to 

better express the co-brand to consumers and simultaneously maintain integrity of 

franchise system practices. The more complex the co-brand strategy, the more 

incentives are provided to franchisees. The more complex the strategy the more 

proactively dispute systems are created to manage internal conflict. The outcome is a 

contemporary and resilient system created on the basis of risk-aversion, but for the 

purposes of expansion. Serendipity drives co-brand strategy. External brand selection is 

based on preconceptions of the potential partner and/or limited previous experience. 

Reciprocation between external co-brand relationships results in design collaboration to 

maximise the co-brand success at site specific locations and increased co-brand 

adoption inter-system. External co-brands are established within discrete franchise 

system operations to reduce the risk of damage to the ‘master’ brand. This results in 

higher levels of brand leveraging. The lower the brand rating the more likely the 

external co-brand will fail. Conversely, the higher the brand rating, the higher the 

perceived success rate. Internal co-brand activity increases as external opportunities 

decrease. The more complex the master brand, the longer the time required for internal 

co-brand evolution. The higher the master brand transference capability of attributes and 

elements the more complex the internal co-brand.  The more complex the internal co-

brand, the more brand equity gained through transference. The more complex the co-

brand, the higher the level of resulting brand attributes bilateral leveraging. The stronger 

the attraction of multiple market segments to the co-brand, the higher the level of 

reinvigoration. The higher the level of reinvigoration, the higher the levels of replication 

occur system-wide. The stronger the influence of third parties on location decisions, the 

longer the implementation of the internal brand strategy resulting in intra-centre brand 

migration. 

 

The propositions generated at the end of Chapters 5 and 6 represented the axiomatic 

progression of grounded theory from which higher-order categories were generated. 

Once lower-order categories were summarised and propositions generated, a number of 

‘gaps’ emerged. These ‘gaps’ are represented by new terms introduced to explain 

actions/interactions (as properties) of the organisations investigated in this research. 

These new properties were isotropy, competitive resilience, subjugation, transcending, 
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transference, bi-lateral leveraging and brand migration. Through the interrogative data 

analytic and comparative processes of theory generation, the two near-core categories of 

Expanding with risk-aversion and Brand trialling were found not to fully explain the 

emergence of franchised co-branding. In this chapter these properties are reordered, and 

further developed into high order categories, presented as models and then subsequently 

as the core category.  

 

In the next section, propositions generated from the analyses conducted in Chapters 5 

and 6 are linked and ordered. This process represents the creation of the higher level 

categories that make up the core category of maintaining franchise system isotropy. 

This is the final stage of grounded theory process. 

 

7.2 The Core Category of Maintaining Franchise System Isotropy 

In this section properties making up the core-category are explained and linked to the 

specific propositions which generated their theoretical foundation. Table 7.1 presents 

the properties of the core-category. 

 

Table 7.1 Core Category Properties of Maintaining Franchise System Isotropy 

 Core Category Properties 

Maintaining franchise system isotropy Maintaining franchise system isotropy 

 Searching for resilience 

 Avoiding subjugation 

Transcending 

 Transferring brand attributes 

Bilateral leveraging 

Brand migration 

 

7.2.1 Maintaining franchise system isotropy 

As organisations developed co-brand strategies, no variation of franchise system 

structure occurred. Through the transformation of external and internal co-branding this 

invariate nature of franchise system dynamics remained. The success of a co-brand 

strategy was reliant on franchise system structure and performance. Therefore, any 

failure or limitation of co-brand strategy resulted in a change of brand strategy, not a 
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change of franchise system structure (for example, Shell becoming a franchisee to 

McDonalds). The more complex the co-brand strategy, the more training and skill 

development staff required in order for the strategy to be successfully implemented. In 

Table 7.2 and Figure 7.2 the propositions making up this property of the core category 

are presented. 

 

Table 7.2 Propositions for Maintaining Franchise System Isotropy 

Trial and error of co-brand strategy is reliant on franchise system structure and performance. 

Failure of a co-brand strategy results in a change of brand, not a change of franchise system structure. 

The more complex the co-brand strategy the more training and skill development staff require for 

successful implementation. 

The need to modify franchise system structure limits the opportunity to expand by external co-branding. 

An external co-brand format utilising discrete franchise systems, results in higher successful brand 

leveraging at site specific locations.  

 

Figure 7.2 A Representation of Franchise System Isotropy as Perceived by 

Franchisors  

 

 

7.2.2 Searching for resilience 

Serendipity presented external co-brand opportunities. However, the need to 

reinvigorate the master brand was not a strong driver in creating external co-brand 

arrangements. External co-brand strategy was driven by opportunism to locate at sites 

that would not be available otherwise. Once adopted, franchise dynamics dominated 

decision making to protect system integrity. Therefore, the lower the subjective rating 

of external brands (through trial and error) the more likely the relationship would fail. 

Alternatively, the higher the level of preconceived brand equity resulted in more weight 
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given to potential success of the external brand. This resulted in high levels of 

reciprocation which increased design collaboration, increasing site specific co-brand 

concept adaptation. This reciprocation between higher performing brands resulted in 

higher levels of co-brand adoption inter-system. Nevertheless, external co-brand 

formats utilised discrete franchise system operations which resulted in higher levels of 

successful brand leveraging at site specific locations. 

 

The adoption of an inter-system co-brand strategy remained site specific. As the search 

for system-wide competitive resilience continued, internally created co-brands emerged. 

Serendipity influenced location decisions at the embryonic stage of internal co-brands. 

In the trial stages of internal co-brand development, franchise systems found that the 

stronger the attraction of multiple market segments to the co-brand format, the more 

reinvigoration occurred for the master brand. Therefore, the higher the level of 

reinvigoration, the more the model was adopted and replicated system-wide. And the 

higher the level of internal co-brand adoption, the higher the level of system competitive 

resilience was experienced. Therefore, the search for resilience was primarily structured 

around system isotropy. Propositions representing this property are presented in Table 

7.3 and Figure 7.3. 

 

Table 7.3 Propositions for Searching for Resilience 

Serendipity results in external co-brand opportunities. The need to reinvigorate is not a strong driver to 

create an external co-brand arrangement. 

The higher the level of preconceived brand equity results in more weight given to potential success of an 

external brand strategy.  

Reciprocation between higher performing brands results in higher levels of co-brand adoption inter-

system. 

Higher levels of reciprocation increases design collaboration and results in increased site specific co-

brand concept adaptation. 

Serendipity influences location decisions at the embryonic stage of internal co-brand. 

The stronger the attraction of multiple market segments to the internally created co-brand the more 

reinvigoration occurs for the master brand. 

The higher the level of reinvigoration the more the model is replicated system-wide. 

The higher the level of internal co-brand adoption the higher the level of system competitive resilience. 
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Figure 7.3 Searching for Resilience 

 
 

7.2.3 Avoiding subjugation 

Subjugation was a major catalyst for internal co-brand development. Franchise systems 

found that limited opportunities to expand, combined with friction resulting from 

operational issues and brand specific consumer behaviour, produced a level of conflict 

which organisations avoided by adopting an internal co-brand strategy. Subservience in 

a continued inter-organisational co-brand strategy (beyond site specific alliances) would 

have manifested through a significantly modified franchise system structure (by the 

dominated brand). Avoiding subjugation was therefore seen as a catalyst producing the 

search for system competitive resilience. However, the more complex the internal co-

brand strategy, the higher the level of perceived internal conflict. Initial conflict became 

apparent intra-system when the internal co-brand was established. Resistance from staff 

at store level proved a significant challenge for corporate management. Hence, 

modification of the co-brand concept occurred to more effectively insert the concept 

intra-system. 

 

Thus franchise system administrators avoided being subjugated (external co-brand 

alliances) and avoided subjugating intra-system by modifying the co-brand concept at 
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the embryonic stage. Propositions representing this property are stated in Table 7.4 and 

Figure 7.4. 

 

Table 7.4 Propositions for Avoiding Subjugation 

Failure of a co-brand strategy results in a change of brand, not a change of franchise system structure. 

The more complex the co-brand strategy, the more training and skill development staff require for 

successful implementation. 

The higher the level of internal co-brand adoption, the higher the level of system competitive resilience. 

Subjugation is a major catalyst for internal co-brand development. The more complex the internal co-

brand strategy the higher the level of potential conflict. 

The more complex the internal co-brand, the higher the level of direct incentive to franchisees. 

The more complexities surrounding the master brand, the longer the evolutionary period required to 

successfully insert the co-brand at master brand locations.  

 

Figure 7.4 Avoiding Subjugation 

 

 

7.2.4 Transcending 

Modification of franchise system structure limited the opportunity to expand through 

external co-brand strategies. Therefore, the more limited the external co-brand 

opportunities, the more it produced an increase in internal co-brand activity. This lack 

of opportunity created a process of transcendence from which franchise systems 

internally trialled a range of concepts to create an internal co-brand. Once trialled, 

systems adopted the most appropriate internally created co-brand arrangement. In order 

for transcendence to occur as smoothly as possible, franchisees were provided 

incentives. Hence, the more complex the internal co-brand, the higher the level of direct 

incentive was provided to franchisees. Propositions representing this property are 

presented in Table 7.5 and Figure 7.5. 
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Table 7.5 Propositions for Transcending 

The need to modify franchise system structure limits the opportunity to expand by external co-branding. 

The more complex the internal co-brand, the higher the level of direct incentive to franchisees.  

Limited external co-brand opportunities increases internal co-brand activity. 

Through a process of transcendence and transference internally created co-brands absorb ‘master’ brand 

equity. 

The more complex the internal co-brand strategy, the higher the level of resulting brand equity for that 

co-brand. 

 

Figure 7.5 Transcending 

 

 

7.2.5 Transferring brand attributes 

As internal co-brand strategies were introduced a process of brand elemental and 

attribute transference occurred. The more complexities surrounding the master brand, 

the longer the evolutionary period required to successfully insert the co-brand at master 

brand locations. So through transference internally created co-brands absorbed ‘master’ 

brand equity. The more complex the internal co-brand strategy, the higher the level of 

resulting brand equity for that co-brand. Conversely, the higher the ability of the master 

brand to transfer attributes and/or elements to the internally created co-brand, the more 

complex (and successful) internal co-brand. The propositions representing this property 

are presented in Table 7.6 and Figure 7.6. 
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Table 7.6 Propositions for Transferring Brand Attributes 

The higher the ability of the master brand to transfer attributes and/or elements to the internally created 

co-brand, the more complex the internal co-brand. 

Through a process of transcendence and transference internally created co-brands absorb ‘master’ brand 

equity. 

The more complex the internal co-brand strategy, the higher the level of resulting brand equity for that 

co-brand. 

 

Figure 7.6 Transference 

 

 

7.2.6 Bilateral leveraging 

Internal co-brand arrangements created a phenomenon of bilateral brand leveraging. 

Once the internally created brand became established positive brand attributes were able 

to flow back to the master brand. This attribute exchange is a well established outcome 

of external co-branded product arrangements (Aaker, 2004). Nevertheless bilateral 

leveraging created intra-system stability (via increased positive customer reaction) as 

the co-brand arrangement matured and the master brand was more extensively 

reinvigorated. Data collected from the three systems, which participated in this research, 

determined that the more complex the internal co-brand arrangement, the higher the 

perceived level of brand attribute bilateral leveraging. This complexity was relative to 

the prominence of the newly established brand within the co-brand arrangement. As the 

internal brand developed in complexity, it became more prominent (as perceived by the 

participants) to consumers. As prominence to consumers increases, so too the amount of 
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bilateral leveraging. The proposition representing this property is outlined in Table 7.7 

and Figure 7.7. 

 

Table 7.7 Propositions for Bilateral Leveraging 

The more complex the internal co-brand arrangement, the higher the level of brand attributes bilateral 

leveraging. 

 

Figure 7.7 Bilateral Leveraging 

 

7.2.7 Brand migration 

The concept of brand migration occurred as a result of transcendence. The master brand 

migrated into external relationships but once limitations were discovered as the alliance 

developed, the concept of co-brand morphed in to an internal brand creation. The 

concept of co-brand then migrated (physically) from external partnership locations to an 

internal co-brand creation located at the ‘master’ brand site. Ownership of location 

dictated the extent of brand migration activity. So the stronger the influence of third 

parties (landlords who sublet the site to the franchisor,) the more likely the 

implementation of an internal co-brand strategy was strongly linked to the availability 

of suitable sites. This delay resulted in the selection of sites (perhaps of a lesser value) 

but closer to the desired location. This resulted in the intra-centre brand migration where 

franchisors would consciously select locations within a specific centre (high quality 
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regional location) to the micro-manage the relocation of the site intra-centre. The 

proposition supporting this property is presented in Table 7.8 and Figure 7.8. 

 

In the next section the Theory of Maintaining Franchise System of Isotropy is explained 

to extend the discussion of the higher-order categories and the uniqueness of the theory. 

 

Table 7.8 Propositions for Brand Migration 

The stronger the influence of third parties in location decisions, the longer the implementation of an 

internal co-brand strategy. This results in the intra-centre brand migration. 

 

Figure 7.8 Brand Migration 

 
 

7.3 The Theory of Maintaining Franchise System Isotropy 

Each higher order category contributes to this theory of isotropy commencing with a 

choice to alter franchise system structure or not. This forces corporate entities to view 

their systems in entirety, or with the same value when measured in all directions 

(isotropic – see Figure 7.2 for a representation of this). Subsequently franchisors decide 

to form external co-brand alliances (embedded within the higher order category of 

searching for competitive resilience). This creates a structural weakness intra-system. 

Structural weakness manifests through non co-branded franchise outlets. External 

alliances present no solution to this problem. So franchise systems search for further 

system competitive resilience, but with a view that their system is persistent in the 

occurrence or manifestation of franchising and, as a result, unvarying in its franchise 
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nature or franchise invariant. This explains all other actions within the higher order 

categorical discussion. Why? 

 

External alliances produce subjugation. Subjugation drives replication of co-brand 

strategy toward internal options. This creates a process of transcendence in which 

systems trial internally created co-brands. Through transcendence, franchisors 

incentivise franchisees to accept co-brands, commencing a process to restore system 

isotropy (so the value of all franchise outlets is the same). The higher the level of co-

brand complexity, the more incentive required. Importantly, the master-brand must 

transfer attributes/elements to the co-brand through this process. The success of the 

lesser brand is directly related to the level of transference. Once transference is 

complete bi-lateral leveraging occurs. Bilateral leveraging reinvigorates the master 

brand. This increases competitive resilience. Competitive resilience improves through a 

process of brand migration. Franchisors populate sub-optimal sites within optimum 

regions as a dynamic process to access prime locations at a later date. As franchisors 

continue, the process of brand migration system isotropy is once again attained. It is this 

combination and order of processes that forms the theory of maintaining franchise 

system isotropy. 

 

7.4 Evaluating the Grounded Theory 

A number of processes identified in academic research contrast findings against 

generally accepted scientific canons to ensure theoretical soundness (Strauss & Corbin, 

1998). These general standards, some of which were discussed in Chapter 3 (Section 3.6 

Methodological Integrity) have some applicability within qualitative research (Denzin 

& Lincoln, 2005) and were adhered to, where appropriate, throughout this research. 

However, to increase the robustness of the theory of maintaining franchise system 

isotropy a set of criteria were applied, empirically grounding the findings of this study 

(Strauss & Corbin, 1998). These generally agreed criteria do not observe the usual 

positivistic interpretations (for example: generalisability, compatibility, consistency, 

replicatability, precision and verification) (Gortner & Schultz, 1988). These criteria 

evolved from qualitative canons and are based on the adequacy of the research process 

and the conclusions generated from the empirical grounding of this research (Strauss & 

Corbin, 1998). These two broad areas are subdivided into a number of criteria which are 
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then represented by purposeful questions. These two broad areas are presented in the 

following sections. 

 

7.4.1 The research process 

Explanations presented in Chapters 3 and 4 provide evidence of the criteria, process and 

interrogative methods used to develop and implement this research which support the 

robustness of this theory. Extensive description was given for the grounds of selection 

of the respondents for this research and the process of emergence of major categories. 

Chapters 5 and 6 presented events, incidents and actions surrounding franchise systems 

decision making processes from which the lower-order categories were created. 

Propositions were then created which represented the theoretical sampling and axial 

formation of higher order categories. Propositions were developed for each of the 

lower-order categories representing all data presented in this research. These 

propositions were then integrated creating the higher level categories which were then 

integrated into the core category of maintaining franchise system isotropy. 

 

7.4.2 Empirical grounding of a study 

Strauss and Corbin (1998) indicate that empirically grounding the findings of a study is 

an important component of evaluating theory. Eight criteria are utilised in this process. 

They are stated in Table 7.9. 

 

Table 7.9 Criteria for Empirically Grounding Theory 

1. Are concepts generated? 

2. Are the concepts systematically related? 

3. Are there many conceptual linkages? Are the categories well developed? Do categories have 

conceptual density? 

4. Is variation built into the theory? 

5. Are the conditions under which variation can be found built into the study and explained? 

6. Has process been taken into account? 

7. Do the theoretical findings seem significant, and to what extent? 

8. Does the theory stand the test of time and become part of the discussion and ides exchanged 

among relevant social and professional groups? 

Developed from Strauss and Corbin (1998) 

 

An explanation linking each criterion now follows. As criteria are intrinsically linked 

via the conceptual development process from which the grounded theory is generated, a 

discrete discussion of each would be confusing at worst and repetitive at best. Hence a 
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discussion combining all criteria appears to be the most appropriate method for 

explaining the grounding of the theory.  

 

Seventy two properties were generated and conceptualised into six categories through 

the initial data collection phase. These are represented in Table 7.10. While no specific 

rules govern how many categories are generated in this phase, the number and types of 

categories identified in this research support the notion that data were interrogated to a 

high level. This broad range of categories represent the action/interaction of 

organisations in the context of franchise system orientation (risk aversion, subsidisation 

asymmetrical relationships, culture), and co-branding (co-brand development and 

growth). Propositions generated at the end of each lower-order category assisted in the 

conceptualisation and dimensionalisation of the near-core categories. These 

propositions (summarised in Table 7.1) were created from the properties within each 

lower-order category. 

 

Table 7.10 List Of Initial Categories 

Risk Aversion Subsidisation Asymmetrical 

Relationships

Culture Co-brand development Growth

access to franchisees

criteria for selection

current financial 

resources

current franchising 

values

current marketing 

strategy

current monitoring 

mechanisms

current staffing talent

current supply chain

existing franchise 

experience

external brand

external competition

franchisability

franchise synergies

internal competition

limited competition

minimising conflict

capital incentives

franchisee 

profitability

internal governance

legal considerations

cash flow

change management

cost efficiency

ownership

profitability

return on investment

staff negativity

staff training

staffing costs

strategic direction

uniforms

ambience

assimilation of sub-brand

brand equity

brand leverage

brand trial

co-brand

advertising

co-brand design

co-brand evolution

common area usage

convenience

location

location saturation

manuals & procedures

market research

market segmentation

market trends

McCafe co-brand only

menu development

menu evolution

new concept development

new market

parent brand

pricing

real estate

reinvigorate brand

separate advertising

separate area

site selection

store design

store location

sub-brand

visual merchandising

attract new customers

attracting old customers

customer purchase 

frequency

customer service

demographics

growth

increase foot traffic

maximise sales

 

This rigorous approach to data analysis led to theoretical sampling which clearly links 

lower order categories as identified in Table 7.11 to those outlined in Table 7.10. The 

two near-core categories are representative of the logical conceptual development of 

data but also represent the contextualisation of data as theoretical sampling continued. 

As the categories developed and near-core categories explored (via proposition 



Chapter 7: The Strategic Organisational Process of Maintaining Franchise System Isotropy 

 

Maintaining Franchise System Isotropy: A Grounded Theory Of Franchised Co-Branding 209 

development) many initial categories collapsed into more representative lower-order 

categories. This resulted in higher level conceptual density producing a number of 

dimensions for each category. These dimensions were represented in the figures 

presented throughout Chapters 5 and 6 and were ultimately expressed as action 

statements. They are the near core-categories of risk-averse expansion and brand 

trialling.  

 

Table 7.11 Representation of Lower And Near-Core Categories 

Near-Core Category Lower-Order Categories 

Risk Averse Expansion Synergies of current franchise arrangements 

 Current staffing talent 

 Limiting competition 

 Minimising conflict 

 Incentives 

Near-Core Category Lower-Core Categories 

Brand trialling Measuring brand equity 

 Leveraging (maximising) brand associations  

 Reinvigorating the ‘master’ brand 

Brand trialling  

 Locating the co-brand concept 

 

Throughout theory development contextualisation of data varied. This can be identified 

through the development of the two near-core categories representing internal franchise 

system operations and external (to internal) brand strategy. The contextualisation of data 

within these two categories highlights the varied conditions within which interrogation 

of data took place. As the two near-core categories emerged (represented by the 

propositions throughout Chapters 5 and 6) the constant comparison process caused a 

higher level of variation to the substantive theory. Concepts were compared and 

contrasted in this context, and if not in that context, then through the comparative and 

summative process identified at the beginning of this chapter. Therefore, throughout 

Chapters 5, 6 and 7 data were analysed and synthesised to form the complex properties 

of the core-category, maintaining franchise system isotropy.  

 

Table 7.12 Representation Of Core Category 

 Core Category Properties 

Maintaining franchise system isotropy Maintaining franchise system isotropy 

 Searching for resilience 

 Avoiding subjugation 

Transcending 

 Transferring brand attributes 

Bilateral leveraging 

Brand migration 
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The analytic processes involved in this research focussed on the changing conditions 

(for example the search for external brand alliances only to discover that these alliances 

could not produce system competitive resilience) that created problems for each 

organisation and the subsequent emergence of solutions. As data were interrogated and 

higher levels of conceptual thinking analysed these problems and their solutions, the 

axiomatic progression of theory building emerged in parallel. This was presented 

through the figures and propositions presented in Chapters 5, 6 and 7, culminating in the 

theory explanation presented in Section 7.3. 

 

Finally, Strauss and Corbin (1998) ask if the theory is significant, and if it will stand the 

‘test of time’ through incorporation into relevant social or professional group dynamics. 

These two criteria are difficult to assess given the external process of theory 

interpretation and its subsequent acceptance or rejection (i.e. will the broader academic 

community believe and accept this theory or not?). Nevertheless, there are some 

comments that contribute to this discussion.  

 

This theory purports a new view of franchise system structure. Maintaining franchise 

system isotropy conceptualises franchise system operations to a more strategic level 

than previous theories. More mature franchise systems function as a whole and are 

therefore invariant in nature. Whereas, previous theories conceptualise franchise 

systems at franchisor/franchisee level, only explaining systems at a two dimensional 

and/or static level. Furthermore, the complex nature of maintaining franchise system 

isotropy is substantive (therefore not superficial) and will take a number of years of 

further research to fully interpret and explain (see Section 8.7 for further explanation). 

Finally, Chapter 8 contextualises this theory in the extant literature. This is an important 

process of grounded theory as it juxtaposes the theory against prior theories, 

highlighting the similarities and differences. It is in Chapter 8 that the final criteria (‘test 

of time’) can be assessed. 

 

Following is a summary of this chapter. 

 

7.5 Summary 

In this chapter the theory of maintaining franchise system isotropy was presented. 

Through the development of the theory, co-branded franchise system expansion was 
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explained. The robustness of the theory was also tested through generally accepted 

criteria. Finally, the significance of the theory was presented. In the next chapter the 

final criteria of ‘test of time’ is evaluated through the juxtaposition of the theory against 

the extant literature. 
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Chapter 8 

Embedding the Theory 

8 Introduction 

A major principle of orthodox grounded theory guides the researcher to avoid 

immersion into extant literature before development of  the core element representing 

the grounded theory (Glaser, 1992, 2004; Glaser & Strauss, 1967). This reasoning posits 

that reading extant literature might influence the researcher to ‘force’ the data to fit with 

preconceived notions gained from initial perusal of literature. This principle of orthodox 

grounded theory was followed with immersion into the extant literature commencing 

once the theory of maintaining franchise system isotropy was fully developed. 

 

An additional advantage of this orthodox approach is that it allows the researcher to 

identify areas of literature that are relevant (Bryant & Charmaz, 2007). This requires the 

use of a ‘delimiting’ process that narrows the scope of the literature review and permits 

a more informed comparison (Glaser, 1992, 2004). In the current study the delimiting 

process led to an examination of the literature relating to ownership redirection which 

includes resource dependence theory, agency theory and transaction cost economics as 

well as the co-branding theory derived from the broader branding literature (Aaker, 

2004; Elango & Fried, 1997; Gallini & Lutz, 1992; Kaufmann & Dant, 1995; 

Lafontaine, 1992; Lafontaine & Kaufmann, 1994; Lohtia, Brooks, & Krapfel, 1994).  

 

The purpose of a literature comparison in a grounded theory study is not to verify 

research findings but locate the contribution within extant literature (Charmaz, 2006; 

Goulding, 2005; Locke, 2001). The grounded theory of maintaining franchise system 

isotropy provides conceptual support for a number of traditional themes within the 

franchising and branding literature but also makes significant contributions. 

 

Therefore, this chapter begins by outlining a linear exploration of franchise and 

branding literature. Weaknesses and limitations of current literature are highlighted 

through a comparative process with the grounded theory. The theory of maintaining 

franchise system isotropy is located within the literature through this process and a 

specific discussion on each of the properties making up the core category of 

maintaining franchise system isotropy. The structure of Chapter 8 is presented in Figure 

8.1. 
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Figure 8.1 Structure of Chapter 8 

 

 

8.1 Delimitation of the Extant Literature 

In the traditional approach to grounded theory, the emergent theory leads the researcher 

to the extant literature to be examined in the final stages of the research process (Corbin, 

2009; Glaser, 1978). This facilitates a delimitation of the scope of the literature to that 

which is most likely to have the closest relationship to the proposed grounded theory 

and allows for a more informed and relevant literature comparison. 

 

The extant literature of franchising and branding has its roots in disciplines such as 

marketing, management, economics and law (Aaker, 2004; Castrogiovanni & Justis, 

1998). In addition, there are numerous areas of academic literature within these general 

works that are themselves prolific, for example, in the area of ownership redirection 

(Caves & Murphy, 1976; Shane, 1996). So it is simply not possible to cover all the 

literature either in the general or specific franchising and branding themes. 

In a general sense the grounded theory of maintaining franchise system isotropy is an 

explanation of the issues and processes that occur when franchised organisations seek to 

expand beyond their original business format. No overlap of franchising and branding 

literature provides a framework for discussion of this strategy. So the two broad areas 
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are analysed discretely. Firstly, franchise literature is captivated by company decisions 

to initially franchise and how those same companies then develop strategy to attract 

potential franchisees. Secondly, branding literature focuses on the process by which co-

brand relationships are formed and managed.  

 

Therefore, the following areas will cover the most common themes found in franchise 

research, that of ownership redirection. Ownership redirection focuses on three specific 

tenets; resource constraints theory; agency theory; and transaction cost economics 

(Castrogiovanni & Justis, 1998; Lafontaine, 1992; Williamson, 1985). Signally theory is 

also an early, but limited body of research found in franchising highlighting the 

franchise system structure to inform (signal) prospective investors of positive system 

growth (Gallini & Lutz, 1992). Co-branding literature is also developed to enable a 

comparison with contemporary thought in that area. These specific areas of the extant 

literature are developed in the form of a literature review with a comparison to the 

findings in this study completed in each stage.    

 

8.2 Motivations to Franchise and Ownership Redirection 

The debate regarding firms’ motivations to franchise, and subsequent decisions to 

continue franchise operations (known as the ownership redirection debate) has 

increased at a similar rate to franchising itself (Caves & Murphy, 1976; Dant, 1995). 

The literature is dominated by three theories that attempt to explain why franchising 

occurs and the intra-organisational mix of company-owned and franchised units. These 

theories reveal the causal factors to franchise and maintenance of the mix of company 

owned and franchise operations (Dant, Paswan, & Kaufmann, 1996). Following is an 

overview of these arguments which include resource constraints theory, incentives 

theory, and transaction cost economics. In each section the similarities, differences and 

contributions of maintaining franchise system isotropy will be stated. 

 

8.2.1 Resource constraints theory 

Resource constraints theory addresses issues of capital related to initial expansion of 

organisations (Lafontaine & Kaufmann, 1994). A lack of financial and managerial 

resources may cause organisations in the early stages of development to rely upon 

franchising as a method of expansion (Carney & Gedajlovic, 1991). This theory is based 
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on the ability to deliver three crucial resources for growing businesses: finance, human 

capital and local market knowledge (Dant, 1995; Hopkinson & Hogarth-Scott, 1999). 

According to this theory, capital conservation and organisational growth are sustained 

by franchising, and as the franchise system moves through its life cycle to maturity, the 

franchisor may take the opportunity to convert the profitable franchised outlets to 

company owned outlets (Oxenfeldt & Kelly, 1969). Clearly, franchisors perceive 

growth as an important reason to franchise (Kaufmann & Dant, 1995). Initial and 

ongoing franchise fees preclude the need for the franchisor to raise finance (Fladmoe-

Lindquist, 1996) as franchisees provide important capital investment for system 

infrastructure (Lafontaine, 1994). Further, capital constraints are the motivators for both 

franchisors and franchisees to select franchising over independent business ownership 

(Oxenfeldt & Thompson, 1969). Although companies would appear to prefer expansion 

via their own outlets, a return to franchising is caused by capital constraints  but is 

coupled with an expectation that franchisees are more productive and conscientious than 

managers, implying that franchisees are motivated to be better managers because of 

their investment (Hunt, 1977; Lafontaine, 1994).    

 

However, contrary to the traditional view, franchising is not limited to small companies 

with capital constraints (Brickley et al., 1991). For example, there are public companies 

such as McDonalds, KFC and Pizza Hut that are large and well-resourced global 

organisations that continue to franchise well after their need for external capitalisation 

evaporates (Norton, 1995). This practice indicates that as a method of expansion, 

franchising is not exclusive to smaller firms with limited resources and restricted access 

to capital markets (Fladmoe-Lindquist, 1996). There appears to be a cost/benefit trade-

off between company ownership and franchising (Brickley et al., 1991). Franchising 

therefore increases with the cost of monitoring employees and is only marginally 

influenced by capital constraints. Start-up costs for a franchise unit are significantly less 

than for a company owned store (Frazer & Stokes, 1994) indicating that capital 

constraints do not motivate franchising but rather franchising itself is viewed as a means 

of organising production and investment in discrete outlets. 

 

It is suggested that franchising is an inefficient way of raising capital (Rubin, 1978). 

Rather than responding to capital constraints, franchisees respond to efficiency 

incentives in relation to financial risk because ultimately the return on investment of a 

share portfolio would be a better investment. Capital constraints are also not an 
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incentive for franchising because this is at odds with the theory of finance where risk 

adversity between the franchisor and franchisee would need to manifest itself in a 

similar fashion (Norton, 1988). Indeed the choice of a less diversified investment by the 

franchisee reflects less risk aversion on the part of franchisees since they have chosen to 

start their own business rather than seek employment (R. Martin, 1988). 

 

From a broad perspective the capital constraint concept of franchising appears more 

advantageous for the franchisor than the franchisee (Dant, 1995; Norton, 1988; 

Oxenfeldt & Thompson, 1969; Rubin, 1978). The franchisee is considered a package of 

resources representing an attractive cost/benefit option for the franchisor (Dant, 1995; 

Norton, 1988). The majority of the literature in relation to this theory addresses the 

franchisor’s motivations for franchising with a lesser body of research being conducted 

in relation to the franchisee’s motivations (Curran & Stanworth, 1983).  The low failure 

rate of franchised businesses relative to the investment by the franchisee is attained 

from the benefits of the initial franchise package which includes items such as the 

trademark, training and operational assistance (Hunt, 1977). Protection from larger 

firms provided by the franchisor is another derived incentive for potential business 

owners to become franchisees so it is argued that there must be some 

offsetting/entrepreneurial incentive effects for franchisees (Carney & Gedajlovic, 1991; 

Rubin, 1978).   

 

Although resource constraint theory does develop a logical argument for the initial 

motivation of franchising, it is clearly not conclusive. Further research indicates that 

franchisors are discouraged from perceiving their franchising activities simply as a tool 

for easing resource constraints (Combs & Castrogiovanni, 1994). Therefore other 

theories must be considered in an attempt to explain motivations to franchise. In the 

next section a response to this theory is formulated in the context of this thesis. 

Consideration is given to general consistencies and differences of the two theories. 

 

8.2.2 Response to resource constraints theory 

The general thrust of resources constraints theory positions franchisors as resource 

scarce (or in preservation mode), with franchising prescribed as the viable method of 

expansion for those companies. Franchisee provision of finance is a central tenet but 

human resource management (the ability to hire and motivate better quality staff at the 
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franchised outlet) and local market knowledge are regarded as important ‘resources’ 

that franchisors must rely on to maximise system growth. There are two responses to 

this theory that are worthy of note. They are as follows: 

 

First, maintaining franchise system isotropy (the theory of isotropy) supports the notion 

of franchisor reliance of franchisees effective delivery of the system, and further, 

effective implementation of co-brand strategy at location specific sites (the franchised 

outlet). The provision of incentives to franchisees in order to replicate the co-brand 

system-wide, appears to counter the reliance on externalised financial resources 

(although franchisees do partially capitalise co-brand expansion). Therefore the 

complexity of the co-brand strategy moderates franchisee willingness to adopt the 

strategy. This conundrum requires the provision of resources by the franchisor to lower 

the expected risk of franchisees when assessing and adopting a co-brand strategy. 

 

Second, ownership redirection (as one outcome of resource constraints theory) occurs 

when systems reach a level of maturity, allowing the franchisor to purchase more 

profitable franchise outlets, although this approach has been questioned in recent years 

(Hendrikse et al., 2008). The systems scrutinised in this study were considered mature 

(the objective measure of maturity: all are publicly listed companies). Implementation 

of co-brand strategy therefore notionally presents many opportunities to buy back 

franchised outlets (a quintessential example of opportunism). This did not occur. In fact, 

the level of incentive for franchisees to implement co-brand strategy highlights 

franchising as integral to mature systems’ operationalisation of complex concept 

development. An aspect of the theory of isotropy that supports the distribution method 

of franchising is the higher order category of transcendence. Transcendence teases out 

the concept of subsidisation (as an incentive to franchisees). While some incentives are 

provided to potential franchisees in the early stages of system development 

(Jambulingham & Nevin, 1999; Weaven & Herington, 2007) the extent of subsidy to 

franchisees in the context of co-branding introduces a new dimension when assessing 

the ownership redirection debate. This new direction of theoretical development is an 

important adjunct to the current discussions in this area. In the next section the agent-

theoretic debate is explained. 
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8.2.3 Agency theory 

An alternative argument for companies to adopt franchising exists in the form of 

incentives. This stems from agency theory, in which the relationship between the 

franchisor and franchisee is couched in the terms of a principal–agent (franchisor–

franchisee) relationship, within the context of vertical contractual constraints (Jensen & 

Meckling, 1976). The agent-theoretic perspective balances the costs of resolving the 

conflict between principals and agents and the potential alignment of interests between 

the two groups (Eisenhardt, 1989a; Kulkarni, 1988). Agency problems occur when 

cooperating parties have differing divisions of labour and goals (McGuire, 1988). For 

example, the franchisor desires standardisation and control and the franchisee desires 

independence and autonomy (Kaufmann & Dant, 1995). Problems also emanate from 

bilateral asymmetric information issues arising from incomplete or distorted 

franchisor/franchisee disclosure ex-ante (pre-relationship) (Oxenfeldt & Thompson, 

1969). 

 

Monitoring is an important facet of agency theory. Because franchisors are unable to 

physically monitor all franchisees’ actions (Brickley et al., 1991; Oxenfeldt & Kelly, 

1969), lack of control represents a risk through potential damage to the brand. 

Ownership of the franchise unit (by the franchisee) permits far greater control by the 

franchisor (via the franchise agreement) and avoids situations such as franchisees failing 

to observe programs or procedures considered intrinsically important to brand integrity 

(Oxenfeldt & Kelly, 1969). 

 

But, conflict is inherent in the franchisor-franchisee relationship since a balance of 

equity in the relationship is impossible to achieve (Falbe & Dandridge, 1992). Problems 

are caused by a lack of financial resources and the subordinate position of the 

franchisee. Further, a number of problems associated with a franchise system are 

identified through two perspectives. Firstly, franchisees perceive potential problems as 

follows: tight franchisor control having a negative effect on franchisee motivation; the 

franchisor opening new outlets in the franchisee’s territory; the franchisor’s ability to 

arbitrarily cancel a franchise; profit projection deception; and lack of franchisor 

assistance. Secondly, problems for the franchisor include franchisees shirking quality – 

commonly known as ‘free-riding’; the cost of recruiting suitable new franchisees; a lack 
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of suitable franchisees; lack of franchisee uniformity; lack of control; and litigation 

costs (Hunt, 1977; Oxenfeldt & Thompson, 1969). 

 

Therefore, the question of governance is pivotal to agency theory (Eisenhardt, 1989a; 

Kulkarni, 1988). The unit of analysis is the contract that governs the relationship 

between the parties. The most efficient contract is determined by certain assumptions 

such as self interest and risk aversion. So organisations allow for goal conflict among 

members and information as a commodity which can be purchased (Eisenhardt, 1989a; 

Shane, 1996). This leads to the choice of a behaviour-oriented contract based on 

salaries and/or hierarchical governance, versus more efficient or an outcome-oriented 

contract based on commissions, stock options, transfer of property rights, and market 

governance (Brickley et al., 1991; Lillis, Narayana, & Gilman, 1976).  

 

Agency theory considers many facets of pre- and post-contract franchise relationship 

variables with the unit of analysis (the franchise agreement) determining the style and 

nature of franchising operationalisation intra-system. While the agent theoretic 

perspective more comprehensively explains formative reasoning for the development of 

franchising as a distribution method, the deficiencies are apparent ((Dant & Gundlach, 

1998; Lafontaine, 1992)  In the next section the theory of isotropy is examined in 

juxtaposition to agency theory to highlight areas for further discussion. 

 

8.2.4 Response to agency theory 

Agency theory attempts to explain ex-ante arguments for franchise system formation. 

The separation of ownership within a franchised distribution channel provides a greater 

means of control for the franchisor. However, moral hazards are apparent if one or both 

parties evade pre and/or post contractual responsibilities (Lafontaine & Kaufmann, 

1994; Shane, 1996). While a holistic perspective was not adopted for this study 

(combined franchisor and franchisee perspectives), the application of the theory of 

isotropy enhances some gaps in the agent-theoretic approach noteworthy of discussion. 

They are as follows: 

 

Agency theory portrays franchisors as risk-neutral (in economics, risk neutral behaviour 

is in between risk aversion and risk seeking). This is especially so with the delegation of 

ownership of each franchise unit to the franchisee. Nevertheless, franchisor behaviour 



Chapter 8: Embedding the Theory 

 

Maintaining Franchise System Isotropy: A Grounded Theory Of Franchised Co-Branding 220 

throughout this study was characterised as risk averse. Specific behaviour highlighting 

this statement emerged from data as the theory developed. For example, franchisors 

would not create a co-brand unless current franchisees adopted the strategy. Discrete 

brand development with new franchisees could be considered risk neutral behaviour. 

However, the co-brand strategy compelled franchisors to focus on opportunities with 

current franchise arrangements, a less risky strategy. 

 

The unit of governance in franchising (the franchise agreement) was not apparent 

throughout data collection and analysis. Respondents referred to the relationship with 

franchisees and their reliance on them to implement the co-brand strategy rather than 

the contract binding the two parties. Significantly, there was no mention of ‘free riding’ 

or ‘profit projection deception’. This highlights significant reliance intra-system. The 

risk-averse nature of franchisors highlighted in this study clearly dictates a stronger 

reliance on franchising as a distribution method in complex expansion strategies. While 

incentives for franchisees were discussed in the resource constraints section (to coax 

franchisees to adopt co-branding) the combination of franchised distribution, 

incentives/subsidisation and extra-contractual obligatory behaviour indicates fresh 

perspectives to the agent-theoretic argument. In the next section transaction cost 

economics is explained and compared and contrasted to the theory of isotropy. 

 

8.2.5 Transaction cost economics 

Traditional views of economics espouse a firm’s expansion via hierarchical 

arrangements until the marginal cost of an extra transaction (cost of production) is 

greater than the cost of a market transaction (external production) (Coase, 1937; 

Williamson, 1975). The evolution of this view into transaction costs economics (TCE) 

can be attributed to Arrow (1969). TCE focuses on the expenses resulting from 

negotiation, formation, monitoring, and enforcement activities that are necessary for a 

firm (franchisor) to accomplish its distribution tasks through exchange, known as ex 

ante transaction costs. TCE involves the cost of post-contract performance realignment 

through nominated jurisdictional intervention (not necessarily the courts but certainly a 

nominated third party) known as ex post transaction costs (Williamson, 1985). Some of 

these costs take place external to the firm (in the market – e.g. other firms undertaking 

intra-channel functions) and others are generated internally (hierarchical organisational 

structure).  
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TCE assumes rational behaviour of individuals and organisations. This rationale is 

guided by two basic tenets. First, bounded rationality exists within the systematic 

decision process that guides each channel member’s (franchisor and franchisee) analysis 

of transaction costs. This decision process relates directly to the channel member’s 

ability to process information and presumes exchange decisions are governed by 

economic rationality. A second assumption of opportunism refers to limiting 

information dissemination with the intention to disguising true purpose or meaning, and 

thus misleading the exchange partner (Williamson, 1985). Transaction costs analysis 

applies to franchising as a choice of hierarchy over market (company owned versus 

franchise outlet) relying on three conditions. Firstly, a high level of environmental 

uncertainty should exist; secondly, the assets (means of production) should be highly 

specialised and unique to the exchange process; and thirdly, the transaction should 

occur frequently (Hopkinson & Hogarth-Scott, 1999; Monye, 1997; Williamson, 1985).  

 

Whereas agency theory centres around the cost of resolving conflict between the 

principal and agent by contract formation, TCE, as a form of administrative efficiency, 

revolves around maximising revenue and profits (Rubin, 1978). A principal aim is the 

reduction of transaction costs through critical mass and economies of scale (Oxenfeldt 

& Kelly, 1969). Franchising allows the firm (franchisor) to exploit economies of scale 

and enables a risk neutral approach to reduce responsibility through the reduction of 

monitoring costs (Carney & Gedajlovic, 1991; R. Martin, 1988). Problems with TCE 

relate to the cost of managing the franchise relationship. For example, regulatory 

compliance increases the cost of franchising, thus making it a less viable option to 

company ownership (Brickley et al., 1991; Hunt, 1977; Rubin, 1978).  

 

Central to this problem appears to be a balance between the cost effectiveness of 

monitoring, economies of scale and managing risk for company owned outlets versus 

franchised outlets (Carney & Gedajlovic, 1991; Kruegger, 1991; R. Martin, 1988). The 

problem with monitoring relates to shirking for company outlet managers and free-

riding for franchisees (Brickley et al., 1991; Carney & Gedajlovic, 1991; Kruegger, 

1991). Shirking is facilitated by the imperfect link between business outcomes and 

manager’s compensation and therefore can prevent increases in company revenue and 

maximisation of profits. Franchising is viewed as a useful method for internalising the 

cost of shirking to the franchisee and is more responsive to changing market conditions 
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(Brickley et al., 1991; Hunt, 1977; Oxenfeldt & Kelly, 1969). However, franchisees 

with high instances of non-repeat customer outlets can free-ride through the provision 

of low quality goods and/or services, adversely affecting other franchisees and the 

trademarked image (Brickley et al., 1991; Oxenfeldt & Kelly, 1969). 

 

However, the financial impact of direct monitoring can severely restrict the speed of 

organisational growth (McDougall, Shane, & Oviatt, 1994). Franchisors are said to 

more efficiently manage outlets that are geographically closer to headquarters (R. 

Martin, 1988). Geographic proximity reduces costs, assuring that company outlet 

managers are performing in a manner consistent with policies and procedures. 

Corporate capital is therefore applied to the development of outlets within a geographic 

territory considered within efficient administrative distance, while the operations that 

are more remote tend to be franchised, using franchisee capital. In effect, the outlet 

financing decision is a function of supervision costs and aims at reducing franchisor 

risk. However, as already stated, the inability to directly observe a franchisee’s action 

can be costly to the organisation (Carney & Gedajlovic, 1991). Furthermore, burdens of 

administrative efficiency are greater in rapid growth environments. If a company is 

growing rapidly, resources are required for development of outlets but also for the 

additional levels of management and the improvement of knowledge and infrastructure 

(Huszaugh et al., 1992).  

 

The majority of this TCE literature has an either/or component, which implies a 

combination of administrative efficiency, resource constraint and/or risk management 

motivation for the franchised inter-organisational form. Therefore, the merger of both 

resource constraint and administrative efficiency theories is purported as a more 

effective explanation of franchise activities (Carney & Gedajlovic, 1991). This 

combination provides a rationale that franchising is more responsive to changing market 

conditions, reduces monitoring costs and shifts the burden of inefficiency to the 

franchisee, thereby reducing risk for the franchisor (Brickley et al., 1991; Kaufmann & 

Dant, 1995). 

 

8.2.6 Response to transaction cost economics 

The general tenet of TCE does not appear to be challenged when the theory of isotropy 

is applied. TCE arguments work well to support the formation and increased use of 
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franchising as a distribution network (Carney & Gedajlovic, 1991) but clear deficiencies 

emerge in a co-brand context. For example, an increase in transaction costs for contract 

formation and ongoing conflict resolution within a co-branded retail franchise would 

appear to support the need for company-owned operations. Further, the characterisation 

of franchisees as risk averse and franchisors as risk neutral limit the possibility of 

franchisees to extend their risk by a co-brand strategy even with the potential attraction 

of increased profits and revenue (R. Martin, 1988; Rubin, 1978) and therefore this 

argument adds substantive complexity to this discussion because of the conflicting 

aspects when results are compared.  

 

8.3 Co-Branding Theory 

In this section co-branding literature is discussed. Two studies (that represent the most 

significant contribution) are highlighted for further discussion in Section 8.3.1. 

 

The phenomenon of joint branding (the initial term used for co-branding) first appeared 

in 1994 (A. Rao & Ruekert, 1994). Conceptual frameworks were drawn from strategic 

alliance literature to explore this new phenomenon with positive results (see Section 

1.5.2 for a definition). The term brand alliance evolved to describe co-brand strategy in 

product related activities (Aaker, 1996). Subsequent investigation assessed its influence 

in consumers’ evaluation of primary versus secondary brands by the application of 

processing models at the attitude formative stage revealing comparative outcomes 

(Hillyer & Tikoo, 1995). Positive effects were found with composite (the merger of two 

existing brands) extension strategies in new product implementation (Park et al., 1996).  

 

Co-branding was then explored in diverse contexts. For example, positive results were 

experienced with the combination of hotels and restaurant brands (at location specific 

sites). Synergies of revenue, profit, customer loyalty and operating efficiencies were 

reported (Boone, 1997). Alternatively recommendations were provided to avoid pitfalls 

and reinforce positive aspects of the co-brand process in advertising (Grossman, 1997). 

 

Conceptual development co-branding then occurred with consideration of initial brand 

‘fit’ and equity at relationship inception identified as key indicators of success (K 

Keller, 1998). Brand alliances were found to significantly affect respective partners 

brands; less familiar brands experiencing stronger spill-over effects; and parent brands 
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experiencing improved consumer attitudes (Simonin & Ruth, 1998). Branded 

ingredients were found to improve competitive positions in the case of moderate-quality 

host brands in comparison to non-aligned strategies (Desai & Keller, 2002; McCarthy & 

Norris, 1999). Pairing of high equity brands synergistically increased the value of 

brands; however, the pairing of low equity brands with higher valued brands increased 

combined value. This nullified the discounting effects that lower equity brands were 

thought to have (Aaker, 2004; Aaker & Joachimsthaler, 2000; Kapferer, 2004; K Keller, 

2003; Temporal, 2002; Washburn et al., 2000). 

 

Exploratory studies into retail co-branding suggested internal development of a suitable 

retail brand as a more acceptable strategy for franchisors (Young et al., 2001). And 

inter-organisational theory introduced antecedent conditions such as necessity, 

asymmetry, reciprocity, efficiency, stability, and legitimacy to retailers when 

considering a co-brand strategy (Dahlstrom & Dato-on, 2004). 

 

Industrial application of co-branding supported the strategy as viable with companies 

gaining positive outcomes in the channel network (Bengtsson & Servais, 2005). The 

impact of co-branded versus solo-branded extensions was then examined, 

demonstrating an improvement in consumer perceptions of co-brand attribute profiles 

and increased protection against competitive counter-extensions (Kumar, 2005). Cause-

brand alliances (charitable organizations) improved their relative positions regardless of 

the degree of cause familiarity (Lafferty & Goldsmith, 2005).  

 

The bulk of co-brand research is contextualised within product related brand strategies. 

However, retail brands extend product related brand theory into the retail environment 

(Berman & Evans, 2001; Dawson, 2001). The retail brand format is then presented as a 

combination of elements such as the corporate name, business format, store design, 

merchandise, ambience, promotion and so on (Dahlstrom & Dato-on, 2004; Dawson, 

2001; KL Keller & Lehmann, 2006). This majority of the co-branding research, 

therefore, has little relevance when considering the outcomes of this research in 

juxtaposition. 

 

Consideration of co-branding strategy in the context of franchising is therefore an 

important initiative for exploring the robust nature of the theory of isotropy. The two 

studies by Young et.al. (2001) and Dahlstrom and Dato-on (2004) provide the closest 
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approximation. In the next section a response is formulated which extends both these 

studies. 

 

8.3.1 Response to co-brand theory 

In this section the two studies of Young et al. (2001) and Dahlstrom and Dato-on (2004) 

are deconstructed and juxtaposed against the theory of isotropy. As these two studies 

are comparable to this research (but not representative) this seems the most appropriate 

forum to consider the specific nature of their considered approach to co-brand strategy 

In their study Young et al. (2001) found co-branding (between franchisors) a popular 

method of expansion in the United States of America (US). While exploratory in nature 

(at best a pilot study) it provided some indicative methods/activities of co-brand 

strategy among food service franchisors. Franchisors were found to be non-

collaborative by nature, with only basic collaboration featured with co-brand partners. 

This suggested internal development of a second brand (in-house) or the acquisition of 

another system (as a complementary brand) as the preferred forms of co-branding (as a 

future focus). No evidence of this alternative strategy existed at that time. The 

propositions put forward by Young et al. here were supported by the study. 

 

Clear alignment exists between this study and the theory of isotropy, highlighted by the 

limited nature of external co-brand relationships, and the subsequent gravitation to 

internal brand development. While some aspects of this study were relevant in the early 

stages of this research, the instrument was found to be superficial when applied to an 

internal co-brand strategy. It was therefore discarded in early in data collection. 

Nevertheless the similarities of the two studies add a high degree of robustness to the 

theory of isotropy given the disparate methodological approaches to the topic when 

compared to the outcomes. 

 

Dahlstrom and Dato-on (2004) proposed a framework outlining multiple business-to-

business issues associated with retail brand alliances. This framework was grounded in 

inter-organisational relationships, franchise law, international marketing, transaction 

cost analysis, reciprocity theory, agency theory, and institutional theory. Six constraints 

were pronounced fundamental to the proposed framework (necessity, asymmetry, 

reciprocity, efficiency, stability, and legitimacy). Therefore these constraints confine 

brand owners to co-branded concepts (internal or external alliances) that have limited 
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territory overlap; minimal investments in human assets, operating systems, and 

equipment costs; and low staff costs. The co-brand (opportunity) should therefore 

provide superior locations, complementary products, a similar incentive structure, and a 

strong brand reputation (both supply chain and consumer). Asymmetry-based 

determinants of inter-organisational relationships are likely to be associated with further 

antecedent conditions such as the level of investment in human resources versus the 

complexities of the branded operating system. And furthermore, investments in 

specialised equipment are likely to be correlated with higher personnel costs. 

 

Significant comparisons are apparent between this study and the propositions put 

forward by Dahlstrom and Dato-on (2004). In external co-branded alliances, the search 

for superior locations (provided by the tiering system) linked with the maintenance of 

franchise system operations as a discrete operationalisation of the co-branded format, 

synergised relationship dynamics but limited future opportunities when operating 

systems, equipment and staff costs were all considered. Thus, franchises search for 

internally developed brands to provide system-wide opportunities. And the 

asymmetrically based antecedents are neutralised. 

 

In this section the theory of maintaining franchise system isotropy was compared and 

contrasted against two previous studies which are considered close approximations. The 

previous studies were exploratory or proposition based and thus limited comparisons 

could be made. However, all three studies generally agree on antecedents to external co-

brand development. However, limited comparisons can be made to internal co-brand 

arrangements given the structural deficiencies highlighted in both prior studies. The 

contributions of this study are made in the next section. 

 

8.4 Contribution to Theory: A Summary 

In the previous section, the significant theories underpinning franchise research were 

explained and juxtaposed against the theory of isotropy. Areas of similarity and 

significant difference were highlighted. In this section specific contributions to the 

research area of franchising are explained. 

 

Maintaining franchise system isotropy purports franchisors’ total reliance on franchise 

system delivery of a co-brand strategy. Therefore, acquisition of profitable (or 
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otherwise) franchise units is not a prime directive of mature franchise systems. This 

approach forms the basis of a compelling argument against ownership redirection. In 

conjunction with this approach, when the theory of isotropy is contrasted with agency 

theory, franchisor behaviour is characterised as risk averse. The co-brand strategy forces 

franchisors to focus on current franchise arrangements, a less risky strategy highlighting 

significant reliance intra-system. This risk-averse nature produced a strong reliance on 

franchising as a distribution method in complex expansion strategies. Further, this 

combination of franchising and incentives/subsidisation producing extra-contractual 

obligatory behaviour highlights new perspectives for the agent-theoretic argument. 

Specifically, this involves a deeper relationship beyond the superficial principal/agent 

explanation. If the relationship is characterised as ‘deeper’ than principal/agent then 

ownership redirection must be redefined within the context of franchising. 

 

Limitations of TCE emerged in a co-brand context. The apparent increase in transaction 

costs created by a co-brand strategy notionally supports a need for company-owned 

operations (as franchisees needed to be compelled by subsidy to adopt this strategy). 

Therefore, the combination of ownership redirection, agency theory and TCE bring 

about high levels of conflicting views when applied in a co-brand context. Nevertheless 

these mature franchisors adopted a myopic approach to franchising with the explanation 

of isotropy providing a new perspective highlighting this unusual strategic 

organisational process. 

 

Broad alignment exists between previous co-brand studies supporting the limited nature 

of external co-brand relationships and a subsequent adoption of internal brand 

development. These similarities, as stated, add robustness to this theory. However, 

franchise systems, unable to satisfy expansion opportunities with external partners while 

maintaining system integrity, develop brands internally to provide system-wide 

opportunities. Therefore, the previously understood antecedents for co-brand 

development (necessity, asymmetry, reciprocity, efficiency, stability, and legitimacy) 

are made redundant. 

 

Hence, the theory of maintaining franchise system isotropy provides an explanation that 

extends previous thought in this area and introduces new concepts and perspectives to 

more effectively understand this complex organisational process. In the next section 

limitations to this theory are discussed. 
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8.5 Limitations 

Relevant limitations of this research are outlined in this section providing a platform to 

discuss related future research trajectories in Section 8.6. 

 

Franchising is a complex channel structure, defined by the interaction of many 

franchisee controlled outlets with a core strategic unit (the franchisor). Thus franchise 

system operations are dynamic in nature but static when viewed as a whole. Within this 

context, the unit of analysis in this research focussed on franchisor driven activities 

providing central (but significant) perspectives of co-brand strategy adoption and 

implementation.  

 

Also, a grounded theoretic perspective was the method of investigation for this study. 

While limitations (and advantages) of GT were extensively explained, the number of 

franchise systems investigated restrict the extent to which these findings can be 

generalised. GT does not assert theoretical generalisation across populations, but the 

lack of replicatability highlights an important research boundary. 

 

These limitations provide a framework for future directions. These directions are 

discussed in Section 8.6. 

 

8.6 Future Research 

This research provides a new perspective of franchise systems through the theory of 

isotropy. Nevertheless, the development and discussion of this theory represents a 

beginning rather than a conclusion. 

 

Limitations presented in the previous section indicate that future research could explore 

franchisee perspectives of co-brand strategy, thus attempting to define and corroborate 

the findings as holistic. The replicatability of the study is also an important factor. 

Franchise systems incorporating this strategy are few, but once adopted, systems 

physically express the strategy across vast geographic areas. In this context, the 

application of the theory to other similar franchise systems will endeavour to further 

embed the theory. 
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Further to this, the higher order categories outlined in Chapter 7 need to be further 

tested. Researching these elements will provide new perspectives of organisational 

behaviour and marketing strategy. Further exploration of the emergent properties of 

subjugation, resilience, transcendence, transference, bilateral-leveraging and brand 

migration will be important in the development of the theory of isotropy. They explain 

system behaviour and should be refined and tested in a range of franchise organisations 

discretely. These are new terms, not used in franchise research previously, introduced to 

explain certain aspects of the strategic organisational process developed in this study. 

This refinement process will add to the robust nature of the theory and provide deeper 

explanation of franchise strategy. This is a fruitful opportunity to extend this theory into 

franchise management decision making. 

 

8.7 Conclusion and Practical Implications 

Research into franchised co-brand strategy has been neglected in marketing literature. 

This study aimed to fill this research ‘gap’ (at least partially) through a grounded 

theoretical analysis of franchisor co-brand decision making. This constructivist 

approach triangulated franchisor perspectives as the unit of analysis presenting the 

strategic organisational process of maintaining franchise system isotropy as explanation 

of co-brand strategy contextualised within a marketing channel framework.  

 

Definitions of franchising and co-branding were presented to contextualise the study (as 

many definitions exist, clarity seemed prudent). A brief history of franchising, with 

specific focus on the Australian sector provided a relevant backdrop. Methodological 

issues were raised and clarified, culminating in the frame of reference to research the 

problem. Subsequently, research questions were highlighted which provided the means 

to focus on issues experienced by franchise organisations when adopting a co-brand 

strategy. The grounded theory method was explained and modified to appropriately 

collect and analyse data. 

 

Lower-categorical explanations of data were teased out in Chapters 5 and 6 representing 

the basic conundrums of co-brand strategy in franchised organisations. Propositions 

evolved in each lower-order category allowing axial theoretical development of the data 

into higher-order categories. The higher order categories of isotropy, subjugation, 
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resilience, transcendence, transference, bilateral-leveraging and brand migration 

resonated to form the theory of maintaining franchise system isotropy. These categories 

were discussed in some detail providing clarity and a level of robustness to the theory. 

 

The theory was then tested against other rationale (within a franchise context) to 

compare and contrast differences. This process revealed areas of significance which 

provide a platform for future research to develop the theory further. Further 

strengthening of theory through replication and enhancement of the higher-order 

categories will increase the robusteness of this theory  

 

The outcomes of this research reveal complex processes that franchise systems must 

utilise in a co-brand strategy. The composite nature (and trial and error foundations) of 

this strategy will remain a significant impediment to its broader adoption. So, it is hoped 

that many aspects of this research can be utilised by less mature franchise systems in 

order to expand beyond traditional means and that some facets of the theory can be 

discretely applied to inform and develop more sophisticated (and therefore resilient) 

franchise operations.  
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Appendix A 

(Research Ethics Database Protocol Number MKT/11/04/HREC) 

Information Sheet to Access Organisations 

Why is the research being conducted? 

 

As the evolution of co-branded franchising is only a recent development and given the 

obvious complexities of such decision making for the franchisors and franchisees 

involved, this area provides many compelling reasons for further structured research. 

Therefore, the purpose of this research is to study the phenomenon of co-branding 

arrangements in franchising and generate grounded theory as to why franchisors and 

franchisees adopt this type of arrangement. 

  

What you will be asked to do 
 

If you wish to participate, you will be interviewed at a time convenient to you. Also, 

you will be asked if there are any relevant company documents that you think would be 

useful to this research project. You will be asked if they can be screened by the 

researcher and portions copied for use in the research project. These will be kept strictly 

‘commercial in confidence’. 

 

The basis by which participants will be selected or screened 
 

All co-branded franchise organisations operating in Australia can potentially participate. 

 

The expected benefits of the research 
 

Perhaps the most significant contribution for theoretical development in this area, is the 

creation of a deeper understanding of the franchising process. A contribution may also 

be possible to the broader of area of marketing channels and distribution theories 

integral to the overall marketing discipline. Crystallising this theory will give small to 

medium size franchisors an ability to focus on a definitive strategy of co-branding 

without high levels of investment or the subsequent risks involved. Franchisees may 

also have an opportunity to evaluate and perhaps negotiate avoidance of aftermarket co-

extensives by gaining greater levels of power in the relationship.  
 

Your confidentiality 
 

All responses given in the interview will remain confidential. However, while your 

individual name will not be published there is a possibility that your identity may be 

established by third parties through the publications of the case studies for which the 

data is gathered. Your particular position within the organisation may be mentioned in 

publications to verify that the comments made in the interview are bona fide. 

 

Once the research has been completed all data will be stored in a locked filing cabinet at 

Griffith University for a period of five (5) years. 
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Risks to you 

There is a risk of being personally identified in published reports. However, the senior 

executive of your organisation involved in the research will screen publications. 

 

Your participation is voluntary 
 

Your participation in this research is completely voluntary. You can stop the interview 

at any time without comment or penalty.  

 

Questions / further information 
 

If you have any queries about this research or if you require additional information 

please contact the senior researcher, Associate Professor Lorelle Frazer. 

 

The ethical conduct of this research 
 

Griffith University conducts research in accordance with the “National Statement on 

Ethical Conduct in Research Involving Humans”. If you have any concerns or 

complaints about the ethical conduct of the research project they should contact the 

Manager, Research Ethics on 3875 5585 or research-ethics@griffith.edu.au. 

 

Feedback to you 
 

Your interview, once transcribed will be sent back to you for verification. If there is no 

response from you within a thirty (30) day period it will be assumed that the transcript 

is correct. A copy of the research findings will be available on request. 

 

Audio recordings 
 

An audiotape will be made when recording the interview. This tape will be destroyed 

once the interview has been transcribed and therefore cannot be used for any other 

purpose. 

  

Privacy Statement 
 

The conduct of this research involves the collection, access to and / or use of your 

identified personal information. The information collected is confidential and will not 

be disclosed to third parties without your consent, except to meet government, legal or 

other regulatory authority requirements. A de-identified copy of this data may be used 

for other research purposes. However, your anonymity will at all times be safeguarded. 

For further information consult the University’s Privacy Plan at 

http://www.gu.edu.au/ua/aa/vc/pp or telephone (07) 3875 5585. 
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Written Consent Form 
 
By signing below, I confirm that I have read and understood the information package 

and in particular have noted that: 

 

• I understand that my involvement in this research will include the participation in a 

short interview with the researcher for approximately half an hour; 

• I have had any questions answered to my satisfaction; 

• I understand the risks involved; 

• I understand that there will be no direct benefit to me from my participation in this 

research; 

• I understand that the senior executive involved in this research for this organization 

will screen any publications; 

• I understand that my participation in this research is voluntary; 

• I understand that if I have any additional questions, I can contact the research team; 

• I understand that I am free to withdraw at any time, without comment or penalty; 

• I understand that I can contact the Manager, Research Ethics, at Griffith University 

Human Research Ethics Committee on 3735 5585 (or researchethics@griffith.edu.au) if 

I have any concerns about the ethical conduct of the project; and 

• I agree to participate in the project. 

 

 
Participant____________________________ Date______________ 

 

 

 

Investigator___________________________ Date______________ 

 

Would you like to receive a copy of a summary of the results for this 

study? 

(please circle one) 

Yes or  No 
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Verbal Consent Form 
 

By listening to the following, I confirm that I have read and understood the information 

package and in particular have noted that: 

 
• I understand that my involvement in this research will include the participation in a 

short interview with the researcher for approximately half an hour; 

• I have had any questions answered to my satisfaction; 

• I understand the risks involved; 

• I understand that there will be no direct benefit to me from my participation in this 

research; 

• I understand that the senior executive involved in this research for this organization 

will screen any publications; 

• I understand that my participation in this research is voluntary; 

• I understand that if I have any additional questions I can contact the research team; 

• I understand that I am free to withdraw at any time, without comment or penalty; 

• I understand that I can contact the Manager, Research Ethics, at Griffith University 

Human Research Ethics Committee on 3735 5585 (or researchethics@griffith.edu.au) if 

I have any concerns about the ethical conduct of the project; and 

• I have had this Consent Form read fully to me and agree to participate in this 

study and give my consent freely.   

 

Verbal consent obtained?        Yes  No 

 

 

Date and time: _______________________________________ 

 

 

Person recording the consent: ___________________________ 

 

You would like to receive a copy of a summary of the results for this 

study     (please circle one) 

Yes or  

No 
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Appendix B 

Introductory Questions Asked In Unstructured Interviews 

McDonalds/McCafe Pilot Study 

Interview Structure (19/01/04) 

 

1. Why did the McCafe concept develop? What motivations did McDonalds have in 

developing this concept? 

 

2. How do you view McCafe within the McDonalds structure? 

 

3. Did you consider alternative brands or organisations instead of McCafe? 

 

4. Why did you introduce McCafe into an existing McDonalds store (and not 

separately in the same grounds or another discrete location)? 

 

5. What synergies, if any, do you think are being developed between McDonalds and 

McCafe? (from a franchisor perspective and franchisee perspective) 

 

6. Do you think availability of franchisees might be an issue if McCafe was treated 

completely separately to a McDonalds franchise? 

 

7. Have there been any benefits or disadvantages from McCafe compared to your 

experiences with BP and Shell in sharing the one retail location? 

 

8. Why do you think McDonalds needed a McCafe style of concept? 

 

9. Why was the Coorparoo site first selected? 

 

10. Are you able to differentiate benefits/disadvantages for McDonalds Corporate and 

franchisees with regard to McCafe? 

 

11. Have there been any advantages/disadvantages with the use of “Mc” in McCafe? 

 

12. Have there been any advertising synergies or benefits from the introduction of 

McCafe? 

 

13. Are there advantages in utilising the current McDonalds sites with regard to legal 

or non-financial barriers? (such as council regulations – by-laws etc.) 

 

End of interview questions 
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McDonalds/BP/Shell 

Interview Structure 

 

Section 1: Reinvigorate the Brand 

 

Why did the BP/Shell concept develop? What motivations did McDonalds have in 

developing this concept? 

 

How do you view BP/Shell within the McDonalds structure? 

 

Did you consider alternative brands or organisations instead of 

McDonalds/BP/Shell? 

 

Why do you think McDonalds (BP) need a BP (McDonalds) style of concept? 

 

Section 2: Growth Incentives 

 

What synergies, if any, do you think are being developed between McDonalds and 

BP/Shell? (From a strategic perspective). Sales/drive thru traffic? 

 

Have there been any benefits or disadvantages from McCafe compared to your 

experiences with BP and Shell in sharing the one retail location? 

 

Section 3: Attract Customers 

 

Have there been any advertising synergies or benefits from the introduction of 

McDonalds/BP/Shell that have directly attracted new customers? 

 

Section 4: Competition 

 

Are the sites combined with BP/Shell/McDonalds more resistant to competition than 

stand-alone sites? 

 

Section 5: Systems 

 

Did you need to create special systems with regard to this venture? For example, a 

new computer system or operations manuals. 

 

Section 6: Culture 

 

Is the availability of franchisees an issue for Shell/BP/McDonalds sites? 

 

Are you able to differentiate benefits/disadvantages for McDonalds/BP Corporate 

and franchisees with regard to the McDonalds/BP concept? 

 

Are these combined sites more difficult to run than other stand-alone sites? For 

franchisees? For staff of franchisees? 
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Section 7: Legal 

 

Are there advantages in utilising current McDonalds or BP sites with regard to legal 

or non-financial barriers? (such as council regulations – by-laws etc) Have you set 

up new sites with both brands or have you only set up combined sites where there is 

already an existing petrol station? 

 

Section 8: Retail Image (physical structure) 

 

 Exterior (especially marquee) 

 General interior 

 Store layout 

 POP displays 

 

Why did you introduce/evolve BP/Shell into an existing McDonalds store –and vice 

versa (and not separately in the same grounds or discrete location)? 

 

Do you separately plan the retail image (as above) or do combined 

BP/Shell/McDonalds planners collaborate? 

 

Are there any plans to have a single franchisee own a combined 

McDonalds/BP/Shell site? 

 

 

End of interview questions 
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bb’s/Donut King 

Interview Structure 

 

Section 1: Reinvigorate the Brand 

 

Why did the bb’s/Donut King concept develop? What motivations did you have in 

developing this concept? 

 

How do you view bb’s and Donut King within the RFG structure? 

 

Did you consider alternative brands or organisations instead of Donut King? 

 

Why do you think bb’s needed a Donut King style of concept? 

 

Section 2: Growth Incentives 

 

What synergies, if any, do you think are being developed between bb’s and Donut 

King? (From a strategic perspective). Sales/walk thru traffic? 

 

Have there been any benefits or disadvantages with Donut King in sharing the one retail 

location? 

 

Section 3: Attract Customers 

 

Have there been any advertising synergies or benefits from the introduction of 

bb’s/Donut King that have directly attracted new customers? 

 

Section 4: Competition 

 

Are the sites combined with bb’s/Donut king more resistant to competition than other 

stand-alone sites? 

 

Section 5: Systems 

 

Did you need to create special systems with regard to this venture? For example, a new 

computer system or operations manuals. 

 

Section 6: Culture 

 

Is the availability of franchisees an issue for this concept? 

 

Are you able to differentiate benefits/disadvantages for RFG Corporate and franchisees 

with regard to the bb’s/Donut King concept? 

 

Are these combined sites more difficult to run than stand-alone sites? For franchisees? 

For staff of franchisees? 
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Section 7: Legal 

 

Are there advantages in utilising current bb’s or Donut King sites with regard to legal or 

non-financial barriers? (such as council regulations – by-laws etc) Have you set up new 

sites with both brands or have you only set up combined sites where there is already an 

existing brand? 

 

Section 8: Retail Image (physical structure) 

 

 Exterior (especially marquee) 

 General interior 

 Store layout 

 POP displays 

 

Was this a new site or one that was already occupied by a bb’s or Donut King? 

 

Do you separately plan the retail image (as above) or do combined bb’s/Donut King 

planners collaborate? 

 

Are there any plans to have a single franchisee own combined bb’s/Donut King site? 

 

 

End of interview questions 


