Shuai Su / Journal of Industrial Distribution & Business 3-2 (2012) 17-21 17

SA study of the Factors of Chinese Franchisor's Re-contract

Shuai Su*

Abstract

Purpose - The objective of the paper is to explain the factors af-
fecting on the Re-contract intension of franchisor in the uprising
Chinese franchise market.

Research design, data, methodology - The study conducted a sur-
vey on the 400 franchisors data in China from January to July
2012.By AMOS analyzing the data to examine these hypotheses em-
pirically, we can confirm most hypothesis supposed.

Results - This study shows that the high management performance
and satisfaction of the franchise headquarters has a positive effect on
the Re-contractintention of franchise. In the case of large markets
such as China, the franchisor's strategy and the role is very
important.

Conclusions - This study provides franchisors and practitioners,
who plan to extend their franchising business abroad into Chinese
market, with some practical knowledge. in order to achieve stable
profits, the franchise corporation needs to support the operation of the
individual franchisee through incentives and standardization of

services.
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1. Introduction

Recently, there are about 100 franchise stores in the US. These
chain stores make one trillion profit every year. The jobs, more than
one thousand and one hundred, associated with franchise industry
have been accepted as a common definition in the US. Moreover, the
Japanese franchise industry has made 1,720 hundred millions profit in
2007. The230 thousand chain stores have formed a huge market in
this field. In Korea, in the end of 2008, the franchisor were 2,426,
and the number of franchisees were about 257,274. In addition, the
employees were one billion, and it has took 10.4% GDP with 97 tril-
lion won in this market. It has spreaded into 250 different service in-
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dustries such as food service industry, retail industry, educational in-
stitution, care center, beauty salon. And the franchise system was car-
ried out by the government. As a result, by2012, the 8.6% of the to-
tal GDP, 113 trillion, the rate of service is increasing by 18%. It is
expected that the growth of franchise industry will be active. Now
the industry of franchise has become one of the fastest developed in-
dustry in the world. This development has brought a ripple effect.

This research is going to find out the factors affecting the Chinese
franchise system and analyze the recent develop situation and
problems. Especially, this study is to analyze the factors influencing
the recontract of franchise growth in China. In detail, this research
analyze how the factors such as the characteristics of franchisor, fran-
chisee, the relationship between franchisor and franchisee, environment
influence the relationship between the Chinese franchisor and
franchisee. Furthermore, most literature focus on franchisor to study
recontract. However, this research focus on franchisor to find out how
factors are important. This study contributes to the intranational fran-
chise companies for making effect strategy to enter the Chinese
market.

2. The Chinese Franchise Development

From 1990s, the Chinese franchise industry has developed quickly.
After 2001, the demand of new service has been increasing.
According to the Chinese chain business association, by the end of
2011, the number of franchisor in China is about 5000, and the fran-
chisee is more than 300 thousand. The performance of the TOP 120
franchisor is more than 3730 hundred million RMB, the rate of serv-
ice is increasing by 9.6%. Among these industries, the food, retail
franchise industries are the most ones. It has found that 31 compa-
nies of the 120 Chinese chain companies are the food hotels. Among
those hotels, 11% are the foreign brand, and the franchisors are
opened in the capitals such as Beijing, Shanghai, Guangdong
Provinces. After opening the door, the economy has developed
quickly. According to the report of the China Chain Store &
Franchise Association, there are 6 companies in the TOP 10 that
have made the profit over 100 hundred million RMB. Among the
TOP 120 franchise companies, the listed companies have been 24.
And in all TOP 120, there are about 80% companies are going to
enter the listed companies. Furthermore, there are 66 (55%) compa-
nies of the TOP 120 ones use franchise systems to operate the
companies. In addition, in the future, there are 14% companies plan
to use kinds of brand system to operate the companies. In each local,
there are 8 areas such as Beijing, Tianjing, Shanghai, Shenzheng and
the cities around Bohai, East and South of China are the highest in
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income and consumption culture. According to China Chain Store &
Franchise Association. Most of the franchise stores are dispersing
around Bohai, East and South China, and Southwest. Furthermore,
most of these franchisestores are in Beijing, Shanghai, Guangzhou,
Tianjing, Hangzhou. The income and the consumption levels are high-
er than other cities. Among these cities, most of the franchise compa-
nies are operated by food service, retails, healthcare and cosmetic
treatment. In 2009, the franchise industries can be divided by whole-
sales-retails (40%), food service (30%), and service industry (26%).
Currently, a new product and service which is different from the past
franchise system is entering the market. As a result, the franchise as-
sociated with service will be increasing quickly.

The concept of franchise in China did not exist from 1984 to
1992. And it is difficult for the foreign companies to enter China
due to the govern control. The foreign franchise industry started with
the opening of KFC in Beijing in 1987. After 2000, the franchise in-
dustry was developing quickly, and from Ist Feb., 2005, the foreign
franchise industry developed in China with a large-scale. Now the
franchise brand is increasing with the door opening of retails and
services. Currently, the foreign franchise in the Chinese market are
focusing on the high level consumption as the target through well-be-
ing, different service, luxury. Take the clothes as an example, Jean
George, Send & Bund, Face Bar are the main restaurant. There are
112 Carrefour stores in China, and the profit is the first one with
296 hundred millions yuan. In addition, KFC, TACO BELL, Pizza
Hut, Long John Silver's are operating 35,000 restaurants. These
brands make 215 hundred millions yuan every year which are the
first one in the food service industry. And now, among the foreign
franchise brands in China, the American ones take up 50%.
According to the Franchise Times "the 200 franchise companies in
2004" in America, there have been 60 franchise brands entering
China. Especially, 14 (65%) brands of the 20 franchise brands in
them have developed in China

3. Research Model and Hypothesis Development

The factors influencing franchise system performance have been
studied by lots of scholars. However, most of the studies only focus
on franchisor characteristics, franchisee characteristics, and the rela-
tionship characteristics and competitive characteristics between franchi-
sor and franchisee to find out how they influence the performance.
Stern & El-Ansary (1988) estimate the effect of service support by
franchisor on performance. Hoffman & Preble (1991) explain the im-
pact of organization management and operation direction stand-
ardization on performance. Smith (1993) find out the effect of com-
munication, training, problem solution, and support while Morgan &
Hunt (1994) insist the franchisor support is important for the
performance.

In addition, there are a lot of researches of the impact of franchise
characteristics on performance. Doutt (1984) find out the importance
of fund status, store size and the number of employees of the com-
pany profit. Especially, Lussier (1996) explains the effect of funds
management. Shan (1997) studies the impact of businessman mind,

business experience and store location covariance on performance.
Currently, Han (2009) find out the impact of franchisor disposition,
in other words, business management ability and operation cost on
profit. There are lots of studies of the relationship between franchisor
and franchisee influencing franchise system performance. Lusch (1976)
find out the impact of discord between franchisee and franchisor on
performance. Morrison (1997) and Kim (1994) estimate the effect of
discord and trust and immersion on profit. Inaddition, there are also
studies of market competitive and franchise environment characteristics
influencing performance. Campbell, Datar, & Sandino (2007) focus on
the market environment to study performance. Kim(2006) explain the
impact of market environment movement. And Kim and Bek (2008)
find out the effect of uncertainty of demand.Hussain, & Windsperger
(2010) analyze the impact of environment risky on performance.
Recently, scholars put franchisor characteristics, franchisee character-
istics, the relationship between, and the competitive characteristics to-
gether to modelling the their impact on performance (Shin 2000;Kim
2003; lee 2010). However, most of these research focus on franchisee
to study the impact on performance. It is because focusing on fran-
chisor to do such research is difficult. This study is going to find
out how these factors influencing performance with the background of
franchisor. Especially, we collected data in China to find out how
franchisor characteristics, franchisee characteristics, the relationship be-
tween franchisor and franchisee, and environment characteristics influ-
encing franchisor profit.

In this research, the factors influencing performance are based on
the literature. In order to find out the impact of franchisor character-
istics, franchisee characteristics, the relationship between franchisor
and franchisee, and environment characteristics on performance, the
research model was made <Figure 1>. Furthermore, franchisor profit
can be constructed by business profitithe satisfaction of franchisor
stores, and the recontract between franchisor and franchisee in the
future. In another word, this study not only analyze the impact of
franchisor characteristics, franchisee characteristics, the relationship be-
tween franchisor and franchisee, and environment characteristics on
performance, but also how these factors influencing the evaluation of
franchisor to franchisee and satisfaction. Finally, this research find out
how they affecting the recontract relationship between franchisor and
franchisee.
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According to the research model, we display the hypothesis as
follows. At first, the activities of franchisor, the support to franchisee,
incentive, control, system standardization are significantly associated
with the profit of franchisor.

H1: The support of franchisor significantly (+) influences the busi-
ness profit of franchisor.

H2: The incentive of franchisor significantly (+) influences the
business profit of franchisor.

H3: The control of franchisor significantly (+) influences the busi-
ness profit of franchisor.

H4: The system standardization of franchisor significantly (+) influ-
ences the business of franchisor.

And it is predicted that The finical ability, business ability, busi-
nessman mind are significantly associated with the business profit of
franchisor and the satisfaction of franchisee stores.

H5-1: The good finical status of franchisor significantly (+) influ-
ences the business of franchisor.

H5-2: The good finical status of franchisor significantly (+) influ-
ences the satisfaction of franchisee.

Ho6-1: The business ability of franchisor significantly (+) influences
the business of franchisor.

H6-2: The business ability of franchisor significantly (+) influences
the satisfaction of franchisee.

H7-1: The good mind of franchisor significantly (+) influences the
business of franchisor.

H7-2: The good mind of franchisor significantly (+) influences the
satisfaction of franchisee .

In addition, it is predicted that the relationship such as trust, im-
mersion, discord between franchisor and franchisee are significantly
associated with the business profit of franchisor and the satisfaction
of franchisee .

H8-1: The trust(franchisor/franchisee) significantly(+)influences the
business of franchisor.

H8-2: The trust significantly (+) affects the satisfaction of
franchisee.

H9-1: The immersion(franchisor/franchisee)significantly (+) influen-
ces the business of franchisor.

H9-2: The immersion significantly affects the satisfaction of fran-
chisee stores.

H10-1: The discord(franchisor/franchisee)negatively (-) influences
the business of franchisor.

H10-2: The discord negatively (-) affects the satisfaction of fran-
chisee stores.

It is predicted that the uncertainty of businessenvironment such as
the likelihood change of consumer, the sales of competitive company,
and the strategy change of ad., are negatively associated with the
profit of franchisor.

H11: The uncertainty of business environment negatively (-) influ-
ences the business of franchisor.

It is predicted that the better the profit of franchisor the better sat-
isfaction of franchisee. As a result, the decision to recontract between
franchisor and franchisee will be higher.

4. Data collection and analysis method

4.1. Questionnaire construction and the concept of variance

According to the literature, this research made the questionnaire.
The operating definitions of each variable are constructed by 15 vari-
ables with 67 items.

4.2. Data collection

According to the Chinese franchise association, we collected the
data from the main cities, Beijing, Shanghai, and Guangzhou in
China from 15th Jul. to 15th Aug., 2010. There are 4,000 franchisor
in these cities. In order to improve the reliability of the data, we de-
pended on the professional research association in China to collect
the data from 398 franchisors. With the data, we use AMOS to ana-
lyze the data. In addition, Cronbach's alpha analysis is used to com-
firm the reliability of each variable.

5. Results of reliabilityand validity

Cronbach’s Alpha analysis is used to test the reliability of each
variable. Some of the items in each variable are deleted. As a result
all variables' Cronbach's Alpha are more than 0.7. As a result of the
confirmatory factor analysis, we use the factors to do the deep
analysis. And the factors can be concluded as follows: franchisor
characteristics,  franchisee  characteristics, relationship  character-
istics,environment ~ characteristics, franchisor satisfaction, franchisor
business performance, franchisor recontract intention. Each Alpha of
the factors are more than 0.7, thus the reliability is high. Structured
Equation Model (SEM) is used to test the validity of the research
model. The model has a good fitness (GFI > 0.9, 0.05 < RMSEA <
0.06). The results of reliability and validity are shown. All the factor
loadings are more than 0.5. Thus, the reliability and validity are

higher.

6. Analysis results of hypothesis

In order to test the research model, AMOS 17.0 is used to do the
path analysis. The research model has good fitness (X2=1,568,
p<0.000, GFI=0.903, AGFI=0.877, RMSEA=0.065). The results are
given in Tables 1 .
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<Tables 1> The results of hypothesis

Standardized| T- | P- | Accept
Path . .
coeffcient |value | value [or Reject
| Franchisor's | HI-1 Support= 0.194  [3306[0.000| Accept
characteristics Performance
pp | Franchisor's | H2-1 Incentive= 1 y37 13 53910 001 | Accept
characteristics Performance
m Franchlsioris H3-1Supervisor— 0.103 1.63 [0.103] Reject
characteristics Performance
4 Franchls‘or‘s H4-1Standization— 0219 408 [0.000| Accept
characteristics Performance
H5 Franchls.ee.s H5-1 Finance— 011 25 0010 Accept
characteristics Performance
ps | Franchisee’s | HS-2 Finance— 0285  |5.527]0.000| Accept
characteristics Satisfaction
H6 Franchls.ee.s H6-1Management— 0.136 2584(0.020| Accept
characteristics Performance
p | Franchisee's | H6-2 Management |1y 3610 00| Accept
characteristics —Satisfaction
7 Franch1s.ee.s H7-1Entrepreneurship 0.124 2236{0.020| Accept
characteristics —Performance
7 | Franchisee's | H7-2 Entreprencusship| )\ o115 79610 000| Accept
characteristics —Satisfaction
pg | Relational | H8-1 Trust— 0086  |1.938]0.053| Accept
characteristics Performance
pg | Relational | H8-2 Trust— 0053 |0.886]0.376| Reject
characteristics Satisfaction
Ho RelatloTlaF H9-1Commitment— 0.02 -0.34 0.694| Reject
characteristics Performance 9
po | Refational | H9-2 Commitment | ) o0 1 0710 08| Reject
characteristics —Satisfaction
H10 RelatloTlaF H10 Conflict 0447 -2.26 0.007| Accept
characteristics —Performance 8
Relational H1 fli -0. .
Hio| - Canond 0 Conflict 0066 | %]0337| Reject
characteristics —Satisfaction 9
. H11 Uncertainty -1.95
H11| Uncertainty — Performance -.0321 ) 0.051| Accept

Franchisor characteristics such as franchisor support, incentive and

system  standardizaiton  significantly = (+) influence  franchisor
performance. This is consistent with the research by shin (2000), Kim
(2008). Thus franchisor should not focus on franchisee employment.
Franchisor should focus on the factors influencing performance such
as system standardization and incentive to make strategy. However,
the hypothesis of franchisor control is rejected. It is because the
Chinese market is so big and the business environment is complex.
According to the different economy, it can be divided into east area
and west area. Thus, it is difficult to do franchisor control by one
evaluation standardization.

The factors of franchisee characteristics, franchisee financial, fran-
chisee business ability and businessman mind are associated sig-
nificantly (+) with franchisor performance and satisfaction. This results
have been comfirmed by Lussier(1996), Han (2009). And the result
of franchisee financial, business and business ability and businessman
mind influencing satisfaction is consistent with the research by
Weaven & Franzer(2007), Kim(2009). Thus, it is important to consid-
er franchisor financial, business ability and businessman mind when
franchisor choose the chain stores.

Among the relationship between franchisor and franchisee, the trust

between them is significantly associated with performance. The dis-

cord has anegative effect. These results are consistent with the results
by Pavlou & Ba,2000; Morrison,1999; Weaven & Frazer, 2007.
However, these factors have no effect on franchisor satisfaction. Thus,
it is because the status of franchise system in China is so big.

Finally, environment change and uncertainty have negative (-) im-
pact on franchisor business performance. This result has been con-
firmed in the literature research (Campbell, Datar, & Sandino,2007.
Generally, when the market is changing and uncertainty, they will in-
fluence the franchisee negatively. Thus, it is necessary to make strat-
egy for improving the certainty. Finally, franchise business perform-
ance and satisfaction is significantly associated with the recontract of
franchisee. The better the business performance and the higher sat-
isfaction of franchisee, the higer possible the recontract with
franchisee.

7. Conclusions

The franchise industry is developing quickly in all the world. It
has brought extent effect in the national country. After China entering
WTO in 2004, all the wholesale retails have opened. And the fran-
chise industry developed quickly. Even through, there are only 20
years history of franchise in China, it has been the largest franchise
market in the world. However, research of the Chinese franchise mar-
ket is scarcity. From 1990, the International Franchise Association
(IFA) and some researchers focus on China and Europe to do the
research. However, they only focus on investment in the Chinese
market. Thus, it is difficult to understand the culture, economy and
society market environment of the Chinese franchise industry. There
are researches in national China, but the research of franchisor is
scarcity. Thus, the effect of franchisor in China is great. It is because
it is necessary to make different strategy in each area. This re-
searches focus on franchisor strategy, franchisor characteristics and re-
lationship with franchisee to find how they influence franchisor busi-
ness performance, satisfaction, and recontract intention.

Thus, the factors influencing franchisor performance, franchisor
characteristics such as franchisor support, incentive and system stand-
ardization are significantly (+) associated with franchisor business
performance. Among franchisor characteristics factors, franchisee finan-
cial, businessman ability and business mind are significantly (+) asso-
ciated with franchisor performance and satisfaction of franchisee.
Among the factors of relationship between franchisor and franchisee,
trust has a significant (+) effect on performance. And the discord has
a negative (-) influence on performance. However, trust, immersion,
and discord have no effect on satisfaction of franchisor. Environment
uncertainty is negatively (-) associated with franchise performance.
Finally, the higher the business performance and satisfaction, the
higher recontract intention is. However, this research has some limi-
tations when finding the the impact of factors on franchise recontract.
First, among the factors of franchisor performance and satisfaction in
this research, the impact of franchisor characteristics, franchisee char-
acteristics, relationship characteristics, environment characteristics are
confirmed. However, other factors influencing franchise performance
and satisfaction are not confirmed. Thus, in the future, it is necessary
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to find the effect of other factors in this research model. Second, the
data is collected from Beijing, Shanghai, Guangzhou in China. Thus
the result of this research is difficult to be generalize. Thus, it isin-
teresting to get more data to compare the different industries. Finally,
this research only collected the data of the franchisor, not the data of
franchisor and franchisee. Thus, it is interesting to collect the data of
franchisor and franchisee to study the factors influencing the deci-
sion-making in the future.
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