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TABLE 4B 

CORRELATION MATRIX AND DESCRIPTIVE STATISTICS (RAW VALUES) 
 

 

n1= 12,909 

Correlations exceeding |.02| are significant at p < .05, two-tailed 

   1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 

1 Outlet Sales Revenue SRit -               

2 Clustering (new-new) CLit(NN) 0.03 -              

3 Clustering (new-mature) CLit(NM) -0.03 -0.07 -             

4 Clustering (mature-mature) CLit(MM) 0.07 -0.16 -0.07 -            

5 Clustering (mature-new) CLit(MN) -0.03 -0.02 -0.01 -0.02 -           

6 Shared Ownership SOit 0.08 0.02 -0.06 0.35 -0.02 -          

7 Franchisor vs Franchisee Ownership FFOi -0.08 0.27 -0.07 -0.54 0.03 -0.35 -         

8 Cluster Size CSit 0.04 -0.02 0.05 0.31 0.00 0.89 -0.31 -        

9 Mean Age of Clustered Outlets APit 0.19 -0.51 0.15 0.52 -0.03 0.30 -0.63 0.31 -       

10 Firm Size FSt 0.33 0.06 0.00 0.04 0.04 0.01 0.07 0.02 0.22 -      

11 Royalty Rate RRt 0.15 0.05 0.00 0.03 0.04 -0.01 0.07 0.00 0.22 0.72 -     

12 Inter-Brand Competition IBCkt -0.08 0.21 -0.02 -0.07 0.10 0.15 0.15 0.17 -0.07 0.06 0.07 -    

13 Market Population POPkt -0.06 0.21 -0.02 -0.05 0.11 0.19 0.13 0.20 -0.03 0.07 0.09 0.99 -   

14 Income per capita INkt 0.25 0.23 -0.02 0.01 0.05 0.31 0.09 0.34 -0.02 0.27 0.21 0.15 0.18 -  

15 Market Area ARk -0.09 0.16 -0.03 -0.09 0.04 -0.07 0.19 -0.08 -0.07 0.07 0.09 0.39 0.38 -0.10 - 

 Mean  522614 0.75 0.12 1.21 0.01 8.07 0.59 9.26 9.16 817.86 8.42 65.71 756475 42350 1420.3 

 SD  306703 1.89 0.67 2.89 0.21 6.84 0.49 7.82 5.58 87.45 0.49 112.57 1210491 10249 23.20 
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TABLE 5 

HAUSMAN-TAYLOR INSTRUMENTAL VARIABLE (HTIV)  

REGRESSION ESTIMATES 

 

Outlet Sales Revenuea  
 

Hs Coeff. 
Standard  

Error 
z value 

Intercept  η0  1.69  1.45 1.17 

Clustering (new-new) CLit(NN) η1 H1A,1B -.03**    .01 -3.06 

Clustering (new-mature) CLit(NM) η2 H1A,1B -.10*  .04    -2.35 

Clustering (mature-mature) CLit(MM) η3 H2 .01  .02 .52 

Clustering (mature-new) CLit(MN) η4 H2 .04  .12        .38 

Shared Ownership SOit η5  .04**  .01 4.80 

Franchisee Ownership FFOi η6  -.80**  .15 -5.33 

Clustering (new-new) * Shared Ownership CLit(NN) * SOit  η7 H3 -.01** .00 -4.84 

Clustering (new-mature) * Shared Ownership CLit(NM) * SOit η8 H3 .01*  .00  1.99 

Clustering (mature-mature) * Shared Ownership CLit(MM) * SOit η9 H4 .00**  .00  4.09 

Clustering (mature-new) * Shared Ownership CLit(MN) * SOit η10 H4 -.02**     .01  -4.00 

Clustering (new-mature) * Franchisee Ownership CLit(NM) * FFOi η11 H5 .09* .04 2.23 

Clustering (mature-mature) * Franchisee Ownership CLit(MM) * FFOi  η12 H5 -.07**  .02  -2.86 

Clustering (mature-new) * Franchisee Ownership CLit(MN) * FFOi η13 H5 -.14 .12 -1.20 

Cluster Size CSit η14  -.10**  .01  -13.40 

Mean Age of Clustered Outlets APit η15  -.06** .01 -6.20 

Change in Mean Age of Clustered Outlets (APit)2 η16  .00+ .00 1.79 

Firm Size FSt η17  .00**  .00     7.37 

Royalty Rate RRt η18  -.39**  .05   -7.90 

Inter-brand Competition IBCkt η19  .00+  .00      1.70 

Market Populationa POPkt η20  .20**  .05  3.95 

Income per capitaa INkt η21  1.04**  .14     7.41 

Market Areaa  ARk η22  -.05  .06    -0.84 

Inverse Mills Ratio IMRit η23  -.78** .08 -10.25 

Year Fixed Effects YRt η24-31  Yes 

 

Number of Observations = n2 = 6,576;   Wald χ2 = 11,096.91 (p < .01) 

Base Year = 2004 
a: Natural log-transformed  
 

+p < .10, *p < .05, **p < .01, two-tailed tests. 
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TABLE 6 

SIMPLE SLOPES ANALYSIS OF SIGNIFICANT INTERACTIONS 

 

 

 
 

Estimated Impact on 

Outlet-Level Sales 

(Simple Slope) 

t-value p-value 

Impact of clustering of the new focal outlet with other new outlets on outlet sales under shared ownership 

 

Shared Ownership (Low) 
 

-.03 -3.06 .00 

 

Shared Ownership (High) 
 

-.20 -7.04 .00 

Impact of clustering of the new focal outlet with mature outlets on outlet sales under shared ownership 

 

Shared Ownership (Low) 
 

-.10 -2.35 .02 

 

Shared Ownership (High) 
 

.08 1.25 .21 

 

Impact of clustering of the mature focal outlet with other mature outlets on outlet sales under shared ownership 
 

 

Shared Ownership (Low) 
 

.01 .52 .60 

 

Shared Ownership (High) 
 

.12 6.64 .00 

Impact of clustering of the mature focal outlet with new outlets on outlet sales under shared ownership 

 

Shared Ownership (Low) 
 

.04 .38 .71 

 

Shared Ownership (High) 
 

-.67 -3.22 .00 

Impact of clustering of the new focal outlet with mature outlets on outlet sales with respect to franchisor vs. 

franchisee ownership 
 

Franchisor vs. Franchisee Ownership (Franchisor-Owned) 
 

-.10 -2.35 .02 

 

Franchisor vs. Franchisee Ownership (Franchisee-Owned) 
 

-.01 -.33 .74 

Impact of clustering of the mature focal outlet with other mature outlets on outlet sales with respect to franchisor 

vs. franchisee ownership 
 

Franchisor vs. Franchisee Ownership (Franchisor-Owned) 
 

.01 .52 .60 

 

Franchisor vs. Franchisee Ownership (Franchisee-Owned) 
 

-.06 -2.40 .02 
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FIGURE 1 

CONCEPTUAL FRAMEWORK 
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FIGURE 2 

CLUSTERING OF OUTLETS IN YEAR 2012 

 

 

                                                                 

 

      

 

 

                                         Mature Outlet                                   New Outlet 

 

 

Clustering of new focal outlets with 
other new outlets (Michigan) Clustering of mature focal outlets 

with other mature outlets (Ohio) 

Clustering of a mature focal outlet 
with new outlets (California) 

Clustering of a new focal outlet with 
mature outlets (Tennessee) 
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FIGURE 3A 

SIMPLE SLOPES ANALYSIS FOR SIGNIFICANT INTERACTIONS 

(SHARED OWNERSHIP) 

 

 

 

                    

 

 

 

 

   
 
CL(NN): Clustering of the new focal outlet with other new outlets 

CL(NM): Clustering of the new focal outlet with mature outlets 

CL(MM): Clustering of the mature focal outlet with other mature outlets 

CL(MN): Clustering of the mature focal outlet with new outlets 

SO: Shared ownership of clustered outlets 
 

Note: Outlet-level sales are natural log transformed 
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FIGURE 3B 

SIMPLE SLOPES ANALYSIS FOR SIGNIFICANT INTERACTIONS  

(FRANCHISOR VS. FRANCHISEE OWNERSHIP) 

 

 

 

                    

CL(NM): Clustering of the new focal outlet with mature outlets 

CL(MM): Clustering of the mature focal outlet with other mature outlets 

 

Note: Outlet-level sales are natural log transformed 
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APPENDIX 3A 

COMPUTATION OF THE LOCAL MORAN’S I 

 

The Local Moran’s I index (Anselin 1995) estimates clustering strength or spatial 

autocorrelation of a focal outlet based on its geographic proximity from other outlets and 

its attribute similarity or dissimilarity from other outlets simultaneously.  

 

The Local Moran’s I (LMIi) for a focal outlet i can be computed as:  

 

1)    LMIi  =  
(𝑥𝑖−𝑋̅ )

𝑠𝑖
2   ∑ 𝑤𝑖,𝑗

𝑛
𝑗=1,𝑗≠𝑖 (𝑥𝑗 − 𝑋̅) 

Where xi is an attribute of an outlet i, in our context, it is the age of outlet i. 𝑋̅ is the mean 

of the corresponding attribute. wi,j is the spatial weight between outlets i and j. This 

spatial weight is based on the inverse distance conceptualization. Therefore, lesser 

distance means greater spatial weight. Finally, si
2 can be calculated as: 

 

 

2)    si
2 =  

∑  𝑤𝑖,𝑗
𝑛
𝑗=1,𝑗≠𝑖

𝑛−1
 − 𝑋̅2 

Where n is the total number of outlets. 

 

A positive value for LMIi indicates that a focal outlet i has neighboring outlets with 

similar attributes. A negative value for LMIi shows that a focal outlet i has neighboring 

outlets with dissimilar values. In both cases, it means that the focal outlet i is part of a 

cluster. The LMIi approaches zero in case of a random spatial pattern. The LMIi is a 

relative measure and can only be interpreted within the context of its computed z-score or 

p-value. 

 

In addition to the LMIi value for each outlet, the computation of the Local Moran’s I also 

generates the cluster category of each significantly clustered outlet based on its attribute 

(i.e., in this context, outlet age). The Local Moran’s I identifies outlets with low (i.e., 

younger age) and high (older age) attribute values by using normal distribution of outlets’ 

age and categorizes them as new and mature respectively, yielding four archetypal cluster 

types. For our data, the Table below displays the age range of mature and new outlets, as 

computed by the Local Moran’s I statistic. For example, in 2004, a mature outlet was at 

least 8 years old, whereas a new outlet was at most 3 years old. 

 

 
2004 2005 2006 2007 2008 2009 2010 2011 2012 

Age Range for Mature Outlets 

(in years) 

 

8-27  

 

9-28 

 

9-29 

 

8-30 

 

9-31 

 

10-32 

 

11-33 

 

12-34 

 

13-35 

Age Range for New Outlets 

(in years) 

 

0-3 

 

0-1 

 

0-2 

 

0-3 

 

0-4 

 

0-5 

 

0-6 

 

0-7 

 

0-8 
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APPENDIX 3B 

THE HAUSMAN-TAYLOR INSTRUMENTAL VARIABLES (HTIV) 

ESTIMATION 

Panel data lend themselves to analysis by fixed-effects (FE) or random-effects (RE) estimation 

approaches (Baltagi 2008). FE estimation yields consistent estimates but has the disadvantage 

that it does not yield any estimates for coefficients of time-invariant variables. RE estimation, 

however, leads to inconsistent estimates when the regressors are not independent of the 

unobserved individual fixed error term. Hausman and Taylor (1981) proposed an alternative 

model where some, but not all, the regressors are correlated with the individual fixed error term 

(αi) and not with random error (uit). This model is based on an instrumental variable estimator that 

uses both the between and within variation of strictly exogenous variables as instruments, and 

does not rely on external instrumental variables. 

This Hausman-Taylor Instrumental Variable (henceforth, HTIV) specification splits time- varying 

(X) and time-invariant (Z) regressors into two sets of variables. The first set of regressors [X1, Z1] 

is assumed exogenous and not correlated with αi or uit, whereas the second set [X2, Z2] is 

endogenous and is correlated with αi but not with uit (Baltagi, Bresson, and Pirotte 2003).  The 

HTIV approach makes the critical assumption that some of the regressors (X) are correlated with 

the fixed error term, but not with the random error term [i.e., Cov (αi, X) ≠ 0, rather than Cov (uit, 

X) ≠ 0] (Baltagi 2008). As our analysis includes both time-varying (clustering and shared 

ownership) and time-invariant (franchisor vs. franchisee ownership) endogenous regressors, they 

need to be tested for their associations with the fixed error term (αi).  

The time-invariant endogenous regressors (Z) can only be associated with omitted fixed effects 

(αi) and not with random errors (uit) (Boulding and Christen 2003). To investigate the association 

of time varying endogenous regressors (X) with the fixed error term (αi), I use Ebbes, Bockenholt, 

and Wedel’s (2004) two-step procedure to test for Xα-dependencies. First, I specified FE and RE 

regressions for equation (2). Second, I compared both results by using the standard Hausman 

(1978) test, where the null hypothesis assumes that X and αi are independent. The significant 

result (p < .01) supported the Xα-dependencies.  

In contrast to FE estimation, HTIV estimation accommodates both time-varying and time-

invariant regressors. To retain the time-invariant variables, the HTIV pre-multiplies the model by 

Ω-1/2, where Ω is the variance-covariance term of the error component αi + uit (Baltagi 2008). This 

estimation then runs a two-stage least squares (2SLS) regression using [𝑋̃1, 𝑋̃2, 𝑋̅1, Z1] as 

instruments (Baltagi, Bresson, and Pirotte 2003; Wooldridge 2010), where 𝑋̃1 and 𝑋̃2 are the 

deviations from means of X1 and X2 respectively, 𝑋̅1 is the mean of X1, and Z1 is used as an 

instrument for itself. For model identification, there must be at least as many elements in X1 as 

those in Z2. The assumption guiding this approach is that deviations from the mean of the 

explanatory variables can be validly excluded from the main equation as moment conditions,9 

which can thus be reinterpreted as exclusion restrictions. To assess the suitability of HTIV over 

FE estimation, I relied on Baltagi, Bresson, and Pirotte’s (2003) procedure. I estimated equation 

(2) using HTIV, and undertook a comparison of FE with HTIV estimates, again using the 

standard Hausman (1978) test. The non-significant result (p > .10) confirmed a preference for 

HTIV over FE estimation. My use of HTIV specification is therefore appropriate. 

                                                           
9 The moment condition refers to any variable that, when measured in deviations from the mean, is 

uncorrelated with the individual effect. 
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Chapter 4 
 

Conclusion 
 

 

4.1) Discussion 

 

My dissertation investigates the financial consequences of growth and geography in the 

context of business format franchising. As well, I assess the tempering impact of 

governance form on this growth-geography-performance relationship.  

 

My first essay studies the association between growth of franchise systems and 

franchisors’ terminations of franchisees, and subsequent financial performance at the 

franchise system-level. Further, essay 1 investigates the moderating effects of ownership-

based governance, royalty rate (governance), and clustering (geography) on the growth-

franchisor terminations relationship. In so doing, I am able to assess the interplay of 

growth, governance, and geography, and investigate its performance implications for 

franchise systems, both in terms of relationship terminations and its subsequent financial 

consequences. 

 

As franchised systems grow, their ability to monitor far-flung franchisee-owned outlets is 

compromised. This erosion of monitoring capability reduces the threat of terminations, 

which results in a greater propensity on the part of franchisees to shirk and thereby 

leading to more terminations. However, the manner in which growth occurs poses 

significant implications for this growth-termination association. Specifically, as 

franchisors rely to a greater extent on ownership-based governance, higher royalty rates, 

and clustering of outlets, their ability to pose a credible threat of termination of 

noncompliant franchisees increases. It is this increase in the credible threat that serves to 

dissuade franchisees from shirking, in turn, reducing the very necessity of terminations. 
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Essay 2 investigates the interplay of growth, governance, and geography and its 

performance implications for a single franchise system at the individual outlet-level. 

Focusing on clustering (geography) of outlets, essay 2 studies the evolution (growth) of a 

single franchise system from its inception in 1977 with just two outlets to its operation of 

988 outlets in 2012. Essay 2 also investigates the effect of governance – shared 

ownership (e.g., multi-unit franchisees) and franchisor vs. franchisee ownership – on this 

clustering-performance relationship. Specifically, essay 2 takes the perspective of both 

newly established and mature focal outlets; I posit and find evidence consistent with the 

notion that the opportunity to share knowledge provided by clustering may or may not be 

realized, depending on the motivation and ability of the newly established and mature 

proximal and the focal outlets to transfer and absorb knowledge, and on the governance 

context.  

 

Essays 1 and 2, therefore, complement each other by studying related phenomenon using 

two different datasets at two different levels of analysis. Whereas essay 1 studies the 

performance implications of growth, governance, and geography at the franchise system 

(macro level), essay 2 studies a similar phenomenon, but at the individual outlet-level for 

a single franchise system (micro level).  

 

Despite these complementarities, essays 1 and 2 differ from each other in several 

important dimensions. Table 1 presents these points of differentiation. Essay 1 studies 

performance implications of growth for the franchise system. It relies on a bigger sample 

comprising 75 franchise systems observed over a decade. Its unit of analysis is the 

individual franchise system. So as to deal with the potentially endogenous nature of our 

regressors (growth, ownership-based governance, royalty rate, and clustering), I use the 

endogeneity correcting control function approach (Petrin and Train 2010) to obtain 

unbiased estimates. I find that growth increases franchisor terminations of franchisees, 

but these terminations may be reduced when growth is achieved through greater reliance 

on ownership-based governance, higher royalty rate, or greater clustering of outlets. I 

further find that greater number of terminations improve franchise systems’ financial 

position in terms of sales and profitability. I attribute this to lesser shirking, higher 
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compliance, and quality provision on the part of franchisees (Bercovitz 2003; Rubin 

1990). End-customer satisfaction and repeat purchases go up (Rust and Oliver 1994; 

Taylor and Baker 1994), resulting in higher sales achieved by the franchise system. The 

costs associated with the franchisor policing of franchisee compliance with the agreement 

are also reduced (Kashyap, Antia, and Frazier 2012), thereby increasing the profitability.  

 

Essay 2 assesses the impact of clustering on outlet-level sales performance. It studies the 

evolution of a single franchise system from its inception in 1977 till 2012. Here, my unit 

of analysis is the individual outlet. I use the Hausman Taylor Instrumental Variable 

(HTIV) (Hausman and Taylor 1981) regression technique to obtain regression estimates. 

As my model includes both time-varying (clustering and shared ownership) and binary 

time-invariant (ownership-based governance) regressors, the use of the HTIV approach is 

suitable because it handles both time-varying and time-varying endogenous regressors 

and corrects for endogeneity using internal instruments.  

 

Overall, my dissertation comprises two separate research studies that fall under the same 

broad topic related to performance implications of growth, governance, and geography-

related decisions in the context of business format franchising.    

 

4.2) Practical Implications 

 

The results of the present study have important implications for franchising practitioners. 

Essay 1 indicates that franchise systems can grow faster without necessarily increasing 

the franchisor terminations of franchisees by relying on ownership-based governance, 

higher royalty rate, and greater clustering of outlets. The findings of essay 2 demonstrate 

that the impact of clustering on outlets’ sales is contingent on outlets’ experience and the 

governance context. These findings lead to practical implications for franchisors and 

franchisees, as well as for those considering investing in franchise businesses (i.e., 

potential franchisees). In what follows, I consider the implications of my dissertation for 

each of the preceding stakeholders.  
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For franchisors. My findings suggest that franchisors should rely on ownership-based 

governance, on higher royalty rates, or on clustering of outlets in their quest for growth. 

Each of the preceding mechanisms enhances the monitoring motivation and/or ability of 

franchisors, helps them detect franchisee non-compliance, in turn increasing the credible 

threat of termination of errant franchisees. This increase in the credible threat serves to 

discourage franchisees from shirking, therefore, reducing the need of terminations.   

 

Furthermore, I find that new franchisor-owned outlets lose sales when clustered with 

other outlets, regardless of whether these proximal same-brand outlets are newly 

established or mature. We ascribe this adverse effect of clustering to the lower absorptive 

capacity of newly established outlets, and their consequent inability to learn from other 

proximal same-brand outlets. When such absorptive capacity is increased, as it is in the 

case of mature outlets, the focal outlets’ sales performance is not adversely impacted by 

multiple other proximal same-brand outlets. Thus, franchisors desiring to maximize sales 

performance of their owned outlets are advised to avoid establishing new outlets in 

proximity to other same-brand outlets (regardless of whether these outlets are newly 

established or mature). For mature franchised outlets, however, our findings suggest no 

such strictures need apply. These outlets’ sales performance does not appear adversely 

impacted by proximity to other same-brand outlets. Once well-established, franchisor-

owned outlets need not fear the intra-brand competition that plagues their less well-

established counterparts.    

 

For franchisees. For franchisee-owned outlets, we would make the opposite 

recommendations. Specifically, newly established franchisee-owned outlets, rather than 

fear the intrabrand competition from mature outlets of the same brand, are well advised to 

seek them out! These new outlets are demonstrated to gain from experience of proximal 

mature outlets. It is the mature franchisee-owned outlets instead that find themselves 

facing the prospect of intra-brand competition, and losing significant amount of sales. 

 

For both franchisors and franchisees. For both franchisor- and franchisee-owned outlets, 

shared ownership of the focal and proximal outlets does appear to help facilitate 
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knowledge transfer and blunt intra-brand competition. Under shared ownership, newly 

established focal outlets clustered with mature proximal outlets outperform their 

counterparts clustered with new proximal outlets. This occurs for two reasons: first, all 

outlets, whether newly established or mature, gain from the opportunity to learn through 

direct contact (rather than solely rely on mimetic learning) from the experience of 

proximally located mature outlets under the shared ownership. Second, and as important, 

the fear of intrabrand competition is significantly mitigated by the common ownership of 

the focal and the proximal same-brand outlets.  

 

Our analysis and the subsequent calculation of sales elasticities paint a nuanced picture of 

gains and losses attributable to proximity, depending on the ownership and experience 

levels of both the focal outlet and those in its proximity. 

 

For potential investors. My findings would also be useful for someone considering 

investment in a franchise system. First, my results suggest that it is useful for investors to 

understand the growth strategy of franchise systems before investment, i.e., not just how 

much, but how such growth is achieved. Whereas franchise system growth is associated 

with more franchisor terminations, this tendency for terminations is significantly reduced 

when growth is achieved through ownership-based governance, higher royalty rate, or 

greater clustering of outlets. Each of the preceding mechanisms “shifts” the credible 

threat of termination, thereby eliciting a lower propensity for franchisee shirking. For 

those considering becoming franchisees, our findings suggest a note of caution in 

“chasing” high growth franchise systems. Although portrayed and perceived as “being on 

a tear”, such systems tend to shed greater numbers of noncompliant franchisees unless 

they rely on a higher proportion of franchisor-owned outlets, charge higher royalty rates, 

or cluster the system’s outlets. Taken together, these findings help potential franchisees 

avoid the trap of investing in franchise systems chasing unrestrained growth; rather, they 

might invest in growing franchise systems that mind how they grow. 

 

Findings from my dissertation (specifically, essay 2) suggest that potential new 

franchisees should look at the clustering pattern of existing same-brand outlets before 
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accepting a site for their new outlet. My results indicate that new franchisee-owned 

outlets perform well when clustered with mature same-brand outlets. This is likely due to 

new franchisees’ increased motivation to gain as much as possible from the experience 

gained and knowledge shared by the clustered mature outlets. Potential new franchisees 

are therefore advised to establish new outlets in proximity to mature same-brand outlets 

to gain from their accumulated experience. Further, new franchisees may also pursue 

multi-unit ownership strategy. Shared ownership of multiple outlets enhances motivation 

to share knowledge as well as dampens intra-brand competition, which positively impact 

newly established outlets’ performance. 

  

Overall, the results of this research provide much-needed guidance to franchisors, 

franchisees, and potential investors who want to better understand the performance 

outcomes of growth strategies, ownership decisions, and location choices over an 

extended period of time. 

 

4.3) Limitations 

 

My findings must be viewed in light of certain limitations. First, essay 1 uses a rich 

dataset comprising 75 franchise firms operating in multiple industries observed over a 

decade across 50 US states. These data include market-level (US state-level) locational 

information of outlets, but lack street-level address information of the individual outlets, 

precluding the estimation of clustering precisely at the individual outlet-level. Essay 2, 

however, relies on data comprising street-level addresses of outlets, enabling me to 

pinpoint the exact location of each of the 988 outlets in the sample. This dataset, 

however, comprises outlets of a single franchise system. The study of the evolution of a 

single franchise system controls for sector-specific heterogeneity, but also limits the 

generalizability of my findings. Ideally, panel data comprising multiple franchise systems 

from diverse industries with street-level outlet address information would be useful. 

 

Another limitation that seems particularly relevant is that, in both essays 1 and 2, I rely 

on unobserved conceptual mechanisms or intervening variables when specifying the 
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rationale underlying hypothesized relationships. My first essay investigates the impact of 

franchise system growth on franchisors’ terminations of franchisees, where I present my 

logic underlying the growth-terminations relationship relying on unobserved intervening 

variables – franchisors’ monitoring ability and franchisees’ compliance. Similarly, my 

essay 2 rests on the conceptual mechanism of knowledge transfer from proximal outlets 

to the focal outlet, which is unobserved. Future efforts to measure these unobserved 

intervening variables – for example, by conducting surveys with the individual outlet 

managers, or by designing laboratory experiments to provide a better understanding of 

the underlying conceptual mechanisms – and to integrate them with the archival data 

already available would add richness to the findings.  

 

A third potentially important limitation relates to my use of secondary data. My reliance 

on longitudinal archival data, while affording rich insights into actual rather than reported 

behavior, cannot speak to the motivations underlying such behavior. I rely on proxy 

variables with the assumption that the relationship between the proxy and the construct is 

reasonable, and that the observed behavior patterns are consistent with my hypothesized 

effects. Additional efforts to integrate archival data with some form of primary data (e.g., 

survey-based data) would add significant value to the research on this topic. 

 

4.4) Future Research Directions 

 

The results of this study have direct implications for research on franchising going 

forward. In essay 1, I have so far investigated the impact of growth on the relationship 

and financial performance of franchise systems. A promising avenue to explore is to 

investigate how growth might impact financial returns, especially, stock returns. Many 

franchise systems are publicly held and are followed closely by investors, who reward 

high growth firms. At the same time, franchisees of these high growth franchise systems 

may not be enamored by growth when new outlets are opened in proximity to the existing 

ones. Investigating how growing franchise systems might balance the divergent interests 

of these key stakeholders represents a potential fruitful avenue for research.     
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In essay 2, I have looked at the impact of clustering of same-brand outlets on their sales 

performance, and how this effect is tempered by outlets’ experience and the governance 

context. The focus of this study is on the same brand. In reality, it is common to find 

directly competing brands – i.e., outlets of different franchise systems belonging to the 

same industry or sector, located close to each other. These rival brands’ outlets fiercely 

compete with one another to attract customers and gain sales. Findings of this study can 

be extended by investigating the impact of such inter-brand competition along with intra-

brand competition. Specifically, we can categorize outlets based on their governance 

structure, e.g., a franchised outlet affiliated with a chain, a non-franchised outlet affiliated 

with a chain, and a non-franchised outlet not affiliated with a chain (e.g., a “mom and 

pop” store). In a particular market, a focal franchised-chain outlet may be located in 

proximity to several other outlets: 1) other same-brand franchised-chain outlets, 2) 

franchised-chain outlets of competing brands, 3) non-franchised-chain outlets of 

competing brands, and 4) non-franchised-non-chain outlets of competitors. Investigating 

the impact of clustering of these outlets on the focal outlet survival would represent a 

useful extension of my current study.   

 

In summary, my research represents a useful step in exploring the performance 

implications of growth and geography (clustering) for franchise systems at two different 

levels of analysis – at the franchise system level and at the outlet level. It further assesses 

the moderating impact of ownership-based governance. I hope that my research 

stimulates further work relating growth and clustering to different measures of franchise 

system performance and exploring further relevant boundary conditions that might shift 

this critical relationship. 

 

 

 

 

 

 



122 
 

 

References 
 
 

Bercovitz, Janet EL (2003), "The Option to Expand: The Use of Multi-Unit Opportunities 

to Support Self-Enforcing Agreements in Franchise Relationships," Academy of 

Management Proceedings. Vol. 2002. No. 1. Academy of Management. 

 

Hausman, Jerry A., and William E. Taylor (1981), "Panel Data and Unobservable 

Individual Effects," Econometrica: Journal of the Econometric Society, 1377-1398. 

 

Kashyap, Vishal, Kersi D. Antia, and Gary L. Frazier (2012), "Contracts, 

Extracontractual Incentives, and Ex Post Behavior in Franchise Channel 

Relationships," Journal of Marketing Research, 49 (2), 260-276. 

 

Petrin, Amil, and Kenneth Train (2010), "A Control Function Approach to Endogeneity 

in Consumer Choice Models," Journal of Marketing Research, 47 (1), 3-13. 

 

Rubin, Paul H. (1990), Managing business transactions. Free Press. 

 

Rust, Roland T., and Richard L. Oliver (1994), eds. Service Quality: New Directions in 

Theory and Practice. Sage Publications. 

 

Taylor, Steven A., and Thomas L. Baker (1994), "An Assessment of the Relationship 

Between Service Quality and Customer Satisfaction in the Formation of Consumers' 

Purchase Intentions," Journal of Retailing, 70 (2), 163-178. 

 

 

 

 

 

 

 

 

 

 

 

 

 



123 
 

 

TABLE 1 

COMPARISON OF ESSAYS 1 AND 2 

 

Dimensions 

 

Essay 1 

 

Essay 2 

Research Questions 

 

How does franchise system 

growth impact franchisor 

terminations and consequently its 

financial performance? 

 

 

How does a franchise system’s 

evolving growth pattern impact the 

individual outlets’ performance? 

Theoretical Lenses Used 

Agency Theory, Governance,  

Cluster Theory (Monitoring 

Efficiency) 

 

Cluster Theory (Knowledge 

Transfer), Intrabrand Competition, 

Governance 

 

Research Context and Data 

Collected 

75 franchise systems across 50 

US states observed from 1993 to 

2004 

 

988 outlets of a single franchise 

system across 50 US states 

observed from 1977 to 2012 

 

Unit of Analysis Franchise System Individual Outlet 

Outcome Studied 
Franchisor Terminations, Sales, 

Profit 
Outlet-Level Sales Revenue 

Predictors Included 

Growth, Ownership-Based 

Governance, Royalty Rate, 

Clustering 

 

Clustering, Shared Ownership, 

Ownership-Based Governance 

 

Endogeneity Corrected Method 

Used 

Control Function (Petrin and 

Train 2010) 

 

Hausman Taylor Instrumental 

Variable (1981) 

 

Principal Findings  

Franchise system growth 

increases franchisor terminations 

of franchisees, but growth relying 

on governance, royalty rate, and 

clustering decrease it. Greater 

number of terminations improve 

franchise systems’ financial 

performance 

 

The impact of clustering on outlet-

level sales is contingent on outlet 

experience and governance context 
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