AN INTEGRATED MODEL OF INTERNATIONAL FRANCHISE SYSTEM PERFORMANCE
INTRODUCTION
Most of the studies related to franchise systems have focused on agency theory as a theoretical backdrop (Lafontaine, 1992, and Shane, 1998) and they explore outcomes such as franchise choice, contractual conditions, franchise growth, and franchise failure. However, international franchise systems operate in foreign markets with more complex institutional environments that can make them more or less attractive (Ghemawat, 2001). In this sense, neo-institutional theory is an alternative approach to understand international franchise system, because it considers institutional factors of the environment (Scott, 2001). 
Although some studies on neo-institutional theory have explored local franchise systems (Shane & Spell, 1998; and Shane & Foo, 1999), international franchise systems request specific research, because they face more heterogeneous institutional conditions. For instance, the cost of monitoring increase with the distance (Carney & Gedajlovic, 1991), the contract terms to reduce opportunistic behavior (Shane, 1998) may be more difficult to enforce in foreign countries that have imperfect institutions, and the reproduction of franchise system routines are tied to those characteristics of the environment related to learning and behavior (Michael, 2000). 
Following this ideas, I propose a model to explore three variables related to franchise system performance. First, the characteristics of franchise systems show their capability to transfer its routines, which is critical in foreign countries (Szulanski & Jensen, 2006). Second, institutional distance is key in the implementation of routines in foreign affiliates (Kostova & Roth, 2002). Finally, FF-distance concept follows the person-organization fit (PO fit) literature, which proposes that the interaction between person (franchisee) and organization (franchise system) affects organizational success (Bowen, Ledford, & Nathan, 1991). 
Overall, this dissertation extends the study of franchise systems in the neo-institutional theory and international business literature by taking into account the importance of the difference between the home country of the system and the host country of its outlets. This study moves beyond the current focus on individual effects to examine potential interactions between organizational characteristics and performance. Empirically, this dissertation contributes to the literature by collecting field data.
LITERATURE REVIEW
Franchise Literature
In general, franchise systems are showed as a relationship between a franchisor that has already developed a business model and franchisees that buy and operate this model. Franchisors offer superior brands, routines, product specifications, and marketing strategies, while franchisees contribute with financial resources in terms of initial fees and ongoing royalties, and managerial work. Recently, authors suggest that this relationship is not completely independent. Franchisees are tied to, “the policies and procedures of the franchisor and the characteristics of the chain as a whole” (Sorenson & Sorensen, 2001; p. 714). However, franchisors cannot control franchisees as if they were salaried company employees, because franchisees own their stores and their contracts cannot be terminated easily (Szulanski & Jensen, 2006). In other words, franchise systems are hybrid organizations that have elements of both markets (franchisees are owners of franchised outlets) and hierarchies (franchisees follow the franchise system rules) (Knott, 2003).
Neo-Institutional Theory
According to Scott (2001), neo-institutional theory suggests that individuals’ behavior is not completely rational, but their preferences depend on social institutions. In fact, maximization of utility by individuals (profits by firms) is not enough to explain behaviors. Instead, practical and psychological elements act as motivators and should be considered. Based on neo-institutional theory, I investigate the aspects of social life that control and constrain franchises’ behavior, as well as the processes involved. From this point of view, individuals follow a cognitive process based on norms, values, shared knowledge, systems of beliefs, and routines to make decisions. 
The concept of institutional distance has been one of the most frequently used to capture the differences in the institutional environments of the home and the host country of a firm’s operations. Specifically, three specific dimensions of institutional distance are often related to the performance of international businesses (Kostova, 1997). The first dimension, regulative, refers to factors of the legal system that affect the efficiency of enforcing laws that guarantee property rights, and resolve commercial dispute. The second, normative dimension, is composed of values and norms, and also consists of giving rights to people, and not only restricting their behavior. The third, cultural-cognitive dimension, refers to the social reality shared by a specific group of people and the references that they use to make meaning.
PO Fit
PO fit is defined  as the compatibility between people and organizations that occurs when at least one side provides what the other needs (complementary), or both groups share similar fundamental characteristics (supplementary), or both situations exist (Kristof, 1996). Specifically, person-organization fit suggests that the match between individuals and the organization —in terms of values, knowledge, skills, abilities, goals and personality— will affects both individual task performance and organizational success (Bowen et al, 1991). The hierarchical organization of franchise systems justifies the interest in exploring the relationship between the franchisee and the franchise system. 
THE MODEL
I develop an integrated model for international franchise performance based on neo-institutional theory and PO fit. The model describes the importance of franchise characteristics, institutional distance, and FF-distance on the performance of international franchise systems (see Figure 1).
------------------------------------------
Insert Figure 1 here
------------------------------------------
 I discuss some characteristics of franchise systems that are related to the development of their capabilities to operate in host countries. I argue that institutional distance represents the differences in the level of institutional development between the country of origin of an international franchise system and each country of operation of its franchised outlets, and FF-distance refers the relationship between franchisee and franchise system and its impacts on the final performance of the systems (see the dimensions of the variables and their definitions in Table 1).
------------------------------------------
Insert Table 1 here
------------------------------------------
HYPOTHESIS
I suggest that five characteristics of franchise systems, home experience, international experience, number of international outlets, foreign dispersion, and outlet ownership, reflect their capability levels to manage new international franchised outlets during a specific time, which affects the level of performance of such outlets and ultimately the performance of the system. I argue that franchise systems need experience in establishing international franchised outlets to be successful, because this experience allows them to implement routines and manage people and institutional environments (Combs & Ketchen, 1999). In sum, I hypothesize:
H1a to H1e: The characteristics of a franchise system are positively related to the performance of new international franchised outlet.
Following Scott (2001), I suggest that the characteristics of franchise systems are related to institutional distance between home and host country, because they reveal the available level of knowledge and capabilities of franchise systems to simplify the process of facing new institutional environments. For example, “franchisees will face fewer problems [in  new environments], as recurring situations have been encountered before and the solutions to them have now been embodied in operational routines” (Carney & Gedajlovic, 1991; p.613). In sum, I hypothesize:
H2a to H2e: The characteristics of a franchise system are negatively related to the institutional distance between the home country of franchise systems and the host country of new international franchised outlet.
Institutional distance creates problems of coordination in activities, implementation of routines (Kostova & Roth, 2002), and disposition from partners to follow the governance rules (Carney & Gedajlovic, 1991). I argue that smaller institutional distance helps franchise systems to better implement routines and effectively manage international markets, and consequently, the performance of franchised international outlets is also better. I propose six dimensions of institutional distance affect the performance of international franchised outlets: geographic, regulative, economic, normative, political, and cognitive. In sum, I hypothesize:
Hypothesis 3a to H3f: The institutional distance between the home country of a franchise system and the host country of its international outlets is negatively related to the performance of a new international franchised outlet.
Franchise systems have to develop particular abilities for identifying foreign partners that best fit their expectations in terms of knowledge, goals, and values (Mitsuhashi & Greve, 2009), from both the market and the hierarchical relationships. In this sense, I suggest that some franchise system characteristics reveal the level of expertise in partner selection, which reduces the gap between the franchise system need and the franchisee offer, and vice versa. For example, franchise systems that have multiple outlets require higher coordination abilities to deal with multiple processes in different geographic areas and diverse employees, and franchise systems with more dispersed outlets demand better fit from franchisees to run the franchised outlets on their own (Carney & Gedajlovic, 1991). In sum, I hypothesize:
H4a to H4e: The characteristics of a franchise system are negatively related to the FF-distance.
Evidence exists about how PO fit impacts organizational outcomes. For instance, PO fit helps to develop organizational commitment (O’Reilly, Chatman, & Caldwell, 1991), reduces the levels of task conflict and relationship conflict (Lankau et al., 2007), and increases management task effectiveness, and work group effectiveness (Hoffman, Bynum, Piccolo, & Sutton, 2011). Following these authors, I propose that FF-distance influences the performance of international franchised outlets because it causes communication problems that restrict the transfer of routines from franchise systems to franchisees. Likewise, FF-distance constrains attitudes like commitment to the brand name and quality routines. In sum, I hypothesize:
Hypothesis 5a & 5b: The FF-distance is negatively related to the performance of a new international franchised outlet.
I propose that institutional distance causes communication and integration problems that restrict the transfer of routines from franchise systems to franchisees. First, institutional distance restricts the process of matching characteristics when franchise systems recruit, support, and train franchisees (Shane & Spell, 1998). Second, the diffusion and institutionalization of certain practices require the appropriate relational context between the host and home countries (Kostova & Roth, 2002). Similarly, informal mechanisms, like trust, are less active when institutional distance is large, which increases the problems associated with FF-distance. In sum, I hypothesize:
Hypothesis 6a to 63f: The institutional distance between the home country of a franchise system and the host country of its international outlets is positively related to the FF-distance.
I suggest that FF-distance amplifies the negative relationship between institutional distance and outlets’ performance because this distance exacerbates the major conflicts between franchise systems and franchisee (Michael, 2000) and such conflicts constrain them from correctly implementing routines. In addition, when franchisees’ terminations are difficult, resolving conflict without litigation (Shane & Foo, 1999) or avoiding litigation itself becomes more demanding. In sum, I hypothesize:
Hypothesis 7: FF-distance positively moderates the relationship between institutional distance and the performance of a new international franchised outlet.
Institutional distance deepens problems related to FF-distance such as restricted communication (Lankau et al., 2007), transfer of routines (Kostova & Roth, 2002) and low commitment to the brand name and quality routines (Carney & Gedajlovic, 1991). I suggest that a positive interaction exists between institutional distance and FF-distance that increases the cost of being foreign (liability of foreignness) caused by “unfamiliarity, discriminatory and relational hazards” (Eden & Miller, 2004; p.13). In sum, I hypothesize:
Hypothesis 8: Institutional distance positively moderates the relationship between FF-distance and the performance of new international franchised outlet.
METHODOLOGY
Sample 
The franchise systems in the sample have to meet one of the following two conditions: (1) their home country is Latin American and they have franchised outlets in the USA, Canada, Spain, or another Latin American country, or (2) their home country is USA, Canada, or Spain and they have franchised outlets in Latin America. Regarding the empirical setting for hypothesis testing, I selected multiple industries because it allows for better generalization of the results. Franchise systems in my study need to have new cross border outlets at the time of collecting the data.
I adopted an estimation of large to medium effect size to establish the sample size of this research (Cohen, 1992), under the condition of new field studies medium and large effect sizes are justified (Ferguson & Ketchen, 1999). 
Measurement and Data Sources
Franchised outlets’ performance data comes from a survey applied to top management team (TMT) or managers at franchise systems or master franchises. Franchised outlet performance is measured as self-reported objective measure of return on assets and a subjective measure of overall organization performance. The TMT at the franchise system level will be asked to respond to a 3-item questionnaire to compare the performance of franchised outlets in the sample. I reduce the problems related to self-report measurement by asking the question in terms of comparison and sending the questionnaires to multiple executives (Schwarz, 1999). Also, multiple evaluations increase the reliability of answers and avoid missing data (Cannella & Hambrick, 1993), and sending the survey to two or more incumbents reduces threats to validity because of sampling error (Ren, Gray, & Kim, 2009). I will check the executives’ involvement in franchised outlets before the survey’s application (Dess & Robinson, 1984).
I measure franchise characteristics using five variables: (1) home experience of franchise systems as years since inception, (2) international experience as years since first international outlet, (3) number of international outlets as number of franchised outlets in foreign countries, (4) foreign dispersion as the percentage of outlets located in foreign countries, (5) outlet ownership as the number of owned outlets during the period of evaluation. This data comes from several sources, Entrepreneur magazine, the International Franchise Association, the Canadian Franchise Association, and Federación Iberoamericana de Franquicias.
I measure institutional distance using archival data (see indicators and sources in Table 2. 
------------------------------------------
Insert Table 2 here
------------------------------------------
FF-distance data comes from a survey applied to franchisees or general managers of franchised outlets. I will send the survey to two or more incumbents to reduce threats to validity because of sampling error (Ren et al., 2009). I measure this variable adapting the 3-perceived fit scales from Cable and DeRue (2002), the scale is presented in the surveys in random order. 
I control for master franchise (dummy variable), the industry characteristics, (categorical variable based on the list of industries reported in the Trend Survey which follows the three- or four-digit SIC code), host country economic performance (the rate of growth in per capita income of the country), complexity of routines (dummy variable), the initial investment (the log of the cost of setting up an outlet). 
I will use multi-level regression as a statistical method of analysis.
CONTRIBUTIONS AND LIMITATIONS
I contribute to the field research suggesting some antecedents of franchises performance, considering institutional factors in the performance of international franchise systems, examining potential interactions between organizational characteristics and performance, and developing an institutional distance related to individual level. Empirically, I contribute collecting field data.
Future research should explore specific characteristics of franchisee-franchise relationship, examine mechanisms by which institutions affect franchises performance, expand the setting to others countries that Latin America to reduce generalization problems, and study larger observation period.
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APPENDIX 1
Figure 1: General Research Model of International Franchise System Performance
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APPENDIX 2
Table 1: Definitions of the Dimension of each Variable in the model of International Franchise System Performance
	Institutional dimension

	Geographic
	It refers to the physical separation, the traditional concept, and technological distance, which includes factors like as transportation availability, road conditions, internet availability and quality, among others

	
Regulative 
	It refers to factors of the legal system that affect the efficiency of enforcing laws that guarantee property rights to franchisees, and resolve commercial dispute between the franchise system and a local franchisee

	Economic
	It refers to the economic conditions of a country, specifically, the economic incentives to the operation of a franchised outlet, which affects the daily operation franchised outlet

	Normative 
	It refers to the norms and values that promote efficiency, trust, and commitment in franchisee and local managers

	Political
	It refers to the institutional weakness and government policies that increase the cost of administrative task, and consequently can affect efficiency of administrative processes in franchised outlets

	Cognitive 
	It refers to the institutional characteristics in a country that provide the knowledge and skills to the majority of the population to learn new routines and follow them correctly, and which will result in high quality products and services

	FF-distance

	[bookmark: _Toc328222498]Ability and resource 
	It refers to the situation in which a franchisee provides what a franchise system needs and vice versa

	[bookmark: _Toc328222499]Values and goals 
	It refers to shared values and goals between the franchise system and the franchisee

	Franchise characteristics

	[bookmark: _Toc328222501]Home experience
	It refers the absolute numbers of years that a firm operated with owned or franchised outlets in its home country before open the first franchised outlet in a foreign country

	[bookmark: _Toc328222502]International experience
	It refers to the absolute number of years the franchise has operated in foreign countries

	[bookmark: _Toc328222503]N of international outlets
	It refers to the total number of outlets opened by a franchise system since the star of its international operation

	[bookmark: _Toc328222504]Foreign dispersion
	It refers to the location of the outlets in large numbers of host countries at the time the system opens a new international outlet

	[bookmark: _Toc328222505]Outlet ownership
	It refers to the number of outlets owned by a franchise system at the time it decides to open a new international franchised outlet

	Franchise outlet performance

	Performance
	It refers to financial outcomes and overall satisfaction of international franchised outlets



[bookmark: _Toc328222549]APPENDIX 3
Table 2: Indicators to measure institutional distance 
	Indicator
	Sources
	Indicator
	Sources

	Geographic dimension
	Auditing and accounting practices
	World Competitiveness Year Book

	Franchise distance
	Google Earth
	
	

	Outlet distance
	Google Earth
	Political dimension

	Available airline seat
	The World Bank
	Time to paying taxes
	The World Bank

	Quality of overall infrastructure
	World Economic Forum
	Time to prepare and pay taxes
	International Monetary Fund

	Distribution infrastructure
	IMD
	Rigidity of employment
	The World Bank

	Regulative dimension
	Burden of government regulations
	World Economic Forum

	Property rights
	World Economic Forum
	Meeting with tax officials
	International Monetary Fund

	Intellectual property rights
	IMD
	
	

	Intellectual property protection
	World Economic Forum
	Cognitive dimension

	Efficiency of legal framework in setting disputes
	World Economic Forum
	Local availability of  specialized research and training services 
	World Economic Forum

	Enforcing contract index
	The World Bank
	
	

	Economic dimension
	Extend of staff training
	World Economic Forum

	Royalty and licensing fee, payments 
	International Monetary Fund
	Quality of educational system
	World Economic Forum

	Royalty and licensing fee, receipts 
	International Monetary Fund
	International experience
	World Economic Forum

	Total tax rate
	The World Bank
	Management education
	World Economic Forum

	Tax payments
	International Monetary Fund
	Availability of latest technology
	Management education 

	Total tax rate
	International Monetary Fund
	Broad band internet subscription
	The World Bank

	Normative dimension
	Communication technology
	World Economic Forum

	Irregular payments and bribes
	World Economic Forum
	Connectivity
	World Economic Forum

	Favoritism in decision of government officials 
	World Economic Forum
	Information technology skills
	World Economic Forum

	Ethical behaviors of firms 
	World Economic Forum
	
	

	Strength of auditing and reporting standard
	World Economic Forum
	
	

	Cooperation in labor-employer relationship
	World Economic Forum
	
	

	Ethical practices
	World Competitiveness Year Book
	
	

	Credibility of management
	World Competitiveness Year Book
	
	



APPENDIX 4
Table 3: Franchisee–franchise distance questionnaire 
	Values congruence dimension (reliability .91 in single-firm sample, .92 in multiple-firm sample)

	1. “The things that I value in life are very similar to the things that my franchise organization values,”

	2. “My personal values match my franchise organization’s values and culture,” 

	3. “My franchise organization’s values and culture provide a good fit with the things that I value in life.” 

	Needs–supplies dimension (reliability.89 in single-firm sample, .93 in multiple-firm sample)

	1. “There is a good fit between what my franchise organization offers to me and what I am looking for in an entrepreneurial activity,” 

	2. “The attributes that I look for in an entrepreneurial activity are fulfilled very well by my franchise organization,” and 

	3. “The entrepreneurial activity that I currently hold gives me just about everything that I want from an entrepreneurial activity.” 

	Demands–abilities dimension (reliability.89 in single-firm sample, .84 in multiple-firm sample)

	1. “The match is very good between the demands of my entrepreneurial activity at the franchised outlet and my personal skills,” 

	2. “My abilities and training are a good fit with the requirements of my entrepreneurial activity at the franchised outlet,” and 

	3. “My personal abilities and education provide a good match with the demands that my entrepreneurial activity at the franchised outlet places on me.” 
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