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Abstract

More is known about the problems of establishing a franchise than managing one.  A close investigation of information exchanged via e-mail, facsimile, phone calls, meetings etc. in a regional franchise network was undertaken over an eight-month period with the purpose of developing theory in the area of franchise network management.

Information exchanged (flows) was found to be grouped around identifiable themes.  The characteristics of these themes became the primary area of interest in the study.  After the application of grounded theory procedures to coded data there emerged two main properties of themes identified in the study:

a) involvement: meaning the level of network activity centred around a particular theme, and

b) complexity: meaning the complexity of a theme relative to other themes.

The interaction between different degrees of involvement and different degrees of complexity led to a series of predictions relating to the mix of franchisee/franchisor involvement and the type of management strategy applicable.  For example, one prediction that was supported in this study is that high franchisee involvement and low franchisor involvement will be apparent when themes are assessed as being of relatively low complexity but have an impact on the entire region.  In this context, a strategy described as delegated authority is expected to exist.

The study concludes that different patterns and volumes of flows can cause or be a consequence of different management strategies.  Patterns of flows can be identified around a range of themes existing at any one time and each pattern will be different depending on the characteristics of themes.  Management will attempt to alter the pattern and volume of flows by implementing strategies that lead to an “optimal” mix of franchisor/franchisee involvement with themes.  Optimal is regarded in light of the system wide cost/benefit relationship.  

The study suggests that a greater understanding of themes may lead to a more efficient allocation of resources.  In some contexts management’s strategy should be to maximise flows, other contexts require minimising them.

Aim of Study

Hunt (1977), Justis and Judd (1989), and other scholars of franchise systems have observed that the vast majority of research on franchising has focused on the economic reasons that motivate companies to franchise businesses (e.g. Rubin, 1978; Mathewson and Winter, 1985), the economic reasons that motivate entrepreneurs to purchase franchises, and on the overall economic effects of franchising.  However, more is known about the problems of establishing a franchise than managing one.

Network theory talks about flows as representing capital, product or knowledge flowing across links in a network (Fombrun, 1982).  Implementing and managing a network involves co-ordinating its positions and linkages (Fombrun and Astley, 1983) and managing flows.  Links determine the amount of interdependence among franchise systems, while coordinating methods determine the degree of managerial control and trust within the franchise system (Hoffman and Preble, 1991).  Little is known about these coordinating methods in franchising and it was felt that due to the unique features of franchising an exploratory study would provide greater insight than testing existing network theory.

A review of the literature on franchising and networks provided an exploratory framework for understanding the nature of flows between linkages in a franchise system.  The purpose of this paper is not to describe the development of this framework but to

· develop theoretical propositions drawn from an exploratory study of flows and people in a franchise setting including the nature of flows (Fombrun, 1982) , the magnitude of flows (Gupta and Govindarajan, 1991), the intensity of flows (Jablin, 1979; Tushman, 1977) and the characteristics of the people involved in a franchise system (Porter & Roberts, 1976), and

· to develop a framework that will assist franchise managers in analysing intra-system information flows and adopting appropriate management strategies for those flows.

Methodology Used

This study applies grounded theory methodology to a single-site case study.  The Auckland region of a New Zealand Sports Retail Franchise consisting of the franchisor and six franchisees was chosen as the site. 

A grounded theory is one that is inductively derived from the study of the phenomenon it represents.  It is discovered, developed, and provisionally verified through systematic data collection and analysis of data pertaining to that phenomenon.  What is relevant emerges as the study progresses rather than being specified at the beginning.  Data consisting of correspondence files, meeting minutes and interviews with franchisees and franchisors was gathered from the franchisor and franchisees over a period of eight months.  Coding and sampling procedures initially identified 156 conceptual labels for phenomenon centred around flows
.  These labels were refined further and related to each other using the grounded theory paradigm model depicted in Figure 1.

Figure 1

The Grounded Theory Paradigm Model

(Corbin and Strauss, 1990, p98)
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The grounded theory paradigm describes a phenomenon in terms of its Cause, Context, Action Strategy, Intervening Conditions and Consequences.  This paradigm was applied to flows identified through open coding
 of initial interview transcripts and correspondence files at the Franchisor’s head office.  Further axial coding
 led to the identification of flow causes and consequences.  Each flow was then expressed in terms of its context consisting of any intervening conditions and inherent strategies.  These relationships were written down in memo form and expressed as hypotheses, indicating that they were not accepted as proven, but that they were to be verified against other observations to determine if they held up or needed modification.  Such memos could be described as initial orienting memos.  

An example of early stage of coding is provided in the appendix.  

Results of Selective Coding Procedures

A conceptual label was developed to fit the main analytic story arising from the data collected.  The chosen label, Network Activity, acts as a core category under which other categories can be related.  It can be thought of as a snapshot picture of all flows currently existing in the franchise network at any one point in time.

By applying selective coding
 procedures to identified themes in terms of network activity, two critical properties emerged.  This is not meant to imply that these two properties are the only ones regarded as critical but it was felt that they gained the most support from the story line.  These two properties were given the labels “involvement” and “complexity” and are described below:

(i) Involvement

Some themes
 were found to be unique to an individual franchisee and had not been discussed with any other members of the network.  Some were shared with other franchisees but the franchisor was not aware of them.  Others were shared by the entire network.  The degree of involvement therefore differed between the themes identified and was a critical property of Network Activity.  This prompted the following questions:

“is there an optimum level of franchisee/franchisor involvement for each theme?” and if so “how can the optimum level be found”?

Before attempting to answer these two questions the cause of involvement needs to be understood.  When analysing the various levels of theme involvement it became apparent that some themes had a very short life.  For example, a franchisee wanting to know about a specific type of product might make brief contact with another franchisee, or a franchisee may want to refer a customer on to another store to source an item of stock.  Other themes, being more complex in nature, tended to stay in the network for a longer period of time.  For example, the Franchisor found that a low-cost competitor was beginning to stock part of its core product range.  A decision needed to be made as to whether or not the network should continue stocking this product.  This decision caused a lot of interaction over the telephone and at fortnightly meetings.

(ii) Complexity

The data collected highlighted the wide variety of themes being addressed by franchisees over a relatively short period of time.  Some of these themes were ongoing and affected all network members, for example, the debate on the number of stores that the Auckland region could manage, whereas others were very store specific, for example a cashflow problem experienced by a franchisee.  Each theme noted could be distinguished in terms of the time taken to reach a conclusion or consensus.  Themes could therefore be dimensionalised in terms of their duration.  Duration was found to interact with management strategies to alter theme complexity.  The degree of theme complexity was therefore identified as the second key property of Network Activity.

Table 1 summarises the process of continual coding and sampling applied over a six month period from the identification of initial concepts through to the identification of one core category (network activity), two sub-categories (involvement and complexity), and related properties and dimensions of the sub-categories.


TABLE 1
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Results from Coding and Sampling
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The two critical sub-categories of the core category, Network Activity, were therefore labelled as i) theme involvement and ii) theme complexity.  The main analytic idea drawn from the main story highlights the relationship between the core category and its sub-categories and can be expressed as follows:

the complexity of a theme and the degree of management involvement over it’s life influences the efficiency and effectiveness of network activity.

Network activity represents the volume of flows travelling across linkages in the Franchise System.  Both the complexity of a theme and the number of members involved can both be dimensionalised on a continuum from LOW to HIGH.  This has enabled the development of four theme contexts each requiring a different pattern of network activity.

Once the critical properties of themes were established, network activity was re-examined in terms of its themes by again applying the grounded theory paradigm: (A) cause, (B) context, (C) management strategies, (D) intervening conditions and (E) consequences.  For example a high degree of network activity may or may not involve the franchisor depending on the level of theme complexity present.  The ongoing application of selective coding procedures led to the development of a theme typology.

Development of a Theme Typology

All themes identified can be characterised in terms of the associated levels of involvement and the degree of theme complexity.  This was a most useful finding as it enabled themes with similar levels of involvement and complexity to be compared in terms of the grounded theory paradigm.  Themes showing similar levels of involvement and complexity were found to also share contextual variables, management strategies and consequences.  Therefore, as a consequence of improving our understanding of flows, a greater understanding was also gained about the effective management of flows.

Through continual application of selective coding and sampling procedures, four key contexts were defined.  These contexts enabled themes to be dimensionalised in terms of their complexity and the degree of involvement.  Each theme type also required a different “type” of management strategy involving different mixes of franchisor/franchisee involvement.  The four contexts are as follows:

i) the high involvement, high complexity theme

ii) the high involvement, low complexity theme

iii) the low involvement, high complexity theme

iv) the low involvement, low complexity theme

High involvement is a concept used to describe a theme that is perceived to have relevance to the entire network, rather than to a specific franchisee.  Consequently, a large proportion of the network (if not the entire network) has an affect on the consequence of the theme.

Low involvement is a concept used to describe a theme that is perceived to have relevance to a specific franchisee rather than to the entire network.  Consequently, only a small proportion of the network will affect and be affected by the consequence of the theme.  It was found that a theme of low involvement could become a theme of high involvement and it was important for the franchisor to identify early when this occurred.  For example, in one situation noted, a store employee wanted to take up a management position with another store in the network.  The early low involvement of one store led to the full involvement of the network as the initial employer reacted badly to the situation and expressed anger to other members of the network.

High complexity is a concept used to describe a theme that is perceived to have a high degree of uncertainty and has a relatively long (or infinite) life – high duration.

Low complexity is a concept used to describe a theme that is perceived to have a low degree of uncertainty and has a relatively short life i.e. low duration.

Figure 2 illustrates a two by two matrix which characterises the four types of themes in terms of their two main properties and dimensions.  Illustrative themes appear in the cells.
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Figure 2    The Complexity/Involvement Matrix 

The four theme types are described below followed by a further discussion on the main analytic message:

The High Involvement/High Complexity Theme

In this context, the perceived degree of outcome uncertainty is high and as a theme progresses it also becomes apparent that its duration is long and the number of parties contributing to its debate is high.  This may or may not have been anticipated by the franchisor.

Figure 2 provided an example of this type of theme where a product supplier had moved downstream into retailing.  This information was gathered by a franchisee and passed on to other franchisees and to the franchisor.  The problem to be solved was whether to continue stocking this supplier’s products.  Because some, but not all franchisees, were large sellers of the product range in question, the network was divided between wanting to discontinue with the supplier completely, to discontinue certain lines of product, or to continue as usual.  The issue was debated formally at three subsequent fortnightly meetings and informally between franchisees over the telephone.  A decision to continue was finally reached once the net benefit to the region was finally realised and accepted by all of the franchisees.

Under such conditions where a franchisor judges a theme to be of high complexity and requiring high involvement they used a management strategy labelled as consensus management, that is, a shared responsibility between the franchisor and the franchisees.  If consensus management is successful and uncertainty is reduced, then a consensus will be reached, decisions will be made and actions taken.

The success of consensus management depends on a number of franchisor skills and actions.  During coding, each identified franchisor skill and action was recorded and grouped into categories.  Each category was given a “role” label.  Examples of these roles were found repeatedly across all interview transcripts.

· The scanning role: enabling the early identification of themes in this particular context and the provision of an appropriate forum for addressing them.

· The chairmanship role: the ability to identify new themes during forums and the ability to eliminate themes not meeting the criteria of this context.

· The assessment role: the ability to assess the criticality of new themes during forums and the prioritisation of themes

· The negotiator role: the ability to move toward a consensus

· The diplomacy role: the ability to accommodate multiple perspectives

When the scanning role is present regular meetings will be held, a proposed agenda will be distributed and franchisee suggestions will be considered.  In the case of this franchise, a regular fortnightly meeting was held to uncover any new themes emerging in the network and to introduce themes where debate was considered necessary, for example, a new product range from a supplier.

When the chairmanship role is present themes are addressed in a timely manner and all network members perceive the outcome or progress of themes to be satisfactory.  The respect held for the founder of the franchise played an important part in facilitating a satisfactory outcome.

When the assessment role is present, a conscious effort is made to find out what is being talked about in the network.  In this study the Franchisor had regular weekly meetings with executives to discuss individual contacts with franchisees throughout the week and to add items to the agenda for the next fortnightly meeting.

When the negotiator role is present network members are convinced to change their original views.  The Franchisor’s correspondence files indicated the complexity of this role when dealing with individuals with such a broad range of backgrounds and characteristics.  Where the franchisor perceived that a theme was likely to re-occur, for example a competitor undercutting price on a core product range, it would move to negotiate a written policy for future reference.   In general, the franchisor would state its point of view but ultimately would tend to go with the majority rule.

When the diplomacy role is present the franchisor attempts to accommodate all parties.  The objective here is to reduce conflict.  For example, the franchisor divided fortnightly meetings up into two Sections enabling those wanting to leave after all agenda items have been addressed to do so.  Those wanting to stay on and debate issues of general business further, are encouraged to stay and do so.

In summary, the franchisor provides for regular “high involvement meetings” specifically to address issues of relatively high complexity.  Under conditions where a franchisee perceives a theme to be of high complexity and requiring high involvement, they will take advantage of the franchisor’s consensus management systems and skills, but only if the theme is perceived to benefit them either directly, or indirectly via the network.

Where perceptions differ between franchisees, the experienced franchisees will work with the franchisor in establishing theme importance.  This increases the rate in which “old” knowledge is transferred to new franchisees.  Where a minority group of franchisees is dissatisfied with a result, the franchisor will provide a forum for resolving differences outside the main forum.  This minimises the time involvement for the majority.

The High Involvement/Low Complexity Theme

In this context, the perceived degree of outcome uncertainty is low, the duration of each theme is short, but the number of parties involved in relatively high.  In this context, the franchisor acts to inform franchisees.  This can be described as an informing role.

For example, franchisees are continually being e-mailed with discount offerings, promotional ideas and other network information.

Under conditions where a franchisor judges a theme to be of low complexity but requiring high involvement they will use a type of management described as delegated authority; that is, an assumed responsibility of the franchisor to franchisees.  If delegated authority is successful, franchisees will have access to a large volume buying and marketing opportunities that are available due to the network’s size.  Another sign of success is the increase in standardisation throughout the region in terms of core product range and store image.

The Low Involvement/High Complexity Theme

In this context, the perceived degree of outcome uncertainty is high but only a small number of parties are needed to manage the theme.

Under conditions where a franchisor perceives a theme to be of relevance to one particular franchisee, but still containing a high degree of complexity, they will use a form of management described as needed control.  There are two types of needed control.  The most common is where a franchisee has a problem or opportunity that requires specialist attention.  The second type is where the franchisor has a problem or opportunity and a franchisee with a specialist skill is sought for assistance.

Examples of these two types of needed control can be extracted from the interviews with franchisees.  One franchisee interviewed described how they had experienced a cashflow problem and were having trouble with their bank.   They made contact with the franchisor and they were able to assist in developing a cash budget and presenting it to the bank.  Another franchisee interviewed described how the franchisor had contacted them to assist in piloting a new computer system.  The franchisor recognised that they had had previous experience in the computer industry and utilised this experience at no cost.

Regarding the first type of needed control, the degree of franchisee uncertainty and their confidence that the franchisor can contain the risks are the intervening conditions that facilitate this type of management.  If needed control is successful, the risk of store failure is contained, and brand strength is maintained or enhanced.

In the second type of needed control, the willingness of the franchisee to assist facilitates this type of management.  If this type of control is successful the skills available to the franchisor will increase.

The success of needed control depends on two franchisor skills:

1. the early identification of themes in this context

2. the ability to provide and seek advice

The identification of themes can again be described as the assessment role already discussed.  By collecting information through regular financial reporting and regular store evaluations the franchisor is able to monitor and compare stores on an ongoing basis.  Creating a non-threatening atmosphere at head office is also critical to ensure that franchisees come forward with problems that they face and accept assistance when it is offered.

The franchisor’s ability to provide advice can be described as a troubleshooter role and the ability to seek advice can again be regarded as part of diplomacy role.

In this context, a franchisee may seek specialist advice before any franchisor involvement.  If a franchisee has built up a close relationship with another franchisee and confidentiality is not deemed to be important, then the franchisee may approach another franchisee instead of the franchisor.  Franchisees interviewed mentioned how this occurred with increasing regularity as the skills of established franchisees developed.  This is a favourable result for the franchisor as it reduces their time involvement.

The Low Involvement and Low Complexity Theme

In this context, the perceived degree of outcome uncertainty is low and the duration of each theme is short.  In this study there were a lot of operational decisions where one franchisee identifies another member of the network as having knowledge in an area.  For example, one franchisee might want to know where to find a particular product item.  It would contact another franchisee for advice, or a franchisee might have a problem with their GST tax return so they contact the franchisor for advice.

When franchisors perceive a theme to be of low complexity but of importance only to a particular franchisee they will try not to become involved unless solutions cannot be found within the network of franchisees.  The franchisor’s management strategy could be described as one of entrusted control.

The success of entrusted control depends on a number of factors:

1. the provision of training both prior to store take-over and in the early take-over period.

2. socialisation within the group

When entrusted control is successful, new franchisees will contact other franchisees to solve operational problems and will be competent and confident at running their store.

Incorporating Management Strategies and Franchisor Roles into the Theme Typology

Themes develop over time.  There are certain cues common to all the four theme types described, that enable the franchisor to assess a theme in terms of its degree of complexity and/or level of involvement, but these cues will differ depending on whether or not the assessment is made in the early or latter stages of theme development.  In the early stages, the key cue to a themes complexity is the perceived degree of outcome uncertainty.  For example, the franchisor might be very unsure of the likely competitor response or customer reaction to a new strategic decision.  At later stages, the duration of a theme becomes the key indicator to theme complexity.  Obviously, the number of parties involved will also be a key part of the assessment.  Therefore, in respect of both complexity and involvement, the results of assessments will depend on how efficiently the network relays information back to the franchisor.  In addition to this, the results are likely to change over time due to changes in cues.

There are three important management factors that distinguish the four theme types once they are assessed.  Firstly, each theme type will have a different mix of franchisees and franchisors, in terms of their involvement.  Secondly, the franchisor takes on a variety of roles depending on the perceived type of theme being addressed, and thirdly, different management skills and systems will be used to effectively manage each theme type.  The use of the appropriate management role(s), skill(s) and system(s) for each theme type and the attainment of an appropriate franchisee/franchisor mix for each theme type are the challenges facing the franchisor.

The two by two matrix shown in Figure 3 describes the four types of themes in terms of the appropriate management strategy (i.e. entrusted control, delegated authority, needed control, or consensus management) and in terms of the relative level of franchisee/franchisor involvement.
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Figure 3 The Complexity/Involvement Matrix –



Network activity and management strategy


 (arrows indicate  the direction of themes from high complexity cells  to low complexity cells)

Both franchisee and franchisor strategies were recorded in this study but particular attention was paid to the franchisor strategies due to their focal network position.  

Figure 4 describes further each management style in terms of the roles taken by the franchisor.  The absence of a management style in the low complexity/low involvement box appears to be a desirable consequence of effective management of the network.
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Figure 4 The Complexity/Involvement Matrix –


Management style and franchisor roles

The Development of Propositions 

One of the criteria for considering typologies as theories is falsifiability.  This implies that predictions need to be drawn from the typology and these predictions must be testable and subject to disconfirmation (Cook and Campbell, 1979; Lave and March, 1975).  The complexity/involvement matrix has enabled the following propositions to be made regarding identifiable themes in a franchise network:

Proposition 1

High franchisor involvement and high franchisee involvement will be apparent when themes are assessed as being relatively complex and have an impact on the entire network.

Proposition 1a

Where themes are assessed as being relatively complex and impacting on the entire region, the franchisor will use consensus management skills and techniques to ensure high franchisor involvement and high franchisee involvement.

Proposition 2

High franchisee involvement and low franchisor involvement will be apparent when themes are assessed as being of relatively low complexity but have an impact on the entire network.

Proposition 2a

Where themes are assessed as being of relatively low complexity and impact on the entire region, the franchisor will use delegated authority skills and techniques to ensure low franchisor involvement and high franchisee involvement.

Proposition 3

Low franchisee involvement and low franchisor involvement will be apparent where themes are assessed as being of relatively low complexity and only impact on an individual franchisee.

Proposition 3a

Where themes are assessed as being of relatively low complexity and only impact on an individual franchisee, the franchisor will use entrusted control skills and techniques to ensure low franchisee involvement and low franchisor involvement.

Proposition 4

High franchisor involvement and low franchisee involvement will be apparent where themes are assessed as being relatively complex but only impact on an individual franchisee.

Proposition 4a

Where themes are assessed as being relatively complex but only impact on an individual franchisee, the franchisor will use needed control skills and techniques to ensure high franchisor involvement and high franchisee involvement.

Wider Implications of Study

This study has made several contributions to theory and has resulted in a tool for use by practitioners:

Firstly, it is one of the few studies in franchising that goes beyond pure description and attempts to develop theoretical propositions from the field rather than from the literature.  These propositions are grounded in the data collected.

Secondly, to the writers knowledge the phenomenon under investigation, flows, has never before been the sole focus of a study in franchising.  The frameworks developed in the study beg for further refinement and can be refined to become useful tools for practitioners.

Finally, the study opens the way for further theory development in the area of franchise network management.
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An example of an early memo:

Taken from transcript 2a, a conversation with the Financial Controller about a franchisees interpretation of another franchisees actions.

Causal Condition
Phenomenon

Chisee 1 action
Meaning and Perception: Chisee 2

Properties
Dimensions

Not consistent with group behaviour
concern 
high

Secretive
mistrust
high

A breach of contract
anger 
high

Context

Information via customer.  Conditions where a high degree of concern, mistrust and anger is conveyed.

Strategy

Telephone call to franchisor

Query and explanation of position

Intervening conditions

Existing relationships

Consequences

Conflict potential

Casual Conditions


              �


Phenomemon


              �


Context


              �


Intervening Conditions


              �


Action/Interaction Strategies


              �


Consequences





Early 


Fieldwork


Results





Open Coding/Sampling (flows)


156 conceptual labels








Open Coding/Sampling and Axial Coding/Sampling (flows)


8 core categories	                   26 subsidiary categories





Open Coding and Axial Coding (themes)


18 conceptual labels





Selective Coding/Sampling


(themes)


                            1 core category  2 subsidiary categories





Properties and Dimensions





Later 


Fieldwork


Results





Time





		         LOW		                   HIGH











LOW


		











HIGH





		         LOW		                   HIGH











LOW


		











HIGH








Entrusted Control





Low Chisor Involvement


Low Chisee Involvement




















e.g. seeking product information





e.g. information on a supplier bulk purchase discount





e.g. franchisee experiencing a cashflow problem





e.g. a supplier starting to move downstream into retailing








Delegated Authority





Low Chisor Involvement


High Chisee Involvement





Needed Control





High Chisor Involvement


Low Chisee Involvement





THEME


COMPLEXITY





THEME


COMPLEXITY





Consensus Management





High Chisor Involvement


High Chisee Involvement





		         LOW		                   HIGH











LOW


		











HIGH








Delegated Authority


Role Labels


Informer








Entrusted Control


Role Labels


not applicable














THEME


COMPLEXITY





Consensus Management


Role Labels


Scanner


Chairman


Assessor


Negotiator


Diplomat








Needed Control


Role Labels


Assessor


Troubleshooter


Diplomat








� Flows are defined as transfers of information via various mediums.  In this study they refer to intra-system flows between firms in a franchise system.


� Open coding is the analytic process by which concepts are identified and developed in terms of their properties and dimensions.  The basic analytic procedures by which this is accomplished are: the asking of questions about the data; and the making of comparisons for similarities and differences between each incident, event, and other instances of phenomena.  Similar events and incidents are labelled and grouped to form categories.


� Axial coding is the process of relating subcategories to a category.  It is a complex process of inductive and deductive thinking involving several steps.  Axial coding is more focused than open coding and is geared toward discovering and relating categories in terms of the paradigm model.


� Selective coding involves integrating all the interpretative work done.  Central to the procedures is the selection of a core category and the relating of all major categories both to it and to each other.


� Flows are a very abstract concept.  We found it useful to group flows according to common themes, issues or problems (referred to throughout as themes).
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