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ABSTRACT OF THE THESIS

Determinants o f Foreign Market Entry Modes o f 

International Franchisers: A Knowledge-based Framework 

By Yong Suhk Pak 

Thesis director: Professor John H. Dunning

The purpose of this thesis is to develop and test a theoretical framework of the 

determinants o f the foreign market entry modes of international franchisers. An 

extensive list o f variables is examined in relation to the three types (levels of resource 

commitment) o f entry modes.

The determinants o f international market entry modes are developed from the 

industrial, firm-specific, and locational perspectives. Managerial perceptions are used to 

measure the degree of influence o f each determinant on the entry mode choices. 

Hypotheses o f  the relationship between the entry modes and the determinants are 

constructed mainly based on knowledge/resource-based theory. A knowledge-based 

perspective that views foreign markets as a source o f knowledge and international 

expansion as a creative process o f organizational learning is emphasized in the analysis. 

Then, transaction-cost economics and internationalization theory complemented the 

resource-based viewpoint.
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Twenty-eight UK and one hundred sixty US international franchisers qualified as 

the population o f this research. Survey questionnaires were mailed to directors of 

international franchisers, and seventy-two firms responded (a 38.3% response ratio).

Oneway ANOVA recognized nine variables that showed statistical significance in 

terms o f group (entry mode types) means. Degree o f internationalization of the industry 

and business types (retail vs. wholesale) among the industry determinants; competitive 

global strategy, start-up investment costs, domestic ownership, and nationality among the 

firm-specific determinants; and legal differences, recognition o f foreign markets as a 

source of learning, and active foreign applicants among the locational determinants 

showed statistical significance.

Then, the aggregated variables are tested using multiple discriminant analysis and 

multiple ordinal logistic regression. These models identified such variables as strategic 

motivation of global competitiveness and recognition of foreign markets as a source of 

learning differentiated firms with the different type of entry modes. Therefore, we can 

conclude that there are de facto  but not de jure  international franchisers that internalize 

their cross border markets not only to exploit existing competitive advantages but also to 

gain new ones.
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I

I. INTRODUCTION

Foreign market entry mode is the cornerstone o f  a firm's international strategy. Once a 

foreign market is targeted, the expanding firm has to design an organizational form that 

will function successfully in a new business environment. This dynamic process of 

selecting a suitable entry mode draws attention o f  many international business (IB) 

scholars. Researchers have endeavored to rationalize and develop a theory o f entry 

modes o f foreign markets. Four streams o f the major theoretical approach are identified.

The first group regards firm as an organizational hierarchy and provides an 

economic analysis o f international firms’ cross border activities based on transaction cost 

economics that leads to a theory o f market failure (Teece, 1981, 1986; Caves, 1982; 

Casson, 1982; Buckley, 1988). The economic rationale o f transaction costs has been 

explored extensively by many scholars to analyze the entry mode decision o f  

multinational firms (Anderson & Gatignon, 1986; Gatignon & Anderson 1988; Hennart 

1991, Eramilli & Rao 1993). Recent studies (Pratten, 1997; Roberts, 1997; Rindfleisch,

1997) o f transaction cost economics from a marketing perspective have added another 

dimension to the understanding o f organizational designs.

Dunning's (1977, 1988, 1993, 1995) eclectic paradigm provides an integrative 

framework of the determinants o f foreign entry modes. Three independent constructs of 

eclectic paradigm such as ownership, internalization, and locational advantages juxtapose 

a comprehensive list o f factors that determines the selection of a foreign market entry 

mode. The eclectic paradigm has also been operationalized and empirically tested by 

many scholars (Davidson and McFetridge, 1985; Agarwal and Ramaswami, 1992; 

Brouthers et al., 1996).
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The third school of entry mode analysts is mainly composed o f Scandinavian 

scholars (Johanson & Vahlne, 1977, 1990; Wiedersheim-Paul, 1975). They see 

internationalization as a process in which firms increase their level of financial 

investments as they gather more information and knowledge about the foreign markets. 

Then, internationalization theory has been combined with organizational learning 

(Barkema et al., 1996; Benito & Welch 1994) and internalization theory (Fina & 

Rugman, 1996).

Lastly, many have tried to find out key determinants o f the foreign market entry 

mode. Hill et al. (1990) and Kim & Hwang (1992) examined the impact of strategic 

variables on the entry mode. The role o f national culture in determining the entry mode 

was also tested (Kogut & Singh 1988; Padmanabhan & Cho, 1996; Pedersen & Thomsen 

1997). Then, Sarkar & Cavusgil (1996) reviewed the studies o f international market 

entry mode and summarized the factors that affected the choices o f a firm's foreign 

market entry mode.

The subjects of these studies have been focused mainly on manufacturing 

multinational companies. Then, scholars started to apply these theories to non

manufacturing firms. Brouthers et al. (1996) and Eramilli & Rao (1993) studied small 

and service firms’ international entry modes, respectively. Weinstein (1977) and Terpstra 

& Yu (1988) also studied the determinants of international investment activities of the US 

advertising agents.

It would be also interesting to see to what extent the major theories of the IB 

study are able to explain international activities of non-MNCs. Therefore, this research
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has paid its attention to the cross-border expansion modes of international franchisers 

whose number has been steadily increasing over the last three decades.

Main stream IB scholars have somewhat ignored the international entry modes of 

international franchisers until recently mainly due to their insignificant operational size 

compared to that o f MNCs. The distinctive design o f franchising format, whose 

organizational structure matches well with non-manufacturing, retail- and service- 

oriented sectors, has been another reason o f being unable to attract main stream IB 

students. In addition, the intrinsic nature o f franchising business, which does not offer 

many alternative modes o f entry, has projected an image o f stable, undynamic, and fixed 

option of foreign market entry strategies.

However, in line with increasing international activities o f the US franchisers, 

more rigorous study o f the foreign market entry modes o f international franchisers is 

demanded than ever before. Then, it is also inevitable to test whether the above 

mentioned major theories o f IB have an explanatory and predictive power regarding to 

various choices o f  international franchisers' foreign market entry mode.

This thesis will proceed in the following manner. First of all, an overall analysis 

o f the theoretical framework is presented after a brief review of the related studies o f 

international franchising. Efforts were given to facilitate the conceptual understanding 

of the key notions such as organizational mode, knowledge, and learning. Resource- 

based theory1 that views firms not as a bundle o f transactions or contracts but as a bundle 

o f knowledge and capabilities (Madhok, 1996) is used as an underlying theoretical
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construct o f this thesis. Transaction cost economics and internationalization process 

perspective are also used to complement the knowledge-based viewpoint. Second, the 

benefits and disadvantages o f the various entry modes are examined. Third, the key 

determinants o f  the entry modes from the industry, firm-specific, and location 

perspectives are identified. At the same time, the influence o f  these determinants on the 

final selection o f entry mode is hypothesized in terms of knowledge-based, transaction 

cost, and internationalization theory. Fourth, an empirical test o f the suggested 

framework is analyzed based on the data gathered by the mail survey. Then, the multiple 

discriminant analysis (MDA) is used to test whether three types o f entry mode can be 

discriminated according to various independent variables. Due to the rigorous 

multinormality assumption o f MDA, multiple ordinal logistic regression is also used to 

test the relationship between dependent and explanatory variables. Fifth, descriptive 

statistics o f the samples and the actual and hypothesized relationship between the entry 

modes and twenty-six hypotheses are compared and analyzed. Lastly, conclusion and 

discussion wrap up the research.

1.1. Unit of the Analysis

The unit o f  an alysis is the major foreign market entry mode selected by an 

international franchiser. This unit o f  analysis differs from most studies o f international 

franchisers, which usually take the number o f foreign outlets with certain type o f entry 

modes as their unit o f  analysis. However, the unit o f analysis in this study is the major

1 Despite the separate analysis of resource-based and knowledge-based theories in the 
later section o f the theory review, these two are regarded as sharing the same root about
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foreign market entry mode for a firm since most international franchisers were found by 

the previous pilot survey and interviews to have only one major foreign market entry 

mode. The reasoning will be explained in detail in the methodology section.

I. 2. Objectives o f the Thesis

One o f main objectives of this thesis is to construct a systematic model to analyze 

and understand the foreign market entry modes o f the international franchisers. It is to 

relate a major entry mode with an extensive list o f industry, firm, and location factors. If 

a US franchiser enters into foreign markets, there are firm-specific, foreign-market- 

specific, and industry-specific determinants, which all combined to result in a major 

foreign market entry mode. From these determinants, key variables that differentiate 

different types o f  entry mode with statistical significance will be recognized. Then, 

building a statistical model that incorporates these key variables to analyze the selection 

of entry modes by international franchisers is the second goal of this thesis. Multiple 

discriminant analysis and multiple ordinal logistic regression are two statistical tools that 

will identify key independent variables that have significant impacts on the choice of 

entry modes.

Then, testing and analyzing how firms perceive the international expansion in 

terms of learning new knowledge is the major goal of this thesis. Naturally, a 

knowledge-based approach that views foreign markets as a source o f  learning and 

international expansions as a creative process o f gaining organizational knowledge is 

emphasized in the analysis. Therefore, a deliberate effort was given to review and

the theory of firm, hence used interchangeably.
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compare the knowledge-based view and the transaction cost economics. Variables that 

are related to the knowledge-based attributes of firm-specific determinants and strategic 

importance o f foreign markets as a source of knowledge gaining will be identified, tested, 

and analyzed. The ease of codifying and transferring knowledge about franchise 

operations will be also examined according to the different modes of the foreign market 

entry.

1.3. Scope of the Thesis

In the US, there are two types o f franchising i.e., product and trade name (P&T) 

franchising and business format franchising. P&T franchising began in the US as an 

independent sales relationship between supplier and dealer (US Department of 

Commerce, 1988). This type of franchising has evolved from suppliers making sales 

contracts with dealers to buy and sell certain products to product lines (Justis and Judd,

1989). Typical o f this type are automobile and truck dealers, gasoline service stations, 

and soft drink bottlers. Together they dominate the franchise field, accounting for an 

estimated 70 percent o f all franchise sales in 1988 (US Department of Commerce, 1988).

The scope o f this study, however, is the international entry mode of the business 

format franchisers o f all sectors. Business format franchising has been responsible for 

much o f the growth of franchising business in the US since 1950 (ibid.). US Department 

of Commerce defines business format franchising as an ongoing business relationship 

between a franchiser and a franchisee that includes not only the product, service, and 

trademark, but the entire business concept itself. Restaurant, non-food retailing, personal 

and business services, rental services, real estate service, and other service businesses fall

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

7

into the category o f the business format franchising. The extensive lists o f a business 

format franchise package that can be offered to franchisees are as following (Smith,

1990): (i) assistance in finding and evaluating a potential site and/or area, (ii) assistance 

with lease negotiation or sub-leasing, (iii) corporate identity package, (iv) interior layout 

and design schemes, (v) advice and assistance on opening and publicity, (vi) staff 

training, (vii) managerial accounting and administrative training, (viii) operational 

manuals, (vx) a field liaison support team, (x) ongoing marketing, (xi) research and 

development on new product or services, (xii) financial arrangements, (xiii) supply o f 

products, and (xiv) technical and legal backing.

Then, by including all the sectors or industries of the business format franchising, 

this research is ready to check the influence o f industry determinants on the mode of 

entry. Of course, most business format franchisers are in the service industry. However, 

there are all sorts o f service sectors such as fast-food, mailing, accounting, health, 

education, automobile, rental, hotel and motels, staffing, etc. that are offered by business 

format franchisers.

The home base or nationality o f franchisers was also taken into account.

Therefore, letters were sent out to twenty-four national franchise associations across the 

world to inquire international activities o f  each national franchiser. Many franchise 

associations such as Argentina, Austrian, British, Denmark, European, French, German, 

Greece, Irish, Italian, Japan, Netherlands, New Zealand, the UK, Singapore, Swedish, and 

Swiss responded. But all o f  them, except the UK, had neither international franchisers 

nor the list o f  them. Therefore, on the recommendation o f Professor John H. Dunning, I 

contacted Dr. David Kirby, Dean and Pro Vice-Chancellor o f Middlesex University in
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England and his associate Ms. Anna Watson who provided me a copy o f 32 British 

international franchisers. As a result, two national firms of the US and the UK became 

the targets of this research. Despite the small population of the British international 

franchisers, this list at least made it possible to contrast and compare between the US and 

UK franchisers about their international activities and the role of determinants on the 

choice o f  entry modes. The comparison is expected to add an international dimension to 

this research and to the study o f international franchising.

1.4. Internationalization o f the US Franchisers

International expansion o f the US business format franchising is enhanced by 

globalization o f the world economy. Emerging integration of economic, social, cultural, 

technological, and business has influenced the traditional boundaries such as nations, 

governments, cultures, time and space and made international expansion easier for firms 

operating in global markets (Parker, 1996). Then, the twin forces of technological 

innovation and globalization are narrowing international technology gaps and market 

idiosyncrasies and bringing about a convergence o f demand preference across the 

industrial countries (Root, 1994).

Domestic market attributes such as the rising demand for consumer goods and 

services, expanding urbanization, increasing mobility, rising disposable income, and 

shifting o f emphasis from manufacturing to services that all combined to foster the surge 

o f  franchise business in the US are also shared by the international markets (US 

Department of Commerce, 1988). As a result, the format of US franchise business is 

easily transferable across national borders into favorable and familiar international
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environments. The well-tested package o f US franchise format, which has been built up 

based on knowledge and service, and which do not require heavy resource and capital- 

intensive investment, is another reason that has facilitated internationalization o f the US 

franchisers.

1.5. Researches on Foreign Market Entry Modes of the US franchisers

In line with the increasing number o f US international franchisers, researchers 

have observed the development o f  the US international franchise business and presented 

their findings over the last three decades (Walker & Etzel, 1973; Hackett 1976; Welch, 

1989; Aydin & Kacker 1990; Huszagh et al., 1992; Preble, 1992; Kedia et al. 1994;

Julian & Castrogiovanni 1995; Shane, 1996b). Their main interests were motives of 

international expansion and attributes o f the US franchisers. They focused on why and 

who o f the US franchisers' international activities.

This thesis asks what determines the international expansion and eventually how 

the international franchisers enter foreign markets. A few researchers have examined 

about the same issues and the entry mode of US franchisers (McIntyre & Huszagh, 1995; 

Fladmoe-Lindquist, 1996; Zietlow and Hennart, 1996; Contractor and Kundu, 1998). 

Findings o f these researchers, however, are not always consistent with each other mainly 

due to the differences in the examined industries and the proposed alternative entry 

modes. Therefore, this study targets to provide a general framework of the entry mode 

strategies o f international franchisers and has tried to include as many international 

franchisers as possible without targeting specific industries.
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II. THEORIES OF THE FIRM

In order to understand the franchising operation, which in general necessitates 

making contracts between franchisers and franchisees, one needs to know why a firm 

exists and makes contracts. A solid understanding o f the theory of firm helps to 

understand why firms select a specific mode o f ownership. Accordingly, general 

theories, rather than contextual theories, of the firm are reviewed in this chapter. In 

addition, the question o f  how a firm leams new knowledge and accumulates resources to 

expand and grow will be carefully thought about for the general understanding of 

longevity of firms.

Holmstrom & Tirole (1989, p65) asserted that a theory of firm must explain both 

why firms exist as well as why all transactions are not organized within a single firm. 

There are two alternative approaches that satisfy those requirements; a contractual 

(Coasian) perspective and a competence (evolutionary) perspective (Foss, 1993). Each 

theory tries to provide a parsimonious explanation o f the firm. In particular, the 

competence perspective is categorized into a resource-based and a knowledge-based 

approach in this thesis to separate the static aspect of currently possessed resources and 

the dynamic component o f competitive knowledge formation and learning.

Then, internationalization theory (IT) is also reviewed not as a theory o f firm but 

as a theory of the international expansion o f firms. IT is expected to provide a 

meaningful insight to the study o f franchising because o f  its emphasis on the relationship 

between the ownership structure and the knowledge acquisition. Its expertise on small 

and medium firms also seems relevant to the franchising sector, in which many are often

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

11

regarded as entrepreneurs compared to MNCs. Therefore, these three theories will be the 

underlying theories to elucidate the international activities o f franchisers.

There should be other theories that can explain the organizational mode of 

franchisers. Agency theory is one o f frequently used theories to explain the choice o f 

organizational forms of franchisers due to the contractual provision or clause o f franchise 

business. Brickley (Brickley & Dark, 1987; Brickley et al., 1991; Brickley, 1999) and 

others (Minkler, 1990; Contractor & Kundu, 1998) argued that the ownership choice o f 

franchisers depended on the tradeoffs between the management costs o f  controlling 

outlets and the ability o f franchisees to damage the reputation of trademarks. As a matter 

of fact, the earlier survey findings confirmed the propositions o f the agency theory. The 

sample franchisers of the pilot survey, who predominantly used a contractual mode, did 

not seem to mind much about the costs caused by agents and were confident about their 

ability to control foreign franchisees. This conclusion is actually in line with the 

argument o f agency theory, which expects franchisers will make contracts, if they can 

capitalize from protected trademarks or intangible assets (Caves & Murphy, 1976; 

Hennart, 1991a).

Agency theory, however, is excluded as one o f the underpinning theories o f this 

thesis, despite o f  its valid argument o f explaining the organizational mode of franchisers. 

As a contextual theory, agency theory is not appropriate to provide every aspect o f 

underlying relationships between various determinants and entry modes of international 

franchisers. For example, the relationship between entry modes and industry 

determinants and strategic motives o f firms cannot be explained by the agency theory.
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As a result, only three theories such as transaction cost economics, knowledge- 

based perspective, and internationalization theory will be reviewed in the following and 

used as underpinning theories to understand the relationship between the various 

determinants and selection o f entry modes.

II.l. Transaction Cost Economics (TCE)

Coase (1937) raised and answered to the question of why firms exist when factors 

of production are governed by the price mechanism. He intended to make the 

assumptions o f economic analysis clear and to provide an explanation of the raison d'etre 

of firms. His view o f firms was still based on the neoclassical point o f view since he 

ignored the idiosyncratic production function o f individual firms. He focused on the cost 

function o f firms and suggested that a firm exists due primarily to the marketing costs.

He was the first one who recognized that "there is a cost of using the price mechanism" 

(ibid., p390). He pointed out that "the distinguishing mark of the firm is the supersession 

of the price mechanism" (ibid., p389) due to costs resulted from uncertainty and lack of 

information in the market place. Costs related to discovering and negotiating the market 

price and concluding contracts for each transaction prevented firms from using the price 

mechanism. Coase’s view that firms exist to escape from the costs o f using the market’s 

price mechanism has been the backbone o f the transaction cost economics. Based on his 

idea, internalization theorists have extensively developed the notion o f market failure.
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II. 1.1. Contribution of Oliver E. Williamson

Williamson (1975, p4) was not satisfied with Coase's discussion of why internal

organization did not fully replace markets. He tried to present a more complete theory o f

firm in relation to markets than Coase did. The alternative economic entities examined

are strictly firms and markets, just like Coase did. Williamson has presented a

comprehensive rationale regarding to the raison d ’etre o f the organizational firm and

market mechanism. In the following section, the key concepts of his theory presented in

his book, Markets and Hierarchies: Analysis and Antitrust Implications (1975), will be

reviewed in detail to understand the principles o f transaction cost theory.

Williamson traced the cause o f transaction costs in contractual relations to the

conditions o f bounded rationality and opportunism (1975, p7: emphasis in original):

"I emphasize that it is not uncertainty or small numbers, individually or together, 
that occasion market failure but it is rather the joining  of these factors with 
bounded rationality on the one hand and opportunism on the other that gives rise 
to exchange difficulties".

Simon (1957, 1972) provided the notion of bounded rationality prior to Williamson.

Simon (1972) explained the limits o f rationality by explaining the constraints of

information-processing capacities o f economic actors, while he was developing a

classical theory of firm. The limits o f rationality due to risk and uncertainty, incomplete

information, complexity in the cost function, and other environmental constraints have

constructed the theory o f limited or bounded rationality. Simon (1957, p.xxiv) believed

there was room for a genuine theory o f organization and administration in the realm

where human behaviors were "intendedly rational, but only limitedly so" (emphasis in

original). Therefore, he implied the bounded/limited ability of human behavior.
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Bounded rationality of human behavior is further emphasized by Williamson 

(1975, p21):

"Bounded rationality involves neurophysiological limits on the one hand and 
language limits on the other. The physical limits take the form o f rate and storage 
limits on the powers of individuals to receive, store, retrieve, and process 
information without errors”; and "The language limits refer to the inability of 
individuals articulate their knowledge or feelings by the use o f  words, numbers, or 
graphics in ways which permit them to be understood by others" (ibid., p22).

Williamson tried to incorporate the notion o f  bounded rationality o f  human behaviors into

the theory o f economic organization. He articulated that bounded rationality mattered

only under the conditions o f uncertainty and/or complexity:

"Given a sufficiently simple environment, bounded rationality constraints are 
never reached and comparative institutional choices between market and firm are 
not posed - not in any interesting way at least" (ibid., p22-23).

He stated only in the conditions o f uncertainty/complexity that caused costly transactions,

the bounded rationality constraint was binding, and the alternative organizational modes

were assessed on efficiency respects. Therefore, according to Williamson, the human

factor o f bounded rationality does matter only under the influence o f  environmental factor

of uncertainty and complexity that poses comparative institutional choices.

Now, let's consider the problem o f  short-term contracts that is subject to pairing of

opportunism in small-numbers relations. While developing the idea o f opportunism,

Williamson referred to Knight (1965) who introduced behavioral assumptions in the

theory o f economic organization and the condition o f moral hazard. Williamson (1975,

p9) defined opportunism as "a lack o f candor or honesty in transaction, to include self-

interest seeking with guile”. He regarded strategic manipulation o f information or

misrepresentation o f intention that resulted only from (i) selective or distorted
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information disclosures or (ii) self-disbelieved promises regarding future conduct as 

opportunistic (ibid., p26).

However, mere identification o f opportunistic inclination in human behaviors is 

not sufficient to assume that all market activities are flawed due to the axiom o f  the 

perfect competition. Under the perfect competition, an opportunistic posturing will be 

traded by competitive terms. Therefore, only when opportunism is joined with a small- 

numbers condition, serious transactional difficulties arise (ibid., p27-8). In such 

conditions, it is the interest of each party to seek terms favorable to them and to 

encourage opportunistic behaviors, hence an internal organizational mode is selected to 

avoid both bargaining costs and indirect costs (mainly maladaptation costs).

An internal organization also provides other benefits over the market contractual 

mode (ibid., p29). First, individuals in the internal exchange, compared to autonomous 

contractors, are less able to appropriate subgroup gains that are resulted from the 

opportunistic behaviors at the expense o f  the overall organization. Second, related to the 

first, the internal organization can be more effectively audited, thus attenuating 

opportunistic representation. Finally, the internal organization has an advantage over 

market mediated exchanges regarding to the dispute settling.

Lastly, information impactedness, a derivative condition that arises mainly due to 

uncertainty, opportunism as well as bounded rationality, is identified as one o f  factors 

affecting the economic exchange (ibid., p31). Information impactedness exits when true 

information about the transactional condition is known to one or more parties but cannot 

be costlessly discerned by others. It is almost axiomatic that asymmetrically distributed
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information between economic transactors may cause hazardous effects to those with the 

less information.

Then, Williamson (ibid.) provided more specific conditions. He asserted that in

order the asymmetric information condition to be considered as problematic, it should be

coupled with (i) a high cost o f achieving information parity and (ii) the proclivity of

parties to behave opportunistically. Problems can be developed even when all parties

have identical information since each party may form different conclusions from the same

information, and the information itself can be false and incomplete. The distribution of

information between the parties is of special concern in a small-numbers bargaining

context due to the opportunistic representation explained in the above.

All these factors related to information impactedness occasion transactional costs,

shifting an economic exchange from markets to firms. In sum, given bounded rationality

combined with uncertainty and idiosyncratic knowledge paired with small numbers and

opportunistic behavior, Williamson argued that

"prices often do not qualify as sufficient statistics and that a substitution of 
internal organization (hierarchy) for market-mediated exchange often occurs" 
(ibid., p5).

Now, we need to explain why economic transactions are internalized within a firm

by examining the advantages that firms can provide other than the controlling o f the

opportunistic motives explained in the above. Williamson (ibid., p25) explained that

"Internal organization often has attractive properties in that it permits the parties 
to deal with uncertainty/complexity in an adaptive, sequential fashion without 
incurring the same types of opportunism hazards that market contracting would 
pose. Such adaptive, sequential decision processes economize greatly on 
bounded rationality" (emphasis in original).

He continued,
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"A further advantage o f  internal organization is that, as compared to recurrent 
market exchange, efficient codes are more apt to evolve and be employed with 
confidence by the parties. Such coding also economizes on bounded rationality. 
Complex events are summarized in an informal way by using what may be an 
idiosyncratic language."

Even if, in principle, parties involved in recurrent market contracts could devise the same

language, thereby realizing the same economies, Williamson admonishes that such

exchanges are more subject to the risk o f opportunism, thus have a lower chance to

develop the same economies as fully.

Then, He did not forget to point out failures o f internal organization o f the firm,

either. Contrary to Coase's (1937) approach o f the marginal costs analysis about the

internalizing transaction costs, Williamson (1975: pi 17-31) turned his attention on more

of internal organizational issues, especially on the behaviors o f managers as a source of

the organizational failure. First, he blamed opportunistic behaviors of managers whose

subgoals or bureaucratic intentions outweigh the objective profitability consideration.

"Internal opportunism takes the form of subgoal pursuit which is an effort to 
manipulate the system or promote the individual and collective interest o f the 
affected managers. ...The opportunities for reciprocity are simply more extensive 
internally" (ibid., p i24, 120).

Second, the generalized expansion bias is favored. The size-preserving tendency adopts a

compromised solution by which concessions are made to add new roles to the

organization rather than to give up essential functions or resources. Third is a sunk cost

phenomenon. The sunk costs o f  ongoing projects prevent alternatives from replacing the

current programs. It is due to the information impactedness that unable to distinguish

between faulty and worthy internal performance. Forth, internal communication is also
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subject to distortion. Members o f the organization may seek to promote personal goals

by diverting the communication system to their own uses (Simon. 1957, p i 71).

Due to the above-mentioned behaviors o f  managers, a firm’s size may

continuously grow. Regarding to the size o f firms, Williamson (1975, p i 26) expects that

bounded rationality commands finite spans o f  control. With the expansion of the firm, a

manager has to face the control loss phenomenon. Therefore, a radial expansion of the

firm eventually exhibits diminishing returns, unless offset by other factors. Given the

finite span o f control, increasing firm size leads to taller hierarchies in which leaders are

insulated from lower-level managers. Even if  internal organization is supposed to shape a

better environment for continuing involvement among members than can be

accomplished in the market, increasing size can easily upset the relationship.

In conclusion, his main concern was to economizing the cost function:

"Transaction cost economics subscribes to and develops the view that 
economizing is the core problem o f  economic organization" (Williamson, 1989, 
pl 37).

Transaction cost economics adopts a contractual approach, regards the firm as a 

governance structure rather than a production entity, and places greater weight on ex post 

institutions o f contracts. With the theoretic ramification of asset specificity (Williamson,

1989), which went unrecognized in his early work (Williamson, 1975), Williamson 

emphasizes the incentives to remove transactions from the market and internalize them 

within the hierarchy. Williamson clearly has provided a theoretical foundation o f the 

transaction cost theory, which has been used extensively to explain the motives o f 

internalizing market transactions within the firm.
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II. 1.2. TCE Applied to Franchising

The above arguments clearly show that either the market or the firm as 

organizational forms invoke positive organization costs. A franchiser as an economic 

organizer should also face positive organization costs. Transaction cost rationale can be 

applied to explain idiosyncratic organization costs o f franchising that stem from the 

efforts (i) to protect property rights or trademarks and (ii) to minimize agency costs or 

opportunistic behaviors o f  agents (Hennart, 1982; Hennart, 1991a).

With reference to the former proposition, Hennart (1982, p38) argued that the 

relative efficiency of markets in organizing production is a function o f  the cost o f 

establishing and transferring property rights, which varies with the ease o f  measuring 

such rights. Therefore, the cost o f measuring trademarks o f franchisers becomes the 

transaction cost, which affect the relative efficiency of markets. This is another vein of 

the above-mentioned transaction costs resulting from protecting and/or gaining 

knowledge; hence no further explanation will be repeated here.

Agency costs or opportunistic behaviors o f agents in franchising operation can be 

detected from organizational mode o f  franchising. On one hand, if trademarks/intangible 

assets or property rights o f  franchisers are shared by many franchisees by making 

contracts, franchisers are subject to free-riding or cheating (Klein, 1980; Klein & Saft, 

1985; Minkler, 1990; Hennart, 1991a) and dissipation of franchising knowledge 

(Hennart, 1982, p90). A franchisee has an incentive not only to cheat or free ride (lower 

quality to raise revenue) on the franchiser’s trademark if its outlet is frequented mostly by 

non-repeat customers, but also to transfer and internalize the franchiser’s knowledge to 

avoid royalty payment or premium. As a result, contracts will strictly stipulate quality
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levels o f products/services to enforce the standards of their trademarks and include a 

clause that prohibits franchisees opening the same kind of business for a certain period of 

time after the termination o f the contract.

On the other hand, even if  franchisers decide to have direct ownership, they are 

subject to managerial costs. Hennart (1982, p45), whc has identified the two inherent 

inefficiencies, shirking and information loss, o f hierarchical organization, applied the idea 

of shirking to the franchising sector (Hennart, 1991a). Every firm faces the shirking cost, 

and a franchiser is no exception. A manager o f an outlet is paid a straight salary by the 

headquarters or the owner of trademark, and the wealth o f a manager does not directly 

depend on the performance o f his/her own outlet. This payment structure, which is 

unrelated to the outlet’s profit, discourages employees to work hard.

As a result, the choice o f  organizational mode of franchisers, viewed from the 

TCE, depends on the comparative analysis o f two types of costs. They are the costs o f (i) 

enforcing contracts to maintain quality and refrain deviation and (ii) controlling 

employees’ behaviors (Hennart, 1991a, p89).

II.2. Resource-based Approach

Penrose (1955) who tried to find to find out the cause o f firm's growth from 

internal resources rather than external market conditions has laid a foundation of a 

resource-based view of firms: "Failure to grow is often incorrectly attributed to demand 

conditions rather than to the limited nature o f entrepreneurial resources" (p540). It is 

interesting to see that she emphasized managerial abilities among other resources.
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The resource-based (RB) view o f firm has sprung as a reaction to the skewed view

o f the transaction cost economics o f firms. RB theorists argue that a firm’s competitive

position is defined by a bundle o f unique resources. Therefore, organizational capability

(OC) or RB theorists have turned their attention away from the transactional costs and

benefits of an organization to the critical aspects o f resources (Barney, 1991; Conner,

1991; Amit and Schoemaker, 1993; Hunt, 1997) and knowledge (Kogut & Zander, 1992;

Conner & Prahalad, 1996) o f the firm. They view that transaction cost economics is not a

complete theory o f economic organization since it understands firms as a unit of

transaction that stresses transactional efficiencies o f organizing markets and hierarchies.

Hence, this rationale o f  governance decision that focuses on the external failure of

markets and internal minimization o f costs somehow leaves out the critical aspect of

firms' resources and capabilities. By ignoring the uniqueness o f the internal

assets/abilities/capabilities o f firms that are costly and arduous to copy, the logic of

transaction cost has difficulties explaining and responding to the question o f  performance

difference between firms. Therefore, RB theory shifts the attention from a  cost based

analysis to the attributes o f  firms that generate economic rents and that explain the

difference of performance and competitive advantage between firms.

Before we continue, a clear definition o f resources/capabilities is necessary.

Winter (1987, pi 70) expressed the difficulty o f defining these tricky notions very well:

"It is therefore necessary to confront the difficulties that arise form the complexity 
and diversity o f  the phenomena denoted by such terms as knowledge, 
competence, skill, and so forth. When we use such terms, we hardly ever know 
precisely what we are talking about (except when we are expert in the area under 
discussion), and there is sometimes a nagging concern that we are too far from the 
complex details to be making sense at all."
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Since resources and/or capabilities are understood as an epistemological notion in this 

thesis, we may not have to operationalize the concepts. But, a review o f the notion is 

helpful for further analysis o f a resource-based view.

Dierickx & Cool (1989) inspired us to use the levels at which inputs (resources) 

are defined. Their division o f resource level hinted us that hierarchies o f resources may 

exist (Conner, 1991). These include (i) elementary level resources such as individual 

capability; (ii) more aggregate level of organizational culture; and (iii) even more 

aggregate level of company reputation. Then, Daft (1986) provided a textbook definition 

of firm resources:

"Firm resource include all assets, capabilities, organizational processes, firm 
attributes, information, knowledge, etc. controlled by a firm that enable the firm 
to conceive o f and implement strategies that improve its efficiency and 
effectiveness".

His definition was comprehensive enough to worry Conner. Conner (1991) warned that a 

resource-based view may become tautological and lose explanatory power since at some 

level, everything in the firm constituted resources. Therefore, researchers have tried to 

confine the locus o f their analysis.

Many defined organizational resources/capabilities as a source o f competitive 

advantage that completed business activities in a superior way to those o f competitors 

(Madhok, 1996; Barney, 1991; Hitt & Ireland, 1986). Only Madhok was more explicit 

about the fact that they could be also constraints. Conner (1991) emphasized the 

immobility and tacit component o f  resources. He traced the sources o f firms' economic 

rents to costly-to-copy attributes o f firms. Then, Amit & Schoemaker (1993) 

differentiated resources and capabilities. They defined resources as a stock of available
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factors such as know-how that could be traded (patents and licensee), financial or 

physical assets (property, plant, and equipment), and human capital. Capabilities were 

defined as a firm's capacity to deploy resources. They were information-based, tangible 

or intangible processes that were firm-specific and can be thought o f intermediate goods 

that were developed over time through complex interactions among the firm's human 

capital and other resources. Therefore, capabilities should represent the heterogeneity of 

firms in the same industry and be more subject to market failure than resources. In this 

thesis, Collis's (1991) integrative definition o f  resources that include core competencies, 

organizational capability, and administrative heritage are defined as firm's resources or 

capabilities as long as they are firm -specific and affect the competitive position o f firms.

According to the above definitions o f resources/capabilities, we can draw two 

assumptions about how OC/RB theory understands firms: (i) firms even within an 

industry are heterogeneous with respect to the resources they control; and (ii) these 

resources are firm-specific and not perfectly mobile across firms. Certain knowledge, 

skills, and values are firm-specific since they are accumulated by means o f job training 

and learning process. Naturally, RB theory rejects neoclassical theory's assumption of 

perfect information, resource mobility, and divisibility. OC/RB theorists deal with a set 

of untradable, unimitatable, and unnappropriable resources and capabilities that forms the 

competitive advantage o f firms (Barney, 1991; Amit & Schoemaker, 1993). Then, they 

believe that certain small-numbered, costly-to-copy asset holders are earning above

normal rents.

Combinations o f these specific assets that enable firms to earn economic rents are 

recognized as strategic assets (Amit & Schoemaker, 1993). Strategic assets are valuable,
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rare, inimitable, and unsubstitutable (Barney, 1991). Therefore, in the analysis o f a 

resource-based view, the notions o f asset specificity and small-numbers condition are still 

very much in play. But unlike transaction cost theory, RB view does not depend on the 

notion of opportunistic behaviors.

Arguments based on the OC or RB view o f firms provide a platform to generate a 

dynamic theory of organizational learning and competitiveness. Managers and 

researchers have to comprehend how firms maintain and improve presently possessed 

strategic assets since those are the sources o f economic rents, performance, and 

competitive advantages. An in-depth analysis o f knowledge formation in relation to the 

structures of economic entity/organization will be reviewed by studying a knowledge- 

based view of the firm.

II.3. Knowledge-based View

While OC/RB theory focuses on performance differences between firms using 

asymmetries in competencies and capabilities, a knowledge-based (KB) view  concerns 

more about the human rather than physical capital (Conner & Prahalad, 1996). The KB 

view is the essence o f a resource-based perspective since it has ability to address issues 

such as why firms exist and how firms grow. It provides insight about the process of 

knowledge acquisition and skill building. KB theorists contend that a theory o f 

performance difference between firms needs to explain why competitive advantages are 

gained within a hierarchy instead of arms-length markets. Therefore, Conner & Prahalad 

(1996) isolated two sources o f company productivity that are originated from the market 

contracting and that are produced within the organization o f firms. Then, by eliminating
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the aspect o f  market contracting, various levels of productivity o f  firms can be traced to

the extra margin o f  productivity gains or losses within the organization o f firms.

If we accept the idea that a company grows by gaining more competitive

knowledge, a KB approach is a critical tool for the analysis o f firms' growth. It is

because a KB view can respond to the question of how

"...an evolutionary process of capitalism in terms o f new methods of production or 
transportation, the new markets, and the new forms o f industrial organization that 
capitalist enterprise creates..." (Schumpeter, 1950, p83)

is formed by focusing on new learning in the courses o f firms’ business operations. In

this respect, a KB view offers a dynamic theory that explains how' firms learn and gain

competitive advantages, while resource-based theories present static approaches,

explaining status quo conditions o f economic activities. Nonetheless, RB based theory

should receive a credit for offering a platform for a knowledge-based view.

Once again, we face a troubling task o f defining a vital word, knowledge. It is

difficult to define knowledge since it is a multifaceted concept with multilayered

meanings (Nonaka, 1994). Polanyi (1958) understood that scientific or true knowledge is

deemed impersonal, universally established, and objective. However, throughout his

philosophical book, he tried to make it clear that personal knowledge was an intellectual

commitment that needed a passionate contribution of the person knowing what was being

known. He also implied the existence o f a skill component in knowledge when he

defined knowing: "I regard knowing as an active comprehension o f  the things known, an

action that requires skill”. His understanding o f knowledge presupposed specificity and

competence aspects o f knowledge owned by performers/knowledge holders.
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Therefore, knowledge can be defined as a comprehensive information or know

how that is created and organized by the passionate efforts o f knowledge holders. 

Knowledge seems to require two components: (i) object and (ii) ability. Then, 

knowledge can be defined in terms o f organizational theory as the competent ability of 

knowing how to generate and maintain strategic assets. Therefore, knowledge connotes 

experience, insights, and skills (Conner & Prahalad, 1996) and technological capabilities 

(Nelson, 1991). Winter's (1987) understanding o f knowledge or competent as strategic 

assets also seems sensible from a business perspective. He regards knowledge as a 

competent asset, which is a  component o f strategic assets. Accordingly, knowledge is a 

useful thing for a company to have (Winter, 1987).

Taxonomic dimension o f knowledge as a strategic asset is well explained by 

Winter (1987). If knowledge is laid out in a linear fashion, there is tacit knowledge on 

one end and articulate knowledge on the other. Much of the knowledge that underlies the 

effective performance is tacit knowledge o f the organization, not consciously known or 

articulatable by anyone in particular (Nelson & Winter, 1982, p i 34). Therefore, we are 

more interested in tacit characteristics o f knowledge, which are not teachable, not 

articulated, and not observable in use.

The key assumptions o f the knowledge-based view are bounded rationality and 

non-opportunistic behavior (Conner & Prahalad, 1996). Cognitive limitation that 

prohibits firms from possessing identical production capabilities and functions, and trust 

relation that ensures non-opportunistic behavior guide us to a knowledge-based 

consideration. Williamson (1975, p26) cited the latter as "stewardship" behavior from 

Goffinan (1969, p88).
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The critical role o f bounded rationality displayed by economic activities o f rent 

generators in the course of new learning deserves more attention. Bounded rationality 

means cognitive limitations that imply no two individuals share identical stocks of 

knowledge (Conner & Prahalad, 1996). Each economic actor possesses his/her own tacit 

knowledge such as experience, insights, and skills that are learned only through personal 

experience (Polanyi, 1958; Nelson & Winter, 1982; Nonaka, 1994). Polanyi's remarks 

(1958, p90) that

"We may say in general that by acquiring a skill, whether muscular or intellectual, 
we achieve an understanding which we cannot put into words and which is 
continuous with the inarticulate faculties o f animals"

imply not only intransferability o f  tacit component o f knowledge but also limited ability

of the human communication system.

It is the tacit component that makes knowledge or skill possessors unable to "fully

aware o f  the details of the performance and find it difficult or impossible to articulate a

full account o f those details" (Nelson & Winter, 1982, p73). Tacit knowledge is not easy

to be identified and learned because it includes a whole range o f little things involving

individual actions and organizational procedures. Therefore, tacit skills are not

interchangeable and are different from information or recipe that can be written down in

the form o f textbook, patent, and document (Nelson, 1991).

These attributes of tacit component lead to the second assumption o f the

knowledge-based theory. It is the non-opportunistic, honest behavior of economic

participants. This is a direct contradiction o f transaction cost theory in explaining the

existence o f firms. Because o f the tacit component o f know-hows that demands costs or

that is simply impossible to transfer to other parties, firms may be better off by
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internalizing such transactions within the firm boundary, avoiding the price mechanism. 

This rationale explains the raison d'etre o f  the firm, without relying on the assumption o f 

opportunistic motives o f transactors.

In sum, KB theorists can explain transaction costs that are not necessarily caused 

by opportunism. They stress on bounded rationality of individuals among whom they do 

not share exactly the same decision criteria. Therefore, it is still difficult to reach 

agreements in the market place, despite o f  honest efforts o f participants. While 

transaction cost economics points opportunism as a primary contributor that brings about 

an organizational firm, knowledge-based theory explains an organizational entity even 

when opportunism is held absent. The latter shows that transaction costs can arise not 

only from opportunism but also from bounded rationality of individuals as well as tacit 

component o f knowledge. Therefore, KB theory proves that firms exist because of 

knowledge-based transaction costs that are independent of the opportunistic 

considerations scrutinized by Williamson.

II.3.1. Economic Entity and Knowledge

Since KB theory views firms as a package of heterogeneous knowledge, instead 

of a mere contracting unit or a black box with an identical production function, it reveals 

the dynamic relationship between the economic entities (i.e. firm and market) and 

knowledge. The organizational mode o f economic entity is a major instrument which 

governs (i) how the current static knowledge is coordinated and used within the 

organization and more importantly (ii) how the future dynamic knowledge is acquired and
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developed in the course o f  the work (Conner & Prahalad, 1996). Different modes may

employ, require, and lead to different element o f knowledge.

Behavioral aspects o f firms regarding to preservation of unused potential

knowledge are noticed early by Penrose (1955, p534):

"Hence a firm in acquiring resources for particular purposes - to render particular 
services - also acquires a range of potential productive services, most o f which 
will remain unused. This multiple serviceability o f resources often gives firms a 
flexibility in a changing and uncertain environment which may become of great 
importance in determining the direction o f  growth".

Her comments explain one o f benefits o f incorporating resources rather than having a

contractual relationship with resources.

Then, a question o f  how to arrange resources within a firm emerges. The critical

role o f hierarchical firms compared to market transactions in terms of arranging and

managing knowledge is authority that can control knowledge within the boundary of

firm. Once two or more knowledge holders are incorporated in a firm, knowledge is

more easily coordinated and mingled within the hierarchy than can be accomplished in

markets (Rumelt, 1995, p i24) since the firm has authority to control individual behaviors

o f knowledge-holders (Simon, 1951). Particularly, tacit components o f knowledge can be

more easily managed and arranged among the knowledge-holders by working closely

together under the same authority.

Meanwhile, an individual may substitute the other in the process of accomplishing

a project in a firm. Conner & Prahalad (1996) called this process as knowledge-

substitution. As a result, every member who has had many chances o f personally

experiencing others’ tasks can internalize each individual’s tacit knowledge. This means

that bounded rationality o f individual ability is supplemented by the organization
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structure. Therefore, individual knowledge of all party is internalized in a firm procedure, 

even if each individual may not have chances to internalize all the required skills to 

accomplish a project.

However, if  these knowledge holders are bound by the contractual mechanism in 

the market, each patty manages its own knowledge and cannot be controlled by anything 

but the contract. Each individual has the responsibility to execute his/her obligations as 

negotiated in the contract. The contract forces to perfect each individual's own work, 

expecting others to take care o f their own. As a result, market contracting enables 

individual knowledge holders specialize their own expertise. Specialization, however, is 

not the sole property o f contracts since organizational firm readily enables individuals 

specialize in different aspects o f business activity. The rule of division o f labor in the 

contract limits the chance to personally experience the full range o f knowledge or skills 

necessary to complete contracted projects. The whole mechanism o f contract thus gives 

less chance to internalize partners' knowledge due to the lack of chances to personally 

experience them. Therefore, market contracting economizes through specialization alone, 

while firm organization economizes through specialization and knowledge-substitution 

(Conner & Prahalad, 1996).1

In the above, the relationship between two economic entities and knowledge 

formation is examined. However, only one way interaction of how two types of 

economic modes (i.e., firm and market) arrange presently possessed knowledge was

1 Since only knowledge formation via the hierarchy and market is considered here, the 
cost related analysis o f using market and organizing firm is left out. However, we should 
also remember that each mode o f economic entities suffers from opportunistic behavior,
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considered. Now, we can think of the other way of interplay between stocks of 

knowledge and economic modes. Based on the rationale o f bounded rationality, it can be 

presumed that no one has all the necessary knowledge ex ante whether to design a firm 

and make a contract. As a result, an economic individual bounds to make a contract or 

organize a firm. In the long run, o f course, every economic player should have many 

chances to learn and make up for its weakness by either internalizing economic activities 

or making contracts.

Here, the focal point, however, is rather at the initial stage o f  a business activity. 

Assuming limited experience and bounded rationality, each individual in its primitive 

stage should prefer the economic entity that has been selected before. The historical 

dimension of a firm's activity is critical since its past experiences gender the underlying 

routines of the future activities (Madhok, 1996). The limited reserves o f hands-on 

experience, skill, and knowledge prevent from exploiting the other option. Despite of 

benefits related to new experiences, lack o f knowledge in a new sphere o f activities will 

incur higher costs for the measurement, acquisition, interpretation, and diffusion o f the 

new knowledge. On the other hand, harnessing already experienced knowledge can be a 

viable and in a sense costless or more efficient option. Then, a contractor is expected to 

continuously use price mechanism in a market, and a firm organizer is expected to 

continuously internalize economic activities within the firm. As a result, the 

characteristics o f presently possessed knowledge may also determine the preferred 

organizational mode ex post.

marketing, organizing, and agency costs. Hence, a balanced approach for the selection o f 
optimum mode o f economic entity is necessary.
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II3.2. Economic Entity and Learning

Now, let's consider how each economic organization responds and adjusts to the 

new or future knowledge development. First, let’s review how new knowledge is formed 

or developed within the boundary o f firms. Nelson & Winter (1982) insisted that 

knowledge was formed as an evolutionary process and stressed the cumulative nature of 

technological advance. They put it in this way:".... the output of today's searches is not 

merely a new technology, but also enhances knowledge and forms the basis o f new 

building blocks to be used tomorrow" (ibid., p256). Dierickx & Cool (1989., p i509) also 

had the same idea: "asset stocks are "built" or accumulated through a consistent time 

pattern of expenditures or flows" (emphasis in original). Therefore, knowledge 

formulation or creation is understood as a long-range process and a dynamic progressive 

change.

If new knowledge advances in a cumulative way in the sense that one knowledge 

sets the stage for the next (Nelson, 1991), organizational firm takes advantage over the 

market mechanism due to the logic o f bounded rationality. Firms which have had 

internalized all the previous know-hows can easily add new knowledge onto the existing 

ones, while contractors should renegotiate for anther contract to acquire new knowledge. 

Then, the organizational firm has advantage over a collection o f market transactions if the 

redeployment of resources is more efficient and productive within the firm due to 

interdependencies o f  knowledge holders (Conner, 1991).

However, both economic modes stand on an equal basis inasmuch as both can 

closely lookout the development o f new knowledge. Then, once a new development is 

detected, firms seem to be more efficient to implement new knowledge since they do not
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require time and costs related to renegotiating or making another contract to align with 

the new knowledge. The internal arrangement within the firm can reformulate previous 

directions without renegotiating the existing contract.

In the case of the market mechanism or contractual mode, however, changes in 

duties and responsibilities for the adoption o f the new knowledge require renegotiations. 

Accordingly, new development or knowledge is achieved through engaging in a series of 

contracts for the market-contracting mode (Conner & Prahalad, 1996). Then, making a 

contract regarding to a new knowledge will take more time and cost than can be done by 

the control mechanism within the hierarchy because involved parties will have difficulties 

to come up with the same idea about the value or measurement of the new knowledge due 

to the bounded rationality. This process should be complicated even more when 

contracting parties are not familiar with the contents o f  new knowledge.

Then, the choice o f economic modes depends on the characteristics o f  future 

knowledge. If the rent generating economic activities are routinized and specialized 

through division of labor and when knowledge development is expected to be lean, 

simple or less fluctuating, economic rent producers may engage in a contractual mode 

which facilitates efficiency by pursuing specialization. Ceteris paribus, Conner & 

Prahalad (1996) expect that an economic entity is likely to select market contracting if it 

believes a priori that the environment is not that dynamic and uncertain. Despite o f all 

the analyses about the knowledge and economic entities, the irony is that no one can 

anticipate at the present how the content of knowledge that will be evolved in the future 

will deviate from the current course o f work. It all depends on the dynamics o f  future
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knowledge that will guide us to select a proper economic mode, which will promote 

learning and advance knowledge with less cost, time, and efforts.

The KB approach of understanding the relationship between economic modes and 

knowledge so far has not depended upon potential of opportunistic behaviors. RB and 

KB theories have shifted the pivotal focus o f organizational governance from the failure 

of markets due to the prevalence o f opportunism to the failure or success of firms 

constrained by the bounded rationality (Madhok, 1996). Since KB theorists are able to 

analyze transactions between two economic entities without considering opportunism, 

they have contributed to the understanding o f the firm in a different perspective. 

Therefore, the transaction and RB/KB theories complement each other for the complete 

understanding o f economic activities o f  firm behaviors and market mechanisms.

11.3.3. Knowledge Creation Process o f the Economic Entity

Transaction cost economics has paid attention to individual firms by analyzing 

internal efficiency and market transactions. It compares and contrasts two types of 

economic entity, namely firm and market. Then, resource-based theory has concentrated 

mainly on firms to identify/comprehend why firms perform differently. Among others, 

knowledge is recognized as a single important factor contributing to a different 

performance. Naturally, the dynamic process of learning and knowledge creation in an 

organization becomes the core topic in the knowledge-based theory.

If firms obtain above normal rents only when they have superior resources or 

knowledge, the first obvious question to ask is how to get those. Can they be bought in
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the market or developed only within the boundary o f the firm? In this section, the 

formation o f competitive knowledge within firms and via contracts is reviewed.

Nonaka (1994) asserts any organization that dynamically deals with a changing 

environment should not only process information but also create information and/or 

knowledge. Despite the prescriptive tone of Nonaka’s presentation o f the theory of 

organizational learning, it is persuasive that organization should design a system that can 

arrange, develop, and redeploy its members' tacit and explicit knowledge. However, 

many regard the mechanisms that Nonaka mentioned and that are necessary for the 

formation o f new knowledge are already embedded in the organizational structure o f 

firms. Prahalad & Hamel (1990) view that a critical activity of firms is to create a set of 

core competencies and products, which resulted from those competencies. In addition, 

they suggest not to contract out these core functions in market places, even i f  a  contractor 

can deliver core products more cheaply than can the firm, because harnessing existing 

competencies extends the underlying core competence and enhances new avenues for its 

redeployment.

The organizational setting o f firms provides an environment in which knowledge 

is accumulated and created. Conner (1991) is also in line with this view contending that 

employees familiar with the firm's culture, routines, knowledge, etc. should be better able 

than outsiders to transmit/translate new know-hows in a way that links to the specific 

current knowledge. The resulting relatedness between new and current resources 

provides opportunities for gains from generating redeployable knowledge, skills, and 

routines. Since each and every firm has a distinctive combination o f knowledge, culture, 

routines, and resources, the transformation o f new knowledge should be easier within an
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organization than between organizations. By interacting with each other within the 

boundary o f an organization, knowledge is produced and reproduced, thus forming a 

path-dependent progress. This progress explains how firms grow and expand by 

accumulating know-hows and why firms may prefer to internalize transactions.

Then, we may ask why firms engage in contracts and form joint venture and 

alliances if  they can benefit from the new knowledge only through interactions within the 

firm. If organizationally embedded know-hows, which represent the core components of 

rent generating assets, are more difficult to transact without losing values than generic 

know-hows, how could a firm benefit from such know-hows that are acquired through a 

price mechanism?

On the surface, TCE seems to be unable to explain benefits o f market transaction 

because of its reliance on the notion o f  market failure caused by opportunistic intention, 

asset specificity, and small-numbers conditions. However, once we understand market 

failure or imperfection is a relative thing, we cannot expect all markets always fail all the 

time. Then, transaction cost economists my have no objection about the explanation of 

why firms sometimes use market transactions to acquire new knowledge.

A resource-based view may provide an alternative perspective. Madhok (1996) 

sets out the situation when firms may rely on contracts. Madhok points out that 

knowledge or routines embedded in an organization which have been the source of 

competitive advantage can also be constraints or barriers as firms grow and expand into 

the related or unrelated areas o f business. Organizing a new venture within the firm away 

from the routines means new learning, adaptation and implementation processes that will 

surely entail costs. Accordingly, it might be efficient for a firm to engage in contracts
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with outsiders. Madhok illustrated a set o f related industries such as mainframe computer 

and personal computer industries. I f  a firm expands into a totally unrelated new venture, 

it is more vivid that the present assets/knowledge o f the firm can become burdens.

Under such circumstance, firms may rely on external resources (Amit & 

Schoemaker, 1993). Then, firms have to develop their own way (capability) o f deploying 

the acquired resources. Therefore, hybrid organizational modes such as joint ventures 

and strategic alliances provide a means to learn others’ core competencies and knowledge. 

Accordingly, collaborative organizational mode is not a simple cost-efficient alternative 

to market or hierarchy but a strategic alternative for the acquisition o f partners' 

competitive knowledge (Hamel, 1991). Since such collaborative modes are not the crux 

o f  this study, the theoretic analysis o f  alliances and/or collaboration between firms is 

discarded in this thesis.

Yet, availability o f core competencies or knowledge is still questionable. If such 

competencies are readily available and easily transferable in a factor market, just like 

bolts and nuts, it is a matter o f time that everyone has those and no one will have a 

competitive edge over others. However, it is simply impossible to trade core 

competencies since firm-specific knowledge is accumulated internally through on the job 

training and learning (Dierickx & Cool, 1989). The business partner’s core competencies 

that made him/her generate the above normal economic rents are neither easily 

transferable nor readily available. Therefore, it should be reminded that contractual 

relationships serve only as a stepping stone that leads to new knowledge. Hence, a firm 

has to go through the same procedure o f on the job training, dynamic routines, and 

learning to make its partner’s knowledge as its own core competence.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

38

II.3.4. Entry mode, Learning, and Franchise Operations

Some may argue that above arguments/reviews are not applicable to this study of 

franchising business since a franchisee can easily buy the core competencies necessary 

for the successful operation o f  the franchise system from a franchiser. Yes, that is true. 

But, is it also true for franchisers, who are the crux o f  this thesis? Can a franchiser buy 

necessary competencies or knowledge in the market whenever necessary?

As mentioned in the introduction, major theories that have been reviewed up to 

now have been barely used to understand the franchising business. While intensive 

thoughts have been given to the study o f knowledge creation for non-franchising firms, 

there has been much less effort to understand how a franchiser gains core assets 

especially via expansion into foreign markets. Whether a firm is in the franchising 

business or not, the pursuit o f knowledge formation is a universal issue. Therefore, 

understanding the franchising business, which has more o f a hybrid business structure 

between a franchiser and a franchisee, in terms o f knowledge creation or learning from a 

KB perspective can be an interesting approach.

Then, studying the modes o f a firm's foreign market entry as a catalyst of 

competence or knowledge advance deserves more attention. Therefore, the foreign 

market entry mode of franchisers is researched and emphasized from the perspective of 

knowledge and learning. Then, transaction cost economics will be also used to for the 

balanced analysis o f the entry modes of franchisers.

Next, the third background theory o f this research is internationalization theory 

(IT). IT highlights the behavioral strategies of international firms. Due to its focus on 

the relationship between accumulation o f firms’ foreign market knowledge and levels of
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investment, IT is in some sense in line with Nelson & Winter’s evolutionary view of 

firms.

II.4. Internationalization Theory (IT)

One o f  theories that deals with the accumulation o f knowledge is IT developed by 

the Uppsala scholars. IT is considered as a relevant theory o f  foreign entry mode in this 

thesis due especially to its attention on the process o f knowledge accumulation in 

connection to firms’ international expansion. But contrary to the resource/knowledge 

based theories, knowledge in IT represents more of information rather than core assets or 

competence. It is experiential knowledge about the foreign market (Johanson & Vahlne, 

1977).

IT is a model of the internationalization process o f the firm (Johanson & Vahlne,

1977): "the internationalization o f  the firm is seen as a process in which the enterprise

gradually increases its international involvement" (Johanson & Vahlne, 1990, p i I).

Knowledge about a foreign market is the kernel o f analysis, and two assumptions are

presupposed: (i) lack of information about a target market is a  major barrier for the

penetration o f  the market; and (ii) necessary information about a target market is mainly

acquired through direct involvement in the market (Johanson & Vahlne, 1977).

However, they do not seem to have a clear understanding o f what they mean by

knowledge. In one area o f the paper they stress the recipe aspect o f knowledge:

"By market knowledge we mean information about markets, and operations in 
those markets, which is somehow stored and reasonably retrievable - in the mind 
o f individuals, in computer memories, and in written reports" (Johanson & 
Vahlne, 1977, p26).
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Then, in other parts o f  the paper, they stress the tacit component o f  knowledge, quoting 

Penrose: "One type, objective knowledge, can be taught; the other, experience or 

experiential knowledge, can only be learned through personal experience.... " (Penrose, 

1966, p53). They continue to stress tacit knowledge by saying, "We believe that this 

experiential knowledge is the critical kind o f  knowledge in the present context. It is 

critical because it cannot be so easily acquired as objective knowledge" (Johanson & 

Vahlne, 1977, p28). In their latest version (Johanson & Vahlne, 1990, p i2), however, 

they clarified about the character o f knowledge: "Experiential market knowledge 

generates business opportunities and is consequently a driving force in the 

internationalization process." So it is clear that they mean more o f  personally 

experienced market-specific information when they mention knowledge.

Since IT theorists regard experiential knowledge, which is progressive and 

accumulative in nature, as a key determinant o f  international operation, they have come 

up with a theory that explains the incremental involvement of firms' international 

activities. Based on the behavioral theory o f  firms advocated by Aharoni (1966) and 

Cyert & March (1963), IT explains the foreign investment process o f  a firm in relation to 

the accumulated knowledge about a foreign market where the firm is operating. Erramilli 

& Rao (1990) also emphasized the market knowledge as a key determinant o f  entry mode 

choices, even if their view was not based on IT model. They found that service firms 

with greater market knowledge tend to be more aggressive in their selection o f foreign 

market entry mode. Cavusgil (1980) also presented a conceptual framework o f gradual 

and sequential stages o f  firms’ international marketing involvement. His stage theory is 

constructed based on such variables as prior experience, market information, and

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

41

associated uncertainty o f the foreign markets. In the area of international franchising 

study, McIntyre & Huszagh (1995) viewed international franchising operation as 

progressive stages based theoretically on Cavusgil's stage model. They identified four 

stages o f international franchising development and found differences in terms of 

international sales percentage, expansion plan, and ownership structure. Welch & 

Luostarinen (1988) agreed that internationalization o f the firms had been a sequential and 

stepwise process involvement up to the mid-1970s. They found evidences o f departure 

from this pattern since then. Several factors such as resources availability, knowledge 

development, communication network, risk and uncertainty, control, and commitment 

were recognized as determinants o f forward momentum o f internationalization process of 

firms. Therefore, IT is parsimonious in a sense that it focuses only on the knowledge 

level o f a foreign market and disregards other key determinants of foreign market entry.

IT suggests that progressive accumulation o f  information about a target market 

leads incremental foreign investment activities. Since knowledge accumulates rather than 

being bought (Barney, 1986), organizational learning is stressed in IT model (Barkema et 

al., 1996; Andersen, 1993). Simply, IT explains that (increased) market knowledge will 

lead to (increased) market commitment. Based on the availability o f knowledge, two 

patterns o f internationalization process are explained (Johanson & Vahlne, 1990). One is 

the progressive engagement in a foreign country, and the other is the successive 

expansion into foreign markets where more psychic distance is felt by the firm. Then, a 

distinction is made between state and change aspects o f internationalization: market 

knowledge and market commitment of time one are assumed to affect decisions regarding
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to the investment level of foreign operation in time two (Johanson & Vahlne, 1977 &

1990).

The empirical supports o f  IT have been found mainly from Swedish firms 

(Johnson & Wiedersheim-Paul, 1975; Johanson & Vahlne, 1977). Swedish firms studied 

at the University o f Uppsala made small steps instead o f making a large amount o f 

investments: sales subsidiaries were preceded by sales agents, and local production was 

preceded by sales subsidiaries. A similar successive establishment o f operation was also 

found in new countries, and the time order o f such establishments seemed to be related to 

the psychic distance between the home and host countries. The key weakness o f their 

study, however, is a lack of statistical representitiveness, which was well recognized by 

the authors; they were based on a few case studies.

Then, Johanson & Vahlne (1990) recognized an exceptional case of market 

commitment that breaks the IT o f  making small steps. It is big firms with abundant 

resources. When a firm has a large amount o f resources, it is expected to make the bigger 

internationalization steps than those with the fewer resources. Thus the size o f a firm 

comes into play. Therefore, austere critique of IT points its limited application o f the 

theory to small countries and firms, despite Johanson & Vahlne's (1990) efforts to find 

other researches confirming IT. Andersen (1993) also suggests various measures to 

enhance the model to be accepted as a solid theory of international business.

Nonetheless, IT is used as a underpinning theory of this franchising study because o f a 

large number of small- and medium-sized US international franchising firms and its 

emphasis on the market knowledge as a dynamic determinant.
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Following Table 2-1 sums up key implications o f the three theories studied in the 

above regarding to their perspectives on firms, key assumptions, knowledge, etc.

Table 2-1. Key Implications of the Theories
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Cost minimizer

Market failure due to 
opportunistic behavior

Emphasis on exploitation 
o f  advantages

M inimization o f  
transaction costs

M inimization o f  
transaction costs

Assumes perfect 
transferability only limited 
by asset specificity, small 
numbers and opportunistic 
behaviors

Static: Focuses on current 
advantages/specialization 
o f  the firm

Very much

Negative: Cost 
minimization with 
protective stance

None

Competence utilizer

Market failure due to 
bounded rationality

Focuses on exploitation as 
well as development o f 
competencies

Utilization o f  resources and 
organizational learning

Utilization o f  resources and 
organizational learning

Imperfect instability and 
mobility o f  firm-specific 
know-how due to bounded 
rationality; no role of 
opportunism

Evolutionary: Today’s 
knowledge is a stepping 
stone for tomorrow’s

Little - due to emphasis on 
tacit competencies

Balanced: Accounts both 
TC perspectives and 
benefits o f  value-creation

None

Knowledge learner

Bounded rationality

Emphasis on market- 
knowledge

Availability o f  market- 
specific knowledge

Experiential knowledge 
and previous resource 
commitment

Knowledge is teamed 
through experience: No 
thought was given to 
transfer o f  knowledge 
between firms

Evolutionary: Market 
knowledge/information 
is accumulating

None - a firm is a 
learner not a knowledge 
transferor

Positive: The partner is 
viewed as helping 
hands.

May not be applied to 
big firms
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III. CONSTRUCTION OF THE FRAMEWORK

Selection o f an entry mode is the cornerstone o f  the global market expansion, and 

there should be determining factors o f  the entry mode. This thesis tries to identify the 

determinants, and their impacts on the choice of the entry mode o f international 

franchisers. Three major categories such as industry, location, and firm-specific 

determinants are constructed to analyze their influence on the selection of several modes 

of entry. Each category of determinants contains several variables, whose relationships 

with the entry modes will be hypothesized. The objective o f this chapter is to identify 

and examine individual variables and to make hypothetical relationships between the 

dependent and independent variables.

III.l. Dependent Variables

Seven types o f the entry mode are available to international franchisers. They are 

direct franchising (franchisee-owned outlets), company-owned outlets (subsidiary/direct 

investment), master franchise/area development agreement, joint ventures, licensing, 

merger/acquisition, and pilot/branch operation. Among these seven types, only six will 

be identified as one o f major foreign market entry modes of international franchisers. 

Pilot/branch (P/B) operation is excluded due to a very limited usage.

Understanding advantages and disadvantages o f each mode is the first step to 

frame determinants o f entry mode since it will explain why firms select and at the same 

time avoid a certain mode. The benefits and disadvantages o f these entry modes 

presented below are mostly reviewed by Abell (1990, chapter 3) and Justice & Judd 

(1989, chapter 22).
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III.l.l Direct Franchising (DF)

DF is a straightforward option that grants franchises to individual unit franchisees 

in the target market. Foreign franchisee applicants individually contact US franchisers.

It is merely an international extension o f the domestic operation and does not require 

introduction of new procedures or systems. Therefore, DF can be used in a foreign 

market similar to the domestic market. Then, the path to a franchiser’s successful 

international operation o f the system depends on the selection of franchisees, who will 

take the individual responsibility o f localizing the system by themselves.

On the other hand, franchisers should have managerial energies to police the 

international outlets. Duplication and repetition o f  control and management efforts are 

expected since franchisers have to deal with individual unit owners. Foreign markets 

with different languages and business cultures further complicate the managing efforts. 

Therefore, remote markets in terms o f psychic distance, which require more efforts, may 

not be suitable for DF.

III. 1.2. Company-owned Outlets (subsidiary/direct investment)

Establishment o f a local subsidiary enables franchisers to have a direct control 

over the development of target markets. A subsidiary will allow franchisers on-the-spot 

control o f the franchise system with more detailed information and appropriate ways than 

can be done through DF. A close contact with local markets will facilitate a hands-on 

approach for the development schedule.

A Similar way of entering is to establish franchiser-owned outlets by simply 

establishing company-owned outlets in foreign markets. In the long run, having either
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subsidiaries or company-owned outlets draws advantages of being a local company.

Direct ownership indicates willingness of franchisers to invest and grow with local 

markets. Therefore, if a company stays in a country long enough to assimilate with local 

customs, it would be recognized and accepted as a local company by local foreign 

consumers’ mind and would receive more supports from local institutions.

However, direct ownership is a very high-risk way o f entering foreign markets, 

and franchisers are well advised to avoid this entry method (Justis & Judd, 1989). The 

pilot survey o f  this research also strongly indicated that US franchisers barely used this 

mode. Heavy financial requirements in terms o f initial capitalization and other 

operational costs such as rent and salary should explain why. Franchisers also have to 

face and handle foreign cultural and economic surroundings of the international markets. 

Therefore, a successful international operation via subsidiary or company-owned outlets 

presupposes a sound coordination between franchiser's expatriate managers and locally 

recruited employees who will incorporate idiosyncrasies o f the local market into the 

system.

Additional financial obligations o f the initial set-up costs and managerial 

responsibilities o f the day-to-day operation o f remote foreign subsidiaries/outlets make it 

difficult to select this mode by franchisers who do not have enough financial and 

managerial resources. For example, Abell (1990) reported that the approximate cost o f 

running a one man office, with appropriate marketing, clerical and secretarial support in 

Tokyo in 1990, was somewhere in the range o f one million pounds sterling, which is a 

huge investment by anyone’s standard. Other than financial issues, legal and 

administrative procedures o f establishing a 100 percent owned subsidiary/outlet in a
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totally different social and organizational system will pose difficulties for most 

international franchisers.

III. 1.3. Master Franchise/Area Development Agreement (MF/AD)

Konigsberg (1989) carefully laid out the difference between master franchise 

(MF) and area development (AD) agreement. Under a MF agreement a franchiser grants 

an exclusive right to master franchiser/sub-ffanchiser to open franchise outlets itself and 

to franchise third parties, described as sub-franchisees, to open franchise outlets within a 

specified or exclusive territory. Under an AD agreement a franchiser grants exclusive 

rights to a developer to develop an exclusive territory by itself opening a number of 

outlets. Therefore, the physical size o f  and the population distribution within the target 

market are likely to have a substantial influence upon the selection o f  a sub-franchiser or 

an area developer. In this thesis, however, the two modes are considered as one because 

of their similarity.

The most popular method by which franchisers expand overseas is the MF/AD 

mode (Abell, 1990). Lower capital requirements combined with rapid growth result in 

preference o f this route into foreign markets by many international franchisers. MF/AD 

agreement enables a franchiser to establish its system in foreign markets without 

committing financial and managerial resources that are necessary for the establishment of 

a subsidiary or joint ventures (JVs). An international franchiser, however, has to be very 

careful in selecting its partners since the success of operations via MF/AD is very much 

depends on the financial and managerial capabilities of sub-franchisers or developers who 

undertake the development of a target territory.
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The key drawback o f this approach is the limited control o f the whole operation 

by franchisers. Compared to the hands-on management o f subsidiary, MF/AD is a hands- 

off arrangement, especially when a sub-fianchiser or a developer is a large foreign 

enterprise, which will prefer to have a modified system to accommodate the local needs. 

Naturally, the loss o f control may generate lower revenues than those from subsidiaries or 

JV operations. Besides, franchisers have to share upfront fees and royalties with master 

franchisers or developers. In most cases, however, the rate of return on investment of 

MF/DA can be more efficient than that of subsidiaries or JVs.

Another risk of selecting MF/AD mode into foreign markets is the possibility of 

creating future competitors who have accumulated detailed knowledge about the 

development o f a franchise system. A franchiser has to remind that it should be difficult 

to impose post-term non-competition laws in many countries. The exemption is only up 

to one year in the EC countries (Abell, 1990). Lastly, the termination o f MF/DA is more 

complicated than that o f  above two modes. In a worst scenario case, the termination of a 

developer results in the purchase o f a foreign business, and the termination o f a sub

franchiser results in the franchiser becoming a franchiser in a troubled area.

III.1.4. Joint Ventures (JVs)

JVs are formed either as a result o f collaboration with local firms or o f local rules 

on foreign ownership restrictions. Some countries do not allow foreign ownership in 

excess o f  50% and do not permit creation of foreign-owned enterprises. In such 

condition, JVs are the only option if a franchiser wants a hands-on approach in a target 

market. For example, McDonald's Corporation entered Mexico with a 49 percent
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ownership and the remaining 51 percent owned by the Mexican partner in compliance 

with the Mexican law (Justis & Judd, 1989). McDonald also shares ownership with 

Piazza di Spagna and Food Italia Spa in Italy (Sadi, 1994).

Besides legal constraints, economic benefits of JVs derive two or more firms put 

together. One o f the most obvious benefits of JVs is the reduced financial risk compared 

to that of a wholly-owned subsidiary. Sharing ownership lessens financial burdens by 

alleviating an initial investment requirement and successive operation costs. JVs also 

provide the best means for merging complementary skills and strengths. JVs enable 

franchisers to take advantage o f the local partners' knowledge about the local market 

conditions such as legal procedures, distribution channels, and sources of raw materials. 

Local partners' business and political contacts, manpower, and distribution networks 

added on to the system will improve the success rate o f foreign franchise operations.

Such joint efforts are advantageous to overcome local barriers raised by the local 

government officials, business associations, and consumers.

Despite various benefits, JVs are not flawless. The whole process of the joint 

efforts to manage foreign operations with partners should not be always an easy task to a 

franchiser who is used to run the system by itself. Before entering into a JV, franchisers 

should carefully consider the fundamental condition o f jo int control that is to share the 

authority of decision-makings. The whole process of dealing with partners with different 

educational, cultural, and language backgrounds can be quite disturbing.

The situation becomes worsened when each party has different goals or 

conflicting interests. Different opinions in various issues, such as the management of 

profits, personnel, and promotion may hinder a harmonious teamwork of the JVs. The
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foremost and biggest problem o f entering into JVs is the legislative procedure o f  the 

foreign countries imposed on the formation of the JVs. For example, establishing such 

joint companies is not a simple or straightforward matter under the legal systems of some 

central economies such as China and Russia (Abell, 1990).

III. 1.5. Licensing

Licensing allows franchisers enter foreign markets by selling the right to use 

trademark, trade secret, patent, or other valuable knowledge in return for a fee or royalty. 

International licensing includes a variety of contractual arrangements by which domestic 

companies (licensors) make available their intangible assets (patents, trade secrets, know

how, trademarks, and company name) to foreign companies (licensees) in return for 

royalties or other forms o f  payment (Root, 1994). Management contracting binds a 

franchiser who provides management know-hows to a foreign partner who furnishes the 

necessary capital and obtains the licenses to start the business. Transfer o f intangible 

assets is distinguished from other forms of contractual arrangement, which provides only 

professional services to the recipient firm. Usually, technical supports are accompanied 

to ensure the proper transfer o f  these intangible assets or property rights. In franchising, 

these supports include general management, marketing, and technical assistance. As a 

result, licensing enables the licensee (franchisee), who not only gains the trade secrets, 

knowledge, and capability o f  the licensor (franchiser) but also receives supports, to 

expand at a little risk (Justis & Judd, 1989). For example, Radisson grants licensing 

under five markets brands: Plaza Hotels, Suite Hotels, Radisson Hotels, Radisson Inns, 

and Radisson Resort (Sadi, 1994). Similarly, Hyatt International Corporation offers
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licensing under three brands: The City Center/Business Hotels, Destination Resorts, and 

Park Hyatt Hotels.

Most advantages and disadvantages o f licensing are similar to those of JVs. The 

most obvious advantage of licensing arrangement as a foreign market entry mode is to 

circumvent entry barriers (Root, 1994). Licensing allows franchisers avoid political risks 

and regulatory restrictions since many host governments prefer licensing over foreign 

direct investment as a way o f getting new technology.

Licensing also reduces the burdens o f  resource commitment. Since licensor does 

not own physical assets in the target market, it is immune to the worst scenario of 

expropriation by the host government. Therefore, small franchisers whose financial and 

managerial reserves are shallow should favor licensing over the alternative modes o f 

equity investment.

Licensing, nonetheless, has handicaps due to the limited control on the licensee's 

market performance (Root, 1994). Lack o f  control on the development schedule o f target 

market, may hinder a fast expansion o f  the franchiser’s brand name. The ultimate risks 

involved in expansion via licensing should be the possibility o f licensees’ becoming a 

potential competitor. Equipped with the knowledge acquired through licensing 

arrangement, the licensee may become a competitor. Therefore, a  licensor is better be 

cautious about the dissipation o f technology. However, controlling licensees, who are in 

remote foreign countries, and protecting trade secrets will always be tough tasks for 

licensors.
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III. 1.6. Merger and Acquisition (M&A)

Acquisition o f  existing networks or enterprises can be an aggressive strategic 

move to penetrate target markets. Despite a possible distinction between the non

corporate asset-specific and full corporate acquisition, we opertionalize both cases as 

merger/acquisition in this thesis for the sake o f simplicity.

The obvious benefit of M/A is a possibility of instant usage o f  existing networks 

as soon as the paper is signed. In the short-run, M/A mode can be a powerful way to 

enter a market since franchisers can save time to develop a network system in a target 

market. Harnessing existing networks also provides a chance to catch up incumbent 

rivals. In the long run, franchisers will gain other benefits similar to having a subsidiary. 

Firms such as Pirmus (UK), Norfolk Capital (UK), Queen Moat (UK), Saison (Japan) and 

Regent (Hong Kong) are examples o f international franchisers expanding through 

acquisition (Tse & West, 1992).

The leading problem of this mode is disapproving of foreign ownership by local 

business authority. Japan is a good example, and in other countries, such as Switzerland, 

the legal and political restrictions may make such acquisitions extremely difficult, if not 

possible (Abell, 1990). Therefore, legal and commercial procedures o f  target countries 

should be considered. Another problem is the correct assessment o f  the value o f target 

firms.

There are critical financial and legal constraints that international franchisers need 

to overcome to conclude a M/A deal. First, franchisers nee to go over the whole process 

o f investigation, valuation, and negotiation with the target firm. Second, governmental 

and legislative interference has to be resolved. Third, closing a final M/A deal requires
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the accessibility of a competent group of financial analysts, accountants, and lawyers due 

to the payment and tax consideration.

III. 1.7. Pilot/Branch (P/B) operation

Setting up a branch as a pilot operation is an alternative approach to the above six 

options. A pilot operation in a new environment is expected to form a good base for 

amendments and additions to the existing formats (Smith, 1990). The underlying 

reasoning o f  P/B mode is to avoid heavy resource commitment, while modifying and 

testing the original franchise format to better adapt itself to local circumstances.

Despite the prescriptive suggestions of this approach for an initial market entry, a 

key drawback of this mode is the mandatory investment. It still needs a  fair amount o f 

resource commitment in terms o f time, money, and managerial energy. The whole 

process of setting up and running a branch is simply a microcosm o f operating a full-scale 

operation. Therefore, this mode cannot be a gimmick to the problem o f foreign market 

entry. However, this mode is excluded as one of the major foreign market entry modes of 

international franchisers due to the lack of such cases in the previous survey findings.

III.1.8. Three Types o f Major Foreign Market Entry Modes

In sum, above six types o f  entry mode can be positioned in terms of the degree o f 

control, dynamics of learning, and resource commitment as shown in the Figure 3-1. 

Resource commitment includes both monetary and managerial inputs required to 

establish and run foreign operations. Highly committed firms will have more control. 

Then, the degree o f control is assumed to be in line with the learning ability. The logic is
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that firms with more control should have more initiatives in learning and gaining 

knowledge than firms with less control. Therefore, each level o f investment, control, and 

knowledge gaining seems to have a positive relationship with each other as shown in 

Figure 3-1. Accordingly, MF/AD agreement is recognized as a mode that requires the 

least resource commitment and that permits the least control by franchisers. The direct 

opposite mode is M/A and company-owned outlets that allow high control and demand 

high level o f resource commitment.

Six types o f entry choices are grouped into three: (i) low resource commitment: 

Type 1 -  MF/AD; (ii) medium resource commitment: Type 2 — DF and licensing; and 

(iii) high resource commitment: Type 3 — JVs, company-owned outlets, and M A . 

Therefore, the key criteria for the grouping o f entry modes are the level o f control and 

resource commitments.

Figure 3-1: Three Types of Entry Mode
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III.2. Independent Variables and Hypotheses

Dunning's (1995, 1993, 1988, 1977) eclectic paradigm (ownership, locational, and 

internalization advantages) has presented a grounding framework o f the theory of 

determinants of the international entry mode. Dunning sets the example o f  a tripartite 

construct, which is followed by Hill et al. (1990) and Kim & Hwang (1992) who 

incorporated strategic, transactional, and environmental variables. Others dichotomize 

the determinants o f entry mode as internal and external factors (Root, 1994; Erramilli,

1992). In the field o f franchising research, many (Aydin & Kacker, 1990; Huszagh et al., 

1992; Julian & Castrogiovanni, 1995; Kedia et al., 1994) have also studied the theory of 

determinants of internationalization o f franchising sector. The framework o f this thesis 

builds on the tripartite determinants o f various variables, which are grouped as industry, 

firm-specific, and location determinants.

III.2.1. Industry Determinants

Even if the kernel o f  this thesis is the analysis o f the firm-specific attributes based 

on a RB/KB perspective, the influence of industries cannot be ignored since it sets the 

tone o f overall business conditions. If  we accept an idea that a successful firm matches 

its internal competencies to external environment, considering industry characters seems 

valid. Industrial organization theorists reinforce this view. Bain (1968) and Mason 

(1953) presented the famous structure-conduct-performance framework:

Industry s truc tu re  > Conduct (Strategy) > Performance

The essence of this industrial organization paradigm is that a firm's performance in a 

market place depends on characteristics o f the industry structure in which it operates.
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Then, the industry structure was defined as relatively stable economic and technical 

dimensions o f an industry that provide the context in which firms compete (Bain, 1972). 

The crucial aspect o f Bain/Mason paradigm is an emphasis on industry structure because 

it determines conduct/strategy which in turn determines the performance (Porter, 1981). 

Accordingly, all that matters becomes the industry structure since conduct merely reflects 

the environment. Naturally, traditional industrial organization theorists focused on 

industries rather than firms as their unit o f analysis.

Even if  there are discrepancies between industrial organization paradigm and this 

thesis in the understanding o f the source o f competitiveness and of the unit o f analysis, 

industry traits are regarded critical as they are expected to have influences upon the entry 

mode. Previous studies hint the importance o f industry structures. Different findings 

about the international entry mode of US franchisers may have resulted from the different 

sampling o f firms. Contract & Summit (1998) targeted only hotel industry. Zietlow& 

Hennart (1996) concentrated on food service sector (35 franchisers) with a smaller 

sample o f hotel/motel (7 franchisers) and business services (4 franchisers) industries. 

Fladmoe-Lindquist (1991) gathered data from a small number o f firms, i.e. only twelve: 

Two hotels, seven restaurants, two merchandises, and one food company were samples.

Despite o f  each research's interest in the entry mode of franchisers and service 

firms, the alternative modes o f entry were different, also. Contract & Summit examined 

whether to franchise or not; Zietlow & Hennert recognized six expansion modes at the 

level of retail and wholesale; and Fladmoe-Lindquist considered equity investment and 

franchise contract. These researches imply that different industries require different types
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of entry modes. The selection o f  entry modes seems to be influenced by the 

characteristics o f industries.

Apart from the traditional analysis of the industry structure, technology 

sophistication, mandatory financial investment, and internationalization o f  industries are 

recognized as the key industry determinants o f the entry mode. Then, types o f goods 

(durable goods and intangible services) and distribution (retail and wholesale) are also 

included as industry determinants.

III. 2.1.1. Technology level

The level o f technology sophistication should control an overall configuration of 

business activitites. Franchisers in a high-tech industry should require more control not 

only to protect their proprietary knowledge but also to precisely transfer their knowledge 

to international markets than those operating in low-tech industries. In such high-tech 

industries, TC economics predicts internalization o f the transaction due to a market 

failure caused by opportunism. The logic of TC economics has been a dominant 

justification in this type o f transaction, explaining the establishment of subsidiaries when 

technology leaders, i.e. MNEs cross borders to set up foreign operations. Therefore, the 

TC perspective may try to look into other explanations if  such high-tech franchisers use 

contractual mode o f entry. In such high-tech industries, RB/KB perspective o f  firms, 

which emphasizes the imperfect mobility of tacit capabilities, is in line with the logic of 

TC economics. It also predicts internalization o f the transaction. But the background 

reasoning is not based on opportunism but on bounded rationality (the imperfect 

imitability o f know-hows). Therefore, firms may care less about the financial burdens of
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foreign investments and care more about having more control to accurately transfer 

sophisticated production skills.

However, if a franchiser in a high-tech industry has developed a franchise format 

that has successfully transferred its knowledge to domestic franchisees, it can be expected 

that the franchiser will continue to use contractual mode for the foreign entry. The 

reasoning is not related to the minimization o f transaction costs incurred by opportunism 

but to the knowledge o f running a business. Once franchisers master the whole process 

o f transferring their operations to franchisees via the package of franchise format, they 

may simply continue to make contracts with foreign franchisees. Then, despite the 

presence of market failure, franchisers may continue to franchise out because it is the 

only business means they know.

This logic implies that the selection o f entry mode is not directly related to the 

level o f technology sophistication. It means the franchiser's knowledge o f running a 

business, which is limited to making contracts with franchisees, is the major force behind 

the selection of an entry mode. This rationale o f entry mode is based on the resource- 

based view of the firm, and seems to have a strong implication o f franchisers' selection of 

the international entry mode.

However, even if  a  franchiser has successfully developed a franchising format in 

the domestic market, it does not necessary mean that he/she will be able to develop a 

proper package for foreign franchisees. Because o f the logic of bounded rationality, the 

franchiser may not be able to design a proper communication system that will smooth the 

transfer of knowledge. The sophisticated level o f technology, which is based on many 

components of tacit knowledge, will make the process o f knowledge transfer even more
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difficult. Then, the franchiser will select an entry mode that will facilitate the transfer of 

knowledge by investing more resources. Hence, the high level of technology can have an 

impact on the decision making o f entry modes.

In general, consideration o f high-tech industry for franchising sector may seem 

unnecessary since there are not many franchisers operating in high-tech industries. 

However, this analysis makes it easier to examine the opposite case. If a franchiser 

competes in a low-tech industry, the focus shifts from the transfer o f knowledge to cost 

minimization. The low-tech industry case makes it clearer how an ordinary franchiser, 

who runs the system by selling the franchise format to franchisees, will select the foreign 

market entry mode. Ceteris paribus, a franchiser will always try to minimize its resource 

commitment to lower financial, operational, and managerial risks. The default foreign 

entry mode, therefore, will be Typel entry mode (MF/AD).

H I: The lower the technology level o f  the industry in which a franchiser

operates, the more likely that the franchiser will select Type I entry mode.

III. 2.1.2. Mandatory level o f  financial investment

Some industries such as hotels and motels and car renting require heavy financial 

reserves to start the business. Outwardly, resource-based view seems to favor 

collaborative entry modes in this type o f industry since contractual mode reduces the 

financial burdens by sharing the financial costs with foreign franchisees. Since firms’ 

competitive position can be improved by shared commitments o f financial resources, the 

RB theory expects firms to make contracts using lower commitment entry modes. By 

combining financial resources o f  the engaged firms, contractual mode may enhance
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competitive positions, reduce financial pressures, and improve operational results. 

Therefore, the huge mandatory financial requirement is expected to make franchisers use 

Type 1 or 2 entry modes rather than Type 3.

Survivors of such industries that mandate huge investment should be equipped 

with adequate financial reserves. Franchisers in this type of industry may be comparable 

to big MNCs in terms of size and financial reserves. Then, IT found that big firms with 

abundant financial resources tend to take giant steps by aggressively investing into 

foreign markets. The conceivable high transaction costs related to heavy investment 

transactions will also motivate franchisers internalize transactions. TC economics 

predicts that franchisers will internalize this type of transaction due a possible market 

failure. Franchisers will find it difficult to find financially qualified partners in a remote 

foreign market. As a result, majority o f firms in the hotel industry is found to take direct 

investment mode (Contractor & Kundu, 1998).

Therefore, the RB view and TC economics project conflicting entry mode type 

respect to the high level of mandatory financial investment required by an industry.

Then, IT is in line with the TC economics only because IT expects big firms in such 

industries, and big firms, which have enough resources to invest, are expected to take big 

steps or resource commitment.

Then, how to operationalize the mandatory investment level becomes critical. In 

this research, industry determinants are all operationalized by obtaining the perception o f 

managers. Therefore, managers are asked the level of mandatory investment of the 

industry in which their companies are operating on a seven point Likert scale.
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H2: The higher the mandatory investment level o f  the industry in which a 

franchiser operates, the more likely that the franchiser will select a low resource 

commitment entry mode.

III. 2.1.3. Internationalization o f  the industry

There seems to be a variation in the degree o f internationalization among the US 

franchisers. For example, 918 franchises listed in Entrepreneur (1996, January) 

magazine showed various degree o f internationalization of the franchising sectors. 

Following Table 3-1 shows a wide variance o f the degree of internationalization among 

the 918 US franchisers (international firms operating only in Canada are excluded).

Table 3-1; Number of International US Franchisers by Sectors
Industry Type Number of US Franchisers
Automotive 30
Beauty & Health 16
Building Products & Services 2
Business Services* 26
Business/Staffing Services 6
Children’s Products & Services 21
Food/Quick Service 87
Food/Full-Service Restaurant 23
Food/Retail Sales (convenient stores) 3
Home Improvement Product Services 13
Hotel & Motels 4
Maintenance Services 44
Photograph Services 11
Real States 6
Recreation 12
Retail 16
Service Businesses** 26
Training Services 18
Source: Entrepreneur, January, 1996
(* Include accounting, consulting, & tax services, advertising, business marketing 
services, brokerage, mail services, signs, etc.
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** Include check cashing service, dating, dinner delivery, DJ/party, dry 
cleaning/laundry, electronic repair, income tax, moving, postal services, and 
environmental, security business, etc.)

From the table, we can recognize that some franchising sectors are more active in

internationalizing their operations because of either competitive domestic industry

structure or internationalization push or trend among competing firms. RB theory

predicts that more committed entry modes will be used in an industry in which many

franchisers have pursued international expansion because the knowledge necessary for

international expansion should have been accumulated within the industry. IT is in line

with this view since it expects firms increase commitment level as they gain more market

knowledge. However, TC economics may expect lower incentives for internalizing

transactions due to the reduced transactions costs as firms become used to making

contracts in foreign market conditions.

H 3: The higher the degree o f  internationalization o f  an industry in which a 

franchiser operates, the more likely that the franchiser will use a higher resource 

commitment entry mode (Type 3).

III. 2.1.4. Product and distribution types

Since most franchise businesses are engaged in services and share commonalities 

of service business, distinctiveness o f each industry’s traits may not prevail. Therefore, 

franchisers are further divided according to their product and distribution types. Three 

types o f products such as non-durable, durable consumer goods and intangible 

services/goods, and two types o f distribution methods such as retail and wholesale 

business are used to group franchisers.
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Franchisers producing durable consumer goods are considered to have similar

characteristics o f firms in manufacturing industries. Therefore, these firms are expected

to have different ways of running franchise business from those who provide pure

services. Retail and wholesale channel methods may also link to different characteristics

of industry factors. Then franchisers producing durable consumer goods or running a

wholesale business are expected to have similar attributes o f MNCs in manufacturing

industries. Once a franchiser is identified with a MNC in a manufacturing industry,

RB/KB, TC economics, and IT expect that the franchiser will internalize the transactions

based on the assumptions of bounded rationality, opportunism, and big-firm

phenomenon, respectively.

H4a: Franchisers producing durable consumer goods will use a high resource 

commitment entry modes (Type 3) than those selling intangible services/goods. 

H4b: Franchisers in a wholesale business will use a high resource commitment 

entry modes (Type 3) than those in retail business.

III.2.2. Firm-specific Determinants

While a neo-classical view o f international economics focused to address the 

location of production until the 1950s, Hymer (1976) turned his attention to the 

organization o f  international activities. Hymer was a pioneer who recognized advantages 

of some kind o f  innovatory, financial, and marketing skills that were possessed by MNEs 

to overcome foreign conditions. Dunning (1993, p66) also asserted the theory of 

determinant o f  MNEs should consider not only the location o f  value adding activities but 

also the ownership advantages o f the organization since MNEs have managed and 

controlled production facilities located in foreign countries.
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Dunning (1977, 1988, 1993, 1995) has deliberately taken into account firm- 

specific advantages in his OLI (ownership, location, and internalization) triad o f  variables 

as one o f three key determinants of international production. Dunning’s eclectic 

paradigm has provided a solid foundation of the theory o f  determinants o f foreign entry 

modes and guided students o f international study to pay an attention to firms' ownership 

advantages. Recently, Dunning (1998) discuss that the emphasis on the firm-specific 

determinants of international activities needed to be complemented by renewed interests 

in spatial aspects of FDI. The approach o f this thesis is fully in line with Dunning's 

perspective. Accordingly, both internal (firm-specific) and locational determinants o f 

international economic activities will be extensively examined in the following section.

7/7.2.2.7. Global strategic motivations

Abell (1990) suggested the motivation o f internationalization was the most 

fundamental question to be raised before going abroad. "Is it to earn profits by exploiting 

foreign markets?" "Is it to establish an international image to domestic customers?" Or, 

"Is it a defensive move to keep up with rival competitors?" Without a doubt, strategic 

motives directly affect on overall foreign business activities, including the mode o f entry.

Dunning (1993, Chapter 3) provides a framework o f the motives o f foreign 

operation. He categorized four types of MNE activity: (1) natural resource seekers; (2) 

market seekers; (3) efficiency seekers; and (4) strategic asset or capability seekers.

Among these types, most US franchisers may fall in the category o f  market seekers.

Many researchers who studied international US franchisers found that two major factors 

such as domestic market saturation and foreign market potential have encouraged US
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firms go abroad (Walker & Etzel, 1973; Hackett, 1976; Aydin & Kacker, 1990; Preble, 

1992; and Hoffinan & Preble, 1993).

For these market seekers, minimizing expansion costs is critical since they are 

seeking foreign markets to augment their revenues. Therefore, the decision rule of TC 

economics, which is to minimize costs, seems appropriate to explain these franchisers' 

international expansion mode. Then, KB theory approaches the selection of entry modes 

from a different perspective. It focuses on the transfer o f firm-specific know-how 

between franchisers and foreign applicants.

Before we continue, we need to remember how a franchiser runs the business. A 

franchiser is an entrepreneur who has developed a package o f  knowledge, which can be 

highly standardized (Aydin & Kacker, 1990), hence easily transferable to franchisees. 

Since the success o f  a franchising system depends on how well a franchiser transfers a 

well-prepared package of know-hows to franchisees, transferring key operational 

knowledge becomes a daily routine o f the franchise system. Once we understand 

transferring knowledge is one o f  key competencies o f franchisers, a knowledge-based 

view predicts that franchisers will use contractual entry modes in foreign markets, 

exploiting its ownership advantages and reducing costs at the same time. Therefore, US 

franchisers are expected to enter foreign markets by making contracts with local 

franchisees.

Now, let strategic motivations o f international franchisers come in to play. Most 

researchers understand international franchisers as exploiters o f firm-specific skills and 

do not recognize them as asset seekers who try to improve their long-term capabilities. 

However, some franchisers may seek foreign markets to sustain or advance their
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competitiveness by learning new knowledge in the global markets. Therefore, HS is 

testing about whether franchisers have specific motivations of gaining new ideas in the 

global markets.

The TC theory is not an appropriate tool for the explanation of this type of

transaction since it emphasizes the exploitation o f  firms' advantages and minimization of

the transaction costs, leaving out the dynamic aspects o f learning. Since KB theory

focuses on exploitation as well as development o f  advantages, it is more pertinent to

discuss about the organizational mode o f learning. Since franchisers are expected to leam

more by personally experiencing advanced knowledge, highly committed entry modes

that permit more control and facilitate learning will be used. If emphases o f  strategic

objectives are on learning and international competitiveness rather than exploitation of

advantages, a franchiser will be more willing to commit in foreign markets.

HS: The higher the incentives ofgaining global competitiveness via foreign 

experiences, a  franchiser is more likely to seek a higher level o f  resource 

commitment modes (Type 3).

III. 2.2.2. Individual firm 's attributes

The RB approach and Dunning's ownership advantages all predict that a bundle of 

assets will determine the organizational mode that a franchiser will choose in the overseas 

markets. Among various attributes of a firm, personnel and capital resources (Erramilli, 

1992), size and experience (Terpstra & Yu ,1988; Weinstein, 1977) of a firm were 

identified as key internal determinants of foreign entry mode by researchers who studied 

US service firms. In addition, startup cost, domestic ownership structure, flexibility of
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international marketing plan, and aggressiveness of individual franchisers will be tested 

in the following in relation to the foreign market entry modes. Since there is no way of 

getting secondary information about these attributes, straightforward questions were 

asked to managers. Therefore, managerial perceptions on these issues will be used to test 

the relations between these explanatory variables and the entry modes.

III.2.2.2.1 Availability o f  resources: Financial and  managerial

Among other abilities, the financial strength o f a franchiser is one o f  the most 

important attributes to be considered (Abell, 1990). Surplus of managerial and financial 

reservoirs is a necessary condition to consider a higher level of capital commitment into 

foreign countries. The relatively insignificant financial requirement of making contracts 

with MF/AD and licensees compared to the necessary financial investments o f 

establishing and operating foreign subsidiaries or JVs will make resource-scarce 

franchisers avoid setting up subsidiaries or JVs.

In the above, H2 tested about the financing requirement of the industry in which a 

franchiser operates. Here, the financial capability o f a franchiser is tested, irrespective to 

the investment requirement of industries, since there can be franchisers with strong 

financing capabilities, enjoying a wider range o f entry options. Since firms can access 

more control by holding more shares, franchisers with strong financial resources may 

enter foreign markets via the highly committed entry modes (Type 3).

A resource-based view expects that firms with low  resources are expected to try to 

gain others’ resources by making contracts. IT should be in line with this view: Small 

firms with little knowledge of foreign markets make progressive investments. Therefore,
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TC economists may have little interest in such firms, which concern more about

investment requirement rather than transaction costs.

Majority o f  franchisers are not listed in public, hence do not publish their financial

data. Therefore, managers were asked to measure their firms’ abilities in relation to other

firms in the same industry in this survey questionnaire. Erramilli (1992) also used the

managerial perception that measured the degree o f influence of personnel and capital

resources on the entry mode choices.

H6a: The more a firm  is constrained by the financial conditions, the higher the 

possibility o f  selecting lower level o f  resource commitment modes (Type I).

H6b: The more a firm  is constrained by the managerial capabilities, the higher 

the possibility o f  selecting lower level o f  resource commitment modes (Type I).

III. 2.2.2.2. Start-up investments o f  outlets

Firms were asked to indicate the investment requirement in dollar terms to set up

a new franchise outlet (questionnaire section A-8). Even if the level of investment is

asked at the industry level, individual franchisers’ start-up costs to open an outlet was

asked to test at the firm level. The same logic applied to the relationship between the

industries’ investment level and the foreign market entry modes is expected for the

relationship between the start-up investment level and the entry modes.

H7: The higher the start-up investment level o f  a franchiser, the more likely that a 

franchiser will select a lower resource commitment entry modes (Type I).
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III. 2.2.2.3. Size

Size of firms is a critical indicator o f firms’ ability to absorb the costs (Buckley & 

Casson, 1991), uncertainty (Erramilli & D Douza, 1995), and perceived risk (Eroglu, 

1992) related to foreign direct investment. Therefore, big firms are generally expected to 

undertake more risks and make larger internationalization steps than smaller firms 

(Johanson & Vahlne, 1990). A positive relationship between the firm size and foreign 

direct investment was founded by empirical researches (Terpstra & Yu, 1988; Kasoff et 

al., 1997). Small firms are expected have a limited bundle of resources, making 

contractual modes to access others’ capabilities.

Firm size can be operationalized in various ways such as number o f  employees, 

number of domestic or foreign outlets, and annual sales. Small- and medium-size 

enterprises are defined as firms whose employment is less than 500 unless otherwise 

specified. This definition was agreed upon in the US by the 1980 White House 

Conference on Small Business.' If  this definition is applied to the franchise sector, most 

US franchisers will fall into this category, making the number of employees a useless 

indicator of the size o f a franchiser. Therefore, Aydin & Kacker (1990) considered sales 

volume, the number o f states covered, and total number o f outlets; Julian & 

Castrogiovanni (1995) and Huszagh et al. (1992) considered only the number o f domestic 

outlets; and Kedia et al. measured the number o f  employees in headquarters, the number 

o f company- and franchisee-owned outlets, and total sales o f the previous year. Based on

1 See United States Small Business Administration, The State o f Small Business: A Report o f the 
President, 1982 (Washington, D.C., United States Government Printing Office, 1982), P.3.
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these research ideas, firm size is operationalized in terms o f domestic sales and the 

number of domestic outlets.

RB theory and IT both predict that small- and medium-sized franchisers will 

prefer Type 1 entry modes since such firms can be generalized as having less resources 

than big firms. Especially, such firms are assumed to have less information/knowledge 

about target markets, hence looking for partners or helping hands in foreign 

circumstances. For bigger franchisers, it is presumed that they have more agenda for 

international operations, thus willing to commit more resources. Even if there seems to 

be some connection between the size and resource level o f firms, they may not be in 

perfect match. Therefore, size and financial availability o f  franchisers are tested as 

separate variables.

H8a: The smaller the size o fa  firm  in terms o f  domestic sales, the higher the 

possibility o f  selecting a lower resource commitment entry mode (Type I).

H8b: The smaller the size o f  a firm  in terms o f  the number o f  domestic outlets, the 

higher the possibility o f  selecting Type I entry modes.

III. 2.2.2.4. Domestic ownership structure

Domestic ownership structure is one of important characteristics o f franchisers. 

Despite o f the default ownership structure o f  franchising business, which is to make 

contracts between franchisers and franchisees, some franchisers like to have more 

company-owned outlets than others based on various reasons. On the contrary, some do 

not own even one outlet, insisting that they are not competing with franchisees.

RB view suggests that firms’ domestic ownership strategy should extend to 

international operations. TC economists and IT theorists have studied mostly
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manufacturing firms and not paid much attention on the equity ownership strategy of 

firms in the domestic market. Therefore, they are unable to present a logical explanation 

regarding to the relationship between domestic ownership structure and foreign market 

entry modes.

H9: The higher the percentage o f  domestic outlets owned by a company, the 

higher the possibility o f  selecting Type 3 entry modes by the firm.

III. 2.2.2.5. Experience

Almost every research that studied the theory o f determinant of

internationalization considers experience as a key determinant of a firm's asset. This

variable, however, should be differentiated from the variable mentioned in the above, H3,

which is the internationalization of an industry in which the firm operates. H 3  considered

at the industry level, whereas experience is considered at the firm level.

Experience of a firm is important because o f its relationship with confidence

(Penrose, 1955). The less a firm is experienced, the less confidence a firm will have in

the outcome of actions. Penrose regarded this lack o f confidence as costs (ibid., p535):

" a firm has a fixed amount o f experienced entrepreneurial services available
 and that for any more extensive expansion it will be necessary to fall back on
the use of less experiences services, with the consequence that the firm will have
less confidence in the outcome o f actions  This lack o f confidence can be
looked upon as causing increasing costs."

RB theory and IT provide a conceptual framework regarding to the relationship 

between experience o f a franchiser and a preferred mode of entry. The longer a firm 

operates in a foreign market, the more experiential knowledge about the market should 

have been accumulated within the franchise system. Therefore, the time spent in a
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market will have an impact on the value-creating activities o f firms. If more knowledge 

is acquired over the period, a franchiser may have more confidence about the operational 

results in the target market, thus taking active steps in developing the market.

Theoretically, experience o f  a firm in each foreign market should be separated.

For example, a US franchiser entering the Japanese market first time should be 

recognized as a novice in that market, even if  it has operated in the UK over thirty years. 

However, due to the limited availability o f information about individual firms’ operating 

history in each international market, the first year that firms opened outlets in foreign 

markets is surrogated as experience o f firms.

H10: The more experience a franchiser has, the higher the probability o f

selecting higher resource commitment (Type 3) mode.

III. 2.2.2.6 Flexibility o f  international marketing plan

Root (1994) understood that firms develop the international marketing program 

once the entry mode was decided. Since he considered foreign market strategies in a 

sequence, he placed designing of marketing mix after selection o f entry modes.

However, the ordering o f such sequence can be changed. Therefore, it would be 

interesting to see the relationship between flexibility o f  firms’ international marketing 

plan and selection o f entry modes.

Many researchers believe that the pressure for local responsiveness or 

standardization comes from the industry characteristics (Prahalad & Doz, 1987; Porter, 

1987). Therefore, it is supposed that firms have tendencies to have either globally 

standardized or locally customized international marketing approach before they decide
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to enter a target market. As a result, over a period o f international experience, firms

develop a marketing program that easily adapts to local markets or strictly maintains a

standard marketing mix. Basically, three types o f international marketing approach such

as straight extension, adaptation, and inventive programs are recognized (Kotler, 1991).

From the organizational capability perspective, those three types o f international

marketing approach are directly related to competence level o f firms. Some will easily

adapt to a market, while others have limited resources and organizational inflexibility to

change. Those who are more flexible to changes will develop a program suitable for a

target market, devoting extra time and efforts, while others may continue to use their

standardized marketing plans wherever they go. Therefore, if a franchiser has a

standardized marketing plan and does not have organizational flexibility to change it,

he/she will prefer to make a contract with master franchisers or area developers.

H I I: The less flexible o f  a franchise system to the changes o f  international 

marketing program, the more likely that it will enter lower resource commitment 

entry modes.

III. 2.2.2.6. Aggressiveness

Firms have a different degree o f aggressiveness in penetrating foreign markets. 

Some franchisers work hard to penetrate foreign markets while others roam around 

waiting for being contacted by qualified franchisees. This contradicting behavior of firms 

should result in a different selection o f  entry mode.

The conventional approach or understanding o f  a speedy geographical expansion 

or penetration (Root, 1994) of a target market is to make licensing or other contracts. It is
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reasonable to assume that firms will be easier to penetrate a target market via contractual 

modes that do not require financial and managerial involvement. However, one critical 

issue is missing here. It is the lack o f initiation and/or control. Relying on contracts 

means relying on foreign applicants. As a result, if there is no counter partner, a firm 

cannot ever penetrate a target market.

Based on Figure 3-1 (p54), the KB view perceives that aggressive firms need to 

have more control to take initiatives in developing foreign markets. TC economics also 

expects that such aggressive firms may want to avoid transaction costs caused by 

opportunistic partners, hence internalizing transactions. IT should be in line with those 

views since aggressive firms can be identified as big ones that have tendency to 

internalize foreign operations.

H I 2: The more a franchiser is to quickly develop foreign markets, the higher the

probability o f  selecting high resource commitment entry modes (Type 3).

111.2.2.3. Knowledge-based attributes

Based on the extensive literature review in Chapter II o f this thesis, which has 

focused on the relationship between economic entities and knowledge, four knowledge- 

related variables are hypothesized in relation to the foreign market entry modes. They are 

(i) a desire to control international operations, (ii) a desire to upgrade production 

knowledge, (iii) the ease o f knowledge-transferability, and (iv) the ease of knowledge- 

codifiability. There should be high correlations among these four variables since they are 

all based on knowledge-based perspectives.
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Yet, entry mode researchers haven’t tested these variables in relation to entry 

modes. Lack o f  validity in measuring knowledge-based attributes made researchers rule 

out these variables. Developing objective indexes to measure knowledge-based attributes 

should be a challenging but a rewarding research topic. In this thesis, managerial 

perceptions were used to measure these variables.

III.2.2.3.1. Desire to control international operations

In chapter II, firms and markets were compared to show how each economic

entity accumulates and gains knowledge. It was shown that firms have advantages over

market transactions in gaining new knowledge due to the internal mechanism of

authority. Authority means power to control. With power to control, firms are easier to

arrange, deploy, and learn new knowledge than market transactions. And in order to have

more say in decision-makings, firms are expected to have more equity investments. Even

if the format o f  franchising business enables franchisers have control over foreign

franchisees, equity investments will make it easier to control foreign operations,

especially when franchisers are motivated to gain foreign know-hows.

H13: The more a franchiser wants to control foreign operations, the higher the 

probability that the franchiser will select high resource commitment entry modes.

III. 2.2.3.2. Desire to upgrade production knowledge 

This variable seems inessential to this study since it is not pertinent only to 

international firms. However, it implies firms’ intention to upgrade their know-hows in 

the international setting. Then, the question should be understandable and specific to
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respondents/managers. Therefore, among various types o f knowledge, only production 

knowledge is asked to make it clear and specific to respondents.

Then, some may expect that, needless to say, firms should respond in a positive 

manner to this normative question. Not all, however, is expected to have a high desire o f 

upgrading their production knowledge. As Dunning (1993) explained, there are market 

seeking, natural resource seeking as well as strategic assets or capabilities seeking firms 

at the present time. Then, strategic asset seekers are expected to have the higher desire to 

upgrade their (production) knowledge than others.

Now, the question is how knowledge seekers enter foreign markets. KB theory 

suggests that they will need equity based entry modes since internalization facilitates 

learning. TC economics is in line with this view: Firms with less knowledge will incur 

higher transaction costs and be better off by internalizing transactions.

H14: The higher the desire to upgrade production knowledge, the higher the

possibility that a franchiser will select equity ownership entry modes (Type 3).

III. 2.2.3.3. Ease ofknowledge-trans/erability

Transferring firms’ knowledge has been one o f  major issues to advocates o f 

knowledge-based viewpoints. However, this critical idea seems tautological in the study 

of franchising since transferring knowledge is imbedded in the franchise system. 

Franchisers are supposed to easily transfer franchising knowledge to franchisees. Even 

so, the argument is that there could be variations in easiness of transferring franchising 

knowledge.
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The intensive analysis of the Chapter II.3.1 & 2 was that firms learn by simply 

doing and experiencing capabilities/knowledge due to bounded rationality and imperfect 

transferability o f  knowledge. In Chapter II. 1.1, information impactedness exists due to 

the uncertainty, opportunism as well as bounded rationality, causing positive transaction 

costs to one o f parties. The remedy recommended by the both theories is to internalize 

transactions.

H IS: Franchisers with the Type 3 entry modes will f in d  it easier to transfer their

franchise knowledge than those with the lower commitment entry modes.

UI.2.2.3.4. Ease ofknowledge-codifiability.

In addition to immobility of knowledge, codifiablilty o f knowledge has been 

another key topic o f  the KB view. True capabilities and strategic assets were recognized 

as non-codifiable and non-immitatable (Chapter II.3). However, in order to run a 

franchising business, franchisers should have been able to document or codify their 

franchising operations. Accordingly, the issue of knowledge codifiability may seem 

irrelevant in the study o f franchising.

Then, there might be difference among franchisers’ abilities in codifying their 

operations according to their ownership structure. Those who have had opportunities of 

owning foreign outlets may have experienced or learned better ways o f  documenting/ 

codifying franchising operations than those who never have invested in foreign outlets. 

The argument comes from a KB viewpoint that capabilities are gained only through on 

the job or hands-on experiences/training.
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H16: Franchisers with the higher commitment entry modes will f in d  it easier to 

document about their franchise operations than those with the lower commitment 

entry modes.

III. 2.2.4. Nationality

I have contacted 24 Franchise Associations around the world only to find out that

none but the UK International Franchise Association had the list of its international

franchisers. Therefore, only two national franchisers are compared and contrasted in this

thesis. Since the same questionnaires were sent to international managers o f  each

national firm, different responses to various questions can be easily tested.

Among many variables, a different ownership strategy is expected due to the

difference in the country o f origin (Hennart & Larimo, 1998). Then, IT and TC

viewpoints are not designed to predict national differences in the selection o f the entry

modes. But, the RB view implies that a different preference o f entry modes between the

two national firms due to individual capabilities o f each national firm. A different bundle

of abilities as a group will lead to a different selection o f  entry modes. National firms

with lower capabilities are expected to learn more from international operations by

internalizing transactions than by making contracts. Then, the UK firms are expected to

have more equity modes since they are generally understood running behind the US firms

in the franchising business.

H I 7: There will be a higher percentage o f  the UKfranchisers using the higher 

commitment entry modes than that o f  the USfranchisers.
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III.2.3. Locational Determinants

III.2.3.1. Overall perceived foreign market risk

Geographic move from the domestic to foreign markets is not a simple change of 

operational base but a major shift o f environment (Bartlett & Ghoshal, 1989). The 

economic and political imperatives of the global competition (Prahalad & Doz, 1987) 

have been always on the top o f check lists that international managers have to review 

before entering foreign markets. They should assess the degree of risk associated with a 

new venture. Overall risks associated with the target market should be accepted before 

the company penetrates foreign markets.

Therefore, researchers, who are trying to understand the influence of locational 

determinants o f  a target market, operationalize the risk associated with the political and 

economic conditions by using published data such as GDP, FDI indexes, etc. (Contractor 

& Sumit, 1998). However, managers may not always interpret their external 

environments via archival data but use perceptual measures (Boyd et al., 1993; Fahey & 

Narayanan, 1989). Managers may have limited time, enthusiasm, and abilities to look 

into hard data for every prospective target country.

Hence, managerial perceptions are used in this study to measure the degree o f 

overall political risks recognized by franchisers. It seems reasonable to use managers’ 

responses since it is their perception, not the hard data, that makes the final decision to 

enter foreign markets. Agarwal & Ramaswami (1992) used managerial perception o f 

country risk, and Blair and Kaserman (1982) also used the perceived risk of franchisers 

and franchisees in terms o f discount rate as the most critical assumption designing the 

optimal profit structure o f a franchiser.
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The relationship between the entry modes and the overall perceived political risk 

o f  target countries by managers seems quite predictable. When a high political risk is 

perceived, managers will try to withdraw from the target country. If still decided to enter 

the market, it will choose the lowest level of financial commitments.

H I 8: The higher a franchiser emphasizes the overall perceived political risk o f  a

target market, the less likely that the franchiser will use Type 3 entry modes.

III. 2.3.2. Legal difference

Local legislative guidance set by host governments plays a decisive role on the 

choice o f firms’ entry modes. Legal difference or bureaucratic paper works are one o f 

obstacles that international firms have to overcome. In Japan, for example, each unit 

franchise agreement is likely to be an agreement for the transfer of technology and 

required to be registered at the Fair Trade Commission as an international contract under 

the Anti-Monopoly Law (Law No 54, 14 April 1947) and at the Bank o f Japan under the 

Foreign Exchange and Foreign Trade Control law (Law No 228, 1949 as amended)

(Abell, 1990). Such legal burdens may prevent a settlement of direct franchising. Some 

other governments such as Korea, India, and Japan require foreign international 

franchisers to use local raw materials (Sadi, 1994). Since such government regulations 

have a direct impact on the quality o f the products/services, franchisers may avoid those 

markets.

The formal request o f  disclosure in certain jurisdiction may also hinder the 

franchiser's intention o f direct franchising. The franchise-specific laws mandated by Loi 

Doubin in France impose disclosure requirements upon franchisers (ibid.). Despite its
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simplicity, the practice o f law in the civil jurisdictions such as France and German may 

put administrative burdens on the US and UK franchisers who are used to common law. 

Therefore, American franchisers are easier to enter into Canada, the UK, and Australia 

which share the same legal heritage o f common law than into others who have code law 

system. Naturally, they may pursue other common law jurisdictions that require long 

form agreements, stating every right of each party. Comprehensive protection of 

trademarks and brand names will also directly affect on the decision making of whether 

to enter the country. Therefore, legislative and legal complexity o f target countries 

should be considered carefully before entering them.

What kind o f entry modes will be beneficial when firms face different legal 

system? Such condition will further increase transaction costs from a TC point of view 

and will make firms internalize transactions. However, IT predicts that firms will 

minimize equity investments due to the limited local market/legal knowledge and make 

contracts with sales agents. Once firms realize how little they know (or little capabilities 

they have) about foreign legal systems, they should make contracts with local franchisees 

to gain knowledge about the system.

H I 9: The more a franchiser concerns the legal difference between the home and

target markets, the more likely that the franchiser will use Type 1 entry modes.

III. 2.3.3. Strategic importance o f  target markets

There are “sticky places within slippery space” (Markusen, 1996) since certain 

geographic areas have more strategic values than others (Dunning 1998). Low labor 

costs, abundant resources, expanding demand conditions, and challenging rivals are
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frequently cited reasons o f  why firms consider certain locations more seriously. In 

addition, efficient infrastructure, favorable governmental supports, and concentration o f 

capabilities which all combined to result in opportunities for new learning and innovation 

seem more important in this age o f global competition. Firms start to identify and 

appreciate those foreign markets since they can gain knowledge and become more 

competitive by experiencing business activities in them.

III.2.3.3.1. Foreign markets as the source o f  learning

Dunning (1998) enlightened importance o f  location as sources o f dynamic 

learning. He suggested that an emphasis on firm-specific determinants o f  international 

activities should be complemented by a renewed understanding of the spatial aspects that 

enable high value asset-augmenting activities. Advanced industrial countries and some 

large developing countries have become targets o f  FDI because of the availability of 

advanced technological knowledge, management expertise, and organizational 

competencies. Scott (1996) also acknowledged the growing concentration and 

specialization o f manufacturing and service activities in large metropolitan areas. He 

contended a possible emergence of city-states resulting from development o f the world 

capitalism marked by an intensified regionalization o f production. Advances in 

transportation and telecommunication technologies that facilitate the mobility o f firm- 

specific assets across national boundaries have made the geographical concentration of 

dynamic activities possible.

However, students o f international franchising activities have never approached 

locational determinants o f  foreign markets with such a view. International markets are
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viewed as objects o f extraction rather than as sources o f  dynamic learning or sustaining 

competitiveness. Foreign markets are targeted to take advantage of firm-specific 

competencies of US franchisers over endogenous firms. This view has been naturally 

shaped and widespread in the US franchising sector since almost every aspect o f 

franchising business format has been extensively developed by the US franchisers. The 

US franchisers have been world leaders in their respective franchise business.

However, it is quite possible that a franchiser gains international competitiveness 

by engaging in international operations. A close contact with specific foreign market 

conditions may enable international franchisers learn new trends, develop global 

products, and adopt efficient managerial skills. Therefore, the role of foreign locations as 

a source o f  competitiveness will be empirically tested in the later chapter.

If  managers recognize foreign markets as sources o f learning instead o f revenues, 

the RB perspective expects that firms will engage in a higher level of resource 

commitment entry modes based on the rationale o f bounded rationality. A close contact 

to local conditions is expected to facilitate a learning process. TCE may not be an 

appropriate tool for analyzing this situation since it focuses on exploitation o f advantages 

not on development o f competencies. However, it will still advocate a high resource 

commitment entry mode due to expected high transaction costs for an acquisition o f  

unknown skills.

H20: The higher a franchiser emphasizes the strategic importance o f  

international markets as a  source o f  dynamic learning, the more likely that the 

franchiser will use Type 3 entry modes.
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111.2.3.3.2. Foreign franchisees as sources o f  new knowledge

The rationale for this variable is same as above, but the emphasis is shifted to

foreign franchisees. If international franchisers recognize foreign franchisees as new

knowledge providers, the relationship between franchisers and franchisees may change.

Franchisers may want a closer relationship with the possessors o f new knowledge,

initiating joint ventures or merger/ acquisitions (Type 3 entry modes).

This logic seems applicable for non-franchising firms. However, it can be easily

criticized as a radical speculation that ignores the standard format o f franchising;

franchisers are knowledge providers and franchisees are knowledge receivers. The

intention is not to break this conventional relationship but to explore the possible

difference o f entry mode strategies based on the recognition o f  foreign franchisees as a

source of new knowledge.

When there is asymmetry in the possession of information, TC economics

suggests internalization o f transactions due to the opportunistic behaviors. Therefore, TC

economics suggests a slight different entry mod, even if it is also one o f Type 3 entry

modes. Only IT suggests lower level o f entry commitments since firms with little

(marketing) abilities would want to make contract with local agents who have more

information or market knowledge.

H21: The more a franchiser recognizes foreign franchisees as a source o f  new 

knowledge, the more likely that the franchiser will use Type 3 entry modes (JVs or 

M&As).
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III. 2.3.3.3. Competitive market structure

In most cases, those markets that are strategically important to a franchiser as 

sources o f international competitiveness will be also strategically important to others. 

Therefore, such markets naturally form a competitive market structure. However, the two 

conditions may not always go hand in hand. There could be other reasons o f shaping 

fierce competition. Therefore, the degree of competitive market structure will be tested 

separately from the importance o f foreign markets as a source o f knowledge.

The competitive market condition is measured by perceptions of managers. RB 

theory predicts that firms will require more control to successfully transfer tacit 

knowledge to have a competitive edge over competitors, thus expecting a high degree o f 

resource commitment in a competitive market condition.

H22: The more competitive structure a target market has, the more likely that a

franchiser will use high resource commitment entry modes.

III. 2.3.4. Pressure fo r  local responsiveness

Prahalad & Doz (1987) provided a simple two by  two framework based on 

business pressures from global integration and local responsiveness. Franchising format 

seems well prepared to pressures from global integration such as cost reduction, 

multinational customers, and universal needs. However, standardized franchising formats 

may not be sensitive to pressures from local responsiveness such as differences in 

customer needs, in distribution channels, and host government demands. Among these 

pressures, idiosyncratic customer needs from nations to nations are considered here.
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The selection o f entry mode should be influenced, if a franchiser has received

frequent requests o f changes in product features from franchisees across the world. If

those requests are not relevant to improve product quality, firms may just allow such

request only in those markets. For example, franchisers making hamburgers will not use

beef in certain countries due to the customary and religious reasons. Therefore, the KB

approach suggests that franchisers will make contracts with foreign franchisees. Since

franchisers do not have an intention o f  learning foreign idiosyncrasies, they will make

franchisees satisfy local needs.

H23: The more the number o f  requests to change a franchiser's product features, 

the higher the probability that the franchiser will select non-equity ownership 

entry modes.

III. 2.3.5. Size and demand condition: Market potential

Market potential (size and growth) has been found as an important determinant o f 

foreign investment (Agarwal & Ramaswami, 1992; Eramilli, 1992; Terpstra& Yu, 1988). 

Some researchers measured the degree o f market potential using managerial assessment 

(Agarwal & Ramaswami, 1992; Eramilli, 1992) and gross domestic product (Terpstra & 

Yu, 1988). Again, managerial perceptions will be used to measure how much the 

demand conditions affect on the selection o f entry modes in this research.

The development schedule o f  markets with high demands is likely to be directly 

related to the revenue flow of a franchiser. For example, it will take some time to fully 

penetrate a large country with many booming urban cities. A franchiser should react 

quickly in order to maximize its operational results for such large and/or high demand

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

87

markets. In this case, franchisers need to have control over the swift establishment o f

outlets. If a franchiser delays its market establishment, rival firms may react quickly to

catch up or overtake the market share, thus may lose its prospective locations, revenues

and/or franchisees to rival firms. Under these circumstances franchisers have to decide

whether to delegate the authority o f controlling the development schedule to MF/AD or

to devote aggressively by setting up subsidiaries to have more control over the

development o f target markets.

Therefore, RB theory expects that a firm will enter high potential markets with a

high resource commitment entry mode that allows more control to effectively penetrate

the markets. Financial and managerial commitments will be required to have more

control for the swift establishment o f outlets. Such investment is rationalized as a high

demand condition is expected to pay off invested capital. The same logic expects that a

firm will use low resource commitment entry modes in countries where the market

potentials are expected to be low. Root (1994) also expected that a low and uncertain

sales potential o f target markets should attract low commitment entry modes.

Then, the same concern that has been raised for H12 should be reviewed again. It

is to have low resource commitment entry modes (Type 1) for the markets with high

demand conditions since contractual modes require a lower financial and managerial

commitment than that o f equity modes, thus enabling firms to easily penetrate target

markets. However, this argument is rejected again due to the lack of the ability to control

the expansion schedule.

H24: The more a franchiser emphasizes the market potential, the more likely that 

the franchiser will use high resource commitment entry modes (Type 2).
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III. 2.3.6. Psychic distance o f  the market

Companies in their early period o f  internationalization tend to target foreign 

countries that are physically close and culturally similar with their home markets (Root,

1994). The role o f  psychic distance as a  determinant o f the entry mode has been studied 

in terms o f cultural differences (Hofstede, 1983; Kogut & Singh, 1988; O Grady & Lane, 

1996). Johanson & Vahlne (1977) defined the psychic distance “as the sum o f  factors 

preventing the flow o f information from and to the market. Examples are differences in 

language, education, business practices, culture, and industrial development”. Linguistic 

and cultural similarities or dissimilarities o f  target markets should affect on effectiveness 

and efficiency o f communications with local franchisees. Therefore, firms are expected 

to pursue psychically close countries, which offer familiar operating conditions that can 

be easily understood by international franchisers.

Many researchers found that the US franchisers prefer English-speaking countries 

such as Canada, UK, and Australia that have a similar cultural background (Aydin & 

Kacker, 1990; Welch, 1989). Many entered Canada before other countries because o f the 

proximity and most similar market conditions (Julian & Castrogiovanni, 1995; Walker 

1991). O Grady & Lane (1996), however, found psychically close countries do not 

always guarantee successful operational results from the research of Canadian retail 

companies operating in the US.

On the other hand, Benito & Gripsrud (1992) and Engwall & Wallenstal (1988) 

could not support their hypothesis that firms expand into the countries that are culturally 

more close. Welch (1989) and Huszagh et al. (1992) found that the recent expansion of 

US franchisers to Asia and Caribbean countries where culture and political system are
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highly diverse from those o f the US. Preble (1992) also noticed the growing expansion 

of US franchisers to Japan and attributed it to the heavy dependency on master 

franchising, existence o f  harmonious networking, and enthusiastic assimilation of 

Western innovations.

As shown, there seem to be mixed signals in relation to the impact of psychic 

distance on the selection o f target countries. Earlier studies tend to stress the impacts of 

psychic distance more strongly. Recent researchers, however, found more balanced 

international activities o f  firms that are expanding in to booming markets. Globalization 

of the world economy in recent years should has made international managers unaware 

strong psychic distances from countries that have been stereotyped as culturally different.

Managers, however, may still have a certain degree of psychic distance towards 

certain countries. Here, we have to make it clear that psychic distance and cultural 

distance are two different things. Psychic distance is the managerial perception about a 

target country based on the factors mentioned by Johanson & Vahlne. Cultural distance 

measured by Hofstede (1983) is the differences of national cultures in four criteria.

Therefore, even if  two nations have a wide cultural distance based on those four 

dimensions, a manager from country A may not feel a strong psychic distance towards 

the country B because o f  his own personal experience o f the country. Since perceptions 

of managers are the psychic distance about target markets, the validity o f using Hofstede's 

cultural dimensions is questionable. Instead, the psychic distance should be asked 

directly to the decision-makers o f the entry mode.

Managers will prefer to enter markets that are psychically close. Since managers 

can have confidence about their ability to run operations in foreign countries that are felt

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

90

close to their own, they will be more willing to choose high-commitment entry modes

than would otherwise be the case (Root, 1994, p32). This logic seems in line with the RB

perspective that stresses the utilization of currently possessed knowledge. Based on

knowledge reservoirs accumulated in the domestic market, a US franchiser may feel

comfortable using such knowledge in foreign markets that seems familiar to its own such

as Canada. IT also predicts more involvement o f a franchiser in foreign markets, which

share similar market knowledge used in the domestic market. A target market recognized

as psychically remote by a franchiser should require more efforts/costs to gather market

knowledge, thus making the franchiser avoid them. Therefore, the UK firms may target

such countries as the US, New Zealand, and Australia that are psychically close as their

initial target countries instead o f physically close European nations.

H2Sa: In the initial state o f  the US international franchisers, Canada will be the 

most frequently selected target market.

H2Sb; In the initial state o f  the UK international franchisers, the US, New 

Zealand, and Australia will be the most frequently selected target markets.

III. 2.2.7. Enticement o f  sub-franchiser, developer, and franchisee 

Stopford & Wells (1972, p i 49) already recognized the importance of qualified 

partners and associates in the host country. The open ended questionnaire conducted for 

this thesis revealed that most US franchisers have been contacted by unsolicited foreign 

sub-franchisers and developers and later on made contracts with them. It was found that 

many US franchisers take a passive approach in exploring foreign markets, although this 

finding is yet to be proved with a bigger sample size.
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The unsolicited approaches by foreign applicants should be a result o f the

dominant market position and competent reputation that successful US franchisers have

built up in the domestic market over a period o f time. Foreign applicants should have

approached US franchisers to access US trademarks or brand names that are associated

with successful operations in the US market. The right to use famous and US-related

trade names will make them easier to advertise, promote, and sell in their domestic

markets than starting their own brand names. Therefore, US franchisers who have

established their names become the targets o f aggressive foreign applicants. As a result,

successful franchisers are getting used to make contracts with foreign master franchisees

and area developers who pursue international franchisers' brand names or trademarks.

Over some period o f time, franchisers may develop organizational process to deal with

foreign applicants for development o f foreign markets. Eventually, the role o f unsolicited

foreign applicants becomes significant to international franchisers who want to minimize

their efforts o f developing foreign markets.

H26: The more a franchiser recognizes the importance o f  unsolicitedforeign 

applicants, the more likely that low resource commitment entry modes will be 

used.

Following Figure 3-2 shows a list o f  the three groups of determinants and three 

types o f entry modes. Table 3-2 shows summary o f hypotheses. It shows the expected 

relationship between the explanatory variables and the entry modes based on the three 

underpinning theories.
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Figure 3-2: Three Determinants and Three Types of Entry Mode

Industry Determ inants

T e c h n o lo g y  L e v e l 
M a n d a to r y  I n v e s tm e n t  L e v e l 
D e g re e  o f  I n te r n a t io n a l iz a t io n  

G o o d s  a n d  B u s in e s s  T y p e s

Type 3 Entry Modes:
J V s , M /A s , &  C o m p a n y -o w n e d  O u t le ts

Type I Entry Modes:
M a s te r  F ra n c h is in g /A re a  D e v e lo p e r

Type 2 Entry Modes:
D ir e c t  F ra n c h is in g ,  L ic e n s in g

Selection o f Entry Modes

O v e ra l l  P e r c e iv e d  M a rk e t  R is k s  
L e g a l D if f e re n c e
S tra te g ic  I m p o r ta n c e  o f  T a r g e t  M a rk e ts
1. F o re ig n  M a rk e ts  a s  S o u rc e  o f  

L e a rn in g
2. F o re ig n  F r a n c h is e e s  a s  S o u rc e s  o f  

L e a rn in g
3 . C o m p e t i t iv e  M a r k e t  S t ru c tu r e  
P re s s u r e  f o r  L o c a l R e s p o n s iv e n e s s  
S iz e  &  D e m a n d  C o n d i t io n s :  M a rk e t  
P o te n t ia l
P s y c h ic  D is ta n c e  

E n t ic e m e n t  o f  f o re ig n  a p p l ic a n ts

Location Determ inants

Firm-specific Determ inants

G lo b a l  S tra te g ic  M o tiv a t io n s  
In d iv id u a l  F i r m ’s  A t t r ib u te s
1. F in a n c ia l  &  M a n a g e r ia l  R e s o u r c e s
2 . S ta r t - u p  I n v e s tm e n ts  o f  O u t le ts
3 . S iz e
4 . D o m e s t ic  O w n e r s h ip  S tru c tu r e
5. E x p e r ie n c e
6 . F le x ib i l i ty  o f  I n t ’ l M a rk e t in g  P la n
7 . A g g re s s iv e n e s s  
K n o w le d g e -b a s e d  A t t r ib u te s
1. D e s i r e  to  C o n t ro l  I n t ’ l O p e r a t io n s
2 . D e s i r e  to  U p g ra d e  K n o w le d g e
3 . E a s e  o f  K n o w le d g e - T r a n s f e r a b i l i ty
4 . E a s e  o f  K n o w le d g e -C o d if ia b i l i ty  
N a t io n a l i ty
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Table 3-2: Hypothesized Effects of Determinants on 
Entry Mode Selections

D eterm in ants:
The higher the level o f  following
factors -

Expected Sign of Investment Level 
Based on Theories 

( + sign for more ownership;
— sign for less ownership)

Expected
Entry

Comtmt
LevelTC

Perspective
RB/KB

Perspective
IT

Perspective
Industrial factors

1. T e c h n o lo g y  le v e l + + • +
2 . M a n d a to r y  I n v e s tm e n t + — + —

3 . D e g re e  o f  I n te r n a t io n a l  iz a t io n — + + +
4 .  G o o d s  &  B u s in e s s  T y p e s + 4- + +

Firm-specific factors
1. G lo b a l s t r a te g ic  m o t iv a t io n s • + • +
2 . In d iv id u a l f i r m s ' a t t r i b u t e s

1. F in a n c ia l  &  m a n a g e r ia l  r e s o u rc e s • + + +
2. S ta r t- u p  in v e s tm e n ts  o f  o u t le t s + — + -
3. S iz e + + + +

4 . D o m e s t ic  o w n e r s h ip  s t r u c tu r e - + . +

5. E x p e r ie n c e • + + +

6. F le x ib i l i ty  o f  I n t ’ l M a r k e t in g  P lan + + • +

7. A g g re s s iv e n e s s + + + +

3 . K n o w le d g e -b a s e d  a t t r i b u t e s
1. D e s i re  to  c o n t ro l  I n t ' l  o p e r a t io n s + + +

2. D e s i re  to  u p g r a d e  k n o w le d g e + + +

3. E a s e  o f  k n o w le d g e - t r a n s f e r a b i l i ty + + +

4 . E a se  o f  k n o w le d g e - c o d i f ia b i l i ty • + +

4 . N a t io n a l i ty • UK UK
Locational factors

1. O v e ra l l  p e r c e iv e d  m a r k e t  r is k s — - - -

2 . L e g a l d i f f e r e n c e + — — —

3. S tra te g ic  im p o r ta n c e  o f  ta r g e t  m k ts
1. F o re ig n  m a r k e ts  a s  s o u r c e s  o f + + • +

le a rn in g
2. F o re ig n  f r a n c h i s e e s  a s  s o u r c e s  o f + + — +

le a rn in g
3. C o m p e t i t iv e  m a r k e t  s t r u c tu r e + + • +  I

4 . P re s s u re  f o r  lo c a l  r e s p o n s iv e n e s s • — • —

5. S iz e  &  d e m a n d  c o n d i t i o n s :  M a rk e t . + • +

p o te n tia l
6 . P s y c h ic  d is t a n c e - Canada • Canada
7 . E n t ic e m e n t  o f  f o r e ig n  a p p l ic a n ts — — —
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IV. RESEARCH METHODOLOGY

IV. 1. Mail Survey

A survey questionnaire was designed based on the previous mail survey 

conducted in the spring o f 1996. Previous survey questionnaires were sent to the three 

hundred and forty US international franchisers who were recognized as franchisers 

pursuing foreign operations by the Entrepreneur (January 1996) magazine. Thirty-four 

firms responded from the first mailing. In the second mailing, firms ranked within the 

top 100 franchisers by the Entrepreneur magazine were targeted, and ten more firms 

responded.

This previous mail survey was stopped after receiving 44 questionnaires due to 

the two critical findings. First o f all, majority o f firms did not have various entry modes 

in line with the specificity o f locations. Since the survey was based on the theoretical 

background o f Dunning's (1995) eclectic paradigm, firms were expected to use various 

foreign market entry modes. In relation to distinct foreign market conditions, firm- 

specific characteristics, and internalization benefits, firms were expected to use different 

market entry modes such as company outlets, JVs, licensing, or merger and acquisitions 

in addition to the frequently used direct franchising or MF/AD entry modes.

Surprisingly, most franchisers had only one major foreign market entry mode whenever 

they entered different foreign markets.

This tendency that US international franchisers use only one major foreign market 

entry mode was confirmed by interviews conducted in the summer o f  1998. Several 

international US franchisers locating in the vicinity o f  Rutgers Newark Campus were 

contacted by telephone. Seven firms, which were located in the New York and New
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Jersey areas, agreed to participate in the interview. Each o f them had only one major 

foreign market entry mode.

Second, US international franchisers did not seem to mind about the transaction 

cost which has been the core concept o f internalization theory (Buckley, 1988; Casson, 

1982; Erramilli & Rugman, 1996; Williamson, 1975 & 1989). Therefore, they ignored 

the benefits o f  internalizing foreign operations, and almost all o f them did not respond to 

the questions about internalization o f  foreign operations in the questionnaire. It is due to 

the nature o f  the franchise business. Business format franchising can be understood as a 

form o f the business alliance that a franchiser makes a contract with a franchisee without 

considering much about transaction costs. In some sense, the transaction cost is built in 

the franchising business system. That is, a franchiser needs to spend managerial time and 

efforts/costs to find a qualified franchisee and has to take the risk of opportunistic 

behaviors by engaging with an exogenous partner. In return, a franchiser receives 

contract fees and/or royalties without taking the risks o f  financial investments in and 

operational results of a specific outlet/location.

The previous research confirmed this tendency o f  cooperation since forty-two 

respondents out o f forty-four sample firms used either master franchising or direct 

franchising method to enter foreign markets. These sample franchisers rarely internalized 

the operation. Open-ended questionnaires were sent to these forty-four firms to 

understand why they ignored the benefits of internalizing the operations and endured 

possible future opportunistic behaviors o f franchisees. Nineteen firms responded. They 

emphasized the benefits of reduction in risks in terms o f  financial investments and 

operational results by making contracts with local foreign franchisees. Then, most
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respondents did not consider much about conceivable opportunistic behaviors of 

franchisees due to a limited experience o f such incidents.

On the whole, the previous mail survey followed by an open-ended questionnaire 

was very useful as a pilot study. It provided valuable information about the real world 

situations and suggested a new direction o f the research. The background theories were 

reconsidered, and the key research questions were reviewed accordingly. In addition to 

the theoretic modification o f the research, the overall presentation o f the questionnaire 

was also revised. A professional approach was emphasized in designing the 

questionnaire to improve the return ratio. A color letterhead, booklet format 

questionnaires using thicker papers, and self-addressed return envelopes that do not 

require stamps were mailed in a package to the population firms o f this research.

IV.2. Samples

The population o f this research is the international franchisers. Therefore, any 

national franchisers, which operate in overseas, were targeted as the population o f this 

research. Thirty-two National Franchise Associations across the world were contacted 

via airmail, and sixteen o f them replied to my request for the information about their 

international franchisers. All o f them except British Franchise Association had either no 

information about their international franchisers or a very short list o f  them. However, 

British Franchise Association had a list o f thirty firms operating outside o f the UK. 

Therefore, only UK franchisers, in addition to the US international franchisers, could be 

included as the population of the international franchisers. Upon the request o f Professor 

John H. Dunning, Dr. David Kirby, Dean and Pro Vice Chancellor, and his assistant Ms.
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Anna Watson o f Middlesex University Business School in London England had helped 

me get the list.

Still, about two fifth o f  these thirty firms' addresses were missing. I contacted 

British Consulate General in New York only to find out that they were too busy to inform 

their corporates' addresses. Therefore, I searched a  web site (http://www.yellow.com/) to 

get the missing addresses. Six UK international franchisers responded after two rounds 

of mailing from March to May. Then, while Professor Dunning stayed in the UK in June 

and July o f the 1999, he contacted the UK firms and gathered eight more responses. 

Among them six were usable, making a total o f twelve UK sample firms. In the mean 

time, we also found out two UK firms among the UK population were out o f business.

As a result, the response rate was 42.86% from the UK international franchisers.

The Entrepreneur International (1998) magazine recognized top 200 US 

international franchisers. They are the population o f  this survey for the US firms. The 

US international franchisers in this list are big enough to have operations in the foreign 

markets. Many firms from the previous pilot survey, however, were not big enough to 

have international operations in the overseas, although the Entrepreneur magazine 

recognized them having international operations. Each o f  these top 200 US franchisers 

were contacted by phone to verify its intemationality and to have the information about 

the person in charge of the international operations. Forty firms were disqualified for this 

research based on the following reasons: (i) they were not international; (ii) some were 

out o f business; and (iii) several firms were under the same ownership with different 

franchise brand names and run by the same international manager/director.
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Questionnaires were sent three times from February to May o f  1999 to an 

individual in charge o f  the international operations. A cover letter, a questionnaire, and a 

return envelope were mailed in a package to individual names with their titles. There was 

no follow up effort in-between the three mailings. 60 firms responded. The return ratio 

was 37.5% from the US international franchisers. It is 38.3%, if  the US and the UK 

respondents are all counted. Since almost four tenth of the population has participated in 

this survey, representitivenss of this research has been enhanced.

IV3. Data Analyses

IV.3.1. Measurement of Data

The determinants o f variables grouped in to three are measured by asking 

questions to directors o f  international operations. Therefore, input data o f variables are 

responses o f managers who are in charge o f international operations. Many entry mode 

(Agarwal & Ramaswami, 1992; Kim & Hwang, 1992; Contractor & Kundu, 1998) and 

international franchising researches (Zietlow & Hennart, 1996; McIntyre & Huszagh,

1995) had to rely on responses of managers because managerial perceptions are the only 

source o f information about firms’ strategic motives and experiences.

Researches on franchising are further constrained by the limited information of 

published data. Since most franchisers are not listed in the public, they do not have to 

publish their financial data. Even if they have published the information, there is no way 

o f matching the information with the respondents o f this survey, since the survey 

questionnaires were collected anonymously. As a result, each variable in this study was
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asked to managers, and those managerial perceptions are measured and analyzed in this 

study.

IVJ.2. Oneway Analysis o f Variance

Analysis of variance requires that all groups come from normal populations with 

the same variances (Norusis, 1993, p i87; Mendenhall & Sincich, 1993, Chapter 11.9). 

Therefore, independent variables were tested normality and equal variance assumptions 

by the SPSS Explore procedure which includes histograms, stem-and lea f plots, boxplots 

and normal probability and detrended normal plots (Norusis, 1993, Chapter 9).

The histogram is used to represent data graphically. Each bar in a histogram 

represents the number of cases with values within the interval. A stem-and-leaf plot 

provides more information about the actual values than a histogram does since a stem- 

and-leaf plot represents each case with an observed value by dividing it into stem, the 

leading digit(s), and leaf, the trailing digit.

Instead of plotting the actual values, a boxplot displays summary statistics for the 

distribution. It plots the median, the 25th percentile, the 75th percentile, and values that 

are outliers and extremes. In the SPSS procedure, outliers are cases with values that are 

between 1.5 and 3 box-lengths from the upper or lower edge of the box, and extremes are 

more than 3 box-lengths. From a boxplot, central tendency or location and spread or 

variability o f observations can be viewed. If  median is not in the center o f the box, we 

know that the observed values are skewed. Boxplots are particularly useful for ANOVA 

since boxplots visually compare the distribution o f values in several groups.
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In a normal probability plot, each observed value is paired with its expected value 

from the normal distribution: if the sample is from a normal distribution, the points will 

fall more or less on a straight line. Assuming that it is realistically difficult to have 

samples of perfect normal distributions, a normal probability plot provides us a visual 

way o f accepting a set o f data that slightly deviates from the straight line. Another way 

of using a straight line testing the normality o f  distribution is a detrended normal plot. I f  

the sample is from a normal population, the points should cluster around a horizontal line 

through 0, and there should be no pattern.

IV.3.2.1. Evaluating assumptions o f  ANOVA

Although above methods or plots provide a visual presentation o f checking 

normality o f data, there are statistical tools that compute a test o f the hypothesis of 

normality (ibid., p384; Conover, 1980). The Kolmogorov-Smirnov (K-S) test is used to 

determine how well a random sample o f data fits particular distribution such as normal, 

uniform, and Poisson: K-S test is based on a comparison o f the sample cumulative 

distribution function to the hypothetical cumulative distribution function. In the SPSS 

Explore procedure, the Lilliefors test, based on the modification o f  K-S test, is used when 

means and variances are not known but must be estimated from the data. Whenever a 

small observed significance level is calculated, the hypothesis o f normality is rejected.

There are twenty-nine variables that will be tested the hypothetical relationship 

with three different types o f entry modes. Therefore, normality o f these variables should 

be tested before the oneway ANOVA is examined. The following T able 4-1 shows the 

abbreviated names o f these variables. Hypotheses 1 to 4 are regarding to industry
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determinants on the decision making of the entry mode selection; hypotheses 5 to 16 are 

about the firm-specific determinants', and hypotheses 17 to 25 are about the locational 

determinants.

Table 4-1: Hypotheses and Respective Variable Names

Hypothesis
Number

Variable
Name

Question
Number*

Contents o f  Hypothesis:
These will vary according to Entry Modes

HI ind.tech A.lO.(l) Technology level o f the industry
H2 ind.ivst A. 10.(2) Mandatory investment level o f the industry
H3 ind.intl A. 10.(3) Degree o f  internationalization o f  the industry
H4a goods A.3 Durable goods vs. intangible services/goods
H4b business A.4 Retail vs. wholesale business
H5 dmt.comp B.5.(l) Gaining competitiveness via int’l operation

H6a fincap A.9.(4) Financial strength o f the firm
H6b mgrlcap A.9.(5) Managerial capabilities of the firm
H7 setupcst A.8 Start-up investment level o f the company
H8a sales A.7 Size o f firm in terms of domestic sales
H8b dmoutlet A.5 Size o f firm by the number o f domestic outlet
H9 ownshp A.6 Ownership structure of domestic operations

H10 expmce A.2 Experience: The year entered a foreign country
HI 1 mktstgy A.9.(6) Flexibility o f international marketing strategies
H12 dmt.quic B.5.(3) Quickness o f the foreign market development
H13 contact C.7 Number o f  contacts to control franchisees
H14 upgrd.pt C.6 Desire to upgrade production knowledge
H15 tnsf.kn C.3 Easiness o f  transferring franchise knowledge
HI 6a dcmt.fo C.l Easiness o f  codifying franchising operations
H16b dcmt.pk C.2 Easiness o f codifying production knowledge
H17 natnlty B.l Nationality o f the firm: US vs. UK
H18 dmt.prsk B.5.(6) Overall political risk of the target market
H19 dmt.legl B.5.(9) Legal difference bw home and host countries
H20 dmt.knwd B.5.(10) Int’l mkts as a source o f dynamic learning
H21 ff. source C.12 Foreign franchisees as a source o f learning
H22 dmt.rivl B.5.(l 1) Competitive structure of target market
H23 change C.8 Pressure to change product features
H24 dmt.dmnd B.5.(7) High demand condition: market potential
H25 fcon.no 1 B.4 The 1 ̂ foreign country selected by firms
H26 dmt.appl B.5.(12) Enticement o f qualified foreign applicants

♦This indicates the question number in the questionnaire sent to the franchisers. 
Therefore, refer to the attached questionnaire to look into the actual questions asked.
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Each variable that consists o f  three groups o f foreign market entry determinants 

was tested the normality o f distribution by the SPSS Explore procedure. From seventy- 

two sample firms, there were seventy-nine cases o f major foreign market entry modes. 

Most independent variables o f  this survey showed departures from normality. Following 

Tables 4-2 to 4-4 show that we have to reject the null hypothesis that a random sample of 

data fits particular normal distribution due to a small observed p  value.

However, we should remember that “ANOVA, like regression, is robust with 

respect to the normality assumption. That is, slight departures from normality will have 

little impact on the validity o f  the inferences derived from the analysis.” (Mendenhall & 

Sincich, 1993, p 638). “Analysis-of-variance procedures is reasonably robust to 

departures from strict normality o f distributions” (Norusis, 1993, pl87). Therefore, it is 

sufficient that the data are approximately normally distributed since it is almost 

impossible to find data that are exactly normally distributed (ibid., p i91).

Table 4-2: Tests of Normality for 
Industry Determinants

Kolmogorov-Smimov*
Statistic df Sig.

Industry-evaluation:
Production
Technology

.217 78 .000

Industry-evaluation: 
Madatory (nvestmt 
level

.202 78 .000

1 ndustry-evaluation: 
Level of
internationalization

.117 78 .010

Goods produced .310 78 .000
Retail/Wholesale
business .367 78 .000

a- Lilliefors Significance Correction
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Table 4-3: Tests of Normality for Fimn-spcific
Determinants

Kolmogorov-Smimov*
Statistic df Sig.

Determinant to 
gain competitiveness .136 60 .007

Self-evaluation: 
Financial strength .271 60 .000

Self-evaluation: 
Managerial capability .256 60 .000

Start-up cost .439 60 .000
Domestic sales in 
1998 .203 60 .000

Total outlets in the 
Domestic Markets .223 60 .000

Ownership in the 
Domestic Markets .303 60 .000

Year that started 
foreign operation .117 60 .039

Self-evaluation: F. 
Mkting strategy .162 60 .000

Determinant quick 
penetration .228 60 .000

For quality purpose, 
the frequency of 
contact with F 
franchisees

.171 60 .000

Desire to upgrade 
production technique .184 60 .000

Ease of transferring
franchise/production
knowledge

.199 60 .000

Ease of documenting 
franchise operation .156 60 .001

Ease of documenting 
franchise 
production 
knowledge

.176 60 .000

Nationality .518 60 .000

a- Lilliefors Significance Correction
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Table 4-4: Tests of Normality for Locational
Determinants

Kolmogorov-Smirnov*
Statistic df Sig.

Determinant 
political risk of host 
country

.099 69 .090

Determinant legal 
difference .158 69 .000

Determinant F 
mkt as a souce of 
learning/knowledge

.113 69 .028

F franchisees have 
been a source ot .164 69 .000

Determinant 
aggressive 
expansion by rival 
firms

.169 69 .000

F franchisees who 
changed our 
product features

.270 69 .000

Determinant 
demand condition of 
target mkt

.116 69 .022

Determinant: 
enticement of F 
applicants

.181 69 .000

a- Lilliefors Significance Correction

Then, equality o f group variances should be also tested. To test the null 

hypothesis that the groups come from populations with the same variance, the Levene test 

method was used in the SPSS Oneway ANOVA procedure. Since analysis-of-variance 

procedures are reasonably robust to departures from normality, the Levene test, which is 

less dependent on the assumption o f normality than most tests, seems useful with analysis 

o f variance (ibid., p i 87). This test shows that if  the significance level (p value) is small, 

the null hypothesis that all variances are equal is rejected. Once the null hypothesis that

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

105

all group variances are equal is rejected due to a small observed p  value, data should be 

transformed to make them have equal variances. Following Tables 4-5 to 4-7 show the 

results of the test o f homogeneity o f  variances for each group o f the determinants.

Table 4-5: Test of Homogeneity of Variances for 
Industry Determinants

Levene
Statistic df1 df2 Sig.

industry-evaluation:
Production
Technology

.841 2 75 .435

Industry-evaluation: 
Madatory Investmt 
level

.012 2 76 .988

1 ndustry-evaluation: 
Level of
internationalization

1.359 2 76 .263

Goods produced 1.783 2 76 .175
Retail/Wholesale
business 2.008 2 76 .141

Above test results (Table 4-5) show that all variables cannot reject the null 

hypothesis that all variances are equal due to the large observed p  values (significance). 

Therefore, among the industry determinants, nothing should be transformed to make it 

have equal variances.

Following test results (Table 4-6) show that all firm-specific determinants except 

start-up cost (setupcst), domestic sales (sales), domestic ownership structure (ownshp), 

and nationality o f the firm (natnlty) variables cannot reject the null hypothesis that all 

variances are equal due to the large observed p  values. Among these three variables, 

natnlty is a categorical binary variable (1 = US firms; 2 = UK firms). Despite o f the
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marginal value o f the observed p  value o f sales (.100), it will be also transformed with 

the rest two variables.

Lastly, following test results (Table 4-7) show that all variables except 

enticement of foreign qualified applicants (dmt.appl) variable cannot reject the null 

hypothesis that all variances are equal due to the large observed p  values (significance). 

Therefore, among the locational determinants, only dmt.appl should be transformed to 

make it have equal variances.

In sum, setupcst, sales, ownshp, natnlty, and dmt.appl variables need to be 

transformed in order to make them have equal variances factored by foreign market entry 

modes. Two types o f transformation have been executed, i.e., natural log transformation 

(Table 4-8) and square root transformation (Table 4-9) to shrink the spread of the data. 

From Table 4-8, only log transformed ln.ownsh variable showed an improvement in the 

equality o f variances. Therefore, ln.ownsh will be used for ownshp in the following 

section o f the analysis of variances. Then, the rest four variables will be used as they are, 

since both methods o f transformation did not improve the test statistics o f the 

homogeneity of variances. Therefore, the rest four variables cannot avoid a criticism o f 

violation o f the equal variance assumption in the analysis o f variance procedure.
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Table 4-6: Test of Homogeneity of Variances for
Firm-specific Determinants

Levene
Statistic df1 df2 Sig.

Determinant to 1.118 68 .333gain competitiveness £

Self-evaluation: 
Financial strength .437 2 76 .648

Self-evaluation: 
Managerial capability 1.475 2 76 .235

Start-up cost 5.461 2 76 .006
Domestic sales in 
1998 2.380 2 73 .100

Total outlets in the 
Domestic Markets 2.133 2 76 .125

Ownership in the 
Domestic Markets 7.813 2 75 .001

Year that started 
foreign operation .520 2 70 .597

Self-evaluation: F. 
Mkting strategy .440 2 76 .646

Determinant quick 
penetration .205 2 73 .815

For quality purpose, 
the frequency of 
contact with F 
franchisees

.419 2 74 .659

Desire to upgrade 
production technique .796 2 70 .455

Ease of transferring
franchise/production
knowledge

.918 2 74 .404

Ease of documenting 
franchise operation .331 2 75 .720

Ease of documenting 
franchise 
production 
knowledge

.364 2 71 .696

Nationality 12.877 2 75 .000
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Table 4-7: Test of Homogeneity of Variances for
Locational Determinants

Levene
Statistic df1 df2 Sig.

Determinant
political risk of host .133 2 70 .875
country
Determinant legal 
difference 1.820 2 69 .170

Determinant F
mkt as a souce of .618 2 72 .542
learning/knowledge
F franchisees have .408 76 .667been a source of 2

Determinant:
aggressive 1.299 2 69 .279expansion by rival
firms
F franchisees who
changed our 2.161 2 75 .122
product features
Determinant
demand condition of .336 2 71 .716
target mkt
Determinant
enticement of F 4.240 2 68 .018
applicants

Table 4-8: Test of Homogeneity of 
Variances for Log Transformed Variables

Levene
Statistic df1 df2 Sig.

LN.setup 1572 2 ?6 .601
LN.sales 2.724 2 73 .072
LN.ownshp 1.694 2 75 .191
LN.natnlty 12.877 2 75 .000
LN.appI 8.584 2 63 .001
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Table 4-9: Test of Homogeneity of Variances 
for SQRT Transformed Variables

Levene
Statistic df1 df2 Sig.

sbRT.setupcst 5.995 £ £6 .004
SQRT.sales 2.554 2 73 .085
SQRT.own 3.548 2 75 .034
SQRT.natnlty 12.877 2 75 .000
SQRT.appI 5.123 2 68 .008

VI. 3.2.2. One-way analysis o f  variance: Testing the hypotheses 

Analysis o f  variance should be an appropriate method to see the relationship 

between the selection o f the foreign market entry modes and various variables. Oneway 

analysis o f  variance (Oneway ANOVA) procedure of the SPSS is used to test hypotheses 

since the entry mode variable (entrymod) is the only variable, which is used to classify 

cases into the three different groups (group 1 — master franchising and area developers; 

group 2 -  licensing and direct franchising; and group 3 -  equity modes such as 100 % 

company-ownership, joint ventures and merger/ acquisitions). For the treatment of 

missing values, the default mode o f SPSS, which is the Exclude cases analysis by 

analysis, is used. Therefore, “a case with a missing value for either the dependent 

variable or factor variable for a given analysis is not used (Norusis, 1993, Chapter 14: 

p279).”

Tables 4-10 to 4-12 show the test results of Oneway ANOVA. Among the 

industry determinants, ind.intl (H3), and business (H4b); among the firm-specific 

determinants, dmt.comp (H5), setupcst (H7), In.ownshp (H9), and natnlty (HI 7); and 

among locational determinants, dmt.!egl (H19), dmt.knwd (H20), and dmt.appl (H26)
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showed significantp  values. Hence they could reject the null hypothesis that each 

variable has the same mean for three types of entry modes.

However, we should always remember that a significant F value tells us only that 

the population means are probably not all equal (Norusis, 1993, Chapter 14). That is, we 

can still reject the null hypothesis that all population means are equal if  only any two 

means are unequal. We don’t know which pairs o f  groups have different means, even if 

we reject the null hypothesis that all group means are equal. Therefore, there is a special 

test called multiple comparison procedures in SPSS to determine which means are 

significantly different from each other. However, Oneway ANOVA satisfies our purpose 

of analysis since we are more or less interested in whether all group means are equal or 

not. Since the focus of analysis is not bi-relationship between entry modes but the 

presence of differences among three types of entry modes regarding to various factors, 

the Oneway ANOVA procedure satisfies the goal o f this research.

Therefore, a table o f separate descriptive statistics that shows the group means of 

various variables should be enough for our purpose. The table o f group means will be 

presented in the following chapter of Descriptive Statistics: Analysis o f  hypotheses. It 

will present mean statistics o f the thirty variables (26 hypotheses) by the three types of 

entry modes.
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Table 4*10: Oneway ANOVA for Industry Determinants

Sum of 
Squares df

Mean
Square F Sig.

Industry-evaluation:
Production
Technology

Between
Groups
Within
Groups
Total

8.965

276.368

285.333

2

75

77

4.483

3.685

1.216 .302

Industry-evaluation: 
Madatory Investmt
level

Between
Groups
Within
Groups
Total

2.120

145.424

147.544

2

76

78

1.060

1.913

.554 .577

Industry-evaluation: 
Level of
internationalization

Between
Groups
Within
Groups
Total

14.868

234.474

249.342

2

76

78

7.434

3.085

2.410 .097

Goods produced Between
Groups 1.151 2 .575 .683 .508

Within
Groups 64.039 76 .843

Total 65.190 78
Retail/Wholesale
business

Between
Groups 5.254 2 2.627 2.788 .068

Within
Groups 71.607 76 .942

Total 76.861 78
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Table 4*11.1: Oneway ANOVA for Firm-specific Determinants

Sum of Mean
Squares df Square F Sig.

Determinant to 
gain

Between
Groups 84.439 2 42.220 4.144 .020

competitiveness Within
Groups
Total

692.800

777.239

68

70

10.188

Self-evaluation:
Financial

Between
Groups 3.391 2 1.696 .944 .394

strength Within
Groups
Total

136.577

139.968

76

78

1.797

Self-evaluation:
Managerial

Between
Groups 3.642 2 1.821 1.618 .205

capability Within
Groups
Total

85.529

89.171

76

78

1.125

Start-up cost Between
Groups 13.407 2 6.703 2.728 .072

Within
Groups 186.745 76 2.457

Total 200.152 78
Domestic sales 
in 1998

Between
Groups 7.778 2 3.889 1.136 .327

Within
Groups 249.907 73 3.423

Total 257.684 75
Total outlets in 
the Domestic

Between
Groups .912 2 .456 .112 .894

Markets Within
Groups
Total

309.468

310.380

76

78

4.072

LN.ownshp Between
Groups 7.859 2 3.929 12.613 .000

Within
Groups 23.365 75 .312

Total 31.224 77
Year that 
started foreign

Between
Groups 7.593 2 3.796 .056 .946

operation Within
Groups
Total

4778.928

4786.521

70

72

68.270
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Table 4-11.2: Oneway ANOVA for Finn-specific Determinants

Sum of Mean
Squares df Square F Sig.

Self-evaluation: F. 
Mkting strategy

Between
Groups 4.403 2 2.202 .714 .493

Within
Groups 234.439 76 3.085

Total 238.842 78
Determinant: quick 
penetration

Between
Groups 3.520 2 1.760 .295 .745

Within
Groups 434.835 73 5.957

Total 438.355 75
For quality purpose, 
the frequency of

Between
Groups 12.824 2 6.412 1.573 .214

contact with F 
franchisees

Within
Groups
Total

301.695

314.519

74

76

4.077

Desire to upgrade 
production technique

Between
Groups 4.689 2 2.344 .648 .526

Within
Groups 253.339 70 3.619

Total 258.027 72
Ease of transferring 
franchise/production

Between
Groups 4.152 2 2.076 1.138 .326

knowledge Within
Groups
Total

134.939

139.091

74

76

1.823

Ease of documenting 
franchise operation

Between
Groups 4.454 2 2.227 .986 .378

Within
Groups 169.341 75 2.258

Total 173.795 77
Ease of documenting 
franchise

Between
Groups 4.317 2 2.159 .974 .382

production
knowledge

Within
Groups
Total

157.318

161.635

71

73

2.216

Nationality Between
Groups 2.948 2 1.474 12.061 .000

Within
Groups 9.167 75 .122

Total 12.115 77
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Table 4-12: Oneway ANOVA for Locational Determinants

Sum of Mean
Squares df Square F Sig.

Determinant: 
political risk of host

between
Groups 27.049 2 13.525 1.564 .217

country Within
Groups
Total

605.389

632.438

70

72

8.648

Determinant legal 
difference

Between
Groups 44.356 2 22.178 3.279 .044

Within
Groups 466.755 69 6.765

Total 511.111 71
Determinant F 
mkt as a souce of

Between
Groups 107.901 2 53.951 8.321 .001

learning/knowledge Within
Groups
Total

466.845

574.747

72

74

6.484

F franchisees have 
been a source of:

Between
Groups 8.665 2 4.333 2.024 .139

Within
Groups 162.708 76 2.141

Total 171.373 78
Determinant
aggressive

Between
Groups 14.096 2 7.048 .989 .377

expansion by rival 
firms

Within
Groups
Total

491.849

505.944

69

71

7.128

F franchisees who 
changed our

Between
Groups 1.613 2 .806 .365 .696

product features Within
Groups
Total

165.836

167.449

75

77

2.211

Determinant 
demand condition of

Between
Groups 8.162 2 4.081 .776 .464

target mkt Within
Groups
Total

373.621

381.784

71

73

5.262

Determinant 
enticement of F

Between
Groups 123.822 2 61.911 9.334 .000

applicants Within
Groups
Total

451.051

574.873

68

70

6.633
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IV3.3. Nonparametric Tests

There are many statistical procedures such as the Mann-Whitney test, also known

as Wilcoxon test, and the Kruskal-Wallis one-way o f  analysis o f  variance procedure that

require limited assumptions about the distribution o f the data, and these procedures are

called distribution-free or nonparametric tests (Norusis, 1993, Chapter 20).

‘"They are most useful in situations where parametric procedures are not 
appropriate -  for example, when the data are nominal or ordinal, or when the 
interval data are from markedly non-normal distribution” (ibid., p380).

Accordingly, I had to consider statistical procedures that do not require assumptions

about the shape o f the distribution due to the following characteristics o f  my data set:

1. most independent variables in this survey do not have normal distributions,

2. each group o f the dependent variable (entry modes) has small number of cases,

3. some independent variables are nominal, and

4. many independent variables with the seven-point Likert (1932) scale have non

normal distributions.

The Mann-Whitney test tests the hypothesis that two independent samples come

from populations having the same distribution. “To compute the test, the observations

from both samples are first combined and ranked from smallest to largest value” (ibid.,

p378). The Kruskal-Wallis one-way o f  analysis o f  variance (K-W) procedure is similar to

the procedure used in the Mann-Whitney test.

“K-W  procedure ranks all cases from the specified range in a single series, 
computes the rank sum for each group, and computes the K-W statistics, which 
has approximately a chi-square distribution” (ibid., p402).
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This is the default statistics o f  the SPSS for the analysis o f variances more than two 

groupings. For missing values, exclude cases test-by-test procedure is set as the default 

procedure: each test is evaluated separately for cases with missing values when several 

tests are specified. Therefore, K-W  procedure of the SPSS has been used in this research 

to compare three groups o f cases by the entry modes.

The test results are shown in the Tables 4-13 to 4-15.2. The small observed 

significance p  value suggests that each of the three groups o f entry mode have different 

distributions for the variables tested. For the industry determinants, ind.intl and business 

variables; and for the firm-specific determinants dmt.comp, setupcst, In.ownshp, and 

natnlty have different average ranks according to the different groups o f entry modes. 

This test result is exactly the same as that of the one-way ANOVA.

Then, among the locational determinants, ff.sorce has been added to the list (i.e., 

dmt.legl, dmt.knwd, and dmt.appl) that showed significant p  values, and thus could 

reject the null hypothesis that each variable has the same distribution for the three types 

o f entry modes. Therefore, the K-W  procedure has produced almost an identical test 

result compared to that o f the one-way ANOVA. The test result o f the mean rank for the 

above 10 variables is shown Table 4-16s.

The next and pinnacle o f this methodology chapter is to prepare statistical models 

that can explain the relationship between the three types o f entry mode and various 

independent variables. Based on the findings o f the one-way ANOVA and K-W  test, only 

those variables, which showed significant differences in their distributions according to 

the three types o f entry mode, will be included in the model. Since the dependent 

variable is categorical and all independent variables except the nationality (natnlty) and
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type of business (business) are continuous, multiple discriminant analysis method is used 

to explain the relationship between the mode of foreign market entry and various factors. 

The, multiple ordinal logistic regression will be also used to test the relationships.

Table 4-13: K-W Test Statistics for Industry DeterminftAts

Industry-evaluation: Industry-evaluation: Industry-evaluation:
Production Madatory Investmt Level of Goods Retail/Wholesale

_____________ Technology_________ level internationalization produced business
Chi-Square 2.047 1.762 4.840 1.300 5.591
df 2 2 2 2 2
Asymp. Sig. .359 .414 .089 .522 .061

" ———— —  II ■ I I — — —— — —  II I — — — — — — — —  ■

a- Kruskal Wallis Test
b- Grouping Variable: Foreign Mkt Entry Mode

Table 4-14.1: K-W Test Test Statistics for Firm-specific Determinant1*

Determinant to 
gain 

competitiveness

Self-evaluation:
Financial
strength

Self-evaluation:
Managerial
capability

Start-up
cost

Domestic 
sales in 

1998
Chi-Square 7.293 2.343 3.392 6.650 1.789
df 2 2 2 2 2
Asymp. Sig. .026 .310 .183 .036 .409

a- Kruskal Wallis Test
b. Grouping Variable: Foreign Mkt Entry Mode

Table 4-14.2: K-W Test Statistics for Firm-specific Determinant1*

LN.ownshp

Year that 
started 
foreign 

operation

Self-evaluation: 
F. Mkting 
strategy

Determinant:
quick

penetration

For quality 
purpose, the 

frequency 
of contact 

with F 
franchisees

Chi-Square
df
Asymp. Sig.

18.856
2

.000

.078
2

.962

1.365
2

.505

1.158
2

.560

3.749
2

.153

a- Kruskal Wallis Test
b- Grouping Variable: Foreign Mkt Entry Mode
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Table 4*14.3: K-W Test Statistics for Firm-specific Determinants0

Desire to 
upgrade 

production 
technique

Ease of transferring 
franchise/production 

knowledge

Ease of 
documenting 

franchise 
operation

Ease of 
documenting 

franchise 
production 
knowledge Nationality

dhi-Square 1.473 2.l26 1.818 1.783 18.739
df 2 2 2 2 2
Asymp. Sig. .479 .346 .403 .410 .000

a- Kruskal Wallis Test
b- Grouping Variable: Foreign Mkt Entry Mode

Table 4-15.1: K-W Test Statistics for Locational Determinants0

Determinant 
political risk 

of host 
country

Determinant
legal

difference

Determinant F 
mkt as a souce of 
learning/knowledge

F
franchisees 
have been a 
source of:

Chi-Square 2.464 6 .it9 12.150 4.66i
df 2 2 2 2
Asymp. Sig. .301 .043 .002 .097

a- Kruskal Wallis Test
b- Grouping Variable: Foreign Mkt Entry Mode

Table 4-15.2: K-W Test Statistics for Locational Determinants0

Determinant 
aggressive 
expansion 

by rival firms

F
franchisees 

who 
changed our 

product 
features

Determinant 
demand 

condition of 
target mkt

Determinant 
enticement of 
F applicants

Chi-Square 1.256 .154 i.6'§4 14.1^1
df 2 2 2 2
Asymp. Sig. .532 .926 .508 .001

a- Kruskal Wallis Test
b Grouping Variable: Foreign Mkt Entry Mode
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Table 4-16.1: K-W Test of Ranks

Foreign Mkt 
Entry Mode N

Mean
Rank

Industry-evaluation: 
Level of
internationalization

Master
franchising
/Area
developer

43 39.70

Licensing 
or Direct 
franchising

23 34.13

Equity 
Ownership 
(M/A. JVs. 
FDI)

13 51.38

Total 79
Retail/Wholesale
business

Master
franchising
/Area
developer

43 44.84

Licensing 
or Direct 
franchising

23 33.52

Equity 
Ownership 
(M/A, JVs. 
FDI)

13 35.46

Total 79
Determinant to 
gain
competitiveness

Master
franchising 
/ Area 
developer

42 36.90

Licensing 
or Direct 
franchising

20 27.92

Equity 
Ownership 
(M/A, JVs, 
FDI)

9 49.72

Total 71
Start-up cost Master

franchising
/Area
developer

43 35.26

Licensing 
or Direct 
franchising

23 46.61

Equity 
Ownership 
(M/A, JVs. 
FDI)

13 44.00

Total 79
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Table 4-16.2: K-W Test of Ranks

Foreign Mkt 
Entry Mode N

Mean
Rank

LN.ownshp Master 
franchising 
/ Area 
developer

43 30.73

Licensing 
or Direct 
franchising

22 44.93

Equity 
Ownership 
(M/A. JVs. 
FDI)

13 59.31

Total 78
Nationality Master 

franchising 
/ Area 
developer

42 34.79

Licensing 
or Direct 
franchising

23 38.78

Equity 
Ownership 
(M/A, JVs. 
FDI)

13 56.00

Total 78
Determinant: legal 
difference

Master 
franchising 
/ Area 
developer

41 41.24

Licensing 
or Direct 
franchising

19 26.89

Equity 
Ownership 
(M/A, JVs. 
FDI)

12 35.50

Total 72
Determinant: F mkt. 
as a souce of 
learning/knowledge

Master
franchising
/Area
developer

42 36.61

Licensing 
or Direct 
franchising

21 30.00

Equity 
Ownership 
(M/A, JVs. 
FDI)

12 56.88

Total 75

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

121

Table 4-16.3: K-W Test of Ranks

Foreign Mkt 
Entry Mode N

Mean
Rank

F franchisees 
have been a 
source of:

Master 
franchising 
/ Area 
developer

43 44.23

Licensing 
or Direct 
franchising

23 38.17

Equity 
Ownership 
(M/A, JVs, 
FDI)

13 29.23

Total 79
Determinant 
enticement of 
F applicants

Master
franchising
/Area
developer

41 42.77

Licensing 
or Direct 
franchising

19 32.13

Equity 
Ownership 
(M/A, JVs. 
FDI)

11 17.45

Total 71
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IV.4. Multiple Discriminant Analysis (MDA)

IV.4.1. Evaluations of the Assumptions

An appropriate way of building a model based on the MDA should start from 

checking the underlying assumptions o f discriminant analysis (Eisenbeis & Avery, 1972). 

They are

1. the groups being investigated are distinctive (i.e., discrete and identifiable),

2. each observation in each group can be described by a set o f measurement on 

characteristics or variables, and

3. these variables are assumed to have a multivariate normal distribution in each 

population.

Therefore, for the proper use of MDA, the sample data set should be very carefully and 

rigorously checked and reviewed according to these three assumptions.

First o f all, there should be distinctiveness or distinctive groups in a body of data. 

One o f the traditional examples of this type o f data is about firms which had and had not 

bankrupt (Altman, 1968). Since a firm could belong to only one o f  two groups and no 

others, the grouping is non-overlapping and exhaustive. For our data set, it seems 

reasonably discrete since the cutoff boundaries are based on the type o f entry mode. 

Surely, my sample set has a little problem in perfectly satisfying this assumption since 

firms can change the mode o f entry in their life time and can have more than one type o f 

foreign market entry mode. Concerning about the former issue, it has been proved by 

this and the previous pilot surveys that franchisers do not usually change their major 

foreign market entry mode. Only nine firms (12.7% of total) among the seventy-two 

sample firms responded that they have changed it. That’s why the unit o f  analysis o f this
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study is the major foreign market entry mode, and only seven firms (9.7%) out o f the

total samples have used two groups o f major entry modes, resulting in 79 cases o f major

foreign market entry. Despite the imperfect grouping of the samples, it seems acceptable

since the purpose o f the study is to describe the groups rather than to predict group

membership (Eisenbeis & Avery, 1972, p36). Then, the grouping of this study is

exhaustive since any international franchiser can be identified as and should have one of

the three groups o f foreign entry mode as their major foreign market entry mode.

Regarding to the second assumption, there is no problem since each group of

entry modes can be described by a set of measurement on characteristics or variables.

Now, the third assumption seems unforgiving to my data set since in the previous section,

the Kolmogorov-Smirnov (K~S) test showed my random samples do not fit the normal

distribution. However, there are some evidences that nonmultivariate normal data may

be used in a discriminant analysis without significantly biasing the result (Gilbert, 1968;

Press & Wilson, 1978; Efron, 1975). For the two group case, for example, Gilbert (1968)

compared the performance o f linear classification rules (estimated using only

dichotomous variables) with two rules based on a logistic model and a rule upon the

assumption o f mutual independence of variables. The results implied that the

performance loss using a linear rule “for classification as opposed to any other procedure

is too small to be o f much importance” (ibid., pl410). Then,

“as the number o f  variables increase, the Central Limit Theorem implies that the 
distribution o f the discriminant scores for each group approaches a normal 
distribution. Hence, classification can be performed in the reduced discriminant 
space” (Eisenbeis & Avery, 1972, p37).

In conclusion, the sample set o f  this study is not flawless, nonetheless, is good enough to

test the relationship between variables.
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In addition, both multivariate extensions of the univariate analysis o f variance 

tests o f significance and linear classification procedure may be used unambiguously 

(ibid.) since most of the variables in this data have equal dispersions. Holloway & Dunn 

(1967) shows for the two-group case the importance o f equality of dispersion by 

indicating the bias in the significance test that the null hypothesis would be accepted 

more frequently when the dispersions were unequal. They further stated the bias 

increases with the number o f variables, the degree of inequality of the dispersions, and a 

decrease in sample size. As a result, the power of the test may be very low. For this 

study, however, the Levene test o f the SPSS Oneway ANOVA procedure in the previous 

section showed that most independent variables have the equality of dispersions, hence 

will reduce the test biases. In addition, SPSS multiple discriminant analysis procedure 

can test the equality o f covariance, which is one o f necessary assumptions for DA, using 

Box's multivariate M  statistic. Despite o f the skeptical perception of the B ox’s M  test by 

data analysts due to its sensitivity about the mild departures from multivariate normality 

and large sample size (SPSS 7.5, p231), it will be used to test the null hypothesis that the 

covariance matrices are equal (MDA Output 6).

IV.4.2. Discriminant Analysis

Discriminant analysis (DA) has been chosen as a principal model o f  this study 

since it encompasses traits o f both predictive and inferential multivariate statistical 

techniques (Eisenbeis & Avery, 1972). It means that if the purposes o f a study are (1) “to 

test for mean group differences and to describe the overlaps among groups and (2) to
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construct classification schemes based upon the set of m variables...” (ibid.), DA can be 

an appropriate tool to analyze the data.

Hair et al. (1995) also explained in detail about the research questions that DA 

can address:

1. To determine whether statistically significant differences exist between the average 

score profiles on a set o f variables for two or more a priori defined groups.

2. To determine which of the independent variables account the most for the differences.

3. To establish the number and composition o f the dimensions o f  discrimination 

between groups formed from the set o f independent variables.

Since the goals o f this study fit exactly to these explanations, DA has been used as a

primary model o f this study.

In the beginning of the research, however, the simple reason o f selecting the

MDA to build the final and major statistical model of this study was attributable to the

characteristics o f the data set: There are a categorical dependent variable (with more than

two groupings) and many continuous independent variables. Then, a few overlooked

reasons of using the DA enhanced the decision to use DA as the model o f a key statistical

tool to analyze this survey. SPSS Base 7.5 (1997) explains the overlooked reasons for

using DA as following:

“The DA procedure can be used not only to build functions for classifying new cases 
or to test multivariate differences among groups, but also to explore or describe:

1. which variables among many are most useful for discriminating among groups,
2. if one set o f  variables performs equally as well as another,
3. which groups are most alike, and
4. which cases are outliers (differ markedly from others in their groups)” (p216). 

Several reasons mentioned in the above should explain when one should consider the 

usage of DA.
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DA uses the discriminant procedure to identify a linear combination of

quantitative predictor variables that best characterizes the differences among the groups

(SPSS 7.5, 1997, Chapter 14).

“The linear combination of variables (or discriminant function) looks like the 
right side o f  a multiple regression equation because it sums the products of 
variables multiplied by coefficients. The procedure estimates the coefficients, and 
the resulting function can be used to classify new cases ” (ibid., p211: emphasis in 
the original)

because DA determines a direction in which to project the plot points o f each variable 

that maximizes the difference between groups.

In sum, discriminant function is a linear combination o f  metric measurement for 

two or more independent variables to describe or predict a single dependent variable 

(Hair et al., 1995). The key difference between regression and discriminant analysis is 

that the latter is appropriate for research problems in which the dependent variable is 

categorical (nominal or nonmetric), whereas the former is utilized when the dependent 

variable is metric.

Then, there is “a specialized form of regression known as logistic regression, 

which has the same basic properties as regression” since “the variate represent a single 

multivariate relationship with regressionlike coefficients indicating the relative impact of 

each predictor variable” (ibid., p i83). In addition, logistic regression has advantage over 

DA since it is less affected when the basic assumptions, particularly normality of the 

variables, are not m et (Efron, 1975). However, a plain logistic regression is not 

appropriate for this study since it can only predict a  two-group dependent measure. 

Therefore, the multiple ordinal logistic regression will be used to test this data set that has 

a  dependent variable with an ordinal concept, i.e. commitment level o f entry modes.
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IV.4.3. Discriminant Analysis: Number of Groups

IV. 4.3.1. Two-group case

For the two-group model, Fisher (1936) introduced the linear discriminant 

function, or Fisher discriminant Jundtion, which solved the problem o f testing mean 

vectors o f two samples o f sizes N\ and N2. In vector notation the nth observation can be 

represented as an m x 1 column vector of the form

^ n  =  (x, n* ^ 2n» • • •» ^m n )

where n = \ , . . . , N \  or n = \ , . . . , N t .

Fisher developed a single measure that considered the multidimensional nature o f each 

observation and characterized the degree o f separation between the two groups. Fisher 

formed the linear discriminant function  as the combination o f  the m variables:

y  = X ’B = b\xx +  bpc2 +  "  +  bmXm

The bs were then chosen to maximize the ratio o f the weighted between groups variance 

to the pooled within-group variance o fy .1 Ladd (1966) derived the variance ratio 

maximized

N 1 N2
  •  Bdd'B

N\ + N2___________
E =  f f S ^ B

where X i  and X 2  are the respective group mean vectors and d  = ( X i  -  X 2 ) .  Sw is the 

pooled within-groups dispersion matrix. Ladd explored several methods of deriving 

proportional coefficients mostly based on the familiar result from analysis of variance:

1 S ee F ish e r  (1936 ) and  E isen b eis  &  A v e ry  (1 972 , C h ap te r 1) fo r the  fu rth e r  ex p lan a tio n  o f  the ca lcu la tion  
o f  v a ria n c e  ratio , etc.
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T = W+ NlN2 dd>
N\ + N2

where T  is the total deviation sums o f squares matrix and W is the pooled within-groups 

deviation sums o f squares. Since there is a fixed relationship between T, W, and dd',

Ladd showed the proportional coefficients can be derived using any two o f these three

matrices2.

IV. 4.3.2. k-group case

“The two-group theory can be extended quite readily to the general fc-group case” 

(Eisenbeis & Avery, 1972). Now, the there are k  samples (g = 1 , . . . ,  k) o f  sizes Ng. The 

k group analogy to the two-group case o f  maximizing the ratio E  is to find the set of 

(m x 1) vectors V\, V2, . . . ,  Vr which maximize the ratio E2 (Cooley & Lohnes, 1971).

E2 = i V’Q V  1 
I V’Q V |

where V = [ V U V2, . . . ,  VT}.
m x r  m x 1 m x 1 m x 1

Q is the matrix o f the weighted among-groups deviation sums o f squares o f X,  and W is 

the matrix o f pooled within-groups deviation sums of squares. Then, the solution to this 

maximization problem can be reduced to find the eigenvectors (Eisenbeis & Avery,

1972).

A detailed statistical analysis o f MDA stops here for this study. Since the purpose 

of this research is not to review and construct the MDA but to implement its technique 

using a statistical software, the detailed statistical/mathematical elaboration o f MDA is

2 See L add  (1 9 6 6 ) an d  Jo hnston  (1963) fo r  the  ca lc u la tio n  o f  proportional coeffic ien ts .
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not rigorously pursued here. For this study, however, the interpretation o f the test results 

o f the SPSS is highlighted.

IV. 4.3.3. Testing differences among groups

The main application of the DA to our statistical inference is to test for the

significance o f differences among group means. Then, how do we decide that two or

more group o f the means or centroids are separated from each other?

“Wilks’ lambda, also called U statistics, is available for testing the equality of 
group centroids. It is a multivariate analysis o f variances test statistics that varies 
between 0 and 1. Small values indicate that the group means differ” (SPSS 7.5, 
p214).

For an example, if  Wilks ’ lambda is 0.589 with an associated probability less than .0005, 

there is a highly significant difference between the centroids of the groups.

Wilks’ lambda test assumes the samples have multivariate normal populations 

with equal dispersion matrices, and can be calculated as following (Eisenbeis & Avery, 

1972):

Wilks’ lambda = I ^m
where T  is the total deviation sums of squares matrix and W is the pooled within-groups 

deviation sums o f squares as mentioned in the above.
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IV.4.4. Building the Multiple Discriminant Analysis (MDA)

The linear combination o f  DA, also known as the discriminant function is derived 

from an equation of

Z  =  A|JCi +  b iX 2 +  '  '  ’ +  bnX„

where Z  is the discriminant score; b\ is the discriminant weight for variable and x, is the 

independent predictor variable /.

Nine independent variables plus one variable which have been recognized 

significantly different in group means by the one-way ANOVA procedure and the 

nonparametric test respectively are included as the independent variables. They are 

ind.intl and business variables among the industry determinants; dmt.comp, setupcst, 

ln.ownshp, and natnlty among the firm-specific determinants; and dmt.legl, dmt.knwd, 

and dmt.appl from the locational determinants. Then, fT.sorce is added to the list.

Since the above independent variables, except natnalty and business, are 

continuous metric measures, this set o f independent variables seems consistent with the 

condition necessary for the DA. For the natnalty variable, which is a dichotomous 

variable, can be still added to the function since researches have shown that dummy 

variables (for example, codes 0 and 1 for the sex variable in a regression analysis) can 

add to the success of a classification function (SPSS 7.5, p217). Therefore, as in a 

regression analysis, the natnalty variable is treated as a dummy variable and coded 0 for 

the US firms and 1 for the UK firms. Or, the number o f  codes can be reversed only to 

result in the reversed weight of the variable by the nationality o f the firm.

For business variable, which estimates nominal measures (i.e., 1 = retail business; 

2 = wholesale business; and 3 = both), can be regarded as an extension of a dichotomous
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variable. In this case, only two steps or dichotomous variables are required. For 

businessl, 1 is coded for retail business and 0 is coded if  otherwise; and for business2, 1 

for both retail and wholesale business and 0 if otherwise. As a result, there are eleven 

independent variables (MDA Output 1).

One more test, however, has to be reviewed before the final set o f independent 

variables is decided. It is the tests o f  equality o f  group means in the DA procedure o f the 

SPSS. MDA Output 1 shows the statistics DA procedure borrowed from the ANOVA 

(SPSS 7.5, p220). The F  statistics and significance values in the table are from a one

way ANOVA. Based on this test, one variable, fT.sorce cannot reject the null hypothesis 

that group means are equal. The significant level, which is .142, may indicate that this 

variable will not play a key role in discriminating the three groups. However, it should 

be reminded that relationships among variables are incorporated in multivariate 

procedures like DA. It means variables are considered simultaneously, not individually 

(SPSS 7.5, p221), and the strength o f the intercorrelations among the variables is 

important. Therefore, inclusion o f the variable fT.sorce in the final discriminant function 

will be decided later after testing its role in a MDA.

In stun, the possible number o f independent variables to be included in the final 

multiple discriminant function ranges from eight to ten. This number o f independent 

variables that will discriminate the types o f entry modes seems small since there were 

thirty independent variables that have been tested. In hindsight, however, twelve 

independent variables should be about the maximum number that can be incorporated by 

this data set. It is due to the small number o f sample size for Group 3 type of entry mode. 

There are only thirteen samples as shown in the MDA Output 2. As a practical

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

guideline, each group should have at least twenty observations, and at a minimum, the 

smallest group size must exceed the number o f  independent variables (Hair et al., 1995, 

pi 95). Therefore, due to the small sample size o f the type 3 entry modes, this MDA 

function could have only a limited number o f  independent variables.

Finally, the dependent variable is the entry mode types that are categorized into 

three groups. Group 1 includes the master franchising/area developers; Group 2 

includes licensing and direct franchising mode; and Group 3 includes all equity modes 

such as equity joint venture, merger and acquisition, and direct foreign investment or 

100% company owned outlets.

MDA Output 1: Tests of Equality of Group Means

Wilks'
Lambda F dfl df2 Sig.

In.ownsh .739 12.677 2 n .000
setupcst .933 2.603 2 73 .081
ind.intJ .932 2.643 2 73 .078
dmt.comp .906 3.770 2 73 .028
dmt.legl .881 4.916 2 73 .010
dmt.knwd .827 7.652 2 73 .001
dmtappl .743 12.592 2 73 .000
natnlty .756 11.786 2 73 .000
businessl .903 3.910 2 73 .024
business2 .908 3.708 2 73 .029
ff.sorce .948 2.006 2 73 .142
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MDA Output 2: Prior Probabilities for Groups

Foreign Mkt 
Entry Mode

Cases Used in Analysis
Prior Unweighted Weighted

Master 
franchising 
/ Area 
developer

.333 42 42.000

Licensing 
or Direct 
franchising

.333 21 21.000

Equity 
Ownership 
(M/A, JVs. 
FDI)

.333 13 13.000

Total 1.000 76 76.000

IV.4.5. Explaining the SPSS Outputs

IV.4.5.1. Classification matrix

Hair et al. (1995) downgrade statistical tests o f assessing the significance o f  the 

discriminant function because they do not tell how well the function predicts. They point 

out that with sufficiently large sample sizes, the group means (centroids) could be 

virtually identical, and the two groups could have significantly different beyond the .01 

level. Therefore they conclude that “the level of significance o f these statistics is a very 

poor indication o f the function’s ability to discriminate between the two groups” (ibid., 

p i99). Then, they suggest constructing classification matrices to determine the predictive 

ability o f a discriminant function.

To understand the usefulness o f  the classification matrix, the concept o f an R2 in 

regression analysis should be associated. For example, R2 = . 10 means a regression has 

explained only 10 percent (or less) o f the variance in a statistical relationship. In a 

MDA, the hit ratio (percentage correctly classified) is analogous to a regression’s R2
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(ibid.). The hit ratio reveals how well the discriminant function classified the statistical 

units, whereas the R2 indicates how much variance the regression equation has explained. 

Then, the F  test for statistical significant o f the R2 is analogous to the Chi-square test o f 

significance in MDA.

MDA Output 3: Classification Results - With 11 independent Vairable#

Predicted Group Membership

Foreign Mkt 
Entry Mode

Master 
franchising 

/ Area 
developer

Licensing or 
Direct 

franchising

Equity 
Ownership 
(M/A. JVs. 

FDI) Total
Original Count Master

franchising
/A rea
developer

36 5 1 42

Licensing or
Direct
franchising

4 13 4 21

Equity 
Ownership 
(M/A. JVs, 
FDI)

2 2 9 13

% Master 
franchising 
/ Area 
developer

85.7 11.9 2.4 100.0

Licensing or
Direct
franchising

19.0 61.9 19.0 100.0

Equity 
Ownership 
(M/A. JVs. 
FDI)

15.4 15.4 69.2 100.0

a ' 76.3% of original grouped cases correctly classified.
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MDA Output 4: Classification Results - without ff.sorce ■

Predicted Group Membership

Master Equity
franchising Licensing or Ownership

Foreign Mkt / Area Direct (M/A, JVs,
Entry Mode developer franchising FDI) Total

Original Count Master
franchising
/Area 35 6 1 42

developer

Licensing or
Direct 4 13 4 21
franchising

Equity
Ownership 
(M/A, JVs. 2 2 9 13

FDI)
% Master

franchising
/Area 83.3 14.3 2.4 100.0

developer

Licensing or
Direct 19.0 61.9 19.0 100.0
franchising

Equity
Ownership 
(M/A, JVs. 15.4 15.4 69.2 100.0

FDI)

a- 75.0% of original grouped cases correctly classified.
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Two SPSS outputs o f classification matrix are shown in the above. The 

classification results o f MDA Output 3 and MDA Output 4 are 76.3% and 74.0% 

respectively. In the MDA Output 3, eleven variables mentioned in the above are 

included. Then, in the MDA Output 4, ff.sorce variable is excluded from the MDA. 

From the above two test results, the final MDA should include 11 independent 

variables.

IV. 4.5.2. Cross validation: Assessing overall f i t  o f  the MDA

The multiple discriminant functions with the eleven variables should be checked 

whether they are valid predictors before we interpret the functions. Due to the limited 

number o f samples, there was no holdout samples, and the correct classification (hit ratio) 

was tested using the same samples used to estimate coefficients o f the functions.

Naturally an overly optimistic estimation o f the successful classification should be 

generated. To help diminish this optimistic bias, SPSS provides a leave-one-out cross- 

validation method (SPSS 7.5, p228).
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MDA Output 5: Cross-Validation Classification Results

Predicted Group Membership

Foreign Mkt 
Entry Mode

M aster
franchising

/A rea
developer

Licensing 
or Direct 

franchising

Equity 
Ownership 
(M/A, JVs, 

FDI) Total
Original fcount Master

franchising
/A rea
developer

36 5 1 42

Licensing 
or Direct 
franchising

4 13 4 21

Equity 
Ownership 
(M/A, JVs. 
FDI)

2 2 9 13

% Master 
franchising 
/ Area 
developer

85.7 11.9 2.4 100.0

Licensing 
or Direct 
franchising

19.0 61.9 19.0 100.0

Equity 
Ownership 
(M/A, JVs, 
FDI)

15.4 15.4 69.2 100.0

Cross-validated* Count Master 
franchising 
/ Area 
developer

33 7 2 42

Licensing 
or Direct 
franchising

4 11 6 21

Equity 
Ownership 
(M/A, JVs, 
FDI)

3 2 8 13

% Master 
franchising 
/ Area 
developer

78.6 16.7 4.8 100.0

Licensing 
or Direct 
franchising

19.0 52.4 28.6 100.0

Equity 
Ownership 
(M/A, JVs. 
FDI)

23.1 15.4 61.5 100.0

a  Cross validation is done only for those c a s e s  in the analysis. In cross validation, each  
case is classified by the functions derived from all c a se s  other than that case.

b - 76.3% of original grouped cases correctly classified.
c  68.4% of cross-validated grouped ca se s  correctly classified.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

138

Since each case is classified into a group according to the classification functions 

computed from all the data except the case being classified, it is leave-one-out cross- 

validation method. Therefore, the proportion of misclassified cases after removing the 

effect o f each case one at a time is the leave-one-out estimate of misclassification. MDA 

O utput 5 shows that 76.3% o f samples is correctly classified by multiple discriminant 

function using the whole samples, whereas 68.4% of samples is correctly classified by a 

cross-validation method using the leave-one-out procedure.

Although these ratios seem high, they must be compared with the maximum 

chance and proportional chance criterion to assess their true effectiveness (Hair et al.,

1995, p227-8). The maximum chance criterion is simply the ratio obtained if we assign 

all the observations to the group with the highest probability o f occurrence. In this 

sample, it is 55.26%. The proportional chance criterion is calculated by squaring the 

proportions o f each group, and it is about 41.1%. Since the correct classification ratios 

are better than these two criteria, it can be concluded that this discriminant model is an 

effective predictor.

Maximum Chance Criteria
Group 1 21/76= 27.63%
Group 2 42/76= 55.26%
Group 3 13/76= 17.10%

Proportional Chance Criteria 
,282 + .552 + .172 = 41.095%
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IV  4.5.3. Checking assumption: Equality o f  group covariance matrices 

The population variances of individual variables’ have been tested and shown in 

Tables 4-5 to 4-7. Since DA requires equality not only in the population variances o f 

variables but also in the population covariances between variables for the groups, B ox’s 

multivariate M  statistic procedure was used to test the null hypothesis that the covariance 

matrices are equal. As shown in the following MDA Output 6, the hypothesis o f equal 

group covariance matrices among the eleven independent variables used in the final 

model is not rejected due to the high significant p  value (.669). This test result 

diminishes the concern that there might be biases in the group means o f MDA due to the 

unequal covariance matrices.

MDA Output 6: Test Result*

F Approx. .916
dfl 66
df2 5431.272
Sig. .669

Tests null hypothesis of equal
population covariance matrices.

a- Some covariance 
matrices are singular 
and the usual 
procedure will not work.
The non-singular 
groups will be tested 
against their own 
pooled within-groups 
covariance matrix. The 
log of its determinant 
is -.500.
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IV. 4.5.4. Canonical discriminant Junctions

In the above, the hit ratios of correct classification o f cases prove that the MDA 

with eleven independent variables is a valid function explaining the relationship between 

the dependent and independent variables. In addition to these, there are other statistics 

that show the percentage o f  variances explained by discriminant linear functions 

(eigenvalues table) and that show differences o f group means (Wilks ’ lambda) by 

different linear combinations o f  variables. Then, these are called canonical variables in 

the output o f the SPSS MDA procedure; hence we need to understand canonical 

variables prior to understand such statistics.

For two group cases, discriminant analysis finds the best projection o f the plot 

points to separate groups and generates a Fisher’s linear discriminant function (SPSS 7.5, 

p 214). Then, if there are more than two groups, canonical variables become the focus of 

the analysis.

“The first canonical variable is the linear combination o f the variables that 
maximizes the differences between the means o f  the k groups in one dimension. 
The second canonical variable present the maximum dispersion o f the means in a 
direction orthogonal (perpendicular) to the first direction, and the third represents 
the dispersion in a dimension independent o f  the first two dimensions, and so on. 
Another way to describe canonical variables is as factors that discriminate 
optimally among the group centroids relative to the dispersion within the groups” 
(ibid.).

The number o f canonical variables is the smaller o f  either k-\ (where k  is the 

number o f  groups) or p  (the number of variables) (ibid., p245): so, we have two in this 

study (MDA Output 7). Since variables are measured in different units (for example, 

some are measured one to seven, whereas others one to ten), the magnitude o f 

unstandardized coefficient provides little indication o f  the relative contribution o f  the 

variable to the overall discriminant function (ibid., 224). Therefore, the SPSS MDA
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procedure generates a structured canonical discriminant function coefficient as shown 

below in MDA Output 8.

MDA Output 7 : Canonical 
Discriminant Function 

Coefficients

Function
1 2

In.ownsh 2.132 -.853
setupcst .128 -.251
ind.intl .029 .160
dmt.comp .090 .022
dmtlegl -.027 .151
dmtknwd .001 .170
dmtappl -.205 .052
natnlty 1.518 1.374
businessl 2.086 .928
business2 1.619 .894
ff.sorce -.040 .037
(Constant) -2.269 -3.019

Unstandardized coefficients

MDA Output 8: Standardized 
Canonical Discriminant 
Function Coefficients

Function
1 2

In.ownsh .515" -.204
setupcst .204 -.398
ind.intl .051 .278
dmtcomp .311 .076
dmtlegl -.072 .405
dmtknwd .004 .456
dmtappl -.584 .149
natnlty .536 .485
businessl 1.003 .446
business2 .769 .425
ff.sorce -.060 .056
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IV. 4.5.5. Structure matrix

Following MDA Output 9 shows the correlation between each variable and one 

of the two canonical variables (functions). For each variable, an asterisk shows its largest 

absolute correlation with one o f the canonical functions (SPSS 7.5, p245). With each 

function, these marked variables are then ordered by the size of the correlation. Variables 

In.ownsh, dmt.appl, and natnlty have their strong correlations with function 1. Then, 

the strongest correlation for dmt.knwd appears with function 2.

MDA Output 9: Structure 
Matrix

Function
1 2

In.ownsh .565* -.099
dmtappl -.546* .234
natnlty .519* .285
ff.sorce -.224* .018
dmtknwd .188 .704*
dmtcomp -.128 .497*
dmtlegl -.216 .493*
ind.intl .099 .423*
business2 -.225 .366*
businessl .253 -.327*
setupcst .192 -.300*

Pooled within-groups
correlations between
discriminating variables
and standardized canonical
discriminant functions
Variables ordered by
absolute size of correlation
within function.

+

Largest absolute 
correlation between 
each variable and 
any discriminant 
function
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IV. 4.5.6. Eigenvalues

Eigenvalues correspond to the eigenvector (canonical variable or canonical 

discriminant function) in the direction o f  the spread o f the group means (SPSS 7.5, p244) 

and show the percentage of dispersion caused by the canonical variable. It means that 

the largest eigenvalue 1.095 corresponds to the canonical discriminant function in the 

direction o f maximum spread o f group mean and the second eigenvalue 0.345 

corresponds to the eigenvector in the direction that has the next largest spread. From 

MDA Output 10, we can see that the first canonical variable (or canonical discriminant 

function) accounts for 76.1% o f total dispersion and that the second one accounts for the 

rest. The canonical correlation measures the association between the discriminant scores 

and the groups (SPSS 7.5, p223).

MDA Output 10: Eigenvalues

%0f Cumulative Canonical
Function Eigenvalue Variance % Correlation
1 1.695a 76.1 76.1 .723
2 .345a 23.9 100.0 .506

a- First 2 canonical discriminant functions were used in the
analysis.

IV.4.5.7. Wilks' lambda

In the following table of Wilks ’ lambda (MDA Output 11), the test of functions 

labeled 1 through 2 tests the hypothesis that the means (centroids) o f  the two functions 

(canonical variables) are equal for the three groups (SPSS 7.5, p244). Then a chi-square 

transformation o f  Wilks ’ Lambda is used to determine the significance. The p  value or 

observed significance level (Sig.) is less than 0.0005, hence the hypothesis of equality is
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rejected. The test labeled 2 is a successive test to identify whether or not this additional 

function reflects population differences or simply random variation. Wilks ’ lambda of 

.744 at the .028 significant level shows that it is worth keeping both functions.

MDA Output 11: Wilks’ Lambda

Test of 
Function(s)

Wilks'
Lambda Chi-square df Sig.

1 through 2 .355 70.41 § 2 i .bob
2 .744 20.136 10 .028

IV.4.5.8. Classification Junction coefficients

MDA procedure projects functions that are used to assign or classify cases into 

groups; “a case is predicted as being a member o f the group in which the value o f its 

classification function is largest” (SPSS 7.5, p221). Thus the coefficients are computed 

to maximize the distance between the groups. The procedure sets cases with missing 

values are not used to estimate these coefficient as a default mode in the SPSS 

(otherwise, mean values can be applied).

MDA Outputs 12 shows the Fisher’s linear discriminant functions. For each 

group, the procedure multiplies each coefficient by the value o f  the corresponding 

variable, sums the products, and adds the constant to get a score.

The estimate o f  the classification function for Group 1 type (licensing or direct 

franchising) o f entry modes is [ — ,1631n.ownshp + 1.196setupcst + 2.209ind.intl + 

.276dmt.comp + .241dmt.legl -  ,195dmt.knwd + ,329dmt.appl + 12.372natnlty + 

31.685businessl + 30.590business2 + 3.680fF.sorce -  32.893].
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The estimate of the classification function for Group 2 type (master franchising / 

area developer) o f entry modes is [ 3.51 Sin.ownshp + 1,643setupcst + 1,885ind.intl 

+ 365dmt.comp + ,03556dmt.legl -  ,386dmt.knwd + .009389dmt.appl + 

12.744natnlty + 33 287businessl + 31.637business2 + 3.587ff.sorce -  32.497].

The estimate of the classification function for Group 3 type (equity ownership) of 

entry modes is [ 5.283ln.ownshp + 1.437setupcst + 2.178ind.intl + 530dmt.comp 

+ .234dmt.legl -  . 117dmt.knwd -  .207dmt.appl + 17.113natnlty +

37.782businessl + 35.398business2 + 3.587ff.sorce — 42.089].

MDA Output 12: Classification Function Coefficients

_______ Foreign Mkt Entry Mode_______
Master Equity

franchising Licensing Ownership
/ Area or Direct (M/A, JVs.

_________ developer franchising FDI)
In.ownsh -.163 3.518 5.266
se tu p cst 1.196 1.643 1.437
ind.intl 2.029 1.885 2.178
dm t.com p .276 .365 .530
dm tleg l .241 3.556E-02 .234
dm tknw d -.195 -.386 -.117
d m tapp l .329 9.389E-03 -.207
natnlty 12.372 12.744 17.113
b u s in e ss l 31.685 33.287 37.782
business2 30.590 31.637 35.398
ff.sorce 3.680 3.587 3.587
(C onstant) -32.893 -32.497 -42.089

F isher's  linear discrim inant functions

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

146

IV. 4.5.9. Group centroids

“DA is the appropriate statistical technique for testing the hypothesis that the 
group means of a set o f independent variables for two or more groups are equal. 
To do so, DA multiplies each independent variable by its corresponding weight 
and adds these products together. The result is the single composite discriminant 
score for each individual in the analysis. By averaging the discriminant scores for 
all the individuals within a particular group, w e arrive at the group mean. This 
group mean is referred to as a centroid. When the analysis involves two groups, 
there are two centroids; with three groups, there are three centroids, and so forth. 
The centroids indicate the most typical location o f any individual from a 
particular group, and a comparison of the group centroids shows how far apart the 
groups are along the dimension being tested” (Hair et al., 1995, p i82).

Simply put, centroid is a mean value for the discriminant Z scores of a particular category

of group.

Within group means are computed for each canonical variable. There are two 

group means in this case since we have three groups and two canonical variables. From 

the MDA Output 13, there are two canonical variables and each of them produces the 

average discriminant or canonical variable score o f the three types of entry mode. This is 

the canonical variable means by group. MDA Output 14 shows the canonical variable 

plot, showing the centroids o f each group. Following M DA Output 15 shows the 

regions into which each group is classified.
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MDA Output 13: Functions 
at Group Centroids

Foreign Mkt . 
Entry Mode

Function
1 2

Master 
franchising 
/ Area 
developer

-.818 .239

Licensing 
or Direct 
franchising

.454 -.896

Equity 
Ownership 
(M/A, JVs. 
FDI)

1.910 .675

Unstandardized canonical 
discriminant functions 
evaluated at group means

MDA Output 14: Group C entroids

Frgn Mkt Entry Modes

□  Group Contracts

°  Equity Ownership

o  Ucsing/Otrct Fmchg

•> M.Frg/Aree Devipers 
- 3 - 2 - 1 0  1 2  3 4

Function 1

° o ° °

MsSfcr
quity Ownership (M/ 

/ D o
8 “ ■

8 a
Licensing or Direct

I  '2oc
i f  -3
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MDA Output 15: Territorial Map
Canonical Discriminant 
Function 2

-6.0 -4.0 -2.0 .0 2.0 4.0 6.0
+ ------------------------- + ------------------------ + ------------------------+ ------------------------ + -----------------------+ ----------------------- +

6.0 + 1 3  +
X 13 I
I 13 I
I 13 I
I 13 I
I 13 I

4 . 0 +  + + 13 + + +
I 13 I
I 13 I
I 13 I
I 13 I
I 13 I

2.0 + + + +13 + + +
I 13 I
I 13 I
I 13 I
I 13 I
I * 113 I

.0 + + + +122233 + + +
I 112 2233 I
I 122 2233 I
I 112 * 2233 I
I 122 223 I
I 112 233 I

-2.0 + + + 122 + + 2233 + +
I 112 2233 I
I 122 2233 I
I 112 223 I
I 122 233 I
I 112 2233 I

-4.0 + + 122 + + + + 2233 +
I 112 22331
I 122 221
I 12 I
I 112 I
I 122 I

- 6 . 0  +  1 12  +  

+ --------------------------------------- .(--------------------------------------H--------------------------------------h --------------------------------------j ------------------------------------ H------------------------------------+

-6.0 -4.0 -2.0 .0 2.0 4.0 6.0
Canonical Discriminant Function 1

Symbols used in territorial map 
Symbol Group Label

1 1 Master franchising / Area Developers
2 2 Licensing or Direct Franchising
3 3 Equity Ownership (JVs, M/A, Comnpany-Owned Outlets)
* Indicates a group centroid
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IV.4.6. Multicollinearity

One o f the chief culprits o f misinterpretation and misuse o f regression is

multicollinearity. However, its presence is common and even inevitable in much o f data

in fields like sociology, economics, business, and geography, (Wesolowsky, 1976).

“Multicollinearity is said to exist when any independent (sometimes called 
exogenous) variable Xj is correlated with another independent variable or with a 
linear combination of other independent variables” (ibid., p49: emphasis in 
original).

Wesolowsky recognized three main problems caused by the correlation in the 

independent variables (ibid.):

1. The standard errors o f the regression coefficients are increased.

2. As the extreme case above is approached, computational difficulties arise.

3. The omission of variables may result in biased estimators or the regression 

parameters of the remaining variables if  the missing variables are correlated with 

those remaining.

As Wesolowsky acknowledged “it is not generally possible to choose values for 

the independent variables; one must use the data available” (ibid.), hence the ten 

independent variables are analyzed despite o f a possible presence o f multicollinearity. 

Then, as shown in the following Table 4-17, Pearson coefficients o f  correlation show 

that several variables have significant linear relationships.

Therefore, a model that limits the number o f  independent variables via stepwise 

selection is presented in the following Appendix IV.l. to complete the multiple 

discriminant analysis.
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Table *-17: Pearson Correlations among tha 11 Independent Variables

In.ownsh setupcst ind.intl dmtcomp dmtlegl dmtknwd dmtappl natnlty businessl business2 ff.sorce
Pearson In.ownsh 1.000 .173 .095 -.144 -.061 .169 -.196 .328* .242* -.235* -.075
Correlatio setupcst .173 1.000 .185 -.117 .083 .150 -.075 -.128 .342* -.307* -.288*

ind.intl .095 .185 1.000 .177 .350* .453* .032 -.034 .055 -.032 -.258*
dmt.comp -.144 -.117 .177 1.000 .401* .516* .438* -.148 -.225* .217 .199
dmtlegl -.061 .083 .350* .401* 1.000 .383* .349* -.361* -.196 .259* .039
dmtknwd .169 .150 .453* .516* .383* 1.000 .097 .208 -.142 .151 -.112
dmtappl -.196 -.075 .032 .438* .349* .097 1.000 -.430* -.170 .231* 235*
natnlty .328* -.128 -.034 -.148 -.361* .208 -.430* 1.000 -.170 .078 -.168
business .242* .342* .055 -.225* -.196 -.142 -.170 -.170 1.000 -.923* -.122
business -.235* -.307* -.032 .217 .259* .151 .231* .078 -.923* 1.000 .077
ff.sorce -.075 -.288* -.258* .199 .039 -.112 .235* -.168 -.122 .077 1.000

Sig. In.ownsh .129 .410 .208 .597 .139 .085 .004 .034 .040 .511
(2-tailed) setupcst .129 .103 .305 .467 .186 .513 .263 .002 .006 .010

ind.intl .410 .103 .118 .002 .000 .779 .765 .634 .782 .022
dmtcomp .208 .305 .118 .000 .000 .000 .196 .048 .057 .078
dmtlegl .597 .467 .002 .000 . .000 .002 .001 .085 .022 .736
dmtknwd .139 .186 .000 .000 .000 . .396 .067 .215 .187 .325
dmtappl .085 .513 .779 .000 .002 .396 .000 .136 .042 .037
natnlty .004 .263 .765 .196 .001 .067 .000 .138 .502 .143
business .034 .002 .634 .048 .085 .215 .136 .138 .000 .286
business .040 .006 .782 .057 .022 .187 .042 .502 .000 .501
ff.sorce .511 .010 .022 .078 .736 .325 .037 .143 .286 .501

N In.ownsh 78 78 78 78 78 78 78 77 77 77 78
setupcst 78 79 79 79 79 79 79 78 78 78 79
ind.intl 78 79 79 79 79 79 79 78 78 78 79
dmtcomp 78 79 79 79 79 79 79 78 78 78 79
dmtlegl 78 79 79 79 79 79 79 78 78 78 79
dmtknwd 78 79 79 79 79 79 79 78 78 78 79
dmtappl 78 79 79 79 79 79 79 78 78 78 79
natnlty 77 78 78 78 78 78 78 78 77 77 78
business 77 78 78 78 78 78 78 77 78 78 78
business 77 78 78 78 78 78 78 77 78 78 78
ff.sorce 78 79 79 79 79 79 79 78 78 78 79

’‘ Correlation is significant at the 0.01 level (2-tailed).
’ Correlation is significant at the 0.05 level (2-tailed).
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IV.4.7. Multiple Discriminant Analysis: Stepwise Selection

We can have a parsimonious model that limits the number o f  explanatory 

variables utilizing a stepwise selection method. Among the various methods of 

controlling the entry or removal o f predictor variables from the discriminant function, 

W ilks’ Lambda method was used. The Wilks ’ Lambda method calculates F  statistic 

that measures the change in Wilks’lambda for each candidate variable when the variable 

is added to the model (SPSS 7.5, p236). Then the variable with the largest F  (or smallest 

value of Wilks’ lambda) enters the model.

The testing results are presented in the following to show the whole procedure o f 

the Wilks ’ Lambda stepwise selection. Since most outputs o f the SPSS MDA have been 

explained in the above, additional explanation seems unnecessary.

Based on the statistics o f [Variables Not in the Analysis] (p. 157), we can see that 

ln.ownshp has the smallest Wilks’ lambda at step 0. At step 1, 2 and 3, dmt.appl, 

dmt.knwd, and natnlty have the smallest Wilks’ lambda, respectively. Therefore, 

variables ln.ownshp, dmt.appl, and dmt.knwd were selected in the final model o f MDA 

as each o f them minimizes the overall Wilks’ lambda at the each step they were entered.

Then, [Pairwise Group Comparisons] (p. 158) shows F  statistics testing the 

equality o f group means (centroids) for each pair of groups (SPSS 7.5, p246). Since the 

F  statistics for each pair o f groups is proportional to Hotelling's T2 (Holloway & Dunn,

1967) statistic and the Mahalanobis D2, both o f which measure the distance and 

difference o f variables, each value o f  F  can be viewed as a  measure o f  the distance 

between each pair.
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MDA Output 16: Stepwise Selection

Discriminant Analysis

Analysis Case Processing Summary

Unweighted Cases N Percent
Valid 76 96.2
Excluded Missing or 

out-of-range 
group codes
At least one

0 .0

missing
discriminating
variable

3 3.8

Both missing 
or out-of-range 
group codes 
and at least 0 .0
one missing
discriminating
variable
Total 3 3.8

Total 79 100.0
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Group Statistics

Foreign MM Std. Valid N (listwise)
Entry Mode Mean Deviation Unweighted Weighted
Master In.ownsh .2263 .2236 43 43.MA
franchising
/ Arpa setupcst 1.4524 1.2533 42 42.000» ni Co
developer ind.intl 4.2857 1.7006 42 42.000

dmt.comp 6.0000 3.0604 42 42.000
dmtlegl 4.6190 2.8878 42 42.000
dmtknwd 4.6429 2.4774 42 42.000
dm tappl 6.8810 2.5008 42 42.000
natnlty 7.143E-02 .2607 42 42.000
businessl .4286 .5009 42 42.000
business2 .5238 .5055 42 42.000
ff.sorce 5.0476 1.4972 42 42.000

Licensing In.ownsh .4253 .2777 21 21.000
or Direct setupcst 2.3810 1.9869 21 21.000franchising

ind.intl 3.6667 1.9579 21 21.000
dmtcomp 3.4762 3.6141 21 21.000
dmtlegl 2.3810 2.5194 21 21.000
dmtknwd 3.1429 2.7800 21 21.000
dmtappl 4.1429 3.5817 21 21.000
natnlty .1905 .4024 21 21.000
businessl .7619 .4364 21 21.000
business2 .1905 .4024 21 21.000
ff.sorce 4.5952 1.5622 21 21.000

Equity In.ownsh .5850 .2222 13 13.000
Ownership 
(M/A. JVs,

setupcst 2.0769 1.8467 13 13.000

FDI) ind.intl 5.0769 1.4979 13 13.000
dmtcomp 5.5385 4.4086 13 13.000
dmtlegl 3.6154 2.1809 13 13.000
dmtknwd 6.8462 3.1582 13 13.000
dm tappl 2.9231 2.5968 13 13.000
natnlty .6154 .5064 13 13.000
businessl .6923 .4804 13 13.000
business2 .3077 .4804 13 13.000
ff.sorce 4.1538 1.2810 13 13.000

Total In.ownsh .3426 .2747 76 76.000
setupcst 1.8158 1.6224 76 76.000
ind.intl 4.2500 1.7823 76 76.000
dmtcomp 5.2237 3.5948 76 76.000
dmtiegl 3.8289 2.8208 76 76.000
dmtknwd 4.6053 2.9124 76 76.000
dmtappl 5.4474 3.2635 76 76.000
natnlty .1974 .4007 76 76.000
businessl .5658 .4989 76 76.000
business2 .3947 .4920 76 76.000
ff.sorce 4.7697 1.5021 76 76.000
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Tests of Equality of Group Means

Wilks'
Lambda F df1 df2 Sig.

In.ownsh .7*36 1^.677 £ 73 .665”
setupcst .933 2.603 2 73 .081
ind.intl .932 2.643 2 73 .078
dmt.comp .906 3.770 2 73 .028
dmtlegl .881 4.916 2 73 .010
dmtknwd .827 7.652 2 73 .001
dmtappl .743 12.592 2 73 .000
natnlty .756 11.786 2 73 .000
businessl .903 3.910 2 73 .024
business2 .908 3.708 2 73 .029
ff.sorce .948 2.006 2 73 .142

Pooled Wtthin-G roups Matrices

In.ownsh setupcst ind.intl dmtcomp dmtlegl dmtknwd dmtappl natnlty businessl business2 ff.sorce
Correlatio In.ownsh f.Mfl 3555" ■ « 5  ' “ VflSB .025 ■— -m~ W  _ Ail '.1 5 5  "■ -.155 -“ TOT

setupcst .065 1.000 .218 -.053 .172 .189 .028 -.232 .288 -.250 -.272
ind.intl .045 .218 1.000 .097 .324 .373 .015 -.137 .106 -.087 -.252
dm tcom -.090 -.053 .097 1.000 .344 .492 .395 -.148 -.143 .132 .201
dmtlegl .025 .172 .324 .344 1.000 .360 .252 -.380 -.093 .165 -.018
dmtknwd .102 .189 .373 .492 .360 1.000 .128 .097 -.132 .128 -.094
dm tappl .044 .028 .015 .395 .252 .128 1.000 -.280 -.024 .115 .151
natnlty .122 -.232 -.137 -.148 -.380 .097 -.280 1.000 -.313 .180 -.072
business .150 .288 .106 -.143 -.093 -.132 -.024 -.313 1.000 -.914 -.082
business -.155 -.250 -.087 .132 .165 .128 .115 .180 -.914 1.000 .038
ff.sorce .040 -.272 -.252 .201 -.018 -.094 .151 -.072 -.082 .038 1.000
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Analysis 1 
Box's Test of Equality of Covariance Matrices

Log Determinants

Foreign Mkt 
Entry Mode Rank

Log
Determinant

Master 
franchising / 
Area
developer

3 .580

Licensing or
Direct
franchising

3 1.981

Equity 
Ownership 
(M/A. JVs. FDI)

3 1.085

Pooled
within-groups 3 1.184

The ranks and natural logarithms of 
determinants printed are those of the 
group covariance matrices.

Test Results

DUa S iV! 9 .9 0 0

F Approx. .766
dfl 12
df2 6592.511
Sig. .687

Tests null hypothesis of equal 
population covariance matrices.
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Stepwise Statistics

Variables Entered/Remove<f •°>c'°

Step Entered

Wilks' Lambda

Statistic dfl df2 df3 Statistic
Exact F 

dfl df2 Sig.
1 In.ownsh .73$ 1 & 73.000 12.8*7 2 73.000 .6'66
2 dmt-appl .577 2 2 73.000 11.377 4 144.000 .000
3 dmtknwd .480 3 2 73.000 10.482 6 142.000 .000

At each step, the variable that minimizes the overall Wilks' Lambda is entered. 
a- Maximum number of steps is 22. 
b- Minimum partial F to enter is 3.84. 
c- Maximum partial F to remove is 2.71. 
d- F level, tolerance, or VIN insufficient for further computation.

Variables in the Analysis

Step Tolerance
F to 

Remove
Wilks'

Lambda
1 In.ownsh 1.o6o 12.877
2 In.ownsh .998 10.356 .743

dmtappl .998 10.089 .739
3 In.ownsh .989 9.327 .606

dmtappl .983 10.255 .619
dmtknwd .974 7.176 .577

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

157

Variables Not in the Analysis

Step Tolerance
Min.

Tolerance
F to 
Enter

Wilks'
Lambda

0 In.ownsh 1.600 1.000 12.877 >39
setupcst 1.000 1.000 2.603 .933
ind.intl 1.000 1.000 2.643 .932
dmt.comp 1.000 1.000 3.770 .906
dmtlegl 1.000 1.000 4.916 .881
dmt.knwd 1.000 1.000 7.652 .827
dmtappl 1.000 1.000 12.592 .743
natnlty 1.000 1.000 11.786 .756
businessl 1.000 1.000 3.910 .903
business2 1.000 1.000 3.708 .908
ff.sorce 1.000 1.000 2.006 .948

1 setupcst .996 .996 1.726 .705
ind.intl .998 .998 2.462 .692
dmtcomp .992 .992 3.110 .680
dmtlegl .999 .999 4.454 .658
dmtknwd .990 .990 6.988 .619
dmtappl .998 .998 10.089 .577
natnlty .985 .985 7.276 .615
businessl .977 .977 2.022 .700
business2 .976 .976 2.068 .699
ff.sorce .998 .998 1.777 .704

2 setupcst .995 .994 1.597 .553
ind.intl .998 .996 2.431 .540
dmt.comp .833 .833 3.080 .531
dmtlegl .937 .935 2.507 .539
dmt.knwd .974 .974 7.176 .480
natnlty .903 .903 4.217 .516
businessl .976 .975 1.540 .553
business2 .961 .961 1.339 .556
ff.sorce .976 .976 .619 .568

3 setupcst .962 .942 2.269 .451
ind.intl .860 .840 .331 .476
dmtcomp .623 .623 .213 .477
dmtlegl .827 .827 1.125 .465
natnlty .889 .889 2.645 .447
businessl .955 .953 1.161 .465
business2 .944 .944 .766 .470
ff.sorce .962 .956 .469 .474
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Wilks' Lambda

Step

Number
of

Variables Lambda dfl df2 df3 Statistic dfl
Exact F 

df2 Sig.
1 1 “ 756 1 £ 73 l£.&77 i 73.006 1.622^-05
2 2 .577 2 2 73 11.377 4 144.000 4.734E-08
3 3 .480 3 2 73 10.482 6 142.000 1 283E-09

Pairwise Group Comparison*’0-6

Step
Foreign Mkt Entry 
Mode

Master
franchising

/Area
developer

Licensing 
or Direct 

franchising

Equity 
Ownership 
(M/A, JVs. 

FDI)
1 Master franchising 

/  Area developer
¥
Sig.

9.676
.003

22.264
.000

Licensing or Direct 
franchising

F
Sig.

9.676
.003

3.575
.063

Equity Ownership 
(M/A, JVs, FDI)

F
Sig.

22.294
.000

3.575
.063

2 Master franchising 
/ Area developer

F
Sig.

11.641
.000

21.357
.000

Licensing or Direct 
franchising

F
Sig.

11.641
.000

2.591
.082

Equity Ownership 
(M/A, JVs, FDI)

F
Sig.

21.357
.000

2.591
.082

3 Master franchising 
/ Area developer

F
Sig.

8.913
.000

16.418
.000

Licensing or Direct 
franchising

F
Sig.

8.913
.000

6.707
.000

Equity Ownership 
(M/A, JVs. FDI)

F
Sig.

16.418
.000

6.707
.000

a- 1, 73 degrees of freedom for step 1. 
b- 2, 72 degrees of freedom for step 2. 
c- 3, 71 degrees of freedom for step 3.
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Summary of Canonical Discriminant Functions

Eigenvalues

%of Cumulative Canonical
Function Eigenvalue Variance % Correlation
1 .754“ 80.1 80.1 .656
2 .187* 19.9 100.0 .397

a- First 2 canonical discriminant functions were used in the
analysis.

Wilks' Lambda

Test of 
Function(s)

Wilks'
Lambda Chi-square df Sig.

1 through 2 .480 52.799 6 .000
2 .842 12.343 2 .002

Standardized Canonical 
Discriminant Function 

Coefficients

Function
1 2

In.ownsh .693 -.165
dmtknwd .223 .980
dmtappl -.724 .126
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Structure Matrix

Function
1 2

In.ownsh .666* -.659
dmtappl -.665* .245
natnlty1 .309* .040
ff.sorce3 -.103* -.079
dmtknwd .201 .979*
dmt.comp3 -.239 .547*
dmtlegl3 -.085 .380*
ind.intl3 .103 .360*
setupcst3 .067 .178*
business2 3 -.162 .165*
businessl 3 .092 -.158*

Pooled within-groups
correlations between
discriminating variables
and standardized canonical
discriminant functions
Variables ordered by
absolute size of correlation
within function.

•

Largest absolute 
correlation between 
each variable and 
any discriminant 
function

a- This variable not 
used in the 
analysis.
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Functions at Group
Centroids

Foreign Mkt . 
Entry Mode

Function
1 2

Master
franchising
/Area -.698 .157
developer
Licensing
or Direct .449 -.648
franchising
Equity
Ownership 
(M/A, JVs, 1.528 .540
FDI)

Unstandardized canonical 
discriminant (unctions 
evaluated at group means

Classification Statistics
Classification Processing Summary

riuueLdeu
Excluded Missing or 

out-of-range 
group codes
At least one

0

missing
discriminating
variable

1

Used in Output 78
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Prior Probabilities for Groups

Foreign Mkt 
Entry Mode Prior

Cases Used in Analysis 
Unweighted Weighted

Master
franchising
/Area
developer

.333 42 42.000

Licensing 
or Direct 
franchising

.333 21 21.000

Equity 
Ownership 
(M/A, JVs, 
FDI)

.333 13 13.000

Total 1.000 76 76.000

Classification Function Coefficients

Foreign Mkt Entry Mode
Master

franchising
/Area

developer

Licensing 
or Direct 

franchising

Equity 
Ownership 
(M/A, JVs. 

FDI)
In.ownsh 2.957 6.824 9.134
dmtknwd .512 .313 .837
dmt.appl .773 .446 .225
(Constant) -5.282 -3.967 -6.963

Fisher's linear discriminant functions

Canonical Discriminant Functions

%
O o %

EqqftsOwmarehip <M/ 
°  lAJUrJrancSmng / J-* °o D o 00 
° o ° °° 0jt° °

i f  -3

r Direct

a a

Foreign Mkt Entry Mo

□  Group Centroids 

o Equity Ownership (M/

° Ucsnsing or Direct 

° Master franchising/
-3 -2 -1

Function 1
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Classification Result#'e

Predicted Group Membership

Foreign Mkt 
Entry Mode

Master
franchising

/Area
developer

Licensing 
or Direct 

franchising

Equity 
Ownership 
(M/A, JVs. 

FDI) Total
Original Count Master

franchising
/Area
developer

32 8 3 43

Licensing 
or Direct 
franchising

5 12 5 22

Equity 
Ownership 
(M/A, JVs. 
FDI)

1 1 11 13

% Master
franchising
/Area
developer

74.4 18.6 7.0 100.0

Licensing 
or Direct 
franchising

22.7 54.5 22.7 100.0

Equity 
Ownership 
(M/A, JVs. 
FDI)

7.7 7.7 84.6 100.0

Cross-validated* Count Master 
franchising 
/ Area 
developer

32 8 3 43

Licensing 
or Direct 
franchising

5 11 6 22

Equity 
Ownership 
(M/A, JVs. 
FDI)

1 3 9 13

% Master
franchising
/Area
developer

74.4 18.6 7.0 100.0

Licensing 
or Direct 
franchising

22.7 50.0 27.3 100.0

Equity 
Ownership 
(M/A, JVs. 
FDI)

7.7 23.1 69.2 100.0

a Cross validation is done only for those cases in the analysis. In cross validation, each 
case is classified by the functions derived from all cases other than that case.

b- 70.5% of original grouped cases correctly classified.
c- 66.7% of cross-validated grouped cases correctly classified.
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IV.5. Multiple Logistic Regression (MLR) with an Ordinal Response

Since the goal of this research is to classify observations into one o f populations 

(entry modes), discriminant analysis is used. Then, discriminant analysis is very strict on 

assumptions as discussed in detail in section IV.4.1. Discriminant analysis estimators are 

very robust if populations o f predictor variables are normal with identical covariance 

matrices. Under such conditions, discriminant analysis is preferred (or more efficient) to 

logistic regression for classification problems (Efron, 1975; Press & Wilson, 1978; Bull 

& Donner, 1987). However, there were two qualitative variables (natality, and business) 

in the final model o f  MDA for this research, ruling out multivariate normality 

assumption.

Under nonnormality (i.e., when explanatory variables are nonnormal), the logistic 

regression model with maximum likelihood estimatetor is preferred for solving 

classification problem (Press & Wilson, 1978). For example, multinomial logistic 

regression, also referred to as polychotomous logistic regression, has been frequently 

used for the analysis o f categorical/ordinal response data in relation to continuous and/or 

categorical (involving qualitative) explanatory variables (Bull & Donner, 1987).

The Logistic procedure in SAS fits linear logistic regression models for binary or 

ordinal response data by the method o f  maximum likelihood (SAS Institute Inc., 1989, 

Chapter 27). For a binary response model, the linear logistic model has the form o f

logit ip) = log (p / 1 - p )  = a  + P'jc 

where a  is the intercept parameter, and p is the vector o f slope parameters. In case o f  a 

ordinal response case, where the response Y has ordinal values and denoted for 

convenience by 1 , . . . ,  k, k+1, the model has the form o f
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g (Pr(Y < / 1 x» = a i + p 'x, 1 < / < k 

where a j , . . . ,  a* are k intercept parameters, and p is the vector o f slope parameters. 

Since my data Y has ordinal implication in terms o f  the level of financial and managerial 

commitments, using the Logistic procedure o f SAS seems valid. Therefore, the Logistic 

procedure o f SAS will be used to fit a model with an ordinal response variable.

IV.S.1. SAS Logistic Procedure Outputs

For an ordinal response, Logistic procedure tests the parallel lines assumption and 

labels [Score Test for the Proportional Odds Assumptions] in the output when 

LINK=LOGIT3.

In the [Model Fit Statistics], there are Akaike Information Criterion (AIC), the 

Schwartz Criterion (SC), and —2 LOG L statistics4. AIC and SC statistics are primarily 

used for comparing different models for the same data. Lower values o f those indicate a 

better model. -2  LOG L shows fitting of a model with an intercept only and with 

intercepts and explanatory variables based on -2  Log Likelihood. The Score criterion, 

however, is missing here for the model is identified by the first two columns o f the table.

There are Likelihood ratio chi-squared, Score, and Wald test statistics in the items 

o f [Testing Global Null Hypothesis: BETA=0]. They all test whether all the coefficients 

(p) in the model are different from 0 in the population.

The [Analysis o f Maximum Likelihood Estimates] table shows that (ibid. p. 1097)

1. the maximum likelihood estimate of the parameter,

2. the estimated standard error o f  the parameter estimate,

3 S e e  S A S  Institu te Inc., 1989, p .  1090 fo r  th e  m ethods used  to  c a lc u la te  th e  test.
4 S e e  S A S  Institu te Inc., 1989, p . 10 8 8 -1 0 8 9  fo r  ca lcu la tions.
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3. the Wald chi-squared statistic which is to test whether the estimated parameter is 0,

4. the p value of the Wald chi-squared statistic with respect to a chi-squared distribution,

5. the standardized estimate for the slope parameter, and

6. the odds ratio that estimate the relative risk.

Lastly, there is [Association o f  Predicted Probabilities and Observed Responses] 

table, which includes a breakdown o f the number o f  pairs with different responses and 

four rank correlation indexes. They are Somers’ D, Goodman-Kruskal Gamma, c and 

Kendall’s Tau-a.

Outputs o f multiple ordinal logistic analysis are presented in the following. MLR 

Output 1 will show a full model with the 12 variables (business variable is divided into 

two dummy variables). MLR Output 2 will select key variables by stepwise forward 

selection method. Then, an interesting test result o f  the regression will be detected. The 

sign of two key variables is reversed from the current PROC LOGITIC procedure of the 

SAS. Accordingly, MLR Output 3 is prepared to explain why the sign of two key 

variables was reversed before using the DESCENDING procedure of the SAS. Lastly 

MLR Output 4 will present a backward elimination procedure. Both procedures will 

select or eliminate variables based on 0.0S significant level as default.
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MLR Output 1: Full Model

Multiple Logistic Regression Model with an Ordinal Response 

The LOGISTIC Procedure

Model Information

Data Set
Response Variable 
Number of Response Levels 
Number of Observations 
Link Function 
Optimization Technique

Y O N G .Y0NGSAS2
entrymod
3
77
Logit
Fisher's scoring

Response Profile

Ordered Total
Value entrymod Frequency

1 1 42
2 2 22
3 3 13

NOTE: 1 observation (s) were deleted due to missing values for the 
response or explanatory variables.

Score Test for the Proportional Odds Assumption

Chi-Square DF Pr > ChiSq
19.5037 11 0.0526

Model Fit Statistics

Criterion
Intercept

Only

Intercept
and

Covariates

AIC
SC
-2 Log

156.287 
160.975
152.287

130.501 
160.971
104.501
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Multiple Logistic Regression Model with an Ordinal Response 

The LOGISTIC Procedure

Testing Global Null Hypothesis: BETA=0

Test Chi-Square DF Pr > C hiSq

Likelihood Ratio 47.7857 11 <.0001
Score 36.9462 11 0.0001
Wald 28.9489 11 0.0023

Analysis of Maximum Likelihood Estimates

Parameter Standard Wald Pr > standardized Odds
Variable DF Estimate Error Chi-Square ChiSq Estimate Ratio

Interceptl 1 1.4083 2.0145 0.4887 0.4845
Intercept2 1 3.8595 2.0582 3.5164 0.0608
ln_ownsh 1 -3.5337 1.1758 9.0322 0.0027 -0.5386 0.029
setupcst 1 -0.1628 0.1713 0.9025 0.3421 -0.1449 0.850
ind_intl 1 -0.0694 0.1898 0.1338 0.7145 -0.0679 0.933
dmt_comp 1 -0.1925 0.1068 3.2499 0.0714 -0.3833 0.825
dmt_legl 1 0.1624 0.1423 1.3011 0.2540 0.2525 1.176
dmt knwd 1 0.0304 0.1342 0.0513 0.8209 0.0485 1.031
dmt_appl 1 0.2985 0.1057 7.9686 0.0048 0.5344 1.348
natnlty 1 -1.4967 0.8978 2.7793 0.0955 -0.3290 0.224
bussl 1 -1.7189 1.4550 1.3956 0.2375 -0.4737 0.179
buss2 1 -1.1274 1.4304 0.6213 0.4306 -0.3051 0.324
ff sorce 1 0.1917 0.2082 0.8474 0.3573 0.1580 1.211

Association of Predicted Probabilities and Observed Responses

Percent Concordant 85.3 Somers' D 0.708
Percent Discordant 14.5 Gamma 0.710
Percent Tied 0.3 Tau-a 0.425
Pairs 1756 c 0.854
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MLR Output 2: Stepwise Selection

Multiple Logistic Regression Model with an Ordinal Response 

Stepwise Selection

The LOGISTIC Procedure 

Model Information 

Data Set
Response Variable 
Number of Response Levels 
Number of Observations 
Link Function 
Optimization Technique

YONG.YONGSAS2
entrymod
3
77
Logit
Fisher's scoring

Response Profile

Ordered Total
Value entrymod Frequency

1 1 42
2 2 22
3 3 13

NOTE: 1 observation (s) were deleted due to miss i n g  values for the 
response or explanatory variables.

Forward Selection Procedure

Step 0. Intercepts entered:

Model Convergence Status

Convergence criterion (GCONV=lE-8) satisfied.

Residual Chi-Square Test

Chi-Square DF Pr > ChiSq
36.9462 11 0.0001

Step 1. Variable dmt_appl entered:

Model Convergence Status

Convergence criterion (GCONV=lE-8) satisfied.
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Multiple Logistic Regression Model with an Ordinal Response
Forward Selection
The LOGISTIC Procedure

Score Test for the Proportional Odds Assumption

Chi-Square DF Pr > C h i S q
0.1153 1 0.7342

Model Fit Statistics

Criterion
Intercept

Only

Intercept
and

Covariates

AIC
SC
-2 Log L

156.287 
160.975
152.287

138.931 
145.963
132.931

Testing Global Null Hypothesis: BETA=0

Test Chi-Square DF Pr > ChiSq

Likelihood Ratio 19.3560 1 <.0001
Score 19.1688 1 <.0001
Wald 16.1846 1 <.0001

Residual Chi-Square Test

Chi-Square DF Pr > C h i S q
24.0513 10 0.0075

Step 2. Variable ln_ownsh entered:

Model Convergence Status

Convergence criterion (GC0NV=1E— 8) satisfied.

Score Test for the Proportional Odds Assumption

Chi-Square DF Pr > C h i S q
0.3685 2 0.8317
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Multiple Logistic Regression Model with an Ordinal Response
Forward Selection
The LOGISTIC Procedure

Model Fit Statistics

Criterion

AIC
SC
-2 Log L

Intercept
Only

156.287 
160.975
152.287

Intercept
and

Covariates

124.165 
133.540
116.165

Testing Global Null Hypothesis: BETA=0

Test

Likelihood Ratio
Score
Wald

Chi-Square

36.1221
30.6313
25.7703

DF

2
2
2

Pr > ChiSq

< . 0 0 0 1
< . 0 0 0 1
< . 0 0 0 1

Residual Chi-Sauare Test

Chi-Square 
10.8978

DF
9

Pr > ChiSq 
0.2828

NOTE: No (additional) variables met the 0.05 significance level for 
entry into the model.

Summary of Forward Selection 

Step
Variable
Entered

1
2

dmt_appl 
In ownsh

Number
In

1
2

Score
Chi-Square

19.1688 
15.6988

Pr > ChiSq

< . 0 0 0 1
< . 0 0 0 1

Analysis of Maxi m u m  Likelihood Estimates

Parameter Standard Wald Pr > Standardized
Variable DF Estimate Error Chi-Square ChiSq Estimate

Interceptl 1 -0.1308 0.6213 0.0443 0.8332
Intercept2 1 1.9857 0.6605 9.0369 0.0026
ln_ownsh 1 -3.8782 1.0229 14.3746 0.0001 -0.5911
dmt_appl 1 0.3073 0.0828 13.7861 0.0002 0.5500

dds
Ratio

0 . 0 2 1
1.360
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Multiple Logistic Regression Model with an Ordinal Response

Forward Selection

The LOGISTIC Procedure

A ssociation of Predicted Probabilities and Observed Responses

Percent Concordant 
Percent Discordant 
Percent Tied 
Pairs

81.2 
17.1 
1.7 

1756

S o m e r s ' D
Gamma
Tau-a
c

0. 641 
0.651 
0. 384 
0.820

IV. 5 .1.1. Stepwise selection using Descending option

“Analysis o f Maximum Likelihood Estimates” in the previous page generated a 

surprising test result. As entry mode type changes from 1 to 3, log transformed domestic 

ownership should increase, and the role o f foreign applicant should decrease. The sign o f 

these two critical variables (parameter estimate), however, is exactly the opposite of the 

expected relationships.

The attention should be given to “ordered value” o f  the response profile’ o f the 

output (page 170). The ordered value gives the sort order o f  the response level (SAS,

1995, p i02). The way that the data recorded in the MLR Output 2 should have been 

recognized by the SAS as if the entry mode 1 had the highest ordinal value. Therefore, a 

correct order o f dependent variables in terms of commitment level of resources can be 

rearranged using the DESCENDING option o f the SAS.

The test results are shown in the following MLR Output 3. The only difference 

between these two test results is the sign o f the “parameter estimate” in the analysis of 

maximum likelihood estimates table. Therefore, the relationship between three types o f 

entry mode and these two critical variables holds as expected or hypothesized.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

174

MLR Output 3: Stepwise Selection Using DESCENDING Option

Multiple Logistic Regression model with an Ordinal Response 

Stepwise Selection 

The LOGISTIC Procedure 

Model Information 

Data Set
Response Variable 
Number of Response Levels 
Number of Observations 
Link Function 
Optimization Technique

Response Profile

Ordered Total
Value entrymod Frequency

1 3 13
2 2 22
3 1 42

NOTE: 1 observation was deleted due to missing values for the response 
or explanatory variables.

Forward Selection Procedure

Step 0. Intercepts entered:

Model Convergence Status

Convergence criterion (GCONV=lE-8) satisfied.

Residual Chi-Square Test

Chi-Square DF Pr > ChiSq
36.9462 11 0.0001

Step 1. Effect dmt_appl entered:

Model Convergence Status

Convergence criterion (GCONV=lE-8) satisfied.

YONG.YONGSAS2
entrymod
3
77
Logit
Fisher's scoring
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Multiple Logistic Regression Model with an Ordinal Response
Stepwise Selection
The LOGISTIC Procedure

Score Test for the Proportional Odds Assumption

Chi-Sguare DF Pr > ChiSq
0.1153 1 0.7342

Model Fit Statistics

Criterion
Intercept

On l y

Intercept
and

Covariates

AIC
SC
-2 Log L

156.287 
160.975
152.287

138.931 
145.963
132.931

Testing Global Null Hypothesis: BETA=0

Test Chi-Square DF Pr > ChiSq

Likelihood Ratio
Score
Wald

19.3560 
19.1688 
16.1846

1
1
1

< . 0 0 0 1
< . 0 0 0 1
< . 0 0 0 1

Residual Chi-Square Test

Chi-Square DF Pr > ChiSq
24.0513 10 0.0075

Step 2. Effect ln_ownsh entered:

Model Convergence Status

Convergence criterion (GCONV=lE-8) satisfied.

Score Test for the Proportional Odds Assumption

Chi-Square DF Pr > ChiSq
0.3685 2 0.8317
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Multiple Logistic Regression Model with an Ordinal Response
Stepwise Selection
The LOGISTIC Procedure

Model Fit Statistics

Criterion

AIC
SC
-2 Log L

Intercept
Only

156.287 
160.975
152.287

Intercept
and

Covariates

124.165 
133.540
116.165

Testing Global Null Hypothesis: BETA= 0

Test Chi-Square DF Pr > ChiSq

Likelihood Ratio 36.1221 2 <.0001
Score 30.6313 2 <.0001
Wald 25.7703 2 <.0001

Residual Chi-Square Test

Chi-Square DF Pr > ChiSq
10.8978 9 0.2828

NOTE: No (additional) effects met the 0.05 significance level for
into the model.

Summary of Forward Selection

Variable Number Score
Step Entered DF In Chi-Square Pr > ChiSq

1 dint appl 1 1 19.1688 <.0001
2 In ownsh 1 2 15.6988 <.0001

Analysis of Maximum L ikelihood Estimates

Parameter StandardI Wald Pr > Standardized
Varialbe DF Estimat Error Chi-Square C h i S q Estimates

Intercept 1 -1.9857 0.6605 9.0369 0.0026
Intercept2 1 0.1308 0.6213 0.0443 0.8332
In ownsh 1 3.8782 1.0229 14.3746 0.0001 0.5911
dmt_appl 1 -0.3073 0.0828 13.7861 0.0002 -0.5500

Ratio

0 . 0 2 1
1.360
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Multiple Logistic Regression Model with an Ordinal Response
Forward Selection
The LOGISTIC Procedure

Association of Predicted Probabilities and Observed Responses

Percent Concordant 
Percent Discordant 
Percent Tied 
Pairs

81.2 
17 . 1 
1.7 

1756

S o m e r s ' D
Gamma
Tau-a
c

0.640 
0. 651 
0.384 
0.820

IV. 5.1.2. Parameter estimates and test o f  odds assumption 

“Parameter Estimate” in the analysis o f maximum likelihood estimates table gives 

the parameter estimates (ibid., p i03). From this table the two parallel regression lines 

fitted to the data are

associated with the increased probability o f type 3 entry modes, while the negative 

coefficient o f  dmt-appl (role o f applicants) indicates the reverse relationship.

Another critical test result o f  the output is the “score test for the proportional odds 

assumption”, which shows the chi-square test for the proportional odds assumption. 

LOGISTIC procedure with the ordinal response assumes a common slope parameter 

based on the cumulative distribution probabilities of the response categories (ibid., p99). 

When this assumption is not met, a  model with distinct slope parameter rather than a 

common one should be considered. The test result of a large p -value (0.8317) indicates 

that the null hypothesis can not be rejected, meaning there is a common slope parameter 

associated with the predictor variable. Therefore, the ordinal logistic regression is an 

appropriate model and fits the data.

logit(/>3) = -1.9857 + 3.8782 (ln-ownsh) - 0.3073 (dmt-appl) 

l o g i t ^  + ? 3) = 0.1308 + 3.8782 (ln-ownsh) - 0.3073 (dmt-appl).

The positive coefficient of ln-ownsh indicated that higher levels o f ownership are
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MLR Output 4: Backward Elimination Procedure

Multiple Logistic Regression Model with an Ordinal Response 
Backward Elimination

The LOGISTIC Procedure

Model Information 

Data Set
Response Variable 
Number of Response Levels 
Number of Observations 
Link Function 
Optimization Technique

Response Profile

Y O N G .Y0NGSAS2
entrymod
3
77
Logit
Fisher's scoring

Ordered Total
Value entrymod Frequency

1 3 13
2 2 22
3 1 42

NOTE: 1 observation(s) were deleted due to missing values for the 
response or explanatory variables.

Backward Elimination Procedure

Step 0. The following variables were entered:

Interceptl Intercept2 ln_ownsh setupcst ind_intl dmt_comp 
dmt_legl dmt_knwd dmt_appl natnlty bussl buss2 ff_sorce

Model Convergence Status

Convergence criterion (GCONV=lE-8) satisfied. 

Score Test for the Proportional Odds Assumption

Chi-Square 
19.'5037

DF
11

Pr > ChiSq 
0.0526
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Multiple Logistic Regression Model with an Ordinal Response
Backward Elimination

The LOGISTIC Procedure 

Model Fit Statistics

C riterion

AIC
SC
-2 Log L

Intercept
Only

156.287 
160.975
152.287

Intercept
and

Covariates

130.501 
160.971
104.501

Testing Global Null H y p o t h e s i s : 3ETA.=0

Test Chi-Square DF Pr > ChiSq

Likelihood Ratio
Score
Wald

47.7857 
36.9462 
28 .9489

11
11
11

< . 0 0 0 1
0 . 0 0 0 1
0.0023

Step 1. Variable dmt knwd is removed:

Model Convergence Status

C onvergence criterion (GC0NV=lE-8) satisfied.

Score Test for the Proportional Odds Assumption 
Chi-Square DF Pr > ChiSq

14.6721 10 0.1445

Model Fit Statistics

Intercept 
Intercept and

C r i terion Only Covariates
AIC 156.287 128.552
SC 160.975 156.678
-2 Lo g  L 152.287 104.552
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Multiple Logistic Regression Model with an Ordinal Response
Backward Elimination
The LOGISTIC Procedure

Testing Global Null Hypothesis: BETA=0

Test Chi-Square DF Pr > ChiSq

Likelihood Ratio
Score
Wald

47.7353 
36.9092 
28.8838

10
10
10

< . 0 0 0 1  
< . 0 0 0 1  
0.0013

Residual Chi-Square Test

Chi-Square DF Pr > ChiSq
0.0495 1 0.8239

Step 2. Variable ind inti is removed:

Model Convergence Status

Convergence criterion (GCONV=lE-8) satisfied. 

Score Test for the Proportional Odds Assumption

Chi-Square 
14.0916

DF
9

Pr > ChiSq 
0.1191

Model Fit Statistics

Criterion

AIC
SC
-2 Log L

Intercept
Only

156.287 
160.975
152.287

Intercept
and

Covariates

126.654 
152.436
104.654
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Multiple Logistic Regression Model with an Ordinal Response
Backward Elimination
The LOGISTIC Procedure

Pr > ChiSq

< . 0 0 0 1  
< . 0 0 0 1  
0.0007

Residual Chi-Square Test

Chi-Square DF Pr > ChiSq
0.1564 2 0.9248

Step 3. Variable buss2 is removed:

Model Convergence Status

Convergence criterion (GCONV=lE-8) satisfied.

Testing Global Null Hypothesis: BETA=0

Test Chi-Square DF

Likelihood Ratio 47.6334 9
Score 36.9066 9
Wald 28.924 7 9

Score Test for the Proportional Odds Assumption

Chi-Square DF Pr > ChiSq
13.5705 8 0.0937

Model Fit Statistics

Criterion
Intercept
Only

Intercept
and

Covariates

AIC
SC
-2 Log L

156.287 
160.975
152.287

125.218 
148.656
105.218
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Multi Logistic Regression Model with an Ordinal Response
Backward Elimination
The LOGISTIC Procedure

Testing Global Null Hypothesis: BETA=0

Test Chi-Square DF Pr :

Likelihood Ratio 47.0691 8
Score 36.7543 8
Wald 28.9381 8

Residual Chi-Square Test

Chi-Square DF Pr > ChiSq
0.6537 3 0.8840

Step 4. Variable setupcst is removed:

Model Convergence Status

Convergence criterion (GCONV=lE-8) satisfied.

Score Test for the Proportional Odds Assumption

Chi-Square DF Pr > ChiSq
13.3005 7 0.0651

Model Fit Statistics

Intercept 
Intercept and

Criterion Only Covariates

AIC 156.287 124.116
SC 160.975 145.211
-2 Log L 152.287 106.116

ChiSq

< . 0 0 0 1
< . 0 0 0 1
0.0003
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Multiple Logistic Regression Model with an Ordinal Response
Backward Elimination
The LOGISTIC Procedure

Testing Global Null Hypothesis: BETA=0

DF Pr > ChiSq

7 <.0001
7 <.0001
7 0.0002

Test Chi-Square

Likelihood Ratio 46.1708
Score 35.8791
Wald 28.6609

Residual Chi-Square Test

Chi-Square DF Pr > ChiSq
1.6202 4 0.8052

Step 5. Variable dmt_legl is removed:

Model Convergence Status

Convergence criterion (GCONV=lE-8) satisfied. 

Score Test for the Proportional Odds Assumption

Chi-Square 
4.7050

DF
6

Pr > ChiSq 
0.5822

Model Fit Statistics

Criterion

AIC
SC
-2 Log L

Intercept
Only

156.287 
160.975
152.287

Intercept
and

Covariates

123.181 
141.931
107.181
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Multiple Logistic Regression Model with an Ordinal Response
Backward Elimination
The L O GISTIC Procedure

Testing Global Null Hypothesis: BETA=0

Test Chi-Square DF Pr > ChiSq

Likelihood Ratio
Score
Wald

45.1063 
35.3982 
28.6165

6
6
6

< . 0 0 0 1
< . 0 0 0 1
< . 0 0 0 1

Residual Chi-Sauare Test

Chi-Square
2.7702

DF
5

Pr > ChiSq 
0.7354

Step 6. Variable ff_sorce is removed:

Model Convergence Status

Convergence criterion (GCONV=lE-8) satisfied. 

Score Test for the Proportional Odds Assumption

Chi-Square 
4 .7975

DF
5

Pr > ChiSq 
0.4411

Model Fit Statistics

Criterion

AIC
SC
-2 Log L

Intercept
Only

156.287 
160.975
152.287

Intercept
and

Covariates

122.442 
138.849
108.442
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Multiple Logistic Regression Model with an Ordinal Response
Backward Elimination
The LOGISTIC Procedure

Testing Global Null Hypothesis: BETA=0

Test

Likelihood Ratio
Score
Wald

Chi-Square

43.8451
34.7528
28.6235

DF

5
5
5

Pr > ChiSq

< . 0 0 0 1  
< . 0 0 0 1  
< . 0 0 0 1

Residual Chi-Square Test

Chi-Square
3.8066

DF
6

Pr > ChiSq 
0.7028

Step 7. Variable dmt_comp is removed:

Model Convergence Status

Convergence criterion (GCONV=lE-8) satisfied. 

Score Test for the Proportional Odds Assumption

Chi-Square 
1.9969

DF
4

Pr > ChiSq 
0.7363

Model Fit Statistics

Criterion

AIC
SC
-2 Log L

Intercept
Only

156.287 
160.975
152.287

Intercept
and

Covariates

122.818
136.881
110.818
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Multiple Logistic Regression Model with an Ordinal Response
Backward Elimination
The LOGISTIC Procedure

Testing Global Null Hypothesis: BETA=0

Test Chi-Square DF Pr > ChiSq

< . 0 0 0 1
< . 0 0 0 1
< . 0 0 0 1

Residual Chi-Square Test

Chi-Square DF Pr > ChiSq
5.8227 7 0.5606

Likelihood Ratio 41.4690 4
Score 33.9814 4
Wald 28.3194 4

Step 8. Variable bussl is removed:

Model Convergence Status

Convergence criterion (GCONV=lE-8) satisfied. 

Score Test for the Proportional Odds Assumption

Chi-Square 
1.5663

DF
3

Pr > ChiSq 
0.6671

Model Fit Statistics

Criterion

AIC
SC
-2 Log L

Intercept
Only

156.287 
160.975
152.287

Intercept
and

Covariates

123.035 
134.754
113.035
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Multiple Logistic Regression model with an Ordinal Response
Backward Elimination
The LOGISTIC Procedure

Testing Global Null Hypothesis: BETA=0

DF Pr > ChiSq

3 <.0001
3 <.0001
3 <.0001

Test Chi-Square

Likelihood Ratio 39.2523
Score 32.1974
Wald 27.9508

Residual Chi-Square Test

Chi-Square DF Pr > ChiSq
7.8596 8 0.4473

Step 9. Variable natnlty is removed:

Model Convergence Status

Convergence criterion (GCONV=lE-8) satisfied. 

Score Test for the Proportional Odds Assumption

Chi-Square
0.3685

DF
2

Pr > ChiSq 
0.8317

Model Fit Statistics

Criterion

AIC
SC
-2 Log L

Intercept
Only

156.287 
160.975
152.287

Intercept
and

Covariates

124.165 
133.540
116.165
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Multinomial Logistic Regression model with an Ordinal Response
Backward Elimination
The LOGISTIC Procedure

Testing Global Null Hypothesis: BETA=0 

Test Chi-Square DF

Likelihood Ratio
Score
Wald

36.1221 
30.6313 
25.7703

2
2
2

Pr > ChiSq

< . 0 0 0 1
< . 0 0 0 1
< . 0 0 0 1

Residual Chi-Square Test

Chi-Square
10.8978

DF
9

Pr > ChiSq 
0.2828

NOTE: No (additional) variables met the 0.05 significance level for 
removal from the model.

Summary of Backward Elimination

Step
Variable
Removed

Number
In

Wald
Chi-Square Pr > ChiSq

1 dmt_knwd 10 0.0513 0.8209
2 ind inti 9 0.0978 0.7544
3 buss2 8 0.5308 0.4663
4 setupcst 7 0.8622 0.3531
5 dmt_legl 6 1.0131 0.3142
6 ff_sorce 5 1.2468 0.2642
7 dmt_comp 4 2.2558 0.1331
8 bussl 3 2.1367 0.1438
9 natnlty 2 3.0619 0.0801

Analysis of Maximum Likelihood Estimates

Parameter Standard Wald
Variable DF Estimate Error Chi-Square ChiSq Estimate

Interceptl 1 -1.9857 0.6605 9.0369 0.0026
Interceptl 2 0.1308 0.6213 0.0443 0.8332
ln_ownsh 1 3.8782 1.0229 14.3746 0.0001 0.5911
dmt_appl 1 -0.3073 0.0828 13.7861 0.0002 -0.5500

Pr > Standardized Odds
Ratio

0 . 0 2 1
1.360
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Multiple Logistic Regression model with an Ordinal Response
Backward Elimination
The LOGISTIC Procedure

Association of Predicted Probabilities and Observed Responses

Percent Concordant 81.2 Somers' D 0.641
Percent Discordant 17.1 Gamma 0.651
Percent Tied 1.7 Tau-a 0.384
Pairs 1756 c 0.820
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1V.6. Comparison between MDA and MLR

IV.6.1. Full Model

Above discussions and outputs of each statistical model are summarized in the 

following Table 4-18 which includes all ten independent variables. Then, Table 4-19 

contains only those variables obtained by the stepwise selection procedure.

Table 4-18: Comparison between MDA and MLR -  Full Model

Multiple Discriminant Analysis 

(MDA)
Multiple Logistic Regression 

(MLR)

Assumptions Populations are normal with 

identical covariance matrices

None

Usage Classifying an observation into 

one of several populations

Relating qualitative variables 

to other variables through a 

logistic functional form

Good for Classification when the 

assumptions are met

Cases when explanatory 

variables are nonnormal

Variables

included

Full model: Ten variables 
Ln.ownsh, setupcst, 
ind.intemational, dmt.comp, 
dmt.legl, dmt.knwd, dmt.appl, 
natnlty, business 1, business2, 
ff.sorce.

Full model: Ten variables 
Ln.ownsh, setupcst, 
ind.intemational, dmt.comp, 
dmt.legl, dmt.knwd, dmt.appl, 
natnlty, business 1, business2, 
ff.sorce.

Variables showed 

significance

Canonical function 1*: 
Ln.ownshp (corr=0.565) 
Dmt.appl (corr=~0.546) 
Natnlty (corr=0.519)

Canonical function 2*: 
Dmt.knwd (corr=0.704)

Ln.ownsh (p=0.0027) 
Dmt.comt (p=0.07) 
Dmt.appl (/7=0.0048) 
Natnlty (p=0.0955)

Concordant ratio 

(Classification)

76.3% and 68.4% with the cross 

validation method

85.3%

* Largest absolute correlation between each variable and discriminant function.

* Variables that have less than 0.5 correlation are not listed.
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IV.6.1. Stepwise Selection

Table 4*19: Comparison between MDA and MLR — Stepwise Selection

Multiple Discriminant Analysis 

(MDA)

Multiple Logistic Regression 

(MLR)

Variables

included

Stepwise selection:
Ln.ownsh, dmt.appl, dmt.knwd

Forward selection: 
Ln.ownsh, dmt.appl

Backward elimination: 
Ln.ownsh, dmt.appl

Variables showed 

significance

Canonical function 1*: 
Ln.ownshp (corr=0.683) 
Dmt.appl (corr=~0.665)

Canonical function 2*: 
Dmt.knwd (corr=0.979)

Forward selection and 
Backward elimination: 
Ln.ownsh (p=.0001), 
dmt.appl (p=.0002)

Concordant ratio 

(Classification)

70.5% and 66.7% with the cross 

validation method

For both methods: 81.2%

* Largest absolute correlation between each variable and discriminant function.

It is clear why multiple ordinal logistic model is efficient than multiple 

discriminant analysis by comparing the two summary tables. While MLR scored 81.2 % 

o f concordant ratio with only two variables (Table 4-19), MDA scored 76.3% of hit 

ration (without the cross validation procedure) with all ten variables included in the 

model (Table 4-18). In addition, due to the strict assumption o f  the normality of 

populations, researchers should be cautious using the MDA. Since there are three 

dummy variables (natnlty, businessl, and business2), this set o f  explanatory variables 

seems more appropriate to be tested by the MLR. However, a detailed analysis o f MDA 

was reviewed in the section IV.4 since the goal o f  this research was classifying or 

discriminating firms with different types o f  entry modes.
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Then, our attention should be given to the final key variables that are obtained by 

the stepwise selection procedure. MLR selected two variables, ownership structure of 

firms in the domestic markets (ln.ownsh) and active role o f foreign applicants enticing 

franchisers into their markets (dmt.appl). The first canonical discriminant function of 

MDA came up with the same result. Then the second canonical discriminant function 

added the degree o f understanding foreign markets as a source o f learning (dmt.knwd). 

The relationship between the second discriminant function and dmt.knwd was close to 

one (.979). It means that this variable explains the rest variances that cannot be explained 

by those two variables.

In sum, the test results o f the stepwise selection of two statistical methods were 

almost identical. The final results of stepwise selection indicate that the combination of 

the domestic ownership strategy and active enticement o f foreign applicants has a major 

impact on the selection o f foreign market entry mode o f international franchisers. Then, 

firms’ degree of understanding foreign markets as a source o f learning should explain the 

rest.
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V. DESCRIPTIVE STATISTICS OF THE SURVEY 

V.l. Samples 

V.1.2. Country of Origin

Seventy-two firms responded to the survey questionnaire: Fifty-nine were the US; 

twelve were the UK firms; and one was a Canadian firm (Table 5-1). One Canadian firm 

was treated as a missing datum since the nationality o f firms is only mattered between the 

US and the UK.

Table 5-1: Nationality of the Samples

Frequency Percent
Valid

Percent
Cumulative

Percent
Valid u5" & ii.9 83.1 83.1

UK 12 16.7 16.9 100.0
Total 71 98.6 100.0

Missing Canada 1 1.4
Total 1 1.4

Total 72 100.0

V.1.2. Type o f the Franchising Business

Following Table 5-2 shows the type o f business in which the samples are 

operating. One firm from the each nation has omitted the data, thus making a total o f 

sixty-nine cases. As shown, the samples are well spread in terms o f  the business sectors. 

Other than the well-advertised fast food business, we can learn that there are various 

types o f services that franchising firms provide. For the US firms, there are more firms 

engaged in the fast food and family restaurant combined than any other business sectors. 

Then, it is interesting to see that there are many US franchisers in the construction and 

home improvement business. This includes glass products, (kitchen) remodeling and
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repairs, sunrooms and conservatories, leak detection, home inspection, and drain 

cleaning. Therefore, even in the construction and home improvement sector, sample 

firms are not concentrated in one or two areas.

Even the UK sample firms are wide spread in terms o f their major services, 

despite of smallness o f  its sample size. For the UK samples, the largest number in a 

business sector is only three. There might be two business sectors such as family 

restaurant and business service which can be compared between the US and UK firms. 

However, it is still difficult to make a  meaningful comparison between the US and UK 

firms in those sectors due to the small number o f  the cases, especially for the UK firms.
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Table 5-2: Crosstabulation between Nationality 
and Type of Business

Count
Nationality

TotalUS UK
lype or 
Business

t-asiTooa
restaurant 9 9

Family
restaurant 3 2 5

Construction 
& Home 
improvement

10 1 11

Business
service: copy.
printing.
faxing,
shipping,
signs

7 3 10

Education & 
Training 5 1 6

Hotels & 
Motels 3 3

Automotives 5 5
Confectionary 
& Bakery 3 3

Car rental 
service 2 2

Employment &
Staffing
service

1 2 3

Personal 
service: 
Fitness & 
hair-cut

1 1 2

Others:
cleaning,
recreation,
retailing,
framing, real
estat

9 1 10

Total 58 11 69
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V.2. Entry Modes

V.2.1. Major Foreign Market Entry Modes

The unit of analysis in this study is the major foreign market entry mode. Several 

foreign market entry modes are grouped into three major entry mode types. Type/group 

1 entry mode includes master franchising and area developers; Type/group 2 includes 

licensing and direct franchising; and Type/group 3 includes merger/acquisition, joint 

ventures, and 100% company-owned outlets.

Every sample firm except seven had one major foreign market entry mode. Those 

seven firms have used more than one type o f major foreign market entry modes. This 

finding that firms usually maintain their major foreign market entry mode wherever they 

go can be a surprise to scholars who emphasize the importance and/or distinctiveness o f 

certain locations. However, the locational determinants were not totally ignored by the 

sample firms. It was also found that the locational determinants have influenced on 

firms’ decision making of the major foreign market entry mode.

Double counting o f entry modes was avoided. Seven types o f  entry mode were 

grouped into three, and no additional counting was made within the same entry mode 

type. For example, if  a firm responded it has used joint ventures, M&A, and 100% 

owned outlets, the code for the major foreign market entry mode variable (entrymod) o f 

this firm was marked once as (type) 3. Statistically this approach seems more 

conservative and valid. There could be a biase if  the same firm/data was recorded two or 

three times for the same type of the major entry mode.

Then, only meaningful entry modes were counted as the entrymod. If a firm’s 

major foreign market entry mode was marked as licensing, but the firm had to buy one
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outlet in a foreign country out o f many international markets due to the default o f a 

foreign franchisee, the firm was recorded having a Type 2 entry mode. However, when a 

company gave specific strategic and/or meaningful reasons for having the secondary 

foreign market entry mode, even if  the number of outlets by the secondary entry mode is 

few, the firm is recorded having two or more major entry modes. As a result, seven firms 

had two types o f entry mode. Therefore, a total of seventy-nine entry modes was 

recognized from the seventy-two sample firms.

Table 5-3 shows that the majority (54.4%) of samples used Type I entry modes 

followed by the Type 2 foreign market entry modes. Due to the characteristics of 

franchising business, there were only 13 cases (16.5%) o f equity modes (Type 3).

Table 5-3: Major Foreign Market Entry Modes - 3 Types

Frequency Percent
Valid

Percent
Cumulative

Percent
Valid Master

franchising
/Area
developer

43 54.4 54.4 54.4

Licensing 
or Direct 
franchising

23 29.1 29.1 83.5

Equity 
Ownership 
(M/A, JVs, 
FDI)

13 16.5 16.5 100.0

Total 79 100.0 100.0
Total 79 100.0
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V.2.2. Entry Modes by Type of Business

Following Table 5-4.1 shows the relationship between the major foreign market 

entry mode and the type o f business in which the sample franchisers operate. It doesn’t 

seem that there is a particular business sector favoring a specific type o f  major entry 

mode. The most favored Type 1 entry modes have been used across the business types. 

Then, it is interesting to see that franchisers in the fast food and family restaurant and 

hotel and motel business sectors used more equity entry modes than those in other 

sectors.

Following two tables (Table 5-4.2 and 5-43) separated the national effect. Table 

5-4.2 shows that the US franchisers favor Type 1 entry modes. There are only five cases 

o f the equity modes (Type 3), which are used by two fast-food, one construction & home 

improvement, and two hotel/motel franchisers. Even among these three sectors, the 

equity modes are not the major type of the foreign market entry mode. Only for the 

hotel/motel sector, the three types of entry mode cases are balanced.

On the contrary, the UK franchisers favored equity modes. Table 5 -43  shows 

that equity modes are the major foreign market entry mode for the UK firms and used by 

firms in the various sectors. There are seven cases o f Type 3 and three cases for both 

Type 1 and Type 2 entry modes.
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Table 5-4.1: Crosstabulation betweem Business Types and Foreign Market
Entry Modes

Count

Foreign Mkt Entry Mode
Master Equity

franchising Licensing Ownership
/Area or Direct (M/A, JVs,

developer franchising FDI) Total
Type of Fast food c 9 10Business restaurant 9

Family 1 3 2 6restaurant
Construction
& Home 7 3 1 11
improvement
Business
service: copy.
printing. 6 3 1 10faxing.
shipping.
signs
Education & A 1 1 6Training
Hotels & 
Motels 2 2 2 6

Automotives 2 3 5
Confectionary 3
& Bakery •J O

Car rental 2 2service
Employment &
Staffing 2 1 3
service
Personal
service: * 1 A

Fitness & o

hair-cut
Others:
dening,
recrafn, 7 2 1 10retailng.
framing.
realestat, etc

Total 42 22 12 76
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Table 5-4.2: Crosstabulation between Type of Business and Foreign Market
Entry Modes of the US Firms

Count

Foreign Mkt Entry Mode
Master Equity

franchising Licensing Ownership
/Area or Direct (M/A. JVs,

developer franchising FDI) Total
type of Fast food e * O 10Business restaurant 9 9 2

Family 1 2 •»
restaurant & 9

Construction
& Home 7 2 1 10
improvement
Business
service: copy.
printing,
faxing. 5 2 7
shipping.
signs
Education & A 1Training 4 5

Hotels & 6Motels 2 2 2

Automotives 2 3 5
Confectionary O
& Bakery 9 9

Car rental 9
service & &

Employment &
Staffing 1 1
service
Personal
service: 1 1Fitness &
hair-cut
Others:
dening.
recrafn. A
retailng, 7 Z y

framing,
realestat, etc

Total 38 19 5 62
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Table 5-4.3: Crosstabulation between Type of Business and Foreign Market
Entry Modes of the UK Firms

Count

Foreign Mkt Entry Mode
Master Equity

franchising Licensing Ownership
/ Area or Direct (M/A, JVs,

developer franchising FDI) Total
Type of Family 1

1

Business restaurant
Construction 
& Home 
improvement
Business
service:

1

copy, printing.
1 1 1 3

faxing.
shipping.
signs
Education & 4 1
Training I I

Employment
& Staffing 1 1 2

service
Personal
service: 1 1Fitness &
hair-cut
Others:
clening.
recrafn.

1 1retailng.
framing.
realestat etc

Total 3 3 7 13
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V.2.3. Entry Modes by Nationality

A different ownership strategy is expected due to the difference in the country of 

origin. Hennart & Larimo (1998) raised the same question o f whether the national origin 

affects ownership decisions. However, their main concerns (the effects of psychological 

characteristics shared among the firms from the same nation and o f cultural distance 

between host and home countries on the choice o f entry modes) and subjects 

(manufacturing MNCs based in two countries, Japan and Finland, investing into the US) 

o f the research were not directly related to this research.

The crosstabulation o f  major foreign market entry modes and firm’s nationality is 

shown in Table 5-5. There are 78 cases of major foreign market entry mode since one is 

treated as missing whose nationality is Canada. Table 5-5 clearly shows preference of 

each national firm’s foreign market entry modes. The US firms favored non-equity entry 

modes whereas the UK firms preferred equity modes. Out o f the total forty-two and 

twenty-three Type 1 and 2 entry mode selections, there are only three and four cases of 

UK franchisers respectively in each o f  those entry types.

On the other hand, the UK firms do not seem to mind equity investments in the 

foreign markets. There are eight cases o f Type 3 entry modes by the UK firms, charging 

61.5% o f the total equity entry mode cases. Then, we need to check what determinants 

have made UK firms prefer the equity modes to the others. The following section will 

present results of the simple t-tests o f the three determinants by each national firm.
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Table 5-5: Croestabtilation between Foreign Market Entry
Modes and Nationality

Nationality
US UK Total

Foreign
Mkt
Entry
Mode

Master
franchising
/Area
developer

dount
% within
Foreign
Mkt
Entry
Mode

39

92.9%

3

7.1%

42

100.0%

Licensing 
or Direct 
franchising

Count
% within
Foreign
Mkt
Entry
Mode

19

82.6%

4

17.4%

23

100.0%

Equity 
Ownership 
(M/A, JVs, 
FDI)

Count
% within
Foreign
Mkt
Entry
Mode

5

38.5%

8

61.5%

13

100.0%

Total Count 63 15 78
% within
Foreign
Mkt
Entry
Mode

80.8% 19.2% 100.0%

V J. National Differences 

V J .l. Simple T-Tests

Two national fimls, differences can be tested according to the Hypotheses 

summarized in Table 4-1 in the following page. A simple T-Test should be enough to 

show how firms from the two nations differ from each other in assessing their abilities, 

foreign market conditions, and other determinants o f international operations.
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Table 4-1: Hypotheses and Respective Variable Names

Hypothesis
Number

Variable
N am e

Question 
N um ber*

Contents o f  Hypothesis:
These w ill vary according to Entry Modes

HI ind.tech A.lO.(l) Technology level o f the industry
H2 ind.ivst A. 10.(2) Mandatory investment level o f the industry
H3 ind.intl A. 10.(3) Degree o f  internationalization o f the industry
H4a goods A.3 Durable goods vs. intangible services/goods
H4b business A.4 Retail vs. wholesale business
H5 dmt.comp B.5.(l) Gaining competitiveness via int’l operation
H6a fincap A.9.(4) Financial strength o f the firm
H6b mgrlcap A.9.(5) Managerial capabilities of the firm
H7 setupcst A.8 Start-up investment level of the company
H8a sales A.7 Size of firm in terms o f domestic sales
H8b dmoutlet A.5 Size of firm by the number o f domestic outlet
H9 ownshp A.6 Ownership structure o f domestic operations

H10 expmce A.2 Experience: The year entered a foreign country
HI 1 mktstgy A.9.(6) Flexibility o f  international marketing strategies
H12 dmt.quic B.5.(3) Quickness o f  the foreign market development
H13 contact C.7 Number o f contacts to control franchisees
H14 upgrd.pt C.6 Desire to upgrade production knowledge
H15 tnsf.kn C.3 Easiness o f  transferring franchise knowledge
H16a dcmt.fo C.l Easiness o f  codifying franchising operations
H16b dcmt.pk C.2 Easiness o f  codifying production knowledge
H17 natnlty B.l Nationality o f  the firm: US vs. UK
H18 dmt.prsk B.5.(6) Overall political risk of the target market
H19 dmt.legl B-5.(9) Legal difference bw home and host countries
H20 dmt.knwd B.5.(10) Int’l mkts as a source o f dynamic learning
H21 ff.source C.12 Foreign franchisees as a source o f learning
H22 dmt.rivl B.5.(l 1) Competitive structure of target market
H23 change C.8 Pressure to change product features
H24 dmt.dmnd B.5.(7) High demand condition: market potential
H25 fcon.no 1 B.4 The l sl foreign country selected by firms
H26 dmt.appl B.5.(12) Enticement o f  qualified foreign applicants

*This indicates the question number in the questionnaire sent to the franchisers.
Therefore, refer to the attached questionnaire to look into the actual questions asked.

Hypotheses 1 to 4 are about the industry determinants', H5 to HI 7 are for firm - 

specific determinants', and HI 8 to H26 are for locational determinants. Therefore, 

differences between the US and the UK firms in terms o f these variables can be tested by 

simple T-Tests. The values or scores of each variable are given/measured by

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

t

205

directors/managers o f international operations. Following Table 5-6 is the T-Test results 

for the industry determinants by the nationality of the firms. There is only one variable, 

ind.tech, which showed a statistically significant difference between the two national 

firms.

However, we don’t know whose score is higher until mean values are known. 

Therefore, descriptive statistics o f these industry determinant variables are shown in 

Table 5-7 in the following page.

Table5-6: T-Test for Industry Determinants betweem the US 4  the UK Firms

Levene's Test 
for Equality 

of Variances t-test for Equality of Means

F Sig. t dr
Sig. Mean 

(2-tailed) Difference
Std. Error 
Difference

95% Confidence 
Interval of trie Mean

Leaver Upper
Industry-evaluation:
Production
Technology

Equal
variances
assumed
Equal

.125 .724 2.297 66 .025 1.3017 .5666 .1710 2.4325

variances
not 2.220 15.387 .042 1.3017 .5664 5.457E-02 2.5489

assum ed
Industry-evaluation: 
Madatory Investmt 
level

Equal
variances
assum ed
Equal

.130 .720 -1.094 69 .278 -.4675 .4275 -1.3204 .3854

variances
not -1.226 17.931 .236 -.4675 .3813 -1.2688 .3338

assum ed
Industry-evaluation: 
Level or
internationalization

Equal
variances
assum ed
Equal

.076 .783 -.057 69 .955 -3.1073E-O2 .5479 -1.1242 1.0620

variances
not -.056 15.674 .956 -3.1073E-02 .5528 -1.2049 1.1428

assum ed
Goods produced Equal

variances
assum ed
Equal

.023 .881 .592 69 .555 .1695 .2861 -.4012 .7402

variances
not .567 15.189 .579 .1695 .2988 -.4667 .8057

assum ed
Retail/Wholesale
business

Equal
variances
assum ed
Equal

3.027 .086 -1.006 69 .318 -.3192 .3173 -.9523 .3139

variances
not -1.060 16.678 .304 -.3192 .3011 -.9554 .3170

assum ed
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Table 5-7 shows that the US firms graded the technology level of their industry 

higher than the UK firms did. In order to be more meaningful, firms in the same business 

sectors should have been compared. However, the wide spread o f  the UK firms among 

the type of business combined with the small sample size makes the comparison difficult. 

For the last two categorical variables (goods and business), we need more information 

than the simple means. Following crosstabulations Table 5-8 and 5-9 explain further 

about each national firms’ business activities.

Table 5-7: Mean Statistics of Industry Determinants for the US & the UK Finns

Nationality N Mean
Std.

Deviation

Std.
Error
Mean

Industry-evaluation: US 56 5.0517 1.7?13 .2426
Production Technology UK 12 3.7500 1.8647 .5383
Industry-evaluation: Madatory US 59 3.9492 1.3824 .1800
Investmt level UK 12 4.4167 1.1645 .3362
Industry-evaluation: Level of US 59 4.1356 1.7266 .2248
internationalization UK 12 4.1667 1.7495 .5050
Goods produced US 59 2.1695 .8935 .1163

UK 12 2.0000 .9535 .2752
Retail/Wholesale business US 59 1.8475 1.0139 .1320

UK 12 2.1667 .9374 .2706
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Table 5-8: Crosstabulation between Goods produced and Nationality

Nationality

US UK Total
doods Non-dura ble Count 19 5 24
produced consumer goods

Nationality 32.2% 41.7% 33.8%

% of Total 26.8% 7.0% 33.8%

Durable Count 11 2 13
consumer goods

Nationality 18.6% 16.7% 18.3%

% of Total 15.5% 2.8% 18.3%

Intangible Count 29 5 34
services/goods

Nationality 49.2% 41.7% 47.9%

% of Total 40.8% 7.0% 47.9%

Total Count 59 12 71

% within 
Nationality 100.0% 100.0% 100.0%

% of Total 83.1% 16.9% 100.0%

Table 5-9: Crosstabulation between Nationality and Retail/Wholesale
Business

Nationality

US UK Total
Retail/Wholesale Retail Count 34 4 35“
business business % within 

Nationality 57.6% 33.3% 53.5%

% of Total 47.9% 5.6% 53.5%
W holesale Count 1 2 3
business % within 

Nationality 1.7% 16.7% 4.2%

% of Total 1.4% 2.8% 4.2%
Both retail Count 23 6 29
and
wholesale
business

% within 
Nationality
% of Total

39.0%

32.4%

50.0%

8.5%

40.8%

40.8%
O thers Count

% within 
Nationality
% of Total

1

1.7%

1.4%

1

1.4%

1.4%
Total Count 59 12 71

% within 
Nationality 100.0% 100.0% 100.0%

% of Total 83.1% 16.9% 100.0%
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National differences regarding to the firm -specific determinants are shown in 

Table 5-10.1 and 10.2. Then, following Table 5-11 shows mean values of the firm- 

specific variables by the nationality. The T-Test results (Table 5-10.1) showed that there 

are significant differences in the domestic sales, number o f  domestic sales, and company 

ownership o f  outlets. The geographic size o f the domestic market should have a direct 

impact on the number of domestic outlets and sales. The sample US firms have about 

500 outlets, while the UK firms have around 150. Accordingly, the former had more than 

$50 million sales in the domestic market in 1988, while the latter had about $15 million. 

Then, the UK firms preferred company-owned outlets in the domestic market.

Table 5-11 shows that both national managers have evaluated their financial and 

managerial capabilities about the same. Even for the variables related to the knowledge- 

based attributes such as ease o f knowledge-transferability and knowledge-codifiability, 

there was not much difference. This could be due to the intrinsic characteristics o f 

franchising business. Since franchisers in the business format franchising should have a 

routine procedure o f making contracts with franchisees, they seem to have the equal 

confidence level across the board in transferring and codifying franchising knowledge.
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Table 5-10.1: Independent Sam p in  T -Tnt for Firm-apcHIc Determinants

Levene's Test 
for Equality 

of Variances t-test for Equality of M eans

F Sig. t df
Sig. Mean Std. Error 

(2-tailed) Difference Difference

95% Confidence Interval of 
trie Mean

Lower Upper
Determinant to 
gain
competitiveness

Equal
variances
assum ed
Equal

.089 .767 .254 62 .801 2990 1.1794 -2.0587 2.5566

variances
not .240 10.374 .815 .2990 1.2473 -2.4666 3.0646
assum ed

Self-evaluation:
Financial
strength

Equal
variances
assum ed
Equal

.004 .947 .981 69 .330 .4202 .4285 -.4346 1.2750

variances
not .979 15.779 .342 .4202 .4293 -.4908 1.3312

assum ed
Self-evaluation:
Managerial
capability

Equal
variances
assum ed
Equal

.092 .762 1.053 69 .296 .3588 .3407 -.3210 1.0385

variances
not 1.129 16.994 .275 .3588 .3179 -.3119 1.0294

assum ed
Start-up cost Equal

variances
assum ed
Equal

5.643 .020 1.179 69 .242 .5636 .4780 -.3900 1.5171

variances 2.032 45.946 .048 .5636 .2773 5.375E-03 1.1217

assum ed
Domestic sales 
in 1998

Equal
variances
assum ed
Equal

.376 .542 3.183 66 .002 1.7560 .5516 .6546 2.8573

variances
not 3.446 17.568 003 1.7560 .5095 .6836 2.8283

assum ed
Total outlets in 
the Domestic 
Markets

Equal
variances
assum ed
Equal

9.291 .003 3.183 69 .002 1.8362 .5769 .6853 2.9870

variances
not 5.780 54.241 .000 1.8362 .3176 1.1994 2.4729

assum ed
Ownership in the
Domestic
Markets

Equal
variances
assum ed
Equal

.472 .494 -2.200 68 .031 -1.1868 .5395 -2.2634 -.1102

variances
not -2.171 15.688 .046 -1.1868 .5468 -2.3477 -2.5842E-02

assum ed
Year that 
started foreign 
operation

Equal
variances
assum ed
Equal

.479 .491 -665 63 .509 -1.8535 2.7876 -7.4241 3.7170

variances -.738 16.105 .471 -1.8535 2.5118 -7.1754 3.4884

assum ed
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Table 5-10.2: Independent Samples T-Test for Firm-apcific Determinants

Levene's Test 
for Equality 

of Variances t-test for Equality of Means
95% Confidence 

Interval of trie

F Sig. t
Sig.

df (2-tailed)
Mean

Difference
Std. Error 
Difference

Mean 
Lower Upper

Self-evaluation: F. 
Mkting strategy

Equal
variances .439 .510 -.582 69 .563 -.3206 .5513 1.4204 .7791
assumed
Equal
variances
not -.651 17.891 .523 -.3206 .4925 -1.3558 .7146
assumed

Determinant: quick 
penetration

Equal
variances
assumed
Equal

2.052 .157 1.248 66 .217 .9345 .7490 -.5609 2.4299

variances
not 1.013 13.581 .329 .9345 .9223 -1.0493 2.9183
assumed

For quality purpose, 
the frequency of 
contact with F 
franchisees

Equal
variances
assumed
Equal

.000 .996 -.202 68 .841 -.1341 .6645 -1.4601 1.1920

variances
not -.203 14.087 .842 -.1341 .6595 -1.5477 1.2796

assumed
Desire to upgrade 
production techniqu

Equal
variances
assumed
Equal

1.049 .310 .725 65 .471 .4808 .6631 -.8435 1.8052

vanances
not .618 9.681 .551 .4808 .7777 -1.2597 2.2214

assumed
Ease of transferring Equal 
franchise/production variances 
knowledge assumed

.504 .480 1.419 67 .160 .6118 .4311 -.2487 1.4724

Equal
variances
not 1.645 19.063 .116 .6118 .3720 -.1666 1.3903

assumed
Ease of documentin 
franchise operation

Equal
variances
assumed
Equal

.059 .808 -.512 68 .610 -.2443 .4768 -1.1956 .7071

variances
not -.482 15.031 .637 -.2443 .5068 -1.3242 .8357

assumed
Ease of documentin 
franchise 
production 
knowledge

Equal
variances
assumed
Equal

.969 .329 -.097 65 .923 -5.0877E-02 .5227 -1.0948 .9930

variances
not -.081 10.960 .937 -5.0877E-02 .6276 -1.4329 1.3312

assumed
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Tabic 5-11: Mean Statistics for Firm-specific Determinants

Nationality N Mean
Std.

Deviation

Std.
Error
Mean

determinant: to gain competitiveness US 55 5.8^45 3.2456 .4376
UK 9 5.5556 3.5040 1.1680

Self-evaluation: Financial strength US 59 5.7119 1.3525 .1761
UK 12 5.2917 1.3561 .3915

Self-evaluation: Managerial capability US 59 6.0254 1.0924 .1422
UK 12 5.6667 .9847 2843

Start-up cost US 59 1.8136 1.6239 .2114
UK 12 1.2500 .6216 .1794

Domestic sales in 1998 US 56 4.8393 1.7661 .2360
UK 12 3.0833 1.5643 .4516

Total outlets in the Domestic Markets US 59 3.1695 1 .VOOO .2560
UK 12 1.3333 .6513 .1880

Ownership in the Domestic Markets US 58 2.3966 1.6956 .2226
UK 12 3.5833 1.7299 .4994

Year that started foreign operation US 54 87.0556 8.6120 1.1719
UK 11 88.9091 7.3682 2.2216

Self-evaluation: F. Mkting strategy US 59 4.2627 1.7820 .2320
UK 12 4.5833 1.5050 .4345

Determinant: quick penetration US 56 7.0179 2.1950 .2933
UK 12 6.0833 3.0289 .8744

For quality purpose, the frequency of 
contact with F franchisees

US
UK

59
11

4.5932
4.7273

2.0267
2.0345

.2639

.6044
Desire to upgrade production technique US 58 4.2586 1.7924 .2354

UK 9 3.7778 2.2236 .7412
Ease of transferring 
franchise/production knowledge

US
UK

57
12

4.0702
3.4583

1.3997
1.1172

.1854

.3225
Ease of documenting franchise operation US 58 3.6724 1.4795 .1943

UK 12 3.9167 1.6214 .4680
Ease of documenting franchise 
production knowledge

US
UK

57
10

3.6491
3.7000

1.4576
1.8886

.1931

.5972

National differences regarding to location-specific determinants are shown in 

Table 5-12, and the following Table 5-13 shows mean values o f  the location-specific 

variables by the nationality.

There are two variables that showed statistically significant difference. The 

importance o f foreign applicants (dmt.appl) in enticing the franchise business and legal 

difference (dmt.legl) of foreign locations was recognized more seriously by the US 

franchisers than by the UK firms.
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Table 5-12: Independant Sampias T-Teet for Location-apacific Datarminanta

Levenes Test 
for Equality 

of Variances t-test for Equality of Means

F Sig. t df
Sig. Mean 

(2-tailed) Difference
Std. Error 
Difference

95% Confidence 
Interval of the Mean

Lower Upper
Determinant 
political risk of host 
country

Equal
variances
assumed
Equal

.088 .767 1.413 63 .163 1.5595 1.1040 -.6466 3.7656

variances
not 1.514 11.345 .157 1.5595 1.0302 -.6997 3.8187
assumed

Determinant legal 
difference

Equal
variances
assumed
Equal

1.431 .236 2.172 63 .034 2.0595 .9484 .1643 3.9547

variances
not 2.650 12.935 .020 2.0595 .7771 3799 3.7391
assumed

Determinant F 
mkt. as a souce of 
learning/knowledge

Equal
variances
assumed
Equal

1.011 .318 -1.274 65 .207 -1.0924 .8574 -2.0047 6198

variances
not -1.098 14.180 .291 -1.0924 .9952 -3.2243 1.0395
assumed

F franchisees have 
been a source of.

Equal
variances
assumed
Equal

.131 .719 1.432 69 .157 .6412 .4476 -.2518 1.5343

variances
not 1.527 16.893 .145 .6412 .4198 -2449 1.5274
assumed

Determinant 
aggressive 
expansion by rival 
firms

Equal
variances
assumed
Equal

.619 .434 .053 63 .958 S.482E-02 1.0406 -2.0247 2.1343

variances
not .042 8.145 .967 5.482E-02 1.2939 -29196 3.0292
assumed

F franchisees who 
changed our 
product features

Equal
variances
assumed
Equal

.269 .606 -.076 68 .939 -3.4483E-02 .4509 -.9341 .8652

variances
not -.069 14.467 .946 -3.4483E-02 .5025 -1.1090 1.0400
assumed

Determinant Equal 
demand condition of variances 
target mkt assumed

.025 .874 -.280 64 .780 -.2182 .7779 -1.7722 1.3359

Equal
variances -.245 12.815 .810 -.2182 .8904 -21446 1.7082
assumed

Determinant 
enticement of F 
applicants

Equal
variances
assumed
Equal

3.014 .088 2.030 62 .047 2.0179 .9939 3.105E-02 4.0047

variances
not 1.573 8.048 .154 2.0179 1.2825 -.9365 4.9722
assumed
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Table 5-13: Mean Statistics for Location-specific Determinants

Nationality N Mean
Std.

Deviation

Std.
Error
Mean

Determinant political risk of host u£ & 4.8929 3.168i .4154
country UK 9 3.3333 2.8284 .9428
Determinant legal difference US 56 4.3929 2.7148 .3628

UK 9 2.3333 2.0616 .6872
Determinant F mkt as a souce of US 55 4.4909 2.5667 .3461
learning/knowledge UK 12 5.5833 3.2322 .9330
F franchisees have been a source US 59 4.9746 1.4337 .1866
of: UK 12 4.3333 1.3027 .3761
Determinant aggressive US 57 2.9298 2.6448 .3503
expansion by rival firms UK 8 2.8750 3.5229 1.2455
F franchisees who changed our US 58 2.4655 1.3792 .1811
product features UK 12 2.5000 1.6237 .4687
Determinant: demand condition of US 55 6.8727 2.2694 .3060
target mkt UK 11 7.0909 2 7732 .8362
Determinant enticement of F US 56 6.6429 2.4968 .3336
applicants UK 8 4.6250 3.5026 1.2383

V.3.2. Favored Target Nations

Lastly, the favored target markets o f  the two national firms (H25: fcon.nol -  no3) 

are compared in the following tables (Table 5-14s and 5-15s). Firms were asked the first 

three foreign nations they entered. As expected more than one third o f the US firms 

favored Canada as their first target foreign country (Table 5-14.1: fcon.nol). Next, 

Australia was targeted despite of a long distance from the US. The demand condition of 

the expanding Australian economy should have influenced on the firms’ decision to enter 

Australia. It may also indicate that psychic distance matters more than physical distance 

when a firm selects its target markets. This argument is supported by the fact that many 

US firms selected European nations, although wide spread among the continent, as their 

first target market (9 cases: 2 UK and 7 others). Then, US firms showed no specific
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preference for the second and third target nations. They are spread among Australia,

New Zealand, Mexico, European nations, South America, and Asian countries.

On the other hand, the UK firms showed a consistency in  their selection of the 

first three target countries: They preferred neighboring European nations (Table 5-15.1- 

3). Ireland (5) was the most preferred target country followed by Belgium (4) and 

German (4). Then, Asian nations were as popular as the US market. It is interesting to 

see that France was never included as one of the first three target nations by the UK 

firms.

Table 5-14.1: US Firms’ 1st Foreign Country Entered

valid Cumulative
Frequency Percent Percent Percent

Valid Canada 21 HA sA.b. H i
Mexico 4 6.8 6.9 43.1

UK 2 3.4 3.4 46.6

Australia 8 13.6 13.8 60.3

Perto Rico,
Bahamas. 4 6.8 6.9 67.2
Costa Rica
Other
European 7 11.9 12.1 79.3
nations
Asian
Nations S 10.2 10.3 89.7

African
Nations 5 8.5 8.6 98.3

Russia 1 1.7 1.7 100.0

Total 58 98.3 100.0
Missing System 1 1.7Missing

Total 1 1.7

Total 59 100.0
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Table 5-14.2: US Firms' 2nd Foreign Country Entered

Valid Cumulative
Frequency Percent Percent Percent

Valid Canada 8 13.6 16.3 16.3

Mexico 5 8.5 10.2 26.5

UK S 8.5 10.2 36.7

Australia.
New 2 3.4 4.1 40.8
Zealand

Puerto Rico. 
Bahamas 6 10.2 12.2 53.1

European
Countries 8 13.6 16.3 69.4

Asian
countries 11 18.6 22.4 91.8

African
nations 2 3.4 4.1 95.9

Russia 1 1.7 2.0 98.0

Guam 1 1.7 2.0 100.0

Total 49 83.1 100.0

Missing System
Missing

Total

10

10

16.9

16.9

Total 59 100.0

Table 5-14.3: US Firms' 3rd Foreign Country Entered

Valid Cumulative
Frequency Percent Percent Percent

Valid Canada 3 5.1 6.8 4.4
Mexico 5 8.5 11.4 18.2
UK 6 10.2 13.6 31.8

Australia, 
New Zealand 8 13.6 18.2 50.0

Puerto Rico,
Bahamas, 8 13.6 18.2 68.2
S. America

Europeans 5 8.5 11.4 79.5

Asian nations 6 10.2 13.6 93.2

Middle East 2 3.4 4.5 97.7

Africa 1 1.7 2.3 100.0

Total 44 74.6 100.0
Missing System

Missing

Total

15

15

25.4

25.4

Total 59 100.0
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Table 5-15.1: UK Firms’ 1st Foreign Country Entered

Valid Cumulative
Frequency Percent Percent Percent

Valid European
countries 7 58.3 63.6 63.6

USA 2 16.7 18.2 81.8

Asian
countries 2 16.7 18.2 100.0

Total 11 91.7 100.0

Missing System
1 8.3Missing

Total 1 8.3

Total 12 100.0

Table 5-15.2: UK Firms' 2nd Foreign Country Entered

Frequency Percent
Valid

Percent
Cumulative

Percent
Valid European

countries 7 58.3 77.8 77.8

Asian
countries 1 8.3 11.1 88.9

Middle 
E ast nations 1 8.3 11.1 100.0

Total 9 75.0 100.0

Missing System
Missing

Total

3

3

25.0

25.0

Total 12 100.0

Table 5-15.3: UK Firms’ 3rd Foreign Country Entered

Valid Cumulative
Frequency Percent Percent Percent

Valid European 5 ^ . 7 62.5 65.S

Asian 3 25.0 37.5 100.0

Total 8 66.7 100.0

Missing System
4 33.3Missing

Total 4 33.3

Total 12 100.0
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V.4. Test o f Hypotheses: Influence of Three Determinants on the Entry Modes

In the previous methodology chapter, the Oneway ANOVA was used to recognize 

the statistically significant variables that differentiated firms according to the three types 

of foreign market entry modes. However, the mean statistics of the variables were not 

mentioned in that chapter since the object o f that chapter was not to describe the means 

but to select critical variables that can separate three types o f entry mode and that can be 

included in a statistical model.

There is no need to repeat the Oneway ANOVA in this chapter since they were 

already shown in Table 4-10 to 4-12 in the previous chapter. Only groups’ mean 

statistics are generated by the SPSS to compare and contrast the expected influence o f the 

three determinants on the entry modes and the actual data outcomes.

V.4.1. Industry Determinants and Entry Modes

Following Table 5-16 presents the mean statistics for the industry determinants, 

and Table 5-17 compares the expected impacts o f each variable on the selection of entry 

modes and the actual data. As the type o f  entry mode changes from Type 1 to type 3, we 

expect more commitment in terms o f financial investments and managerial efforts.

Then two sets o f  crosstabulation are prepared (Table 5-18.1 and 18.2) for goods and 

business variables since they are non-metric, categorical variables.
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Tabto 5-16: Mean Statistics of Industry Determinants by the Entry Modes

Foreign Mkt 
Entry Mode

Indus try-evaluation: 
Production 

Technology

Ind us try-e valuation: 
Madatory Investmt 

level

Ind us try-e valuation: 
Level of 

internationalization
Goods

produced
Retail/Wholesale

business
Master 
franchising 
/ Area 
developer

Mean
N
Std.
Deviation

47515
42

1.9357

3.790^
43

1.3194

4.2553
43

1.7533

2.2053
43

.8880

7.0553
43

.9855

Licensing 
or Direct 
franchising

Mean
N
Std.
Deviation

4.9130
23

1.7296

4.0000
23

1.5076

3.7391
23

1.8882

2.0000

23

.9045

1.5217
23

.9472

Equity 
Ownership 
(M/A, JVs, 
FDD

Mean
N
Std.
Deviation

3.9231
13

2.1780

4.2308
13

1.3634

5.0769
13

1.4979

1.9231
13

1.0377

1.6154
13

.9608

Total Mean 4.6667 3.9241 4.2152 2.1013 1.8354
N 78 79 79 79 79
Std.
Deviation 1.9250 1.3754 1.7879 .9142 .9927

Following Table 5-17 shows the expected influence of each variable on the 

commitment level o f foreign market entry and the actual data based on Table 5-16. 

Therefore, this is the table that shows the test result o f  the Hypotheses for the industry 

determinants. In Table 5-17, HC means high commitment entry modes (Type 3 entry 

modes), LC indicates low commitment entry mode (Type 1), and N and P are 

abbreviation of a  negative and a positive relationship between each variable and the 

commitment level o f the entry mode.

Table 5-17: Expected and Actual Impacts o f Industry Determinants on Entry Modes

Hypothesis
Number

Variable
Names

Expected relationships between 
variables and entry modes

Actual
Sign

Significance 
(p Value)

HI ind.tech P: The higher HC N .302
H2 ind.ivst N: The higher LC P .577
H3 ind.intl P: The higher -» HC P .097
H4a goods Durable goods HC - .508
H4b Business Wholesale business HC - .068
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Before we tackle Table 5-17, we need to remind that the UK firms directly affect 

Type 3 entry mode cases; eight of thirteen Type 3 cases were made by the UK firms. On 

the contrary, for the rest two types o f entry cases, the US firms are the dominant forces. 

Therefore, we need to separate the effect of nationality by dividing firms according to 

their country o f origin. Accordingly, two more tables (Table 5-19s) are prepared to test 

the relationship between the entry mode types and the determinants for each national 

firm.

Table 4-10 (Oneway ANOVA for Industry determinants), which is incorporated in 

to Table 5-17, shows that two variables (ind.intl, and business) do not have the same 

mean values among the three types o f entry mode with statistical significance. From 

Table 5-16, ind.intl matches the expected direction o f commitment level in terms o f 

entry mode and the actual data. Firms with Type 3 entry modes regard their industry is 

more internationalized than firms with other types.

For ind.tech (H I) and ind.ivst (H2), however, the actual relationships with the 

entry modes are direct opposite o f the expectation. Then, we have to be careful in 

concluding about this test result because o f the impacts o f nationality. Shortly, Tables 5- 

19s will show the different evaluation o f variables by the two national firms.

For business variable, the analysis of data by oneway ANOVA is not appropriate 

due to the non-metric character o f the data: hence, Table 5-18.1 is prepared. Franchisers 

in the wholesale business is expected/hypothesized to have a higher resource 

commitment entry modes such as joint venture, M&A, and company-owned outlets. 

Contrary to the expectation, firms in the retail business seem to have more equity-based 

entry modes. 69.2% o f all type 3 equity-based entry modes consists o f the firms in the
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retail business. Then, 73.9% o f all Type 2 entry cases and 44.2% o f all Type 1 entry 

cases are from the firms also in the retail business. The noticeable role of the retail firms 

in the selection o f entry modes is attributable to the large number of retail firms in the 

samples (57%).

Then, we cannot conclude that firms in the sole-retail business favor equity-based 

type 3 entry modes. Out of 45 retailers, many preferred or selected Type 1 (42.2%) and 

Type 2 (37.8%) entry modes, and the rest (20%) had type 3 entry modes. Therefore, we 

can only conclude that type 3 entry modes are most frequently used by sole-retailers since 

nine out o f fourteen type 3 entry mode cases have only retail business. On the other 

hand, Table 5-18.1 shows that there are only three firms that operate exclusively on the 

wholesale basis, and most firms in the wholesale business also have retail business. 

Therefore, for these firms which have both retail and wholesale business, it is difficult to 

judge which type o f business has determined the selection o f entry modes.
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Table 5-18.1: Crosstabulation between Retail/Wholesale business and Foreign Market Entry Modes

Foreign Mkt Entry Mode

Master Equity
franchising / Licensing or Ownership

Area Direct (M/A. JVs.
developer franchising FDI) Total

Retail/Wholesale Retail Count 19 17 9 45
business business % within

Retail/Wholesale 42.2% 37.8% 20 .0% 100.0%
business

% within Foreign Mkt 
Entry Mode 44.2% 73.9% 69.2% 57.0%

Wholesale Count 2 1 3
business % within

Retail/Wholesale 66.7% 33.3% 100.0%
business

% within Foreign Mkt 
Entry Mode 4.7% 4.3% 3.8%

Both retail Count 22 4 4 30
and
wholesale
business

% within
Retail/Wholesale
business

73.3% 13.3% 13.3% 100.0%

% within Foreign Mkt 
Entry Mode 51.2% 17.4% 30.8% 38.0%

Others Count 
% within
Retail/Wholesale
business

% within Foreign Mkt 
Entry Mode

1

100.0%

4.3%

1

100.0%

1.3%

Total Count 
% within

43 23 13 79

Retail/Wholesale 54.4% 29.1% 16.5% 100.0%
business

% within Foreign Mkt 
Entry Mode

100.0% 100.0% 100.0% 100.0%

We need to prepare another crosstable (Table 5-18.2) for H4a. It was 

hypothesized that firms, which produce durable consumer goods, were expected to use 

more equity-based entry modes. Contrary to the expectation, type 3 modes were used by 

firms serving non-durable goods and intangible services. The situation is about the same 

as that o f the wholesalers and retailers. First, there are not many firms selling durable 

goods; only 13 out o f  79 firms (16.5%). Second, even among the firms selling intangible
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goods and non-durable goods, type 3 mode is not the most popular entry mode. 

Therefore, it is difficult to draw a conclusion from this table that either group has 

preferred equity-based entry modes. Both groups favored Type 1 entry modes, but firms 

producing non-durable consumer goods had the higher portion of Type 3 entry mode

cases.

Table 5-18.2: Crosstabulation bw Goods Produced & Foreign Market Entry Modes

Foreign Mkt Entry Mode
Master

franchising
/Area

Licensing 
or Direct

Equity 
Ownership 
(M/A, JVs,

developer franchising FDI) Total
Goods rion-durable Count i3 9 7 29
produced consumer % withingoods Goods

produced
44.8% 31.0% 24.1% 100.0%

% of Total 16.5% 11.4% 8.9% 36.7%
Durable Count 8 5 13
consumer % withingoods Goods

produced
61.5% 38.5% 100.0%

% of Total 10.1% 6.3% 16.5%
Intangible
services/goods

Count 
% within

22 9 6 37

Goods 59.5% 24.3% 16.2% 100.0%
produced
% of Total 27.8% 11.4% 7.6% 46.8%

Total Count 
% within

43 23 13 79

Goods 54.4% 29.1% 16.5% 100.0%
produced
% of Total 54.4% 29.1% 16.5% 100.0%

Based on the following two tables (Table 5-19.1 & 19.2), Table 5-17.1 is 

constructed. The actual data o f  US firms matched with the expected relationship between 

the determinants and the entry modes. We can see the impacts o f the British firms on 

ind.tech and ind.ivst. The US firms behaved as expected in those two determinants,
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while the UK firms showed an opposite course. Regarding to the industry technology, 

there is a strong sign that the UK firms with the lower commitment entry modes 

evaluated their industry as technologically advanced than the firms with Type 3 entry 

modes did.

However, the small sample size o f  the UK firms makes it very difficult to draw a 

meaningful conclusion from the data. There are only three and four cases of Type 1 and 

Type 2 entry modes for the UK firms. Then, the impacts o f  UK firms are well recognized 

in Type 3 entry modes: There are eight UK firms out o f total thirteen Type 3 cases. 

Therefore, the UK firms’ statistics play an important role especially for the Type 3 entry 

mode cases.

Table 5-17.1: Expected and Actual Impacts of Industry Determinants on 
Entry Modes

Hypothesis
Number

Variable
Names

Expected
relationships

Actual
Sign

(Both)

Actual 
Sign 

(The US)

Actual 
Sign 

(The UK)

Significance 
(p Value)

HI ind.tech P N P N .302
H2 ind.ivst N P N P .577
H3 ind.intl P P P P .097
H4a goods P: Durable goods - - - .508
H4b Business P: Wholesale - - - .068
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Table 5-19.1: The US Finns’ Maan Statistics of Industry Determinants by the Entry Modes

Foreign Mkt 
Entry Mode

Industry-evaluabon:
Production
Technology

Start-up
cost

Industry-evaluabon: 
Madatory Investmt 

level

Industry-evaluabon: 
Level of 

internationalization
Goods

produced
Retail/Wholesale

business
Master
franchising

bean
N

4.8947
38

1.4872
39

3.8974
39

4.4103
39

2.2051
39

2.051 3 
39

developer Std.
Deviation 1.9001 1.2952 1.2731 1.6814 .8938 .9986

Licensing 
or Direct 
franchising

Mean
N
Std.
Deviation

5.1579
19

1.5728

2.4737
19

2.0647

4.0000
19

1.6330

3.7368
19

1.9103

2.0526
19

.9113

1.4737
19

.9643

Equity 
Ownership 
(M/A. JVs, 
FDI)

Mean
N
Std.
Deviation

5.2000
5

2.4900

3.2000
5

2.5884

3.2000
5

1.4832

5.4000
5

1.6733

2.2000
5

1.0954

1.0000
5

0000

Total Mean 5.0000 1.9206 3.8730 4.2857 2.1587 1.7937
N 62 63 63 63 63 63
Std.
Deviation 1.8287 1.7441 1.3969 1.7819 .9017 1.0026

Table 5-19.2: The UK Finns' Mean Statistics o f Industry Determinants by the Entry Modes

Industry-evaluation: Industry-evaluabon: Industry-evaluabon:
Foreign Mkt Production Start-up Madatory Investmt Level of Goods Retail/Wholesale
Entry Mode Technology cost level internationalization produced business
Master Mean 4.3333 1.0000 3.3333 2.6667 2.6660 2.6667
franchising
/Area N 3 3 3 3 3 3

developer Std.
Deviation 1.5275 .0000 1.1547 1.1547 1.0000 .5774

Licensing Mean 3.7500 1.7500 4.0000 3.7500 1.7500 1.7500
or Direct 
franchising N

Std.
Deviation

4 4 4 4 4 4

2.2174 .9574 .8165 2.0616 .9574 .9574

Equity Mean 3.1250 1.3750 4.8750 4.8750 1.7500 2.0000
Ownership 
(M/A. JVs. N 8 8 8 8 8 8

FDI) Std.
Deviation 1.6421 .7440 .8345 1.4577 1.0351 1.0690

Total Mean 3.5333 1.4000 4.3333 4.1333 1.8000 2.0667
N 15 15 15 15 15 15
Std.
Deviation 1.7265 .7368 1.0465 1.7265 .9411 .9612
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V.4.2. Firm-specific Determinants and Entry Modes

Following Tables 5-20.1 to 20.3 show the mean statistics for the firm -specific 

determinants, and Table 5-21 compares the expected impacts of each variable on the 

selection o f entry modes and the actual mean data shown in Tables 5-20.1 to 203 . The p  

values (significance) o f the oneway ANOVA tests are from the Table 4-1 Is in the 

previous methodology chapter. Again, in Table 5-21, HC means high commitment entry 

modes (type 3 entry modes), LC indicate low commitment entry mode (Type 1), and N 

and P are abbreviations o f the negative and positive relationship between each variable 

and the commitment level of the entry modes.

Table 5-20.1: Mean Statistics of Firm-specific Determinants by Entry Modes

Total outlets
Self-evaluation: Domestic in the

Foreign Mkt eterminant to gain Self-evaluation: Managerial Start-up sa les in Domestic
Entry Mode competitiveness Financial strength capability cost 1998 Markets
Master Mean 6.0000 5.5349 5.7907 1.4419 4.5476 16140
franchising
/Area

N 42 43 43 43 42 43

developer Std.
Deviation 3.0604 1.3689 1.1456 1.2402 1.7697 1.8804

Licensing or Mean 4.4000 5.9565 6.2826 2.3478 5.0952 3.0435
Direct
franchising

N

Std.
Deviation

20 23 23 23 21 23

3.6476 1.2605 .9633 1.9214 1.6705 1.9418

Equity Mean 8.0000 5.4231 6.0000 2.0769 4.1538 3.0000
Ownership 
(M/A. JVs,

N 9 13 13 13 13 13

FDI) Std.
Deviation 2.6458 1.3821 .9129 1.8467 2.3397 2.5495

Total Mean 5.8028 5.6392 5.9684 1.8101 4.6316 2.9114

N 71 79 79 79 76 79

Std.
Deviation 3.3322 1.3396 1.0692 1.6019 1.8536 1.9948
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Table 5-20.2: Mean Statistics of Firm-specific Determinants by Entry Modes

For quality
Year that purpose, the

Ownership in started Determinant: frequency of
Foreign Mkt the Domestic foreign Self-evaluation: F. quick contact with F
Entry Mode Markets operation Mkting strategy penetration franchisees
Master Mean 1.9070 87.3415 4.2674 7.0000 4.2381
franchising N 43 41 43 42 42

developer Std.
Deviation 1.0870 7.9612 1.6986 2.3374 2.0459

Licensing or Mean 3.1364 87.5789 4.0435 6.5714 4.9130
Direct
franchising

N

Std.
Deviation

22 19 23 21 23

2.1223 8.2618 1.9881 2.2039 2.0430

Equity Mean 4.2308 86.6154 4.7692 7.1538 5.2500
Ownership 
(M/A. JVs.

N 13 13 13 13 12

FDI) Std.
Deviation 1.5892 9.1973 1.4806 3.0780 1.8647

Total Mean 2.6410 87.2740 4.2848 6.9079 4.5974

N 78 73 79 76 77

Std.
Deviation 1.7505 8.1535 1.7499 2.4176 2.0343

Table 5-20.3: Mean Statistics of Firm-specific Determinants by Entry Modes

■  ■  i
Ease of

Desire to Ease of documenting
upgrade Ease of transferring documenting fianchise

Foreign Mkt production franchise/production franchise production
Entry Mode technique knowledge operation knowledge Nationality
Master Mean 3.9750 4.2561 3.9286 3.7692 1.0714
franchising
/Area

N 40 41 42 39 42

developer Std.
Deviation 1.7901 1.2406 1.5043 1.5805 .2607

Licensing or Mean 4.5455 3.8696 3.3913 3.6087 1.1739
Direct
franchising

N 22 23 23 23 23

Std.
Deviation 1.8703 1.4555 1.3731 1.4058 .3876

Equity Mean 4.0909 3.6923 3.6154 3.0833 1.6154
Ownership 
(M/A. JVs.

N 11 13 13 12 13

FDI) Std.
Deviation 2.3433 1.4936 1.7097 1.3114 .5064

Total Mean 4.1644 4.0455 3.7179 3.6081 1.1923

N 73 77 78 74 78

Std.
Deviation 1.8931 1.3528 1.5024 1.4880 .3967
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Table 5-21: Expected and Actual Impacts o f Firm-specific Determinants on 
Entry Modes

Hypothesis
Number

Variable
Names

Expected relationships 
between variables and 

entry modes

Actual
Sign

Significance 
(p  Value)

H5 dmt.comp P: The higher HC P .020
H6a fincap P: The higher-> HC About the Same .394
H6b mgrlcap P: The higher -> HC P .205
H7 setupcst N: The higher -> LC Mixed .072
H8a sales P: The larger -> HC Mixed .327
H8b dmoutlet P: The larger -> HC P .894
H9 ownshp P: The higher -> HC P .000
H10 expmce P: The higher HC About the Same .946
HI 1 mktstgy P: The less flexible LC P .493
H12 dmt.quic P: The higher HC P .745
H13 contact P: The more -> HC P .214
H14 upgrd.pt P: The higher -> HC P .526
H15 tnsf.kn P: The easier LC P .326

HI 6a dcmt.fo P: The easier -> LC P .378
HI 6b dcmt.pk P: The easier -> LC P .382
H17 natnlty UK firms -» HC P .000

As shown in Table 5-21, there are four variables (dmt.comp, setupcst, ownshp, 

and natnlty) that showed different group means by the three types o f entry mode with 

statistical significance. They even matched the expected and actual relationship between 

the variables and the entry modes, except setupcst. When start-up cost is relatively high, 

it should be difficult to expand the business through mainly equity modes. Therefore, 

franchiser may want to use financial and managerial resources o f franchisees. Then, if 

the same logic applies, the franchisers who expand through equity methods should have 

lower start-up cost than that o f franchisers who prefer to make contracts. However, the 

data showed a mixed picture.

Despite o f statistical insignificance, nine variables among the firm-specific 

determinants show the match between the predicted and actual influence of the variables
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on the selection of entry modes: mgrlcap, dmoutlet, mktstgy, dmt.quic, contact, 

upgrd.pt, tnsf.kn, dcmt.fo, and dcmtpk. There is a positive relationship between the 

variables and the commitment level of the entry modes. The higher level o f the first six 

of these variables will result in higher entry commitments, which mean type 3 equity- 

based modes. The last three variables are about the knowledge-based attributes, and the 

relationship between the variables and the entry modes is about the ease o f knowledge 

transferability and codifiablility. It was hypothesized that franchisers with higher 

commitment entry modes will find it easier to transfer and codify franchise knowledge.

Then, there are two variables (financial capability and international experience of 

the firm) that showed about the same mean values, and domestic sales figure was mix by 

the entry modes. Despite o f the dismal difference among firms in term of financial 

capability evaluated by themselves, firms with Type 2 entry modes scored the highest. 

This makes sense since their domestic sales were the highest. The lowest domestic sales 

statistic for the firms with the Type 3 entry modes should be attributable to the smaller 

size the UK firms, which consist the majority of that mode.

V .43. Locational Determinants and Entry Modes

Following Tables 5-22.1 to 22.2 show the mean statistics for the locational 

determinants, and Table 5-23 compares the expected impacts of each variable on the 

selection o f entry modes. The significance o f the oneway ANOVA tests is from the Table 

4-12 in the previous methodology chapter. Again, in Table 5-23, HC means high 

commitment entry modes (type 3 entry modes), LC indicate low commitment entry mode
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(Type 1), and N and P are abbreviations o f the negative and positive relationship between 

each variable and the commitment level o f the entry modes.

Table 5*22.1: Mean Statistics of Locational Determinants by Entry Modes

Determinant F
political risk Determinant Determinant F franchisees

Foreign Mkt of host legal mkt as a souce of have been a
Entry Mode country difference learning/knowledge source of:
Master Mean 5.1951 4.7317 4.6429 5.0465
franchising
/Area

N 41 41 42 43

developer Std.
Deviation 3.0350 2.8286 2.4774 1.4793

Licensing Mean 3.9500 2.8947 3.7143 4.6304
or Direct 
franchising N

Std.
Deviation

20 19 21 23

2.9105 2.4013 2.7045 1.5242

Equity Mean 4.0000 3.9167 7.4167 4.1538
Ownership 
(M/A, JVs,

N 12 12 12 13

FDI) Std.
Deviation 2.6285 1.9752 2.5030 1.2810

Total Mean 4.6575 4.1111 4.8267 4.7785
N 73 72 75 79
Std.
Deviation 2.9638 2.6830 2.7869 1.4823
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Table 5-22.2: Mean Statistics of Locational Determinants by Entry Modes

F
franchisees

Determinant who Determinant
aggressive changed our demand Determinant

Foreign Mkt expansion product condition of enticement of
Entry Mode by rival firms features target mkt F applicants
Master Mean 2.7317 2.4524 6.8810 7.6488
franchising 
/ Area

N 41 42 42 41

developer Std.
Deviation 2.3877 1.4004 2.3808 2.2798

Licensing Mean 3.1000 2.4783 6.6500 5.3684
or Direct 
franchising

N
Std.
Deviation

20 23 20 19

2.8636 1.3774 2.3681 3.1835

Equity Mean 4.0000 2.8462 7.6667 3.4545
Ownership 
(M/A. JVs.

N 11 13 12 11

FDI) Std.
Deviation 3.2863 1.9081 1.7753 2.4643

Total Mean 3.0278 2.5256 6.9459 6.0423
N 72 78 74 71
Std.
Deviation 2.6695 1.4747 2.2869 2.8657

Table 5-23: Expected and Actual Im pacts o f Locational D eterm inants on 
E ntry Modes

Hypothesis
Num ber

V ariable
Names

Expected relationships 
between variables and 

entry modes

Actual
Sign

Significance 
(p Value)

H18 dmt.prsk N: The higher -> LC N .217
H19 dmt.legl N: The higher -» LC N .044
H20 dm t.knw d P: The higher -> HC P .001
H21 ff.sorce N: The Lower HC N .139
H22 dmt.rivl P: The more HC P .377
H23 change N: The higher LC About the 

Same
.696

H24 dmt.dmnd P: The higher ■) HC P .464
H26 dm t.appl N: The m ore -> LC N .000
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Table 5-23 shows that all o f the locational determinants except one (change) 

have the relationship with the entry modes as expected. Especially three (dmt.legl, 

dmt.knwd, and dmt.appl) variables showed statistically significant differences in the 

estimated means. Regarding to the legal difference between home and host markets 

(dmt.legl), group 1 (firms with low commitment entry modes: Type 1) had a higher 

concern than the firms with higher commitments (Type 3) as expected. Then, group 2 (or 

firms with Type 2 entry modes) is less concerned about the legal differences than group 3 

does. It makes sense that they should have less concern about the legal differences since 

group 2 do not commit financial investments in foreign markets.

In terms of the strategic importance of the foreign markets (dmt.knwd) and 

franchisees (ff.sorce) as a source o f knowledge, group 3 emphasized it most highly as 

expected. For Hypothesis 20, the relationship is set up in a negative way due to the way 

the question is asked in the questionnaire (Questionnaire: Section C-12). Ff.sorce even 

showed little statistical significance with a p  value of 0.139. Again, regarding to 

dmt.knwd, group 2 scored the lowest, which is understandable due to the characteristics 

of licensing operation.

Regarding to the pressure for local responsiveness (change), franchisers were 

asked to respond on a seven point Likert scale about the frequency of product change by 

foreign franchisees (Section C-8: extremely rare vs. extremely many cases o f changes in 

product features), and all three groups scored less than three. Therefore, foreign 

franchisees seem to follow the guidance o f  franchisers across the board. On the other 

hand, it may indicate the strict governance o f international operations by the international 

franchisers.
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V.5. Conclusion

Franchisers will be franchisers wherever they go. They will make franchising 

contracts with franchisees when they go abroad. Therefore, majority o f international 

franchisers will enter foreign markets via Type 1 and 2 entry modes. As expected 83.5% 

of entry cases was either Type 1 (54.4%) and Type 2 (29.1%) entry mode. Therefore, it 

seems meaningless explaining this natural behavior of franchisers, even if conventional 

theories o f international business may find the default foreign market entry mode o f 

international franchisers unfamiliar.

What intrigues students of IB to examine the entry modes o f international 

franchisers is not the majority but a small group of international franchisers. There are a 

few cases (16.5% of this sample) that entered foreign market via equity modes. By 

taking equity modes, franchisers are in a sense giving up being franchisers. Why would a 

franchiser do that? This research has tried to find out the answer by applying the 

resource- and/or knowledge-based perspectives.

Oneway ANOVAs (Tables 4-10, 4-11.1,4-11.2, and 4-12) presented in the 

previous Chapter identified nine variables that had different group means with statistical 

significance among the firms o f the different types of entry modes. They were (i) level o f 

internationalization and (ii) business types (wholesale vs. retail) from the industry 

determinants; (iii) global strategic motivation, (iv) start-up costs, (v) domestic ownership 

structure, and (vi) nationality o f firms from the firm-specific determinants; and (vii) legal 

differences, (viii) understanding foreign market as a source o f learning, and (ix) active 

enticement o f foreign applicants from the locational determinants.
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Among these, variables (1), (3), and (8) are o f special interests in this study.

These variables are all constructed based on a knowledge-based perspective, upon which 

the relationship with the entry modes was anticipated. Those three variables proved 

having the expected relationship with the three types of entry modes. As hypothesized 

for each variable, international franchisers, which have entered foreign markets via Type 

3 equity modes, were operating in the relatively more internationalized industries, had 

strategic motivations o f gaining competitiveness by engaging in international operations, 

and understood foreign markets as a source o f new learning. Franchisers were expected 

to commit financial and managerial resources since the equity modes facilitate the 

learning process by having more control and since firms had solid financial and 

managerial capabilities enough to take capital investments.

Therefore, the positive relationship among the degree o f control, degree o f 

resource commitment, and dynamics o f  learning as shown in Figure 3-1 seems 

applicable to the behaviors o f international franchisers. This is one o f the critical 

findings o f this research. The franchising operation has been generally regarded as one 

of distribution methods, which is suitable for market-seeking business activities.

However, this research proved that even within the business format franchising, 

franchisers consider equity modes o f  entry to facilitate new knowledge gaining. Both 

internalization theory and KB viewpoint predict the same type o f  entry strategy under 

such conditions despite o f the contradicting assumptions upon which each theory is 

based.

Then, the finding about firms' preference o f entry modes based on the origin of 

their home base added another dimension to the study of international franchising. There
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was a distinctive contrast in the preference of entry modes between the US and the UK 

firms. The US international franchisers favored contractual modes (Type 1 & 2: 92%) 

while the UK firms preferred equity modes (Type 3: 53.3%). Contrary to the US 

samples’ popular choice o f Type 1 modes (master franchising/area development 

agreement: 61.9%), only 20% of the UK samples entered foreign market via Type 1 

modes.

Nonetheless, there were not may variables that showed significant difference 

between the two national firms. Especially among the fifteen firm-specific variables, 

only start-up costs and total number o f  domestic outlets showed statistically significant 

difference. Due to the small size o f the domestic market, the UK firms should have less 

number of outlets. And the UK firms required less amount of investment to open a new 

outlet. Among eight locational factors, only the role o f foreign franchisees was perceived 

differently. The US firms stressed the role of foreign franchisees more importantly than 

the UK firms did. Therefore, the higher start-up costs combined with the active 

enticement of foreign franchisees may have combined to result in the US firms’ 

preference for contractual modes.

However, the survey findings may have a limitation due to the small number of 

the UK sample firms. It is attributable to the small size (28 firms) o f the population of 

the UK international franchisers. Despite o f  the high response rate (42.86%), the small 

number of absolute sample size (12 firms) may raise questions regarding to the findings 

o f the origin o f international franchisers.

Due to the emphasis by the US sample firms, the active role o f foreign franchisees 

draws attention. If majority o f the US firms like to make contracts with foreign
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franchisees and stress the important role of active foreign applicants, a deserving 

recognition should be given to foreign applicants. The researchers of international 

franchising study have ignored this factor since they were so much focused on the firm- 

specific traits such as experience and size of international franchisers and market 

conditions such as saturated domestic and potential foreign markets. Therefore, this 

research calls for more attention to the role of foreign applicants.

Then, even if  there were not many variables that showed statistical significance in 

separating group means o f the three types o f entry modes, majority of variables in each 

determinant showed the expected relationship in line with the type of the foreign market 

entry modes. Therefore, we may conclude that the framework constructed in this study 

represents a satisfactory reflection of the reality.

Again, it is also open to a criticism that doubts the statistical significance o f the 

findings due to the small number o f cases for Type 2 and especially for Type 3. The 

small number o f cases, which do not reach to the axiomatic thirty cases for Type 2 and 3, 

has to be accepted as a limitation o f this study. Then, it should be also reminded that this 

research has gathered the largest number of responses among the study o f international 

franchisers.
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VI. DISCUSSION AND RESEARCH IMPLICATION FOR FUTURE STUDY

The mode o f  foreign market entry has been one o f the extensively researched 

areas in the international business (IB) study. Since entering foreign countries via any 

type of entry modes is the first step o f  making firms international, students of the IB 

study have been drawn to examine the methods of and those who make the first step. 

Regarding to the question of “who”, researchers have realized that not everyone could 

afford to enter foreign markets. Only those who have accumulated strategic capabilities/ 

assets were strong enough to overcome and expand in to foreign environments. Many 

firms even internalized transactions to avoid market failures. They are multinational 

companies (MNEs), which have been the star of the IB study. As a result, the major 

theories o f IB have been devoted to explain and predict behaviors o f MNEs.

This study, however, has turned its attention to business format franchising that 

has many different traits from those o f  manufacturing MNEs. Most franchisers are small, 

bound with partners/franchisees, service-oriented, inferior in technology, and less 

experienced in foreign operations compared to MNEs. Most o f  all, franchising business 

has the characteristics of “swollen middle” (Hennart, 1993) incorporating features of both 

market and hierarchy. Therefore, it was doubtful whether we could explain the 

international activities o f franchisers with the conventional theories that have been 

developed mainly for manufacturing MNEs.

Transaction cost economics, at first glance, seems to have a little difficulty 

explaining the contractual entry mode o f international franchisers, which is embedded in 

the format o f  franchising operations. Under many hypothetically opportunistic 

conditions, in which franchisers are expected to internalize transactions due to the
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positive transaction costs, franchisers continue to make contracts with local foreign 

franchisees. From franchisers’ point o f view, however, there is nothing strange about 

making contracts with foreign franchisees. They are franchisers, and franchisers make 

contracts with franchisees. This is how a franchising business works. Therefore, the 

default mode o f making contracts should be understood by transaction cost economists as 

a more efficient way o f  running franchising operations than internalizing the contracts.

Once we understand the whole process o f making contracts between franchisers 

and franchisees as a daily routine o f a franchising business, it is easier to explain 

international franchisers’ preference for the contractual modes of entry with the rationale 

o f TCE. If a franchiser is so much used to recruit, screen, and after all make contracts 

with many franchisees, the franchiser should have devised a means to reduce the 

transaction costs related to that repetitive process up to a point where they become 

negligible. Therefore, if  the franchiser, which is regarded as a cost minimizer, has to 

decide between making contracts that requires minimal transaction costs and internalizing 

the whole transactions that demands heavy financial and managerial commitments, 

he/she would select contractual modes. Hence, the transaction costs have been the focus 

o f analysis and could explain why international franchisers prefer contractual modes.

Then, a knowledge- or resource-based point o f view suggests another way of 

understanding the international operations o f  franchisers. It explains why franchisers 

ignore other options and continue to engage in with local franchisees without considering 

the transaction costs. Away from considering efficiency side o f operations, KB theory 

has turned its attention to capabilities, knowledge, and learning aspects of international 

franchisers. It has enlightened and highlighted that signing up with franchisees is the
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most comfortable way o f running a business that franchisers are fully aware o f and/or 

capable of. In other words, they may not have accumulated knowledge and (financial) 

capabilities necessary to internalize transactions.

VI.l. Major Foreign Market Entry Mode of International Franchisers

Therefore, KB theory is geared to explain one o f the most critical findings o f this 

study that most franchisers have one major foreign market entry mode being used 

wherever they go. Only sixteen sample firms had more than one entry mode. Among 

them seven firms were recognized as having multiple entry modes in the analysis since 

the rest had additional entry modes within the same type/category o f entry modes. As a 

result, seventy-eight percent (56/72) o f the sample firms had only one entry mode. 

Therefore, the principal finding of previous pilot studies through the mail survey and 

interviews that majority o f international franchisers have a major foreign market entry 

mode is confirmed once more by this research.

Then, we need to remind that 83.5% of entry mode cases (Table 5-3) were 

contractual entry modes (Type 1 -master franchising/area developer; and Type 2 -  

licensing and direct franchising). Especially, the US firms (92.1%) favored contracts 

compared to the UK firms (46.7%) (Table 5-5). Together, international franchisers 

favored making contracts with local franchisees or licensees (83.5%).

Because o f this kind o f statistics, I had to give up pursuing the first mail survey 

which was heavily based on the internalization theory. I expected many international 

franchisers would have equity ownership entry modes due to the benefits o f 

internalization and possible opportunistic behaviors o f  foreign franchisees. However,
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franchisers simply continued to make contracts since they have been very used to making 

contracts with franchisees. Therefore, a knowledge- or resource-based viewpoint is 

helpful understanding the major entry mode of international franchisers.

Then, we come to face a critical argument. If the firm-specific knowledge base 

has predetermined the major foreign market entry mode, the role o f  other entry mode 

determinants becomes meaningless. Especially, if the influence o f  idiosyncratic foreign 

market conditions has no or little impacts on the selection o f  entry modes, international 

business suddenly becomes a simple extension of domestic operations. No student of 

international business study including myself agrees on this.

Especially in line with the firm-specific capabilities o f  international franchisers, 

the capabilities of foreign locations should be also considered. We tend to fix the 

relationship between franchisers and franchisees as having one way communication: 

Franchisers are knowledge creators and transferors while franchisees are knowledge 

receivers. However, a deliberate effort was given in this research to find out whether 

there are international franchisers who regard foreign markets and franchisees as sources 

of new knowledge and take an advantage o f foreign capabilities to improve their 

competitive edge. By taking different entry strategies firms may try to achieve the goal 

of obtaining foreign capabilities.

Following Table 6-1 and 6-2 confirm our theory: Firms with Type 3 entry modes, 

which have stressed the importance o f foreign markets as a source o f  learning (Table 4- 

12 & Table 5-13), also have recognized the positive impacts o f  international operations 

on enhancing their competitiveness in the domestic and global markets. This finding 

should be in line with the findings o f  Chen & Chen (1998). They interpreted “FDI as an
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attempt to acquire know-how that reinforces the strengths or complements the weakness 

of the investors” (ibid., p. 463). They also recognized that contrary to the conventional 

wisdom small firms are active in such strategic asset-seeking investments. Hence efforts 

should be given to link the relationship between a major foreign market entry mode of 

international franchisers and particular conditions o f international markets.

Table 6-1: Oneway ANOVA of Competitiveness by 3 Types of Entry Mode

Sum of Mean
Squares df Square F Sig.

Inti operation has 
improved my

Between
Groups 15.315 2 7.657 2.956 .058

comp, in domestic 
mkts

Within
Groups
Total

196.863

212.177

76

78

2.590

Inti operation has 
improved my

Between
Groups 15.362 2 7.681 3.745 .028

comp, in global 
mkts

Within
Groups
Total

153.818

169.179

75

77

2.051
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Table 6-2: Mean Statistics of Competitiveness 
Measured by 3 Types of Entry Mode

Foreign Mkt 
Entry Mode

Inti 
operation 

has 
improved 
my comp, 

in
domestic

mkts

Inti 
operation 

has 
improved 
my comp, 
in global 

mkts
Master
franchising
/Area
developer

Mean
N
Std.
Deviation

4.37^1
43

1.6039

5.6190
42

1.3426

Licensing 
or Direct 
franchising

Mean
N
Std.
Deviation

3.4783
23

1.9038

4.7826
23

1.8329

Equity 
Ownership 
(M/A, JVs, 
FDI)

Mean
N
Std.
Deviation

4.6154
13

.8697

6.0000
13

.7071

Total Mean 4.1519 5.4359
N 79 78
Std.
Deviation 1.6493 1.4823

V1.2. This Research in Perspective

The pilot survey, conducted in the spring o f 1996, o f international franchisers 

from the list o f Entrepreneur (1996) magazine had based on the theoretical framework of 

Dunning (1995), emphasizing the three constructs o f the dichotomized eclectic paradigm 

in the age of alliance capitalism. The pilot and the followed open-ended mail survey 

findings provided an insightful foundation for the research direction o f  the international 

entry mode and its determinants o f  business format franchisers.
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The top 200 US (of which 40 firms were disqualified) international franchisers 

listed in the Entrepreneur International (1998) magazine and thirty UK international 

franchisers were targeted. They were all business format franchisers. Seventy-two firms 

responded altogether, scoring a return ratio o f 38.8%. This was the first study of 

international franchisers that included both the US and the UK firms. Interestingly, there 

was not much difference between these two national firms in terms of the firm-specific 

attributes, except size (the sampled US firms were bigger than the UK firms in terms o f 

the number o f  outlets).

In this research, the franchise operation is analyzed by the two theories of firms. 

Since franchisers have the alternative choices of organizational modes, either by making 

contracts or owning outlets, the transaction cost and knowledge-based perspectives were 

carefully reviewed to understand why firms internalize transactions and use price 

mechanisms. Especially, a deliberate analysis to understand how firms gain knowledge 

and become competitive was carried out. In addition to concerning the efficiency side o f 

transaction costs, an emphasis was given to competence enhancement efforts o f firms via 

knowledge gaining and learning. The two theories were appropriate to predict and/or 

hypothesize the underlying relationship between the selection o f organizational mode and 

its various determinants. Then, internationalization theory was added for the analysis o f  

relationship because o f its obvious emphasis on the knowledge accumulation and the 

dynamic selection o f entry modes.

Next, the focus was given to identify a list o f factors that was expected to 

differentiate firms with three types o f entry modes. From the list o f twenty-five 

hypotheses, the oneway ANOVA distinguished nine explanatory variables, each o f which
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showed different group means among the firms o f different entry modes with statistical 

significance. Among the industry determinants, firms with Type 3 entry modes (equity 

modes) indicated that they are in the highest level o f industry internationalization as 

expected. Regarding to the distribution channel o f firms, firms in the retail business had 

more Type 3 entry modes contrary to the expectation. The UK firms, consisting the 

majority of the Type 3 mode, should have affected on this test result.

Four variables among the firm specific determinants showed statistical 

significance. They were strategic motivation o f gaining global competitiveness, initial 

start-up costs, domestic ownership structure, and nationality o f firms. Except start-up 

costs variable, which showed a mixed sign o f  the relationship, the rest confirmed the 

expected relationship with the three types o f  entry modes. Among the locational 

determinants, legal differences between home and host countries (negative relationship), 

the significance o f  foreign market as sources o f  learning (positive), and the enticement o f 

qualified foreign applicants (negative) showed the expected relationships with the 

selection of entry modes with statistical significance.

Then, the aggregated impacts o f these nine individual variables on the three types 

of entry modes were tested by the multiple discriminant analysis and multiple ordinal 

logistic regression. Once all these explanatory variables were included, four variables 

from each o f the MDA and MLR were identified as statistically significant. Both 

methods recognized that domestic ownership structure, role of foreign applicants, and 

country o f origin played significant role in differentiating the choice o f entry modes. In 

addition, MDA identified the recognition o f  foreign markets as sources o f  learning from 

the second canonical function, while MLR acknowledged the significant role o f  strategic
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motivation o f global competitiveness gaining through international operations.

Therefore, it can be concluded that there are de facto  but not de jure international 

franchisers that internalize their cross border markets not only to exploit existing 

competitiveness advantages but also to gain new advantages. This should be one of key 

findings of this research that differentiates from other literatures of international 

franchising.

In this model, however, the interaction between the firm-specific and foreign 

locational determinants was absent. Efforts to test the effects of interaction among the 

key determinants on the selection o f entry modes were missing in this study. Even with 

only those nine variables, it was difficult to build a statistically meaningful interaction 

model due to a small number o f cases (13) for Type 3 entry modes.

Finally, the key explanatory variables were identified through the stepwise 

selections using both MDA and MLR. Both had only two variables, i.e. ln.ownsh 

(domestic ownership) from firm-specific determinants and dmt.appl (role o f foreign 

applicants) from locational determinants. Then, MDA recognized one more variable 

dmt.knwd (foreign markets as a source of learning) from locational determinants, again 

from the second canonical function, which means that dmt.knwd explains variances that 

cannot be explained by ln.ownsh and dmt.appl. The result o f stepwise selection 

indicates that domestic ownership structure and active role o f foreign applicants are two 

most critical explanatory variables that fit the data over 80%. Domestic ownership 

structure has a positive relationship with firms’ commitment level of entry modes, while 

enticement of foreign applicants discourages a high level o f commitments.
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Then, this critical role o f foreign applicants, which has been unrecognized by most 

literatures o f  international franchising, is discussed in the following section.

VT.3. Role o f Foreign Applicants

Since we have a tendency to highlight on “who”, we tend to ignore “with whom”. 

If 83.5% o f the foreign market entry cases o f the samples chose the contract modes to 

enter foreign markets, a deserving attention should be given to foreign franchisees. 

Especially, if  there were differences in measuring the influence of enticement of qualified 

foreign applicants among the samples with different entry modes, we should recognize 

the role of foreign applicants as one o f very serious determinants. In Table 4-12, the 

oneway ANOVA for dmt.appl (determinant: enticement o f foreign applicants) shows a 

difference among group means with a very high statistical significance (^=0.0001).

Table S-22.2 shows that firms with Type 1 (mean=7.0488) and Type 2 (5.3684) entry 

modes have weighed the significance o f  foreign applicant more highly than those with 

Type 3 (3.4545) modes. Therefore, the significant role o f foreign applicants influencing 

on the decision making of international franchisers should be examined further.

In addition, there are national differences (p = 0.047) in measuring the importance 

of foreign applicants (Table 5-12). Since the majority o f the US sample firms favored 

contractual modes than the UK sample firms, the US firms (6.6429) stressed the 

importance o f  foreign applicants higher than the UK firms (4.6250) did (Table 5-13).

Or, the finding can be interpreted that foreign franchisees have preference for the US 

firms over the UK firms.
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With the rapid development o f communication systems, international franchisers 

can establish an easy access to foreign applicants. Through various ways of advanced 

electrical communications, such as teleconference and internet, firms can readily promote 

their trademarks and/or brand names across the globe. At the same time, they can reduce 

costs and time necessary for the screen process o f selecting qualified applicants. 

Therefore, the impact o f electrical trade through internet on the international operations 

o f franchisers is an interesting future research topic

VI. 4. Knowledge-based Attributes

Since the theoretical backbone of this research is a knowledge-based (KB) 

perspective, various KB attributes were tested to see the relationship with the entry 

modes. There were five firm-specific (contact, upgrd.pt, tnsf.kn, dcmt.fo, dcmt.pk) 

and two locational (dmt.knwd and ff.sorce) knowledge-based attributes. The 

correlation among them is shown in the following Table 6-3. Among them only 

dmt.knwd (understanding international markets as a source of learning) showed 

significant difference (p= 0.001) among the three types o f entry modes (Table 4-12). 

However, the core concepts o f KB theory such as transferability (tnsf.kn) and 

codifiability (dcmt.fo and dcmt.pk) o f knowledge were not found statistically different 

among firms with different types o f entry modes (Table 4-11.2). It means firms in each 

group of entry modes have measured these variables almost equally.

The main reason o f these similar responses regarding to those variables can be 

attributable to the intrinsic characteristics of franchising operations. In order to engage in 

routine contracts with franchisees, each franchiser should have established a standardized
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procedure o f transferring franchising format and codifying franchising operations and 

production techniques. As a result, every one evaluated their abilities of knowledge 

transferability and codifiability at the approximately same level.

But, there should be a scientific way of measuring the transferability and 

codifiability o f knowledge and learning instead o f relying on managerial perceptions. 

Constructing indexes o f measuring such concepts that can be applied cross sectional 

studies will be challenging. Nonetheless, for the scientific study o f  knowledge-based 

viewpoints, researcher should try to come up with a scientific index for such critical 

concepts.

Table 6-3: Pearson Correlations among Knowledge-based Variables

contact upgrd.pt tnsf.kn dcm tfo dcm tpk dmtknwd ff.sorce
Pearson contact todo .191 !5i4 .099 .-uo .339** ■-TTT
Correlation upgrd.pt .191 1.000 .034 .148 .153 .212 -.119

tnsf.kn .014 .034 1.000 .540** .459** .123 .135
dcm tfo .099 .148 .540** 1.000 .686** .291* -.025
dcmt.pk .140 .153 .459** .686** 1.000 .070 .150
dm tknwd .339** .212 .123 .291* .070 1.000 -.156
ff.sorce -.171 -.119 .135 -.025 .150 -.156 1.000

Sig. contact .105 .907 .394 .235 .003 .137
(2-tailed) upgrd.pt .105 .778 .212 .198 .080 .314

tnsf.kn .907 .778 .000 .000 .301 .242
dcm tfo .394 .212 .000 .000 .012 .831
dcm tpk .235 .198 .000 .000 .564 .203
dm tknw d .003 .080 .301 .012 .564 .182
ff.sorce .137 .314 .242 .831 .203 .182 •

N contact 77 73 75 76 74 73 77
upgrd.pt 73 73 72 73 72 69 73
tnsf.kn 75 72 77 77 74 73 77
dcm tfo 76 73 77 78 74 74 78
dcm tpk 74 72 74 74 74 70 74
dm tknw d 73 69 73 74 70 75 75
ff.sorce 77 73 77 78 74 75 79

**• Correlation is significant at the 0.01 level (2-tailed). 
*- Correlation is significant at the 0.05 level (2-tailed).
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VT.5. Global Strategic Management o f  Knowledge and Competitiveness

Since firms need to gain knowledge to remain competitive, the locus of this 

research has been on managers’ perceptions about the knowledge gaining and learning by 

engaging in the international operations. While the enhancement o f  competitiveness is 

considered, an interesting byproduct o f this mail survey came across. Firms were asked 

about what kind o f  a global strategy they had for the management o f production 

knowledge. Three options such as no change from that of domestic operation, a 

standardized approach across the globe, and a responsive manner to foreign local needs 

and capabilities were provided. Then they were asked whether they have improved their 

competitiveness in the domestic and global markets by engaging in the international 

operations.

The intention o f asking firms’ global management o f production knowledge was 

to see how each international franchiser manages its franchising operations in the global 

markets. One specific aspect o f knowledge had to be asked to make the respondents easy 

to understand and respond. Therefore, among the various types o f  knowledge necessary 

to run a business, such as marketing, product, production, etc, only production knowledge 

was asked. Then, global strategic management o f other types o f knowledge couldn’t be 

asked because respondents might become easily bored if the same kind o f questions was 

asked repeatedly.

Table 6-4 shows that there are differences in the managerial perceptions about the 

improvement o f  firms’ competitiveness in the domestic and global markets according to 

the different strategic management o f production knowledge. Both in the domestic and 

foreign markets, firms with different strategic management o f  production knowledge
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measured the influence of international operations differently with statistical significance. 

Following Table 6-5 shows the mean statistics (one to seven scale) o f each group of 

global strategies o f production knowledge. Therefore, exactly the same kind of analysis 

that this research has examined can be achieved only if  the dependent variable is changed 

from the modes o f  foreign market entry to the strategic management o f production 

knowledge.

If firms set up a global strategy to improve their competitive position in the 

domestic and global markets, findings o f the relationship between a  strategic 

management o f knowledge and managerial perceptions o f competitive enhancement will 

be interesting both to managers and scholars. Since a list o f firm-specific variables has 

been developed in this research, the same variables can be used to identify what kinds o f 

firm-specific attribute lead to different global strategic approaches. The relationship 

between the management of knowledge and global competitiveness will be a future 

research topic that can be analyzed by this survey.

Table 6-4: Oneway ANOVA of Competitivenss by Global Strategic 
Management of Knowledge

Sum of Mean
Squares df Square

Between 
Groups
Within 
Groups
Total 198.611 71

Sig.
Inti operation has 
improved my 
comp, in domestic 
mkts

20.098 2

178.513 69

10.049 3.884 .025

2.587

inti operation has 
improved my 
comp, in global 
mkts

Between 
Groups
Within 
Groups
Total 162.479 70

10.875 2

151.604 68

5.438 2.439 .095

2.229
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Table 6-5: Mean Statistics of Competitiveness 
Measures by Global Strategic Management of 

Production Knowledge

Inti
With inti operation Inti
experience. has operation
our improved has
production my comp. improved
knowledge in my comp.
has become domestic in global
more mkts mkts
Has not Mean 3.263i 4.7^22
changed
much

N
Std.
Deviation

19 18

1.9956 1.8409

Responsive Mean 4.3939 5.4848
to local needs 
& capabilities

N
Std.
Deviation

33 33

1.5600 1.5637

Standardized Mean 4.5500 5.7500
across the 
world

N
Std.
Deviation

20 20

1.2344 .9105

Total Mean 4.1389 5.3662
N 72 71
Std.
Deviation 1.6725 1.5235
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Appendix: Copy of the Survey Questionnaire

A Survey of Global Franchising Managers— ■ ^ ^ ^

An International Survey o f Senior Franchising Managers

This is an international survey o f  the most important international franchisers 
from  the US and the UK. It is designed to better understand the international 
management offranchise knowledge and overseas market development.

Your response is completely confidential. Aggregated responses will be used 
only fo r academic research. Completion o f  the questionnaire should take you 
less than 20 minutes. Your response is critical and your participation is very 
much appreciated. Thank you very much.

THE STATE UNIVERSITY OF NEW JERSEY

RUTGERS
Research Sponsored by 

International Business Department 
Graduate School o f Management
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Rutgers University International Franchising Survey 1

iw n ^ iz  COMPANY CH.4BACTERISTI(:S \

1. P le a s e  in d ic a t e  th e  in d u s t ry  ( S I C  c o d e )  in  w h ic h  y o u r  c o m p a n y  o p e r a te s  a n d  y o u r  c o m p a n y 's  

m a jo r  p r o d u c ts / s e r v ic e s .

Industry: ______________________  SIC CODE:______________________
Major products: _________________________________________

2 . T h e  y e a r  m y  c o m p a n y  f i r s t  o p e n e d  a n  o u t le t  in  a  f o r e ig n  c o u n t r y  w a s : 1 9 ________

| Please check (V) the appropriate box for the following questions. |

3 . M y  c o m p a n y  p ro d u c e s

Q  non-durable consumer goods.
J  durable consumer goods.
Q  intangible services/goods.
□  o t h e r s : _______________________________

4 . M y  c o m p a n y  is  in

Q  a  r e ta i l  b u s in e s s .
Q  a wholesale business.
□  both retail and wholesale businesses.
□  o t h e r s : _______________________________

5. As of today, my company has following number of total outlets in the US:

□ Less than or equal to 150
□ 151 -299
□ 300 - 499
□ 500 - 699
□ 700 - 999
□ 1000- 1500
□ More than 1500

6. The percentage of outlets that are owned by my company in the US is:

1 0 % 1-5% 6-10% 11-20% 21-49% 50% 51-99% 100%

1
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R u t g e r s  U n i v e r s i t y  In te r n a t io n a l  F r a n c h is in g  S u rv e y  2

s a l e s  o f  a l l  o u t le ts  in  th e  U S  in  1 9 9 8  w a s  ( i f  n o t  a v a i l a b le ,  1 9 9 7  f ig u re ) :

L e s s  th a n  $ 5  m il l io n  
$ 5  -  $ 1 0  m il l io n  
$ 1 1  -  $ 3 0  m il l io n  
$ 3 1  -  $ 5 0  m il l io n  
$ 5 1  -  $ 1 0 0  m il l io n  
$ 1 0 1  -  $ 5 0 0  m il l io n  
O v e r  $ 5 0 0  m il l io n

8 . T h e  s ta r t - u p  c o s t  ( in  th o u s a n d  $ )  to  o p e n  o u r  n e w  f ra n c h is e  o u t l e t  is :

| L e s s  th a n  3 5 0 3 5 0 - 7 4 9 7 5 0 - 9 9 9 1 ,0 0 0 -1 ,9 9 9 2 ,0 0 0 - 5 ,0 0 0 M o re  th a n  5 ,0 0 0

1

7 . O u r  to ta l

□□
□
L I

□
□
□

| Please circle your degree of agreement for the following statements. |

9. In assessment of my company compared to other firms in my industry, its
Extremely Extremely

(1) size in term s o f  total sales is Small :_1_:_2_:_3_:_4_:_s_:_6_:_7_: Large

Extremely Extremely
(2) international experience is Lim ited  :_ i _:_2_:_3_:_4_:_5_:_6_:_7_:Extensive

Extremely Extremely
(3) effort to develop  foreign m arkets is Passive :_1_:_2_:_3_:_4_:_5_:_6_:_7:Aggressive

Extremely Extremely
(4) financial strength  is W eak  :_l_:_2_:_3_:_4_:_5_:_6_:_7_: S tro n g

Extremely Extremely
(5) m anagerial capabilities are W eak  :_ i _:_2_:_3_:_4_:_5_:_6_:_7_: Strong

(6 )  m arketing ac tiv ities in foreign m arkets such as extremely Extremely

promotion, pricing, and advertising are Standardized:_ i _:_2_:_3_:_4_:_5_:_6_:_7_:Flexible

10. In assessment of the industry in which my company operates, the level of
Extremely Extremely

(1) production technology is Low  :_1_:_2_:_3_:_4_:_5_:_6_:_7_: High

Extremely Extremely
(2) m andatory investm ent is L ow  :_l_:_2_:_3_:_4_:_5_:_6_:_7_: H igh

Extremely Extremely
(3) internationalization is Low  :_l_:_2_:_3_:_4_:_5_:_6_:_7_: High
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R u t g e r s  U n i v e r s i t y  I n te r n a t io n a l  F r a n c h i s in g  S u r v e y  3

B: FOREIGN MARKET EiSfTRY MODES
1. Among the following, please indicate your company's major foreign market entry mode that 

has been used most frequently to establish outlets in foreign countries (please check one box):
Q  Merger/acquisition of existing operations 
[J  Licensing 
Ol Joint ventures
Q  Company-owned outlets (100% ownership)
^  Direct franchising

Master franchising or Area Developer
2. With this major foreign market entry mode, how many foreign outlets have you established?

Total number of foreign outlets:____________
3. With this major foreign market entry mode, in how many foreign countries are you currently 

operating? Total number of foreign countries:__________
4. Among these countries, please name three countries where your company started its initial 

overseas operations.
The 1st foreign country my company entered:____________________
The 2nd foreign country my company entered:__________________
The 3rd foreign country my company entered:____________________

5. Following factors are the motivations/reasons of using certain foreign market entry mode. 
Please indicate the direct influence of each factor on your selection of the major foreign 
market entry mode.

j Please use a scale of "0" to "10" where 10=extremely significant and 0=the least. |
  To gain overall competitiveness from the international experiences/operations
  Resource/financial availability
  To penetrate the target market quickly
  To closely monitor/control foreign franchisees
  Previous foreign market entry experience
  Overall political risk of the host country
  Potential/high demand condition of the target market
  Mandatory market entry mode ruled by the host government
  Legal difference from the domestic market
  Strategic importance of the foreign market as a source of learning/knowledge gaining
  Aggressive expansion by the rival firms
  Enticement of qualified foreign applicants
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R u t g e r s  I  n i v e r s i t y  I n te r n a t io n a l  F ra n c h is in g  S u r v e y  4

6. Other than your company's major foreign market entry mode, please indicate, if any, the 
number of foreign outlets established by the following market entry modes.

Total number of foreign outlets:
____________ Established by joint ventures
____________ Established by merger/acquisition
____________ Fully owned by the company (foreign direct investment)

7. If any, please explain what factors made your company enter foreign countries via
(1) Joint Ventures:__________________:____________________:__________________
(2) Mergers/Acquisitions:______________ :___________________ :________________
(3) Company ownership:_______________ :__________________ :_________________
8. Are there any foreign countries that your company has entered with a specific motive of 
learning new knowledge such as marketing strategies, organizational capabilities, and 
production technologies? Q  No

□  Yes
If Yes, please name countries: 1.__________ : 2.____________: 3.____________
Then, have you used other entry mode different from the major foreign market entry 
mode? Q  No

Q  Yes
If Yes, what was the entry mode? ____________________

9. Has your company ever changed its major foreign market entry mode?
□  No
Q  Yes If Yes, what was the previous major foreign market 

entry mode? _______________
10. Does your company normally export to a foreign country prior to franchise?

□  No 
3  Yes

11. Has the number of your foreign franchise outlets increased over the last three years?
Q  No, it has decreased.

No, it has remained the same.
^  Yes

12. Has the total sales of your international operation increased over the last three years?
□  No, it has decreased.
Q  No, it has remained the same.
[ j  Yes
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Rutgers U niversity International Franchising Survey 5

Section C: MANAGEMENT\ OF KNOWLEDGE

| Please circle your degree of agreement for the following statements. |

1. Documentation of our franchise Extremely Extremely

operation has been Easy : D if f i c u l t

2. Documentation of our extremely Extremely

production knowledge has been Easy D i f f i c u l t

3. Transferring our franchise/production extremely Extremely

knowledge to foreign franchisees has been Easy :_i_:_2_:_3_:_4_:_s_:_6_:_7_: D i f f i c u l t

4. Foreign franchisees have adopted our extremely

Extremely
franchise system  Easily :_1_:_2_:_3_:_4_:_5_:_6_:_7:Difficultly

5. O ur production knowledge has Extremely Extremely

been changed  Rarely:_ i _:_2_:_3_:_4_:_5_:_6_:_7_:Frequently

6. Our desire to upgrade production extremely Extremely

technique has been Low :_i_:_2_:_3_:_4_:_5_:_6_:_7_: H ig h

7. For quality purpose, we contact Extremely Extremely

foreign franchisees Rarely:_i_:_2_:_3_:_4_:_5_:_6_:_7:FR EQ U EN TLY

8. Foreign franchisees who have changed extremely Extremely

our product features are Few :_i_:_2_:_3 :_4_:_s_:_6_:_7_: Many

9. My com pany’s desire to control extremely extremely

foreign franchisees is Low :_i_:_2_:_3_:_4_:_5_:_6_:_7_: H ig h

10. T h e  lo c a t io n  o f  new p r o d u c t  d e v e lo p m e n t
has been Overseas :_1_:_2_:_3_:_4_:_5_:_6_:_7_: th e  US

11. The location o f new production technology has been
OVERSEAS :_1_:_2_:_3_:_4_:_5_:_6_:_7_: THE US

12. Foreign franchisees have been a source o f
New  knowledge : i : 2 : 3 : 4 : s : 6 : 7 :  Revenues
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Rutgers University International Franchising Survey 6

13. B y  w orking w ith foreign franchisees, my com pany has

( 1) im proved p ro d u c t q u a lity  S tro n g ly  D isa g re e  : 1 : 2 : 3 : 4 : 5 : 6 : 7 :  S tro n g ly  a g r e e

(2) im proved  p ro d u c tio n  tech n o lo g y  S tro n g ly  D isa g re e  : 1 : 2 : 3 : 4 : 5 : 6: 7 :  S tro n g ly  a g r e e

(3) im proved m ark e tin g  m ethods S tro n g ly  D isa g re e  : 1 : 2 : 3 : 4 : 5 : 6 : 7 :  S tro n g ly  a g r e e

( 4 )  improved m anagem ent skills Str o n g ly  D is a g r e e  : 1 : 2 : 3 : 4 : 5 : 6 : 7 :  St r o n g l y  a g r e e

14. International operations have improved our com petitiveness

(1) in the  do m estic  m ark e ts  S tro n g ly  D isa g re e  : 1 : 2 : 3 : 4 : 5 :6 : 7 : S tro n g ly  a g r e e

(2) in the  g lobal m ark e ts  S tro n g ly  D isa g re e  : 1 : 2 : 3 : 4 : 5 : 6 : 7 :  S tro n g ly  A g ree

15. If we have the necessary/enough market knowledge about a foreign market, we commit 
capital/equity investment there Strongly  D isa g r e e  : 1 : 2 : 3 : 4 : 5 : 6 : 7 :  Strongly  a g r e e

16. As we become more involved in our international operation, our production knowledge has 
(please check only one box):

□  become more responsive to local needs and capabilities.
□  become more standardized across the world.
I— |
^  not changed much.

Please use the next page fo r  any additional comments you may have about this project

I h ; i n k  mi i i  \ c r \  m u c h  f<• r  \ o n  r n s s i s t n r u e  
\ l l  R e s p o n s e s  \ \  ill 15c K e p t  

St  r i c t  l\ ( o n  l l d e n  t i;iI

TO RETURN QUESTIONNAIRE
Please use the return envelope for your convenience or FAX to (973) 353-1323. 

If  the envelope is missing, please return the completed questionnaire to:
Dr. John H. Dunning, School o f  Management 

_______Rutgers University, 180 University Avenue, Newark, NJ 07102______

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

258

Rutgers University International Franchising Survey 7

Your comments:

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

259

BIBLIOGRAPHY

Abell, Mark. 1990. The international franchise option. London: Waterlow Publishers.

Aharoni, Yair. 1966. The foreign investment decision process. Boston, MA: Harvard 
Business School

Altman, Edward I. 1968. Financial rations, discriminant analysis and the prediction of 
corporate bankruptcy, Journal o f Finance, 23(4): 589-609.

Amit, Raphael & Paul J.H. Schoemaker. 1993. Strategic assets and organizational rent. 
Strategic Management Journal, 14: 33-46.

Anderson, Erin & Hubert Gatignon. 1986. Modes of foreign entry: A transaction cost 
analysis and propositions. Journal o f  International Business Studies, 17(3):
1-26.

Anderson, Otto. 1993. On the internationalization process o f firms: A critical analysis. 
Journal o f  International Business Studies, 24(2): 209-31

Agarwal, Sanjeev & Sridhar Ramaswami. 1992. Choice o f  foreign market entry mode: 
Impact o f  ownership, location and internationalization factors. Journal o f  
International Business Studies, 23 (3): 1-27.

Aydin, Nizamettin & Madhav Kacker. 1990. International outlook o f US-based 
franchisers. International Marketing Review, 7(2): 43-53.

Bain, Joe Staten. 1968. Industrial organization, 2nd ed. New York: Wiley.

 . 1972. Essays on price theory and industrial organization. Boston: Little, Brown.

Barkema, Harry G., John H.J. Bell Sc Johannes M. Pennings. 1996. Foreign entry, 
cultural barriers, and learning. Strategic Management Journal, 17: 151-66.

Barney, Jay B. 1986. Strategic factor markets: Expectations, luck, and business strategy. 
M anagement Science, 32(10): 1231-41.

 . 1991. Firm resources and sustained competitive advantage. Journal o f
Management, 17(1): 99-120.

Bartlett, C.A. & S. Ghoshal. 1989. Managing across borders: The transnational solution. 
Boston MA: Harvard business School Press.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

260

Benito, Gabriel R.G. & Geir Gripsrud. 1992. The expansion o f foreign direct
investments:Discrete rational location choices or a cultural learning process? 
Journal o f  International Business Studies, 23(3): 461-76.

Benito, Gabriel R.G. & Lawrence S. Welch. 1994. Foreign market servicing: Beyond 
choice of entry mode. Journal o f  International Marketing, 2(2): 7-27.

Blair, Roger D. & David L. Kaserman. 1982. Optimal franchising. Southern Economic 
Journal, 49(2): 494-505.

Bond's Franchise Guide 1996 Edition. Oakland, CA: Source Book Publications.

Boyd, Brian K., Gregory G. Dess & Abdul M.A. Rasheed. 1993. Divergence between 
archival and perceptual measures o f the environment: Causes and consequences. 
Academy o f  Management Review, 18(2): 204-26.

Brickley, James A. 1999. Incentive conflicts and contractual restraints: Evidence from 
franchising. Journal o f Law and Economics, 42 (2): 745-774.

 & Frederidck H. Dark. 1987. The choice of organizational form: The case of
franchising. Journal o f Financial Economics, 18:401-420.

 , Frederidck H. Dark, & Michael S. Weisbach. An Agency perspective on
franchising. Financial Management,20 (1): 27-35.

Brouthers, Keith D., Lance E. Brouthers & Steve Wemer. 1996. Dunning's eclectic theory 
and the small firm: The impact o f  ownership and locational advantages on the 
choice of entry modes in the computer software industry. International Business 
Review, 5(4):377-94.

Buckley, Peter J. 1988. The limits o f explanation: Testing the internationalization theory 
of the multinational enterprise. Journal o f  International Business Studies, 19(2): 
181-93.

 . & Mark A. Casson. 1991. The future o f  multinational enterprise. 2nd ed.
Houndmills, Basingstoke, Hampshire : Macmillan.

Bull, Shelley B & Allan Donner. 1987. The efficiency of multinomial logistic regression 
compared with multiple group discriminant analysis. Journal o f  the American 
Statistical Association, 82(400): 1118-1122.

Caves, Richard E. & William F. Murphy II. 1976. Franchising: Firms, markets, and 
intangible assets. Southern Economic Journal, 42 (4): 572-86.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

261

Casson, Mark A. 1982. Transaction costs and the theory o f MNEs. in Alan M. Rugman 
(Ed). New theories o f  the multinational enterprise. New York: St. Martin's press.

Caves, Richard E. 1982. Multinational enterprises and economic analysis. Cambridge, 
MA: Cambridge University Press: Chapter 1.

Cavusgil, S. Tamer. 1980. On the internationalisation process of firms. European 
Research, 8(6): 273-81.

Chen Homin & Tain-Jy Chen. 1998. Network linkages and location choice in foreign 
direct investment. Journal o f International Business Studies, 29(3): 445-468.

Coase, Ronald H. 1937. The nature of the firm. Economica, 4:386-405.

Collis, David J. 1991. A resource based-analysis o f global competition: The case of the 
bearings industry. Strategic Management Journal, 12, 49-68.

Conner, Kathleen R. 1991. A historical comparison o f  resource-based theory and five 
schools o f thought within industrial organization economics: Do we have a new 
theory o f the firm? Journal o f Management, 17( 1): 121 -54.

Conner, Kathleen R. & C.K. Prahalad. 1996. A resource-based theory of the firm: 
Knowledge versus opportunism. Organization Science, 7(5): 477-501.

Conover, W. J. 1980. Practical nonparametric statistics. 2nd ed. New York: John Wiley 
and Sons.

Contractor, Farok J. & Sumit K. Kundu. 1998. Franchising versus company-run
operations: Modal choice in the global hotel sector, Journal o f International 
Marketing, 6(2): 28-53.

Cooley, William W. & Paul R. Lohnes. 1971. M ultivariate data analysis. New York: 
Wiley.

Cyert, Richard M. & James G. March. 1963. A behavioral theory o f the firm . Englewood 
Cliffs, NJ: Prentice-Hall.

Davidson, W. & W. McFetridge. 1985. Key characteristics in the choice of international 
technology transfer mode, Journal o f  International Business Studies, 16(2):5-21.

Daft, Richard L. 1986. Organization theory and design. 2nd ed. St. Paul: West Pub. Co.

Dierickx, Ingemar & Karel Cool. 1989. Asset stock accumulation and sustainability o f 
competitive advantage. Management Science, 35(12): 1504-11.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

Dillon, William R. & Matthew Goldstein. 1984. M ultivariate analysis: Methods and 
applications. USA & Canada: John Wiley & Sons.

Dunning, John H. 1977. Trade location o f economic activity and the MNE: A search 
for an eclectic approach, in Bertil Ohlin et al. (Eds.). The International 
Allocation o f Economic Activity, Proceedings o f  a  Nobel Symposium, held in 
Stockholm, London: Macmillan.

 . 1988. Explaining international production. London: Unwin Hyman.

 .1993. Multinational enterprise and the global economy. Workingham, England
and Reading, Mass: Addison Wesley: Chapter 4.

 . 1995. Reappraising the eclectic paradigm in an age o f  alliance capitalism.
Journal o f  International Business Studies, 26(3): 461-91.

 . 1998. Location and the multinational enterprise: A neglected factor? Journal o f
International Business Studies, 29(1): 45-66.

 . 1999. The eclectic paradigm as an envelope for economic and business theories of
MNE activity, Working Paper Series, Rutgers University.

Efron, Bradley. 1975. The efficiency o f logistic regression compared to normal
discriminant analysis, Journal o f  the American Statistical Association, 70: 892- 
898.

Eisenbeis, Robert A. & Robert B. Avery. 1972. Discriminant analysis and classification 
procedures: Ttheory and applications. Lexington, Massachusetts, Toronto, & 
London: Lexington Books.

Engwall, L. and M. Wallenstal. 1988. Tit for tat in small steps: The internationalization o f 
Swedish banks. Scandinavian Journal o f  Management, 4(3/4): 147-55.

Entrepreneur. 1996. Understanding the franchise 500. January: 211-317.

Eroglu, Sevgin. 1992. The internationalization process o f  franchise systems: A 
conceptual model. International Marketing Review, 9(5): 19-30.

Erramilli, M. Krishna. 1991. The experience factor in foreign market entry behavior o f 
service firms. Journal o f  International Business Studies, 22: 461-78.

 . 1992. Influence o f some external and internal environmental factors on foreign
market entry mode choice in service firms. Journal o f  Business Research, 25(4): 
263-76.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

263

 - & C.P. Rao. 1993. Service firms' international entry mode-choice: A modified
transaction-cost analysis approach. Journal o f Marketing, 57 (July),: 19-38.

 . & C.P. Rao. 1990. Choice o f foreign market entry modes by service firms: Role
of market knowledge. Management International Review, 30(2): 135-150.

 . & Alan M. Rugman. 1996. A test o f internalization theory and
internationalization theory: The Upjohn company. Management International 
Review, 36(3): 199-313.

 . & Derrick E. D Souza. 1995. Uncertainty and foreign direct investment: The role
of moderators. International Marketing Review, 12(3): 47-60.

Fahey, Lia & V.K. Narayanan. 1989. Linking changes in revealed causal maps and 
environmental change: An empirical study. Journal o f  Management Studies, 
26(4): 361-78.

Fina, Ermino & Alan Rugman. 1996. A test o f internalization theory and
internationalization theory: The Upjohn company, Management International 
Review, 36(3): 199-213

Fisher, R. A. 1936. The use of multiple measures in taxonomic problems. Annals o f 
Eugenics, 7 (September).

Fladmoe-Lindquist, Karin. 1996. International franchising: Capabilities and 
development. Journal o f  Business Venturing, 11:419-438.

Foss, Nicolai J. 1993. Theories of firm: Contractual and competence perspectives. 
Journal o f  Evolutionary Economics, 3: 127-44.

Gatignon, Hubert & Erin Anderson. 1988. The multinational corporation's degree of 
control over foreign subsidiaries: An empirical test o f a transaction cost 
explanation, Journal o f Law, Economics, and Organization, 4(Fall): 305-35.

Georgescu-Roegen, Nicholas. 1971. The entropy law and economic process. Cambridge, 
Mass.: Harvard University Press.

Gilbert, Ethel S. 1968. On discrimination using qualitative variables. Journal o f the 
American Statistical Association, 63 (December): 1399-1412.

Goffman, Erving. 1969. Strategic interaction. Philadelphia: University of Pennsylvania 
Press.

Hackett, Donald W. 1976. The international expansion of U.S. franchise systems: Status 
and strategies. Journal o f  International Business Studies, 7(l):65-75.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

264

Hair, Joseph F. Jr, Rolph E. Anderson, Ronald L. Tatham, & William C. Black. 1995. 
Multivariate data analysis with readings, fourth edition. New Jersey: Prentice 
Hall.

Hennart, Jean-Francois. 1982. A theory o f multinational enterprise. Ann Arbor, 
University o f Michigan Press.

 . 1991a. The transaction cost theory o f  the multinational enterprise.
Pitelis, Christon N. & Roger Sugden (Eds.). The nature o f the transnational firm . 
London, NY: Routledge.

 - 1991. The transaction cost theory of joint ventures: An empirical study o f
Japanese subsidiaries in the United States. Management Science, 40(1): 4-13.

 . 1993. Explaining the swollen middle: Why most transactions are mix o f “market”
and “ hierarchy”. Organization Science, 4(4): 529-547.

 . & Jorma Larimo. 1998. The impact o f  culture on the strategy of multinaitional
enterprises: Does national origin affect ownership decisions? Journal o f  
International Business Studies, 29(3): 515-538.

Hill, Charles W., Peter Hwang & W. Chan Kim. 1990. An eclectic theory of the choice 
o f international entry mode. Strategic Management Journal, 11:117-28.

Hitt, Michael A. & R Dunae Ireland. 1986. Relationships among corporate level 
distinctive competencies, diversification strategy, corporate structure and 
performance. Journal o f  Management Studies, 23(4): 401-16.

Hoffman, Richard C. & John F. Preble. 1993. Franchising into the twenty-first century. 
Business Horizon, Nov/Dec: 35-43.

Hofstede, G. 1983. The cultural relativity o f organizational practices and theories. 
Journal o f International Business Studies, 14(2): 75-89.

Holloway, L.N. & O.J. Dunn. 1967. The robustness o f Hotelling’s T2. Journal o f  the 
American Statistical Association. 62 (March).

Holmstrom, B.R. & Tirole, J. 1989. The theory of the firm, in R. Schmalensee & R.D.
Willig (Eds.) Handbook o f industrial organization. 1: 61-133. Amsterdam: North 
Holland.

Hunt, Shelby D. 1997. Resource-advantage theory: An evolutionary theory of 
competitive firm behavior? Journal o f  Economic Issues, 31(1): 59-77.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

265

Huszagh, Sandra M., Fredrick W. Huszagh & Faye S. McIntyre. 1992. International 
franchising in the context o f  competitive strategy and the theory of the firm. 
International Marketing Review, 9(5): 5-18.

Hymer, Stephen H. 1976. The international operations o f  national firm s: A study o f  
direct foreign investment. Cambridge, Mass: The MIT press.

Johanson, Jan & Jan-Eric Vahlne. 1977. The internationalization process o f the firm: A 
model o f  knowledge development and increasing foreign market commitments. 
Journal o f  International Business Studies, 8: 23-32.

 . 1990. The mechanism o f internationalization. International Marketing Review,
7(4): 11-24.

 . & F. Wiedersheim-Paul. 1975. The internationalization o f the firm: Four Swedish
cases. Journal o f Management Studies, 12(3): 305-22.

Julian, Scott & Gray Castrogiovanni. 1995. Franchiser geographic expansion, Journal o f  
Small Business Management, 33(2): l- l  1.

Justis, Rober & Richard Judd. 1989. Franchising. Cincinnati, Ohio: South-Western 
Publishing Co.

Kasoff, Mark J., Mary E. Benedict, & Stacy Lauer. 1997. Canadian direct investment in 
the United States: An Ohio perspective. Canadian Journal o f  Administrative 
Sciences, 14(2): 178-87.

Kedia, Ben L., David J. Ackerman, Donna E. Bush & Robert T. Justis. 1994. Study Note: 
Determinants of internationalization of franchise operation by US franchisers. 
International Marketing Review, 11(4): 56-68.

Kim, W. Chan & Peter Hwang. 1992. Global strategy and multinationals entry mode 
choice. Journal o f International Business Studies, 23(1): 29-53.

Klein, Benjamin. 1980. Transaction cost determinants o f 'un fa ir’ contractural 
arrangements. American Economic Review, 70:356-362.

 & Lester F. Safi. 1985. The law and economics o f  franchise tying contracts.
Journal o f  Law and Eonomics, 28(2): 345-361.

Knight, Frank H. 1965. Risk, uncertainty and profit. New York: Harper and Row.

Kogut, Bruce & Harbir Singh. 1988. The effect o f national culture on the choice of entry 
mode. Journal o f International Business Studies, 19(3): 411-32.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

266

 . & Udo Zander. 1992. Knowledge o f  the firm, combinative capabilities, and the
replication o f  technology. Organization Science. 3(3): 383-97.

Konigsberg, Alexander. 1989 . International franchising: Commonly used terms, vol I, 
London: International Bar Association.

Kotler, Philip. 1991. Marketing management: Analysis, planning, implementation, and  
control, Seventh edition. Englewood Cliff, NJ: Prentice-Hall, Inc.

Ladd, George W. 1966. Linear probability functions and discriminant functions. 
Econometrica, 34 (4: October): 873-885.

Likert, R. 1932. A technique for measurement o f attitudes. Archives o f  Psychology, 140: 
44-53.

Madhok, Anoop. 1996. The organization o f  economic activity: Transaction costs, firm 
capabilities, and the nature o f governance. Organization Science, 7(5): 577-590.

 . 1997. Cost, value and foreign market entry mode: The transaction and the firm.
Strategic Management Journal, 18(1): 39-61.

Markusen, Ann. 1996. Sticky places in slippery space: A Typology o f industrial districts. 
Economic Geography, 72(3): 293-313.

Mason, Edward. S. 1957. Economic concentration and monopoly problem, Cambridge, 
Mass: Harvard University Press.

McIntyre, Faye S. & Sandra M. Huszagh. 1995. Internationalization o f franchise system. 
Journal o f  International Marketing, 3(4): 39-56.

Mendenhall, William and Terry Sincich, 1993, A second course in business statistics: 
regression analysis, fourth edition, Macmillan Publishing Company.

Minkler, Alason P. 1990. An empirical analysis o f a firm’s decision to franchise. 
Enonomics Letters, 34: 77-82.

Nelson, Richard. 1992. The roles o f firms in technical advance: A perspective from
evolutionary theory, in Dosi, Giovanni, Penato Giannetti, & Pier Angelo Toninelli 
(Eds.). Technology and enterprise in a  historical perspective. Oxford: Clarendon 
Press: 164-84.

 . & Sidney G. Winter. 1982. An evolutionary theory o f economic change.
Cambridge, MA: Harvard University Press, Belknap Press.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

267

Nonaka, Ikujiro. 1994. A dynamic theory o f organizational knowledge creation, 
Organization Science, 5(1): 14-37.

Norusis, Marija J. 1993. SPSS fo r Windows: Base system user's guide release 6.0,
SPSS Inc.

O Grady, Shawna & Henry W. Lane. 1996. The psychic distance paradox. Journal o f 
International Business Studies, 27(2)'. 309-33.

Padmanabhan, Prasad & Kang Rae Cho. 1996. Ownership strategy for a foreign affiliate: 
An empirical investigation o f Japanese firms. Management International Review, 
36(1): 45-65.

Parker, Barbara. 1996. Evolution and revolution: From international business to
globalization, in Handbook o f  organization studies. Stewart R. Clegg, Cynthia 
Hardy & Walter R. Nord (Eds.).

Pedersen, Torben & Steen Thomsen. 1997. European patterns o f corporate ownership: A 
twelve-country study. Journal o f International Business Studies, 28(4): 759-78.

Penrose, Edith. 1955. Research on the business firm: Limits to the growth and size of 
firms. American Economic Review, 45: 531-43.

 . 1966. The theory o f  the growth o f  the firm . Oxford NY: Oxford University Press.

Polanyi, Michael. 1958. Personal knowledge: Towards post-critical philosophy. London: 
Routledge & Kegan Paul.

Porter, Michael E. 1981. The contributions o f industrial organization to strategic 
management. Academy o f Management Review, 6(4): 609-20.

 . 1987. Competition in global industries. Boston: Harvard Business School Press.

Prahalad, C.K. & Yves L. Doz. 1987. The multinational mission: Balancing local 
demands and global vision. New York: The Free Press.

Pratten, Stephen. 1997. The nature of transaction cost economics. Journal o f  Economic 
Issues, 31(3): 781-803.

Preble, John F. 1992. Global expansion: The case o f U.S. fast-food franchisers. Journal 
o f  Global Marketing, 6(1/2): 185-205.

Press, James & Sandra Wilson. 1978. Choosing between logistic regression and
discriminant analysis, Journal o f  American Statistical Association, 73(364): 699- 
705.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

268

Rindfleisch, Aric. 1997. Transaction cost analysis: Past, present, and future applications. 
Journal o f Marketing, 61(4): 30-54.

Roberts, Peter W. 1997. Integrating transaction cost and institutional theories: Toward a 
constrained-efficiency framework for understanding organizational design 
adoption. Academy o f  Management Review, 22(2): 346-73.

Prahalad, C.K. & Gary Hamel. 1990. The core competence o f the corporation. Harvard 
Business Review, May-June: 79-91.

Root, Franklin R. 1994. Entry strategies fo r  international markets. New York: Lexington 
Books.

Rumelt, Richard P. 1984. Towards a strategic theory o f the firm, in Robert Boyden Lamb 
(ed.). Competitive strategic management. Englewood Cliffs, NJ: Prentice-Hall, 
Inc.: 556-70.

 . 1995. Inertia and transformation, in C.A. Montgomery (Ed.). Resource-based and
evolutionary theories o f  the firm. Boston: Kluwer Academic Publishers: 101-132.

Sadi, Muhammad A. 1994. International business expansion through franchising: The 
case o f fast-food industry. Doctoral Dissertation. Virginia Polytechnic Institute 
and State University.

Sarkar, Mitrabarun & Tamer Cavusgil. 1996. Trends in international business thought 
and literature: A review of international market entry mode research: Integration 
and synthesis. The International Executive, 38(6): 825-47.

SAS Institute Inc. 1995. Logistic regression examples using the SAS system. Version 6, 
First Edition.

SAS Institute Inc. 1989. U ser’s guide, Version 6, Fourth Edition, Volume 2, Cary, NC: 
SAS Institute Inc.

Schumpeter, J.A. 1950. Capitalism, socialism, and democracy. New York: Harper & 
Row.

Scott, Allen J. 1996. Regional motors of the global economy. Futures, 28(5): 391-411.

Shane, Scott. 1994. The effect o f national culture on the choice between licensing and 
direct foreign investment. Strategic Management Journal, 15(8): 627-42.

 . 1996a. Hybrid organizational arrangements and their implications for firm growth
and survival: A study o f new franchisers. Academy o f Management Journal,
39(1): 216-34.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

269

 . 1996b. Why franchise companies expand overseas. Journal o f  Business
Venturing, 11(2): 73-88.

Simon, Herbert A. 1951. A formal theory o f the employment relationship, Econometrica, 
19: 293-305.

 . 1957. Administrative behavior. New York: Macmillan Co.

 . 1972. Theories of bounded rationality, in McGuire, C.B. & Roy Radner (Eds.).
Decision and organization. Amsterdam: Noth-Holland Publishing Company: 161- 
176.

Smith, Brian A. 1990. Chapter 1: Commercial preparation. The international franchise 
option. Mark Abell (Ed.) London: Waterlow Publishers.

SPSS Inc. 1997. SPSS Base 7.5 Applications Guide. SPSS Inc.

Stopford, John M. & Jr. Louis T. Wells. 1972. Managing the multinational enterprise. 
New York: Basic Books.

Teece, David. 1981. The multinational enterprise: Market failure and market power 
considerations. Sloan Management Review, 22: 3-17.

 . 1986. Transaction cost economics and the multinational enterprise: An
assessment. Journal o f Economic Behavior and Organization, 7(1): 21-46.

Terpstra, Vem & Chwo-Ming Yu. 1988. Determinants o f foreign investment of U.S. 
advertising agencies. Journal o f  International Business Studies, 19(1): 33-46.

Tse, David K., Yigang Pan & Kevin Y. Au. 1997. How MNCs choose entry modes 
and form alliances: The china experience. Journal o f  International Business 
Studies, 28(4): 779-805.

Tse, Eliza C. & Joseph J. W est. 1992. Development strategies for international
hospitality markets, in Teare, Richard and Michael Olsin (eds.). International 
hospitality management, corporate strategy in practice. New York, NY: John 
Wiley & Sons Inc.

US Department Commerce. 1988. Franchising in the economy 1986-1988, Washington: 
US government printing office.

Walker, Bruce J. 1991. A comparison o f international vs. domestic expansion by US 
franchise systems. International franchising, in Alex S. Konigsberg (Ed.), 
transnational Juvis Publications, Inc.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

270

Walker, Bruce J. & Michael J. Etzel. 1973. The internationalization o f  US franchise 
systems: Progress and procedures. Journal o f Marketing, 37 (April): 38-46.

Weinstein, Arnold K. 1977. Foreign investments by service firms: The case of 
multinational advertising. Journal o f  International Business Studies, 8 
(Spring/Summer): 83-91.

Welch, Lawrence S. 1989. Diffusion o f  franchise system use in international operations. 
International Marketing Review, 6(5): 7-19.

 . & Reijo Luostarinen. 1988. Internationalization: Evolution o f a  concept. Journal
o f General Management, 14(2): 34-55.

Wesolowsky, George O. 1976. M ultiple regression and analysis o f  variance. New York, 
London, Sydney, & Toronto: John Wiley & Sons.

Williamson, Oliver E. 1975. Markets and hierarchies: Analysis and antitrust 
implications, New York: The Free Press.

 . 1989. Transaction cost economics, in Schmalensee, Richard & Robert D. Willig
(eds.). Handbook o f  industrial organization. Volume I. Amsterdam: Elsevier 
Science Publishing Company: 135-182.

Winter, Sidney G. 1987. Knowledge and competence as strategic assets, in Teece, David 
J. (ed.). The competitive challenge. Cambridge, Mass: Ballinger Publishing Co.: 
159-184.

Zietlow, Dixie & Jean-Francois Hennart. 1996. The International distribution of 
franchises by US franchisers. Paper presented at EIBA, Stockholm.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



www.manaraa.com

271

V I T A

Yong Suhk Pak

1962 Bom April 26 in Seoul, Korea.

1981 Graduated from Kwang-Sung High School, Seoul, Korea.

1981-85 Attended Yonsei University, Seoul, Korea.

1985 B.A., Yonsei University.

1985-87 Attended University o f Illinois, Urbana-Champaign, Illinois.

1987 M.B.A.. University o f Illinois at Urbana-Champaign.

1988-89 Corporal, Republic of Korea Army.

1989-92 Employed by Chemical Bank, Seoul, Korea as marketing manager.

1993-2000 Graduate School o f Management, Rutgers University.

1993-98 Research Assistantship, School of Industrial Management, NJIT.

1996 Article: North-East Academy of International Business

1998-99 Teaching Assistantship, School of Industrial Management, NJIT.

1999-2000 University Fellowship, Rutgers University.

2000 Ph.D. in international business.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.


