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Abstract
Purpose – The purpose of this paper is to examine whether operating countries influence restaurant
franchising system performance and what would be an optimal international franchise proportion.
Design/methodology/approach – The authors observed ten publicly traded franchise firms that operated
between 1995 and 2015. Data analysis is conducted through a generalized linear model (GLM) of panel data.
Findings – The model confirms a curvilinear U-shaped relationship between international franchise
expansion and firm performance, similar to domestic franchising. The authors found that international
franchisors have a higher optimal franchise proportion than domestic franchisors. The authors did not find that
operating countries influence firm performance.
Originality/value – This study contributes to franchising literature by expanding limited empirical studies
on international franchising. It provides practitioners with a new optimal franchise proportion at the
international level.
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1. Introduction
According to Madanoglu et al. (2017), “Franchising is a unique collaborative model of entry
with lower embedded risk (due to limited needed investment by the franchisor) and high level
of contractual control (through a prescribed business format)” (p. 29). Many studies,
institutions and resources have been allocated to research the economic impact of franchises
in the USA (IFA, 2014a, b, c). Franchising strategy has been extensively used for international
market entry (Czinkota and Ronkainen, 2010; Cavusgil et al., 2008; Peng, 2009; Rosado-
Serrano et al., 2018; Rosado-Serrano and Paul, 2018). Journal articles, theses and books have
explored international franchising through the lens of entrepreneurship (Combs et al., 2011;
Grewal et al., 2011; Meek et al., 2011), marketing (Aydin and Kacker, 1990; Eroglu, 1992;
Huszagh et al., 1992), international business (Contractor and Kundu, 1998; Erramilli et al.,
2002) and the service industry (Altinay, 2004; Alon et al., 2012; Bradach, 1997; Brookes, 2014;
Hsu and Jang, 2009; Sun and Lee, 2013; Song et al., 2017). The study of international
franchising is of utmost importance to service industries such as restaurants, hotels (Piot-
Lepetit et al., 2014) and retail (Bordonaba-Juste et al., 2009; Doherty, 2007). Firms within the
service industry are very interested in the strategic consequences of their financial
performance and survival (Chang and Rosenzweig, 2001; Baena, 2009).

International franchisors require more resources to operate than domestic franchisors
(Alon and McKee, 1999). In addition to the challenge of resource allocation, international
franchisors are subject to complicated relationships with their foreign partners (Alon et al.,
2012). McDonald’s and Yum! Brands (two of the best-known international franchisors)
operate their franchise systems in over 100 countries. Given that international franchisors
face complex decisions over the appropriate allocation of their scarce resources and
relationships with their agents, we will underpin our investigation on resource scarcity (Alon
andMcKee, 1999) and agency theories (Alon et al., 2012). The resource scarcity theory implies
that a company’s owned outlets will perform better when their financial constraints are
reduced, and agency theories suggest that franchising should be a preferred form of the
organization throughout the life of the retail chain because of various potential advantages
(Baena and Cervi~no, 2014). According to this theory, a firm adopts a franchising strategy
when it lacks the financial, human or information resources that are necessary for its growth
(Dant et al., 1996; Kaufmann and Dant, 1996; Oxenfeldt and Kelly, 1969; Hsu and Jang, 2009;
Roh, 2002). Franchising provides an opportunity for companies to acquire low-cost resources
and increase their market share (Laurie, 1995) with less use of debt or equity financing
(Roh, 2002).

Research scholars have used Tobin’s q (Garc!ıa-Garc!ıa et al., 2017; Hsu and Jang, 2009; Koh
et al., 2009) to account for present and future growth potential and accounting measures and
return on equity (ROE) (Hsu and Jang, 2009; Koh et al., 2009) and return on assets (ROA) (Hsu
and Jang, 2009) to account for profitability. Garc!ıa-Garc!ıa et al. (2017) explored the degree of
foreign expansion of Spanish firms using only Tobin’s q as their dependent variable. Albeit
this, there is limited knowledge of how foreign dispersion affects profitability and growth
potential in restaurant franchise firms. Rosado-Serrano et al. (2018) indicate that there is
limited knowledge about the role of dispersion and network complexity in international
franchising performance, thus suggesting new research should explore dispersion and
performance.

The purpose of this study is to examine whether the expansion of a restaurant franchise
system into more countries is a better performance measure instead of other resources such
as total assets. By following this approach, we aim to provide a new perspective that departs
from the traditional analysis of performance analysis based on limited resources. Besides, we
aim to determine an optimal international franchise proportion using the traditional resource-
based perspective and our dispersed network perspective. We will use the following two
questions to guide our investigation:
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RQ1. How does franchise system expansion affect firm profitability and
intangible value?

RQ2. How does country dispersion affect firm performance and profitability?

To provide an easy comprehension of this research, we have structured this chapter as
follows. In Section 2, we summarize the latest empirical research in international franchise
expansion and identify salient constructs, methods used, their outcome and limitations.

In Section 3, we describe the methodology used to expand our knowledge of the
internationalization of restaurant franchises. We investigate publicly traded restaurant
franchises between 1995 and 2015 using data provided by the Compustat database. By doing
so, we fill the gap left by previous studies, which only explore the phenomena based on
Bond’s franchise guide 2001–2008 (Alon et al., 2012; Ni andAlon, 2010; Hsu and Jang, 2009) or
until 2010 (Sun and Lee, 2013).

In Section 4, we discuss our results to determine if operating countries is a better
performance measure than utilizing a resource-based view (RBV) perspective to examine
franchisors’ system performance, and what would be an optimal international franchise
proportion. In Section 5, we present our conclusion, and in the last section, we discuss the
limitations of this project and directions for future research.

2. Literature review
2.1 Geographic dispersion
Before reviewing international franchising literature, we must explore geographic dispersion
literature in trade studies and its possible application in international franchising. Geographic
dispersion in trade has been used by different industries to identify their ideal physical
location. Geographic identification system (GIS) software combines digital mapping with
crucial location data that depicts trading area characteristics such as population,
demographics, data and customer purchases. Researchers have used gravity models to
describe how consumers flow between different shopping malls, patients between hospitals
and many more examples (Berman and Evans, 2010). The concept of bilateral distance is the
main characteristic of the gravity models, and measurement issues related to distance are
critical to the validity of any empirical application (Bergeijk and Brakman, 2010). In natural
sciences, distance is well defined, and itsmeasurement is very exact. Conversely, the economic
distance can have varying interpretations because it includes additional non-economic factors
such as cultural differences, differences in religion and language (dis)similarities, among
others. These different interpretations leave scholars unconvinced due to the ambivalent
theoretical point of view; nevertheless, it is considered a useful empirical tool (Bergeijk and
Brakman, 2010). Gravitymodels in the base form are used to determine the respective distance
between two countries that could be a useful tool for preparing a case analysis for a firm.

After reviewing the gravity and spatial models, we found that they require detailed
location information for all the franchised industry units including other relevant operating
data. Franchise systems have grown to be complex systems of participants, and not all the
operating information is available on public websites. Due to this limitation, we will focus on
performing an analysis based on the publicly available information.

Other notions of distance that have been used on franchising are cultural and institutional
distance (Rosado-Serrano et al., 2018; Baena and Cervi~no, 2014). Cultural distance has been used
to explore prior knowledge in the partner selection process and the different country/market
selection. Institutional distance considers regulatory, political and social environment and its
influence on the decision and governance mode of entry on franchise network. Both notions of
distance are useful when exploring international partner selection and performance, yet our
analysis is focused toward the amount of operating countries and its effect on the system.
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We have found several studies that attempt to explain optimal franchise system
proportions (Hsu and Jang, 2009), franchise expansion (Alon et al., 2012; Hoffman et al., 2016;
Ni and Alon, 2010; Perrigot et al., 2013; Rond!an-Catalu~na et al., 2012), speed of
internationalization (Garc!ıa-Garc!ıa et al., 2017), degree of franchising (DOF) (Koh et al.,
2009) and degree of internationalization (Sun and Lee, 2013), while other studies focused on
intangible value (Garc!ıa-Garc!ıa et al., 2017). In the Appendix section of this paper, we
summarize studies and their findings of franchise internationalization and performance.

2.2 Theoretical foundations
Rosado-Serrano et al. (2018) found that most of the studies on international franchising were
underpinned on three theoretical perspectives: agency theory, transaction cost theory and
RBV. Agency theory, which is sometimes called “principal-agent theory,” proposes that an
agency relationship exists between the franchisor and the franchise (Alon et al., 2012).
Franchisors depend on franchisees to reduce organizational costs and to achieve these goals
(Ni and Alon, 2010). Transaction cost theory (Williamson, 1975) considers firms as efficient
agents, and for that effort, they transfer activities in which they are not efficient to third
parties (Coase, 1937). The decision of whether to internalize or to outsource each process is
based on costs (Baena and Cervi~no, 2014; Hennart, 2000). Thus, this has been used for the
decision of whether to expand through franchising or by using company-owned outlets. RBV
suggests that firms engage in franchising to capitalize on rare and valuable resources, to
locate scarce resources such as capital and labor, and to expand in a shorter timeframe (Alon
and McKee, 1999). When firms engage with foreign franchises, they have access to local
know-how, capital and other inimitable resources domestic franchisors do not have or that
are too expensive to acquire. To underpin our analysis, we will use agency and RBV theories
for our first hypothesis and transaction cost theory for our second hypothesis. We feel these
three theoretical approaches can be fruitful for our analysis of an optimal international
franchise proportion from the perspective of asset utilization and the decision to be
geographically dispersed with more franchise outlets than company-owned outlets.

2.3 Performance analysis on international franchising
The international franchise association (IFA) prepares detailed reports on franchises that
operate in mainland USA based on USA congressional districts. These reports, although
comprehensive, only provide information about US domestic franchising. Hoffman et al. (2016)
used IFA Smartbrief announcements as a source of data for their analysis, focusing on how
many units were planned to be opened in a particular country. Studies that focused on the
restaurant industry have used SIC code 5812 (Hsu and Jang, 2009; Sun and Lee, 2013) to draw
financial information from Compustat (Hsu and Jang, 2009; Sun and Lee, 2013; Koh et al., 2009).
We decided to use the Compustat database (which is published by Standard and Poor) because
of its reliability and coverage of data from 65,000 firms, and because it goes back 40 or 50 years
(Investopedia, 2018). Some of the studies have used Bond’s Franchise Guide 2001–2008 (Alon
et al., 2012; Ni and Alon, 2010; Hsu and Jang, 2009) to draw financial and system size
information, while another group of studies has used companies’ 10-K reports to the Securities
and Exchange Commission (SEC) (Hsu and Jang, 2009; Koh et al., 2009; Sun and Lee, 2013).

Authors have used different measures to account for profitability, such as ROA (Hsu and
Jang, 2009), ROE (Hsu and Jang, 2009; Koh et al., 2009) and intangible value (Garc!ıa-Garc!ıa
et al., 2017; Hsu and Jang, 2009; Koh et al., 2009; Sun and Lee, 2013). Another measure found in
franchising studies that have been used as the control or independent variable is size. This
has been interpreted either as total assets (Garc!ıa-Garc!ıa et al., 2017; Hsu and Jang, 2009; Sun
and Lee, 2013; Koh et al., 2009; Song et al., 2017) or as size of network (Perrigot et al., 2013;
Mariz-P!erez and Garc!ıa-!Alvarez, 2009). Franchise proportion has beenmeasured as franchise

Country
dispersion in
international
franchising

755



outlets divided by total outlets (Alon et al., 2012; Hsu and Jang, 2009; Ni and Alon, 2010).
Dispersion of franchise systems has only been empirically explored from the US perspective
by the number of states in which the firm operates (Alon et al., 2012; Ni and Alon, 2010) and
from the perspective of the minimum required population in Spain (Rond!an-Catalu~na et al.,
2012). Based on our review, there has not been another variation of its use. Another measure
used to calculate franchise system expansion is operating countries. Garc!ıa-Garc!ıa et al.
(2017) used countries entered divided by years elapsed since first entry to calculate the speed
of internationalization. Perrigot et al. (2013) used a country variable as a dummy for a two-
country comparison. We have found insufficient evidence of studies attempting to explore
how operating countries affects the international franchise network.

We have found that prior studies conclude there exists a curvilinear, inverted U-shaped
relationship between Tobin’s q (Garc!ıa-Garc!ıa et al., 2017; Koh et al., 2009; Hsu and
Jang, 2009; Rhou and Koh, 2014) and the degree of internationalization (Sun and Lee, 2013;
Rhou andKoh, 2014), ROE (Koh et al., 2009; Hsu and Jang, 2009) and ROA (Hsu and Jang, 2009).
These findings are based on the reasoning that a combination of company-owned outlets and
franchise outlets will reduce agency costs and accelerate growth by overcoming resource
constraints. Under this assumption, if a firmhas all its units franchised is not in a better financial
position because it will lose the synergy provided by the right mix of company-owned/
franchised outlets. Thus, suggesting that a non-linear relationship presumption exists between
franchise proportion and the franchisors’ profitability and intangible value. As a firm’s
proportion of franchised outlets increases, its profitability and intangible value should improve,
but at a certain proportion, the profitability and intangible value might begin to decrease.

2.4 Hypothesis development
Mixed results on the analysis of the degree of internationalization had led researchers to
consider that there is a possibility of a non-linear relationship between internationalization
and firms’ performance (Rhou and Koh, 2014). In the Appendix section, we present a
summary of 12 empirical studies on international franchising expansion and dispersion. Prior
results suggest there is an inverted U-shaped relationship. Garc!ıa-Garc!ıa et al. (2017) found
such a relationship between the speed of internationalization and long-term performance.
Koh et al. (2009) examined franchising as a diversification strategy and found there is a more
quadratic/inverted U-shaped relationship between the DOF and its performance. Hsu and
Jang (2009) found an inverted U-shaped relationship between large domestic US franchisors
and firm profitability and intangible value. Despite this effort, scholars have not come to an
agreement on an optimal international franchise proportion and firm performance and
intangible value (Garc!ıa-Garc!ıa et al., 2017; Hoffman et al., 2016; Rhou and Koh, 2014; Sun and
Lee, 2013; Perrigot et al., 2013; Alon et al., 2012; Baena, 2012; Rond!an-Catalu~na et al., 2012; Ni
and Alon, 2010; Mariz-P!erez and Garc!ıa-!Alvarez, 2009; Koh et al., 2009; Hsu and Jang, 2009).
Among the unanswered questions regarding franchise proportion and firm performance,
none of prior studies consider the effects of the US recession (financial bubble), which not only
affected this country but also had effects on international markets. Because most of the
restaurant firms listed on the stock market are US based, future studies should consider the
effects of the mortgage crisis on international franchisors.

Based on previous findings and the theoretical underpinning of agency and resource-
based theories, we hypothesize there is a curvilinear relationship between international
franchise proportion and profitability and intangible value, suggesting the existence of an
optimal franchise proportion level to achieve the highest profitability and intangible value of
restaurant franchisor firms that operate internationally:

H1. There is a non-linear relationship between international franchise proportion,
profitability and intangible value.
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Baena (2012) explored the spread of franchising across emerging nations from the
perspective of Spanish franchisors. Hoffman et al. (2016) explored the number of planned
units in a particular country to predict a favorable business climate. Perrigot et al. (2013) used
a country variable to distinguish a study between French and US franchise networks. Based
on previous findings and the theoretical underpinning of agency and transaction cost
theories we hypothesize that international franchise proportion, performance and intangible
value can be better explained if we include operating countries instead of total assets:

H2. There is a non-linear relationship between country, international franchise
proportion, profitability and intangible value.

3. Methodology
Many studies exploring international franchising (Alon et al., 2012; Boulay, 2010; Koh et al., 2009;
Hsu and Jang, 2009; Hoffman et al., 2016; Ni andAlon, 2010; Perrigot et al., 2013; Tikoo, 2005) used
regression analysis. For our investigation, we opted to use a generalized linear model (GLM).
GLM is a flexible generalization of ordinary linear regression that can handle variables that are
not normally distributed (Chapman andMcDonnell, 2015). This means it can fit models for many
different distributions using a single and consistent framework that relates to the response
variable via a link function (Dobson, 2008). The sample we obtained consisted of publicly held
restaurant firms that have maintained similar ownership type for a constant period of 21 years
between 1995 and 2015. For our selection criteria, we used amixed-method approach for selecting
the observed firms (Hsu and Jang, 2009; Koh et al., 2009; Sun and Lee, 2013). We verified the
completeness of information on the financial ratios from the Compustat database (WRDS, 2017),
IFA member list companies, and the operating countries’ information and the amount of
franchise outlets and total outlets from each firm’s 10-K reports to the SEC. For our financial data,
we used the Center for Research in Security Prices’ (CRSP) database, which is merged with the
Compustat database (WRDS, 2017). Our initial draw from the CRSP/Compustat database on
March 2017 cameupwith a list of 109 firms. For this research,we eliminated firms such asBurger
King, because for a few years they were not publicly-held companies. After further review, we
kept only those firms that had franchise outlets during the observed period. Because of these
strict criteria,many firmswere eliminated fromour sample because they started franchising after
1997 or converted all of their units to company owned. The remaining firms were franchising
domestically and/or internationally. We included firms in a period where they might be only
domestic because at a later date they might be internationally, and wewanted to observe if there
were any effectswhen they started operating inmore than one country. Our final sample consists
of ten firms that were trading publicly between 1995 and 2015 and whose financial information
was complete in the CRSP/Compustat database (WRDS, 2017). Our sample comprises 210
observations: ten groupswith 21 observations of domestic and international franchise firms. The
dependent variables used are ROA and ROE. We calculate ROA by dividing net income by
average total assets. We calculate ROE by dividing net income by average stockholders’ equity.
ROAandROEare used tomeasure profitability. Tomeasure intangible value, we usedTobin’s q.
This measure is used to signify the stock market’s perception of the value of a firm’s present and
future income and growth potential (Montgomery and Wernerfelt, 1988).

The formula to be used for Tobin’s q is:

Tobin’s q ¼ MVEþ PSþ DEBT

TA
;

where MVE5(share price) 3 (number of common stocks outstanding); PS5book value of
the firm’s preferred stock; debt5(short-term liability – short-term assets) þ (book value of
inventories)þ (book value of long-term debt); and TA5book value of total assets. All the values
for ROA, ROE and Tobin’s q were drawn from the CRSP/Compustat database (WRDS, 2017).
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For the independent variables, we used franchise proportion, countries, size, debt and “after
2008” (see Table I). Franchise proportion is computed as the ratio of franchise outlets to a total
number of outlets. When a firm does not have franchise outlets, this ratio will be 0 (zero), and if
they are fully franchised, the ratio is 1 (one). This ratio increases as the amount of franchise
outlets increase. The decision on is franchised relies on managers, as agents of the firm and
underpinned on agency theory. In our sample, all firms had franchise outlets in most of the
observed years. There are some instances when the firm started and for a few years did not had
any franchised outlets. For country dispersion, we used the firms’ operating countries. The
decision to expand to more countries relies on managers decision on the perceived benefits and
costs as is suggested by transaction cost and agency theories. We drew this information from
their annual reports because it is not reported in the CRSP/Compustat database (WRDS, 2017).

Other independent variables used for control are size, ADV, debt and “after 2008.” Size is
measured as total assets. Ben-Zion and Shalit (1975) indicated that large firms tend to exploit
economies of scale; this allows larger firms to performmore cost-effective than smaller firms that
are consistent with the resource-based theory of firms performing better when they have access
to more resources. Advertising expenditure (ADV) affects the profitability and intangible value.
Greater use of this expense could influence them in a positive or negative manner. We
operationalize this control variable as advertising expenditure over total assets. For financial
leverage we will use a5debt. We define debt as total debt divided by total assets. Debt and size
values were drawn from the CRSP/Compustat database (WRDS, 2017); we had to calculate
advertising with values drawn from the CRSP/Compustat database because this data is not
directly provided. Similarly, we added a variable called “after 2008” to account for the recession
that occurred during 2007–2009 (Malshe andAgarwal, 2015). It assigns a value of 1 if year is 2008
and over; if it less than 2008, it gives a value of 0. Table I shows themeasurement of our variables.

4. Statistical analysis
Previous empirical studies about franchise systems have used different regression models.
Sun and Lee (2013) used generalized least squares to explore franchise system performance.
Koh et al. (2009) used pooled regression analysis to explore the DOF. Hsu and Jang (2009) used
multivariate regression analysis to explore an optimal franchise proportion. For our analysis,
we used a GLM and the statistical software Stata v14.2 (Statacorp LLC, 2015) to test H1 and
H2. GLM models are appropriate in the absence of a normal distribution, but one that is
bi-modal or skewed, among other characteristics. By using GLM, there is no need to transform
the response to create a normal distribution such as would be needed in ordinary least squares
(OLS) regression and then convert them back. GLM is appropriate when we seek to explain a
ratio variable, such as franchise proportion (franchise outlets/total outlets). Linear regression
models would ignore the zero lower bound, and would not consider the firm’s franchising
proportion during the observed period. By using Stata v14.2 (Statacorp LLC, 2015), we fit our

Variables Description

ROA Net income/average total assets (%)
ROE Net income/average stockholder’s equity (%)
Tobin’s q (Tob) (MVEþPEþ DEBT)/TA (ratio)
Franchise Proportion
(Fran_proportion)

Franchise outlets/total outlets (%)

Advertising ratio (ADV) Advertising expenditure/ total assets (ratio)
DEBT Total debt/total equity
Firm size (SIZE) Total Assets (million USD)
After 2008 Dummy variable: after 200851 if YEAR>52008 after 200850 if after 2008
Countries Operating countries (constant)

Table I.
Measurement of
variables
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GLM model’s within-panel correlation (Statacorp LLC, 2018) and model the correlation that
exists in our international franchisor firm panel.

InH1, we hypothesize that there is a curvilinear (non-linear) relationship between the ratio
of franchise outlets/total outlets and profitability (ROA, ROE) and its tangible value (Tobin’s
q). To test H1, we used the following three models:

ROAit ¼ β0 þ β1SIZEit þ β2ADVit þ β3Franproportionit þ β4Fran
2
proportionit

þ β5DEBTit þ β6after 2008it þ αnþ uit;

ROEit ¼ β0 þ β1SIZEit þ β2ADVit þ β3Franproportionit þ β4Fran
2
proportionit

þ β5DEBTit þ β6after 2008it þ αnþ uit;

Tobit ¼ β0 þ β1SIZEit þ β2ADVit þ β3Franproportionit þ β4Fran
2
proportionit

þ β5ROAit þ β6DEBTit þ β7after 2008it þ αnþ uit:

In our analysis, we aim to explore if there is a relationship between our independent and
dependent variables within a particular firm. Each firm may have different characteristics,
and we are interested in observing how ROA, ROE and Tobin’s q are affected. We used the
link(log) function to express the transformation to be applied to the dependent variable and
VCE (cluster firm). We clustered by the firm as a control measure.

ForH2, we introduced a country variable and eliminated size variable. We aim to explore
if there is an effect on performance and profitability if these franchisors are more dispersed,
by including their operating countries instead of the number of total assets each franchisor
has. To test H2, we used the following three models:

ROAit ¼ β0 þ β1ADVit þ β2Franproportionit þ β3Fran
2
proportionit

þ β4Countriesit

þ β5DEBTit þ β6after 2008it þ αnþ uit;

ROEit ¼ β0 þ β1ADVit þ β2Franproportionit þ β3Fran
2
proportionit

þ β4Countriesit

þ β5DEBTit þ β6after 2008it þ αnþ uit;

Tobit ¼ β0 þ β1ADVit þ β2Franproportionit þ β3Fran
2
proportionit

þ β4Countriesit

þ β5ROAit þ β6DEBTit þ β7after 2008it þ αnþ uit:

5. Results
5.1 Descriptive information
Table II shows the descriptive information about the variables used in this study. First, it is
important to notice that several of our variables do not follow a normal distribution. Debt,
Tobin’s q, size, ADV and “Fran Outlets,” which is used to create franchise proportion, are
right skewed; ROA is left-skewed; ROE has a normal distribution; “Fran_proportion2” is tri-
modal. Because of this variability, we used GLM for our statistical analysis to address the
non-normality issue.We found that ROAhad a 12 percentmean value in our sample and ROE
was 33 percent. Our findings on these two variables coincide with a pattern shown by Hsu
and Jang (2009) of franchise firms having more than double percentage ROE than ROA. It is
important to disclose that our model might present some similarities to Hsu and Jang’s (2009)
investigation about an optimal franchise proportion, but our findings cannot be compared
directly because they included in their study non-franchised firms, focused on domestic
franchising, large franchisors and a timeline from 1996–2005. Our study utilizes different
sample with small and large public franchisors. Our mean debt statistic of 3.57 is slightly
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higher than that of Hsu and Jang (2009) who observed the period between 1996 and 2005.
Because our study encompasses from 1995 to 2015, it could be inferred that firms in this
industry maintained a stable debt proportion after the 2008 recession. Tobin’s q for our
sample is 2.67; this indicates that the firms’ stocks are more expensive than the replacement
costs of their assets, therefore firms in our sample are overvalued. This coincides with our
mean value of 5,234 (million US$) for size (total assets). It should be a concern for investors in
the distribution of these assets (intangible, operating, receivables, etc.). Hsu and Jang (2009)
found a mean value of 1,136 (million US$) for size, which indicates that firms have increased
their total assets. Our advertising expenditure (ADV) is 0.053, which is lower than the 0.07
calculated by Hsu and Jang (2009). Similarly, our mean values of 6,469 for franchise outlets
(Fran Outlets), 9,954 of total outlets and 59 percent of franchise proportion are higher than in
previous studies. It can be said that franchisors have expanded significantly in all aspects
(network size and complexity) during the years following 2009. We found that firms in this
sample operate in an average of 37 countries.

Although these findings indicate an increase and expansion in the franchise restaurant
firm industry, we wanted to find out the median values of our sample because these show us
where our data divide. Although there are no references to this descriptive from our literature
review, we found it to be fascinating due to the skew that is shown in our data. Selected
median values are 1.13 for debt (3.57 mean), 20 percent for ROE (33 percent mean), 1,439 for
size (5,236 mean), 1,651 for franchise outlets (6949 mean), 2,576 for total outlets (9954 mean),
12 for countries (37 mean) and 73 percent franchise proportion (59 percent mean). These
findings indicate a possible interval window of typical values between the upper bound of the
median and the lower bound of the mean.

5.2 Statistical findings
Table III shows all three models selected. We found statistical significance at p-values of 0.1,
0.05 and 0.01. We found that size (with a test statistic of 3.64) has a positive relationship with
ROA with a p-value <0.01, which can be explained as the systematic increase in total assets
from firms engaging in international restaurant franchising. Similarly, we found a negative
(#2.06) significant relationship with debt. Franchise proportion has a positive relationship
(2.90) with p<0.01, and franchise proportion squared (#2.44) has a negative relationship with
p<0.05, which indicates that there is an optimal U-shaped relationship due to the negative
outcome of the squared term. We found that ADV had a significant positive relationship
(2.25). For ROE, we found that ADV (2.19) had a positive relationship p<0.05.We introduced a
new variable, “after 2008,” to account for the 2007–2009 recession period, and we found (3.05)
that there is positive statistical significance at p<0.01 with ROE, fromwhich we can infer that
during and after 2008, stockholders received more return from operations. For Tobin’s q we
found favorable statistical significance of p<0.1 for “after 2008” (1.70), indicating a high

DEBT ROE ROA Tob SIZE ADV
Mean 3.57 0.33 0.12 2.67 5,236 0.053
Minimum #12.47 #0.72 #0.37 0.68 25 0.002
Maximum 80.73 2.35 0.24 7.31 37,938 0.136
SD 8.53 0.40 0.05 1.19 8,345 0.032
Median 1.13 0.20 0.11 2.18 1,439 0.049

Fran outlets Total outlets Countries Fran_ proportion
Mean 6,469 9,954 37 0.587
Minimum 25 173 1 0.014
Maximum 32,969 42,692 125 0.98
SD 9,039 12,578 42 0.30
Median 1,651 2,572 12 0.73

Table II.
Descriptive statistics
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market value for these firms, which, compared with our calculated Tobin q mean of 2.67,
continues to indicate an overvalued industry and that the period after 2008 was positive for
these international franchisors. The three models indicate a positive sign at franchise
proportion and negative sign at franchise proportion squared, which reinforces an optimal
franchise proportion hypothesis or a U-shape inverted form. To calculate our optimal
franchise proportion, we derived each model concerning franchise proportion and franchise
proportion squared and used both coefficients to estimate the international franchise
proportion. The calculated estimates for the ROAmodel were of 62 percent, ROE of 59 percent
and Tobin’s q of 40 percent. Our results present a higher franchise proportion than that
calculated by Hsu and Jang (2009) for US domestic franchising in which ROAwas 44 percent,
ROE 46 percent, and Tobin’s qwas 37 percent, which explained by the growth and expansion
of the restaurant franchise industry. Therefore, we retain our H1 and conclude that there
exists a non-linear relationship between international franchise proportion, profitability and
intangible value. Our results indicate that all the three models can be used to estimate
profitability, intangible value and optimal franchise proportion.

For the effects of the country variable on ROA, ROE, and Tobin’s q, we review the results
from Table IV. We found statistical significance of country with ROA (3.88) at p<0.01, but no
significance for “after 2008.” Analysis for ROE and Tobin’s q did present significance with
“after 2008,” but none with countries. It could be said that “after 2008” is sensitive to ROE and
Tob q due to their exposure to financial markets and mainly the US Market that was
significantly affected with the mortgage crisis of 2008. Significant enough was ADV (3.00)
with ROEat p<0.01. Consistentwith findings inTable III, the threemodels indicate a negative
sign of franchise proportion squared. There is a lack of significance, however, which indicates
that there is no evidence of an inverted U-shaped relationship (and consequently no optimal

ROA ROE Tob
Variable Z-value/coefficient/p>jzj Z-value/coefficient/p>jzj Z-value/coefficient/p>jzj

DEBT #2.52 (#0.0069729**) 0.012 3.90 (0.0285046***) 0.000 #0.69 (#0.000579) 0.488
ADV 1.28 (2.083631) 0.202 3.00 (6.81757***) 0.003 #0.60 (#1.294001) 0.546
After 2008 1.04 (0.117024) 0.297 #8.56 (#29.43901***) 0.000 1.89 (0.1627544*) 0.059
Fran_proportion 1.81 (0.9001994*) 0.071 0.65 (1.399352) 0.518 1.67 (0.9172747*) 0.095
Fran_proportion2 #1.38 (#0.7026437) 0.166 #0.33 (#0.9263982) 0.744 #1.72 (#1.088462*) 0.085
countries 3.88 (0.0036113***) 0.000 1.04 (0.0058014) 0.300 #0.80 (#0.0013291) 0.421
ROA 6.43 (6.48972***) 0.000
_cons #19.99 (#2.700351***) 0.000 #6.92 (#2.611944***) 0.000 0.46 (0.1389002) 0.645

Notes: *p<0.1; **p<0.05; ***p<0.01

ROA ROE Tob
Variable Z-value/coefficient/p>jzj Z-value/coefficient/p>jzj Z-value/coefficient/p>jzj

DEBT #2.06 (#0.0044618**) 0.039 #0.54 (#0.0012966) 0.589 #0.77 (#0.0009181) 0.444
SIZE 3.64 (0.0000149***) 0.00 0.91 (9.45e-06) 0.364 #2.33 (#0.0000107**) 0.020
ADV 2.25 (3.493378**) 0.024 2.19 (8.796967**) 0.028 #0.99 (#2.196599) 0.321
After 2008 0.96 (0.1145099) 0.338 3.05 (0.5499059***) 0.002 1.70 (0.1613764*) 0.089
Fran_proportion 2.90 (1.471198***) 0.004 1.08 (4.154195) 0.280 2.02 (0.8798908**) 0.044
Fran_proportion2 #2.44 (#1.177784**) 0.040 #1.06 (#3.549841) 0.287 #2.12 (#1.095143**) 0.024
ROA 7.11 (6.621178***) 0.000
_cons #22.55 (#2.859041***) 0.00 #3.12 (#2.899637***) 0.002 0.63 (0.2040862) 0.527

Notes: *p<0.1; **p<0.05; ***p<0.01

Table IV.
Effects of Country on

ROA, ROE and
Tobin’s q

Table III.
Effects of franchise
proportion on ROA,
ROE and Tobin’s q
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franchise proportion). It appears that introducing the countries variable has misspecified the
models. This is apparentwhenwe look back to compare the results to those in the previous set
of models; the signs of many of the coefficients are now incoherent. For instance, in the ROE
model, after 2008 now has a large negative coefficient when it should be positive. Since the
three models indicate a negative sign for the coefficient of franchise proportion squared, and
attributing the lack of significance to misspecification, we can compute the optimal franchise
proportion based on the coefficient estimates and get 64% for ROA, 76% for ROE and 42%
Tobin’s q. Comparing these results to the previous set of models, the most robust of the three
is that for Tobin’s q measure of intangible value indicating a significant optimal franchise
proportion of about 40%. We can also synthesize our findings for an optimal franchise
proportion of about 60% to achieve profitability asmeasured by ROA and ROE. In summary,
our results indicate that operating countries does not contribute to the model in a significant
way that helps determine an optimal franchise proportion and so we reject H2.

6. Discussion
In this paper, we first aimed to investigate the performance of restaurant franchise systems
through the lens of operating countries and other resources such as total assets. Second, we
aim to determine an optimal international restaurant franchise proportion. The findings
presented in Section 5.2 provide answers to the two research questions we sought to address.
Our first research question aimed to investigate how franchise system expansion affects firm
profitability through an analysis of dependent variables ROA and ROE and intangible value
through Tob’ q. Findings revealed in Table III show that franchise system expansion reaches
a peak point. We found that franchise proportion variable and its squared term indicate that
expansion does influence firm profitability and intangible value, and at a certain level of
expansion, performance and intangible value start to diminish. These findings indicate a
U-Shaped relationship between performance, intangible value and system expansion. In
addition, we found that total assets a franchise firm has does influence in the franchise system
expansion; which is consistentwith RBV theoretical perspective. Because themeasure of total
assets includes the variation of tangible and intangible assets, we propose that future studies
should explore the effect of intangible assets in the system expansion.

Our second research question aimed to investigate how does country dispersion of the
franchise network affects firm profitability and intangible value. Similarly, as RQ1, our
dependent variables were ROA, ROE and Tob q. For this analysis, we did not consider the total
assets the firm had, and we focused on how many operating countries the franchise system has
expanded. Findings revealed in Table IV show that the number of operating countries is not a
predictor of franchise systemperformance and intangible value. Like findings shown inTable III,
the franchise system expansion is effective until a certain point, where it starts to erode following
a U-Shaped pattern. Because the measure of operating countries does not consider the
concentration of the franchise system in each country, we propose that future studies should
explore how concentration in each country affects the system performance and intangible value.

7. Recommendations
Findings from our research questions led us to suggest the following propositions for future
studies on international franchise system expansion and performance. First, many use total
assets as dependent or independent variables without exploring intangible and tangible
assets separately. We recommend that scholars consider investigating assets independently
and consider that international franchisors might incur in translation errors in asset
valuation and control for that issue. Second, we recommend that future studies investigate
how a high concentration of a franchise system in one country might influence the system
expansion and performance.
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8. Conclusion
Our study focused on the factors that determine restaurant firms’ propensity to internationalize
through franchising and the relationship between the number of operating countries each
franchisor expands. Concurrent with previous studies, our findings confirm that international
franchising affects firm performance. Overall, our results showed that restaurant firms choosing
to expand internationally through franchising might have advantages over firms that are
pursuing growth through company-owned outlets. These results are similar to those of previous
studies on franchise internationalization (Garc!ıa-Garc!ıa et al., 2017; Sun and Lee, 2013; Rond!an-
Catalu~na et al., 2012) and franchise proportion (Hsu and Jang, 2009). We found that all three
variables (ROA,ROEandTobin’s q) are useful for explaining international franchise profitability,
franchise proportion and intangible value. Likewise, we found that country dispersion can be
used to estimate firmperformance, intangible value and international franchise proportion,which
provides scholarswith anewand freshperspective for analysis that departs from thewidely used
resource-based theory. Similarly,we also coincidedwith previous studies, and conclude that there
exists an optimal U-shaped franchise proportion, suggesting the importance of such analyses for
managers to determine their optimal international franchise system proportion.

This study provides a richness of information about franchise firms that is important both
for management and for scholars interested in franchising. Because our data cover the period
from 1995 to 2015, we found patterns of rapid country expansion for several firms during the
first decade of observation. Also in this sample, there were newborn firms that followed this
rapid and exponential growth, which suggests that the growth of several of these firms
maintained a plateau after a period of exponential expansion. Fromour descriptive information,
we found that international franchisors maintained an average franchise proportion of 59
percent. We found that the optimal franchise proportion should be around 62 percent if we use
ROA, 59 percent for ROE and 40 percent for Tobin’s q when we use total assets as an
independent variable. Moreover, we found when we use countries, as an independent variable
the optimal franchise proportion should be around 64 percent if we use ROA, 76 percent for
ROEand 42percent forTobin’ q.These results suggest that international franchisorsmayhave
room to improve their performance by increasing their franchise proportion. We suggest that
further studies should explore how a higher franchise proportion affects performance.

9. Limitations and directions for future research
There are limitations to the current research. First, we selected only restaurant public firms that
had not changed from private equity to public during the 1995–2015 period and that were
engaging in franchising and our sample was of ten firms. By such strict criteria, we might
overlook that private owned firms might have better financial performance than their public
counterparts, limit the generalizability of our findings and only be useful for other restaurant
studies. Second, our sample included all the operating segments of the observed firms; there could
be a difference in their valuationmethods for current assets and liabilities. Firms that have assets
and revenues in foreign currencymight incur in translation errors and theymight be overlooked
when reinstating their financial statements. Third, our sample included variables that were not
normal. This could have limited the explanatory power of our analysis. Fourth, our study only
focused on the restaurant industry. By restricting our study to the restaurant industry, we
excluded hospitality, educational and other service industries, which also have a high economic
impact.We suggest future studies should compare our statistics with other industries to identify
similarities or trends at a global perspective. Fifth, our model does not distinguish the amount of
income derived from foreign operations, creating a void in the comparison between domestic and
regional analysis. Sixth, our model does not address the effects of distance and concentration of
geographic dispersion of each unit per host country. Finally, we did not consider franchise
operating years or years’ operating internationally. This could have shown any difference in
performance as the firms enter foreign markets, in addition to exploring how mature the firm

Country
dispersion in
international
franchising

763



might be in respects with others in the industry. Nevertheless, we believe that investigating the
optimal franchise proportion continues to be a relevant research topic in restaurant franchising
and other franchising industries, and should be considered in further studies. Future research
should explore in greater depth how relational contracting affects international franchise system
performance from the perspective of the franchisor and franchisee.

10. Managerial and academic implications
Our paper provides useful insights for managers when they are deciding on which markets
they want to expand their franchise networks. When they basse their rationale on asset
utilization, an optimal franchise proportion should around 62 to 64 percent based on ROA, but
for ROE, an optimal proportion should be around 59 to 76 percent. We feel these findings will
help practitioners consider there is room for expansion over their average 59 percent franchise
proportion found from the sample mean. This would only be useful in firms where managers
focus is based on return rather than unforeseen opportunities. In addition, other issues that
might affect themanagers decision process is a bias on the market selection process based on a
relationship with franchisees (Bradach, 1997) or relationship satisfaction and performance
(Ghantous andDas, 2018) that is not considered on ourmodel. Furthermore, our paper provides
new fresh insights for academics to consider. Because we did calculate an optimal international
franchise proportion without considering total assets, our findings could help scholars explore
franchise system performance without referring to the traditional resource-based perspective.
In addition, there are unanswered questions regarding network concentration, institutional and
cultural distance. We feel scholars should explore these questions in future research.
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