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Determinants of E-commerce adoption by franchisors:

Insights from the U.S. market

ABSTRACT

E-commerce has grown tremendously over the past decade. This paper focuses on E-
commerce adoption within the franchising sector. We formulate various hypotheses on the
factors that influence the adoption of an E-commerce strategy by franchisors, namely the
percentage of company-owned stores in the network, network size and age, franchisor
resources (franchising fees and franchising royalties), and the allocation of exclusive
territories to franchisees. The empirical study relies on a sample of 486 franchise networks in
the U.S. market. Our findings suggest that the percentage of company-owned stores and the
brand image, as represented by network size, both exert a significant and positive impact on
the adoption of an E-commerce strategy, whereas network age and franchising royalties exert
a significant and negative impact on the adoption of such a strategy. These findings are

discussed with respect to previous research results.
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1. INTRODUCTION

The Internet is being increasingly used by customers in order to search for pre-sales
information, purchase products, and obtain after-sales services. 72% of all U.S. Internet users
(i.e., 140 million individuals) made at least one online purchase in 2010 (eMarketer source).
Electronic commerce, or E-commerce, has strongly modified the way firms advertise and sell
their products and services. E-commerce presents a challenge for traditional firms, by

offering them opportunities yet at the same time certain threats.

A large body of research has investigated the benefits of E-commerce (Zhuang and
Lederer, 2003), the success of E-commerce (Delone and McLean, 2004), E-commerce
performance at the firm level (Wade and Nevo, 2005/2006) and the impact of E-commerce
on channel strategy in retailing (King et al., 2004). The determinants of Internet adoption by
firms have also been explored in the literature (Dholakia and Kshetri, 2004; Forman, 2005;
Forman et al., 2005; Martin and Pénard, 2005; Molla and Licker, 2005). Many firms,
especially retailers, however operate without a website. Only 69% of companies in the
European Union had a website in 2008 (Eurostat source?). Moreover, websites are quite
heterogeneous in terms of functionalities and contents: some offer limited services with
content seldom being updated, while others are characterized by a high degree of technical

sophistication and a significant amount of equipment and services.

In this paper, we focus on the E-commerce strategy adopted by franchisors. Through a
detailed exploration of U.S. franchisors’ websites, we are seeking to explain why some
franchisors offer no transactional functionalities while others allow customers to buy online.
A focus on E-commerce in the specific case of franchising is particularly relevant for several

reasons, among which the following can be cited. First, franchising deserves a specific

% The European survey only covered companies with over 10 employees. For smaller companies, the rate of
website adoption is much lower.



attention due to its growth in most industries: retailing and services, and most countries:
developed and emerging ones. Second, it is essential for franchisors and franchisees to
establish a presence on the Internet in order to build and reinforce their brand name, given
that brand name is a key element of franchising, as highlighted in its definition: "a
contractual agreement between two legally independent firms in which one firm, the
franchisee, pays the other firm, the franchisor, for the right to sell the franchisor's product
and/or the right to use its trademarks and business format in a given location for a specified
period of time" (Blair and Lafontaine, 2005, p. 3). Third, the adoption and implementation of
an E-commerce strategy may be a source of conflict within franchise networks. Franchisees,
which often benefit from exclusive territories, might consider the creation of a transactional
website by the franchisor as unfair competition, in extending the key concept of
encroachment (Emerson, 2010; Kalnins, 2004). Similarly, a franchisor could deter
franchisees from opening their own websites in an effort to preserve brand uniformity, which
proves so important in franchising (Cox and Mason, 2007; Kaufmann and Eroglu, 1998;

Perrigot et al., 2011; Streed and Cliquet, 2008).

The issues related to E-commerce adoption in franchising have mainly been addressed
through either a marketing approach (e.g., Cedrola and Memmo, 2009; Dixon and Quinn,
2004; Rao and Frazer, 2006; Watson et al., 2002) or a legal approach (e.g., Floriani and
Lindsey, 2001; Gotsopoulou, 2000; Plave and Miller, 2001; Terry, 2001). Yet despite this
existing stream of literature, more extensive research on E-commerce strategy within
franchise networks is needed (Cedrola and Memmo, 2009; Rao and Frazer, 2006). In this
paper, we conduct a more complete investigation of the determinants of E-commerce
adoption by franchisors by using a sample of 486 U.S. franchise networks. We extensively
review all of the factors that can potentially influence the implementation of a transactional

website, and more specifically the network'’s organizational form (i.e., percentage of



company-owned stores), the brand image through network size, network age, franchisor
resources (franchising fees and royalties), and the contract clause relative to exclusive

territories.

Only 20% of the sampled franchisors have launched a transactional website. Our main
findings suggest that the percentage of company-owned stores and the brand name (as
measured by network size) exert a significant and positive impact on the adoption of an E-
commerce strategy by franchisors, whereas network age and franchising royalties exert a
significant and negative impact. We will comment on these results in the paper's discussion
section, with references mainly to the literature on plural form, brand image and franchisor

resources.

The paper will be organized as follows. The second section will briefly review the
literature on E-commerce strategies in the franchising sector and state the various research
hypotheses. The third section will describe the research methodology, along with the sample,
variables and data analysis methods employed. We will then present and discuss our study

results in the fourth and fifth sections, followed by a short concluding section.

2. LITERATURE REVIEW

2.1. Franchising and E-commerce strategy

Scholars have already investigated the E-commerce strategy of franchisors from a legal
perspective (e.g., Floriani and Lindsey, 2001; Plave and Miller, 2001; Terry, 2001) as well as
a business perspective (e.g., Cedrola and Memmo, 2009; Dixon and Quinn, 2004; Rao and
Frazer, 2006). As regards the business emphasis, Dixon and Quinn (2004) analyzed the
Internet strategy of 364 U.K. franchisors and found that "online ordering and payment are by

no means the most popular function inherent in franchisors' presence on the World Wide



Web" in the U.K. (p. 318). They revealed that over 10% of franchisors websites enabled
customers to order but not pay online, and over 15% offered facilities to order and pay via the
website. They also highlighted significant variations across industries (e.g., the percentage of
franchisors websites with ordering and payment services equaled 44.44% for health and
beauty, 36.84% for walk-in retail and 33.33% for printing services®). Other authors have
pointed out similar evidence on the adoption of E-commerce strategies in the franchising
sector. From their sample of 305 franchisors websites selected from eight different industries
and various markets (Australia, Brazil, Canada, Mexico, Spain, the U.K. and the U.S.),
Cedrola and Memmo (2009) found that only 10.2% of websites offered functionalities related
to online purchases, primarily in the hotel/restaurant sector (24%), specialist food retailing
(19.4%) and household articles (12.5%). In Australia, these same figures were derived by
Rao and Frazer (2006) when studying a random sample of 202 Australian franchisors. Only
11.4% of franchisors websites allowed customers to buy online. According to these authors,
no significant correlation exists either between network size and online sales or between

network age and online sales.

Cliquet et al. (2010) focused their examination on a sample of 166 U.S. networks
present in industries that are "the most susceptible to direct on-line sales to end users" (p. 6).
They observed that 34% of the websites in their sample were transactional. This high figure,
in comparison with previous findings, is probably due to the types of industries selected as
well as the exploratory nature of their study. These authors also identified a significant and
negative correlation between the percentage of franchised stores within the network and the
adoption of an E-commerce strategy. More specifically, their empirical study showed that the
percentage of franchised stores was close to 82% for networks with a transactional website,

and near 93% for networks without such a website. In addition, the results of their logistic

® These percentages concern only the sample of franchise networks with a website.



regression model revealed that, beyond the significant and negative influence of the
percentage of franchised stores, a significant and positive influence of network
internationalization on the adoption of an E-commerce strategy by franchisors was also being

exerted.

The present paper is intended to complement these previous findings and offers a
broader view of the factors influencing E-commerce adoption. It seeks to test the role of the
network's organizational form (i.e., percentage of company-owned stores), brand image
through network size, network age, franchisor resources and the granting of exclusive
territories in implementing an E-commerce strategy. The following section will be devoted to

developing the paper's various research hypotheses.

2.2. The determinants of franchisors' decision to adopt an E-commerce strategy

2.2.1. Percentage of company-owned stores and franchisors' E-commerce strategy

Many of the advantages associated with the plural form have been highlighted in the
literature. A major study was conducted by Bradach (1997, 1998). By performing an in-depth
exploratory study of U.S. fast food networks, Bradach explained that the plural form
enhances a franchisor's ability to meet the four main challenges in network management, i.e.,
network growth by adding new stores in coping with speed and location quality constraints;
maintenance of concept uniformity across stores on behalf of the brand image; local
responsiveness to threats and/or opportunities; and system-wide adaptation to accommodate
concept changes. He also described several processes emerging in a plural form network that
help the franchisor more easily meet these four challenges. Other researchers interested in the
plural form phenomenon have relied on various established frameworks to showcase the
benefits of plural form in terms of innovation (Bradach, 1997; Cliquet and Nguyen, 2004;

Lewin-Solomons, 1999), strategic and managerial flexibility (Cliquet, 2000), efficiency



(Botti et al., 2009; Perrigot et al., 2009), cost, growth, quality and risk (Ehrmann and
Spranger, 2004), and franchisors' ability to curb franchisee opportunism and develop an
enhanced negotiation capability through direct business involvement (Dant and Kaufmann,

2003).

Yet despite these benefits, implementing a plural form network requires specific
managerial talents, e.g., convincing independent franchisees to accept the franchisor's
strategic choices and coordinate the supervision of company-owned stores. A plural form
network is a dual distribution network with two channels: franchised one and company-
owned one. Franchisors operating a plural form network are thus more familiar with the
implementation of a multi-channel strategy, hence more capable of setting up and managing a
third channel, which may be the Internet. In other words, franchisors operating a plural form

network are more likely to adopt an E-commerce strategy.

Other rationales also deserve to be mentioned. Franchisors with a high percentage of
company-owned stores are less fearful of reactions from their franchisees regarding E-
commerce than are franchisors with a high percentage of franchised stores. E-commerce can
indeed be considered as internal and unfair competition by franchisees, in considering the
transactional website as a competitor, whereas such is not the case when the stores are
company-owned. This point makes reference to the notion of encroachment (Emerson, 2010;
Kalnins, 2004; Stassen and Mittelstaedt, 1995; Vincent, 1998; Zeller et al., 1980), which is
currently one of the main issues in the field of franchise networks (Emerson, 2010). In the
present study, this notion pertains to the case of an offline (franchisees) - online (franchisor

website) encroachment.

It can also be argued however that franchised stores benefit from the presence of a

website, since greater numbers of customers are searching online for products or services



before conducting their purchases offline (Weltevreden, 2007). In this case, physical stores
can leverage the franchisor's website in order to save on the cost of information provision as
customers become more aware of the features of the particular products and services.
Nonetheless, these positive effects are difficult to measure and the franchisees tend to
overestimate the risk of parasitism in an online channel. In organizational terms, it is simpler
to require the managers of company-owned stores than franchisees to participate in the
delivery process for products purchased online. Products can typically be delivered to
customers' homes for an additional fee or to the closest store at no charge. Product returns, in
the case of defects or dissatisfaction for instance, are also easier to organize in company-
owned stores than in franchised stores. Franchisees may in fact consider these services as
extra tasks, time consuming and wasteful, without yielding any added value for them. In
short, franchisees might consider such services to lie outside their scope of business. The

following hypothesis can then be formulated:

H1: The higher the percentage of company-owned stores in the network, the more likely the

franchisor will adopt an E-commerce strategy.

2.2.2. Brand name and franchisors' E-commerce strategy

Brand name is a key element in franchising (e.g., Caves and Murphy, 1976; Mathewson and
Winter, 1985; Minkler and Park, 1994; Rubin, 1978). A franchise network with a strong
brand name will be able to attract Internet users to their transactional websites and therefore

be more likely to adopt an E-commerce strategy. The underlying reasons are mainly twofold.

Customers passing in front of a physical store may be enticed to enter and make
purchases thanks to attractive window displays with a wide range of products, effective
merchandising, promotions, friendly employees, etc. These types of spontaneous or

unplanned purchases occur less frequently online. It is a greater challenge to convince



Internet users not only to click on a transactional website, but also to visit the various Web
pages and, above all, to order on this website. Sponsored links on search engines, banners or
affiliation campaigns can draw traffic to a website, but the brand name awareness and brand
image constitute the most efficient means of attracting Internet users to a transactional
website and converting visits into sales. Brand name is actually a key reputational resource,
whose value is reflected by the trust engendered among customers. It is particularly difficult
to assess the quality of products/services on a website, e.g., apparel, cosmetics, furniture,
shoes and perfumes. Thus, the "signals” provided by a trusted brand name are a critical

decision-making input (Kirmani and Rao, 2000).

In our paper, the franchise network brand name is measured by network size. The
substitution of network size when referring to the franchise network brand name has often
been practiced in previous research. The brand's presence in numerous locations undeniably
leads to higher brand visibility. According to Lafontaine (1992), the value of the brand name
increases with the number of stores displaying it, i.e., with the franchise network size. In the
same vein, Baucus et al. (1993, p. 95) asserted that the "total number of retail units indicates
the visibility of the franchisor's brand name"”. Moreover, Michael (2003, p. 62) found that
franchisors could gain a first mover advantage by growing faster than their competitors,
because "more sites [...] allow for a broader base of customers to experience the product and
shape their preferences”. This author argued that the largest franchise network could alter the
customer's perception and outmanoeuvre rival networks in terms of trademark valuation.
Barthélemy (2008) also demonstrated that brand name value, as measured on a four-point
Likert scale in a questionnaire-based survey, and size were significantly and positively
correlated. Given that network size is a good proxy for brand name, we can formulate the

following hypothesis:

10



Hypothesis H2: The larger the franchise network, the more likely the franchisor will adopt an

E-commerce strategy.

2.2.3. Network age and franchisors' E-commerce strategy

Network age is an important feature of any franchise network. It offers a measure of the
franchisor's experience and know-how, which are highly important intangible assets (Norton,
1988). The competences accumulated over years of experience can help the franchisor
implement innovative strategies. In the case of an E-commerce strategy, a more mature
franchise network could have greater capabilities in managing investments and introducing

Internet-based technologies.

A younger franchise network however has greater flexibility and reveals an adaptive
capacity relative to new technologies. Franchisors with recently started businesses are more
likely to have integrated E-commerce into their initial business format and set up contractual
arrangements with their franchisees. A more mature network is more rigid and locked into
operational routines. A transactional website serves as an innovation that forces the
franchisor to rethink business methods and processes, in addition to modifying contractual
arrangements with both the franchisees and managers of company-owned stores. These
changes would be more complicated if the franchising contracts had been designed before the
advent of E-commerce, in which case the franchising contract would be incomplete with
respect to Internet-related technologies, since an important contingency (i.e., implementation

of an E-commerce strategy) had not been specified in the initial contracts.

Contract theory underscores how incompleteness can deter investments in specific
assets and reduce contractual efficiency in the future (Al-Naijar, 1995; Hadfield, 1990). As a
mature franchise network faces more widespread contractual incompleteness with respect to

E-commerce, the franchisor will be more reluctant to invest in a transactional website over

11



fear of conflict. Even though network age can induce competing effects (i.e., the know-how
effect that facilitates E-commerce adoption vs. the incompleteness effect that deters E-
commerce investment), the arguments in favor of a negative impact are more convincing. We

can therefore formulate the following hypothesis:

Hypothesis H3: A younger franchise network is more likely to adopt an E-commerce strategy.

2.2.4. Franchisors' resources and E-commerce strategy

A franchisor with considerable resources will be more likely to adopt an E-commerce
strategy. Implementing such a strategy definitely requires specific investments, which
involve: 1) spending money and time on Research and Development (R&D) to handle
technical and marketing issues; 2) hiring new managers with specific profiles and
backgrounds that match the E-commerce strategy, and more specifically feature a multi-
channel strategy; 3) proceeding with external benchmarking; and 4) reinforcing
communication and advertising in pursuit of cross-channel optimization (Achabal et al.,
2005). In this paper, we have decided to translate the franchisor's resources through the
franchising fees and royalties. Woll (1968/1969) considered both these categories as sources
of revenues to franchisors and, in fact, they constitute the franchisors' main resources.
Franchising fees are paid by franchisees to the franchisor only one time at the beginning of
the relationship, whereas franchising royalties are paid by franchisees to the franchisor
monthly, in most instances based on a percentage of total store sales. Consequently, these two
revenue sources (i.e., franchising fees and franchising royalties) will serve to cover
innovation and advertising spending. Moreover, in this particular case, the two sources
provide the capital to invest in Internet-related technologies. We can therefore formulate the

following hypothesis:

12



Hypothesis H4a: The higher the franchising fees, the more likely the franchisor will adopt an

E-commerce strategy.

Hypothesis H4b: The higher the franchising royalties, the more likely the franchisor will

adopt an E-commerce strategy.

2.2.5. Exclusive territories granted to franchisees and franchisors’ E-commerce strategy

Network growth is an important challenge for a franchisor (Bradach, 1997, 1998). The
opening of new stores enables increasing system-wide sales and franchisors' revenues
through franchising fees and royalties. In the case of a specific geographical area, franchisors
gain by opening new stores as long as the additional revenues are greater than the revenues
lost at existing stores. It must be kept in mind that new stores negatively affect existing store

sales within the same geographical area (Nair et al., 2009).

In practice, certain territorial restrictions exist within the franchising sector, and "often
play an important role in agreements between franchisors and franchisees™ (Stern et al.,
1976, p. 69). A franchisor may indeed grant territorial exclusivity to its franchisees along
with the guarantee that it will not open any other stores under the same brand name, whether
franchised or company-owned, within a specific geographical area. According to Cox and
Mason (2009, p. 521), practices in franchising are heterogeneous, with three main types of
network allocation: 1) "networks allocated on the basis of exclusive geographical
territories”, 2) "networks allocated on the basis of non-exclusive territories”, and 3)

"networks not involved in either exclusivity or territories™.

A stream of literature has focused on territorial exclusivity as well as with
encroachment, which denotes a situation where a franchisor adds new stores close to its

franchisees' existing stores, in using the same brand (Azoulay and Shane, 2001; Emerson,

13



2011; Kalnins, 2004; Stassen and Mittelstaedt, 1995; Vincent, 1998; Zeller et al., 1980).
Encroachment is a key issue in franchising. As an illustration, Emerson (2010, p. 193)
emphasized that franchisees consider encroachment as the "number one problem". He also
pointed out that: "Encroachment has been the domestic franchising problem of the past
decade."” Kalnins (2004) also explained that encroachment has given rise to a number of
important debates in franchising, not only among scholars but practitioners as well, especially
during franchisees conventions. The opening of a new store near existing ones can lead to the
cannibalization of existing store sales, thus potentially creating a source of franchisor-

franchisee conflicts (Kalnins, 2004; Stassen and Mittelstaedt, 1995).

According to Emerson (2010, p. 226), "another form of non-traditional encroachment
does not include physical incursions upon the franchisee's asserted territory"”. This deals
specifically with Internet encroachment. Fontenot et al. (2006, p. 79) recalled that "several
franchisees have taken legal action against those Internet franchisors that encroached upon
their territories”. These authors detailed an Internet case of encroachment, i.e., Emporium

Drug Mart of Shreveport v. Drug Emporium Inc.

In this case of Internet encroachment, the franchisee benefiting from a territorial
exclusivity in the franchising contract may consider the franchisor who adopted an E-
commerce strategy as a direct competitor in its own territory and, moreover, as the agent
responsible for sales and revenue losses. For this reason, we are considering that those
franchisors granting their franchisees exclusive territory in the franchising contract will
transpose this condition to the Internet, making them less likely to adopt an E-commerce
strategy than those not granting exclusive territory. We can thus formulate the following

hypothesis:

14



Hypothesis H5: Franchisors granting exclusive territories to their franchisees will be less

likely to adopt an E-commerce strategy than franchisors that do not.

3. RESEARCH METHODOLOGY

3.1. Sample

The empirical study uses data on franchise networks in the U.S., which currently comprises
more than 2,200 networks, including 784,802 franchised stores responsible for 7,808,000
jobs and generating USD 739.9 billion in revenue (PricewaterhouseCoopers, 2011). The data
stem from the Entrepreneur Annual Franchise 500 (2009) list of the 500 leading franchise
networks operating in the U.S. This source has been used in previous studies on franchising
(e.g., Castrogiovanni and Justis, 2002; Combs and Castrogiovanni, 1994; Elango, 2007;
Lafontaine, 1992; Lafontaine and Shaw, 1999) and has proven to be reliable. From this list,
we identified the websites of each of these 500 networks by means of a Google search. Seven
networks did not operate with a website, while the websites of seven others were down due to
technical problems experienced during the observation period of May-June 2009. The final

sample thus included 486 franchise networks.

3.2. Variables

3.2.1. Dependent variable

An in-depth observation of the contents of each of the 486 franchisors websites was
conducted in order to both list the available functionalities and characterize the nature of the
website (transactional or not). We created a binary variable called "E-commerce adoption™
that equaled 1 if the website was transactional, i.e., allowing customers to order and/or pay
online (and 0 otherwise). "E-commerce adoption” is the dependent variable in our logistic

model. Nearly all franchisors provided details about their products and/or services (96.5%),
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yet only one in five franchisors had adopted an E-commerce strategy (i.e., only 20% of the

websites were transactional).

3.2.2. Independent variables

The independent variables, i.e., expected to be potential determinants of E-commerce strategy
adoption by franchisors, are as follows. The first factor is the worldwide percentage of
company-owned stores within the network. We would have preferred to use the percentage of
company-owned stores strictly in the U.S. market, but unfortunately such data were not
available. We would expect however that the worldwide percentage offers a close
approximation of the percentage of company-owned stores within the domestic market since
most U.S. franchisors locate only a small percentage of their total stores in foreign markets.
Lafontaine and Oxley (2004), who faced this same data constraint, actually found very
similar results whenever it was possible to compare domestic and worldwide figures. Perrigot
et al. (forthcoming) also experienced this issue when exploring the impact of the percentage
of company-owned stores on networks' internationalization strategy. In the present study, the

percentage of company-owned stores within the global network equals 7.25% on average.

The second factor is network size, which serves as a proxy for the brand image and
franchise network reputation. Network size refers to the number of stores in the network
worldwide. The mean size of our sampled franchise networks is 938.51 stores throughout the
world. The third factor is network age, which measures the level of contractual
incompleteness in Internet-related technologies and the difficulty of implementing an E-
commerce strategy. In this empirical study, the mean age is 17.53 years. The fourth factor is
franchisor resources, which have been proxied by franchising fees and royalties. Franchising
fees are paid by franchisees to their franchisor on a one-time basis at the beginning of the

relationship. The average franchising fees paid among our sample franchisors equals USD
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33,454.96. Franchising royalties are paid by franchisees to their franchisor on a regular basis,
typically monthly. The average franchising royalties here are 6.17% of store sales. Account is
also made of whether or not franchisors are assigning exclusive territories to their
franchisees. 78% of the sampled franchisors have granted an exclusive territory to their

franchisees.

3.2.3. Control variables

Other characteristics of the franchise networks, and more specifically the franchising contract
duration, the industry (retailing vs. services) and the internationalization strategy, are used as
control variables in the logistic regression model. For information, the mean contract duration
equals 11.12 years. 65% of all franchisors do business in the service industry, while 56% of
the franchise networks are international. We would expect that E-commerce adoption in a
retail franchise network creates more conflicts with franchisees than in a service-oriented
network. Many services require the customer's in-store presence while the online channel is
more complementary than substitutable relative to the offline channel. All these variables are

presented in Table 1, along with some basic statistics and correlation values.

Insert Table 1 here

3.3. Data analysis methods

Various descriptive statistical methods were used to highlight the determinants of franchisors’
E-commerce strategy adoption, with the choice of methods based on the type of variable (i.e.,
metric vs. categorical): t-tests and Pearson chi-square tests. A logistic regression model was
also run to highlight the specific determinants that, when aggregated, are able to predict the

adoption of an E-commerce strategy by franchisors.
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4. RESULTS

4.1. Descriptive analyses

According to results of the t-tests and Levene statistics, franchisors adopting an E-commerce
strategy possess a significantly higher percentage of company-owned stores (9.85%) than
those choosing not to adopt (6.61%) [Sig < 0.10]. Adopting franchisors also run significantly
larger networks (1,879.53 stores vs. 706.28) [Sig < 0.05] and significantly older networks
(19.72 years in business vs. 16.99) [Sig < 0.10], in addition to requiring significantly lower
franchising royalties (5.49 vs. 6.33) [Sig < 0.05]. However, no significant differences were
found in terms of franchising fees. According to the results of Chi-square tests, no significant
correlation exists between the allocation of exclusive territories and the adoption of an E-
commerce strategy (Chi2 = 1.950; Sig = 0.105). As far as control variables are concerned, the
results of the t-tests and Levene statistics do not report any significant differences between
contract duration of franchisors who adopt an E-commerce strategy and this of franchisors
who do not. Moreover, Chi-square test results do not report any significant correlation
between industry sector (retailing vs. services) or the franchisor's international strategy and

the likelihood of adopting an E-commerce strategy.

Insert Tables 2 and 3 here

4.2. Explanatory analyses

Two logistic regression models have been tested (Table 2). The first estimates the impact of
control variables on the adoption or non-adoption of an E-commerce strategy by franchisors.
The second model allows testing our research hypotheses with all the potential determinants

of E-commerce strategy adoption by franchisors.
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The global model is considered to be satisfactory according to values of the
Nagelkerke R? and the Hosmer and Lemeshow test. Moreover, 84.3% of franchisors are
correctly classified. The results of this logistic regression model indicate five findings. First,
there is a significant and positive relationship between the percentage of company-owned
stores within the network and the adoption of a E-commerce strategy (Coef = 0.018; St. Error
=0.008; Sig = 0.030). In other words, the greater the percentage of company-owned stores in
the network, the more likely the franchisor will adopt an E-commerce strategy. Research

hypothesis H1 is thus confirmed.

Second, there is a significant and slightly positive relationship between network size
and E-commerce strategy adoption (Coef = 0.000; St. Error = 0.000; Sig = 0.004). Put
otherwise, the larger the franchise network, the slightly more likely the franchisor will adopt

an E-commerce strategy. Research hypothesis H2 is thus confirmed.

Third, there is a significant and negative relationship between network age and E-
commerce strategy adoption (Coef = - 0.026; St. Error = 0.014; Sig = 0.067), i.e., the older
the franchise network, the less likely the franchisor will adopt an E-commerce strategy.

Research hypothesis H3 is thus confirmed.

Fourth, no significant relationship exists between franchising fees and E-commerce
strategy adoption, meaning that research hypothesis H4a is not confirmed. Nonetheless, a
significant though negative relationship has been found between franchising royalties and E-
commerce strategy adoption (Coef = - 0.176; St. Error = 0.087; Sig = 0.043). In other words,
the higher the level of franchising royalties, the less likely the franchisor will adopt an E-

commerce strategy. Research hypothesis H4b is thus refuted.
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Fifth, no significant relationship has been identified between the allocation of
exclusive territories and E-commerce strategy adoption, meaning that research hypothesis H5

is not confirmed.

As far as control variables are concerned, contract duration, industry (retailing vs.
services) and network internationalization have no impact on franchisors' E-commerce

strategy.

Insert Table 4 here

5. DISCUSSION

5.1. Research contributions

The present research contributes to the literature on franchising and E-commerce in several
ways. For a number of years, franchising topics have been increasingly explored by
researchers from a range of perspectives, including: law, management, marketing, strategy,
and entrepreneurship (Combs et al., 2004; Combs et al., 2011). Nonetheless, further research
is needed to better understand franchisor strategies (Ketchen et al., 2011). In this paper, we
examine one particular franchisor strategy, namely the multi-channel strategy that combines
physical stores with online store through Internet. Our objective has been to identify the

factors that influence E-commerce adoption by franchisors.

We begin by focusing on the interdependence of two strategic decisions: the network's
organizational form, as reflected by the percentage of company-owned stores in the network,
and the adoption of an E-commerce strategy (in conjunction with the physical channel). A
significant and positive relationship could thus be highlighted. Our findings suggest that these
two strategies may be complementary through a more global multi-channel strategy, as

already determined by Cliquet et al. (2010).
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An E-commerce strategy can in fact be used to strengthen or preserve a competitive
advantage. Franchisors (as well as their franchisees) need to realize that if they do not adopt
an E-commerce strategy, then their competitors (whether franchised or not) or pure players
will adopt such a strategy and eventually poach their customers. Our results show that the
more readily franchisors rely on company ownership, the less likely they are to adopt an E-
commerce strategy. Franchisors will thus be more capable of instituting an E-commerce
strategy if franchisees have more limited power or decision rights within the network, as
compared to managers of company-owned stores. This negative correlation underscores the
tensions and fears that an online channel may raise within a network composed of many
franchisees. However, if the strategy is introduced and managed by relying on
communication and transparency, with franchisees involvement, this can lead to a

competitive advantage for both the franchisor and its franchisees.

Two procedures for involving franchisees in the E-commerce strategy will now be
briefly mentioned. The first consists of identifying, in collaboration with franchisees, a
franchisee incentive scheme based on sales transacted through the franchisor's website. The
major difficulty inherent in this approach is to identify an efficient, yet simple, scheme
acceptable to all parties. The second procedure entails centralizing orders on the franchisor's
website and then forwarding the orders received to the nearest franchisee. Such an approach
now appears to be increasingly adopted by franchisors. It offers the advantages of being
consensual and financially profitable to franchisees while allowing the franchisor greater
latitude in overseeing its E-commerce strategy. The level of confidence inspired throughout
the network will then generate a greater propensity on the part of franchisees to cooperate and
moreover will minimize internal conflicts. This finding corroborates the literature dealing
with plural form, as well as all synergies highlighted by various authors (e.g., Bradach, 1997,

1998; Ehrmann and Springer, 2004).
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Second, many authors have emphasized the importance of brand image in the
franchising context (e.g., Caves and Murphy, 1976; Mathewson and Winter, 1985; Minkler
and Park, 1994; Rubin, 1978). Relative to multi-channel strategy, it will be stated here as well
that brand image, as proxied by network size, is of great interest when adopting an E-
commerce strategy. It is one of the preconditions for attracting Internet users to the website,
not only to increase traffic, but also to generate online purchases. This process is thus more
complicated for smaller networks, with a weaker brand image, to adopt an E-commerce
strategy. Such a result is consistent with the research of Rao and Frazer (2006), who could
not detect any significant impacts of network size on E-commerce strategy adoption

decisions.

Third, regarding franchisors' resources required to adopt an E-commerce strategy, the
empirical study results are somewhat surprising. Franchising fees do not exert any significant
impact on franchisor propensity to adopt an E-commerce strategy, whereas franchising
royalties would exert a negative impact. This outcome suggests that the resources stemming
from franchising fees and royalties do not contribute positively to explaining the adoption of
an E-commerce strategy and moreover are probably excluded when setting up and managing
the transactional websites. One track for further exploration regarding franchising royalties
would be the following. If franchising royalties are high and if franchisees receive substantial
assistance by field consultants and training during continuous sessions, then perhaps the
franchisor would not feel the need to adopt an E-commerce strategy owing to its strong
relationships with franchisees and relatively high revenues generated through franchising
royalties. Besides, if franchising royalties were high, franchisor revenues would be highly
dependent upon them, making franchisors averse to creating any potential additional source
of conflict that could lead to payment interruptions, such as adoption of an E-commerce

strategy. Additional research on these relationships is thus needed.
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Lastly, the allocation of exclusive territories to franchisees does not exert any impact on
franchisor decision to adopt an E-commerce strategy, which means that the issue raised with
physical encroachment is not necessarily translated into the Internet environment, as opposed

to what might be expected. Further investigation herein is also encouraged.

5.2. Managerial implications

E-commerce is a popular topic for franchising practitioners, as often mentioned in the trade
press (Rogers et al., 2007; Simmons, 2006; Slominski, 2010; Weise, 2010). Before focusing
on the benefits for the franchisor and its franchisees and on the issues this raises within the
franchise network, it is important to highlight the determinants of an E-commerce strategy,
for two main reasons. On the one hand, for franchisors hesitating whether or not to adopt an
E-commerce strategy, the findings of this empirical study help draw the profile of franchisors
having already adopted such a strategy. As a complement to the benchmarking analysis, these
results allow a hesitating franchisor to examine the characteristics of franchisors practicing E-
commerce and then compare its own characteristics with those of the practicing franchisors
before making the decision. On the other hand, for potential franchisees in the process of
selecting a network to join, the results of this study may prove worthwhile. Some potential
franchisees may indeed be concerned over the introduction of an E-commerce strategy by the
franchisor they choose, should the potential franchisor still not have developed an E-
commerce strategy. Thanks to these findings, potential franchisees are able to compare the
characteristics of the franchisor they wish to join with those of franchisors already operating

with an E-commerce strategy.

5.3. Limitations and tracks for future research

This research has some limitations. First, the empirical study has been based on observations

drawn from franchisors' websites. This approach only provides a snapshot of the Internet
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strategy of U.S. franchisors in 2009. Online sales have increased tremendously since this
observation period. A longitudinal approach spanning several years would be instructive, in
an effort to better understand the evolution in franchisors' E-commerce strategies along with

the concomitant strategies of their competitors (whether franchised or not).

Furthermore, our research has been limited to only the American market, much the
same as a considerable body of previous research. Dant (2008) and Dant et al. (2008)
mentioned the importance of studying franchising issues in other markets outside the U.S., in
pointing out the current predominant mono-cultural view towards franchising research. The
exploration of E-commerce strategies in other countries with different extent of plural forms
could be beneficial. Some researchers have begun adopting multi-country perspectives in
their studies of franchising issues (Azevedo and Silva, 2007; Dant et al., 2008; Dunning et
al., 2007; Perrigot et al., forthcoming). Such previous comparisons have highlighted
significant differences in the strategies developed by U.S. and French franchisors. In
particular, Dant et al. (2008) indicated that U.S. franchisors rely much more heavily on
franchising (percentage of company-owned stores = 9.45%) than their French counterparts
(36.17%). It would thus be interesting to examine their respective E-commerce strategies

along with a number of potential differences.

Other variables could also be added to the logistic regression model. These would
mainly be related to the franchisor and its management team. A questionnaire-based approach
would be relevant to better understand the E-commerce strategy of franchisors, its drivers and
consequences on franchisor/franchisee relationships. This approach would allow collecting
additional data on the costs and performance associated with the given strategy, as well as on

other kinds of multi-channel strategies (e.g., M-commerce, social networks).
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Lastly, further research could examine the E-commerce strategy of both the franchisor
and its franchisees. According to a recent regulatory text published by the European
Commission, franchisees are allowed to set up and manage their own website for purposes of
both communication and sales. Issues relative to brand uniformity (e.g., in terms of image,
marketing, price) and internal conflicts (franchisor/franchisee and franchisee/franchisee)
would thus be expected to increase, as recently highlighted in the European context by

Perrigot et al. (2011).

6. CONCLUSION

In this paper, we have exposed the relatively low rate of E-commerce strategy adoption by
U.S. franchisors (only 20% of sampled franchisors) along with some of the determinants of
franchisor adoption of such strategies, relative to the importance of the network's
organizational form, its brand image through its size, age, and franchisor resources. Since
Internet use is constantly expanding, further research on E-commerce in the franchising
sector is needed in order to assess its utility, benefits for franchisors and franchisees, and

issues raised within franchise networks.
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Variable | Descriptionofthe )yl vax | Mean | StaMard | pen 1 gz | AGE | FEE | ROY | CON
variable deviation
E- AdoptionofanE- 1 jo0 | | 4 020 | 0399
Commerce | commerce strategy?
Percentage of
company-owned
PCO stores in the network 486 | 0.00 | 92.13 7.25 15.19 1
worldwide (%)
Network size
S1Z worldwide 485 | 10 | 33,818 | 938.51 | 3,141.548 | 0.014 1
(number of stores)
AGE Network age (years) |486| O 83 17.53 13.304 0.012 [0.367*** 1
FEE Fra”‘é[‘;;'gg fees 1473 | 0 [502:300|33,454.96|32,872.456 | 0.128*** | -0.035 | - 0.045 1
ROY Fra”Ch's'([,‘/g)roya'“eS 404 | 0 32 6.167 3.089 |-0088*| 0062 | -0.048 | -0.040 1
Exclusive territory
EXC assignment 486 | O 1 0.78 0.413
(NO = 0; YES = 1)
Franchising contract ox * . * - 1
CON duration (years) 4331 0 35 11.12 5.348 0.110 0.085 0.258 0.092 0.145%%*
Industry (Retailing =
IND 0; Services = 1) 486 | O 1 0.65 0.478
Presence of
INT franchised stores | yo5| ) 1 0.56 0.497

outside the US market
(NO =0; YES=1)

Table 1: Description of the franchise networks, and corresponding correlation values

Legend: Pearson correlation; *: Significant at 10%, **: Significant at 5%, ***: Significant at 1%

35




Variable

Non-Adoption of an E-commerce strategy

Adoption of an E-commerce strategy

N 6.61 (14.60) 9.85 (17.23)
PCO N = 390 N=96
N 706.28 (2,443.16) 1,879.53 (4,978.66)

N = 389 N = 96
N 16.99 (13.16) 19.72 (13.72)
AGE N = 390 N = 96
e 33.738.70 (35,209.82) 32.196.03 (19,462.78)
N = 386 N = 87
m 6.33 (3.25) 549 (2.18)
ROY N = 327 N =177
11 (5.29) 11.59 (5.57)
CON N = 346 N =87

Table 2: Adoption or not of an E-commerce strategy (t-tests)
Legend: Standard deviation values are indicated in brackets.
*: Significant at the 0.10 level, **: Significant at the 0.05 level, ***: Significant at the 0.01 level
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Variable | Pearson chi-square value (sig)

EXC 1.950 (0.105)
IND 0.812 (0.218)
INT 0.707 (0.234)

Table 3: Relationship between categorical variable and adoption of an E-commerce strategy
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Model 1 Model 2
Control Variables Global model
A S.E. Sig A S.E. Sig

PCO 0.018 0.008 0.030
SIz 0.000 0.000 0.004
AGE - 0.026 0.014 0.067
FEE 0.000 0.000 0.873
ROY -0.176 0.087 0.043
EXC -0.103 0.398 0.795
CON 0.017 0.022 0.449 - 0.002 0.031 0.958
IND 0.143 0.259 0.582 -0.028 0.317 0.930
INT 0.181 0.246 0.464 - 0.053 0.308 0.863
Constant -1.768 0.330 0.000 -0.264 0.824 0.749
Nagelkerke R2 0.6% 10.3%
Hosmer and
Lemeshow test 13.044 (0.042) 5.513 (0.702)
Correctly 79.9% 84.3%
classified
Chi-Square 1.691 (0.639) 22.650 (0.007)
Sample 433 350

Table 4: Results of the Logistic Regressions Models for predicting E-commerce adoption likelihood
Legend:*: Significant at the 0.10 level, **: Significant at the 0.05 level, ***: Significant at the 0.01 level
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