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{Abstract)

Since the implementation of economic reforms in 1978, the Chinese economy grows
rapidly at an average annul growth rate of 9% over the post two decades. Franchising
has been widely recognized as an important source of entrepreneurial activity. Trust is
important in that it facilitates relational exchanges by permits partners to transcend
short-run inequities or risks to concentrate on long-term profits or gains. In the
relationship between the franchisors and franchisees, trust has been described as an
important source of competitive advantage. However, little research has been done on the
factors affecting trust in Chinese franchisor—franchisee relationships. The purpose of this
study is to investigate what factors affect the trust in the franchise system in China, and
to provide guidelines and insights to franchisors which enter Chinese market.

In this study, according to Morgan and Hunt (1994), trust is defined as the extending
when one party has confidence in an exchange partner’'s reliability and integrity. We
offered a conceptual model of the empirical study. The model shows that the factors
affecting the trust include franchisor’s supports, communication, satisfaction with previous
outcome and conflict. We also suggested the franchisor’s supports and communication
like to enhance the franchisee’s satisfaction with previous outcome, and the franchisor's
supports, communication and he franchisee’s satisfaction with previous outcome tend to
decrease conflict.

Before the formal study, a pretest involving exploratory interviews with owners from
three franchisees was conducted to make sure the questionnaire was relevant and clear to
the respondents. The data were collected using trained interviewers to carry out personal
interviews with the aid of an unidentified, muti-page, structured questionnaire. The

respondents comprised of owners, managers, and owner managers of franchisee-owned
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food service franchises located in Beijing, China. Even though a total of 256 potential
franchises were initially contacted, the finally usable sample consisted of 125 respondents.
As expected, the sampling method was successful in soliciting respondents with waried
personal and firm characteristics.

Self-administrated questionnaires were used for all measures. And established scales
were used to measure the latent constructs in this study. The measures tapped the
franchisees’ perceptions of the relationship with the referent franchisor. Five-point
Likert-type scales ranging from “strongly disagree” (=1) to “strongly agree” (=7) were
used throughout the constructs (trust, eight items; support, five items; communication,
four items; satisfaction, six items; conflict, three items).

The reliability measurements traditionally employed, such as the Cronbach’s alpha,
were used. All the reliabilities were greater than .80. The proposed measurement model
was estimated using SPSS 12.0 and AMOS 5.0 analysis package. We conducted A series
of exploratory factor analyses and confirmatory factor analyses to assess the convergent
validity, discriminant validity, and reliability. The results indicate reasonable overall fits
between the model and the observed data. The overall fit of measurement model were x?2
= 159.699, p=0.004, d.f. = 116, GFI = .879, NFI = 898, CFI = .969, IFI = .970, TLI = .939,
RMR = .058. The results demonstrated that the data reasonably fitted the model. We also
examined construct reliability and reliability and average variance extracted (AVE). The
construct reliability of each construct was greater than .80 and the AVE of each
construct was greater than .50.

According to the analysis of Structure Equation Modeling (SEM), the results of path
model indicated an adequate fit of the model: x> = 142.126, p = 0.044 , d.f. = 115, GFI =
892, NFI = 909, CFI = 981, IFT = 981, TLI = .974, RMR = .057. As hypothesized, the
results showed that it is strategically important to establish trust in a franchise system,
and the franchisor’s supports, communication and satisfaction with previous outcome tend
to reinforce franchisee’s trust. The results also showed trust seems to decrease as the
experience of conflict episodes increases. And we also noticed that franchisor’s supports
and communication tend to enhance the franchisee’'s satisfaction with previous outcome,
and communication tend to decrease conflict.

If the trust between the franchisor and franchisee can be established in a franchise
system, franchising offers many benefits and reduces many costs. To manage a mutual
trust of relationship with their franchisees, franchisor’s should provide support effectively

to their franchisees. Effective assistant services have direct effect on franchisees’
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satisfaction with previous outcome and trust in franchisor. Especially, franchise sales
process, orientation, and training in the start-up period are key elements for success of
the franchise system. Franchisor’s support is an accumulated separate satisfaction
evaluation with different kind of service provided by the franchisor. And providing
support definitely can improve the trustworthy image of the franchisor.

In the franchise system, conflicts of interests and exertions of different power sources
are very common. The experience of conflict episodes seems to negatively relate to trust.
Therefore, it is important to reduce the negative side of the relationship conflicts.
Communication actually plays a broader role in reducing conflict and establish mutual
trust in franchisor-franchisee relationship. And effective communication between
franchisors and franchisees can improve franchisees’ satisfaction toward the franchise
system. As the diversification of Chinese markets, both franchisors and franchisees must
keep the relevant, timely, and reliable communication. And it is very important to
improve the quality of communication.

Satisfaction with precious outcomes seems to positively relate to trust. Franchisors and
franchisees that are highly satisfied with the previous outcomes that flow from their
relationship will perceive their partner as advancing their goal achievement. Therefore, it is
necessary for both franchisor and their franchisees to make the welfare of partner with effort.

Little literature has focused on what factors affect the trust between franchisors and
their franchisees in China. This study developed the hypotheses regarding the factors
affecting trust in the transaction relationship. The results of data analysis supported the
hypotheses strongly.

There are certain limitations in this study. First, we may point out that some other
factors missed in this study could be significantly important. Second, the context of this
study, food service industry, limits its potential generalizability for all franchise systems.
More studies in different categories of franchise system are needed to broaden its
generalizability. Third, the model was tested empirically in a sample in Beijing, more
empirical tests of the proposed model in other Chinese areas are needed. Finally, the
analysis in this study was solely based on the perception of franchisees and the opinions

of franchisors were not included.
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Table 1. Demographic profile

Demographic variables Frequency | % Demographic variables Frequency | %
Chinese brand 102 81.6 0 5 8.7
Brand -
Foreign brand 23 18.4 | Age of 1-10 22 38.6
Less than 5 21 233 | ranng | 9199 16 28.1
Age of within 1
. 510 39 433 21-30 10 175
franchisor year
(years) Above 11 30 333 | (days) Above 31 4 7.0
Mean=15.41years (n=90) Mean=16.56 days (n=57)
1-2 11 10.7 Less than 100m’ 40 357
Ageof | 35 39 37.9 100-199m’ 23 | 205
contract Above 6 7 6.8 Floor 200-299m’ 13 11.2
(vears) | Free 46 447 | space | 300-399m’ 8 71
(n = 103) Above 400 28 | 250
Less than 1 18 155 Mean=208.29m" (n=112)
1-2 32 276 Less than 10 37 330
Age of | 23 2 190 1019 21 | 188
franchisee | 3-4 21 181 | No of | 20-29 15 134
(years) | 45 11 95 |employee| 30-39 10 8.9
Above 5 12 9.6 S 40-49 9 80
Mean=27.45 months (n = 116) Above 50 10 89
0 1 1.0 Mean=21.38 (n=112)
Age of 1-10 31 295 Less than 20 18 310
trainin Totd
oot 9 | 1120 2 210 | oges | 2049 15 | 268
ore
opening 21-30 38 36.2 | (thousand| 50-149 11 19.6
(days | Above 13 124 |yuavmon| - Apove 150 12 | 214
Mean=27.08 (n=105) th) Mean=113.4 (n=56)

ShH 71 AL §E 7P 112
N HE F 100m' v]ve] 4071(35.7%), 500
m ool 2870(25.0%), 100-199m'7} 2374
(20.5%), 200-299m'7} 1370(11.2%), 300-399
m7b 8M(7.1%) o= JeRdth wiFEs
o] FEHFLS 20829m = vrEptth w3 A
TE XS THY = 120 $H Hx
< 109 vgre] 3770(33.0%), 10-19%8¢] 21
71(18.8%), 20-2978¢] 1571(13.4%), 30-3978
7} 50 o]4Fo] Z+ 1070(8.9%), 40-49% ] 9

7H(8.O%)i ‘/]-E]-‘;,\LE]— %—C{j% _/,:g] I;—E—Tg}ﬁ
& 21384e =2 veygth aglm 9 v

2 SH 7MA 567 HE F 29 21K
F = 1209) wm¥ro]l 187H(31.0%), 2-4.9%F
Qloto] 157H(26.8%), 157+ $Jet o]ato] 127)
(21.4%), 5-149%F 91te] 1170(19.6%) =<
2 Yeyth 9 wiEde] FEPTS 1134
T fke g yERsith
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Table 2. Assessment of unidimensionality
and reliability of measures

Cronbach's
«

Variables Items

= 7N Support 5-4 .844

Holl tist e} 2lE|= #40] o] Fo3] Communication 4—4 804
£ 2} Satisfaction with past outcome 6—6 .871

(Cronbach’s alpha) @& ©]-83le] 4= Conflict 33 837

= S5
se gaAgy 2 Amdel AFEAL 68 o7
SPSS 12.0& ©-&3 &A% 29084 4
fRAFEReEE FAEEAYH (principle olFolxom, HAAANS AATIE FE
component method), 3ZHH o 2= VARIMAX E2 AAFNE 4 22058 A UE
3ol AREHSIT e A3 S SAYFEEC g BAEY <& 3o He
Ao FEA0] W dESold e A uie} o] FANEEY A 7Rt BE &
Hell 23 JEE2 AAANALH, 8% oFlgen A= X4t BT <5 o
AE Bot] ZelE FEFQ e AF BTt gk BE QRlEe] A&Evlsl ¢u g
As =ol7] fs WAYHE ARSs A o] BT 0.8°)ola, NdAlF % (construct
Wos AEnket dub g ol 8T 4 reliability) 7} 8 7FsE 71ER1Q 072 &
ZA A =2 Chronbach’s alpha AlFs 25 A Jepgom BEAFEZEASAVEE 58 7
085 38, 2t Az 74 FEES & T3 AlF FF91 05 oS B EE AH
T AT WALRHEES 2 e Ze= =9 4 d¥gdo] gREATa & & Uk
H7LE ATH<R® 2> F=F) I SAHLEESY FJTEHES A-sI
£ ZAYE A 2] AT AF ojske] 7 oMz 13 HF QARMS
g ABNE A3l gAY 2R AH @ o Fe AFIREL olgdle] A
RS A SHFES] sl AMOS [R5 gk 23} &1 QlEAo] o]F
505 o83k e 13k &2l Qg4 o] ot a2 A3z FANEY SAYES

Table 3. Measurement model resulting from confirmatory factor analysis (1)
X p-  Construct Cronbach's

Vaisles Items G NFTLL CARMR o B SR oS AvE

Support 43 - - - - - - 843 85 647
o 2597

Comnunicaion 4—4 989 %87 1 7 09 O ;3 07 804 52

Satisfection With o 990 909 1020 1000 008 Y 872 80 8% 537
past outcome @)

Conflict 33 - - - - - - 846 &7 650
6.814

Trust 85 980 983 991 995 .019 25 900 83 650

©)

- 80 -



The Determination of Trugt in Franchisor-Franchisee Reationships in China

Kol gJoj(x? = 159.699, p = 0.004, d.f. =
116, GFI = .879, NFI = .898, CFI = .969,
IFI = 970, TLI = 959, RMR = .058), 4%
S5 kA HTEAY dEElAo] 4%

Hock =G RE YEEY 220k} Gt @

Table 4. Measurement model resulting

17

o] 0.8o)Fo =z YHII o] 2 o= e}
Yo SMC(squared multiple correlations)®
0383 ooz yeht 4 daids SEg
A2 YEHTH<E 4> 3F=2).

a3 EENAS HeH o2 HFSH|
st Hoh AEgh oz 14EH
Fornell and Larcker(1981)2] ZHSHIHE &

from confirmatory factor analysis (2)

Standardized

Construct  Cronbac

s factor loadings >F  CR MC ity hsa  AVE
Support
Supportl 781 610
Support2 .875 .093 9786 .766 841 .844 .640
Support3 723 080 8271 523
Communication
Communicationl 726 527
Communication2 .868 128 8931 .753 .853 .844 .653
Communication3 .834 131 8680 .696
Satisfaction with past outcome
Satisfaction with past outcomel 773 .598
Set!sfact!on w!th past outcome? .859 112 9724 737 o1 6 538
Satisfaction with past outcome3 632 110 7.033 .39
Satisfaction with past outcome4 .763 .099 7689 464
Conflict
Conflictl 795 631
Conflict2 .883 112 10.090 .780 842 .837 .642
Conflict3 .698 .098 8044 487
Trust
Trustl 921 848
Trust2 .870 060 14.748 757
Trust3 .880 059 15185 .774 .895 893 638
Trust4 533 .082 6.961 .383
Trust5 634 .081 8289 402
Goodness-of-fit:
*=159.699(p=0.004), d.f.=116, GFI=.879, NFI=.898, CFI=.969, IFI=.970, TLI=.959, RMR=.058
Table 5. discriminant validity
AVE (1) 7
Exogenous 1. Support .640 - -
variables 2. Communication .653 173
1. Satisfaction with past outcome .538 -
E\’Eﬁgﬂ;ﬁ 2. Conflict 642 222
3. Trust .638 441 271
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gakglom Frheael ooty o] W
o wt=w Z} FA7Ee] AVE Frol sigd 3. JIEA=
T W3] FEE2Kshared variance) T 2
T2 AT WEE™Ae] e Zer ad B Ao AAZ ATFRIL A=3)
"ot st SR re] A5 %s}a} AMOS 50% o]&dt AZEAS
g Ad, Be NS HEETAEE 2 Axsan 23 AjE gkl A EE
= Ao 2 FRIHIJTHGEE 5> =) A= <} 7>o] ANE YLy 2ol 28
sAgo g AGE ATEEY AHY L o AYT AfE B 83 9 FEo
Bede A5 ¥ A7) HEs Aset 2 UER Ky ? = 142126, p = 004 , df. = 115,
71l SEA, b WeEe] dude Bal WisF GRr = 892, NFI = 909, CFI = 981, IFI =
A s s = 7 =S AW 981, TLI = 974, RMR = 057) A7=do]
< AAste #4283 <& 63 2ol U4 At pow Jehd
et Va7AZ A, 4 FHErA A A
Ag Zlxfol= o] 7l gk A
Table 6. Mean, standard deviation, and correlation
Standard
Meen devidion 2 3 4 5
1. Support 3.960 0.869 1.000
2. Communication 3.885 0.872 416 1.000
3. Sdtisfaction with past outcome 3.968 0.850 459 513 1.000
4. Conflict 1.840 0.886 -.053 -453 -471  1.000
5. Trust 3.736 0.828 542 .602 664  -521 1000
Table 7. Factors affecting trust
Hypotheses Path Sot(;aejf(:irzld;te: va:ue vg-ue
H; Support — Sdtisfaction with past outcome 367 3.368 .000
Ha, Support — Conflict 338 3217 .001
Hs Support — Trust 241 2694 .007
H, Communication — Satisfaction with past outcome 372 3461 .000
Hs Communication — Conflict -.396 -3.578 .000
He Communication — Trust 191 2139 .032
H~ Satisfaction with past outcome — Conflict -.325 -2.628 .009
Hs Satisfaction with past outcome — Trust 291 2925 .003
Ho Conflict — Trust -.381 -4.436 .000
Goodness-of -fit:

x*=142.126(p=0.044), d.f.=115, GFI=.892, NFI=.909, CFI=.981, IFI=.981, TLI=.974, RMR=.057
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o FRe) BARRe] t W] 3o
JFe vAE oz ekt = 367, t
= 3368, p < .0005). & Z#zlo]= 7lWPE
2o) Agdo] LGS el BADTe
WE WMo Fvhske sdle] WAk
THaZelN Lol Bxe] shwel o
3 x]%o] Pl B R FFL v
t Aoz AAHQAW, 1 DAY FA
%-ow% o4 2K = 338, ¢ -
001). 28 Xg ‘7PE3 0l A

ARG ZARol= BR9 s}
o g AP Wi e skl Ao

A Ao= 1 Be A4
= 241, t = 26%, p

Il
S
3

g LA AN AAE TR}
= 259t 7pExzre] ARy Aelde] 7
e AAZAT] gk wsel] Ho] JES
mAE Aoz 1 A BAFH 4ol
FHEJHB = 372, t = 3461, p < .0005).
aga ZiAfel= Zyeke] FARUA e o]
2o} 7o) Al Fe TS vA=
Aoz AANE 75 M= BAH F
o] o] YEPITHZ = -396, t = -3578, p <
0005). 7HE6'& A" A Zilato]=
el AfuAelde] A mxle A
o] Ao M= FAH Feojdo] B
QKB = 191, t = 2.139, p = .032).

aga THETAA AXE AXE

ol= 71 HAAAH S L B
S} 7pgRel Al Fo ddFe vA= A
o2 YEPRTHE = 325, t = 2628 p =
009). WRIAZ Zlizte]= 7pE e #A
Aol gk BH2 2ol g 7pExel

Aslell Ao} 9= PRl o= AU
(B = 291, t = 2925, p = .003). T Ze:A}o]
= Eek 7 Aele] ded ol Higt
7i8Ae] AlFel Fo G v o=
AAE TGl tsiM = FAF fel/del &
JAEATHB = -.382, t = -4.436, p < .0005).

V.2 £
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Er}n:
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st 7P e AR g 9o SR gutslel SHAE AU Stk weEbA FE
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