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The effect of Territorial Restraint in Food&Beverage

Similar Brand Extension

Lim, Chae Un’
Lee, Joseph”
Yi, Ho Taek

Abstract

In franchise industry, territorial restraint is a system that imposes exclusive right to
franchisers in a certain business area. To the franchisers, this system guarantees
monopoly profits in a local market and exclusive rights during the contract periods. In
such a way, franchisee generates a big revenue at once on the basis of franchiser’s
initial investment such as interior cost and franchise fee, it must have supervised
franchiser’s moral hazard for the territorial restraint agreement. Rather than territorial
restraint can be a system to give exclusive right to franchiser’'s so that they neglect
their own sales and too much rely on headquarter’'s brand and marketing activities
without their own efforts.

This paper assesses the implication of territorial restraint by examining the effect on
brand extension, degree of contract termination. Drawing on research in transaction cost
agreement and opportunism, the authors suggest that franchisee is highly likely to
launch similar brand which is not effected on previous contract when territorial restraint
is set out in the contract system. Moreover, the authors find that the degree of contract
termination will be high in the existence of territorial restraint due to the franchisee’s
opportunism. The results imply that territorial restraint induces franchisee’s opportunistic
strategy more aggressively so that the possibility of brand extension or new brand

launching will be increased. At the same time, franchisee is aggressively seeking for the
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reason for contract termination due to the pursuit of its profit maximization. Based on
some empirical findings, this paper concludes with policy implications and some

necessary fields of future studies desirable.

Key Words: Food&Beverage Franchise. territorial restraint. opportunism. opportunistic

strategy





