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Abstract

This study has been conducted by focusing franchisor’s leadership
style, franchisee’s followership, group-efficacy and their trust in order
to achieve positive integration of the franchise system.
The key results of empirical examination on the moderating effect

of group-efficacy and trust between leadership style proposed by
Path-Goal Theory and followership has been found as follows.
First, franchisors should be showed their leadership style to fit

their mutual business situation. Second, Franchisors and franchisees
will be found many ways to increase level of franchisee’s
group-efficacy. Third, Franchisors will be obtained trust from their
own franchisees.
These efforts will be given high level of franchisees’ trust and

group-efficacy. As a result, positive integration of the franchise sys-
tem will both enhance their competitiveness.

Keywords : Franchise system, franchisor, franchisee, leadership
style, followership

1. Introduction

Recently, franchising has been recognized as a successful business
model in the world. In the example of the Unites States, approx-
imately 4% of all businesses are franchisee-worked (Quoted by the
International Franchise Association website). According to the
International Franchise Association (IFA), from 2001 to 2005 the
franchising sector grew at a faster than many other sectors of the
U.S. economy. And direct economic output expanded by over 41 per-
cent from 625 billion dollars to 881 billion dollars, while economic
output of other businesses grew by 26 percent, from 16 trillion to
20.1 trillion dollars. Also, employment generated by franchised busi-
nesses grew by 12.6 percent, from 9.79 million to 11 million, com-
pared to 3.5 percent for all businesses, from 132 million to 136.7
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million.
In the case of Korea showed a remarkable growth in the franchise

industry, too. Specifically, from 2002 to 2005 the franchising sector
expanded by over 47.1 percent from 42 trillion to 61 trillion won,
compared to 7.9 percent of gross domestic product (GDP).
Some researchers, such as Michael (2000) and Lutz (1995), pro-

vided that the reasons for the increase in franchise operation are their
bargaining power (Michael, 2000), ownership rights and incentives
(Lutz, 1995). But other researchers, they pointed out various negative
issues in franchise operation, provided agency-theoretic explanations
for franchising, including moral hazard (Lafontaine, 1992) and count
to entrepreneurship problem (Kanfmann and Dant, 1998), etc.

Despite of various positive reasons, the rapid growth of the fran-
chise industry in Korea is causing a lot of side effects. For exam-
ple, according to Korea Fair Trade Mediation Agency (KOFAIR),
during the year 2010 they received 279 cases for grievance media-
tion, it increase four-fold in the past 3 years. Another example re-
ported in previous study (Yang & Lee, 2010), such as uniform legal
regulation about franchisor has to be suppressed franchisor's leadership
activities (e.g., activities such as to convince their policies and strat-
egies for franchisee's change and innovation).
This study focused on how to succeed through positive integration

(i.e., the franchisor and franchisee, their ultimately goal is to obtain
profits through cooperation.) of the franchise system in Korea.
Especially, this study focused on the question of whether franchisors’
leadership style has an impact upon the followership, trust and group
efficacy of the franchisees has been subjected to considerable empiri-
cal exploration.
Thus, the goal of this study is to explore the effects of franchi-

sor’s leadership style on franchisee’s followership, trust and group
efficacy.
And other purpose of this study to explore the effect of franchi-

see’s perceived trust and group efficacy between franchisor’s leader-
ship style and franchisee’s followership, respectively.
Results of this study are expected to provide important theoretical

and practical implications for improving the positive integration of the
franchise system.

2. Theoretical Background

2.1. Characteristics of Franchise system

In general, franchise system follows two forms just like markets
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and firms (Coase, 1937). According to Norton (1988), the mar-
ket-like qualities arise from the existence of trade between two enti-
ties that operate in capital, labor, and product markets. The franchi-
sor, the parent company, develops a product or service for sale by
the franchisees that market it in a particular location. Typically, a
franchisee pays a lump sum fee for the right to market the product
and also pays royalties, such as a percentage of sales. In addition,
the franchisee may purchase specific inputs form the franchisor.
The firm-like qualities arise from the nature of the restricted bi-

lateral nexus between the two types of entities. The relationship often
resembles full vertical integration. Franchisors typically offer mana-
gerial assistance- for example, site selection, training programs, stand-
ard operating procedures, design of physical layout, and advertising-
to the franchisee, and the franchisee agrees to run the business ac-
cording to the franchisor’s stipulations. The franchisor typically ex-
ercises substantial control over the franchisee. Reliance upon clauses
that permit unilateral termination by the franchisor as well as strict
performance criteria make the relationship resemble an employ-
er-employee contract (Rubin, 1978), although the control of franchi-
sors over franchisees has been reduced somewhat by legal decisions
in recent years (klein, 1980).
But there are almost in the form of hybrid types that include ele-

ments of both firms and markets in Korea. As they are severe man-
aged by contract (because franchisor can be denied renewal) as well
as pay royalties, purchase specific inputs form the franchisor.

2.2. Franchisor’s leadership style

Leadership style adopted by the study based on the path-goal theo-
ry developed by House (1971) is one theory of leadership which has
attempted to situationally define leadership behavior and its effect on
subordinate behavior and attitudes. According to Downey et al (1975),
House’s path-goal theory of leadership effectiveness posited that the
motivational functions of a franchisor are to: (a) assure the sub-
ordinates’ personal rewards for accomplishing work goals by clarify-
ing the paths to their desired rewards and removing roadblocks to
successful work performance, and (b) improve the opportunities for
work satisfaction en route by showing consideration and support for
the franchisees.
According to Northouse (1994), for each of the leadership style is

as follows.
Directive leadership characterizes a leader who gives subordinates

instructions about their task, including what is expected of them, how
it is to be done, and the time line for when it should be completed.
A directive leader sets clear standards of performance and makes the
rules and regulations clear to subordinates.
Supportive leadership consists of being friendly and approachable

as a leader and includes attending to the well-being and human needs
of subordinates. These leaders using supportive behaviors go out of
their way to make work pleasant for subordinates. In addition, sup-
portive leaders treat subordinates as equals and give them respect for
their status.
Participative leadership consists of inviting subordinates to share in

the decision making. A participative leader consults with subordinates,

obtains their ideas and opinions, and integrates their suggestions into
the decisions about how the group or organization will proceed.
Achievement-oriented leadership is characterized by a leader who

challenges subordinates to perform work at the highest level possible.
This leader establishes a high standard of excellence for subordinates
and seeks continuous improvement. In addition to expecting a lot
from subordinates, achievement-oriented leaders show a high degree
of confidence that subordinates are capable of establishing and accom-
plishing challenging goals. House and Mitchell (1974) suggested that
leaders may exhibit any or all of these four styles with various sub-
ordinates and in different situations.
This concept applies that franchisors should not formalized their

leadership style because their business situation is also change as
shown PLC(Product Life Cycle)(Vernon, 1966) and small-group devel-
opment (Tuckman, 1965).

2.3. Leader-follower relationships and role of follower attributions

The relationships performed by leadership include various situations
(e.g., decision-making, goal-setting, etc) often need some delegation to
followers, which reveals the interlocking system of relationships be-
tween leaders and followers, and their commonly desired character-
istics (Hollander & Webb, 1955; Kouzer & Posner, 1987). And lead-
ership also operates within constraints and opportunities that are pre-
sented by followers (Stewart, 1982). The constraints include the ex-
pectations and perceptions of followers which can influence leaders
(Hollander, 1985, 1986l Lord & Maher, 1990).
According to Hollander (1992), given their need for mutual re-

sponsiveness, leadership and followership can be considered to be re-
ciprocal systems requiring synchronization. Leadership is usually seen
as the more active system, but followership can be proactive, not on-
ly reactive, as seen especially in social movements. Empowerment in
some sectors of activity would be another instance of giving follower-
ship a more proactive role, as an accompaniment to leadership in the
traditional directive mode. Follower attributions about leaders affect
followers’ responses to and relations with their leader. These are af-
fected by the leader’s perceived attributes, including his or her com-
petence, motivation, and personality characteristics, as related to fol-
lowers and the prevailing situation (Hollander, 1992). Lord and Maher
(1990) consider these perceptions to be checked against prototype
held by followers of leader attributes, such as intelligence and expect-
ations of how leaders should perform. In this feature of leadership,
follower perceptions are seen as the key linking past performance and
future performance, as part of the greater attention now to cognitive
elements in leader-follower relations (Hollander, 1992).
Therefore, in the franchise system, the relationship between franchi-

sor’s leadership style and franchisee’s followership is very important.
Especially, level of franchisee’s trust and their perceived group effi-
cacy will be positive impact for their integration.
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3. Research Model and Hypotheses

3.1 Research Model

Figure 1 illustrates the research model of this study. In this mod-
el, it was hypothesized that franchisor’s leadership styles affect the
franchisee’s followership. And perceived franchisee’s trust and
group-efficacy moderated between franchisor’s leadership and franchi-
see’s followership, respectively.

<Figure1> Research Model & Hypotheses

3.2 Hypotheses

Theoretically, the path-goal approach suggests that franchisors need
to choose a leadership style that best fits the needs of franchisees
and the work they are doing. According to House and Mitchell
(1974), the theory predicts that a directive style of leadership is best
in situations in which franchisees are dogmatic and authoritarian, the
task demands are ambiguous, and the organizational rule and proce-
dures are unclear. In these situations, directive leadership complements
the work by providing guidance and psychological structure for
franchisees. For work that is structured, unsatisfying, or frustration,
path-goal theory suggests that leaders should use a supportive style.
Supportive leadership offers a sense of human touch for subordinates
engaged in mundane, mechanized activity. Participative leadership is
considered best when a task is ambiguous because participation gives
greater clarity to how certain paths lead to certain goals; it helps
franchisees learn what leads to what. Furthermore, path-goal theory
predicts that achievement-oriented leadership is most effective in set-
tings in which franchisees are required to perform ambiguous tasks.
Hypotheses are shown in Figure 1.

4. Methods

4.1. Data and Sample

Participants from 86 chicken franchise companies on the food serv-
ice industry were surveyed. A total of 237 participants (132 males
and 105 females; Age M = 42.7, Business record M= 45.09 month,
Supervisor’s monthly visit M = 2.08) in took part in this study.

4.2. Self-Report Measures

Leadership style was measured 20 item 7-point likert scale devel-
oped by Indvik (1985), followership was measured 20 item 7-point
likert scale based on Kelly (1994), considering the Korean situation
modified by Song & Shim (2007), group-efficacy was measured 7
item 7-point likert scale developed by Riggs & Knight (1994), trust
was measured 15 item 5-point likert scale developed by Lewicki &
Bunker (1996).

5. Results and Discussion
Results of multiple regression analyses for the relationship between

franchisor's leadership style and franchisee's followership shows that
the relationship between supportive leadership style and independent
followership ( =. 27, p<.05) was only significant. This result inβ -
terpreted that they do not accept the franchisor’s decision without
their own independent evaluation of its soundness (Kelly,2008).
However, the relationship between supportive leadership style and

participative followership ( =. 44, p<.001), participative leadershipβ
style and participative followership ( =. 20, p<.05) was significant,β
respectively. These results interpreted that they are positive, and al-
ways in franchisor’s side, and if franchisors asks them to do some-
thing (e.g., supportive and participative), they’ve got the energy, and
they’ll go forward with it (Kelly, 2008)
In this study, it was predicted that franchisees’ perceived group-ef-

ficacy and trust would moderate the relationship between franchisor’s
leadership style and franchisee’s followership. Results of multiple re-
gression analyses shows that group-efficacy was significantly mod-
erated between participative leadership style and independent follower-
ship ( =. 27, p<.05), achievement-oriented leadership style and inβ -
dependent followership ( =.- 30, p<.05), respectively. But trust wasβ
not significantly moderate the relationship between every leadership
style and independent followership, respectively.
Compared with independent followership, the results of multiple re-

gression analyses shows that group-efficacy was marginally sig-
nificantly moderated between directive leadership style and partic-
ipative followership ( =. 23, p=.058), achievement-oriented leadershipβ
style and participative followership ( =.- 18, p=.053), respectively.β
And trust was only significantly between directive leadership style
and participative followership ( =.- 31, p<.05).β
These results indicate that due to the franchisor’s coercive leader-

ship style lead to franchisee’s distrust (e.g., trust was significantly
moderate between directive leadership style and participative follower-
ship, but the result of Beta was shown negative effect. The result of
group-efficacy was showed similar patterns, too).

6. Conclusions
This study has been conducted by focusing franchisor’s leadership

style, franchisee’s followership, group-efficacy and their trust in order
to achieve positive integration of the franchise system.
The key results of empirical examination on the moderating effect
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of group-efficacy and trust between leadership style proposed by
Path-Goal Theory and followership has been found as follows.
First, franchisors should be showed their leadership style to fit

their mutual business and franchisee’s situation as concept of a “life
cycle” model (Gibbard & Hartman,1973), Product Life Cycle (Vernon,
1966) and small-group development (Tuckman ,1965).
Second, Franchisors and franchisees will be found many ways to

increase level of franchisee’s group-efficacy. Because of group-efficacy
is a group’s belief in its ability to perform effectively (Lindsly et al,
1995).
Third, Franchisors will be obtained trust from their own

franchisees. For this reason, Morgan and Hunt (1994) conceptualized
trust as existing when one party has confidence in an exchange part-
ner’s reliability and integrity. And trust is defined as a willingness to
rely on exchange partner in whom one has confidence (Moorman et
al, 1993).
Therefore, these efforts will be given high level of franchisees’

trust and group-efficacy. As a result, positive integration of the fran-
chise system will be increase competitiveness (e.g., profit, productivity
and profits, and decrease their conflicts.
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