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9| EREE EE R AN A

1 | 784 Lianhua Supermarket Holdings Co,Ltd. Lianhua 671.6 3773

2 | 54 Suguo Supermarket Holdings Co,Ltd Suguo 332.3 1060

3 | 944 Yum! Brands Inc KFC 283 118

4 =l Xincheng jinluo meat product Co. L TD. jinluo 270.9 13682

5 %9 | Wenfeng great world chain development corporation | Wenfeng 156.6 937

6 | =vl¥d | TianMeng Agricultural Materials Chain CO., LTD | TianMeng 115 7486

7 | 84 Lining (china) Co,Ltd. Lining 83.8 6354

8 | 912y Inner Mongolia Little Sheep Meat Co. Ltd Little Sheep| 62.2 293

9 | 92 Inner Mongolia Little lemb Meat Co. Ltd Little lemb 55.1 373

10 | <144 Chongging Cygnet Investment Group Cygnet 44.3 187
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1 S| Carrefour (China) 296.0 112
2 L] PT Solution (China)Investment Co.,Ltd 256.7 85
3 22y YUM! Brands Inc., China Division 215.0 2400
4 54 Wal-Mart (China)Investment Co. Ltd 213.2 102
5 54 Trust-Mart Business Development Group 140.0 101
6 5 Parkson Retail Group Limited 140.0 41
7 E4 TESCO 125.0 25
8 Q] 8JinjJang Metro Cash & Carry Co.,Ltd 110.8 37
9 &5 B&Q (China)Investment Co.,Ltd 70.0 63
10 54 Auchan (China) Investment Co.,Ltd 573. 20
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The Factors Affecting on the Franchisor’'s Performance

and Its Intention of Recontracting with Franchisees

: Focused on the Chinese Franchise Market

Su Shuai
SangYun Seo

5

HoonYong Lee

Abstract

Franchises have recently emerged as the most rapidly expanding industry positioned to
create a large impact in the domestic economic. The Chinese franchise industry developed
rapidly in the period prior and subsequent to WTO accession with more than 50% of new
franchises brands emerging since 2000.

M&A transactions in the Chinese franchise industry have progressed actively. In the
period from 2005-2007, due to the wholesale and retail market opening in accordance with
the guidelines laid forth within the MOU by the WTO the Chinese franchise market is now
the largest market in the world all despite a short history of only 20 years.

The amount of franchise market research on China is disproportional to its current size
and development potential. Beginning in the 1990s, market research conducted by the
International Franchise Association focused on emerging markets in Eastern Europe and
China. While the research dealt with the Chinese investment environment, it insufficiently
explained the market region and cultural environment.

The purpose of this research is (i) to investigate the determinants of the performance of
franchise systems in China and (ii) new contract renewals based on performance factors.

This study will complement existing research in terms of the franchisee perspective. This
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22 {TAF 174 3%

study may also prove of the benefit to the franchise companies entering the Chinese
franchise market enabling them to develop an effective strategy.

This study shows that support, incentives, and system standardization by franchisor
vielded a positive effect on management performance. This is consistent with previous
studies by Shin (2000) and Kim (2008) targeting Korean franchises. Therefore, in the
Chinese market, the franchisor must focus on support, incentives, and system standardization
rather than concentrate only on the recruitment of franchisees in order to improve revenue.
Hypotheses regarding franchisor control have been dismissed in existing research, in the
opinion of this study, due to their complexity and inability to control the merchant as a
one-kind-assessment-standard.

Our findings show that the franchisees’ financial condition, management ability and
entrepreneurial spirit, among franchisee’s characteristics, have a positive effect on
franchisor’s business performance and satisfaction for the franchisee. This is consistent with
previous studies on headquarters’ management performance of Lussier (1996), Heo and Jang
(2008), and franchisees’ financial condition, management ability and entrepreneurial spirit
effect on franchisor’s satisfaction of Weaven and Franzer (2007), Kim (2009), Han (2009),
and Yoon etc. (2008). Therefore, when permitting a franchisee, financial condition,
management ability, entrepreneurship of the franchisee should be carefully considered.
Among relational factors between franchisor and franchisee, trust has the positive influence
on the management performance of the franchisor while conflict has a negative effect.

However, trust, commitment and conflict factors have been shown not to have any impact
on the satisfaction of the franchise headquarters. This result is consistent with the previous
studies of Pavlou and Ba (2000), Morrison (1999), Weaven and Frazer (2007), Kim and Park
(1994), Sohn (2007) which show that trust between franchisor and the franchisees have a
positive effect and that conflict has a negative impact on franchisor’'s management
performance.

Other factors causing a negative effective on the franchisor's management performance
are a rapid environmental changes and uncertainty in the business. This is consistent with
Campbell et al (2007), Kim and Kim (2009), Han and Baek (2008).

Finally, the high management performance and satisfaction of the franchise headquarters
has a positive effect on the intention of franchise renewal. In the case of large markets such
as China, the franchisor’s strategy and the role is very important.

In this study, we also investigated the characteristics of franchisor and franchisee,
relationship, and environmental uncertainty affecting on the management performance and

satisfaction of franchisor. Recently, Korean franchises are attempting to enter foreign
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markets through the rise in popularity of Korean culture and entertainment commonly
referred to as the Korean wave.

This study provides recommendations for Korean franchises intending on entering the
Chinese market. First, in order to achieve stable profits, the franchise corporation needs to
support the operation of the individual franchisee through incentives and standardization of
services. Second, because trust between the franchisor and franchisee has a positive effect

on management performance, on-going discussion and cooperation is necessary to reduce the

level of conflict.

Path Standqr(jized t- P Accept or

Coefficient | value | value Reject

Hl Ciﬁzgi(;i;zs Mana?elmi’;l? DP(’)gf(:mance 0.194 3.306 | 0.000 Accept
H2 ciﬁigiosrt’lis Managezmlenncterl;telzvrfe(;nance 0.137 3239 | 0001 Accept
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Path Standardized t- P Accept or
a Coefficient | value | value Reject
Relational H10-2 Conflict .
HIO Characteristics — Satisfaction 0.066 0.959 | 0.337 Reject
Business H11-1 Uncertainty— ~ B
HIL Uncertainty Management Performance 0.321 1.952 1 0.051 Accept
HI2| Recontract |21 Management Performance| g q 4601 | 0000 | Accept
— Recontract
HI2|  Recontract HI22 Satisfaction 0493 5179 | 0000 | Accept
— Recontract

X°=1568.481(df=297,p=0.00),GFI=0.903, AGFI=0.877 RMSEA=0.065

Key Words: Chinese Franchise, Franchisor Satisfaction, Franchisor Management Performance,

Recontract Intention, Chinese franchise system
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