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ABSTRACT
We assess in an integrated model the antecedents of multi-unit franchising (MUF) as well as its outcomes. Based on both franchisor and franchisee data, the results related to the antecedents of MUF are explained by the Resource-Based View (RBV) of the firm and Transaction Cost Economics (TCE). Furthermore, our study demonstrates that MUF leads to positive franchisor consequences in the short term, but negative outcomes for multi-unit franchisees. Owning more than three units leads to a significant drop in sales and profits per unit. These findings show that the supposed positive link between MUF and franchisor and franchisee outcomes is not linear and thus challenges the idea that MUF creates a win-win situation for the system and the individual franchisees.
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1. Introduction 
Over the past decade, franchising as a governance model has gained phenomenal momentum on a global scale. For example, in 2018, the American franchise industry grew faster than the US economy as a whole (Frandata, 2019). There are now over 750,000 franchised units generating more than $750 billion per year (IHS Markit, 2018). In Europe, there are over 12,000 franchised brands with more than 500,000 franchised units and an estimated minimum of 3 million employees (European Franchise Federation, 2019).
This development has attracted the attention of a wide array of scholars (see Dant, Gruenhagen & Windsperger, 2011) and has been studied from different perspectives including transaction cost economics (TCE) and agency theory (Altinay et al., 2014; Barthélemy, 2008; Mellewigt, Ehrmann & Decker, 2011), the resource-based view (RBV) and dynamic capabilities (El Akremi, Perrigot & Piot-Lepetit, 2015; Winter, Szulanski, Ringov & Jensen 2012), entrepreneurship (Kaufmann and Dant 1999; Ketchen, Short & Combs, 2011; Lanchimba, Windsperger, Fadairo, 2018;  Watson, Dada, Grunhagen & Wollan, 2016; Watson, Dada, Wright & Perrigot, 2019), organizational governance and relational outcomes (Evanschitzky, Caemmerer & Backhaus, 2016; Weaven, Grace,  Frazer & Giddings, 2014),  and strategic growth and competitive advantage (Chiou & Droge, 2015; Nair, Tikoo and Liu, 2009; Wu, 2015; Zachary et al., 2011). 
While a lot is known about how these perspectives apply to franchising in general, less knowledge has been generated concerning multi-unit franchising (MUF) in particular. However, MUF, meaning the allocation of multiple units to the same franchisee, has gained increased economic importance. For example, an article published by Frandata (2019) underlines that in the US over 50% of franchised units are now controlled by multi-unit franchisees. MUF has developed into such a pervasive phenomenon that specialized magazines, guides and conferences have blossomed over the last years, illustrating its institutionalization (e.g. the annual Multi Unit Franchising Conference [MUFC]). Due to this development, research into understanding MUF has gained momentum (Boulay et al., 2016; Garg, Priem & Rashied, 2005; Gruenhagen & Mittelstaedt, 2005; Hussain, Sreckovich & Windsperger, 2018; Kalnins & Lafontaine, 2004). 

Some studies suggest that MUF might be an undesirable option to expand as 1) MU franchisees may have a tendency to underinvest and to demand a higher rent, 2) the creation of mini-hierarchies reintroduces the risk of shirking within the franchise system (by the employee managers that MU franchisees hire to run their outlets) (Perryman & Combs, 2012; Brickley & Dark, 1987),  and 3) MUF can also weaken the franchisor’s power of control on the multi-unit franchisee’s outlets as well as their bargaining power (Jindal, 2011). On the other hand, there is some evidence that MUF may hold numerous benefits for franchisors and franchisees, thus creating a win-win situation in the relationship. Garg, Priem and Rasheed (2013) posit, for instance, that MUF provides cost advantages for both franchisors and franchisees. Granting additional units to a franchisee may also play as a reward and help with securing the loyalty of successful franchisees (Bates 1998; Kalnins & Lafontaine, 2004; Kaufmann & Dant 1996). For example, Griessmair, Hussain & Windsperger (2014) find that MUF can be used by franchisors as a reward mechanism for franchisees who demonstrate strong entrepreneurial capacities and managerial experience (Gillis et al., 2011).
The majority of these studies consider the MUF phenomenon either from the franchisor or franchisee perspective, investigate either antecedents or outcomes of MUF governance, and build on one single theoretical perspective. Our study integrates all these aspects. With franchisor and franchisee data we test a MUF antecedent-outcome model that is based on RBV and TCE. The focal variable of the model is MUF rate, which is the percentage of MUF (ratio of number of MU franchisees to the total number of franchisees) in a system and through which we can objectively assess the degree of MUF. Through this approach, our contribution to the extant literature is threefold: 
1) We develop an integrative theoretical framework for the analysis of MUF building on the RBV of the firm and TCE (Combs and Ketchen, 1999). Although Hussain and Windsperger (2010) have suggested that both theoretical perspectives in conjunction are powerful in explaining the existence of MUF, Dant et al.’s (2013) contribution shows that they remain under-employed in the MUF literature. We thus embed our theoretical framework in RBV and TCE, and follow recommendations to favor theoretical diversity in the study of the franchise phenomenon (Combs, Michael & Castrogiovanni, 2004; Gillis & Combs, 2009; Perdreau, Le Nadant & Cliquet, 2015). This approach allows us to test particularly the antecedents of MUF in a comprehensive manner, including: tangible and intangible resources, such as financial capacity and local market knowledge (e.g. Barney, 1991; Barney, Wright & Ketchen, 2001; Gillis, Combs & Ketchen, 2014; Hussain & Windsperger, 2010, 2013), as well as motivations related to transaction costs, such as specific investments and behavioral uncertainty (Brown, Dev & Lee, 2000; Dant, 1996; Hussain et al., 2013; Mumdziev & Windsperger, 2013; Williamson, 1985, 2002).
2) While there is a growing body of empirical studies investigating the antecedents of MUF (Garg, Priem & Rasheed, 2013; Gomez, Gonzalez & Vazquez, 2010; Hussain et al., 2013; Jindal, 2011; Perryman & Combs, 2012), less is known about its outcomes – neither for franchisors nor for franchisees. However, in order to assess whether MUF leads to a win-win situation, both sides need to be considered. From a franchisor’s point of view, particularly important strategic outcomes are linked to managerial control (TCE) (Cochet, Dormann & Ehrmann, 2008; Poppo & Zenger, 2002), as well as the building of internal resources that promote business development (RBV) (Jindal, 2011; Kaufmann & Dant, 1996). We will therefore investigate how the MUF rate impacts monitoring costs and system growth. For franchisees, the most relevant immediate outcome is related to the economic performance of their units (Kalnins & Lafontaine, 2004), which we will assess through average sales and profits per unit. 
3) With an increase in number of units per MU franchisee, the likelihood of encroachment (Nair, Tikoo & Liu, 2009; Windsperger & Dant, 2006; Oxenfeldt & Kelly, 1968-1969), internal cannibalization through which individual units cut into the market share of others of the same system, increases. Therefore, we would expect a negative association between rate of MUF and economic outcomes for franchisees. However, to our knowledge, no study so far has examined what the optimal size of a mini-chain is, i.e. how many units a MU franchisee should be granted before average sales and profits per unit start to drop. We thus examine the economic performance relationship per unit in relation to the number of units a franchisee has. This allows us to determine the optimal mini-chain size and the point at which performance starts to drop.
In section 2 we develop our research framework on the antecedents and outcomes of MUF. Section 3 details the research methodology and statistical analysis to test our hypotheses. In section 4 we present the results, and sections 5 and 6 provide the discussion and conclusions of our paper. 
2. Theoretical background and conceptual model
What are the motivations for MUF and what are its consequences? The large presence of MUF today suggests that it has become a key strategic development option for many franchise systems (Hussain et al., 2013; Hussain, Sreckovic & Windsperger, 2018). It is thus critical to (1) identify and empirically validate the reasons that might explain why a network may turn to MUF in order to expand, and (2) to assess whether such a development strategy leads to positive consequences. 

In the following, we lay down the theoretical background of our study, starting with the antecedents of MUF rate based on RBV and TCE considerations, followed by MUF rate outcomes from a franchisor and franchisee perspective.
2.1 Antecedents of MUF
The resource-based view (RBV) of the firm (Barney, 1991; Barney, Wright & Ketchen, 2001; Hussain & Windsperger, 2010, 2013), suggests that the development of a sustainable competitive advantage is dependent on an organization’s capacity to develop tangible resources (such as physical capital or financial resources) and intangible resources (such as human capital consisting of factors such as experience and knowledge) which are rare, of value and difficult to imitate or substitute. Using RBV in conjunction with TCE offers a more comprehensive framework and understanding of the MUF phenomenon, as it takes such internal assets into account that create value for the firm and differentiate it from the competition (Gillis, Combs & Ketchen, 2014; Wu, 2015). We will concentrate here on three of the most commonly discussed resources in the franchise literature (Boulay et al., 2016; Combs & Ketchen, 1999; El Akremi, Perrigot & Piot-Lepetit, 2015; Hussain, Sreckovic & Windsperger, 2018; Perdreau, Le Nadant & Cliquet, 2015; Winter, Szulanski, Ringov & Jensen 2012): financial capacity, human resources and market knowledge.
According to RBV, MUF represents a good way for franchisors to overcome the problem of limited resources by giving access to the financial capacities of the franchisees (capital argument) as well as their managerial capacities (e.g., Combs & Ketchen, 1999; Garg, Priem & Rasheed, 2013; Gillis, Combs & Ketchen 2014; Hussain & Windsperger, 2010; Jindal, 2011; Kaufmann & Dant, 1996). MUF can be seen as a means used by franchisors to accelerate their network growth by relying on franchisees who have garnered financial resources and experience from their first unit(s). A resource-constrained franchisor should thus adopt MUF more easily (Jindal, 2011). Also, granting an additional unit to an existing franchisee should enable the franchisor to save on recruiting and training costs (Gillis, Combs & Ketchen, 2014; Kaufmann & Dant, 1996). Thus we derive the following hypothesis: 

H1a. Franchisors’ financial capacity to expand through company-owned units is negatively related to the MUF rate of a system.
According to RBV, beyond tangible financial resources, intangible capacities can also affect a network's MUF rate, in particular human and knowledge based resources. The strategic human resource management (SHRM) literature suggests that human resources are important for the successful formulation of an organization’s strategy as well as strategy implementation (Wright, Dunford & Snell, 2001). On that basis, Colbert (2004) argues that SHRM is closely linked to RBV in that both highlight that sustained competitive advantage is rooted in the internal resources of the firm (Perdreau, Le Nadant & Cliquet, 2015). This perspective places more emphasis on managerial practices concerning the selection and development of resources, including human resources, and not solely on externally oriented approaches to management, such as the positioning of companies in a given market (Zachary et al., 2011). 
This point of view is particularly important in a franchise setting, given its operational uniqueness which is based on two fundamentally divergent principles (Shane, 1996; Sorenson & Sorensen, 2001): 1) economies of scale due to network integration under one brand and operational policies and 2) successful market exploitation through independently operating franchisees under local and regional market conditions. Managing these two principles is a complicated balancing act which strongly depends on the careful selection and guidance of future and existing franchisees (Evanschitzky, Caemmerer & Backhaus, 2016; Jambulingam & Nevin, 1999; Michael & Combs, 2008). 

As far as selection is concerned, if there is a deficit in the number and quality of applications the system receives from potential franchisees, franchisors may have to more stronly rely on existing franchisees in order to expand. Conversely, as the number and quality of applications grow, there might be less dependence on current franchisees to grow market share. Hence:

H1b. The number of quality applications of potential franchisees is negatively related to the MUF rate of a system.
The second type of internal intangible resource (Barney, 1991) relates to the franchisees’ knowledge of their local market. There is the general notion that franchised units are better in accumulating and reacting to local market changes than company-owned units, as they have more flexibility with which to operate (Bradach, 1998; Kaufmann & Eroglu, 1999). Bradach (1995, 1997, 1998) suggests that single-unit and MU franchisees differ in their capacity and inclination to develop local market knowledge and react to it. According to Hussain and Windsperger (2013), single-unit franchisees may be much more inclined to develop local market knowledge and adapt their managerial practices accordingly. This is due to two main reasons. First, single-unit franchisees are entirely dependent on the income from their one unit and may thus be much more motivated than MU franchisees to please customers of their outlet. This means that, from a motivational perspective, they should be much more likely to engage with local actors in order to gather intelligence and understand better how to compete in their market. Second, single-unit franchisees can concentrate on a sole outlet and its surrounding market conditions, whereas MU franchisees must manage several units that may be widespread geographically. This means that single-unit franchisees could become experts in a given market, which is much more difficult for MU franchisees who need to develop tactics and strategies in a variety of different market conditions. 

However, this local market knowledge may be essential to the success of the individual units within the system, depending on the products and services that are offered (Boulay et al., 2016; Bradach, 1998; Kaufmann & Eroglu, 1999). In this case, a franchise chain may more strongly rely on single-unit franchising for its development in order to ensure its franchisees’ proximity to the local market. Hence:
H1c. The degree to which franchise system success depends on franchisees’ local market knowledge is negatively related to the MUF rate of a system.
The TCE perspective (Williamson, 1985, 2002) offers a theoretical framework that enables the understanding of the governance structure of exchange relations and has been widely used in the franchising literature (e.g. Altinay et al., 2014; Barthélemy, 2008; Dant, 1996; Mellewigt, Ehrmann & Decker, 2011; Mumdziev & Windsperger, 2013). The theory relies on the assumption that every relationship is linked to transaction costs, i.e. the costs of implementation, monitoring, and control of the exchange contract linking the exchange partners. Developing as a franchise rather than through company-owned outlets corresponds to the search for cost minimization. These costs, however, are affected by numerous transaction environmental factors. Among those factors, three exert a specific pressure that may help explain why a network might choose franchising or not: asset specificity (Brown, Dev & Lee, 2000; Hussain et al., 2013), environmental uncertainty (Mumdziev & Windsperger, 2013), and behavioral uncertainty (Dant, 1996; Mumdziev & Windsperger, 2013).
Specific assets are those investments (such as equipment, furniture, supplies, know-how acquisition, etc.) that cannot be easily transferred to a different context because they are tailored to a particular business (Williamson, 2002). The higher these specific investments are, the greater the dependence is between contractual partners, as contract termination would lead to a loss. In case of single-unit franchising, the loss would mainly be on the franchisee side. Therefore, high levels of system specific investment may act as a barrier for potential franchisees to join (Brown, Dev & Lee, 2000; Hussain et al., 2013). Specific investments are also a lever for franchisors to protect their trademark after placing considerable efforts into its development (Minkler & Park, 1994). These arguments lead to the following hypothesis:

H2a. The degree of specific investments into the system by the franchisor is positively related to the MUF rate of a system.
The environmental uncertainty within which franchising transactions take place is another factor influencing transaction costs (Dant, 1996; Mumdziev & Windsperger, 2013). Carson, Madhok & Wu (2006) suggest that two aspects of uncertainty include volatility (the extent to which unpredictable changes in an environment create uncertainty about future market developments) and ambiguity (perceptions of uncertainty related to factors such as lack of information). We focus here on the former in order to assess how uncertain market environments influence the decision to expand through MUF. TCE (Williamson, 1985, 2002) suggests that, in order to safeguard against uncertainty, it is preferable to internalize company activities. On that basis, it is possible that working with existing franchisees that already know the market environment will act as a reassurance for the franchisor. We therefore hypothesize:
H2b. The degree of business environment uncertainty is positively related to the MUF rate of a system.
The third factor affecting transaction costs is behavioral uncertainty (Dant, 1996; Mumdziev & Windsperger, 2013). From a transactional viewpoint, agents are opportunistic (Mitsuhashi, Shane & Sine, 2008; Sorenson & Sorensen, 2001; Yin & Zajac, 2004). They seek their own interests and, in doing so, do not hesitate to cheat, misinform, disguise, omit, offend or mislead another agent (Williamson, 1985). A franchise chain can make use of a number of formal and informal mechanisms in order to limit this type of behavior (Cochet, Dormann, & Ehrmann 2008; Poppo & Zenger 2002). Franchisee selection is one of them (Jambulingam & Nevin, 1999). Should the franchisors perceive the risk of opportunistic behaviors in prospective franchisees, they may then prefer collaborating with existing franchisees in their development strategy. We thus hypothesize:
H2c. 
The degree of behavioral uncertainty of prospective franchisees is positively related to the MUF rate of a system.
2.2 Outcomes of MUF 
There is some evidence that MUF may lead to positive outcomes for the franchisor and the franchisee (Garg, Priem & Rasheed, 2013; Kalnins & Lafontaine, 2004; Kaufmann & Dant 1996; Griessmair, Hussain & Windsperger, 2014), thus creating a win-win situation for both. From a franchisor’s perspective, MUF may increase system growth while at the same time providing a safeguard against opportunistic behavior, which in turn leads to a reduction in monitoring costs. From a franchisee perspective, economies of scale may be created through the addition of new outlets to the mini-chain (Kalnins & Lafontaine, 2004) and thus lead to higher turnover and profits per unit. However, we argue that through a higher rate of MUF the risk of encroachment may also increase and that the link between MUF rate and franchisee performance outcomes may not be linear.
2.2.1 From The Franchisor Perspective
Franchising as a development mode is used in situations where the point of sale is far from the headquarters, thus making control costly (David & Han, 2004; Mitsuhashi, Shane & Sine, 2008). Building on the previous discussion regarding behavioral uncertainty (Carson, Madhok & Wu, 2016), franchise systems might turn to incentives to limit the risk of deviant behaviors from franchisees. MUF may serve as a mechanism to control behaviors as MU franchisees may be less opportunistic than single-unit franchisees (Brickley & Dark, 1987). The more franchisees have invested in a network by opening multiple units, the more it should be in their interest to conform to their franchisors’ expectations 1) to enhance the opportunity to obtain additional outlets,  2) to ensure the best possible return on investment by safeguarding the brand and reputation of the system in the long-run, and 3) because MU franchisees have more investment to lose compared to SU franchisees should they decide to exit the system (Brown, Dev & Lee, 2000; Hussain et al., 2013). We thus hypothesize:
H3a. The MUF rate of a system is negatively related to the monitoring costs of the system. 
In addition to reducing monitoring costs, MUF should also have a positive impact on the development of resources that lead to competitive advantage (Barney, 1991) and system growth (Jindal, 2011; Kaufmann & Dant, 1996). MU franchisees may contribute to human capital development, system development and expansion in the long-run (Gomez, Gonzalez & Vazquez, 2010) by contributing with their managerial experience (Hussain & Windsperger, 2010) and creating economies of scale as costs for the selection, hiring and training of new franchisees are reduced (Garg, Priem & Rasheed, 2013; Kaufmann & Dant, 1996). Therefore, there is reason to suggest that it is easier and less risky to open a new unit with an existing partner that has already demonstrated success in (a) previous unit(s) (Cochet, Dormann & Ehrmann, 2008). Therefore we hypothesize the following:
H3b. The MUF rate of a system is positively related to system growth. 
2.2.2 From The Franchisee Perspective

Bates (1998) observes that a new franchised outlet has a much greater chance of survival than an independent one. He notes, however, that not all franchisees are equal in this respect. After specifying that nearly 85% of the new franchise units whose survival rate he traced were units that belonged to mini-chains, he suggests that operating several units in the same chain strengthens the likelihood of success of a franchisee's additional unit. Kalnins and Lafontaine (2004) explain that a new unit within a chain will benefit from both the experience and the know-how skills accumulated by the franchisor and possibly the franchisee, particularly when the latter manages several units. 
However, little is so far known about the impact of MUF on the sales and profits of the individual outlets in the system. It is quite possible that, in fact, the rate of MUF may have a negative impact on these indicators as internal competition increases between units owned by multi-unit versus single-unit franchisees. Moreover, market saturation is likely to occur faster as mini-chains spread in pre-specified geographical areas. While the issue of encroachment has been well documented in the literature (Nair, Tikoo & Liu, 2009; Windsperger & Dant, 2006; Kaufmann, Donthu & Brooks, 2000; Lafontaine & Kaufmann, 1994; Oxenfeldt & Kelly, 1968-1969), little research has so far examined the potential negative consequences of MUF on sales and profits of individual units within a mini-chain. In order to add to the extant literature, we thus look at this issue from a franchisee perspective and test the following hypotheses:
H4a. The MUF rate of a system is negatively related to average sales per unit. 
H4b. The MUF rate of a system is negatively related to average profit per unit. 
The conceptual model of this study is illustrated in Figure 1. 
---------------------------------------------

Insert Figure 1 about here

---------------------------------------------
3. Methodology

3.1 Sample

In order to test our conceptual model, we relied on data from two sources: (1) franchise system survey data on franchise system characteristics, performance and franchisors’ perceptions of resource availability and environmental uncertainty, as well as (2) franchisee survey data on franchisee outcomes.

Franchise system survey data were collected with the help of the French Franchising Federation (FFF)
. They provided us with a list of franchise systems representative of the French franchising industry that was completed with the help of industry journals. A questionnaire was posted to each of the 593 franchise systems identified, together with an introductory letter explaining the purpose of the survey and offering the respondents a summary of the findings. A prepaid return envelope was included in the mailing. This survey resulted in 188 usable returns from franchisors, a response rate of 31.7%. On average, franchisors who responded had been operating for 18 years and owned 32 company-units and 65 franchise units. 50% belong to a repetitive industry
.

We subsequently sent the franchise questionnaire to a list of 3,970 franchisees belonging to the 188 franchise systems surveyed together with an introductory letter explaining the purpose of the research and offering the respondents a summary of the results. A prepaid envelope was also included. We obtained a total of 497 usable responses (response rate = 13.13%) after a follow-up reminder. Among this total, 132 were multi-unit franchisees (i.e. franchisees owning more than one unit). Among them, 88 owned several units of the same brand while 44 owned units of various brands. This information is of utmost importance when it comes to analyzing the franchisee “mini-chain” performance (see 4.2)
. 
3.2 Measures
All scales for both franchisor and franchisee surveys were borrowed from the existing franchise literature unless otherwise stated (see Appendix 1 for scale items). 
Franchise system-level measures:  The central variable of our model is the percentage of multi-unit franchising (rate of MUF) in a franchise system, which objectively accounts for the degree of MUF. That ratio is calculated by dividing the number of multi-unit franchisees in any given franchise system by the total number of franchisees in that system. 

The franchisor's financial capacity was measured with two items, as suggested by Kaufmann and Dant (1996). To evaluate the supply of qualified franchisees, we developed a three-item scale based on insights acquired through in-depth franchisor interviews. The importance of local market knowledge was measured in line with Tremblay, Cote and Balkin (2003) with four items. To capture franchisors’ specific investments, seven items were used from previous studies (Carson, Madhok & Wu, 2006; Stump & Heide, 1996). Further, we measured environment uncertainty with four items as suggested by Carson, Madhok and Wu (2006) and behavioral uncertainty with three items from Eisenhardt (1985) and Nyberg et al. (2010). 
As franchise system-level outcomes, system growth and cost of monitoring are considered as most important. Both were measured with objective data: growth was measured through the percentage change in number of franchise outlets over the past three years (Combs & Ketchen, 1999), and monitoring costs through the number of staff members dedicated to monitoring franchise units (Barthélemy, 2004).
Franchisee-level measures:  At the franchisee-level, we measured sales and profit per unit by asking franchisees about the percentage change of the two variables over the past two years and the present one and aggregated this measure to the franchise system-level. 
Co-variables:  As control variables, we measured age and size (total number of units) of the system with objective indicators. We further measured objectively the type of purchase in the sector (repeat versus non repeat purchase). We decided to control for these three factors as they may influence the MUF rate of a network. For example, Jindal (2011) suggests that the longer a firm takes to start franchising, the more likely it is to adopt MUF as a firm that has taken longer to franchise may not have acquired the skills required for franchisee selection and training. Size could also be a predictor of MUF, as franchisors may use MUF to lower the adverse selection and moral hazard problems that increase with the size of the franchise system (Gomez, Gonzalez & Vazquez, 2010). Finally, the type of purchase influences the MUF rate, as franchisors in sectors where customers are non-repetitive need to exert stronger monitoring of the franchise units and will consequently decide on a higher rate of MUF.
Survey-based items were measured on 7-point Likert-scales (1=fully disagree; 7=fully agree). Confirmatory factor analysis (CFA) shows that psychometric properties of all constructs meet the generally suggested cut-off values (Fornell & Larcker, 1981; Hair et al., 2006). Table 1 shows the result of the CFA.  
---------------------------------------------

Insert Table 1 about here
---------------------------------------------

3.3 Estimation procedure

In order to estimate the complete model, means were calculated for all multi-item scales of the franchise system-level. Further, we created means for the franchisee-level scales and aggregated them to the franchise system-level.
 This procedure was necessary as the main variables of interest lie at the franchise system-level. 

As mentioned above, the central variable of our analysis is the “rate of MUF.” As this variable is not normally distributed, but (left-) censored, we followed the suggestions by Muthen and Muthen (2006) and estimated the model using the maximum probability estimator with robust standard errors (MLR). To do so, we utilized the software Mplus, version 8.2.
4. Results

4.1 Model Estimation

The results of the model estimation reveal some interesting effects. In particular, findings suggest a trade-off between franchise system- and franchisee-level outcomes. In the next section, we discuss the antecedents of MUF, followed by findings about the performance of MUF from a system- as well as from a franchisee-perspective. Table 2 summarizes the key findings of this study.
---------------------------------------------

Insert Table 2 about here

---------------------------------------------
As the RBV suggests, the importance of local market knowledge hinders the development of MUF. This offers support for H1c and thus the notion that the importance of knowledge resources significantly impacts system development strategy. Also as hypothesized, the availability of potential human resources (H1b) impacts  MUF rate of the system in such a way that low numbers of qualified applicants increase MUF. It should be noted that the coefficient is significant at the .1-level. However, if a one-tailed test was applied – and as we hypothesize a direction for the effect, it is reasonable to do so – this finding would meet the generally accepted 5% significance level. Contrary to our expectation, franchisors’ financial resources (H1a) do not seem to predict rate of MUF. MUF as a development strategy appears to be more of a human than of a financial nature.
As asserted by TCE, behavioral uncertainty (H2c) significantly leads to an increased rate of MUF in a system. Moreover, environmental uncertainty (H2b) and the requirement of specific investments on the franchisor’s part (H2a) impact the MUF rate in the expected direction. However, these findings are not significant and we suggest testing these assertions in future studies. 
From the set of co-variables, we find that only the total size of the system significantly and positively impacts the rate of MUF. 

As for the consequences of MUF, the findings reveal that the desired outcomes from the franchisor point of view are achieved through MUF. The costs of monitoring (H3a) are reduced while system growth (H3b) is accelerated with an increased MUF rate. Apparently, from the franchisor’s perspective, MUF is a sensible strategy – at least in the short term. However, from the franchisee’s perspective, the results look slightly different. The MUF rate of a system is negatively and significantly related to average sales per unit (H4a). It also has a small negative, although not significant, link with the average profit per unit (H4b).
4.2 Follow-up Analysis: optimal size of the mini-chain
On the basis of our finding that MUF is not necessarily beneficial when it comes to analyzing the result at the unit level, a follow-up analysis was conducted to gain further insights into the role of MUF for franchisees. In particular, we assessed whether there was an optimal number of units one franchisee should strive towards (“optimal size of the mini-chain”) when trying to optimize his/her performance outcomes. 
We did so by dividing the franchisee data into those owning 1, 2, 3, or 4 or more units
 and comparing means of (franchisee) sales and profits averaged over the past three years, the same measure as used for the initial analysis. Tables 3a and 3b provide results of the follow-up analysis.
---------------------------------------------

Insert Tables 3a and 3b about here

---------------------------------------------

Mean comparisons between single-unit franchisee and the three different subsets of MU franchisees are all significant at least at the 10% level, with two comparisons being significant nearly or below the 5% threshold (when comparing franchisees owning units from the same brand). As “significance” is a continuous variable and the thresholds used are arbitrary (yet commonly accepted), it is reasonable to at least conclude that there is directional evidence. Furthermore, as the pattern of means is very consistent across both analyses for both performance outcomes, we believe it is reasonable to arrive at the conclusion that performance peaks for multi-unit franchisees with a “mini-chain” of three units of the same brand. This is a very note-worthy finding as it is the first assessment of performance outcomes for multi-unit franchisees of a specific size of the “mini-chain”
. Here we need to clarify that the observed peak phenomenon does not mean that units no longer perform in mini-chains of more than 3 units, but that one can observe a drop in sales and profits (in average per unit) when a MU franchisee owns more than three units. Our result are corroborated by the fact that the average size of mini-chains are 3,5 units in France
. 
Taken together, findings from the main model estimation and the follow-up analysis offer some surprising new insights about MUF, which are discussed in the next section. 
5. Discussion 

We assessed in an integrated model the antecedents and outcomes of MUF, from a franchisor as well as franchisee perspective. The main motivation for this study is the fact that MUF can now be considered the norm, rather than the exception, in franchising. However, in relation to research in the field of franchising in general, MUF has received relatively little attention. On the basis of the existing literature, we identified key factors as potential antecedents and consequences of MUF and tested a comprehensive model from a multi-theoretical perspective. Moreover, as the majority of studies in the field of MUF have focused on the franchisor perspective, we examined the consequences of MUF for franchisors as well as franchisees. We first discuss our contribution to theory and then the managerial implications of our study.
5.1 Contribution to theory
In general, our findings support RBV as well as TCE assertions with regards to the antecedents of MUF within a system. The results suggest that, from a RBV perspective, the importance of knowledge resources in relation to the local market situation negatively impacts the use of MUF in a system. The explanation is that single-unit franchisees may have a better insight into the market in which their unit is located, thus making relevant decisions and adaptation more likely. As such, the single-unit development strategy will be more interesting for franchisors whose offering is dependent on adaptation to localized tastes and preferences. 
Moreover, our findings suggest that the number and quality of applications a franchise system receives from potential franchisees is linked negatively (though at the .1 level) to the rate of MUF. This result also supports the RBV view of the firm as it suggests that human resources are a key element in the development strategy of franchise systems. Systems that have no difficulty in finding new franchisees with the right business skills and the appropriate financial resources may favor a single unit development strategy rather than multi-unit development.  We hypothesize that they may also consider managing single unit franchisees an easier task.
One finding does not support the RBV view of the firm. We find no significant relationship between a franchisor’s access to funds to start new outlets on their own without relying on potential or on existing franchisees and the rate of MUF. However, this result should not be considered as a surprise as franchisors with enough financial resources may prefer opening their own outlets rather than franchise units. 
Similarly, our findings find some support for MUF explanations based on TCE theory. In particular, the results demonstrate that franchisees’ behavioral uncertainty positively impacts the MUF rate of a system. Franchisors who consider that bringing new franchisees into the system is being risky, or that new franchisees may act opportunistically, prefer to expand with existing franchisees that have a proven track record in the system, rather than hiring new franchisees whose future performance is uncertain and that they will need to closely monitor. Furthermore, in line with TCE, the degree of specific investment requirements and environmental uncertainty both seem to positively impact the decision to develop a system through MUF. However, these findings were not significant. One reason why the level of specific investments supported by franchisors to develop their system is not linked to the MUF rate could be that they have no difficulty in attracting new franchisees (see H1b). Then the specific investment hypothesis would work in situations where franchisors cannot attract or retain franchisees within the system. As for the environmental uncertainty hypothesis, our result suggests no relationship between market volatility and the MUF rate. As demonstrated by David and Han (2004) in their assessment of the empirical support for TCE, “results regarding uncertainty are less convincing: there does not seem to be a clear relationship between uncertainty and […] the choice of governance form“ (David and Han, 2004, p. 52). Also, they observe a lack of empirical evidence of the effect of the interaction between asset specificity and uncertainty on the hierarchy-market choice. As our study is one of the first to assess the links between asset specificity, environmental uncertainty and MUF (that can be considered as a more hierarchical mode of governance than SUF), we suggest re-investigating both hypotheses in future studies with different samples. 
5.2 Contribution to practice
Most interestingly for managers and entrepreneurs, we examined the consequences of MUF for both franchisors and franchisees. MUF as a development strategy accelerates system growth. This result supports Bradach’s (1995) observation. MUF allows for economies of scale and encourages existing franchisees to open new units within a limited time frame. 
MUF also limits opportunism as MU franchisees have more to lose than SU franchisees should they act opportunistically. This explains why the rate of MUF is negatively and significantly linked to a lower level of monitoring costs. Franchisors rely on less monitoring (i.e. franchise consultants) when they manage a system with a higher number of MU franchisees. Also, MU franchisees duplicate the system standards more easily than single unit franchisees as they have less time to spend on managing every single unit. They express a “mini-chain” syndrome, i.e. they replicate within their mini-chain the standards and procedures used by their franchisor when he or she manages the franchise system as a whole. At the head of their mini-chain, they become “mini-franchisors”. From a franchisor perspective, MUF can then be considered as an efficient governance mechanism.
While the literature has so far highlighted the positive consequences of MUF, essentially from the franchisor’s point of view, we hypothesized that, in fact, the consequences for franchisees might be negative. Our findings partially support this idea. An increased MUF rate is negatively and significantly related to average sales per unit. While the effect of MUF rate on average profit per unit is also negative, it is not significant. Several reasons could explain these results. One of the main reasons could be the emergence of increased and rapidly growing internal competition through MUF expansion. Single-unit franchisees may have to compete more strongly against multi-unit franchisees, and units within a mini-chain may also have a negative impact on each other’s business. Also, the consequence of a MUF strategy is that MU franchisees have to share their time and effort. Owning more than two units does transfer part of the monitoring burden to the franchisee as suggested by H3a, also leading to the transfer of the moral hazard problem as MU franchisees will often delegate to hired salaried managers the supervision of their units.  We questioned franchisees about the time it took to travel from home to their franchise unit (for single-unit franchisee) or to their unit farthest from home (for multi-unit franchisee). Results show a twofold increase (from 20 to 46 minutes) between single-unit franchisee and multi-unit franchisees owning units from a same brand and another two-fold increase (from 46 to 86 units) when comparing with franchisees operating units belonging to different brands. Territorial dispersion hinders the quality of the mini-chain management by the franchisee with a direct impact on its performance in terms of sales and results.  

Interestingly, the observed relationship between the size of the mini chain and its performance (table 3b) suggests that franchisors should not encourage their franchisees to own more than three units if they want to maintain a win-win partnership. Owning more units can lead to lower marginal sales and profits. In line with our previous argument about the necessity for MU franchisees to rely on salaried managers to run their units, this result suggests an “optimal size” of the mini chain between 3 and 4. We must note that it has been shown in a study conducted for the French Franchise Federation among 357 franchise systems, representing more than 30244 outlets, that the average size of mini-chains was 3,47 units. Of course, one can observe huge disparities between and within franchise systems. The assumption is that multi-unit franchisees have other goals than just increasing their marginal profit when expanding their mini-chain. While some franchisees will consider franchising as a way of making a living, others will see franchising as a wealth generating system. 
6. Conclusion

What are the motivations for MUF and what are its consequences? Our findings are of particular academic and managerial interests, as they raise the question as to what extent MUF is really a viable expansion strategy in the long run. 
From a franchisor perspective, we observed that MUF was linked to faster franchising growth and lower monitoring costs. A general recommendation would thus be to encourage all franchise networks to turn to a multi-unit strategy if network growth is the priority. But our results have also shown that not all competitive advantages can be obtained simultaneously, leading to the existence of a potential conflict between two types of goals: unit number growth and cost of control on the one hand and sales and profits per unit on the other. 
MUF may alienate single-unit franchisees, as they may feel “overpowered” by their counterparts with multiple units. This might be particularly problematic for systems that rely heavily on the local market knowledge of individuals. Second, multi-unit franchisees may become frustrated as well, as their relative return on investment may decrease over time. As dissatisfaction amongst franchisees grows, opportunistic behavior may increase as well. That in turn reduces the positive effect that the MUF rate has on monitoring costs, as – for example – new control mechanisms may have to be put in place. We observed that the control variable “system size” had a positive and significant impact on MUF rate. Clearly, in order for systems to grow rapidly and reach a certain size, MUF seems to be the best option in the short term. However, once a certain size is achieved and local markets start to become saturated, this strategy could backfire. It is thus important to identify the most desirable growth rate through MUF and to determine when a system may actually reach a tipping point at which the positive effects of MUF diminish. Also, we found no linear relationship between age and MUF rate. We may then hypothesize that MUF is a strategy to consider at specific stages of a franchise system lifecycle. Could MUF as a development strategy be of a transitory nature? Within this perspective, longitudinal research designs should be encouraged with the objective to understand how and when franchisors should decide to develop through single-unit or through multi-unit franchising. Our research provides a promising starting point for such future investigations.   
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Figure 1.
Conceptual model






Table 1.
Psychometric properties of constructs

	Franchisor's financial capacity
	1
	
	
	
	
	
	
	
	
	

	Number/quality of applications
	0.115
	1
	
	
	
	
	
	
	
	

	Local market knowledge
	-0.043
	0.051
	1
	
	
	
	
	
	
	

	Franchisor's specific investments
	0.059
	-0.108
	.200**
	1
	
	
	
	
	
	

	Environment uncertainty
	0.108
	-0.013
	.150*
	0.139
	1
	
	
	
	
	

	Behavioral uncertainty
	.246**
	-.164*
	0.055
	.309**
	.192**
	1
	
	
	
	

	Monitoring costs
	0.039
	-0.165
	-0.107
	.253**
	-0.029
	0.105
	1
	
	
	

	Growth of system
	-0.048
	0.025
	0.001
	-0.012
	-0.056
	-0.034
	-0.026
	1
	
	

	Franchisee average sales/unit
	-0.074
	-0.126
	0.14
	-0.04
	-0.064
	-0.131
	0.084
	0.1
	1
	

	Franchisee average profit/unit
	-0.067
	-0.121
	0.15
	-0.077
	-0.105
	-0.167
	0.143
	0.17
	.710**
	1

	
	
	
	
	
	
	
	
	
	
	

	Critical ratio
	0.902
	0.750
	0.721
	0.805
	0.735
	0.739
	n.a.
	n.a.
	n.a.
	n.a.

	AVE
	0.822
	0.600
	0.568
	0.509
	0.481
	0.486
	n.a.
	n.a.
	n.a.
	n.a.

	Alpha value
	n.a.
	0.701
	0.709
	0.731
	0.693
	0.697
	n.a.
	n.a.
	n.a.
	n.a.


Table 2.
Model estimates

	Dependent variable: rate of MUF
	Estimate
	t
	p

	H1a: Franchisor's financial capacity 
	-.00
	-.350
	.72

	H1b: Number and quality of applications 
	-.02
	-1.769
	.08

	H1c: Importance of local market knowledge 
	-.04
	-3.225
	.00

	
	
	
	

	H2a: Franchisor's specific investments 
	.00
	.231
	.81

	H2b: Environment uncertainty
	.01
	.600
	.55

	H2c: Behavioral uncertainty 
	.03
	1.992
	.05

	
	
	
	

	Co-variables
	
	
	

	Age 
	.00
	.694
	.49

	Size 
	.00
	2.603
	.01

	Repeat purchase vs. non repeat purchase
	-.00
	-.351
	.72

	
	
	
	

	Independent variable: rate of MUF
	Estimate
	t
	p

	System Outcomes
	
	
	

	H3a: Franchise system monitoring costs
	-.15
	-2.431
	.01

	H3b: Growth of franchise system
	49.14
	2.046
	.04

	
	
	
	

	Franchisee Outcomes
	
	
	

	H4a: Average sales per unit
	-3.21
	-2.119
	.03

	H4b: Average profit per unit
	-1.43
	-.895
	.37


Table 3a.
Follow-up analysis
SUF = 365 & MUF = 132 [MUF can own units from different brands]
	Franchisee performance 

outcome


	Number of units

	Mean performance score per unit

	 p


	Sales performance
	1
	3.151
	

	
	2
	3.314
	.1

	
	3
	3.924
	

	 
	≥ 4
	3,08
	

	Profit performance
	1
	2.849
	

	
	2
	3.1
	.1

	
	3
	3.511
	

	 
	≥ 4
	2.89
	


Table 3b.
Follow-up analysis 

SUF = 365 & MUF = 88 [MUF only own units from the same brand]

	Franchisee performance 

outcome


	Number of units


	Mean performance score per unit

	p


	Sales performance
	1
	3.151
	

	
	2
	3.421
	.06

	
	3
	4,183
	

	 
	≥ 4
	2.975
	

	Profit performance
	1
	2.849
	

	
	2
	3.236
	.02

	
	3
	3.917
	

	 
	≥ 4
	2.650
	


Appendix 1.
Scale items 
Determinants of MUF
Franchisor financial capacity

We have adequate access to funds to start new outlets on our own without relying on potential franchisees for financing 

We have adequate access to funds to start new outlets on our own without relying on existing franchisees for financing

Number and quality of applications 

We receive many applications of potential franchisees 
It is difficult to find new franchisees with the right business skills R

It is difficult for us to find franchisees with appropriate financial resources R

Importance of the franchisee local market knowledge 

The success of our franchise concept depends on the local market knowledge of the franchisees 

The success of our franchise concept depends on the information franchisees gather about their markets 

The success of our franchise concept depends on the relationships franchisees have with local partners/customers 

Our franchise concept can work effectively without local specification R

Specific investments 

It takes time for us to bring a new franchisee up to speed with the business 
If a relationship with a franchisee ends, it is easier for us to acquire ownership of the unit than to find a new franchisee 
We spend significant human and time resources to ensure that the franchised units fit our system specifications 

We spend a lot of time and efforts learning to work effectively with new franchisees before our relationship is productive 

We really help the franchisee to implement system specific procedures and routines 

We provide highly specialised tools to the franchisee to help them in their activity 

We have spent much time to develop the know-how we transfer to our franchisees

Environment uncertainty

Customers’ preferences for our offerings change constantly 
Our competitors rapidly advance their offerings 
It is difficult to forecast how the market will be in a year or two from now 
Our customers demand that we constantly update our offering

Behavioral uncertainty 

Bringing new franchisees into the system is risky 

New franchisees may act opportunistically 

New franchisees need to be closely monitored 

Consequences of MUF: franchisor perspective
System growth 

% change in franchise outlets over the last 3 years
Costs of monitoring 

Number of staff working for the franchisor and dedicated to the monitoring of franchise units

Consequences of MUF: franchisee perspective 

Change in turnover over the last 3 years

Change in profit over the last 3 years

Control variables
Age of franchise system

Size of franchise system

Part of repeat versus non-repeat purchase sector
TCE





Franchisor outcomes





H1a: Franchisor’s financial capacity








H3a: Monitoring costs 











H3b: System growth





H4a: Average sales per unit

















H4b: Average profits per unit
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Franchisee outcomes





Rate of MUF 





H2c: Behavioral uncertainty








H2b: Environmental uncertainty








H2a: Franchisor’s specific investments








RBV





H1c: Importance of local market knowledge








H1b: Number of quality applications











� With more than 2000 franchise systems representing 75000 franchisees and a $70 billion turnover in 2018 (plus $56 billion of indirect benefits), France leads the franchise market in Europe and is ranked third worldwide. 


� 	To estimate non-response bias for the franchisor survey, we estimated the probability for a particular franchise system of being  included in our sample with all available system characteristics with a (probit) regression. Coefficients do not substantially change even if the correction term is added as an additional explanatory variable to the regression model. For a different, additional test for non-response bias, we decided to estimate whether there was systematic bias by comparing the 188 respondents with the 405 non-respondents on all available franchisor characteristics (company age, age of franchise network, number of company-owned units/franchise units, contract length, franchise fee, cash liquidity, total investment) and found no significant difference between respondents and non-respondents based on system characteristics.


� 	To estimate non-response bias for the franchisee survey, we used the Armstrong and Overtorn (1977) procedure, i.e. we compared mean values of important study variables of those respondents that responded directly (n=385, no reminder sent) with those that responded late (n=112, after reminder). When comparing the two main franchisee-level study variables (changes in sales and profits), we noted no significant difference between direct and late respondents. Further, we also compared the available psycho-and sociographic variables and again did not find any differences. Finally, we also asked franchisees about the big-5 personality traits. Interestingly, we did not find significant differences except for “conscientiousness.” As one might expect, the more conscientious franchisees are more likely to respond more directly to the survey.


� Interrater agreement was satisfactory with rWG > .7 for all scales. In addition, interrater reliability was assessed by calculating intra-class correlations (ICC). We obtained ICC 1 between .21 and .35 and ICC 2 between .46 and .89, which suggests reliable group means (for details and procedures, see: Bliese, 2000; LeBreton & Senter, 2008).


� Our sample comprises 72% of single-unit franchisees; 16% of multi-unit franchisees owning two units; 6% of multi-unit franchisees owning three units and another 6% of franchisees owning 4 or more units. 


� 	We also conducted pair-wise comparisons of all pairs of means displayed in tables 3a and 3b. The results are in line with the MANOVAs displayed in the original manuscript. The pair-wise comparisons show (at least directional) evidence, that sales and profits performance peak when the “mini-chain” consists of three units. Comparing 1 vs. 3 units and 3 vs. 4 units consistently provides significant differences at least at the .1-level. We therefore conclude that our original interpretation is supported by this analysis as well.


� 	In a national survey conducted by the authors at the time of the present research among franchise networks representing one-third of the total number of franchisees in France, it was observed that the size of mini-chains varied between 2 and 22 with an average size of 3,47.


� R: Reversed item
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