International Journal of Entrepreneurship Volume 23, Issue 4, 2019

SURVIVAL OF FRANCHISING FIRM:
A STUDY OF SELF-SERVICE LAUNDRY FRANCHISOR

Nurul Ashykin Abd Aziz, Universiti Kebangsaan Malaysia
Mohd Hizam Hanafiah, Universiti Kebangsaan Malaysia
Hamizah Abd Hamid, Universiti Kebangsaan Malaysia
Rosmah Mat Isa, Universiti Kebangsaan Malaysia

ABSTRACT

As franchising becomes a well-known and prominence business platform in the
worldwide, it has attracted the researcher and policy maker attention. Encouraging
entrepreneurs to involve in franchising business positively increase the possibilities of them to
survive in the competitive market. However, little study is currently known about the factors
influencing the survival ability of franchisor. Thus, a series of three case studies by using the
protocol discussion with Malaysian self-service laundry franchisor were undertaken to
investigate the factors influencing their abilities to survive. From the findings, three propositions
are discovered, namely (i) brand; (ii) franchising cost; and (iii) age of franchising. In brief, the
present study has contributed new knowledge in franchising literature in relation with survival
ability of franchisor business and will benefit the policy makers and future studies.

Keywords: Franchising, Franchising Survival, Malaysian Franchise, Franchising Strategy,
Franchise.

INTRODUCTION

Nowadays, franchising has emerged extremely as an organization form (Grewal et al.,
2011) and has developed as one of the rapid growth in global retailing since the past decades
(Combs et al., 2004). Franchising is one of rapid development forms of business in the global
and valuable for studies in entrepreneurship area as it plays an important role in supported
economic development by creating an employment opportunity, developing the growth of
entrepreneurship and enhancing the standards of living (Baena & Cervino, 2012). Additionally,
Michael & Combs (2008) suggested that it is important to increase the understanding on the
factors influencing the franchise survival for resulting more satisfaction in franchise relationship.
Besides that, Kosonova & Lafontaine (2010) claimed that the contract term an chain’s
characteristics may influence the growth and survival of franchise chain and other factors might
be driven by some characteristics. Bordonaba-Juste et al. (2011) also mentioned that there are
other variables may affect franchise survival based to the previous experience of the franchisee’s
characteristics. Moreover, Hizam-Hanafiah & Li (2014) highlighted that the level of satisfaction
of franchisees might affect their businesses since they are required to follow many procedures
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and systems stated by the franchisor. Thus, the franchisee business survival also depends on the
franchisor’s approval. The main aim of the present study is to explore the franchise firm survival
factors from the perspectives of franchisors and finally suggested some propositions.

LITERATURE REVIEW AND METHODOLOGY

Hou et al., (2009) described that the survival ability of franchise system is not only
depending on the economic condition but also linked with affective factor such as ownership.
Next, empirical study by Gillis & Combs (2009) found that brand name is positively associated
with survival, growths, profits and sales. Additionally, brand has positive influence on
franchisees satisfaction, success and survival (Michael & Combs, 2008; Pitt et al., 2003; Watson
& Johnson, 2010). On the other hand, Kosonova & Lafontaine (2010) clarified that as ongoing
fixed fee is high, it negatively affects the survival ability of franchise firm. These scholars found
that higher survival probabilities for network that are older at franchise start (Kosonova &
Lafontaine, 2010; Bordonaba-Juste et al., 2011). As well, the age of franchise network starts was
found to have positive influence or no consequence on growth (Kosonova & Lafontaine, 2010).
Empirical study by Hizam-Hanafiah & Li (2014) on 204 franchisee entrepreneurs in Malaysia
found that the survival of franchisee system in terms of the intention of the franchisee to remain
as a franchisee were affected by their goals attained in the business.

For this study, a case study methodology were adopted to investigates the phenomenon
within real-life context where cross-case analysis were used (De Weerd-Nederhof, 2001;
Eisenhardt, 1989). These methods were used by the researcher to provide an understanding about
certain phenomena in depth (Brasileira et al., 2015). Furthermore, cross-case analysis is a
method that allow the comparison of commonalities and differences in the case studiy (Gordon,
1962). Researchers also used the constant comparison method where making data comparison to
gradually test the provisional propositions (Silverman, 2016). Three managers and executive
were selected from self-service laundry franchisors in Malaysia and the interview were
conducted by using semi-structured protocols. Researchers constantly refined the protocols and
integrated with participants to produce precise data (Cassell, 2009). Next, the data were analysed
by using the Atlas.ti software as it is offer an assortment of tools to for unstructured data that
cannot be analysed by statistical approaches Smit (2002).

FINDINGS AND DISCUSSION

First and foremost, having an established brand name will lead a survival chances for
franchise business systems (Nyadzayo et al., 2015). For the present study, most of the
participants agreed that a well-known and strong brand name of franchise product and services
will influence the sustainability in the market. Repetitively, the participants would nominate that
strong ties between franchisors brand and business or system survival ability are needed if a
franchise player want to stay longer either in local or international market. Importantly, franchise
business with have brand recognition and increase the loyalty of their customers, thus increase
the likelihood for survival. For instance, one of the participants (P3) emphasised that:
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What always strikes franchisor such as is how to come out with strong brand that can attract potential
franchisee to invest in our system and also to attract customer attention to choose our products or
services.....quality brand will increase the popularity and sustainability of the franchise business in the long
run...as a franchisor, we can see the strength of reputable brand will leading the survival ability of the
franchise business itself...

Moreover, other participant supported a similar statement that highlighting about the
reputable brand will influence the survival opportunity in the market. For example, one
participant (P1) stated that:

Brand is the heart of any business including franchise business and for us as a franchisor, brand is our
asset. A great franchisor will develop a good brand that represent the quality of their product or services... thus it

brings the positive image to the franchisee as a business partner and it will increase the tendency to stay longer in
the market.....

Therefore, Nyadzayo et al. (2011) supported that franchisor brand is vital in determining the
franchisee’s perception and it also play an important role in promoting their brand which return
the brand equity and survival ability. Additionally, empirical study by Hsu et al. (2017) found
that the survival of franchise business are determined by brand name and format facilitator
support and control. Moreover, Barthélemy (2011) claimed that franchising is a business format
that offers a brand name for its system and running the business with well-known brand will
benefit the potential franchisee Herrington (2005). Therefore, based on the discussion, the
proposition 1 is suggested.

P1: Franchisor with reputable brand name is more likely to survive in the franchising
system than those with disreputable brand name.

Next, based on the interview conducted with the participants (franchisor), most of them
agreed that high franchising cost will influence the survival of their franchise business.
Accordingly, if the franchisee fails to fulfil the cost involved, they will bear the risk of failure.
Some of franchise business generates little or maybe no profits in certain years of operation and
high franchising cost involved will be burden to them and some of them might not survive in the
franchise system itself. Because the franchising cost is agreed by parties (i.e. franchisor and
franchisee), fixed franchising cost such as administrative, advertising and promotion must be pay
by the franchisee as stated in the contract agreement. For example, one of participants (P2)
commented:

A lack of profit made by franchisee will causes the possibility for them to survive for a longer time....
Furthermore, if they (franchisee) start the business operation without adequate working capital and not making
much profit within 3 years of early operation, it will make them unable to pay their royalty as promised to their
franchisor and the amount of cost spend might be greater than the cost of return to their business....

The high cost involved in franchising seen as the major reason on why most of
franchisees are not survive within five years minimum contract of agreement made by both
parties (i.e. franchisor and franchisee). As one of participant (P1) stated:

even the franchisee still made a profit for its franchise outlets, sometimes they still run out of money
because the need cover their franchising cost at the early of business operation...within the minimum years of
contract..... it is important to distinguish the profit and cash flow of the franchise business in order to survive in the
competitive market.... if they (franchisee) fails to do so, possibility of the business to maintain is low....

In aligning with this point, Bordonaba-Juste et al. (2011) found that royalty franchisee
fee was a price variable to attract the potential franchisee and increase the growth and
involvement of outlets in franchise network. Besides that, Dant & Griinhagen (2014) claimed
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that the relationship between advertising fee and franchise survival is positive on growth from
the royalties in mature business firm and it determined royalty fees as a goals of profit to
franchisor. Moreover, empirical study done by Hua et al. (2017) found that royalty fees in
franchise business contribute a value to the hotel franchisees as it is positively and significantly
affect the return of revenue for the firm that being as a sample in that study. Thus, it shows that
franchising cost has the tendency in determining the survival ability of franchise business. So
that, the researchers suggest the proposition 2.

P2: The higher the franchising cost involved in a franchising system, the lower the
franchisor’s survival in the franchising system.

Lastly, age of franchise system is also important in determining the survival ability of
franchise business. In details, franchise system and operation with the longer age have the high
likelihood to survive as agreed by most of participants involved in the present study. As the
establishment age of franchise business is longer, it shows that the franchise system itself is
mature with the high return of profit and thus, it can reduce the problems such as management
conflict and financial uncertainty. Additionally, established franchise firm with longer age are
more likely to survive because of the stability of its business structures, routines and practices.
This will also enhance the effectiveness and efficiency of their business operation. For example,
one of participants (P3) stated:

the ability of the any business is reflected on how long its business operation have been in the market,
including franchise business... when it has been operating beyond a minimum of years stated in agreement (mostly 5

years) with a good performance, it will increase the maturity level of that franchise business and build a greater
influence in the competitive market.....

In supporting this point, Cliquet & Pénard (2012) claimed that age is one of the variables
that influenced the franchise network survival where the longer and greater age will result for
decreasing in likelihood to fail. Furthermore, Calderon-Monge et al., 2017) emphasised that
franchisee’s requirement often connected with the economic clauses that are stated in the
contract agreement where it should be carefully enrolled by considering the age of franchise
chain and property structure. By that, franchisor can fulfil the needs of franchisees without
exposing the survival ability of the franchise chain. Likewise, most of the past studies found that
the higher survival possibilities for network are depend on how older the franchise has started its
operation (Kosonova & Francine Lafontaine, 2010; Bordonaba-Juste et al. 2011). Therefore, the
researchers advocate the proposition 3.

P3: The longer the age of a franchising system, the more likely the franchisor to survive
in the franchising system.

CONCLUSION

As the present study conducted by using a qualitative methodology and not a statistical
analysis, generalization may not be claimed (Finfgeld-Connett, 2010). Further, some limitations
to the present study are addressing where it just focusing on self-service laundry franchise and
not yield substantial outcomes on the issue of franchising survival. Secondly, the case samples of
this study are small and thirdly, generalization cannot be made to the other industries of
franchising particularly for Malaysian market. As this study is focusing on the self-service
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laundry franchise, other similar studies need to further be conducted on other segments.
Furthermore, future research needs to provide empirical testing to validate the proposed
propositions in this study and applying other methodological approaches such as survey and
interview. More study also needs to be conducted on the survival factors of Malaysian
franchisors either to accept or reject these propositions. The self-service laundry franchise
businesses in Malaysia are good example in discussing about the survival ability in the
competitive market can be studied. In summary, the present study discovers three propositions
that influenced these franchisor businesses to survive, namely brand name, franchising cost and
franchising age. This study significantly makes some contributions to the existing franchising
literatures and had provided foundation for the future research in the context of franchising.
Lastly, the findings gathered from this study will help government to enhance the policy,
governance and program to supports the Malaysian franchisors. Further, proper compliance with
Franchise Act will encourage the franchise growth and development; hence increase the survival
rate in the competitive market.
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