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Franchising is one of the fastest channels for creating and developing entrepreneurs and
promoting business growth in Malaysia. It is vital for the franchisor and his franchisees
to have a long-term relationship. Despite the progress in franchising industry, there are
challenges faced by the franchisees leading to the failure of various franchise business
in Malaysia. Research shows that franchisees have not really optimised the franchise
business opportunity as there are still only a handful of them in this business that are
doing well. Trust and commitment are the two important variables for a good
relationship in the franchising business. Hence this study investigates whether franchisee
characteristics influence the franchisee’s commitment and the mediating role of trust.
This study aims to better understand the impact of trust between the characteristics of
franchisees and franchisees’ commitment. Moreover, the trust between the
characteristics of franchisees and franchisees’ commitment to franchise organizations in
Malaysia is under-explored. Over the years the characteristics evolved, there is still a
need to identify the right characteristics that best fit the franchise business to mitigate
the failure of existing franchise business. Understanding the influence of franchisee
characteristics (entrepreneurial capacity, professional experience and financial capacity)
on franchisee’s commitment provides additional insights into the literature in the area of
franchise business. It also examines the mediating role of trust in the franchise business.
Resource-based theory was used as a theoretical foundation in this study, which
explicitly articulate that those resources need to be valuable, rare, difficult to imitate, and
non-substitutable for the long-term success of any franchising business. Similarly,
commitment-trust theory has also been used in this study as it emphasises that greater
trust has a substantial impact on higher commitment from partners, which eventually
improves business performance dramatically over time. Using a mixed methodology,
questionnaires were distributed to 300 home-grown franchisees and six individual
franchisees were interviewed. Using Partial Least Square Structural Equation Modelling,
258 usable responses were used for the analysis. The results provided an empirical
evidence of the significant effect of entrepreneurial capacity and financial capacity
support on the franchisee’s commitment. This study found that the results of professional



experience effects were insignificant. This study revealed that trust is a significant
mediator in the relationship between entrepreneurial capacity and financial capacity,
hence supporting the theoretical premises. The study concluded that franchisee
characteristics (entrepreneurial capacity and financial capacity) were found to be highly
and critically important in meeting the needs of franchisee trust and commitment. The
result also could be adopted by franchisors in determining the commitment amongst the
franchisees that can become the best candidate for the franchise business.
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Francais adalah salah satu saluran terpantas untuk mencipta dan membangunkan
usahawan serta menggalakkan pertumbuhan perniagaan di Malaysia. Adalah penting
bagi pemberi francais dan pemegang francaisnya untuk mempunyai hubungan jangka
panjang. Di sebalik kemajuan dalam industri francais, terdapat cabaran yang dihadapi
oleh francaisi yang membawa kepada kegagalan pelbagai perniagaan francais di
Malaysia. Penyelidikan  menunjukkan bahawa francaisi tidak benar-benar
mengoptimumkan peluang perniagaan francais kerana masih terdapat segelintir daripada
mereka dalam perniagaan ini yang berjaya. Amanah dan komitmen adalah dua
pembolehubah penting untuk hubungan yang baik dalam perniagaan francais. Oleh itu
kajian ini menyiasat sama ada ciri francaisi mempengaruhi komitmen francaisi dan
peranan pengantara amanah. Kajian ini bertujuan untuk lebih memahami kesan amanah
antara ciri-ciri francaisi dan komitmen francaisi. Selain itu, amanah antara ciri-ciri
francaisi dan komitmen francaisi terhadap organisasi francais di Malaysia kurang
diterokai. Selama bertahun-tahun ciri-ciri itu berkembang, masih terdapat keperluan
untuk mengenal pasti ciri-ciri yang sesuai yang paling sesuai dengan perniagaan francais
untuk mengurangkan kegagalan perniagaan francais sedia ada. Memahami pengaruh ciri
francaisi (kapasiti keusahawanan, pengalaman profesional dan kapasiti kewangan)
terhadap komitmen pemegang francais memberikan pandangan tambahan tentang
literatur dalam bidang perniagaan francais. la juga mengkaji peranan pengantara amanah
dalam perniagaan francais. Teori berasaskan sumber telah digunakan sebagai asas teori
dalam kajian ini, yang secara eksplisit menyatakan bahawa sumber tersebut perlu
bernilai, jarang, sukar untuk ditiru dan tidak boleh digantikan untuk kejayaan jangka
panjang mana-mana perniagaan francais. Begitu juga, teori komitmen-amanah juga telah
digunakan dalam kajian ini kerana ia menekankan bahawa amanah yang lebih besar
mempunyai kesan yang besar terhadap komitmen yang lebih tinggi daripada rakan
kongsi, yang akhirnya meningkatkan prestasi perniagaan secara dramatik dari semasa ke
semasa. Menggunakan metodologi campuran, soal selidik telah diedarkan kepada 300
francaisi tempatan dan enam francaisi individu telah ditemu bual. Menggunakan
Pemodelan Persamaan Struktur Kuasa Dua Separa Terkecil, 258 kaji selidik yang boleh



digunakan telah digunakan untuk analisis. Keputusan memberikan bukti empirikal
tentang kesan ketara kapasiti keusahawanan dan sokongan kapasiti kewangan ke atas
komitmen pemegang francais. Kajian ini mendapati bahawa hasil kesan pengalaman
profesional adalah tidak signifikan. Kajian ini mendedahkan bahawa amanah adalah
pengantara yang signifikan dalam hubungan antara kapasiti keusahawanan dan kapasiti
kewangan, justeru menyokong premis teori. Kajian ini merumuskan bahawa ciri-ciri
francaisi (kapasiti keusahawanan dan kapasiti kewangan) didapati sangat penting dan
kritikal dalam memenuhi keperluan amanah dan komitmen francaisi. Hasilnya juga
boleh diterima pakai oleh francaisor dalam menentukan komitmen di kalangan francaisi
yang boleh menjadi calon terbaik untuk perniagaan francais.
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CHAPTER 1

INTRODUCTION

1.1 Overview

This chapter provides briefly about the introduction of franchise business in the world,
particularly the franchise business in Malaysia. The problem statement points out the
need for the present study to be conducted and directed. This chapter describes the nine
inter-related sections which starts from the overview of the study to the organization of
the thesis. This chapter looks into the preliminary view on the research issues such as
background of the study, problem statement, research questions and the definition of
terms used in the study. The study looks into the influence of franchisee characteristics
on their commitment and the mediating role of trust, and it is in line with the next
chapters. The operational definitions are presented to give a better understanding of the
usage of terms in this study.

1.2 Research Background

Franchising is one of the common forms of businesses practiced in many countries
including Malaysia, which help to spread the presence of popular foreign and home-
grown business models and trademarks. According to Khan (2019), franchising is a well-
established business model that helps companies adapt to different cultures and
regulatory policies. According to Hoffman (2016), franchising has always been an
important part of a company's foreign expansion. The author claims that franchising has
many benefits as an entry mode, including the potential to quickly extend a business and
the ability to distribute risk across many networks. According to Alon & Kruesi, (2019),
for markets that are culturally distinct from the home market and have little challenges
to overcome, franchising is the ideal market penetration strategy that able to withstand
heavy competition, high prices, and regulatory restrictions).

Successful franchising partnerships, according to Rosado-Serrano (2018), have three
dimensions: economic, non-business, and legal. Because of the cultural isolation from
the home market, the first two relationships must be maintained in a global market
context, while the third relationship must be maintained due to the legislative constraints
that must be addressed in the domestic market.

Franchising first started in the United States of America (the US) by the Singer
Corporation during the nineteenth century. They used franchising as a form of channel
structure to deliver their sewing machines to the customers (Storholm, 1994; Kang &
James, 2004; Chirico, Ireland, & Sirmon, 2011; Jang & Park, 2019). The modern
franchising companies from the US such as Burger King, Pizza Hut, McDonald’s, Coca
Cola, and Holiday Inn have shown enormous growth since the 1950s. Now they have



become the leading companies and have enticed other companies around the globe. The
franchise system has driven business growth and expansion (Storholm, 1994; Davies et
al., 2011). This system has become the most important channel in retail marketing that
has impacted consumers’ buying decision significantly. In the franchising system,
ranging from product franchise, manufacturing franchise, business format franchise and
a combination thereof (Zahira, 2006), globally restaurants, miscellaneous services, and
non-food retailing have become the major growing business sectors (Hoffman, 2004;
Doherty, 2009; Hitt, Ireland, & Hoskisson, 2013).

For a few decades, the franchising sector has coloured the Malaysian market landscape,
allowing many interested individuals to join the bandwagon as franchisor or franchisees.
Being a franchisee is easier than being a franchisor since a franchisee simply repeats the
franchisor's business model with the promise of long-term revenue due to the brand's
goodwill (Siebert, 2015). However, identifying the perfect frachisee is critical for
franchisors to ensure the long-term viability of their franchise system (Jang & Park,
2019). Hence, franchisee characteristics are an essential aspect in franchising business,
which attract the attention of many researchers (Lafuente & Salas, 1989, Michaelis,
Scheaf, & Carr, 2022).

Earlier studies suggested that the characteristics of franchisees are segmented into three
parts where franchisees are semi-autonomous entrepreneurs that manage their
enterprises in a specific geographic location under a predefined business model with a
consistent strategic orientation toward clients which are entrepreneurial capacity,
professional experience and financial capacity. Franchisees are members of a franchise
system, which includes the franchisor as the umbrella organisation, as well as fellow
franchisees (i.e. peers) and maybe franchisor-owned units operating in other areas under
the same business model. Entrepreneurial capacity is defined as an individual's ability to
spot, recognise, and absorb possibilities (Lopez-Fernandez & Lopez-Bayon, 2018).

Professional experience, on the other hand, is defined as the extent to which people have
a favourable or negative perception of themselves as entrepreneurs (Baresa, 2018;
Middleton & Nowell, 2018). According to Cao and Shi, (2020), job experience has
numerous benefits, including giving skills and ideas that can help franchisees stand out
and that cannot be gained in a classroom. Mohd Amy Azhar (2011) emphasised the
critical success factors for Bumiputra and non-Bumiputra franchisors in managing their
franchise companies in Malaysia. The critical success factors was also supported by
Mohd (2019). Two identified variables that have a direct impact on the performance of
local franchise enterprises are marketing orientation and entrepreneurship. Soft skills
like collaboration, networking, and business knowledge, can also help franchisees grow
professionally and better prepare themselves. A person with financial aptitude is also
desirable in the franchising industry.

To be competitive, a company's financial capacity, which is the greatest level of
production that permits it to create a product or provide a service, must be prepared.
Management must recognise the boundaries of the development process while planning
for capacity (Santoro et al., 2018).



It has conclusively been agreed that franchising is a business relationship that requires
commitment (Grunhagen et al,. 2017) to obtain mutual benefits. In a franchise system,
in order to run the business effectively and efficiently, franchisors need to depend on the
franchisees to do it. Several studies have noted that commitment is an essential
ingredient for sucessful relationship (Andaleeb, 1996, Yang, Zhang, & Zhou, 2021).
Thus commitment is important as it results in cooperation, reduces the potential of
attractive short-term alternatives and enhances profitability (Morgan & Hunt, 1994, Yu
& Pysarchik, 2018). Building customer relationship through commitment in franchise
business is important as they increase sales, reduce customer attrition, deliver invaluable
marketing, boost employee morale and turn customers to you business (Qaisar &
Muhamad, 2021). There are various support and advice offered to the franchisees mainly
through training and an operational manual. Franchisees’ activities will be monitored
closely by the franchisors as they need to ensure that their reputation is being protected
and not being damaged by the franchisees (Rubin, 1978; Combs, Ketchen, & Shook,
2010).

It has been suggested that one component that impacts cognitive judgements of threat or
vulnerable situations is trust, trust is believed to enable social exchange in authority
relationships (Mishra & Grubb, 2015). Trust in management, in particular, reduces the
scary category of vulnerable situations by assisting individuals in understanding and
believing in management's objectives and expected behaviour (Mishra & Grubb, 2015).
In this context, trust is described as a willingness to be vulnerable to others based on the
assumption that those individuals are trustworthy, honest, competent, and benign or
concerned (Mishra, 1996; Mishra & Grubb, 2015). Thus, researchers in franchising
relate trust to satisfaction with franchise partnership (Altinay et al., 2014, Serrano, Paul,
& Dikova, 2018). Franchisors can create trust to reduce opportunism in aspects not
covered by the contract (Dickey et al., 2007, Minarikova, Mumdziev, & Griessmair,
2019). Therefore, the above can be achieved when both the franchisee and the franchisor
are able to establish a quality relationship and work together towards the business’s
success. Within the Malaysian context, the franchising industry has been critical to
Malaysia's economic and social growth. It is also a common option for developing
entrepreneurs in Malaysia, especially among Bumiputera.

Recognising the value of the franchising industry, the Malaysian government has
established programmes and activities through the Ministry of Domestic Trade and
Consumer Affairs (MDTCA) to help the industry expand. Malaysian Home-grown
franchisors have since entered international markets such as Saudi Arabia, Indonesia, the
United States of America, and Australia. At the same time, Perbadanan Nasional Berhad
(Pernas) and the Malaysia Franchise Association (MFA) are active participants in a
number of franchise projects, programmes, and events aimed at fostering the growth of
the franchising industry in Malaysia. In addition, Malaysia has enacted the Franchise Act
1998, which was revised in 2012, and amended in 2020, to protect the franchising
industry.



1.3 Problem Statement

The franchising industry is relatively newer in Malaysia compared to developed
countries such as Australia and the USA. This is reflected in the longer time taken for
Malaysia to recognise and create franchising laws in comparison to other countries.
Notwithstanding, the franchising industry has witnessed considerable expansion in
recent years. For instance, the local franchise sector contributed RM32 billion to
Malaysia’s gross domestic product (GDP) in 2019 (MDTCA, 2019). In November 2021,
the value of the franchise industry has surpassed RM14.6 billion, an increase of nearly
10 per cent compared to 2020 despite the world is facing the Covid-19 pandemic (MFA,
2021).

Despite the aforementioned progress in the franchising industry, there are problems
relating to lack of franchisor support and capital, poor market orientation (Mohd Hanif
et al., 2011), poor franchisee recruitment, presence of bogus and unregistered franchisee
firms (Wong et al., 2021), and misconduct by franchisees to mention a few (Aziz et al.,
2021). Some of these events, especially those relating to poor franchisor support, are
linked to a lack of due diligence by franchisees before signing a franchise agreement.
These events contribute to poor franchisee-franchisor relationships, insufficient
resources to generate adequate support services, unrealistic expectations, limited
performance, and ultimately lack of commitment (Sulaiman et al., 2021). In other words,
the combination of the aforementioned problems erode the confidence of major players
in franchising business, thereby affecting their commitment and overall performance.
This chain of events have been found as possible factors responsible for the collapse of
several franchising firms in Malaysia few years into the franchising industry (Khairol,
2016; Sulaiman et al., 2021; Aziz et al., 2021). It is therefore important to look into the
issues relevant to assist the franchise development in Malaysia from franchisee
perspective.

Guiloux et al. (2004) emphasis on why individuals become franchisees or the underlying
reasons for such persons to prioritise the franchisors. Amongst the factors were
franchisor’s brand name recognition, support and services provided were considered by
potential franchisees before deciding who will be their franchisor. Meanwhile, the
agency theory, competitive theory, property rights theory, individual theory, and
individual learning are used by franchising researchers to investigate the franchising
system (Combs et al., 2011). In terms of franchising outcomes, the application of agency
and competitiveness theories as dimensions of the franchisor’s sale performance is
expected to motivate the franchisor to maintain its service quality. Competitiveness is an
effective approach to allocating the requirement of a franchise business and its future
expansion (Minarikova et al., 2019). This can be achieved if a strong relationship exists
between the franchisee and the franchisors to facilitate good sale performance via its
network. Franchisor’s performance could be enhanced by having a strong brand name
and tacit business practices (Barthelemy, 2008), however, these two characteristics are
necessary but insufficient to ensure good performance in the franchising industry. This
highlights the need to review the relevant theories regarding the role of franchisees’
commitment, as well as assessing trust as a mediator. Trust is found to have been
discussed from various perspectives in franchising, for example in term of findings of
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characteristics that contributed towards trust, its role as mediator and its role in
influencing the level of commitment. These perspectives are discussed below to show
the gap by the previous researchers.

Meanwhile it is worth to note the importance of studying franchising industry and in
particular the franchisee. The expansion of Malaysia franchise sector was moved
aggressively, there is no failure case or statistics reported by ministry to picture the
development of the franchise business (Khairol, 2016). However, according to Aziz
(2021), the failure of existing franchise business did happen and no proper study was
found to clarify the problem faces by the franchisor and franchisee in Malaysian context.
In other words although the franchise system was being tested and proven, it can’t
guarantee the success to entrepreneurs. It was highlighted by Khairol (2016) that the key
factors that contributes to the success of franchise system in Malaysia requires the role
of trust in a franchise relationship.

In relation to the diverse characteristics of the franchisee, various factors are expected to
influence the success and effective delivery of services rendered by the franchisees, as
well as meeting their desired goals or overall performance. Relating to franchise
performance, the franchisee characteristics is among the widely investigated concept in
terms of the right fit at a franchisee level (Mobley, 1982). Over the years the
characteristics evolved, there is still a need to identify the right characteristics that best
fit the franchise business to mitigate the failure of existing franchise business (Aziz et
al., 2021). Thus, this study investigates the franchisee characteristics that would be able
to lead to a successful franchise business system in Malaysia. A successful franchise
business system requires strong franchisees. According to Wong (2021), a franchisee
who is able to duplicate a better business model and increase their commitment towards
the business is a successful franchisee.

Inrelation to trust, it is a vital aspect of a franchise system, which serve as the foundation
for building long-term contractual relationships (Grace, Frazer, & Weaven, 2016). Trust
is pertinent for the franchisees’ success as it is achieved via mutual commitment between
the franchisee and the franchisor (Monroy, 2018). The importance of trust as a
fundamental attribute in developing a firm relationship in the franchise system is
reflected in the alarming rate of failure in the industry when trust is lacking (Dickey et
al., 2008). Trust is one of the most researched concepts in franchising studies (Bui et al.,
2022). A recent systematic review revealed that antecedents or relational factors such as
franchisee trust and commitment were the most cited article in franchising research
(Brookes et al., 2014; Bui et al., 2022). According to Chiou, Hsieh and Yang (2004),
trust from a franchisee is measured based on the degree of data and information shared
with the franchisor in generating symmetrical communication channels. Nevertheless,
the significant of trust may differ among various sectors and specific firms or businesses
in the franchising industry, depending on the extent of interdependence between the
franchisee and the franchisor.



Commitment, trust, and satisfaction are established indicators of the quality of the
franchise relationship (Bui et al., 2022). Commitment and trust are important facets
within the channel relationships in enhancing productivity, efficiency, and effectiveness
in the franchising relationship, but they and often fraught with uncertainties (Brookes et
al., 2014). As researchers in franchising relate trust to satisfaction with franchise
partnership (Altinay et al., 2014; Serrano, Paul & Dikova, 2018), unlike Bui et al.’s
findings, this study argues that trust and commitment are considered the unifying aspects
of franchise relationships. The franchisee and the franchisor unite in a franchising system
based on mutual reliance, however, both parties have varying levels of control or
dependence in the relationship. Despite the franchisor having more control than the
franchisee, both players approach the association expecting the exchange of resources to
be dedicated to the partnership (Bui et al., 2022). While the franchisees depend on the
franchisor to leverage the brand and provide managerial support (training, services, and
system design), advertising and promotion services, the latter expects the franchisees to
operate at certain levels and abide by inflexible guidelines.

Apart from the study by Castrogiovanni, Combs and Justis (2006), there is a scarcity of
research on the relationship between franchising firms considering the role of trust and
commitment. Accumulated evidence revealed data paucity on franchisee commitments
(Watson et al., 2005), whereas numerous studies have documented conflicts from the
franchisee’s perspective arising from different aspects of conflicts (Grunhagen &
Dorsch, 2003; Perrigot et al., 2019). Franchisees’ perspectives of characteristics and their
commitments have received less attention in research. This is largely contributed by the
ambiguity and misconception of the two concepts: the franchisor’s operational or
financial success and the success of the franchise system (Bourkheili et al., 2015). Thus,
there is a need to expand the investigation of trust and commitment within franchising
operations, particularly employing a model comprising the two concepts in elucidating
the antecedents of the franchising relationship. This highlights the need for research
taking a deeper insight into the role of trust and commitment in influencing franchising
performance in Malaysia.

In franchising, mediating and moderating variables play different roles and have
different effects on relationships. Trust was used as a mediator by Chang (2012) and Cho
(2015). A study by Minarikova et al. (2019) investigated the mediating role of trust in
franchising relationships, specifically on intangible knowledge assets and environmental
uncertainty and their indirect association with franchising performance in Germany.
Trust was reported to negatively mediate the effect of environmental uncertainty while
positively mediating the effect of intangible knowledge assets on the franchisor’s
performance (Minarikova et al., 2019). Thus, literature findings depict the data paucity
on the mediating role of trust in franchising relationships from the franchisee’s
perspective. The dual role of franchisee trust as a mediator between franchising networks
and relationships remains underreported. Moreover, no study has considered how either
franchisors’ or franchisee’s commitments are influenced by trust and the resulting impact
on performance. The study by Hutzinger, Seferagic, and Windsperger (2016) also
highlighted the research gap in the franchising literature regarding the mediating role of
trust in affecting the performance of franchise firms via their characteristics and
commitment.



Despite being well-established as indicators of the quality of franchise relationships,
studies emphasising the importance of franchising relationship quality failed to consider
the characteristics of franchisees, and their relationship with trust and commitment. This
is reflected in the study by Khairol (2016) in which the concepts of trust and commitment
were not taken into account during the hiring process in a franchising firm. This
limitation is addressed in this study which is considered important to overcome future
business failure. This study advocate further research on the mediating role of trust and
identifying the best characteristic to be possessed by candidates before the franchisors
could hire them.

Specific research gaps can be identified in some studies that reported the moderating role
of trust in franchising relationships, especially in relation to the franchisor’s satisfaction.
For instance, trust has been linked to satisfaction with franchise partnerships (Altinay et
al., 2014). On the other hand, a previous study posited that the main effects of trust are
reflected in satisfaction and performance, with a positive moderating effect on the
association between standardisation requirements and sales performance (Chiou and
Droge, 2015). The study is limited as only franchisees at the infant stage were
considered, whereas the whole franchise system was not investigated. Addressing such
limitation, this study investigated the franchisees who are already in the system
irregardless the stagess that they are in. Overall, there is limited research on the
franchising industry in Malaysia. The players involved in the franchising business in
Malaysia are not well informed regarding the franchisee’s commitment and their trust in
the performance and service delivery in the franchising industry. In other words, the
antecedents of the franchisee’s commitment and the mediating role of trust in Malaysia
remain unclear. Hence, the present study attempt to employ trust as a mediator in the
relationship between franchisees’ characteristics and their commitment to the
franchising industry in the Malaysian context.

1.4 Research Questions

Based on the research problems above, the following research questions are pertinent.
The following research questions are specifically addressed:

1.  What is the relationship between the characteristics of franchisees and
franchisees’ commitment?

2. What is the relationship between the characteristics of franchisees and
franchisees’ trust?

3. What is the relationship between franchisees’ trust and franchisees’
commitment?

4. Does trust mediate the relationship between the characteristics of franchisees
and franchisees’ commitment?

5. How do the franchisees’ characteristics develop the role of trust?



15 Research Objectives

The general objective of this study is to empirically investigate the antecedents of
franchisees’ commitment and the mediating role of trust in Malaysia so that the would
be and current franchisees participation in gthe system would contribute to a robust
franchising industry in Malaysia.

Research Objectives:

1.  To examine the relationship between the characteristics of franchisees and
franchisees’ commitment

2. To examine the relationship between the characteristics of franchisees and
franchisees’ trust

3. To examine the relationship between franchisee’s trust and franchisees’
commitment

4.  To examine the mediating effects of trust between the characteristics of
franchisees and franchisees’ commitment

5. Toexplore franchisee characteristics through the role of trust.

1.6 Significance of the Study

The advancement of franchising in terms of concept and activity has mounted
significantly in Malaysia. Franchising industry is significant to the economic growth of
Malaysia and is proven by the quantity and variety of supporting mechanisms and
policies in the form of funding, physical infrastructure and business advisory services
given to the franchisees. The Franchise Act 1998 has been amended in 2020 to ensure
healthy and controlled development of the industry.

The proposed model provides valuable information in establishing an effective tool and
measurement in selecting the candidates with the best criterion that suits the franchisors’
needs in the franchising system. This tool will help in establishing a profitable
relationship between the franchisor and the franchisee. It is believed that when a good
relationship is established between the grantor and the grantees of the franchise business,
the outcome is commitment by both parties, especially by the franchisees. The standard
of commitment is higher when trust exists.

As noted above, there is still a dearth of study on franchising industry in relation to
Malaysian business. This study adds to the wealth of knowledge on franchising for the
local and international players who run the franchising business in Malaysia. Data
collection was done through a survey of franchisees from various sectors in Klang
Valley. By reviewing the literature, the research hypotheses were developed and then
tested in comparison to the survey data analysis. This research contributes to the
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knowledge about a variety of elements that impact the quality of the franchise
relationship, including the development of more suitable and complete research agenda
for further study of the franchisee’s characteristics for commitment.

There is an abundance of research on the franchise business as the best option to stay
successful and to grow the business, yet little is known about the characteristics and
practices of franchisees - entrepreneurial capacity, professional experience, and financial
capacity. The failure rate of small businesses is 80% after five years (Gerber, 2016).
Thus, applying the determinants that best influence the franchisee characteristics in
Malaysia and examining the antecedents leading to the increase in franchisees’
commitment and the mediating role of trust will benefit not only the franchisor, but also
the academic community of the franchise business. This study would contribute to the
theoretical development and provide insight into the practical issues to facilitate the
franchise business.

1.6.1 Theoretical Contribution

This study extends the use of resource-based theory proposed by Barney (1991) and
commitment-trust theory proposed by Morgan and Hunt (1994), in which their studies
include trust as the mediator between franchisees’ characteristics and franchisees’
commitment. It is worth noting that a mere adaptation of both theories to investigate the
antecedents of franchisees’ commitment and the mediating role of trust is not enough to
develop the relationship between franchisees and franchisors to enhance the franchise
business relationship. With the combination of right characteristics of franchisees’
commitment which is unclear from past studies, this study adds three selected
characteristics to Morgan and Hunt;s commitment trust theory.

This is because the franchisees who are committed to run the franchise business
successfully may not display the characteristics of a successful franchisee. For the
purpose of this study, the three main characteristics of the franchisees- entrepreneurial
capacity, professional experience and financial capacity, are examined by using trust to
strengthen the relationship between franchisees’ characteristics and franchisees’
commitment.

The underpinning theories for franchisees’ trust and commitment will increase the
understanding of the franchisees’ trust and commitment in the franchise system for a
continuous growth in the relationship. It is workable for both new and existing
franchisees in the system. The extended use of both theories also complement each other
in establishing the franchise relationship. These theories are important to be included as
they explain the strong relationship as discussed in Chapter 2. This study also contributes
to the body of knowledge by expanding the current framework from previous researchers
and expediting the positive outcomes of successful franchisees as the critical elements
for the best franchisee are already in the package.



1.6.2 Practical Application for Franchise Business

Apart from the theoretical contribution, this study also provides practical contributions
to academicians, practitioners and government agencies, particularly the Pernas, to
comprehend and set up an efficient management selection and model for the franchisees
in Malaysia. The right selection of a prospective franchisee can generate favourable
results for the franchisor and franchisee. Hence, to study on the antecedents of
franchisees’ commitment for business success is deemed important as it will assist in
providing the guiding principles for franchise growth in Malaysia and to look for
qualities in potential franchisees. Furthermore, the contributions of this study would
provide the franchise system with the main elements for sustaining a successful long-
term franchising among the franchise businesses in Malaysia.

The outcomes and information obtained from this study should provide theoretical as
well as practical contributions for the improvement in determining the determinants of
successful franchise candidates’ characteristics and system. The predictors identified in
this study would also provide a useful tool for the success of the franchise industry. As
soon as the franchisor comprehends the characteristic variables steering towards the
franchise success, changes can be carried out to increase the success rate and overall
performance of the franchisee. The suggested model could also be utilised to develop
the franchisor’s management strategy to increase both the franchisor and the franchisee’s
rate of success. Likewise, the model can help both the franchisor and the prospective
franchisee in comprehending the franchisee’s characteristic that is best suited in the
franchise industry and what it takes to retain franchisees’ trust and boost their
motivation.

This study also unveils the significant factors affecting the franchise business, which can
indirectly act as a guideline in planning the best franchisee to venture into the franchising
business. This study can also be used as a practical contribution for future research in
the field of franchise industry.

1.7 Scope of the Study

This study is limited to the analysis of franchisees’ commitments and the mediating role
of trust. The research questions and objectives of the study were investigated based on
the data provided by the franchisees from Klang Valley, mainly from Kuala Lumpur,
Putrajaya, Petaling, Klang, Gombak and Hulu Langat. Master franchisees are treated as
franchisors for the purpose of this study because they are franchisors to the sub-
franchisees. This view is in line with the interpretation of franchisor, which includes a
master franchise according to section 4 of the Franchise Act 1998.

Even though the study has been carried out in the Malaysian context, its implications are
substantial and have potential values as it examines the franchisees’ characteristics and
how trust influences commitment amongst the franchisees. It should be noted that each
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franchise system is unique, which is based on its franchise business module or operation
manual developed by franchisors. This aspect would lead to differences in operation
between each franchise. In terms of the focus of this study, namely commitment and the
mediating role of trust, data sampling taken only from Klang Valley is deemed sufficient
to regulate the differences among franchisees’ perception of the franchise business due
to the module or operation manual of the franchise business

Additionally, the current study has been tested empirically in which the data are collected
through a survey using a structured, self-administered questionnaire with respondents
who are the franchisees from various franchise businesses in Klang Valley. The model
of the study is in accordance with the relevant literature and with suggestions by scholars
in related fields.

1.8 Definition of Terms

The following meaning of the key terms found throughout this study are based on
prominent writers for each characteristic.

Entrepreneurial capacity is defined as the skill which individuals have to spot,
recognize and absorb opportunities. It has been put forward in the entrepreneurship
literature as a necessary individual characteristic to become an entrepreneur (Nicolaou,
et al., 2008; Shane & Venkataraman, 2000). Song & Schwarz (2009) added, individual’s
attitudes have an impact on behaviour. These authors define, in particular, three
fundamental attitudinal antecedents of enterpreneurial capacity: (1) personal attitude
toward outcomes of the behaviour; (2) perceived behavioural control (self-efficacy) ;
and (3) enterpreneurial intention. Therefore, we can infer that a person who has a high
degree of entrepreneurial capacity will be more actively involved in entrepreneurial
initiatives.

Professional experience is earned by being in a profession. It is performed or carried
out through a task requiring sustained effort or continuous repeatedly operations
(William, 2019). A person who has set up a business or has been directly involved in
such a founding process, would know what to expect and could better evaluate own
skills. Shane (2010) noted that the experiences which individuals have, either directly or
indirectly through being involved in start-up activities, is expected to have an impact on
their own tendency to become entrepreneurs. This means that their involvement in a
subsequent business will be quite high, irrespective of the outcome of the previous one.

Financial capacity refers to the ability to satisfactorily manage one's financial affairs in
a manner consistent with personal self-interest and values (Marson, Triebel, & Knight,
2008). Financial capacity thus involves not only performance skills (e.g., counting
accurately, cash flow, paying bills) but also judgment skills that optimise financial self-
interest, and values that guide personal financial choices (Marson, Triebel, & Knight,
2012).
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Trust is an emotional and logical act. It may expedite social interchange in relationships
because it has been speculated as one factor that forms cognitive and affective appraisal
of threat or vulnerable situations (Altinay et al., 2014). For instance, trust performs as
the behavioral mechanism that assists in the cooperation between franchisors and
franchisees (Hunt & Morgan, 1996). To trust one another, both parties must feel
comfortable between each other (Sanzo et al., 2003). Findings by Chiou & Droge (2015)
state that trust has the main effects on satisfaction and performance.

Commitment is a key determinant of excellent relationships between two parties where
each party have executed their responsibility to each other (Dreu, 2015). According to
Wright and Grace (2011) , commitment is the willingness of two parties to comply with
the agreed franchise practices and both parties are required to fulfil their respective
obligations to each other. Hence, commitment leads to confidence that is needed to
stabilise the relationship for both parties (Ferro et al., 2016).

1.9 Organization of the Thesis

This thesis is composed of five chapters. Chapter 1 contains a description of the
background and scope of study, research problem, research objectives, research
questions and significance of the study. Chapter 2 begins with the discussion of the
importance of the underlying factors and pertinent literature, the extent of the results in
relation to the research questions addressed in this thesis, and the evaluation of the gaps
in the literature. Chapter 3 covers a theoretical model of the franchisor-franchisee
relationship in the franchise business with significant decision variables that impact the
quality of the relationship. It also outlines the research framework and the development
of the hypotheses. Chapter 4 encompasses an account of the empirical research
methodology. The conceptualization of entrepreneurial capacity, professional
experience, financial capacity, performance, trust and the franchisee’s commitments in
this study are modified by a path model with the aim of developing the structural
equation model, which are then empirically tested. This alteration is based on the
knowledge of what commonly happens in a franchise system. Chapter 5 comprises the
tests of the hypotheses resulting from the solutions to the theoretical model, the summary
of the research implications, conclusions drawn from the findings and suggestions for
future research.

1.10 Chapter Summary

This chapter explains about the introduction and background of study that focuses on
characteristics of franchisees and franchisees’ commitment. It is essential to discover the
impact of trust as mediator on characteristics of franchisees and franchisees’
commitment among franchisees in Malaysia. Moreover, the study has extended towards
the identification gaps that have been explained in the problem statement. In this section,
the researcher identified the issues on the characteristics of franchisees that affect
franchisees commitment. Then the researcher outlined the purpose of this study in detail
in the research objectives and research questions, with the intention of staying coherent
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and to get the best results on the objective of the study. On the other hand, in the
significant subheading, the researcher explores the contribution of knowledge and
practicality that would enhance the counterproductive work behaviour scope. It is
important therefore to next review the literature relevant for this study, in particular the
characteristics of franchisees and franchisees’ commitment as well as trust to mediate
the relationship between the characteristics of franchisees and franchisees’ commitment.
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