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Abstract

Purpose: This study aims to uncover the mechanism of how initial fees are determined in the restaurant franchise business. Since the initial fees can
be considered as a price of utilizing business models and operational knowledge of a certain franchise brand, it is critical to understand the fee decision-
making process based on the strategic pricing theories. Therefore, this study investigates the influence of operational value on the determination of
initial franchise fees grounded on a value-based pricing strategy. The Operational value is specifically categorized into profitability, growth, and stability
of the franchise system. Research design, data, and methodology: The data used were collected through franchise disclosure documents and brand
equity index provided by Korea Management Association Consulting. Data from 44 franchise restaurants during 2018 to 2021 are included in the
sample. The panel dataset was analyzed by using generalized least squares estimation with R-Studio. Results: Profitability and stability positively
influence initial franchise fees. However, growth did not influence initial franchise fees. Conclusions: The results of the study demonstrate that the
operational value plays a critical role in determining the franchise fees. Specifically, franchisees recognize how much revenue a franchise system
generates for them (i.e., profitability) and how stable the entire system is for operating business (i.e., stability) when they make purchasing decisions
for franchise. The findings extend the pricing literature by applying pricing theories in the franchise fee context. Also, the study contributes to
franchising and restaurant management literature by providing knowledge of how franchise fees are determined.
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2. Literature Review

2.1. Initial Fees in Franchise Restaurant Businesses
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2.3. Value-Based Initial Fees Pricing Strategy in
Franchise Restaurant Businesses
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ol OfH| 7HYE AZBRZE A
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St
SratEIct SHACEH (Baucus et al, 2013). 2 GF0AME

(o] X=X
=

ofm
2

o2t MHHTE Fyetol maKjo|x AlAHo|
soigol mTtMEIgH H (el Y2 O/
Zolztn FPsteict

H1: SO AAGO Sojde A7|71H| S
3 Zolct
7| 949)

NEe MZIO] RGOl et wes

Y= UEE Hgos uHoz J|go 7 I

o[efo] HMHEZO| HISH LOIL} S7IOIU=RIE HIE2ZE
FootH, Do 48 Y=5 o5 & A siECt

= NAHO| A

0x
0

Yal
mo r

(Andrew et al, 2007).

tYERet HYES oRE2=

ojOjstct & = UL} (Castrogiovanni & Justis, 2002).

HE#3ASl 4

= 0

O|2{gh ZEXIO|= A|AEO| HEd2 T AL
TR7F DA H|ust o= FHE FIRI=A] 4T
IHXO|= A|ABRe] RIsHES #Ed £+ Us
8%t X|HOICt (Shin & Kim, 2018). &, ZaX0|=
A2EO dEd2 =Z0] Hotof HEH XIs5HH

O'EI' (Lim & Yun,

2YsH=X € 5+ Ue XEQIH, ZXjo|=
QA7|R0| AIES E2Mt BBlE HHYSI0] X|&Xo=2
MEet 530| QICtH ME0| o{#7| W{EO|Ct (Falbe et
al, 1999; Miller & Friesen, 1984). [}2fA, ZKIO|=
AABI0| X|&MOz MESIT QUCHH, o] 7jH
AFRIRHE ZEHKIO|= QIAI7| 0| Hstof HEAH XST
s30| FIESICH= A2 X4 = ALk ol
IZHKIO|= A|AEIO] X|EEQl YEE Solf AIZEzl 0

=7|7tYHIES

=7

o
3

MY = QoM (Windsperger, 2001), ZEXIO|=
A N

A|ABIOl X|SHQl HEE 52 XR7|7tYHIE Z2FHe
277} EICE (Yoon & Lee, 2004). O|2{st MaAHTL0]|
M2t & AF0Me Z#Xo|= AJAHCSl HEHHO|
F7tgelgo g (»el g oE Aot
RS

H2: ZXIO|= A[AHEIS| HEEE2 Z7|7HUH[E0
d (+)2l g2 o[H Ao|ct

ZHXO|= A|ABRIS] oFEME TERAHR
4getEol Halo = A2 2 f17I8i0] X=Xl
H43E 0|8 = Ue s¥2 2O5t= ERE, Ol
YR Tt MY RIS S FHT FdueE
S, SAI0| 7T AFHXEZE AMY Amiol {0l
2 AS 9J0|sct (Dada, 2023; Shin, 2017). 7tWH
AR AMY Aojol Cigt fI’E E0[7] fIsHAM

TeiXto|=E O|&%ICtD & == U=0 (Buchan et al,

2015; Zachary et al, 2011), O|2{3t 2O ZHXtO|=
A|AEIO] OHY Y2 7T AUXISOA EHE A0

1]

ot oz Zggot Zo|C), £ L5tRet 4
o= ERot0 At AIojo| Cist o] =2
IHXO|= A|ABRIZ 71WE AFLXIOA Y- d0l2H=
7HXE Ha3& £ U1 (Michael & Combs, 2008), O|=
OflH] 7tY™ AFHXIZ} ZEHXFOI= A|AEIZ MEHSH Y

-

=
Zd0|C}t (Dada, 2023). EtESH
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Ulaga (2003)0ilAM= Of2{gt 2Hd-d0| ZtA0f BHEEICt
Sl OM, Yoon and Lee (R004)MME ZHHALYQ|
HY 0| =HEE|0] QCHH X7|7HUH[ES A MY
= QUCKSIALE 2 A7 ol2fet MAATO| ozt
IRXIO|= A[AHRIS| OFE/ O] =7[71YHIE0] 7 (+)2
IS O[E Zol2tn 7PEsALL.

H3: ZUXI0|= A[AHIOl QFEEE Z&7|7HYH|E0
d ()9 g2 n|E ZAo|ct,

o|g{gt SAFIHdol et SqE 2 g79
ATL2H2 of2fet ZLt (See Figure 1).

. Operational Value

Profitability

HI
H2

Initial fees

e

Figure 1: Hypothesized model

3.2. Data and Variables

= QGToM AREE CIoEHE S8AH2HRAR-I7t
HEots ZAXo[= FESJHMOAM - HOIHS
HOIALE. ZHX0|= YESIIMOE 22 3 7L
HIOo|EZro] S7H=[Z[0] 2018 WHREH 2021 HEH7HX|2|
HO|HE =&sto A0 ZESIUCE ZAMKXO[=
S0 JHEERel MNMREYE, HEERo

IUALY oiE, JHYE AMRIARSl RE, JYEso dict
z=d 8 ANt S0l +=FE0f el =5
= 7tYAL A2
HEO 27oto] MES V|0 A=t O g =

QUC} (Lee & Cho, 2012).

g 3%

SEEsE ZEE  ZV|IVMYHIE2  ZAO|=
FEIMM 7HYE AtgRel REE F 7HH
CHdH) =22 SFEQUCE £ 2 A7t 719
23X e GRS siel =7|7H¥HIE0 FY¥E
OIEICtD 7Hg5H0], t+1 72| 2=7|7tYH| &5 SHHF2
Mottt 221, SEH0| g SEE 25t

£7|71WH| 80 KRS HONFACH Box & Cox
Syp+z w8E 29N I B ZURE

x
AABIO| o2 mARI0|x0| HEBIHA| T
[=]
o

ZEE|QUCE o] 7™ ALHAZE X|2fSh=
ZHXE FHEStAAL JHET AYAESO0| JHYE
At o|F JIYHE Y2 S ¥S A= 7
SYUGIOIR 7Y 2Ho| =ofute AAL= H
[H20|Ct (Jeon & Yoon, 2021). 7tU™ HI Of
ZAHAO|= HESINMO| ATHE 7HEE AFEALS
B3m2) & Bt W= ZHE(UCL

IRXIO|= AABRS| dEEE & W = SIEE
YE|UCE JY Rl ZHH =
dxiolz  HEYIS =H
A

2
ol NENS SHY + Ut My et

e

(b %

Al M
(Castrogiovanni & Justis, 2002), 7t¥2F7} X|HHo=
HESZE SR} LEHS=X]
AR XA4g = UAe T O0IEs

=
AM2SIICH (Maruyama & Yamashita, 2012). & Of&r=
=
o

7lge efdE & opESolM HFEs
WSS ALS T ONMET BHILE L
SMEQlon], mAKOIE HEIMC JtBELo)
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1AL B BB JIME IUHD NEY 5
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Bt ot @ mo
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RE0AMO AHERQE X|ATIAF B 5= QUCICE Hoy  HTSHX|Of Ot O{fE Hausman ZA™E SlA
et al, 2017). O|ME 72ROl AAF 2F2 ofH] =HQlZd = ATk Hausman JAHOIZH JHx| Zto|
HEE ARXRSl AMY A Y”EES FOFO YT 0P D et HEZNO| 2AQIY S Hln AEF5H0] ofH
2Fo| P S BEE 4 Ot MRk, 2 A0Ms Z¥o| 240 HYSHXE =l Jtsdt FAHERE,
IR AYE 290 gt d¥o| EESsE S Ay 7o JEEAE mestol
IZXIO|= A|ARIOl OFYES OfH| 74UT AR ¥z Qifte HE7HEO| st F HEES
Nag = U2 A2 mLHSo] AGE HIg2  HABD  FF7HE0l 7|14 1F2NRHS
orgdde  FESHYLCL AIGHE HE2 doidz  AEiStD EIHEO0| MEHEICHH HEINDRHES S
HAE+E T U2 U5 SEEAE, FME HAISCE Wooldridge, 2015). Olof 2} £
ZoiXto|lz FHEIIHMe| 71ROl JHUALY H”  F0AM HAIBH Hausman 747‘*Oﬂ/ﬂ 95% FZ0| A
a=0  7|xHEl t8Es HIE = =810l FHEIHHO| MEEZ|O 2 AF0ME Yt X AXSH
HHE|UCH DE S HEINRYES S 242 HAISIRILL

o doole &4 Ao 2 Jtsst =25 =it = g7l #M mE2 ot Zok

(Confounding effects)E SXHISH7| {5t0] SHHFE

2HEIIRALCE ZaXto|= 7| ol 7 ditz2 &8E|= Model * Yis1 = Po + BLPROFITABILITY;, +
2ol X|EQl ZEXpAO|QE ROAS EXEZ B,GROWTH;; + B3STABILITY;; + Ba-Xit + €
2gHom (C hong et al, 2009; Shin, 2017), Z2HX}0|=

QIAl7|Ql0| MTtEM A7|71H|E ZAo| Y& o)A Y= ZEALO|= Q47| 0] A= ;0| Z=7|71HH|E
4 Qe HEC XIMZ SHHAE ALSSIC Pak & = ToA0l= A47IE2f A o SH HE

! PROFITABILITY; = ZZHXIO|= QAI7|Y o AL 9|
71 mF o=l
GROWTH; = ZZHX}O|= QA7|Q ; o A o] &

o4 57t

Han, 2018, Windsperger, 2001). EZHE X2 =L
BE  ARE EE MAATON  ZHEE[U

ShAtREETHe] KBRS KRS ZESIR

(]
rir

o
pi

(Seong & Kim, 2017, Ha et al, 2016). OHX|L2 =
mZaikto|x 7|0 Eo| 2t 7}MH[L0| SrabAlch= STABILITY; = ZRHXIO|= Q47| o A o ZAH
. H o
MEOA0f 2} (Panda et al, 2019), FEE EAC=2 12
=85l SHHirz ZE3IUCt (Roh, 2002). (See
Appendixes 1) 4. Results
3.3. Analysis Model 4.1. Descriptive Statistics
2 OP0|Me ZaMKt0|= QAIT|Qo| X Ikt & ATO0ME B3 ST FEFO FF=S
A7|7}UH|R A0 OjX|= Fske Adrst xaxpaw O ef=E At 2dsts AS LR[S {5t
oE = Hognpse Ei 2AMe AAsYcE 2 BHE0 1%2b 99% F=TO|AM  Winsorizing Ol
If = O0|H= EXo=z IREnpsn  HAERJACE  FAHYE2 ZHX0|= FHEIINAMO|
HHSNDHS Saff 240| 7Hssich nyznmyn SSE  ZIF0[EM, kBRI o FA TfEC
HEEIeS  FOM ojmst @Ho| EMo o SAMEUKOIZ BUE 4 42, A=HR= 2018 A
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357}, 2019 A 38 7H, 2020 A 41 7K, 2021 & 3972 &
153 71C] B2 Z+= =« I{'2H|O|EO|C},

2 AT AFRE Ho| Vs AH e ZiEs <E
2>9t ZrCt M4 JIHEL0 X7 JHHHIERS <
158289 M lo| Ht0| =QIZ|ACt ZEH+Z =2 E
28X 7HK| & +UdS FET 71YHE W Ed2
OF 343831 M{lo| HIAZ EOFoH, dEME2

c|

8T T O = 3722 -002%2| Brits 71/
Cl =
=

Yot HSH HIE2 739%2| Bt
3 7

o
HoFUeH, 7|gse wEE Hgst oiEY
oMoz 9 2713 A@E 7|Fet A2 =olL(RUrCt
BHE Rih2 3329 o Bous 2O0FACE (See

4.2. Correlation Analysis

A=
Hs

2 AF0A= 2
216t Pearson correlation A™O|
Appendixes 3). & AT0IM ZEH

A
T
NYY g
l

ko]

for
-

janl
3Q
]
I
o
e
re
-
=2
>
ofm
=

Z7|7tYH Dt &

<
HE Xpek2 Z77MEHIED
t

(TR 0397, p

ESC PSR E Q47|Ye 235 7EXIZ}
Z7|7HYHIEO DX s =4t Z2d, 24

B HO| Chi-Squared 7} p < 001 =F0|A Fo|st] A
Dol Moot ez Zolx|QCt =B Chsasdd
X7t Pl = XIE BBSt= HEQl VIF (Variance
Inflation FactonZt 1317 OflAl 2425 Z ZHHE|Of
OEadd e LAEX| $UCH Gujarati & Porter,
2009).

IRUXIO|= QAT YA JHK|7F £7|714H|
Z470| O|X|= gekof oish Yotz AT Zates O
ZCL} (See Appendixes 4). ¥4, 238 7IX| & =4S
LIEILHE 7t o D=8 &R7|7HY8H|80| {23
()2 2 0Xl= A= IRt B =0.116,p
< 001). EE3,

=2
[S)
1]

-

-—

—

SHOIE[RUCE (B = 0018, p < .001). l
QA7|gel dFdE UE= & MY+ St
Z717V8B|180| Refet s OXX| Rol= A2z
2RIE[QICE. Ol iY== 3710 E HER3A &¥s

X

i egE ZEAO[= A|A”Q| ZEX|ZL offH] 7t

Py T, Pt

ofm 1
Ot

2011). SX|BL JpWEEIL JlUMo| it XI&EQl
H2IE SR %3 SyIHel olgxT e 9
HEQIS =HsictH 2™ e KXol

2ICH (Kwon & Lee, 2015). O|2{st

Hu

ot
& 1
q

NABg 758 4
A
<}

0|7 & BIH80| =7|71yH|80| Folst
Yk O|X|X| 2t A2 AIREICE E3t EXHSZ
28E ROA & =X7|7HYHIEO £ ()9 Jd¥ES
Oj&emM B = -015 p < 0001), 7|¥HFEet EHE
A2 Z7I7H8HIEO F (we FgE oMbt
CIYE: B = 000, p < 05 EZME XAk B = 001, p
< .05).
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5. Conclusion
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Appendixes
Aiiendix 1: Variable Measurement
INIF Franchise Entry fee(t+1)*In 1,000Won
PROFITABILITY Average Revenue per 3.3 Square Meters for Each Franchisee Outlets (t) 1,000Won
GROWTH [{All outlet(t)-All Outlet(t-1) }/ All Outlet(t-1)] * 100 %
STABILITY { Owned Outlet(t) / All Outlet(t) } * 100 %
ROA Net Income(t) / Assets(t) * 100 %
Size Revenue(t) 1,000,000Won
BE K-BPI(t) -

Appendix 2: Descriptive Statistics

INIF 158,289 130,974.8 23,440 544,190
PROFITABILITY 343,831 229,182 47,558 9,811,168
GROWTH -0.02 11.41 -33.33 34.67
STABILITY 7.39 16.02 0 75

ROA 8.13 13.15 -19.1 53.78
Size 271,393 425,203 1,472 1,835,111
BE 332.9 174.6 97.9 785.2

Appendix 3: Pearson Correlation test

1 INIF 1

2 PROFITABILITY 587" 1

3 GROWTH -.033 324" 1

4 STABILITY 597" 426 -.036 1

5 ROA -.429™ -.017 357" -3117” 1

6 Size 397" 371" .098 .094 -.236" 1

7 BE 373" 577" .140 .055 -.109 .387" 1

Note: * p < 0.05, **p < 0.01, ***p < 0.001

Appendix 4: Results of Generalized least squared fixed-effects models analysis

(Intercept) 10.956 0.104 104.927 0.000™ 1
PROFITABILITY 0.116 0.028 4.108 0.000™ 2.425
GROWTH -0.005 0.004 -1.221 0.222 1.324
STABILITY 0.018 0.003 5.642 0.000™ 1.580
ROA -0.015 0.004 -3.962 0.000™ 1.438
SIZE 0.000 0.000 2411 0.016 1.317
BE 0.001 0.000 2.020 0.043" 1.753

R-Squared: 0.624, Adj-R-Squared: 0.608, Chi-Squared: 241.795, p-value: < 0.001

Note: *p < 0.05, **p < 0.01, ***p < 0.001





