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Abstract 

This study aims to shed some light on the contradictory findings derived from the literature in regard 

to the decision to choose franchising as an expansion strategy. Given that franchising is a proven 

business strategy for both domestic and international expansion. The research is motivated by the 

lack of studies that are free from retrospective bias, meaning that they are based on the experience of 

entrepreneurs which have already opted for franchising, and are thus biased by ex post facto 

justifications. A case study of Mecasa, a German start-up on the verge of expansion, serves as a model 

for this study. Based on existing literature, seven primary reasons for franchising, derived from the 

main two theories of franchising – Resource Scarcity and Agency Theory – have been identified. 

Subsequently, these variables have been tested and evaluated through semi-structured interviews with 

the founders of Mecasa. The results indicate that Resource Scarcity motivations play a more 

important role in the initial stage of expansion, whereas Agency Theory plays a role just after the 

minimum economies of scale have been reached. In particular, franchising is considered to be a more 

affordable option for fast market penetration and as an effective approach to gain managerial talent 

and local market knowledge. Conversely, the main drawbacks associated with franchising were loss 

of control over the newly established unit and potential quality issues. The research findings 

contribute to the existing body of knowledge by reconciling the two main theories at the core of 

franchising, clarifying some of the existing issues, and confirming most of the variables at the 

foundation of these theories. Moreover, future research should further develop and confirm the new 

propositions found in this study.  
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1. Introduction 
In the last decades, franchising has gained attention from practitioners as a strategic tool for both 

domestic and international expansion. The proliferation of successful franchise systems in recent 

years suggests that franchising might be offering lucrative financial opportunities for entrepreneurs 

at a reasonable risk. Many companies in the food, fashion, hospitality, and service industries (e.g., 

McDonalds, United Colors of Benetton, Best Western, etc.) used the franchising model to create 

globally recognizable brands. Moreover, on a national level, its capacity to create wealth, not only as 

a result of the sales generated but also as a result of the jobs created, has been appreciated.  

A vast number of academic studies has focused on the topic of franchising. In an attempt to explain 

this phenomenon, two theories have been employed in the majority of the studies, namely Resource 

Scarcity and Agency Theory. However, these two theories suggest contradictory results and, to the 

present day, it is still not clear what reasons motivate companies’ founders to opt for franchising. This 

study will attempt to shed some light on the motivations underpinning franchising in order to clarify 

some of the incongruities found in the literature. For this purpose, this research will employ a case 

study as a way to differentiate itself from previous studies. This way, this research will make an effort 

to uncover new elements which might reject, confirm, or expand the above-mentioned theories. In 

particular, it will try to fill an academic gap derived from the fact that many studies on franchising 

are flawed by retrospective bias due to their research approach, meaning that they are based on the 

experience of entrepreneurs which already opted for franchising. This could be misleading since they 

might be trying to justify their decisions.  

With this concern in mind, Mecasa, a German start-up, has been selected to be used as a case study. 

The reason for this choice stems from the particular situation that this company is currently in. The 

situation is that Mecasa is at the stage of a company’s life where it is grappling with the challenges 

of business growth and expansion. As a result, Mecasa’s founders are evaluating different potential 

options for expansion. Consequently, this study takes advantage of these specific circumstances and 

investigates the rationale behind the use of franchising over other strategic alternatives for business 

growth.  

1.1 Mecasa 

Mecasa is a German start-up active in the home health care sector and founded in 2016 by Oliver 

Weiss, Benjamin Krill, Simon Spangenberg and Jan Müntinga in Stuttgart. It is a digital service 
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provider which offers support to families with elderly in need of home caregiving. Initially, support 

was offered in a conventional way via telephone, e-mail or personal contact. However, since the end 

of 2018, Mecasa, together with the University of Heidelberg and with the financial support of the 

state of Baden-Württemberg, developed a psychological allocation system that coordinates caregivers 

and those in need of care on an interpersonal basis. For this approach, Mecasa was named European 

winner of the Inclusive Innovation Challenge by the Massachusetts Institute of Technology (MIT). 

In sum, Mecasa started using an online matching platform, which finds the perfect fit between the 

families’ requirements and the caregivers’ skills and availability. Moreover, Mecasa is collaborating 

with the German Institute for Standardization (DIN) in order to bring transparency and quality 

standards for private intermediaries of foreign care workers. Currently, Mecasa has gained some 

market traction in Stuttgart and it is faced with the challenge of expansion. For this reason, they are 

evaluating different alternatives for growth, the main three options being, either to franchise, to have 

company-owned units, or to acquire a competitor. This research would help them make an informed 

decision by presenting them with the main advantages and disadvantages of franchising found in the 

literature on the subject. However, this study is not a consultancy project. As a matter of fact, the 

main purpose of this study is to understand the decision-making process that company’s founders 

undergo when faced with the opportunity to expand, in particular when franchising is taken into 

consideration. Therefore, the aim of this research is to fill a gap as found in the literature, which will 

be elaborated upon in section 1.2. As mentioned, this study is interested in the concept of franchising 

as a business growth technique, in regard to both national and international expansion. From an 

international perspective, Mecasa is no stranger to globalization, since it receives all of its labor force 

from abroad. In other words, Mecasa is exploiting a comparative advantage of Eastern Countries 

where the wages are lower (Eurostat, 2018). The term comparative advantage has been coined by the 

economist David Ricardo in 1817 and it stands at the core of the theory of international trade. In light 

of the existence of a comparative advantage, this study suggests that Mecasa has the foundation and 

connections to seize the opportunity and to consider expanding its business both domestically and 

internationally.  

1.2 Research Purpose and Problem Statement 

The aim of this research is to clarify the motivations behind the decision to franchise of small business 

owners in Germany. Nevertheless, this study will attempt to fill a literature gap as found by Gillis 

and Castrogiovanni (2012, p.77) in their paper “The franchising business model: an entrepreneurial 



 7 

growth alternative”, where they stated that there are two major weaknesses in the literature of 

franchising:  

“[The first problem is that] there is limited data on franchise initiation. […] A second problem is 

that the limited surveys on franchisor initiation are retrospective, leading to possible bias in that 

founders might try to justify their decision to franchise (to both themselves and the researcher) 

rather than giving the real reason or reasons for franchising”.  

 

Thus, in order to gain specific knowledge about the real reasons for franchising, this research, through 

the use of a case study, will try to both bring to light new aspects of this topic, and to confirm and/or 

reject previous findings. 

The choice of a case study as a research method for this specific topic is further justified by Gillis 

and Castrogiovanni (2012, p.95) when they suggest that “greater emphasis should be placed on micro-

level research focused within franchise organizations” and by Fulop and Forward (1997, p.619) which 

again recommend that “more [prominence] should be placed on interactive methods of data collection 

to enable the acquisition of qualitative data which would help to complement and redress some of the 

weaknesses of the large-scale statistical survey”. And even more specifically by Elango and Fried 

(1997, p.77) when they claim that “it is important for some franchising research studies to use more 

fine-grained research methods. Fine-grained methods like case studies capture details of context by 

studying the phenomena in depth. These methodologies are well-suited to deal with complex 

situations” and by Verbieren et al. (2008, p.17) when they explicitly assert that “theory-building from 

case-study research could be particularly appropriate because it enables the researcher to let new 

elements come into the framework” and they uncover another issue afflicting the literature, namely 

that “almost all franchising research has taken place in the U.S. context”. In line with Dant et al. 

(2008), “[there is a] need to investigate franchising outside the North-American setting and to 

consider other sectors than the restaurant industry”. Therefore, this study will not only be unique for 

its in-depth qualitative research method, in contrast to the majority of the studies which rely on big 

statistical inferences, but also for the relatively new market chosen in regard to franchising, that is 

Germany and for the industry covered, the home health care sector. In summary, the aim of the thesis 

is to investigate what are the main reasons behind the decision to franchise in order to understand 

more in-depth the motivations which lead companies to franchise. Moreover, it will improve the 

quality of the decision-making process for entrepreneurs. This study is valuable and unique among 

franchising studies because it is free from retroactive justifications.  
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The following research question and sub-questions have been devised: 

 

• Given the two most influential theories found in the literature on franchising, namely 

Resource Scarcity and Agency Theory, how do these theories apply to a start-up 

company in the German market working in the home health care sector? 

 

o Which one of the two theories is more relevant at the beginning of the franchise 

decision process? 

o Is the monitoring cost variable still meaningful in the digital age? 
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1.3 Thesis Structure 

In the following Figure 1, the structure of the thesis is provided with the aim of offering an overview 

on how the research question has been tackled. 

Figure 1: Thesis structure 

 

 

Source: Personal elaboration           



 10 

2. Franchising in Germany 
Some believe that the first evidence of franchising dates back to the mid-1800s, in Germany, in none 

other than in the beer industry. Back in the day, German brewers granted the use of their tradename 

and products to taverns and pubs. In exchange, these taverns agreed to purchase a certain number of 

products and to advertise the brand. Surprisingly, these are still the pillars of a franchise system 

(Peterson, 2016). 

In Germany, franchising started developing since 1980 and reached a positive peak in the last 10 

years by growing even faster than the whole economy (Enders and Lehner, 2018; Lindel, 2016). For 

instance, the report compiled by the Deutscher Franchiseverband, which considers a representative 

sample of franchisors, shows that the situation paints a positive picture in many aspects. The number 

of franchise systems keeps growing, from 950 in 2016 to 993 in 2018, with a total of over 128,000 

franchisees. There are almost 715,000 employees working for them, who in 2018 generated sales of 

around 122.8 billion euros.  

The German franchise industry distribution in 2018 is illustrated in the following Figure 2: 

Figure 2: Pie chart showing the franchise industry distribution 

 

Source: German Franchise Association, 2018 

Moreover, by breaking down the franchise systems according to the development phases (Figure 3), 

it can be noticed that 55% of the companies are in the expansion phase. By comparison, in the start-
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up and development phase there are accordingly, 7% and 9 % of the companies’ made the subject of 

the analysis. 

Figure 3: Breakdown of systems by development phases 

 

Source: German Franchise Association, 2018 

Furthermore, 68% of the franchise systems had its origin within Germany, whereas for the rest, it was 

able to successfully attract foreign capital, especially from the USA (12%) and from Austria (8%). 

This suggests that Germany is perceived as a stable country where it is safe to open new franchise 

systems and invest. Positivity that is reflected on the average annual growth of independent 

franchisees of 2,2% per year, growth that kept increasing in the last few years as presented in Figure 

4. 

Figure 4: Numerical variation of franchisees over time 

                            
Source: German Franchise Association, 2018 
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In 2018, 53% of the sample decided to acquire around 1 to 5 franchisee partners, on average partner 

acquisition was around 7. However, in 2019, the average acquisition is expected to grow from 7 to 

12 new partners.  

On the other hand, 44% of the franchisors interviewed successfully separated from 1 to 4 of their 

partners. Although 36% decided not to separate, on average the sample successfully opted to let go 

around 4 partners. In spite of this, 2019 appears to have a rosier outlook, where 44% of the franchisors 

will decide not to separate from their partners and 43% will successfully let go from 1 to 4 franchisees, 

with an average separation rate of just 2 partners. 

Furthermore, franchising can be considered as a concrete measure to create new jobs opportunities; 

in 2018, it counted around 715.362 people with an average annual growth of 0,25%, where 420.363 

(58,76%) of the total number was employed either full or part-time. 

Franchising not only brings jobs but also wealth: in the last 6 years, it showed a steady positive 

performance of an average 5,91% of annual sales growth. The positive trend can be observed in 

Figure 5. Moreover, in 2019, 39% of the sample will expect to increase their sales trend between 11% 

and 50%. 

Figure 5: Sales trend 

 

Source: German Franchise Association, 2018 

Crucial elements of a franchise system are the initial franchise fee, the initial investment sum, equity 

and either fixed or variable royalties. In Germany, 38% of the franchisors in the survey asked for less 
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than 5.000 euros as an entry fee, another 38% asked between 10.000 and 50.000 euros. On the other 

hand, just 19% expected between 5.000 and 10.000 euros and only a small portion of the sample, 

around 5%, demanded more than 50.000 euros. The distribution of the initial investment sum is as 

follows: 45% of the franchisee in the sample invested up to 50.000 euros, 21% between 50.000 and 

100.000 euros, 14% between 100.000 and 200.000, 15% between 200.000 and 1.000.000, and finally, 

5% more than 1.000.000 euros. Thus, the average investment sum of the sample stands at around 

191.000 euros. On top of that, most systems require equity. The amount of capital required depends 

on the industry and the individual business model of the franchise partner. An equity ratio of 20% of 

the initial investment sum is also common. 

When it comes to variable royalties, only 22% of the sample required them. Specifically, 64% of this 

22% expected up to 5% sales-related fees, 36% required between 5 to 10%, while only 5% wanted 

more than 10% royalties. 

Some franchisors, around 31% of the sample to be precise, prefer or want a fixed monthly fee on top 

of the variable royalties. In 64% of the cases, this monthly fee sums up to be less than 500 euros, 

whereas for the remaining part, more than 500 euros are expected. 

Interesting is that, in 57% of the cases the duration of a franchise contract lasts between 1 and 5 years, 

in 41% between 6 to 10 years and only in 2% of the cases it is set to last over 10 years. Therefore, on 

average, the duration of a franchise contract lasts for about 7 years. 

Overall, the report of the Deutscher Franchiseverband displays a positive current situation and 

suggests that this trend is more likely to continue. Thus, franchising seems to offer a great growth 

opportunity. Moreover, the organization Germany Trade and Invest in 2016, pointed out that the 

home services sector, specifically in-home care, nursing and similar, and health care offer above-

average opportunities for development. 

The success factors that make Germany a prosperous potential location to franchise has to be traced 

back to the underlying economic stability and advantages that this country offers. 

2.1 Germany as a Business Location 

The Federal Republic of Germany is one of the strongest economies on earth, it is ranked fourth in 

terms of nominal GDP, for instance in 2018 it reached $4 trillion in GDP (IMF, 2019). This and 
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others economic indexes, such as the high private and public consumption expenditure, point in the 

direction of vital and fast-growing economy which is the starting point for considering Germany as a 

secure and dynamic business location (Enders and Lehner, 2018). Moreover, Germany offers a rich 

labor market with highly educated people, with 54,6% of the population between 25 and 64 years old 

having vocational training and 28,6% having a university degree in 2017 (OECD, 2018). The 

economic stability is further confirmed by the growing presence of several start-ups, just in 2017 

108.000 start-up founders established 60.000 companies, whereas a year before 93.000 start-up 

founders established 54.000 companies, revealing an increase of 16% (Metzger, 2018). 

Moreover, German start-ups have the support of the following institutions (Enders and Lehner, 2018): 

• the ministries of the German Federal States; 

• Chambers of Trades and Crafts; 

• Chambers of Industry and Commerce; 

• credit institutions and their associations; 

• the KfW Banking Group and business development banks of the German Federal States. 

The previous institutions not only provide expertise in logistics, consulting, and financial support, but 

also in protection of intellectual property rights. The financial support comes in the form of funding 

programs offered by the European Social Fund (ESF). 

2.1.1 Labor Market 

Germany shows one of the lowest unemployment rates in Europe, with a rate of 3,4% in 2018 

(IFM,2019). Furthermore, as previously mentioned, it offers a qualified workforce with 80% of the 

population having formal training or a university degree (Enders and Lehner, 2018). Thus, offering 

over 43 million individuals in the workforce and making it one of the biggest workforce pools in 

Europe (Bozoyan, 2017). Although the current conditions seem favorable, it is important to take into 

consideration the future outlook. First of all, Germany has a high number of jobs that are at risk of 

automatization as a result of the large manufacturing sector. Secondly, self-employed individuals 

participate in the pension system on a voluntary basis, thus, this may put them at higher poverty risk 

when they get old. However, Germany offers a positive trend, especially, when it comes to 

opportunities for young people (OECD, 2019). 
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2.1.2 German Law 

German law is comprehensive of public and private law, the former regulates the relationship between 

the private sector and the State, the latter, on the other hand, regulates the relationship between private 

citizens or companies. German law is considered reliable and foreseeable due to its precise and 

calculable codification. Another important aspect to consider is the average shortness of contract 

length when compared to English or American agreements, which ensures more security and 

practicability (Enders and Lehner, 2018). 

The World Bank in its report Ease of Doing Business of 2019, ranks Germany 24th in the world as a 

potential business location. Meaning that the regulatory environment facilitates the operations of local 

businesses and efficiently protects them on a legal level against potential threats. For instance, in 

Germany enforcing a contract takes on average, from filing the lawsuit until getting the payment, 499 

days and the lawsuit related costs are around 14.4% of the claim value (World Bank, 2019).  

This is a pivotal aspect for a franchise system due to its business model which is intrinsically linked 

to the transference of a certain expertise or trademark. Thus, the protection of intellectual property 

rights is an important element to consider when setting up a franchise system. Germany happens to 

be among one of the countries with the most advanced and comprehensive protection of intellectual 

property rights. As a further confirmation of the commitment of this country towards intellectual 

property rights is the fact that, both the German Patent and Trademark Office and the European Patent 

Office are located in Munich (Enders and Lehner, 2018). 

Moreover, Germany supports the freedom of trade and offers freedom of contracts. As a consequence, 

everyone has the opportunity to set up a company with not too many restrictions, and with the 

certainty of having legal protection (Enders and Lehner, 2018). 

However, Germany does not have specific regulations regarding franchising, leaving it as one of the 

few countries in Europe with no franchising law. As a matter of fact, they decided to prioritize the 

individual contract design. As a result, over time, legal jurisdictions have originated “case laws” for 

the most relevant franchise legal topics. Yet, it assures flexibility in regard to the multifaceted nature 

of franchising. For instance, there are no obligations concerning the filing of pre-contractual 

documents and registration of the franchise contracts and/or system (Enders and Lehner, 2018). 

2.1.3 Political System and Taxation 

Germany adopted a federal parliamentary democratic republic system, and, on a political level, it is 

considered a quite stable and transparent country. This fact, is supported by the main credit rating 
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agencies, like Standard & Poor's, Moody's, Fitch and DBRS, which endorsed Germany with the 

highest rate AAA, and predicted a stable outlook for the future (Trading Economics, 2019).  

Moreover, in 2018 the organization Transparency International ranked Germany 11th, among other 

180 countries, making it one of the least corrupt countries in the world (Transparency International, 

2018). According to Freedom House, Germany is generally considered a country where freedom is 

assured both in practice and law when it comes to political rights and civil liberties. The reason being 

that, “the political system is influenced by the country’s totalitarian past, with constitutional 

safeguards designed to prevent authoritarian rule” (Freedom House, 2019). This ensured certain 

stability of the political system which has just started sensing some friction due to uncontrolled 

immigration and growing recognition of populist parties (Freedom House, 2019). 

Taxation 

In Germany, corporate taxes stand at 15%. However, the overall amount of taxes reaches 30% when 

solidarity surcharge, trade tax and company tax are considered altogether (European Union, 2019). 

The solidarity surcharge is a supplementary tax. It was introduced in 1991 for a limited period as a 

way to additionally support the State financial burden, and from 1995 it was again (indefinitely) 

introduced to finance the costs of German unity; since 1998, it has amounted to 5.5% of income tax 

and corporation tax (GTAI, 2019a). On the other hand, trade taxes are decided by each municipality, 

and they usually stand between 7 and 17% (GTAI, 2019b). 
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3. Literature Review 

In the following chapter, the theoretical framework will be introduced. This is relevant because it 

ensures the validity of the analysis that will take place in the next chapter. First, a brief summary of 

the concept of franchising is provided. Afterward, two important theories that researchers found at 

the core of franchising are presented. Finally, a reconciliation of these two theories is provided 

together with a list of variables useful to summarize the benefits of franchising and that will be further 

tested in semi-structured interviews. 

3.1 The Concept of Franchising 

Franchising is a an agreement or license, between two legal entities, economically and legally 

independent of each other, in which one party (franchisor), for a payment of fees, grants the 

availability to the other (franchisee) of a set of industrial or intellectual property rights related to 

trademarks, trade names, signs, utility models, drawings, copyrights, know-how, patents, technical 

or commercial assistance or consultancy, with the purpose of producing or marketing certain goods 

or services. The fees mentioned above consist of an initial franchising fee and periodical royalties 

based on the percentage of sales revenue and/or advertising fees. (Verbierenet al., 2008).  

Figure 6 illustrates how a simple franchising transaction works. 

 Figure 6: Example of a franchise agreement 

 
Source: Adapted from Khan (2014) 

Ojo (2008) found the following peculiar characteristics that differentiate franchising from other forms 

of agreement: 
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- Contract: the contract is between the franchisor and the franchisee and delineates the tasks 

and responsibilities of each party. 

- Purpose: the purpose of the agreement is to distribute goods or services efficiently. 

- Resources: on the one hand, the franchisee commits his/her personal wealth to the franchise 

and agrees to manage it to the best of his/her ability in order to get financial returns. On the 

other hand, the franchisor contributes by granting the right to use its trademark or trade name, 

business systems and processes as well as advice and training. 

- Business entity: the franchise is a separate and independent legal entity. 

- Common public identity: both franchisor and franchisee share a common public identity 

through the use of the same trademark, store design, trade name and publicity. 

- Financial arrangement: the franchisee is entitled to benefits from the residual claim of the 

business and compensate the franchisor through fees and royalties. 

3.1.1 Types of Franchise Strategies  

Franchising “represents strategic choices made by the firm, and it is a form of strategic alliance 

between organizations”, for these reasons it can be seen as a “generic strategy” (Preble and Hoffman, 

1991, p. 75). Franchising can assume three general forms (Preble and Hoffman, 1991; Ojo, 2008): 

1) Product-tradename franchising: the franchisee markets the franchisor’s product under the 

franchisor’s logo and trademark (e.g., Pepsi) 

2) Business format franchising: not only the product/service, but also the methods of operations 

and supervision from the franchisor are provided. It is known as a “package franchise”, which 

is the most common type of franchise (e.g., McDonald). 

3) Conversion franchising: occurs when an independent firm decides to convert its business by 

adopting a proofed business model and by taking on a recognizable brand through franchising. 

This usually takes place in mature and highly competitive markets (e.g., Best Western). 

3.1.2 Franchise System 

Generally, franchise systems do not exist in a straightforward relationship between the franchisor and 

individual franchisees (so-called single-unit franchise). As illustrated in Figure 7, the relationship can 

be more variegated than expected. The different arrangements can include, other than just the 
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franchisor and the single-unit franchisees, also the multi-unit franchisees with their outlet managers, 

the master franchisees with their sub-franchisees and the managers of company-owned outlets 

(Verbierenet al., 2008). 

Figure 7: Franchise system 

 

Source: Verbierenet al., 2008 

As opposed to a single-unit franchise, a multi-unit franchise is characterized by the possibility for the 

franchisee to own more units. The franchise chain can also include master franchisees. These entities 

can work as intermediaries of the franchisor whenever an international expansion is planned. For this 

reason, they work on behalf of the franchisor when it comes to selecting and training potential sub-

franchisees in a foreign market (Verbierenet al., 2008; Shane, 1998a). 

Finally, it is important to distinguish between single and plural forms, the former is composed by 

only franchise outlets and the latter, is a combination of franchise and company-owned units 

(Verbieren et al. 2008). 

3.2 Reasons to Franchise 

When analyzing different market expansion strategies, especially regarding the decision to expand 

through either franchising or company-owned units, the literature discusses mainly two different 

theories: Resource Scarcity and Agency Theory (Elango and Fried 1997).  

Resource Scarcity theory justifies franchising as the ambition to expand with limited resources, while 

Agency theory suggests that companies franchise to moderate monitoring and shirking costs (Alon, 

2003). 
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3.2.1 Resource Scarcity Theory 

For many emerging businesses, rapid growth is the key strategic mission for long-term economic 

sustainability and competitiveness. However, achieving the growth rates sufficient to outgrow the 

competition and to reach critical economies of scale requires financial and human capital. Resource 

scarcity postulates that the main driving force of firms to franchise is their lack of capital resources, 

which is required to grow as broadly and rapidly as possible. Once efficient economies of scale are 

achieved, the attention shifts toward profit maximization, which can be best accomplished by taking 

control of the firms through ownership (Oxenfeldt, and Kelly, 1969). Therefore, franchising can 

provide enough capital, through fees and royalties, to allow the franchisor to expand in a relatively 

inexpensive and rapid way (Alon, 2001). 

Oxenfeldt and Kelly’s study established that the need for franchising varies over the life cycle of a 

company. Young and small firms feel the pressure to expand in order to achieve economies of 

distribution. Moreover, they lack a distinctive and recognizable brand, which needs to be built 

through investment in advertising (Miller and Friesen, 1984). Usually, small and young firms do not 

have the financial capability to fund these actions, which makes them turn to franchise to ensure 

business expansion. 

LaFontaine and Kauffmann (1994), in their study, confirmed the existence of a firm life cycle, namely 

that at first companies raise resources externally and then, as they grow older they start the so-called 

“buy-out” process. 

To further analyze the potential of franchising across the life cycle of a firm, many resource scarcity 

theorists attempted to prove a negative relationship between the proportion of franchise units and the 

size and age of a firm and a positive one between franchise units and rate of growth (Alon, 2001). 

Table 1 shows the results of a meta-analysis for these three variables. In sum, all of these variables 

do not have much support from different studies, however, the results of these studies will be further 

discussed in Section 3.2.2. 
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Table 1: Resource scarcity variables impacting the propensity to franchise (PF) 

 

Source: Gillis and Castrogiovanni, 2012 

Moreover, further research has broadened the concept of resources by including access to capital 

along with managerial talent (Combs and Castrogiovanni, 1994), human capital (Norton, 1988) and 

local knowledge (Combs and Castrogiovanni, 1994). Thus, the more of these resources a company 

has, the less it will need franchising to grow. Consequently, a mature firm which has supposedly 

accumulated a good amount of these resources will start buying back the most profitable franchise 

units and will become a primarily company-owned chain. And, as Carney and Gedajlovic (1991) 

argue these appealing outlets will be lo located in high traffic, populated districts. Furthermore, 

franchisors will continue to franchise less appealing outlets in rural areas, and in new markets where 

they have limited local market knowledge and are trying to establish a critical mass of units. 

However, Combs and Castrogiovanni (1994, p. 10) discussed that “large firms are moving in the 

direction of increased company ownership, but it is taking considerably more time than previously 

expected”. At first, they justify this pattern by saying that buy-outs might be very complicated to 
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implement or not even possible because of several contractual constraints. This makes the buy-out 

process long and costly. Secondly, they argued that the increase of company-owned units is not 

originated from franchise buybacks but from the establishment of new company-owned units. 

From the literature, it appears that firms initiate franchising for disparate reasons. Dant (1995) isolated 

six reasons underpinning the decision to franchise. These involved the resource scarcity motivations 

of access to financial resources, access to local market knowledge, access to managerial talent and 

the need to achieve economies of scale in promotion, production and coordination. 

Additional empirical support is coming also from Hunt (1973) which identified that larger and older 

firms in the fast-food industry have a tendency towards an increase in the percentage of company-

owned units compared to smaller firms. Hunt (1973) was one of the first one to test the hypothesis of 

Oxenfeldt and Kelly, and he concluded that, even though there was support toward the Resource 

Scarcity theory, most of the companies would not have evolved into entirely company-owned units. 

He justified this claim arguing that franchisors would probably not buy back less profitable units and 

geographical disperse outlets due to the high monitoring costs. 

In Table 2, a summary of the main empirical findings regarding the decision to franchise supported 

by Resource Scarcity theory is illustrated. 

Table 2: Supporters of Resource Scarcity theory 

  Authors Findings 

Alon (2001) 

 
The negative correlation between the growth rate and 
the proportion of franchised units suggests that firms 

with limited resources rely more on franchising. 
 

Carney and Gedajlovic (1991) 

 
Companies choose franchising to achieve accelerated 

growth by delimiting their resource constraints. 
 

Castrogiovanni, Combs and Justis (2006b) 
 

 
The proportion of franchised outlets is negatively 

related to franchisor size. 
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Dant (1995) 
 

 
The reasons for franchising are identified as market 
entry and growth, operational control and efficiency, 

and capital access and profits. 
 

Hunt (1973) 

 
Older and larger franchises show a disproportionate 
tendency to increase the share of company-operated 

units. 
 

LaFontaine (1992) 

 
Companies use franchising more frequently when they 

want to grow faster. 
 

LaFontaine and Kaufmann (1994) 
 

 
Resource constraints are a key factor in determining 
the extent to which franchisers own outlets. When 

companies reach an age of about 16 years, they tend to 
increase their share of company-owned units. 

 

Lillis, Narayana and Gilman (1976) 
 

 
“Rapid market penetration” is considered as the most 

significant advantage at the penetration stage. The 
more the franchise matures, the less franchising 
becomes beneficial and fully integrated direct 

distribution rises in popularity. 
 

Martin (1988) 

 
Economies of scale exist in the promotion of national 

brand names and reaching minimum efficient scale is a 
competitive imperative. 

 

Norton (1988) 
 

 
The costs of managerial screening and selection are 

reduced by franchising. 
 
 

Preble and Hoffman (1991) 

 
The franchise strategy provides the following 

advantages: 
access to capital at a lower risk, cost sharing, rapid 

market penetration at a relatively low costs and access 
to economies of scale. 
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Source: Personal elaboration 

3.2.2 Resource Scarcity Critique 

Resource Scarcity theorists work under the assumption that franchisees are by definition risk-averse. 

As a matter of fact, investing in a franchise system with a proven business concept is safer than 

owning an independent business (Combs and Castrogiovanni, 1994). However, Rubin (1978) 

questions this assumption and argues that franchising is an inefficient organizational form to raise 

capital. Franchisees’ investment appears to be less diversified and riskier than the franchisor’s 

investment, this is due to the fact that the franchisor has a portfolio of revenues streams coming from 

different franchisees in the form of royalties and franchise fees. Consequently, “a risk-averse 

franchisee would clearly prefer to invest in a portfolio of shares in all franchise outlets, rather than 

confining his investment to a single store” (Rubin, 1978, p. 225). 

This implies that franchisees should ask for a higher risk premium which would then result in lower 

returns for the franchisors. This stands only under the assumption that franchisors are more risk-

averse than franchisees. However, this appears to be questionable, given that, in practice, franchisees 

have already embraced a low-risk path by choosing to franchise. And second, that the rate of failure 

of franchisees is lower than for independent businesses and finally, the fact that franchisees normally 

invest a big share of their wealth in order to acquire a franchise unit (Combs and Castrogiovanni, 

1994; Rubin, 1978). 

According to Rubin (1978, p. 226), another more efficient alternative for raising capital would be “to 

create a portfolio of shares of all outlets and then sell these shares to the managers”. Thus, capital-

scarcity justifications are in stark contrast with finance theory, where the latter “indicates that if there 

Shane (1996a) 
 

Franchising is a suitable tool to create firm growth. 
 

Shane (1998b) 

 
Deciding about the distribution of company-owned and 

franchised outlets depends on firm size and age. 
 

Thomson (1992) 

 
Franchising supports the financing of the chain and is 

especially useful in achieving rapid growth. 
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are no offsetting considerations (e.g., incentive effects), it is better for the franchisees of all units in 

the system to share the risk rather than to own residual claims for specific unit” (Dark et al., 1991, p. 

28). 

In addition to raising capital through franchising a firm, in its early stages, has the option to either 

sell equity or debt. The latter is usually not possible because the young firm has insufficient 

performance history and collaterals (Aliouche & Schlentrich, 2009). And as, Martin (1988) points 

out: 

 

By definition, a young or immature franchisor is a firm that is unlisted and does not have access 

to national capital markets. Funds for expansion by company-owned outlets must be obtained from 

venture capitalists, who will require a substantial portion of the equity in exchange. Venture capital 

funding may involve loss of the controlling interest. The rewards for entrepreneurship are the 

capital gains obtained from "taking the organization public." Hence, dilution of the equity is the 

franchisor's primary concern. Franchising allows the firm to achieve "off-balance sheet" financing 

that does not dilute equity. (p. 961) 

 

Moreover, Gillis and Castrogiovanni (2012) stated that due to information asymmetry, passive 

investors do not have full access to sensitive facts, especially those which are not in their best interest. 

Franchisees, on the other hand, have better information regarding their managerial capabilities 

because the profitability of the unit depends upon them. Finally, the cost of capital provided by 

franchisees might be lower than the one provided by passive investors (Gillis and Castrogiovanni, 

2012). 

Nonetheless, the capital scarcity argument has resulted in contradictory conclusions (Combs and 

Ketchen, 2003). For instance, in their work, Martin and Justis (1993) described how young firm’s 

propensity to franchise increased correlatively with an increase in interest rates, indicating that when 

other financial sources are less accessible, firms would franchise more. Conversely, Minkler and Park 

(1994) measured a positive relationship between interest rates and company ownership. Thus, when 

considering all these different investigations regarding capital scarcity, no support has been found for 

the latter (Combs and Ketchen, 2003).  

However, capital scarcity motivations should not be completely dismissed, since franchising can be 

“viewed as a hybrid form of capital which allocates residual rights and decision rights in unique ways. 
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Franchise capital is a form of private equity embedded in a contract which has efficient bonding and 

incentive features” (Carney and Gedajlovic, 1991, p. 607). Furthermore, franchise allows 

heterogeneity in contracts, therefore there is the possibility of changing the capital requirements and 

the terms of the contract depending on the development, age or size of the firm (Carney and 

Gedajlovic, 1991). 

According to Table 1, the studies that considered the variable “firm’s age” are not supporting the 

Resource Scarcity reasoning. The theory holds that there should be a negative relationship between 

firm’s age and the tendency toward franchising. However, the research conducted by Castrogiovanni 

et al. (2006a) pinpointed the fact that firms keep increasing the number of franchise units even after 

60 years from the initiation of the first franchise unit.  

On the other hand, Lafontaine and Shaw (2005) observed that franchise systems would grow their 

percentage of franchise units until stabilizing after 7 or 8 years of age. Therefore, these two studies 

suggest that the relationship between age and proportion of franchise units is not linear. On this 

matter, Castrogiovanni et al. (2006a) identified a cubic relationship, where in the first 10 years they 

observed an increase in proportion of franchise units, afterward a decrease for approximately the next 

10 years, and then an ultimate increase. Figure 8 represents a graphic representation of this cubic 

relationship. 

Figure 8: Cubic relationship between age and proportion of franchise units 

 

Source: Castrogiovanni et al. 2006a 
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The second variable considered in Table 1 is “system size”, which has been measured in terms of 

number of outlets (Alon, 2001) or total sales (Contractor and Kundu, 1998) depending on the study. 

According to Resource Scarcity, “system size” should be negatively related to the proportion of 

franchise units; this is because the bigger the firm, the more resources it should have, thus, the 

propensity to franchise should be lower. 

Alon (2001), in contrast to Resource Scarcity theory, found out that the higher the number of outlets, 

the more the firm would franchise. The same positive relationship was identified by Contractor and 

Kundu (1998) for the hotel sector. However, other studies came to different conclusions backing up 

the Resource Scarcity rationale (Castrogiovanni et al. 2006b; Shane 1998b). The results appear to be 

inconclusive; it is safe to assume that either the relationship between “system size” and the propensity 

toward franchising is more intricate than expected or that “system size” is simply not as good of a 

proxy for the validation of Resource Scarcity theory (Gillis and Castrogiovanni, 2012).  “Perhaps, as 

franchising systems grow and develop resources to select, hire, train, and motivate franchisees, 

franchisors [will] recognize that utilizing and exploiting these resources may result in a competitive 

advantage, thus leading them to continue or even increase their use of franchising as they grow” 

(Gillis and Castrogiovanni, 2012, p. 79). 

The third variable analyzed in Table 1 is “growth rate”, which has been evaluated as a rise in sales 

by Roh (2002) or as the percentage variation in outlets by Michael (2000). The relationship between 

“growth rate” and propensity to franchise has been predicted positive by Resource Scarcity theory. 

As a matter of fact, it is expected for young and small firms to grow faster in order to reach economies 

of scale. In contrast with the previous prediction, Michael (2000) suggested that high growth firm 

franchise less. Additionally, Shane (1998b) tested a possible inverted U-shape relationship between 

growth rate and the degree of franchising.  Even in this third case, results are mixed, Shane could not 

find any non-linear relationships and the other studies did not offer a clear answer on potential linear 

ones. Thus, “growth rate” does not seem to be an appropriate proxy for the explanation of Resource 

Scarcity. 

Overall, Gillis and Castrogiovanni (2012) in their research and Combs and Ketchen (2003) in their 

meta-analysis found no support for either age, system size nor growth. In particular, Combs and 

Ketchen (2003) discovered that as a firm grows older and bigger it franchises more, not less. Hence, 

it appears that franchising could be a permanent organizational configuration. 
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3.2.3 Agency Theory 

Agency Theory refers to the relationship established between one individual (the principal), which 

delegates tasks to another (agent). Specifically, Agency Theory is interested in the issues that arise 

from this relationship. Respectively, the conflicts which could emerge from the different motivations 

of the two parties and the difficulties which could result from the high costs related to monitoring the 

agent’s work (Eisenhardt, 1989). 

Under certain circumstances, franchising is a suitable organizational form to reduce those monitoring 

costs (Rubin, 1978). In particular, franchising appears to be cost-effective whenever the marginal 

costs of monitoring a company-owned unit become greater than the marginal costs of using franchise 

contracts (Norton, 1988). As a matter of fact, monitoring costs are lower in franchising, because the 

incentives of franchisor and franchisees are better aligned than the ones of the company and company-

owned units’ managers (Combs and Castrogiovanni, 1994). Those incentives are represented by the 

substantial investment that the franchisee makes and his/her entitlement to benefit from the residual 

claims on the units’ profits (Combs and Ketchen, 2003). 

The cost factors related to monitoring company-owned units are the following (Combs and 

Castrogiovanni, 1994): 

• importance of local knowledge; 

• attainability of managerial talent; 

• distance between units and headquarter; 

• relative closeness of locations to another; 

• local population density. 

All these variables affect communications, travel cost and efficient decision-making between the 

headquarter and local managers. Franchising can reduce or even eradicate many of the disadvantages 

related to these variables (Combs and Ketchen, 1994). For instance, the greater the geographical 

scope, the higher the monitoring costs, therefore franchising would be more convenient.  

Additionally, the more outlets a company has, the more difficult it is to monitor all of them efficiently, 

and again, franchising would be more convenient (Alon, 2001). Furthermore, the increasing 

digitalization has important implications on the resource intensity of monitoring costs. Therefore, the 

importance of the cost factors related to monitoring costs could change depending on the level of 
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digitization of a company. However, the influence of digitalization on franchising and the usefulness 

of franchising for highly digitalized companies is still a topic that needs further research.  

However, there is an inverse relationship between outlet size and use of franchising, this is due to the 

fact that the larger the outlet, the higher the investment required for a specific asset (see quasi-rent 

appropriation). Therefore, the outlet size would influence the attractiveness of a specific franchise 

(Combs and Ketchen, 2003). In sum, as a franchise system grows in age and in size, monitoring 

becomes more resource-intensive, thus, on one hand it increases the usefulness of franchising, and 

on the other hand it decreases its attractiveness for franchisees. Nevertheless, the more difficult it is 

to monitor, the higher the use of franchising as an organizational form (Morrison, 1995). 

The two main opportunistic behaviors common in company-owned units are adverse selection and 

moral hazard. The former occurs when potential local managers are deceiving regarding their actual 

capabilities in order to be hired. This can be controlled through either attentive screening, and, as a 

result in an increase in monitoring costs, or through the employ of franchising, since the franchisee 

has no incentive to lie about his/her capabilities. The second opportunistic behavior is referring to the 

act of shirking, which happens when the local managers (the agents) reduce their efforts whenever 

the headquarter (the principal) is not controlling them (Gillis and Castrogiovanni, 2012).  

This takes place because the managers are remunerated principally by salary, which is not directly 

linked to firm performance, and they do not participate with their capital in the business risk, so they 

are not concerned with the possibility of losing their personal wealth (Gillis and Castrogiovanni, 

2012). And even if managers were compensated through incentives, they would still not have access 

to long-term residual claim unlike franchisees (Morrison,1995). On the other hand, franchisees are 

driven to work at their best and being transparent about their abilities because business success 

depends upon them. Therefore, franchising is one possible modus operandi to fix the intrinsic 

inefficiencies listed above (Gillis and Castrogiovanni, 2012; Morrison, 1995). 

Furthermore, franchising can be seen as a risk-sharing mechanism in the sense that, franchisors can 

keep for themselves locations with steady revenues for themselves and leave riskier locations for 

franchising (Martin, 1988). Support, at this juncture, is coming from Lafontaine’s study (1992), where 

she concluded that there were more ceased franchise units rather than company-owned ones. Martin 

(1988) justified the franchisor’s decision to let go risky locations by explaining that units with large 

variation in revenues will require tighter control. Thus, the higher risk might result in higher 
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monitoring costs. The risk spreading argument is further empirically confirmed by Martin (1988) 

when he demonstrated that franchisors have a tendency to buy back the most profitable units and 

leave to franchising the uncertain ones. Following this line of thought, Rubin (1978) observed that 

royalties can be used as a measure of risk because they reflect those returns linked to the franchisor’s 

leadership, which are unforeseeable and therefore cannot be incorporated in the initial franchise fee. 

However, franchising has its own disadvantages as Table 3 shows. 

Table 3: Franchise’s vs. Company-owned units’ agency problems 

 

Source: Brickley and Dark, 1987 

Since the shirking and perquisite taking aspects have already been discussed; the following paragraph 

will focus on the disadvantages linked specifically to franchising, thus it will further analyze the other 

three features found in Table 3. 

Inefficient risk-bearing 

Inefficient risk-bearing stems from the fact that franchisees have an investment portfolio inadequately 

diversified because a substantial part of their wealth is connected to the profitability of the unit 

(Brickley and Dark, 1987). Moreover, franchisees are exposed not only to systemic risk but also to 

business risk (Preble and Hoffman, 1991). Therefore, this inefficient risk-bearing gives rise to two 

main agency problems. The first problem is underinvestment. Franchisees might forgo further 

investments that may benefit the entire system or that might have spillover effects over other units in 

the same geographical scope (Combs and Castrogiovanni, 1994). This is due to a lack of incentives 

for franchisees to participate in the overall company growth, thus they will try to allocate their 

investments to only ensure their units economic success. Second, inefficient risk-bearing could lead 
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the franchisee to not be willing to pay much for the residual claim of the franchise unit (Brickley and 

Dark, 1987). 

Free-rider problems 

Whenever franchise units are positioned in locations with low rates of repeat purchases, such as in 

touristic areas or near the highways, then the franchisee has an incentive to lower the quality of the 

service/product. This especially occurs when the brand of the franchisor is highly recognizable and 

the customers would visit the unit mainly because of the renown tradename. The consequence is a 

negative spillover effect over the entire chain (Combs and Castrogiovanni, 1994). 

Quasi-rent appropriation 

Depending on the characteristics of the franchise contract, “either the franchisee or the franchisor 

may have to invest in specific assets which, by definition, create appropriable quasi-rents, i.e. rents 

that can be appropriated via post-contractual opportunistic behavior” (Combs and Castrogiovanni, 

1994, p. 8).  Quasi-rent occurs whenever an asset has a higher value when used in a specific way 

rather than used in a different manner. For instance, the classic example could be when the franchisee 

invests in a specifically designed building which symbolizes the trademark of the franchisor. If, upon 

expiration of the contract, the franchisor has the possibility to withdraw the employ of the trademark, 

then the franchisee has an incentive to agree to the request of the franchisor and pay a higher franchise 

fee, because the building with such design would be worthless for another use. On the other hand, if 

the franchisee acknowledges this risk, he/she could decide to engage in opportunistic behaviors too. 

Therefore, the franchisee could convince the franchisor to buy the building, which he/she would, 

then, lease back to the franchisee. However, the franchisee could refuse to pay the rent of the building 

and might demand to pay a lower franchise fee. Thus, the franchisor might have to accept the offer 

depending on how much it would cost to enforce the contract instead (Brickley and Dark, 1987). 

In Table 4, it is illustrated a summary of the main empirical findings regarding the decision to 

franchise supported by Agency theory. 

Table 4: Supporters of Agency Theory 
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Authors 

 
 
 
 
 
 
 

Findings 

Alon (2001) 

 
 
• The size of the scope of operation is positively 

related to the willingness to franchise. 
 

• The number of outlets is positively correlated with 
the share of franchising in the retailing sector. 

 
 
 

Brickley and Dark (1987) 

 
• Owned units are commonly closer located to 

monitoring headquarter than franchised units. 
 

• Company units are in general located in more 
populated areas. 

 

 
Brickley and Weisbach (1991) 

 

 
Franchising is a tool to internalize costs of shirking and 

perquisite taking to the unit managers. 
 

Carney and Gedajlovic (1991) 

 
The agency thesis is broadly consistent with the 

strategies of Mature Franchisers. 
 
 

Combs and Castrogiovanni (1994) 

 
Franchisors pursuing franchisees in a widely dispersed 
area have a higher proportion of franchised units in the 

system. 
 

Combs and Ketchen (2003) 

 
• Franchising is positively related to geographic 

dispersion. 
 

• Outlet size is negatively related to franchising 
because less attractive for franchisees. 
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Source: Personal elaboration 

Lafontaine (1992) 

 
Geographical dispersion increases franchisors’ tendency 

to franchise. 
 

Lillis, Narayana and Gilman (1976) 

 
Across all firm’s lifecycles, franchisee’s motivation was 

perceived as the most significant advantage by 
franchisors. 

 

Martin (1988) 

 
Companies tend to take advantage of the opportunity to 

diversify risks and shed locations with higher risk-
induced monitoring costs. 

 

Morrison (1995) 

 
• Positive relationship between the size of the 

business operation and the share of those 
operations conducted through franchisee-owned 
units. 
 

• Positive correlation between the business’ age 
and the proportion of those operations conducted 
through franchisee-owned units. 

 
• Positive relationship between the proportion of 

years the business has been franchised and the 
share of those operations conducted through 
franchisee-owned units. 
 

• Negative correlation between the advertising 
royalties per unit demanded by the franchisor 
and the share of franchisee owned units. 

 
 

Norton (1988) 

 
The principal agent incentives are positively and 

significantly related to the incidence of franchising for 
physically dispersed operations. 

 

Thomson (1992) The higher the population density, the lower the 
monitoring costs. 
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3.2.4 Agency Theory Critique 

Agency Theory works under the assumption that the bigger and the older a company is, the higher 

the monitoring costs, and consequently the more convenient it would be to employ franchising. 

Therefore, the main critique against Agency Theory stems from the supposition that franchising 

companies must have a recognizable brand name, however, this does not explain the observation that 

also small and young firms, which do not own an identifiable brand nor a standardize product/service 

quality, engage in franchising (Alon, 2001). Moreover, based on the literature, the tasks carried out 

by the franchisee managers are reduced to mere shirking and quality control. Nevertheless, 

franchisees appear to perform also other functions, such as training, creative problem solving and 

strategic decision-making, which are not discussed in the literature (Carney and Gedajlovic, 1991). 

Finally, another limitation of Agency Theory has its origin in the fact that franchisors have unilateral 

power over the franchisees. Nonetheless, more and more franchisee associations have started to 

appear, thus reducing the dominant control of the franchisor (Alon, 2001). 

Furthermore, there are two issues that Agency Theory fails to explain. First of all, Agency Theory 

does not justify the phenomenon of fully franchised chains. Indeed, following the monitoring costs 

logic, outlets close to the headquarter should be company-owned. However, Minkler (1992) noted 

that there are some cases where even units nearby the headquarter were franchised. Second, it does 

not give an explanation for the simultaneous existence of both franchised and company-owned units 

in the same geographic area. As a matter of fact, Agency Theory states that in one area, only one form 

should exist, because monitoring costs are constant for all the units in the area (Gillis and 

Castrogiovanni, 2012).  

3.2.5 Reconciliation 

From the previous review, it is noticeable that Resource Scarcity and Agency Theory are not 

unanimously accepted by the theorists and they are often contradicting each other. Thus, there are 

four approaches in reconciling these two theories (Gillis and Castrogiovanni, 2012): 

• Rubin (1978) claims that the two theories are in direct contrast to one another.  

• Shane (1988) states that Agency Theory has higher explanatory power than Resource 

Scarcity. 
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• Combs and Castrogiovanni (1994) and Carney and Gedajlovic (1991) assert that the two 

theories are complementary. 

• Gillis and Castrogiovanni (2012), on the other hand, propose a model, where Resource 

Scarcity affects the decision to franchise in the initial stage, whereas Agency Theory plays 

a role just after the minimum economies of scale have been reached. 

The latter two approaches appear to overcome some of the issues related to both theories. Moreover, 

from the literature is clear that both theories have some significance in explaining the decision to 

franchise. Therefore, the integration of both views is to be analyzed.  

On this matter, Castrogiovanni et al. (2006a) developed a model stating that in the initial stage of 

expansion, coherently with Resource Scarcity theory, young and small companies will decide to 

franchise because of lack of resources. Later on, the firms will shift focus on profit maximization by 

increasing the proportion of company-owned units. However, greater growth is linked to greater 

monitoring costs, which means that franchising will be considered again as the best expansion 

strategy, as predicted by Agency Theory. Therefore, the model attains that there is a cubic relationship 

(reversed S pattern), between the degree of franchised units and the firm age, such that the proportion 

of franchised outlets will first increase, then decrease and finally increase again. The cubic 

relationship has been visualized in Figure 9. 

Figure 9: Hypothesized franchising pattern as the firm ages 

 

Source: Castrogiovanni et al. (2006a) 
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In the literature, several studies attempted to find support for the integration of the two theories. For 

instance, Carney and Gedajlovic (1991), analyzing 128 franchise systems operating in Quebec, 

identified five different strategic groups which are characterized by different strategic decisions. The 

groups identified were categorized into: Rapid Growers, Conservative Expensives, Franchise 

Converts, Mature franchisers, Unsuccessful.  

Rapid Growers 

Rapid Growers are those firms that almost immediately transformed from company-owned to 

franchise chains, waiting on average just 1.3 years before making that decision. Those firms present 

a geographically dispersed and large network, with almost all of their units being franchised. Rapid 

Growers use franchising as a means of growth, the study shows a positive relationship between age 

and proportion of franchised units, meaning that Rapid Growers are not yet at that stage where they 

might consider buying back the units. In spite of the small size, Rapid Growers require the highest 

royalties of all (7.8% of sales). This communicates that they have a successful business model. On 

the other hand, they also require one of the lowest initial investment, which means that the concept 

can be easily reproduced. Hence, the franchisees can avoid making an investment in a specific asset, 

and consequently avoid facing quasi-rent appropriation issues (Carney and Gedajlovic, 1991). 

Conservative Expensives 

Conservative Expensives demand investments and franchise fees that are higher than those required 

by the other strategic groups. The higher requirements are justified by the fact that they are larger and 

possess a stable business infrastructure and a known brand. For these reasons, from the franchisee’s 

perspective, the investment appears to be less risky, thus, he/she will be willing to pay more. In this 

case, Conservative Expensives are not using franchising as a means of growth, but rather as a 

technique to reduce Agency related issues (Carney and Gedajlovic, 1991).   

Franchise Converts 

Franchise Converts are the oldest group of firms, their average age is around 35 years. This group 

starts to franchise only after many years of being in operation (on average 29.5 years). They use 

franchising as an expedient to overcome their slow growth. Although, strategically similar to Rapid 

Growers, the main difference that characterizes this group is timing. Where Rapid Growers decided 
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to immediately rely on franchising as a means of growth, Franchise Converts waited a long time 

before doing so (Carney and Gedajlovic, 1991). 

Mature Franchisers 

Mature Franchisers have been franchising for a fair amount of time (on average 19.2 years). 

Consequently, they retain the largest and most extended franchised network in the study. Moreover, 

they display a positive relationship between the proportion of company-owned units and company 

size. Meaning that Mature Franchisers might tend to buy back units in order to reduce cannibalization 

in the most saturated areas (Carney and Gedajlovic, 1991). 

Unsuccessful 

Unsuccessful, as Rapid Growers, started franchising quite early in their life, with the difference that 

this group charged the lowest franchise fee ($13.9 K) and royalties (2.2% of sales) among the other 

groups. Suggesting that Unsuccessful did not develop a promising business model, thus the low fee 

structure reflected an unstable infrastructure and precarious competitive position. Another similarity 

with Rapid Growers is the decision to expand almost exclusively through franchising, failing though 

to achieve rapid growth. This is probably due to the fact that they started franchising too early when 

the business model was not yet concrete (Carney and Gedajlovic, 1991). 

In conclusion, Carney and Gedajlovic (1991) conceived a path-dependent model, which accounts for 

the organizational development of strategically different firms by merging Resource Scarcity and 

Agency Theory perspectives into a single framework (Figure 10). Suggesting that franchising is 

sometimes convenient because of the monitoring advantages and in some other occasions it is helpful 

in reducing resource constraints, thus paving the way for growth. 
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Figure 10: Path model of franchise ownership patterns 

Source: Carney and Gedajlovic (1991) 

Additionally, based on the framework of corporate life-cycle, Lillis et al. (1976) tried to understand 

the different drivers which lead companies at different stages to franchise. The different stages are 

shown in Table 5. 

Furthermore, the ranking of the different advantages by life cycle stage is illustrated in Table 6. 

Generally, “franchisee motivation” was recognized as the most pivotal benefit by franchisors at all 

stages, with the exception of the penetration stage, where it shares the same perceived importance as 

“rapid market penetration”. In contrast to the claims of Resource Scarcity, which states that “entry 

capital” is the most important driver underpinning the decision to franchise, especially in the 

penetration stage, “entry capital” is ranked relatively low at all stages. Meaning that “the advantages 

of rapid market penetration and franchisee motivation are perceived as sufficiently important in the 



 39 

early life cycle stages” (Lillis et al., 1976, p.80). Overall, “rapid market penetration” and “risk-

sharing” vary across the stages. 

Table 5: Franchise life cycle stage parameters and critical values  

Stage Age Size 
Penetration 0 to 5 years  0 to 10 outlets 
Growth 6 to 8 years 11 or more outlets 
Maturity 9 to 13 years 30 or more outlets 
Late Maturity 14 years or more 50 or more outlets 

Source: Lillis et al. (1976) 

Table 6: Rank order of perceived importance for advantages by life cycle stage 

Stage Entry Capital Market 
Penetration 

Motivation Risk Sharing 

Penetration 4 1.5 1.5 3 
Growth 4 3 1 2 
Maturity  4 2 1 3 
Late Maturity 4 2 1 3 

Source: Lillis et al. (1976) 

As described in this chapter, the literature provides contradictory findings on the significance of 

Agency Theory and Resource Scarcity in the area of franchising. Furthermore, the variables related 

to both theories were not always statistically significant. Thus, one theory is insufficient to explain 

the franchising phenomenon. Considering these findings, both theories are tested and then analyzed 

as proposed by the authors which support the reconciliation path. The age and the current strategic 

decisions of the firm are also taken into consideration. 

3.2.6 Franchising as a Method of Internationalization 

Another favorable aspect of franchising stems from the fact that it can provide the basis for 

international expansion. Indeed, franchising is often employed as an entry mode in foreign countries. 

Moreover, the underlying theories which explain the phenomenon of international franchising are the 

same that justify the domestic franchising phenomenon, with only marginal differences (Rosado-

Serrano et al., 2018). The first difference refers to the amount of control needed in an international 

franchise system. The second concerns the different legal context in which international franchising 

occurs. The latter, considers the complex configuration of an international franchise system, 

especially in regard to the network dynamic (Rosado-Serrano et al., 2018).  
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It is of particular interest the fact that once a company decides to franchise, there is a higher chance 

that the same company will internationalize as well (Shane, 1996b). Moreover, the study from Aydin 

and Kacker (1990) found out that companies who opted for franchising would open foreign outlets at 

a higher rate than domestic ones. The chances of internationalization are even greater whenever is a 

small business which decides to franchise. According to Alon and McKee (1999), the majority of 

franchise systems with less than 10 years have a franchise division abroad. The reason being that, 

small companies lack resources to open up company-owned units abroad, thus, they opt for 

franchising because they think it is a low-risk path, especially if their business concept can be easily 

transferred (Alon and McKee, 1999). In addition, Shane (1996b) points out that franchisors 

internationalize because they have a proprietary advantage which allow them to overcome the local 

competition. In the case of Mecasa, their proprietary advantage would derive from their unique 

platform and their close relationship with the Eastern European agencies that provide them with the 

caregivers. 

3.2.7 Primary Benefits of Franchising 

In summary, as previously mentioned, Dant (1995) isolated seven reasons, deriving from both 

Resource Scarcity and Agency Theory, that are supposed to push towards successful franchised 

businesses: 

• Access to capital; 

• Access to managerial talent; 

• Access to local market knowledge; 

• Economies of production; 

• Economies of promotion; 

• Economies of coordination; 

• In-built disincentives to agent-shirking. 

The final analysis will elaborate on the reasons underpinning the decision to franchise with regards 

to the above factors, with specific reference to the current circumstances of Mecasa, a German start-

up. These variables are significant because they combine the two theories previously examined and 

will be applied by taking into account the stage of a company’s life in which Mecasa is currently in. 



 41 

4. Methodology 

This chapter deals with the methodological assumptions made for this thesis. It provides an overview 

of the perspectives and methods used with the intention of answering the research question. To 

provide a structured approach for this study, the research onion of Saunders et al. (2016) is employed, 

as graphically represented in Figure 11. This framework does not only ensure that the work is well 

thought through, but it gives also a guideline on the approaches, methods and strategies which would 

best fit the dissertation. 

Figure 11: The Research Onion 

 

Source: Saunders et al. (2016) 

4.1 Research Philosophy  

The decision of which philosophy of science to employ is quite an important step in every thesis to 

determine. The research philosophy refers to the assumptions, views and beliefs that an individual 

has on the world and how these shaped his/her knowledge development (Saunders et al., 2016). First, 

it is important to recognize that each research philosophy makes different assumptions. Thus, the 

following paragraph elaborates on the decision to choose interpretivism as the research philosophy 

of this thesis by referring to these underlying epistemological, ontological and axiological 
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assumptions. Second, it provides a clarification of the two opposing dimensions where the different 

philosophies lie, namely objectivism and subjectivism.  

Epistemology 

Epistemology is concerned with the nature of the concept of knowledge, with its validity and 

reliability and how it is communicated externally. Thus, epistemology provides the researcher with 

the very fundamental tools to make sense of the reality surrounding him/her. These tools are 

categorized in different acceptable epistemological methods, which the researcher, depending on 

his/her beliefs and view of the world, can choose from (Saunders et al., 2016). 

Ontology  

On the other hand, ontology is concerned with the nature of reality itself. It refers to the personal 

ontological assumptions that the researcher has and how this shapes the perception that he/she has of 

the world. This is important because it delineates everything that has to do with the structure of the 

thesis from the choice of the topic of analysis to how the research question will be answered and how 

the study will be conducted (Saunders et al., 2016).  

Axiology 

Axiology refers to the inner values and ethics of the researcher and how they affect the research 

process. As a matter of fact, all the actions undertaken by human beings are shaped by their own 

values (Heron, 1996). The decision to analyze a topic instead of another, the choice of research 

philosophy and data collection technique, are all actions that reflect the values of the researcher 

(Saunders et al., 2016).  

Objectivism and Subjectivism  

Now that the underlying assumptions are explained, the analysis can further proceed with the 

concepts of objectivism and subjectivism. Both concepts form the ontological basis of research 

philosophies. 

The former states that the subjects of the research exist in a reality that is external to the social actors 

(people) concerned with them. Namely, they exist independently and are not, in any form, influenced 

by them. In succinct, objectivism postulates that reality is based on facts, and those facts exist 
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independently from the perception of the social actors. Furthermore, objectivism supports the notion 

that there is just one truth equal for everyone. From an epistemological standpoint, objectivism tries 

to explain reality through measurable and quantifiable facts. On the other hand, from an axiological 

stand, researchers that embrace objectivism face reality value-free, unbiased and detached from their 

own beliefs (Saunders et al., 2016). 

In opposition to objectivism, subjectivism states that “social reality is made from the perceptions and 

consequent actions of social actors” (Saunders et al., 2016, p. 130). Hence, researchers that adopt this 

view think that everyone has a different perception of reality and everyone makes up for their own 

truth. Thus, from the subjectivist standpoint, it is unfeasible to measure in quantitative terms a 

phenomenon which is perceived differently depending on the social actor. For this reason, from an 

epistemological standpoint, subjectivism relies on qualitative methods of data collection. Whereas, 

when referring to an axiological view, the researcher admits that even he/she must be reflective 

regarding his/her own inextricable values (Saunders et al., 2016). 

In this research, I decided to adopt the latter approach. I am more inclined to agree with the idea that 

reality is experienced in a relative sense and that the truth is constantly changing in accordance with 

one’s beliefs. During this study, I will attempt to identify the meanings attached to a particular 

phenomenon by the social actors subjects of the research in an effort to find the underlying truths. 

For this reason, I selected a case study which is intrinsically influenced by the social and cultural 

context in which it operates, offering a deeper understanding of the generally hidden company 

dynamics. 

4.1.1 Interpretivism   

There are five major philosophies of science which particularly fit business and management studies: 

interpretivism, critical realism, positivism, pragmatism and postmodernism. These philosophies 

correlate with either the objectivist or the subjectivist view (Saunders et al., 2016). 

I will now provide the rationale behind the decision to choose interpretivism as my philosophy of 

science.  

The philosophy of interpretivism is ontologically close to the subjectivist assumption. It argues that 

a social phenomenon cannot be studied in the same manner as a physical one. In fact, interpretivism 

claims that different social actors, with their own values and under certain circumstances, reach 
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different conclusions which have distinct meanings. Every social actor makes up and experience its 

own social reality. Thus, interpretivist researchers admit that the world is complex and it not possible 

to reduce and explain such complexity with a series of standardized rules. With this philosophy, the 

researcher, in order to reach the truth, has to investigate the individual reality with the intention to 

determine his/her perspective on the matter. This research philosophy is usually linked to qualitative 

methods, such as observations, semi-structured investigations and in-depth interviews (Saunders et 

al., 2016). Saunders et al., suggest this sort of interpretation, especially in business management 

situations, because they tend to be quite complicated and unique in terms of context. 

However, taking a resolute position regarding which research philosophy to adopt can be challenging, 

and as stated by Saunders et al. (2012, p. 109), “the practical reality is that a particular research 

question rarely falls nearly into only one philosophical domain”.  

For this study, I decided that an interpretivist standpoint would have been more appropriate. 

Especially since this research is aimed at identifying the underpinning motives that lead entrepreneurs 

towards the decision to franchise. Hence, by acknowledging the very subjective nature of this study, 

I resolved that adopting an interpretivist point of view would have been the most suitable option. 

4.2 Research Approach 

When conducting a research, it is valuable to clarify the structure of reasoning behind it. There are 

mainly two contrasting approaches: deductive and inductive. 

Deduction creates new knowledge by building up on true and established statements (Moses and 

Knutsen, 2012). As Moses and Knutsen (2012, p. 22) assert “deduction starts with general truths and 

proceeds through accepted rules of reasoning toward explanations of single events. As such, it can be 

understood as a top-down approach, where lofty, more general, theories guide the empirical studies 

below”.  

Whereas, inductive reasoning starts from the empirical world before eventually attempting to 

generalize through the development of a theory. For this reason, induction can be understood as a 

bottom-up approach, where observations guide the theories up (Moses and Knutsen, 2012). 

Additionally, another third approach exists, abductive reasoning. Abduction starts with “surprising 

facts”, empirical phenomena which do not have an explanation derived from existing theories. The 
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researcher will look for the best explanation in order to validate those observations (Bryman and Bell, 

2015). 

When conducting this study, I elected a deductive structure of reasoning.  As Saunders et al. (2016, 

p. 149) assert “a topic on which there is a wealth of literature from which you can define a theoretical 

framework and a hypothesis lends itself more readily to deduction”. Hence, I decided to empirically 

test with a case study the reasons to franchise, as found in the literature. 

4.3 Research Design 

When conducting a research, it is crucial to have a general plan on how to design the study in order 

to clearly answer the research question. For instance, it should be delineated what are the sources 

from which data is collected. Then, it should be specified how the data is going to be acquired and 

analyzed. And finally, the limitations of the study should be exposed.  

4.3.1 Methodological Choice 

When deciding the methodological choice, there are two different methods of research available: 

qualitative and quantitative. Neither is better than the other, the value of a given method is related to 

the objectives of the study. A quantitative research is usually connected with the generation of 

numerical data and generalizable results. Data collection techniques associated with this research 

method are surveys and questionnaires, which typically result in the interpretation of statistical 

outcomes. On the other hand, a qualitative research is better suited for the analysis of situations that 

are specific to a given setting. It enables the researcher to get the chance to understand complex 

scenarios through the eyes of the people involved. This research method relies on techniques such as 

observations or interviews, which, consequently, generate non-numerical findings and it is based on 

non-probability sampling procedures (Saunders et al.,2016). Furthermore, both methods of research 

can either use a single data collection technique or more than one during the same study. These are 

known as, respectively, mono or multiple methods. As my methodological choice, I decided to follow 

a mono qualitative method research design. Since I have chosen interpretivism as my research 

philosophy it seemed appropriate to further select a qualitative technique as my research method. 

Indeed, “it is interpretive because researchers need to make sense of the subjective and socially 

constructed meanings expressed about the phenomenon being studied” (Saunders et al., 2016, p. 168). 

Moreover, I opted for a qualitative method because “qualitative research studies participants’ 

meanings and the relationships between them” (Saunders et al.,2016, p. 168). Although qualitative 
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techniques are usually associated with an inductive approach, in this study, I opted for a deductive 

one. Nonetheless, Yin (2014) affirms that some qualitative research strategies can adopt a deductive 

approach in order to prove an existing theory using qualitative methods.  

4.3.2 Purpose of Research Design  

Research design can either have a descriptive, explanatory, exploratory or evaluative purpose, or a 

combination of these. My study mainly focuses on uncovering the motivations behind the choice to 

franchise. Therefore, by nature, my research has principally an exploratory purpose. Robson (2002, 

p. 59) elucidated that exploratory research is “a valuable means of finding out ‘what is happening; to 

seek new insights; to ask questions and to assess phenomena in a new light’”. In other words, 

exploratory studies aim to clarify issues that have an unsure nature (Saunders et al., 2016). As 

mentioned before, the literature which my study is based on appears to have some contradictory 

findings and with my study, I wish to come up with clearer answers. However, my research appears 

to have also some explanatory elements. For instance, one of the emphases of my study is the analysis 

of a situation, and consequently, an attempt to explain a relationship between variables (Saunders et 

al., 2016). Namely, I am trying to understand the relationship between the motivations to start a 

franchise and the actual implementation.  

4.3.3 Research Strategy 

The research strategy is the point of juncture between the chosen philosophy and the consequent 

decision regarding the methods of collection and analysis of data. The different strategies to choose 

from are: 

• Experiment; 

• Survey; 

• Archival and Documentary Research; 

• Case Study; 

• Ethnography; 

• Action Research; 

• Grounded Theory; 

• Narrative Inquiry. 

 

In this research, I decided to adopt only one methodological strategy, namely a case study. 
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Case Study 

Saunders et al. (2016, p. 184) define case studies as “an in-depth inquiry into a topic or phenomenon 

within its real-life setting”. The two core questions that will be investigated are: why the decision to 

franchise and how the perceived benefits of franchising influence this decision. Indeed, a case study 

is particularly useful when “how” or “why” questions are being posed. Therefore, this research 

strategy, as stated by Yin (2014, p.159), will help “to shed empirical light about some theoretical 

concepts or principles”. Furthermore, this inquiry will employ a single case study rather than multiple 

ones. The rationale behind this decision is explained again by Yin (2014, p.185) and it stems from 

the fact that “a single case can represent a significant contribution to knowledge and theory building 

by confirming, challenging, or extending the theory”. Thus, this case study will look into the reasons 

underpinning the decision to franchise of Mecasa, a German start-up active in the home health care 

sector and will assess whether the decision-making process of this company follows the one drawn 

up by the literature. Moreover, Saunders et al. (2016, p.186) affirm that “a single case is often used 

where it represents a critical case or, alternatively, an extreme or unique case”. This exactly describes 

the case involved in this research. The reason being that Mecasa is currently in a quite unique 

situation, namely it stands in that brief timeframe where a company is faced for the first time with the 

challenge of expansion. In addition, this study appears to be distinctive because free from 

retrospective considerations.  

4.3.4 Time Horizon 

My research is cross-sectional, meaning that it investigates a certain phenomenon at a particular time 

(Saunders et al.,2016). In this sense, my study concentrates on the decision to franchise, a particular 

phenomenon, in June and July 2019, at this particular time. Cross-sectional studies aim to clarify how 

some aspects are common among different actors and employ interviews as a means to collect data 

over a short period of time. 

4.4 Data Collection and Data Analysis 

In this section, I will present the methods and techniques employed during data collection and analysis 

in order to answer the research question. As mentioned, in this study I will engage in a mono method 

approach through the use of some specific qualitative data collection techniques. Although a mixed 

method approach provides more diversity of data, I chose a mono method approach because a large 

amount of quantitative data has already been collected (Saunders et al., 2016). What is missing is a 
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focus on micro-level research, which would help to settle some of the weaknesses of the existing 

large-scale quantitative data collected in previous studies (Gillis and Castrogiovanni, 2012; Fulop 

and Forward,1997).  

Therefore, in order to answer the research question, two kinds of data are available: primary and 

secondary. The former is new data collected by the researcher with the purpose of answering the 

underlying inquiry, the latter is already existing data which was gathered with another purpose. For 

this reason, secondary data is characterized by being less costly in terms of time and money, however, 

it could lack validity, hence, it is very important to verify and use reliable sources. Overall, data 

comes from six main sources of evidence: documentation, archival records, interviews, direct 

observation, participant-observation, and physical artifacts (Yin, 2014). 

4.4.1 Primary Data 

Primary data was collected through semi-structured interviews and observations. Interviews are the 

main source of evidence in a case study where the “line of inquiry […] is likely to be fluid rather than 

rigid” (Rubin & Rubin, 2011). Moreover, non-standardized interviews are an essential feature of 

qualitative research analysis. For this reason, I opted for a semi-structured type of interview. As 

pointed out by Saunders et al. a “research interview is a purposeful conversation between two or more 

people” (Saunders et al., 2016, p.388). The purpose of the conversation is to find consistent data in 

order to answer the research questions and fulfill the study’s objectives (Saunders et al., 2016). 

Interviews are especially close to an interpretivist perspective because they are open to embrace the 

point of view of the interviewees and receptive to the interpretation of the world surrounding them 

(Merriam and Tisdell, 2015). All these arguments, are further confirmed by Saunders et al. in this 

statement: 

Semi-structured and in-depth interviews provide you with the opportunity to ‘probe’ answers, 

where you want your interviewees to explain, or build on, their responses. This is important if, for 

example, you are adopting an interpretivist philosophy, where you will be concerned to understand 

the meanings that participants ascribe to various phenomena (Saunders et al., 2016, p.394). 

The interviews were held with the founders of Mecasa. The participants are characterized by having 

a distinct field of expertise and therefore, being able to provide a broader and different perspective 

concerning the decision to franchise. The number of interviews was restricted to a small number of 

participants and centered around the opinions of the company’s founders regarding the decision to 
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franchise. An overview of the interviews and the role of the subjects in the organization is presented 

in Table 7. 

Table 7: Overview interviews 

 

 

 

 

Source: Personal elaboration  

Participant-observation has been another means to collect evidence in this study. In this set-up, the 

researcher becomes an active part of the organization by intervening in some activities of the 

company. The degree to which the researcher joins the organization ranges from pure observation to 

full participation. The deeper the immersion in the social setting the more it allows the researcher to 

have a better perception of the situation, and combined with other kinds of data collection it enables 

“the participant-observer to develop a deep and nuanced understanding of the meanings of 

informants’ interactions, and how they respond to their social situation and changes to it” (Saunders 

et al., 2016, p. 356).  

As a participant-as-observer, I was both employed by the company and working as an exposed 

researcher. Thus, I followed the decision-making process from the beginning, additionally, of 

particular significance was that I actually participated in the workshop that focused on the decision 

to franchise held on July 19th, 2019 in Stuttgart. In this context, evidence was collected through 

personal notes. 

It is worth noting that, Müntinga, the CMO of Mecasa, was interviewed after the workshop held in 

Stuttgart. On one hand, he might have been biased by the information received during the workshop, 

on the other hand, it was possible to observe to what extent his opinions were closer to what the 

literature suggests.  

Interviewee Position of the 
founder 

Interview date Interview time 

Oliver Weiss CEO of Mecasa, 
specialized in 
financial tasks 

19/06/2019 40 

Simon Spangenberg COO of Mecasa 02/07/2019 35 
Benjamin Krill CTO of Mecasa 03/07/2019 30 
Jan Müntinga CMO of Mecasa 24/07/2019 40 
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4.4.2 Secondary Data 

Secondary data was also employed during this study, especially throughout the second chapter of this 

study where a brief background on franchising in Germany has been provided. A particular emphasis 

has been placed on potential franchising opportunities, on the current situation of Germany, and on 

the evaluation of Germany as a business location. Written documentation, in the form of reports from 

the German Franchise Association, the Germany Trade and Invest institution (GTAI), and the 

European Union, websites, newspaper articles about the economic trend, as well as studies coming 

from internationally recognized institutions, such as the IMF, the World Bank, the OECD and so on, 

were utilized.  

4.4.3 Data Analysis 

After extensive research on the relevant literature, I came across four scenarios to test, and the 

framework of Dant (1995) offered a suitable foundation for starting the investigation. The study is 

based on this framework which, during the progress of the research, has been further refined. The 

semi-structured interviews conducted have all been sound recorded and transcribed, and the 

transcriptions have been made accessible in the appendix. The transcription process has been really 

valuable in order to get a better overview of the raw data.  

The natural next step after data collection is analysis. Thus, once the data was collected, I decided to 

follow a Thematic Analysis.  I arranged all the facts into key themes which are linked to the existing 

literature and have been defined as “a priori” codes, as suggested by Saunders et al. (2016). Their 

purpose is to “show the occurrence or non-occurrence of a phenomenon and the strength of opinion 

in some instances” (Saunders et al., 2016, p.583).  

4.5 Research Quality 

Finally, ensuring the quality of the research, with the intention of making it worthy of trust, is another 

crucial aspect that every study has to take into account. It is important to point out that the most 

common criteria employed to judge the reliability and validity of a research are considered unsuitable 

when applied to qualitative research under an interpretivist assumption. For this reason, I think the 

criteria of dependability, transferability, credibility and confirmability elaborated by Guba and 

Lincoln (1985) are to be more appropriate when conducting qualitative research studies.  
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4.5.1 Dependability 

This principle refers to the scientific view that every experiment should be repeatable. However, the 

findings resulting from observations and semi-structured interviews are not meant or even impossible 

to be replicated in the same exact way. As a matter of fact, this kind of evidence is reflecting a reality 

which may evolve and therefore, be subject to some sort of transformation. The underlying 

circumstances are dynamic and complex; for this reason, the use of interviews or observations are the 

most suitable methods to handle the complexity of these situations. The flexibility and strength of 

this kind of modus operandi would be undermined if replicated and it will not be feasible in most of 

the cases. Consequently, dependability should be addressed by transparently revealing the process of 

the research, by explaining the research design, the strategic choice and methods and how data were 

collected and analyzed (Saunders et al., 2016). My attempt to ensure dependability has been 

especially displayed throughout this methodology section, where I tried to transparently explain step-

by-step every action and decision undertaken for this study.  

4.5.2 Transferability 

Yet, another criterion refers to which degree the findings can be transferred to another setting. 

Therefore, transferability is concerned with the act of determining the area to which the findings can 

be generalized. For this reason, it is necessary to provide an in-depth description of the topic under 

discussion, that allows the external person reading the research to asses for himself/herself the 

transferability of the study (Saunders et al., 2016). In this case, a broad description of the background 

of franchising has been provided, a careful explanation of the domestic and international opportunities 

provided by this strategic expansion method was presented, and in general a comprehensive 

elucidation of the franchising phenomenon has been offered. This gave a holistic perspective of the 

concept and context of franchising. On top of that, a description of the research design, questions, 

findings, and discussion has been provided as well. 

4.5.3 Credibility 

Credibility relates to the extent that the data collected through the interviews and observations are 

close to the truth, namely how accurate is the interpretation of the socially constructed reality of the 

participants to what they actually meant. In order to ensure the credibility of the research, the 

following actions have been carried out (Saunders et al., 2016). First, I took the role of participant-

as-observer, hence, I built some trust and more familiarity with the interviewees. Although I was not 
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working in the office in Stuttgart I had a weekly phone call in order to be up to date with all the 

progress that they made. Second, negative cases were not ignored, conversely, they were treated as 

opportunities to shed new light on different perspectives. For this reason, I tested both hypotheses 

supporting and rejecting the underlying theories. Third, all the interviews have been checked by the 

interviewees in order to avoid misunderstandings.  

4.5.4 Confirmability 

Lastly, this principle is concerned with the overall objectivity of the researcher. The first step is to 

acknowledge that there might be some biases, namely interviewer, interviewee, and participation 

biases, as well as cultural differences (Saunders et al., 2016). One first option useful in mitigating the 

subjectivity that might arise, is the triangulation of sources. By interviewing four internal stakeholders 

with different expertise and perception of the situation, the data assembled gained in richness and 

depth. Moreover, it ensured that what the participants told me, matched what I thought they were 

telling me (Denzin, 2012). The second option I used to moderate the biases listed earlier was to 

employ better integration in the organization by gaining trust and having some external auditors. In 

order to avoid interviewer biases, the preliminary interview guide was checked by two external 

auditors, experts in qualitative analysis. Then, to overcome interviewee and participation biases, it 

was helpful to have periodical contact with the participants, which enabled to gain trust and a better 

perception of myself over time. Finally, the significant challenge of cultural differences, namely that 

the language used to communicate among the parties was not the native language, was mitigated by 

the fact that the founders of Mecasa are used to having frequent contact with non-German speakers.  
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5. Analysis 
The following section will analyze the interviews carried out with the founders of Mecasa and the 

workshop that has been held in Stuttgart. The analysis will be conducted by identifying a selection of 

thematic blocks on the basis of the comprehensive framework elaborated by Dant (1995). 

Furthermore, the different life cycle stages isolated by Lillis at al. (1976) are considered. The main 

objective of the analysis is to understand the reasons behind the participant’s decision to consider 

franchising as an expansion strategy in order to either confirm, reject or expand existent theories. 

5.1 Alternatives to Franchising  

According to the literature, the main alternative to franchising as an expansion strategy, would be to 

directly own a company unit. Nevertheless, this alternative seems unnecessarily limiting when 

considering all the options that are available in order to grow. Oliver Weiss (Appendix 2), CEO of 

Mecasa is considering three options as a means of expansion. First, he is thinking about hiring some 

employees to work directly for him by setting up various business units in different cities. The second 

option he is considering would be to acquire smaller competitors. And finally, he is thinking about 

developing a franchise system. Interestingly, during the interview with Jan Müntinga, CMO of 

Mecasa, which occurred later in time, the options evolved in a strategic mixture of company-owned 

units and a franchise system. Specifically, the owned structures will be based in different lucrative 

cities and regions, whereas the franchise system will be employed in order to expand into other areas 

(Müntinga, Appendix 5). 

However, expansion does not take place without facing two critical challenges. The first expansion 

challenge applies to all of the companies that happen to be in the penetration stage. The second 

expansion challenge is more specific and industry related. Hence, lack of capital appears to be the 

main difficulty when dealing with business growth, especially when it comes to acquiring a 

competitor or directly hiring employees (Krill, Appendix 4; Weiss, Appendix 2). The second issue, 

related specifically to the home health care sector, stems from the difficulties in recruiting caregivers 

in Eastern Europe (Müntinga, Appendix 5; Spangenberg, Appendix 3).  

Whenever asked about the challenges and advantages directly related to owning a company unit, the 

participants all agreed on two key challenges. The higher capital requirement needed for setting up a 

company-owned unit was considered the first challenge. Second, they considered management-

related issues, especially the lack of motivation of the company-owned unit’s employees, as the other 
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key challenge. On the other hand, the main advantage stemming from having a company-owned unit 

would be the guarantee of total control over the unit and the establishment of more reliable quality 

assurance (Krill, Appendix 4; Müntinga, Appendix 5; Spangenberg, Appendix 3; Weiss, Appendix 

2). These opinions appear all to be in line with the literature, except for the quality assurance aspect: 

indeed, franchisees should cover also a quality control role, mainly because of their higher 

motivation. Nevertheless, only when franchise units are positioned in locations with low rates of 

repeat purchases, such as in touristic areas or near the highways, then the franchisee has an incentive 

to lower the quality of the service/product. This especially occurs when the brand of the franchisor is 

highly recognizable, and the customers would visit the unit because of the renown tradename as 

explained in Section 3.2.3. This last case, however, should not be a concern for the start-up subject 

of analysis, because it does not have an established brand yet and because of the service provided 

which is not particularly influenced by the location. Nevertheless, the idea that loss of control is equal 

to loss in quality indicates a fear common to all small business owners, which is delegating (Cuba 

and Milbourn, 1982). 

Another challenge related to having an owned company unit is linked to the German labor law. First, 

it is very costly to lay off employees and second the social security taxes to pay for each employee 

are quite high. Overall, for these reasons having an employee-owned company is quite an expensive 

strategy (Krill, Appendix 4; Spangenberg, Appendix 3). 

5.2 Access to Capital 

Resource Scarcity theory states that the main driving force of firms to franchise is their lack of capital 

resources. Indeed, from the interviews gathered, capital requirements have turned out to be one of the 

first challenges that came to the research participants’ mind. However, the lack of sufficient capital 

is perceived just as a challenge, not as a reason necessarily to choose franchising over other strategic 

methods of expansion. This despite that franchising, when compared to other strategies on a 

superficial level, seems to have fewer capital requirements in that it provides a less expensive option 

to set up a business unit (Weiss, Appendix 2). 

Nonetheless, franchising, overall, is not considered as a primary source to raise capital. As such, 

Mecasa is thinking about different options in order to finance their activities. Those options are: 

- Bank loans; 

- Investments, either from a strategic or a financial investor; 
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- Government grants, either from EU funding or from the German government; 

- Prizes and awards; 

- Internal cash-flow; 

- Crowdfunding, such as crowd-investing or initial coin offering. 

However, among these options, Mecasa is currently pursuing and evaluating only few of them. At 

the moment, they are financing their business by relying on internal resources and by winning prizes 

and awards. In the future, they might consider getting a bank loan or an investment from a strategic 

investor. It is important to emphasize that they are not thinking about a mere financial investor, but 

about a strategic one. Weiss (Appendix 2) defines a strategic investor as: 

Someone that is interested in the business that we do, due to his/her own business, so in our case, 

that could be a retirement home [...] who has an interest in us because […] we complement his or 

her strategy. His/her main interest is not making a dividend out of the investment, at least not the 

most important focus, but it is more of a strategic one, like growing together.  

It is essential to stress the fact that Mecasa is not looking for an ordinary venture capital firm, and the 

reason for this is the fear of losing control, as stated very frankly by Krill (Appendix 4) when he said 

“I am personally not a venture capital fan because I don’t like to be owned by another person or by 

other company owners”. 

From the evidence gathered, franchising is not perceived as an option for raising capital. Moreover, 

when specifically asked about using franchising as a measure to obtain funds, the results were mixed. 

Weiss (Appendix 2) thinks that it works as an initial fast way to raise capital, yet the advantage would 

disappear quite quickly because of the costs to set up a franchise, thus he is “not sure if the initial 

investment would fully cover all the associated costs”. Krill (Appendix 4) stands on a similar opinion, 

namely that he is “not sure if we are going to actually raise additional capital”. 

Moreover, when testing Rubin’s hypothesis, which postulates that as an alternative for raising capital 

it would be more convenient “to create a portfolio of shares of all outlets and then sell these shares to 

the managers” (Rubin, 1978, p. 226), it is clear that this option is not supported by the founders of 

Mecasa. And again, it all comes back to the fear of losing control. They all agree that they do not 

want to dilute the equity because as Spangenberg (Appendix 3) candidly stated they “love freedom”.  

Another aspect, which has been pointed out by Müntinga (Appendix 5) is that selling shares might 
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hurt the customer-centric approach of Mecasa. He justified this statement by saying that “having 

funding partners which are solely interested in earning money means that they will just press for fast 

expansion and [then] cash out”. The same concern has been expressed by Weiss (Appendix 2) when 

he said that “giv[ing] away part of ownership and control, is a big trade-off. Depending on the 

intentions that your investor has, he or she might push you in a certain direction that might not be 

yours”. However, he also admits that selling shares is easier than getting a bank loan due to the 

lengthy paperwork needed for the latter.  

These strong opinions against venture capital firms, might not be too conventional for a start-up, 

however, they are coming from the observations of the founders of Mecasa on how other start-ups 

decided to fund their activities. For instance, Spangenberg (Appendix 3) admits that he is not 

considering an external investor because he “knows a lot of start-ups that did this, [and] at the end it 

was not their company anymore. For example, one big care company sold a lot of parts to a venture 

capital group in the USA and, as a consequence, they removed all the systems in Europe”. Müntinga 

(Appendix 5) had a similar response “basically, we don’t want to do the classical start-up thing. Me 

and the others saw how the other start-ups do it and we really didn’t like it”. 

Sub-conclusion 

Resource Scarcity theory states that access to capital is the primary driver behind the decision to 

franchise. Even though the lack of capital is perceived as the main challenge to overcome in the case 

study examined, franchising was not ever thought of as a solution to that specific problem. This 

indicates that, even in the penetration stage, the lack of capital explanation is not able to account for 

the decision to franchise. More specifically, franchising is considered as a potential strategic method 

of expansion, but not as a method to raise additional capital.  

Furthermore, Rubin’s hypothesis has also been rejected by the founders of Mecasa, since losing 

control of the company, by diluting the equity, is considered one of the worst outcomes. Although, 

they did admit that this solution is generally taken into consideration by start-ups. 

Finally, the options that they are realistically taking into consideration as a means to raise capital are 

either winning prizes or awards, getting bank loans or strategic investments. 
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5.3 Market Penetration 

According to Resource Scarcity, franchising enables fast growth because it provides the firm with the 

financial capabilities to do so. On top of that, it provides access to managerial talent, human capital 

and local knowledge. From the evidence collected, everyone agrees that franchising is an effective 

market penetration tool. Especially because it offers access to local talent and knowledge. 

Specifically, Spangenberg (Appendix 3) affirmed that it can provide access to better qualified 

managers since franchisees are going to be more self-disciplined. Additionally, he also mentioned the 

financial aspect, by stating that setting up a franchise system is less expensive than setting up an 

owned structure. The reason being “that if you are a small company you don’t have enough money 

to hire a lot of people”, whereas, “in order to get a working franchise system, the only thing that you 

need to have is a franchise partner”. 

Moreover, Spangenberg (Appendix 3) believes that by choosing to franchise you choose to invest in 

ameliorating the business model of the company, since this is what you are going to sell to the 

franchisee. Conversely, if you decide to invest on building your own company unit, most of the 

spending goes on the employees rather than on the underpinning business structure and idea. 

Additionally, Müntinga (Appendix 5) is of the opinion that franchising allows fast growth and enables 

a more direct communication between Mecasa and the clients, in other words, it is a good medium to 

get local knowledge, “it is easier for us to get all the information we need about the situation in the 

market directly from the franchisees. Instead of having a bigger structure with many employees and 

some manager level between us, the employees, and the families”. 

Sub-conclusion 

The relevant literature postulates that franchising enables fast market penetration due to the financial 

support provided. From this case study, it is apparent that franchising is considered as a tool for fast 

expansion, but not, entirely because of the reasons presented in the literature. In this case study, the 

only financial motive which was mentioned was the one correlated with the cost of hiring employees; 

franchising is considered more convenient because less costly in this regard.  

However, the literature also claims that franchising allows fast growth because of the managerial 

talent, local knowledge, and human capital provided. Overall, this statement is supported in this case 

study.  
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5.4 Economies of Scale 

According to Resource Scarcity, franchising is considered as a means to raise capital and to get access 

to local market knowledge, and, as a consequence, it allows to reach some economies of scale. Once 

efficient economies of scale are achieved, the attention shifts toward profit maximization, which can 

be best accomplished by taking control of the firms through ownership. 

Typically, the economies of scale that can be achieved through franchising are of production costs, 

coordination (agent supervision and quality control), and promotion expenses. However, neither of 

them received positive feedback from the participants.  

On this matter, the founders of Mecasa did not seem to have thought thoroughly about the benefits 

that franchising could bring on a scale level. Spangenberg decided to skip the question regarding the 

economies of scale. On the other hand, Müntinga is of the opinion that the economies of scale that 

you can achieve with franchising are the same that you could achieve by having your own structure.  

Interestingly, both Krill and Weiss brought up the topic that IT processes could be scalable. Precisely, 

they were referring to the customer relationship management (CRM) system which would allow them 

to control the actions of the franchisees. This can be seen has a form of economy of coordination, 

however, the literature does not cover this subject in depth appearing quite obsolete in this regard. 

Nevertheless, this could be a stimulating point of departure to start reflecting on the impact that IT 

has had in the past years over monitoring costs. Such argument will be further elaborated in the 

following paragraph.  

Sub-conclusion 

Resource Scarcity theory states that franchising represents a way to reach economies of scale. 

Nevertheless, not a lot of support has been found regarding the economies of production and 

promotion. However, economies of scale for IT infrastructure and application services have been 

mentioned. 

5.5 Monitoring Costs 

The concept of monitoring costs comes from Agency Theory. The latter examines the relationship 

between the principal and the agent, where the former delegates tasks to the other. Thus, in this case, 

it has been applied to the relationship between the franchisor (the principal) and franchisee (the 
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agent). On this matter, the literature states that monitoring costs should be lower in franchising 

because the incentives of the franchisor and the franchisees are better aligned than the ones of the 

company and company-owned units’ managers. The incentives are the result of the substantial 

investment that the franchisee underwent in order to obtain the right to reproduce the business concept 

of the franchisor, and leads to the entitlement of the franchisee to have access to the residual claim of 

its unit. Moreover, monitoring costs influence communication, traveling costs, and efficient decision-

making between the headquarter and local managers. Hence, franchising can supposedly reduce all 

of the costs related to the factors mentioned above.  

When the participants have been addressed with the question of whether monitoring costs are lower 

in a franchise system, they all agreed, somehow, that monitoring a franchise system is less 

problematic than monitoring a company-owned unit because they all perceive that franchisees have 

better incentives than company-owned managers. However, they did not express agreement or 

disagreement when directly asked about monitoring costs, with the exception of Spangenberg 

(Appendix 3) which brought up a concern regarding the franchisee’s personality. Basically, he 

believes that the more a franchisee has the desire to become independent and free, the harder it will 

be to control him/her. On this matter, Müntinga (Appendix 5) suggests that using a CRM system, 

meeting the franchisees at least twice a year, and having frequent contact with them over the phone 

should be enough in order sufficiently control them. His vision is not to tyrannically impose what to 

do: 

Ideally, we will have to just take a look at the CRM and see what they are doing and maybe we 

can even automate that, so we will end up with just having some graphs and numbers, like a 

business cockpit. They can do whatever they want as long as the numbers are correct. 

In sum, the franchisees are free to do whatever they think it is best for their business as long as they 

adequately follow the guidelines set by the franchisor and meet the expected target. 

On a more practical level, during the workshop held in Stuttgart, the following tools ad methods came 

up in order to monitor the franchisees, especially in regard to quality compliance: 

- Complaint management with client surveys; 

- Clear rules/instructions; 

- Clear penalties;  
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- Financial and recognition incentives; 

- Training to ensure quality; 

- Regular feedback sessions with the franchisees. 

Another topic worth covering is about the influence that digitalization had on monitoring costs in the 

past years. Since most of the monitoring tools are digital, it can be said with confidence that the digital 

era affected the way communication and monitoring works. Given that Mecasa is a highly digitalized 

service provider which employs a platform to run its business, then it is safe to suppose that 

monitoring, for them, will also occur on a digital level. This has been confirmed by Krill (Appendix 

4) when he stated that the “business is more or less digitalized and we can easily monitor everything”. 

The fact that digitalization has shaped the way monitoring costs operates is evident. However, it is 

still not clear, and it has not been questioned by the literature, whether digitalization has influenced 

monitoring costs enough to change the equilibrium which exists between the marginal costs of using 

a franchise contract and the marginal costs of monitoring a company-owned unit. From the evidence 

gathered, it appears that franchising is a strategic choice and a business model that requires less 

monitoring than a company-owned unit because franchisees are more self-motivated to run the 

business profitably. Therefore, the competitive advantage that franchising holds due to the intrinsic 

motivation of the franchisee might overcome the reduced cost of monitoring a company-owned unit 

even in the digital age. However, further research is needed due to the vastness of the topic and the 

ambiguity of the findings. 

Sub-conclusion 

According to Agency Theory, franchising reduces the cost of monitoring because franchisees are 

more motivated to run the business efficiently. The founders of Mecasa all agreed that, indeed, 

franchisees have higher incentives. However, in regard to the cost of monitoring the opinions were 

mixed. On one hand, the use of IT tools to monitor the franchisees is considered easy and feasible, 

on the other hand, assuring quality, and control is believed to be more difficult because of the 

franchisee’s desire for independence. 

Another topic covered in the previous paragraph relates to what extent digitalization has facilitated 

monitoring. The results of this inquiry are not crystal clear. It is quite obvious that digitalization has 

indeed simplified the monitoring process. However, there is no clear-cut answer regarding the degree 
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with which the monitoring has been facilitated. As a matter of fact, franchising has still been in use 

until today maybe due to its, supposedly, lower monitoring costs. 

5.6 The Franchisee’s Incentives and Disincentives  

Incentives are the core topic of Agency Theory, franchisees have a higher motivation to work harder 

than company-owned managers because their income is directly depending on the profitability of the 

unit, whereas company-owned managers are usually only salary dependent.  

The founders of Mecasa, all agreed that, on average, franchising provides higher incentives than the 

ones provided by company-owned units. However, Weiss (Appendix 2) supports the idea that it all 

depends on how the franchise system is set up by stating that: 

As a franchisee, you have an impact on how much you earn, if you work more or faster or better 

you are probably making more money. Hence, if someone is incentivized by money I think 

franchising offers more incentives to be more productive. And, I would say that on average that’s 

the case, but I guess in the end it comes down to how you set up incentives in the franchising 

system. However, I am pretty sure, one could also set up structures within an owned business 

system in order to incentivize employees to deliver great results, like performance-based pay 

structures. 

The fact that franchising offers a more solid incentive structure is clear; thus, the research will 

investigate a more challenging query: whether in a franchise system some sort of opportunistic 

behavior occurs. The literature identifies three different types of opportunistic behaviors that could 

take place in a franchise system: free riding, quasi-rent appropriation and inefficient risk-bearing. 

When the participants were asked about the disincentives that could occur in a franchise system the 

answers were the following. Krill (Appendix 4) thinks that the franchisee would have a reason to void 

the contract if he/she cannot get any customer, as a consequence he/she would lose the self-

motivation. Weiss (Appendix 2), on the other hand, mentions some issues related to the inefficient 

risk-bearing of the franchisees, “one disadvantage could be that franchisees usually are not able to 

rely on a given or stable income level. Especially in the beginning, but they can build it up as the 

business grows, however, meanwhile, there is more or less no safety net, no fall back”. As a 

consequence, “certain types of people will not become franchisees because they are more security 

focus. So, I think this will impact the kind of people that will work in the system”. Although, Weiss 
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is describing the inefficient risk-bearing scenario, his conclusions are quite different from the ones 

predicted by the literature, where the franchisees should either underinvest or ask to pay for fewer 

fees. As a matter of fact, according to the literature, franchisees are considered, by definition, risk-

averse, because of the low-risk path strategy they decided to pursue, since the rate of failure of a 

franchise system is lower than for independent businesses. Hence, it is interesting to notice, at an 

empirical level, that franchising is considered a risky strategy for the franchisee, exactly how Rubin 

(1978) predicted.  

In regard to other potential opportunistic behaviors, Müntinga (Appendix 5) is of the opinion that 

franchisees might try to get in direct contact with the Eastern Europe agencies and might have a 

proclivity towards illicit behaviors in order to earn some quick money from the clients. However, 

later on, he revised his statement by admitting that in the long run these strategies would not increase 

the franchisees’ wealth. Thus, Müntinga came to the conclusion that he is not aware of any possible 

disincentive. 

The fourth account comes from Spangenberg (Appendix 3), which shared two potential issues. The 

first one is related to the difficulties that the franchisee might encounter in identifying himself/herself 

with the brand, and as a result, might create some frictions between the franchisee and the franchisor. 

The second concern is again related to the inefficient risk-bearing issue. According to the literature, 

franchisees have an investment portfolio which is inadequately diversified since a substantial part of 

their wealth is connected to the profitability of the unit. This gives rise to one agency problem, namely 

that the franchisee will not be willing to pay much for the residual claim of one franchise unit. 

Spangenberg (Appendix 3), on this matter, states that “if the franchise partners think that you are 

getting too much money from them, for their hard work, then you have a problem”. His claim is 

coming from the observation of a similar company which faced this problem. The result was that, 

some franchisees left the company because they felt they were not earning enough money for the 

work they have done. 

Sub-conclusion 

At the core of Agency Theory stands the notion that incentives are the key source of the competitive 

advantage of franchising. Everyone at Mecasa agrees with the fact that franchising offers a reliable 

incentive structure, which is on average, better than the one offered by company-owned units. Besides 

all that, franchising is no stranger to downsides, such as inefficient risk-bearing issues, free-riding 
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problems and quasi-rent appropriation. However, on an empirical level support has been found only 

for the inefficient risk-bearing issues. Nevertheless, this study uncovered some issues that were not 

considered by the literature, concerning the difficulties related to the identification of the franchisee 

with the brand of the franchisor. A further interesting point is the fact that franchising is considered 

by the founders as a risky strategic choice as supported by Rubin (1978), which is in stark contrast 

with the underlying assumption of Resource Scarcity theory. 

5.7 Rank Order of Advantages  

Based on the paradigm elaborated by Lillis et al. (1976), which tries to understand the main drivers 

that may influence the decision to franchise at different stages of a company’s life, this part of the 

research intends to test those variables. The drivers, as found by Lillis et al. (1976) are the following: 

- Entry capital; 

- Market penetration; 

- Franchisees’ motivation; 

- Risk sharing. 

During the case study, the participants have been asked to rank the above factors in order of 

importance and to comment on their choices; below in Table 8, a comparison between the findings 

of Lillis et al. and the results of this research are shown. The comparison is between companies in the 

penetration stage and Mecasa. The decision to place Mecasa in the penetration stage, is given by the 

fact that it existed for less than 5 years and it has less than 10 outlets. 

Table 8: Comparison of the rank order of perceived importance for advantages at the penetration 
stage 

Stage Entry Capital Market 
Penetration 

Motivation Risk Sharing 

Penetration 4 1.5 1.5 3 

Source: Lillis et al. (1976) and personal elaboration 

Company Entry Capital Market 
Penetration 

Motivation Risk Sharing 

Mecasa 4 1 3 2 
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The results of the case study are slightly different from the one obtained by Lillis et al. (1976). 

However, a direct comparison is not possible since the study of Lillis et al. (1976) employed 55 

respondents from the U.S. which already decided to franchise whereas, in this study, there were only 

4 respondents from Germany which are in the process of expansion and not necessarily through 

franchising. Anyhow, the comparison gives an idea of the perception of the main advantages that are 

associated with franchising. The result is that “entry capital” is always considered as the least 

important factor, thus, undermining part of Resource Scarcity theory concerning the lack of capital 

motivation.  

On the other hand, market penetration, which is also part of Resource Scarcity theory, has received 

unequivocal approval as the main advantage found in franchising. Thus, Resource Scarcity is not to 

be completely dismissed. The decision to weigh “market penetration” as the most important factor, 

is justified from the fact that Mecasa “will get some kind of revenue pretty fast and a lot of 

franchisees” (Krill, Appendix 4). Moreover, Müntinga (Appendix 5), dives deep into the subject and 

the situation around Mecasa by declaring that: 

Right now, we are concerned with market penetration. [..] We do have market traction at the 

moment, we think we will find clients and families in other cities as well. In order to do so, we 

just need to be there to offer our service and then we will find clients, this means that we just have 

to find a way of getting there, to the location, and the easiest and the fastest way to accomplish 

that would be to use franchising. 

“Motivation of the franchisees” obtained mixed results, although, everyone agreed that motivation is 

higher in a franchise system, only Weiss (Appendix 2) considered it as the most crucial factor, 

remarking that: 

Motivation is the most important aspect, because if people are not motivated, if incentives are not 

set the right way, the whole thing will not work. Either way, whether you decide to franchise or 

not, motivation is key. And part of that motivation is the risk-sharing aspect. If someone bears no 

risk, the motivation will be probably lower. You need to have, as the English say, “skin in the 

game”, if you got something to lose you will probably run faster. 

“Risk-sharing” represents another ambiguous factor, which does not differ excessively from Lillis et 

al. (1976) predictions. Both Weiss and Spangenberg believe that this factor is closely related to the 
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motivation variable because less risk is equal to less motivation. Whereas, Krill (Appendix 5) thinks 

it is linked to the entry capital factor since, the lower the capital required, the lower the risk that the 

franchisee undertakes. However, the literature defines risk sharing as a mechanism adopted by the 

franchisor in order to keep the steadier locations for himself/herself and leave to the franchisee the 

riskier ones. When presented with this option Weiss (Appendix 2) replied that he “didn’t take this 

into consideration, and he is not sure if it has much of an impact for them, because the same kind of 

service is required everywhere. There are regions where there might be more potential customers, but 

there are not regions where it is super risky”. Looking further into this matter, it appears that for some 

industries, such as the home health care sector, the location might not be as important because the 

service is required everywhere in a similar way. Nevertheless, when Müntinga was interviewed, a 

little bit later in time, he admitted that they are, indeed, thinking about engaging in a mixed strategy, 

where they are considering setting up company-owned units in the most lucrative cities and leaving 

the franchised units to other areas. 

Sub-conclusion 

Lillis et al. (1976), in their research, tried to uncover the main reasons that lead companies at different 

stages to franchise. For the purpose of this study, the focus is on the drivers found at the penetration 

phase, since Mecasa can be placed at that stage. Therefore, at this phase the main two motives 

uncovered by Lillis et al. (1976) are the “motivation of the franchisees” and “market penetration”; 

the second one is “risk-sharing” and the last one is “entry capital”. This ranking partially challenged 

the foundation of Resource Scarcity theory, which sees “entry capital” as the main motivation 

underpinning the choice to franchise. Even in this case study, “entry capital” has been ranked as the 

least important factor for the decision to franchise. On the other hand, “motivation of the franchisees” 

and “risk-sharing” have been weighed in a different way but not too much differently than what Lillis 

et al. obtained. However, the definition of “risk-sharing” given by the founders of Mecasa is different 

from the one found in the literature. Finally, “market penetration”, even in this study, has been 

considered pivotal in the decision-making process for the potential franchisor.  

5.8 Discussion 

Through the analysis some variables deriving from both Resource Scarcity and Agency Theory were 

investigated, the aim was to evaluate to what extent those variables were confirmed in this case study. 

The following Table 9 displays an overview of the analysis.  
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Table 9: Analysis overview 

Variables Theory Variable Evaluation 

Access to Capital Resource Scarcity Moderately Confirmed 

Market Penetration Resource Scarcity Strongly Confirmed 

Economies of Scale Resource Scarcity Weakly Confirmed 

Monitoring Costs Agency Theory Mixed Results 

Incentives of the Franchisee Agency Theory Strongly Confirmed 
Disincentives of the 
Franchisee Agency Theory Weakly Confirmed 

Source: Personal elaboration 

This case study offered some helpful insights into the topic and an in-depth portrayal of the decision-

making process of the founders of Mecasa. From the analysis, support was found for the two 

reconciliation approaches, the first one has been adopted by Combs and Castrogiovanni (1994) and 

Carney and Gedajlovic (1991), the second one has been defined by Gillis and Castrogiovanni (2012). 

The former premise states that Resource Scarcity and Agency Theory are complementary, the latter 

states that Resource Scarcity theory explains most of the decision to franchise at the initial stage of a 

company’s life and Agency Theory gains more importance afterward. In this research, both theories 

have found support. For instance, franchising is perceived as a market penetration tool as predicted 

by Resource Scarcity and the motivation of the franchisee is considered as an intrinsic advantage of 

franchising as expected by Agency Theory. Thus, confirming the former approach which postulates 

the complementarity of the two theories. However, when the founders were specifically asked about 

the importance of each variable, support was found for the latter approach.   

Nonetheless, it is quite relevant to acknowledge that Resource Scarcity is not to be understood in the 

same way as found in the literature. On this matter, this study deeply challenges the core values of 

Resource Scarcity theory. This is due to the fact that no corroboration has been obtained in favor of 

the lack of capital variable. The reason being that the scarcity of financial resources is seen as a 

challenge and not as a motive to choose franchising over other strategies. Moreover, there is a lot of 

skepticism in regard to the ability of franchising to raise additional capital, nevertheless, franchising 

is generally considered as a cheaper option to go for.  
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Furthermore, the economies of scale variable, which is linked to Resource Scarcity theory, did not 

find much support other than in the IT processes, leading to the assumption that this is an aspect of 

franchising that might be appreciated and acknowledged only afterward. On the other hand, market 

penetration, especially due to the availability of local knowledge and managerial talent that 

franchising offers, found consistent endorsement, rendering it the major motivation that leads start-

up founders towards the decision to franchise. 

As anticipated, the results of this analysis do not dismiss, but they do change in some regard, the 

hypothesis of Gillis and Castrogiovanni (2012), which predicts that at the penetration stage of a 

company, Resource Scarcity affects the decision to franchise, whereas Agency Theory plays a role 

just after the minimum economies of scale have been reached. The hypothesis changes in the way 

that Resource Scarcity has to be interpreted. Instead of having the lack of financial resources at the 

core of the theory, there should be the lack of knowledge resources in its place. Indeed, knowledge 

resources such as human and relational capitals are more easily attainable and cheaper with 

franchising and, as a consequence of this, market penetration is faster. Human and relational capital 

are referring accordingly to the relationship with the internal stakeholders and the external ones. Thus, 

the former will regard the rapport between the franchisee and the franchisor, the latter will refer to 

the relationship with the external entities. In succinct, this research agrees with the hypothesis that at 

the penetration stage of a company, fast market penetration due to the knowledge resources available, 

affects the decision to franchise, whereas Agency Theory plays a more important role just after the 

minimum economies of scale have been reached. 

 

Moving on to Agency Theory, the variables taken into consideration were referring to monitoring 

costs and in-built franchisee incentives. Overall, the motivations coming from Agency Theory have 

been found as intrinsic advantages related to franchising, however, these variables seem not to be 

strong enough to make the founders choose franchising over another strategy. Therefore, confirming 

either the approach that states that Resource Scarcity and Agency Theory are complementary or the 

other hypothesis which asserts that Agency Theory will play a more important role later on in the 

process of franchising. The opinions were unanimous in regard to the higher self-motivation of the 

franchisee compared to an employed manager. Nevertheless, many concerns arose with respect to 

potential quality issues and the craving for more independence on behalf of the franchisee.  
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Another interesting topic derives from the discussion of whether monitoring costs are still significant 

in the digital age. It is evident that digitalization has shaped the way monitoring works, rendering it 

more feasible and easy to achieve. However, this study was not able to securely attest whether the 

lower monitoring costs affected the decision-making process towards franchising. Thus, further 

research is suggested in this direction.  

 

All in all, fast market penetration has been found as the primary driver for the decision to franchise, 

making it a cheaper option among other strategic alternatives. Thus, supporting the theory that at the 

initial stage of expansion, Resource Scarcity is the main explanation for the franchising phenomenon. 

However, the intrinsic motivation of the franchisee is an undisputed advantage of franchising, yet it 

seems that the founders of Mecasa do not fully recognize the value of this benefit. Hence, they do not 

consider the inner motivation of the franchisee to be advantageous enough to regard it as a primary 

motive to choose franchising among other strategies. This characteristic might be appreciated more 

once they will open a handful of company-owned and franchised units. At that point, they might 

actually encounter some practical agency-related problems, which for now are only theoretical. Once 

again, confirming the hypothesis that Resource Scarcity weighs more on the decision to franchise at 

the beginning and that Agency Theory gains importance later on in the development.  

 

So, in summary, these were the research questions this study attempted to answer: 

 

• Given the two most influential theories found in the literature on franchising, namely 

Resource Scarcity and Agency Theory, how do these theories apply to a start-up 

company in the German market working in the home health care sector? 

 

From the evidence gathered, both theories have found a fair amount of support. However, some 

variables which were considered to have a quite important role in the decision to franchise, scored 

quite low during this research. For instance, “access to capital”, which is the variable at the core of 

Resource Scarcity, was not believed to be as critical in the decision as previously thought. Franchising 

is indeed considered a cheaper option and the lack of capital as the main disadvantage. However, the 

real motivation underpinning the decision to franchise is fast market penetration due to the availability 

of managerial talent and local knowledge. Similarly, also the variables found in Agency Theory were 

confirmed, especially regarding the innate motivation of the franchisee. However, this last motivation 



 69 

was not considered as the main reason to choose franchising. Moreover, when the participants were 

asked about the opportunistic behaviors that they might encounter, just one of the many behaviors 

found in the literature was actually confirmed. Suggesting that, the variables postulated in Agency 

Theory are more difficult to conceive on a mere theoretical basis, and might be appreciated and 

acknowledged better once the units will be set up. 

 

o Which one of the two theories is more relevant at the beginning of the franchise decision 

process? 

 

From this case study, it appears that Resource Scarcity is more relevant at the beginning of the 

franchise decision. However, it’s not the lack of capital which induces the founders to choose to 

franchise, but it is the potential fast growth that franchising enables.  

 

o Is the monitoring cost variable still meaningful in the digital age? 

 

Digitalization has facilitated and enabled quick monitoring. Nowadays, there are several tools for 

building up IT infrastructures that are able to keep track of the work of many people. Nevertheless, 

the self-motivation of the franchisee is still valued as an important factor, suggesting that the 

monitoring costs might still be lower in franchising, even though this was not explicitly mentioned 

in this study. For this reason, this topic should be more deeply explored in future research studies. 

5.8.1 New Implications 

In addition to confirming the hypothesis of Gillis and Castrogiovanni (2012), this case study has shed 

some light on new important factors that should also be taken into consideration when deciding to 

franchise. For instance, the main concern and the main reason not to choose franchising appears to 

be the fear of losing control, fear, which is quite common among small firms not used to delegate. In 

this case, the founders of Mecasa are especially afraid of losing quality over their consultancy service. 

Moreover, always linked to this fear is their refusal of getting financial support from venture capital 

firms and of selling shares. Thus, an option to help overcoming this fear would be to set up a 

company-owned unit. However, the problem with this choice would be its cost, the reason being that 

hiring and eventually laying off employees is quite resource-intensive, thus, the decision to set up a 

company-owned unit is not that simple either.  
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Moreover, another perspective uncovered from this study is that investing in a franchise system 

means investing in improving the underpinning business idea, whereas investing in a company-owned 

unit means, mostly, investing in its employees.  

Finally, extreme importance has been given to the franchisees’ personality, with the main concern 

being: their desire for independence and their difficulties in identifying with the brand. Whereas the 

quality wished for, listed during the workshop, are the following: 

- Empathy, mentioned several times as the most important personality trait required; 

- Quality and client-oriented; 

- Fair; 

- Growth-oriented; 

- Digital; 

- Friendly, but professional; 

- Risk-taker; 

- Well-organized and willing to set up processes. 

Hence, the personality of the franchisee could be added as an additional factor to be taken into account 

during the decision-making process of franchising.  

 

 

 

 

 

 

 

 

 

 

 

 



 71 

6. Conclusion 
At a certain stage of their life, successful companies are usually faced with the challenge and 

opportunity to expand both domestically and internationally. Among the several options available for 

that very purpose is franchising. This research focused on franchising as an expansion strategy, and 

studied this phenomenon from Mecasa’s perspective, which was selected because a company on the 

verge of expansion. The goals of this research are to fill a literature gap by interviewing a company 

who had not yet franchised, thus free from retrospective bias and to clarify previous findings that 

were purely based on quantitative data. In addition, this research had a positive spillover effect on the 

decision-making process of the founders of Mecasa by helping them to reflect in-depth about the 

topic during the interviews and by presenting them all the advantages and disadvantages of 

franchising, as found in the literature.  

Based on the case study, this thesis creates an extensive theoretical basis for the hypothesis postulated 

by Gillis and Castrogiovanni (2012) which states that, at the initial stage of expansion, Resource 

Scarcity theory has a stronger influence on the decision to franchise than Agency Theory. However, 

this thesis differs from Resource Scarcity in the context of franchising, in one critical aspect. The 

original theory states that companies decide to franchise mainly because they see it as an opportunity 

to get access to capital in a relatively simple manner and consequently to grow faster. The potential 

fast growth through franchising is confirmed in this case study. However, the main driver does not 

seem to be the lack of financial capabilities but the lack of knowledge resources. Therefore, it is 

suggested that human and relational resources available through franchising are indeed the drivers 

that enable the company’s fast expansion. Whereas, Agency Theory plays a more important role later 

on in the process of growth. Nevertheless, the inner-motivation of the franchisee has been recognized 

and appreciated by all the participants, but it has not been pointed out as the main reason to franchise.  

On the other hand, the main drawback associated with franchising is the fear of losing control over 

the unit. Therefore, Mecasa is ultimately facing a trade-off between fast and cheap growth versus 

potential loss of control and quality. For this reason, in the company’s workshop, the founders placed 

great emphasis on the personal characteristics of the potential franchisee.   

Finally, in the last decades, digitalization has influenced how monitoring works, making it easier, 

faster, and cheaper; thus, hypothetically, rendering franchising less attractive. Although all of these 

aspects were recognized by the participants, the monitoring cost variable received mixed results. This 
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suggests that, franchising might still have stronger monitoring capabilities. However, further research 

is recommended in this direction. 

In sum, this study clarified the relationship between Resource Scarcity and Agency Theory, 

acknowledged most of the variables previously found in the literature, suggested a new perspective 

on how to interpret the different theories, and uncovered some unexpected factors. 

6.1 Limitations  

In this section, I will critically evaluate the different choices undertaken and reflect upon the 

limitations and weaknesses of this study. First of all, the interview sample is limited to four different 

stakeholders. This would not be acceptable in a quantitative study; however, the approach to obtain 

valid results in a qualitative study is different. Therefore, a qualitative method allows also a purposive 

sampling, where the participants are chosen because they share some typical features of a much larger 

population. In this way, it is possible to investigate deeper into a specific topic and better understand 

the complex and dynamic situation that the participants are experiencing. 

Moreover, this work is based on a branch of literature formed by studies which are set in the U.S. and 

focus on specific sectors, especially gastronomy and hospitality. In addition, a rich amount of 

literature about franchising can be found in a specific timeframe, specifically from the 1980s until 

the early 2000s. All of these factors affected the validity of this research. 

The choice of a mono qualitative data collection technique, and specifically of a case study, does not 

come without limitations. For instance, considering the complexity of the situation and the amount 

of diverse evidence gathered, a simple representation is difficult. Another constraint was time, for 

this reason, the investigation was conducted on a small scale by selecting just one case which has 

been analyzed for a limited period of time. Related to this issue is also the fact that I was the only 

researcher and this might have led to some form of bias and subjectivity. Although a mixed collection 

method allows for more data differentiation, and consequently for a broader perspective, a mono 

method was considered sufficient in this situation. Finally, another issue is the extent to which the 

findings can be generalized. However, by embracing a qualitative research under an interpretivist 

perspective, the main purpose was not to find generalizable results but to test some theories in order 

to clarify some contradictive forgoing findings, to shed some light on new aspects, and to overcome 

some of the limitations of previous studies. For this reason, this study focused on micro-level research 

to understand the franchising phenomenon in-depth.  
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Due to the limitations of this research strategy, further investigation is needed. Therefore, future 

research could employ multiple case studies to have greater diversity of data. Alternatively, it could 

embrace a single longitudinal case study in order to have a holistic perspective of the decision-making 

process throughout the years. Finally, it could select companies from different nations and industries 

in order to have more generalizable results.   
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Appendices 
 
Appendix 1- Interview Guide 
 
Introduction/ “small talk” 
 
Good morning,  
First of all, I would like to thank you for your availability and time to take part in this interview. 
I will start by giving you a brief overview of the project: I am evaluating the benefits and 
disadvantages of franchising from an academic perspective. I am especially interested in the 
incentives and motives to franchise of small business owners in Germany. 
 
Do I have your permission to record the interview as I am going to use the data gathered in the final 
analysis of my thesis? 
Also, I would like to know if I can mention your name and your company’s name. Do you consent? 
You can withdraw your consent whenever you would like to, and you have the right not to answer to 
any question you don’t feel comfortable with. 
 
Can you please tell me your job title, your responsibilities and time in the organization? 
 
Now we can proceed with the interview. Time: 
 
Thematic block  
 
- Are you thinking about expanding your business and, if yes, which expansion strategy did 

you think of? 
- Where do you see the main challenges for the expansion of your company? 
- Have you considered franchising as a form of expansion strategy?  
- (If yes), what are the motivations underpinning this consideration? 

o Can you think of any disadvantage or hurdles to overcome? 
- (If no), what hasn’t convinced you about franchising?  

o Do you see any advantage or disadvantage in franchising?  
- What are in your opinion, the advantages and disadvantages of owning a company unit? 
- Which kind of measures to raise capital do you consider for your company? 
- As a form to raise capital, do you think that selling shares would be more convenient? 
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- Do you see any disadvantage in this form of raising capital? 
- Do you consider franchising as a quick and/or efficient way to raise capital for your 

company? 
- Do you think franchising is a suitable market penetration strategy?  
- Do you think it provides quick access to knowledge about markets? 
- What kind of economies of scale do you think you could achieve with franchising? 
- How much do you think monitoring costs can influence the decision to franchise? 
- Do you think digitalization (=centralized platforms, digital communication) has influenced 

monitoring costs?  
- Between franchising and company owned units which system do you think creates more 

powerful incentives for the employees to be more productive?  
- Do you see any disadvantage in franchising when it comes to incentives? 
- Do you think franchising provides quick access to qualified managers? 
- Could you weigh these factors from the most to the least important for the decision to 

franchise? Entry capital, market penetration, motivation of the franchisee, risk sharing. 
 
Credits 
Thank you very much for your availability and time to take part in this interview.  
 
Appendix 2- Interview 1: Oliver Weiss 
 
Gaia: Do I have your permission to record the interview as I am going to use the data gathered in the 
final analysis of my thesis? 
 
Oliver: Yes. 
 
Gaia: Also, I would like to know if I can mention your name and your company’s name. Do you 
consent?  
 
Oliver: Yes. 
 
Gaia: You can withdraw your consent whenever you would like to, and you have the right not to 
answer to any question you don’t feel comfortable with. 
 
Gaia: Can you please tell me your job title, your responsibilities and time in the organization? 
CEO of Mecasa, specialized in the financial tasks. 
Now we can proceed with the interview. Time: 16:41 
 
Gaia: Are you thinking about expanding your business and, if yes, which expansion strategy did you 
think of? 
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Oliver: Yes, we are thinking about expanding our business. If we want to grow as a firm we need to 
set up shops in other cities than our own headquarter city of Stuttgart. Expansion strategy includes 3 
different options. First, we could hire people, so directly employ them to set up businesses in other 
cities. We could acquire smaller competitors in order to obtain market access or broaden our market 
penetration. The third aspect that we are considering is a franchising system, where people are 
employed but are acting under our brand. 

 
Gaia: Where do you see any challenge for the expansion of your company? 
 
Oliver: Start-up capital requirements is probably our biggest challenge. Acquiring a competitor or 
hiring people directly requires a lot of financing, so we would need to find that somewhere and it 
would impact our overall financing situation. Franchising, however, might be a way that would have 
a lower initial investment. 
 
Gaia: What are the advantages and disadvantages of owning a company unit? 
 
Oliver: The biggest advantage would be that it would be 100% under our control, we could insure 
how people act and tell them what to do. In other words, we can get the right to direct them, it probably 
helps a lot when it comes to insuring quality. On the other hand, it has a main challenge, especially 
when it comes to sale functions. People, when are being paid a fixed salary, might be incentivized to 
do their jobs so they don’t lose it, but they might not be as incentivized as someone that is self-
employed, like in a franchising system. 

 
Gaia: Which kind of measures to raise capital do you consider for your company? 
Oliver: Measures for raising capital…I am not sure how this question is meant, can you elaborate a 
bit more? 
Gaia: How are you thinking to raise capital, for example from venture capital, bank loan etc.? I am 
trying to understand which is the best and most efficient way for you to raise capital. 
Oliver: Now I understand. The question focuses on different ways on how we could get money. So, 
there are different options: bank loans, different investments, that could be financial investors or 
strategic investors, government grants (EU funding or from the German government). This third 
option is very interesting because you don’t usually have to repay it. Then, there is money from prizes 
and awards, which is also very interesting and we are pursuing that road. The fourth option is only 
cash flow, but there are other ideas like crowdfunding, crowdinvesting, initial coin offerings, which 
we are not considering at the moment. Government grants and price money are the two ones that we 
are doing right now. The other options that we are actively considering are bank loans and the 
strategic, but not the financial investors.  
Gaia: What’s a strategic investor? 

 
Oliver: A strategic investor is someone that is interested in the business that we do, due to his own 
business, so in our case that could be a retirement home or someone who also works in the health 
sector who has a strategic interest because we cover different part of the market, so we complement 
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his or her strategy. His main interest is not making a dividend out of the investment, at least not the 
most important focus, but it is more of a strategic one, like growing together.  

 
Gaia: As a form to raise capital, do you think that selling shares would be more convenient? 
 
Oliver: More convenient than what? 
 
Gaia: Than all the options that you listed before. 
 
Oliver: The way I would understand the term ‘convenient” refers to the amount of complexity or the 
amount of work that has to be done in order to get the financing. Then yeah, selling shares is easier 
than getting a bank loan as a start-up because is a hell of a work. Grant applications are time intensive, 
I mean boarding on an investor is also a lengthy process. So, I would say it is similar to an award 
application but it is easier than getting a bank loan. 
 
Gaia: Do you see any disadvantage in this form of raising capital? 

 
Oliver: You give away part of ownership and control, that’s the big trade-off. Depending on the 
intentions your investor has he or she might push you in a certain direction that might not be yours. 
 
Gaia: Do you consider franchising as a quick and/or efficient way to raise capital for your company? 

 
Oliver: Franchising as a way to raise capital…can you elaborate? 
 
Gaia: For example, in franchising, the franchisee would take part of the initial investment for the new 
unit, so you save money in this regard. Seen from this perspective franchising can be a fast and 
efficient way to raise capital. 

 
Oliver: Right…Yep, it definitely is a quick and fast way to raise capital, but I think this advantage 
would be gone pretty quickly, because setting up a franchising structure also requires a lot of funds. 
I am not sure if the initial investment would fully cover all the associated costs. 
 
Gaia: Do you think franchising is a suitable market penetration strategy? 

 
Oliver: Yes, I do it is one option and I think it is a suitable one. 

 
Gaia: What kind of economies of scale do you think you could achieve with franchising?  

 
Oliver: I think it depends a lot on the processes that we define. You need to set up structures that 
allow for economies of scale and I think it has a big IT component, so once you set up processes using 
IT it becomes scalable. If you do it for one person it can be easily be transferred to someone else. 
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Gaia: Specifically, what kind of IT components are you referring to? 
 

Oliver: Like CRM tools, once you set that up this tool it can be easily transferred. It also gives a 
control function. 

 
Gaia: Do you think franchising could generate economies of promotion? 

 
Oliver: It depends on how locally marketed your marketing activities are. So, if you distribute 
pamphlets or have newspaper ads just in one city, the impact on others is not zero but it’s fairly small 
I would say. I mean, word of mouth which plays a role in our industry, where someone knows about 
services in one city and talks about it with relatives or friends in another city, it results in a spillover 
effect, so there is an impact, but I think it would be clear that this kind of effect would be more 
important if marketing was done in a broader way, covering multiple cities and regions. 

 
Gaia: How much do you think monitoring costs can influence the decision to franchise? 
[Silence] 
Gaia: I can specify for you what I mean with monitoring costs if you wish. 

 
Oliver: Yes, please. 

 
Gaia: Monitoring costs are those costs undertaken to ensure that management is acting in the best 
interest of the owners. 

 
Oliver: Definitely yeah, I mean if you work in a certain business where it is very pricey or hard to 
monitor, then it might not make sense to franchise. So, I do think that the cost impacts the decision. 
 
Gaia: Do you think digitalization has influenced monitoring costs?  
Oliver: Yeah, I think the more you are digital, the cheaper it becomes, because you get automated 
processes. 

 
Gaia: Between franchising and company owned units which system do you think creates more 
powerful incentives for the employees to be more productive?  

 
Oliver: On average, I would say the franchising system. 
 
Gaia: Can you elaborate on this? 

 
[laugh]  
Oliver: So as a franchisee you have an impact on how much you earn, if you work more or faster or 
better you are probably making more money. So, if someone is incentivized by money I think 
franchising offers more incentives to be more productive. So, I would say that on average that’s the 
case, but I guess in the end it comes down to how you set up incentives in the franchising system but 
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also, I am pretty sure, one could also set up structures within owned business system that incentivizes 
employees to deliver great results, like performance based pay structures. 
 
Gaia: So, do you also see disadvantages in franchising when it comes to motivations? 

 
Oliver: Yeah, one disadvantage could be that franchisees usually can’t rely on a given or stable 
income level. Especially in the beginning, I mean they can build it up, but there is more or less no 
safety net, no fall back. 
 
Gaia: And what are the consequences of that? 

 
Oliver: I think the consequence is that certain types of people will not become franchisee because 
they are more security focus. So, I think it will impact the kind of people that will work in the system. 
 
Gaia: Could you weigh (rank) these factors from the most to the least important for the decision to 
franchise? Entry capital, market penetration, motivation of the franchisee, risk sharing. 

 
Oliver: So, I need to sort them according on how much they impact my decision to franchise or not, 
right? 
 
Gaia: Yes, exactly. 

 
Oliver: My top one would be motivation, the second one risk sharing, the third one market penetration 
and the fourth one market entry. Should I elaborate on that? 

 
Gaia: Yes, please, thank you. 

 
Oliver: Motivation I think is the most important aspect, because if people are not motivated, if 
incentives are not set the right way, the whole thing will not work. Either way, if you do franchising 
or not, motivation is key. And part of that motivation question for me is the risk sharing aspect. If 
someone bears no risk, motivation probably is lower, you need to have, as the English say, “skin in 
the game”, if you got something to lose you will probably run faster. I think with the franchise system 
you can achieve market penetration in a faster and quicker way than setting up own shops given that 
your financial possibility is limited. For me, it only comes in third place because this motivation/risk 
sharing aspect is the essential one. Market entry costs are as important. Maybe I will switch three and 
four. If I still can. 

 
Gaia: Did you also take into consideration the fact that when you franchise you could leave the riskiest 
locations to the franchisee and keep for yourself the most stable locations? 

 
Oliver: I didn’t take this into consideration yet, not sure if it has much of an impact for us, because 
the same service is kind of required everywhere. There are regions where there might be more 
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potential customers, but there are not regions where is super risky. This aspect, for our business, does 
not play that much of an important role. 
 
Gaia: Do you think that franchise makes more sense in some industries over others? 

 
Oliver: Yeah, probably. I think franchising makes sense mostly for industries that require local 
proximity. If you need to be close to your customer wherever they are, franchising is a great option. 
If what you do can be done from one location hundreds of kilometers from the customer, then you 
don’t need a franchise. Specifically, when you don’t need anyone in place with the customer. In other 
words, it depends on the kind of service and product you offer. 
 
Gaia: Thank you very much for your availability and time to take part in this interview.  
 
Appendix 3- Interview 2: Simon Spangenberg 
 
Gaia: Do I have your permission to record the interview as I am going to use the data gathered in the 
final analysis of my thesis?  
 
Simon: Of course. 
 
Gaia: Also, I would like to know if I can mention your name and your company’s name. Do you 
consent? 
 
Simon: Of Course. 
 
Gaia: You can withdraw your consent whenever you would like to, and you have the right not to 
answer to any question you don’t feel comfortable with.  
 
Simon: [laugh] Ok 
 
Gaia: Can you please tell me your job title, your responsibilities and time in the organization? 
 
Simon: Yes, my name is Simon Spangenberg, I am one of the founder of Mecasa. I am in the company 
since day one, we founded Mecasa in April 2016. I am the COO, which means that I fix all the 
collaborations with other companies, make a lot of clients services, let’s say that I am more into the 
people business.   
 
Gaia: Now we can proceed with the interview. Time:12:12  
Are you thinking about expanding your business and, if yes, which expansion strategy did you think 
of? 
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Simon: Yes, the first question is easy to answer, yes, we are trying to expand, we are trying different 
strategies. So far, I am trying to get in contact with people who could be potential franchise partners 
of Mecasa. I am currently writing them emails or call them in order to talk about Mecasa and its 
business opportunity. I think the strategy for the future is to set a good base in Easter Europe and with 
the people here In Germany as franchise partners. For instance, I had a call yesterday with a girl from 
Aachen, which is a license partner from another corporation and she told me two times that the most 
important thing, for her, is to have the network and the working agencies in Eastern Europe like 
Poland, Slovakia and so on.  

 
Gaia: Have you considered just franchising as a form of expansion strategy?  
 
Simon: First of all, in my opinion, the easiest way is to make a franchise because the costs are not too 
high. Of course, I considered other ways to expand, like having our own employees, but in this case, 
you have problems regarding motivations, they work 40 hours per week, that means if something 
happens outside these 40 working hours. Is the motivation big enough to fix the problem anyway? Of 
course, you can talk with them much straighter, which is not possible with franchise partners. I am 
more in the franchise side. 
 
Gaia: Can you think of any disadvantage or hurdles to overcome? 

 
Simon: As right now, in the health care sector there are a lot of small license partner which franchise, 
and if the franchisee finds some other license partner who pays more, they move. 

 
Gaia: What are in your opinion, the advantages and disadvantages of owning a company unit? 
 
Simon: Yes! In Germany is not easy because we have a lot of laws that causes 
scheinselbststaendigkeit, which means that if people are too dependent on the company they are not 
considered anymore as self-employed, they are officially employed and then you have to pay a lot of 
social taxes and other taxes and this is a big problem in Germany. From what I can see, one big thing 
here in Europe, for example between Germany and Eastern Europe, is that when they close the border 
or make a law that prevents caregivers to come to Germany, it is difficult for the franchise system to 
exist. I mean franchise is quite a new concept for Europe, in America it is nothing new and it is quite 
easy for them to handle the word franchise, which I personally call partner system. 

 
Gaia: So, you mean in Europe franchise is not established concept yet? 

 
Simon: Yep, exactly, not how it should. 

 
Gaia: Which kind of measures to raise capital do you consider for your company? 

 
Simon: This is a difficult question [laugh]. What exactly do you mean with measures? 

 



 87 

Gaia: For instance, bank loans, or maybe you are looking for a venture capitalist and so on. 
 

Simon: Right, for now we try to pay our bills by ourselves as long as we can. Often, we try to get 
strategic investors, not venture capital because we don’t like to pass from an investor to another. We 
want an investor that stays with us for a long time. On the other hand, we are trying to win prizes and 
awards, and that’s how we are financing a lot of things. 

 
Gaia: As a form to raise capital, do you think that selling shares would be more convenient? 

 
Simon: Yes, there is an emotional factor in the way though. I hate to sell part of my company because 
I love freedom [laugh]. The thing is that when you sell a lot of parts of your company it usually 
doesn’t end well. I know a lot of start-ups that did this, at the end is not your company anymore. One 
big care company did this 5 years ago, promevika plus was its name, they sold a lot of parts to a VC 
in the USA and they removed systems in Europe and all the franchise partners got a lot of pressure. 
The result was that a lot of partners quitted the contract. 

 
Gaia: Do you consider franchising as a quick and/or efficient way to raise capital for your company? 

 
Simon: Yes, yes, definitely. The thing is that if you have a person in Munich who does all the client 
relations you have a multiplication effect, he does all the marketing, the sale and so on. You know 
what I mean with multiplication effect, right? 

 
Gaia: Can you elaborate on that, please? 

 
Simon: If I would only stay here in Stuttgart, I would do everything by myself as one person. If, on 
the other hand, you have different people in different countries/cities, they can make more marketing, 
more sales, more public relations in the cities, which you wouldn’t have been able to if you only 
stayed in Stuttgart. Moreover, the brand would stick much more in the head of people if you have in 
every big city a franchise partner who works for the system and is self-employed. As a matter of fact, 
the motivation is much higher than employed personal. 

 
Gaia: So, this would save a lot of money as a consequence. 

 
Simon:  Of course, yeah. 

 
Gaia: Do you think franchising is a suitable market penetration strategy?  

 
Simon: Can you explain what you mean exactly? 

 
Gaia: I mean that you can access the market quickly and especially the market knowledge. 
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Simon: You need to think that if you are a small company you don’t have enough money to hire a lot 
of people, maybe 20 in every city. On the other hand, in order to get a working franchise system, the 
only thing that you need to have is a franchise partner. In order to get a franchise partner, your system 
has to be successful, so you need to work hard and invest on it to bring it to the license partner. Only 
then, they have to work by themselves to earn money. This can be achieved much quickly than with 
company owned units. Of course, you could call every person in the city or Germany and ask them 
to use the license or the partner license of Mecasa and you don’t need to spend too much money for 
one person. Another thing is that franchising is investing money in the license or system, if you have 
employees it’s more putting money in the employees. 

 
Gaia: What kind of economies of scale do you think you could achieve with franchising?  

 
Simon: I can’t answer on this question. It is a difficult question.  

 
Gaia: Sure, no problem, we can skip this question. 
How much do you think monitoring costs can influence the decision to franchise? 

 
Simon: That’s a good question. If I think about IT systems, around 20.000 to have a very small basic. 
You have to create a process marking, an intranet for the franchise partners, and send them all the 
marketing material. The thing is, how big you want it. If you start with 3 people is way less expensive 
than if you start with 13 people over Germany. I think minimum 20.000. 

 
Gaia: Did you take into consideration that franchising can lessen the costs of ensuring that 
management is acting in the best interest of the owner? 

 
Simon: It’s very important the franchisee’s personality. There are partners I know that want to be 
extremely free and they don’t want any person to tell them what to do. Most of these people are very 
motivated when it comes to money. If they are free and they have the opportunity to earn more money 
than an employee, then the motivation is much higher, if they build their own business. 

 
Gaia: Between franchising and company owned units which system do you think creates more 
powerful incentives for the employees to be more productive?  

 
Simon: I think it’s franchising. The people we are looking for are people who wants to be independent 
and I think that in a franchise system people are more self-motivated.  

 
Gaia: Do you see any disadvantage in franchising when it comes to incentives? 

 
Simon: No, I think. One second…On one hand there are people that want to be self-employed and on 
the other there are people that work for the brand. If franchise people, which are self-employed, can 
handle the identification with the brand, there are no disadvantages. However, if the franchise partners 
think that you are getting too much money from them, for their hard work, then you have a problem. 
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It becomes a problem if it’s not fair, and they feel like they are doing all the work and you get all the 
money for it. At least, that’s what I saw in one company in Germany, very similar company to ours. 
There were 7 people that moved to a different company because they said that were earning too little 
money for the work they did. That’s a big problem. 

 
Gaia: Do you think franchising provides quick access to qualified managers? 

 
Simon: Yes, because people that work in a franchise system are more self-disciplined. They structure 
the whole week for themselves, they proactively look for clients, they are self-motivated, much more 
than in other systems. 

 
Gaia: Could you weigh (rank) these factors from the most to the least important for the decision to 
franchise? Entry capital, market penetration, motivation of the franchisee, risk sharing. 

 
Simon: Risk sharing first. Market penetration second. Motivation of the franchisee third and entry 
capital last.  

 
Gaia: What do you mean with risk sharing? 

 
Simon: If you hire 10 people there are much more risks if the market collapses, you would lose a lot 
of clients and you would need to pay them even if they don’t work. Then, there is the motivation part 
ranked as third I think, which means that people have to do the work by themselves with a high 
motivation and this is the risky part. If they don’t do the work because they are lazy, I don’t care 
because anyway they have to pay for their bill. If they are motivated, and they want to earn money 
and do what they can, it’s much more risk sharing.  

 
Gaia: And what in regard to market penetration? 
 
Simon: If you have fast people in different cities you are much faster in the market than with an 
employee system. Because in an employee system, first of all, you need to find the potential 
employees, you need to look for the right people, not lazy ones, and invest in them. If you have a 
license partner, on the other hand, you can quit the contract if they are not the right fit. I think; 
therefore, you are much faster in the market and you can penetrate the market if you use the franchise 
system.  

 
Gaia: Do you have some comments for the entry capital variable? 

 
Simon: It’s a little bit the same as the risk sharing variable. For me, it’s much more important than 
having less entry capital. How can I explain this… Verbindung oder zusammen would be in German. 
The first rank as I told you was risk sharing. They are all actually important [laugh]. There are two 
important variables which determine why we choose or why I choose to franchise, one is the risk 
sharing factor and the other one is the entry capital. Change the entry capital variable with motivation.  
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Gaia: That one was the last question, thank you very much for your availability and time to take part 
in this interview. 
 
Appendix 4- Interview 3: Benjamin Krill 
 
Gaia: Do I have your permission to record the interview as I am going to use the data gathered in the 
final analysis of my thesis?  
 
Benjamin: Yes, you can. 
 
Gaia: Also, I would like to know if I can mention your name and your company’s name. Do you 
consent? 
 
Benjamin: Yeah, sure you can. 
 
Gaia: You can withdraw your consent whenever you would like to, and you have the right not to 
answer to any question you don’t feel comfortable with. 
Can you please tell me your job title, your responsibilities and time in the organization?  
 
Benjamin: I am the technical owner of the Mecasa platform. My job title is more or less the CTO of 
Mecasa. 
 
Gaia: You were also a founder of Mecasa, right? 
 
Benjamin: Yes. 
 
Gaia: Now we can proceed with the interview. Time: 13.02 
Are you thinking about expanding your business and, if yes, which expansion strategy did you think 
of?  

 
Benjamin: So, yes we basically want to grow our business and we have been facing different options. 
First, we can hire some people, having the employee working directly for us by setting up businesses 
in other cities. A different option, since we have a lot of small different competitors, would be to buy 
competitors to operate for Mecasa. A third option would be a franchise system, somehow.  

 
Gaia: Where do you see any challenge for the expansion of your company? 

 
Benjamin: Yeah, basically, as you know, we are a start-up, and if you are a start-up and you don’t 
have investors, you don’t have that much money to hire a lot of employees or acquiring competitors. 
That’s the main challenge. 
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Gaia: You mentioned before franchising as an expansion strategy, do you see of any disadvantage or 
hurdles to overcome in this strategy? 

 
Benjamin: So, basically, I don’t have that much experience in franchising. My first concern was that 
we will or may lose some quality in consulting. So, the consulting that we would provide would not 
be that good.  

 
Gaia: Could you elaborate on the losing quality part, please? 

 
Benjamin: If we have employees, we can strictly provide some guidance on how to proceed or on 
how to manage customers, whereas franchisees are more or less independent and can, therefore, 
operate independently. You don’t have the control.  

 
Gaia: What are in your opinion, the advantages and disadvantages of owning a company unit? 

 
Benjamin: Hiring employees cost money [laugh] and if the unit doesn’t work, in Germany, you can’t 
fire the employees that easily. 

 
Gaia: Which kind of measures to raise capital do you consider for your company? 

 
Benjamin: What do you mean with measures? 

 
Gaia: Whether you are thinking about getting a bank loan or… 

 
Benjamin: Yeah, sure. We thought about getting a bank loan, but this is still ongoing because also for 
the franchise system we might need some money to set it up. I think a bank loan could be a good 
thing. I am personally not a venture capital fan because I don’t like to be owned by another person or 
by other company owners. This is my highest concern against venture capital. 

 
Gaia: As a form to raise capital, do you think that selling shares would be more convenient? 

 
Benjamin: It is similar to what I said before. Now Mecasa is owned by 4 people and I think this is 
already enough [laugh].   

 
Gaia: Do you consider franchising as a quick and/or efficient way to raise capital for your company? 

 
Benjamin: I mean, if we actually set up a franchise system and then the franchisee will pay some 
amount of money to us, then it would be a quick way to raise capital. However, I am not sure if at the 
moment we are sure 100% that we will franchise and how much the franchisee will bring to the table 
in that case. I mean for sure what we are going to charge to the franchisee must cover the costs, but I 
am not sure if we are going to actually raise additional capital.  
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Gaia: Do you think franchising is a suitable market penetration strategy?  
 

Benjamin: Yes, I think so. Especially in our sector, we need some local consultants, like sales persons 
in the city, because we want to satisfy our customer. For this reason, I think it is very suitable. 

 
Gaia: What kind of economies of scale do you think you could achieve with franchising?  

 
Benjamin: So, basically, we have a lot of IT processes that we will give to our franchisees and I think 
these processes can scale. 

 
Gaia: How much do you think monitoring costs can influence the decision to franchise? 

 
Benjamin: I am not sure. I don’t feel comfortable responding questions regarding monitoring costs 
because I don’t have a clear idea about the concept yet. 

 
Gaia: Do you think digitalization has influenced monitoring costs?  

 
Benjamin: Basically, our business is more or less digitalized and we can easily monitor everything. 

 
Gaia: Between franchising and company owned units which system do you think creates more 
powerful incentives for the employees to be more productive?  
 
Benjamin: I think the franchisee is going to be more productive because if he works more and gets 
more clients he gets more money.  

 
Gaia: Do you see any disadvantage in franchising when it comes to incentives? 

 
Benjamin: Yes, because if he can’t get any customer he will not be motivated. I think that’s the main 
disadvantage. Maybe he will skip our contract or something like this. 

 
Gaia: Do you think franchising provides quick access to qualified managers? 

 
Benjamin: I am not sure about this. If the manager just cares about the money and he can earn a lot 
of money, maybe he will get good managers. I think this is going to be something that we will learn 
later on. 

 
Gaia: Could you weigh (rank) these factors from the most to the least important for the decision to 
franchise? Entry capital, market penetration, motivation of the franchisee, risk sharing. 

 
Benjamin: I think that entry capital will be lower than the motivation in the ranking. So basically, it 
will be: market penetration, entry capital, risk sharing and motivation of the franchisee.  
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Gaia: Can you elaborate on your decision? 
 

Benjamin: I think that in regard to market penetration we will get some kind of revenue pretty fast 
and a lot of franchisees. The entry capital will be somehow lower. Risk sharing, I think, it’s depending 
on the entry capital because if the capital is low then we don’t have that much risk and the franchisee 
will take the half of it [laugh]. And then we have the motivation of the franchisee because they are 
self-employed. 
 
Gaia: That was the last question, thank you very much for your availability and time to take part in 
this interview.  
 
Appendix 5- Interview 4: Jan Müntinga 
 
Gaia: Hallo, [small talk] 
First of all, I would like to thank you for your availability and time to take part in this interview. 
I will start by giving you a brief overview of the project: I am evaluating the benefits and 
disadvantages of franchising from an academic perspective. I am especially interested in the 
incentives and motives to franchise of small business owners in Germany. 
Do I have your permission to record the interview as I am going to use the data gathered in the final 
analysis of my thesis?  
 
Jan: Yes, you have my consent 
 
Gaia: Also, I would like to know if I can mention your name and your company’s name. Do you 
consent?  
 
Jan: Yes, you may 
 
Gaia: You can withdraw your consent whenever you would like to, and you have the right not to 
answer to any question you don’t feel comfortable with. 
Can you please tell me your job title, your responsibilities and time in the organization? 
 
Jan: I am the CMO at Mecasa and my responsibility are marketing and finding new clients and leads. 
I also do market research, market planning all the activities related to branding and strategy. So, 
everything normally contained in the field of marketing. 
 
Gaia: And you are also one of the founders, am I right? 
 
Jan: Yes, I am. 
 
Gaia: Now we can proceed with the interview. Time: 17:07 
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Are you thinking about expanding your business and, if yes, which expansion strategy did you think 
of? 

 
Jan: Yes, we are/I am [laugh]. There are essentially two strategies we thought of. We are thinking 
probably about a mixed strategy which relies on a franchise strategy and would incorporate also some 
owned structures. So, we are thinking about setting up a base in different lucrative cities and regions 
and using a franchise system to expand into other areas. 

 
Gaia: Where do you see the main challenges for the expansion of Mecasa? 

 
Jan: The main challenge for expansion would be finding or recruiting enough personal in the Eastern 
part of Europe or other areas where we could recruit care givers. Finding families in Germany is a 
problem as well but it is manageable. But again, the main challenge is to find the caregivers in Eastern 
Europe. 

 
Gaia: What are the motivations underpinning the consideration to franchise? 

 
Jan: So, it helps finding clients because [lost connection] it helps finding clients, new leads and 
families, so it’s lesser problem, not the recruiting part but the part, the challenge to find enough 
families to use our service. So, our service includes visiting families and potential clients and then to 
consult them and help them. This means that we have to be at their house and check the situation in 
order to provide a good quality care, so it’s very important to visit them at home to get a clearer 
picture of what they need. Thus, if we are not there physically, we can’t give them a good service and 
provide them a matching care giver. Basically, it’s very important for us to be at their home. However, 
if you find some families for example in Dresden, Berlin or Hamburg we can’t provide the service 
from Stuttgart so we need someone to be at Berlin or Dresden or Hamburg. Therefore, a franchise 
system ensures that we can set up in all these cities very fast without creating our own structures and 
employ a lot of people without having families in these locations yet. 

 
Gaia: So, in your opinion franchising is a faster way to penetrate the market. 

 
Jan: It’s faster and it makes sense in a financial way since we don’t need to pay them beforehand. Of 
course, there are costs involved, but I think it’s generally easier to set up some kind of structure to 
get going without the investment needed if you want to employ so many people to serve that area. 

 
Gaia: Can you think of any disadvantage or hurdles to overcome in franchising? 

 
Jan: Yeah, on a superficial level, I think you know better than I do, but yeah, there is, for instance, a 
quality issue. How do you ensure that the franchisees are providing the same service level to the 
families that you want? It should be the same of the one we provide here in Stuttgart. Another one it 
would be that you earn less money from the families. So, of course, if you employ people you need 



 95 

to pay them as well, so you lose some money on that part, and that’s the same for franchisees, they 
have to earn money, and that’s money we don’t earn [laugh]. 

 
Gaia: What are in your opinion, the advantages and disadvantages of owning a company unit? 

 
Jan: The advantage would be that you have greater control on what your employees do and don’t, but 
you lose the motivation. On this matter, I think franchisees are way more self-motivated and 
employees are not. However, you gain a better control for example on the quality of service you 
provide. 

 
Gaia: Which kind of measures to raise capital are you considering for Mecasa? 

 
Jan: I think we will do it bootstrapped, we are not planning on raising money for that purpose. So, if 
possible we won’t search for funding, we will do it on our own. We like to grow organically and just 
fund it with the earnings we get from our running business right now. 

 
Gaia: Are you thinking about selling shares? 

 
Jan: No. No. maybe. Basically, we don’t want to do the classical start-up thing. Me and the others 
saw how the other start-ups do it and we really didn’t like it because I think it hurts the customer 
centric approach we want to have in our business. Having funding partners which are solely interested 
in earning money means that they will just press for fast expansion and cash out. That’s not what we 
have in mind for our business and that’s why all of us don’t really want some sort of investor in the 
business. But, there may be some strategic investor which interests are aligned with our idea on how 
to run the business. I wouldn’t say we won’t do it in the future but is not in our plan for now. 

 
Gaia: Do you consider franchising as a quick and/or efficient way to raise capital for your company? 

 
Jan: I am not sure, I read some literature about it and I found some hints that it can be a way to raise 
money. However, I am not sure whether that works or not, so I think it depends on your business 
model. If you have a really good business model or really good business processes then you can raise 
enough money to finance yourself, but I am not sure whether we can do that. In the end, we need to 
find somebody that is willing to pay us and use our business processes, and I am not sure if we are 
going to find someone. I mean, we already found some people interested but we didn’t talk about 
them paying us money for it.  
 
Gaia: Do you think franchising is a suitable market penetration strategy?  

 
Jan: I think so yes. I think it allows us to grow faster than setting up our own structure with our 
employees.  

 
Gaia: Do you think it provides quick access to knowledge about markets? 
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Jan: Yes, I think so. Because for us is very important to talk directly to the families and I think having 
a franchise network will give us…I mean, if you set it up right, it would be easy for us to get all the 
information we need about the situation in the market from the franchisees somehow directly. Instead 
of having a bigger structure with many employees and some managers level between us and the 
employees and the family. At the end of the day it really depends on how you set it up. 

 
Gaia: What kind of economies of scale do you think you could achieve with franchising?  

 
Jan: Good question…I can’t think of any differences immediately. Just from a marketing perspective 
I think it would be the same. Since a lot of activities have to be done at Stuttgart, so it would be the 
same as we would have our own structure. Sorry, but I can’t see any differences. Maybe it’s just our 
business or maybe I don’t see them right now. 

 
Gaia: How much do you think monitoring costs can influence the decision to franchise? 

 
Jan: Good question, we are not at that point yet, so I think we will have to gain some insight into the 
topic when we will have some franchisees, but good question. We indeed have to monitor them but I 
am not sure how. Ah! I remember, we discussed about monitoring them using the CRM and we have 
to meet them at least twice a year and then have frequent contact with them over the phone. I think 
that the monitoring costs, compared to having our own structure are less because they are self-
motivated. Ideally, we will just have a look at the CRM and see what they are doing and maybe we 
can automate that, so we will end up with just having some graphs and numbers, like a business 
cockpit. They can do whatever they want as long as their numbers are correct. Compared to having 
our own structure then you would need some managers and they have to monitor their teams and I 
think the monitoring costs are lower if you are using a franchise. 

 
Gaia: Do you think digitalization has influenced monitoring costs?  

 
Jan: Yes, of course because most of the monitoring tools are going to be digital. For example, the 
CRM would be a tool to monitor them and their performance. So yeah, digitalization is a tool which 
provides means of monitoring franchisees easily. 

 
Gaia: Between franchising and company owned units which system do you think creates more 
powerful incentives for the employees to be more productive?  

 
Jan: Of course, franchising, because their income depends on how motivated they are.  

 
Gaia: Do you see any disadvantage in franchising when it comes to incentives? 

 
Jan: Mmm. I am not sure. One can think of a lot of possibilities for them to, what’s the English word 
for it, maybe they try to squeeze out some money in some parts of the business where they neglect 
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the families or do some shady things to them just to earn some quick money. However, in the end it 
would hurt their own business, so that would be a rather dumb thing to do. They could try to 
circumvent us and get in contact with the Eastern European agencies, but I don’t think they would be 
incentivized to do that, so no, I don’t see any disadvantage or bad incentive. 

 
Gaia: Do you think franchising provides quick access to qualified managers? 

 
Jan: I don’t know. I think it depends.  

 
Gaia: Could you weigh (rank) these factors from the most to the least important for the decision to 
franchise? Entry capital, market penetration, motivation of the franchisee, risk sharing. 

 
Jan: Number one would definitely be market penetration. I don’t care about entry capital, so that 
would be probably last. Motivation of the franchisee would be number two. Risk sharing on place 
three and entry capital last. 

 
Gaia: Could elaborate on your decision? 

 
Jan: Right now, we are concern with market penetration and we think that finding new families is not 
going to be a problem. We do have market traction at the moment, we think we will find clients and 
families in other cities as well, so we just need to be there to offer our service and then we will find 
clients, this means than we just have to find a way of getting there, to the location, and the easiest and 
the fastest way to accomplish that would be to use franchisees. That franchisees are more motivated 
than traditional employees it’s a fact, I will take that. I am not as concerned with risk sharing and 
entry capital. It doesn’t matter that much to me. Basically, it’s all about fast market penetration. 
 
 
Gaia: Thank you very much for your availability and time to take part in this interview.  
 

 


