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Analysis of efficiency and profitability of franchise services

Abstract

The present study analyses the relative efficiemfyfranchise services and

characterises the best companies, confirmingdlaionship between efficiency and

profit. These companies are from "the trade andragbrvices sector”, the main group

of service- providing companies in the Spanish eocon The methodology calls for

first comparing the relative efficiency of franaobis and ownership enterprises.

Second, the focus turns to the most efficient fingse services, using a super-

efficiency model to rank them. The paper then gamedo cover the analysis of the

main characteristics of the best franchise entsepri the number of own

establishments in a franchise business, and thitgtitity of the company. This

paper presents arguments as to why companies fnentrade and other services

sector are included. The main conclusion is thaf|sivthe number of establishments

is irrelevant in achieving greater efficiency, mamofythe most efficient enterprises

have high returns.
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| ntroduction

There is no single definition of franchising (Alliy and Miles, 2006; Mendelshon,

2004) but maybe one of the most concise and corepsafe definitions is given by

the International Franchise Association (IFA). Aaling to IFA “a franchise operation

is a contractual relationship between the franchead franchisee in which the

franchisor offers or is obliged to maintain a conbus interest in the business of the

franchisee in such areas as know-how and trainitggrein the franchisee operates

under a common trade name, format and/or a proeealuned or controlled by the

franchisor and in which the franchisee has or wilbdke a substantial capital

investment in his business from his own resources”.

Currently this type of relation is a common proaeddor growth in certain

businesses. Firms which own a well-known brand wadt to introduce it to new

markets consider different options (Baena and @erv2012): from the mere export

of the product, joint venture or business acquisitor signing agreements with

businesses already positioned abroad. In thisrlattee, franchising is a solution to

the need to expand and adapt to new markets (eogntries like China where

investments of 100% foreign capital are not peedittBaena and Cervino, 2012).

Other factors, like the persistence of the econarigis in many countries, attached



to a general decline in bank financing for new @ctg, have also accelerated the

search for better business opportunities, favoutiegdevelopment of franchising.

Internationally, the Spanish economy is a primkalpee example of an economy with

franchises that have a physical presence on &l dontinents. In Spain, 15% of

franchises have operations abroad in order to moatiincreasing sale rates,

particularly during the current economic crisisfigures, (Navarro-Garcia, A., 2012)

Spanish franchising activity has also increasethternational presence significantly,

with a presence in 113 countries and 15,194 forg@iggmises in 2011. The latter

figure represents an increase of 21.7% on the gueyeriod, and these trends are set

to continue in the future.

This evolution in the franchise system as a medmarfor business expansion has

been analysed and explained by academic and pimietsstudies. Many of the

studies examine how franchising can minimise treii®a or agency Ccosts,

(Barthélemy, 2008; Combs et al., 2004; Vazquez8200, among other aspects, how

it can be a valid instrument for coping with ladifinancial resources or management

skills (Combs and Ketchen, 1999; Shane et al., R@36Coase (1937) notes, a firm’s

decision to externalise or internalise with fraisaing or ownership is a core issue for

economics and organisational theorists.



Franchising offers advantages in terms of the ifaesl| provided by the franchisor or

owner of the brand: support with choosing the ftethe new business or technical

orientation and business guidance for developirgadbject of the franchise; or the

advantages for the franchisee of the corporate eénaguse of a recognised brand.

These advantages are important for businessesnidudiet products or sell services,

although for the owner of the brand (or franchisaystomer-related franchising

activities are vitally important when they involeelling services. In this case the

idiosyncratic aspects of the culture and custone d¢ountry or certain locality can be

resolved better in a franchise by native franclis@s emerges from the theory of

standardisation or adaptation of products or sesvidn different markets.

(Morschett, 2006; Nasir and Altinbasak, 2009). Ha¢es service of products is, in

general, more standardised and less idiosyncraticicing the importance of specific

knowledge of the individual franchisee”.

This issue and other aspects related to competitiorservices, (Ethiraj, Kale,

Krishnan and Singh, 2005; Nickerson, Hamilton areitdd/ 2001) which may be very

important for researching differences between tas®s that market products and

offer services, are not dealt with in this reseatoBtead, the current approach is to

compare the scale of the franchise according to ritmmber of franchised and

unfranchised units with efficiency, and then conepeificiency with profitability.



Finally we discuss aspects of franchise theory e/mer distinction is made between

trade or service activities. In this context, weifyewhether the businesses selected

for the franchise sample are more efficient thameotcomparable firms that have

retained ownership of their activities; and secgndised on the efficiency ranking

for the franchises, we compare as already mentjafédiency and profitability.

Furthermore, justification of the existence of fthises also lies in these businesses’

greater efficiency compared with proprietary comecradr or service activities

(Krueger, 1991; Hoffman y Preble, 1994), althoughdérson (1984) does not

consider these differences to be significant; sirhyl Stern, et al. (1999) justify the

existence of franchises due to lower risk whergas\gorth, et al. (1998) disagree.

Thus the reasons that lead a firm to act indepeéhdenas part of a franchise is still

an open question.

This paper analyses the efficiency of franchiserd awnership enterprises in the

largest activity sector in Spain, trade and othervises sector, using Data

Envelopment Analysis (DEA). The article is of irdst because the studied companies

(trade and services) come from an economic sehir@grises that is quantitatively

important in Spain and globally, and because ittrdomes to the theory on the

franchising or ownership decision and to the stwudlythe relationships between

efficiency and profitability.



The paper has the following structure. First, titerdture review helps establish the

theoretical framework for this research. The secasttion then contains a

description of the data and methodology. Afterwatlle paper presents the analysis

of the efficiency of the services franchises verthes selected control companies,

describing the variables used as inputs and ouiputse analysis. The subsequent

section then covers the application of some mottelstudy the relative and super-

efficiency of the franchise enterprises, and deteenthe main characteristic of super-

efficient enterprises. Finally, the last sectiomngs together the study’s general

conclusions.

Theoretical framework

A fundamental decision for any firm, affecting @ficiency and long-term survival, is

the way it establishes contractual relationships @ntrol. One of the core issues in

this area is whether production or the servicasafequires or provides (or the units

that obtain or supply them) belong to the companyhave been outsourced. A

franchise agreement is a particular case of exisati@n through contractual

agreements.

Franchising company literature examines many aspettfranchising, all closely

related to efficiency and productivity: franchisiag a strategy to attract partners and



increase the size and scale of production (Shara.,e2006); to attract partners to

invest in the outlets and thus avoid capital slygsa(Combs and Ketchen, 1999); to

select franchisees with favourable disposition desirable characteristics that lower

the agency costs (Saraogi, 2009); the franchisewaay of adapting to local taste or

as a business format able to develop policiesféhvatur all stakeholders (Meisenberg

and Ehrmann, 2012) or as a means of facilitatingyeto other markets or other

countries (Combs and Ketchen, 1999).

The literature also examines the survival or death of franchises according to their

institutional legitimacy (Shane and Foo, 1999) atiter institutional aspects (Combs

et al., 2009).

According to some authors, contracts that ensugater hierarchical control for the

franchisor are more efficient (Chaudey and Fada@)8, 2010), whereas others

consider that greater autonomy for franchisees lbancompensated by better

recruitment (Saraogi, 2009), by establishing goaece mechanisms other than

control (Cochet et al., 2008), or by contracts wattsoft part (not strictly formal

agreements) that delivers satisfactory performaaw corporate efficiency (Peris-

Ortiz et al., 2012).

Furthermore, the externalisation or internalisatitatision, to own or franchise the

activities and outlets can sometimes involve, eng¢hse of franchisors, a sophisticated



combination of internalised and externalised ositleading to greater efficiency for

the franchisor company (Kidwell and Nygaard, 20R&rryman and Combs, 2012;

Vazquez, 2007).

Finally, concerning the relationship between effiidy and profitability in the

empirical study, in some “growth oriented entreguas the desire to reach strategic

growth goals might require less than optimal orgatinal efficiency, at least in the

short term” (Perryman and Combs, 2012: 375). Thagbalicies that orient a company

towards achieving market position and making aipro@y not coincide with policies

that seek greater efficiency.

In our research we intend to examine this issugrogress in the study of franchise

efficiency using DEA methodology and one of its emdions, super-efficiency

analysis.

Data and research methodology.

As already mentioned various studies have conclutiatl franchising is a more

efficient form of organisation than own units. Hig is true, we should observe

significantly different behaviour between units \wéhe only difference is that of

being a franchise or not. As in many markets tpan&h franchise covers many

different sectors (fashion, furniture and home debotels and restaurants, travel



agencies, food, hotels, transportation, etc) mahyhem belong to a key sector

differentiating modern developed economies, theisersector. Therefore, in pursuit

of our objective, we selected franchises belongmghe trade and other services

sector. According to the Spanish National Stasstitstitute (Annual Trade Survey,

2011), there are over 2.5 million companies in tfagle and other services sector,

involved in more than twenty areas of economicvégti(travel agencies, hotels and

restaurants, fashion and transport among othefs. Sector has over 8 million

employees and a turnover of 1,073,533 million Eun&011. These data show the

relevance of these activities in Spain.

All the data in this study come from the SABI dats®. This database gathers annual

accounts and complementary financial informatioonfr over 550,000 Spanish

companies not including financial enterprises sunance companies.

The efficiency of franchise enterprises in the maanchising services sector in

Spain—wholesale trade, trade intermediaries, atall teade (except motor vehicles

and motorbikes)—is assessed using DEA methodolWgychose this sector from the

2009 National Classification of Economic Activitig€NAE), which identifies

companies in the same sector by assigning a conuonde. This sector contains a

significant volume of enterprises that are very amgnt for the Spanish economy,

such as “Carrefour, SA”, “Merkamueble Europa, SA5rupo Massimo Dutti SA”,



and “Bershka BSK Espafia SA”. Although these congmréngage in services,

providing products or goods, important companie® aperate in trading services.

Examples of such companies include: “Canal Ocioopgat, dedicated to export,

import and distribution of films and video gameshé Bymovil Spain SL”, dedicated

to the study and programming of mechanical and treleic equipment; and

“Eurosystem Ofimatica SL”, which offers computensees to companies.

The empirical study first aims to determine whetinenchises are more efficient for

resource management than other comparable entspri® determine relative

efficiency, we analyse the selected franchise prisas together with a sample of

non-franchise enterprises or control enterprisé®s& control enterprises are a good

reference for the study because they belong tostttee economic sector as the

franchise enterprises, the same location and hasienigar dimension. The control

sample was chosen based on the CNAE classification.

Secondly, after analysing the efficiency of frasehienterprises versus the control

enterprises, we analyse the relative efficiency frainchise services. Once the

comparative is made, the study goes on with the @findetermine the level of

efficiency of the franchise enterprises in the gtuithe ranking of the efficient

companies and the characteristics than make onehiise enterprise more efficient
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than others. For this purpose, we only analysecfrise enterprises that made a profit
in 2009.

Accounting ratios provide a broad measure of efficy, but now there are alternative
models for analysing the technical efficiency ofraup of units in a more complex
and real context. DEA methodology (or Data EnveleptnAnalysis), proposed
initially by Charnes et al. (1978), is based oredihprogramming that allows to
evaluate the relative efficiency and the produttivf a group of organisations or
individuals, generally known as DMUs, by comparinguts and outputs with all the
other DMUs.

DEA methodology has been widely applied in a largenber of articles with
theoretical extensions and many different appliceti (Emrouznejad et al., 2008
presents a good survey of these papers).

In the franchise context, some authors have appliedr methodologies for studying
the efficiency of franchise companies. For instarizge Jonghe and Vander (2008),
introduce a modified Tobin’s Q ratio to measuredp@an banks franchise value and
their efficiency; and Tan et al. (2010), investeg#tte properties of Pareto-efficient in
the private provision of public roads through batgerate-transfer contracts using a

bi-objective programming approach under perfearim@ation.
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Despite the above, most studies of franchisingcieficy use DEA techniques. For

example, Tsaur (2000) measures the relative efitgieof international tourist hotels

in Taiwan; Anderson et al. (2000) analyse hotekigficy using DEA methodology

and another stochastic frontier technique in a $amp48 hotels in USA; Chiu et al

(2008) applies a BCC model to evaluate a bank'artieal efficiency in Taiwan;

Hwang and Chang (2003) evaluate the efficiency ahagement of a hotel chain in

Taiwan; Roh and Choi (2010) study efficiency betwewiltiple brands in a restaurant

franchising chain operating in the Pacific Rim; dnalina et al. (2010) analyse the

relationship between size and efficiency in thédtahospitality sector.

Many papers compare the efficiency of franchisechmanies versus non-franchised

units and Anderson et al. (1998) and Yoo et al98nderline the power of DEA

methods in comparing franchised and non-franchisgts. Anderson et al. (1998)

apply DEA methodology to compare efficiency betwaesample of unaffiliated real

estate brokerage firms and a group of affiliatetegmises and Yoo et al. (1998)

analyse the superiority of franchised companiethénrefreshment place industry. As

other examples, Botti et al. (2009) analyses efficy with DEA models of franchises

versus other organisational forms in French hobelires; and Perrigot et al. (2009)

compare performance and efficiency between plucanf chains (chains with
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franchised hotels and company-owned hotels) andesorostly franchised hotel

chains in the French market.

Despite the wide application of DEA methods to ftaie efficiency analysis, there

are only a few investigations in a Spanish conteat.instance, Giménez et al. (2007)

uses a three-step DEA to reallocate resourcesstiauent locations belonging to a

Spanish fast-food chain; Alonso de Magdaleno et(2009) looks at whether the

contractual forms of hotel chains influence effidg, focusing on the Melia Hotel.

Although a previous investigation (Garcia et ab12) analyses the relative efficiency

of franchise firms in different sectors using a ftmmcave metafrontier model based

on DEA methodology, in this paper we propose aedkifit analysis applied to the

enterprise framework in Spain. Concretely, we fot¢he study on the relative

efficiency analysis and super-efficiency of thelegand other services sector, which is

the main set of franchising enterprises as destiipeviously.

Efficiency analysis of franchise services ver sus control companies

The first aim of our study is to evaluate if frarsshcompanies are more efficient than

similar companies in the same sector. For this gaepwe selected 143 franchises in

the trade and other services sector in Spain (éxé&p motor vehicles and

motorbikes). Most of these companies engage inice=y providing products or

goods such as furniture, fashion, nourishment, toed like, but the sample also

13



contains 23 companies (16% of the sample) thatr dffeding services such as

business consulting, or computers and electronigpetent programming. We have

chosen only the companies where information forahalysis was available and no

errors in the data were detected.

To compare the efficiency of these companies witheio similar ownership

enterprises, we chose a control sample with theesammber of companies 143, in a

similar geographical location, registered in thensasector (identified by the same

activity codes) as the selected franchises.

Efficiency focuses on the relationship between tapand outputs of the analysed

companies. In the DEA application, the input antpatiselection is one of the weak

aspects of the analysis due to its subjectiviteréfore, the analyst must choose input

and output variables that are representative ofréiseurces and objectives of the

companies in the sample.

This study uses five input variables: tangible dixassets, intangible assets, the total

volume of own resources, total liabilities and laboosts for the 2009 financial year.

With these results the enterprises must achieveesmsrults or outputs in DEA

methodology. We chose sales and returns beforgesiteand tax as the most

representative variables.

14



These measures are good indicators of financiaierficy and some of them appear

as inputs or outputs in the DEA literature (Fu@@4; Pulina et al., 2010).

After solving the DEA problem (BCC model with inpoientation, initially proposed

by Banker et al. in 1984) with the “DEA-Solver-PR@ogram”, we obtain an

efficiency score for each franchise enterprisesthadtontrol enterprises.

Summarising these resul&gure 1shows the results for the franchise enterprises and

for the control companies. Figure 1 groups efficiennto different levels. For

example, the highest level of efficiency, (unit@gore) was reached in 2009 by 31%

of franchise enterprises. Thus 31% of franchiseises are totally efficient, followed

by 4% of enterprises that achieved efficiency betw8.8 and 0.99. At the opposite

end of efficiency are 30 % of franchise servicesiclv achieved scores between 0 and

0.19.

In relation to the control companies, Figure 1 skhdwat 60% of the enterprises

obtained the maximum efficiency score, whereas 4&tewess efficient control

companies achieved (scores between 0 and 0.19).

###insert Figure 1 here###

Comparative analysis of these figures suggestshiiag a franchise or a franchisor

does not mean that the enterprise will manage esources more efficiently.
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Franchises are an increasingly widespread conabftitm in Spain, but they do not

guarantee efficiency.

This results, although contrary to the thesis naametd by some authors and

supported empirically by studies such as, for exanthose mentioned previously in

this work, is in line with the findings of othewuslies. Thus for example, Alonso et al.,

(2009) analyse the efficiency of the Spanish heidtem and after studying the

specific case of the Sol Melia hotel chain conclikat there are no contractual

formulas more efficient than others. The same amich is reached by Anderson

(1984) and Bracker and Pearson (1986) who, aftalysimg other markets, find no

significant differentiating behaviour in own firnma franchises.

The following step in this paper is to focus oratiele efficiency analysis of franchise

services. This analysis enables us to determieffidiency in the chosen companies

improves when they are compared only with eachrpthibat levels of efficiency

predominate and subsequently, the characterisficheo most efficient franchise

services.

Relative efficiency and super-efficiency of franchise enterprises

After proving that franchise enterprises are notranefficient than the control

enterprises, the second objective is to researehrdlative and super-efficiency of
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franchiser companies and characterise the mosiezffienterprises by attempting to

show the differentiating elements that cause greatkesser efficiency.

Knowledge of the best enterprises is an importafdrence for taking management

decisions. Therefore, many different hierarchiqalcpdures have been developed for

this purpose in the literature.

In the franchise context, there are some franchésiking publications, like the

“Entrepreneur Magazine’s Annual Franchise 500” {hratvides a ranking of the top

500 franchise companies worldwide. This rankingniended as a tool to start a

franchise search and depends on factors like tamndial strength and stability of the

system, the time the company has been franchiginigeofranchises’ financial data.

Obviously, it is a completely alternative rankirgat should not be able to rank the

enterprises analysed in this paper.

This new efficiency analysis uses the same metlgyahs the previous study, that is,

the BCC model with input orientation. Now, howewe analysis only considers 96

franchiser enterprises with positive returns in 20Birst, because super-efficiency

models (applied later to rank the efficient undsgume that inputs and outputs of the

problem are non-negative variables, and secondausecin our opinion, it is not

worth analysing the efficiency of loss-making epteses as the loss suggests that

they have been unable to optimise resource manageme
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The inputs and outputs selected in this new efiityeanalysis are the same as in the

last application, adding two new inputs: the numbeown establishments and the

number of franchise businesses. The addition cfetheew variables is supported by

the thesis of some authors (Baena and Cervino,)28&2franchisor size is one of the

significant variables in the expansion of a fraselhthain.

The scores obtained for profitable franchise emiggp with the BCC model (see

Figure 2 reflect an important improvement in efficiencytween these enterprises,

when they are not compared with control compamies:igure 2shows only 23% of

the studied firms obtain scores below 0.5 and 5B&oout of 96) analysed franchise

services achieve the unitary score.

###Insert Figure 2 here###

There is a drawback if “top efficient status” islcdhddy many DMUs as it is not

possible to discriminate between them and selecketiding DMUs in the group.

To find out if DMUs with unitary scores really dave the same relative efficiency,

we need to implement a new methodology that oféefgrocedure for obtaining a

hierarchical ranking of DMUs.

In the DEA context, different ranking procedurevédeen developed and applied.

Adler et al. (2002) offer an excellent review oétmain ranking methods used with

DEA methodology, concluding that each techniqueissful in a specific area but

18



there is no unique solution for every analysis.gD@wthors, like Bosca et al. (2011),

propose a ranking method that assumes the resolotia set of DEA-FDH models

with possible variations of inputs and outputs,airfuzzy context. Following this

investigation, Medal and Sala (2011) propose alairhierarchical method with FDH

methodology, which considers the variation coedfits condition in an uncertain

context. Liu and Peng (2008) rank the units acogydio their efficiency score

weighted by a set of weights. Reza et al. (2007@rod new ranking system for

extreme efficient DMUs based upon the omissionhefsé efficient DMUs from a

reference set. Finally, Tsou and Huangb (2010) gge@ model named performance

baseline that can be used to rank DMUs, providimgramon basis for performance

comparison.

Despite the competence and value of those techsiignehis paper we use super-

efficiency methodology to rank the efficient DMUWkye to the characteristics of the

data selected.

Super-efficiency models are an extension of the Disahod that measures the effect

of excluding DMU under evaluation from the refererset. This procedure shrinks

the production set and allows efficient DMUs to dee super-efficient, with super-

efficiency scores above the unit. Nevertheless,sttwes of the inefficient units do

not change, that is, they have the same level athenstandard models. This

19



methodology allows an efficient urktto achieve a score higher than one, removing
the K" constraint in the mathematical formulation of theblem, as shown in

Equation 1.

h, =Max u,y,
r=1

subjectto:
DX, =Y uy,-¢, 20 for j=1.n j#k 1)
i=1 r=1
Zvixik =1
i=1
u=¢ for r=1.s
v,2¢ for i=1.m

Adler et al., 2002, describe this methodology asnking process in the DEA context,

and identify three problematic areas in this analys

The first problem is associated with the weightsdut evaluate unit efficiency. The

objective function value of the DEA problem desigrigy Andersen and Petersen,

(1993), gives a rank score for all units, but eaclit is evaluated according to

different weights.

Second, the super-efficiency methodology can gspetialised” units an excessively

high ranking. Therefore, enterprises that are aafhjggood at managing one or more

of their inputs can determine the DEA frontier, dbioning the score efficiency of the

rest of the units. This drawback concerns the encst of outliers or influent units, but

it is not a problem in our analysis. Neverthel&sseyoshi (1999) developed a new

formulation for the super-efficiency problem thabals this problem.
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Finally, the third problem refers to the fact thome super-efficient DEA models can

be infeasible. In such cases, the super-efficieneyhod cannot provide a complete

ranking of the units selected. Zhu (1996), Seifardl Zhu (2001) analyse which

conditions make a super-efficient DEA model infbesiand Mehrabian et al. (1999)

suggest a modification to the problem formulatiorider to avoid this limitation.

Despite these limitations, super-efficiency modedse been broadly applied in the

literature for different purposes. For instance,nlBa et al. (1989) used this

methodology to screen out outliers in the set of iy ICharnes and Neralic (1992),

Seiford and Zhu (1998) and Zhu (2001) developedersévnew super-efficiency

models to analyse the sensitivity of efficient DMalsd determine efficiency stability

regions; Andersen and Petersen (1993) and Nousa €2011) employed the super-

efficiency model to rank efficient units and diseimate performance among efficient

DMUs, and Avkiran (2011) uses DEA super-efficierfioy estimating the relationship

between efficiency and financial ratios in banks.

In this paper we use the super-efficiency modealattk DMUs (following Andersen

and Petersen, 1993) with a BCC equivalent modeh(imput orientation) introduced

by Lovell and Rouse (2003). We obtain new supecieficy scores for the 56 DMUs

that were classified as completely efficient in grevious analysis, enabling us to

establish a hierarchical order between them. Duth@ophysical limitations of this
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paper,Table 1shows the top ten franchise services from the skeliected. This table
shows the ranking of the top ten franchise senvias the super-efficiency analysis.
###Insert Table 1 here###

Starting from the given DMU ranking of the mosti@ént franchise services with
profits, the following step is to characterise thest efficient enterprise3able lalso
shows the variables selected for this purposetdt® number of establishments of
each company (own establishments and franchisenésses) and the ROE ratio
(return on equity), defined by equation (2).

returnsbeforeinterestsand taxes

ROE= (2)
own resource

Figure 3 shows the relationship between the rank and thal toumber of

establishments (own and franchise business) fortdpeten enterprises. Although

initially it might seem that the best enterprises those that have achieved a large

number of own establishments or franchisegure 3 makes it clear that the number

of establishments is not a relevant variable fogatgr efficiency. For instance,

whereas the second firm (The Bymovil Spain S.L3 h&8 establishments (9 own

and 149 franchised), the sixth company in the ragpKBoskuchen S.L.) only has 4

establishments.

22



###insert Figure 3 here###

Nevertheless, if we represent the ROE for the iftgeh franchise services depending

on the established rankingi§ure 4, it can be seen that many of the most efficient

enterprises have high returns. For instance, thensecompanyThe Bymovil Spain

S.L.) had a very high ROE in 2009 of 202.48%though the sample firms show

differences in profitability, the average ROE fbetl5 most efficient businesses is

53.35%.

###insert Figure 4 here###

In summary, profitability and efficiency are notetlsame. Profitability measures a

business's ability to generate earnings while iefiicy determines an enterprise’s

capacity to obtain maximum output with its own @s@s or its capacity to achieve

the same results with the minimum inputs. In owgecdhe most efficient enterprises

are those that have been able to obtain their t{gales and returns in 2009) with

the minimum level of inputs (assets, own resourdesilities and workers).

Nevertheless, being the most efficient company matlgmmeans being the most

profitable.

Conclusions

This article aims to analyse efficiency in a sefrahchise services in the trade and

other services sector on two levels: in comparisith non-franchise enterprises in
23



the same sector (control sample) and comparing teectusively with each other

using DEA methodology.

The results show that franchise services are nat nefficient than other similar

enterprises. Franchising does not ensure that dhgany’s resources are managed

more efficiently.

Comparison of the franchise enterprises with edbbrasuggests that the valuation of

most companies improves and most of them are eealuss being totally efficient

(unitary score). This finding makes it difficult t@lect the companies that really are

the most efficient and so we propose the use ofuiper-efficiency Model.

The application of this model enables a rankindpdoestablished between the units

(franchises) and suggests that efficiency is mield to the number of establishments

in a franchise (whether ownership or franchise rpmiges). The link, however,

becomes clear when relating the ranking in Talie ftanchise profitability measured

by ROE (Figure 4). In general, the higher the ragkithe greater the ROE. That is,

the most efficient franchisors show better finahmaults, although this is not always

fulfilled in each particular case.

One of the contributions of this study is to sepaefficiency and profit as measures

of performance and then examine the way they rétatach other when comparing

franchises in the trade and other services sedioe economics and business
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literature, including the franchising literaturemplicitly assumes that greater

efficiency leads to higher profits and vice versat depending on the measurement

method and the set of companies, this assumptigmianecessarily hold true.
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Figure 1

Efficiency scores for control enterprises versasi¢hise services
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Table

1

Top ten scores of profitable franchise services

Super-
efficiency Own Franchise
Ranking Franchise Services ROE establishment{ business
1 Merkamueble Europa S.A.| 50.59% 4 71
2 The Bymovil Spain S.L. 202.48% 9 149
3 Ars Rei S.L. 25.52% 26 0
4 Congelats Flor De Neu S.L.| 12.50% 7 1
S Onipse Canarias SL. 99.61% 0 28
6 Boskuchen S.L. 20.00% 1 3
7 No es pecado S.L. 17.78% 0 17
8 Servifruit Gomab S.L. 13.95% 14 10
Esparta Factoria de Proteccion 87.50%
9 S.L. 1 18
10 Condis Supermercats S.A.| 9.63% 202 234
Figure 3
Number of establishments of 10 most efficient flase services
Number of
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Figure 4

Return on Equity for 10 most efficient franchiseveees
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