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Résumeé :

The research has for purpose to analyze the ubtiiféct of organizational form choices on
retail network’s financial performance at the netiwievel. We consider (i) three forms used
in isolation: networks operating company-owned egprfranchisee-owned stores or stores-
within-a-store, (ii) three dually-organized forme.idual forms mixing two of the three forms:
networks operating company-owned and franchisedestocompany-owned and stores-
within-a-store or franchised stores and storesimA#astore and (ii) a combined form
associating the three ones: networks operating aogrpwned units, franchisee-owned units
and stores-within-a-store. In doing so, the reseaonsiders a broader range of organizational
forms than the ones usually analyzed in the liteeat

How can we explain theoretically that an organmai form yields a better financial
performance? Prior research provides indirect #texa arguments and evidence of how each
organizational form may affect financial performanthe benefits and drawbacks associated
to company-ownership and franchising as dominagamzation forms have been extensively
studied, mainly in the light of three theoreticaéws — the resource scarcity theory, the
contractual theories and the resource based vidwy Buggest three reasoning on how
resources can be acquired and spread out thartke tearious organizational forms. When
comparing dual forms to dominant forms, we suggestnding the synergistic view of dual
franchising forms to the two other dually-organiZedms. Finally, as the advantages and
draw-backs of forms associating the three pure $dnave not been analyzed in the literature
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so far, the rationale for such combined form islye in the light of the theoretical view
used for the choice of internationalization modseduin combination. With this theoretical
framework, the research extends existing views @milr organizational forms and their
expected outcomes in terms of financial performance

To test our hypotheses, we study a sample of mesithately-held French retail companies
from the fashion sector (n= 170), using two créesf performance - profit margin ratio and
return on assets. The issue consists in distingngsine two different dimensions of a retalil
organisation form — its nature and its degree ofceatration — in a consistent manner. To do
so, we follow a two-steps approach on the basia odbnventional mathematical method yet
uncommon in business academic research. Firstramsform the triplet of the percentage of
stores in each organizational form in Cartesiarrdioates. Second, we transform Cartesian
coordinates in polar coordinates to study the timeetisions of concentration and nature of a
retail organization form. In doing so, the reseaudes an innovative empirical method.
Descriptive statistics and ordinary least squar@sS) regression model are used to
empirically examine the influence of the organiaaél forms on the financial performance at
the network level.

Main results show that none of the purely or dwainfs tends to generate better financial
performance than any other, even though descriptafistics exhibit important differences in
terms of performance among organizational forms. tBe results highlight that networks
combining company-ownership, franchising and storigsin-a-store generate better financial
performance (higher profit margin ratio and higheturn on assets), up to a certain point,
compared to dual forms and pure forms. In doingrs®research provides further evidence on
the question if any organizational form is supeioterms of financial performance.

Key words : Organizational form, resource-based view, findnpi@rformance, retailing,

fashion sector
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within-a-store: can any organizational form yield ketter

performance? Evidence from French fashion retailers

Introduction
For a multi-unit network, is there an organizatiofarm that exhibits better financial
performance? This question deserves particularastefor retail practitioners developing
networks and deciding for the “best” organizatiostalicture to maximize performance.
Considerable research interest has been devotethetoreasons for the choice of an
organizational form over another as far as commamyed and franchised stores and their
dual use are concerned. Yet there is a much langay of organizational forms to develop
retail networks, among which the store-within-arstarrangement that is regularly used by
retailers but rarely considered by academics @exatl Zang, 2010). This is a complex and
little understood organizational form in which botharket governance and hierarchy
governance exist, that is worth analyzing (Kimlet2011). Furthermore, the ultimate effect
of organizational choices on financial performahes been rarely studied and the empirical
evidence on this issue remains sparse (Madanarf@l, 2011; Fadairo and Lachimba-
Lopez, 2012; Kosova & al., 2013).
Given this research deficit on the impact of goaece structures on financial performance,
this paper addresses the following research questiothere an organizational form that
yields better financial performance for a retaitwark? Our research investigates whether
French fashion retail networks exhibit better avéo financial performance according to their
organizational structure.
This research contributes to the existing litemiarthree ways:
(2) it further examines empirically the impact of @ganizational form on a company’s
financial performance. To do doing so, it considerBroader range of organizational
forms than the ones usually analyzed in the liteeat three distinctive forms —
company-owned stores, franchisee-owned stores tanelsswithin-a-store — three dual
forms — plural form associating franchising and pamy-owned stores, dual forms

associating (i) franchising and stores-within-arestand (ii) company-owned stores and
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stores-within-a-store — and a combined form assiagiacompany-owned stores,

franchisee-owned stores and stores-within-a-stbdereover, contrary to most of

existing research focusing on publicly traded commgx® our sample contains mainly
non-listed companies;

(2) it uses an innovative empirical method — thpooordinates — to depict the nature
and degree of diversification of a retail organizaal form;

(3) it enlarges existing evidence both in termsexftor and in terms of countries. With
its narrow focus on the French fashion retail seatgrovides additional evidence to
the existing ones about the performance of orgéiniza forms that mainly focused on

the US market and the service sector.

1. Retail Organizational forms and Financial perfomance: Overview of

Major Research Results

Prior research have attempted to assess the mesotsatiirough which an organizational form
could result in a better or lower financial perfamee. The literature provides indirect
theoretical arguments and evidence of how eachn@gtonal form may affect financial
performance. In this perspective, the literaturgien® leads to shed light on different
theoretical views, providing explanations for ficad performance outcomes of various
organizational choices. The conceptual frameworkadept in this research is presented in
figure 1. It consists in considering the benefiid drawbacks of the three main organizational
forms operated by retail companies as well as tldgbeir mixed and combined uses and
subsequently conclude on how they may result inetely neutral or lower financial

performance at the network level.

Figure 1. Conceptual model

Organizational form Financial performance

Benefits and drawbacks of an
organizational form
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1.1. Theories explaining purely organized networksand their financial performance
outcomes

Among the variety of organizational forms to deyelcetail networks, retailers most
commonly embrace company-ownership, franchisingsaoie-within-a-store (SWS hereatfter)
(Mossinkoff and Smit, 2002; Netmeyer & al., 2012pncisely defined, a company-owned
network — e.g. the British retailé&ccessorize — refers to a network in which units are owned
by the parent company and managed by the empl@jeébs company. A franchised network
— e.g. the Italian retaildBenetton — consists in a network in which each unit is base an
arrangement where one party (the franchisor) gramdsher party (the franchisee) the right to
use its trademark or trade-name as well as cdnt@imess systems and processes, to produce
and market a good or service according to cerfa@cifications. A network operating SWS —
e.g. the Australian retail®illabong — is a network based on units that consist irtalrgpace
under its specific brand implemented in a well-xdedi place of a store managed and known
under a different sign.

The benefits and drawbacks associated to compangm@wip and franchising as dominant
organization forms have been extensively studiediniy in the light of three theoretical
views — the resource scarcity theory, the conted¢heories and the resource based view. The
SWS arrangement has attracted very little atterftimm a governance perspective so far (Kim
& al., 2011). Yet its interest as an innovativeaildbusiness model to generate customer value
has been demonstrated (Mossinkoff and Smit, 200&s8u & al., 2011). The cross-channel
context characterized by the multiplication of tmember of touch points with consumers
leads to retail networks combining mono-brand stavgh stores-within-a-store (Jerath and
Zang, 2010; Netmeyer & al., 2012). Hence retailwoeks are becoming more and more

complex in terms of governance structure. The éduilustrates our conceptual model.

Figure 2. Purely organized retail networks: theories explaining their impact on financial
performance

Resource scarcity

Organizational form
» Dominantly COS N Financial
* Dominantly F performance

* Dominantly SWS Contractuatheories ap-

Resource-basedew
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Table 1. Benefits of a network operating dominantlyan organizational form and impacts on financial peormance

Dominantly
company-owned store

Dominantly
franchisee-owned store

Dominantly
store-within-a-store

Governance
structure

Hierarchy
Integrated channel

Contract
Contractual channel

Mix of hierarchy and contract
Partially integrated channel

[0

t

nd

e

) . . ' . . o Indirect and non-traditional means to
[SEPN Access to information, financial and manageriabueses; rapid overcome informational. financial and
3°C expansion; capital redirection hypothesis: F asuasitional a lesser extent mane’I erial resourc;e
3 § form (Oxenfeld and Kelly, 1969; Combs and Castraegiv, constraints (Ama<’:iieu Vi?/iani and Pico
0: ’
1994) Coupey, 2013)
©
X ‘1’ ; ;
S Q The higher the resources and capabilities pf Thanks to franchising, development of specific reses and The higher the complementant_y of
= el ; ; : - N g . , | resources between the host retailer a
o b 2 the network, the higher is the rent-generating capabilities resulting in a competitive advantaigenchisees . . .
< S 2 tential of such d tocal ket knowled dast tive for ibioading t the hosted retailer, the higher will be th
S 52 potential of such resources and, consequen Iyxca market knowledge and a strong motive for ipteding to value enhancement potential of SWS
= o the higher is the propensity towards compapyinnovate and adapt to external environment (Gillid Combs, : o ; N
T @ (Amadieu, Viviani and Picot-Coupey
S & owned stores 2009)) ' 2013) '
3]
2
Q i . .
~ § w Redlchegttrésrkcg;ggﬁ riding; - Reduced monitoring costs (minimizing costs ofgraphically
5. . . ' . e dispersed units); better incentive structure; As some resources are under the control
p
@ = - Promotion of consistency across units within . : . . . . . _
59 e . - Positive effect on performance since it overcofiremncial, of the host retailer, there is a risk of frg
c the network: hierarchical control to ensure . . o -
= L . . informational and managerial limits to company gifoyEhane, riding and hold-up.
'S) quality, image uniformity and cost 1996)
minimization
- Mixed impact (Newby and Smith, 2009; Gillis andribs,
Impact of the | - Positive impactwhen they have a valuable 2009) Positive non-significant impact on the

organizational
form on perfor-
mance

(main references)

brand name and tacit business practices
(Barthélémy, 2008)

- Positive impact when valuable operating
routines exist (Gillis and Combs, 2009)

- Positive impact when brand name not too valuable
(Barthélémy, 2008)
- Positive but non-significant impact (Aliouche a&chlentrich,
2009)
- Positive and significant impact with five measucd financial

performance (Madananoglu & al., 2011)

profit margin ratio and positive non-
significant for ROA as dependent
variable (Amadieu, Viviani and Picot-
Coupey, 2013)
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a-store arrangements as dominant organization farmsynthetically presented in table 1. In
terms of respective benefits and drawbacks as walltheir subsequent impacts on a
company'’s financial performance, company-ownedestaesult in a better control over the
retail concept and subsequently to a consistentuaifdrm image (Chang and Harrington,
2000), thus providing a high brand value and angtmeetwork reputation (Barthélémy, 2008).
These benefits should result in a higher finanpeaformance. But if free-riding is reduced by
company-ownership, effort monitoring is difficulthweh could result in a lower financial
performance (Gillis and Combs, 2009).

Previous research results synthesized in tableg@jesti that networks operating dominantly
franchised units exhibit three main benefits thiowdhich their financial performance can be
enhanced. It is a governance structure with whidbllabusiness system is transferred to a
franchisee who operates an independent busineser uthé marketing and managerial
guidance of a franchisor. Consequently, this ozmional form (i) eases the leverage of
value creating resources leading to rapid growth réduces the cost of effort monitoring
thanks to motivated owners and (iii) provides lbratt@rket knowledge with the feedbacks of
local franchisees. This should indirectly resulaiihigher financial performance (Shane, 1996;
Bartélémy, 2008). Moreover, studies have addredbeddirect effect of franchising on
financial performance, along various dimensions pefformance: market measures of
financial performance in terms of shareholder retand shareholder risk (Spinelli & al.,
2003; Aliouche and Schlentrich, 2009) enriched wiidwrket value added and economic value
added (Aliouche and Schlentrich, 2009), or the @haatio, Treynor Ratio, Jensen Index,
Sortino Ratio, Upside potential Ratio (Madanano&lal., 2011) or self-reported measure
(Gillis and Combs, 2009). This body of researcmdrted on US listed firms with the
exception of Gillis and Combs (2009) and on thevisersector (restaurant, hospitality), is
slowly converging to provide empirical evidencettfianchising results in a positive effect on
financial performance.

With networks operating SWS, retailers organizertheesence within other retail stores, the
formers gaining autonomy over a part of the stosmex by the latters (Jerath and Zhang,
2010). Analyzed in the light of the resource bagiea+ (Amadieu, Picot-Coupey and Viviani,
2013), a SWS generates benefits through the conepitery and synergy effects between
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concessionaires and retailers, and among the warsbops collectively. It is a form of
controlled distribution that offers flexibility ae retailer is not committed with long-term
lease contract with multiple clauses (Jerath amiyZ2010). Adopting the resource scarcity
perspective, SWSs help speed the development effad network as it is possible to open
numerous outlets at the same time with limited weses. Such network expansion should
raise the retail brand profile, in terms of vigilygiland recognition as an increase in the number
of outlets strengthen a brand (Lafontaine and SH#5). In this perspective, operating
dominantly with SWS arrangements should have aigesmpact on the profit margin rate of

a retail network by increasing and diversifyingesal(higher number of outlets, pricing
strategy control, better brand exposure) and reduexpenses (lower promotion campaign
expenses and labour costs). Yet, a high numbemafl size and dispersed stores involves
additional costs such as extensive splitting ofodstent management, higher logistic,
inventory management and labour costs (Amadieu,iadivand Picot-Coupey, 2013),
lowering the operational efficiency of the netwo@k balance, these arguments lean towards

a negative effect of SWS on financial performance.

Table 2. Expected impact of a pure organizationaldrm on financial performance

Dominantly COS Dominantly F Dominantly SWS
Resource scarcity Information, financial, Information and financial
managerial resources resources
Resource-based view ++ [CO strategic ++ [relational embedded +[relational embedded
resources] strategic resources] strategic resources]
Contractual theory Control +++ Control ++ Control ++
approaches Local adaptability - Local adaptability ++ Local adaptability +
[Control v. Local
adaptability]
Expected impact on ++ +++ +
financial performance

Therefore, considering these arguments that atbesized in table 2, we could hypothesize:
H1. Franchised networks generate a higher financigberformance than wholly-owned
networks which in turn generate a higher financialperformance than networks operat-
ing stores-within-a-store.

[Franchised networks> wholly-owned networks > netwiks operating SWS]
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1.2. Theories to explain dually and combined orgamed networks and their financial
performance outcomes

Dual distribution franchising - or plural form— es§ to the simultaneous presence of both
franchised and company-owned stores in a givenar&twt is one of the most widespread
governance structure (Hendriske and Jiang, 201lis Gi al., 2013) with well-known retall
brands such a€opCopine in France oiCamper in Spain. Dual forms associating company-
owned stores and SWSs (e@ycci) and franchisee-owned stores and SWSs (@8ar) are
mentioned in the retailing literature (Burt, 1998pore and Fernie, 2000) but not studied in
the business literature. The dually-organized netsv@nd their financial performance out-
comes can be compared to the pure forms as wathasg themselves.

When comparing dual forms to dominant forms, wegesg extending the synergistic view of
dual franchising forms to the two other dually-orgad forms. Several theoretical views, de-
picted in figure 3, suggest explanations of the bexween franchisee-owned and company-
owned stores and provide indirect rationale forfthencial performance outcomes of such an
organizational choice.

Figure 3. Dually-organized forms and theories to aalyze their impact on financial per-
formance

Resource scarcity

Organizational form Resource-based view
* Dual form combining Financial
b lfCOS ) Fb' . > > performance
. ual form combining .
COS — SWS Contractual theories
* Dual form combining F
- SW¢E

Innovation theory and
organizational learning

The benefits and drawbacks of dual franchising foare synthetically presented in table
3.
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Table 3. Benefits of a dual franchising network andmpact on financial performance

Dual franchising form

- Benefits of managing an hybrid retail organizaties in the balance be-

cc>>‘ > tween the centralized corporate control and thallagtonomy and initiative
%é of retailers (Mitronen and Mdller, 2003);
I+ - Rationale for plural form is market heterogengitynonitoring costs Moni

toring efforts is distance sensitive. (Pénard &2011).

The benefit of a plural form derives from the effaio organize franchisor-
owned and relational strategic assets so thatvh&ie can be best leverag
to meet key strategic goals (Gillis & al., 2013)

The benefits of a plural form lies in the managenoém diversity of goals
and the possibility to overcome four challenge®meht to the management
of a multi-unit organization, namely: network grémidy adding new stores
in coping with speed and location quality constisgimaintenance of con-

cept uniformity across stores on behalf of the driamage; local responsive
ness to threats and/or opportunities; and systese-adaptation to accom:

modate concept changes (Bradach 1997; 1998)

Re-
based
view

(D
o

learning

Theoretical framework
perspective

Innovation theory
Economic | and organizational source-

Complementarity between units in terms of capadditexploitation capabil

ities (quality management, administrative managejrisnthe managers of

company-owned stores opposed to exploration capebibf franchisees
(Sorensen and Sorensen, 2001)

framework

Impact of the - Positive but non-significant impact ( Botti & a2009; Perrigot., 2009)

plural form - Positive significant impact (Roh, 2002; Chabaudl& 2009; Perrigot,
on perfor-
mance 2009)

Such a co-existence of company-owned and franchiséd generates benefits in terms of
network management (Bradach, 1997; 1998; SorensdnSarensen, 2001) and network
growth (Shane, 1996; Michael, 2002). Shortly stateahchised units gather new information
and exploit local opportunities while company-owngaits benchmark best practices and
maintain consistency. Such respective benefitsaohdorm in a given network should result
in a higher financial performance: the value of Wiaeious assets can be best leverage thanks
to each organizational form (Mitronen and MolleB03; Gillis & al., 2013). Besides this
indirect evidence of the impact of a plural form famancial performance, several research
recently addressed the issue of financial outcavhgdural forms. They derived evidence that
plural form has a positive significant impact onaincial performance at the network level
compared to networks operating pure forms (Roh22@otti & al., 2009; Chabaud & al.,
2009; Perrigot, 2009).
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The two other dual forms mixing either company-od/stores and SWSs or franchised stores
and SWSs can be analyzed in the light of the thieateexplanations that support plural form
organizations. Following the complementary perspecia benefit of managing a dual form
mixing company-owned stores and SWSs can be irb#tence of units with exploitation
capabilities (quality management, administrativenaggement) by the managers of company-
owned stores opposed to exploration capabilitienafagers of SWSs who better know their
local market. The synergies between franchisee-dwamits and SWSs are less obvious: their
capabilities look alike; a main drawback can beetwork inconsistency as none of the units
exhibits control capabilities. On balance, the ligmef a dual form mixing franchisee-owned
stores and SWS are limited and will not generasei@erior financial performance for retail
companies when compared to dominant forms. Butb#mefits generated by a dual form
mixing company-owned stores and SWSs are more tapoand will generate a superior
financial performance, when compared to dominamh$ Therefore, we could hypothesize:

H2. Networks operating dual forms will generate:

(H2.1.) a higher financial performance than networks opeating a dominant

organizational form, in the case of networks operang plural forms and a form mixing

company-owned stores and SWSs;

(H2.2.) a lower financial performance, in the case of aetwork mixing franchised

stores and SWSs.

[Networks operating a plural form> networks operating company-owned stores and

SWSs> networks operating a dominant organizationaform > networks operating

franchised stores and SWSs]
When comparing dual forms among themselves, previegearch results suggest that dual
franchising form is particularly performing becauke complementarities between the two
governance structures inside the networks arecpéatly high. Following this perspective, it
appears that complementarities between companywsitoges and SWSs exist but are less
important than between company-owned stores andHised stores. Indeed, operating SWSs
with company-owned stores leads to mix partialkggnated units with integrated units while
a dual franchising form mixes integrated units withits based on a contract with high
incentives. Besides, as mentioned above, mixingchised units and SWSs seem to generate

problems of consistency in the networks. Therefaeecould hypothesize:
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H3. Networks operating plural forms will generate ahigher financial performance
than networks operating company-owned stores and S8&, which in turn will generate
a higher financial performance than networks operaing franchised stores and SWSs.
[Networks operating a plural form> networks operating company-owned stores and
SWS> networks operating franchised stores and SWSs]

1.3. Theories to explain networks operating a combed form and their financial
performance outcomes

The advantages and drawbacks of organizational Saassociating the three pure forms,
company-owned units, franchised units and SWSs hat been analyzed in the literature so
far. Yet, it is very common for retail companies dooose an organizational arrangement
mixing these three forms rather than a single dual form. Well-known retailers such as
Mexx, Hermes or Hugo Boss operate such combined forms. How to explain such a
diversification and the mix between franchisee-advrs¢ores, company-owned stores and
stores-within-a-store? We label it “combined form’reference to internationalization modes
used in combination in the international busindssdture (Petersen and Welch, 2002; Benito
& al., 2011). The rationale for such combined fasmranalyzed in the light of the theoretical
view used for the choice of internationalizationdes used in combination namely the value
chain approach (Welch & al., 2007). Benito & al012) observed various motives for
combining internationalization modes: to operatéous value chains in a foreign market
(unrelated modes), to target different customemssds (segmented modes), to increase
efficiency (complementary modes), to strengthenro@dment and control (hybrid modes), or
to benchmark local operators (competing modes).lieadng this analysis in terms of
governance structure of a network, we suggestthigatliversification of organizational forms
in a retail network may allow increasing substdlytithe flexibility of strategic decisions as
well as the marketing efficiency with more custortagets being served. Consequently, such
a choice should have a positive impact on a rettivork financial performance. But too
much diversification could generate problems ofrapenal efficiency, with a network being
too dispersed and requiring too many capabilitiés.expect to observe a decreasing return in
synergies with a too much diversified network. Hifere, we could hypothesize:

H4. There is an inversed U shaped relationship be®en combined forms and financial
performance.

10
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Our research question is: “is there an organizatidarm that yields to better financial
performance?” To answer this question, we studieshraple of 170 privately-held French

companies from the fashion retail sector.

2.1. Sample

We focus on one industry to control for sector effand strengthen the research validity
(Aliouche and Schlentrich, 2009; Madananoglu & 2011). The fashion industry in France
was chosen for two main reasons. Firstly, the Frenarket exhibits high variety in terms of
organizational forms (Fadairo and Lachimba-Lope@12 Chaudey & al,. 2013) thus
allowing to study the variety of dominantly-orgagdz dually-organized and combined-
organized forms. Second, France is recognized lesy anarket in the world in the fashion
retail sector. We enlarged the study to listed aad-listed companies: the sample did not
focus only on publicly traded companies as it ietthe case in previous research (Aliouche
and Schlentrich, 2009; Madananoglu & al., 2011).

2.2. Data

Data were gathered from two sources. First, tha datre collected in the 2011 yearbook of
the French Fashion Institute. 613 retail networkthwnore than ten mono-brand outlets
(mono-brand stores or SWSs) among which four maaoé stores in France are presented.
Among other, information is provided on the orgatianal form of the network as well as
three financial results for the year 2009. For oeasf sample homogeneity, we considered
only the French companies. Second, data were njtchness-checked and completed with
financial statements extracted from the Diane degab Developed byureau van Dijk
(www.bvdep.com), this database provides auditeginftral information on a large number of
French listed and non-listed companies. This datalbes already been used in franchising
research (Barthélémy, 2008). Matching these tworce®, we obtained a cross-sectional
sample for the year 2009 consisting in 170 Freretailr networks (n= 170), for which

complete data were available.

11
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2.3. Independent variable: analysis of the geometral structure of a retail organizational
form
We suggest that a retail organizational form (ROd#fehfter) is characterized by two
dimensions:
(i) its nature: company-owned stores (COS), frasmthistores (F), stores-within-a-store
(SWS);
(i) its degree of concentration or diversificationthese organizational forms: it reflects
the degree of combination between two or threerozgéional forms.
A ROF for a given company “i” can be representedhgyfollowing triplet ROF= (COS, F,
SWS) with:
* COS: the percentage of units that are company-owr@eést
* Fi. the percentage of units that are franchised;
* SWS:. the percentage of units that are operated wittestathin-a-store arrangements.

The triplet can be represented in an equilateiidie, as presented in figure 4.

Figure 4. Representing a retail organizational formwith polar coordinates

COS= (1; 0; 0)

/ ri \

/ | i \

F=(0; 1; 0)
SwS=(0; 0; 1)

12
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ROF i.e. the nature and the degree of concentraliomlo so, we follow a two-steps approach
with a conventional mathematical method yet uncomimdousiness academic research. First,
considering that COSi + Fi+ SWSi = 1, we transfaha triplet of the percentage of stores in
each organizational form in Cartesian coordinat8gcond, we transform Cartesian
coordinates in polar coordinates in order to sttiy two dimensions of concentration and
nature of a ROF. The relevance of this mathemagicatedure is demonstrated thanks to the
representation of a ROF in an equilateral trianiglehis triangle, every point is defined by:

(1) the distance to the origin O, noted r: thisnpaepresents a perfectly diversified ROF

with COS = F= SWS = 1/3;

(2) the angle with the horizontal axis, notéd The greater r, the more concentrated in a

form the network is. The angle indicates if a lesaore network is situated in an area

where COS, F or SWS are dominant or not. Eacletriglpresenting the retail network of a

company “i” is then split into a measure of concatndvn/diversification, ri and a measure

of the nature of the networ .

Thus, we found a measure of concentration/diveedibn of a ROF,;rand a measure of the
nature of the ROM . This is depicted in figure 4.
Additionally, using €, we define several groups. Their definition is wrded in the
distinction between dominantly franchised netwdpercentage of franchised stores > 80%),
dominantly company-owned networks (percentage ofpamy-owned stores > 80%),
networks operating dominantly SWSs (percentage WSS> 60%). The threshold for the
latter form is lower: it seems that when networkgrate dominantly SWSs, 60% of units is
already a threshold above which there is no ddditit is not a hazard. The groups are:

» COS: angular sector defined by the points (0.8,@.2nd (0.8, 0, 0.2);

* F: angular sector defined by the points (0.2, 0)&nd (0, 0.8, 0.2);

* SWS: angular sector defined by the points (0.4,®), and (0, 0.4, 0.6)

* Plural (COS-F): angular sector defined by the @{at8, 0.2, 0) and (0.2, 0.8, 0);

* Dual (COS-SWS): angular sector defined by the gaiai8, 0, 0.2) and (0.4, 0, 0.6);

e Dual (F-SWS): angular sector defined by the pdi@a;9©.8, 0.2) and (0, 0.4, 0.6).

They are presented in figure 5.
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Figure 5. Clusters of retail networks according tahe distribution between the three

retail organizational forms
COS=(1;0;0)

VAN
/N

V4

40

TSwS=(0; 0; 1)

80 40
2.4. Dependent variables: financial performance mesares

The financial performance is measured with twoeddht dependent variables. Considering
that our sample contains mostly non-listed coman&o classical measures of financial
performance based on data available in financééstents were used:

(1) the profit margin ratio (PMR): it is equal taofit divided by sales It essentially
expresses the overall cost/price effectivenessi@foperation. Thus, it can be considered as
reflecting the financial performance of commeraietivities.

(2) return on Assets (ROA): it is equal to profiided by invested capital. It measures the

overall profitability of the company.

2.5. Control variables

To demonstrate the unique influence of a ROF onfit@ncial performance of a retail
network, we control for various effects alreadyesved in the literature:

- firm size (SIZE), capital intensity (CAPINT), andcombination between capital and

labor (K/L): they were observed as key determinantsimdrfcial performance in a meta-

! Detailed computation of variables is given in amie A.
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analysis (Capon & gl.1990) and in previous studies in retailing reseai€ronin, 1985;
Srinivasan, 2006; Madanoglu&l., 2011);
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- leverage(LEV): it was observed as negatively impactingfihancial performance (Hsu and
Jang, 2009, Srinivasan, 2006; Madanoglu & al., 2011

- age AGE): young companies may not benefit from experiencecesfwhich could result in
lower financial performance (Alon, 2001; Perdreaal& 2011; Madanoglu & al., 2011);

- stock level(STOCK): it is considered as a measure of effigggi@ronin, 1985).

2.6. Data analysis
Descriptive statistics and ordinary least squaf@sS)) regression models allow testing the
hypotheses and empirically examining the influeoicthe organization forms on the financial

performance at the network level.

3. EMPIRICAL RESULTS

3.1. Descriptive statistics
The ROFs used by the retail companies in our samptetheir financial performance are
presented in figure 6 for the PMR and in figureor the ROA. Each point represents one
retail company. The “Y” shape divides the triangl® areas where each organizational form
(COS, F or SWS) is more frequent than the two sth&idarge number of points is located on
the company-owned stores / franchised-stores gnonYiet, a significant number of points is
located almost everywhere in the triangle: thisvehthe relevance of our choice to include
SWSs as an organizational form while it is not &ddn the literature so far.
Performance measures are divided in quartiles:

* 1 indicates the lowest performance quartile;

* 4 indicates the highest performance quartile;

* 0is used for missing data.
Examining the figures shows that high or low perfance is not associated to any particular
location in the triangle. Moreover one can obseheevariability of performance in the three
areas delimitated by the “Y” shape. Finally, thakiag in terms of performance is quite
similar for PMR and ROA.
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Figure 6. Profit Margin Ratio depending on retail aganizational forms
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Details of the various ROFs we have in our dataleelayed in table 4.

Table 4. Mean performance for each retail organizabnal form

Retail Organizational Forms (ROF)
N= 170 French fashion retail companies
ROF COS F SWS COS-F COS-SWSF-SWS F
(pvalue)
N 54 21 25 41 21 8

PMR 3.68%| 7.79% 3.76% 4.99% 3.07% 2.25% 0.55

ROA 6.98% | 14.98% 7.14% 9.88% 8.18% 5.51% (.73).45
(.81)

Table 4 depicts the frequency distribution in tleious ROFs of the companies in the sample
and the mean performance, both for PMR and ROAgafh ROF. The differences in
performance between ROFs appear to be quite immqorta

» from a PMR of 2.25% for the dual form to a PMR of%®% for franchising networks;

» from a ROA 5.51% for the dual form to a ROA of 18®for franchised networks.
Yet, they are not statistically significant, probalbecause of by the large dispersion of
performance for a given ROF.
In line with hypothesis H1, we observe that finahgerformances (PMR or ROA) are in the
following order: franchised networks> wholly-owneetworks > networks operating SWS.
The dual form associating COS and F has a perfaenanbetween the ones of the two pure
forms, which contradicts previous observations (R&f}02; Perdreast al., 2011). Thus it is
difficult to know if the mix of these two forms gerates extra financial performance. The
dual form associating COS and SWS has a lower PMRab higher ROA than the two pure
forms meaning that the additional operational cassociated with SWS are more than offset
by the saving of financial resources they genetaiteally, the combination of F and SWS
appears to reduce financial performance. For ttvesdast dual forms, H2 is validated.
The performances of the three dual forms are inetigected order, confirming H3. This
evidence suggests that our analysis in terms dadrgigs between organizational forms is of

particular interest.
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3.2. Impact of retail organizational forms on finarcial performance

Results from the basic model of the financial perfance of retail companies, derived from
the control variables in the performance equatiare consistent with earlier findings.
Leverage, capital intensity and stock level haveegative significant impact as previously
observed (Madanoglu & al., 2011; Cronin, 1985). i@hpntensity and size have a positive
impact as expected (Cronin, 1985; Capon & al., 18&danoglu & al., 2011; Srinivasan and
Raji, 2006). Age has negative non-significant infpaanfirming the results of Madanoglu &
al. (2011) but not in line with the hypothesis.

To analyze the impact of ROF dimensions on perfoaceawe will only use the significant

variables of the basic performance model: levereggital intensity and size.

Results presented in tables 5 and 6 show veryaimifects of the characteristics of ROFs on
the financial performance, whatever the performaneasure used.

First, the nature of a ROF has no significant immacfinancial performance whatever (i) the
measure of financial performance used (PMR or R@#j (ii) the measure of the nature of
the ROF (theta or the different categories). Theneo evidence that any of the dominant or
dual organizational forms vyields better or lowaraficial performance. This confirms the
conclusions of Botti & al. (2009). Consequentlyorfr a managerial perspective, when it
comes to organize a retail network, the most ingsdrtecision is not in the nature of the
organization form but in the fit between this ongational form and the strategy of the retail
network (Yin and Zajac, 2004; Barthélémy, 2008).

Second, we observe a significant impact of the rdifieation measure on performance,
whatever the measure of financial performance uaeaetwork combining company-owned
stores, franchised stores and SWSs exhibits a hightkR and a higher ROA, compared to
dual forms and pure forms. As the coefficient & limear term is positive and the coefficient
of the quadratic term is negative, we conclude thathypothesis H4 of an inversed U shape
between diversification and financial performaneevalidated. This result is in line with the
theory adapted from the international managemesralure about the combination of foreign

operation modes (Benito & al., 2011).

Table 5. Impact of a ROF on Profit Margin Ratio
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French companies

OLS, robust standard error

Dependent variable: PMR
Level: 10% *, 5% ** 104 ***

Basic Model ROF Model of Perf. #Model of Perf. +
ROF ROF

Leverage -.002***(-3.10) -.0023**(-3.60) | -.0024***(-3.92)
Stock -.122 (-1.41)
Capital intensity | -.0014 (0.07) 0.027* (1.88) .038* (2.51)
K/L .005* (1.86)
Size .015* (2.51) .020%*%(3.60) .019%+%(3.25)
Age -.0004 (-1.10)
ROF
Concentration (r) 28 (0.97) .36 (1.29) .45* (1.65)
r square -.40 (-.97) -.52 (-1.39) -.68 * (-1.77)
Nature (theta) .004 (0.68) -.0007 (-.15)
Theta square -.0007 (.18) | -.0013 (-.40)
COSs .0097 (.21)
F .043 (.92)
SwS .004 (.08)
COS-F -.006 (-.13)
COS-SwS .017 (.35)
Constant -.061 (-1.10) -.002 (-0.04)  -.17**%(-2.82) | -.19** (-2.38)
R2 0.31 0.01 0.25 0.27

Table 6. Impact of a ROF on Return on Assets
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French companies

OLS, robust standard error
Dependent variable: ROA
Level: 10% *, 5% **, 19 ***

Basic Model ROF Model of Perf.Model of Perf. + ROF
+ ROF

Leverage -.003***(-3.53) -.004***(-4.44) | -.004*** (-4.80)
Stock -.116 (-.72)
Capital intensity | -.067 * (1.66) -0.039 (-1.36) | -.023 (-.78)
K/L .007 (1.46)
Size .035* (2.44) .038**%(2.96) | .036*** (2.68)
Age -.0005 (-.74)
ROF
Concentration (r) 1.04 ** (1.96) .962** (2.00) 1.14** (2.25)
r square -1.45* (-1.90) | -1.353** (-2.06)| -1.61** (-2.23)
Nature (theta) .0.005 (0.46) .0005 (0.05)
Theta square -.001 (-0.16) -.004 (-0.63)
COSs -.020 (-.28)
F .04 (.54)
SwS -.023 (-.33)
COS-F -.37 (-.55)
COS-SwS .018 (.25)
Constant -.136 (-1.01) -.06 (-.73) -.293*%(-2.38) .32** (-2.12)
R2 0.22 0.02 0.20 0.20

4. Conclusions, limitations and perspectives

The research had for purpose to analyze the ukiraiéct of organizational form choices on

retail networks’ financial performance. It aimedaatalyzing the impact of the governance

structure on the financial performance of the tetatworks, taking into account three domi-

nantly-used forms (company-ownership, franchiseaership and SWS), three dually-

organized forms resulting of the association of faons as well as a combined form associ-
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ating the three forms. The results show that ndrieeopurely or dual forms tends to generate
better financial performance than any other, eveugh descriptive statistics exhibit im-
portant differences in terms of performance amagguizational forms. The results highlight
that combining company-ownership, franchising atodes-within-a-store generates better fi-
nancial performance, up to a certain point. This@vwe of no direct impact of organizational
form on performance suggests that further resestrolld investigate the fit between a given
organizational form and the characteristics of @irecompany. Following the theoretical
analysis, it seems that two characteristics areties to consider for appropriate fit “govern-
ance — strategy”: the consistency of the retaivoét on the one hand and the requirements
for local adaptations on the other hand. We attémpgelineate the appropriate organizational

form according to these two characteristics indabl

Table 7. Retail organizational form and contingenfactors of performance

Consistency of
the retail network _ _
_ Low Intermediate High
Requirement of
local adaptation
_ - COS-F - COS-F-SWS
High
-F
- SWS - COS-SWS
-- -F - COS-F-SWS
Intermediate
- F-SWS
- COS-F-SWS
COS - COS-SWS - COS
Low
- COS

This study is cross-sectional, over a one-yearpernhich may not be representative of the
true performance of the company. Using longitudidata — if available — would enlarge
existing empirical evidence of the outcomes of oiz@tional forms on a retail network’s

financial performance.
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APPENDIX A - Definition of variables

ationale de ManagatrStratégique

Description of variables

Concept

Measure

Description

Financial performance measures

Financial measure of
commercial perfor-

mance

Profit Margin Rate (PMR)

Economic profit/turnover
Economic profit = EBIT
(Earnings Before Interest ar

Taxes)

Profitability (manage-

ment point of view)

Return on Economic Asset (ROA

Economic profit/Economic
asset
)

Economic asset = Equity H

financial debt

Age of the retail net-

work

2009 — first shop in France

Firm size

Ln(Total surface of sales

Capital intensity

Capital necessary for 1€ of sal

es Total assets/total sales

Combination of capital

and labour

Capital to labour ratio

Economic asset/labour c(

d

DSt
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