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ABSTRACT 
 
 

The theoretical frameworks of transaction cost economics and agency theory are 

widely used to design appropriate governance structure for constraining opportunism 

within marketing channels. These approaches generally assume that marketing channel 

managers are opportunistic, and only economic constraints deter opportunism in 

exchange relationships. However, some empirical studies have shown that managers do 

not always behave opportunistically even if conditions permit such behavior. In addition, 

some researchers have proposed a “cycle of self-fulfilling prophecy” and have argued 

that the uncritical assumption of opportunism and excessive use of control mechanisms 

such as monitoring only exacerbates the problem. Thus, it is important to identify 

conditions in which opportunism likely occurs. 

The present research argues that marketing channel managers exhibit differing 

propensities for opportunism (PFO), and it spans three levels of analysis to identify 

contributing factors. The individual-level analysis treats marketing channel managers as a 

heterogeneous population and investigates the impact of individual traits on their 

behaviors in business relationships. At the dyadic level, I modify standard 

microeconomics models to incorporate norms of fairness. Finally, the extra-dyadic level 

of analysis goes beyond the traditional dyadic focus to include network-wide social 

influence on a relationship. Using the data collected from 162 unit franchieees. the 

hypotheses were tested using structural path analyses. 

The findings of this dissertation provide guidance on the extent to which costly 

and potentially damaging control mechanisms are really necessary in a given marketing 

channel relationship. Overall, the research contributes to the existing literature by re-

examining a fundamental behavioral assumption about marketing channel managers and 

providing an alternative framework that can meaningfully inform us as to when and why 

opportunism occurs.
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CHAPTER I 
 

INTRODUCTION 
 
 

Problem Statement 

For over two decades, scholars have studied the management of opportunism in 

interfirm relationships. Opportunism generally refers to “self-interest seeking with guile” 

(Williamson 1975, p. 48). As reviewed by Wathne and Heide (2000), opportunism may 

take an active form (violating explicit or implicit agreements) or a passive form (quality 

shirking or withholding efforts, evading obligations). Opportunistic behaviors between 

marketing channel members may result in premature termination of the relationship, or, 

at the very least, lead to suboptimal relationship outcomes (Parkhe 1993; Pilling, Crosby, 

and Jackson 1994). Managing opportunism is one of the most critical tasks of marketing 

channels. To maintain a good, constructive relationship, Gundlach and Murphy (1993) 

suggest that ethical principles provide a necessary foundation for any transactions 

including discrete ones, noting that: “Without moral principles to guide conduct, even the 

simplest of exchanges risks failure” (p. 43). According to Noreen (1987), ethical 

behaviors are “a necessary lubricant for the functioning of markets” (p. 7).  

 Past research has widely utilized Transaction Cost Economics (TCE: Williamson 

1985; 1996) as a useful framework for determining the most appropriate governance 

structure (hierarchy, market, or hybrid) to limit opportunism. Also widely used and 

related closely to TCE is agency theory (Jensen and Meckling 1976, Jensen 1983), which 

aims to identify the most efficient contract from the perspective of the principal, or the 
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party which delegates specific tasks to the agents. Agency theory has extensively been 

used in the intrafirm context, mainly in salesforce compensation studies.  

While both agency theory and TCE have been the dominant theories used to 

determine the most efficient form of governance (TCE) or contract (agency theory) given 

the nature of the potential for opportunism, they have also been criticized for their 

assumption of opportunism. Both theories assume that firms (or agents), when given the 

opportunity, may seek to serve their self-interests at the partner firm’s (principal’s) 

expense. Though both theories recognize that some firms (or agents) may indeed be 

trustworthy, the overriding assumption is that it is too difficult to identify a priori who is 

really trustworthy. Furthermore, the theories implicitly assume that trusting the partner 

firm (or the agent) is simply naïve and gullible.  

Clearly, not all economic actors automatically behave opportunistically, even 

when given the chance. By adopting the assumption of opportunism, however, we do 

shield ourselves from potential damages from the relationship. Indeed, this is exactly 

what TCE prescribes. Ghoshal and Moran (1996) call TCE “bad for practice” because 

presuming opportunistic nature in the partner firm precludes developing meaningful 

relationships. Gilbert (1996) similarly calls this phenomenon the “prisoners of the 

prisoner’s dilemma” (p. 165). Dees (1992) points out that attributing all human behavior 

to self-interest seeking is adopting a worst-case scenario, which could become self-

fulfilling, possibly because “distrust breeds further distrust” (Yamagishi 2001, p. 139). 

Similarly, referring to agency theory, Mitnick (1992, p. 76) notes the theory is “a study in 

Murphy’s Law”, or what can go wrong will go wrong, and hence we must always assume 

the worst.  
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The relational exchange paradigm parallels this view (Dwyer, Schurr, Oh 1987; 

Morgan and Hunt 1994; Heide and John 1992). Studies have shown that relational norms 

effectively deter opportunism (cf. Brown, Dev, and Lee 2000). Assuming the worst in 

each other clearly is not the solution to opportunism, but research is still lacking in the 

area to address the issues.  

Simon (1955) argues that, rather than focusing on normative decision-making (or 

how one should behave), economists (and/or statisticians) should instead focus on the 

discrepancies in decisions caused by perceptual, cognitive, and learning factors. It is 

interesting to note that both agency theory and TCE provide the frameworks for 

identifying the optimal contract or governance forms. Incidentally, both Dees (1992) and 

DeGeorge (1992) assert that agency theory has normative implications when it is used as 

an aid for decision-making.  

Dees (1992, p. 35) describes that agency theory is inherently biased because it (1) 

treats obligations as one-way (agents to principal); (2) develops excessive distrust and 

disrespect for agents; (3) overlooks important issues of fairness; and (4) misses solution 

possibilities that include ethical/social norms. In addition, Kahneman, Knetsch, and 

Thaler (1986a, p. S299) criticize normative theories (e.g., agency theory, TCE) for their 

overly simplistic view of human decision making in complex societal contexts. More 

specifically, they call for the need to modify standard microeconomic models to 

incorporate norms of fairness. Their series of experiments indicate the prevalence of 

fairness-seeking behavior in our society despite the normative theories’ treatment of 

fairness as irrelevant, instead favoring the pursuit of economic efficiency (see Kahneman 

et al. 1986a, 1986b) 
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It is no small wonder that empirical studies of TCE and agency theory show 

discrepancies in their accounts of how firms and employees actually behave. As 

normative theories, neither TCE nor agency theory provides adequate insights as to when 

and why opportunism takes place. Moreover, some economic control mechanisms for 

managing opportunism (i.e., vertical integration and credible commitments in the form of 

transaction specific investments) have been found to actually increase opportunism in 

marketing channels (cf. Brown et al. 2000). The literature has also found monitoring to 

have inadvertent, negative effects (e.g., John 1984; Murry and Heide 1998). Following 

these normative theories, therefore, firms may inadvertently exacerbate the problem by 

employing too much control in their quest to avoid being victimized by opportunistic 

channel partners.  

As effectiveness refers to the “degree to which a social system achieves its goals” 

(Price 1972, p. 101), I point out that control mechanisms are not effective unless they 

actually deter opportunism. While verifying the partner firm’s ability and motivation 

during relationship initiation can be a proactive strategy (Stump and Heide 1996), what 

are apparently needed are more fine-grained mechanisms for effectively safeguarding 

against ex post opportunism, or “behaviors that unilaterally improve the party’s term of 

trade” (Wathne and Heide 2000, p. 39).  

 

Research Significance 

The present research posits that using the dichotomy of trustworthy-untrustworthy 

to characterize the exchange partner is too simplistic. Rather than automatically assuming 
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that channel firms are opportunistic, I argue that they exhibit differing levels of 

propensity for opportunism (PFO, hereafter).  

I pay attention to both PFO and actual opportunistic behaviors (OB, hereafter). 

PFO is defined as the extent to which a marketing channel member is inclined to behave 

opportunistically. I distinguish propensity, or an “intense natural inclination or 

preference” (Merriam-Webster dictionary), from actual behaviors because (1) propensity 

reflects desires, which strongly influence intentions (Bagozzi and Edwards 1998), yet (2) 

individuals do not necessarily act on their desires. According to Vroom’s (1964) 

expectancy theory, the linkage between the desirability of a particular outcome and actual 

behaviors is influenced by the feasibility of actions, while desires persist over time 

regardless of feasibility (cf. Perugini and Bagozzi 2004). That is to say, constraints such 

as economic or social costs may restrain a manager from acting opportunistically; 

however, s/he may well behave opportunistically if the constraints were to loosen or be 

removed.  

As Koford and Penno (1992) note, while some people are more ethical than 

others, any individual will be ethical in some situations and not in others. Consider the 

following descriptions of alternative motives for ethical behaviors from Solomon (1999, 

p. 117): 

1. Rule-bound – thinking and acting on the basis of rules and principles, with only 
secondary regard to circumstances or possible exceptions; 

2. Utilitarian – weighing probable consequences, both to the company or the 
profession and to the public well-being; 

3. Professional – evaluating all decisions first in terms of benefit to the profession, 
the institution, and the company and its reputation; 

4. Loyalist – duties and obligations defined by way of identification with the 
company or the organization; 
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5. Virtuous – every action is measured in terms of its reflection on one’s character 
(or the profession, institution, or company reputation) without immediate regard 
to consequences and often without paying much attention to general principles; 

6. Intuitive – making decisions on the basis of conscience, even without 
deliberation, argument, or reasons. Intuitive thinkers tend to be impatient with 
more deliberative deontological and utilitarian types; and 

7. Empathetic – following one’s feelings of sympathy and compassion. “Putting 
oneself in the other’s place” is the modus operandi of the empathetic style, 
whether the “other” be a competitor (“How would we like it if he . . .”) or a client 
(“I can easily imagine how it would feel to be . . .”).  

 

Two things can be said about Solomon’s conceptualization. First, it highlights and 

supports the basic notion that social exchange, whether interfirm or interpersonal, is 

embedded deeply in social structures (Granovetter 1985; Shapiro 1987). Both TCE and 

agency theory largely ignore such embeddedness of exchange relationships. In recent 

years, researchers have explored relationalism (Macneil 1980) or relational norms (Heide 

and John 1992) as an alternative control mechanism that foster efficient exchanges. 

According to Brewer (1979), one effect of group identification may be that individuals 

attach greater weight to collective outcomes than they do to individual outcomes alone. 

Previous research has also shown that TCE’s assumption of opportunism has received 

mixed support (see Rindfleisch and Heide 1997 for review). The importance of the 

relational norms of exchange has generated strong support, on the other hand (John 1984; 

Brown et al. 2000; Rokkan, Heide, and Wathne 2003). 

 Second, examining Solomon’s seven alternative reasons more specifically, one 

can identify different categories by which individuals’ ethical behaviors are determined. 

Rule-bound and utilitarian reasons may easily be described in terms of TCE and agency 

theory assumptions that individuals are opportunistic and calculative, and explicit 

contracts and/or monitoring must be exercised to prevent such behaviors. Professional 
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and virtuous reasons are related to moral behaviors derived from the professional 

environment. A Loyalist reason is based on identification (or relationalism) with the 

exchange partner (or the principal). Intuitive and empathetic reasons are related to 

individual-specific moral sensitivity.  

While the literature on rational economic actor models (i.e., TCE and agency 

theory) provides some guidance in predicting OB, it is based on the self-interest 

assumption which has been under criticism for many years. To resolve this issue, this 

dissertation takes a holistic view and analyzes three levels of PFO and OB: individual, 

dyadic, and extra-dyadic.  

The purpose of this dissertation is to investigate the determinants of PFO and OB 

at the three levels of embeddedness simultaneously. First, I explore the impact of 

individual differences in business conduct in terms of moral values and personality traits. 

Second, I examine the embeddedness of a dyadic relationship structure on a manager’s 

decisions to behave opportunistically. Third, I explore the social embeddedness in the 

dyadic relationship and the role of the ethical environment and social network in which 

the dyadic relationship is embedded. After all, dyadic exchange relationships never exist 

in a vacuum. Directly or indirectly, there are other firms involved in the environment that 

may have influence over or be affected by the dyad.  

Incorporating three levels of analysis of PFO allows the present research to extend 

the current marketing channel literature by considering both the “bad apples” argument as 

well as the “bad barrels” argument from the business ethics literature. The “bad apples” 

argument blames unethical behaviors on particular individuals who lack some personal 

quality such as moral character (Trevino and Youngblood 1990). The present research is 
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the first to examine the individual-specific propensity of opportunistic behaviors within 

the marketing channel literature. The “bad barrels” argument attributes unethical conduct 

to the organizational environment that fails to reinforce ethical behavior, or even 

pressures individuals to behave unethically (Trevino and Youngblood 1990). Again, this 

dissertation provides a first look at the social environmental influence on dyadic 

opportunistic behaviors. 

By investigating a partner firm’s PFO and the feasibility (i.e., economic and 

social costs) of OB, I intend to contribute to the marketing channel literature in the 

following ways: 

(1) Extend the traditional level of analysis of opportunism from a dyadic focus to 
encompass individual and extra-dyadic levels; 

 

(2) Offer an alternative, behavioral perspective that can meaningfully inform us as to 
when and why opportunistic behaviors actually take place in marketing channel 
relationships; and  

 

(3) Distinguish between PFO and OB (and their determinants), so that we can advise 
managers as to how they can better safeguard their relationship investments by 

 

(a) Effectively deterring opportunism,  
(b) Avoiding unnecessary transaction costs involved with using inappropriate 

governance mechanisms (e.g., excessive surveillance, overly explicit 
contracts), and ultimately,  

(c) Helping to develop collaborative, mutually beneficial relationships.  
 

 

Research Questions 

 Given the limitations of extant research on opportunism, and to summarize the 

purpose of this dissertation, the following several important issues are to be investigated: 

(1) How do individual differences impact the PFO and OB of an exchange partner? 
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(2) How do the quality and the structure of the dyadic relationship influence PFO and 
OB? 

(3) What role does social environment play in reducing or increasing PFO and OB? 
(4) To what extent are the explicit control mechanisms (e.g., monitoring) necessary 

and/or efficient in preventing opportunism? 
 
As noted by Milgrom and Roberts (1992), TCE’s assumption of opportunism is 

“self-interest unconstrained by morality.”  Rather than uncritically assuming opportunism 

in the exchange partner, this research will investigate the role individual moral character 

plays in PFO in a business-to-business context. Consider the following comment of 

Niccolo Machiavelli over 500 years ago: 

“Any person who decides in every situation to act as a good man is bound to be 
destroyed in the company of so many men who are not good. Wherefore, if the 
Prince desires to stay in power, he must learn how to be not good, and must avail 
himself of that ability, or not, as the occasion requires” (quoted in Stevens 1979, 
p. 49) 
 

Machiavelli believed that personal ethics and professional requirements are 

simply irreconcilable. Do managers behave according to their moral character, or do they 

observe other conventions in their business dealings?  The answer to this question, 

especially pertaining to marketing channel relationships, has not yet been uncovered. 

This question also is tied to the second one, which considers the degree to which 

managers follow the rational, economic-man assumption independent of the context. As 

mentioned previously, the rational-actors are assumed to always take actions that 

maximize their wealth. The dissertation questions the validity of such an assumption. The 

marketing channels literature provides plenty of evidence that affect plays an important 

role in relationship management, such as satisfaction (see Geyskens, Steenkamp, and 

Kumar 1999 for review), affective commitment (Kim and Frazier 1997; Gilliland and 

Bello 2002), and perceived fairness (Dwyer et al. 1987; Kumar, Scheer, and Steenkamp 
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1995b). While these emotions clearly exist in any social relationship, I question the 

extent to which they influence channel managers’ PFO. If managers strictly follow the 

rational economic actor assumption, these emotions should play no role in managers’ 

pursuit of their objectives. 

Following the social embeddedness literature (Granovetter 1985; Uzzi 1997), it is  

also suspected that an extra-dyadic professional environment, which reflects the extent of 

socialization within a particular industry and is based upon membership in 

professional/industry associations, plays a significant role in PFO and OB. Social 

network studies have provided evidence that firms within a social network tend to hold 

shared values (or norms) that determine appropriate business conduct (Macauley 1963; 

Dore 1983; Asanuma 1985).  

Lastly, the results of this research investigating the contributing factors for 

opportunism should provide an answer to an ultimate question: To what extent are the 

explicit control mechanisms necessary and/or efficient in preventing opportunism?  These 

control mechanisms are designed and implemented with the assumption that channel 

managers are rational, guileful and self-interest seeking economic actors. By enhancing 

our understanding of why channel managers act opportunistically, we will effectively be 

able to determine efficient levels of safeguarding – both explicit and implicit control 

measures. 

 

Organization of the Dissertation  

This dissertation is structured as follows. Following this introductory chapter, 

Chapter Two provides the literature review and conceptual background for examining the 
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three levels of analyses of PFO and OB. Chapter Three provides the overall conceptual 

model, followed by hypotheses that specify the impact of the three levels on PFO and 

OB. Both Chapter Four and Chapter Five are focused on research methodology: Chapter 

Four is devoted to the discussion of the research sample and data collection; while 

Chapter Five focuses on the survey instrument. Chapter Six provides the hypothesis 

testing results. Finally, Chapter Seven discusses overall contributions of the research, 

managerial implications and research implications, as well as future research directions.  
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CHAPTER II 
 

LITERATURE REVIEW 
 
 
 

Opportunism Management in Marketing Channels 
 

Opportunism is one of the most critical issues in marketing channels management. 

In Wathne and Heide’s (2000) extensive review on the forms of opportunism, three are 

identified: (1) adverse selection, (2) active opportunism, and (3) moral hazard. The 

problem of adverse selection (Akerlof 1970) occurs when a channel member purposely 

fails to disclose his/her true attributes to the exchange partner firm before entering the 

relationship. As a result of a failure to select the most qualifying candidate, the principal 

likely incurs increased ex post transaction costs due to active opportunism and/or moral 

hazard. Active opportunism occurs when a party deliberately lies or “misrepresents 

material facts” (Shell 1991, p. 238). Active opportunism also takes place through an 

active breach of contract, such that expressly forbidden acts are committed (Rousseau 

1995). Lastly, the moral hazard problem involves passive opportunism, that is, one of the 

exchange parties purposely withholds effort (Griesinger 1990; Masten 1988; Rousseau 

1995), or somehow refrains from performing actions that they originally agreed to 

perform (Goetz and Scott 1981).  

Adverse selection is an ex ante opportunism, while active opportunism and moral 

hazard are ex post opportunism, such that an exchange party “engages in behaviors that 

unilaterally improve the party’s term of trade” (Wathne and Heide 2000, p. 39). More 

generally speaking, all types of opportunism share the nuance of a “lack of candor or 
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honesty in transactions, to include self-interest seeking with guile” (Williamson 1975, p. 

9).  

Traditionally, marketing channel researchers have mainly focused on governance 

mechanisms in the dyadic relationship when determining the level of threats of 

opportunism. Governance mechanisms are those “tools that are used to establish and 

structure exchange relationships” (Brown et al. 2000, p. 52). The extant research suggests 

that there are several generic approaches to control potential opportunism; among these 

are (1) qualification procedures (Heide and John 1990; Stump and Heide 1996), (2) 

credible commitment (Anderson and Weitz 1992), (3) monitoring (Lal 1990; Stump and 

Heide 1996), (4) explicit formal contracts (Macneil 1978), and (5) ownership (vertical 

integration) (Williamson 1975). In addition, recent research also suggests the important 

role of socialization, or relational norms in managing opportunism (cf. Brown et al. 

2000). Table 2.1 summarizes the previous literature investigating the determinants of 

opportunism. The following subsections discuss each in detail, with exceptions of 

ownership and formal contracts, which are covered in a later subsection within the 

framework of Transaction Cost Economics (TCE). 

 
 
Ex Ante Qualification Procedures 

Rigorous selection efforts, as in Xerox Corporation’s supplier certification 

processes (so-called Xerox Multinational Supplier Quality Survey), represent proactive 

and effective control mechanisms to ex ante opportunism. A priori screening of high 

quality exchange partners is said to be the “most straightforward way of managing 

opportunism” (Wathne and Heide 2000, p. 45). Qualification procedures require
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Table 2.1: Previous Research on Determinants of Opportunism 
 
 
Study Study Context Predictor Variables Control variables % 

variance 
explained 

John (1984) Oil retail dealers reporting 
their degree of opportunistic 
behaviors against their 
suppliers 

Non-contingent influence 
attributions 

Coercive influence 
attributions 

Reward influence attributions 
Bureaucratic structure 
Attitudinal orientation 

N/A 34.1% 

Provan and Skinner 
(1989)  

Farm and power equipment 
dealers reporting their degree 
of opportunistic behaviors 
against their primary supplier 

Three Dependence variables 
(service dependence, number 
of suppliers, and availability 
of alternatives) 
Formalization 
Centralization 

N/A 16.0% 

Gundlach, Achrol, and 
Mentzer (1995) 

Experiment (simulation) - 
subjects assumed either 
manufacturer or distributor 
responsibilities in negotiations

Commitment Proportionality 
(distributor’s commitment to 
the relationship minus that of 
manufacturer, and vice versa) 
 
 
 
 
 
 

 3.2%1 

                                                 
1 F=1.11 (P>.10). 3% is the mean across four measurements regression analyses. 
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Table 2.1 continued. 
Ramaswami (1996) American Marketing 

Association members 
reporting their own degree of 
opportunistic behaviors within 
their firm 

Output controls 
Process controls 
Self control 
Role ambiguity 
Role conflict 
Performance documentation 
Procedural knowledge 
Supervisory participation 
Supervisory knowledge 
Supervisory consideration 

Age 
Gender 
Management 

26.8% 

Joshi and Arnold 
(1997) 

Experimental design – 
industrial purchasing agents 
served as participants 

Dependence Low and high relational 
norms (multi-group 
analysis) 

Not reported 

Brown, Dev, and Lee 
(2000) 

Hotel general managers 
reporting their degree of 
opportunistic behaviors 
against their brand 
headquarter 

Transaction specific assets 
Relational norms 
 

Hotel chains  
Hotel size 
Hotel ownership  

13.7% 

Ramaswami and Singh 
(2003) 

Salespeople from Fortune 500 
companies reporting their 
degree of opportunistic 
behaviors within their firm 

Supervisor trust 
Job satisfaction 
Distributive fairness 

N/A 17.0% 

Rokkan, Heide, and 
Wathne (2003) 

Building materials suppliers’ 
opportunistic behaviors 
investigated. Dyadic data – 
buyer sample reported their 
suppliers’ opportunism, and 
suppliers reported their own 
opportunism.  

Buyer transaction specific 
investments (TSIs) 
Extendedness (analogous to 
Economies of Continuation) 
Solidarity 
Buyer TSIs*Extendedness 
Buyer TSIs*Solidarity 

Relative size 
Number of employees 
Buyer concentration 
Supplier TSIs 

10% 
(suppliers’ 
own OB) 

36% 
(buyers’ 
perceptions of 
supplier OB) 
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management’s ability to identify the best possible partner (Heide and John 1990; 

Spekman 1988).  

In order to avoid being locked in with a problematic partner, Stump and Heide 

(1996) argue for verifying both ability and motivation during relationship initiation. In 

addition to evaluating the partner firm’s abilities in areas such as product quality, 

customer service, and delivery performance, Stump and Heide point out that the partner 

firm’s motivation may be assessed a priori on the basis of their willingness to undergo 

qualification processes as well as to make necessary investments.  

While these ex ante control mechanisms represent a partial solution to 

opportunism, Wathne and Heide (p. 46) caution that opportunism may still prevail even 

after the screening processes.  

 

Credible Commitment 

Developing interfirm relationships often requires making investments that are 

specific to the exchange relationship and have little value outside the focal relationship 

(Williamson 1985, p. 55). These transaction-specific investments (TSIs, hereafter) are 

used as incentives for maintaining the relationship in order to achieve long-term gains. 

TSIs take the form of human assets, administrative procedures, tools, capital equipment 

and other physical assets, and so on. The development of relationship-specific capital 

results in benefits associated only with the continuation of the relationship (Klein, 

Crawford, and Alchian 1978). As such, TSIs are frequently referred to as hostages, as the 

investing firm would suffer a sizeable loss if the relationship terminated prematurely. In 
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addition, TSIs are considered credible commitments because they signal the investing 

firm’s commitment to a long-term relationship and because they improve coordination 

between the firms (Anderson and Weitz 1992; Jap and Ganesan 2000).  

While TSIs appear to have a bonding effect on channel members, Ghosh and John 

1999, p. 134) call TSIs “valuable but vulnerable” because of the possibility of being 

expropriated. Some contend that asymmetry in TSIs potentially allow the less invested 

firm to take advantage of its position in negotiations (Williamson 1985; 1996; Shell 

1991; Muris 1981). Empirical studies, however, show weak support for the argument 

(Gundlach, Achrol, and Mentzer 1995; Rokkan, Heide and Wathne 2003). Joshi and 

Stump (1999) suggest that boundary conditions exist for the main effect between TSIs 

and cooperation such as levels of trust and decision uncertainty. Rokkan et al. (2003) 

show that TSIs can have both bonding and expropriation effects, depending on the levels 

of expected future transactions. They find that the receiving firm’s opportunism increase 

for lower levels of extendedness (expropriation effect), while the receiving firm exhibit 

lower levels opportunism under higher levels of extendedness. The findings also included 

that the threat of expropriation can be mitigated by the presence of a norm of solidarity.  

The clearer implication of TSIs is that when reciprocal investment occurs a 

“mutual reliance relation” may be created (Williamson 1985, p. 190). When transactions 

are supported by bilateral credible commitments (Anderson and Weitz 1992; Williamson 

1985) in the form of TSIs, the threat of opportunism by either party may be mitigated for 

the other. Jap and Anderson (2003) also suggest that bilateral TSIs are key to achieving 

high levels of performance and future continuation of relationships. Ahmadjian and 

Oxley (2006) also observe Japanese automobile assemblers use partial equity stakes to 
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make credible commitments to otherwise vulnerable suppliers, while maintaining a 

notable lack of detailed contracts or formal partnership agreements. 

 

Monitoring 

According to Williamson (1994), the third mechanism, monitoring, compensates 

for what selection and TSIs cannot cover. According to Ouchi (1979, p. 846), "People 

must either be able to trust each other or to closely monitor each other if they are to 

engage in cooperative enterprises.” Monitoring is generally defined as any information 

collection by the principal to ensure contractual responsibilities (Jacobides and Croson 

2001; Fama and Jensen 1983). Adler and Borys (1996), focusing on organizational 

control (i.e., bureaucracy), review two schools of monitoring research: a positive and a 

negative view. Adler and Borys (1996) posit that enabling (i.e., positive) and coercive 

(i.e., negative) bureaucratic controls are continuous variables representing two opposite 

ends of a spectrum, rather than a dichotomy. The negative view sees bureaucratic control 

as coercive and entailing an abrogation of individual autonomy. Furthermore, as Adler 

and Borys (1996, p. 62) note, “the centrality of bureaucracy’s coercive function is further 

emphasized by the economists’ standard assumption that work is disutility” [Italics 

added], and as a consequence, the employees exhibit dissatisfaction and lack motivation. 

On the other hand, according to the positive view, bureaucratic control can be fulfilling 

and gives “needed guidance and clarifies responsibilities” (Adler and Borys 1996, p. 61). 

Adler and Borys cite role stress theory (Kahn et al. 1964; Jackson and Schuler 1985) and 

reason that the positive consequences are because “formalization reduces role conflict 

and ambiguity, thereby increasing work satisfaction and reducing feelings of alienation 
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and stress” (p. 64). The latter may be the case for Bello and Gilliland (2002), who find 

positive effects of close behavioral control with foreign distributors. 

The predominant take of the marketing channel literature is the negative view, 

which is consistent with the frameworks of TCE and agency theory. Wathne and Heide’s 

(2000, pp. 43-44) review describes two ways by which monitoring reduces opportunism. 

First, from a behavioral perspective, the monitoring process itself may place 

uncomfortable social pressure on a party and thereby increase compliance (Blau and 

Scott 1962; Murry and Heide 1998). Second, from an economic perspective, monitoring 

increases the ability to detect opportunism and ultimately the ability to match rewards 

and sanctions to the partner’s behavior in an appropriate fashion. 

Monitoring efforts may be undermined by such factors as measurement 

imperfection and low task programmability (Eisenhardt 1985). If the principal had access 

to perfect information about the agent’s behaviors, then there would be no incidents of 

moral hazard (Holmstrom 1979, 1982; Holmstrom and Tirole 1989). Low task 

programmability can explain the inability to identify and specify a particular observable 

measure for monitoring (Baker 1992; Barzel 1982). Kidwell and Bennett (1993) suggest 

that the difficulty of monitoring a particular employee in a group setting may derive from 

several factors: (1) group size, (2) task interdependence, and (3) individual task 

invisibility. 

 Similarly, the extensive review by Jacobides and Croson (2001) narrows down 

four factors that impact the extent of monitoring efficiency: (1) measurement 

imperfection, (2) multiple tasks in agency relations, (3) ex ante causal ambiguity, and (4) 

latent economies of continuation. First, traditional agency theory suggests that 
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measurement imperfection is due to “noise” in the gathered data. The recent literature 

suggests other aspects of measurement imperfection. For one thing, quantifiable measures 

are inherently imperfect indicators of the underlying value creation process (Kerr 1975; 

Meyer 2000). There is also the possibility of the agent manipulating the system, such that 

the agent may produce high scores on the indicators measured by the monitoring at the 

expense of other value-creating efforts that are not monitored. The political economy 

literature also suggests that agents face choices between self-serving efforts and 

cooperative ones (Lazear 1989; Milgrom and Roberts 1989). That is, the agent is free to 

disclose only the kind of information that serves his/her self-interests to the principal. The 

agent may, then, withhold other, vital information at the expense of the principal who 

could use the information to enhance the operations. Holmstrom and Milgrom (1987) 

show that tying pay to firm performance will make it more likely that executives will 

search for ways to smooth firm performance and thereby reduce the risk to their annual 

levels of pay.  

Second, multiple tasks in agency relationships reflect the extent to which the 

agent’s effort to create superior value for the relationship can be attributed to many tasks, 

yet only some of which can be measured quantitatively. Such ability to collect only 

partial crucial information leads to a distorted picture of the agent’s total efforts. In 

industrial sales context, Anderson (1988) shows that such difficulty in evaluating 

performance by limitedly available information can increase salespeople’s opportunistic 

behaviors. 

The third factor contributing to inefficiency in monitoring is ex ante causal 

ambiguity (Thompson 1967), which occurs as the principal is unaware of the specific 
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agent actions that add value beforehand. In turn, ex ante causal ambiguity, or task 

programmability, may have the principal committed to a particular scheme of measuring 

performance before learning of a more appropriate measure.  

 The fourth factor, latent economies of continuation, or the “shadow of the 

future” (Heide and Miner 1992), refers to the agent’s expectation of multi-period 

contracting. Unlike the preceding three factors which have negative impacts on 

monitoring efforts, economies of continuation are associated with improving agents’ 

cooperation, and hence less need for monitoring. Klein and Leffler (1981) suggest that 

the agent’s expected future benefits from continuing the relationship may be enough 

incentive to deter shirking. Multi-period exchange also allows for more incomplete 

contracting than transactional exchange (Williamson 1975).  

Previous studies have shown that agents engage in cooperative behaviors when 

they anticipate extended future exchange (Heide and Miner 1992; Dyer 1996; Dal Bo 

2005). Particularly, Heide and Miner (1992) suggest four specific domains of cooperative 

behaviors to reflect agents’ cooperative behaviors under high expectation of future 

exchange: flexibility, information exchange, shared problem solving, and restraining the 

use of power. Jacobides and Croson (2001) summarize that such cooperation offsets 

problematic measures in monitoring, in turn substituting for strict monitoring (Barney 

and Hansen 1994; Kreps 1990). Because monitoring is less needed under high 

expectations of continuing exchange, it can be said that more monitoring does not 

improve principals’ payoffs.  

In addition to these studies identifying monitoring efficiency, the overall literature 

concerning monitoring is extensive. A majority of researchers have paid attention to the 
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determinants of monitoring intensity (Van de Ven and Walker 1984; Lal 1990; Agrawal 

and Lal 1995; Zajac and Westphal 1994; McAlister 1995; Stump and Heide 1996; 

Dahlstrom and Nygaard 1999; O’Donnell 2000; Gomez-Mejia, Nunez-Nickel, and 

Gutierrez 2001). For example, in the franchising context, Agrawal and Lal (1995) and Lal 

(1990) find that increases in royalty rates positively affect monitoring frequency. 

According to Lal (1990), royalty rate and monitoring are highly correlated because of the 

potential “free-rider problem.” Lal describes that for the agent, an increase in royalty 

rates means fewer payoffs and therefore less of an incentive to invest in service. A 

franchisee can then “free-ride” on other franchisees who invest in good services and 

enhance the franchise’s brand name, which in turn creates demand even for the free-

riding franchisees. The suspecting principal who wishes to maintain its brand equity, as a 

consequence, increases monitoring efforts. Agrawal and Lal (1995) extend Lal’s model 

by incorporating heterogeneity in monitoring costs among franchisees. The results again 

show that the increased royalty rate and the agent’s service level are negatively related.  

The literature also shows that monitoring can exacerbate the problem of 

opportunism (John 1984; Murry and Heide 1998). According to John (1984), 

bureaucratic structuring leads to “an erosion of positive attitudes” (p. 287). Perrow (1986) 

describes monitoring as an inescapably obtrusive management approach in nature. 

Following Perrow (1986), Murry and Heide (1998) empirically support this idea and 

show that monitoring efforts discourage retailers from participating in display programs. 

Provan and Skinner (1989) also show that suppliers’ control over their dealers’ decisions, 

centralization in particular, induces dealer opportunism. Deci and Ryan (1987) suggest 
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that monitoring produces feelings of increased pressure and tension, decreased 

productivity, decreased positive emotions, and lower self-esteem in employees.  

In the context of executives-boards relationships, Zajac and Westpal (1994) 

caution that maximizing monitoring efforts may have adverse effects due to motivational 

considerations such as lack of autonomy. Similarly, Cowen and Glazer (1996) caution 

that increased monitoring can inadvertently induce less effort when the monitored party 

places too much emphasis on monitored behaviors and neglects other valuable efforts that 

can significantly enhance dyadic wealth. Jacobides and Croson (2001) argue that 

increased efforts in monitoring may “destroy social welfare even as they add to principal 

welfare” (p. 206).  

These negative consequences of monitoring can be explained from several 

theoretical perspectives. Reactance theory (Brehm 1966) can, for example, directly 

explain the motivation behind the negative reactions to monitoring. As a consequence of 

a party’s authoritarian behaviors (e.g., monitoring) on another, according to reactance 

theory, the other party’s perceived threat of constraints on autonomy increases, which 

could lead to motivation to engage in behaviors that undermine these constraints. 

Previous studies are generally in agreement with the negative reactions to authoritarian 

behaviors, such that the use of power by less dependent party on more dependent party is 

positively related to non-functional conflicts and dissatisfaction (Frazier, Gill, and Kale 

1989; Anderson and Narus 1990). However, the literature lacks empirical evidence 

showing the direct link between perceived threats on autonomy and reactance, 

opportunistic behaviors.  
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The concept of “zone of indifference” (Barnard 1938)2 also directly relates to the 

negative effects of monitoring. Zone of indifference refers to the amount of authority the 

agent is willing to grant to the principal. Wathne and Heide (2000), from their extensive 

review, note that monitoring may require that a certain "zone of indifference" exist within 

which monitoring is accepted. Barnard (1938) proposes that the principal is successful in 

gaining the agent’s cooperation when the agent’s zone of indifference operates in such a 

way that “many orders are accepted by the individual without conscious questioning” (p. 

167) of them. Barnard notes that a person will accept a communication as authoritative 

when the following conditions simultaneously exist: 

1) The agent can and does understand the communication; 
 

2) The agent believes that it is not inconsistent with the purpose of the agency 
relationship; 

 
3) The agent believes it to be compatible with his personal interest as a whole; and 

 
4) The agent is able mentally and physically to comply with it 

 

Simon (1947), extending Barnard’s notion of zone of indifference, renames it 

“zone of acceptance.” The key idea of Simon’s take on the revised conceptualization is 

that the agent may “accept” an order coming from the principal as the agent internalizes 

the objectives of the agency relationship and realizes that the order is consistent with 

his/her objectives. Simon explicitly discusses the internalization with the concept of 

loyalty. In the organizational context, once internalization takes place, the agent thinks in 

terms of “what is good for the firm,” rather than “what is good for him/her.” If 

monitoring is conducted within the zone of acceptance, it seems likely that negative 

                                                 
2 The book, The Functions of the Executive, is one of the most influential management book of the 20th 
century (Bedeian and Wren 2001)  
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consequences of monitoring may be avoided altogether, and it may even have positive 

outcomes.  

More specifically and descriptively, Frey (1993) suggests that monitoring can 

either successfully preempt and/or prevent opportunistic behaviors (“disciplining 

effects”) or negative effects (“crowding out effects”). Crowding out effects highlight the 

role of an implicit psychological contract (Robinson 1996) which is broken by 

monitoring and hence reduces agents’ overall work effort. Frey notes (pp. 664-665): 

“. . .the agent may perceive more intensive monitoring by the principal as an 
indication of distrust, or as a unilateral break of the contract built on mutual trust. 
As a consequence, the agent affected sees no reason why he or she should not 
behave in an opportunistic way . . .this will maximize his or her utility by 
exploiting all possibilities for profitable shirking to the full . . .increased 
monitoring raises the marginal utility from shirking as the agent’s “bad 
conscience” is absolved by the breakdown of trust with the principal. ” 

 

Furthermore, from his review in the social psychology literature (e.g., Deci and 

Ryan 1985), Frey (1993) points out that the following two conditions crowd out work 

effort (Frey 1993, p. 665): 

1. When an agent affected feels that the extent of self-determination is unduly 
restricted by the principal. In that case, the agent rationally substitutes 
intrinsic for extrinsic control. 

 

2. When the principal’s control reduces the agent’s self-evaluation. Monitoring 
which indicates that the principal is convinced that the agent is unable or 
unwilling to fulfill the assigned task to the principal’s satisfaction tends to 
reduce the agent’s intrinsic motivation. 

 

In sum, crowding out effect refers to “how far the agent’s self-determination and 

self-evaluation are affected by the principal’s monitoring activities” (Frey 1993, p. 665). 

This effect is supported by cognitive psychology research. “Hidden costs of reward” 
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(McGraw 1978; Deci and Ryan 1985), for example, describes that the intrinsic reason (or 

motivation) for doing the right thing is crowded out when individuals are extrinsically 

rewarded for a task that they are ready to undertake for its own sake. Similarly, following 

social exchange theory (Homans 1961; Blau 1964), the violation of the norm of 

reciprocity (Gouldner 1960) reduces perceived benefits from a given exchange, such that 

their marginal benefit from work efforts decreases.  

 

Relational Norms 

A recent development of relational norms perspective emphasizes the importance 

of “socialization” (Wathne and Heide 2000) and relationalism (Macneil 1980) or 

relational norms (Heide and John 1992). The role of relational norms, as Heide and John 

(1992) describe, is “[to prescribe] behaviors directed toward maintaining the system or 

relationship as a whole and curtailing behavior promoting the goals of the individual 

parties” (p. 35), thereby safeguarding against opportunism. The results in Aulakh, 

Kotabe, and Sahay’s (2006) study suggest such form of trust derives from the use of 

social control, whereby shared beliefs in the focal firm’s management philosophy is 

instilled in the relationship. 

Barney and Hansen (1994) call it “strong-form trust,” by which trustworthy 

behavior emerges in response to sets of principles and standards that guide the behavior 

of exchange partners. Cost-benefit analyses of behaving or not behaving opportunistically 

(i.e., “semi-strong trust” by Barney and Hansen 1994) have little significance because 

channel managers value solidarity of the relationship with mutual respect.  



27 

Empirical investigations have been supportive of this mechanism. For example, 

John’s (1984) study, while based on the TCE framework, highlights the importance of 

“social contract” in maintaining efficient exchange in long-term relationships that are 

vulnerable to opportunism. The results of his study find that franchisee opportunism is 

positively related to their perceptions that the franchisor employs a bureaucratic mode of 

governance. More recently, Rokkan et al. (2003) examine the extent to which the 

opportunism potential manifests itself in the form of actual opportunism. They find that a 

strong norm of solidarity decreased the TSI receiver’s opportunism, while a relationship 

characterized by a weak solidarity norm promoted opportunism. Brown et al. (2007) also 

show that mutual perceptions of relational norms effectively control opportunism. 

In addition, efforts have been made to examine the relative effectiveness of 

various control mechanisms to limit opportunism. For example, Brown et al. (2000) 

investigate simultaneously the impact of (1) ownership, (2) TSIs, and (3) relational norms 

on opportunism. The results show support for relational exchange, while ownership and 

investments, when used alone, did not effectively limit opportunism. Brown et al. (2007) 

also found that TSIs were actually positively related to opportunism. In hotel brand 

headquarter-hotel relationships, they also showed that ownership restricted hotel 

managers’ opportunism under two conditions: (1) when the brand headquarters could 

easily monitor the hotel’s activities and outcomes and (2) when opportunism was 

reciprocated by the brand headquarter. 

Other studies have further provided support for the notion that control 

mechanisms’ effectiveness are complex and contingent on other factors. Jap and 

Anderson (2003) have shown that, under higher levels of opportunism, goal congruence 
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becomes a more powerful safeguard than interpersonal trust. In Cavusgil, Deligonul, and 

Zhang’s (2004) study, which compared the roles of trust (both partner credibility and 

benevolence) and formal contracts on opportunism under low and high legal hostility 

conditions in the environment. When legal hostility was high, trust was negatively related 

to opportunism under both low and high legal hostility. Formal contracts had a negative 

relationship with opportunism only under low legal hostility, while it was positively 

related to opportunism under high legal hostility. Carson, Madhok, and Wu (2006) also 

show that cooperative relationships manifested in mutual trust effectively deterred 

opportunism with or without formal contracts. 

Summary and Implications for Opportunism 

Even though the literature suggests that relational norms are a powerful and 

effective control mechanism against opportunism, they must be developed over time with 

mutually cooperative behaviors requiring high levels of trust and commitment from both 

firms. In other words, partnering firms that are relatively new in the relationship cannot 

immediately employ relational norms as a chief control mechanism. Firms must therefore 

employ other control mechanisms, such as monitoring and credible commitment (TSIs).  

These explicit control mechanisms are employed based on the assumption of self-

interest seeking, opportunistic individuals. They operate under the assumption of “semi-

strong trust” (Barney and Hansen 1994), which emerges when rational actors find it in 

their best interest not to behave opportunistically or in other words, when the benefits of 

not behaving opportunistically outweigh the benefits of behaving opportunistically.  

As reviewed in this section, the extant literature generally suggests that 

monitoring has inadvertent consequences. Even though the intent of monitoring is to 
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discourage opportunistic behaviors, it can also exacerbate the problem. If monitoring is 

unnecessarily and excessively used, it can have unintended adverse effects, such as 

reduced trust and increases in negative attitudes toward the principal. The literature 

seems scattered and lacks consensus about the role of monitoring in interfirm 

relationships and guidance as to the appropriate use of monitoring.  

In addition, it seems clear that the traditional notion of “economic actors” is too 

naïve. In long-term, highly committed relationships, managers are often willing to 

sacrifice short-term costs in hopes of gaining uncertain benefits from cooperative 

relationships in the future (Ganesan 1994). As a result of repetitive cooperative 

behaviors, relationships gain more efficiency beyond what would be possible with 

transactional exchange. Relational norms, once established, allow exchange partners to 

share proprietary information (Heide and John 1992; Anderson and Weitz 1992; Cannon 

and Perrault 1999; Day 2000), share burdens of exchange (Macneil 1980; Dwyer, Schurr, 

and Oh 1987), and make more flexible adjustments to future contingencies (Macneil 

1980) and environmental uncertainty (Noordewier, John, and Nevin 1990; Buchanan 

1992; Jap 1999; Eisenhardt and Schoonhoven 1996), all because channel members are 

not preoccupied with the threat of opportunism.  

  

Theoretical Frameworks for Opportunism 

As mentioned previously, traditional opportunism studies have utilized TCE and 

agency theory frameworks. The following sections review these research frameworks. 

Also reviewed is the organizational justice literature, which takes a significantly different 

perspective from the economic theories. Organizational justice studies have not explicitly 
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been used in interfirm opportunism research. Nonetheless, I believe that they have 

tremendous implications for the present research.  

 

Agency Theory  

 Agency theory has been used for several decades by scholars in many fields, 

including accounting, economics, finance, marketing, and organizational behavior. The 

theory is concerned with an agency relationship in which one party (the principal) 

depends on another party (the agent) to perform some action on the principal’s behalf 

(Bergen, Dutta, and Walker 1992). The aim of the theory is to determine the most 

efficient contract governing the principal-agent relationship (Eisenhardt 1989). The 

theory is based on the assumptions as follow: 

• Human assumptions (i.e., self-interest, risk aversion); 
 
• Information asymmetry due to incomplete information obtained by the principal; 

and  
 

• Information as a purchasable commodity. 

First, agency theory assumes individuals are utility-seeking in nature, and they 

look for ways to minimize costs while maximizing gains. For agents, “effort is a 

disutility. . . but it has a value to the principal in the sense that increases the likelihood of 

a favorable outcome” (Arrow 1985, p. 38). The theory posits that an agent chooses an 

action from a number of alternatives that can maximize his/her own wealth. 

Second, the theory also posits that people are risk averse and the principal and 

agent differ in their degrees of risk preferences. Eisenhardt (1989, p. 61) describes that 

the issue of risk arises with outcome uncertainty arising from external influences such as 

government policies, economic climate, competitor actions, and customer preferences; all 
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of which influence uncontrollable variations in the agent’s outcome performance. Such 

risk is borne by the agent, and as the uncertainty increases, more risk is shifted to the 

agent. Such risk-minimizing tendency of agents is observed by Sarin and Mahajan 

(2001). 

In addition to these human assumptions, agency theory assumes information 

asymmetry between the principal and the agent. First, the principal does not have perfect 

information ex ante about whether a particular agent has desired qualifications. Second, 

the theory assumes that the agent has informational advantage over the principal because 

the principal does not have perfect information about the agent’s activities. However, the 

theory also suggests that the principal may purchase information as to the extent of the 

agent’s adherence to the contractual obligations by means of monitoring. 

Collectively, these assumptions in turn give rise to two essential agency problems: 

adverse selection and moral hazard. First, adverse selection (Akerloff 1970; Spence 

1973; Kreps 1990), or “hidden information” (Arrow 1985) is a pre-contractual agency 

problem. This problem occurs when the agent misrepresents their true abilities and the 

principal is unable to verify the true character of the agent to perform the desired action 

due to unavailability of perfect information. Second, the post-contractual agency problem 

is termed moral hazard (Hart and Holstrom 1987), or “hidden action” (Arrow 1985). The 

problems arise when the agent does not perform actions the principal desires due to goal 

incongruence, differences in risk preferences, or environmental uncertainty. 

For hidden information problems, agency theory provides solutions such as 

screening and “signal” (Spence 1973) detections (see Bergen et al. 1992). Extensive 

screening processes include an information gathering strategy to determine the nature of 
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the agent’s character. At the same time, the agent may present signals to the principal that 

s/he possess desirable attributes such as a high level of motivation and commitment, as 

well as capabilities to perform well. Cowen and Glazer (1996) caution, however, that 

some agents may abuse signaling to their advantage to mask their true nature. 

For hidden action problems, agency theory presents two solutions: monitoring and 

providing incentives. Monitoring provides the principal with performance-related 

information (i.e., agents’ inputs) in addition to the outcomes, and it allows the principal to 

better understand the input-output relation (Anderson and Oliver 1987). It is designed to 

reduce information asymmetry in principal-agent dyads to limit the aberrant activities of 

the agent, thereby constraining the agent’s opportunity to “shirk” (Fama 1980; Fama and 

Jensen 1983). As Cowen and Glazer (1996, p. 113) put it, “Common wisdom in the 

economics literature suggests that the less the principal knows about the activities of his 

agents, the more agents will shirk.” 

However, agency theory recognizes that monitoring as a sole solution to 

opportunism is limited because of the imperfect nature of information available to the 

principal. The main problem arises as task programmability (Ouchi 1979; Eisenhardt 

1985), or the extent to which the agent’s appropriate behavior can be specified in 

advance. Eisenhardt (1989, p. 62) gives an example of a retail sales cashier, whose job 

can relatively easily be programmed. Agents engaged in more programmed jobs are 

easier to observe and evaluate; hence, behavior-based contracts (e.g., hourly wages) 

become more attractive than outcome-based ones (e.g., commission pay). For jobs that 

are low in task programmability, behavior-based information becomes too costly (i.e., too 

difficult to measure) to adopt. In addition, environmental uncertainty increases the 
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complexity of the agent’s tasks. Celly and Frazier (1996) show that suppliers are more 

likely to use behavior-based control when environmental uncertainty is high.  

Besides monitoring, another solution to opportunism is providing agents with 

incentives to perform according to the desire of the principal (Ross 1973; Jensen and 

Meckling 1976; Holstrom 1979; Grossman and Hart 1983). Based on the assumption of 

self-interest seeking nature of agents, the theory posits an agent refrains from 

opportunistic behaviors as long as s/he receives incentives to do so. Telser (1980) notes, 

“. . .one of the strongest incentives for honesty of a seller is his desire to obtain the 

continued patronage of his customer” (p. 28) and that “someone is honest only if honesty, 

or the appearance of honesty, pays more than dishonesty” (p. 29). The extant research 

offers strong support for economic incentive alignment as a self-enforcing mechanism 

(Jeuland and Shugan 1983; Kleindorfer and Sertel 1979; Tosi, Katz, and Gomez-Mejia 

1997; Wong, Tjosvold, and Yu 2005). Barthélemy and Quélin’s (2006) study also 

suggest, to deter opportunism, contracts must provide incentives and penalties, as well as 

monitoring clauses. Recent studies also indicate that the positive effects are contingent on 

the external environment, such as intensity of competition (Banker et al. 1996). Zajac and 

Westpal (1994) note that firm- and industry-specific contingencies interact with the 

effectiveness of incentives. 

The extant research also suggests that the two forms of control (behavior- and 

outcome-based) are substitutes for each other (Conlon and Parks 1990; Eisenhardt 1985). 

More specifically, the potential for output improvement from implementing outcome-

based incentives is lower when there already is a high level of behavior-based control in 

place. Empirical studies seem to support this idea (e.g., Banker et al. 1996). Milgrom and 
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Roberts (1992) also suggest that, behavior- and outcome-based control complement each 

other because “undertaking either activity makes the other more [effective]” (p. 227). At 

the same time, some studies suggest that both behavior- and outcome-based controls 

cause employees to behave dysfunctionally, in terms of manipulating and reporting 

invalid data, and working against the organizational goals (Jaworski 1988; Jaworski and 

MacInnis 1989; Ramaswami 1996).  

   

Summary and Implications for Opportunism 

 Agency theory predicts that monitoring inefficiency and lack of incentives are the 

two main reasons for moral hazard. As for the adverse selection problem, the theory 

recognizes that some firms are more trustworthy than others (i.e., low propensity for 

opportunism, or PFO), and there are some practical solutions such as screening and 

certification processes (see Bergen et al. 1992). The theory does not, however, tell us 

about why different levels of PFO among agents exist. The overriding assumption of 

agency theory is that principals must automatically assume self-interest seeking nature in 

agents, and that only monitoring and outcome incentives can induce desired behaviors. I 

question the assumption as it can lead to detrimental effects.  

 

Transaction Cost Economics (TCE) 

While agency theory emphasizes contractual designs to promote cooperative 

behavior (on behalf of the principal), as Masten (1988) notes, TCE “focuses on the 

frictions that prevent cooperation from being achieved in the first place” (p. 181).  
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Transaction costs analysis derives from Coase’s (1937) observation that 

coordinating and costs must be considered explicitly to understand why some 

transactions occur within a firm and others occur between firms, thereby giving rise to 

the conceptualization of governance structures and transaction costs. The elaborated 

framework of Transaction Cost Economics (TCE) was developed by Williamson (1975).  

Based on Coase’s (1937) work, Williamson (1975) asserted that firms organize 

their exchange relationships to minimize transaction costs that arise when it is difficult to 

value the goods or services exchanged. He originally conceived of two mechanisms: 

markets (transactions are governed through competitive pressures that assure that the 

qualitative and quantitative value of a good or service being exchanged is accurately 

reflected in its price) and hierarchies (i.e., vertical integration). A decade later he added 

intermediate forms of organization, or hybrids, which include “various forms of long-

term contracting, reciprocal trading, regulation, franchising, and the like” (Williamson, 

1996, p. 104) that are more elastic than hierarchy and more legalistic than market. 

Traditionally, TCE has provided a theoretical framework for determining the level 

of risk of opportunism by analyzing asset specificity, as well as environmental and 

behavioral uncertainty. Asset specificity concerns the level of transaction-specific 

investments, or the financial and/or human investments made specifically for the 

relationship. A high level of asset specificity represents “sunk costs that have little value 

outside of a particular exchange relationship” (Rindfleisch and Heide 1997, p. 41). The 

firm making relationship-specific investments that cannot be redeployed to alternative 

uses must safeguard their investments by assuring relationship continuity. 
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Both environmental and behavioral (or the agent’s performance) uncertainty lead 

to incomplete contracts which cannot specify ex ante all future contingencies due to the 

manager’s limited capabilities in analyzing complex problems and measuring the agent’s 

performance. Williamson refers to this problem as deriving from bounded rationality 

(Simon 1957), such that “all complex problems are unavoidably incomplete contracts” 

(Willliamson 1996, p. 37). Because of their incomplete nature, contracts serve as a 

safeguarding mechanism mitigating ex post opportunism only limitedly, such that asset 

specificity may expose the investing firm’s TSIs to expropriation hazards by the 

exchange partner. As exchange hazards rise so must contractual safeguards (Williamson, 

1985; Klein, Crawford, and Alchian, 1978). Williamson (1985, 1996) prescribes that the 

problem can be mitigated by reciprocations in TSIs; that is, bilateral hostage situations in 

which neither party benefits by leaving the exchange relationship prematurely. In 

addition to the incomplete nature of contracts, Klein (1996) also suggests detailing all 

potential contingencies and articulating clauses cost too much time and negotiation costs. 

The extant literature offer mixed support for the TCE’s take on formal contractual 

agreements, or explicit, written statements of obligations to perform particular actions in 

a business exchange. Some studies have shown formal contracts indeed reduce 

opportunism (e.g., Joskow 1988; Heide 1994), while others have shown their conditional 

effects. For example, Wuyts and Geyskens’ (2005) study indicates that detailed contracts 

effectively deter opportunism when (1) involved with an exchange partner with no prior 

relationships and (2) when the exchange relationship is embedded in a network of close 

mutual contacts. At the same time, previous studies have also suggested that explicit 

contracts signal distrust to the exchange partner (e.g., Ring and Van de Ven 1994; Goshal 
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and Moran 1996; Jap and Ganesan 2000). Brown et al. (2006) also show explicit 

contracts were related positively with conflict. Yet, Poppo and Zenger (2002) show that 

formal contracts compliments close, relational exchange in terms of their performance. 

The TCE framework explicitly considers “efficiency” as the criterion for adopting 

alternative governance mechanisms. The theory posits that relationship outcomes are 

optimal when there is congruence between the governance structure and the underlying 

dimensions of exchange. Basically, if the costs of performance evaluation and 

safeguarding are absent or low, coupled with low levels of asset specificity, a market 

governance form is preferred over hierarchy. As these factors rise costs, firms adopt 

increasingly hierarchical forms of governance (i.e., vertical integration). Williamson 

(1996, p. 5) notes, “. . . the measurement of transaction costs poses formidable 

difficulties. These difficulties are significantly relieved by looking at the issue of 

governance comparatively, so the costs of one mode of governance are always examined 

in relation to alternative feasible modes.” In hybrid governance form, White and Lui 

(2005) show empirical evidence for increased transaction costs of both cooperation and 

control as both task complexity and interpartner diversity increase. In market governance 

form, Anderson and Dekker (2005) similarly provide support for increased transaction 

costs, including extensive contracts, when the relationship characteristics are associated 

with hazards.  

 Bounded rationality and opportunism represent the two behavioral assumptions 

of TCE. On bounded rationality, TCE assumes that it is too difficult to identify a priori 

trustworthy firms from non-trustworthy. In addition, environmental and behavioral 

uncertainty makes it impossible to construct contracts that specify all contingencies that 
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may give rise to opportunistic behaviors. As for opportunism, TCE assumes people are 

motivated only by their self-interests, and they will act in a “calculative effort to mislead, 

distort, disguise, obfuscate or otherwise confuse” (Williamson 1985, p. 47) whenever 

possible. In sum, based on these assumptions, the appropriate selection of governance 

forms is based on the presumed levels of potential for opportunism.  

TCE has been widely used to investigate a broad range of marketing channel 

exchange issues. Specifically, these studies can be classified within one of four main 

contextual domains: (1) vertical integration, (2) vertical interorganizatioal relationships, 

(3) horizontal interorganizational relationship, and (4) tests of TCE’s assumptions (see 

Rindfleisch and Heide 1997 for review).  

Vertical integration studies most typically focus on a manufacturer’s decision to 

backward integrate into the supply of materials or forward integrate into distribution and 

sales. TCE’s claim that firms employ vertical integration as a means to counter 

performance measurement difficulty is broadly supported (e.g., Gatignon and Anderson 

1988; John and Weitz 1988; Anderson 1985). Anderson and colleagues (Anderson 1985; 

Anderson and Schumittlein 1984; Weiss and Anderson 1992) use the TCE framework 

and support the tenet that high levels of behavioral and environmental uncertainty lead to 

the selection of in-house versus independent sales forces (manufacturer’s 

representatives). John and Weitz (1988) also find that both environmental and behavioral 

uncertainty are positively related to manufacturer’s use of vertically integrating 

distribution. 

Asset specificity has also received wide support for vertical integration (e.g., 

Klein, Frazier, and Roth 1990; Levy 1985; Maltz 1994; Masten, Meehan, and Snyder 
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1991; Monteverde and Teece 1982). As for environmental uncertainty, though in general, 

TCE has received mixed support (cf. Rindfleisch and Heide 1997). While a few studies 

do find that environmental uncertainty is positively associated with vertical integration 

(e.g., John and Weitz 1988; Levy 1985; Masten 1994), a greater number of studies have 

shown that environmental uncertainty either has no direct impact on vertical integration 

(e.g., Anderson and Schmittlein 1984; Maltz 1994) or even acts as a disincentive to 

integration (e.g., Klein et al. 1990). Others also conclude that environmental uncertainty’s 

influence on vertical integration may only be significant through its interaction with other 

decision factors such as asset specificity (Anderson 1985). 

Vertical interorganizational relationships studies focus on management of 

governance problems in market and hybrid modes of governance. The broad area of study 

includes dependence-balancing (Heide and John 1988), role of TSIs (Anderson and Weitz 

1992; Rokkan, et al. 2003), control mechanisms (Stump and Heide 1996; Brown et al. 

2000), and adaptation (Noordewier et al. 1990). These studies aim to investigate how 

various governance problems, such as safeguarding TSIs, can be managed without 

complete integration (see Rindfleisch and Heide 1997). These studies parallel the 

relational exchange research stream (Macneil 1981; Dwyer et al. 1987), which focuses on 

the development of close and enduring relationships whereby mutual benefits are sought. 

Relatively speaking, there have been a limited number of studies focusing on 

horizontal interorganizational relationships (e.g., co-marketing, collaborative R&D). 

Rindfleisch and Heide (1997) cite Gates’ (1989) study as the first TCE study in the 

horizontal interorganizational relationship context. Other studies include Bucklin and 

Sengupta (1993), Osborn and Baughn (1990), Parkhe (1993), and Jap (2001). Similar to 
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vertical interorganizational relationship studies, these studies also aim to investigate 

transaction costs issues such as asset specificity in developing processes of horizontal 

relationships  

As for testing the assumptions of TCE, recent development of relational exchange 

research stream has highlighted the efficiency of a hybrid form governance. With long-

term, norm-based relationships, firms can mitigate the threat of opportunism and protect 

their TSIs. While wide empirical support stands for firms utilizing vertical integration to 

protect their investments, an alternative way to accomplish the same is to establish 

relational exchange (see Brown et al. 2000; Wathne and Heide 2000; Barney and Hansen 

1994). Relational exchange relationships can be characterized by relational norms (Heide 

and John 1992) in which role integrity, mutuality, solidarity, and flexibility, harmonious 

conflict resolution, and bilateral information exchange play a significant role in 

governing relationships (Macneil 1980; Dwyer et al. 1987; Ganesan 1994; Kaufmann and 

Stern 1988). Norms thus serve as a general protective device against deviant behavior 

(Stinchcombe 1986; Thibaut 1968), such that involved parties rely considerably less on 

explicit control mechanisms.  

 Finally, in terms of control mechanisms to deter opportunism, Williamson (1985; 

1996) discusses monitoring as a control mechanism, but only to point out the imperfect 

nature of monitoring due to measurement problems. Williamson (1996, p. 14) suggests 

that measurement hazards in conjunction with multiple tasks (Holmstrom and Milgrom 

1991) and/or over-searching (Barzel 1982; Kenny and Klein 1983) give rise to the use of 

hierarchy over market in terms of efficiency in obtaining control. TCE claims that firms, 

as opposed to markets, offer superior protections against opportunism due to: (1) more 



41 

powerful control and monitoring mechanisms, (2) long-term, forward-looking orientation 

reduces attractiveness of short-term payoffs from opportunistic behaviors, and (3) 

socialization allows creation of convergent goals (cf. Rindfleisch and Heide 1997). 

Indeed, the TCE’s claim that high levels of behavioral uncertainty (i.e., high costs of 

monitoring) and vertical integration are positively related has been empirically supported 

(Gatignon and Anderson 1988; John and Weitz 1988).  

In addition, TCE-based research has mainly recognized TSIs and reward/coercion 

power as control mechanisms (see Collins and Burt 2003). TSIs as hostages have been 

widely discussed, and the review for TSIs is provided previously in this chapter (under 

Credible Commitment). The other, reward and/or coercive power,3 is said to be an 

alternative to monitoring (Klein et al. 1978; Klein and Murphy 1988). Together, these 

two control mechanisms are in line with self-enforcing contract (Telser 1980) mentioned 

in the previous section of the agency theory review, such that agents comply with the 

principal as long as they see merit in behaving that way and at the same time it is not in 

their best interest to cheat and incur loss. Morgan and Hunt (1994, p. 24) note, “Expected 

termination costs lead to an ongoing relationship being viewed as important, thus 

generating commitment to the relationship.” Ping (2007) also shows that lack of 

attractive alternative exchange partners restrain opportunism, explaining nearly 60% of 

variance.  

 In the marketing channel literature, several studies have consistently suggested that 

power symmetry may have implications for opportunism. Studies have found that 

relationships that are asymmetric in power and dependence, which is considered the 

                                                 
3 It is noteworthy, however, that Williamson (1996) concurs with March (1988, p. 70) that power is a 
“disappointing concept. It tends to become tautological label for the unexplained variance.”  Dependency 
issues “can be addressed in efficiency terms” (Williamson 1996, p. 39).  
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obverse of power (Emerson 1962), are more dysfunctional (Anderson and Weitz 1989) 

are associated with high levels of conflicts and low levels of trust and commitment 

(Kumar et al. 1995a). Kumar et al. (1998) suggest that this could be explained by relative 

power theory (Cook and Emerson 1978) that increasing asymmetry in punitive 

capabilities result in greater punitive acts by the firm which possesses the power. At the 

same time, Gundlach and Cadotte (1994) and Lusch and Brown (1996) suggest that 

increased mutual dependence is related to relational behaviors and refraining from 

opportunistic behaviors to avoid jeopardizing the relationship.  

  

Summary and Implications for Opportunism 

 Much like agency theory, the main premise of TCE is that individuals are self-

interest seeking and they will always choose the option that can unilaterally maximize 

outcomes. The main prescription for the selection of governance form (hierarchy, market, 

or hybrid) is based on the presumed levels of potential opportunism. High costs of 

safeguarding relationship-specific investments, for example, is one reason for choosing 

vertical integration (i.e., hierarchy) over market because the partner firm is assumed to be 

opportunistic and likely to take advantage of the other firm’s vulnerability.  

As with agency theory, difficulty in performance measurement is also an issue 

when monitoring the exchange partner. TCE also addresses incompleteness in contract, 

based on its “bounded rationality” assumption, that managers are unable to construct 

contracts that cover all future contingencies and safeguard their investments. Besides 

imperfect monitoring and incomplete contracts, credible commitment (i.e., mutual TSIs) 

and reward/coercive power are two alternative control mechanisms.  
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 Similar conclusions and implications can be made about TCE. By following TCE, 

firms may shield themselves with appropriate governance mechanisms. At the same time 

however, firms may preclude themselves from developing any meaningful relationships. 

In addition, following TCE, the principal may make excessive use of explicit control 

(e.g., formal contracts and monitoring) presuming an opportunistic nature in the exchange 

partner. In turn, the principal may signal distrust of the agent thereby undermining trust, 

even encouraging opportunistic behavior (Ghoshal and Moran 1996, Macaulay 1963). 

Enhanced knowledge of PFO should improve TCE prescriptions by determining the more 

realistic level of opportunism that the exchange partner really is exposed to. 

  

Organizational Justice Literature  

 Unlike the normative economic theories (i.e., TCE and agency theory), the 

organizational justice literature pays particular attention to the role of fairness in the 

intra-firm settings. The premise of this research stream is that justice concerns play a 

significant role in agents’ actions. In economic theories, agents’ actions are based solely 

on maximizing their economic payoffs. Justice research posits that, on the other hand, 

agents’ perceptions of justice in the exchange relationship dictate their behaviors 

regardless of economic payoff maximization. According to organizational justice theory, 

an individual is sensitive to fairness perceptions and behaves in ways that s/he sees fit in 

a given exchange. The overall literature focuses on different types of justice: distributive 

justice (Homans 1961), procedural justice (Thibaut and Walker 1975), and interactional 

justice (Bies and Moag 1986; Tyler and Bies 1989) and their implications.  
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Generally speaking, distributive justice (Homan 1961) focuses on outcomes 

among parties involved in a social or economic exchange. In marketing channel 

relationships, it “relates to the division of benefits and burdens” (Frazier, Spekman, and 

O’Neal 1988, p. 60). Distributive justice “plays an important role in shaping an overall 

pattern of both conflict sources and people’s cognitions about conflict (Kabanoff 1991, p. 

417).  

Two of the main distributive rules are equity and equality (cf. Meindl 1989). 

Equity principles for sharing specify divisions of payoff that are equal to each party’s 

contributions. Generally speaking, equality principles specify that each party receives an 

equal share (a 50/50 split) of the payoffs. Some scholars suggest that equity and equality 

distribution of payoffs are specific to the nature of social relationships. According to 

referential standards theory (Berger et al. 1972), equality perception is established when 

individuals compare self with similar generalized others, such that they expect the same 

reward level that is typically allocated to persons like themselves.  

In the field of sociology, Deutsch (1975) proposes that equity rule should be the 

dominant principle in cooperative relations in which economic productivity is a primary 

goal so as to encourage the contributions of the most able, while equality rule is for 

cooperative relation in which the fostering or maintenance of enjoyable social relations is 

the common goal in order to promote mutual self-esteem. Building on Deutsch’s 

conceptualization that equity emphasizes productivity and equality emphasizes cohesion, 

Kanbanoff (1991) more specifically proposes that the equity rule is dominant in an 

exchange relationship between allocator and recipient in which power differentiation is 

high, while equality rule applies to relationships between peers in which power is 
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undifferentiated. Chen, Meindl, and Hui (1998) empirically support the proposition. 

However, the results drawing from student sample are questionable in terms of 

generalizeability. For example, the findings may not hold in the case of multi-unit 

franchisees who hold more symmetric power in franchisor-franchisee relationship as 

compared with other franchisees.  

Classical equity theory (Adams 1963, 1965), from which much of distributive 

justice research derived, suggests that any perceived inequity leads first to distress and 

then to attempts to reduce distress by restoring equity, which is consistent with 

Festinger’s (1957) cognitive dissonance theory. Adams (1965) specifies that the presence 

of inequity will motivate an individual “to achieve equity or to reduce inequity, and the 

strength of motivation to do so will vary directly with the magnitude of inequity 

experienced” (p. 283). When people think they are over-rewarded, they feel guilty and 

tend to increase their efforts. The opposite is true when they are under-rewarded. 

According to Adams, the individual may reduce productivity (i.e., inputs) to balance 

outcome-input ratios, while s/he may also attempt to establish equity by overtly 

expressing dissatisfactions in efforts to increase their outcomes. Alternatively, Adams 

suggests, the individuals may also make-believe their inputs and outputs cognitively; that 

is, they may alter the importance or relevance of their inputs and outcomes so as to 

reduce cognitive dissonance. Adams suggests that this solution may be more evident 

when altering neither inputs nor outcomes seems possible.  

Subsequent research has demonstrated support for the validity of equity and 

equality concepts, as well as the distributive justice concept in general (see Greenberg 

1982; Leventhal 1980; Sheppard, Lewicki, and Minton 1992; Mowday 1987). The 
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common finding is that individuals will respond to unfair relationships “by displaying 

certain negative emotions, which they will be motivated to escape by acting so as to 

redress the experienced inequity” (Greenburg 1987, p. 11). In various experimental 

settings, underpaid workers have been found to be less satisfied and less productive than 

equitably paid workers, while overpaid workers are also less satisfied but more 

productive than equitable counterparts (see Greenberg 1982).  

In field studies, a wide support also exists that perceived distributive unfairness is 

associated with job dissatisfaction (e.g., Brief 1998; Folger and Cropanzano 1998; 

McFarlin and Sweeney 1992). Generally, research has shown that distributive justice 

predicts specific personal outcomes (e.g., pay satisfaction) better than general 

organizational outcomes such as organizational commitment and turnover (which are 

better predicted by procedural justice) (Folger and Konovsky 1989; Greenberg 1990; 

Sweeney and McFarlin 1993). In marketing, Netemeyer et al.’s (1997) studies also 

indicate fairness in reward allocation is an important predictor of job satisfaction of 

salespeople. In a meta-analysis (Cohen-Charash and Spector, 2001), distributive justice 

has been found to be significantly and positively related to affective commitment and 

negatively related to turnover intentions. Pay dissatisfaction, in general, can result in job 

dissatisfaction, lower motivation, and even dysfunctional (or deviant) behavior 

(Cropanzano and Randall 1993).  

Distributive justice has also been applied to interfirm relationships. Jap (2001) 

finds, in interfirm R&D collaborative relationships, that the use of complex equity 

sharing principles may be excessive (negative impact on relationship quality) when: (1) 

idiosyncratic investments exist and (2) the parties value mutual payoffs. Gassenheimer, 
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Houston, and Davis (1998) suggest that distributive justice is a significant factor when 

making strategic decisions about retaining or terminating an interfirm relationship. 

Kumar, Scheer, and Steenkamp (1995b) also report that distributive fairness is an 

important indicator of relationship quality in interfirm relationships. Gundlach and 

Murphy (1993) propose that distributive justice is an important dimension of ethical 

interfirm exchange, and that lack of equity can stimulate retaliatory acts in addition to 

reduced satisfaction and trust in exchange relationships (Smith 1990). Ross, Anderson 

and Weitz (1997) questions, however, the relationship between overreward and guilty 

feelings. Counter to equity theory’s suggestion that people feel guilty and work harder to 

try to even the balance in an overrewarded situation, Ross et al. (1997) did not find the 

positive correlation among distribution channel managers. 

Procedural justice refers to the extent to which individuals, or agents, perceive 

fairness in terms of their principals’ procedures used for allocating outcomes (Thibaut 

and Walker 1975). Although Thibaut and Walker (1975) recognized that there may be 

two forms of procedural justice (one regarding the formal procedures, and the other with 

interpersonal or social side), historically, justice researchers did not distinguish between 

the two (Bies and Moag 1986). In the present research, the fairness of formal procedures 

will be used as procedural justice, while the fairness of interpersonal relationship will be 

referred to as interactional justice (Bies and Moag 1986) to be discussed subsequently.  

Thibaut and Walker (1975) developed their theory of procedural justice by 

examining people’s reactions to five dissimilar legal dispute-resolution processes 

(bargaining, inquisitorial, single investigator, double investigator, and adversary). Their 

findings indicate that procedures that vest process control in those affected by the 
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outcome of the procedure are viewed as more fair than are procedures that vest process 

control in the decision maker. Adversary procedures were perceived as more fair than 

inquisitorial procedures because they conform to the distribution of process control that 

disputants prefer (Lind and Tyler 1988, p. 35). 

Applying this to more general contexts, Leventhal (1980) expanded the concept 

by proposing six procedural rules that people use for fairness evaluation: the firm’s 

formal allocation procedures are fair to the extent that they demonstrate consistency, bias 

suppression, accuracy, correctability, representativeness, and ethicality: 

• Consistency rule – allocative procedures should be similar across people and over 
time; 

 

• Bias suppression rule – personal self-interest and blind allegiance to narrow 
preconceptions should be prevented; 

 

• Accuracy rule – decisions must be based on as much good information and 
informed opinion as possible; 

 

• Correctability rule – opportunities must exist to modify and reverse decisions; 
 

• Represenativeness rule – the allocation process must represent the concerns of all 
important subgroups and individuals; and 

 

• Ethicality rule – the allocation process must be compatible with prevailing moral 
and ethical standards. 

 

The procedural justice concept expanded the research on organizational justice 

since the findings showed that the distribution of rewards was not always as important as 

the process by which they were arrived at (see Lind and Tyler 1988 for review). In the 

organizational literature, procedural justice generally refers to the degree of individual 

control over the reward (or pay) distribution decision process. Much like distributive 
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justice, procedural justice concerns with the individuals’ reactions to their perceived 

fairness. Empirical studies have shown that, distributive justice and procedural justice 

have different implications. Procedural justice has been shown to influence evaluations of 

systems and authorities (Greenberg 1990; Lind and Tyler 1988). 

Studies have generally suggested that distributive justice predict well the personal 

outcomes such as pay and/or job satisfaction, whereas procedural justice is a more 

important predictor of organizational outcomes such as organizational commitment and 

supervisor evaluation (McFarlin and Sweeney 1992; Sweeney and McFarlin 1993; Folger 

and Konovsky 1989). Kumar et al. (1995b), in the supplier-reseller context, show that 

resellers’ perceived procedural fairness has relatively stronger effects on relationship 

quality (trust, commitment, and conflict) than the distributive fairness counterpart. 

Moorman (1991) reports support for a relationship between procedural justice (fairness 

concerning formal procedures and interactions) and organizational citizenship behavior, 

while distributive justice had no effects. Although, Roberts, Coulson, and Chonko (1999) 

show that salespeople’s commitment to the firm and intent to turnover was explained 

significantly by their perceived distributive fairness, more so than procedural justice. 

Ramaswami and Singh (2003) also show that perceptions of procedural fairness did not 

have significant effects on neither job satisfaction nor supervisor trust. 

Also noteworthy is the extensive review by Brockner and Wiesenfeld (1996). 

Brockner and Wiesenfeld consolidated findings from 45 studies that the effects of 

procedural and distributive justice are contingent on the level of the one another. More 

specifically, they report that the effects of (1) procedural justice effects on individual’s 

reactions are more positively related when outcome fairness is relative low and (2) 
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distributive justice effects on individual reactions are more positively related when 

procedural justice is relatively low. That is to say, when individuals are satisfied with 

outcome distribution, they are somewhat unconcerned with the fairness of the procedures. 

Similarly, when the perceptions of procedural justice is high, they are less concerned with 

the outcome favorability.  

In addition, some studies target specific aspects of procedural justice. For 

example, an American Management Association (AMA) survey in 1999 with 2,100 

major U.S. firms reports that 73% of the firms engage in electronic monitoring, and 35% 

of them use video surveillance to prevent employee or customer theft, of which 15% use 

video recording as a way to monitor, appraise, and improve job performance. The 

concerned employers have legitimate reasons to prevent employee theft as a norm of theft 

is widespread (Traub 1996), the potential consequences may be damaging employment 

relationships. Ambros, Alder, and Noel (1998) point out that many employees feel such 

procedures violate their basic right (e.g., privacy) and dignity, while others suggest that 

monitoring inadvertently decrease work quality (Griffith 1993; Kulik and Ambrose 1993; 

Ottensmeyer and Heroux 1991). In Hovorka-Mead et al. (2002) studies, the fairness 

perceptions of employees who learned of secret monitoring predicted well their intention 

for re-employment, and whether the employer had strong or weak justifications also 

moderated the effect.  

In terms of interactional justice, Bies and Moag (1986) and Tyler and Bies (1989) 

point out, perceptions of justice are influenced by interpersonal treatment. Bies and Moag 

(1986) argue that interactional justice is a separate dimension of justice that examines the 

quality of interpersonal treatment and the communication aspect of defining procedures. 
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They suggest that researchers have “confounded concerns about procedural fairness with 

those dealing with interactional fairness” (p. 45). Treatment with respect and truthfulness 

of communication are two key characteristics of interactional justice (Bies and Moag 

1986). As such, interactional justice is the extent of fairness of the communication 

between the management (or those controlling rewards and resources) and the recipient 

of rewards (Bies and Moag 1986; Tyler and Bies 1990). 

Colquitt (2001) offers support for the construct validation of interactional justice, 

including predictive validity. The results indicated that interactional justice predicts 

(teammate) helping behavior. Yukl (2002) suggests that leadership figures’ behaviors 

such as truthful communications, treating employees with courtesy and politeness create 

environment that enhance communication exchanges among employees. Masterson and 

Taylor (1996) report that employees' interactional justice perceptions predicted 

supervisor-related outcomes, while procedural justice perceptions predicted 

organizational commitment and intentions to leave the firm. Similarly, Masterson, Lewis, 

Goldman, and Tyler (2000) demonstrate that perceived interactional justice represent 

supervisor-subordinate exchange, whereas procedural justice represents perceived 

organizational support. 

Studies by Ramaswami and Singh (2003) indicate that salespeople’s perceived 

interactional fairness explains more variance in supervisor trust and job satisfaction than 

did both distributive justice and procedural justice. Similar results were obtained by 

Moorman (1991). Moorman conceptualized that procedural justice as consisting of 

fairness perceptions concerning formal procedures and interactions. Of the two, only 



52 

interactional justice had significant effects on organizational citizenship behaviors 

(altruism, courtesy, sportsmanship, and conscientiousness).  

Lastly, similar to Brockner and Wiesenfeld’s (1996) findings, Skarlicki and 

Folger’s (1997) study suggest that distributive, procedural, and interactional justice are 

“capable of functioning as substitutes for one another” (pp. 438-439) in the context of 

employees’ retaliatory behaviors. Their results suggest that a high level of perceived 

procedural justice compensate for relatively low levels of both distributive and 

interactional justice. Similarly, employees treated with respect and dignity reportedly 

tolerated retaliatory tendencies even though perceived distributive and procedural justice 

levels were low.  

 

Summary and Implications for Opportunism 

As Kahneman et al. (1986a, 1986b) call for the need to modify standard 

microeconomic models to incorporate norms of fairness, and their series of experiments 

indicate the prevalence of fairness-seeking behavior in our society despite the normative 

theories’ treatment of fairness as irrelevant, instead favoring the pursuit of economic 

efficiency, it is clear that the role of fairness perceptions should be examined in interfirm 

relationships. Although an organizational justice framework has not been used explicitly 

in the interfirm relationships (with exceptions of Kumar et al.1995b and Jap 1999), there 

have long been studies that suggest negative relationship between the use of coercive 

power and the relationship quality (Lusch 1976; Gaski 1984; Brown, Lusch, and 

Nicholson 1995; Boyle et al. 1992; Simpson and Mayo 1997). Poor relationship quality 

generally manifests in increased conflicts between channel members. Although some 
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conflicts are necessary and functional (cf. Anderson and Coughlan 2002), 

overwhelmingly, data suggest that higher conflict accompanies declining satisfaction by 

marketing channel members (see Geyskens et al. 1999).   

 Building on this research stream, and following Gundlach and Murphy (1993)’s 

conceptualization that ethical principles such as fairness are the foundation of any 

meaningful exchange relationships, an interesting research question would be to examine 

the extent to which perceived fairness in interfirm exchange sets up the kind of norms 

that encourage or discourage opportunism. 

 

Individual-Specific Characteristics and Opportunism 

As the assumption of opportunism is questioned, it is important to note that the 

fundamental assumptions of human nature in theoretical frameworks do matter a great 

deal. As Simon (1985, p. 303) puts it: 

“Nothing is more fundamental in setting our research agenda and informing our 
research methods than our view of the nature of the human beings whose behavior 
we are studying. It makes a difference, a very big difference...” 

  

Agency theory also stresses the importance of screening and detecting “signals” 

to determine the quality of the exchange partner prior to forming the relationship. Both 

TCE and agency theory caution, however, that there are those who misrepresent their true 

nature by distorting material facts. Nevertheless, a clear implication is that treating all 

firms as having the same level of PFO can be misleading. Previous research has shown 

that firms (or managers) often demonstrate benevolence, or “extracontractual helping 

behavior” (Lee et al. 2004, p. 32), and such quality helps develop trust in exchange 
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relationships (Doney and Canon 1997; Ganesan 1994). The premise of this dissertation is 

that channel managers exhibit different levels of PFO, which has not been previously 

examined in the extant literature dealing with opportunism management. I therefore 

turned to the ethics literature for insights into individual-specific characteristics that may 

contribute to dissimilar levels of PFO.  

 One of the most dominant schools of ethics is called utilitarianism (cf. Solomon 

1992). Utilitarian theories judge ethicality of a behavior based on its outcomes or 

consequences. In other words, “unethical” behaviors are those decisions that: (1) create 

personal gain exceeds that of society’s gain, and (2) result in relatively inefficient 

attainment of desired societal benefit when alternative decisions that could provide 

greater benefit are readily available (Fritzsche and Becker 1984, p. 167).  

 The ethical approach relates directly to the concept of opportunism, or self-

interest seeking, guileful behaviors. Indeed, opportunistic behaviors imply that an 

exchange party “engages in behaviors that unilaterally improve the party’s term of trade” 

(Wathne and Heide 2000, p. 39) with no regards to the consequences on the partner firm. 

As Koford and Penno (1992, p. 131) note, “whether a person behaves ethically depends 

to some extent upon balancing self-interests against the interests of others or balancing 

self-interest against some sort of moral standard.” In addition, Macneil (1981, p. 1023) 

suggests that guileful behaviors are those “taking advantage of opportunities with little 

regard for principles or consequences.” Hence, choosing to seek self-interest over the 

interests of others is the common conceptualization of both opportunistic and egoistic 

behaviors. If we consider a dyadic interfirm relationship to be a micro society, it can be 
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said that a party is unethical to the extent that it fulfills individual gain at the expense of 

the dyadic gain.  

The ethics field has long examined ethical behaviors by studying individual 

characteristics and the context in which they make ethical decisions. As far as the 

individual differences are concerned, they seem to be in agreement that there is a 

continuum of individual moral character (cf. Parks and Smith 1998). Accordingly, the 

main premise of this section (individual-specific propensity for opportunism) is that some 

individuals are simply more ethical than others, just as some are purely self-interested 

with guile. On one end, an individual can act exclusively out of egoistic interest 

disregarding consequences for others’ welfare. On the other, an individual always 

chooses actions to promote societal gain (i.e., altruistic). According to Jencks (1990), 

altruistic individuals always behave “as if the long-term welfare of others is important 

independent of its effects on their own welfare” (p. 53), whereas “selfish” individuals 

may only take steps to help others if the behavior increases their own outcome. 

From the literature review, I have identified three individual-specific 

characteristics to be potentially useful in analyzing PFO: Cognitive Moral Development 

(CMD), Machiavellianism, and locus of control. The following sections will review the 

each subsequently. 

 

Cognitive Moral Development (CMD) 

 Drawing on Piaget’s (1932/1965) seminal work examining children’s moral 

decision-making development, Kohlberg (1969) developed through a longitudinal study 

the theory of moral development, which is based on the belief that people progress in 
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their moral reasoning in their bases for ethical behavior from birth to adulthood. 

Kohlberg extended Piaget’s three-stage model to six stages, each reflecting a progression 

from the previous stage in increasing understanding of the nature of moral obligations in 

complex social systems (Rest 1979). Trevino (1986, p. 602) describes that “an 

individual’s level of cognitive moral development strongly influences the person’s 

decision regarding what is right and wrong; the rights, duties, and obligations involved in 

a particular ethical dilemma.” 

According to Kohlberg, stages one and two are characteristics of young children; 

while stages three and four are where most adults are. The remaining 20 to 25% of the 

adult population have reached the last two stages. The six specific stages of CMD are 

categorized into three broad stages: pre-conventional, conventional, and post-

conventional as shown in Table 2.2. 

      These stages reflect the ways of thinking about moral matters. The self-perception 

of the preconventional level is such that individuals see the value of interpersonal 

relationships only as a means to their own needs. At the conventional stages, individuals 

see themselves as part of their immediate society to which they belong to the extent that 

they seek conformity to stereotypical images of the conducts that are shared among the 

members. In other words, what these individuals consider to be the right behaviors are 

ones that are congruent with the values of the majority. At the highest postconventional 

level, individuals value social order above and beyond their immediate social group 

because they deeply respect rights of others.  

Rest (1979, pp. 26-39) describes the characteristics of each stage as follows (in 

the order of stage one to stage six): obedience, instrumental egoism and simple exchange, 
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interpersonal concordance, law and duty to the social order, social consensus, and 

nonarbitrary social cooperation. At Stage One, “being moral is being obedient” and “right 

and wrong are defined simply in terms of obedience to fixed rules” (pp. 24-25). Stage 

Two advances from the first stage. The right action is described in this stage as “if it does 

some good for the actor” (Rest 1979, p. 26). Morality serves a purpose in that a person is 

motivated to pursue his/her own interests, and s/he should obey the rules only if it is 

prudent to do so. Rest also notes (p. 27), “cooperative interactions are entered voluntarily, 

with each party understood as having something to gain – and that’s what makes it fair.” 

Entering conventional level, stage three advances to “reciprocal role taking” 

(Flavell et al. 1968). Reciprocal role taking “makes possible a new kind of cooperative 

reciprocity among people: not favor-to-favor, as at Stage Two, but the reciprocity of 

enduring friendship” (Rest 1979, p. 27). Here, a good behavior is based on a pro-social 

motive, such that “each party in this cooperative system determines his rights and 

responsibilities by anticipating the feelings, needs, and expectations of the other” (p. 29). 

Whereas Stage Three views moral behavior based on social interaction and mutual 

understanding, it is still “limited to primary group relations based on sentiment” (p. 29). 

In other words, it does not constitute moral guidelines for strangers, people not of one’s 

liking, or for outside one’s circle of friends and immediate family members.  

Stage Four advances this limitation by expanding norms of behavior to all 

members of society. Rather than personal consideration or circumstances, “a general 

social arrangement” must precede “in order to make a society-wide cooperative system 

work” (p. 30). In the end, individuals at Stage Four feel that it is their obligation to 

society. Advancing to postconventional level of CMD, the defining difference between  
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TABLE 2.2: Cognitive Moral Development (CMD)4 

 
LEVEL STAGE MOTIVATION FOR MORAL BEHAVIOR 

Pre-conventional 1 Orientation to punishment, obedience, and 
physical and material power. Rules are obeyed to 
avoid punishment. 

 2 Naïve instrumental hedonistic orientation. The 
individual conforms to obtain rewards. 

Conventional 3 “Good boy/girl” orientation designed to win 
approval and maintain expectations of one’s 
immediate group. The individual conforms to 
avoid disapproval. One earns approval by being 
“nice.” 

 4 Orientation to authority, law, and duty, to maintain 
a fixed order, whether social or religious. Right 
behavior consists of doing one’s duty and abiding 
by the social order. 

Post-conventional 5 Social contract orientation, in which duties are 
defined in terms of contract and the respect of 
other’s rights. Emphasis is upon equality and 
mutual obligation within a democratic order.  

 6 The morality of individual principles of conscience 
that have logical comprehensiveness and 
universality. Rightness of acts is determined by 
conscience in accord with ethical principles that 
appeal to comprehensiveness, universality, and 
consistency.  

 

                                                 
4 Adapted from Rich and Devitis (1985  p. 88) 
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Stage Four and Stage Five is that “Stage 4 provides a rationale for supporting established 

social arrangements, but not to a rationale for choosing between different systems of law                           

Or different sets of social arrangements” (Rest 1979, p. 32). That is, some social orders 

still distribute the benefits and burdens of social cooperation unequally and “do so on 

arbitrary grounds . . . Stage Five anticipates that people can reach agreement about their 

laws if (1) the law-making process reflects the general will of the people, and (2) if 

certain minimal safeguards of people’s welfare are guaranteed for everyone, i.e., certain 

basic rights like “life, liberty, and the pursuit of happiness” (pp. 32-33). Rest also notes 

(p. 36) that Stage Five attempts to neutralize inequities and lopsided reciprocity through 

procedural justice, or procedures for making laws, but it still is reflecting only majority 

will. That is, Stage Five still relies on social consensus. Rest provides an example of the 

acceptance of slavery in early America that “the collective judgment of the people at one 

time may be unfair as viewed by the people at a later time” (p. 36). Stage Six respects 

that “individuals each have an equal claim to benefit from the governing principles of 

cooperation” (p. 38). Hence, at Stage Six, individuals have clear rationale in anticipating 

“what principles a rational society would want to end up with for governing its system of 

cooperation” (p. 36).  

It is noteworthy, however, that both Kohlberg (1970) and Rest (1979), through 

their series of empirical data, could not distinguish the two stages (Stage Five and Stage 

Six). Also note that Kohlberg (1970) abandoned stage Six by making it an advanced 

stage Five form.  

 To contrast with other trait or psychometric approaches that view people as 

aggregates of quantitative dimensions or traits, CMD places emphasis on patterning in 
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behavior and its logical interconnectness (Kohlberg 1969, pp. 348-349). As Hunt and 

Vitell (1991, p. 781) put it, “ . . .stages of cognitive moral development implies a high 

capacity to reason through complex ethical situations.”  

Over the past decade, CMD has generated an enormous research field studying 

different demographics (e.g., age, gender, and education) and professions which aid into 

ultimately understanding ethics-related behavioral tendencies in individuals. In 

summarizing the general empirical findings, CMD research provides overwhelming 

evidence that moral reasoning scores increase with age and formal education, and Rest 

and Deemer (1986, p. 57) suggested that moral judgment accompanies "a growing 

awareness of the social world and one's place in it." Rest (1986) reported that gender 

differences on the CMD are trivial, and that when they exist, females score higher. 

Gilligan (1977), though, criticized that Kohlherg developed his justice-based theory using 

an all-male longitudinal sample.  

 Researchers in recent years continue to investigate the relationship between CMD 

and: (1) country-specific culture (e.g., Kracher, Chatterjee, and Lundquist 2002; Tsui and 

Windsor 2001), (2) demographics (e.g., Elm, Kennedy, and Lawton 2001; Wimalasiri 

2001; Weber and Wasieleski 2001), (3) occupation (e.g., White 2002; Bigel 2000), (4) 

ethical behavior and decision-making (e.g., Gul, Ng, and Tong 2003; Tsui 2001; Trevino 

and Youngblood 1990; Goolsby and Hunt 1992), and (5) ethical training (Izzo 2000).  

The original contention of CMD is that the moral maturity predicts moral actions 

(Colby and Kohlberg 1984). Indeed, many studies have demonstrated the positive 

relationship between advances in CMD and ethical behaviors. An experiment by 

Kohlberg and Candee (1984) show that participants’ CMD scores are positively related to 
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their decision to help and the act of helping a drugged student. In Stratton, Flynn, and 

Johnson’s (1981) study, management students’ responses to an ethical dilemma involving 

padding an expense account revealed that those students who agreed to padding an 

expense account used a rationale categorized in the first three stages of CMD, while those 

who disagreed to padding expense account used a rationale based on the latter three CMD 

levels. Goolsby and Hunt (1992) report that marketing practitioners do not particularly 

score lower on CMD, and those with higher CMD tend to have socially responsible 

attitudes and behaviors.  

Though, researchers in recent years have abandoned the idea of a simple linear 

relationship between CMD and moral behaviors because many empirical studies have 

failed to demonstrate such one-to-one correspondence between the two (see Trevino and 

Youngblood 1990; Goolsby and Hunt 1992; Marnburg 2001). Today, the consensus 

remains that CMD is a necessary but not sufficient condition for ethical conduct, as 

postulated by Kohlberg (1969) and Rest (1979). In determining the actual ethical 

behaviors, consensus seems to be that CMD is not the sole predictor. In addition to 

examining the CMD as an independent variable explaining the impact on ethical 

behaviors, Rest (1986), as a leading figure of CMD research, also contends that people’s 

CMD scores differ according to the environment and group dynamics.  

 In the business ethics literature, more comprehensive models such as the Hunt-Vitell 

Theory of Ethics (Hunt and Vitell 1986, 1991) incorporates CMD as a personal 

characteristic (besides age, gender, education, income, and religion, among others). The 

grand model posits that cultural, industrial, and organizational environments also greatly 

influence and shape the perceived ethical problems and perceived alternatives, as well as 
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perceived consequences. Including the positive effects of CMD on ethical behaviors, 

some studies have found support for the Hunt-Vitell model (Mayo and Marks 1990; Hunt 

and Vasquez-Parraga 1993; Burns and Kiecker 1995; Menguc 1998). 

 

Summary and Implications for Opportunism 

 While the correlation between CMD and actual behaviors may not strongly be 

correlated, CMD still offers an interesting theory in determining individual differences in 

moral reasoning. The stages of CMD have implications for understanding the reasons 

behind channel managers’ priorities in moral decision-making.  

In applying CMD into interfirm relationships, it can be said that “moral” 

behaviors are ones that contribute to mutual gains for the involved parties, while a 

“selfish” party acts exclusively out of individual gains. Though CMD is an individual-

level construct, it provides useful guidance about underlying motivations behind 

behaving morally (e.g., keeping promises, fulfilling obligations) in interfirm 

relationships. A higher level of CMD, according to Hunt and Vitell (1991, p. 781), 

implies “a high capacity to reason through complex ethical situations . . .  [and 

considerations of] the interests of more stakeholders in their decision making.” A 

marketing channel manager frequently faces a decision about whether to behave on 

behalf of the channel relationship as a whole (i.e., collective gain for all the stakeholders) 

or simply seek his/her own firm’s benefits regardless of the decision’s consequences on 

the members of the marketing channel. 

Referring to each level of CMD, at the preconventional level of moral 

development, firms may obey the contract and fulfill its duty to avoid punishment. In the 
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conventional level, however, firms may value what others in their social group think of 

them to the extent that they fulfill their obligations to conform. Finally, at the 

postconventional level, they may value the social contract that foster universally accepted 

principles in business conduct. At the very least, CMD can reflect the logical motivations 

behind why firms (or managers) would want to act ethically in the exchange 

relationships.  

Furthermore, the main criticism of CMD is that research in moral reasoning has 

not focused on behaviors; rather they assume individuals’ beliefs are highly correlated 

with their actions (Marnburg 2001; White 2003). One must wonder whether Kohlberg’s 

CMD can be reflected in the manners by which firms conduct business. Do moral people 

act ethically in business exchanges?  In other words, do business managers behave 

according to their levels CMD, or do they operate at different mentality in business 

conduct? To what extent does the proverbial “is business bluffing ethical” hold?  

It is interesting to investigate whether managers, regardless of CMD, operate at 

preconventional level as in the assumptions of agency theory and TCE. Or, are they more 

in line with the conventional level of moral reasoning such that they allow the social 

context to alter their behaviors? It is plausible to assume that individuals differing in their 

levels of CMD would differ in their actions in the interfirm exchanges, nevertheless. 

Investigating CMD levels of business managers can potentially discriminate their levels 

of PFO. Extensive monitoring may be much needed and work well if the managers are in 

the preconventional stages of moral reasoning. On the other hand, those in the 

conventional stages may largely be influenced by environmental factors such as industry 

norms regarding ethical business conduct. 
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Machiavellianism and Opportunism  

 Machiavellianism is a construct that has widely been discussed in the ethics 

literature. Machiavellian individuals are “egotistical in nature, [and] they will employ 

opportunistic, exploitative means to achieve personal objectives without any feelings of 

guilt or remorse” (Ferrell, Gresham, and Fraedrich 1989, p. 57). Though Machiavellians 

may not be totally lacking in morals, they may just operate under a set of ethical 

guidelines that are inconsistent with conventional morality (Christie and Geis, 1970). 

Christie and Geis (1970), the developers of the widely used Mach IV scale to measure 

Machiavellianism, after 38 studies using Mach IV scale conclude that “high Machs” 

(those who score high on the Machiavellianism scale) manipulate more, win more, are 

persuaded less, persuade others more, and otherwise differ significantly from “low 

Machs” (those who score low on the scale).  

Studies have consistently demonstrated that Machiavellianism and unethical 

behaviors (e.g., lying, cheating, or manipulating) are positively related (e.g., Hegarty and 

Sims 1978, 1979; Singhapakdi and Vitell 1990; Granitz 2003). Using experimental 

settings, both Geis and Moon (1981) and Excline et al. (1970) demonstrated that the 

subjects with high Machiavellianism scores (high Machs) lie more plausibly (as rated by 

independent judges) than those with low Machiavellianism scores. Ross and Robertson 

(2000) show that high Mach employees are more likely to lie to the firm, and they are 

more likely to consider that lying to the firm is acceptable than those with low 

Machiavellianism scores.  

According to Mudrack (1993), Machiavellians are more likely to perceive 

dubious workplace behaviors (e.g., making personal long-distance calls, stealing office 
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supplies) to be acceptable. Hegarty and Sims (1978, 1979) show in laboratory 

experiments that Machiavellians pay bribes significantly more than the low 

Machiavellian subjects. Similarly, Giacalone and Knouse (1990) show in experimental 

settings that high Machiavellian subjects tended to justify organizational sabotage 

differently than others. 

However, there is no definitive evidence that Machiavellians are either immoral 

or amoral (cf. Learly, Knight, and Barnes 1986). Following Forsyth (1980), Learly et al. 

(1986) show that Machiavellians differ in moral judgment in two dimensions: relativism 

and idealism. Relativistic individuals believe that moral rules are relative rather than 

absolute and that absolute moral principles cannot be formulated. Idealism refers to the 

degree to which individuals believe that a moral behavior always leads to good outcomes. 

The result of their study demonstrates that individuals with high Machiavellianism scores 

endorse ethical beliefs that are more relativistic and less idealistic than the low 

Machiavellianism counterparts. Similarly, Erffmeyer, Keillor, and LeClair (1999) report 

that Machiavellian consumers’ judgment of ethically questionable behaviors depended 

heavily on situational factors (i.e., relativistic), and these individuals would also be likely 

to initiate an illegal activity from which they would benefit. According to Singhapakdi 

and Vitell (1991), Machiavellian individuals tend to agree less with guidelines or rules as 

guiding principles in their behaviors.  

In addition, according to Christie and Geis (1970), Machiavellians are more likely 

to exploit loosely structured elements of situations than others. Schepers (2003) shows 

that Machiavellianism is negatively related to contractualism, or the use of “tacit 

understandings between individuals or between the individual and society” (p. 340) as 
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guiding behavior. The contractualism view of exchange goes “beyond a purely economic 

nature and include notions of fair play, truth telling, duty, and rights” (Reidenbach and 

Robin 1990, p. 647), which is in line with Social Contracts Theory (Rawls 1999). Under 

social contracts, individuals are committed to relationally justifiable standards of morality 

to which each will be held.  

 

Summary and Implications for Opportunism 

 From the literature review, it is clear that Machiavellianism has significant impact on 

ethical behaviors. While it is also clear that it is not the only factor explaining ethical 

behaviors, the literature seems to be in agreement that Machiavellianism is indeed one of 

the most powerful indicators because studies have consistently revealed that 

Machiavellians tend to be individualistic and self-interest seeking in nature (Morris, 

Davis, and Allen 1994). 

According to Christie and Geis (1970), Machiavellian individuals possess a kind 

of cool detachment that makes them less emotionally involved with others. Such ability 

to detach oneself from guilt may have significant implications for the PFO in interfirm 

relationships. In marketing channel relationships, Machiavellianism may have a 

significant explanatory power in the extent to which channel managers are willing to 

conduct unethical behaviors in order to maximize gain while not feeling guilt. 

As with CMD, Machiavellianism is also an individual-specific characteristic that 

can help us determine business managers’ levels of PFO. By applying the construct to the 

interfirm business context, it may reflect the degree of willingness to behave in selfish 
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ways; that is, a marketing channel manager’s willingness to seek only the his/her firm’s 

gain at the expense of the exchange partner firm.  

Another interesting implication for PFO, as addressed by Schepers (2003), is the 

negative relationship between Machiavellianism and contractualism, or norm-based 

unwritten agreement. It can be said that Machiavellian individuals may more readily 

break relational norm-based agreements.  

 

Locus of Control and Opportunism 

The second individual trait of interest is the locus of control. Based on Jung’s 

(1923) definition of two opposing tendencies in personality: introversion and 

extroversion, Rotter (1966) developed the locus of control construct, which refers to the 

internal or external causes to which individuals attribute their success and failures. The 

internal-external locus of control construct refers to an individual’s perception of events 

as determined internally by his/her own behaviors (internal control) or as the result of 

forces beyond one's control, such as chance, fate, or powerful others (external control) 

(see Lefcourt 1981, p. 15). According to Ashford, Lee, and Bobko (1989), in comparison 

with locus externals, locus internals generally see environmental situations as being less 

important and believe that they have the power to counteract environmental threats. 

Previous studies have found that individuals with an external locus of control 

perceive events to be influenced by outside forces or others' behavior, and they are more 

likely to behave unethically than those with internal locus of control (Hegarty and Sims 

1978; Singhapakdi and Vitell 1991; Jones 1993). Hegarty and Sims (1978) find that locus 

internals engaged in bribe payments significantly less than locus externals in the 
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laboratory experiment. Jones (1993) finds that individuals with an external locus of 

control were more likely to inflate expense reports than the internal locus counterpart. 

Cherry and Fraedrich (2000) suggest that sales managers with an internal locus of control 

judge bribery more harshly and exhibit less intension to pay a bribe than the external 

locus counterpart. Similarly, the experiment by Trevino and Youngblood (1990) finds 

that locus internals are more capable of making ethical decisions.  

Forsyth, Pope, and McMillan (1985), Karabanick and Srull (1978), and Leming 

(1980) all report that students with an external locus of control are more likely to cheat. 

The studies by Donnelly, Quirin, and O’Bryan (2003) also show that auditors with an 

external locus of control are more likely to accept dysfunctional audit behavior (e.g., 

premature sign-off, underreporting of time, and altering/replacement of audit procedures).  

Jones (1993) and Deflumeri (1982) suggest that individuals with an external locus 

of control look at others to decide appropriate behavior. In addition, studies have found 

that individuals whose locus of control is internal exhibit more consistency between 

moral judgment and behavior than those whose locus of control is external (Trevino and 

Youngblood 1990). Locus of control has also been studied in conjunction with both CMD 

and Machiavellianism.  

Some studies have shown a positive correlation between locus of control and 

Machiavellianism (Gable, Hollon, and Dangello 1990; Mudrack 1990), that is, the locus 

externals tend to score high on Machiavellianism. For example, Connolly and McCarrey 

(1978) suggest that ethical decisions made by the individuals with an internal locus of 

control moral judgments are guided by the intrinsic value of an act as measured by 

internalized standards of rightness. In general, studies that examined both locus of control 
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and CMD report strong and significant positive relationships between internal locus of 

control and advanced moral reasoning (e.g., Connolly and McCarrey 1978; Dewolfe et al. 

1988; Murk and Addleman 1992; Cherry and Fraedrich 2000). Trevino (1990) reports 

that individuals with an internal locus of control display higher levels of CMD, less 

unethical behavior, and greater inclination to do what they think is right regardless of 

contexts. 

 

Summary and Implications for Opportunism 

 Locus of control has been studied extensively in the ethics literature and has shown 

consistently its significance in ethical decision making. There also seems to be some 

overlap between the construct and Machiavellianism, though, the two personal traits are 

not the inverse of each other. As such, the extent of what each factor can explain in terms 

of ethical behaviors deserves further analyses. As Mudrack et al. (1999) point out, 

individuals with an external locus of control seem to lack the blatant self-interest 

characteristic of Machiavellians. Rather, external locus of control seems to imply ethical 

decision makings that are more easily swayed by others and are less willingness to endure 

social rejection or discomfort in doing what they feel is morally correct than the internal 

locus counterpart.  

Also interesting to note is the positive relationship between CMD and the locus of 

control. In determining the channel manager’s PFO, it would be interesting to compare 

the individual-specific characteristics simultaneously, including Machiavellianism. 

Previous empirical studies testing locus of control with other individual-specific variables 

(e.g., Machiavellianism) on unethical behaviors or moral judgment (Hegarty and Sims 
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1978; Singhapakdi and Vitell 1991) do not make explicit comparisons of their relative 

impact on their dependent variables (e.g., ethical decision-making and ethical behaviors).  

Taken together, these individual-level constructs have not been applied to the 

context of marketing channel relationships, and it would be interesting to investigate the 

potential role each of these characteristics may play in terms of levels of PFO. 

 

Extra-Dyadic Analysis of Opportunism 

In addition to individual differences in moral reasoning, the ethics literature 

suggests a “bad barrel” argument, which posits that individuals’ attitude towards 

unethical behaviors are learned from their surrounding ethical climate. While most 

empirical studies have been conducted in intra-firm settings, my review extends to the 

extra-dyadic contexts, which are gaining increasing attention in marketing channels 

literature. In applying the “bad barrel” argument to inter-firm relationships, the premise 

here is that a dyadic relationship, the focal unit of analysis of this research, are embedded 

in a larger, social network which influence the attitudes and behaviors pertaining 

opportunism. 

 

Ethical Climates  

Individual ethical decision-making and the role of the environment have received 

a great deal of attention. According to Trevino and Youngblood (1990, p. 378), “bad 

barrels” refer to the argument that something in the environment poisons otherwise good 

apples. Some researchers suggest that often there is very little protection for those who 

bring “foreign” ethical standards into the corporate world with its own compromised 
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ethics standards (Quinn et al. 1997). Quinn et al. (1997) add to the pervasiveness of bad-

barrel influence that, “Under constant and insistent pressure, employees simply give in 

and conform. They become good ‘organizational people’” (p. 1426).  

The shared norms within a workplace may well safeguard against opportunism. 

Using an ethnographic approach, Marshall (2003) depicts shared culture of cooperation in 

three service-sector organizations, in which individuals overcome the “paradoxes of 

rational selfishness by acting through symbols [of ‘help’] and acting to be seen to be 

acting through symbols” (p. 566). Marshall (2003) explains that the symbol of ‘help’ acts 

as a component of governance allowing workers to refrain from free-riding, and it is 

“indisputably how these workers work and not something tacked on to their work 

patterns” (p. 567).  

From experimental psychology research, famous experiments by Milgram (1974) 

and Zimbardo (1975) demonstrate how otherwise ethical individuals can act unethically 

even pathologically. Milgram’s (1974) electric shock experiments at Yale in the 1960s 

find that, in extremely authoritarian conditions, subjects of lower status relinquish control 

to authority (i.e., experimenter) and no longer view themselves as responsible for their 

actions, and rather obey the instructions without questioning the moral nature of their 

tasks. Zimbardo’s (1975) mock prison experiments also show people’s capabilities to act 

out of their normal, everyday character to fit the forced role as “guards” or “prisoners,” 

which eventually led them to act sadistic and submissive behaviors, respectively. 

In business contexts, some researchers (e.g., Andrews 1989; Posner and Schmidt 

1984) argue that organizational rules and examples set by supervisors overpower 

company or profession ethics policy. Employees in turn mimic such behaviors through 
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“behavioral referencing” (Schneider 1990; Vidaver-Cohen 1997). Some studies such as 

D'Aquila (1997) and Lewin and Stephens (1994) have demonstrated that top managers 

set the tone of the organizational ethical climate. Corporate culture undoubtedly plays a 

substantial role for employees’ ethical behavior as corporate ethical culture is “the shared 

values and beliefs about what works within an organization, and values about preferred 

end states and the . . . approaches used to reach them” (Reidenbach and Robin 1991, p. 

273). Verbeke, Ouwerkerk, and Peelen (1996), for example, show that perceptions of 

colleagues (i.e., opinions of colleagues concerning the ethicality of some behaviors) set 

an ethical climate that in turn becomes a significant contributor to an employees’ decision 

making concerning the ethicality of some behaviors.  

Ethical climate may be defined as prevailing perceptions of environmental signals 

regarding norms for making decisions with a moral component (see Victor and Cullen 

1987, 1988; Vidaver-Cohen 1998). Basically, it is concerned with the ethical decision-

maker’s perception of what is acceptable/unacceptable behavior judging from the social 

environment. The role of ethical climate has generally been studied in the intra-firm 

setting. These studies have examined external factors influencing unethical behaviors: 

peer behavior (Zey-Farrell and Ferrell 1982; Zey-Ferrell, Weaver, and Ferrell 1979) and 

supervisor or senior management influences (Chen, Sawyers, and Williams 1997; 

Chonko and Hunt 1985; Hegarty and Sims 1979; Nwachukwa and Vitell 1997; James 

2000; Zey-Ferrell and Ferrell 1982). In the marketing literature, also, Ferrell and 

Gresham (1985) describe “significant others” (i.e., peers and management) as a 

contingent variable in marketers’ decisions on ethicality of issues, because those 

disparate social groups bear distinct norms, values, and attitudes.  
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Corporate codes of ethics are used to clarify formulated policy about what is 

expected of the employee (Weaver 1993). The review of empirical studies by Murphy 

(1995) shows that the effectiveness of codes of ethics is mixed. In laboratory settings, 

codes of ethics generally produced ethical behaviors (e.g., Laczniak and Inderrieden 

1987). The study by McCabe, Trevino, and Butterfield (1996) shows that employees’ 

self-reported behaviors are positively related to the codes of ethics. Ferrell and Skinner 

(1988) also report positive effects on employees’ ethical behaviors. The mere existence 

of the codes is not sufficient, according to Trevino (1990), providing an enforcement 

structure, such as outlining a series of organizational supports is necessary for effective 

implementation. Indeed, Akaah and Riordan (1989) and Cleek and Leonard (1998) find 

no effects of codes of ethics. Ross and Robertson (2000) demonstrate that codes of ethics 

are effective when employees perceive that their firm provides guidelines about ethical 

behavior, considering the extent to which the codes effectively reduce “ethical 

ambiguity” (Spekman and Salmond 1992). 

The literature also suggests that people do not always follow their personal moral 

values in business conducts. Rather, they seem to adapt to the business (or professional) 

environment. Fritzsche (2000) finds that the majority (58%) of employees at a high tech 

firm subscribe to laws and professional codes of ethics for a variety of ethical dilemmas, 

followed by personal morality (17%), company profit/self-interest (12%), firm rules and 

procedures (8%). Bone and Corey (2000) also demonstrate the prevalence of two types of 

values: pragmatic and moral values. Pragmatic values refer to business-relevant values 

such as profit maximization and organizational efficiency. Fritzsche (1995) also report 
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that such instrumental values explained differences in managers’ judgments on bribery, 

lying, and whistle-blowing (i.e., identifying and reporting of an unethical behavior).  

Some researchers overtly suggest that ethical decision-making differs between 

work and non-work situations for the same individual (Fraedrich 1988; Ferrell et al. 

1989). Zey-Ferrell, Weaver, and Ferrell (1979) report that both opportunities, or the 

“occurrence of the right combination of circumstances to permit ethical/unethical 

behavior” (Ferrell et al., p. 61), and differential associations with peers and top 

management predicted ethical behaviors in a marketing firm better than their personal 

beliefs about ethical behaviors. 

Expanding the notion of environmental effects, Hunt and Vitell’s (1991) ethical 

behavior model includes three forms of environment: professional, industry, and 

organizational. Each of these forms contain its own: (1) informal norms, (2) formal 

codes, and (3) code enforcement, such that “all industries, professional associations, and 

organizations have complex sets of norms, some of which are often formalized in codes, 

but most of which are informal norms communicated in the processes whereby 

individuals are socialized into their respective organizations, professions, and industries” 

(p. 782). Sethi (1994, p. 806) notes, there is a “systematic pattern of illegal and unethical 

behavior that persists in all industrial and corporate sectors,” and that highly competitive 

industries may also promote greater opportunities and incentives for unethical business 

behaviors.  
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Summary and Implications for Opportunism 

The stream of research is in line with social cognition research (see Folkes and 

Kiesler 1991 for review), which views that people’s social perception greatly influences 

their behaviors. In a business-to-business context, I posit that the same is true. That is, 

buyer-seller transactions never occur in a vacuum isolated from all surrounding social 

influences of a complex business environment. Understanding the social context thus 

provides a dynamic, holistic view of the ethical behaviors within interfirm exchanges.  

 

The Social Network Mechanism 

The present research intends to broaden the scope of analysis by treating 

marketing channel relationships as residing within business networks. A business 

network is a set of connected relationships between firms (Astley and Fombrun 1983; 

Miles and Snow 1992; Häkansson and Johanson 1993; Anderson et al. 1994). The extant 

marketing literature on networks focuses on the characteristics of such networks. For 

example, Achrol and Kotler (1997) categorize a variety of network forms, including 

internal network, vertical networks, intermarket networks, and opportunity networks. 

Iacobucci and Hopkins (1992) model dyadic relationships and interdependent 

relationships in the network in terms of coalition formation in buying centers, 

identification of opinion leaders, and so forth. Anderson et al. (1994) provide insights on 

the “connectedness” of firms. So far, very few studies have explicitly examined the 

impact of network on firms’ behaviors.  

Social network theory’s basic premise is the interdependent nature of firms and 

how their positions in networks influence their opportunities, constraints, and economic 
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behaviors (Wasserman and Galaskiewicz 1994). The most prominent view of social 

network is the concept of “embeddedness” (Granovetter 1985). The basic premise of the 

embeddedness perspective is that a firm’s economic actions are shaped by the structure of 

its social relationships. Granovetter (1985) is critical of new institutional economics (i.e., 

TCE) because it fails to appreciate the extent to which the dyadic relations are embedded 

in broader systems of social relations. He also argues that “the anonymous market of 

neoclassical models is virtually nonexistent in economic life and that transactions of all 

kinds are rife with the social connections” (p. 495).  

Antia and Frazier (2001) is an exception; they investigate network characteristics 

(viz., network density and network centrality) in interfirm relationships, in particular, 

franchising. Their results suggest that the franchisor may take less severe disciplinary 

response to an agent’s violation of a contractual obligation when the franchisee network 

is dense. Network density (Burt 1992) refers to the strength of relationships within a 

network. Such strong within-network communication and close ties facilitate high levels 

of shared beliefs and consensus (Friedkin 1984; Galaskiewicz and Wasserman 1989; 

Meyer and Rowan 1977). They also suggest that the network centrality, or the strength of 

an individual agent’s position in an agent network, also lead the principal to tone down 

enforcement response.  

Similarly, so-called network closure argument suggests that obligations, 

information channels, and social norms develop within a network, which in turn reduce 

risks of uncertainty and facilitate trust (Coleman, 1988, 1990). Coleman (1988) argues 

that individuals in closed networks of personal relations often convey and reinforce 

norms of exchange and more easily able to monitor their observance and enforce 
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sanctions. As such, social norms enforce sanctions because “mutual acquaintances 

observing two people: (a) make behavior between two people public, which (b) increases 

the salience of reputation for entry to future relations with the mutual acquaintances, (c) 

making the two people more careful about the cooperative image they display, which (d) 

increases the confidence with which each can trust the other to cooperate” (Burt, 2000, p. 

352). 

Granovetter’s (1985) embeddedness argument stresses “the role of concrete 

personal relations and structures (or “networks”) of . . . relations in generating trust and 

discouraging malfeasance” (p. 490). Providing a synthesis of TCE and social network 

theory, Jones, Hesterly, and Borgatti (1997) propose that there are two social mechanisms 

for safeguarding exchanges: collective sanctions and reputation. Though they are not 

legally binding, they are “socially-binding” (p. 914), such that collective sanctions 

“involve group members punishing other members who violate group norms, values, or 

goals and range from gossip and rumors to ostracism and sabotage” (p. 931). Collective 

sanctions “safeguard exchanges for they define and reinforce the parameters of 

acceptable behavior by demonstrating the consequences of violating norms and values” 

(Jones et al. 1997, pp. 931-932). Reputation “involves an estimation of one’s character, 

skills, reliability, and other attributes important to exchanges and is important under 

exchange conditions of uncertainty and customization” (p. 932). The Maine lobster 

industry, for example, sanctions its “interlopers” who violate well-accepted norms of 

territorial fishing “through surreptitious destruction of their traps” (Acheson 1985, p. 

386). Hagen and Choe (1998) and Yamagishi (1988) also support the existence of social 
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sanctions and propose that Japanese cooperative interfirm relationships are made possible 

by such mechanisms. 

 Reputation, according to Jones et al. (1997), “reduces behavioral uncertainty by 

providing information about the reliability and goodwill of others” and “safeguards 

exchanges because it relays the detection of and serves to deter deceptive behavior, which 

enhances cooperation” (p. 933). In the entertainment film industry, for example, those 

“with successful track records move ahead in their careers, those with moderate 

reputation do not, [and] those with poor reputations experience employment difficulties” 

(Faulkner and Anderson 1987, p. 881). Both Dyer (1996) and Williamson (1991, 1996) 

also suggest the firm’s need to maintain good reputation for efficiency reasons. 

Williamson (1991, pp. 290-291) also mentions that, “reputation, supported by structural 

embeddedness, allows specialized exchanges to occur under a wider range of governance 

mechanisms.” 

 Furthermore, Uzzi (1997) conceptualizes the formulation of exchange as a 

continuum of exchange, such that a firm may belong to a network that ranges within the 

extremes of neoclassical (or transactional) to embeddedness. Empirical examples of 

embedded relationships include Japanese auto and Italian knitwear industries, which may 

be characterized by trust and personal ties, rather than explicit contracts, and these 

features make expectations more predictable and reduce monitoring costs (Dore 1983; 

Asanuma 1985; Smitka 1991; Gerlach 1992). 
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Summary and Implications for Opportunism 

As Antia and Frazier (2001, p. 77) encourage marketing channels researchers to 

incorporate a network-level perspective because “Network characteristics are likely to 

influence most aspects of the interfirm coordination process,” it is crucial to include 

extra-dyadic influences on interfirm opportunism. The present research develops a 

theoretical framework for analyzing the role of network as a control mechanism in 

marketing channel relationships, possibly moderating the linkage between PFO and OB. 

It is also noteworthy that the two control mechanisms, collective sanctions and 

reputation, proposed by Jones et al. (1997) have not explicitly been examined in 

combination with other, dyadic level control mechanisms, such as monitoring and TSIs.
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CHAPTER III 
 

CONCEPTUAL DEVELOPMENT 
 

 

The extant marketing channel literature has seldom examined the opportunism 

construct explicitly, with several exceptions (Brown et al. 2000; Gundlach et al. 1995; 

Rokkan et al. 2003; Achrol and Gundlach 1999; Joshi and Arnold 1997; Provan and 

Skinner 1989; Anderson 1988; John 1984). Following Kahneman et al. (1986a, 1986b) 

who criticize the widely used, normative theoretical frameworks (i.e., TCE and agency 

theory) for their overly simplistic view of human decision making in complex societal 

contexts, the dissertation aims to extend the extant literature by offering an alternative, 

behavioral perspective of opportunism by integrating a number of research streams which 

were reviewed in Chapter Two.  

The literature reviews reveal that uncritically assuming opportunism and treating 

exchange partners with distrust can inadvertently exacerbate the problems of opportunism. 

Rather than automatically assuming opportunistic nature in exchange partners, I propose 

that the degree of PFO (propensity for opportunism) is contingent on individual, dyadic, 

and extra-dyadic factors. The reviews in Chapter Two support the idea that all three levels 

of analysis are needed to gain a more complete picture of the complex nature of 

opportunism in marketing channel relationships. Integrating the scattered literature streams 

is much needed not only to enhance our understandings of interfirm opportunism but also 

to investigate the boundaries of the traditionally used normative frameworks for 

opportunism, which are based on rational economic actor assumptions.  
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Figure 3.1 depicts my conceptual model. In this chapter, hypotheses will be 

developed for each factor that is proposed to contribute to PFO or OB. By subjecting these 

hypotheses to empirical testing, this research aims to provide answers for (1) the extent to 

which individual differences impact the PFO of an exchange partner, (2) the extent to 

which relational structure influence PFO and OB, and (3) the role of extra-dyadic forces in 

opportunism. By answering these research questions, I also hope to understand better the 

appropriate levels of the explicit control mechanisms (e.g., monitoring) in preventing 

opportunism.  

 

Determinants of Propensity for Opportunism 

The following sections describe the hypotheses at the individual, dyadic, and extra-

dyadic levels of analysis with regards to the determinants of PFO. As Figure 1 shows, the 

literature review from the previous chapter reveals factors at each level of analysis that 

may contribute to PFO in marketing channel relationships.  

 

Individual Level Analysis 

Agents’ ethical behaviors such as keeping promises, meeting obligations, and even 

acting loyally without the presence of direct payoff go against the TCE’s and agency 

theory’s assumption of the norm of self-interested behavior. Such behaviors, however, 

pose potential benefits of reducing transaction costs, even from the economists’ point of 

view. Using game theory solutions, Noreen (1987) demonstrates that ethical behaviors 

result in more productive outcome than competitive behaviors. Organizational theorists  
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FIGURE 3.1:  Conceptual Model 
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have argued for decades that acts of loyalty are productive and efficient (Ouchi 1980; 

Barnard 1938). 

Regardless of whether ethical behaviors benefit or hurt the overall outcome of an 

exchange relationship, the present research’s premise is that individuals differ 

significantly in terms of ethical behavior propensity. Some individuals may prioritize 

maximizing individual payoff and choose to act in a way that disregards subsequent 

consequences to others, while others may emphasize moral principles over personal 

gains. That is to say, some would engage in ethically-correct behaviors only if doing so 

were economically rewarding, while others would act ethically even if such acts did not 

promote personal gains. 

The extant marketing channel literature, however, has neglected to investigate 

possibilities that individual-specific characteristics may explain differences in the levels 

of one’s likelihood of behaving opportunistically. I argue that individual-specific traits 

have significant effects on PFO and deserve empirical examinations.  

 

Machiavellianism 

Machiavellianism is a personal trait construct based on the writings of Niccolo 

Machiavelli (1992/1513). Machiavellianism refers to the extent to which an individual 

detaches from considerations of ethics and perform actions that profit the self (Robinson 

and Shaver 1973). Such an ability to be calculative and to take advantage of other 

individuals to maximize his/her own wealth has long been considered to impact one’s 

ethical behavior.  
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Previous research has consistently shown a significantly positive correlation 

between Machiavellianism and unethical behavior (see Ford and Richardson 1994 and 

Loe, Ferrell, and Mansfield 2000 for review). Hegarty and Sims (1978, 1979) find 

Machiavellianism to be positively correlated with engaging in bribe payments in 

laboratory experiments. When it comes to ethical judgment, Vitell, Lumpkin, and 

Rawwas (1991) find that Machiavellians (i.e., those whose Machiavellianism scores are 

high) tend to regard questionable consumer practices as generally acceptable. Mudrack 

(1993) reports a similar finding that Machiavellians tend to regard questionable 

organizational behaviors as generally acceptable.  

In addition, Machiavellians are more likely to exploit loosely structured elements 

of situations than others (Christie and Geis 1970; Schepers 2003). Schepers (2003) shows 

that Machiavellianism is negatively related to contractualism, or relational contracts, 

under which individuals are committed to relationally justifiable standards of morality to 

which each will be held. It is these fundamental characteristics of Machiavellianism that 

gives rise to opportunistic propensity. Both TCE and agency theory assume everyone has 

such a cold, calculating nature. Based on past research, I propose that only Machiavellian 

individuals have such natures, and they are more likely to have high levels of PFO 

because they mainly are concerned about maximizing their own gain rather than mutual 

gain and reciprocating good will: 

H1: Managers with higher Machiavellianism exhibit higher levels of PFO. 
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Locus of Control 

Locus of control is another personal construct of interest. Locus of control refers 

to the extent to which individuals attribute events as contingent upon themselves (Rotter 

1966). A locus internal individual “perceives that the event is contingent upon his own 

behavior or his own relatively permanent characteristics,” (Rotter 1966, p. 1). On the 

other hand, locus externals perceive events “as following some action of his own but not 

being entirely contingent upon his action” (Rotter 1966, p. 1) such that reinforcement is 

conceived as the result of forces beyond one’s control, such as chance, fate, or powerful 

others (Lefcourt 1981).  

Previous studies have found that individuals with an external locus of control are 

more likely to behave unethically than those with an internal locus of control (Hegarty 

and Sims 1978; Jones 1993; Forsyth et al. 1985; Karabanick and Srull 1978; Leming 

1980). As for individuals with an internal locus of control, Trevino and Youngblood 

(1990) also report that they show more consistency between moral judgment and moral 

action than the external locus counterpart. In addition, some researchers suggest that they 

are generally more likely to engage in pro-social behavior (i.e., behavior concerning the 

well-being of others) (Lefcourt and Wine 1969; Spector 1982; Zahra 1989) than the 

external locus ones. 

In summary, a substantial amount of empirical results seems to suggest that locus 

of control is an important indicator for PFO. Because the previous research shows that 

locus internals are more likely to behave in morally-correct ways, I hypothesize that they 

will also be less likely to behave in ways that jeopardize the development of a mutually 

beneficial relationship. Hence, 
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H2: Managers with an external locus of control are more likely to exhibit higher 
levels of PFO than their internal counterparts. 

 
 

Cognitive Moral Development  

CMD, as reviewed in the previous chapter, is an individual-level construct that 

measures advances in moral reasoning and is based on Piaget (1965) and Kohlberg’s 

(1969) findings that individuals develop the capacity for advanced logical reasoning 

through successive stages from childhood to adulthood. The original contention of CMD 

was that the moral maturity predicts moral actions (cf. Colby and Kohlberg 1984).  

Today, the consensus remains that CMD is a necessary but not sufficient 

condition for ethical conduct, as postulated by Kohlberg (1969) and Rest (1979). 

Nevertheless, researchers have generally shown the positive association between CMD 

and ethical behaviors (cf. Rest 1986). Many studies continue to demonstrate such effects 

(e.g., Gooslby and Hunt 1992). It is also noteworthy that Arnold and Ponemon (1991) 

report that individuals with higher CMD identified and reported an unethical behavior 

(i.e., whistle-blowing) more often than those with a lower level of CMD. This may also 

be an indication that individuals with advanced CMD behave ethically more often than 

those with less advanced CMD.  

As for marketing channel managers’ PFO, I propose that those with more 

advanced CMD are more likely to adhere to their obligations and fulfill their duties 

because they (1) are more aware of behaviors that are morally correct and (2) place less 

emphasis on personal gains that are at the expense of others. Hence,  

H3: CMD and PFO are negatively related, such that as mangers exhibit more 
advanced CMD, the magnitude of PFO decreases. 
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Dyadic Level Analysis 

 The following sections are categorized into two frameworks: (1) rational actor 

framework and (2) bounded morality framework. The rational actor framework is based 

on the assumptions of both TCE and agency theory, which have been the primary 

frameworks used in previous literature on opportunism (cf. Wathne and Heide 2000). The 

bounded morality framework primarily benefits from the organizational justice literature, 

which highlights employees’ tendencies to react to perceived injustice within the 

organization in order to restore balance.  

The term “bounded morality” was originally coined by Beitz (1979) and was 

intended to reflect the moral controversy about the Vietnam War and other international 

relations. Beitz refers to just war theory which is inherently complicated by the presence 

of many positions that can be taken to judge what is moral or immoral. That is, moral 

judgment is greatly influenced by the perspective one chooses to take. This is to be 

contrasted with the rational actor framework, which assumes a rational ability to select 

profit-maximizing strategies in any context. Bounded morality framework, therefore, is 

used to reflect the agent’s judgment of moral behaviors (or what may be considered 

“acceptable” behaviors), which are influenced by the relationship context. In other words, 

the agent’s perceptions of acceptable behaviors are bounded to the extent that they are 

distorted by the perceptions of the relationship characteristics. 

 

Rational Actor Framework 

The present research incorporates both normative, rational actor frameworks (i.e., 

TCE and agency theory) and descriptive, norm-based perspectives, as Kahneman et al. 
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(1986a, 1986b) recommend. The premise of both TCE and agency theory is that firms or 

agents act exclusively out of self-interest. According to Moe (1984, p. 756), “The agent 

has his own interests at heart, and is induced to pursue the principal’s objectives only to 

the extent that the incentive structure imposed in their contract renders such behavior 

advantageous.”   

Hypotheses developed in the following sections are based on these assumptions. 

Three factors uncovered in the literature review are likely to influence the extent to which 

the agent likely will act opportunistically: (1) interdependence, (2) transaction-specific 

investments (TSIs), and (3) economies of continuation.  

 

Interdependence 

The extant research suggests self-regulation (Eisenhardt 1989) or self-enforcing 

contract (Telser 1980) as a strong control mechanism. As reviewed by Wathne and Heide 

(2000), self-enforcing agreements can take a variety of forms, such as TSIs (i.e., 

hostages) (Williamson 1983) and price premiums (Dutta et al. 1994), both of which 

suggest that discontinuing the relationship would result in a significant loss, so that 

jeopardizing the relationship is not in a rational actor’s best interest.  

Lusch and Brown (1996) show that bilateral dependency is associated with 

relational behaviors because the interdependent parties are motivated to make the 

relationship work and endure (Buchanan 1992). Kumar et al. (1995a) also show that high 

levels of interdependence are related to high levels of trust and commitment. Gundlach 

and Cadotte (1994) also suggest that increased mutual dependence is related to relational 
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behaviors and refraining from opportunistic behaviors to avoid jeopardizing the 

relationship.  

Hence, it is expected that high levels of interdependence effectively deter PFO 

because the involved parties believe opportunistic behaviors would jeopardize the 

relationship and result in significant losses. 

H4: Managers exhibit lower levels of PFO as interdependence magnitude grows 
larger. 

 

Asymmetric Dependence 

Morgan and Hunt (1994, p. 24) note that “expected termination costs lead to an 

ongoing relationship being viewed as important, thus generating commitment to the 

relationship.” The dependent party, given the high costs of switching partners, should be 

motivated to avoid behaving opportunistically. Even without actual termination, the more 

powerful party can make credible threats (Keith, Jackson, and Crosby 1990). Firms, when 

interdependence asymmetry is to their advantage, have less incentive to continue such 

relationships should they fall short of expectations (Lusch and Brown 1996).  

Provan and Skinner (1989) show that farm equipment dealers’ service dependence 

on their suppliers was negatively related to dealer opportunism, and they suggest that 

dependence deters opportunism when the dependent party is concerned about retaliation 

by the other firm. Furthermore, the dependent party’s reactions to the partner firm’s 

destructive acts are likely to be passive and disengaging in order to avoid escalation 

(Hibbard, Kumar, and Stern 2001; Kumar, Scheer, and Steenkamp 1998).  
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Assuming that marketing channel managers are calculating and self-interest 

seeking, then when they are unilaterally dependent on the partner firm, they should be 

less inclined to behave opportunistically: 

H5: Managers exhibit lower levels of PFO as interdependence asymmetry 
favoring their partner firms grows larger. 

 

 

Transaction-Specific Investments 

Continuing with the concept of self-regulation, TSIs also serve as an incentive not 

to behave opportunistically (Williamson 1983). Previous literature suggests that the non-

salvageable nature of transaction-specific investments deters opportunism. Closely 

related to the self-regulation approach of incentive alignment, the agent’s TSIs serve as 

“hostages” such that “engaging in opportunistic behavior and risking the dissolution of 

the relationship is contrary to the self-interest of the channel member” (Anderson and 

Weitz 1992, p. 21). This is in line with the assumption about the agent’s self-interest 

seeking behaviors. “Credible commitment” (Anderson and Weitz 1992; Klein and Leffler 

1981; Telser 1981; Williamson 1983), or a high level of TSIs, is one indication of the 

agent’s level of behavioral commitment. There is an underlying notion of switching costs 

(Jackson 1985), such that TSIs make them less likely to jeopardize the relationship by 

acting opportunistically (cf. Williamson 1996). Wathne and Heide (2000) describe the 

situation as agents being “locked-in” (p. 39) with a principal. Previous empirical studies, 

though, indicate no straight-forward effects of TSIs in reducing opportunistic behaviors. 

For example, Brown et al. (2000) show that TSIs actually exacerbate the problem of 

opportunism. One possible explanation, according to the authors, is that “opportunistic 
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behavior is one way the hotel [the agent] can generate additional returns on these 

investments” (p. 63). That is to say, TSIs can actually motivate the agent to act 

opportunistically in order to maximize the return on their investments.  

Agency theory, therefore, is in agreement with both arguments. Following Brown 

et al.’s (2000) post hoc discussion, it is proposed that the effects of TSIs may be 

contingent on the principal’s monitoring effectiveness. Wathne and Heide (2000) suggest 

that a high level of information asymmetry facilitate a condition in which agents may 

pursue opportunistic actions without being caught. The results obtained by Brown et al. 

(2000) indicate that TSIs as a control mechanism, the first argument, may be true in the 

case of effectual monitoring. They also suggest that when the chance of being caught and 

sanctioned is slim, it may encourage the agent to try to maximize the return on 

investments. Under ineffectual monitoring, therefore, rational actors may find the cost of 

being caught and sanctioned to be sufficiently lower than the benefits of acting 

opportunistically.  

Many empirical studies have shown the positive relationship between high levels 

of asset specificity (i.e., high levels of TSIs) and vertical integration (e.g., Klein, Frazier, 

and Roth 1990; Levy 1985; Maltz 1994; Masten, Meehan, and Snyder 1991; Monteverde 

and Teece 1982). However, little research has examined the direct relationship between 

TSIs and opportunism, with a notable exception of Brown et al. (2000). Despite several 

researchers’ (e.g., Klein and Leffler 1981; Klein 1980; Williamson 1983) contention that 

TSIs serve as hostages which serve as a disincentive for opportunism, I expect that TSIs 

increase agents’ willingness to act opportunistically (i.e., PFO) to gain return on 

investment following the findings of Brown et al. (2000). Hence, I hypothesize that, all 
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else being equal, agents exhibit reduced levels of PFO when they have invested high 

levels of TSIs. 

H6: Managers exhibit higher levels of PFO when they have invested higher levels 
of TSIs. 

 

Economies of Continuation 

Following the same line of thinking, economies of continuation (Jacobides and 

Croson 2001), or economic rewards for expected future exchange with the same partner 

(i.e., “shadow of the future” by Heide and Miner 1992), should have implications on 

agents’ PFO simply because they have too much to lose if opportunistic behaviors are 

found that could jeopardize future exchanges. 

Klein and Leffler (1981) suggest that the agent’s expected future benefits from 

continuing the relationship may be enough incentive to deter shirking. Both Heide and 

Miner (1992) and Dyer (1996) show that agents engage in cooperative behaviors when 

they anticipate extended future exchange.  

Agents’ perceptions of economies of continuation should reduce PFO because the 

future exchange opportunities are contingent on the current performance, and rational 

economic actors would view sacrificing the future exchange opportunities with the 

principal as irrational.  

Therefore, I hypothesize that economies of continuation are negatively related to 

PFO for economic reasons. 

H7: Managers exhibit lower levels of PFO when their perceptions of economies of 
continuation with the same exchange partners are higher. 
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Bounded Morality Framework 

The key distinction between the rational actor model and the bounded morality 

model is the assumption of economic rationality. Both agency theory and TCE assume 

that agents are rational actors who will always choose actions that maximize individual 

wealth. The bounded morality framework assumes individuals’ perceptions of acceptable 

behaviors depends on how they are treated by the principal. The agents, rather than 

focusing on maximizing their own wealth whenever possible, instead are influenced by 

the degree of reciprocation and fairness in their relationship with the principal. 

The descriptive, norm-based perspectives question these normative theories’ 

assumptions, which have received mixed empirical support (see Rindfleisch and Heide’s 

review 1997). John (1984) contends that the behavioral assumption is too simplistic: 

“It appears that opportunism can be viewed usefully as an endogenous variable 
that is evoked by certain antecedents within a long-run relationship. In other 
words, individuals may not always behave opportunistically even if the conditions 
permit such behavior. Refusals to honor agreements and misrepresentation of 
intentions cannot be taken for granted. Rather, they are induced by certain other 
factors” (p. 287). 
 
I concur that managers’ behaviors may be largely influenced by the exchange 

context. The marketing channels literature provides plenty of evidence that affect play an 

important role in relationship management, such as satisfaction (see Geyskens et al. 1999 

for review), affective commitment (Kim and Frazier 1997; Bello and Gilliland 2002), and 

perceived fairness (Dwyer et al. 1987; Kumar et al. 1995b). If managers strictly follow 

the rational actor assumption of TCE and agency theory, these emotions should play no 

role in managers’ pursuit of unilateral outcome maximization. My aim here is to 

investigate the relative strength of rational actor and bounded morality frameworks. 
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The extant literature has shown that relational norms at the dyadic level are 

developed through reciprocal exchange over time (Heide and John 1992; Noordewier et 

al. 1990). Once the relational norms are established in an exchange relationship, it is 

widely accepted that the threats of opportunism are deterred significantly (cf. Brown et 

al. 2000). As such norms develop over time with repeat collaborative transactions (Dwyer 

et al. 1987; Macneil 1980), I believe it is important that I examine the conditions that 

promote relational behavior. Instead of focusing on relational norms as a primary control 

mechanism, I conceptualize relational behaviors (i.e., information exchange, flexibility, 

shared problem solving) as the opposite of opportunism. That is, relational norms and OB 

are not in a causal relationship; rather, they represent different levels of cooperation as 

OB is a manifestation of unilateral gain seeking, while bilateral gain seeking is 

manifested relational norms.  

The extant research shows that perceived fairness or justice in an exchange 

relationship is a necessary condition for the development of relational norms (cf. 

Gundlach and Murphy 1993). Gundlach and Murphy (1993) note that ethical principles 

such as fairness are the foundation of any meaningful exchange relationships. Hardin 

(2001) also suggests that reciprocity plays a central role in relationship development: 

“The more I encounter people who reciprocate my cooperative gestures, the more 
I come to understand the nature of our potentially beneficial interaction, so that I 
become trustworthy in the sense that I begin to take others’ interests into account 
in deciding what to do. When furthering their interests furthers mine and I 
recognize this fact, they have reason to judge me to be trustworthy” (p. 25). 

 

Unlike explicit formal contracts, relational exchange relies heavily on 

psychological contracts, which are made up of beliefs about the reciprocal obligations 
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between exchange partners. Such beliefs are developed through repeat transactions that 

support norms of equity (Ring and Van de Ven 1992). The development processes of 

cooperative interfirm relationships are, in Ring and Van de Ven’s (1994) framework, 

cyclical and based on reciprocal fair dealings over time.  

In addition, Gundlach and Murphy (1993) note that relational norms are grounded 

in honesty, fairness, and equity because an enlightened self-interest for the preservation 

of the relationship guides the exchange. According to Dwyer et al. (1987), perceived 

justice in interfirm exchanges is necessary for developing trust between firms. Studies by 

Kumar et al. (1995b) also show that perceived fairness significantly enhances relationship 

quality (trust, commitment, and conflict). Ganesan (1994) also demonstrates that a 

channel member’s satisfaction with an equitable relationship is positively related to their 

perception of a vendor's benevolence and credibility.  

The dissertation’s take on the bounded morality framework reflects Trivers’ 

(1971) notion of “reciprocal altruism.” Trivers (1971) views each individual as 

possessing both altruistic and cheating tendencies. He demonstrates reciprocal altruism 

using the ecological system context, which he then applies to the human species. 

Reciprocal altruism is essentially analogous to the description of “an ongoing pattern of 

interaction in which I help you, then you help me” (Jencks 1990, p. 61). It is a learning 

process by which individuals determine the adaptiveness of reciprocal altruism. He also 

explains that variables such as friendship, dislike, moralistic aggression, gratitude, 

sympathy, trust, suspicion, trustworthiness, and guilt are the variables that contribute to 

the ultimate cost-benefit balancing of altruistic behaviors. Hence, Trivers’ view is that 
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agents’ decisions to behave cooperatively is greatly influenced by the perception of 

relationship quality. 

Based largely on the organizational justice literature, the bounded morality 

framework, or affect-driven rationality of appropriate behaviors, is different from the 

rational actor framework in that the bounded morality framework assumes that economic 

actors are sensitive to the exchange context. Here, agents, rather than focusing on 

maximizing their own wealth whenever possible, instead are carried away by emotions 

based on perceived relationship quality with the principal. To a large degree, the 

organizational justice literature is based on cognitive dissonance theory (Festinger 1957), 

which posits that individuals react to dissonance, or a negative drive state caused by 

holding two dissimilar cognitions. Individuals are then motivated to eliminate or reduce 

that dissonance even if such actions may be irrational and lead to suboptimal outcomes 

for themselves. The organizational justice literature argues that the presence of injustice 

creates tension that is proportional to the magnitude of perceived injustice, which in turn 

motivates individuals to act to regain balance (see Adams 1965).  

Akerlof (1982) and Nagin, Rebitzer, Sanders, and Taylor (2002) also offer a 

remarkable perspective of psychological costs of bad behavior. Using Homans’(1954) 

observation of a small group of workers who neither desired nor expected rewards 

substantially exceeding the minimum work standards, Akerlof (1982) discusses in his 

model of “gift exchange” what the standard neoclassical economics theory cannot 

explain: norms of reciprocation. His model focuses on the utility a worker derives from 

work efforts, which s/he then uses to determine the level of effort which maximizes 

utility. Nagin et al. (2002) further elaborate on this idea and show that agents’ positive 
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attitudes toward employer reduce their opportunistic behaviors that maximize their 

wealth at the expense of their principals. Nagin et al. (2002) explain that these employees 

experience heightened disutility in engaging in opportunistic behavior, which “may be 

due to feelings of reciprocity for receiving fair treatment from the employer or may 

reflect a set of innate psychological traits (such as empathy) that make it easier to feel 

good about the employer and also raise the psychological costs of bad behavior” (p. 867).  

Such tension may be caused by perceived distributive, procedural, or 

interpersonal injustice. In addition, I also expand the bounded morality framework to 

include the “crowding out effect of monitoring” (Frey 1993) as monitoring often signals 

mistrust (Ghoshal and Moran 1996). Monitoring is generally defined as any information 

collection by the principal to ensure contractual responsibilities (Jacobides and Croson 

2001; Fama and Jensen 1983), and I argue that monitoring efforts may backfire unless 

carefully planned. 

 

Distributive Justice 

 As reviewed in the previous chapter, equity theory (Adams 1963; 1965) posits 

that individuals are sensitive to equity relationships such that they evaluate their 

relationships with others by assessing the ratio of their outcomes from and inputs to the 

relationship. In addition, they feel distressed when inequity exists and individuals react to 

restore equity by distorting inputs or outputs. 

The empirical studies in the organizational literature, using a wide variety of 

simulated work settings, have found support for these predictions (see Greenberg 1982 

for review). In addition, equity theory research has examined the impact of perceived 
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equity/inequity on a number of organizational outcome variables, such as quality of work 

(Andrews 1967; Goodman and Friedman 1968; Valenzi and Andrews 1971), turnover 

(Carrell and Dittrich 1978; Telly, French, and Scott 1971), and absenteeism (Carrell and 

Dittrich 1978). More recently, survey-based empirical studies in the organizational 

behavior literature have shown that the perceived distributive injustice influences 

employees’ behaviors (Greenberg 1990). Janssen (2001) demonstrates that job 

performance and job demands have a negative relationship for the surveyed managers 

who believed they were underrewarded, while those whose perception of effort-reward 

fairness was high performed better and felt more satisfied as job demands increased to 

intermediate levels. Moorman (1991) empirically demonstrates that the perception of 

distributive justice greatly influences employee citizenship behaviors (e.g., courtesy, 

civic virtue).  

In the context of marketing channels relationships, some studies have shown the 

effects of generally perceived unfairness on interfirm conflict and dissatisfaction (Frazier 

1983; Frazier et al. 1988). Kumar et al. (1995b) demonstrate the negative relationship 

between distributive injustice and relationship quality. Ramaswami and Singh (2003), in 

the salesforce context, unexpectedly found that salespeople under perceived distributive 

injustice are more likely to behave opportunistically by engaging in activities that 

undermine organizational effectiveness. The authors also report that perceived 

distributive justice is a significant indicator for overall job performance (e.g., meeting 

sales/business/professional objectives).  

Interestingly, I also point out that distributive justice may have implications for 

the findings of Agrawal and Lal (1995) and Lal (1990) that increases in royalty rates by 
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franchisors are related positively with increases in their monitoring frequency. As 

reviewed in the previous chapter, royalty rates and monitoring are highly correlated 

because of the potential “free-rider problem,” and as Lal (1990) describes, the suspecting 

principal who wishes to maintain its brand equity increases monitoring efforts as a 

consequence. However, it could be said that increases in royalty rates could be 

understood in terms of distributive injustice. That is to say, rather than concluding that 

franchisees are self-interest seekers, quality shirking could have been due to unjust 

feelings of franchisees who are then motivated to balance inequity.  

Based on these findings, I predict that marketing channel managers’ perceptions 

of distributive justice are negatively related to PFO because their efforts in the channel 

relationships are rewarded fairly, and therefore have no motivation to establish equity:  

H8: Managers exhibit lower levels of PFO when their perceptions of  distributive 
justice are higher.  

 

Procedural Justice 

While the focus of distributive justice is on the perceived fairness of resource 

distributions, the concept of procedural justice focuses on the procedures by which the 

reward allocation decisions are made. Contrary to the assumption of the agency theory, 

procedural justice research suggests that individuals’ reactions to authorities go beyond 

whether such behaviors directly benefit their interests. Rather, individuals are sensitive to 

notions of respect, dignity, and fairness in authoritarian treatments (Tyler 1990; Tyler and 

Lind 1992). 

In organizational justice research, empirical studies have shown that procedural 

justice and distributive justice have dissimilar effects on the consequences. Moorman 
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(1991) shows the positive relationship between perceived procedural justice and 

organizational citizenship behaviors. Additional studies also indicate procedural justice 

better predicts employees’ level of citizenship behaviors than does distribute justice 

(Organ and Moorman 1993; Moorman, Niehoff, and Organ 1993; Konovsky and Pugh 

1994). Similarly, Folger and Konovsky’s (1989) studies conclude that procedural justice 

better explains supervisor trust and organizational commitment, while distributive justice 

better explains job satisfaction.  

In marketing channel relationships, Kumar et al. (1995b) examine simultaneously 

the effects of both distributive and procedural fairness on relationship quality (levels of 

conflicts, trust, and commitment) and show relatively stronger effects of procedural 

justice. In general, Colquitt et al.’s (2001) meta analysis the effects of various justice 

perceptions indicates that procedural justice explains well job satisfaction, organizational 

commitment, and job performance more so than the distributive justice counterpart.  

 Collectively, studies generally suggest that procedural justice is a good predictor 

of relational qualities such as organizational commitment and supervisor evaluation (e.g., 

Moorman 1991; McFarlin and Sweeney 1992; Sweeney and McFarlin 1993; Folger and 

Konovsky 1989). Hence, I expect that when agents feel their principals use fair 

procedures (i.e., consistent, accurate, correctable, representative, and ethical) in 

determining their reward allocation, they are less likely to feel the need to engage in 

retaliation to “get even” (Skarlicki and Folger 1997). Therefore: 

H9: Managers exhibit lower levels of PFO when their perceptions of procedural 
justice are higher. 
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Interactional Justice 

 Interactional justice is related to the perceptions of fairness in communication 

between principal and agents. Respectful treatment and truthful communication are two 

key characteristics of interactional justice (Bies and Moag 1986). Colquitt (2001) and 

Colquitt et al. (2001) demonstrate that although different justice dimensions (i.e., 

distributive, procedural, and interactional justice) are moderately to highly correlated, 

interactional justice is a distinct construct of its own. As interactional justice is a 

relatively new construct, a limited number of empirical studies have been conducted to 

date. 

Among the few empirical tests of the consequences of interactional fairness, 

Ramaswami and Singh (2003) show that perceived interactional fairness of the supervisor 

greatly influences salespersons’ job satisfaction and supervisor trust, which in turn 

enhance their organizational commitment and reduce opportunistic behaviors, 

respectively. Similarly, Masterson et al. (2000) report that interactional justice explain a 

significantly large variance in employees’ perceptions of the quality of their relationship 

with their supervisors, which in turn positively impact job satisfaction and citizenship 

behaviors (altruism, courtesy, and careful attention to their jobs). In addition, Moorman 

(1991) unexpectedly finds that interactive justice explains job satisfaction and 

organizational citizenship behaviors, such as altruism and sportsmanship, better than the 

distributive and procedural justice counterparts. These pieces of empirical evidence 

suggest that agents reciprocate when they feel that their principals treat them with 

respect, kindness, and truthfulness in communications. Therefore, I expect that agents’ 

perceptions of interactional justice in their exchange relationships with their principals 
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have significant impact on their willingness to engage in cooperative behaviors (i.e., 

PFO). Thus, 

 H10: Managers exhibit lower levels of PFO when their perceptions of interactional 
justice are higher. 

 

Crowding Out Effects of Monitoring 

In addition to the concepts of organizational justice, the bounded morality 

framework includes the crowding out effects of monitoring, which essentially derives 

from criticism of TCE’s assumption of opportunism. According to Williamson (1993, p. 

102), opportunism is the ultimate cause for the failure of markets and for the existence of 

organizations. By assuming opportunism, interfirm exchange relationships necessarily 

require explicit control mechanisms such as monitoring. According to Ghoshal and 

Moran (1996), however, assuming opportunism is dangerous because it leads to 

mechanisms that may create more opportunism, and they call the phenomenon a “self-

fulfilling prophecy.” 

Gilbert (1996) argues that opportunism abounds “if we go looking for it” (p. 174), 

and comments that the more we assume opportunism or see the world in terms of the 

prisoner’s dilemma, the more likely we are to think and act like the prisoners in the 

model and become “prisoners of the prisoner’s dilemma.” 

Ishikawa, as “one of the world’s foremost authorities on [total] quality control” 

(Chen, Sawyers, and Williams 1997, p. 839) notes, 

“If a person does not trust his . . . subordinates and imposes strict control and 
frequent inspection, he cannot be a good manager. His control is based on the 
belief that people are by nature evil, and such a system simply does not work 
(Ishikawa 1985, p. 66).”   
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Moschandreas (1997) also contends that TCE fails to account for the diversity of 

human motivation and its asymmetric use of opportunism: 

 “. . . to exercise authority . . . systems measuring productivity, monitoring 
performance, auditing, and intervening to resolve disputes in case of conflict must 
be in place. Such systems do not discriminate between opportunists and non-
opportunists. The question then arises as to what is the likely impact of structures 
built on the assumption of opportunism on individuals who are not inclined to 
behave opportunistically? The answer must include the possibility that such 
structures may (1) have adverse motivational and productivity effects, and more 
importantly (2) may compromise an individual’s proclivity to behave honestly. 
Individuals, treated with suspicion and on the expectation that given the 
opportunity they will cheat, may be induced to behave in the postulated manner” 
(p. 47) 

 

 Her notion of authority is that of hierarchy (in-house), and she points out that 

“the premise that internal markets always work well may be seriously misguided if the 

impact of hierarchical structures on human behavior were adverse and significantly 

strong” (p. 47). Considering the consequences of distrusting others, Yamagishi (2001) 

also adds that “distrust breeds further distrust since it prevents people from exposing 

themselves to opportunities to develop social intelligence” (p. 139).  

In addition, John (1984), drawing from the frustration-aggression phenomenon 

(e.g., Child 1972; Dewar and Werbel 1979) notes that the lack of autonomy and self-

control creates frustration particularly for autonomy-oriented entrepreneurs in the 

wholesaling and retailing sectors of marketing channels. Similarly, based on Reactance 

Theory (Brehm 1966), if relatively dependent agents view monitoring as mere 

enforcement of power by the principal, they build resistance and engage in reactance 

behaviors to undermine the constraints threatening their freedom of action (Joshi 1998).  

Closely related is the term “zone of acceptance” (Simon 1947), and it can be said 

that the principal’s authoritarian actions (i.e., monitoring) could have “perverse effects” 
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(Jacobides and Croson 2001) if they fall out of the zone of acceptance. As reviewed in 

the previous chapter, Frey (1993) conceptualizes the crowding out effects of monitoring 

as breaking mutual trust (i.e., psychological contract) and “the agent affected sees no 

reason why he or she should not behave in an opportunistic way” (p. 664). More 

specifically, the crowding out effect refers to “how far the agent’s self-determination and 

self-evaluation are affected by the principal’s monitoring activities” (Frey 1993, p. 665).  

The literature generally supports the idea that monitoring actually increases 

channel member opportunism (John 1984; Murry and Heide 1998). According to John 

(1984), bureaucratic structuring leads to “an erosion of positive attitudes” (p. 287). 

Perrow (1986) describes that monitoring is inescapably an obtrusive management 

approach by nature. Jacobides and Croson (2001) argue that more monitoring is not 

always better as it may “destroy social welfare even as [it] add[s] to principal welfare” 

(p. 206). Murry and Heide (1998) empirically support the idea by showing that 

monitoring efforts discourage retailers to participate in display programs. Ramaswami 

(1996) also shows that both outcome- and behavior-based controls are positively related 

to employees’ dysfunctional behaviors such as gaming (behaviors that look good on 

paper but are dysfunctional for the firm otherwise), smoothing (evening out performance 

over time), focusing (enhancing or degrading performance information through selective 

communication to supervisors), and invalid reporting (deliberately reporting inaccurate 

data to management). 

Some monitoring efforts can successfully aid agents’ performance (Bello and 

Gilliland 1997) and hence they have a “disciplining effect” (Frey 1993). On the other 

hand, though, monitoring activities may have crowding out effects when used 
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inappropriately. Within the context of employment relationships, Jacobides and Croson 

(2001) suggest that monitoring leads astray when it interferes with coordination, and thus 

monitoring should only be used when it is designed to facilitate “efficient resource 

allocation within the firm and directing the effort of employees to the most efficient 

goals” (p. 211). If the agent views monitoring as obtrusive and an act of mistrust, rather 

than as well-coordinated attempts to attain optimal outcomes to benefit both firms, it may 

induce increased negative feelings, such as distrust and disrespect for the principal.  

Hence, I hypothesize that managers exhibit higher levels of PFO when they 

observe monitoring as overly intruding upon their autonomy (H11): 

H11: Managers, as a result of higher levels of the crowding out effect of 
monitoring, exhibit higher levels of PFO.  

 

 

Extra-Dyadic Level Analysis 

While research on marketing channels builds predominantly on the political 

economy framework, Grewal and Dharwadkar (2002, p. 83) point out that researchers 

have focused primarily on internal economic structure and processes, which they refer to 

as “microdyadic issues,” yet have paid little attention to the ubiquitous influence of the 

institutional environment.  

Accordingly, in addition to investigating the influences of individual differences 

(“bad apples”) and dyadic structures, the present research model simultaneously 

examines the “bad barrel” argument. According to Trevino and Youngblood (1990, p. 

378), the “bad barrel” refers to the argument that something in the environment poisons 
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otherwise good apples. In this dissertation, I argue that examining the role of social forces 

provides further insights about PFO. 

More specifically, I examine the roles of (1) negative professional ethical climates 

and (2) social network mechanisms. The former deals broadly with the professional 

ethical climate within an industry, while the latter is mainly concerned with “network 

density” (Burt 1992).  

 

Professional Ethical Climate 

 A professional environment is comprised of socialization within a particular 

industry as well as membership in professional/industry associations. Professional ethical 

climate is conceptualized as the extent to which extra-dyadic environment discourages 

opportunistic behaviors in a dyad. According to integrative social contract theory (ISCT) 

(Donaldson and Dunfee 1994), there exist two types of social contracts: (1) normative 

and hypothetical contract among economic participants and (2) an existing implicit 

contract that can occur among members of specific communities, including informal 

subgroups within departments, professional associations, industries, national economic 

organizations, and so on. In this section, my focus in on the latter, the extent to which 

extra-dyadic ethical climate influences marketing channel managers’ PFO within a dyad. 

It is conceptualized that ethical climate pertains to the prevalence of informal 

norms for disregarding collective welfare. Informal norms represent shared values within 

a professional environment. Such informal norms “are communicated in the processes 

whereby individuals are socialized into their respective organizations, professions, and 

industries” (Hunt and Vitell 1991, p. 782). Empirical studies have concentrated on intra-
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firm informal ethical norms and demonstrated substantial influence of supervisor or 

senior management on employee’s perceptions of acceptable behaviors (Chen, Sawyers, 

and Williams 1997; Chonko and Hunt 1985; Ferrell and Gresham 1985; Hegarty and 

Sims 1979; Nwachukwa and Vitell 1997; James 2000; Zey-Ferrell and Ferrell 1982).  

In terms of industry-level informal ethical norms, Jackall (1988) describes 

proliferated effects: 

“[One executive in the textile industry says] We lie all the time, but if everyone 
knows that we’re lying, is it really a lie? . . . [many customers in the textile 
business] will lie, cheat, and steal from you without blinking twice. ” (Jackall 1988, 
p. 121) 

 

Cote and Goodstein (1998) also describe the nature of the security industry as 

having informal norms of self-interest seeking activities (e.g., insider-trading) rather 

seeking the interest of the public to whom they have primary responsibility. Sethi and 

Sama (1998) argue that propensity to engage in ethical or unethical behavior is 

determined greatly by market-competitive factors. Although no empirical studies have 

been conducted to examine directly the influence of informal ethical norms outside of a 

firm on an employee’s ethical decision making, research findings in intra-firm settings 

suggest that such norms play an influential role in marketing channel managers’ ethical 

decision making. In addition, many studies have reported the prevailing role of culture in 

on one’s ethical perception, attitude, and behavior (e.g., Singhapakdi et al. 1994; Kracher 

et al. 2002; Christie, Kwon, Stoeberl, and Baumhart 2003). Chen, Peng, and Separito 

(2002) argue that cultural conditioning of individualism-collectivism influences one’s 

feelings of moral obligations toward different transaction. I conceptualize that informal 
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norms within a particular professional environment may be used as a reference on 

determining acceptable behaviors.  

Research suggests that formal company rules and professional ethics codes and 

code enforcement also influence an ethical decision maker’s moral judgment. Kohlberg’s 

(Kohlberg 1984; Power, Higgins, and Kohlberg 1989) Just Community experiments 

demonstrate the critical roles of the environment (organizational policies and procedures) 

in schools and prisons in creating positive moral judgments and actual behaviors such as 

stealing and cheating. Other empirical studies also show that formal codes of ethics are 

positively related to ethical behaviors (e.g., McCabe et al. 1996; Ferrell and Skinner 

1988). While ethical codes seem to play a substantial role, Murphy’s (1995) review 

shows mixed findings of the effectiveness of codes of ethics. Several researchers 

highlight the importance of the enforcement of codes of ethics (Trevino 1990; Spekman 

and Salmond 1992; Ross and Robertson 2000), as well as clarity of the codes in 

communicating specific guidelines about ethical behaviors (Ross and Robertson 2000).  

Collectively, in terms of PFO, it is hypothesized that marketing managers’ PFO is 

influenced by their professional ethical climate. Hence,  

 H12: Managers exhibit higher levels of PFO under higher levels of negative 
professional ethical climate. 

 

 
Interaction between CMD and Professional Ethical Climate 

In addition to focusing on the main effects of social networks, I propose interaction 

effects between professional ethical climates and CMD.  

In line with the “bad barrel” argument, studies suggest that an individual’s ethical 

behaviors are greatly influenced by environmental forces. In determining acceptable 
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ethical behaviors, it is plausible that those with conventional level CMD are most likely 

to be influenced by the environment because they derive moral judgment based on 

“general social arrangements” (Rest 1979, p. 30). At the same time, those in 

postconventional level CMD may be less deterred by social influences because they 

uphold the basic rights and wealth of others. Ferrell et al. (1989, p. 58) observe that “The 

‘principled’ individual sees beyond the norms, laws, or authority of groups or 

individuals.”  Trevino and Youngblood (1990, p. 379) also note, “With each successive 

stage, the individual’s moral judgment grows less and less dependent on outside 

influences.”  

The interaction between CMD and professional ethical climates may be 

significant because research shows that most adults operate at the conventional level, 

which indicates that they are susceptible to the influence of their social environments 

(Trevino 1986). Studies also demonstrate that employees’ personal moral convictions 

interact with organizational value systems (Nwachukwu and Vitell 1997; Frederick and 

Weber 1987).  

Meanwhile, those individuals at the postconventional level may value the 

environmental influences, such as norms, laws, or authority of groups or individuals less 

than their conventional counterparts (Ferrell et al. 1989). The original conceptualization 

of CMD also is in agreement that individuals become less and less deterred by 

environmental influences with each successive stage (cf. Rest 1979). Hunt and Vitell 

(1991, p. 781) write, “Since stages of cognitive moral development [CMD] implies a high 

capacity to reason through complex ethical situation, it would seem that individuals high 

in cognitive moral development would, among other things, bring in more deontological 
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norms in any situation and would consider the interests of more stakeholders in their 

decision making.”  Deontological views, dating back to Socrates, emphasize the “best” 

set of rules to live by, while teleological views are relativistic, consequence-dependent 

judgments of morality (Frankena 1963). 

It is also noteworthy that Kohlberg (1965) followed up Milgram’s (1974) 

obedience experiments conducted at Yale in the 1960s (reviewed in the previous 

chapter), in which the experimenter ordered the participants to give increasingly severe 

electric shocks to an experiment confederate. He interviewed the subjects in Milgram’s 

experiment and reported that 75% of the stage six participants quit during the experiment 

while only 13% of the lower stage participants quit (Kohlberg 1965, 1969).  

It is my intention to investigate the environment-CMD interactions because the 

extant literature has not empirically treated CMD as a moderator. Instead, CMD remains 

an independent variable contributing to ethical decision-making and/or behaviors. I 

hypothesize that advances in CMD mean being less susceptible to environmental 

influences, such that: 

 H13: As managers’ CMD scores increase, the magnitude of the positive effects of 
a negative professional ethical climate on PFO reduces. 

 
 

Determinants of Opportunistic Behaviors 

The premise of the conceptual model is that PFO and OB are positively related, 

and that the actual occurrence of OB is moderated by several factors (i.e., constraints) 

that reflect both social and economic costs of OB.  

H14: Managers with higher levels of PFO exhibit higher levels of OB 
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As shown in Figure 3.1, I have identified two moderating factors: (1) disciplinary 

monitoring and (2) network density.  

 

Disciplinary Monitoring  

 At the dyadic level, disciplinary monitoring, or the principal’s ability to detect and 

punish noncompliance (Eisenhardt 1985), is proposed to reduce the linkage between PFO 

and OB. Monitoring the agent’s outputs can be ineffective when (1) the principal 

uncritically relies on measures that agents can “learn their way around” (Jacobides and 

Croson 2001) and manipulate information asymmetry to their advantage (e.g., Hunt 

1986) and (2) high levels of ex ante causal ambiguity (Thompson 1967) exists, such that 

the principal employs inaccurate monitoring schemes that sacrifice relevance in the name 

of precision (Kaplan 1989). As such, measurement problems due to measurement 

imperfection and/or ex ante causal ambiguity can inhibit the principal’s ability to catch 

agents’ OB.  

For monitoring to be disciplinary, it must be able to deter opportunism. That is, 

monitoring is ineffective when it does not involve adequate punishments. Following the 

rational actor framework, incurring little or no costs for opportunistic behaviors even 

after being caught would only encourage the agent to gain at the expense of the principal. 

In other words, the subsequent costs of being caught in opportunistic behaviors must be 

significantly greater than the benefit of the opportunistic behaviors. Wathne and Heide 

(2000) explain that monitoring is used to detect opportunism and ultimately the ability to 

match rewards and sanctions to the partner’s behavior in an appropriate fashion. Hence, 
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the concept of disciplinary monitoring is twofold: (1) ability to detect the agent’s 

opportunistic behaviors and (2) employing adequate levels of punishment upon detection. 

One domain needs not be correlated with the other. In fact, agents may opt to 

behave opportunistically if they see that they face little punishment should they be caught 

by the principals. At the same time, principals could impose serious punishment (e.g., 

sudden termination of exchange relationship) but which may be ineffective if they are 

unable to catch the agents behaving opportunistically. Hence, each of the two domains is 

necessary but not sufficient condition for disciplinary monitoring by itself. When both are 

in place, it can be an effective mechanism for curbing opportunism. Holmstrom and 

Roberts (1998), for example, show Japanese automakers actively monitor and adjust 

purchase volumes to reward suppliers for their good behavior (and punish bad behavior).  

Following the rational actor framework, the agent must be calculative and weigh 

the costs and benefits of opportunistic behaviors. Given high levels of PFO, I expect that 

high levels of disciplinary monitoring should reduce the likelihood of actual OB. Hence, 

H15: Disciplinary monitoring reduces the magnitude of positive effects between PFO 
and OB. 

 

 
Network Density  

 In addition to the professional ethical climate, I also investigate the role of network 

density (Burt 1992), or the strength of social ties, within an “embedded” (Granovetter 

1985) business network. The premise of a network perspective is that a firm exists within 

a business network, which is a set of connected relationships between firms (Astley and 

Fombrun 1983; Miles and Snow 1992; Häkansson and Johanson 1993; Anderson et al. 

1994). Because of a network’s embeddedness, a firm’s actions are shaped by its social 
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relationship within. Structurally embedded norms propel firms to be cooperative so as to 

reduce monitoring and coordination costs (Jones et al. 1997). 

 As reviewed in the previous chapter, network density (Burt 1992) represents the 

strength of relationships within a network. I propose that understanding the social ties of 

network relationships is critical in determining OB because strong ties facilitate high 

levels of shared beliefs and consensus (Friedkin 1984; Galaskiewicz and Wasserman 

1989; Meyer and Rowan 1977), which lead to socially constructed norms and 

expectations of behavior (Oliver 1991; Myer and Rowan 1977; Coleman 1988; Rowley 

1997; Walker, Kogut, and Shan 1997; Kreps 1990).  

 Network density seems to affect OB because of two social mechanisms: 

collective sanctions and reputation (Jones et al. 1997). Such socially binding mechanisms 

are important to those managers who have a strong involvement with other members of 

the network. Coleman (1988) argues that cohesive networks, due to the visibility of 

actions, effectively curb opportunistic behaviors. According to Jones et al. (1997), 

involved members can “punish other members who violate group norms, values, or goals 

and range from gossip and rumors to ostracism and sabotage” (p. 931). Hagen and Choe 

(1998) illustrate the powerful mechanism of social sanction in the context of the Japanese 

automotive industry. Antia and Frazier (2001) also find network density to have a 

significant effect on franchisors’ decisions as to the extent of severity of contract 

enforcement on franchisees, because “potential costs of retaliation [by franchisee 

network] are likely to mitigate potential benefits of a more severe enforcement response” 

(p. 70). 
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Keeping a good reputation within a network may be of concern to a firm, as 

Powell (1990) argues that social network arrangements represent the most efficient 

source of information for other firms both within and outside the network. In a similar 

vein, reputation plays an important role when searching for a potential exchange partner, 

as reputation helps identify a credible partner firm. Such a role of “trust transfer” 

(McEvily, Perrone, and Zaheer 2003) is well documented in the marketing channel 

literature (see Ganesan 1994; Kumar et al. 1995b; Weigelt and Camerer 1988; Anderson 

and Weitz 1992; Weiss, Anderson, and MacInnis 1999; Veugelers 1993). 

In sum, network density is an important indicator of the two social mechanisms, 

collective sanctions and reputation, as “dense networks where closer relationships allow 

more communication, social sanctions can be more easily levied on individuals whose 

performance levels are below shared behavioral norms” (Senjem and Reed 2002, p. 142).  

 H16: Network density reduces the magnitude of positive effects between PFO and 
OB. 
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CHAPTER IV 
 

METHODOLOGY – SAMPLE AND DATA COLLECTION 
 
 

 This chapter outlines and details data collection procedures employed prior to the 

empirical test of research hypotheses. The three main areas covered are sampling, data 

collection, and description of the final sample. The development of scales is discussed in 

Chapter Five. 

 
The Sample 

 
Study Population 

This dissertation’s findings may be relevant to many business relationships, 

especially those in which opportunism is possible (i.e., in bilateral, monopolistic 

exchange). In terms of research methodology, an ideal sampling frame would consist of 

business-to-business relationships embedded in a broader social network.  

Even though several researchers have called for marketing channel research to 

expand beyond its traditional focus on the dyadic relationship (see Anderson et al. 1994; 

Heide 1994; Achrol and Kotler 1997; Grewal and Dharwadkar 2002; Iacobucci and 

Hopkins 1992), few empirical examinations have been reported. Empirical studies of 

network density, one of my key research variables, have been especially limited with a 

few exceptions (Rowley, Behrens, and Krackhardt 2000; Senjem and Reed 2000; Antia 

and Frazier 2001). In particular, Antia and Frazier’s (2001) research is the only research 

that has examined the role of network density in a dyadic exchange relationship.  

Following Antia and Frazier (2001), I chose franchising as the study population. 

They find that interactions within a franchisee network play a significant part in a 
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franchisor’s decisions to enforce contracts on their franchisees. Indeed, franchising is 

frequently characterized by horizontal communication among franchisees, who often 

develop social relationships as a result. Such a degree of socialization is also crucial for 

the development of informal norms, which are “communicated in the processes whereby 

individuals are socialized into their respective organizations, professions, and industries” 

(Hunt and Vitell 1991, p. 782). In addition to informal norms, the franchising context 

should also provide an adequate context for two additional components of professional 

ethical climate: formal ethical codes and their enforcement (Hunt and Vitell 1991).  

The sample population of franchising appears to vary sufficiently in these 

network-related constructs. The formative scale of Negative Professional Ethical Climate 

ranged from 1.00 to 7.00 (M=3.32, SD=1.24) on a 7-point scale5. Network Density 

ranged from 1.00 to 7.00 (M=4.60, SD=1.53). The sample statistics suggesting that 

franchisee networks indeed offer sufficient variance in terms of network effects. 

Franchising as the study population produced sufficient variance on other key 

constructs at the dyadic level as well. On the Interdependence construct, previous studies 

examining franchising relationships have shown that the costs of switching exist at 

different levels on both sides of the dyad (e.g., Antia and Frazier 2001). In addition, as 

Ingram (1996) describes, a franchisor’s dependence on its franchisees exists to the extent 

that franchisees are accountable for maintaining and enhancing the reputation of the 

franchising brand. From a franchisee’s perspective, levels of dependence on their 

franchisors may vary according to the levels of franchisor’s support. Studies show that 

once franchisees become more experienced, they attribute their success to their own 

                                                 
5 Unless noted otherwise, 7-point Likert-type scales (1=”strongly disagree”, 7=”strongly agree”) are used 
hereafter. 
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efforts rather than to the efforts of the franchisor (Knight 1986), which may indicate 

lessened levels of dependence on franchisors. At the same time, franchisees who manage 

multiple locations may have more bargaining power than those who manage only one 

location. In the current study, Franchisor Dependence ranged from 1.00 to 7.00 (M=3.76, 

SD=1.45), and Franchisee Dependence ranged from 1.00 to 7.00 (M=4.76, SD=1.69), 

suggesting sufficient variance in both constructs. 

Similarly, franchising as a study population provides sufficient variance in TSIs 

and Economies of Continuation. Franchisees incur a variety of franchise-specific 

investments from the start, such as initial investment, training, franchise brand-specific 

equipment, store-interior investments, and so on, which may not be recovered upon 

termination. Some industries, such as residential cleaning services and cosmetic and 

beauty care products typically incur much fewer TSIs as compared to hotels and 

restaurants. As for Economies of Continuation, the duration of franchise contracts vary 

greatly in length. As a franchisee owns a limited license, not a perpetual right, contract 

renewal frequency may be of a great concern to franchisees. In the sample, Franchisee 

TSIs ranged from 1.00 to 7.00 (M=4.96, SD=1.63), and Economies of Continuation 

ranged from 1.00 to 7.00 (M=5.04, SD=1.81).  

Additionally, franchisors routinely monitor franchisees’ operations to ensure 

compliance with pre-set standards. The frequency and depth of monitoring, as well as the 

severity of punishment for non-compliance should vary greatly across various industries 

and different franchises. As reviewed in previous chapters, the extent to which 

monitoring effectively detects opportunism should vary depending upon franchisees’ task 

characteristics such as levels of task programmability. In the sample, Disciplinary 
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Monitoring6 ranged from 1.00 to 49.00 (M=23.01, SD=11.14), suggesting franchising 

offers sufficient variance in the extent of franchisors’ ability to effectively monitor and 

discipline franchisees’ non-compliance to agreed-upon terms. 

Opportunistic Behaviors take a variety of forms in the franchising context as in 

other governance structures. The present research broadly defines opportunism as self-

interest seeking with guile, such that a franchisee engages in behaviors that unilaterally 

improve its term of trade. Breach of contracts, quality shirking, inaccurate reporting, 

violation of promotion agreements are examples of opportunistic franchisee behaviors 

that are prevalent in franchising. As franchising represents a hybrid form governance, it is 

impossible for franchisors to control franchisees’ behaviors as they would in a hierarchy 

form of governance (Williamson 1985; 1996). To the extent that the interests of the 

principal and agent are imperfectly aligned, there exists room for opportunism in which 

franchisees may try to maximize unilateral gains at the expense of the franchisor. In the 

present sample, Opportunistic Behaviors ranged from 1.00 to 6.00 (M=2.43, SD=1.26), 

which is somewhat negatively skewed. Though, previous studies using similar self-

reporting opportunism scale share a common skewness. Table 4.1 summarizes a list of 

previous studies directly measuring opportunism (either self-reported or reporting on 

exchange partner) with reported means and standard deviations. It is apparent that 

skewness in response is common when a respondent reports his/her own deviant 

behaviors. In addition, other studies with exchange partners’ degree of opportunism 

report similar negative skewness, with means ranging from 1.44 (Rokkan, Heide, and 

Wathne 2003) to 4.47 (Cavusgil, Deligonul, and Zhang 2004). It seems that the skewness  

                                                 
6 It is a multiplicative scale between Franchisor’s Ability to Detect Opportunism and Franchisor’s Ability 
to Sanction Opportunism; both were measured using 7-point scale. 
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Table 4.1: Previous Studies Measuring Opportunism 

Study Self-
reported? 

Reporting 
on 

partner? 

Study Context Mean  
(7-pointscale) 

Standard 
Deviation 

John (1984) √  Oil retail dealers reporting 
their degree of 
opportunistic behaviors 
against their suppliers 

Not 
reported 

Not 
reported 

Provan and 
Skinner (1989) 7 

√  Farm and power equipment 
dealers reporting their 
degree of opportunistic 
behaviors against their 
primary supplier 

2.95 1.05 

Parkhe (1993)  √ Chemicals and non-electric 
machinery manufacturers 
reporting their partners’ 
opportunism 

.38  
(scale 
unknown) 

.12 
(scale 
unknown) 

Gundlach, 
Achrol, and 
Mentzer (1995) 

 √ Experiment (simulation) – 
subjects assumed either 
manufacturer or distributor 
responsibilities in 
negotiations 

2.638 1.239 

Ramaswami 
(1996) 

√  American Marketing 
Association members 
reporting their own degree 
of opportunistic behaviors 
within their firm 

2.45 .75 

Joshi and Arnold 
(1997) 10 

√  Experiment (simulation) – 
subjects assume the role of 
purchasing managers  

2.21 Not 
reported 

Dahlstrom and 
Nyggard (1999) 

 √ Norwegian oil distributors 
(franchisees) reporting their 
suppliers’ (franchisors’) 
degree of opportunism   
 
 
 
 
 
                       
 

3.06 1.48 

                                                 
7 Mean and standard deviation are converted from their original a 9-item additive 6-point scale 
8 Mean value across (1) two time periods and (2) manufacturer and distributor sides; ranged between 2.38 
and 2.93 
9 Mean value across (1) two time periods and (2) manufacturer and distributor sides 
10 Mean and standard deviation are converted from their original a 9-item additive 6-point scale 
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Table 4.1 Continued 
Brown, Dev, and 
Lee (2000) 

√  Hotel general managers 
reporting their degree of 
opportunistic behaviors 
against their brand 
headquarter 

2.23 1.05 

Rokkan, Heide, 
and Wathne 
(2003) 

 √ Dyadic measurement: 
Managers of independent 
manufactures of building 
materials reporting their 
suppliers’ degree of 
opportunism. The suppliers 
also reported their own 
opportunistic behaviors 

1.44 
(supplier) 

1.80 
(buyer) 

.98 
 
.68 

Jap and 
Anderson (2003) 

 √ Fortune 50 manufacturers’ 
procurement managers and 
their respective suppliers 
reporting on each other’s 
opportunism 

2.15 1.03 

Cavusgil, 
Deligonul, and 
Zhang (2004) 

 √ US manufacturers 
(industrial equipment, 
medical, appliances) 
reporting on their foreign 
distributors’ degree of 
opportunism 

4.47 1.73 

Rawaswami and 
Singh (2003) 

√  Salespeople from Fortune 
500 companies reporting 
their degree of 
opportunistic behaviors 
within their firm 

2.83 .83 

Wuyts and 
Geyskens (2005) 

 √ Dutch industrial equipment 
manufacturers reporting on 
their suppliers’ 
opportunism 

1.99 .95 

Wong, Tjosvold, 
and Yu (2005) 

 √ Chinese consumer product 
distributors reporting on 
their suppliers’ 
opportunism 

2.62 .63 

Carson, 
Madhok, and 
Wu (2006) 

 √ R&D outsourcing managers 
reporting their contractors’ 
degree of opportunism 
(new product development) 

1.73 .91 

Deligonul, et al. 
(2006) 

 √ US manufacturers 
(exporters) reporting on 
their foreign distributors’ 
degree of opportunism 

Not 
reported 

Not 
reported 
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in the present sample is not unique to the current context; rather, it is a common feature in 

opportunism measurement. 

Lastly, the three types of justice concerns vary sufficiently in franchising. 

Franchisors usually keep a close eye on franchisees in terms of supervision, service 

assistance, ways to communicate competitive strategies, etc. As they would frequently 

interact with their franchisors, franchisees were expected to have sufficient perceptions as 

to the fairness of their franchisors. At the same time, perceptions of distributive and 

procedural fairness were expected to have sufficient variance as franchisors vary in terms 

of royalty fees, profit sharing, and the procedures to determine them. In the sample, the 

means and standard deviations for Distributive, Procedural, and Interactional Justice are 

3.57 (SD=1.84), 4.14 (SD=1.64), and 4.58 (SD=1.54), respectively, offering evidence for 

sufficient variance in the study population.  

In summary, franchising as the study population appears to be adequate, 

providing sufficient variance in the key research variables. In addition, judging from the 

extra-dyadic level standpoint, franchising offers an easily identifiable social network in 

which high levels of socialization take place. This in turn significantly reduce the 

ambiguity of multiple and confounding social network effects, as it is frequently the case 

for other types of business. 

 

Generalizeability to Other Industries 

Lastly, the present research intends to contribute to the extant marketing literature 

by taking a closer look at socialization effects within a franchising community which 

represents a significant portion of our economy. According to International Franchise 
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Association’s (IFA’s) study11 based on 2001 economic data shows that franchised 

businesses account for $1.53 trillion in economic activity, which is 9.5% of the private-

sector economic output. Over 75 industries now engage in franchising, and the economic 

contributions seem to continue to grow. The findings of this dissertation, therefore, 

should apply to many business relationships in which opportunism is possible (i.e., in 

bilateral, monopolistic exchange within supply chains).  

 

Survey Participants 

In survey research, respondents are those who provide “their personal feelings, 

opinions, and behaviors” (Seidler 1974, p. 817) while key informants are those who 

report "about patterns of behavior, after summarizing either observed (actual) or expected 

(prescribed) organizational relations" (Seidler 1974, p. 817). While this dissertation is 

interested in franchisees’ subjective views of their exchange relationships with their 

franchisors, it also requires their observations of organizational phenomena (e.g., levels 

of TSIs, interdependence, etc.). Hence they will serve as both respondents and key 

informants for the survey. 

It is important that survey participants qualify as both respondents and key 

informants. As key informants, they should be knowledgeable about the ongoing 

exchange relationships (Phillips 1981). As respondents, it is important that they have had 

enough ongoing interactions with their franchisors to have developed certain opinions 

about their relationships. Therefore, they should meet the following two criteria: 

• They deal directly with the representatives of their franchisors on a regular 
basis 

 
                                                 
11 Source: Policymakers Digest published by IFA on its website (www.franchise.org) in March, 2004. 
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• They hold certain responsibilities in the outcome of the exchange (i.e.,  
deciding whether and how they can act opportunistically against their 
franchisors) 

 
I suspected that owners or co-owners of franchise outlets (i.e., unit franchisees) 

would be the most appropriate survey participants given the criteria described above. To 

ensure that unit franchisees actually meet the criteria, the survey posed relevant questions 

for qualification screening purposes. Specifically, a question was asked to report their 

knowledgeability in franchisor-franchisee relationship (“How knowledgeable are you 

about your franchise unit’s relationship and dealings with your franchisor?”), and 

franchisees whose response was below five on the 7-point scale (1=“Not at all 

knowledgeable”, 7=“Very knowledgeable”) were deleted listwise and excluded from the 

final sample. In total, 20 franchisees (10.6%) rated their knowledgeability below five. 

The length of being a franchisee was also checked by specifically asking a question of 

“How long have you managed this franchised unit?” I had no pre-specified cutoff for this, 

as franchising relationship can begin long before the actual starting date for managing the 

franchise unit. One franchisee reported less than six months of managing the franchise 

unit, but his/her knowledgeability was already below the cutoff, therefore, this case had 

already been excluded, and no other cases were deleted due to length of relationship. In 

all, the final sample only includes those franchisees with a high level of knowledgeability 

and experience in on-going relationship with his/her franchisor. 

 

Sampling Frame 

A mailing list of unit franchisees was purchased from FRANdata in Arlington, 

Virginia, a data supplier for franchisors, franchise attorneys, research and consulting, and 
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industry vendors. The company’s products and services include preparing reports such as 

competitive analysis, company and industry reports, as well as providing contact lists of 

franchisors and franchisees. The company was chosen to supply a mailing list because it 

had readily available a database containing over 100,000 single-unit franchisees. A list of 

4,328 unit franchisees randomly-selected from its main database was purchased at a 

nominal 30 cents per contact with 20% educational discount. FRANdata was also 

determined to be a credible source for a mailing list because it has actively collaborated 

with IFA Education Foundation in research having published various reports on 

franchising business, including highly-regarded the Profile of Franchising series. 

An advantage of purchasing single-unit-only franchisees allowed automatic 

exclusion of multiple-unit franchisees and master franchisees from the sampling frame. 

Master franchisees are those franchisees whose franchisors grant them the rights to 

subfranchise third parties to develop and operate the franchised business within their 

exclusive territories. While the degree of rights granted by their franchisors vary, it is 

important to screen out master franchisees because they are in many cases directly 

responsible for the supervision of the subfranchisees. In other words, they more or less 

perform the role of franchisors. The screening was performed using the available 

information provided by the mailing list provider.  

 

The Survey Instrument 

 The detailed description of scale development and measure verification is provided 

in Chapter Five. A copy of final survey is found in Appendix A. The aim of this section is 

to provide a brief overview of the survey itself in terms of its length and format. 
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 The survey measures 31 constructs over twelve pages: 23 constructs come from 

the hypothesized research model, and the remaining constructs are additional constructs 

that were added for possible use in alternative models. The survey contains 220 

questions, including 21 questions to tap research participants’ demographic and franchise 

business-related information.  

 The survey’s finished format was a folded and saddle-stitched booklet with a 

dimension measuring 5.50 inches by 8.5 inches. The cover page was titled “National 

Survey of Franchisees” featuring Virginia Tech official logo at the top. To further 

enhance credibility of survey, my name, title, and signature as well as those of my 

dissertation co-chairs were also printed on the cover page.  

 Following Dillman’s (1978) recommendation, a careful attention was paid to the 

cover letter (printed directly on the first page) in an effort to increase response rate. It was 

important to communicate with the audience upfront that the survey aims to discover 

what makes franchising relationships work and that their help is needed to achieve the 

goal. Dillman (1978) emphasizes that the researcher is portrayed as a reasonable person 

who is making a reasonable request for help. In exchange for a complete survey, upon 

request, it was promised that a copy of survey results would be shared. It was also 

important the extent of anonymity and confidentiality in the study and my phone and 

email address were printed on the cover page in case a need for clarification for any parts 

of survey arose. A standard Business Reply barcode was printed (Permit no.10 from 

Virginia Tech Treasurer) with return address on the back cover. Participants were 

requested to mail back the completed survey by simply stapling the survey booklet and 

place in the mail.  
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 Each booklet was mailed in an envelop (six inches X nine inches) with the 

standard letterhead logo imprint of the Department of Marketing at Virginia Tech and the 

return address, and return service was requested. Each envelope had an address label 

affixed with a unit franchisee’s name and address from the mailing list. The surveys were 

mailed pre-sorted (by Zip) First Class by U.S. Postal Service.  

 

Data Collection Procedures 

 This section outlines pre-tests procedures and primary data collection.  

 

Pre-Test Procedures 

Three sets of pre-test were conducted to ensure the quality of the questionnaire. 

First pre-test involved the measurement scale of CMD aiming to (1) determine the best 

scale out of two alternatives (2) reduce the scale to a manageable size. The second pre-

test entailed exploratory field interviews to verify the face validity of hypothesized model 

as well as to explore additional variables that could possibly have impact on dependent 

variables. The third pre-test involved refining the preliminary questionnaire, and this was 

to ensure the relevance and understandability of each item in the survey.  

    

Pre-Test 1: Reduction of CMD scale 

Pre-tests were necessary in order to determine the best CMD scale for the current 

study, and additionally, possibly reduce the length of the scale to a more manageable one. 

It was critical that the most appropriate CMD scale be chosen first.  
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CMD captures advances in moral reasoning and a progression to a higher stage 

that reflects an increased understanding of the nature of moral obligations in complex 

social systems (Rest 1979). Two CMD scales are widely used: Rest’s (1979) Defining 

Issues Test (DIT) and Lind’s (1978) scale called the Moral Judgment Test (MJT). The 

ease of administration of both the DIT and the MJT has resulted in numerous studies 

spanning various disciplines. Both instruments require that subjects read complex ethical 

dilemmas and subsequently analyze and respond to 12 statements that take dissimilar 

ethical viewpoints. Needless to say, both scales require a significant amount of time to 

complete (ranging usually 10 to 40 minutes).  

A consideration was first given to the MJT, as this scale requires a shorter time to 

complete due to its use of only two ethical dilemmas as opposed to the DIT, which uses 

three. It was not, however, clear about whether the two scales are perfectly comparable to 

one another. After a literature review, it became clearer that the DIT and the MJT 

subscribe to two different interpretations of CMD: CMD stage preference (DIT) and 

CMD stage consistency (MJT). The ethical dilemmas given in these two scales are very 

similar, but the unique distinction is that the MJT requires subjects to respond to both 

supporting and opposing statements regarding each stage of CMD. The DIT only 

employs supporting arguments. 

Previously, few studies have made direct empirical comparisons of the two scales, 

and none were given to the same subjects to see what their scores actually represent. 

Therefore, I implemented a direct comparison approach in which I gave the study 

participants both the DIT and the MJT and compared the two indices against the 

individual’s ethical ideology classifications. Ethical ideology is a construct that deals  
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TABLE 4.2: Taxonomy of Ethical Ideologies12 

 Low Idealism High Idealism 

Low Relativism Exceptionists: 
Feel conformity to moral rules is 
desirable, but believe that 
exceptions to these rules are often 
permissible. Morality of an action 
depends on the consequences 
produced by it. Rule-utilitarian 

Absolutists: 
Assume that the best possible 
outcomes can always be 
achieved by following absolute 
moral rules. Deontologists. 

High Relativism Subjectivists: 
Do not believe in absolute moral 
rules. Moral evaluations based on 
one’s own personal perspective 
rather than universal moral 
principles. Ethical egoists 

Situationists: 
Skeptical of absolute moral 
rules to provide the best 
possible outcomes and 
advocate contextual 
appropriateness of each act in 
each situation. Idealistic 
skeptic 

 

                                                 
12 Adapted from Forsyth (1982, p. 219) 
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with individual variations in approach to moral judgment (Schlenker and Forsyth 1977; 

Forsyth 1980); in other words, differences in judgment of what is moral (see Table 4.2). 

The pre-test study selected ethical ideology as a reference scale because it generates a 

unique taxonomy of individuals based on their personal ethical ideologies, which then 

allows for unique multi-group comparisons of the DIT scores and the MJT scores. 

A total of 134 marketing undergraduate students at Virginia Tech participated in 

the pre-test survey. The final sample size was 117 after listwise deletions of participants 

with missing responses and/or a high M-score (proxy, built-in measure for reliability) in 

the DIT scale following Rest’s (1990) recommendation. The final sample consisted of 55 

males and 62 females. The MJT took less time to administer; the study average was 8.7 

minutes as compared to 14.5 minutes for the DIT. To compare the mean differences in 

CMD score across groups of individuals who belong to different ethical ideology 

classification, survey participants were classified into four subgroups using median splits 

of low/high scorers: absolutists (n = 27), situationists (n = 36), subjectivists (n = 28), and 

exceptionists (n = 26). 

I first examined whether the two measures of CMD are related to each other. The 

correlation between DIT scores and MJT scores was significant and positive (r = 0.24). 

Though, the correlation coefficient indicates that the two scales share only about six 

percent of variance in common. Next, it was found that the absolutist (i.e., individuals 

who subscribe to deontological norms) subjects scored the lowest in the MJT scale, but 

the highest in the DIT scale. This was particularly surprising because both scales are 

designed to measure the degree of moral development (i.e., CMD), which seems to 

suggest the highest regards for deontological norms. The pre-test demonstrated that it is 



130 

the case only for the DIT. For the MJT, the pre-test finding suggests that appreciation for 

a certain moral value shown by consistent rating (between pro and con statements) needs 

not be consistent with universal moral principles. This seems to be in line with Lind’s 

emphasis that his MJT scale represents one’s cognitive structure, not affects (i.e., 

attitudes). 

Overall, the two dissimilar approaches of the DIT (CMD stage preference) and 

the MJT (CMD stage consistency) could be distinctly observed in one’s ethical ideology. 

As shown in Figure 4.1, the pre-test findings indicate that those individuals who 

subscribe to moral absolutes (i.e., absolutists) are likely to score low on the MJT scale, 

while they may score higher on the DIT scale. The higher DIT scores indicate higher 

preferences for deontological principles, as “absolutists” in Ethical Ideology scored 

significantly higher than the “situationists” group of individuals. The findings also 

suggest that the MJT’s stage-consistency approach focuses on consistency of moral 

reasoning, and it may be very difficult for the absolutists, who believe that the best 

outcomes can be attained by following universal moral rules, to view from an opposing 

argument and be able to consistently follow the same value. Based on these findings, it 

was determined that the DIT was the more appropriate scale of CMD because for the 

present study the MJT can only inform us the franchisees’ level of consistency in CMD, 

which is less important than the degree to which they subscribe to higher level of moral 

reasoning. 

Once the decision was made to use the DIT, the next step was to try to reduce the 

scale to a more manageable length. Inspired by the MJT’s use of only two ethical 

dilemma stories with a high level of reliability (see Lind 2001), I computed two-story  
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Figure 4.1: Mean Values across Ethical Ideology Types (Values with common 
superscripts are significantly different at p<.05) 
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versions of the DIT scores, using the same algorithm. The only difference was that 

ratings from two ethical dilemmas were used, rather than three. The DIT scores were 

calculated for a total of three combinations of two ethical dilemmas. Table 4.3 shows the 

correlation among the three-story version and three two-story versions of the DIT. 

The correlation coefficients were all significant at p<.01. The finding suggests 

that the 2-Story DIT Score 2 and 3 may be better candidates than the 2-Story DIT Score 

1, as their correlation with the 3-Story DIT Score are higher (r=.84 in both cases). The 

correlation between these two 2-Story DIT scores (r=.62) are also significantly higher 

than the other two combinations (r=.43 and .45). Assuming that the reduction from 3-

Story to 2-Story would lead to two thirds of time necessary to complete, the high 

correlation of .84 with 3-Story ethical dilemmas was encouraging. In the sample, the 

average time took was 14.5 minutes (ranging 7 to 48 minutes) for 3-Story DIT, and such 

reduction seemed worthwhile without sacrificing reliability too much.  

In hopes to replicate the results of a high correlation between 2-Story and 3-Story 

DIT, and also to gauge the external validity of such a finding, another study was 

conducted. This time, executive MBA students at West Virginia University were 

recruited. Unlike the convenience sampling at Virginia Tech, older participants who are 

more similar to the study population were sought. In total 32 executive MBA students 

participated in the study. The final sample size was 29 after listwise deletions of 

participants with missing variables and/or a high M-score (i.e., low reliability). The 

resulting correlation matrix is shown in Table 4.4. 
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Table 4.3: Correlation among 3-Story and 2-Story Versions of the DIT based on 117 
Undergraduate Students at Virginia Tech1314 

 

 3-story DIT 
Score 

2-story DIT 
Score 1 

2-story DIT 
Score 2 

2-story DIT 
Score 3 

3-story DIT 
Score 

1.00    

2-story DIT 
Score 1 

.77* 1.00   

2-story DIT 
Score 2 

.84* .43* 1.00  

2-story DIT 
Score 3 

.84* .45* .62* 1.00 

 

 

                                                 
13 Ethical dilemmas are titled “Heinz and the Drug,” “Escaped Prisoner,” and “Newspaper.”  2-Story DIT 
Score 1 uses Heinz and Newspaper. 2-Story Score 2 uses Escaped Prisoner and Newspaper. 2-Story Score 
3 uses Heinz and Escaped Prisoner. 
14 significant at p<.01 
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Table 4.4: Correlation among 3-Story and 2-Story Versions of the DIT based on 29 
Executive MBA Students at West Virginia University 

 

 3-story DIT 
Score 

2-story DIT 
Score 1 

2-story DIT 
Score 2 

2-story DIT 
Score 3 

3-story DIT 
Score 

1.00    

2-story DIT 
Score 1 

.59* 1.00   

2-story DIT 
Score 2 

.81* .49* 1.00  

2-story DIT 
Score 3 

.76* .27 .50* 1.00 
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The correlation coefficients observed in this study were very similar to those from 

the previous one. The correlation between 3-Story DIT Score and 2-Story 2 and 3 were 

again very high (r=.81 and .76, respectively). 2-Story DIT Score 1 again had a much 

lower correlation with the three-story counterpart.  

In summary, 2-Story DIT 2 (Newspaper and Escaped Prisoner) was determined to 

be the best alternative to 3-Story version of the DIT based on the two studies using two 

dissimilar samples. The correlation coefficients obtained for 2-Story DIT 3 (Heinz and 

Escaped Prisoner) was the next best candidate with r=.84 and .76. However, 2-Story DIT 

2 offered a slightly better advantage in that at least 60% reliability can be expected based 

on the correlation coefficients with the 3-Story scores (r=.84 and .81). Overall, the results 

suggest a two-thirds reduction in time to take 2-Story DIT is worthwhile in an already a 

long questionnaire required for the primary data collection. 

 

Pre-Test 2: Exploratory Fieldwork 

The next step was to conduct exploratory field work soliciting the assistance of 

local unit franchisees. Exploratory interviews were necessary to (1) verify that the owners 

or co-owners of a franchise unit would be the most appropriate survey participants and 

(2) gain valuable insights from the individuals who have extensive experience and hands-

on knowledge in franchising business to improve the research model. On-site interviews 

are frequently used by marketing channel researchers (e.g., Morgan and Hunt 1994; Bello 

and Gilliland 1997; Antia and Frazier 2001) prior to data collection for gaining insights to 

help clarify research questions and improve survey instruments.  
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A total of 26 unit franchisees were contacted in Blacksburg, VA and the 

surrounding area, and twelve of them agreed to interviews. Interviews typically took 20 

to 90 minutes, with an average of approximately 45 minutes. After a greeting and a brief 

introduction, each interview started with an open-ended question “What can you tell me 

about your relationship with your franchisor?” Key findings from the interviews are listed 

as follow: 

 Interactions with other unit franchisees do exist with a seemingly 
sufficient variance. Some franchises offer more opportunities than others 
with online message boards, periodic regional meetings, mentoring 
programs, etc. Annual/semi-annual conventions for franchisees offered 
for the vast majority.  

 
 Some franchisees felt that their voices are not heard (or have say in how 

the franchise organization is run). Several other franchisees mentioned 
that whenever they encounter problems or have suggestions for 
improving business for the franchise, there exists an outlet in the form of 
(1) a discussion session at a convention in which franchisees sit down 
with corporate managers to discuss these issues, (2) a franchisee board 
(elected members of franchisees) who takes these issues to consideration 
as they arise, or (3) a direct communication with the corporate manager 
whose responsibility and job functions entail managing franchisor-
franchisee relationships. 

 
 The amount of interactions with franchisors and monitoring differed 

significantly among the franchisees interviewed. Some franchisors 
employed extensive hands-on supervision, while others mentioned a 
distant relationship with only a periodic, minor check-up. 

 
 The amount of support from franchisors also differed greatly. Some 

franchises offer extensive support in terms of marketing and purchasing 
raw materials, while a few others reported that they have not received 
any support since purchasing the franchise unit. 

 
 The total investments in purchasing and running a franchise unit varied 

significantly. 
 

 A high degree of satisfaction with franchisors was evident in a majority 
of cases, while more than a few were experiencing a more or less one-
sided relationship in which they felt their franchisors are not on their 
side. 
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These insights from real-life franchisees were invaluable to the present research 

as I gained a renewed understanding of franchising business from the perspective of 

franchisees. The interviewees were also shown the current research model and asked 

whether they agree or disagree with any of the independent variables. They unanimously 

agreed. Overall, the findings confirmed (1) the appropriateness of franchising as the study 

context and (2) various issues and unexamined theories that I raised in this research are in 

line with the real-life phenomena. 

 
 

Pre-Test 3: Measurement Development  

Once the preliminary survey instrument was complete, it was necessary to 

determine the questionnaire quality. Fortunately, many of the constructs embedded in the 

hypotheses already have established measures which have been rigorously tested for their 

psychometric properties. Table 4.5 summarizes these established measures, the 

developers, and reliability references for each of the constructs.  

Those without established measures or ones that require significant modifications 

(PFO, Negative Professional Ethical Climate, Disciplinary Monitoring, and Crowding 

Out Effects of Monitoring, Distributive justice, and Procedural Justice) were developed 

through a five-step process. The procedures closely follow other survey research in the 

marketing channels field, especially Johnson, Sohi, and Grewal (2003) and Brown, Dev, 

and Lee (2000). This pre-test approach relying extensively on in-depth interviews with 

representative franchisees and a panel of academic researchers was appropriate given that 

relatively few constructs in the questionnaire were new, and this approach could also  



138 

TABLE 4.5: Measurement Scales, Developer, and Reliability References 
 

Construct Developer(s) Construct Reliability References 
(technique) 

Machiavellianism Christie and Geis 
(1970) 

Christie and Geis (1970): 0.79 (Split-half) 
 

Locus of Control Valecha (1972): a short 
form of Rotter’s (1964) 
scale 
 

Burrough and Mick (2004): 0.71 (KR-20) 
Phillips and Bedian (1994): 0.72 (Split-half) 

Cognitive Moral 
Development 
 

Rest (1979)  Rest (1990): 0.76 (Cronbach’s α) 

Interdependence 
 

Antia and Frazier 
(2001) 

Formative measure 

Transaction-
specific 
investments 
 

Antia and Frazier 
(2001) 

Antia and Frazier (2001): 0.77 (Cronbach’s 
α) 

Economies of 
Continuation 

Heide and Miner (1992) Heide and Miner (1992): 0.88 (Cronbach’s 
α) 

Distributive 
Justice 

Price and Mueller 
(1986) 

Moorman (1991) 0.94 (Cronbach’s α) 
Aryee, Budwar, and Chen (2002): 0.95 
(Cronbach’s α) 
 

Procedural 
Justice 

Moorman (1991) Moorman (1991): 0.94 (Cronbach’s α) 
 

Interactional 
Justice 

Moorman (1991) Moorman (1991): 0.93 (Cronbach’s α) 
Shapiro (2002): 0.95 (Cronbach’s α) 
 

Network Density Antia and Frazier 
(2001) 

Antia and Frazier (2001): 0.91 (Cronbach’s 
α) 
 

Opportunistic 
Behaviors 

Rokkan et al. (2003) Rokkan et al. (2003): 0.90 (Composite 
reliability) 

Performance 
Ambiguity 

Stump and Heide 
(1996) adapted from 
Anderson (1985) 

Stump and Heide (1996): 0.67 (Cronbach’s 
α) 
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Table 4.5 Continued 
Ethical climate 
(consists of 5 
factors) 

Victor and Cullen 
(1988) 

Victor and Cullen (1988): ranged from 0.60 
to 0.80 (Cronbach’s α) 
Cullen and Broson (1993): ranged from 0.69 
to 0.78 (Cronbach’s α) 
Herndon et al. (2001): (Cronbach’s α) 
- Law and code: 0.75 
- Caring: 0.74 
- Instrumentalism: 0.70 
- Rules: 0.72 
- Independence: 0.56 
Agrawal and Malloy (1999): (Cronbach’s 
α) 
- Law and code: 0.79 
- Caring: 0.67 
- Instrumentalism: 0.86 
- Social caring 0.79 
- Independence: 0.78 
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isolate measurement and questionnaire format problems more effectively with in-depth 

interviews solely on those constructs (Johnson, Sohi, and Grewal 2003). 

First, as suggested by Churchill (1979), scale development began with the 

relevant literature search and the identification of domain of construct. Second, sample of 

items were developed based on the operationalizations of the newly developed/modified 

constructs. Efforts were made to make the questionnaire items with the real-life 

franchising business, and the insights gained from the exploratory field interviews were 

very helpful. Measurement items were carefully developed so that each item was 

reflective of, or theoretically linked to the intended construct (Anderson and Gerbing 

1991).      

Third, a list of constructs and corresponding measurement items was submitted to 

a panel of two academic experts in the fields of marketing research and marketing 

channels. They were asked to evaluate each item for clarity, specificity, and 

representativeness. Next, I pre-tested the questionnaire through in-depth interviews with 

eight of the interviewees from the exploratory field interviews (Pre-test 2). In the 

interviews, franchisees were given a hard copy of the newly developed and modified 

scales along with operationalizations of the scale. They were then asked to evaluate each 

scale to ensure their relevance in the franchising context.  

Most measurement items needed no modifications, and the exceptions to these 

were Distributive Justice and Procedural Justice scales. These two constructs had already 

well-established scales as seen in Table 4.5. However, they required extensive 

modifications as they had not been studied in the franchising context. In the literature, the 

construct of Distributive Justice is typically used in an organizational setting and it 
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generally refers to the extent to which employees perceive rewards received from its 

employer to be fairly related to their inputs. Procedural Justice is a closely related 

construct, and it typically refers to the extent to which employees feel that the general 

procedures used by the employer in making reward-related decisions are fair. Franchising 

holds a unique marketing channel environment in that antitrust laws limit franchisor 

discretion on franchisee compensations, and furthermore, once set, usually remain fixed. 

Unlike other, more traditional study contexts, there exists little variance (at least 

shouldn’t) among franchisees in terms of compensation schedules. Due to such 

discrepancies, operationalizations of the two constructs needed modifications to adapt 

specifically to the franchising context, and a new set of measurement items were 

developed subsequently to reflect the modified operationalizations. 

Lastly, after a satisfactory conclusion on the item pools, the completed research 

instrument was again peer reviewed with format, appearance, and flow as the major 

focus. This was an iterative process, and many minor changes in question wording were 

made. The questionnaire format and cover letter were also refined at this phase to make it 

appear more user-friendly. 

 

Primary Data Collection 

Data collection through mail survey took place from the time the surveys were 

mailed (June 5th, 2006) until the last survey was returned (August 8th, 2006). The follow-

up post card was placed in the mail on July 3rd, and due to a concern for poor mailing list 

quality as well as limited budget, the postcards were mailed to 1,000 franchisees 

randomly selected from the original mailing list. Follow-up phone calls were also made 
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between June 26 and July 21st. Efforts were made to reach as many franchisees as 

possible; however, being able to get the franchise owner/manager on the phone was a 

very difficult task. Understandably, franchise owners perform many tasks (e.g., payrolls, 

scheduling, purchasing, etc.) in and outside of the franchise location. Of the 

approximately 1,500 phone calls, only about 200 franchisees could actually be reached. 

Of the 200 who were reached, 27 claimed that they had not received the survey, and they 

were subsequently mailed another survey. Also, 41 of them mentioned of being 

extremely busy and that they would take a look at the survey when they had a chance. 

The remaining franchisees simply declined participation.  

The second wave of data collection involved person-administered surveys. 

Because a very low response rate resulted from mail survey, it was determined helpful or 

even necessary to establish a credible and trusting relationship with unit franchisees prior 

to requesting their participation. Three groups of undergraduate students were offered an 

extra credit in exchange for administering the in-person survey. These were 14 marketing 

research students at Illinois State University (Normal, IL), 29 marketing research students 

at University of St. Thomas (Minneapolis, MN), and 35 marketing channels students at 

West Virginia University (Morgantown, WV). Some of the students submitted two 

completed surveys. There were 22 such students at West Virginia University and six at 

University of St. Thomas. 

The instructions given to them entailed (1) reaching a franchisee on the phone and 

scheduled an appointment with him/her, (2) explaining the purpose of the study and the 

extent of confidentiality and anonymity, (3) conduct a survey in person. The same survey 

format used in mail survey was used for the in-person surveys. The list of unit franchisees 
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was given to the students in their respective area, mostly in the vicinity of university. As 

the original mailing list was short on the list of franchisees in these areas, additional 

mailing list of 800 concentrating in these geographic areas was purchased.  

 

Quality of the Mailing List 
 

The mailing list purchased from FRANdata was not free of error. The original list 

contained 4,328 unit franchisees all around the U.S. Prior to actual mailing, an effort was 

made to eliminate undeliverable addresses by verifying each one on U.S. Postal Service 

website’s (http://www.usps.gov) 9-digit Zip code look-up. Of these, 130 addresses were 

determined invalid (i.e., unable to find proper 9-digit Zip) and deleted from the list as a 

result.  

 After mailing 4,198 surveys on June 5th, 2006, a number of surveys were 

returned from the postal service as either undeliverable or no longer present at the 

location. In total 472 such mailings were returned by the postal service by the end of July 

(11.24%). There is no way of determining the exact number of surveys received by the 

intended franchisee, as many more could have been delivered to unintended recipients. 

One reason for the poor quality of the mailing list may be due to the fact that small 

businesses including franchises have a high business failure rate. Although traditional 

statistics such as those from Dun & Bradstreet claim only about 4% of franchises fail and 

report losses to creditor each year, according to Julian (1993), the majority of franchise 

failures do not involve losses hence the number actual failure rate may be much higher. 
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Treatment of Missing Data 

 The final sample excludes returned surveys with excessive (20% or more) 

missing values. Eighteen of the returned surveys were determined to be unusable due to 

significant amounts of missing data. The most common area in which most respondents 

neglected was the CMD scale (33 questions total or 15% of total questions). The scale 

requires that a respondent read two complex ethical dilemmas (approximately 200 words 

each) and make ethical judgments by responding to each of twelve statements that are 

based on various ethical standpoints. This is a difficult task that requires deep thinking 

and the ability to process complex information. It is assumed that some participants felt 

that it was too much to handle, rather than a refusal that is systematically linked to 

specific positions on topics covered in the survey (Kuechler 1998). 

 Other than the CMD scale, the most of the remaining question items seemed to 

have been missed rather unintentionally as they appeared sporadically. Because listwise 

deletions would have resulted in too many cases being removed even though only small 

percentage of responses was missing, I employed a simple data-imputation method 

(Finkbeiner 1979, Downey and King 1995). Specifically, I substituted item means for 

missing responses if a respondent omitted one item on a short scale (three- and four-

items) and two items on a longer scale (five or more items). If more items were missed, 

they were simply left alone as missing values.  

 

Response Rate Calculation  

 Data collection through mail survey took place from the time the surveys were 

mailed (June 5th, 2006) until the last survey was returned (August 8th, 2006). The first 
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batch of returned surveys was received on June 12th. In the first week (June 12th – 16th), 

in total 43 surveys was received, which was the highest number of return per week. In the 

following week I received thirteen surveys, and the number continued to fall.  

Although there was a small increase in response rate shortly after sending 

reminder postcards and successful follow-up phone calls, by the conclusion of the mail 

survey only 88 were returned. Of the 88 surveys, eight returns had to be excluded as they 

had substantial missing data and/or lack sufficient knowledge in the subject matter. In the 

end, I received 80 usable surveys, which correspond to a response rate of 2.2%. Given the 

poor quality of the original mailing list, it is still substantially lower than anticipated. 

Prior research studying franchising relationships have reported, for example, 11.2% 

(Grunhagen, Dorsch, and Gentry 2002) to 18% (Parsa 1999; Manolis, Gassenheimer, and 

Winsor 2004).  

In addition to the poor quality of the mailing list, the length of the survey itself 

may have contributed to the low response rate. The survey includes 220 questions 

spanning over 12 pages. It is highly possible that many more unit franchisees would have 

participated in the survey had the survey been shorter. Though, Kanuk and Berenson 

(1975) report that studies comparing response rates between short versus long versions of 

mail surveys have resulted in mixed results; therefore, it is not clear whether the shorter 

survey instrument could have induced much higher participation. 

Another reason for the low response rate may be due to the fact that many of the 

questions dealt with sensitive, socially undesirable behaviors, such as opportunistic 

behaviors against franchisors, propensity for such behaviors, as well as Machiavellian 

tendencies. Research suggests that studies addressing sensitive issues often have reduced 
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numbers of participation (Kanuk and Berenson 1975, Kuechler 1998), citing a human 

nature’s increased tendency to avoid responses deemed socially undesirable. Even though 

steps were taken to ensure prospective respondents the nature of strict confidentiality, it is 

possible that unit franchisees who received the survey felt uneasy trusting the researcher 

in an impersonal mail survey. 

In addition, previous studies in marketing channels reporting a higher response 

rate took more rigorous steps to enhance participation by pre-screening of a mailing list 

by telephone calls prior to administering the mail survey and only sending the 

questionnaires to those who agreed to participate in the study (e.g., Kumar, Stern, and 

Anderson 1993; Stump and Heide 1996; Mishra, Heide and Cort 1998; Jap 2001; 

Rindfleisch and Moorman 2001; White, Varadarajan, and Dacin 2003; Wathne and Heide 

2004). However in retrospect, due to the extreme difficulty in reaching unit franchise 

owner experienced during pre-tests, it was determined that trying to reach all individuals 

on the list by telephone would have been virtually impossible without incurring a huge 

expense in already tight budget. Furthermore, telephone pre-screening process could have 

resulted in a convenience sample of pre-screened individuals who were more or less 

easier to reach, which could have limited external validity of this research itself.  

Lastly, mail survey studies with cooperation from professional(s) or other 

business network contacts in encouraging the members to participate report higher 

response rates (e.g., Heide and Weiss 1995; Brown, Dev, and Lee 2000; Atuahene-Gima 

and Li 2002; Rokkan, Heide, and Wathne 2003). For example, Dahlstrom and Nygaard 

(1999) report response rates of 50-96% among multiple studies and explain that mail 

surveys were sent to prospective participants along with appeals for participation from 
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the supplier, retail managers’ (key informants for the study) union, and their superiors. 

Because the present study involved a sampling frame that entails various industries, the 

only way of enhancing participation this way would have been to contact a professional 

association for a broader franchising industry, such as American Franchisee Association 

(AFA). However, to some degree, it can also introduce unwanted bias in a study. In 

franchising industry, it is not uncommon for franchisors to pressure their franchisees not 

to join a trade association with other franchisees. Its members, therefore, are necessary 

those who are (1) allowed to join AFA, (2) already members of independent associations 

of franchisees which also belong to AFA {e.g., the Association of Kentucky Fried 

Chicken Franchisees (AKFCF)}, or (3) actively seeking avenues to resolve conflicts with 

their franchisors. As the present study aims to achieve external validity, such limited 

membership led to the decision not to contact AFA (or alike) to seek support. 

The second wave of data collection in which undergraduate marketing students 

from three universities collected data in-person resulted in seemingly better cooperation. 

Once a unit franchisee agreed to participate in the study, according to the students, the 

franchisee usually completed the survey. Instead of inherently impersonal mail surveys, 

this personal approach to data collection led to a total of 100 completed surveys. The 

same criteria from the mail survey were used in excluding surveys: surveys with 

significant (20% or more) missing values and/or knowledgeability self-rating of less than 

five on a 7-point scale. Eighteen of the surveys were excluded as they had substantial 

missing data and/or lack sufficient knowledge in the subject matter.  
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In sum, the final sample size is 162, which includes 80 mail surveys and 82 in-

person surveys. The detailed information of the final sample is given in the last section of 

this chapter.  

 

Response Bias Estimation Procedures 

While one of the key advantages of mail survey is that it can reach many 

individuals who otherwise couldn’t be reached by other media (Burns and Bush 2005), it 

also presents a potential for self-selection bias. Kuechler (1998, p. 191) comments that 

“Refusals and, consequently, low response rates are not a real problem as long as one is 

willing to assume that non-cooperation is not systematically linked to specific positions 

on topics covered in the survey.” Accordingly, I took steps to estimate the possibility of 

response bias in order to establish the final sample’s generalizeability.  

Non-response bias was estimated using Armstrong and Overton’s (1977) 

extrapolation procedures. The followings are the extrapolation methods I employed in the 

present research: 

1. Time trends – Based on the assumption that participants who respond “less 
readily” by responding late are more similar to non-respondents (Pace 1939), 
early and late respondents are compared based on their responses to key research 
variables. 

 
2. The method of concurrent waves – This procedure involves employing dissimilar 

methods to induce participation, and it allows for an extrapolation across the 
subsamples resulted from different stimuli. 

 

For the mail survey respondents, the time trends method seemed adequate. There 

are variations in postal times as surveys were sent to franchisees across the U.S., and I 

considered the possibility that early versus late response could be due to differences in 
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regions. However, when the respondents’ locations were checked, I noticed that the first 

half of the mailed surveys had been postmarked in a wide span of regions across the 

country, and the difference between the first and second halves in terms of their 

geographical locations seemed minimal.  

Statistically, the early mail survey respondents are in 28 different states, and no 

more than three franchisees are from the same state. The location was widespread from 

east coast states such as Virginia (n=2), North Carolina (n=3), Pennsylvania (n=2) to west 

coast states such as California (n=2) and Colorado (n=2), and gulf coast states such as 

Texas (n=2) and Louisiana (n=2). The late mail respondents are in 23 different states, and 

no more than four franchisees are from the same state. The location was also widespread 

in a similar manner as in the early mail sample. A Pearson Chi-square test also reveals 

that the difference in locations was not statistically significant (p<.49).  

Another concern with possible inadequacy in employing the time trends method 

was that some of the late responses could have been a result of reminder postcards and 

follow-up phone calls. However, the second half of the total mail survey sample (i.e., late 

respondents”) only involved eight such franchisees, and the number seems too small to 

contribute to a potential bias in comparison. In addition, because the number is so small 

(n=8), subjecting these respondents to statistical comparison against those who were not 

induced by follow-up attempts was not possible. 

Using two-tailed t-tests, early and late respondents (n=40 each) were compared on 

the constructs that appear in hypothesized model. As shown in Table 4.6, only one 

construct had significant differences (p<.05) between early and late respondents.  
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Table 4.6: Non-Response Bias Results Using Time Trends T-Tests 

Construct Time Trend Mean T (df) p-value 
Franchisor TSIs Early 

Late 
2.58 
2.49 

.30 (76) .77 

Franchisor Dependence Early 
Late 

3.56 
3.55 

.02 (78) .99 

Distributive Justice Early 
Late 

2.91 
3.08 

-.42 (75) .68 

Procedural Justice Early 
Late 

3.74 
3.73 

.04 (78) .97 

Interactional Justice Early 
Late 

4.34 
4.07 

.77 (77) .44 

Franchisee Dependence Early 
Late 

4.60 
5.00 

-1.07 (77) .29 

Disciplinary Monitoring Early 
Late 

22.41 
22.75 

.68 (78) .50 

Economies of 
Continuation 

Early 
Late 

4.73 
4.74 

-.03 (78) .98 

Crowding Out Effects of 
Monitoring 

Early 
Late 

2.95 
2.99 

-.14 (77) .89 

OB Early 
Late 

2.34 
2.49 

-.33 (77) .74 

Negative Professional 
Ethical Climate 

Early 
Late 

3.46 
4.00 

-2.25 (77) .03 

Network Density Early 
Late 

4.12 
4.39 

-.75 (77) .46 

PFO Early 
Late 

2.72 
2.97 

-.61 (69) .56 

CMD Early 
Late 

30.86 
30.33 

.13 (57) .90 

External Locus of 
Control 

Early 
Late 

1.95 
2.25 

-.83 (77) .41 

Machiavellianism Early 
Late 

23.70 
23.26 

.15 (76) .88 

Social Desirability Early 
Late 

5.85 
6.11 

-.50 (72) .65 
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The early respondent group rated significantly lower on Negative Professional 

Ethical Climate scale (p=.03). No significant mean difference was observed in Network 

Density, the other network-level scale, which suggests this was not a systematic 

difference in franchisee networks. Therefore, the difference in Negative Professional 

Ethical Climate may not raise a concern. In addition, because no mean differences were 

reported in theoretically related variables such as Franchisor TSIs and three justice scales, 

it is likely that the difference in Negative Professional Ethical Climate was non-

systematic. 

Demographic information (nominal variables) was also compared using Pearson 

Chi-square tests. Age (p=.48), Gender (p=.11), Annual Sales (p=.59), and Industry Sector 

(.21) all indicated non-significant differences between early and late respondents. 

Overall, the results from the time trends extrapolation method indicate minimal non-

response bias, assuming that late respondents are very similar to non-respondents 

(Armstrong and Overton 1977). 

Next, the method of concurrent waves was employed to further examine the 

possibility of non-response bias. Armstrong and Overton (1977) use the term 

“concurrent” as in simultaneous administration of different stimuli to induce 

participation, in the current research, the two waves took place at two different points in 

time. The aim of this additional analysis is to gain insights about whether the difference 

in stimuli (mail survey sent without prior contact versus surveys administered in-person) 

could have led to systematic differences in response. 

The main concern for employing different stimuli for recruiting participants was 

the fact that anonymity could not be established for surveys that were administered in 
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person. Because the questionnaire includes sensitive items that involve socially 

undesirable behaviors, in-person surveys could have led to positively-skewed response 

for those questions (i.e. answering more negatively to undesirable behaviors). This 

concern is in line with Guilford’s (1954) “Leniency Biases,” referring the propensity for 

respondents “to rate those whom they know well, or whom they are ego involved, higher 

than they should” (p. 278). In particular, PFO and OB were the two constructs that 

seemed prone to such skewed response. The results (see Table 4.7) show, however, there 

is non-significant difference between mail survey and in-person survey in terms of 

responses to these two key constructs. In addition, non-significant difference (p=.13) in 

Disciplinary Monitoring suggest that lack of response should not be attributed to fear of 

potential retaliation by franchisor (if response confidentiality was somehow violated). 

A closer examination revealed that seven constructs had significant (p<.05) mean 

differences between mail survey and in-person survey respondents. As shown in Table 

4.7, these seven constructs are: 

 Franchisor TSIs (+1.19 for in-person survey) 

 Distributive Justice (+1.12 for in-person survey) 

 Procedural Justice (+.81 for in-person survey) 

 Interactional Justice (+.73 for in-person survey) 

 Economy of Continuation (+.61 for in-person survey) 

 Crowding Out Effects of Monitoring (-.67 for in-person survey) 

 Negative Professional Ethical Climate (-.82 for in-person survey) 
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Table 4.7: Non-Response Bias Results Using Concurrent Waves T-Tests 

Construct Waves Mean T (df) p-value 
Franchisor TSIs Mail  

In-person 
2.53 
3.72 

-5.23 (158) .00 

Franchisor Dependence Mail  
In-person 

3.56 
3.95 

-1.75 (158) .08 

Distributive Justice Mail  
In-person 

3.00 
4.12 

-4.02 (154) .00 

Procedural Justice Mail  
In-person 

3.73 
4.54 

-3.21 (160) .00 

Interactional Justice Mail  
In-person 

4.21 
4.94 

-3.10 (159) .00 

Franchisee Dependence Mail  
In-person 

4.81 
4.71 

.39 (159) .70 

Disciplinary Monitoring Mail  
In-person 

21.58 
24.41 

-1.63 (159) .11 

Economies of 
Continuation 

Mail  
In-person 

4.73 
5.34 

-2.15 (159) .04 

Crowding Out Effects of 
Monitoring 

Mail  
In-person 

2.97 
2.30 

3.23 (159) .00 

OB Mail  
In-person 

2.45 
2.42 

.15 (158) .88 

Negative Professional 
Ethical Climate 

Mail  
In-person 

3.73 
2.91 

4.42 (157) .00 

Network Density Mail  
In-person 

4.26 
4.92 

-2.78 (159) .01 

PFO Mail  
In-person 

2.84 
3.16 

-1.05 (149) .29 

CMD Mail  
In-person 

30.59 
31.27 

-.22 (128) .82 

External Locus of 
Control 

Mail  
In-person 

2.10 
2.17 

-.27 (159) .79 

Machiavellianism Mail  
In-person 

23.48 
21.06 

1.04 (158) .30 

Social Desirability Mail  
In-person 

5.97 
6.57 

-1.43 (152) .15 
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No mean difference exceeded one standard deviation. Examination of these eight 

constructs also indicated that standard deviations between the two groups were very 

similar. The mean differences in three constructs that deal with just treatment by 

franchisor (Distributive, Procedural, and Interactional Justice) suggest that the in-person 

survey participants have slightly fairer relationships with their franchisors. The result 

does not seem to suggest clear underlying motivation for self-selecting, nonetheless. The 

difference in responses for Crowding Out Effects of Monitoring similarly suggest that the 

respondents who participated in in-person survey may feel less negative about being 

monitored by their franchisors. Assuming that the in-person survey respondents were less 

readily self-selected to study participation, the significantly higher ratings on several 

constructs that deal with fair treatment by franchisor and network cohesiveness may seem 

to suggest that dissatisfied franchisees (i.e., mail survey participants) exhibited higher 

motivation to participate in the study. However, when attitude-toward-franchisors (i.e., 

PFO) in two groups were compared, no significant differences were observed. The key 

difference between mail survey and in-person survey was the extent of anonymity, and 

because none of the seven constructs deal with sensitive issues, a concern for response 

bias should be minimal.  

Furthermore, a demographic information comparison between the two groups 

shed light on a possible source of mean differences in these seven constructs. Pearson 

Chi-square tests were conducted to determine whether the difference in stimulus had any 

impact on demographics of the respondents. The difference in Industry Sector was 

significant (p=.00), as shown in Table 4.8, and the significant difference in Industry 

Sector perhaps pinpoints the source of the two groups’ differences in Franchisor TSIs,  
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Table 4.8: Industry Sector Differences between Mail and In-Person Surveys 

Industry Mail In-Person 
Food 28 (35.0%) 29 (35.4%) 
General Printing 19 (23.8%) 2 (2.4%) 
Auto Repair/Maintenance 12 (15.0%) 8 (9.8%) 
Personal Services 11 (13.8%) 7 (8.5%) 
Residential/Commercial Services 2 (2.5%) 13 (15.9%) 
Professional Services 5 (6.3%) 9 (11.0%) 
Retailing 1 (1.3%) 11 (13.4%) 
Lodging 2 (2.5%) 3 (3.7%) 

Subtotal 80 (100.0%) 82 (100.0%) 
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three Justice scales, Economies of Continuation, Crowding Out Effects of Monitoring, 

and Negative Professional Ethical Climate. 

Considerably more franchisees from the mail survey are in the General Printing 

industry, and significantly more franchisees from the in-person survey are in the 

Residential/Commercial Industries and Retailing. Such differences in participants’ 

industry could easily explain differences in terms of Franchisor TSIs and Economies of 

Continuation. The difference in response for Crowding Out Effects of Monitoring also 

may be due to the differences in the amount of monitoring activities across industry 

sectors. As for the three Justice constructs and Negative Professional Ethical Climate, it 

is possible that franchising industry subsectors entail systematic differences in terms of 

franchisee-franchisor interactions and ethical climate in franchisee networks. The results 

from field interviews in pre-tests also support this notion. Overall, the significant 

differences in seven of the key constructs seem minor in terms of their implications on 

non-respondent bias.  

As for the remaining demographic data comparisons, no significant differences 

were observed in Age (p=.21) or Gender (p=.29). There was a slight difference in terms 

of Annual Sales (p=.02). A sufficiently larger number of respondents in mail survey 

reported annual sales of $500-$999,000 than did in in-person survey (32.5% and 13.4%, 

respectively). At the same time, a notably larger number of in-person survey respondents 

reported annual sales of $1-$2.99 million than did in mail survey (23.2% and 11.3%, 

respectively). The difference here could also easily be explained by the differences 

respondents’ industry sectors. 
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 Lastly, additional analysis (MANOVA) was conducted comparing the possible 

bias due to in-person survey location differences. The location difference also suggests 

possible differences in skills in survey administrators (undergraduate students enrolled in 

marketing classes). As shown in Table 4.9, the only significant (p<.05) difference were 

observed in Machiavellianism scores and OB. A post hoc test revealed that the 

respondents between Illinois and West Virginia scored significantly different (p=.00) in 

Machiavellianism scale. The difference between Illinois and Minnesota was marginal 

(p=.10). Similarly, the main difference in OB scores was between Illinois and the other 

two states (p<.05 for both pairs). In both cases a caution should be given to the small 

sample size in Illinois (n=12). 

When demographic information was checked by Pearson Chi-square tests, non-

significant differences were found in Age (p=.88), Gender (p=.93), Industry (p=.744), 

and Annual Sales (p=.52). Overall, it appears that no meaningful response bias in terms 

of location of in-person survey exists. 

In summary, the three sets of analyses aimed to identify the possibility of non-

response bias suggest any differences observed were non-critical in terms of their 

potential effects on research outcome. Comparisons between early and late mail survey 

respondents show significant difference in mean values of Negative Professional Ethical 

Climate only. The difference in the extent of anonymity between mail survey and in-

person survey did not lead to significant differences in response to sensitive questions. 

Furthermore, no meaningful differences in location for in-person surveys were 

observed. Although responses in several constructs were significantly different between 

mail and in-person survey participants, no clear bias could be implied. Rather, the 
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Table 4.9: Non-Response Bias Results Using Concurrent Waves by Location  

Construct Location Mean F (df1, df2) p-value 
Franchisor TSIs Illinois 

Minnesota 
West Virginia 

3.23 
3.76 
3.82 

.66 (2,78) .52 

Franchisor Dependence Illinois 
Minnesota 
West Virginia 

3.93 
3.87 
4.02 

.09 (2,79) .91 

Distributive Justice Illinois 
Minnesota 
West Virginia 

4.60 
3.53 
4.43 

2.67 (2,76) .08 

Procedural Justice Illinois 
Minnesota 
West Virginia 

5.46 
4.21 
4.52 

3.00 (2,79) .06 

Interactional Justice Illinois 
Minnesota 
West Virginia 

5.71 
4.75 
4.87 

1.94 (2,79) .15 

Franchisee Dependence Illinois 
Minnesota 
West Virginia 

4.76 
4.66 
4.73 

.02 (2,79) .98 

Disciplinary Monitoring Illinois 
Minnesota 
West Virginia 

18.88 
23.21 
26.78 

2.47 (2, 79) .09 

Economies of 
Continuation 

Illinois 
Minnesota 
West Virginia 

4.91 
5.68 
5.20 

1.24 (2,78) .30 

Crowding Out Effects of 
Monitoring 

Illinois 
Minnesota 
West Virginia 

1.73 
2.30 
2.45 

1.28 (2,79) .29 

OB Illinois 
Minnesota 
West Virginia 

1.59 
2.47 
2.61 

3.08 (2,78) .05 

Negative Professional 
Ethical Climate 

Illinois 
Minnesota 
West Virginia 

2.38 
2.99 
3.00 

1.13 (2,78) .33 

Network Density Illinois 
Minnesota 
West Virginia 

5.67 
5.05 
4.62 

2.68 (2,79) .08 

PFO Illinois 
Minnesota 
West Virginia 

1.75 
1.78 
2.03 

1.74 (2,77) .18 

CMD Illinois 
Minnesota 
West Virginia 

27.73 
33.04 
30.94 

 

.34 (2,68) .71 
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Table 4.9 Continued 
External Locus of 
Control 

Illinois 
Minnesota 
West Virginia 

1.28 
 2.00 
2.54 

2.83 (2,79) .07 

Machiavellianism Illinois 
Minnesota 
West Virginia 

9.00 
17.93 
26.59 

6.94 (2,79) .00 

Social Desirability Illinois 
Minnesota 
West Virginia 

6.63 
6.83 
6.36 

.26 (2,77) .77 
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differences seem to simply arise from the differences in franchisees’ industry sectors 

between the two subsamples. Taken together, a reasonable conclusion can be made that 

respondents and non-respondents are not critically different from each other.  

 

Final Sample Characteristics 

 This section describes the demographic characteristics of unit franchisees in the final 

sample, as well as the characteristics of their franchise units. Table 4.10 lists a complete 

list of the questions that were asked. The following variables are used to describe the 

sample and its degree of representativeness for the study population: 

 Subject knowledgeability about the franchisor-franchisee exchange 

 The length managing the franchise unit in years 

 Geographic location of the franchise 

 Total annual sales of the franchise 

 The total number of employees 

 Industry Sector 

 

The franchisees in the final sample reported that they are highly knowledgeable about 

the franchise unit’s dealings with its franchisor (M=6.43, SD=.74) on a seven-point scale 

(1= “not at all knowledgeable”, 7= “very knowledgeable”). A listwise deletion was done 

to eliminate the respondents who reported their knowledgeability as being less than five, 

and hence the final sample only includes those with a minimum rating of five in 

knowledgeability. The mean length managing the franchise unit was 8.97 years  
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Table 4.10: Operational Measures: Franchise Unit and Subject Information 

Scale Questionnaire Item(s) 
Subject Position What is your title or position within your firm? (e.g., Owner, 

General manager, etc.) 
Subject Knowledge How knowledgeable are you about your franchise unit’s 

relationship and dealings with your franchisor? 
Professional Affiliation Are you a member of any of the following professional 

associations? 
____ American Franchisee Association 
____ International Franchise Association 
____ Other, please specify 
____ Not a member of any group 

Number of employees in 
the franchise unit 

About how many employees do you now have? 
         Full time: __________ (count) 
         Part time: __________ (count) 

Average number of hours 
worked by part-time 
employees 

About how many hours per week does the average part-time 
employee work?  ______ (hrs/week) 

Total sales What was your franchise unit’s total sales volume last year? 
____ Up to $400k     ____ $500k - $900k  ____ $1M - $2.99M 
____ $3M - $4.99M  ____ $5M - $9.99M  ____ $40M and up 

Industry Sector What is your industry sector? 
____ Auto repair/maintenance   ____ General printing 
____ Food: full service              ____ Food: quick service 
____ Personal services               ____ Residential services 
____ Commercial services         ____ Lodging 
____ Electronics repair/maintenance 
____ Other: please specify ____________________________ 
              

Franchise Brand What is the name of your franchisor’s brand? 
% of supply purchased 
from franchisor 

What percentage of your necessary supplies do you buy from 
your franchisor?   ______ % 

Supply purchase 
requirement by franchisor 

Does your franchisor require you to buy your necessary 
supplies from them? 
____ Yes-all         ____Yes-some       ____ No 

Length in years affiliated 
with the franchise 

About how long have you been in the franchise business?    
____ years 

Length in years the unit is 
associated with the 
franchisor 

About how long has the franchise store affiliated you’re your 
franchisor?    
____ years 

Subject’s country of birth Were you born in the Unites States?   Yes    No 
Length of stay in US and 
Location where formal 
education received 
(foreign origins only) 

If you were not born in the U.S.: 
    - About how long have you lived here?          ______ years 
    - Where did you receive your formal education? _________ 
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Table 4.2 Continued 
Subject’s gender What is your gender?           Male  Female 
Subject’s age How old are you? 

____ 18-24yrs      ____ 25-34yrs        ____ 35-44yrs 
____ 45-54rs        ____ 55-64 yrs       ____ 65 or older 
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(SD=7.89), ranging from six months to 39 years. In addition, 68.8% has managed the unit 

for at least five years, and 93.5% have managed the unit for at least two years. Taken 

together, the franchisees in the final sample qualify as both key informants and 

respondents as they have been highly involved in the franchisor-franchisee relationship 

for a considerable length of time.  

 The sample mean for the total number of employees was 19.23 (SD=24.76), of 

which the means for full-time and part-time employees were 8.48 and 10.53, respectively. 

49.2% of the sample reported having at least ten total employees, and 90.0% reported 

having at least three employees. While 20 franchisees (12.3% of total sample) did not 

report their annual sales, 43.2% of the sample indicated that their annual sales volume is 

less than $500,000. 22.8% of the sample indicated sales volume ranging from $500,000 

to $999,000. 17.3% reported $1 million to $2.99 million dollars in sales.  

 The location of franchisees was also diverse. Table 4.11 shows the number of 

respondents in each of 37 states from which I received data. The most concentrated states 

are Illinois, West Virginia, Pennsylvania, and Minnesota, and these four states represent 

50.6% of all the respondents. The primary reason for the discrepancies is that these are 

the states in which in-person surveys were administered.  

The franchisees in the final sample are involved in a diverse business sectors. As 

Depicted in Figure 4.2, almost one half of the franchisees are in either food or general 

printing industry. The Food industry represented the highest number of franchisees with 

36% of the total sample, followed by General Printing (13%), Auto Repair/Maintenance 

(12%), Personal Services (11%), Residential/Commercial Services (9%), Professional 

Services (9%), Retails (7%), and Lodging (3%).  
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  Table 4.11: Primary Data Collection by State 

State No. of Participants % Participants 
AL 1 0.62% 
AZ 1 0.62% 
CA 5 3.09% 
CO 4 2.47% 
FL 5 3.09% 
GA 4 2.47% 
IA 1 0.62% 
ID 1 0.62% 
IL 14 8.64% 
IN 1 0.62% 
KS 1 0.62% 
KY 1 0.62% 
LA 2 1.23% 
MA 4 2.47% 
MD 4 2.47% 
ME 1 0.62% 
MI 2 1.23% 
MN 32 19.75% 
MO 1 0.62% 
NC 4 2.47% 
NE 1 0.62% 
NH 1 0.62% 
NJ 4 2.47% 
NM 1 0.62% 
NY 4 2.47% 
OH 1 0.62% 
OK 1 0.62% 
OR 3 1.85% 
PA 11 6.79% 
SD 1 0.62% 
TN 1 0.62% 
TX 5 3.09% 
UT 1 0.62% 
VA 6 3.70% 
WI 5 3.09% 
WV 25 15.43% 
WY 2 1.23% 
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Figure 4.2: The Final Sample by Industry Sector 

Lodging 5 (3%)

Retails 12 (7%)

Professional 
Services 14 (9%)

Residential/Commer
cial Services 15 

(9%)

Personal Services 
18 (11%)

Auto 
Repair/Maintenance 

20 (12%)

General Printing 21 
(13%)

Food (full- and quick 
service) 57 (36%)
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Sample Representativeness 

 In total, 188 individuals voluntarily participated in this study. After a listwise 

deletion of those responses with (1) significantly missing data (20% or more responses 

missing) and/or (2) insufficient knowledge in franchisor-franchisee dealings (self-

reported knowledgeability of less than five on a 7-point scale), the final sample was 162. 

These participants are unit franchisees from 37 states. Their industry sectors vary greatly: 

Food (36%), General Printing (13%), Auto Repair/Maintenance (12%), Personal Services 

(11%), Residential/Commercial Services (9%), Professional Services (9%), Retailing 

(7%), and Lodging (3%). Of those who reported annual sales volume, approximately one 

half (49.3%) indicated their annual sales volume being less than $500,000, and 26.1% 

reported between $500,000 and $999,000.  

 To establish generalizeability of the research findings, the final sample must be 

representative of the population of franchisees in the U.S. The economic census data 

from the Census Bureau of the Department of Commerce may be most helpful in making 

such comparison. Unfortunately, such data on franchising as a whole do not exist yet. 

According to Franchising World (2006), with collaboration with IFA, the Census Bureau 

plans to include franchise-related questions on the census forms for approximately 80 

industry categories that have franchised business starting the year 2007. Alternatively, 

The Profile of Franchising: Series V (2006) and Economic Impact of Franchised 

Business (2004) by IFA Educational Foundation were used to assess the generalizeability 

of the sample.  

 Three sets of analysis were done to estimate the generalizeability of the sample. 

First, because the original mailing list was randomly selected from a master list of 
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100,000 single-unit franchisees, I compared the final sample against the original mailing 

list. If the master list is a fair representation of all single-unit franchisees in the U.S., this 

should make an effective judgment for the sample’s generalizeability. Second, a 

comparison was made between nation-wide data on franchised industry from The Profile 

of Franchising in 2006 and the sample data. This was done to compare the final sample’s 

representativeness with national franchisees as a whole. Third, state-by-state distribution 

of franchisees in the final sample was compared against that of the original mailing list.  

 The first analysis indicated that the final sample in the current research is likely 

to be generalizeable. Provided that the FRANdata’s master list of unit franchisees is a 

good representation of the total single-unit franchisees in the nation, as shown in Table 

4.12, the percentages of different industry sectors in the final sample are very similar to 

those of the original mailing list. The numbers are almost identical in General Printing, 

Auto Repair/Maintenance, Personal Services, Professional Services, and Lodging. 

Somewhat large discrepancies come from the Food, Residential/Commercial Services, 

Professional Services and Retailing sectors (-14%, +6%, +4%, and +6% for the final 

sample, respectively). Indeed, the differences in proportion are statistically significant at 

p<.05 using Fisher’s Z-test for two proportions. Though, the differences are not exactly 

alarming, as the overall proportions appear rather similar (i.e., order of magnitudes 

remained the same; food being the largest, followed by General Printing, Auto 

Repair/Maintenance, and so forth). Overall, no meaningful conclusion could be derived 

even the statistically significant differences in four categories. A contingency effect such 

as the season (i.e., summer time) in which the data collection took place could have  
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Table 4.12: Industry Comparison between the Final Sample and the Original 
Mailing List 

 
Industry Sector The final 

Sample 
Original 

Mailing List 
Food (full- and quick service) 35% 49% 
General Printing 13% 14% 
Auto Repair/Maintenance 12% 13% 
Personal Services 11% 12% 
Residential/Commercial Services 9% 3% 
Professional Services 9% 5% 
Retailing 7% 1% 
Lodging 3% 3% 
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attributed to the relatively minor differences. In addition, as described previously, the 

quality of mailing list was far from perfect, and it is possible that I had better quality list 

of franchisees in Professional Services, Residential/Commercial Services, and Retailing 

than the rest, which could have led to seemingly better response rate in these three 

categories of industry.  

Next, another comparison was made between the final sample and the nation-wide 

data of franchisees by industries. Table 4.13 shows this comparison, and clearly there are 

some discrepancies in proportions. A caution must be made when making a comparison, 

however. The present study’s sample only consists of unit-franchisees, while the nation-

wide data from IFA contain all businesses that are characterized as using the method of 

franchising, which include unit franchisees and multiple-unit franchisees (actually 

proportions not reported). 

 The proportions of Food industry (both full- and quick-service combined), 

Personal Services, Professional Services, Residential/Commercial Services, and Lodging 

were fairly represented in the final sample. General Printing, Auto Repair/Maintenance, 

and Personal Services had much higher percentages shown in the final sample compared 

to the nation-wide data (+12%, +6%, and +4% in the final sample, respectively). 

Retailing was much more prevalent in the nation-wide data (+9%) than in the final 

sample. Fisher’s Z-test for two proportions revealed that these differences were indeed 

statistically significant (p<.05). 

Such differences could be due to many factors, though, the possibility that 

General Printing and Auto Repair/Maintenance are more likely be owned by single-unit 

franchisees is high. This was more or less evident in the original mailing list, which was  
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Table 4.13: Industry Comparison between the Final Sample and Nation-Wide Data 
on Franchisees (single- and multiple-unit combined) 

 
Industry Sector The final 

Sample 
Nation-wide 

Data* 
Food (full- and quick service) 35% 35% 
General Printing 13% 1% 
Auto Repair/Maintenance 12% 6% 
Personal Services 11% 7% 
Residential/Commercial 
Services 9% 13% 
Professional Services 9% 13% 
Retailing 7% 16% 
Lodging 3% 3% 
*Source: Economic Impact of Franchises Businesses (2004) 
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randomly selected from FRANdata’s master mailing list. 14% of the franchisees in the 

original mailing list were in General Printing.  

  Lastly, a state-by-state comparison was made between the final sample and the 

original mailing list. Assuming that the original mailing list is a good representation of 

single-unit franchisees in the nation, similar distribution of franchisees in each state 

would be desirable. As seen in Table 4.14, there are some discrepancies in states of 

California, Minnesota, and West Virginia. This is primarily due to the in-person survey 

method I employed.  

While the number of unit franchisees in California in the original list seemed 

unusually high and perhaps be ignored, the discrepancies for Minnesota and West 

Virginia would be a concern for external validity if the franchise environment in these 

states is significantly different from that in the other states. To investigate the possibility, 

Economic Impact of Franchised Business (2004) was used as it lists economic impact of 

franchisees (single- and multi-unit franchisees combined) by state. According to the 

statistics, the U.S. average of economic impact in terms of payroll caused by franchising 

was 11.1%, while the numbers for Minnesota and West Virginia were 11.7% and 12.5%, 

respectively. The comparison enables to establish a commonality in franchising 

environment for Minnesota and West Virginia with the rest of the nation, and therefore, 

the higher response rate in these two states should be considered minor. 
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Table 4.14: State-by-State Comparison between the Final Sample and the Original 
Mailing List 

 
State % Participants in the 

Final Sample 
% Participants in the 
Original Mailing List 

AL 0.62% 1.41% 
AZ 0.62% 1.79% 
CA 3.09% 12.03% 
CO 2.47% 2.86% 
FL 3.09% 7.27% 
GA 2.47% 4.22% 
IA 0.62% 1.02% 
ID 0.62% 0.55% 
IL 8.64% 4.41% 
IN 0.62% 2.07% 
KS 0.62% 0.91% 
KY 0.62% 1.41% 
LA 1.23% 1.14% 
MA 2.47% 2.17% 
MD 2.47% 2.14% 
ME 0.62% 0.29% 
MI 1.23% 3.53% 
MN 19.75% 2.50% 
MO 0.62% 1.52% 
NC 2.47% 3.00% 
NE 0.62% 0.45% 
NH 0.62% 0.40% 
NJ 2.47% 3.26% 
NM 0.62% 0.52% 
NY 2.47% 4.03% 
OH 0.62% 3.72% 
OK 0.62% 0.76% 
OR 1.85% 1.48% 
PA 6.79% 4.57% 
SD 0.62% 0.43% 
TN 0.62% 1.86% 
TX 3.09% 5.69% 
UT 0.62% 0.91% 
VA 3.70% 2.60% 
WI 3.09% 1.95% 
WV 15.43% 1.48% 
WY 1.23% 0.17% 
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Summary 

 This chapter described in detail sampling and data collection procedures, as well as 

the final sample characteristics. First, sampling sections assessed the appropriateness of 

franchising as the study population. The study context of franchising offers an ideal 

sampling frame that consists of business-to-business relationships embedded in a broader 

social network that can clearly be defined. In addition, empirically, franchising presented 

sufficient variance on all key variables, just as expected prior to data collection. Sampling 

frame was also discussed. 

 Second, the chapter also included a discussion of three pre-tests procedures and 

results. These pre-tests aided us in refining the questionnaire. Primary data collection 

procedures, including first-wave (mail survey) and second-wave (in-person) were also 

described. Upon primary data collection, quality of mailing list was assessed, as well as 

an analysis of response rate using the extant literature as a reference. I also discussed a 

treatment of missing data and possibilities of response bias. The analyses of missing data 

and response bias led to a conclusion that no substantive bias was introduced during data 

collection. 

 Lastly, the degree of external validity was considered by analyzing the final sample 

characteristics. The sample’s representativeness to the study population was considered 

carefully. The final sample was compared with the original mailing list in terms of 

industries and state-by-state distribution. The final sample was also compared with 

nation-wide data on franchised industry. Overall, a reasonable conclusion was drawn that 

the sample represents the study’s target population well. 
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CHAPTER V 
 

SURVEY INSTRUMENT 
 

 
The objective of this chapter is to describe in detail the scale operationalizations, 

scale development, and measure validation procedures. Many of the constructs embedded 

in the hypotheses already have established measures which have been rigorously tested 

for their psychometric properties. Those without established measures or ones that 

require significant modifications (PFO, Negative Professional Ethical Climate, 

Disciplinary Monitoring, Crowding Out Effects of Monitoring, Distributive Justice, and 

Procedural Justice) first went through domain sampling (Churchill 1979). This involved 

establishing an operationalization of construct and generating sample of measurement 

items that tap the domain. Several steps of pre-tests followed, some of which were 

described in Chapter Four.  

Unless otherwise noted, the default construct model specification uses reflective 

indicators. The distinction between the two types of scales deserves scrutiny as the 

traditionally used methods for assessing construct reliability, which are based on the 

assumption of inter-item correlations (cf. Bagozzi 1994; Cohen et al. 1990) should not be 

used for formative variation (Bollen and Lennox 1991). The indicators of a reflective 

scale should be correlated highly (i.e., should be internally consistent). In contrast, there 

are no reasons to expect that the indicators of formative scales are correlated, and hence 

internal consistency is not implied because the direction of causality is from measure to 

construct. As Jarvis, Mackenzie, and Podsakoff (2003, p. 201) puts it, “Unlike the 

reflective model, this [formative] model does not assume that the measures are all caused 

by a single underlying construct. . . rather, it assumes that the measures all have impact 
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on (or cause) a single construct.” Formative constructs’ content validity may be assessed 

based on the construct operationalization and whether the measurement items precisely 

and thoroughly tap it (Howell 1987). The guideline suggested by Jarvis, et al. (2003, p. 

203 Table 1) was used to determine whether each construct had formative or reflective 

indicators: 

1. Direction of causality from construct to measure 
• Causality from indicators to construct (formative) 
• Causality from construct to indicators (reflective) 

2. Interchangeability of the indicators 
•     Indicators need not share a common theme (formative) 
•     Indicators should share a common theme (reflective) 

3. Covariation among the indicators 
•  Not necessary for indicators to covary with each other (formative) 
•  Indicators are expected to covary with each other (reflective) 

4. Nomological net of the construct indicators 
•  Indicators are not required to have the same antecedents and 
consequences (formative) 
•  Indicators are required to have the same antecedents and 
consequences (reflective) 

 

 

The following sections are organized into two: (1) operationalization and 

development of constructs and (2) measure validation for dyadic and extra-dyadic scales. 

For operationalization and measure development sections, they are further organized 

along each level of analysis (individual, dyadic, and extra-dyadic), followed by control 

variables. The complete item pool for each variable along with their descriptive statistics 

such as means, standard deviations, and range can be found in Appendix B. With 

exceptions of Locus of Control, CMD, and PFO, all items used a 7-point Likert-type 

response format. Measure validation procedures are discussed afterwards. 
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Individual Level Constructs 

No changes were necessary for the individual-specific constructs 

(Machiavellianism, locus of control, and CMD) as research contexts are irrelevant to 

these personal-trait scales. These three constructs already have established measures that 

have been rigorously tested for their psychometric properties. 

 

Machiavellianism 

Machiavellianism is a personality trait that is generally defined as the extent to 

which an individual detaches from considerations of ethics and perform actions that profit 

the self (Robinson and Shaver 1973). Christie and Geis (1970) developed the scale, 

referred to as Mach IV, based on the statements of Niccolo Machiavelli in The Prince. 

The scale has total of 20 items and is designed to minimize response bias by ten of the 

items endorsing Machiavellian statements and the other ten items in the opposite 

direction. More specifically, the scale can be categorized into three groups (see Christie 

and Geis 1970). One group (nine items) deals with “Machiavellians tactics,” such as, 

“never tell anyone the real reason you did something unless it is useful to do so.” Another 

group (nine items) pertains to “views of human nature,” for example, “it is safest to 

assume that all people have a vicious streak.” The last two items belong to the third 

group: “abstract morality,” such as “all in all, it is better to be humble and honest than to 

be important and dishonest.” In the questionnaire, the scale used 7-point Likert-type scale 

(1 = “strongly disagree” to 7 = “strongly agree”). 
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The development of Mach IV was primarily in accordance with the principles of 

content validity (Christie and Geis 1970), which implies it makes no assumptions about 

the internal structure (Cronbach 1971). Through the use of confirmatory factor analysis 

and path analysis aimed to establish predictive validity, Hunter, Gerbing, and Boster 

(1982) make it clear that Mach IV is a formative scale by noting that 

“…Machiavellianism… is an arbitrary composite score formed by summing over 

Machiavellian beliefs that do have construct validity” (p.1304).  As such, the present 

study treats Mach IV scale as a formative scale, and it was not included in measurement 

model. Mach IV scores ranged from -14.00 to 60.00 (M=22.24, SD=14.70). 

 

External Locus of Control  

Locus of control refers to the extent to which individuals believe that they can 

control events that affect them (Rotter 1966). Rotter’s (1966) internal-external locus of 

control scale (I-E scale) measures the tendency of the individual to perceive events as 

contingent on his/her own behavior or independent of it. Although Rotter’s 29-item 

forced-choice scale of generalized feelings of locus of control has widely been used (e.g., 

Spector 1982; Singhapakdi and Vitell 1991), I chose to adopt a shorter, abbreviated 

version (11-items) of Rotter’s scale developed and verified by Valecha (1972) and 

Valecha and Ostrom (1974) out of the concern about the length of my already-long 

questionnaire. The scale reportedly has very similar psychometric properties to Rotter's 

original 29-item I-E scale (Valecha and Ostrom 1974). In addition, this abbreviated I-E 

scale has been used in leading marketing and management journal research (e.g., 

Burroughs and Mick 2004; Phillips and Bedian 1994), and they report acceptable 
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reliability (above >.70). The 11-item forced choice question pairs with an “internal” 

statement with and an “external” one. The possible scores ranges from zero (most 

“internal”) to ten (most “external”) with one filler item that is not counted.  

The scale uses a forced-choice format, by which respondents are shown two 

statements by question item and is asked to select one that s/he more strongly agrees. Due 

to this dichotomous response format, Kuder-Richardson 20 (KR-20) test (the equivalent 

for Cronbach’s α) was used to determine the scale’s reliability. Though this scale's 

reliability coefficient of .61 is slightly below recommended internal consistency of .70 

(Nunnaly 1978), it compares favorably to the reliability found in other applications of 

short form Marlowe-Crowne scales (see Ballard 1992). The response ranged from .00 to 

7.00 (M=1.78, SD=1.67). 

 

Cognitive Moral Development (CMD) 

CMD measures advances in moral reasoning, and it captures advances in moral 

reasoning and a progression to a higher stage that reflects an increased understanding of 

the nature of moral obligations in complex social systems (Rest 1979). According to 

Kohlberg (1976), individuals progress through three levels of moral reasoning: pre-

conventional, conventional, and post-conventional. CMD is operationalized as the extent 

to which an individual subscribes to post-conventional stages of moral reasoning. 

Based on the pre-test result (see Chapter Four), the CMD scale chosen for the 

present study was the 2-Story DIT, by which a study participant reviews two moral 

dilemma scenarios and their respective twelve statements pertaining to stages of CMD. 

For each moral dilemma given, the respondents are asked to rate the relative importance 
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of twelve pertinent items in helping them make the decision on a 5-point scale {1 = “no 

importance (to my judgment)” to 5 = “great importance (to my judgment)”}. The 

respondents are then asked to rank the four most important items from the twelve items. 

The reliability and validity of the DIT are well established through hundreds of academic 

studies over two decades (cf. Rest et al. 1999).  

For each dilemma scenario, the DIT presents a scoring chart to determine which 

stage each of the twelve items exemplifies. Weighted scores are then computed and 

added, which is then converted to percentages by dividing the raw scores by 0.2. The 

score indicates percentage of moral reasoning at the post-conventional level. The score 

can be interpreted as the relative importance a subject gives to principled moral 

considerations in making a decision about moral dilemmas (Rest 1979). The specific 

procedures for scoring are laid out in DIT Manual (1986), which includes internal checks 

on subject reliability using an “M-score.” M-items are meaningless statements in terms of 

moral maturity and do not represent any stage of moral thinking. Rest (1986) explains 

that rating high on these statements represents “a subject’s tendency to endorse 

statements for their pretentiousness rather than their meaning” (pp. 4-5).  

In the study sample, I could not identify CMD scores for a total of 31 participants: 

ten did not fill out the DIT scale items, and the remaining 21 were determined as non-

reliable (i.e., M percentage of 14 or more). The mean CMD score for the remaining 131 

participants was 30.78 (SD=17.06), with scores ranging from zero to 75.  
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Dyadic Level Constructs 

This section of dyadic level constructs is organized in the order in which they were 

addressed in Chapter Three (Hypothesis).  

 

Interdependence Magnitude and Asymmetry 

Dependence reflects the extent to which firm A needs firm B to provide important 

resources, of which there are few alternative sources (Emerson 1962; Cadotte and Stern 

1979). Following Emerson’s (1962) power-dependence theory, the extent of dependence 

is determined by its exchange partner’s motivational investment and its availability of 

alternatives.  

Motivational investment refers to the value of resources or outcomes (e.g., sales 

and profits) mediated by the partner firm, and the availability of alternatives refers to the 

difficulty in replacing the exchange partner in fulfilling the desirable outcome. 

Dependence is conceptualized as a first-order reflective, second-order formative scale as 

the two components (motivational investment in goals and replaceability) (1) need not be 

highly correlated and (2) each contributes separately to overall construct of dependence 

(cf. Antia and Frazier 2003). I operationalize Replaceability as the extent to which a 

franchisor (franchisee) finds it difficult to find a replacement partner. Motivational 

investment is operationalized as the extent to which a franchisor (or franchisee) needs to 

maintain the relationship to achieve profits.  

Both Interdependence Magnitude and Interdependence Asymmetry were 

computed as products of Dependence measures. Dependence was measured from each 

side of the dyad: franchisor dependence on franchisee and franchisee dependence on 



 181

franchisor, as reported by the key informants (i.e., franchisees). Interdependence 

Magnitude refers to the sum of the dependence in an exchange (Gundlach and Cadotte 

1994), and following Antia and Frazier (2001), Interdependence Magnitude was 

measured as the sum of the dependence scores from each side of the dyad. Similarly, 

Interdependence Asymmetry was computed as the difference between the two dependence 

scores (i.e., franchisee dependence on franchisor minus franchisor dependence on 

franchisee). A positive interdependence asymmetry value indicates power advantage 

favoring the franchisor.  

The scale for dependence was adapted from Antia and Frazier’s (2001) 12-item 

measurement scales of interdependence structure (six each for franchisor and franchisee 

points of view). They developed their scale based on prior measures developed by 

Gundlach and Cadotte (1994) and Kumar et al. (1995a). They use a combination of 

semantic differentials (five items) and one Likert-type scale item for their measure of 

“franchisee dependence on franchisor,” and six semantic differential items on “franchisor 

dependence on franchisee.” For simplicity, I modified the response format to Likert-type 

for all the items. For example, the original item of “Easy to replace this franchisee – Very 

difficult to replace this franchisee” using semantic differential was modified to “For our 

franchisor, it would be difficult to replace us” with 7-point Likert-type response. No other 

changes were needed as the study population of Antia and Frazier’s (2001) study was 

also franchising. As this was second-order formative scale, the lower-order factors are 

separately included in measurement analysis. 
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Franchisee TSIs 

Franchisee TSIs are operationalized as the non-salvageable investments that 

franchisees have made specifically in the relationship with their franchisor. I developed 

the scale based on Antia and Frazier’s (2001) scale for TSIs at the dyadic relationship 

level, which had been developed from Anderson (1985) and John and Weitz (1988). 

Because the scale was designed to capture the extent of franchisors’ investments made 

for the franchisees, for the present research I modified the measurement items to reflect 

the investments that franchisees made instead. I also relied on Shane’s (2001) insights on 

various franchisee investments. Up-front cash investment, system-specific training, and 

system maintenance are among the TSIs typical franchisees incur, and incidentally, these 

costs seem to be well reflected in Antia and Frazier’s (2001) items. Overall, the 

measurement scale for franchisee TSIs consisted of four items measured on 7-point scale, 

anchored by “strongly disagree” and “strongly agree” that is a slightly modified version 

of Antia and Frazier (2001). Specifically, modifications were made to some of the items 

by re-wording from “this franchisee” to “this franchisor.”  

 

Economies of Continuation 

Economies of Continuation generally refer to the open-endedness of exchange 

relationships, or the degree to which exchange partners expect the relationship to 

continue indefinitely (Heide and Miner 1992). In the current research context, however, 

franchise relationships are intended to be non-transactional, and the length of contract is 

determined a priori. Typically, duration of franchise agreements range from four to 20 

years. For example, many fast-food restaurant franchise systems use a 20-year contract, 
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while fashion merchandise retail franchises tend to use shorter, three to five year 

contracts. In both cases renewal of contracts is open-ended. The total terms of agreement 

may also be broken into renewal periods at which the agreement is up for review.  

Therefore, franchisees who have signed a ten-year agreement with their 

franchisors expect the relationships to last at least ten years unless the conditions for 

termination specified on the franchise agreement are broken and end up in early 

termination. Franchisees usually incur sizable early termination fees with voluntary early 

termination. Given that a franchise relationship operates in a pre-specified duration, my 

conceptualization of economies of continuation is specific to contract renewal. Hence, the 

operationalization of Economies of Continuation is the extent to which an extended 

relationship (i.e., renewal of contract) is contingent upon the franchisee’s ongoing 

performance.  

I adapted Heide and Miner’s (1992) measurement scale for “extendedness of 

relationship” to fit the research context. Two of the items only required slight 

modification, for example, “renewal of agreements” was modified to “renewal of our 

franchise contract,” as well as “the terms of individual purchases” was modified to “the 

current contract term.” The other two items required more extensive modifications due to 

unique nature of franchise contract and its renewal procedure. “The parties expect this 

relationship to last a lifetime” was modified to “Our relationship length with the 

franchisor depends on the franchisor’s evaluation of our current performance.” “It is 

assumed that renewal of agreements in this relationship will generally occur” was 

modified to “The franchisor’s decision to renew our contract is highly contingent on our 
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current performance.” The measurement items are scored on a 7-point scale using 

anchors 1=“strongly disagree” and 7= “strongly agree.” 

 

Distributive Justice 

Distributive Justice is concerned with the division of benefits and burdens. In the 

present research context it is operationalized as the extent to which franchisees perceive 

they are fairly compensated for their inputs to the job. There have been many 

measurement scales for the construct of distributive justice, and I have identified the scale 

developed by Price and Mueller’s (1986) to be most consistent with franchising 

relationships. Their scale taps the degree to which individuals feel rewarded fairly 

considering (1) their responsibilities, (2) the amount of experience they have, (3) the 

amount of effort they put forth, (4) the work they have done well, (5) the stresses and 

strains of their job, and (6) their education and training. The scale was modified through 

an iterative refining process in pre-tests. The word “rewarded” was particularly 

problematic for a reason that antitrust laws limit franchisor discretion on franchisee 

compensations, and furthermore, once set, usually remain fixed. During pre-test 

interviews, a few franchisees asked if I meant “awards” instead, and some others 

commented that are no rewards per se. Therefore, I replaced the word rewards with 

compensates so as to stress the give-and-take aspect of the relationship, which is in line 

with classical equity theory (Adams 1963, 1965).  

The original scale by Price and Mueller (1986) uses 5-point scale, with anchors 

ranging from 1= “very unfair” to 5= “very fair.”  In the present research, for consistency, 
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the scale was modified to a 7-point Likert-type scale (1= “strongly disagree,” 7= 

“strongly agree”).  

 

Procedural Justice 

While the focus of distributive justice is on the perceived fairness in terms of 

division of benefits and burdens (i.e., outcomes), the concept of procedural justice 

focuses on the procedures by which the allocation decisions are made. Procedural Justice 

generally refers to the perceived fairness in procedures used to make outcome-allocation 

decisions in employment relationships. As with Distributive Justice, franchising context 

offers no discrepancy in rewards, and pre-tests made it clear that the use of “reward 

allocation decisions” phrase was inappropriate. After pre-tests, therefore, Procedural 

Justice was re-operationalized as the extent to which franchisees feel that the franchisor’s 

general procedures in decisions affecting their business are fair. Of many measurement 

scales for procedural justice, I identified Moorman’s (1991) measure to be consistent 

with the operationalization in that it can reflect all aspects of procedures that franchisors 

may use in making important business decisions for the franchisee. Moorman (1991) 

developed the measure using the rules of procedural justice developed by Levanthal 

(1980), such that the items focus on fairness perceptions in promoting consistency, bias 

suppression, accuracy, correctability, representativeness, and ethicality.  

Moorman’s (1991) measurement items were modified to adapt to the current 

research context and to provide a frame of reference. The original scale had seven items, 

and during a pre-test I excluded one of the items that dealt with “(franchisor’s) providing 

useful feedback,” as in-depth interviews revealed this did not apply well in the 
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franchising context. In addition, my modified scale elaborated on franchisor’s general 

policies by adding a phrase “In making decisions affecting our business, our franchisor’s 

general policies…” to give a frame of reference. The original scale used a 5-point scale 

(1= “strongly disagree” to 5= “strongly agree”), which was modified to a 7-point scale to 

be consistent with the remaining questionnaire. 

 

Interactional Justice 

Interactional Justice is operationalized as the extent to which franchisees feel that 

their interpersonal treatment by franchisors is with respect, kindness, and truthfulness 

(Bies and Moag 1986). Moorman’s (1991) 6-item scale was slightly modified for the 

present research. More specifically, “your supervisor” was replaced with “our 

franchisor,” as well as “an employee” was replaced with “a franchisee.”  In addition, a 

frame of reference was added to the first three items to ensure that survey participants 

provide their perceptions of fairness in the context of communication with their 

franchisors. For example, “Your supervisor considered your viewpoint” was changed to 

“our franchisor considers our viewpoint whenever s/he is communicating with us.”  Past 

tense in the original measures was also modified to present tense. The scale uses a 7-point 

scale ranging from “strongly agree” to “strongly disagree,” which was modified from the 

original 5-point scale. 

 

Crowding Out Effects of Monitoring 

Crowding Out Effects of Monitoring, as reviewed in Chapter Three, refers to 

“how far the agent’s self-determination and self-evaluation are affected by the principal’s 
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monitoring activities” (Frey 1993, p. 665). Frey (1993) describes the following two 

conditions for such effects: 

1. An agent feels that the extent of self-determination is unduly restricted by the 
principal.  

 

2. The agent’s self-evaluation is reduced as s/he is convinced that the principle 
believes s/he is unable or unwilling to fulfill the assigned task to the 
principal’s satisfaction. 

 

Following these two statements, I operationalized the crowding out effects as the 

extent to which franchisees feel that being monitored the franchisor produces the feelings 

of (1) self-determination restriction and (2) distrust by the franchisor on the basis of lack 

of trust in their ability and willingness to perform specified tasks as a franchisee.  

As I was not aware of any measures specifically targeting these effects, I 

developed a pool of five measure items for the crowding out effects based on the 

operationalization. They were then subjected to pre-tests for content validity. The results 

indicated that the items are clear and in line with the operationalization. The only minor 

changes made were in the grouping of three of the items to begin with the same “By 

being monitored by my franchisor I feel…” to minimize wordiness. This newly 

developed reflective scale uses a 7-point Likert-type response anchored by 1 (“strongly 

disagree”) and 7 (“strongly agree”).  

 

Disciplinary Monitoring 

Disciplinary Monitoring refers to the extent to which the franchisor is able to 

detect and sanction the franchisees for opportunistic behaviors. As I conceptualized in 

Chapter Three, the two domains (ability to detect and ability to sanction) need not be 
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highly correlated with each another. Yet, for monitoring to be effective, both factors must 

be present. For example, even if a franchisor possesses a high level of detecting 

opportunistic behaviors, it cannot properly discipline the franchisee if it is unable to take 

tough measures to deter opportunism.  

Prior to pre-test in-depth interviews, Disciplinary Monitoring was conceptualized 

as a second-order formative, first order reflective scale composed of Ability to Detect and 

Sanction. It was determined that such additive, composite formulation cannot distinguish 

the effectiveness of monitoring. A multiplicative operationalization approach instead 

allows the construct to be rated higher when the two reflective scales (detecting and 

sanctioning) are closer in their ratings. For example, scores of 3 and 3 lead to a 

multiplicative score of 9, while scores of 1 and 5 lead to a multiplicative score of 5. If 

additive formulation was to be used, scores of 3 and 3 would be rated the same as 1 and 5 

(i.e., six), yet, in reality scores of 3 and 3 would be allowing the franchisor to better 

discipline its franchisee. The same line of thinking is used in Heide (1994) and Lusch and 

Brown (1996) in their measure of bilateral dependency between firms. The multiplicative 

approach allows the measure to be higher when both firms are dependent on one another, 

and lower when only one side is highly dependent on the other.  

Hence, I posit that the construct of disciplinary monitoring as a multiplicative 

cross-product term between Franchisor’s Ability to Detect Opportunism and Franchisor’s 

Ability to Sanction Opportunism. Scale development for each construct is discussed 

separately in the following sections. 

As a first-order scale for Disciplinary Monitoring, Franchisor’s Ability to Detect 

Opportunism refers to the extent to which franchisor is able to detect the franchisee’s 
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opportunistic behaviors. The ability may be influenced by breadth and depth (i.e., 

frequency) of information collection. According to Jacobides and Croson (2001), 

however, the efficacy of each is contingent on ex ante causal ambiguity. In other words, 

ex ante causal ambiguity may lead to inappropriate choice of monitoring measures that 

may be too narrow or even irrelevant, such that the “‘more monitoring is better’ 

prescription will mislead” (Jacobides and Croson 2001, p. 210). Hence, the construct is 

closely related to an agent’s ability to “learn their way around” (Jacobides and Croson 

2001) and manipulate information asymmetry to their advantage (e.g., Hunt 1986). The 

notion also parallels “perceived behavioral control” in the theory of planned behavior 

(Ajzen 1985). The theory of planned behavior extends the theory of reasoned action 

(Fishbein and Ajzen 1975) by incorporating perceived behavioral control, or the beliefs 

regarding ease or difficulty to perform a given behavior. 

To measure franchisees’ perceptions of their franchisors’ ability to detect their 

opportunistic behaviors, I adapted Stump and Heide’s (1996) scale for performance 

ambiguity, which pertains to the inherent difficulty faced by the exchange partner in 

accurately evaluating the other’s true performance (Ouchi 1979). I modified Stump and 

Heide’s (1996) measures to reflect franchisees’ perceptions of their franchisors’ ability to 

detect opportunism. Besides minor changes such as replacing “this supplier” and “this 

supplier’s” with “we” and “our,” I also expanded each item to reflect each facet of 

opportunism. For example, I modified Stump and Heide’s (1996) original item of 

“Evaluating this supplier’s performance is a highly subjective process” was changed to 

“Our franchisor can easily catch franchisees using unfounded excuses for unfulfilled 

obligations.” 
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Three more measures were constructed to cover all facets of opportunism (see 

Appendix B for specific items). Pre-tests allowed for minor modifications in wording to 

make the items clearer and precise to the operationalization. All the items were measured 

using 7-point Likert-type scale anchored by “strongly disagree” to “strongly agree.” 

Franchisor’s Ability to Sanction Opportunism, another lower-order scale for 

Disciplinary Monitoring construct, is operationalized as the franchisees’ perceptions 

regarding the level of sanction their franchisors would impose if their opportunistic 

behaviors were found. Respondents were asked to provide response given our definition 

of opportunism. I adapted Antia and Frazier’s (2001) scale for “contract enforcement” to 

reflect the current research context. As with Franchisor’s Ability to Detect Opportunism, 

I added each item with a particular aspect of opportunism, for example, “We took tough 

measures when this particular clause was violated” was modified to “Our franchisor 

would take tough measures against us if we were discovered withholding certain critical 

information for them.”   

  Other minor changes to fit the current research context include modifying from 

“we” and “our response” to “our franchisor” and “this franchisor’s response,” 

respectively. Minor refinement of wording was done during pre-tests. I also modified the 

response format of Antia and Frazier’s (2001) scale (four Likert-type scale items and 

three semantic differential scale items,) to be all 7-point Likert-type scale anchored by 

“strongly disagree” to “strongly agree” to be more consistent with the remaining 

questionnaire.  
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Propensity for Opportunism (PFO) 

PFO is operationalized as the extent to which franchisees are inclined to behave 

opportunistically against their franchisors. As reviewed in Chapter Three, PFO reflects 

desires, and it persists over time regardless of feasibility (Perugini and Bagozzi 2001). As 

noted by Perugini and Bagozzi (2004, pp. 80-81), desires are to be distinguished from 

intentions for the following reasons: 

• Desires are less connected to actions and framed over longer time horizons 
than intentions. 

 
• Feasibility is less important for desires than for goals. 
 
• Desires are important predictors of intentions. 

 

In addition, I posited that the feasibility of opportunistic behaviors (i.e., 

constraints such as economic or social costs) moderate the relationship between PFO and 

OB. Therefore, PFO exists independent of feasibility, while intentions would be 

influenced greatly by it. 

I originally adapted Perugini and Bagozzi’s (2001, 2004) scale for desire in 

construction of the PFO scale. Perugini and Bagozzi’s scale reflects the respondents’ 

degree of desire for exercising for health. I modified the scale to add each facet of 

opportunism in each item to reflect the franchisees’ desire for opportunistic behaviors in 

a similar manner. However, during pre-tests I noticed that I had three other scales that use 

the same tactic, and they appeared very closely to one another: Opportunistic Behaviors, 

Franchisor’s Ability to Detect Opportunism, and Franchisor’s Ability to Sanction 

Opportunism all have their multiple items reflecting each facet of opportunism. It was 

determined that such redundancy in item format could invite unwanted response bias 
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such as item priming effect (Salancik and Pfeffer 1977; Podsakoff et al. 2003), in which 

the predictor variables are more salient to the respondent to imply a causal relationship 

with other variables.  

There was also a control variable (Economic Benefits of OB) that pertained to 

opportunistic behaviors, and therefore I grouped the scales for these two constructs in a 

dissimilar response format as the other three constructs pertaining to opportunism. The 

revised scale lists examples of opportunistic behaviors, followed by question items asking 

research participants to indicate how they feel about these behaviors using semantic 

differential scale of willing-unwilling, motivated-unmotivated, tempted-reluctant, 

provoked-unprovoked, and compelled-not compelled. Pre-tests results were positive in 

terms of clarity and its ability to separate the PFO scale from the other three 

opportunism-related scales. The PFO scale was measured using 7-point (-3 to +3) format, 

which was later transformed into 1 to 7 format for measurement analysis for simplicity. 

 

Opportunistic Behaviors (OB) 

OB is operationalized as franchisees’ guileful behaviors that unilaterally improve 

the party’s term of trade. Many scales are available (John 1984; Anderson 1988; Dwyer 

and Oh 1988; Provan and Skinner 1989; Brown et al. 2000; Rokkan et al. 2003) tapping 

guileful self-interesting behaviors. I found the scale developed by Rokkan et al. (2003) to 

capture breach of both explicit and implicit agreements under various circumstances. The 

6-item scale measures capture all aspects of opportunism as the several measures were 

complied from the previous research with an addition of two new measures. I made a 

few, minor changes to fit to the current context by replacing the wording from “this 
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supplier” to “we,” as well as “from our firm” to “from the franchisor.” As with the 

original scale, the OB scale used a 7-point Likert-type scale ranging from 1 (“strongly 

disagree”) to 7 (“strongly agree”). 

 

Extra-dyadic Level Constructs 

Two constructs are discussed in this section: Network Density and Negative 

Professional Ethical Climate. Both scales deal with characteristics of franchisee network 

in which a franchisor-franchisee relationship is embedded. 

 

Network Density 

Network density generally refers to the average strength of relations in a franchise 

network. As reviewed in previous chapters, a dense network can be characterized as 

having close interactions among the members of the network and formed two 

mechanisms: (1) the establishment of informal norms and expectations; and (2) 

reputation effects (Jones et al. 1997). The only suitable measure was found in Antia and 

Frazier (2001). The scale needed only minor changes as the study context was the same. 

The only difference was that in Antia and Frazier’s study the franchisee network was 

from that of the franchisor’s perspective (i.e., franchisor was the key informant) and in 

the current study Network Density is measured form the perspective franchisees. More 

specifically, the phrase “franchisees of our system” was changed to “members of our 

franchise network.” Antia and Frazier’s (2001) scale used six items (three Likert-type 

scales and three semantic differential scales), and for survey all items were measured 

using 7-point Likert-type scale anchored by “strongly disagree” to “strongly agree.”   
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Negative Professional Ethical Climate 

Negative Professional Ethical Climate refers to the degree to which the climate 

surrounding the franchisor-franchisee dyad is unethical, and it broadly refers to the extent 

to which the extra-dyadic environment encourages opportunistic behaviors between 

franchisor-franchisee dyads. Hunt and Vitell (1991) suggest that individuals adapt to 

external environment’s norms as they are socialized into their respective organizations, 

professions, and industries.  

The ethical climate literature typically focuses on identifying elements of work 

climate within an organization that serve as shared norms of behavior (e.g. Vidaver-

Cohen 1998; Victor and Cullen 1988; Weaver 1993; Murphy 1995). Such a climate is 

different from the mere existence of organizational rules or codes of ethics. Rather, it 

refers to institutionalized norms of conduct, which in turn influence how employees 

behave.  

In a franchising context, I conceptualize that ethical climate pertains to the 

prevalence of norms for disregarding the collective welfare of the franchise network. 

More specifically, I posit that informal norms of self-interest seeking, norms for 

disobeying both company rules and professional ethical standards are the aspects of the 

franchisee network that impact overall ethical climate. That is, a negative ethical climate 

exists to the extent that the members of the franchise network act individualistically 

and/or disregard company policies and rules, and/or ethical standards.  

I operationalize Negative Professional Ethical Climate as the extent to which a 

franchisee observes others in the franchisees to (1) share the norms of individualism, (2) 
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disobey the corporate policies and procedures set for franchisees, and (3) disregard 

professional ethical standards. Individualistic norms refer to the extent to which the 

collective welfare of the franchise network is not valued as important, and therefore each 

franchisee pursues his or her own interest above all else. Corporate policies and 

procedures are those explicit guidelines set for franchisees as delegates for carrying out 

franchise business operations. Take Kentucky Fried Chicken for example. Company 

policies include cleaning the sink every 30 minutes and discarding food left unsold after 

15 minutes. Professional ethical standards (codes) generally refer to a profession’s 

enunciation of its professional norms, its moral dimension, and its collective conscience 

(Frankel 1989). In franchising, the codes set by the franchise broadly communicate ideal 

conduct in areas of (1) maintaining integrity and the reputation of franchising 

concept/system, (2) avoiding deception, such as misleading advertising, (3) providing a 

high quality product or service, and (4) complying with applicable laws pertaining to the 

specific industry (Preble and Hoffman 1999). Additional professional codes of ethics may 

be provided by an association to which a franchisee may be affiliated. For example, IFA 

has its own codes of conduct emphasizing trust and honest upon which the franchising 

relationship is founded, as well as collective, team spirit within a franchise network.  

I posit that these three bases of ethical climate (Individualism, Corporate Rules, 

and Professional Codes of Ethics) need not be highly correlated. First, norms of 

individualism do not necessarily determine how much franchisees are able to disobey 

company policies and rules because the latter is largely dependent on monitoring and 

other enforcement activities by the franchisor. Second, professional ethical standards are 

a broader guideline of how one should behave to protect the wealth of franchise as a 
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whole, which are independent of the franchise’s policies on obligations delegated to the 

franchisees. Negative Professional Ethical Climate, therefore, is a lower-order reflective, 

higher-order formative scale, and each of the three elements individually contributes to 

the overall ethical climate. 

The extant literature has examined ethical climate effects at the individual level, 

not in a business-to-business context, therefore requiring a significant modification to the 

current research context. In developing the ethical climate scale, I used Victor and 

Cullen’s (1988) Ethical Climate Questionnaire (ECQ) as guideline. ECQ is based on nine 

ethical climate types based upon three major classes of philosophy (principle, 

benevolence, and egoism) and three loci  

of analysis (individual, local, and cosmopolitan). The 3 X 3 matrix is shown in Table 5.1. 

Based on Kohlberg (1981), Victor and Cullen (1987, p. 54) propose that, individual, 

benevolence, and principle “may be distinguished in terms of their basic motives, i.e., 

maximizing one’s own interests, maximizing joint interests, or adherence to universal 

principles.” As for loci of analysis, “local” refers to the important reference groups or 

sources of role definitions and expectations (Merton 1957). “Cosmopolitan” represents a 

larger social entity external to the system in which the individual is embedded.  

Empirical analyses revealed that five key factors (reduced from nine) emerged 

characterizing ethical climate, and Victor and Cullen (1987) labeled them (1) Caring, (2) 

Law and Code, (3) Rules, (4) Instrumental, and (5) Independence. The caring dimension 

was comprised of a mixture of items from all three levels in the benevolence criterion, 

each concerned with caring for other members of organization. “Law and code” 

represents the original principle-cosmopolitan dimension (i.e., PC), while “rules” 
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represents the original principle-local dimension (i.e., PL). The former deals with implicit 

expectations about following explicit company rules, while the latter deals with norms for 

obeying professional codes of ethics. “Instrumental” represents egoistic values (i.e., EI, 

EL, and EC) in the organization. “Independence” was comprised of items representing 

the original principle-individual dimension (i.e., PI), which emphasizes exercising 

personal morals rather than collective. The end product is ECQ that consists of 26 items. 

This scale has been used widely since then (e.g., Weber 1995; Upchurch 1998; Herndon, 

Fraedrich, and Yeh 2001), and the studies have shown reliability (Cronbach α) ranging 

from .69 to a high of .85.  

In developing a pool of measurement items for the professional ethical climate, 

necessary changes had to be made to switch the study contexts from an employment 

relationship to franchising. Minor changes were made throughout to adapt the ECQ items 

to the present context. For example, “this company” was changed to “this business” or 

“this franchise.” 

 In addition, some of the items in ECQ were designed to deal with socially ethical 

behaviors (with consumers as the beneficiary), while my main concern is the welfare of 

the franchisee network. ECQ’s “Independence” factor was also excluded from my scale 

as the scale of ethical climate for franchise network does not concern the degree of how 

much each franchisee exercise his/her own moral values. 

The items for “Law and Code” were modified slightly for the dimension of 

Professional Ethics Codes. I made changes from “people” to “people in this business” to 

modify the context from intrafirm in ECQ to interfirm context in the current research. Of 

the four items in ECQ, one of the items “In this company, the first consideration is 
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         TABLE 5.1: Victor and Cullen’s (1987, 1988) Ethical Climate Typology 

 

Level of Analysis 
 

Individual 
(I) 

Local 
(L) 

Cosmopolitan 
(C) 

Egoistic 
 (E) 

Self-Interest 
(EI) 

Company Profit 
(EL) 

Efficiency 
(EC) 

 
Benevolence 

 
 (B) 

Friendship 
 

(BI) 

Team Interest 
 

(BL) 

Social 
Responsibility 

(BC) 

Type of 
Criteria 

Principle 
 
 

 (P) 

Personal 
Morality 

 
(PI) 

Company Rules 
and Procedures 

 
(PL) 

Laws and 
Professional 

Codes 
(PC) 
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 whether a decision violates any law” was not used for the scale, because “a decision” 

does not reference to anything specific. All four items of the ECQ’s “Rules” were used 

for the dimension of Corporate Rules. Again I switched the items’ tone from positive to 

negative in order to reflect the construct of negative professional ethical climate. For 

example, “People in this company strictly obey the company policies” was changed to 

“People in this business don’t strictly obey the company policies.” 

For Individualism, the last dimension of Negative Professional Ethical Climate, 

ECQ’s “Caring” and “Instrumental” were carefully combined for two reasons. First, both 

“Caring” and “Instrumental” carried several items that dealt with consumer and public 

concerns. Second, the conceptualization of Individualism mainly involves instrumental 

pursuit of individual wealth; however, it also assumes duality between collective (i.e., 

caring for others) and individual good. Although the items for “Instrumental” are more in 

line with the scale, I also borrowed three items from “Caring” dimensions. For these three 

items, I changed the tone from positive to negative, for example, “What is best for 

everyone in the company is the major consideration here” was modified to “What is best 

for the franchise network is not the major consideration in this business.”   

  In all, thirteen items were developed for the three facets of Negative Professional 

Ethical Climate: Individualism, Corporate Rules, and Professional Codes of Ethics. Each 

item is measured by a 7-point Likert-type scale with anchors “strongly disagree” and 

“strongly agree.” Pre-tests results were favorable in that in-depth interviewees clearly 

understood the content and indicated that they are in line with the franchise environment.  
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Control Variables 

In any empirical research, efforts to identify and eliminate the possibility of 

extraneous variables confounding hypothesized effects are crucial part of establishing 

internal validity. Here, I have identified five variables to be used as control variables: age 

of relationship, and franchisor’s TSIs, industry, economic benefits of OB, and social 

desirability. The rationale for inclusion of each control variable is discussed below.  

Age of relationship is an important element that needs to be controlled in order to 

partial out the quality of interactions between franchisors and franchisees solely based on 

the length of their relationships. One possibility is what Deeds and Hill (1998) call a 

“honeymoon period” in which the relationship is shielded from negative outcomes. 

Biased responses by franchisees may also be possible simply because they are unaware of 

any wrongdoing by their franchisors in an early stage of their relationships. Age of 

relationship was measured simply by asking the question of “About how long have you 

managed this franchise unit?”  

Franchisor’s TSIs was also measured and controlled based on the rationale given 

by Rokkan et al. (2003). Although their research’s primary focus was the TSIs made by 

one side of the dyad (as is ours), the other party’s levels of TSIs were controlled because 

they may influence behaviors of that party. As with their study, I should determine the 

effects of franchisees’ levels of TSIs on opportunism controlling for the levels of TSIs 

made by the franchisors. This way, it is possible to: (1) determine the extent to which 

TSIs influence franchisees’ behaviors irrespective of reciprocal investments made by 

franchisors; and (2) create a difference score that accounts for the degree of symmetry in 

TSIs and formally examine in post-hoc analyses whether the asymmetry has confounding 
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effects on the hypothesized relationship (i.e., franchisee TSIs  PFO). I adopted the 

scale used in Antia and Frazier (2001) for measurement with minor modifications in 

wording. Specifically, “for us” was modified to “for them.” The scale used a 7-point 

Likert-type scale (1= “strongly disagree,” 7= “strongly agree”). 

Industry effects were also controlled as I was not interested in the effects of 

specific franchise industries. Industry differences can also account for much of franchisee 

outlet size (i.e., sales volume), which could also confound the nature of relationship 

between franchisors and franchisees. Pre-tests also revealed a high level of difference in 

relationship structure and quality, which are idiosyncratic to specific industries. For 

example, arms-length relationship was observed in the personal services industry, and 

hands-on, highly interactive relationship was observed the in food industry. I measured 

the industry variable by asking study participants to indicate their industry using the 

categorization of (1) auto repair/maintenance, (2) electronics repair/maintenance, (3) food 

– full service, (4) food – quick service, (5) financial services, (6) general printing, (7) 

personal services, (8) commercial/residential services, and (9) other.  

The categorization was created based on the original mailing list which listed 

FRANdata’s categorization of industry, and I chose to list ones that were dominant in the 

list. After primary data collection, these industries were narrowed down to a 

parsimonious and meaningful eight categories: Food, General Printing, Auto 

Repair/Maintenance, Personal Services, Residential/Commercial Services, Professional 

Services, Retailing, and Lodging. 

Economic Benefits of OB was included as a control variable in the present study 

out of suspicion that not all franchisees may actually benefit from opportunistic 
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behaviors. I broadly define opportunistic behaviors as those that benefit the self at the 

expense of the exchange partner, and the transaction cost economics perspective would 

suggest that an agent would pursue these behaviors as long as they are feasible and 

profitable (cf. Williamson 1975, 1985). My position is that agents exhibit differing levels 

of propensity for opportunism, such that not all agents would engage in opportunistic 

behaviors even when they are given chance. The implicit assumption, then, is that 

economic benefits of opportunistic behaviors are held constant. Otherwise, differing 

levels of PFO and the effects of their antecedent factors could simply be due to differing 

levels of economic benefits of OB. During pre-test in-depth interviews this issue was 

raised as well. For some franchisees, opportunism as I define it could be a tool to greatly 

benefit themselves, and for others these behaviors produce little or no benefits. One 

without a high level of economic benefits of OB should not be considered more 

relationally-oriented, and this possibility of confounding effects must be controlled.  

No previous measures existed for the new construct I termed Economic Benefits 

of Opportunism, and I developed three items that tap the degree of profitability of 

opportunism. I conceptualized that economic benefits are multi-faceted, such that it can 

simply mean increased profits, or it can derive from decreased operating costs as well 

reduced hours necessary to perform required tasks. These three facets of economic 

benefits were taken into consideration in the scale development. Pre-tests results were 

favorable, as the interviewees indicated that the items made sense, and it is in line with 

their business structure. 

Lastly, Social Desirability was also controlled in the current study. The Marlow-

Crowne Social Desirability Scales measures an individual’s need to present him/herself 
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in a favorable light. With studies of this type, there is an issue of social desirability 

response bias (Randall and Fernandes 1991). The concept of social desirability has 

attracted research attention as it has the potential to distort survey responses by faking 

them to enhance self-image. Those individuals with strong social desirability tend to have 

strong needs to make a positive impression, and social desirability has been characterized 

as a well-known problem (Levin and Montag 1987; Podsakoff et al. 2003). Field studies 

using self-report methodology are said to be susceptible to social desirability response 

bias, particularly when the questions are direct and subjective, as opposed to more 

indirect, inferred objective questions (Arnold and Feldman 1981). According to 

Podsakoff et al. (2003), two variables frequently assumed to cause common method 

variance are the respondents’ affective state and social desirability. They also report that 

partial correlation procedures designed to control for social desirability bias is effective. 

Social desirability was measured using a short-form version of Marlowe-

Crowne’s (1960) social desirability index. Ballard’s (1992)11-item short-form was used 

instead of the original 33 items due to survey length constraints. The use of the short-

form should not compromise the internal validity as Ballard (1991) reports a reliability of 

.70, only .05 less than that for the full scale. Other studies that have used this short-form 

have reported good reliability of the scale (e.g., Rindfleisch and Crockett 1999; 

Burroughs and Rindfleisch 2002). The scale uses true/false responses, and four of the 11 

items represent positive behaviors which most people are not likely to exhibit (socially 

desirable answer is true) and the remaining seven items represented negative behaviors 

which are likely true of the general population (socially desirable answer is false). Due to 

the dichotomous nature of the response format, KR-20 was used to assess the scale’s 



 204

reliability. The resulted KR-20 coefficient was .70, and it was determined that the short-

form social desirability scale exhibited acceptable level of reliability. In the sample, the 

response ranged between .00 and 11.00, with mean=6.29 and standard deviation=2.62. 

 

Additional Construct Included in the Questionnaire 

A newly developed construct I term Individual PFO was also included in the 

questionnaire to pursue an alternative theoretical model. The suggestion for the inclusion 

of this construct came about during the dissertation proposal defense. With the original 

model, the antecedents of PFO include individual-specific traits (i.e., Machiavellianism, 

Locus of Control, and CMD) and relationship-specific attitudes toward franchisors (i.e., 

three justice scales and Crowding Out Effects of Monitoring). The concern expressed was 

that some of the factors are individual-specific propensity that is irrespective of context, 

while other antecedent factors only apply in the context of franchisor-franchisee 

relationship. 

After additional literature reviews, it was further determined that, the distinction 

between individual-specific PFO and relationship-specific PFO could offer an alternative 

model in which Theory of Planned Behavior (Ajzen and Madden 1986) could be 

incorporated. Fishbein (1967, 1975) developed a model (Theory of Reasoned Action, or 

TRA) of the relationship between attitude and behavior (note it is different from theory of 

reasoned behavior), emphasizing that in order to predict behavior, one must know the 

individual’s attitude toward that behavior and the subjective norm (social influence). 

Ajzen and Madden’s (1986) model is an extension of TRA in that it adds perceptions of 

behavioral control (i.e., perceived ability in carrying out the behavior) as a predictor of 
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both intention and behavior. According to the Theory of Planned Behavior (TPB), people 

act in accordance with their intentions and perceptions of control over the behavior, while 

intentions in turn are influenced by attitudes toward the behavior, subjective norms, and 

perceptions of behavioral control. 

Here, Individual PFO could be a distinct, general attitude toward opportunistic 

behaviors, and the original PFO could be the franchisee’s relationship-specific attitude 

toward opportunistic behaviors against his/her franchisor (hence may be termed 

Relational PFO). In sum, inclusion of Individual PFO seemed appropriate as it would 

allow us to model the specific roles of two distinct attitudes, as well as subjective norms, 

economic and social costs efficiently. 

Individual PFO, therefore, was included in my questionnaire to pursue the 

possibility of additional benefits of distinguishing individual- and relationship-specific 

PFO. The scale was first operationalized as the degree to which a franchisee holds 

general attitudes that opportunistic behaviors are acceptable and prevalent in a business 

context. The items were then developed tapping the franchisee’s general perception of 

opportunism as the general norms in business world. Such attitudes were conceptualized 

to include perceived prevalence, acceptance, and justifiability. The measurement items 

went through an iterative revision process in pre-tests. The final three measurement items 

use a 7-point Likert-type scale (1= “strongly disagree,” 7= “strongly agree”).  

 

Measure Validation 

This section focuses on measure validation, which entailed processes of 

confirmatory factor analysis (CFA) and exploratory factor analysis (EFA). CFA was 
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conducted to purify the measurement, followed by a series of EFA to verify 

unidimensionality of constructs that are closely related.  

 

Confirmatory Factor Analysis 

The measurement properties of the data were further evaluated through the usual 

methods of item analysis and CFA. CFA evaluates the internal and external consistency 

of the multi-item reflective measures (Anderson, Gerbing, and Hunter 1987). Data 

normality was also checked during measurement validation by inspecting univariate 

frequency distributions (see Table 5.2). Normal distributions are symmetrical about their 

means, while non-normal distributions are either skewed or show kurtosis (i.e., negative 

kurtosis indicates flatter distributions).  

This step is critical in estimation procedures, as both measurement and structural 

analyses assume normal distributions for continuous variables. It has long been 

established that moderate violations of parametric assumptions have little or no effect on 

substantive conclusions in most instances (e.g., Cohen 1969, pp. 266-267). Nonetheless, 

this check is still critical in the measurement purification stage because each 

measurement item is scrutinized. Hutcheson and Sofroniou (1999) recommend that both 

skewness and kurtosis be within the +2 to -2 range. Although some researchers use +1 to 

-1 as a more stringent criterion, the range seemed too narrow given my sample size. The 

items of scales with one or more non-normally distributed items were log-transformed. 

I conducted measure validation using AMOS 7.0 in order to ensure the construct 

validity, which in CFA includes estimation of reliability, convergent and discriminant 

validity (Campbell and Fiske 1959), as well as measurement models fit analysis to check 
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               Table 5.2: Univariate Descriptive Statistics for All Measurement Items 

 Mean Std. Deviation Skewness Kurtosis 
Franchiser Dependence - Replaceability   
RDR111 3.83 2.03 .03 -1.24 
RDR109 4.37 1.99 .20 -1.25 
RDR114 4.43 2.05 -.37 -1.11 
Franchiser Dependence – Motivational Investment   
RMI112 3.42 2.00 .30 -1.17 
RMI106 3.41 2.02 .39 -1.08 
RMI113 2.79 1.82 .87 -.25 
Distributive Justice    
DJ115 3.76 1.89 .02 -1.00 
DJ116 3.57 1.96 .17 -1.17 
DJ117 3.54 1.90 .21 -1.04 
DJ118 3.63 1.94 .11 -1.17 
DJ119 3.33 1.91 .32 -1.06 
Procedural Justice    
PJ120 4.51 1.83 -.39 -.79 
PJ121 3.92 1.91 -.03 -1.10 
PJ122 4.31 1.84 -.29 -.92 
PJ123 3.77 1.85 .08 -1.04 
PJ124 3.96 1.86 .04 -1.05 
PJ125 4.36 1.78 -.28 -.79 
Interactional Justice    
IJ126 4.15 1.77 -.09 -.79 
IJ127 4.45 1.53 -.41 -.20 
IJ128 4.46 1.84 -.42 -.83 
IJ129 4.91 1.74 -.76 -.18 
IJ130 4.60 1.89 -.52 -.79 
IJ131 4.88 1.83 -.75 -.38 
Franchisor’s Ability to Detect Opportunism   
FADO133 4.59 1.70 -.35 -.72 
FADO135 4.73 1.68 -.43 -.67 
FADO137 4.14 1.69 -.01 -.80 
FADO139 4.38 1.75 -.18 -.81 
FADO140 4.43 1.52 -.20 -.43 
Franchisor’s Ability to Sanction Opportunism   
FASO132 5.57 1.58 -1.13 .38 
FASO134 4.62 1.70 -.33 -.76 
FASO136 5.16 1.66 -.68 -.46 
FASO138 4.48 1.87 -.28 -.96 
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Table 5.2 continued 

Franchisee Dependence - Replaceability   
EDR201 5.98 1.61 -1.72 2.13 
EDR204 4.06 2.04 -.01 -1.24 
EDR207 4.20 2.23 -.10 -1.42 
Franchisee Dependence – Motivational Investment   
EMI208 4.89 2.07 -.63 -.94 
EMI211 5.19 1.90 -.86 -.39 
Franchisee TSIs    
ETSI219 4.91 1.98 -.62 -.87 
ETSI218 4.99 1.99 -.69 -.81 
ETSI210 6.31 1.13 -2.00 4.15 
ETSI217 4.98 2.04 -.68 -.87 
Economies of Continuation    
EC202 3.95 2.22 -.05 -1.49 
EC206 3.74 2.12 .14 -1.23 
EC209 4.82 2.01 -.66 -.75 
EC213 5.25 2.06 -1.07 -.19 
Crowding Out Effects of Monitoring   
COEM501 2.77 1.74 1.02 .25 
COEM502 1.81 1.39 2.25 4.76 
COEM503 3.14 1.87 .63 -.69 
COEM504 2.29 1.26 .92 .59 
COEM505 2.45 1.79 1.67 3.21 
Propensity for Opportunism    
PFO516 2.87 2.10 .71 -.96 
PFO517 3.24 2.17 .40 -1.26 
PFO518 2.88 1.92 .57 -.94 
PFO519 2.97 1.92 .39 -1.19 
PFO520 3.07 2.04 .45 -1.12 
Opportunistic Behaviors    
OB203 1.77 1.46 2.19 4.13 
OB205 2.34 1.67 1.20 .48 
OB212 3.19 1.84 .44 -.89 
OB214 2.31 1.59 1.22 .69 
OB215 1.89 1.44 2.03 3.57 
Negative Professional Ethical Climate - Individualism  
IN412 3.68 1.74 .25 -.77 
IN411 3.77 1.76 .32 -.69 
IN413 3.20 1.63 .54 -.49 
IN414 4.25 1.77 -.23 -.95 
IN415 3.94 1.86 -.12 -1.13 
IN416 2.09 1.45 1.72 2.60 
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Table 5.2 continued 
Negative Professional Ethical Climate – Corporate Rules  
CR402 2.30 1.66 1.56 1.75 
CR406 3.89 1.79 .02 -1.06 
CR403 2.70 1.76 .89 -.21 
CR407 3.35 1.74 .35 -.91 
Negative Professional Ethical Climate – Professional Codes of Ethics 
PCE401 2.39 1.66 1.24 .67 
PCE409 2.32 1.61 1.28 .72 
PCE405 2.07 1.42 1.73 2.65 
Network Density    
ND404 4.59 1.80 -.49 -.67 
ND410 4.39 1.90 -.33 -1.01 
ND419 4.45 1.83 -.44 -.82 
ND417 4.91 1.65 -.62 -.31 
ND418 5.08 1.67 -.77 -.28 
ND408 4.15 1.74 -.09 -.87 
Franchisor TSIs    
RTSI105 3.21 2.09 .46 -1.11 
RTSI107 3.42 2.01 .39 -1.12 
RTSI108 3.19 1.90 .45 -.98 
RTSI110 2.71 1.85 .80 -.65 
Economic Benefits of OB    
EBOB513 3.36 1.94 .30 -1.08 
EBOB514 3.54 1.97 .22 -1.15 
EBOB515 2.91 1.81 .41 -.08 
Individual PFO    
IPFO601 3.28 1.85 .36 -.94 
IPFO602 1.99 1.23 1.42 1.65 
IPFO603 2.81 1.64 .57 -.58 
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for misspecifications of measurement properties. Table 5.3 summarizes the evaluation 

criteria. 

According to Anderson and Gerbing (1988), convergent validity can be assessed 

by determining whether each indicator’s factor loading is greater than twice its standard 

error, and the average variance extracted (AVE) is greater than .50, which indicates that 

the variance due to measurement error is no larger than the variance captured by the 

construct. Assessments of construct reliability followed using the guidelines suggested by 

Fornell and Larcker (1981), such that composite reliability (the shared variance among a 

set of observed variables measuring an underlying construct) exceeds .60 (Bagozzi and 

Yi 1988). Anderson and Gerbing (1988) recommend that discriminant validity be 

assessed two latent factors at a time by constraining the estimated correlation parameter 

between them to 1.0. Discriminant validity is said to be established when the chi-square 

value is significantly reduced for the unconstrained estimates. Fornell and Larcker (1981) 

also recommend another discriminant validity assessment, which requires that the 

squared correlation between two constructs be smaller than the average variance 

extracted for each construct. Both types of discriminant validity test were employed for a 

pair of constructs that had a significant correlation coefficient. 

As for measurement model fit, various fit indices were adopted as criteria for 

assessing measurement models. The cutoffs shown in Table 5.3 are not meant to be 

absolute; as Bollen (1989) observes, cutoffs are rather arbitrary. Therefore, these multiple 

fit indices are taken into consideration and evaluated as a whole. All measurement items 

passed Bagozzi and Yi’s (1988) criteria for error variances. Items with standardized  
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Table 5.3: Evaluation Criteria Summary 

Criterion Recommendation Source 
Internal Structure   
Factor Loadings .60 or higher Bagozzi and Yi (1988) 
Composite Reliability .60 or higher Fornell and Larcker 

(1981) 
Bagozzi and Yi (1988) 

AVE .50 or higher Fornell and Larcker 
(1981) 
Bagozzi and Yi (1988) 

   
Discriminant Validity   
2-factor constrained (r=1) 
model versus unconstrained 

Chi-square reduction should 
be significant for 
unconstrained model 

Anderson and Gerbing 
(1988) 

Squared correlation between 
two factors 

Smaller than the AVE for 
each construct 

Fornell and Larcker 
(1981) 

   
Measurement Model Fit    
Negative error variance None Bagozzi and Yi (1988) 
Error variances All significantly different 

from zero 
Bagozzi and Yi (1988) 

Standardized factor loadings .60 or above Bagozzi and Yi (1988) 
   
Model Chi-square (χ2) p-value .05 or above Bagozzi and Yi (1988) 
Relative Chi-square 
(CMIN/DF) 

3 or less  Klein (1998) 

Incremental Fit Index (IFI) .90 or above Bagozzi and Yi (1988) 
Normed Fit Index (NFI) .90 or above  

.80 or above (for small 
sample) 

Bagozzi and Yi (1988) 
Ullman (2001) 

Non-Normed Fit Index (NNFI) .90 or above Hu and Bentler (1995) 
Comparative Fit Index (CFI) .95 or above Hu and Bentler (1995) 
RMSEA .05 or less: excellent 

.05 to .08: good 

.08 to .10: fair 

Bollen and Long (1993) 

p (close fit): probability that 
RMSEA < .05 

.05 or above Bollen and Long (1993) 
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factor loadings below .60 were immediately removed. As shown in Tables 5.4 through 

5.7, these items were dropped and excluded from further measurement analyses. 

The list of criteria in Table 5.3 is not exhaustive, and I have selected 

representative criteria that seemed appropriate in the present study. Both model chi-

square and relative chi-square assess whether the given model’s covariance structure is 

significantly different from the observed covariance matrix, and it is essentially a 

measure for badness of fit. Using both indices seem redundant; however, unlike model 

chi-square, which can be misleading due to its dependence on sample size, relative chi-

square attempts to overcome the sample size bias (Klein 1998). For the present study’s 

small sample size, examining both indices make sense. Similarly, both NFI and NNFI 

(also known as Tucker-Lewis Index, TLI) were included in my analysis because of 

consideration of sample size. NFI values should be above .90 by convention, though, 

some authors have argued for more liberal cutoff of .80 citing that NFI underestimate fit 

for small samples (Ullman 2001).  

Lastly, Goodness-of-fit (GFI) was not included in the analysis for two reasons: (1) 

upward bias as degree of freedom and sample size increases, and the consensus is not to 

use these measures (cf. Bollen and Long 1993) and (2) missing values in the dataset 

prevent calculation of GFI. For the latter, as discussed in Chapter Four, I avoided listwise 

deletions unless 20% or more responses were missing, and as a result, there were two to 

ten cases with missing values per measurement model. The calculation of GFI statistics 

requires a sample covariance matrix, and with missing data, a sample covariance matrix 

would not be a sufficient statistic to describe the sample (Arbuckle 2006). Therefore, it 
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was determined that it would not be worthwhile to conduct additional measurement 

model analysis with listwise deletions just to obtain GFI values. 

Before discussing the CFA results further, it is worth noting that I ran 

measurement models of small groups of constructs at a time. This is due to the small 

sample size in the study. With a final sample size of 162, it was not possible to run CFA 

on all measures in the study simultaneously. The ratio of sample size to the number of 

free parameters should approach the minimum 5:1 requirement (see Bagozzi and 

Baumgartner 1994; Jöreskog and Sörbom 1995), and the best alternative was to divide 

the scales into smaller groups and run CFA separately (Bentler and Chou 1987). This is a 

common practice among studies with relatively small sample size (e.g., Doney and 

Cannon 1997; Sivadas and Dwyer 2000; Wathne and Heide 2004). The following 

sections represent each group of constructs that were analyzed together in CFA.  

 

CFA Results- Dyadic Scales Group 1 

Dyadic scales that appear in my hypothesized model were split into two groups. 

The first group consisted of Franchisee Dependence, Distributive Justice, Procedural 

Justice, Interactional Justice, and two lower-order constructs for Disciplinary Monitoring 

(Franchisor’s Ability to Detect Opportunism and Franchisor’s Ability to Sanction 

Opportunism). Table 5.4 summarizes the CFA results. All indicators exhibited a standard 

loading above .60 significant at p<.001, with the exception of FADO133, which was then 

dropped. Both composite reliability (ρη) and Average Variance Extracted (AVE) were 

well above the recommended values, therefore establishing convergent validity for all the 

constructs.  
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Table 5.4: Measurement Analysis – Dyadic Scales Group 1 (franchisees reporting on franchisors) 

Overall Model Fit 
χ2 (356) = 563.9; p = .00    CMIN/DF = 1.58     NFI = .87     NNFI = .94    CFI = .95     IFI = .95     RMSEA = .06    p(close) = .04   
Scale  Questionnaire Item                                                                                                               Factor Loading 

                                                                                                                                         Unstandardized   Stand. 
(t-value) 

Franchisor Dependence (RDEP,) – Replaceability{(RDR), ρRDR (composite reliability) = .78, AVE (Average Variance Extracted) =.51)   
RDR111  For our franchisor, it would be difficult to replace us............................................................................................    1.00 .96  
RDR109  They do not have a good alternative to replace us .................................................................................................  .64 .63 3.38 
RDR114  They need to maintain a good relationship with us ...............................................................................................  *   
     
Franchisor Dependence (REDP) – Motivational Investment {(RMI),  ρRMI =.80, AVE =.73 }   
RMI112  Sales from our unit account for a high percentage of their sales in the market......................................................  1.00 .85  
RMI106  Sales from our unit account for a high percentage of our franchisor’s profits in market.......................................  .92 .78 5.33 
RMI113  They are very dependent on our franchise unit ......................................................................................................  *   
     
Distributive Justice (DJ,  ρDJ  =.98 , AVE =.90 )   
  Our franchisor compensates us fairly:   
DJ115   - considering the responsibilities that we have......................................................................................................  1.00 .92  
DJ116   - taking into account the investment we have made..............................................................................................  1.11 .96 23.72 
DJ117   - in view of the amount of effort we put forth.......................................................................................................  1.09 .98 25.26 
DJ118   - for work that we do well.....................................................................................................................................  1.09 .96 23.41 
DJ119   - for the stresses and strains of our job..................................................................................................................  1.04 .93 2.22 
     
Procedural Justice (PJ,  ρPJ =.95 , AVE =.75)   
  In making decisions affecting our business, our franchisor’s general policies:   
PJ120   - strive to collect accurate information so tat the decisions are based on as much good information and  

    informed opinion as possible .............................................................................................................................  1.00 
 
.88 

 

PJ121   - provide opportunities to challenge the decisions ................................................................................................  1.00 .84 14.51 
PJ122   - generate standards so that decisions could be made with consistency................................................................  1.00 .87 15.55 
PJ123   - pay attention to the concerns of all those affected by the decisions ...................................................................  1.02 .89 16.21 
PJ124   - are designed to have all sides affected by the decision represented ...................................................................  1.02 .88 15.96 
PJ125   - allow for requests for clarification or additional information about the decision ..............................................    .91 .82 13.78 
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  Table 5.4 Continued…   
Interactional Justice (IJ,  ρIJ =.93, AVE =.70)   
  Our franchisor:   
IJ126   - considers our viewpoint whenever s/he is communicating with us ....................................................................  1.00 .89  
IJ127   - is able to suppress personal biases in dealing with us.........................................................................................    .74 .76 12.31 
IJ128   - provides us with timely feedback whenever we express concerns about our job ...............................................    .90 .77 12.69 
IJ129   - treats us with kindness and consideration...........................................................................................................    .88 .80 13.34 
IJ130   - shows concern for our rights as a franchisee ......................................................................................................  1.08 .90 17.13 
IJ131   - takes steps to deal with us in a truthful manner ..................................................................................................  1.05 .90 17.39 
     
Franchisor’s Ability to Detect Opportunism (FADO,  ρFADO =.79 , AVE =.50)   
FADO133  We perform so many different tasks that this franchisor finds it difficult to determine whether we are  

  doing a good job ..................................................................................................................................................  * 
  

FADO135  It is easy for our franchisor to determine whether we adhere to agreed upon quality standards and  
   specifications ......................................................................................................................................................  1.00 

 
.60 

 

FADO137  Our franchisor easily detects when we promise to do something without actually following through..................  1.37 .81 7.44 
FADO139  It is difficult for us to breach informal agreements between our companies without being caught .......................  1.06 .61 6.15 
FADO140  Our franchisor can easily catch franchisees using unfound excuses for unfulfilled obligations............................  1.19 .79 7.29 
     
Franchisor’s Ability to Sanction Opportunism (FASO,  ρFASO =.80 , AVE =.50)   
FASO132  Our franchisor would take tough measures against us if we were discovered withholding certain critical  

  information from them.........................................................................................................................................  1.00 
 
.62 

 

FASO134  This franchisor’s response to any baseless excuses for not meeting our obligations would be firm .....................  1.17 .67 6.73 
FASO136  Our franchisor would take strict disciplinary action against us if we don’t act in accordance with our 

  contracts ...............................................................................................................................................................  1.38 
 
.81 

 
7.62 

FASO138  If we don’t adhere to our informally agreed upon terms, this franchisor would take severe action against us......  1.42 .74 7.24 
     
                             Correlations (p<.05 in boldface)   
  ФRDR, RMI     .34 ФRMI, DJ .22 ФDJ, PJ .65 ФPJ, IJ   .83 ФIJ, FADO  .10 ФFADO, FASO .78  
  ФRDR, DJ    .09 ФRMI, PJ .04 ФDJ, IJ .66 ФPJ, FADO   .30 ФIJ, FASO -.15     
  ФRDR, PJ      .04 ФRMI, IJ .11 ФDJ, FADO .28 ФPJ, FASO   .08      
  ФRDR, IJ      .01 ФRMI, FADO .21 ФDJ, FASO .13       
  ФRDR, FADO .21 ФRMI, FASO .16        
  ФRDR, FASO  .17         
       
           
  Note: All scales used a 7-point Likert-type scale anchored by 1= “strongly disagree” and 7= “strongly agree.”   

Note: Items with asterisk (*) are items with standard loading well below .60 and subsequently dropped. 
Note: boldfaced items were fixed to 1.00. 
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As for discriminant validity, as shown in Table 5.5, Procedural Justice and 

Interactional Justice exhibited a high correlation (r=.83) between them, as well as 

between Franchisor’s Ability to Sanction and Franchisor’s Ability to Detect Opportunism 

(r=.78). The former passed Fornell and Larcker’s (1981) discriminant validity test, but 

the latter did not. 

That is, squared correlation between the two constructs (.61) exceeded AVE’s for 

each construct (.50 for both). Because the pair that did not pass Fornell and Larcker’s test 

belongs to the same higher-order construct of Disciplinary Monitoring, it is only 

reasonable that they are highly correlated. Besides, Anderson and Gerbing’s (1988) 

demonstrated unidimensionality for all the constructs as they passed the chi-square 

difference tests.  

The overall model fit indices indicate good fit of the measurement model. NFI of 

.89 is slightly below the recommended .90; however, NNFI (more appropriate for small 

sample size) is well above .90. Model chi-square resulted in p=.00, though, relative chi-

square was well below the recommended value. The other indices were well within the 

recommended criteria. 

 

CFA Results- Dyadic Scales Group 2 

This group includes Franchisee Dependence, Franchisee TSIs, Economies of 

Continuation, Crowding Out Effects of Monitoring, Propensity for Opportunism, 

Crowding Out Effects of Opportunism, and Opportunistic Behaviors. Of these constructs, 

Franchisee TSIs and Opportunistic Behaviors were transformed using logarithmic 

transformation due to the non-normality data structure, and they were included in the  
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Table 5.5: Discriminant Validity Test Results for Dyadic Group 1 

 

 

 

 

 

 

 

 

 

 

 Correlation 
Coefficient 

Fornell and 
Larcker Test 

Passed? 
 

Anderson and Gerbing Test 

ФRDR, RMI      .34 Yes           Δχ2 =   94.4 (p<.001) 

ФRDR, FADO .21 Yes           Δχ2 =   85.0 (p<.001) 

ФRMI, DJ .22 Yes           Δχ2 = 148.4 (p<.001) 

ФRMI, FADO .21 Yes           Δχ2 = 130.1 (p<.001) 

ФDJ, PJ .65 Yes           Δχ2 = 560.1 (p<.001) 

ФDJ, IJ .66 Yes           Δχ2 = 508.4 (p<.001) 

ФDJ, FADO .28 Yes           Δχ2 = 232.7 (p<.001) 

ФPJ, IJ .83 Yes           Δχ2 = 195.2 (p<.001) 

ФPJ, FADO .30 Yes           Δχ2 = 218.2 (p<.001) 

ФFADO, FASO .78 No           Δχ2 =   36.3 (p<.001) 

 
Note 1: Correlation coefficients are significant (p<.05) for all of these pairs of constructs.  
Note 2: A pair of constructs is said to pass Anderson and Gerbing’s (1988) test of 
discriminant validity if Chi-square difference is significant (cut off  χ2 value is 3.84 with 
one degree of freedom at p<05) 
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measurement model only after ensuring normality. Franchisee TSIs were heavily skewed 

positively, while Opportunistic Behaviors were highly skewed negatively (see Table 5.2). 

The CFA results are shown in Table 5.6. Several items did not reach the 

recommended standardized loading of .60. These were ETSI210, EC209, EC213, 

COEM501, COEM503, and OB203. Once they were removed, the constructs all had an 

acceptable levels of composite reliability and AVE. Some pairs of constructs were high in 

correlation: Franchisee Dependence-Replaceability and Franchise Dependence-

Motivational Investment (r=.87), Franchisee Dependence-Replaceability and Economies 

of Continuation (r=.75), Franchise Dependence-Motivational Investment and Economies 

of Continuation (r=.92).  

As shown in Table 5.7, these pairs did not pass Fornell and Larcker’s (1981) 

discriminant validity tests, but they passed Anderson and Gerbing’s (1988) tests. These 

pairs most likely failed Fornell and Larcker’s test simply because they are theoretically 

highly related. Franchisee Dependence-Relaceability and Franchisee Dependence-

Motivational Investment are two dimensions of the higher-order construct Dependence. 

Economies of Continuation, or “shadow of the future” and Franchisee Dependence-

Motivational Investment and –Replaceability imply the importance of the relationship to 

achieving long-term profits.  

The overall model fit was very similar to that of the previous group of constructs. 

NFI was slightly below the recommended .90, but the NNFI value was acceptable. Model 

chi-square resulted in p=.00, though, relative chi-square was well below the 

recommended value. The other indices were well within the recommended criteria. 

Overall, the measurement model exhibited a good fit. 
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  Table 5.6: Measurement Analysis – Dyadic Scales Group 2 (franchisees reporting on themselves) 

Overall Model Fit 
χ2 (168) = 284.6; p = .00     CMIN/DF = 1.69    IFI = .86     NNFI = .91    CFI = .93     IFI = .93     RMSEA = .06     p(close) = .03      
Scale  Questionnaire Item                                                                                                               Factor Loading 

                                                                                                                                         Unstandardized   Stand. 
(t-value) 

Franchisee Dependence (EDEP) – Replaceability{(EDR), ρEDR = .69, AVE =.54)   
EDR201  For us, it is difficult to switch to another franchisor ..............................................................................................  *   
EDR204  We do need to maintain this relationship...............................................................................................................  1.00 .81  
EDR207  If our relationship with this franchisor were to end for some reason, we do not have a good alternative .............    .87 .63 7.16 
     
Franchisor Dependence (EDEP) – Motivational Investment {(EMI), ρEMI =.76, AVE =.66}   
EMI208  We are very dependent on this franchisor..............................................................................................................  1.00 .72  
EMI211  The franchisor is very important to us ...................................................................................................................   1.08 .84 8.56 
EMI216  The franchisor would suffer a significant loss in income if we stopped representing them...................................  *   
     
Franchisee TSIs (ETSI,  ρETSI =.85 , AVE =.57)   
ETSI219  If this relationship were to terminate, it would be difficult for us to recoup investments made in this  

  franchise...............................................................................................................................................................  1.00 
 
.87 

 
 

ETSI218  Training and qualifying for this franchisor has involved considerable commitments of time and money ............    .66 .61 6.52 
ETSI210  We have invested a great deal in building this franchise .......................................................................................  *   
ETSI217  If we were to terminate this relationship, we would lose a lot of investment ........................................................    .85 .72 7.13 
     
Economies of Continuation (EC,  ρEC =.75 , AVE =.60)   
EC202  Contract renewal with the franchisor depends on the franchisor’s evaluation of our current performance ...........  *   
EC206  The franchisor’s decision to renew our contract is highly contingent on our current performance .......................  *   
EC209  We make plans not only for the current contract term, but also for the continuation of the relationship beyond  

  this term ..............................................................................................................................................................  1.00 
 
.80 

 

EC213  We expect that the relationship with this franchisor will continue through repeated renewals of the contract .....    .96 .74 9.22 
     
Crowding Out Effects of Monitoring (COEM,  ρCOEM =.77 , AVE =.63)   
COEM501  Being monitored by my franchisor does not bother me at all ................................................................................  *   
COEM502  I only do well the tasks for which I am being monitored by the franchisor...........................................................  *   
  By being monitored by franchisor I feel:   
COEM503   - that my franchisor does not know how dedicated I am to being their franchisee ...............................................  1.00 .81  
COEM504   - less motivated to spend extra efforts to do a better job.......................................................................................    .61 .73 7.09 
COEM505   - my franchisor does not trust me to do the job well.............................................................................................  .  76 .65 6.77 
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  Table 5.6 Continued.   
Propensity for Opportunism (PFO,  ρPFO =.95 , AVE =.78)   
  In any given business relationship, a party may engage in certain actions to improve their terms of trade such as: 

- Giving empty promises 
- Breaching formal and/or informal agreements to maximize gains 
- Taking advantage of “holes” in the contract 
- Using excuses to re-negotiate terms of trade at the partner’s expense 
- Withholding important information from the partner 
Specific to your franchisor, please circle the number below that indicates how you feel about using this  
type of behavior: 

  

PFO516  Unwilling – Willing ...............................................................................................................................................  1.00 .85  
PFO517  Unmotivated – Motivated .....................................................................................................................................  1.12 .92 15.84 
PFO518  Reluctant – Tempted ..............................................................................................................................................    .96 .89 14.75 
PFO519  Unprovoked – Provoked ........................................................................................................................................    .87 .81 12.40 
PFO520  Not compelled – Compelled ..................................................................................................................................  1.07 .93 16.12 
     
Opportunistic Behaviors (OB,  ρOB =.80 , AVE =.50)   
OB203  On occasion, we lie or simply withhold critical information to advance our own interests...................................  *   
OB205  We do not always act in accordance with our contract ..........................................................................................  1.00 .78  
OB212  To maximize our own benefit, we don’t always follow informally agreed upon terms.........................................    .83 .64 7.32 
OB214  Occasionally we just don’t adhere to our agreed upon quality standards and specifications.................................    .86 .69 7.80 
OB215  We sometimes use random excuses to avoid carrying out our obligations ............................................................    .81 .72 8.05 
     
                             Correlations (p<.05 in boldface)   
  ФEDR, EMI      .87 ФEMI, ETSI  .40 ФETSI, EC  .39 ФEC, COEM -.42 ФCOEM, PFO .17 ФPFO, OB .24   
  ФEDR, ETSI     .48 ФEMI, EC  .92 ФETSI, COEM -.05 ФEC, PFO -.06 ФCOEM, OB .21     
  ФEDR, EC    .75 ФEMI,COEM -.31 ФETSI, PFO  .12 ФEC, OB -.22      
  ФEDR, COEM   -.20 ФEMI, PFO -.03 ФETSI, OB -.02       
  ФEDR,PFO  .15 ФEMI, OB -.07        
  ФEDR, OB  -.03         
     
     
  Note: With exception of PFO, all scales used a 7-point Likert-type scale anchored by 1= “strongly disagree” and 7= 

“strongly agree.”  PFO used a 7-point semantic differential scale anchored ranging between -3 and +3. 
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Table 5.7: Discriminant Validity Test Results for Dyadic Group 2 

 Correlation 
Coefficient 

Fornell and Larcker 
Test Passed? 

 

Anderson and Gerbing Test 

ФEDR, EMI      .87 No           Δχ2 =     5.3 (p<.05) 

ФEDR, ETSI    .48 Yes           Δχ2 =   58.4 (p<.001) 

ФEDR, EC   .75 No           Δχ2 =   17.2 (p<.001) 

ФEDR, COEM   -.20 Yes           Δχ2 = 150.1 (p<.001) 

ФEMI, ETSI .40 Yes           Δχ2 =   90.8 (p<.001) 

ФEMI, EC .92 No           Δχ2 =     3.9 (p<.05) 

ФEMI, COEM -.31 Yes           Δχ2 = 205.8 (p<.001) 

ФETSI, EC .39 Yes           Δχ2 =   80.1 (p<.001) 

ФEC, COEM -.42 Yes           Δχ2 = 201.4 (p<.001) 

ФEC, OB -.22 Yes           Δχ2 = 168.8 (p<.001) 

ФCOEM, OB .21 Yes           Δχ2 = 150.6 (p<.001) 

ФPFO, OB .24 Yes           Δχ2 = 201.4 (p<.001) 

    

 
Note 1: Correlation coefficients are significant (p<.05) for all of these pairs of constructs.  
Note 2: A pair of constructs is said to pass Anderson and Gerbing’s (1988) test of 
discriminant validity if Chi-square difference is significant (cut off  χ2 value is 3.84 with one 
degree of freedom at p<05) 
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The only concern from the measurement analysis was that two of the four items of 

Economies of Continuation had to be removed. Usually, two-item scales exhibit lower 

reliability values (Nunnally 1978), and it is generally desirable that a greater number 

items be used to reflect different nuances of a construct (Churchill 1979). Nonetheless, 

the scale seemed stable with fewer than three items and still met the convergent validity 

criteria. 

 

CFA Results – Extra-Dyadic Scales 

Four constructs were included in the measurement model: three lower-order 

factors for Negative Professional Ethical Climate (Individualism, Corporate Rules, and 

Professional Codes of Ethics) and Network Density. The first three constructs also 

exhibited non-normal data, and hence a log-transformation was used. Table 5.8 

summarizes the results of CFA. 

Several measurement items had to be dropped due to insufficient (.60 or less) 

factor loadings: IN411, IN412, IN413, IN416, CE402, CE403, and CEE409. The results 

meant that each of the lower-factor constructs for Negative Professional Ethical Climate 

consist of only two items each. This was rather surprising because the pre-tests exhibited 

high level of content validity. Individualism, in particular, seemed problematic as four 

out of the six items had to be dropped. One possible explanation for the outcome is that 

the items had both positive and negative words within the measurement of an already-

negative construct, which could have introduced “positive and negative item wording” 

item characteristic effects (Podsakoff et al. 2003). For example, while a statement of “In 

this franchise system, people protect their own interests above all else” is simply negative 
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Table 5.8: Measurement Analysis – Extra-Dyadic Scales 

Overall Model Fit 
χ2 (48) = 99.30; p = .00     CMIN/DF = 2.07     NFI = .94     NNFI = .94    CFI = .96     IFI = .97     RMSEA = .08      p(close) = .01        
Scale  Questionnaire Item                                                                                                               Factor Loading 

                                                                                                                                         Unstandardized   Stand. 
(t-value) 

Negative Professional Ethical Climate – Individualism (IN, ρIN =.92 , AVE =.85)   
IN412  What is best for the franchise network is not the major consideration in this business .........................................  *   
IN411  The good of all people in the franchise system as a whole is the most important concern for all involved (R) ....  *   
IN413  In this business we are not at all concerned about what is best for other members of the profession....................  *   
IN414  In this franchise system, people protect their own interests above all else ............................................................  1.00 .85  
IN415  In this business, people are mostly out for themselves ..........................................................................................  1.29 .99 13.21 
IN416  There is no room for personal morals or ethics in this business ............................................................................  *   
     
Negative Professional Ethical Climate – Corporate Rules (CR, ρCR =.92 , AVE =.85)   
CR402  It is not important to follow the company’s rules and procedures in this business ................................................  *   
CR406  Not everyone in this business sticks by company rules and procedures at all times..............................................  1.00 .93  
CR403  Successful people in this business don’t go by the book .......................................................................................  *   
CR407  People in this business don’t strictly obey the company policies ..........................................................................  1.03 .91 14.03 
     
Negative Professional Ethical Climate – Professional Codes of Ethics (PCE, ρPCE =.67 , AVE =.50)   
PCE401  People in the franchise business don’t really comply with the law or professional standards of conduct .............  1.00 .67  
PCE409  In this business, the law or ethical codes in our profession are not a major consideration ....................................  *   
PCE405  In this business, people are not really expected to strictly follow legal or professional standards ........................    .99 .74 5.05 
     
Network Density (ND,  ρND =.88 , AVE =.71)   
ND404  Members of our franchise share close ties .............................................................................................................  1.00 .73  
ND410  There is much interaction among the members of our franchise ...........................................................................  1.22 .84 10.78 
ND419  Relations among members of our franchise network are very close......................................................................  1.29 .93 11.96 
ND417  Members of our franchise network frequently share communications ..................................................................  1.14 .90 11.61 
ND418  Members of our franchise network frequently discuss common problems............................................................  1.16 .91 11.73 
ND408  Members of our franchise network are extremely cohesive.................................................................................. .   .96 .72 9.11 
     
                             Correlations (p<.05 in boldface)   
  ФIN, CR    .60 ФCR, PCE  .55 ФPCE, ND -.30         
  ФIN, PCE    .37 ФCR, ND -.18          
  ФIN, ND  -.44           
     
  Note: (R) indicates reverse-coded item. All scales used Likert-type scale anchored by 1= “strongly disagree” and 7= “strongly agree.”   
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and straightforward, another item “In this business I am not at all concerned about what is 

best for other members of the profession” has both positive and negative nuances, which 

may be confusing. A statistical pre-test with a small sample of individuals could have 

prevented us from spotting this problem. Overall, even with two-item scales, the overall 

construct of Negative Professional Ethical Climate exhibited a high level of internal 

consistency. The CFA results also indicated that Network Density has convergent 

validity. All the items exhibited sufficient factor loadings and a high level of AVE (.71).  

As for unidimensionality, as expected, these constructs shared low correlation 

among them. Negative Professional Ethical Climate was developed as a formative scale 

consisting of three lower-order reflective factors of Individualism, Corporate Rules, and 

Professional Codes of Ethics. The highest correlation was .60 between Corporate Rules 

and Individualism, and Fornell and Larcker (1981) tests for discriminant validity 

determined that these two constructs are significantly different from each other. Table 5.9 

summarizes the discriminant validity test results. 

The second-order measurement model for Negative Professional Ethical Climate 

was subsequently analyzed. Figure 5.1 depicts the model, and Table 5.10 shows the 

results. The overall model fit indices are all within recommended cutoffs, displaying 

adequate fit. Although the scale only utilizes two items per lower-order scale, the overall 

higher-order scale exhibited acceptable measurement properties.  
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Table 5.9: Discriminant Validity Test Results for Extra-Dyadic Scales 

 Correlation 
Coefficient 

Fornell and 
Larcker Test 

Passed? 
 

Anderson and Gerbing Test 

ФIN, CR   .60 Yes           Δχ2 =    75.3 (p<.001) 

ФIN, PCE   .37 Yes           Δχ2 =  162.0 (p<.001) 

ФIN, ND  -.44 Yes           Δχ2 =  360.5 (p<.001) 

ФCR, PCE .55 Yes           Δχ2 =    55.0 (p<.001) 

ФCR, ND -.18 Yes           Δχ2 =  165.0 (p<.001) 

ФPCE, ND -.30 Yes           Δχ2 =  285.9 (p<.05) 

    

 
Note 1: Correlation coefficients are significant (p<.05) for all of these pairs of constructs.  
Note 2: A pair of constructs is said to pass Anderson and Gerbing’s (1988) test of 
discriminant validity if Chi-square difference is significant (cut off  χ2 value is 3.84 with 
one degree of freedom at p<05) 
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CFA Results – Control and Extra Variable 

Our last group of measurement model included two control variables (Franchisor 

TSIs and Economic Benefits of OB) and Individual PFO, which was not part of the 

original hypothesized model. The CFA results are shown in Table 5.11. 

All the measurement items here displayed adequate factor loadings (above .60), 

significant at p<.001. Evidence for convergent validity was observed in both composite  

reliability and AVE. Correlations among constructs were also very low (well below .50), 

and Fornell and Larcker (1981) test indicated that discriminant validity can be 

established. The overall model fit was adequate  

An additional test of discriminant validity was done between Individual PFO and 

the original PFO, in order to validate the theoretical dissimilarity. As conceptualized, 

these two constructs exhibited a very low correlation coefficient (r=.26, p<.05), and both 

Fornell and Larcker’s (1981) and Anderson and Gerbing’s (1988) tests also resulted in 

solid discriminant validity of the two scales. 

 

Exploratory Factor Analysis 

After we purified measurement items, I conducted a series of EFAs. This 

sequence follows that of Churchill (1979), who recommends checking dimensionality of 

closely related factors after the measure purification steps. If EFA is done before the 

purification steps, According to Churchill, EFA will likely produce many more 

dimensions than conceptually identified “partly due to ‘garbage items’ which do not have 

the common core but which do produce additional dimensions in the factor analysis” (p. 

69).  



227 

The CFA results discussed in the previous section indeed provide evidence for 

unidimensionality for all of the constructs in the research model, however, the 

discriminant validity tests were conducted at the construct level, not the item level. The 

premise of CFA is that measurement items are pre-specified to load on specific factor 

based on a priori conceptualization, while EFA enables the researcher to see which item 

statistically belongs to which factor. The purpose of EFA here is to detect any cross- 

loadings of items. Item-level analyses of unidimensionality using EFA further provide 

confidence in the measures. 

A series of EFA were conducted in groups of constructs. The groups were 

selected based on the basis of similarity in their operationalizations. The specific groups 

of the constructs are listed below: 

Group 1: Distributive Justice, Procedural Justice, and Interactional Justice 
 
Group 2: Franchisor’s Ability to Detect Opportunism and Franchisor’s Ability 

to Sanction Opportunism 
 
Group 3: Individual PFO, Relational PFO, and OB 
 
Group 4: Three dimensions of Negative Professional Ethical Climate 

(Individualism, Corporate Rules, and Professional Codes of Ethics) 
and Network Density 

 
Principal component analysis with Varimax rotation was used for EFA. Varimax 

rotation, an orthogonal method, was used because it calculates loadings on the basis of 

assumed uncorrelated factors, which has the effect of differentiating the original variables 

by extracted factor (Stevens 1992). The analysis used two widely-used criteria to 

determine the number of factors. Kaiser criterion (K1 rule) drops all components with 

eigenvalues under 1.0. The scree plots were also examined to identify the elbow at which  
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Figure 5.1: Measurement Model for Negative Professional Ethical Climate 
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Table 5.10: Second-Order Factor Analysis for Negative Professional Ethical Climate 

 

Overall Model Fit 
χ2 (6) = 5.62; p = .47        CMIN/DF = .94        NFI = .99        NNFI = 
1.00      CFI = 1.00        IFI = 1.00        RMSEA = .00                
Parameter Item Factor 

Loading 
Unstand.      
Stand. 

t-
value

Individualism (ξ1)    
λ1,1 IN414 ................................................... 1.00 .64  
λ2,1 IN415 ................................................... 1.09 .78 11.61

     
Corporate Rules (ξ2)    

λ3,2 CR406.................................................. 1.00 .93  
λ4,2 CR407.................................................. 1.03 .91 13.80

     
Professional Codes of Ethics (ξ3)    

λ5,3 PCE401................................................ 1.00 .86  
λ6,3 PCE405................................................ 1.27 .98 4.65 

     
Higher-Order Model Parameters    

γ1,1 ............................................................. 1.00 .41  
γ2,1 ............................................................. 1.00 .46  
γ3,1 ............................................................. 1.00 .35  

Correlation    
Φξ1, ξ2 .60 (p<.001)    
Φξ1, ξ3 .54 (p<.001)    
Φξ2, ξ3 .36 (p<.001)    



230 

Table 5.11: Measurement Analysis – Control Variables and Extra Variable (IPFO) 

Overall Model Fit 
χ2 (32) = 58.50; p = .00     CMIN/DF = 1.83     NFI = .89     NNFI = .90     CFI = .94     IFI = .94      RMSEA = .07     p(close) = .11        
Scale  Questionnaire Item                                                                                                               Factor Loading 

                                                                                                                                         Unstandardized   Stand. 
(t-value) 

Franchisor TSIs (RTSI, ρRTSI =.84 , AVE=.51)   
RTSI105  If this relationship were to terminate, it would be difficult for them to recoup investments made in this  

franchise unit..........................................................................................................................................................   1.00 
 
.60 

 
 

RTSI107  Training and qualifying us has involved considerable commitments of time and money on their part .................   1.19  .74 6.65 
RTSI108  They have invested a great deal in building up this franchise unit’s business .......................................................   1.18  .78 6.76 
RTSI110  If we were to terminate this relationship, the franchisor would lose a lot of their investment...............................   1.00 .68 6.33 
     
Economic Benefits of OB (EBOB, ρEBOB =.83 , AVE =.54)   
  In any given business relationship, a party may engage in certain actions to improve their terms of trade such as: 

- Giving empty promises 
- Breaching formal and/or informal agreements to maximize gains 
- Taking advantage of “holes” in the contract 
- Using excuses to re-negotiate terms of trade at the partner’s expense 
- Withholding important information from the partner 

If a franchisee behaves this way without being detected by the franchisor, it could gain: 

  

EBOB513   - Increased profits for a franchise unit ..................................................................................................................  1.00 .74  
EBOB514   - Decreased costs for a franchise unit ...................................................................................................................   1.00  .73 6.52 
EBOB515   - Decreased hours necessary to perform required tasks ........................................................................................    .80 .63 6.20 
     
Individual PFO (IPFO, ρIPFO =.88 , AVE =.71)   
  Behaviors such as giving empty promises and taking advantages of holes in the contract:   
IPFO601   - are very common in business..............................................................................................................................   1.00 .63  
IPFO602   - are acceptable in most cases ...............................................................................................................................   .75 .70 6.77 
IPFO603   - often times take place out of necessity ...............................................................................................................  1.22 .63 6.71 
     
                             Correlations (p<.05 in boldface)   
  ФRTSI, EBOB   -.19 ФEBOB, IPFO .41† 
  ФRTSI, IPFO -.02   

 

     
  † This inter-scale correlation passed both Fornell and Larcker’s (1981) and Anderson and Gerbing’s (1988) 

discriminant validity test (Δχ2 = 84.5, p<.001) 
  

  Note: all scales used a 7-point Likert-type scale anchored by 1= “strongly disagree” and 7= “strongly agree.”     
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a flatter line begins between the number of factors (X-axis) and corresponding 

eigenvalues (Y-axis). In addition, factor loadings were examined for each factor. A 

common social science practice uses a cut-off of .3 or .35 (e.g., Singh 1998; Buvik and 

John 2000).  

In addition, in order to test for possible common method bias, I ran a common 

factor EFA in which single-item construct measures (i.e., composites) were included.  

More than one factor should have strong loadings; otherwise a common method factor 

(e.g., item characteristics effects or context effects; see Podsakoff et al. 2003) can be said 

to bias the responses. Due to the large number of items and small sample size, I could not 

employ more traditional common method bias tests, such as those suggested by Cote and 

Buckley (1987), which would require all items be included in one confirmatory factor 

analysis. Nonetheless, I took steps in minimizing social desirability bias, one of the 

largest sources of common method bias, by directly measuring and including it in my 

hypothesis testing. Although this method does not tap the whole common methods 

variance domain, it is still an effective way to partial out a general method factor.  

 

EFA Results for Group 1 

Distributive Justice, Procedural Justice, and Interactional Justice are included in 

Group 1. These are separate, yet arguably similar constructs as they all share the nuance 

of perceived fairness. The EFA results corroborate the extant literature which has shown 

the distinct characteristics of each construct. The eigenvalues and scree tests suggested a 

three-factor solution. The results show that 81.98% of variance is explained by three 



232 

factors. Factor loadings (see Table 5.12) also indicate a three factor solution by which the 

three theoretically-distinct indictors load on their respective factor.  

Distributive Justice items (DJ115 through DJ120) clearly load on Factor 1. 

Procedural Justice items (PJ120 through PJ125) load on Factor 2, though, two items from 

Interactional Justice (IJ126 and IJ130) had loadings slightly above .40. Garson (2007) 

suggests that .6 may be required for Likert-scaled items to be considered “high.” It is also 

clear that loadings are much stronger for Procedural Justice items (.65 to .85). Therefore, 

these two items need not be considered as cross-loading. Interactional Justice items load 

on Factor 3. Similarly, although one of the Procedural Justice item (PJ126) load slightly 

on the factor (.43), this should not be a concern.  

 

EFA Results for Group 2 

Group 2 consists of two lower-order factors of Disciplinary Monitoring: 

Franchisor’s Ability to Detect Opportunism and Franchisor’s Ability to Sanction 

Opportunism. These two constructs have been newly developed for the present study. 

Although conceptually different, they still share the common concept of franchisor’s 

monitoring activities. The EFA results suggest that they are also different statistically. 

Both eigenvalues and scree plot suggest that two factors are present. Cumulatively these 

two factors explain 63.4% of total variance.  

As shown in Table 5.13, Franchisor’s Ability to Detect Opportunism (FADO135 

through FADO 140) items clearly load on Factor 1. For Factor 2, FASO136 and 

FASO138 had loadings of slightly below .60 (.58 and .53), and they also cross-load 

highly on Factor 2 (.55 and .53, respectively). Statistically, the results indicate that both 
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FASO136 and FASO138 cannot be distinguished between two factors. Though, a careful 

examination of the measurement items also suggest that FASO132 and FASO134 deal 

with withholding of critical information and giving baseless excuses, while FASO136 

and FASO138 specifically deal with the acts of non-compliance to agreed-upon terms. 

Assuming that franchisees’ perceptions of their franchisors’ ability to sanction 

opportunism reflect the previous history of relationships, then, it is highly possible that 

withholding information or giving excuses (i.e., FASO132 and FASO134) are less likely 

to be sanctioned than the more obvious opportunistic behaviors (i.e., FASO136 and 

FASO138).  

The two-dimensional plot depicts FASO136 and FASP138 being located in the midrange 

between Factor 1 and Factor 2, while the remaining items were located high on only one 

factor. When another CFA (Dyadic Scales Group 1) was run with the two items 

(FASO136 and FASO138) cross-loading on both Ability to Sanction and Detect 

Opportunism, these items’ factor loadings dropped significantly (below .50 for all). I 

decided to keep FASO136 and FASO138 even with high cross-loadings for the following 

reasons: 

(1) It is reasonable to expect franchisors’ ability to detect and sanction 
opportunism are related to one another (though theoretically they need 
not be),  

 
(2) They are essential items dealing with overt opportunism behaviors 

which FASO132 and FASO134 alone cannot entail,  
 

(3) The FADO items do not at all load on Factor 2, and 
 

(4) In a CFA where FASO136 and FASO138 load on Ability to Detect 
Opportunism along with the FADO items, FADO135 and FADO139 
loadings dropped to below .60, which indicates that FASO136 and 
FASO138 are more suited to load on Ability to Sanction as originally 
proposed. 
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Table 5.12: Factor Loadings for EFA Group 1 

Factor  
(% of Variance Explained) 

 

1 
(28.68%)

2 
(27.19%)

3 
(26.11%) 

DJ115 .88 .24 .23 

DJ116 .90 .27 .23 

DJ117 .89 .30 .24 

DJ118 .89 .27 .26 

DJ119 .88 .21 .38 

PJ120 .20 .79 .28 

PJ121 .25 .80 .28 

PJ122 .25 .85 .24 

PJ123 .32 .74 .39 

PJ124 .35 .72 .39 

PJ125 .27 .68 .43 

IJ126 .29 .41 .75 

IJ127 .20 .23 .80 

IJ128 .22 .43 .66 

IJ129 .20 .28 .80 

IJ130 .33 .42 .72 

IJ131 .37 .34 .76 
Note: Factor solutions are suggested in boldface 
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Table 5.13: Factor Loadings for EFA Group 2 

Factor 
(% of Variance Explained) 

 

1 
(50.77%) 

2 
(27.44%) 

FADO135 .68 .17 

FADO137 .79 .25 

FADO139 .66 .24 

FADO140 .84 .15 

FASO132 .16 .83 

FASO134 .18 .84 

FASO136 .55 .58 

FASO138 .53 .53 
Note: Factor solutions are suggested in boldface. 
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EFA Results for Group 3 

Group 3 consists of three opportunism-related constructs: Individual PFO, 

Relational PFO, and OB. The first two scales have been newly developed for the present 

study. Though each deals with propensity for opportunism, Individual PFO strictly deals 

with individual-specific attitudes, while Relational PFO is propensity specifically in the 

context of franchisor-franchisee relationship. Both PFO scales are also arguably related to 

OB, though, OB refers to the actual behavior. As discussed in Chapter Three, a franchisee 

may exhibit a high level of propensity for opportunism, yet s/he may be unable or 

unwilling to do so. In all, these three constructs possess distinct characteristics and they 

are expected to correlate low. 

Both eigenvalues and scree plot suggest that three factors are present. Together 

cumulatively they explain 71.6% of total variance. Without any borderline loadings, 

Group 3 led to a clear-cut three factor solution, as shown in Table 5.14. All the items that 

were expected to load together did so on the same factor.  

 

EFA Results for Group 4 

All four extra-dyadic scales are included in Group 4. Three of them are lower-

order factors for Negative Professional Ethical Climate (Individualism, Corporate Rules, 

and Professional Codes of Ethics) and the other is Network Density. Conceptually, the 

first three constructs deal with franchisee network’s ethical climate and are necessarily 

related. Though, the operationalization of the construct clearly suggests each has its own 

nuance of ethical climate and need not be correlated. Network Density is another extra-
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dyadic construct, and it relates to closeness of franchisee network. All four constructs are 

similar in that they all measure aspects of franchisee network that are essentially products 

of interactions among franchisees.  

As shown in Table 5.15, the items for Network Density and Professional Codes of 

Ethics appeared to exhibit high levels of discriminant validity. They clearly converge on 

a distinct factor and do not at all load on another factor. At the same time, Individualism 

items (IN414 and IN415) belong to the same factor as Corporate Rules items (Factor 2). 

Item-total correlation coefficients were also varied from .69 and .74. A closer look at 

Table 5.15 reveals that Corporate Policy items do load moderately high on Factor 3 (.35 

and .39), which suggest the two constructs are not completely identical. As shown in 

Table 5.16, item correlation coefficients were also much lower between items that are 

conceptually different (between Individualism items and Corporate Rules). That is, 

convergent correlations (.84 and .85) are much greater than discriminant correlations 

(.47, .48, .54, and .55).  

Finally, the correlation coefficient between these two scales is .51, and the results 

of Anderson and Gerbing’s (1988) test of discriminant validity from the original CFA 

suggested that the scales should be treated as separate. Taken together, it is easy to see 

how norms of individualism may be highly related to prevalence of disobeying corporate 

rules, and one may argue that Individualism reflect the attitudes, while disobeying 

Corporate Rules are manifestations of the attitudes. After all, disobeying corporate rules 

can be said to be individualistic behaviors. Theoretically, these are two distinct constructs 

as Individualism deals with lack of cohesiveness within franchisee network, while the 

Corporate Rules construct strictly regards to patterns of behaviors among franchisees. 
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Table 5.14: Factor Loadings for EFA Group 3 

Factor 
(% of Variance Explained) 

 

1 
(34.07%) 

2 
(19.63%) 

3 
(17.88%) 

PFO516 .87 .15 .06 

PFO517 .93 .12 .08 

PFO518 .91 .05 .12 

PFO519 .84 -.02 .19 

PFO520 .93 .10 .06 

IPFO601 .14 .02 .78 

IPFO602 .05 .18 .81 

IPFO603 .15 .09 .85 

OB205 .11 .76 .23 

OB212 .10 .71 .10 

OB214 .02 .78 -.15 

OB215 .06 .76 .16 
Note: Factor solutions are suggested in boldface. 
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In all, although statistically Individualism and Corporate Rules are indistinguishable, the 

issue is trivial for my subsequent hypothesis testing because these two scales, along with 

Professional Code of Ethics, are lower-order scales for higher-order formative scale.  

 

EFA Results for Common Factor (Harman’s One-Factor Test) 

Finally, all first-order constructs were included in one exploratory factor analysis 

as composites in an effort to identify a possibility of the presence of general factor (i.e., 

common method). Harman’s one-factor test examines the results of unrotated factor 

solution, and a substantial amount of common method variance is present if (1) a single 

factor solution emerges or (2) multiple-factor solutions but only one account for the 

majority of the covariances (Podsakoff and Organ 1986).  

The results of unrotated principal components factor analysis revealed six factors 

with eigenvalues greater than one, which accounted for only 59.2% of total variance. The 

first factor also accounted for 22.5% of variance. As shown in Table 5.17, common-

method variance does not appear to be a problem as several factors were identified. Each 

factor also has strong loadings, not just one factor. 

 

Summary 

This chapter described in detail the scale operationalizations, scale development, 

and measure validation procedures. The chapter was primarily organized into two: (1)  

operationalization and development of constructs and (2) measure validation for dyadic 

and extra-dyadic scales. 
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Table 5.15: Factor Loadings for EFA Group 1 

Factor 
(% of Variance Explained) 

 

1 
(38.37%) 

2 
(23.13%) 

3 
(13.57%) 

IN414 -.28 .82 .00 

IN415 -.33 .85 .00 

CR406 .01 .78 .39 

CR407 .02 .80 .35 

PCE401 -.17 .14 .81 

PCE405 -.09 .21 .82 

ND404 .80 .04 -.10 

ND410 .74 -.28 -.13 

ND419 .86 -.18 -.02 

ND417 .90 -.13 -.07 

ND418 .90 -.12 -.11 

ND408 .93 -.13 -.08 
Note: Factor solutions are suggested in boldface. 
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Table 5.16: Inter-Item Correlation between Individualism and Corporate 

Rules 

 IN414 IN415 CR406 CR407 

IN414 1.00    

IN415 .84** 1.00   

CR406 .47** .54** 1.00  

CR407 .48** .55** .85** 1.00 

Note: ** = p<.001 
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Table 5.17: Harman’s One Factor Test Results 

FACTOR 

 1 2 3 4 5 6 

RDR .07 .25 -.05 .71 -.05 -.07 
RMI .19 .29 -.13 .53 .03 .27 
DJ .70 .18 .35 .08 .06 .01 
PJ .79 .02 .38 -.05 .04 -.10 
IJ .77 -.17 .37 -.01 .08 -.02 
FADO .33 .55 -.12 .11 -.29 -.46 
FASO .13 .63 -.24 .08 -.41 -.36 
EDR .41 .52 -.35 -.15 .21 .15 
EMI .54 .47 -.25 -.32 .19 .08 
ETSI .26 .35 -.31 -.27 -.13 .42 
EC .67 .31 -.30 -.20 .17 .07 
COEM -.69 .34 -.10 .05 -.15 -.04 
PFO -.23 .42 .05 .13 .04 .35 
OB -.25 .30 .42 .03 .32 .10 
IN -.68 .25 -.11 -.04 .16 .11 
CR -.56 .31 .04 -.04 .39 .06 
PCE -.47 .20 .06 .30 .40 -.08 
ND .64 .13 .21 -.03 .19 .09 
RTSI .59 .31 .24 .38 .02 .04 
EBOB -.43 .53 .05 -.07 -.03 -.06 
IPFO -.31 .31 .56 -.01 -.21 .08 
CMD .04 -.09 .06 -.06 -.59 .45 
External Locus of 
Control -.15 .31 .34 -.16 -.20 .33 

Machiavellianism -.32 .39 .49 -.24 -.14 -.04 
Social Desirability .14 -.30 -.20 .44 -.08 .44 
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In scale development, although many of the factors had already had well-

established scales, most went through rigorous steps of scale development. Modifying 

and developing scales first involved domain sampling (Churchill 1979), establishing an 

operationalization of construct and generating sample of measurement items that tap the 

domain. Several steps of pre-tests followed, some of which were described in Chapter 

Four.  

After data normality check, measure validation involved both Confirmatory 

Factor Analysis (CFA) and Exploratory Factor Analysis (EFA). CFA was done at the 

scale-level, while EFA involved item-level analyses to give a full picture of my data’s 

psychometric properties. Due to small sample size, both CFA and EFA were done in 

groups of constructs, which is a common practice in leading marketing journals. To 

maximize the benefit of analyses, the groups were created in a meaningful manner: 

dyadic, extra-dyadic groups, which were further divided into franchisee’s reporting on 

themselves and reporting on their franchisors. The results from CFA led to deletion of 

several measurement items for their insufficient factor loadings and/or convergent 

validity to their respective factor. After deletions of these items, all factors exhibited 

acceptable composite reliability and AVE. Discriminant validity was also checked using 

both Fornell and Larcker’s (1981) and Anderson and Gerbing’s (1988) tests. Although 

some scales did not pass Fornell and Larcker’s test, all scales passed those of Anderson 

and Gerbing’s. Overall model fit was also examined for each group of constructs 

exhibited acceptable model fit. Table 5.18 shows correlation matrix for all first-order 

factor. Scales with very high correlation (p>.60) were already included in CFA together 

to test for discriminant validity tests. 
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The EFA results suggest that all the measurement items do not cross-load 

sufficiently to be alarming. These items with moderate cross-loadings belonged to the 

same higher-order formative scale, which minimize the concern for lack of discriminant 

validity.  Lastly, Harman’s one factor test revealed a common method bias should not be 

an issue as several factors were identified, and each factor had strong loadings. Due to 

my large number of items and small sample size, I could not employ more traditional 

common method bias tests, such as those suggested by Cote and Buckley (1987); 

nonetheless, I took steps in minimizing social desirability bias, one of the largest sources 

of common method bias, by directly measuring it and including it in my hypothesis 

testing. Although this method does not tap the whole common methods variance domain, 

it is still an effective way to partial out a general method factor.  

In all, the rigorous steps taken to operationalize, develop, and purify scales led to 

a dataset sufficiently adequate to test our hypotheses.  
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Table 5.18: Correlation Matrix for All First-Order Scales 

 

 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 
1. RDR 1.00                     

2. RMI .27 1.00                    

3. DJ .05 .22 1.00                   

4. PJ .03 .04 .62 1.00                  

5. IJ .01 .10 .62 .78 1.00                 

6. FADO .16 .17 .25 .26 .14 1.00                

7. FASO .19 .15 .12 .06 -.13 .63 1.00               

8. EDR .10 .21 .26 .17 .12 .27 .30 1.00              

9. EMI -.03 .13 .33 .34 .25 .33 .25 .64 1.00             

10. ETSI -.03 .09 .05 .13 .06 .16 .22 .35 .33 1.00            

11. EC .01 .17 .43 .40 .38 .30 .20 .50 .69 .34 1.00           

12.COEM .09 -.03 -.42 -.52 -.62 .03 .16 -.11 -.22 -.02 -.32 1.00          

13. PFO .07 .11 -.06 -.20 -.27 .05 .11 .13 -.03 .12 -.05 .16 1.00         

14. OB -.05 .04 .03 -.09 -.12 -.05 -.01 .01 -.04 -.07 -.17 .20 .20 1.00        

15. IN -.02 .05 -.41 -.50 -.49 -.13 -.01 -.12 -.22 -.03 -.22 .52 .25 .18 1.00       

16. CR .02 .01 -.31 -.33 -.39 -.16 -.02 -.08 -.07 .00 -.23 .39 .17 .21 .51 1.00      

17. PCE .12 -.03 -.20 -.28 -.35 -.03 -.01 -.08 -.13 -.21 -.31 .31 .20 .29 .30 .43 1.00     

18. ND .11 .06 .47 .59 .46 .14 .03 .27 .35 .21 .42 -.40 .00 -.06 -.44 -.19 -.24 1.00    

19. RTSI .31 .30 .52 .51 .41 .32 .20 .22 .29 .15 .37 -.29 .06 .07 -.35 .20 -.11 .37 1.00   

20.EBOB .10 -.03 -.13 -.33 -.40 .09 .25 -.01 .03 .02 -.08 .37 .28 .20 .30 .42 .25 -.14 -.14 1.00  

21. IPFO .05 -.06 -.04 -.08 -.09 .02 .06 -.16 -.14 -.08 -.23 .29 .25 .22 .21 .25 .10 -.02 .00 .29 1.00 
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CHAPTER VI 
 

STRUCTURAL MODEL TEST  
 
 

This chapter primarily focuses on a discussion of empirical results of the 

hypothesized model described in Chapter Three. The results for an alternative model 

(discussed in Chapter Five), which arose during the time between dissertation proposal 

and data collection, are also discussed in this chapter. The variable acronyms and 

abbreviations are listed in Table 6.1. The correlation and descriptive statistics (mean and 

standard deviation) are shown in Table 6.2.  

 

Hypothesized Model 

Model Specification 

The hypothesized model depicted in Figure 6.1 was tested using maximum 

likelihood estimation structural path analysis with AMOS 7.0. In the model, there were 

seventeen exogenous variables, including two moderator variables and two interaction 

(multiplicative) variables and six control variables. Structural path analyses are superior 

to traditional multiple regression analyses as (1) multiple dependent variables may be 

analyzed simultaneously and (2) exogenous variables may be allowed to correlate among 

themselves. Structural path analysis was chosen because in this research model there are 

two dependent variables (PFO and OB), and many of the exogenous variables do 

correlate moderately. I hypothesized Network Density (ND) and Disciplinary Monitoring 

(DM) to be moderators, while CMD was hypothesized to be both predictor of PFO and a 

moderator (moderating the effects of Negative Professional Ethical Climate, NPEC on 
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TABLE 6.1: Variable Acronyms and Abbreviations  
 

 
  

AGE    Age of Relationship 

CMD Cognitive Moral Development 

COEM Crowding Out Effects of Monitoring 

DJ    Distributive Justice 

DM    Disciplinary Monitoring 

EBOB Economic Benefits of OB 

EC  Economies of Continuation 

ELC      External Locus of Control 

ETSI  Franchisee TSIs 

FOOD  Food Industry (dummy-coded) 

GAR General Printing, Auto Repair, or 
Residential/Commercial Services Industries 
(dummy-coded) 

IDM Interdependence Magnitude 

IDA    Interdependence Asymmetry 

IJ  Interactional Justice 

IPFO  Individual PFO 

MACH  Machiavellianism 

ND   Network Density 

NPEC Negative Professional Ethical Climate 

PJ   Procedural Justice 

RPFO   Relational PFO 

RTSI   Franchisor TSIs 

SD   Social Desirability 
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Figure 6.1: Structural Model  
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PFO). We note that all interaction terms of the moderator variables have been mean-

centered in order to control for biased estimations due to multicollinearity (Aiken and 

West 1991). The procedure requires subtracting the overall variable mean from each 

observation, then multiplying the values of the predictor variables by the values for the 

hypothesized moderators. The process resulted in three such variables: CMD*NPEC, 

ND*PFO, and DM*PFO. To determine whether there is a significant interaction, the 

criterion variables in this study (i.e., OB and PFO) were simultaneously regressed on the 

predictor variables and the interaction terms.  

To run structural path analyses, composite variables were created for each 

construct that was measured by multiple items. They were then first subjected to 

normality checks, and as necessary non-normally distributed data were log-transformed 

to alleviate the normality assumption of ML estimation. These variables were OB, NPEC, 

Crowding Out Effects of Monitoring (COEM), AGE, and PFO. The interaction terms 

tend to be non-normally distributed, and a data normality check revealed that 

CMD*NPEC interaction term non-normality. Because the mean-centered interaction 

terms involve negative values, log-transformation was not possible. I further addressed 

the issue of non-normally distributed items by applying and comparing bootstrap 

estimation results. The detailed procedure is discussed at the end of this section. 

The model includes age of relationships (AGE), Economic Benefits of OB 

(EBOB), Franchisor TSIs (RTSI), and Social Desirability (SD) as control variables. The 

eight franchising industry categories described in Chapter Four were further narrowed 

down to three groups: (1) FOOD, (2) GAR (General Printing, Auto repair/Maintenance, 

and Residential/Commercial Services), and (3) PPRL (Personal Services, Professional  
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Table 6.2: Descriptive Statistics and Correlations 
 

 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 
1. MACH 1.00      
2. ELC .29 1.00     
3. CMD -.04 .12 1.00    
4. NPEC .24 .16 -.17 1.00   
5. DJ -.07 .05 .04 -.41 1.00   
6. PJ -.05 -.03 .02 -.48 .62 1.00   
7. IJ -.16 -.06 .01 -.52 .62 .78 1.00   
8. COEM .31 .20 -.04 .53 -.42 -.52 -.62 1.00   
9. IDEP -.07 .01 -.03 -.10 .33 .23 .18 -.11 1.00   
10. ADEP -.01 .06 -.04 -.16 .14 .19 .12 -.17 .12 1.00   
11. ETSI -.02 .08 .10 -.08 .05 .13 .06 -.02 .29 .28 1.00   
12. EC -.21 -.10 -.06 -.32 .43 .40 .38 -.32 .53 .45 .34 1.00  
13. DM .08 .04 -.05 -.09 .19 .16 -.02 .13 .36 .11 .21 .26 1.00 
14. ND -.10 -.04 -.06 -.37 .47 .59 .46 -.40 .31 .20 .21 .42 .06 1.00
15. IPFO .43 .24 .06 .24 -.04 -.08 -.09 .29 -.12 -.13 -.08 -.23 .01 -.02 1.00
16. RPFO .14 .10 .04 .26 -.06 -.20 -.27 .16 .11 -.04 .12 -.05 .06 -.00 .25 1.00
17. OB .29 .16 -.08 .28 .03 -.09 -.12 .20 -.02 -.01 -.07 -.17 -.06 -.06 .22 .20 1.00
18. AGE -.04 -.06 -.06 -.05 -.08 -.02 -.06 -.01 -.20 -.05 -.15 -.07 .01 .01 -.06 -.17 -.01 1.00
19. RTSI -.04 .04 -.01 -.29 .52 .51 .41 -.29 .43 -.05 .15 .37 .25 .37 .00 .06 .07 -.08 1.00
20. EBOB .32 .19 -.02 .42 -.13 -.33 -.40 .37 .04 -.02 .02 -.08 .16 -.14 .29 .28 .20 -.10 -.14 1.00
21. SD -.27 -.04 .06 -.17 .00 -.02 .08 -.10 .05 -.19 .06 .03 -.14 .05 -.12 -.06 -.14 -.05 .07 -.22 1.00
       
Mean 22.24 1.69 30.79 3.32 3.57 4.14 4.58 2.63 4.17 1.66 4.96 5.04 23.01 4.60 2.69 3.01 2.43 8.98 3.13 3.27 6.29
Std. Dev. 14.70 1.67 17.06 1.24 1.84 1.64 1.54 1.36 1.17 4.04 1.63 1.81 11.14 1.53 1.31 1.84 1.26 7.89 1.55 1.55 2.62
Note: p<.05 in boldface   
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Services, Retailing, and Lodging). The grouping decision was based on prior knowledge 

of similarities and differences in the nature of franchisor-franchisee relationships, such as 

the knowledge gained from the pretest interviews. These three groups seemed to differ 

greatly in terms of the amount of supervisions by franchisors, the nature of contracts, the 

nature of investment, and overall relationship characteristics. These are relationship 

characteristics that are not explicitly measured in this research, and their systematic 

differences should be controlled. Together, these control variables were included in the 

analysis in order to partial out any effects of these variables on structural paths in the 

model. The theoretical justifications for the inclusions of these variables were provided in 

Chapter Five. 

Lastly, as I noted in Chapter Four, I employed the simple data-imputation method 

in which I substituted item means for missing responses if a respondent omitted one item 

on a short scale (three- and four-items) and two items on a longer scale (five or more 

items). If more items were missed, they were simply left alone as missing values. After 

mean-substitution, there were still a few missing cases in the dataset, with PFO being the 

highest ten missing cases. With CMD, there were 31 missing values, and mean-

substitution could not be employed. This was particularly troubling, as list-wise deletions 

would result in dropping too many cases from an already small sample size. 

Rather than list-wise deletion, I employed the Expectation Maximization (EM) 

algorithm (Little 1983; Jamshidian and Jenrich 1994; Jamshidian and Bentler 1999) to 

estimate and fill in expectations of missing values of CMD using EQS. The estimated 

missing values are not to be taken for face value (or used in descriptive statistics); in 

other words, they are only filled in order to facilitate data program to handle incomplete 
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data just as if there were no missing data. Hence, this case-wise ML estimation allows a 

statistical package (such as AMOS and EQS) to handle incomplete data without list-wise 

deletions. 

The mathematical treatment of EM imputation is provided by Little (1983). 

Studies have shown the EM missing data handling procedure to be a robust approach to 

handling missing data, providing less biased estimates than list-wise deletion (Graham 

and Donaldson 1993), and more accurate estimates than mean-substitution (Azen, Van 

Guilder, and Hill 1989). Jamshidian and Bentler (1999) also support the use of EM by 

directly comparing the estimates using three artificial datasets (i.e., three types of missing 

data) that are missing completely at random (MCAR), missing at random (MAR), and 

neither MCAR nor MAR. 

 

Structural Path Equations 

 The overall structural path model is shown in Figure 6.1. The hypothesized paths in 

the model can be summarized in the following regression equations. Gammas (γ) refer to 

the paths or structural coefficients in the regression of endogeneous on exogenous 

variables, and betas (β) are the structural coefficients in the regression of endogenous on 

other endogenous variables. 

 The hypothesized model implies the following regression equations, and with a 

structural path analysis I estimate these equations simultaneously using maximum 

likelihood estimation: 
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PFO = α1 + γ MACH + γ ELC + γ CMD + γ IDEP + γ ADEP + γ ETSI + γ EC + γ DJ  
+ γ PJ + γ COEM + γ NPEC + γ CMD*NPEC 

 
 + γ AGE + γ RTSI + γ EBOB + γ SD + γ FOOD + γ GAR 
 
 
OB = α2 + β PFO + γ ND + γ DM + γ PFO*ND + γ PFO*DM  
 
 + γ AGE + γ RTSI + γ EBOB + γ SD + γ FOOD + γ GAR 

 
 
  

 
Overall Model Fit 

Overall model fit was evaluated using criteria described in the previous chapter 

(Table 5.3). The model Chi-square value was significant (p=.07), as the cutoff 

recommended by Bagozzi and Yi (1988) is >.05. Relative chi-square was also within the 

recommended value (CMIN/DF = 1.20). NNFI, CFI, and IFI were all above the 

recommended .90 (Bagozzi and Yi 1988). Although NFI was slightly below the 

recommended .90, it is still adequate for a small sample (Ullman 2000). RMSEA was 

significantly low {.04, p(close)=.89}. In all, the fit indices suggest that the model fits 

well. 

  

Results 

 In the following section, maximum likelihood (ML) estimations of the 

hypothesized path coefficients are discussed. Table 6.3 shows the aggregated results. 

 

Determinants of PFO: Individual Level 

Hypotheses one through thirteen dealt with the determinants of PFO. PFO 

generally refers to the extent to which franchisees are inclined to behave opportunistically 

CONTROL 
VAR. 

CONTROL 
VAR. 
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against their franchisors, and in the survey franchisees rated their propensity (willing, 

motivated, tempted, provoked, and compelled) to behave opportunistically, specifically 

against their franchisors. H1, H2, and H3 specifically concerned with franchisees’ 

individual traits, namely, Machiavellianism (MACH; H1), External Locus of Control 

(ELC; H3), and Cognitive Moral Development (CMD; H3). Higher levels of MACH and 

ELC were posited to be related to higher levels of PFO. Individuals with higher levels of 

CMD were expected to exhibit lower levels of PFO. As shown in Table 6.3, none of these 

variables were related to PFO: MACH (γ1,1 =.06, p=.45), ELC (γ1,2 =.02, p=.76), and 

CMD (γ1,3 =.00, p=.99). 

  

Determinants of PFO: Dyadic Level  

Hypotheses four through ten focused on dyadic-level characteristics’ impact on 

PFO. H4 through H7 were developed based on a rational-actor framework (i.e., TCE and 

agency theory), and the relationship structures covered were Interdependence (IDEP; H4), 

Asymmetric Dependence (ADEP; H5), Franchisee TSIs (ETSI; H6), and Economies of 

Continuation (EC; H7). It was generally posited that lower levels of propensity for 

opportunism would be present when franchisees have much to lose. Thus, highly 

dependent franchisees, as reflected in overall dependence (H4) or asymmetric dependence 

(H5), would incur less desire to engage in OB. However, the results show that neither 

variable contributes significantly to PFO: IDEP (γ1,4 =-.05, p=.56) and ADEP (γ1,5 =-.07, 

p=.41) 

 Similarly, neither ETSI (H6) nor EC (H7) was significantly related to PFO (γ1,6 

=.13, p=.25 and γ1,7 =-.01, p=.91, respectively). Although I hypothesized that franchisees 
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who encountered higher levels of TSIs would be likely to desire higher returns on their 

investment (hence exhibiting higher PFO), this was not the case. For EC, it was posited 

that those with a “shadow of future” (Heide and Miner 1992) would exhibit lower levels 

of PFO. Again, this path was found to be non-significant.  

Hypotheses eight through eleven were inspired by the bounded morality 

framework described in Chapter Three, and the premise of this framework was that 

franchisees, rather than focusing on maximizing their own wealth whenever possible, 

instead are influenced by the degree of reciprocation and fairness in their relationship 

with their franchisors. I hypothesized that three types of fairness perceptions lessen 

franchisees’ levels of PFO; namely, Distributive Justice (DJ; H8), Procedural Justice (PJ; 

H9), and Interactional Justice (IJ; H10). In addition, Crowding Out Effects of Monitoring 

(COEM: H11) was also expected to increase one’s PFO. Of these, I did not find support 

for H8, H9, or H11: DJ (γ1,8 =.11, p=.23), PJ (γ1,9 =.07, p=.52), and COEM (γ1,11 =-.07, 

p=.49). However, it was found that IJ was a significant predictor of PFO (γ1,10=-.26, 

p=.04). The results suggest that the more franchisees perceive that their franchisors 

interact with them with respect, kindness, and truthfulness, the lower their levels of PFO 

are. 

Determinants of PFO: Extra-Dyadic Level 

At the extra-dyadic level of analysis, I hypothesized that higher levels of Negative 

Professional Ethical Climate (NPEC; H12) would indicate higher levels of franchisee 

PFO. As expected, the path was significant (γ1,12=.17, p=.06), though somewhat 

marginal. The results suggest that those franchisees in the negative professional 
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environment (individualistic rather than collective, lack of respect for corporate policies 

and/or professional codes) are more likely to exhibit higher levels of PFO. 

I also hypothesized that NPEC’s impact on PFO was moderated by CMD, the 

level of cognitive moral development, in H13. Specifically, I posited that as franchisees’ 

CMD scores increase, the magnitude of the positive effects of a negative professional 

ethical climate on PFO would be reduced. The results indicated that this was not the case. 

In other words, NPEC’s positive effects on PFO are not moderated by franchisees’ CMD 

(γ1,13=-.02, p=.55). 

 

Determinants of OB  

OB generally refers to franchisees’ guileful behaviors that unilaterally improve the 

party’s term of trade. In the survey, franchisees rated their actual opportunistic behaviors 

in terms of noncompliance to explicit contract terms and informally agreed upon terms, 

as well as giving empty excuses. Hypotheses fourteen through sixteen deal with the 

determinants of OB. The premise of the conceptual model was that PFO and OB are 

positively related, and that the actual occurrence of OB is moderated by several factors 

(i.e., constraints) that reflect both the social and the economic costs of OB.  

H14 posited that PFO has positive effects on OB. Indeed, support was found for 

this hypothesis (β2,1=.16, p=.04). The results indicate that as franchisees exhibit higher 

levels of PFO, they are more likely to engage in opportunistic behaviors. I did not find 

support for either H15 or H16, while both dealt with interactions. I hypothesized in H15 that 

Disciplinary Monitoring (DM) would both directly influence OB and also reduce the 

positive effects of PFO on OB.  The predicted interaction was not significant, but, the 
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results do show that DM is a predictor of OB by itself (γ2,14=-.20, p=.02). This finding 

suggests that DM directly reduces one’s level of OB, and DM does not interact with PFO 

(γ1,2 =.03, p=.67). 

H16 posited that Network Density (ND) would interact with PFO, such that 

Network density reduces the magnitude of positive effects between PFO and OB. There 

was no support for this hypothesis (γ2,17 =.00, p=.98), nor did ND alone contributed to 

OB (γ2,16 =-.06, p=.47). 

 

The Effect of Control Variables 

As described previously, a total of six control variables were included in the 

model. Of these, two (FOOD, GAR) were dummy-coded as they represent industry 

categories. No hypotheses were pre-specified as the main objectives were to determine 

the impact of focal predictor variables on the dependent variables while partialing out 

effects of the control variables. Nonetheless, the results suggest an interesting pattern 

which is worth noting. Age of relationship (AGE) was negatively related to PFO (γ=-.14, 

p=.05), indicating that a lower level of PFO may be expected for a longer relationship. 

The dummy-coded FOOD (γ=.19, p=.04) indicates that those franchisees in the food 

industry exhibit a slightly higher level of PFO than the franchisees in the other two 

industries. Both Franchisor’s TSIs (RTSI) and Economic Benefits of OB (EBOB) were 

found to be positively related to OB (γ=.18, p=.04 and γ=.13, p=.04, respectively). I 

wanted to partial out the effects of EBOB  OB in determining the impact of the focal 

predictors on OB. As expected, EBOB does have a significant effect on OB, such that the 

more economically beneficial it is to engage in OB, the more likely that the franchisee 
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will engage in OB. This was an important control variable as I wanted to discern non-

opportunistic franchisees from the franchisees who don’t behave opportunistically simply 

because doing so do not lead to economic benefits. The finding of the positive effects of 

RTSI on OB is in line with the extant literature, as Ghosh and John (1999, P.134) call 

transaction-specific investments “valuable but vulnerable” because of the possibility of 

being expropriated.  

 

Mediation Test Results 

As I conceptualized the research model such a way that PFO mediates the 

relationships between exogenous variables and OB, it was necessary to test for mediation. 

I tested the degree to which PFO mediated the influence of IJ and NPEC (two significant 

variables from hypotheses test) on OB by using the three-step method recommended by 

Barron and Kenny (1988).  

Three separate structural path models were created for the mediation test. The 

first model linked exogenous variables (IJ and NPEC) directly to OB, the criterion 

variable. After confirming that the paths are positive and significant, the second model 

linking the exogenous variables to mediator variable (i.e., PFO) was tested and again I 

confirmed the significant association between the two. The last model included both the 

exogenous variables and the mediator variable as exogenous variable linked directly to 

the criterion variable. Here I confirmed positive and significant association between the 

mediator variables and the criterion variable (γPFO, OB=.12). NPEC’s effect on the 

criterion reduced slightly to γNPEC, OB=.22 from γNPEC, OB=.25 when PFO was present. IJ’s 

effect on OB disappeared (γIJ, OB=-.03). These results suggest that the influence of IJ on 
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OB is fully mediated by PFO, and that of NPEC on OB is only partially mediated by 

PFO. 

 

A Comparison with Bootstrapping Results  

Small sample sizes often lead to limited power to reject the null hypothesis (Type 

II error). A Bootstrapping procedure (Efron 1979) has been frequently used in the 

marketing literature (e.g., Bone, Sharma, and Shimp 1989; Inman and McAlister 1993; 

Van Trijp, Hoyer, and Inman 1996; Brown, Homer, and Inman 1998; Subin and 

Workman 2004; Hennig-Thurau, Houston, and Walsh 2006), and it has been found useful 

in overcoming this type of issue. In addition, the research model includes interaction 

terms to test moderators, which tend to be multivariate non-normal, and the lack of 

distributional assumptions makes bootstrapping suitable (Yuan, Chan, and Bentler 2000). 

When data normality was checked, all variables including interaction terms exhibited 

skewness within one, indicating skewness was not an issue. Similar results were found 

for kurtosis, except the CMD*NPEC interaction term exhibited kurtosis of 3.56, which is 

above recommended by Hutcheson and Sofroniou (1999) that kurtosis be within -2 to +2 

range. 

Hence I took additional steps to ensure that the estimations are not biased due to 

small size and/or multivariate non-normality. With a bootstrap re-sampling procedure, the 

input dataset is assumed to be the total population of responses and the bootstrap program 

draws samples, with replacement, of size N from this pseudo-population repeatedly. 2000 

bootstrap samples were used, for which the means serve as a proxy for the sampling  
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Table 6.3: Structural Model Results  
 

Endogenous Variables 
Hypo
thesis Predictor Variable  

PFO  
Standard. Coeff.      t-value 

 OB  
Standard. Coeff.       t-value 

       
H1   MACH (γ1,1) .06 .75  - - 
H2 ELC (γ1,2) .02 .28  - - 
H3 CMD (γ1,3) .00 .05  - - 
H4 IDEP (γ1,4) -.05 -.58  - - 
H5 ADEP (γ1,5) -.07 -.83  - - 
H6 ETSI (γ1,6) .13 1.16  - - 
H7 EC (γ1,7) -.01 -.11  - - 
H8 DJ (γ1,8) .11 1.20  - - 
H9 PJ (γ1,9) .07 -.64  - - 
H10 IJ (γ1,10) -.26** 2.00  - - 
H11 COEM (γ1,11) -.07 -.70  - - 
H12 NPEC (γ1,12) .17* 1.82  - - 
H13 NPEC*CMD (γ1,13) -.02 -.21  - - 
       
H14 PFO (β2,1) - -  .16** 2.01 
 DM (γ2,14) - -  -.20** -2.45 
H15 DM*PFO (γ2,15) - -  .03 .42 
 ND (γ2,16) - -  -.06 -.72 
H16 ND*PFO (γ2,17) - -  .00 -.02 
       
Control Variables      
 AGE -.14** -1.96  .01 .16 
 RTSI .13 1.45  .18** 2.21 
 EBOB .08 .98  .17** 2.13 

 SD -.02 -.25  -.12 -1.60 
 FOOD .19** 2.12  .01 .08 
 GAR .04 .51  -.04 -.51 
       

SMC (variance explained): PFO = .22 (p<.05); OB = .14 (p<.05) 
Overall Model Fit: χ2 (124) = 148.84; p = .07    CMIN/DF = 1.20     NFI = .89     
NNFI = .95     CFI = .98     IFI = .98      RMSEA = .04     p(close) = .89 

 
Note: * =p<.10 (two-tailed), ** = p<.05 (two-tailed) 
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Table 6.4 Summary of Research Hypotheses Results 
 

                                                                                                                                 Empirical   
 Hypothesis                                                                                                              support?

   
       H1 Managers with higher Machiavellianism exhibit higher levels of PFO........................ No 
       H2 Managers with an external locus of control are more likely to exhibit higher levels 

of PFO than their internal counterparts................................................................. No 

       H3 CMD and PFO are negatively related, such that as mangers exhibit more advanced 
CMD, the magnitude of PFO decreases........................................................................ No 

       H4 Managers exhibit lower levels of PFO as interdependence magnitude grows larger.... No 
       H5 Managers exhibit lower levels of PFO as interdependence asymmetry favoring 

their partner firms grows larger. ................................................................................... No 

       H6 Managers exhibit higher levels of PFO when they have invested higher levels of 
TSIs............................................................................................................................... No 

       H7 Managers exhibit lower levels of PFO when their perceptions of economies of 
continuation with the same exchange partners are higher. ........................................... No 

       H8 Managers exhibit lower levels of PFO when their perceptions of distributive 
justice are higher........................................................................................................... No 

       H9 Managers exhibit lower levels of PFO when their perceptions of procedural justice 
are higher. ..................................................................................................................... No 

       H10 Managers exhibit lower levels of PFO when their perceptions of interactional 
justice are higher........................................................................................................... Yes 

       H11 Managers, as a result of higher levels of the crowding out effect of monitoring, 
exhibit higher levels of PFO. ........................................................................................ No 

       H12 Managers exhibit higher levels of PFO under higher levels of negative 
professional ethical climate. ......................................................................................... Yes 

       H13 As managers’ CMD scores increase, the magnitude of the positive effects of a 
negative professional ethical climate on PFO reduces.................................................. No 

       H14 Managers with higher levels of PFO exhibit higher levels of OB ................................ Yes 
       H15 Disciplinary monitoring reduces the magnitude of positive effects between PFO 

and OB.......................................................................................................................... No 

       H16 Network density reduces the magnitude of positive effects between PFO and OB...... No 
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distribution of the population. The standard error estimated from original sample and the 

mean of estimates across bootstrap samples were remarkably close, with standard error 

bias less than 0.001 in most cases. The results show that the regular ML estimation as 

reported here is statistically equivalent to that using bootstrapped ML estimation. 

 

In summary, many of the hypothesized paths were not significant. Table 6.4 

provides a list of research hypotheses and outcome. H10, H12, H14 were the only 

hypotheses for which I found support. The results suggest that Interactional Justice (IJ) 

and Negative Professional Ethical Climate (NPEC) contribute to a franchisee’s level of 

PFO. IJ’s influence on OB was fully mediated by PFO, while that of NPEC is partially 

mediated by PFO. AGE and FOOD were also significant variables that contributed to 

overall PFO. As for OB, on one hand, PFO was positively related to OB. On the other 

hand, DM was negatively related to OB. I also found that both RTSI and EBOB were 

positively related to OB. 

 

 
ALTERNATIVE MODEL 

In the preceding analysis, PFO referred to propensity for opportunism within the 

specific franchisor-franchisee relationship. The alternative model adds a new construct 

termed Individual PFO, which is meant to distinguish individual-specific propensity for 

opportunism from relationship- (or context-) specific propensity for opportunism. The 

overall structural path model is shown in Figure 6.2. In this model, I refer to two types of 

PFO: individual-specific (i.e., IPFO) and relationship-specific (i.e., RPFO). The rationale  
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 Figure 6.2: Alternative Model 
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for the addition of IPFO as an alternative model was discussed in Chapter Five. IPFO is a 

distinct, general attitude toward opportunistic behaviors, and RPFO is the franchisee’s 

relationship-specific attitude toward opportunistic behaviors against his/her franchisor, 

which was referred to earlier as PFO. 

In directly comparing with the original hypothesized model, this alternative model 

could possibly explain more variance in OB, as well as variance unexplained by RPFO 

alone. As shown in Figure 6.2, this alternative model posits that MACH, ELC, and CMD 

are individual traits that franchisees bring to the relationship, and IPFO is posited to be 

independent of the relationship context. RPFO, then, is influenced by relationship-

specific characteristics, in terms of both relationship structure (IDEP, ADEP, ETSI, and 

EC) and relationship quality (DJ, PJ, IJ, and COEB). In model specification, although 

IPFO and RPFO share a correlation of r=.25 (p<.05), their error terms were not allowed 

to correlate in the model as they do not share the same antecedents.   

Because this was an alternative model that came to light after dissertation 

proposal, I had no pre-specified hypotheses. Even without hypotheses, I expected the 

same patterns of effects for PFO and OB, only that some of the predictor variables for 

RPFO specified previously (i.e., MACH, ELC, and CMD) would be now directed to 

IPFO instead of RPFO. 

 

Structural Path Equations 

 The hypothesized paths in the alternative model can be summarized in the 

following regression equations. As with the originally-hypothesized model, I tested these 

structural paths simultaneously using maximum likelihood estimation. 
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 Individual PFO = α1 + γ MACH + γ ELC+ γ CMD  

+ γ AGE + γ RTSI + γ EBOB+ γ SD + γ FOOD + γ GAR 

 

Relational PFO = α2 + γ DJ + γ PJ + γ IJ + γ COEM + γ NPEC + γ IDEP + γ ADEP  

+ γ ETSI+ γ EC 

+ γ AGE + γ RTSI + γ EBOB+ γ SD + γ FOOD + γ GAR  

 

OB = α3 + β IPFO + β RPFO + γ DM + γ ND + γ DM*IPFO + γ ND*IPFO  + γ 

DM*RPFO + ND*RPFO 

+ γ AGE + γ RTSI + γ EBOB+ γ SD + γ FOOD + γ GAR 

 

 

Overall Model Fit 

Overall, the model fit was adequate. Model fit indices values as well as 

aggregated results for path analysis results are provided in Table 6.5. Although chi-square 

value for the model was below the recommended level (p=.01), all other fit indices 

indicated an adequate fit of the model. Relative chi-square value of 1.31 is well within 

the recommended 3.0 (Klein 1998). NFI was slightly lower than traditionally-

recommended .90. Though, given small sample size, .85 should be adequate (Ullman 

2000). NNFI, CFI, and IFI are all above recommended .90 (Bagozzi and Yi 1988). 

RMSEA of .04 is also significant {p(close)=.73}.  

 
 
 

CONTROL 
VAR. 

CONTROL 
VAR. 

CONTROL 
VAR. 
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Table 6.5: Structural Model Results – Alternative Model 
 

 IPFO  
Standard. Coeff.    t-value 

 RPFO  
Standard. Coeff.  t-value

 OB  
Standard. Coeff.  t-value

         
MACH (γ1,1) .33** 4.54  - -  - - 
ELC (γ1,2) .10 1.29  - -  - - 
CMD (γ1,3) .05 .74  - -  - - 
NPEC (γ2,4) - -  .16* 1.95  - - 
DJ (γ2,5) - -  -.10 1.08  - - 
PJ (γ2,6) - -  -.06 -.53  - - 
IJ (γ2,7) - -  -.25** -2.03  - - 
COEM (γ2,8) - -  -.04 -.44  - - 
IDEP (γ2,9) - -  -.06 -.66  - - 
ADEP (γ2,10) - -  -.07 -.77  - - 
ETSI (γ2,11) - -  .14 1.22  - - 
EC (γ2,12) - -  -.03 -.21  - - 
DM (γ3,13) - -  - -  -.21** -2.63 
ND (γ3,14) - -  - -  -.07 -.94 
IPFO (β3,1) - -  - -  .16** 2.11 
RPFO (β3,2) - -  - -  .13* 1.68 
DM*IPFO (γ3,15) - -  - -  -.11 -1.34 
ND*IPFO (γ3,16) - -  - -  .03 .46 
DM*RPFO (γ3,17) - -  - -  .06 .30 
ND*RPFO (γ3,18) - -  - -  -.02 -.21 
         
Control Variables         
AGE -.02 -.30  -.15** -2.03  .01 .17 
RTSI .04 .49  .14 1.45  .20** 2.41 
EBOB .16** 2.11  .10 1.18  .14* 1.68 
SD .02 .29  -.03 -.41  -.12* -1.68 
FOOD .07 .83  .19** 2.15  -.01 -.01 
GAR .07 1.08  .04 .52  -.01 -.85 
         
SMC (variance explained): IPFO = .22 (p<.05); RPFO = .21 (p<.05); OB = .18 (p<.05) 
Overall Model Fit: χ2 (172) = 224.04; p = .01    CMIN/DF = 1.31     NFI = .85      
NNFI = .91     CFI = .95    IFI = .96     RMSEA = .04     p(close) = .73 
 
Note: * =p<.10 (two-tailed), ** = p<.05 (two-tailed) 
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Results 

Determinants of IPFO 

MACH, ELC, and CMD were expected to contribute to franchisees’ general 

attitude towards OB (i.e., IPFO). Of these, MACH was significantly related to IPFO 

(γ1,1=.33, p=.00). The results indicate that the higher the Machiavellian tendencies 

franchisees exhibit, the more likely that they accept opportunistic behaviors as common 

and that they take place out of necessity. The other two variables (ELC and CMD) were 

not significantly related to IPFO (γ1,2=.10, p= 1.29 and γ1,3=.05, p=.74, respectively).  

 

Determinants of RPFO 

Similar to the results obtained in the originally hypothesized model, again NPEC 

and IJ were significant predictor variables. NEPC was positively related to RPFO 

(γ2,4=.16, p=.05). IJ was negatively related to RPFO (γ2,7= -.25, p=.04). No other 

predictor variables were significantly related to RPFO. 

 

Determinants of OB 

The results were again very similar to the originally hypothesized model results. 

However, this time, IPFO was added as an endogenous predictor variable, and it was 

significantly related to OB (β3,1=.16, p=.05). RPFO was again positively related to OB, 

with β3,1=.13 (p=.10). The effect of DM on OB was again significant (γ3,13= -.21, p=.01). 

Just like the original model results, I did not find any interaction effects.  
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The Effects of Control Variable 

I postulated that one’s level of IPFO is independent of the franchising relationship 

context. Notably, EBOB was the only control variable that was significantly related to 

IPFO (γ =.16, p=.04). The significant path may suggest that the EBOB is more salient to 

those franchisees with high levels of IPFO, or it is possible that high-IPFO individuals 

self-selected into a particular franchising relationships in which they could easily take 

advantage of high EBOB situation. However, the directionality of cause-and-effect is not 

clear enough draw a conclusion. AGE and RTSI were not relevant to IPFO. Taken 

together, those franchisees with high levels of MACH will exhibit high levels of IPFO 

regardless of the context. As with the originally hypothesized model, AGE and FOOD 

were two control variables that were related to RPFO (γ=-.15, p=.05 and γ=.19, p=.04, 

respectively). Similarly, RTSI and EBOB were positively related to OB (γ=.20, p=.02 

and γ=.14, p=.08, respectively). 

 

Mediation Test Results 

As I had conceptualized that both IPFO and RPFO mediate their exogenous 

variables’ effects on OB, I employed a mediation test using the three-step method 

recommended by Barron and Kenny (1988). After confirming that (1) both exogenous 

and mediator variables are individually associated with the criterion variable and (2) the 

exogenous variables are associated with the mediator variables, I compared the 

exogenous variables’ effects on the criterion variable controlling for the mediator 

variables. As with the prior mediation test results, IJ’s effect on OB was again fully 

mediated by RPFO, as its effect on OB disappeared when RPFO was present (γIJ, OB=-
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.04). NPEC’s effect on OB was only partially mediated by RPFO as NPEC’s effect on 

OB remained present, though reduced slightly to γNPEC, OB=.17 from γNPEC, OB=.19 when 

RPFO was present. The results were the same for MACH, whose effect on OB is only 

partially mediated by IPFO as γMACH, OB was reduced to.17 when IPFO was present from 

γMACH, OB=.19. 

 

A Comparison with Bootstrapping Results 

As with the original hypothesized model testing, I took additional steps to ensure 

that the ML estimation is not biased due to small sample size or multivariate non-

normality.  I again used 2000 bootstrap samples, for which the means serve as a proxy for 

the sampling distribution of the population. The standard error estimated from original 

sample and the mean of estimates across bootstrap samples were remarkably close, with 

standard error bias less than 0.001 in most cases. The results show that the regular ML 

estimation as reported here is statistically equivalent to that using bootstrapped ML 

estimation. 

 

In summary, the alternative model adds some value to the research model. It 

became clear that individual-specific traits are directly related to whether franchisees 

generally view OB as acceptable, common, and taking place out of necessity. When it 

comes to relationship-specific PFO, the results were the same as the originally 

hypothesized model. IPFO was also a significant predictor variable for OB. Together, 

IPFO and RPFO were found to individually contribute to OB, while DM was again found 

to deter franchisees from actually engaging in OB. 
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CHAPTER VII 
 

DISCUSSION AND RESEARCH IMPLICATIONS 
 
 

 This chapter is devoted to the discussion of research findings and implications in 

light of research contributions and limitations. This chapter extends Chapter Six, which 

focused on hypothesis testing results, by evaluating the overall results of the study, 

followed by the theoretical and managerial implications. The chapter ends with a 

discussion of directions for future research.  

 

Discussion 

 This research challenges the standard microeconomic theories’ assumption that 

business managers seek to serve their self-interests at the partner firm’s (principal’s) 

expense whenever possible. Instead, it conceptualizes opportunistic behavior as a 

function of Propensity for Opportunism (PFO) and economic and social costs. This 

research makes several contributions to our understanding of opportunistic behavior in 

marketing channels.  The first is to distinguish between opportunistic behaviors and 

propensity for opportunism, which was broadly defined as the degree of inclination to 

behave opportunistically. Propensity reflects desires, which strongly influence intentions 

about behavior (Bagozzi and Edwards 1998). This distinction between propensity and 

behavior is important because it acknowledges individual differences among channel 

members that impact behavior and highlights the fact that individuals who are inclined in 

a particular direction do not necessarily act on it.  

In addition, this research shows that PFO is sensitive to context. Specifically, a 

new construct of relationship-specific PFO (RPFO) reflects the extent to which 
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franchisees are willing, motivated, tempted, provoked, or compelled to engage in 

opportunistic actions specifically against their franchisors. As hypothesized, the results 

show that individuals with higher levels of RPFO exhibited higher levels of OB. In my 

alternative research model, I also developed a new construct to capture individual-

specific PFO (IPFO), or one’s attitude toward opportunistic behaviors in general business 

settings. IPFO also influences one’s level of opportunism, yet IPFO is different from 

RPFO in that IPFO is the propensity for opportunism that individual managers bring into 

any relationship, as opposed to being specific to a relationship. 

A second contribution of this research is that it extends the level of analysis for 

influences on opportunistic behavior. The marketing channel literature has typically 

examined opportunism only at a dyadic level. This dissertation extends the literature to 

include constructs from both individual and extra-dyadic levels of analysis. Within each 

level of analysis, including the more thoroughly studied dyadic level, this research 

proposes and tests new relationships involving concepts not previously considered with 

respect to opportunistic behavior. A discussion of these at each level of analysis follows. 

At the individual-level of analysis, I implemented a bad apple perspective, 

hypothesizing that individual characteristics such as Machiavellianism, External Locus of 

Control, and Cognitive Moral Development would be related to one’s RPFO. The results 

suggest that, neither External Locus of Control nor Cognitive Moral Development have 

any direct or indirect effects on RPFO or OB. Instead, my alternative research model 

identified that Machiavellianism was positively related to individual-specific PFO 

(IPFO), which reflect franchisees’ general attitude toward OB. I also found that the 

impact of Machiavellianism on OB was partially mediated by IPFO. The finding offers a 
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piece of evidence that individual-specific traits do have impact on how they behave in 

business-to-business exchange relationships. Specifically, one’s Machiavellian tendencies 

have large impact on propensity for and actual engagement in opportunism. 

Although in the hypothesis testing one’s external locus of control orientation did 

not have a direct impact on opportunism, it may still shape one’s perceptions and 

reactions in business relationships. For example, the correlation analysis suggests that 

external locus of control is positively related to Negative Professional Ethical Climate, 

Crowding Out Effects of Monitoring, and Individual PFO (r=.16, r=.20, r=.24, 

respectively). It is possible that managers with higher external locus of control exhibit 

different viewpoints than those with lower external locus of control, which may in turn 

impact their feelings toward certain relationship-specific variables. Such speculation may 

provide useful guidelines in future research in further scrutinizing the role of locus of 

control in dyadic relationships. 

At the dyadic level, two frameworks based on two different behavioral 

assumptions of business managers were simultaneously subjected to empirical tests of 

determinants for RPFO and OB: a rational actor framework and a bounded morality 

framework (discussed in Chapter Three). The bounded morality framework was inspired 

by the extant literature that suggests a non-trivial impact of individuals’ sensitivity to and 

the need for fairness within an exchange relationship on their behaviors. The behavioral 

assumption of this framework contrasts with that of the rational actor framework, such 

that managers are not solely focused on economic utility. Rather, the bounded morality 

framework recognizes that managers are also social actors whose judgment of what 

constitutes acceptable behaviors is influenced by the situation. Based on this assumption, 
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four factors were identified that might impact propensity for and actual opportunism: 

Crowding Out Effects of Monitoring (COEM), Distributive Justice (DJ), Procedural 

Justice (PJ), and Interactional Justice (IJ).  

First, COEM was one of the newly developed constructs for this dissertation and 

was proposed to be related to RPFO. The previous studies have indicated that lack of 

autonomy and self-control creates frustration, which in turn may lead to reactance 

behaviors to undermine the constraints threatening their freedom of action. I did not find 

support for the hypothesis that COEM was directly related to RPFO. However, the 

research also indicated that COEM correlates highly negatively with justice perceptions. 

In particular, COEM was highly correlated with Interactional Justice (r=-.62), which 

indeed had significant effects on relationship-specific propensity for opportunism 

(RPFO).  

Niehoff and Moorman (1993) argued that methods of monitoring influence 

fairness perceptions in the relationship, such that perceptions as to whether monitoring is 

fair depend on the context. Following this line of thinking, it is possible that the COEM 

impact on RPFO may be offset by other relationship characteristics contingencies such as 

Interactional Justice. Similarly, the extensive review of justice perceptions studies by 

Brockner and Wiesenfeld (1996) provide some evidence that, the implications of one 

type of justice perception depends on the level of another type of justice perceptions. 

According to Brockner and Wiesenfeld (1996), when individuals are satisfied with 

outcome distribution (i.e., distributive justice), they are somewhat unconcerned with the 

fairness of the procedures (i.e., procedural justice). Similarly, when the perceptions of 

procedural justice are high, they are less concerned with the outcome favorability. A 
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similar conclusion may be inferred for the present study for its lack of support for the 

direct effect of COEM on relationship-specific opportunism propensity (RPFO), such that 

the presence of interactional justice can overcome otherwise negative feelings induced by 

monitoring activities.  

Similarly, among the three justice perceptions, only Interactional Justice was 

significantly related to RPFO. It may be that, when it comes to RPFO, Interactional 

Justice perceptions can supplement any reduced distributive or procedural justice 

perceptions in such a way that high levels of interactional justice can overshadow the 

other types of justice perceptions. The results for Interactional Justice suggest that 

individuals’ levels of RPFO are reduced when they find themselves in a business 

exchange relationship in which the exchange partner treats him/her with respect, 

kindness, and truthfulness. The mediation tests also revealed that the impact of 

Interactional Justice on OB is fully mediated by RPFO. The other two justice variables, 

Distributive Justice and Procedural Justice, were found to be non-significant predictors of 

RPFO. The extant organizational justice literature as reviewed in Chapter Two suggests 

each type of justice perceptions has dissimilar implications. To briefly revisit, distributive 

justice has been shown to relate most positively with job satisfaction and negatively 

related with turnover intention. Procedural justice has been shown to impact 

organizational commitment as well as exchange partner and relationship evaluation (e.g., 

trust, commitment, conflict). The previous findings for the effects of Interactional Justice 

have been mixed, and in the present study I found that Interactional Justice perceptions 

reduce franchisees’ RPFO, which in turn impact their actual opportunistic behaviors. 
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As for the rational actor framework, variables which had traditionally been used 

in marketing channels literature were included: Interdependence (IDEP), Asymmetric 

Dependence (ADEP), Transaction-specific Investments (ETSI), and Economies of 

Continuation (EC). Interdependence has previously been shown to be a significant 

indicator for relational behaviors (e.g., Lusch and Brown 1996; Kumar et al. 1995a). As 

for Asymmetric Dependence, previous studies have produced mixed results on the role of 

one-sided dependence in deterring opportunism (e.g., Provan and Skinner 1989; Joshi and 

Arnold 1997). Transaction Specific Investments have also previously been shown to 

produce mixed results on OB (i.e., can increase or decrease opportunism, or no effect) 

(e.g., Brown, Dev, and Lee 2000; Rokkan, Heide, and Wathne 2003).   

The results show that none of these variables have direct impact on RPFO. Given 

that previous studies have shown mixed findings, the results may not be too surprising. 

The results highlight the complex nature of business relationships in which many 

contingencies prevent straightforward, one-on-one correspondence of relationships 

between economic variables and opportunism. It also seems that a better approach for 

future extension would be to identify the contingencies in which these variables may lead 

to opportunism. Rokkan, et al. (2003), for example, show that TSIs can have both 

bonding and expropriation effects, depending on levels of expected future transactions.  

Disciplinary Monitoring was a newly developed construct to capture the degree of 

monitoring effectiveness. It was proposed to be a moderator variable, reducing the 

magnitude of impact of RPFO on OB. Based on the rational actor assumption, it was 

suspected that rational actors would refrain from engaging in opportunistic behaviors if 

they determine that the chance of being caught is high. Indeed, the results indicated that 



 276

Disciplinary Monitoring actually curbs opportunism by itself, without interacting with 

RPFO or IPFO. The finding seems to suggest that monitoring acts only as an external 

constraint that independently affects opportunistic behavior.  

 At the extra-dyadic level, based on a bad barrel perspective, I hypothesized that 

Negative Professional Ethical Climate (NPEC) would be positively related to RPFO. The 

results indeed show that extra-dyadic ethical climate does impact how individuals behave 

in dyadic relationships, and that they are more likely to be inclined to behave 

opportunistically (i.e., RPFO15) and actually engage in those behaviors (i.e., OB) when 

they observe others in their social network behaving in individualistic manners, 

disrespecting corporate rules and professional codes. The finding highlights the non-

trivial influence of extra-dyadic ethical climate in determining the opportunism within a 

dyadic relationship. 

Network Density (ND), or strength of relationships within a social network, was 

hypothesized as a moderator variable reducing the impact of RPFO on OB; however, the 

results did not find that Network Density either directly or indirectly impact PFO and 

OB. Interestingly, the bivariate correlation analysis shows that this variable is highly 

correlated with NEPC (r=-.37), as well as distributive, procedural, and interactional 

justice perceptions (r=.47, r=.59, r=.46, respectively) and Crowding Out Effects of 

Monitoring (COEM; r=.31). The results indicate that, although ND is not directly related 

with either RPFO or OB, it still captures dyadic relationship quality and that of the social 

network. In the current research context of franchising relationships, a cohesive 

franchisee network is less likely to coincide with negative ethical climate, and social 

                                                 
15 The p-value for the path between NPEC and RPFO was .06 in the originally model, and .051 in the 
alternative model, which is slightly above the usual standard of p≤.05, and therefore their parameters’ 
significance may be said to be marginal. 
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network density is more likely to be developed in a franchise that offers fair treatments of 

franchisees. It may be interesting in future research to investigate the implications of ND 

other than opportunism in future research. 

 The present study also found some interesting pattern of relationships between 

the control variables and the criterion variables. The results show that Economic Benefits 

of OB (EBOB) are positively related to both IPFO and OB, but it is not significantly 

related to RPFO. This finding that the degree of RPFO is determined only by relationship 

quality (both dyadic and extra-dyadic) highlights the evidence that business managers are 

social actors after all. They are sensitive to interpersonal treatment and susceptible to 

behavioral referencing by observing others in the social network. Age of relationship was 

also found to be negatively related to RPFO only. A longer relationship may be a sign of 

higher quality relationship between exchange partners. The result seems to suggest that 

business managers are less inclined to behave opportunistically in long-term, successful 

relationships. Higher levels of franchisor’s TSIs were also related positively to OB. This 

finding is consistent with the TCE (Transaction Cost Economics) framework (Williamson 

1975, 1985), in that increases in TSIs make the investing firm more vulnerable.  

However, Rokkan, et al. (2003) show that the degree to which TSIs may be expropriated 

depends on the expected future business opportunities. In the current study, this particular 

contingency effect was not investigated. 

In summary, although many hypotheses were not supported, I have shown that 

individual franchisees do incur differing levels of propensity for opportunism. I 

investigated the determinants of RPFO, and in alternative research model, IPFO. I found 

that Machiavellianism is an individual-specific characteristic that franchisees can bring to 
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a business relationship, which in turn influences their actual opportunistic behaviors 

within the exchange relationship. Within dyadic relationships, Interactional Justice is a 

variable that can influence the degree of RPFO. From a mediation analysis I found that 

Interactional Justice is related to OB only with RPFO as a mediator. Negative 

Professional Ethical Climate was another variable that was found to be positively related 

to RPFO. Taken together, the results suggest that franchisees actively use the relationship 

quality at a dyadic level (Interactional Justice) and the social environment (Negative 

Professional Ethical Climate) as guidelines for determining appropriate behaviors within 

a dyad, which can be reflected in their levels of RPFO. Rather than invariably assuming 

that individuals are purely opportunistic in nature, the present research offers alternative 

perspective that there are individual, relational, and macro-environmental factors that can 

determine one’s level of propensity for opportunism, both in terms of general attitude 

toward OB (i.e., IPFO) and relationship-specific propensity (i.e., RPFO). 

 
 

Implications 

 The present research argued that marketing channel managers exhibit differing 

propensities for opportunism. Overall, the research contributes to the existing literature 

by re-examining a fundamental behavioral assumption about marketing channel 

managers and providing an alternative framework that can meaningfully inform us as to 

when and why opportunism occurs. At the same time, this research contributes to the 

literature by implementing both the bad apple and the bad barrel perspectives. The extant 

research studied the determinants of opportunism by examining the relationships 
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characteristics only at the dyadic level. Important implications for both marketing 

channel managers as well as researchers are discussed in following sections. 

 

Managerial Implications 

 This dissertation’s findings will be relevant to many business relationships, in which 

opportunism is possible (i.e., in bilateral, monopolistic exchange within marketing 

channels). I have shown empirical evidence that individuals do exhibit differing levels of 

propensity for opportunism. In addition, this research establishes that there is a distinction 

between an individual’s general propensity to be opportunistic and their propensity to be 

opportunistic within a particular relationship. I have identified some factors that influence 

one’s level of propensity for opportunism, both in general and with respect to specific 

relationships. Such a perspective helps marketing channel managers in informing when 

and why opportunistic behaviors take places.  

In addition, ultimately, the findings of this dissertation should provide guidance 

on the extent to which explicit control mechanisms (e.g., explicit contracts and stringent 

monitoring) are really necessary in a given exchange relationship. Such managerial 

implications were much needed, as these control mechanisms are designed and 

implemented with the assumption that channel managers are guileful and self-interest 

seeking. However, when excessively used, these managers can incur unintended costs, 

both economic and social. With enhanced understanding of the determinants of PFO, 

marketing channel managers can determine effective and efficient levels of safeguarding 

– both explicit control measures and less explicit ones.  
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Explicit control measures would be direct monitoring of activities. The present 

research has shown that monitoring that is able to detect and sanction the exchange 

partner’s opportunism (i.e., Disciplinary Monitoring in the present research model) 

effectively decreases opportunism. However, one of the implicit control measures the 

present study highlights is the perceptions of fairness in interpersonal treatment (i.e., 

Interactional Justice). The present research suggests that establishing solid 

communications with the exchange partner with respect, kindness, and truthfulness 

reduce the partnering firm’s manager’s inclination to behave opportunistically.  

In addition, efforts to reduce negative influences in the environment should be 

made to deter opportunism. The present research has shown that the degree of 

opportunism can be influenced by a larger social network in which the dyadic exchange 

is embedded. If the environment is such that encourages opportunistic behaviors (i.e., 

Negative Professional Ethical Climate in the model) it can increase the partner firm’s 

manager’s propensity for opportunism. Using the current study context of franchising, 

efforts to reduce that negative influence, such as increasing interactional justice, may 

foster an environment in which franchisees are better able to communicate among 

themselves to develop cohesiveness, as well as provide incentives in such a way that 

cooperative behaviors lead to intrinsic and extrinsic rewards. 

Specifically, the present research highlights the pivotal role of relationship quality 

both at the dyadic and the extra-dyadic level. At the dyadic level, the perceptions of 

interactional justice stood out as the determining factor for relationship-specific PFO. 

These perceptions stem from ongoing communication, whether the manager is being 

treated with respect, dignity, and given truthful communication. Such treatment of 



 281

exchange partners is crucial in deterring opportunism, while there may be other benefits 

such as a long, profitable, and satisfying relationship.  

This research also highlights the impact of extra-dyadic ethical climate. Dyadic 

exchange relationships never exist in a vacuum. This dissertation offers empirical 

evidence that the extra-dyadic environment has influence over the dyad. Specifically, 

franchisees in the present study exhibited higher levels of propensity to behave 

opportunistically when they see other franchisees acting individualistically, disrespecting 

corporate rules and professional standards. This finding supports the notion of the “bad 

barrel” argument, in that business managers learn to behave in an opportunistic manner. 

In my pretest interviews with franchisees, I observed that the nature of franchise 

networks vary greatly. Some franchise firms offer more opportunities than others to 

facilitate conversations with franchisees as well as among franchises with online message 

boards, periodic regional meetings, mentoring programs, a franchisee board; all of which 

determining overall quality of the relationships within the franchise network. The primary 

data reinforce the idea that efforts to improve the franchise network relationship quality 

can pay off by enhancing relationships at dyadic level by reducing opportunism.   

Furthermore, I have also shown evidence for the “bad apple” argument, holding 

responsible business managers’ individual traits on their behaviors in business-to-

business relationships. Although implementing Machiavellianism test scores in hiring or 

partnering decisions may be far from being practical, some degree of socialization may 

be strongly advised to help influence their likelihood in pursuing individual or collective 

welfare in future transactions. In my pretest interviews, there appeared to be a consensus 

that (1) franchisees rarely go through any type of socialization processes prior to signing 
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the partnering agreement and that (2) qualification procedures involved determining 

financial capabilities for the largest part. The present study context of franchising 

relationships reinforces the importance of partner selection, as selecting exchange 

partners who exhibit higher tendencies to act opportunistically can be costly not only 

financially but also in terms of possible damages to franchise brand equity, as well the 

possible impact these individual have over other franchisees in the network in behavioral 

referencing.  

 

Research Implications 

In investigating opportunistic behaviors within marketing channel relationships, 

the extant literature had largely relied upon the traditional microeconomic theories (i.e., 

Transaction Economic Theory, or TCE, and Agency Theory) and their assumption that a 

marketing channel member is motivated to pursue his/her own economic interest 

whenever possible even at the expense of the exchange partner. The present research 

employed not only this rational actor framework, but also what I termed the bounded 

morality framework, which primarily benefits from the organizational justice literature. 

Orr’s (1998) remarks should not be a surprise to researchers whose studies investigate 

human behaviors. After all: 

“It seems palpably obvious that humans, unlike birds and bees, bring all 
variety of ‘irrational’ cultural beliefs to bear on decisions about cooperation – 
a fact, perhaps, that could count as news only to economists and evolutionary 
biologists” (p. 4). 

 

My research findings provide evidence that business managers’ behaviors in 

business settings are influence by both rational and other factors that are not based on 
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economic rationality. Namely, when effective monitoring (i.e., able to detect and punish 

non-compliance) is in place I have shown that it can deter opportunism. At the same time, 

managers value interpersonal treatment with honesty and respect, even though such 

factors offer no conceivable economic benefits. From the perspective of microeconomic 

theories that assume economic actors are only interested in maximizing their own profits, 

the sensitivity to fairness perceptions in an interfirm relationship would be considered 

irrational. My research has shown that a lack of such fair interpersonal treatment can 

induce managers to incline to behave opportunistically. As Kahneman et al. (1986a, 

1986b) call for the need to modify standard microeconomic models to incorporate norms 

of fairness, the present research contributes to the extant literature by specifically 

examining the role of fairness perceptions in interfirm opportunism. The findings of the 

importance of fairness perceptions parallel with the relational exchange paradigm of 

business exchange, which emphasizes the importance of “socialization” (Wathne and 

Heide 2000) and relationalism (Macneil 1980) or relational norms (Heide and John 

1992). 

 The dissertation also contributes to the extant literature by investigating the 

impact of individual differences in business conduct. Prior research focusing on ex ante 

partner selection had not examined individual-level characteristics. The present research 

also makes a contribution by exploring social embeddedness in the dyadic relationship 

and the role of the ethical environment and social network in which the dyadic 

relationship is embedded. The literature reviews in Chapter Two supported the idea that 

all three levels of analysis were needed to gain a more complete picture of the complex 

nature of opportunism in marketing channel relationships. Indeed this research shows that 



 284

dyadic relationships involve far more than the traditionally-examined dyadic relationship 

structures. I have offered empirical evidence that business managers’ individual 

characteristics as well as extra-dyadic characteristics impact the way they behave at 

dyadic relationships. Integrating the scattered literature streams was much needed not 

only to enhance our understandings of interfirm opportunism but also to provide some 

insights as to the boundaries of the traditionally used normative frameworks for 

opportunism, which are based on rational-actor assumptions.  

 In the present research model I have also included other newly developed scales 

such as Disciplinary Monitoring (DM), Economic Benefits of Opportunistic Behaviors 

(EBOB), Crowding Out Effects of Monitoring (COEM), Negative Professional Ethical 

Climate (NPEC), as well as Propensity for Opportunism (PFO). Each of these new 

constructs offers unique contribution to the extant literature, and each is discussed in 

following paragraphs. 

First, DM is an original construct pertaining to monitoring. Previously, the 

literature has examined monitoring by either (1) simply measuring the amount of 

monitoring (Zajac and Westpal 1994) or (2) the degree of stringency in monitoring 

(Murry and Heide 1998). In the microeconomic framework, monitoring is postulated as 

an imperfect control mechanism due to differing degrees of information asymmetry (or 

task programmability), and Williamson (1975) uses the term bounded rationality to 

describe a principal’s limited competence in specifying comprehensive contracting and 

monitoring to preempt opportunism. My DM construct focuses on the principal’s ability 

to detect and sanction opportunism from the agent’s perspective, which is directly 

proportionate to the agent’s perceived ability to carry out opportunistic behaviors without 
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suffering economic consequences. The construct can also be said to capture perceived 

behavioral control, or individuals’ perceptions of their ability to perform a given 

behavior, in Theory of Planned Behavior (Ajzen and Madden 1986). As reviewed by 

Ajzen and Fishbein (2005), numerous studies conducted in the past decade have shown 

that taking into account perceived behavioral control can improve prediction of behavior. 

In the present study, DM was a significant predictor of agents’ behavior (i.e., OB). 

EBOB was another variable that had not previously been examined. The extant 

literature has implicitly treated opportunistic behaviors as having economic benefits. In 

other words, the extent to which an economic actor gains from opportunistic behaviors 

has been ignored in the literature. I developed and included this variable out of suspicion 

that not all franchisees may actually perceive that they benefit from OB in terms of 

decreased costs, increased profits, and reduced hours in performing required tasks. 

During my pretest interviews it became clear that for some franchisees, opportunism such 

as non-compliance to previously agreed upon terms could be a tool to greatly benefit self, 

and for others these behaviors produce little or no benefits. One without a high level of 

economic benefits of OB who subsequently engages in less OB should not be considered 

more relationally-oriented, and such possibility of confounding effects must be 

controlled. Within a small literature investigating the determinants of opportunism, the 

present research was the first to include such variable as a control variable, and the results 

suggest that it can greatly impact one’s propensity for and actual opportunistic behaviors. 

As for COEM, previous researchers have argued that the act of monitoring may 

inadvertently exacerbate the problem of opportunism (John 1984; Perrow 1986; Deci and 

Ryan 1987; Jacobides and Croson 2001). In particular, Frey (1993) argued that 
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monitoring can crowd out work efforts if (1) an agent feels that the extent of self-

determination is unduly restricted by the principal and (2) the agent’s self-evaluation is 

reduced as s/he is convinced that the principle believes s/he is unable or unwilling to 

fulfill the assigned task to the principal’s satisfaction. Based on Frey’s conceptualization, 

I developed the COEM construct aiming to capture the degree to which monitoring 

crowd out agents’ work motivation. A few studies have previously shown that monitoring 

can have negative consequences, for example, Murry and Heide (1998) show that 

stringent monitoring efforts by manufactures decreased their retailers’ compliance with 

established agreements and their cooperation in participating programs developed by the 

manufacturers. To the best of my knowledge, COEM was the first construct to directly 

measure the negative affect caused by monitoring.  

 At the extra-dyadic level, I investigated the role of ethical climate on dyadic 

opportunistic behaviors. I developed a new scale labeled Negative Professional Ethical 

Climate (NPEC), capturing the degree of one’s perceptions that others in their social 

network behaving in individualistic manners, disrespecting corporate rules and 

professional codes. Previous interfirm opportunism research has neglected the 

environmental influence, and I have shown that professional negative ethical climate can 

encourage opportunism within a dyad. 

 

Future Research Direction 

The findings of this research offer some evidence that the various control 

mechanisms based on the traditional microeconomic framework have limited benefits. 

Indeed, I found that variables such as transaction-specific investments, interdependence, 
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dependence asymmetry, and economies of continuation do not increase or decrease 

propensity for opportunism. A post hoc analysis also revealed that they did not have 

direct effects on opportunism in the presence of other proposed determinants of 

opportunism. Future research may further scrutinize the contingency effects of these 

control mechanism as effective deterrence of opportunism, as the extant literature have 

shown mixed results, and sometimes no effects. 

 The present research focused around my conceptualization that business 

managers exhibit differing levels of propensity for opportunism. As such, the present 

research model primarily focused on the determinants of propensity for opportunism. 

Future research may expend some efforts in re-specifying research model investigating 

the relationship between propensity for opportunism and actual opportunistic behaviors in 

more detail. I also distinguished between individual-specific and relationship-specific 

propensities for opportunism (IPFO and RPFO, respectively) in my alternative research 

model, and it may be interesting to examine the implications of these variables in terms 

of their relationships with other variables such as satisfaction and relational norms. 

Particularly, because IPFO captures individual-specific world view, it would be 

interesting to determine the role of IPFO in terms of the individual’s reactions to 

particular situations. For example, managers with high levels of IPFO may well react 

differently to monitoring than others with low levels of IPFO. In the alternative model, I 

also did not explicitly examine the relationship between IPFO and RPFO. In a post hoc 

analysis, a path between IPFO and RPFO was added to the alternative model, and the 

results indicated a path coefficient of γIPFO, RPFO=.19, (p<.01). Further studies are needed 
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to determine the relationship between the two by re-specifying the model, including 

possible interactions.  

 My dissertation suggests that managers who wish to deter opportunism may 

carefully examine the firm’s monitoring procedures and determine their effectiveness. I 

developed a measurement scale for Disciplinary Monitoring, which was measured from 

the party being monitored. As the extant literature has suggested that monitoring can have 

both positive and negative consequences, future studies may extend the present research 

to more carefully investigate the antecedents and the consequences of disciplinary 

monitoring beyond opportunism. For example, the correlation analysis suggests that 

Disciplinary Monitoring is related positively with distributive and procedural justice, but 

at the same time it is also related to dependence asymmetry and the monitored party’s 

transaction-specific investments. Future research is needed to determine the boundary 

conditions of Disciplinary Monitoring as an effective control mechanism, as well as to 

determine the possible interactions with other control mechanisms.  

Both theoretically and methodologically, future research may extend the present 

research by examining the proposed model in a different study context. I chose the study 

context primarily on the fact that franchising offers a clearly defined extra-dyadic 

relationships (i.e., franchisee networks) compared to other types of business-to-business 

relationships. My use of franchising was then justified in terms of their sufficient 

variance in the key research variables. However, empirically testing the research model in 

other types of business-to-business relationship would be the only way to ultimately 

determine the generalizeability of the present research findings to other contexts.  
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In retrospect, choosing franchising as the present research context could have 

contributed to the weak mail survey response rate. As evidenced in difficulties in trying 

to reach unit franchisees by phone during pre-tests and primary data collection, it is 

highly possible that other study contexts would have produced more responses. In 

particular, as reviewed in Chapter Four, the previous studies done in the franchising 

context with reasonable response rates benefited from research sponsorship. The 

dissertation could have benefited from sponsorship by such entities as professional 

associations or other business network contacts in encouraging the members to 

participate. Although I described possible drawbacks of such sponsorship in Chapter 

Four, such as limiting the sampling frame to the members of a sponsoring entity, a higher 

response rate could have been achieved with a sponsor.  

From a statistical point of view, all else equal, a larger sample size is always 

better. The present research’s statistical analyses were also limited by the fact that the 

sample size was less-than-adequate to run a full confirmatory factor analysis (CFA) and 

exploratory factor analysis (EFA), as well as full structural equation modeling analyses. I 

substituted these analyses with group-wise CFA and EFA, and structural path analyses 

for research model testing. With small sample size, there is always a concern for type II 

error, by which sample may not be big enough to identify the falseness of the null 

hypothesis (i.e., low statistical power). Future studies with larger sample size would also 

be desirable for an application of hierarchical linear modeling (HLM), in which multi-

level analyses can be more readily analyzed.  
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Dear Unit Franchisees: 
 

How can you improve franchisor-franchisee relationships?  Although 
franchises contribute over $1 trillion to our economy, we know very 
little about franchisor-franchisee relationships from the franchisees’ 
point of view. We are marketing researchers conducting a nation-wide 
survey of franchisees, such as yourself, and with your help we hope to 
discover what makes franchising relationships work well. 
 
The only way to understand franchising relationships is to get 
information directly from people like you, and so we hope that you will 
do us the tremendous favor of answering our survey.  We know that 
this is asking a lot – it should take 30 to 35 minutes to complete and 
return (with postage paid) – but we will provide you with a summary of 
our results as a small thanks for your help.  Please respond within 10 
days. 
 
For the research results to be meaningful, we need honest answers to 
all of the survey questions.  A few may seem repetitive, but that’s to 
make sure that we have a complete picture of your opinions.  There 
are no right or wrong answers, and we guarantee that your responses 
are strictly confidential.  No response will be revealed to any third 
party, including your franchisor. To ensure anonymity, you will be 
identified only by a code, which is stored securely in a database that 
only the researchers can access.  If you have any questions, please 
call (540-231-9618) or email (cishida@vt.edu) us.  
 
We thank you for taking the time to consider our request, and we 
hope that yours will be one of the voices that shape our findings.   

 
 

      
 Chiharu Ishida James R. Brown      Noreen M. Klein  
 Project Director Kmart Corporation Chair in    ssociate Professor of 
 Pamplin College of Business Marketing           Marketing 
 Virginia Tech  College of Business & Economics Pamplin College of Business 
  West Virginia University     Virginia Tech 
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What is your title or position within your firm?  
(e.g., Owner, General Manager, etc.)            ___________________                        (001) 
About how long have you managed this franchise unit? .......... _____ (years) (002) 

         
        Not at all        Very 
How knowledgeable are you about your franchise       Knowledgeable         Knowledgeable 
unit’s relationship and dealings with your franchisor? ..1  2  3  4  5  6  7 (003) 

----------------------------------------------------------------------------------------------------------------------------------- 
 
Please express your agreement or disagreement with each of the following statements. It is very 
important that you try carefully, but quickly, to answer each question. Please circle the number that 
best represents your opinion. 
 
Part 1. The following questions/statements relate to your franchisor 
 

Please indicate whether you think               Strongly        Strongly  
these statements reflect your franchisor. Disagree               Agree 
Our franchisor monitors us extensively in the areas of: 
   - Product quality............................................................. 1  2  3  4  5  6  7  N/A (101) 
   - Advertising/promotions................................................ 1  2  3  4  5  6  7  N/A (102) 
   - Sales, service, and/or customer support ..................... 1  2  3  4  5  6  7  N/A (103) 
   - Overall franchise unit performance ............................. 1  2  3  4  5  6  7  N/A (104) 
 

If this relationship were to terminate, it would be difficult for 
them to recoup investments made in this franchise unit... 1  2  3  4  5  6  7(105)   

Sales from our unit account for a high percentage of our 
franchisor’s profits in market............................................. 1  2  3  4  5  6  7(106) 

Training and qualifying us has involved considerable 
commitments of time and money on their part. ................ 1  2  3  4  5  6  7(107) 

They have invested a great deal in building up this 
franchise unit’s business. ................................................. 1  2  3  4  5  6  7(108) 

They do not have a good alternative to replace us............... 1  2  3  4  5  6  7(109) 
If we were to terminate this relationship, the franchisor 

would lose a lot of their investment.. ................................ 1  2  3  4  5  6  7(110) 
For our franchisor, it would be difficult to replace us ............ 1  2  3  4  5  6  7(111) 
Sales from our unit account for a high percentage of their 

sales in the market ........................................................... 1  2  3  4  5  6  7(112) 
They are very dependent on our franchise unit. ................... 1  2  3  4  5  6  7(113) 
They need to maintain a good relationship with us. ............. 1  2  3  4  5  6  7(114) 
 

Our franchisor compensates us fairly: 
   - Considering the responsibilities that we have. ................ 1  2  3  4  5  6  7(115) 

   - Taking into account the investment we have made. ....... 1  2  3  4  5  6  7(116) 

   - In view of the amount of effort we put forth in building 
this business................................................................. 1  2  3  4  5  6  7(117) 

   - For work that we do well.................................................. 1  2  3  4  5  6  7(118) 

   - For the stresses and strains of our job. ........................... 1  2  3  4  5  6  7(119) 
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Please indicate whether you think these Strongly               Strongly  
statements reflect your franchisor. Disagree                  Agree 
 

In making decisions affecting our business, our franchisor’s 
general policies:  
   - Strive to collect accurate information so that the 

decisions are based on as much good information 
and informed opinion as possible ................................. 1  2  3  4  5  6  7(120) 

   - Provide opportunities to challenge the decisions. ........... 1  2  3  4  5  6  7(121) 

   - Generate standards so that decisions could be made  
         with consistency. ......................................................... 1  2  3  4  5  6  7(122) 

   - Pay attention to the concerns of all those affected by     
         the decisions................................................................ 1  2  3  4  5  6  7(123) 

   - Are designed to have all sides affected by the decision    
         represented ................................................................. 1  2  3  4  5  6  7(124) 

   - Allow for requests for clarification or additional  
         information about the decision..................................... 1  2  3  4  5  6  7(125)   

Our franchisor: 
   - considers our viewpoint whenever s/he is  
         communicating with us. ............................................... 1  2  3  4  5  6  7(126) 

   - is able to suppress personal biases in dealing with us.... 1  2  3  4  5  6  7(127) 

   - provides us with timely feedback whenever we  
         express concerns about our job. ................................. 1  2  3  4  5  6  7(128) 

   - treats us with kindness and consideration....................... 1  2  3  4  5  6  7(129) 

   - shows concern for our rights as a franchisee.................. 1  2  3  4  5  6  7(130) 

   - takes steps to deal with us in a truthful manner. ............. 1  2  3  4  5  6  7(131) 
 

Our franchisor would take tough measures against us if we 
were discovered withholding certain critical information 
from them. ....................................................................... 1  2  3  4  5  6  7(132) 

We perform so many different tasks that this franchisor 
finds it difficult to determine whether we are doing a 
good job............................................................................ 1  2  3  4  5  6  7(133) 

This franchisor’s response to any baseless excuses for not 
meeting our obligations would be firm .............................. 1  2  3  4  5  6  7(134) 

It is easy for our franchisor to determine whether we 
adhere to agreed upon quality standards and 
specifications. ................................................................... 1  2  3  4  5  6  7(135) 

Our franchisor would take strict disciplinary action against 
us if we don’t act in accordance with our contracts. ........ 1  2  3  4  5  6  7(136) 

Our franchisor easily detects when we promise to do some 
things without actually following through ........................... 1  2  3  4  5  6  7(137) 

If we don’t adhere to our informally agreed upon terms, this 
franchisor would take severe action against us................. 1  2  3  4  5  6  7(138) 

APPENDIX A 
SURVEY INSTRUMENT: PAGE FOUR  



 342

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Please indicate whether you think these Strongly               Strongly  
statements reflect your franchisor. Disagree                  Agree 
It is difficult for us to breach informal agreements between 

our companies without being caught. ............................... 1  2  3  4  5  6  7(139) 

Our franchisor can easily catch franchisees using 
unfounded excuses for unfulfilled obligations.................... 1  2  3  4  5  6  7(140) 

 

Part 2. The following statements relate to your franchise unit. 
Please indicate whether you think these Strongly               Strongly  
statements reflect your firm. Disagree                  Agree 
For us, it is difficult to switch to another franchisor............... 1  2  3  4  5  6  7(201) 

Contract renewal with the franchisor depends on the 
franchisor’s evaluation of our current performance .......... 1  2  3  4  5  6  7(202) 

On occasion, we lie or simply withhold critical information 
to advance our own interests............................................ 1  2  3  4  5  6  7(203) 

We are very dependent on this franchisor............................ 1  2  3  4  5  6  7(204) 
We do not always act in accordance with our contract......... 1  2  3  4  5  6  7(205) 

The franchisor’s decision to renew our contract is highly 
contingent on our current performance. ........................... 1  2  3  4  5  6  7(206) 

If our relationship with this franchisor were to end for some 
reason, we do not have a good alternative....................... 1  2  3  4  5  6  7(207) 

We do need to maintain this relationship.............................. 1  2  3  4  5  6  7(208) 

We make plans not only for the current contract term, but 
also for the continuation of the relationship beyond this 
term .................................................................................. 1  2  3  4  5  6  7(209) 

We have invested a great deal in building this franchise...... 1  2  3  4  5  6  7(210) 
The franchisor is very important to us .................................. 1  2  3  4  5  6  7(211) 

To maximize our own benefit, we don’t always follow 
informally agreed upon terms ........................................... 1  2  3  4  5  6  7(212) 

We expect that the relationship with this franchisor will 
continue through repeated renewals of the contract. ....... 1  2  3  4  5  6  7(213) 

Occasionally we just don’t adhere to our agreed upon 
quality standards and specifications................................. 1  2  3  4  5  6  7(214) 

We sometimes use random excuses to avoid carrying out 
our obligations. ................................................................. 1  2  3  4  5  6  7(215) 

The franchisor would suffer a significant loss in income if 
we stopped representing them ......................................... 1  2  3  4  5  6  7(216) 

If we were to terminate this relationship, we would lose a 
lot of our investment. ........................................................ 1  2  3  4  5  6  7(217) 

Training and qualifying for this franchisor has involved 
considerable commitments of time and money ................ 1  2  3  4  5  6  7(218) 

If this relationship were to terminate, it would be difficult for 
us to recoup investments made in this franchise.............. 1  2  3  4  5  6  7(219) 
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Part 3. The following statements relate to the relationship between your firm 
and franchisor 
 
Please indicate whether you think these     Strongly              Strongly  
statements reflect your relationship.       Disagree                 Agree 
 

Our franchisor and we are generally able to resolve 
disagreements to both parties’ satisfaction ........................... 1  2  3  4  5  6  7(301) 

There are standard procedures for resolving disputes 
between us that do not involve third party intervention ......... 1  2  3  4  5  6  7(302) 

Problems that arise in the course of this relationship are 
treated by the parties as joint rather than individual 
responsibilities....................................................................... 1  2  3  4  5  6  7(303) 

Both parties try to resolve any disagreements that arise 
between us in good faith ....................................................... 1  2  3  4  5  6  7(304) 

The high level of mutual trust between the parties enable us 
to settle our disagreements to everyone’s satisfaction.......... 1  2  3  4  5  6  7(305) 

Our franchisor doesn’t overuse its power to get its own way ... 1  2  3  4  5  6  7(306) 

The parties are committed to improvements that may benefit 
the relationship as a whole, and not just the individual 
parties.................................................................................... 1  2  3  4  5  6  7(307) 

We don’t expect our franchisor to use what power it has over 
us........................................................................................... 1  2  3  4  5  6  7(308) 

Rather than abusing its power, our franchisor shows restraint 
in dealing with us................................................................... 1  2  3  4  5  6  7(309) 

The parties in this relationship do not mind owing each other 
favors..................................................................................... 1  2  3  4  5  6  7(310) 

We are very pleased with what our franchisor does for us....... 1  2  3  4  5  6  7(311) 

Overall, we are very satisfied with our franchisor ..................... 1  2  3  4  5  6  7(312) 

If we had to do it all over again, we would still choose this 
franchisor.............................................................................. 1  2  3  4  5  6  7(313) 

We find our franchisor’s new ideas about products and 
promotions to be very effective ............................................ 1  2  3  4  5  6  7(314) 

Our franchisor develops marketing ideas that make sense...... 1  2  3  4  5  6  7(315) 

Our franchisor’s policies on how to sell our products have 
helped us increase our sales volume .................................. 1  2  3  4  5  6  7(316) 

Our relationship with the franchisor is governed mainly by 
written contracts .................................................................. 1  2  3  4  5  6  7(317) 

The only way we seem to communicate effectively with our 
franchisor is when everything is spelled out in writing ......... 1  2  3  4  5  6  7(318) 

Over time we found the best ways of doing things is to rely 
on formal agreements .......................................................... 1  2  3  4  5  6  7(319) 
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Part 4. The following statements relate to your franchisee network. 
 
Please indicate whether you think these             Strongly               Strongly 
statements accurately reflect your franchise network. Disagree                  Agree 
 
People in the franchise business don’t really comply with 

the law or professional standards of conduct ................... 1  2  3  4  5  6  7(401) 

It is not important to follow the company’s rules and 
procedures in this business. ............................................. 1  2  3  4  5  6  7(402) 

Successful people in this business don’t go by the book. .... 1  2  3  4  5  6  7(403) 

Members of our franchise share close ties........................... 1  2  3  4  5  6  7(404) 

In this business, people are not really expected to strictly 
follow legal or professional standards. ............................. 1  2  3  4  5  6  7(405) 

Not everyone in this business sticks by company rules and 
procedures at all times. .................................................... 1  2  3  4  5  6  7(406) 

People in this business don’t strictly obey the company 
policies.............................................................................. 1  2  3  4  5  6  7(407) 

Members of our franchise network are extremely cohesive . 1  2  3  4  5  6  7(408) 
In this business, the law or ethical codes in our profession 

are not a major consideration. .......................................... 1  2  3  4  5  6  7(409) 

There is much interaction among the members of our 
franchise ........................................................................... 1  2  3  4  5  6  7(410) 

The good of all people in the franchise system as a whole 
is the most important concern for all involved .................. 1  2  3  4  5  6  7(411) 

What is best for the franchise network is not the major 
consideration is this business........................................... 1  2  3  4  5  6  7(412) 

In this business we are not at all concerned about what is 
best for other members of the profession......................... 1  2  3  4  5  6  7(413) 

In this franchise system, people protect their own interests 
above all else.................................................................... 1  2  3  4  5  6  7(414) 

In this business, people are mostly out for themselves. ....... 1  2  3  4  5  6  7(415)  

There is no room for one’s own personal morals or ethics 
in this business. ................................................................ 1  2  3  4  5  6  7(416) 

Members of our franchise network frequently share 
communications................................................................ 1  2  3  4  5  6  7(417) 

Members of our franchise network frequently discuss 
common problems ............................................................ 1  2  3  4  5  6  7(418) 

Relations among members of our franchise network are 
very close. ........................................................................ 1  2  3  4  5  6  7(419) 
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Part 5. The following statements relate to your own personal feelings toward 
the franchisor 
Please indicate whether you think these Strongly               Strongly  
statements reflect your own feelings. Disagree                  Agree 
Being monitored by my franchisor does not bother me at all. .. 1  2  3  4  5  6  7 (501) 

I only do well the tasks for which I am being monitored by 
the franchisor........................................................................ 1  2  3  4  5  6  7 (502) 

By being monitored by my franchisor I feel: 
  - that my franchisor does not know how dedicated I am to 

being their franchisee. .......................................................... 1  2  3  4  5  6  7 (503) 

  - less motivated to spend extra efforts to do a better job........ 1  2  3  4  5  6  7 (504) 

  - my franchisor does not trust me to do the job well. .............. 1  2  3  4  5  6  7 (505) 
 

I don’t always feel that my franchisor is on my side. ................ 1  2  3  4  5  6  7 (506) 

I can always count on my franchisor to do the right things ...... 1  2  3  4  5  6  7 (507) 
I trust my franchisor to keep my best interests in mind. ........... 1  2  3  4  5  6  7 (508) 

 
In any given business relationship, a party may engage in certain actions to 
improve their terms of trade such as: 
   -  Giving empty promises   
   -  Breaching formal and/or informal agreements to maximize gains 
   -  Taking advantage of “holes” in the contract 
   -  Using excuses to re-negotiate terms of trade at the partner’s expense 
   -  Withholding important information from the partner 
     Strongly              Strongly  
        Disagree                Agree 
My history with my franchisor tells me they are capable of 

these behaviors .................................................................... 1  2  3  4  5  6  7 (509) 

It would not surprise me if my franchisor were to engage in 
this type of action against us. ............................................... 1  2  3  4  5  6  7 (510) 

I would expect these behaviors from my franchisor. ................ 1  2  3  4  5  6  7 (511) 

These behaviors describe my franchisor well .......................... 1  2  3  4  5  6  7 (512) 
 

If a franchisee behaves this way without being detected by 
the franchisor, it could gain:    
 - Increased profits for a franchise unit. ................................ 1  2  3  4  5  6  7 (513) 

 - Decreased costs for a franchise unit. ................................ 1  2  3  4  5  6  7 (514) 

 - Decreased hours necessary to perform required tasks..... 1  2  3  4  5  6  7 (515) 
 
Specific to your franchisor, please circle the number below that indicates how 
you feel about using this type of behavior: 

Unwilling -3  -2   -1    0   +1   +2   +3    Willing                                            (516) 
Unmotivated  -3  -2   -1    0   +1   +2   +3    Motivated                                       (517) 
Reluctant  -3  -2   -1    0   +1   +2   +3    Tempted                                      (518) 

Unprovoked   -3  -2   -1    0   +1   +2   +3    Provoked                                        (519) 

Not compelled -3  -2   -1    0   +1   +2   +3    Compelled                                        (520) 
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Part 6. Managers’ attitudes play an important role in work relationships.  
The next questions ask about some of your attitudes, so that we can later 
group the answers of franchisees with similar attitudes.   
  
Behaviors such as giving empty promises and taking    Strongly              Strongly 
advantage of holes in the contract:  Disagree                  Agree 
  - are very common in business........................................... 1  2  3  4  5  6  7  (601) 

  - are acceptable in most cases........................................... 1  2  3  4  5  6  7  (602) 

  - often times take place out of necessity ............................ 1  2  3  4  5  6  7 (603) 

 
For each of the following pairs of statements, please circle one (a or b) with 
which you more strongly agree: 
 

1   a) Many of unhappy things in people’s lives are partly due to bad luck. 
     b) People’s misfortunes result from the mistakes they make.          (604) 

2   a) In the long run, people get the respect they deserve in this world. 
     b) Unfortunately, an individual’s worth often passes unrecognized no matter 

how hard s/he works.                         (605) 

3   a) Without the right breaks, one cannot be an effective leader. 
     b) Capable people who fail to become leaders have not taken advantage of 

their opportunities.                          (606) 

4   a) Becoming a success is a matter of hard work; luck has little or to do with it. 
     b) Being in the right place at the right time is what determines success.     (607) 

5   a) What happens to me is my own doing. 
     b) Sometimes I feel that I don’t have enough control over the direction my life 

is taking.                               (608) 

6   a) When I make plans, I am almost certain that I can make them work. 
     b) It is not always wise to plan too far ahead because many things turn out     

to be a matter of good or bad fortune anyhow.             (609) 

7   a) In my case getting what I want has little or nothing to do with luck. 
     b) Many times we might just as well decide what to do by flipping a coin.  (610) 

8   a) Who gets to be the boss often depends on who was in the right place first. 
     b) Getting people to do the right thing depends upon ability; luck has little or 

nothing to do with it                          (611) 

9   a) Most people don’t realize the extent to which their lives are controlled by 
accidental happenings 

     b) There really is no such thing as “luck.”                 (612) 

10 a) In the long run the bad things happen in life are balanced by the good  
     b) Most misfortunes are the result of ignorance, laziness, or luck of ability    (613) 

11 a) Many times I feel I have little influence over the things happen to me 
     b) It is impossible for me to believe that chance or luck plays an important   

role in my life                              (614) 
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Please indicate whether you think following      Strongly          Strongly  
statements reflect your own personal views       Disagree         Agree 
 

If one works hard enough, s/he is likely to make a good life 
for him/herself. .................................................................. 1  2  3  4  5  6  7 (615) 

Hard work is fulfilling in itself. ............................................... 1  2  3  4  5  6  7 (616) 

Nothing is impossible if you work hard enough .................... 1  2  3  4  5  6  7 (617) 

You should apply your best at whatever you do................... 1  2  3  4  5  6  7 (618) 

Hard work is not a key to success. ....................................... 1  2  3  4  5  6  7 (619) 

Any person who is able and willing to work hard has a 
good chance of succeeding.............................................. 1  2  3  4  5  6  7 (620) 

Never tell anyone the real reason you did something 
unless it is useful to do so ................................................ 1  2  3  4  5  6  7 (621) 

The best way to handle people is to tell them what they 
want to hear...................................................................... 1  2  3  4  5  6  7 (622) 

One should take action only when sure it is morally right..... 1  2  3  4  5  6  7 (623) 

Most people are basically good and kind ............................. 1  2  3  4  5  6  7 (624) 

It is safest to assume that all people have a vicious streak.. 1  2  3  4  5  6  7 (625) 

Honesty is the best policy in all cases. ................................. 1  2  3  4  5  6  7 (626) 

There is no excuse for lying to someone else ...................... 1  2  3  4  5  6  7 (627) 

Generally speaking, people won’t work hard unless they 
are forced to do so............................................................ 1  2  3  4  5  6  7 (628) 

All in all, it is better to be humble and honest than to be 
important and dishonest ................................................... 1  2  3  4  5  6  7 (629) 

When you ask someone to do something for you, it is best 
to give the real reasons for wanting it rather than 
reasons that carry more weight ........................................ 1  2  3  4  5  6  7 (630) 

Most people who get ahead in the world lead clean, moral 
lives .................................................................................. 1  2  3  4  5  6  7 (631) 

Anyone who completely trusts anyone else is asking for 
trouble............................................................................... 1  2  3  4  5  6  7 (632) 

The biggest difference between most criminals and other 
people is that the criminals are stupid enough to get 
caught............................................................................... 1  2  3  4  5  6  7 (633) 

Most of us are brave............................................................. 1  2  3  4  5  6  7 (634) 

It is wise to flatter important people ...................................... 1  2  3  4  5  6  7 (635) 

It is possible to be ethical in all respects .............................. 1  2  3  4  5  6  7 (636) 

Barnum was wrong when he said “there’s a sucker born 
every minute”.................................................................... 1  2  3  4  5  6  7 (637) 

It is hard to get ahead without cutting corners here and 
there ................................................................................. 1  2  3  4  5  6  7 (638) 

People suffering from incurable diseases should have the 
choice of being put painlessly to death............................. 1  2  3  4  5  6  7 (639) 

Most people forget more easily the death of their parents 
than the loss of their property ........................................... 1  2  3  4  5  6  7 (640) 
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Franchisees face many difficult decisions, and we want to know something about 
your decision making approach.  But, you may be surprised that the situations we 
ask you about next have nothing to do with your business.  However, they do 
capture what you think is important when you face a tough decision.  

These questions are challenging, but we think you may also find it fascinating to 
discover what you really do think is most important in making critical decisions. 

We describe two situations and, for each one, show you a list of questions that the 
person deciding to take action might consider.  Please read one question at a time, 
and then check the category on the left that shows how important you think that 
question is to making the decision. The categories are: 

Great importance – check this if the question concerns something that makes a big, crucial 
difference one way or the other in making a decision about the problem. 
Much importance – check this if the question concerns something that a person should 
clearly be aware of in making a decision, and one way or the other, it would make a 
difference in your decision, but not a big, crucial difference. 
Some importance – check this if the question concerns something you generally care about, 
but something that is not of crucial importance in deciding about this problem. 
Little importance – check this if the question concerns something that is not sufficiently 
important to consider in this case. 
No  importance – check this if the question is about something that has no importance in 
making a decision, and that you’d be wasting time in thinking about this when trying to make 
a difficult decision.  Some of the questions are apt to seem foolish or make no sense – check 
here on those questions 
 
----------------------------------------------------------------------------------------------------- 
 

 

 

SCHOOL NEWSPAPER CASE 

Fred, a senior in high school, wanted to publish a newspaper for students to speak 
out against the war in Iraq and to speak out against some of the school’s rules, like 
the rule forbidding students from wearing particular clothing. Fred asked his 
principal for permission. The principal said it would be OK if before every publication 
Fred would turn in all his articles for the principal’s approval. Fred agreed and turned 
in several articles for approval, which the principal subsequently approved.  

Fred published two issues of the paper in the next two weeks. But the principal had 
not expected that Fred’s newspaper would receive so much attention. Students 
were so excited by the paper that they began to organize protests against the 
clothing regulation and other school rules. Angry parents objected to Fred’s opinions 
and phoned the principal telling him that the newspaper should not be published.  

As a result of the rising excitement, the principal ordered Fred to stop publishing, 
giving a reason that Fred’s activities were disruptive to the operation of the school. 
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SCHOOL NEWSPAPER CASE continued… 

Should the principal stop the newspaper? (Check one) 

_____ Should stop it  _____ Can’t decide  _____ Should not stop it      (641) 
Please rate the importance of each 
question in making your judgment 

 

Great Much Some Little No  
     1. Is the principal more responsible to students or to 

the parents?                                                              (642) 

     2. Did the principal give his word that the newspaper 
could be published for a long time, or one issue at a 
time?                                                                         (643) 

     3. Would the students start protesting even more if the 
principal stopped the newspaper?                            (644) 

     4. When the welfare of the school is threatened, does 
the principal have the right to give orders to students? 
Nnnnnn                                                                                                                                                                       (645) 

     5. Does the principal have the freedom of speech to 
say “no” in this case?                                                     (646) 

     6. If the principal stopped the newspaper would he be 
preventing full discussion of important problems?    (647) 

     7. Whether the principal’s order would make Fred lose 
faith in the principal.                                                  (648) 

     8. Whether Fred was really loyal to his school and 
patriotic to his country.                                              (649) 

     9. What effect would stopping the paper have on the 
student’s education in critical thinking & judgments? 
Nnnnnn                                                                                    (650) 

     10. Whether Fred was in any way violating the rights 
of others in publishing his own opinions.                    (651) 

     11. Whether the principal should be influenced by 
some angry parents when it is the principal that knows 
best what is going on in the school.                          (652) 

     12. Whether Fred was using the newspaper to stir up 
hatred and discontent.                                                (653) 

 

From the list of questions above, please select the four most important: 
___Most important(654)                    ___Second most important(655)  

___Third most important(656)  ___Fourth most important(657)   
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ESCAPED PRISONNER CASE 

A man had been sentenced to prison for 10 years.  After one year, however, he 
escaped from prison, moved to a new area of the country, and took on the name of 
Thompson.  For 8 years he worked hard, and gradually he saved enough money 
to buy his own business.  He was fair to his customers, gave his employees top 
wages, and gave most of his own profits to charity.  Then one day, Mrs. Jones, an 
old neighbor, recognized him as the man who had escaped from prison 8 years 
before, and whom the police had been looking for.  

Should Mrs. Jones report Mr. Thompson to the police and have him sent back to 
prison? (Check one) 

_____ Should report him  _____ Can’t decide  _____ Should not report him   (658)       
Great Much Some Little No  

     1. Hasn’t Mr. Thompson been good enough for such a 
long time to prove he isn’t a bad person?                (659) 

     2. Every time someone escapes punishment for a 
crime, doesn’t that just encourage more crime?      (560) 

     3. Wouldn’t we be better off without prisons and the 
oppression of our legal systems?                              (661) 

     4. Has Mr. Thompson really paid his debt to society?   
Nnnnnn                                                                                                                                                                                                      (662) 

     5. Would society be failing what Mr. Thompson should 
fairly expect?                                                              (663) 

     6. Which prison would he be sent to this time?         (664) 

     7. How could anyone be so cruel and heartless as to 
send Mr. Thompson to prison?                                  (665) 

     8. Would it be fair to all the prisoners who had to serve 
out their full sentences if Mr. Thompson was let off?  
Nnnnnn                                                                              (666) 

     9. Was Mrs. Jones a good friend of Mr. Thompson?   
Nnnnnn                                                                                                                                                                                                 (667) 

     10. Wouldn’t it be a citizen’s duty to report an escaped 
criminal, regardless of the circumstances?              (668) 

     11. How would the will of the people and the public 
good best be served?                                                (669) 

     12. Would going to prison do any good for Mr. 
Thompson or protect anybody?                               (670) 

From the list of questions above, please select the four most important questions: 
___Most important(671)                      ___Second most important(672)      

___Third most important(673)   ___Fourth most important(674) 

APPENDIX A 
SURVEY INSTRUMENT: PAGE THIRTEEN 



 351

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

For each of the following statements, please circle either True or False 
with which you more strongly agree: 
     
I sometimes feel resentful when I don't get my way ..................... True    False(675) 

On a few occasions, I have given up doing something 
because I thought too little of my ability.................................... True    False(676) 

There have been times when I felt like rebelling against 
people in authority even though I knew they were right ........... True    False(677) 

No matter who I'm talking to, I'm always a good listener.............. True    False(678) 

I can remember "playing sick" to get out of something................. True    False(679) 

There have been occasions when I took advantage of 
someone................................................................................... True    False(680) 

I'm always willing to admit it when I make a mistake.................... True    False(681) 

I sometimes try to get even, rather than forgive and forget.......... True    False(682) 

When I don’t know something, I don’t at all mind admitting ......... True    False(683) 

I am sometimes irritated by people who ask favors of me............ True    False(684) 

I have never deliberately said something that hurt someone's 
feelings ..................................................................................... True    False(685) 

 
 
 
 
Part 7. Finally, we would like you to give us some information about your 

firm and your background. 
 
Are you a member of any of the following professional associations?   (701) 
___ American Franchisee Association 
___ International Franchise Association 
___ other, please specify: _____________________________,  (702) 
___ not a member of any group. 
 
About how many employees do you now have?  Full time:  _____ (count) (703) 
  Part time:  _____ (count) (704) 
About how many hours per week does the average 
part-time employee work? .................................................... ____ (hrs./week) (705) 
 

What was your franchise unit’s total sales volume last year?            (706) 
____  Up to $499k  ____ $500k - $999k ____ $1M - $2.99M 
____ $3M - $4.99M ____ $5M - $9.99M ____  $10 million and up 
 
What is your industry sector?            (707) 
____ Auto repair/maintenance ____ Electronics repair/maintenance 
____ Food: full service  ____ Food - quick service (specify): _________ 
____ Financial services  ____ General printing 
____ Personal services  ____ Commercial/residential services 
____ Other (specify): _____________________________________  
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What percentage of your necessary supplies do you buy  
from your franchisor?      ___ % (708) 
 
Does your franchisor require you to buy your necessary supplies from them?          
..............................................................................Yes-all    Yes-some    No   (709) 
 
About how long have you been in the franchise business? ..... _____ (years) (710) 
Which other franchise(s) have you previously worked for? 
        ______________________________________________________          (711) 
 
About how long have you been affiliated with your 
franchisor?................................................................................ _____ (years) (712) 

About how long has the franchisee store affiliated with your 
franchisor?................................................................................ _____ (years) (713) 
 
Were you born in the United States? ............................................... Yes   No (714) 
 
If you were not born in the U.S: 
    - About how long have you lived here?  .............................. _____  (years) (715) 

      - Where did you receive your formal education?_____________________   (716) 

 
What is your gender? ............................................................... Male   Female  (717) 
 

How old are you?            (718) 
____  18-24yrs  ____ 25-34yrs ____ 35-44yrs 
____ 45-54yrs ____ 55-64yrs ____  65 or older 
 
------------------------------------------------------------------------------------------------------- 
Lastly, please use the space below if there is anything else you would like 
to share about your relationship with your franchisor. 
_______________________________________________________________
_______________________________________________________________
_______________________________________________________________
_______________________________________________________________
_______________________________________________________________
_______________________________________________________________
_______________________________________________________________
_____________________________________________________________(718) 
                           

THANK YOU FOR COMPLETING THIS SURVEY. 
Your time and effort are greatly appreciated. If you would like a 
summary of the results, please enclose a business card with 
this survey. We will see that you get a copy. 

PLEASE TAPE SURVEY SHUT AT BOTTOM SO 
THAT RETURN ADDRESS IS SHOWING,  

AND PLACE IN THE MAIL. POSTAGE IS PREPAID. 
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APPENDIX B: SUMMARY OF SCALES, 
THEIR MEASUREMENT ITEMS AND DESCRIPTIVES 

 
I. Individual-Level Scales 
 
Machiavellianism: 7-point Likert-type scale (1 = “strongly disagree” to 7 = “strongly 
agree”); Mach IV scores ranged from -14.00 to 60.00 (M=22.24, SD=14.70) 
 
(Coded 621 through 640) 
 

1. Never tell anyone the real reason you did something unless it is useful to do so. 
2. The best way to handle people is to tell them what they want to hear 
3. One should take action only when sure it is morally right(R)1 
4. Most people are basically good and kind(R) 
5. It is safest to assume that all people have a vicious streak 
6. Honesty is the best policy in all cases(R) 
7. There is no excuse for lying to someone else(R) 
8. Generally speaking, men won’t work hard unless they are forced to do so 
9. All in all, it is better to be humble and honest than to be important and 

dishonest(R) 
10. When you ask someone to do something for you, it is best to give the real reasons 

for wanting it rather than reasons that carry more weight(R) 
11. Most people who get ahead in the world lead clean, moral lives(R) 
12. Anyone who completely trusts anyone else is asking for trouble 
13. The biggest difference between most criminals and other people is that the 

criminals are stupid enough to get caught 
14. Most men are brave(R) 
15. It is wise to flatter important people 
16. It is possible to be good in all respects(R) 
17. Barnum was wrong when he said that there’s a sucker born every minute(R) 
18. It is hard to get ahead without cutting corners here and there 
19. People suffering from incurable diseases should have the choice of being put 

painless to death 
20. Most men forget more easily the death of their father than the loss of their 

property 
 
 
 
External Locus of Control 
Score ranged from .00 to 7.00 (M=1.78, SD=1.67). 
 
(Coded 604 through 614) 
 
For each of the following pairs of statements, please circle one (a or b) with which you 
more strongly agree: 
                                                 
1 Reverse-coded 
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1  a)  Many of the unhappy things in people’s lives are partly due to bad luck. 
    b)  People’s misfortunes result from the mistakes they make. 
 
2  a)  In the long run, people get the respect they deserve in this world. 
    b)  Unfortunately, an individual’s worth often passes unrecognized no matter how 

hoard s/he tries. 
 
3  a)  Without the right breaks, one cannot be an effective leader. 
    b)  Capable people who fail to become leaders have not taken advantage of their 
opportunities. 
 
4  a)  Becoming a success is a matter of hard work, luck has little or nothing to do with it. 
    b)  Getting a good job depends mainly on being in the right place at the right time. 
 
5  a)  What happens to me is my own doing. 
    b)  Sometimes I feel that I don’t have enough control over the direction my life is 

taking. 
 
6  a)  When I make plans, I am almost certain that I can make them work. 
    b)  It is not always wise to plan too far ahead because many things turn out to be a 

matter of good or bad fortune anyhow. 
 

7  a)  In my case getting what I want has little or nothing to do with luck. 
    b)  Many times we might just as well decide what to do by flipping a coin. 
 
8  a)  Who gets to be the boss often depends on who was lucky enough to be in the right 

place first. 
    b)  Getting people to do the right thing depends upon ability; luck has little or nothing 

to do with it. 
 

9  a)  Most people don’t realize the extent to which their lives are controlled by accidental 
happenings. 

    b)  There really is no such thing as “luck.” 
 

10 a)  In the long run the bad things that happen to us are balanced by the good ones. 
     b)  Most misfortunes are the result of lack of ability, ignorance, laziness, or all. 

 
11 a)  Many times I feel that I have little influence over the things that happen to me. 
     b)  It is impossible for me to believe that chance or luck plays an important role in my 

life. 
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Cognitive Moral Development 
Score ranged from zero to 75 (M=30.78, SD=17.06). 
 
(Coded 641 through 674) 
 
Franchisees face many difficult decisions, and we want to know something about your 
decision making approach.  But, you may be surprised that the situations we ask you 
about next have nothing to do with your business.  However, they do capture what you 
think is important when you face a tough decision. These questions are challenging, but 
we think you may also find it fascinating to discover what you really do think is most 
important in making critical decisions. We describe two situations and, for each one, 
show you a list of questions that the person deciding to take action might consider.  
Please read one question at a time, and then check the category on the left that shows 
how important you think that question is to making the decision.  
 
The categories are: 
 

Great importance – check this if the question concerns something that makes a big, 
crucial difference one way or the other in making a decision about the 
problem. 

 
Much importance – check this if the question concerns something that a person 

should clearly be aware of in making a decision, and one way or the other, it 
would make a difference in your decision, but not a big, crucial difference. 

 
Some importance – check this if the question concerns something you generally 

care about, but something that is not of crucial importance in deciding about 
this problem. 

 
Little importance – check this if the question concerns something that is not 

sufficiently important to consider in this case. 
 
No   importance – check this if the question is about something that has no 

importance in making a decision, and that you’d be wasting time in thinking 
about this when trying to make a difficult decision.  Some of the questions 
are apt to seem foolish or make no sense – check here on those questions 

 
 

NEWSPAPER 
 

Fred, a senior in high school, wanted to publish a newspaper for students to speak out 
against the war in Iraq and to speak out against some of the school’s rules, like the rule  
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forbidding students from wearing particular clothing. Fred asked his principal for 
permission. The principal said it would be OK if before every publication Fred would 
turn in all his articles for the principal’s approval. Fred agreed and turned in several 
articles for approval, which the principal subsequently approved.  
 
Fred published two issues of the paper in the next two weeks. But the principal had not 
expected that Fred’s newspaper would receive so much attention. Students were so 
excited by the paper that they began to organize protests against the clothing regulation 
and other school rules. Angry parents objected to Fred’s opinions and phoned the 
principal telling him that the newspaper should not be published.  
 
As a result of the rising excitement, the principal ordered Fred to stop publishing, giving 
a reason that Fred’s activities were disruptive to the operation of the school. 
 
Should the principal stop the newspaper? (Check one) 
 
_____ Should stop it  _____ Can’t decide  _____ Should not stop it 
 

Great Much Some Little No  
     1. Is the principal more responsible to students or to the parents? 
     2. Did the principal give his word that the newspaper could be  

    published for a long time, or did he just promise to approve the  
    newspaper one issue at a time? 

     3. Would the students start protesting even more if the principal  
    stopped the newspaper? 

     4. When  the welfare of the school is threatened, does the principal  
    have the right to give orders to students? 

     5. Does the principal have the freedom of speech to say “no” in this 
     case? 

     6. If the principal stopped the newspaper would he be preventing  
    full discussion of important problems? 

     7. Whether the principal’s order would make Fred lose faith in the  
     principal. 

     8. Whether Fred was really loyal to his school and patriotic to his  
    country. 

     9. What effect would stopping the paper have on the student’s  
    education in critical thinking and judgments? 

     10. Whether Fred was in any way violating the rights of others in  
      publishing his own opinions. 

     11. Whether the principal should be influenced by some angry  
      parents when it is the principal that knows best what is going on 
      in the school. 

     12. Whether Fred was using the newspaper to stir up hatred and  
     disconnect. 

 
From the list of questions above, select the four most important: 
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      Most important             ______ 
      Second most important ______ 
      Third most important    ______ 
      Fourth most important  ______ 
 

 
ESCAPED PRISONER 

 
A man had been sentenced to prison for 10 years.  After one year, however, he escaped 
from prison, moved to anew area of the country, and took on the name of Thompson.  For 
8 years he worked hard, and gradually he saved enough money to buy his own business.  
He was fair to his customers, gave his employees top wages, and gave most of his own 
profits to charity.  Then one day, Mrs. Jones, an old neighbor, recognized him as the man 
who had escaped from prison 8 years before, and whom the police had been looking for.  
 
Should Mrs. Jones report Mr. Thompson to the police and have him sent back to prison? 
(Check one) 
 
_____ Should report him _____ Can’t decide _____ Should not report him 
 
Please rate the importance of each question in making your judgment. 
 

Great Much Some Little No  
     1. Hasn’t Mr. Thompson been good enough for such a long time to  

    prove he isn’t a bad person? 
     2. Every time someone escapes punishment for a crime, doesn’t  

    that just encourage more crime? 
     3. Wouldn’t we be better off without prisons and the oppression of  

    our legal systems? 
     4. Has Mr. Thompson really paid his debt to society? 
     5. Would society be failing what Mr. Thompson should fairly  

    expect? 
     6. What benefits would prisons be apart from society, especially for 

    a charitable man? 
     7. How could anyone be so cruel and heartless as to send Mr.  

    Thompson to prison? 
     8. Would it be fair to all the prisoners who had to serve out their  

    full sentences if Mr. Thompson was let off? 
     9. Was Mrs. Jones a good friend of Mr. Thompson? 
     10. Wouldn’t it be a citizen’s duty to report an escaped criminal,  

      regardless of the circumstances? 
     11. How would the will of the people and the public good best be  

     served? 
     12. Would going to prison do any good for Mr. Thompson or  

     protect anybody? 

APPENDIX B: Individual-Level Scales



 355

 
 
From the list of questions above, select the four most important: 
 
      Most important             ______ 
      Second most important ______ 
      Third most important    ______ 
      Fourth most important  ______ 
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II. Dyadic-Level Scales23 
 
Scale Item Codes Mean S.D.
Franchisor Dependence    
For our franchisor, it would be difficult to replace us ................................... RDEP111 3.83 2.02
Sales from our unit account for a high percentage of their sales in the 
market............................................................................................................

RDEP112 3.42 2.00

Sales from our unit account for a high percentage of our franchisor’s 
profits in market ............................................................................................

RDEP106 3.41 2.02

They are very dependent on our franchise unit*............................................ RDEP113 2.79 1.82
They do not have a good alternative to replace us........................................... RDEP109 4.37 1.99
They need to maintain a good relationship with us* ...................................... RDEP114 4.43 2.05
    
Distributive Justice    
Our franchisor compensates us fairly:    
 - considering the responsibilities that we have ............................................... DJ115 3.76 1.86
 - taking into account the investment we have made ....................................... DJ116 3.57 1.96
 - in view of the amount of effort we put forth ................................................ DJ117 3.54 1.90
 - for work that we do well .............................................................................. DJ118 3.63 1.94
 - for the stresses and strains of our job ........................................................... DJ119 3.33 1.91
    
Procedural Justice    
In making decisions affecting our business, our franchisor’s general 
policies: 

   

 - strive to collect accurate information so tat the decisions are based on as  
   much good information and informed opinion as possible...........................

PJ120 4.51 1.83

 - provide opportunities to challenge the decisions.......................................... PJ121 3.92 1.91
 - generate standards so that decisions could be made with consistency ......... PJ122 4.31 1.84
 - pay attention to the concerns of all those affected by the decisions............. PJ123 3.77 1.85
 - are designed to have all sides affected by the decision represented ............. PJ124 3.96 1.86
 - allow for requests for clarification or additional information about the    
   decision ........................................................................................................

PJ125 4.36 1.78

    
Interactional Justice    
Our franchisor: IJ126 4.15 1.77
 - considers our viewpoint whenever s/he is communicating with us.............. IJ127 4.45 1.53
 - is able to suppress personal biases in dealing with us .................................. IJ128 4.46 1.84
 - treats us with kindness and consideration .................................................... IJ129 4.91 1.74
 - shows concern for our rights as a franchisee................................................ IJ130 4.60 1.89
 - takes steps to deal with us in a truthful manner............................................ IJ131 4.88 1.83

 
 

                                                 
2 All scales except PFO used a 7-point Likert-type scale (1= “strongly disagree” and 7= “strongly agree”)   
 
3 Items with asterisk (*) are items dropped after measure purification procedures. 
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Scale Item Codes Mean S.D.
Disciplinary Monitoring     
Franchisor’s Ability to Detect Opportunism    
We perform so many different tasks that this franchisor finds it difficult to 
determine whether we are doing a good job*..................................................

FADO133 4.60 1.70

It is easy for our franchisor to determine whether we adhere to agreed 
upon quality standards and specifications .......................................................

FADO135 4.73 1.68

Our franchisor easily detects when we promise to do something without 
actually following through ..............................................................................

FADO137 4.14 1.69

It is difficult for us to breach informal agreements between our companies 
without being caught .......................................................................................

FADO139 4.38 1.75

Our franchisor can easily catch franchisees using unfound excuses for 
unfulfilled obligations .....................................................................................

FADO140 4.43 1.52

    
Franchisor’s Ability to Sanction Opportunism    
Our franchisor would take tough measures against us if we were 
discovered withholding certain critical information from them ......................

FASO132 5.57 1.58

This franchisor’s response to any baseless excuses for not meeting our 
obligations would be firm................................................................................

FASO134 4.62 1.70

Our franchisor would take strict disciplinary action against us if we don’t 
act in accordance with our contracts................................................................

FASO136 5.16 1.66

If we don’t adhere to our informally agreed upon terms, this franchisor 
would take severe action against us.................................................................

FASO138 4.48 1.87

    
Franchisee Dependence    
For us, it is difficult to switch to another franchisor*...................................... EDEP201 5.98 1.61
We are very dependent on this franchisor ....................................................... EDEP204 4.06 2.04
If our relationship with this franchisor were to end for some reason, we do 
not have a good alternative..............................................................................

EDEP207 4.20 2.23

We do need to maintain this relationship ........................................................ EDEP208 4.89 2.07
The franchisor is very important to us............................................................. EDEP211 5.19 1.90
The franchisor would suffer a significant loss in income if we stopped 
representing them* ..........................................................................................

EDEP216 3.09 1.97

    
Franchisee TSIs    
If this relationship were to terminate, it would be difficult for us to recoup 
investments made in this franchise ..................................................................

ETSI219 4.91 1.98

Training and qualifying for this franchisor has involved considerable 
commitments of time and money ....................................................................

ETSI218 4.99 1.99

We have invested a great deal in building this franchise*............................... ETSI210 6.31 1.13
If we were to terminate this relationship, we would lose a lot of investment.. ETSI217 4.98 2.04
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Scale Item Codes Mean S.D.
Economies of Continuation    
Contract renewal with the franchisor depends on the franchisor’s 
evaluation of our current performance* ..........................................................

EC202 3.95 2.22

The franchisor’s decision to renew our contract is highly contingent on our 
current performance*.......................................................................................

EC206 3.74 2.12

We make plans not only for the current contract term, but also for the 
continuation of the relationship beyond this term ..........................................

EC209 4.82 2.01

We expect that the relationship with this franchisor will continue through 
repeated renewals of the contract ....................................................................

EC213 5.25 2.06

    
Crowding Out Effects of Monitoring    
Being monitored by my franchisor does not bother me at all*........................ COEM501 2.77 1.74
I only do well the tasks for which I am being monitored by the franchisor* .. COEM502 1.81 1.39
By being monitored by franchisor I feel:    
 - that my franchisor does not know how dedicated I am to being their  
   franchisee......................................................................................................

COEM503 3.14 1.87

 - less motivated to spend extra efforts to do a better job ................................ COEM504 2.29 1.26
 - my franchisor does not trust me to do the job well ...................................... COEM505 2.45 1.79
    
Propensity for Opportunism    
In any given business relationship, a party may engage in certain actions to 
improve their terms of trade such as: 
- Giving empty promises 
- Breaching formal and/or informal agreements to maximize gains 
- Taking advantage of “holes” in the contract 
- Using excuses to re-negotiate terms of trade at the partner’s expense 
- Withholding important information from the partner 
Specific to your franchisor, please circle the number below that indicates 
how you feel about using this type of behavior: 

   

      Unwilling – Willing................................................................................... PFO516 2.87 2.10
      Unmotivated – Motivated ......................................................................... PFO517 3.24 2.17
      Reluctant – Tempted.................................................................................. PFO518 2.88 1.92
      Unprovoked – Provoked............................................................................ PFO519 2.97 1.92
      Not compelled – Compelled ...................................................................... PFO520 3.08 2.04
    
Opportunistic Behaviors    
On occasion, we lie or simply withhold critical information to advance our 
own interests*..................................................................................................

OB203 1.77 1.46

We do not always act in accordance with our contract.................................... OB205 2.34 1.67
To maximize our own benefit, we don’t always follow informally agreed 
upon terms .......................................................................................................

OB212 3.19 1.84

Occasionally we just don’t adhere to our agreed upon quality standards 
and specifications ............................................................................................

OB214 2.31 1.59

We sometimes use random excuses to avoid carrying out our obligations...... OB215 1.89 1.44
    
    
 

APPENDIX B: Dyadic-Level Scales



 359

 
 
Scale Item Codes Mean S.D.
Franchisor TSIs    
If this relationship were to terminate, it would be difficult for them to 
recoup investments made in this franchise unit ...............................................

RTSI105 3.21 2.09

Training and qualifying us has involved considerable commitments of 
time and money on their part...........................................................................

RTSI107 3.42 2.01

They have invested a great deal in building up this franchise unit’s 
business ...........................................................................................................

RTSI108 3.19 1.90

If we were to terminate this relationship, the franchisor would lose a lot of 
their investment ...............................................................................................

RTSI110 2.71 1.85

    
Economic Benefits of OB    
In any given business relationship, a party may engage in certain actions to 
improve their terms of trade such as: 
- Giving empty promises 
- Breaching formal and/or informal agreements to maximize gains 
- Taking advantage of “holes” in the contract 
- Using excuses to re-negotiate terms of trade at the partner’s expense 
- Withholding important information from the partner 

If a franchisee behaves this way without being detected by the franchisor, 
it could gain: 

   

 - Increased profits for a franchise unit............................................................ EBOB513 3.36 1.94
 - Decreased costs for a franchise unit ............................................................. EBOB514 3.54 1.97
 - Decreased hours necessary to perform required tasks.................................. EBOB515 2.91 1.81
    
Individual Propensity for Opportunism    
Behaviors such as giving empty promises and taking advantages of holes 
in the contract: 

   

 - are very common in business ....................................................................... IPFO601 3.28 1.85
 - are acceptable in most cases......................................................................... IPFO602 1.99 1.23
 - often times take place out of necessity......................................................... IPFO603 2.81 1.64
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III. Extra-Dyadic Level Scales45 
 
Scale Item Codes Mean S.D.
Negative Professional Ethical Climate    
Individualism    
What is best for the franchise network is not the major consideration in 
this business*...................................................................................................

IN412 3.68 1.74 

The good of all people in the franchise system as a hole is the most 
important concern for all involved (R)* ..........................................................

IN411 3.77 1.76 

In this business we are not at all concerned about what is best for other 
members of the profession...............................................................................

IN413 3.20 1.63 

In this franchise system, people protect their own interests above all else...... IN414 4.25 1.77
In this business, people are mostly out for themselves.................................... IN415 3.94 1.86
There is no room for personal morals or ethics in this business .................... IN416 2.09 1.49
    
Corporate Rules    
It is not important to follow the company’s rules and procedures in this 
business* .........................................................................................................

CR402 2.30 1.66

Not everyone in this business sticks by company rules and procedures at 
all times ...........................................................................................................

CR406 3.89 1.79

Successful people in this business don’t go by the book*............................... CR403 2.70 1.76
People in this business don’t strictly obey the company policies .................... CR407 3.35 1.74
    
Professional Codes of Ethics    
People in the franchise business don’t really comply with the law or 
professional standards of conduct....................................................................

PCE401 2.39 1.66

In this business, the law or ethical codes in our profession are not a major 
consideration* .................................................................................................

PCE409 2.32 1.61

In this business, people are not really expected to strictly follow legal or 
professional standards .....................................................................................

PCE405 2.07 1.42

    
Network Density    
Members of our franchise share close ties....................................................... ND404 4.59 1.80
There is much interaction among the members of our franchise..................... ND410 4.39 1.90
Relations among members of our franchise network are very close ............... ND419 4.45 1.83
Members of our franchise network frequently share communications............ ND417 4.91 1.65
Members of our franchise network frequently discuss common problems ..... ND418 5.08 1.67
Members of our franchise network are extremely cohesive ............................ ND408 4.15 1.74
    
    
    
    

 

                                                 
4 All scales used a 7-point Likert-type scale (1= “strongly disagree” and 7= “strongly agree”)   
5 Items with asterisk (*) are items dropped after measure purification procedures. 
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