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Abstract

Although the franchise business has shown rapid growth, the failure rate in this sector remains
relatively high. This condition presents a distinct challenge for franchisors and franchisees in en-
hancing franchise performance to maintain competitiveness and business sustainability in an in-
creasingly dynamic environment. However, existing studies on franchise performance have pre-
dominantly focused on the franchisor’s perspective, while giving limited attention to the franchisee’s
role. This research aims to examine the roles of entrepreneurial orientation (EQO), the relationship
quality, and innovation in influencing franchisee performance. The research employed a quantita-
tive survey method, collecting data from 70 franchisees in Indonesia’s MSME-scale food and bever-
age (F&B) sector. The data were analyzed using the Structural Equation Modeling—Partial Least
Squares (SEM~PLS) approach. The results indicate that EO positively affects franchisee perfor-
mance directly and indirectly through the mediating roles of relationship quality and innovation.
While the quality of the franchisor—franchisee relationship significantly enhances performance, its
influence on franchisee innovation creation is not statistically significant. In contrast, innovation is
a key mediator that transforms EO into performance advantages by generating relevant innovations.
This study contributes to the theoretical development of franchise and entrepreneurship by posi-
tioning EO as a key strategic driver of franchisee performance, directly and indirectly through
relationship quality and franchisee innovation, while contextualizing its relevance in MSME-scale
F&B franchises in emerging markets.
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INTRODUCTION

Franchising has become a preferred busi-
ness model for entrepreneurs aiming to start
and expand their ventures, due to its structured
support system, relatively lower capital require-
ments, and faster market entry (Naidu, Singh,
& Narayan, 2023; Burlaud & Simon, 2024).

The franchise model makes a significant contri-

bution to job creation, the expansion of Micro,
Small, and Medium Enterprise (MSME) owner-
ship, and national economic growth (Naidu,
Singh, & Narayan, 2023; International Fran-
chise Association, 2024). In Indonesia, the fran-
chise industry has recorded annual growth of
10-15% since 2019, with more than 60,000
outlets contributing approximately IDR 200 tril-

lion to the national economy in 2023 (Kusumo,
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2024; Anggela, 2024). This growth reflects the
strong interest of entrepreneurs in the franchise
business model, particularly in the food and
beverage (F&B) sector, which accounts for
47.92% of total franchise businesses in the
country (Wisnubroto, 2024).

Despite its substantial economic contribu-
tion, the long-term sustainability of a franchise
system depends mainly on franchisee perfor-
mance. However, failure rates among franchi-
sees remain significant (Asgharian, Tasavori, &
Andersén, 2023; Boulay et al., 2023; Dada,
2021; Colla, Ruiz-Molina, Chastenet De Gery,
& Deparis, 2020). This challenge has intensi-
fied as franchisees operate in an increasingly
competitive environment, driven by easier busi-
ness entry and rising entrepreneurial activity.
The failure of a single franchise unit can nega-
tively impact the outlet and overall network
performance (Naidu, Singh, & Narayan, 2023;
Dada, 2021). Therefore, sustaining franchisee
engagement in daily operations is essential to
ensuring the franchise’s long-term viability.

Previous studies have examined various
determinants of franchise success, including
governance mechanisms, brand strength, and
partnership quality (Dada, 2021). However, most
of these studies adopt a franchisor-centric per-
spective (Dermonde, Fischer, & de Moraes,
2024; Le Nadant, Perdreau, Chaudey, & Fadairo,
2019; Dada & Watson, 2013), while research
from the franchisee perspective, especially in
emerging markets, remains limited (Naidu, Singh,
& Narayan, 2023). This study explores how
EO can enhance franchisee performance through
the mediating effects of franchisor—franchisee
relationship quality and innovation. EO has been
shown to influence firm performance in various
contexts positively. It enables franchisees to
identify and pursue competitive market oppor-

tunities within the franchise context, which can
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significantly improve their performance (Asgha-
rian, Tasavori, & Andersén, 2023; Naidu, Singh,
& Narayan, 2023; Colla, Ruiz-Molina, Chaste-
net De Gery, & Deparis, 2020; Chien, 2014).

On the other hand, franchisor—franchisee
relationship quality refers to the extent to which
the relationship is characterized by trust, com-
mitment, effective communication, and mutu-
ally beneficial collaboration, creating value and
supporting the success of both parties (Dada &
Watson, 2013). Boulay et al. (2023) found strong
positive effects of relationship quality on fran-
chise success. Similarly, Bui, Jambulingam, &
Amin (2022) confirmed that relationship quality
is among the most consistent and significant
factors influencing franchisee performance, fos-
tering long-term, mutually beneficial partner-
ships and enhancing overall franchise system
performance. These findings underscore the
importance of strong, positive interactions be-
tween franchisors and franchisees in driving
business outcomes.

In today’s competitive environment, fran-
chise systems must also be capable of innovat-
ing to grow and survive (Watson, Senyard, &
Dada, 2020). Le Nadant, Perdreau, Chaudey, &
Fadairo (2019) found that franchises with higher
levels of innovation tend to perform better.
Karmeni, de La Villarmois, & Bel (2018) noted
that franchisors and franchisees play key roles
in the innovation process, while Croonen et al.
(2021) emphasized that franchisees are entre-
preneurs motivated to seek autonomy and op-
portunities for innovation in running their out-
lets. Thus, franchisee innovation is a critical
factor in ensuring business sustainability.

Previous research indicates that EO can
enhance relationship quality, positively affecting
franchisee outcomes (Dada & Watson, 2013;
Watson, Dada, Loépez-Fernindez, & Perrigot,
2020; Bui, Jambulingam, & Amin, 2022; Boulay
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et al., 2023). Moreover, innovation has been
recognized as a critical capability for franchise
survival and adaptation (Watson, Senyard, &
Dada, 2020; Le Nadant, Perdreau, Chaudey, &
Fadairo, 2019). By adopting a contextual ap-
proach, this study aims to provide a clearer
understanding of how franchisee innovation
impacts performance outcomes. Focusing on
the franchisee perspective and the MSME con-
text in Indonesia, this research not only ad-
dresses calls for more contextually grounded
franchise studies but also offers practical impli-
cations for enhancing franchise system sustain-
ability and fostering broader economic growth
through the empowerment of local entrepre-
neurs (Naidu, Singh, & Narayan, 2023).

Entrepreneurial Orientation and Franchisor-
Franchisee Relationship Quality

EO, which includes risk-taking, innova-
tiveness, proactiveness, competitive aggressive-
ness, and autonomy, drives entrepreneurial ac-
tivities among franchisees and encourages their
active engagement in business strategies (Lump-
kin & Dess, 1996). Franchisees with high EO
tend to set ambitious goals, demonstrate consis-
tent performance, and build perceptions of com-
petence and reliability that strengthen trust and
cooperation with franchisors. EO enhances re-
lationship quality as franchisors perceive entre-
preneurial franchisees as adaptive partners ca-
pable of navigating uncertainty (Watson, Dada,
Loépez-Fernindez, & Perrigot, 2020).

According to Dada & Watson (2013), high-
quality relationships are influenced by franchi-
sees’ ability to demonstrate initiative and flex-
ibility in aligning their goals with those of the
franchisor. Franchise systems with high EO are
likelier to experience improved relationship

quality, as franchisees tend to welcome greater

autonomy, fostering a collaborative entrepre-
neurial partnership between franchisor and fran-
chisee (Dada & Watson, 2013). While fran-
chisors often aim to standardize and control
franchise operations, franchisees who invest their
resources in the business expect a degree of
freedom to act and implement their own ideas
(Asgharian, Tasavori, & Andersén, 2023). Altinay,
Brookes, Yeung, & Aktas (2014) also emphasize
that relationship quality improves when franchi-
sors support entrepreneurial activity, and con-
versely, declines when franchisee autonomy is
constrained. The following hypothesis is pro-
posed:

H1: EO has a positive influence on franchisor—

franchisee relationship quality

Entrepreneurial Orientation and Franchisee Per-

formance

EO is a strategic process that provides a
foundation for firms to engage in entrepreneur-
ial decision-making and actions (Lumpkin &
Dess, 1996). In today’s rapidly changing busi-
ness environment, characterized by shorter pro-
duct lifecycles, evolving business models, and
high levels of uncertainty, organizations are in-
creasingly required to seek new opportunities
continuously. In this context, adopting EO is
beneficial for sustaining competitiveness. Salih,
Alsalhi, & Abou-Moghli (2024) further empha-
size EO as a key driver of organizational perfor-
mance. It describes it as a strategic approach
that enables firms to identify promising oppor-
tunities, make strategic investments, and effec-
tively manage challenges to enhance and sustain
performance.

Franchisees who exhibit high levels of EO
are better equipped to pursue opportunities in
increasingly competitive markets, making EO a
key foundation for franchisee performance
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(Chien, 2014). Empirical studies have consis-
tently shown a positive relationship between
EO and franchisee performance. Naidu, Singh,
& Narayan (2023), in their study of retail
franchises in Fiji, found that EO positively in-
fluenced both financial and non-financial as-
pects of performance. Similarly, Asgharian,
Tasavori, & Andersén (2023) explored EO
within fast-food franchises in Sweden and Iran,
addressing a gap in the literature where fran-
chisor-driven systems often limit entrepreneur-
ial behavior. Their findings revealed that en-
couraging EO among franchisees significantly
enhances their performance. Colla, Ruiz-Molina,
Chastenet De Gery, & Deparis (2020) also
examined the relationship between EO and fran-
chisee outcomes by focusing on the individual
dimensions of EO, concluding that EO posi-
tively affects franchisee performance. However,
the strength of this effect varies across dimen-
sions. The reviewed literature supports the hy-
pothesis that EO contributes to improved and
superior franchisee performance. Therefore, the
following hypothesis is proposed:

H2: EO has a positive influence on franchisee

performance

Entrepreneurial Orientation and Franchisee In-

novation

Innovation is the implementation of ideas
or behaviors in the form of systems, policies,
programs, devices, processes, products, or ser-
vices that are new to the adopting organization
(Damanpour, 1992). The need for innovation
has become even more pressing given that fran-
chise businesses operate in a highly competitive
business environment (Watson, Senyard, &
Dada, 2020). According to Karmeni, de La
Villarmois, & Bel (2018), franchisors and fran-

chisees play essential roles in innovation. This
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is further emphasized by Watson, Senyard, &
Dada (2020), who highlight the critical role of
franchisees in generating innovations at the
outlet level.

Conversely, EO is associated with behav-
ioral processes essential for entering new or
existing markets with new or existing goods,
particularly in dynamic competitive environ-
ments. It plays a crucial role in ensuring a
firm’s sustainability and serves as a key mecha-
nism linking EO to organizational performance,
including in the context of franchising, where
its close association with innovation becomes
particularly evident. EO is characterized by five
dimensions, with innovativeness inherently con-
nected to the innovation process (Lumpkin &
Dess, 1996). Since its inception, EO has been
conceptually linked to innovation through prod-
uct development and market exploration
(Watson, Senyard, & Dada, 2020).

However, Le Nadant, Perdreau, Chaudey,
& Fadairo (2019) argue that EO research often
blurs the distinction between innovativeness and
actual innovation outcomes, without examining
whether EO genuinely drives those outcomes.
EO serves as a strategic orientation. It does not
generate action itself, but provides a framework
for action. Therefore, it is important to distin-
guish between innovativeness and innovation,
prompting this study to treat innovation as an
independent construct to explore how EO trans-
lates into real innovation, particularly innova-
tion created by franchisees (Oduro, 2022). In
addition, other EO dimensions such as proactive-
ness and risk-taking are also closely linked to
innovation. Pérez-Lufo, Wiklund, & Cabrera
(2011) found that proactive firms initiate inno-
vation to gain a competitive advantage, while
risk-taking firms are more willing to pursue

uncertain but potentially high-return innovation
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activities. These findings support the view that
EO is a key driver of franchisee innovation
within franchise contexts, forming the basis for
the following hypothesis.

H3: EO has a positive influence on franchisee

innovation

Franchisor-Franchisee Relationship Quality and

Franchisee Innovation

When franchisors maintain strong relation-
ships with their franchisees, it fosters high lev-
els of mutual trust, allowing franchisees to have
greater voice and influence in franchise system
innovation. Trust facilitates the exchange of
information, enhancing the firm’s ability to suc-
cessfully exploit entrepreneurial opportunities.
Therefore, a high-quality relational network is
essential for managing innovation effectively
(Watson, Senyard, & Dada, 2020). Innovation
requires trust-based relationships that encour-
age knowledge sharing. Similarly, Colla, Ruiz-
Molina, Chastenet De Gery, & Deparis (2020)
suggest that the quality of the franchisor—fran-
chisee relationship influences the franchisee’s
propensity to innovate. Based on this, the fol-
lowing hypothesis is proposed:

H4: Franchisor-franchisee relationship quality
has a positive influence on franchisee inno-

vation

Franchisor-Franchisee Relationship Quality and
Franchisee Performance

Franchising can be understood as a form
of relational exchange. The relationship be-
tween franchisor and franchisee is not just a
sub-contractual agreement, but also involves a
system alliance and partnership. Building a strong
relationship helps franchisees handle uncertainty
in their interactions with franchisors (Dada &

Watson, 2013). Therefore, the relationship man-
aged by the franchisor with its network of
franchisees plays an important role in achieving
long-term success. In contrast, when the rela-
tionship quality is poor, it can lead to uncer-
tainty and conflict, which may adversely affect
the franchise system, both financially and stra-
tegically.

Empirical evidence shows that to reduce
the risk of franchisee failure, franchisors need
to develop mechanisms to manage disagree-
ments, conflicts, and ineffective relationships
(Dada, 2021). A structured review by Boulay et
al. (2023) found strong and consistent results
showing that the quality of the franchisor—
franchisee relationship positively influences fran-
chise success. Bui, Jambulingam, & Amin (2022)
also emphasized that relationship quality is one
of the most consistent and significant factors
affecting franchisee performance. It helps cre-
ate a long-term, mutually beneficial relationship
and improves the overall success of the fran-
chise system. These findings highlight the im-
portance of strong and positive interactions
between both parties in building cooperation
that supports better franchisee outcomes. Based
on the reviewed literature, the following hy-
pothesis is proposed:

HS5: Franchisor-franchisee relationship quality
has a positive influence on franchisee per-
formance

H5a: EO mediated by franchisor—franchisee re-
lationship quality, has a positive effect on

franchisee performance.

Franchisee Innovation and Franchisee Perfor-

mance

Innovation is essential for business survival
and serves as a key differentiator to create

competitive advantage. This becomes even more
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critical in today’s increasingly competitive busi-
ness environment. Therefore, franchise systems
must be capable of innovating to sustain and
grow (Watson, Senyard, & Dada, 2020). Le
Nadant, Perdreau, Chaudey, & Fadairo (2019)
found that innovation positively affects fran-
chise network performance, meaning the more
innovation introduced by franchisors, the better
the overall system performance. This is sup-
ported by Watson, Senyard, & Dada (2020),
who emphasized that innovations contribute
directly to outlet performance, primarily through
improved processes and customer service.

To avoid business decline, franchisors must
invest in innovation and continually update their
business concepts (Le Nadant, Perdreau, Chau-
dey, & Fadairo, 2019). However, franchisors
and franchisees play important roles in innova-
tion (Karmeni, de La Villarmois, & Bel, 2018).
Franchisors often develop new solutions and
distribute them throughout the franchise sys-
tem. Meanwhile, franchisees, who interact di-
rectly with customers, can offer valuable in-
sights and innovations (Watson, Senyard, &
Dada, 2020). Many franchisors recognize fran-
chisees as a source of innovative ideas due to
their daily contact with customers. Based on
this explanation, the following hypothesis is
proposed:

Hé6: Franchisee innovation has a positive influ-
ence on franchisee performance

Hé6a: EO mediated by franchisee innovation
positively affects franchisee performance

METHOD

This study examines the influence of EO,
franchisor—franchisee relationship quality, and
franchisee innovation on franchisee performance
within the context of MSME-scale F&B fran-
chises in Indonesia (Table 1). EO is conceptual-
ized as the independent variable, while fran-
chisor—franchisee relationship quality and fran-
chisee innovation serve as mediating variables.
Franchisee performance is treated as the depen-
dent variable (Appendix 1). The focus on the
F&B sector is based on the dominance of this
sector in the franchise industry, which accounts
for 47.92% of the national franchise market
and demonstrates consistent annual growth
(Wisnubroto, 2024; Kusumo, 2024). Further-
more, the franchise model is highly relevant for
MSME development due to its structured and
efficient support systems (Naidu, Singh, & Nara-
yan, 2023).

This research adopts a quantitative ap-
proach with a survey method for data collec-

tion. The questionnaire was closed-ended and

Entrepreneurial
Orientation

Franchisor-Franchisee
Relationship Quality

Franchisee
Performance

“*( Franchisee Innovation

Figure 1 Research Model
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Table 2 Variables and Items

Construct Items Sources
Entrepreneurial Risk-taking Asgharian,
Orientation My franchise outlet chooses to take calculated risks based on new ideas Tasavori, &

My franchise outlet tends to take risks to seize opportunities Andersén, 2023;
The notion of being a risk-taker is considered a positive value for my franchise Hughes &
outlet. Morgan, 2007
Innovativeness

My franchise outlet actively initiates improvements and innovations in business.
When facing challenges, my franchise outlet prefers new and creative over traditional
solutions.

My franchise outlet continuously seeks new approaches in advertising, customer
relations, distribution, etc.

Proactiveness

My franchise outlet consistently strives to be the first to take initiative in various
situations.

My franchise outlet excels at identifying business opportunities.

My franchise outlet initiates actions that are eventually followed by competitors.
Competitive Aggressiveness

In general, my franchise outlet takes bold steps in competing with rivals.

Rather than avoiding competition, my franchise outlet strives to outperform
competitors.

Autonomy

My franchise outlet pursues business opportunities and makes independent decisions
without constantly referring to the franchisor.

My franchise outlet has the authority and responsibility to make independent
decisions when such decisions are believed to be in the best interest of the business.
The franchisor allows me to make or initiate changes in how I conduct my business.

Franchisor- My franchise outlet is generally aligned with my franchisor. Watson, Senyard,
Franchisee Discussions between my franchise outlet and the franchisor are usually light and & Dada, 2020
Relationship constructive.
Quality My franchise outlet and the franchisor collaborate on important issues.
My franchise outlet and the franchisor work together effectively.
Franchisee Administrative Innovation Karmeni, de La
Innovation Compared to competitors, my franchise outlet excels in the novelty of administrative  Villarmois, &
systems Beldi, 2018

Compared to competitors, my franchise outlet strives to more frequently develop
new administrative methods.

Compared to competitors, my franchise outlet makes changes to administrative
methods more frequently.

Process Innovation

Compared to competitors, my franchise outlet excels in the novelty of work
practices.

Compared to competitors, my franchise outlet strives to more frequently develop
new work practices.

Compared to competitors, my franchise outlet implements changes in work practices
more frequently.

Product Innovation

Compared to competitors, my franchise outlet excels in the novelty of products or
services

Compared to competitors, my franchise outlet strives to more frequently develop
new products or services.

Compared to competitors, my franchise outlet implements changes in products or
services more frequently.

Franchisee Compared to competitors, my franchise outlet has achieved better revenue growth. Chien, 2014
Performance Compared to competitors, my franchise outlet has achieved better net profit growth.

By managing my franchise outlet, I am able to meet my customers’ needs.

My franchise outlet provides a source of employment that is beneficial for both my

employees and myself

107



Heri Paski, et al. / Driving Franchisee Success in Indonesia's F&B MSMEs: The Strategic Role of Entrepreneurial
Orientation, Relationship Quality, and Franchisee Innovation / JEE, Vol. 14, No. 2, September 2025, 101-120

structured, utilizing a 6-point Likert scale. The
instrument was pre-tested through face validity
and wording tests to ensure clarity and reliabil-
ity. The measurement items for EO were adapted
from Asgharian, Tasavori, & Andersén (2023),
franchisor—franchisee relationship quality from
Watson, Senyard, & Dada (2020), franchisee
innovation from Karmeni, de La Villarmois, &
Beldi (2018), and franchisee performance from
Chien (2014) (Table 2). The study population
includes all MSME-scale F&B franchise outlets
operating in Indonesia, estimated at approxi-
mately 28.000 outlets (Anggela, 2024; Wisnu-
broto, 2024), with individual franchisees as the
unit of analysis.

The sample size in this study was deter-
mined using the inverse square root method
developed by Kock and Hadaya (2016), which
estimates the minimum required sample based
on the ratio between the path coefficient and its
standard error to achieve a specified level of
statistical significance. This method is practical
and easy to implement (Hair et al.,, 2021).
However, using a minimal path coefficient as
input may vyield unrealistic sample size esti-
mates. Therefore, researchers are advised to
use a more reasonable coefficient, based on
either a pilot study or previous research, de-
pending on whether the expected effects are
generally weak or strong (Hair et al., 2021).
This study used a path coefficient from a pilot
study involving 30 respondents. As shown in

Table 3, the method recommends using the
upper bound of the expected effect range due
to its conservative nature. For instance, detect-
ing a path coefficient between 0.11 and 0.20
would require approximately 155 respondents
at a 5% significance level, while a coefficient
between 0.31 and 0.40 would require only 39.

Data were analyzed using the PLS-SEM
technique, which facilitates the estimation of
complex models involving numerous constructs
and indicators without relying on strict data
distribution assumptions (Hair, Risher, Sarstedst,
& Ringle, 2019). As a predictive and causal
modeling approach, PLS-SEM focuses on fore-
casting and explaining causal pathways. The
outer model was assessed for validity and reli-
ability using factor loadings, composite reliabil-
ity, average variance extracted, and the Hetero-
trait-Monotrait Ratio. Path coefficient estima-
tion was performed using a one-tailed test at a
5% significance level in the structural model
analysis, with a bootstrapping procedure based
on 5,000 subsamples. The analysis assessed
both direct and indirect effects to evaluate the
statistical significance of the hypothesized rela-
tionships between constructs (Hair et al., 2021).

RESULTS

A total of 93 responses were initially col-
lected. However, only 70 were deemed valid for

further analysis. Invalid responses were excluded

Table 3 Sample Size

Significance level

Path Coefficient

1% 5% 10%
0.05-0.1 1004 619 451
0.11-0.2 251 155 113
0.21-0.3 112 69 51
0.31-0.4 63 39 29
0.41-0.5 41 25 19
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due to respondent ineligibility (non-franchise
outlets) or incomplete questionnaire submis-
sions. The minimum required sample size was
determined using the inverse square root method
developed by Kock and Hadaya (2016), with
the path coefficient estimated at 0.260 based on
a pilot study involving 30 respondents. Hair et
al. (2021) state that this coefficient corresponds
to a minimum sample requirement of 69 (see
Table 2). With 70 valid cases, the study fulfilled
the sample adequacy criteria. The respondents’

franchise outlets were primarily located on the

islands of Java and Sumatra, with the vast
majority (87.14%) based in Java, particularly in
the provinces of DKI Jakarta (34%), West Java
(33%) and South Sumatra (9%).

Regarding business characteristics, respon-
dents were classified by operational age and
annual revenue. The results indicate that 62.86%
of outlets had been in operation for less than
three years, suggesting the predominance of
early-stage businesses. Only 11.43% had oper-
ated for more than five years. Based on revenue

classification in accordance with Government

Table 4 Validity and Reliability Test

Items Out.er OutF:r Composite
Construct Loading Loading L AVE
Code . . . Reliability
Indicator Dimension
Entrepreneurial Orientation X.01 0.653 0.676 0.833 0.503
(X) X.02 0.865
X.03 0.836
X.04 0.807 0.689
X.05 0.555
X.06 0.574
X.07 0.813 0.796
X.08 0.785
X.09 0.826
X.10 0.905 0.787
X.11 0.826
X.12 0.891 0.575
X.13 0.886
X.14 0.650
Franchisor-Franchisee M1.01 0.824 - 0.870 0.627
Relationship Quality (M1) M1.02 0.840
M1.03 0.737
M1.04 0.761
Franchisee Innovation (M2) M2.01 0.846 0.824 0.883 0.716
M2.02 0.884
M2.03 0.839
M2.04 0.851 0.871
M2.05 0.876
M2.06 0.630
M2.07 0.733 0.843
M2.08 0.862
M2.09 0.788
Franchisee Performance (Y) Y.01 0.754 - 0.845 0.577
Y.02 0,819
Y.03 0.719
Y.04 0.743
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Table 5 Discriminant Validity Heterotrait-Monotrait (HTMT)

Construct HTMT
Entrepreneurial Orientation (X) <-> Franchisor-Franchisee Relationship Quality (M1) 0.705
Entrepreneurial Orientation (X) <-> Franchisee Innovation (M2) 0.741
Entrepreneurial Orientation (X) <-> Franchisee Performance (Y) 0.749
Franchisor-Franchisee Relationship Quality (M1) <-> Franchisee Innovation (M2) 0.551
Franchisor-Franchisee Relationship Quality (M1) <-> Franchisee Performance (Y) 0.706
Franchisee Innovation (M2) <-> Franchisee Performance (Y) 0.640

Regulation No. 7 of 2021 concerning the Facili-
tation, Protection, and Empowerment of Coop-
eratives and MSMEs, 94.29% of the outlets
reported annual income below IDR 2 billion,
indicating their categorization as micro-enter-
prises. The remaining 5.71% had annual rev-
enues ranging from IDR 2 billion to IDR 15
billion and were therefore classified as small
enterprises. No respondents represented me-
dium enterprises.

Based on Table 4, all indicators met the
minimum factor loading value threshold of 0.50.
Nevertheless, several items (X.01; X.05; X.06,
X.14, and M2.06) exhibited loading values be-
low the preferred level of 0.70 but remained
above 0.50. These indicators were retained and
considered valid, as their inclusion was theo-
retically justified and their measurement prop-
erties were still acceptable for further analysis.
The analysis showed that all HTMT values

were below the 0.90 threshold, and the upper
bounds of the 95% confidence intervals did not
exceed 0.90 (Table 5), indicating that discrimi-
nant validity was established. Therefore, each
construct is empirically distinct and appropriate

for further analysis.

Direct Effect

Most structural paths between constructs
indicated a positive and statistically significant
effect on franchisee performance, except for
the path from M1 to M2 (Table 6, Figure 2).
The relationship between X and Y, while posi-
tive and significant (O = 0.240; p = 0.033),
showed a relatively higher p-value compared to
other paths. This suggests that the direct effect
of EO on franchisee performance may be less
stable across the sample. This may occur be-
cause, in the context of MSME-scale F&B

franchises, performance is not solely influenced

Table 6 Path Coefficient

.. Standard ..
Original Sample Deviation T statistics P values
Sample (O) Mean (M) (STDEV) (O/STDEYV)

Direct Effect

X -> M1 0.560 0.574 0.070 8.029 0.000
X->Y 0.240 0.246 0.131 1.836 0.033
X -> M2 0.505 0.504 0.113 4.413 0.000
M1 -> M2 0.163 0.163 0.124 1.314 0.095
M1l->Y 0.311 0.310 0.113 2.749 0.003
M2->Y 0.253 0.251 0.113 2.235 0.013
Indirect Effect

X->M1->Y 0.174 0.178 0.070 2.468 0.007
X->M2->Y 0.127 0.127 0.067 1.896 0.029
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Entrepreneurial Orientatiol
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PERO2

0.240 (0.033)

PERO3

Franchisee Performance

PERO4
0.253 (0.013)

INNO1

INNO2 INMNO3

Figure 2 Hypothesis Testing

by EO, but also by external factors such as
franchisor support or local market dynamics.

Similarly, the relationship between M2 and
Y also demonstrated a comparable pattern,
where, despite being statistically significant (O
= 0.253; p = 0.013), the p-value was higher
than that of the path from M1 to Y. This
implies that the contribution of franchisee inno-
vation to performance may depend on effective
execution and time, or may be indirect. When
compared, the paths from X — Y (O = 0.240;
p = 0.033), M1 - Y (O = 0.311; p = 0.003),
and M2 —- Y (O = 0.253; p = 0.013) suggest
that franchisor—franchisee relationship quality
is the strongest and most stable predictor of
franchisee performance. This is reflected in its
higher path coefficient and the lowest p-value
among the three, reinforcing the crucial role of
cooperative relationships in MSME-scale fran-
chise systems.

In contrast, the path from M2 to M1 was
not significant (O = 0.163; p = 0.095). This
suggests that, in this study, a strong relationship

between the franchisor and franchisee does not

automatically translate into increased franchi-
see innovation. The variation, such as the rela-
tionship or cooperation and the level of au-
tonomy granted to franchisees, may contribute
to the instability and lack of statistical signifi-
cance in this relationship. Therefore, while re-
lationship quality is important for franchisee
performance, its impact on innovation may re-
quire additional supporting factors to become
statistically significant.

Indirect Effect

The mediating effect of EO on franchisee
performance through franchisor—franchisee re-
lationship quality and franchisee innovation
demonstrates differing characteristics. The me-
diation pathway X — M1 — Y exhibited a
more substantial effect (O = 0.174) and higher
statistical significance (p = 0.007) compared to
the X — M2 — Y pathway (O = 0.127; p =
0.029). These findings suggest that relationship
quality acts as a more effective and stable
mediator in enhancing the impact of EO on

franchisee performance. This stability is re-
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flected in the lower p-value, suggesting that the
role of relationship quality is more consistent
across MSME-scale F&B franchisees in Indo-
nesia. Although franchisee innovation also func-
tions as a mediator, its effect on performance is
relatively weaker and less stable. This may be
attributed to accumulated error variance along
the mediation path and the time-dependent na-
ture of innovation outcomes, which often re-
quire longer implementation to yield measur-
able performance improvements.

Furthermore, the analysis reveals that the
strength of the mediating effects, both through
relationship quality and franchisee innovation,
exceeds the direct effect of EO on franchisee
performance (O = 0.240; p = 0.033). While
the direct influence of EO remains statistically
significant, the magnitude and significance lev-
els of the mediation effects collectively suggest
that the presence of mediators enhances and
clarifies the pathway through which EO im-
pacts franchisee outcomes. These findings un-
derscore that, in the context of MSME-scale
F&B franchises, EO alone is insufficient; in-
stead, effective mediating mechanisms, such as
strong franchisor—franchisee relationship qual-
ity and franchisee innovation processes, are
essential to fully leverage the potential of EO in

improving business performance.

DISCUSSION

The findings of this study highlight the
critical role of EO in shaping key organizational
outcomes within MSME-scale food and bever-
age (F&B) franchises in Indonesia. EO was
found to enhance the quality of franchisor—
franchisee relationships significantly. Proactive-
ness emerged as the strongest contributor among

its dimensions, reflecting franchisees’ tenden-
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cies to initiate action and pursue ambitious
goals. This behavior aligns with prior research
that fosters trust and credibility in the eyes of
franchisors and reinforces cooperation and mu-
tual support (Watson, Dada, Lépez-Fernandez,
& Perrigot, 2020). While autonomy showed a
lower statistical contribution, it remains theo-
retically significant. Many franchisees reported
limited decision-making authority, indicating that
although they engage in entrepreneurial behav-
ior, their independence within the system re-
mains constrained. This aligns with prior re-
search suggesting that granting greater autonomy
can enhance franchisee commitment and el-
evate the relational quality between parties (Alti-
nay, Brookes, Yeung, & Aktas, 2014; Dada &
Watson, 2013).

EO also demonstrated a direct and positive
influence on franchisee performance, support-
ing prior findings that suggest entrepreneurial
behaviors are essential for franchisee success
(Asgharian, Tasavori, & Andersén, 2023; Naidu,
Singh, & Narayan, 2023; Chien, 2014). Particu-
larly through the dimensions of proactiveness
and competitive aggressiveness, the most influ-
ential contributors are in the MSME F&B
franchise context. Franchisees who actively seize
market opportunities and adopt bold competi-
tive strategies tend to outperform others (Anwar
& Shah, 2020; Isichei et al., 2020; Aftab et
al., 2022). However, the relatively modest path
coefficient suggests that EO’s impact may be
amplified when mediated by relationship quality
and franchisee innovation. Direct efforts to
enhance EO, particularly in other dimensions
such as risk-taking, innovativeness, and au-
tonomy, should be supported by system-level
enablers, including strategic guidance and flex-
ible operational policies. While EO is founda-
tional, its impact can be significantly amplified
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when paired with enabling relational and inno-
vation-based mechanisms.

The influence of EO on franchisee innova-
tion further reinforces this dynamic. Innovative-
ness, one of EOQ’s core dimensions, drives fran-
chisees to improve processes, develop new of-
ferings, and respond creatively to challenges
(Lumpkin & Dess, 1996; Pérez-Lufio, Wiklund,
& Cabrera, 2011). These proactive behaviors
are crucial in MSME F&B contexts, where
franchisees are at the forefront of customer
interaction and market feedback. The study’s
results align with the work of Le Nadant,
Perdreau, Chaudey, & Fadairo (2019); Watson,
Senyard, & Dada (2020), confirming that EO
promotes innovation, which in turn can differ-
entiate outlets in competitive markets.

Interestingly, despite the theoretical link-
age between relationship quality and innovation
(Watson, Dada, Lopez-Fernindez, & Perrigot,
2020; Colla, Ruiz-Molina, Chastenet De Gery,
& Deparis, 2020), the findings did not support
a direct relationship between the two. Instead,
the results support the notion that good rela-
tionship quality may facilitate the adoption of
franchisors’ innovations rather than stimulate
independent innovation by franchisees (Watson,
Dada, Lépez-Fernandez, & Perrigot, 2020). This
aligns with the view that franchise systems
function not merely as contractual arrange-
ments, but as strategic alliances, where trust
and alignment support the systematic diffusion
of innovation (Dada & Watson, 2013). The
non-significance may be partly explained by the
limited scope of innovation dimensions em-
ployed in this study, which excluded marketing
and strategic innovation dimensions; relational
dynamics may have a more direct influence on
these aspects. Furthermore, low factor loadings

for indicators related to strategic collaboration

(M1.03) suggest that most interactions remain
administrative and lack depth. Deeper involve-
ment in joint strategic issues could promote
more meaningful innovation outcomes.

The study also reaffirmed the importance
of relationship quality as a determinant of fran-
chisee performance. The findings of this study
confirm that the quality of the franchisor—fran-
chisee relationship significantly contributes to
franchisee performance, supporting prior evi-
dence by Boulay et al. (2023), who identified
this variable as a consistent success factor in
franchise systems. In the MSME-scale F&B
context, relational aspects such as alignment,
constructive communication, and cooperation
are essential in fostering performance outcomes
(Watson, Senyard, & Dada, 2020). However,
the relatively low factor loadings on indicators
related to joint strategic involvement suggest
that franchisee—franchisor relationships often
remain administrative rather than strategic in
nature. This limits their potential to strengthen
trust and commitment, which are crucial for
enhancing performance, as also noted by Bui,
Jambulingam, & Amin (2022), particularly in
resource-constrained environments. Building
high-quality, trust-based relationships is a criti-
cal strategy for sustaining franchisee competi-
tiveness.

Franchisee innovation significantly en-
hanced franchisee performance, particularly
through process improvements that drive op-
erational efficiency (Jiménez-Jiménez & Sanz-
Valle, 2011; Le Nadant, Perdreau, Chaudey, &
Fadairo, 2019). Within the context of MSME-
scale F&B franchises, innovation often emerges
from franchisees adapting to specific local mar-
ket demands (Watson, Dada, Lépez-Fernandez,
& Perrigot, 2020). These findings underscore

the importance for franchisors to provide fran-
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chisees with a certain degree of autonomy and
operational flexibility, thereby supporting fran-
chisee innovation tailored to their specific busi-
ness context. Although administrative and prod-
uct innovations were found to have a weaker
impact (possibly due to resource limitations and
organizational structure), the results emphasize
that the success of innovation relies not only on
generating ideas but also on their practical
implementation. Therefore, innovation should
be viewed as a reflection of entrepreneurial
initiative and a strategic approach to remain
competitive in challenging market environments
(Watson, Dada, Loépez-Fernandez, & Perrigot,
2020).

The mediating roles of relationship quality
and franchisee innovation further illuminate how
EO translates into performance. The indirect
pathway through relationship quality was more
potent than the direct effect, suggesting that
EO contributes to franchisee success primarily
by fostering cooperative relationships with
franchisors (Dada & Watson, 2013; Boulay et
al., 2023). Similarly, franchisee innovation
emerged as a significant mediator, showing that
EO drives performance by enabling franchisees
to implement novel and effective practices. This
is particularly relevant in the MSME context,
where intense competition and limited resources
demand high levels of creativity and responsive-
ness (Le Nadant, Perdreau, Chaudey, & Fadairo,
2019). These findings emphasize that EO should
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