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“It is not for the real prosperity of any country that such changes should occur which result in transferring an
independent businessman, the head of his establishment, small though it might be, into a mere servant or agent of
a corporation for selling the commaodities which he once manufactured or dealt in, having no voice in shaping the

business policy of the company and bound to obey orders issued by others.”

Rufus Peckham, Justice of the United States Supreme Court,
United States v. Trans-Missouri Freight Association, 166 U.S. 290, 324 (1897)

1 Introduction

Is the capacity to exercise independent business judgment held in fewer and fewer hands? In this pa-
per, we use a novel text-based data source—standard-form franchising contracts and related mandatory
disclosures—as well as new methodologies permitting the systematic classification and interpretation
of text corpuses to answer this empirical question with respect to the franchising sector in the United
States for the period 2009-2024. We find new relevance in Peckham’s warning: independent franchisees
are increasingly bound to obey orders issued by others.

Franchising is a business model that consists of legal vertical disintegration coinciding with some
degree of de facto vertical integration and economic control. The franchisor is a corporation that owns
one or more brands or trademarks, which it licenses to local operators (franchisees) in exchange for roy-
alties on gross revenue and/or an upfront fee. Franchisees, in turn, distribute the product or service
associated with the brand or trademark to retail customers, according to a standard contract and oper-
ating manual. The U.S. Census reported 498,234 franchise establishments in 2017 across 300 industries;
more recent estimates from the trade press suggest establishment counts have risen to almost double
this number.

The idea that franchisor control over franchisee business conduct may be anti-competitive is the sub-
ject of a large literature in Law and Economics (Blair and Lafontaine, 2005; Easterbrook, 1984; Blair and
Kaserman, 1983; Bernheim and Whinston, 1998; Asker and Bar-Isaac, 2014). Current antitrust jurispru-

dence is very permissive toward such control, generally interpreting it as pro-competitive because it



realizes efficiency in distribution by aligning the incentives of franchisors and consumers.! The trend in
intellectual property jurisprudence is similar: increased franchisor control over the trademark is deemed
to enhance its value and hence the dynamic return to investment in developing new business models.
As a result, substantive regulation of the franchising relationship at the federal level has diminished
considerably since the late 1970s (Callaci, 2021a).

Instead, the Federal Trade Commission (FTC) regulates franchising through its Franchise Rule, which
mandates that franchisors offering franchises to the public must provide would-be franchisees with a
Franchise Disclosure Document (FDD) prior to their agreement to a contract. FDDs follow a standard
form with 23 Items, including a structured summary of the contractual provisions, a description of the
chain and its business, a description of fees and obligations, voluntary disclosures related to the financial
performance of franchised outlets, and mandatory copies of the franchisor’s financial statements as well
as the standard franchise contract itself as an appendix. In principle, this allows would-be franchisees
to compare terms across competing franchisors. The idea behind the Franchise Rule is that Brokers or
prospective franchise buyers would rely on disclosure and the resulting informed decision-making to
discipline abusive practices in the sector, as opposed to ex-post litigation (which strongly favors fran-
chisors) or ex-ante substantive prohibitions or limitations on the provisions of the franchise. States have
varying franchise regulations, and some states further require that FDDs be registered as public records.
We constructed the FDD corpus analyzed in this paper primarily from those state-level filings supple-
mented with other sources.

Our corpus consists of just under 46,000 FDDs from 2009-2024. Each franchise chain issues its chain-
specific FDD annually if it is seeking new franchisees. We use text analysis and Natural Language
Processing techniques to extract chain names, dates, contractual provisions, chain-level characteristics,
and key tables and items from those documents. This permits the construction of a longitudinal and
quantitative franchise chain-level panel dataset, a novel contribution to our knowledge. The final dataset
contains 4,800 unique franchise chains, which is more than the number of active chains in a given year.

Our main finding is that franchisees are subject to an increasing number of restraints that diminish

their business autonomy, shifting control in the franchising relationship up the supply chain to fran-

!Note that in this paper we do not directly evaluate the competitive impact of the vertical restraints whose
prevalence we document in any market.



chisors. Specifically, we code the FDDs for the presence (or absence) of a suite of contractual provi-
sions, many of which correspond to the notion of vertical restraints from the Industrial Organization
literature. These include Resale Price Maintenance, Exclusive Territories, Exclusive Dealing, Exclusive
Supply, Full-line Forcing, and Franchisee Noncompetes, in addition to contractual provisions relating
to Dispute Resolution, Restrictions on Speech, Data Sharing, and Breaches of Limited Liability. The
prevalence of all of the restraints that shift business autonomy from the franchisee to the franchisor has
increased (or, in some cases, remained at a very high level) throughout our panel, while the prevalence
of Exclusive Territories, which provide the franchisee with an exclusive distributorship vis-a-vis the
franchisor’s trademark in a given local area, has declined. Altogether, this indicates the accumulation of
economic power and control at the top of the franchising supply chain.

To validate and supplement our findings from the text analysis of Franchise Disclosure Documents
(FDDs), we conducted a survey that yielded over 300 responses from franchisees across 234 chains. The
survey focused on franchisees’ firsthand experience of franchisor control and perceived changes in con-
trol over time. We link these responses to the contractual provisions identified in each respondent’s
chain’s FDD and find that many franchisees who report having autonomy are, in fact, subject to restric-
tions. This mismatch suggests either a gap in franchisee understanding or a gap between contractual
control and its real-world enforcement. Either interpretation points to the limits of ex-ante disclosure as
a mechanism for protecting franchisee autonomy.

It is possible that franchisees are compensated for this reduction in their business autonomy in other
ways, because, potentially, increased franchisor control and the chain uniformity that results grows the
pie and thereby benefits its various stakeholders. The implication of such an interpretation would be
that franchisees optimally trade away their autonomy in exchange for greater profitability, or alterna-
tive that if they want to exercise greater control, franchisors must also alter other terms of the bilateral
relationship to benefit franchisees. We test for this possibility and conclude that it is not operative: fran-
chise fees move in the opposite direction from franchisee autonomy, indicating that the shifting balance
of power applies to both quantitative and qualitative aspects of the franchise relationship. Our open-
ended survey results likewise indicate franchisee dissatisfaction with the loss of autonomy, which is
difficult to reconcile with the idea that its transfer is mutually beneficial. Table B.2 reports all of the

open-ended survey responses we received.



We also investigate the corporate structure of franchise chains by tracking the ownership of multiple
chains by holding companies, sometimes called “platforms” in this industry. Most holding companies
(as well as individual chains) are privately held, but some are publicly traded. We also track ownership
of chains and holding companies by private equity rms, which are increasingly active in this sector
over our sample period. Here, we uncover a plausible explanation for the shift in power we document:
restraining franchisees (and invading their territories, or stipulating the right to do that in the future)
pre gures private equity takeover. Our interpretation is that franchisors seek to make themselves at-
tractive to prospective private equity investors both by promising rapid expansion and by appropriat-
ing bargaining surplus from incumbent franchisees while making it dif cult for them to disaf liate in
response, mirroring the interpretation of corporate takeovers provocatively put forward by Shleifer and
Summers (1988).

This paper contributes to a growing literature that uses FDDs as data to study franchising, including
Norlander (2025), which uses a smaller document corpus that forms the nucleus of the one used in this
paper, Callaci (2021b) and Callaci et al. (2025), who focus on a cross-section of franchise chains for which
the authors obtained 2015 FDDs, as well as Lafontaine, Luisetto and Prescott (2024) and Krueger and
Ashenfelter (2022). All of the aforementioned papers identify cross-sectional chain variation in the use
of various provisions affecting franchising labor markets, like the requirement that franchisees impose
non-competition agreements on their workers, no-poaching or non-solicitation agreements between
franchisees, and restrictions on the dissemination of trade secrets through the mechanism of workers
switching jobs and/or chains. (Like the present paper, Lafontaine, Luisetto and Prescott (2024) has a
time dimension since those authors obtained FDDs for 297 chains from both 2010 and 2020.) Lafontaine,
Saattvic and Slade (2023) and Callaci et al. (2024) likewise investigate the effect of franchise chains' ceas-
ing use of no-poach clauses on outcomes for franchise workers, albeit without using FDDs speci cally
as their data sources.

This paper, by contrast, shifts the focus to the relationship between franchisors and franchisees per-
taining to franchisee autonomy broadly, well beyond their workers or the labor markets from which
they hire. In that sense, it contributes to a literature documenting macro-scale shifts in economic powet,
including Furman and Orszag (2018), De Loecker, Eeckhout and Unger (2020), Barkai (2020), Autor et al.

(2020), Stansbury and Summers (2020), and Pellegrino (2024). The main difference between the present
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paper and those predecessors is the conception of economic power they rely on and seek to quantify
over time. In the former examples, it is either the microeconomic idea of market power, the ability to
charge a price in excess of marginal cost, or empirically-observable aggregates like the labor share of
rm or industry revenue or the share of corporate pro ts in total output. We take a more expansive
and arguably qualitative view of economic power: the ability to make business-relevant decisions on
behalf of economic subordinates. At the same time, we focus on a narrower set of economic relation-
ships wherein we quantify the balance of power: those between franchisors (and their corporate owners
and investors), on the one hand, and franchisees, on the other. The setting lends itself to our systematic
approach to quantify the balance of power: the franchisor-franchisee relationship is standard enough,
and thanks to the Franchise Rule, carries suf ciently standardized documentation that it is relatively
straightforward to identify the terms of the relationship that are informative about the balance of power
within it.

The paper proceeds as follows: Section 2 explains what the restraints we code for are. Section 3 ex-
plains how we analyze the FDD corpus, including how we constructed the rules that determine whether
a chain does or does not impose a given restraint or contractual provision in its FDD, and how we aggre-
gate from FDDs to the chain-level panel. This section also provides a summary of the survey protocol.
Section 4 reports the prevalence of each restraint over time in the panel, as well as comparing that
prevalence to the results of a survey of franchisees we conducted. Section 5 tests our interpretation of
a shifting balance of power by investigating whether franchisees are compensated for the loss of their
autonomy. Section 6 considers whether the corporate structure of franchise chains, and speci cally the
possibility of securing a private equity buyout, motivates the shift in power we document. Section 7

concludes.

2 Restraints

Vertical restraints are contracts or other arrangements between actors in adjacent markets that pre-
empt a material business decision by one or the other party (e.g. with whom to deal, or what prices to
set), pertaining to a transaction or economic relationship other than the bilateral one between the con-

tracting parties themselves (Paul, 2023). That broad concept characterizes all of the provisions we code
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for in our FDD corpus.

The empirical and theoretical literature on vertical restraints in franchising and more broadly tends
to focus on whether they are pro- or anti-competitive, which is to say, whether they increase output
and/or reduce retail prices in the output market (or the equivalent in the labor market). In this paper,
we take no stand on, nor do we test empirically, the competitive effect of the restraints we document
in either output or labor markets. We simply document their prevalence in franchise chains over time,
as a measure of the balance of power within the franchisor-franchisee relationship, irrespective of their
effects on any other stakeholders.

We began with the set of restraints covered by Callaci (2021b), which were initially hand-coded for
a cross-section of 530 FDDs led in Wisconsin for one year. Callaci et al. (2025) reports the prevalence
of that set of restraints in the cross-section of franchise chains, both in aggregate and by industry. In the
course of constructing and validating the rules associated with each of those restraints for the present,
much larger FDD corpus, we formulated additional variables and associated rules to capture the sub-
tleties related to the initial set of restraints. We also investigated aspects of the franchise relationship that
are unreported in any other prior work, to our knowledge, including the degree to which franchisees
are bound by non-disclosure agreements and subject to other restrictions on commercial speech.

In general, the variables we create and the rules assembled to code for them are not treated as mu-
tually exclusive, by design, even when the meaning of one provision would seem to rule out another.
We adopt this approach in light of the high frequency with which we observe contradictory or near-
contradictory language in the FDDs. Language that would seem to preserve franchisee autonomy is
contradicted by accompanying language that grants the relevant authority to the franchisor or imposes
a restriction on the franchisee's use of that autonomy. When such apparent contradictions arise, the FDD
is categorized in both ways, with minimal researcher intervention to impose a given construction on the
contract.

We divide the restraints and provisions we investigate into eight categories as described below.

1. Non-competition restraints: These provisions require the franchisee to be an exclusive distributor
for the franchisor either during or, in the case of post-term noncompetes, after the term of the

franchise. The franchisor's right to purchase assets at franchise termination or expiration means



the franchisee would have to “start from scratch” if he wanted to af liate with a different chain.
The right of rst refusal can be interpreted as a less onerous version of franchisor right to purchase
assets, although it could also signify a liquid market for post-term asset purchases, which favors

franchisees.

» Exclusive Dealing : Franchisee is bound by a noncompete/prohibited from af liating with
a rival chain, or entering the business line independently, during the term of the franchise

agreement.

» Post-term franchisee noncompete : Franchisee is bound by a noncompete clause and is pro-
hibited from af liating with a rival chain or entering the business line independently after

the conclusion of the term of the franchise agreement.

* Right to purchase assets: Franchisor may acquire assets from franchisee following contract
expiration/termination. This language is generally accompanied by a valuation method
and/or enumeration of the type of assets subject to such a post-term mandatory purchase

offer.

* Right of rst refusal : Franchisor has a right of rst refusal to purchase franchisee assets

following the franchise term.

2. Exclusive Territory restraints: These provisions grant (or deny) an exclusive distributorship to the
franchisee, i.e. a local retail monopoly vis a vis the franchisor's brand. They also specify whether
the franchisee is permitted to offer products for sale outside his territory (potentially competing
with other franchisees, and regardless of whether the franchisee's own territory is exclusive), and

whether the franchisor reserves a veto over the speci ¢ premises where the franchisee operates.

» Exclusive Territory granted : Franchisor grants an exclusive territory/distributorship to the
franchisee in a given area, usually de ned geographically, although in some instances the
territorial restriction references classes of customers, e.g. residential versus commercial in the
case of an exterior painting franchise. May be termed “designated territory" or “protected

territory.”

* No Exclusive Territory : No exclusive territory is granted.
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« Franchisor Reserves Right to Compete : Irrespective of whether an exclusive territory is
granted, there is language reserving the franchisor's right to invade the franchisee's territory

or to license other franchisees to do so.

» Franchisee Con ned to Territory : The franchisee is con ned to operate in a given territory
(regardless of whether that territory is exclusive) and prohibited from offering products or

services for sale outside it.

» Prior Approval for Franchisee Expansion : The franchisee must seek prior approval from

the franchisor to offer products or services for sale outside a given territory.

» Franchisor Site Approval : The franchisor has the right to choose or reject the speci c loca-

tion or premises of the franchise.

3. Retail Price restraints: These provisions grant the franchisor the right to set retail prices, either in

general or for speci ¢ products or transactions.

» Resale Price Maintenance: Franchisor sets retail prices. This includes the requirement that
the franchisee “honor all discounts,” i.e. must abide by chain-level price promotions and/or

accept gift cards purchased from another franchisee, or the franchisor.

* Minimum Resale Price Maintenance : Franchisor sets a minimum resale price, including
language that restricts franchisees from obtaining business at the expense of rival franchisees

by charging lower prices (“must not discount”).

4. Exclusive Supply restraints: These provisions relate to whether the franchisee is obligated to
source its inventory through contracts and at wholesale prices set by the franchisor, either from
third parties or from the franchisor itself. Full-line forcing means the franchisor is obligated to

offer all the products or services speci ed by the franchisor.

» Exclusive Supply : Franchisor must source inventory through contracts negotiated by the
franchisor. We code this restraint as operative if it pertains to any product or input purchased
by the franchisee.

* Propose New Suppliers : Franchisee has the right to propose new suppliers to the franchisor,

without any obligation on the franchisor's part to condone them.
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« Full-line Forcing : Franchisee is required to offer all products/services mandated by the

franchisor, and not pick and choose.

« Prohibition Forcing : Franchisor has the right to disallow products/services from being sold

by the franchisee.

« Change Product Mix : Franchisee must comply with changes to the product offerings by the

franchisor during the term of the franchise agreement.

5. Dispute Resolution and Speech Restrictions : These restraints cover the disclosures that fran-
chisors are obligated to make regarding past or future disputes with franchisees and how they
were resolved, as well as prohibiting the franchisee or its employees from disparaging the brand

or franchisor.

» Mandatory Arbitration : Franchisees are obligated to bring disputes under the franchising
contract to an arbitrator in at least some matters (and possibly all disputes), rather than

litigate them.

» Speech Restrictions: Franchisor discloses that it has extant non-disclosure agreements with
franchisees in place, and hence they are not at liberty to speak freely with prospective fran-
chisees. Note that we do not code this restraint to refer to trade-secret-protection provisions

in FDDs.

» No Speech Restrictions : Franchisor explicitly states that it does not have extant non-disclosure
agreements with franchisees in place and incumbent franchisees are at liberty to speak to

prospective franchisees.

* Non-disparagement Clause : Statement that the franchisee (or its employees) may not make
any negative statement about the franchisor, including language obligating the franchisee to

monitor its employees' speech about the brand and/or the franchisor.
» Goodwill Clause : More general statement that the franchisee must protect the goodwill of

the franchisor.

6. Franchisee Organization : Whether there is or is not an organization of incumbent franchisees that

is independent of the franchisor.



« Independent Franchisee Organization : There is an independent franchisee organization.

* No Independent Franchisee Organization : There is not an independent franchisee organi-

zation.
7. Data Access. Requirements related to data-sharing by the franchisee.

» Franchisor access to franchisee point-of-sale data : The franchisee is obligated to share trans-
action data with the franchisor. This is frequently imposed by mandating a speci ¢ point-of-
sale data collection system be purchased by the franchisee, which could be understood as a

special case of exclusive supply.

8. Breaches of Limited Liability : The franchisor has recourse to the franchisee's personal estate to

satisfy obligations to the franchisor.

» Franchisee Personal Guarantee: Franchisee personally guarantees obligations to the fran-

chisor.

» Additional Guarantor : The franchisee's spouse, children, and/or business partners also

guarantee obligations to the franchisor.

3 Data and Methods

We sought to build a comprehensive franchise-chain-level panel dataset based on information ex-
tracted from a corpus of FDDs that is representative of the franchise sector in the United States. We
acquired FDDs used in Norlander (2025) and Arbel (2023). We acquired additional FDDs for the largest
franchisors for the year 2009 to improve historical coverage and requested FDDs from Minnesota, Wis-
consin, Indiana, and Washington, where they are public records. The corpus of FDDs includes 45,892

documents from the following original sources:

 California Department of Financial Protection and Innovation. (43% of the corpus)
» Washington Department of Financial Institutions. (17.5%)

» Wisconsin Department of Financial Institutions. (14.3%)
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* Minnesota Department of Commerce. (8.1%)

Indiana Securities Division. (3.4%)

North Dakota Securities Department. (3.2%)

New York Of ce of the Attorney General. (2.8%)

All other sources account for less than 2% of the total.

In general, every franchise chain that operates in a given jurisdiction registers their FDD in that juris-
diction if registration of FDDs is obligatory. In some states there are exemptions from ling requirements
for small or inoperative chains.

We construct the panel dataset from this restraint-coded document-level output by means of doc-
ument metadata we also extract, which includes the franchise chain that issued the FDD, the year it
corresponds to, and other document-level characteristics. We then fuzzy match the document-level
chain-identifying metadata to a master list of franchise chains we obtained from FRANdata. Once a
franchise chain identi er (as well as a year) has been assigned to each document, we construct the panel
dataset by taking the modal value for each binary restraint variable across all the FDDs corresponding
to that franchise chain and year. This implicitly allows the text of a chain's FDD for a given year to vary
across our various data sources, since there are frequently multiple documents corresponding to each
franchise chain-year cell. In principle, the FDD is supposed to be invariant for each chain-year, though
there are clauses that stipulate certain provisions do or do not apply in different jurisdictions given vari-
ations in state law related to franchising. However, in practice, the FDD for a given chain may not scan
identically across sources/repositories, hence the need to aggregate within each chain-year cell.

Finally, given the general invariance of FDD provisions over time and the fact that chains that do
not change their FDD are not necessarily obligated to re- le with state agencies in every year, we ||
in missing chain-year observations by carrying forward the value of a given restraint-coding binary
variable observed for the chain in a previous year, if any. If the FRANdata master list indicates that
the chain is active in 2024, it is carried forward to that date. We do not do the same going backward
in time. To give an example: if the chain's oldest FDD in the document corpus is dated 2013, then the
chain appears again in 2017 and every year thereafter, that chain will have missing data for 2009-2012,

the 2013 values for each restraint-coding binary variable will be carried forward to 2014-2016, and then
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the true values assigned based on each subsequent year's FDD. Almost all chains remain in the panel
through 2024, the nal year for which we have FDDs. The only reason a chain disappears prior to that
is 1. it has no FDD in that year, and 2. The FRANdata master list of chains identi es it as “no longer
franchising.”

The full, unbalanced panel dataset covers 16 years of data for 4,535 unique franchises. Data for 18,886
chain-year observations is traced to a speci ¢ FDD. By carrying forward FDD-derived observations from
earlier years, our unbalanced panel data covers a total of 26,960 chain-years.

Figure 1(A) reports the count of distinct franchise chains and outlets in each year of the complete
panel data, and table 1 reports aggregated chain-level data at an annual frequency. The panel grows over
time, but particularly in the early years, most likely because of the increasing availability of machine-
readable state-registered FDDs as online repositories were created in the early 2010s. Franchising is also
a growing business model generally, so the upward trend in the size of the panel partly re ects the entry

of new franchise chains and the growth of existing ones.

3.1 Methods

We extract unstructured concepts and semi-structured data from FDDs. Based upon the literature
and our understanding of restraints in franchising that in uence franchisor control, we sought to iden-
tify the presence or absence of the above restraints in franchise documents.

The methodology we employ for constructing novel concept classi ers is introduced in Meisen-
bacher and Norlander (2023) and deployed to study FDDs in Norlander (2025). We summarize it here
for easy reference, but readers interested in a more detailed discussion of the methodology in contrast
to alternatives are referred to those predecessors.

We rst identify and locate "keywords' in the text that correspond to a given meaning (vertical re-
straint or provision in our case), excerpt the text around the speci ed keywords from the larger docu-
ment to create a “context window,” then subject the context window to a set of rules pre-determined
to denote that the text in question has a given meaning, in our case, the presence or absence of a given
restraint or contractual provision. The rules are given priority such that the presence of a higher-priority

rule in a given context window over-rides the way a lower-priority rule would otherwise classify the
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document with respect to one or more variables. The output is document-level data where each concept
extracted is represented as a binary variable.

We construct the list of rules corresponding to a given binary variable (or set of related binary vari-
ables) by drawing a random sample of context windows corresponding to each keyword and rule from
the corpus and classifying the random sample. Once we have a complete list of rules (i.e., further sam-
pling yields no change to the list of rules or prioritization of rules corresponding to the variable), we run
the completed rules on the entire document corpus to generate a binary classi cation of each document
in the corpus for each variable. We then spot-check the coding of individual FDDs to ensure that our
rules generated the correct interpretation of that document's meaning.

The overall aim is to formulate a set of rules that can be applied to the entire FDD corpus consistently
and comprehensively, in order to make reliable empirical claims both about the representation of each
restraint or contractual provision in the overall franchise sector as well as over time.

The approach is qualitative, i.e., we examine a sample of text containing keywords, write rules that
classify that text, and assert whether or not speci ¢ language conveys a given meaning, then auto-
mate the extrapolation of those rules on the larger document corpus. This method contrasts with other
approaches to text analysis (Arold et al., 2024), but has the advantage of allowing high-precision identi-

cation of concepts in a large corpus.

In addition to identifying concepts in unstructured text, we also seek to extract structured informa-
tion from the FDDs. Item 20 Table 1 of the FDD reports the number of outlets that are company-owned
and managed, the number that are franchisee-owned and operated, and the total number of outlets for
the prior three years. Item 20 Table 5 reports the projected openings for the following year, including the
number of agreements signed with no outlet opened to date, the projected number of new franchisees,
and the number of projected company-owned outlets.

Item 20's Table 1 contains four columns and nine rows. Item 20's Table 5 contains four columns
and one or more rows (some franchisees report results for individual states). We extract this structured
information by searching for Item 20 in the text of each PDF, and identify the page location of Table 1
and Table 5. We extract Table 1 and Table 5 with Camelot, a Python package that enables extraction
from formatted tables in PDFs. As Camelot does not work on scanned images or documents without

formatting, we also extract pages as an image and run the image of the page through a series of advanced
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open-source OCR models: GOT OCR 2.0 (Wei et al., 2023, 2024), a transformer-based image-to-text OCR
model, Microsoft Phi Vision 3.5, a vision language model, and Surya OCR and Tabled. We discard
outliers and indecipherable data that does not conform to the structure of Table 1 or Table 5.

We nally match structured information from FDDs to identi cations at the level of their owners,
like a private equity rm. This data was manually acquired through press releases made public on
industry media websites or directly from franchised chains and their owners. We then code the date
of acquisition so that, for example, a brand acquired by an investor halfway through our panel is not

tagged as owned by the investor throughout our entire panel.

3.2 Validation

In order to further validate our restraint codings and the rules that generate them, we employed a
separate research assistant to manually classify a random sample of 39 FDDs with respect to each of the
restraints, without having seen the list of rules that generate them, based on knowledge of franchising
and the restraint de nitions in section 2. We then compared the results in the panel dataset whose
construction was just described to those 39 hand-coded FDDs. The construction of the panel dataset
relies not only on the automated rules ascribing meaning to the text of the FDD and the underlying
contract, but also the correct assignment of franchise chain identity to a given document and the carry-
forward procedure to “ Il in” otherwise-missing cells of the panel. In 81% of the approximately 1,050
cells of the comparison sample (39 chains x 27 binary variables), the two approaches agreed.

For the 19% of cases in which the panel disagreed with the hand-coded sample, the authors adjudi-
cated. If the panel was deemed to have incorrectly coded a given chain-restraint cell, we edited the rules

in order to accord with the hand-coded sample.

3.3 Survey Protocol

We conducted a survey of current and former franchisees using contact information listed in Item
20 of FDDs. This information, which is supposed to enable prospective buyers to contact experienced
franchisees, includes phone numbers and email addresses. The survey was administered in two waves

(September 2024 and April 2025), following a pilot, using three outreach modes: (1) mobile numbers

14



received a text message with a link to an online Qualtrics survey, (2) landline humbers were contacted
using interactive voice response (IVR), and (3) email addresses received an invitation with a follow-up
reminder. The full survey protocol is described in Appendix B.

The combined sampling frame included over 393,000 phone numbers and 74,000 email addresses.
Sampling was strati ed by franchise size to control costs. However, up to half of the contact informa-
tion appeared to be unmonitored or no longer active phone numbers or email addresses. The survey
yielded 350 total responses (with 309 chain-identi able responses). The blended response rate is es-
timated between 0.2% and 1.2%, consistent with other business-owner surveys relying on unsolicited
contact, such as Minnis and Shroff (2017). Respondents disproportionately came from larger, more es-
tablished chains, while chains with few outlets were underrepresented, as one might expect based on
the sampling strategy. While the nonresponse bias remains unknown, our protocol likely reaches in-
dividual owner-operated outlets, which would improve the validity for questions related to autonomy

and operational control.

4 Results

4.1 Resultsinthe Unbalanced Panel

Figure 2 reports the baseline results: the prevalence of each of the restraints described in section 2
in the unbalanced franchise chain panel. The main nding is that the provisions that shift authority to
the franchisor have increased their prevalence over time, while the provision that gives the franchisee
something in return (an exclusive distributorship) has diminished.

Exclusive dealing, exclusive supply, and, to a lesser degree, full-line forcing are arguably constitutive
of the franchising business model, and they all have high and more-or-less constant prevalence over the
length of the panel. Exclusive dealing and exclusive supply are at nearly complete prevalence through-
out.? Full-line forcing starts at over 90% prevalence and increases from there. All of these pertain to the

franchisee's obligation to af liate with and carry the products of just one franchise brand, and not any-

2As stated previously, we code this restraint as in operation if it pertains to any input purchased by the fran-
chisee.
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thing else. Full-line forcing means the franchisee must offer all the products associated with that brand,
not only the pro table ones. Altogether, it is perhaps unsurprising that most chains include some form
of each. Further, the prevalence of the franchisor's right to prohibit the franchisee from carrying speci c
products increases from around 80% to over 90%, and the prevalence of the franchisor's right to change
the mix of products the franchisees are obligated to offer during the franchise term increases from 50%
to over 60%.

Post-term franchise honcompete clauses, by contrast, may be considered to be surprising in this
context since a considerable part of the industrial organization literature on franchising presumes that
the franchisee chooses freely with which brand to af liate. It starts at 80% prevalence in the panel
and increases to around 90% by the end. If the franchisee ends up bound by a post-term noncompete,
that means the prospective franchisee faces a free choice once, at the outset of his career in franchising,
which is also when he would be least knowledgeable about the true commercial value of alternative
franchise brands. Moreover, if franchisor right to purchase assets acts to inhibit the secondary market
for franchisee assets post-franchise-term, then the assumption that franchisees do freely choose with
which brand to af liate is clearly awed.

Exclusive territories diminish considerably over the course of the panel, from a majority of chains
at the beginning to around 20% by the end. Moreover, “Franchisor Reserves Right to Compete” is at
almost complete prevalence by the end of the panel, suggesting that even the 20% of ostensible exclu-
sive territory-granting chains that persist are nonetheless offering less than an ironclad guarantee of a
local monopoly. The traditional interpretation of franchise restraints is that the overall brand value is
enhanced if the franchisees are obligated to conform to the franchisor's business model, including by not
competing against one another. The carrot in that arrangement is the exclusive territory—an exclusive
license to share in the value of the brand in a local area. That exclusive territories are no longer being
granted implies that the franchisor can enforce the uniformity it needs to operate the chain without cut-
ting franchisees in on the proceeds of brand uniformity in return. We further test this interpretation in
section 5. Finally, the restraints that prevent franchisees from offering products outside their territory,
as well as the franchisor's veto over the speci c location of the franchisee's premises, have increased
gradually over time. Many franchise chains apparently both con ne their franchisees to operating in

a speci ¢ designated geography and do not guarantee them an exclusive distributorship within that
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geography.

There are substantial increases in the prevalence of both retail price restraints, Resale Price Mainte-
nance (which does not specify whether it is setting maximum or minimum prices, except in the cases
where it is recording an “honor all discounts” policy, since that is setting a maximum price for a speci ¢
transaction or set of transactions) as well as minimum resale price maintenance (which includes prohi-
bitions on under-pricing and competing for the retail customers of rival franchisees, or the franchisor).
The logic of recording any degree of franchisor involvement in retail price-setting as constituting Resale
Price Maintenance is that either promoting or prohibiting certain pricing conduct can rule out entire
business models, or else impose them on the franchisee. For example, honor all discounts means that
the franchisee is obligated to implement the franchisor's policy of price discrimination, which may be
against the franchisee's interest but not the franchisor's.

Franchisor control over retail pricing also inhibits steering. For example, the franchisee may want to
steer customers away from products on which it earns a loss, thus franchisor control over retail pricing is
necessary to enforce full-line forcing and exclusive supply. In this sense, the various facets of franchisor
control reinforce each other. It's also striking that all of these provisions are increasing in prevalence
while the prevalence of exclusive territories is declining, in light of Asker and Bar-Isaac (2014), who
model all of those restraints as sharing the franchisor's monopoly pro t with franchisees as a means of
excluding upstream entry. The treatment of minimum resale price maintenance and exclusive territories
is parallel in that account, whereas our ndings suggest, again, that franchisees don't need to be cut in
on franchisor pro ts in order to induce them to exclude competition (if that's what the other restraints
are aimed at) or, more broadly, to cooperate with the franchisor's business plans.

The ndings with regard to non-disclosure and speech restrictions imposed on franchisees are in-
teresting and novel, to our knowledge. Between around 40% of chains disclose that at least some fran-
chisees are bound by NDAs (with a slight upward trend over time), while about the same number state
explicitly that franchisees are not bound by NDAs. Almost 80% of chains include a requirement that
franchisees not jeopardize the franchisor's goodwill. The more extreme form of speech restriction, a
non-disparagement clause imposed on the franchisee and/or its employees, applies to only a small mi-
nority of chains, but that too shows an increasing trend over time, reaching 20% of the panel by the end.

About 60% of chains utilize a mandatory arbitration clause for franchisor-franchisee disputes.
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Very few chains have an independent association of franchisees that is recognized by the franchisor
(and the share that explicitly states that they do not is rising, currently above 60%). About 90% of chains
require franchisees to share point-of-sale data, up from 70% at the start of the panel. In the case of point-
of-sale data, that is often enforced by requiring franchisees to use a speci ¢ data system licensed by the
franchisor.

Finally, breaches of limited liability are common and increasingly prevalent. Over 90% of chains
make the franchisee put up a personal guarantee of obligations to the franchisor, and over 80% extend
that to the franchisee's family and/or business associates. If limited liability is a constituent of the
corporate form, then it seems that ostensibly independent franchise businesses are not fully able to avail
themselves of it.> Such accounts call into question how genuinely independent franchised businesses

are.

4.2 Results in the Balanced Component of the Panel

Given the starkly increasing number of chains represented in the unbalanced panel dataset over
time, as shown in gure 1(A), a natural question is whether declining franchisee autonomy is due to
individual chains altering their policies over time, or due to the entry of new chains with less franchisee
autonomy. To answer this question, we created two balanced-panel subsets of the larger unbalanced
panel, spanning 2009-2024. The rst also spans 2009-2024 and consists of 170 chains. The second spans
2013-2024 and contains 686 chains. For each of those panels, we recompute restraint prevalence by chain
over time.

Results for the 2009-2024 balanced panel are reported in gure A.1 and for the 2013-2024 balanced
panel in gure A.2. They show the same pattern as in the unbalanced panel results reported in gure
2. If anything, the pattern in the balanced panel is more stark, indicating that long-standing chains

changed their practices over the sample period in the direction of less franchisee autonomy.

30ne of our survey responses raised a novel variant of this, at least to us: the franchisor treats the franchisee's
business assets as its own collateral when obtaining bank loans—hence the franchisor's right to purchase assets
may be required by any lender taking the franchisee's assets as collateral for a loan to the franchisor—which im-
pairs the franchisee's ability to obtain business loans on its own account, and thus binds them to obtain nancing
only from the franchisor on unfavorable terms.
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4.3 Industry-level Patterns

Given the wide prevalence of the franchising business model over a variety of consumer-facing
goods and services sectors, we further break down the panel dataset by industry. Speci cally, we com-
pute the top 10 4-digit NAICS industries by franchise chain count in the panel and separately report
restraint prevalence in those 10 industries. The count of chains from each industry is reported in gure
C.1, and we further report the pattern of restraint prevalence for each industry in the following gures.

The broad takeaway from this is that the overall pattern of reduced franchisee autonomy is not in-
dustry speci c—the patterns discussed in subsection 4.1 above hold for all of the 10 industries, although
there is variation between them as to the level of prevalence of various restraints, mostly due to small

chain counts in some industries in the early years of the panel.

4.4 Franchisee Survey Results

In order to supplement and validate our ndings from text analysis of FDDs, we conducted a survey
of franchisees. Speci cally, we extracted telephone numbers and email addresses from Item 20 of the
FDDs, which lists the contact information of incumbent franchisees speci cally for the purpose of invit-
ing would-be franchisees to obtain information about the conduct of the franchisor from franchisees
of longer standing. (This is the import of the related disclosure of past Non-Disclosure Agreeements
that would inhibit such information sharing, which we use to construct our Speech Restrictions and No
Speech Restrictions binary variables.) Appendix B gives the protocol for this survey, including the text
of the questions that were asked.

We asked several questions related to the franchisees' experience of franchisor control. Speci cally,

we asked the franchisees about the following:
1. Whether they are bound by a post-term noncompete clause.
2. Whether they have an exclusive territory.
3. Whether they or the franchisor sets retail prices.

4. Whether they choose their suppliers, or the franchisor does.

19



5. Whether they are restricted as to whom they could sell their franchise business.

6. Whether they are obligated to sell all the products or services mandated by the franchisor, or can

pick and choose.
7. Whether they would receive a fair price if they sold their franchise business.
8. Whether the franchisor's overall level of control had gotten more or less onerous over time.

Altogether, we had 309 chain-identi able survey responses to these questions, covering 234 distinct
chains. (Duplicates are multiple franchisees reporting for the same chain.)

Table 2 reports the results for each of the questions about franchisor control, and gure 3 gives
the distribution of the size of the franchisee-respondents and their tenure in the business. Overall, the
responses represent young, small franchisees who evince dissatisfaction with the level of franchisor
control. The open-ended section of the survey reports a range of intense to moderate dissatisfaction,
with only two respondents indicating they felt the franchisor bene ted their business. “ Figure 3(C)
reports the share of respondents who say the franchisor's control has gotten more onerous as a function
of franchisee tenure. Aside from the shortest-tenured franchisees, 60-70% of respondents report that the
franchisor's control has gotten more onerous over the time they've been in the business.

We proceed to compare the survey responses to the text analysis of the relevant chain's FDDs previ-
ously reported. Speci cally, since the survey was conducted over two waves in late 2024 and early 2025,
we retain the most recent year observation for each chain in the panel dataset, which is usually 2024.
We then compare variation between each possible answer to the survey question and the prevalence of

relevant restraints reported in the panel. The results are visualized in gure 4.

» Franchisee Noncompete: The survey question asked “Are you bound by a nhoncompete clause
that would prevent you from af liating with a different corporate headquarter after your cur-
rent franchise agreement expires?” As written, this question refers speci cally to post-term non-
competes, but we compare the prevalence of both that and Exclusive Dealing (which prohibits

af liation with a rival chain or entering the business line independently during the term of the

“Table B.2 reports the full text of all the open-ended survey responses we received.
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franchise) across respondents who indicated that they either were or were not bound by a non-
compete. 84.8% of respondents said they were bound by a noncompete, versus 15.2% who said
they were not. Of those who said they were, we code 94% as having a noncompete in their FDD,

versus 86% for the respondents who said they were not bound by a post-term noncompete.

Exclusive Territory : The survey question asked “Do you have an exclusive franchise territory?”
We compare the Yes/No answers to this question to two franchise restraints: whether an exclu-
sive territory is granted, and whether there is language reserving the franchisor's right to invade
the territory or license other franchisees to do so. 24.7% of respondents said they did not have an
exclusive territory, versus 75.3% who said they did—higher than the prevalence we nd for exclu-
sive territories in the FDDs by the end of the panel. On the other hand, many of the open-ended
answers express extreme dissatisfaction with franchisors who invade territories the franchisee be-

lieves to be exclusive.

The results from comparing survey and FDD data directly are similar to the previous survey ques-
tion: franchisees who indicated they have an exclusive territory are more likely to have one per the
FDD data, but the difference is only 12 percentage points (19% versus 7%). There is almost com-
plete prevalence of language reserving the franchisor's right to compete in both groups: 100%
for the no-exclusive-territory survey responses, versus 98% for the survey respondents who an-
swered that they do have an exclusive territory. This nding validates our interpretation of this
language as countermanding the upfront promise of an exclusive territory “in the ne print” and

is con rmed by the franchisees' grievances about invasions of their territory.

Resale Price Maintenance: The survey question was “Do you decide the prices you charge cus-
tomers for your goods or services, or does the corporate headquarter decide that?” We compare
the two retail price restraints we coded in the FDD data, Resale Price Maintenance and Minimum

Resale Price Maintenance, to respondents who answered “| decide”, “The corporate headquarter
decides,” or “I decide, but the corporate headquarter can overrule if they want.” The prevalence

of the two restraints is higher among the respondents who said the franchisor sets retail prices, but
lower among those who said the franchisor can overrule the retail prices franchisees set. Over-

all, 73.7% of respondents gave the rst answer, that they choose retail prices, but in the second
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wave we asked a follow-up scaled question: How much control do franchisors exercise over retail
prices? The responses are nearly uniformly distributed over the ve scaled options, with slightly
fewer (13%) giving the most extreme answer to the effect that the franchisor has complete control

over retail prices. The other four answers received around 20% support.

Exclusive Supply : The survey question asked “Do you decide which supplier(s) you buy from,
does the franchisor decide, or is it a mix?” We compare answers to this question to two restraints
coded from FDDs: Exclusive Supply and Franchisee Can Propose New Suppliers. The preva-
lence of Exclusive Supply is complete and uniform across all three survey responses, which may
be partly due to the fact that we assign the binary for Exclusive Supply if language restricting
franchisees to purchase or sourceany inventory or equipment appears in the FDD, whereas there
is probably variation in most chains in terms of which inputs must be sourced exclusively from
franchisor-negotiated contracts, or alternatively sourced by the franchisee. 20.1% of respondents
said they choose suppliers, 39.4% said the franchisor does, and 40.5% said it was a mix, con rm-
ing the interpretation that our coding for this restraint is more inclusive than franchisees perceive,

in general.

The nding with respect to Franchisee Can Propose New Suppliers is suggestive: 66% prevalence
among respondents who said they can choose their own suppliers, 85% among respondents who
said the franchisor chooses suppliers, and 79% among respondents who answered “A mix.” We
interpreted this restraint to be a weaker form of exclusive supply, i.e., franchisees can nd their

own suppliers but the franchisor has a veto. The pattern in the survey responses indicates that
franchisees do not see it the same way: having to ask permission to source from a new supplier
indicates franchisor control, not its absence, and (to speculate slightly) having experience asking
may be what informs franchisees' understanding of whether they are or aren't bound by exclusive

supply, as opposed to the text of the contract or the habit of obtaining supply through franchisor-

negotiated contracts. Note also from gure 2(D) that Franchisee Can Propose New Suppliers

increases prevalence over the length of the panel.

Restrictions on Franchise Sales: The survey question asked “If you wanted to sell your franchise

business, can you sell to whomever you want, does the corporate headquarter restrict whom you

22



can sell to, or are you obligated to sell only to the corporate headquarter?” We compare the three
possible responses to this question to Franchisor Right to Purchase Assets and Franchisor Right
of First Refusal to Purchase Assets. In this case there is not a lot of variation in restraint preva-
lence across survey answers, likely because there is not much variation in the FDD data on these
two restraints ( gure 2(A)). The likely explanation is that franchisees answering the survey are still

active for the most part, hence they may not have practical experience selling a franchise business.

In order to elicit their beliefs about the sale value of their franchise, in the second wave we asked
a scaled question “If you were to sell your franchise business, would you receive a fair price?”
Most franchisees indicated they would not receive a fair price, which matches the 72.9% who said

the franchisor restricts whom they can sell to.

» Full Line Forcing : The survey questions asks “Can you pick and choose which products or ser-
vices to sell, or must you sell all of the products or services mandated by the corporate head-
guarter?” We compare the three possible responses, “l can choose,” “I cannot choose," and “I can
choose some products, but the franchisor requires others” to three restraints: Full Line Forcing,
Franchisor Can Prohibit Products, and Franchisor Can Change Product Mix. In this case, there
is virtually no difference in the FDD data across the three survey responses, although a slightly
higher share of those who gave the third answer are subject to franchisor discretion about the

product mix.

» Overall Franchisor Control : On the question of whether the franchisor's overall control had got-
ten more or less onerous over time, 60.9% said more onerous, 31.1% said it had stayed the same,
and only 8.1% reported it had gotten less onerous over time. As stated above, the share saying
franchisor control has gotten more onerous is invariant at 60-70% as a function of tenure among

franchisees with at least one year's tenure.

One interpretation of these responses indicating that franchisees who believe themselves not to be
bound by various restraints are in fact bound by them per our analysis of the applicable FDD is that
broadly speaking, franchisees are less autonomous in reality than they think they are, and may be

headed for a reckoning (as indicated, again, by the open-ended responses expressing various grievances,
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some of them extreme). If that is the case, the Franchise Rule may not be doing an adequate job to inform
prospective franchisees about the true terms of the franchise relationship. However, another plausible
interpretation is that the measured change in control evidenced in the FDDs does not practically impinge
on franchisees' conduct of their business, i.e. the contract allocates power to the franchisor that they do
not exercise in practice. If that is the case, there may be untested costs to the exercise of franchisor power,
such as legal, reputational, and business costs that the franchisor would incur if they attempt to exert

greater control over franchisee businesses that believe they retain autonomy.

5 Testing Interpretations

A natural question that arises in considering the chain-level panel results reported in section 4 is
whether the apparent reduction in franchisee autonomy and shift in the balance of power to favor fran-
chisors represents an actual welfare loss on the part of franchisees and concurrent transfer of surplus to
franchisors. An alternative explanation, one that nds substantial theoretical support in the Industrial
Organization literature on franchising and vertical restraints more broadly, is that greater franchisor
control “grows the pie” for all parties to the franchising relationship. In that case, franchisees may not
be left worse-off by their declining autonomy, if franchisor control limits free-riding, eliminates double
margins (i.e. reduces retail prices, rendering the overall brand more competitive), incentivizes fran-
chisors to invest in new products or services whose marketing and distribution they would otherwise
fear going awry, or any number of other bene ts that greater chain uniformity might engender. If such
a mechanism were operative, we would expect compensating differentials: documented reductions in
franchisee autonomy would be offset by increases in franchisee welfare.

One scenario consistent with compensating differentials is a free market at the franchisee-contracting
stage. In other words, in order to secure a ow of incoming franchisees, if the franchisor exerts greater
control, that disincentive to af liate must be offset by more generous terms for franchisees. Alternatively,
if franchisees or prospective franchisees do not exert free choice at the contracting stage, franchisors can
make the terms more onerous and exert greater control over franchisees without offering anything to
compensate.

While we cannot measure an inclusive concept of welfare, we can estimate the relationship between
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the increased franchisor control documented in section 4 and indicia of franchisee welfare. That is what
we do in this section: we rst reduce the dimensionality of the restraints to one index of franchisor con-
trol, and then relate that measure to franchisee welfare. A negative correlation between franchisor con-
trol and franchisee welfare indicates the balance of power has shifted in favor of franchisors: franchisee
welfare is reduced in both qualitative and quantitative dimensions. Conversely, a positive correlation in-
dicates that compensating differentials are at play: franchisees are being compensated for surrendering

their autonomy (ostensibly for the larger bene t of the brand).

5.1 Factor Analysis

Our rst task is to compute an overall measure of franchisor control from the panel dataset. To do
S0, we use a two-parameter logistic item-response model. The method assumes a latent, common trait
gto which individual items are responsive. In our application, gqwould be interpreted as a (continuous)
measure of franchisor control, and each of the restraints are items whose probability varies as a function
of the underlying franchisor control parameter as well as the restraint-speci c item dif culty parameter
by and discrimination parameter a.

The probability that a given restraint k is present for franchise chain j in year t is given by

1
1+ exp[ ag(qe by)]

P(yj = 1] git, ax, by) = (5.1)
where: g = latent trait score for franchise chain j in year t.
by = “dif culty' of restraint  k: location of the logistic function in g-space.

ay = discrimination’ of restraint k: slope of the logistic function in g-space.

This model is estimated via Maximum Likelihood, producing f(ijtg, which we use for the subsequent
analysis. Figure 5 reports the results of this procedure in three separate ways: in gure 5(A), the pre-
dicted value yjy is shown for each restraint k as a function of d.5 Unsurprisingly given the results re-

ported in section 4, the logistic curves are increasing for all restraints except Exclusive Territory Granted,

SNote that for this analysis, we do not use a handful of the 29 restraints described in section 2, those which
are the converse of the restraints we do include. For example, we exclude "No Exclusive Territory" and "No
Independent Franchisee Association."
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indicating that higher values of the latent factor q correspond to increased probability of all of the
franchisee-autonomy-reducing restraints and decreased probability of exclusive territories. The loca-
tion and slope of each logistic curve is determined by the prevalence of each restraint in the panel. As
such, gure 5(A) tells us no further information beyond what we have already learned from the results
in section 4, other than that they are reducible to a single estimable factor E]

Figure 5(B) is a histogram of the estimated c}for the panel as a whole, and gure 5(C) shows how
that distribution evolves over time in the panel. Again, this adds no further information beyond section

4, other than the fact that the increased franchisor control we document can be reduced to a single factor.

5.2 Relating Franchisor Control to Observable Outcomes

We then move to testing the interpretations described above using the franchisor control factor. To do
so, we relate that factor to real-world outcomes indicative of franchisee welfare. To reiterate, a negative
correlation between franchisor control and franchisee welfare is consistent with increasing differentiats
franchisee welfare is reduced where franchisor control is greater. By contrast, a negative correlation
would indicate compensating differentialsncreased franchisor control is offset by bene ts to franchisees
in other dimensions.

In order to undertake this test, we augment the franchise chain panel with additional information
from FDDs as well as other sources. There are two broad categories of franchise fee payable by the
franchisee to license the franchisor's brand, operating manual, and overall business model. Upfront or
initial fees are speci ed as a dollar amount payable as a start-up cost. We extract initial fee data from the
FDDs in our corpus. Royalties are assessed as a percentage of franchisee gross revenue. A further royalty
payment to cover chain-level advertising is reported separately. Since the statements about royalties are
highly variable in the FDDs themselves, we have not been able to use our large-scale text analysis tools
to extract them from the FDDs in a uni ed and reliable way. Instead, we rely on  Entrepreneummagazine's
annual Franchise 500 ranking, constructed as an aid for comparative assessment of alternative brands
for prospective franchisees. The annual Franchise 500 list (which in fact includes more than 500 chains
in each iteration) is published by the magazine in what amounts to a repeated cross-section with strong

year-to-year overlap, which we link to our overall unbalanced panel data. Hence, the royalty data is
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reported more sparsely than the initial fee data.

We report overall time trends in the different types of franchise fee, as well as to test how responsive
fees are to changes in franchisor control. Figure 6 reports the former. median and weighted average
initial fees and royalty rates in the panel. The weights are the chain outlet counts taken from Item 20,
Table 1 of the FDDs. The results are similar to restraint prevalence reported in gure 2: all three types
of fee are increasing over time, although the royalty rates appear to be a somewhat standard 6% for the
base royalty and 2% for the advertising royalty, at least for mature chains.

We also use the outlet count available from Item 20 of the the FDD as another index of franchisee
welfare, guring that the more outlets a chain has, roughly the more franchisees they must be able to
sign up. More tellingly for this application, Item 20 also reports counts of outlets terminated (i.e., closed
at the discretion of the franchisor), as well as outlets signed-but-not-opened. There are many possible
reasons for signed outlets not to be opened: it could simply represent a lag time between signing a
new franchisee and the opening of that franchisee's outlets, during which the FDD for a given year was
nalized. But it may also represent franchisees who became daunted by the expense of standing up the
outlets he or she initially intended to bring online, or disillusioned by unforeseen barriers to success in
the business, one of which may be franchisor control.

We then test for correlation between franchisor control ( 6|) and franchise fees and outlet counts. Our
results are shown in gure 7. The greater is franchisor control, the fewer the number of outlets in the
chain entirely. That would seem to indicate that franchisees are deterred by greater franchisor control,
but it is also possible that smaller, younger chains feature greater franchisor control because they were
founded more recently, while larger, older chains with more experienced franchisees are more resistant
to the trends documented in section 4.

The next two panels are more telling in this respect, since they evidence opposite relationships be-
tween franchisor control on the one hand and terminated outlets versus signed-but-unopened outlets
on the other. Outlet terminations are at the discretion of the franchisor; signed but unopened outlets,
by contrast, represent the franchisee bowing out. The fact that terminations are lower and signed-but-
unopened outlets higher the greater is franchisor control reveals that franchisors are unlikely to termi-
nate where they exercise greater control (or alternartively, more likely to use the nuclear option of termi-

nation where franchisees are uncooperative), whereas franchisees are more likely to follow through on
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opening the outlets they contract for when franchisor control is minimal and to be deterred where that
control is greater.

The ndings for initial franchise fee con rm the interpretation that franchisees are harmed by greater
franchisor control: greater control correlates with higher initial franchise fees. The results are consistent
but less stark for royalties, likely because as stated above, there's less variation in royalty rates both
because the data is more sparse and there seems to be a focal nhorm around 6 percent and 2 percent,
respectively. This is the single most salient provision of the franchise contract, hence franchisors may be
restrained from exploiting their bilateral bargaining power by increasing royalties.

Altogether, our ndings are consistent with franchisor control correlating negatively with franchisee
welfare. In other words, the increase in franchisor control documented in section 4 is not compensated
by better outcomes for franchisees as measured by continuous, observable outcomes like franchise fees
and chain size. We nd that the balance of power has shifted toward franchisors in both qualitative and

guantitative dimensions.

6 Corporate Structure and Ownership by Private Equity

A further component of our analysis of the political economy of franchising is to identify corpo-
rate links between chains in our panel dataset. Many franchise chains are part of holding companies,
consolidated either through mergers of pre-existing franchise chains or originated by the holding com-
panies themselves to enter new markets or launch new business models and brands. We assign holding
company ownership codes to the chains comprising the panel dataset.

We then compute the Her ndahl-Hirschman Index (HHI) at the 4-digit NAICS industry level (by
year) for each of the top 10 industries in the panel dataset in two different ways. The rst computation
assumes that each franchise chain is independent, and the second attributes chain ownership to the
holding company level (and treats chains that are not owned by holding companies as independent).
We compute market share using the outlet count derived from Item 20, Table 1 of the FDD.

Our results are reported in gure 8. Overall chain-level concentration is around 0.2 in each industry,
most likely due to our implicit assumption of a US-wide geographic market, as well as the fact that 4-

digit NAICS industries are signi cantly larger than the typical antitrust market consisting of substitute
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goods or rms. More importantly, we do not observe a pronounced time trend in concentration within
industries despite increasing franchise chain ownership by holding companies. The offsetting factor is
likely entry by new franchise chains, which counterbalances the consolidation of incumbents. Hence,
we can reject increased franchisor consolidation as an explanation for the clear trend toward declining
franchisee autonomy.

However, in addition to franchise chains being consolidated in holding companies, we also docu-
ment the rising prevalence of private equity involvement in the ownership of franchise brands, either
by direct acquisition of a brand or the chains being consolidated at the level of a holding company that
is, in turn, owned by a private equity rm (shown in gure 1(B)).

In gure 9, we plot the prevalence of each restraint among chains that are and are not owned by pri-
vate equity rms, over time. In general, each restraint is more prevalent in the former, which becomes
increasingly clear as private equity ownership of chains increases in the second half of the 2010s. Be-
tween the pattern that private-equity-owned chains place more restraints on franchisees and the overall
increased prevalence of private equity ownership in our panel, a possible explanation for the shift in
power documented in this study emerges: chains are more likely to be owned by private equity, and
private-equity-owned chains feature greater franchisor control. That interpretation is made visible in
gure 10, where, similar to gure 7, we estimate the relationship between the franchisor control fac-
tor d and the likelihood that a chain is private-equity-owned. The higher measured g, the greater the
likelihood of private equity ownership.

We explore whether the relationship is causal by estimating an event study. We test whether private
equity ownership responds to the adoption (or removal) of each restraint using the following speci ca-
tion:

I f Chain j is PE owned at timegf; =
t

b restraintk ooyt gj+ |+ e (6.1)
4

I QYo

where |f Chain j is PE owned at timeg; indicates whether chain j is owned by a private equity rm at

time t, restraint Ig’(t t=t) indicates the relative time before or after chain j adopted (or removed) restraint
k at t, g; are chain xed effects, | ; are year xed effects, and g is the error term. Because we include
chain xed effects in this speci cation, by captures the effect of changingwhether chain j utilizes restraint

k at time  on the outcome of interest, which is whether that chain is private-equity-owned.
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We separate the restraints into those increasing in prevalence and those decreasing in prevalence;
that is, for the stipulation that grants franchisees an exclusive territory (which decreases in prevalence
over the course of our panel), restraint k; will move from "1" to "0" if chain j ceases granting exclusive
territories in year {. For all other restraints, restraint k¢ moves from "0" to "1" when chain j starts using it.

The results of this event study are reported in gure 11. We nd that adopting each restraint pre g-
ures private equity ownership, with effect sizes in the range 2-5 percentage point increased probability
that the chain is owned by a private equity rm within ve years following restraint adoption. The cat-
egories of the restraints that appear to be particularly associated with future private equity buyout are
the revocation of or infringement on franchisee exclusive territories, franchisor control over site selection
and resale price maintenance (both maximum and minimum). Mandatory arbitration and restrictions
on franchisee speech are also associated with increased likelihood of private equity takeover.

In some cases, the pre-treatment coef cients are negative, suggesting that restraint adoption should
not be interpreted as the decisive causal factor in uencing the likelihood of a private equity buyout,
because the chain was already becoming more likely to be bought out relative to the control group of
chains that are not bought out before those restraints were adopted. Nonetheless, in this case negative
pre-treatment coef cients doesn't materially change the interpretation: chains who are more likely to be
bought out adopt those restraints, even if adopting those restraints cannot be inferred as the reasonwhy
the buyout subsequently became more likely.

We nd that a plausible contributor to the diminishing autonomy of franchisees may be that chains
are attempting to make themselves more attractive to a private equity purchase. Speci cally, it could be
inferred that franchisors strip franchisees of their exclusive territory with the intention of being able to
show investors that the brand has the capacity to grow quickly. The growth outlook, in other words, is
appealing to private equity investors. ® Resale price maintenance standardizes the brand and indicates to
potential buyers that price increases are a pro tability lever available to be pulled. Adding in restrictions
on what current franchisees can say to prospective franchisees or what franchisees can say to media or
regulators, and investors have found a growth strategy that has the potential to rapidly expand the
system and increase its pro ts, particularly if new franchise licenses can be offered without running

afoul of incumbents. The demonstrated reduction in franchisee autonomy and the coinciding increase

5This interpretation is corroborated by Miller (2024).
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in private equity involvement is ripe for further investigation.

7 Conclusion

In this paper we quantify the balance of power between franchisors and franchisees through the
large-scale analysis of a text corpus consisting of tens of thousands of Franchise Disclosure Documents
spanning 2009-2024. We code those documents with respect to 27 binary variables signifying verti-
cal restraints and contractual provisions that allocate decision-making autonomy within the franchise
relationship. Our main nding is that the autonomy of franchisees has diminished with respect to fran-
chisors over our study period, con rmed through an analysis of franchise fees, chain size, and outlet
terminations that indicate a negative correlation between qualitative shifts in franchisor control and
other indicia of franchisee welfare. We further compare our results to a survey of franchisees that as-
certained their perception of their own autonomy. All of this analysis motivates our conclusion that
reductions in franchisee autonomy correspond to a broader power shift within the bilateral relationship
favoring franchisors. Finally, we provide a tentative explanation: franchisors seek to make themselves
appealing to would-be investors in the form of private equity, which involves the promise of chain ex-
pansion and the concomitant reduction in the autonomy of franchisees to either maintain an exclusive
territory or “vote with their feet' by dis-af liating with or just disparaging the brand.

Prior research using a cross-section of franchise chains (Callaci et al., 2025) indicates that reductions
in franchisee autonomy have negative consequences for workers in franchising labor markets, perhaps
because franchisees with diminished margins on which to earn pro ts and/or adjust to shocks target
worker surplus for appropriation. That nding is consistent with concentrated power in supply chains
reverberating to the detriment of workers who work for disempowered suppliers (Wilmers, 2018). Inso-
far as temporal variation in the utilization of franchise restraints has been available prior to this paper, it
indicates that removing franchise no-poaches has positive repercussions for franchise workers (Callaci
et al.,, 2024). These previous ndings indicate that the more power is concentrated in the hands of
franchisors, the more other stakeholders, beyond franchisees, lose out. But in addition to these further
empirical effects of concentrated power, the fact of franchisor domination can be interpreted as a harm

in-and-of itself, as the epigraph from United States v. Trans-Missouri Freight Associatiasserts, harking
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back to an older antitrust tradition (Vaheesan, 2025). Given the wide-scale power shift we document in

this paper, further research identifying both its causes and consequences is warranted.
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Figure 1. Count of Franchise Chains and Outlets, 2009-2024. The number of chains per year refers to the width of
the panel dataset, which is growing over time due to the increasing number of documents in the FDD corpus (as
well as the growth of the franchising sector overall). The count of outlets derives from Item 20, Table 1 of the FDD,
which reports the chain-level outlet count in the previous three years before the FDD was led. This is shown at

the level of private equity ownership as well.

(A) All Chains

(B) Private Equity-Owned Chains
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Table 1. Summary Statistics for the Franchise Chain Panel.} Outlet counts are reported on a retrospective basis.
Outlet counts are unavailable for 2023 and 2024. The share of chain observations derived from an FDD for a
given year means the share of franchise chains for which we have an FDD for that year and hence an original
observation for our binary variables indicating each restraint, as opposed to carried forward from an observation
for the same chain in a previous year.

Number Total Average | Median | Median Median Sgs;zr(\)/;ggin
Year of_ Number Outletsf Initial Royalty | Ad Royalty Derived from

Chains | of Outlets | per Chain | Fee ($) | Rate (%) | Rate (%) an FDD (%)
2009 186 292409 524 28925 5.75 2 100
2010 215 345154 515 25000 6 2 14.88
2011 693 360357 404 25000 5.5 2.25 85.57
2012 817 394867 321 29900 5.5 2 69.65
2013| 1397 394380 293 30000 6 2 87.47
2014 | 1596 394662 268 30000 6 2 66.79
2015| 1860 406161 264 32000 6 2 78.06
2016| 1902 404521 260 32500 6 2 68.98
2017 1978 405578 253 34500 6 2 62.89
2018 | 2067 401007 245 35000 6 2 62.94
2019| 2055 413387 238 35000 6 2 57.37
2020 2029 414928 236 35000 6 2 53.87
2021 | 2156 414410 241 35000 6 2 63.17
2022 2732 332099 277 36440 6 2 88.58
2023| 2705 37500 6 2 85.58
2024 | 2572 73.13

37



Figure 2. Time Series of the Prevalence of Each Franchise Restraint in the Panel Dataset. These gures report
the prevalence of each of the eight sets of franchise restraints and contractual provisions described in section 2 in
the unbalanced franchise chain panel dataset, 2009-2024.

(A) Non-competition (B) Exclusive Territory

(C) Retail Price (D) Exclusive Supply
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(E) Dispute Resolution & Speech (F) Franchisee Organization

(G) Data Access (H) Breaches of Limited Liability
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Table 2. Survey Responses

Question Answer Share N
Is your franchise business No 20.9% 325
still operating? Yes 79.1%
_ | decide 73.7%| 262
2?a¥l05rii§2fe The franchisor decides 19.8%
| decide, but the franchisor can overrule 6.5%
Complete 13% 162
- Hisor Control A lot 24.1%
Low 24.1%
None 21%
| choose 20.1% 259
Do you choose your suppliers? | The franchisor chooses 39.4%
A mix 40.5%
_ I can choose which products or services | 42.5% 259
Does the franchisor mandate sell
the products/services you sell? | cannot pick and choose which products or 40.9%
services | sell
I must sell some products, but I am allowed 16.6%
to choose others
Do you have a post-term No Noncompete 15.2% 257
noncompete? Noncompete 84.8%
| can sell to whomever | want 25.6% 258
Does t‘he franchisor restrict The franchisor restricts whom | can sell to 72.9%
franchise sales? )
| can only sell to the franchisor 1.6%
Highly unlikely 28.7% 160
If you sold your franchise Somewhat unlikely 23.1%
Wguld you ?/eceive a fair r;rice? Uncertain 15%
Likely 26.3%
Certain 6.9%
Do you have an exclusive No 24.7% 263
franchise territory? Yes 75.3%
Has the franchisor's overall Franchisor's control gotten more onerous 60.9%| 161
control gotten more onerous Franchisor's control gotten less onerous 8.1%
over time? Franchisor's control stayed the same 31.1%

Note: The two scaled questions, Franchisor Control Over Retail Prices and If You Sold Your Franchise Business, Would You
Receive a Fair Price? were asked on the second wave of the survey only, as was the nal question assessing the overall trend i
franchisor control.
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Figure 3. Summary Statistics from the Survey Responses. These gures display the distribution of franchise size
(outlet count) and time in business reported by survey respondents described in section 4.4, as well as the share
of respondents reporting the franchisor's control has gotten more onerous as a function of tenure in the business.

(A) Survey responses by number of franchised outlets (B) Survey responses by franchisee tenure in the busi-
owned by the respondent. ness.

(C) Share answering “franchisor's control has gotten more onerous”
by tenure in business.
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Figure 4. Comparison Between Franchisee Survey Responses and Chain-level Data from FDDs. These gures

compare the responses to the survey reported in section 4.4 to the franchise-chain-level data gathered from FDDs.
For each survey response, the share of chains with a given restraint among the franchisees who gave that response
is reported on the vertical axis. The relevant comparison is within restraint, across survey responses, i.e. compar-

ing bars with the same color in each gure.
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Figure 5. Item Response Analysis Results. (A) Item characteristic curves plotting predicted values for fy;yg
from equation 5.1. (B) Histogram of estimated q for the panel as a whole. (C) Time series of g distribution. In
(C), the box marks the 25th, median, and 75th percentiles. 97.76% of observations lie between the whiskers, and

outliers are represented by the points.

(A) Predicted value of fyjy g for each restraint k as function of g

(B) Histogram of estimated (i (C) Time series ofd distribution.
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Figure 6. Initial Fees and Royalties. These gures report chain-level upfront fees (left axis) and royalty rates
(right axis), aggregated alternatively as annual medians and weighted averages in which the weight is the chain's
outlet count in that year. The initial fee is a at dollar amount paid to the franchisor to license the brand. Royalties
are speci ed as a percentage of gross revenue. Ad royalty fees are additional royalties payable to the franchisor
for chain-wide advertising. Initial fee data is sourced from FDDs. Royalty data is sourced from Entrepreneur
magazine's annual Franchise 500 ranking and comparison data. Weighted average results in Panel B indicate
royalty rates are skewed to the left as a function of chain size, while initial fees are skewed to the right.

(A) Median Fees and Royalties

(B) Weighted Averagf%fFees and Royalties



Figure 7. Correlation between franchisor control and indicia of franchisee wealfare . Each panel below shows
the estimated relationship between a given continuous measure of franchisee welfare and the estimated q from
equation 5.1. Each gure includes both a binned scatterplot and an estimated relationship in the underlying panel
data (plus con dence intervals). Regressions control for year and 4-digit NAICS industry.

(A) Total Outlet Count (B) Outlets Terminated

(C) Outlets Signed but Not Opened (D) Initial Franchise Fee
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Table 3. Regression Table for d where outcome fyj;gis estimated by coef cient b. Robust standard errors are
in parentheses and signi cance is denoted by the following: *** p<0.01, ** p<0.05, * p<0.1.

@) @ ®) @ ®) ) )

Initial Fee | Royalty Fee | Ad Royalty Fee Outlets Signed Outlets Private Equity
q

REGRESSORS ($) (%) (%) Outlets but Unopened | Terminated Owned

q 319.212 0.038 0.029 -5.644 -0.855 -0.314 0.009***
(1,077.371)]  (0.041) (0.021) (6.675) (1.126) (0.485) (0.003)

Observations 19,998 5,926 4,602 14,121 7,206 8,132 26,142

R-squared 0.575 0.932 0.924 0.956 0.597 0.298 0.704
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Figure 8. Industry-level Concentration for the top 10 NAICS 4-digit industries in the panel dataset. We compute
the Her ndahl-Hirschman Index at the industry-by-year level for each of the top 10 most frequently-appearing
industries in the franchise chain panel dataset. We compute HHI separately at the individual chain level and
at the holding company level, i.e. attributing all the chains owned by a given holding company to that locus of
control (and treating the non-holding-company-owned chains as independent). Market shares are computed from
chain-level outlet counts, reported in Item 20, Table 1 of the FDD.

(A) Restaurants & Other Eating Places (B) Other Amusement & Recreation

(C) Personal Care Services (D) Services to Buildings & Dwellings
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(E) Other Schools & Instruction (F) Traveler Accommodation

(G) Residential Building Construction (H) Automotive Repair & Maintenance

(I) Other Personal Services (J) Real Estate Agents
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Figure 9. Vertical Restraints in Private-Equity-Owned and non-Private-Equity-Owned Chains. These gures
display the differing frequencies of which private-equity-owned chains utilize a given vertical restraint compared
to non-private-equity-owned chains.

(A) Right to Purchase Assets (B) Right of First Refusal

(C) Franchisee Noncompete (D) Exclusive Dealing
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(E) Exclusive Territory Granted (F) Franchisor Reserves Right to Compete

(G) Mandatory Arbitration (H) Speech Restrictions
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Figure 10. Probability of Private Equity Ownership as a Function of (i
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Figure 11. Event Study Plots showing the Acquisition by a Private Equity Firm as the Outcome of a Given
Restraint Changing. These gures display the estimated coef cient b from year of restraint change from equation
6.1. Standard errors are clustered at the chain level.

(A) Removal of Exclusive Territory Granted (B) Franchisor Reserves Right to Compete

(C) Franchisor Site Approval (D) No Franchisee Association
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(E) Retail Price Maintenance (F) Minimum RPM

(G) Mandatory Arbitration (H) Speech Restrictions
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Appendix

A Restraint Prevalence in the Balanced Panels

In this appendix we report gures equivalent to gure 2 for balanced sub-panels of the overall un-
balanced panel dataset, spanning 2009-2024 (170 chains) and 2013-2024 (686 chains). This demonstrates
that the overall reduction in franchisee autonomy is due at least in part to changes on the intensive
margin, i.e. individual chains observed consistently reduce franchisee autonomy over time, rather than

new, less-autonomous chains entering.

Figure A.1. Time Series of the Prevalence of Each Franchise Restraint in the Panel Dataset. These gures report
the prevalence of each of the eight sets of franchise restraints and contractual provisions described in section 2 in
the balanced franchise chain panel dataset, 2009-2024. There are 170 chains represented in this balanced panel.

(A) Non-competition (B) Exclusive Territory

(C) Retail Price (D) Exclusive Supply



(E) Dispute Resolution & Speech (F) Franchisee Organization

(G) Data Access (H) Breaches of Limited Liability



Figure A.2. Time Series of the Prevalence of Each Franchise Restraint in the Panel Dataset. These gures report
the prevalence of each of the eight sets of franchise restraints and contractual provisions described in section 2 in
the balanced franchise chain panel dataset, 2013-2024. There are 686 chains represented in this balanced panel.

(A) Non-competition (B) Exclusive Territory

(C) Retail Price (D) Exclusive Supply



(E) Dispute Resolution & Speech (F) Franchisee Organization

(G) Data Access (H) Breaches of Limited Liability



B Survey protocol

Note: The survey protocol was rst described in Atz (2025) and is reproduced below.

B.1 Overall scope

The survey aimed to elicit responses from current or previous franchisees to questions about Item
19 and vertical restraints. Participants were identi ed through a self-constructed database of franchise
businesses' contact information from publicly available Franchise Disclosure Documents. Contact infor-
mation, i.e., phone numbers, emails, and business addresses, is publicized in the FDD with the expressed
purpose of contacting franchise businesses. These documents are made available through various U.S.
states' commerce websites. Item 20 contains a list of current and former franchise owners with their con-
tact information. The FTC “Franchise Rule” governs the disclosure and use of this information (Federal
Register/Vol. 72, No. 61/March 30, 2007/Rules and Regulations). The NYU Institutional Review Board
determined the protocol to be exempt from the federal policy following a limited IRB review under ref-
erence number IRB-FY2024-9116.

The study contacted franchisees via three modes:

1. For mobile phone numbers, a text (SMS) recruited participants for an online survey via a link. The

guestionnaire was administered via Qualtrics.

2. For landline phone numbers, the study used interactive voice response (IVR) technology, which
allowed participants to choose whether they wanted to access the online survey or answer the
guestions on the phone via the keypad. The latter used an abridged version of the survey to avoid

survey fatigue.

3. For email addresses, the study sent a link by email, with a follow-up message after one week if

there was no response. The questionnaire was administered via Qualtrics.

The survey included two waves and a pilot phase. The pilot phase ran from 2024-09-13 to 2024-09-18,

and the responses were included in the nal sample. The rst wave was conducted between 2024-09-24
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and 2024-09-30. The second wave was conducted between 2025-03-31 and 2025-04-21. The questionnaire
for wave 2 was changed slightly and included an expanded section on vertical restraints. Distributions
were sent at varying times during local U.S. business hours including one Saturday. Email adresses and
mobile numbers were contacted up to two times; landlines were contacted up to three times if they were

busy or reached an answering machine.

B.2 Sampling

The sampling frame was based on 393,453 phone numbers and 74,335 email addresses from the latest
FDD of each franchise.

The regular expression to extract phone numbers was:
\b\(?[0-9]{3}\) ?[\.\-\s]?[0-9]{3}\.\-\s] ?[0-91{4}

Note that there is no word boundary at the end because of possible phone number extensions. Ad-
ditionally, phone numbers were validated in terms of length and their location in the FDD (i.e., Item 20).
Phone numbers starting with 800 or 866 were excluded due to the high likelihood of encountering an
answering machine.

The regular expression to extract email addresses was:
\b[A-Za-z0-9\.\_\%+-]+@[A-Za-z0-9\.-]+\.[A-Za-z){2,}\b

Additionally, email addresses were validated in terms of OCR errors and screened for government
and non-U.S. top level domains. Franchisor or corporate emails were Itered out where possible.

Cost constraints determined the planned sample size. Stantcheva (2023) recommends “sampling for
range”, which in this case meant stratifying the sample based on franchise size. Wave 1 included 96,995
phone numbers from all available franchises, with a maximum number of 60 phone numbers per chain.
The type of phone line was split into mobile with 30,178 (31%) phone numbers, landline with 55,060
(57%) numbers, VoIP with 8752 (9%), and other types for the rest. Mobile numbers were used for the
SMS distribution and landline numbers for the IVR. Wave 2 included 43,937 phone numbers, of which

roughly half were numbers not previously contacted, and used all available email addresses.
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B.3 Response rate and potential response biases

The total number of valid responses was 350. Excluding those who said “No” to the screening
guestion QO, the number of responses was 302. The number of chain-identi able responses for the
analyses in this study is 309. The three modes—phone, SMS, and email—achieved different response
rates, where the highest success rates was from text messages.

Most of the landline phone numbers reached an answering machine (45%) or were otherwise busy,
unavailable, or yielded a carrier error (together 39%). Live answers accounted for 16% of all calls. The
response rate was low, with 0.2% of live answers resulting in participation. An additional 12 participants
chose to enroll in the survey via text. For the SMS distribution, it was less clear which messages were
delivered to the intended target. The overall response rate was 2%, which, however, includes a large
number of incomplete surveys. Moreover, it was likely that a substantial number of SMS did not reach a
live phone numbers (as with landlines). Email outreach also resulted in a large number of undelivered
surveys, where over 50% of survey invites bounced at the server. The email response rate for completed
surveys was 0.4%. Thus, the blended response rate is estimated somewhere between 0.2% and 1.2%,
which is in line with other studies that reached out via an unsolicited email or call (e.g., Minnis and
Shroff (2017)).

The main concern for this survey protocol is a potential nonresponse error. There is a substantial
challenge in reaching the target population, the franchisees, by using business phone numbers or email
addresses, even though the contact information in Item 20 was meant to facilitate reaching current or
past outlet owners. At least three reasons make a large share of the phone numbers unsuitable: rst,
the phone number may not be monitored or may no longer be in use. Second, calling the humber
may only reach an answering machine or automated system. Third, even in the case of a live answer,
depending on the franchise, it may be a frontline employee who receives the call or text instead of the
franchisee. The latter is mitigated by a screening question. Email addresses are not required by the
franchise regulation and are, therefore, included voluntarily. This mode of contact also suffers from a

large share of inactive or unreachable email addresses.



There are several additional caveats. First, attrition is a serious concern, and the questionnaire was
optimized to be as short as possible in the pre-pilot phase. Second, behavioral biases related to con-
tent and formatting ought to be reduced by modern survey design. Third, given the response rate,
we should expect some form of selection in addition to coverage error. For example, it might be that
disgruntled franchisees are more likely to participate in a survey about pre-sale earnings information.
In general, franchisees who complete the survey could be systematically different from those who did
not, which would undermine any generalizations to all franchisees. It seems plausible that small and
unsophisticated franchisees are easier to reach with this survey protocol (e.g., they are more likely to
put down a “personal” phone number) and more likely to be available (e.g., as the active manager) than
sophisticated franchisees, which should work in favor of making inferences from the survey responses.
Table B.1 compares the franchise chains in the survey with those that did not participate. The survey
includes on average franchises that are larger in outlet size and more often part of the Entrepreneur 500
ranking. Franchises with few or no outlets are harder to reach and are, therefore, underrepresented.
Table B.1. Comparison of Franchises In Survey vs. Not In Survey.  This table compares the franchises that
participated in the survey with those that did not participate, based on the last available FDD. The variables Size

(number of outlets) and Initial fee (in USD) are log-transformed. E500 stands for the Entrepreneur 500 ranking.
Signi cance thresholds: * p<0.05.

In Survey Not In Survey  Diff. in Means Std. Error
Mean Std. Dev. Mean Std. Dev.

Size (log) 2.1 0.67 1.1 0.91 -1* 0.047
Initial fee (log) 4.6 0.41 4.5 0.43 -0.1* 0.028
Royalty fee (%) 7.3 3.6 6.3 3.4 -1* 0.39
Ad Royalty fee (%) 2.9 2.1 2.5 1.8 -0.41 0.25
Top 100 by E500 0.091 0.29 0.022 0.15 -0.069* 0.019
Unranked by E500 0.51 0.50 0.88 0.32 0.37* 0.033




Table B.2. Open-ended Survey Responses. This table reports all of the open-ended survey responses we received,
as well as their answer to the nal structured question about time trends in franchisor control.

Franchisor Control

Other Comments

Franchisor's control

stayed the same

No support, no new products, everything offered is a way they can make
money from the franchisees since our sales don't provide the increased in

royalties

Franchisor's control

stayed the same

Their job is to support. They do a good job supporting

Franchisor's control

gotten less onerous

HQ control is minimal- I'm not sure if they are even around. It's horrible

Franchisor's control

gotten more onerous

If I knew now what | didn't know when | joined | would have not ex-

panded due to the. Control

Franchisor's control

gotten more onerous

In my experience the franchisor has had little success bringing traf ¢ into
the individual stores. They rely on price increases brought on by minimum

wage increases as a way to market their success to new investors.

Franchisor's control

gotten more onerous

They are totally out of touch and do not consider how regions operate dif-
ferently. My state of Florida is drastically different than the rest of the

country.

Franchisor's control

gotten more onerous

They love to micromanage the franchisees

Franchisor's control

gotten more onerous

They stink

Franchisor's control

gotten less onerous

Carstar was a great franchise 10 years ago but now they don't care about

one owner shops they only want to cater owners that have 6 or more stores.

10

Franchisor's control

stayed the same

Good corporate structure

11

Franchisor's control

gotten more onerous

They are very involved when it comes to getting their %. They are disin-

terested in helping the Indvidual franchisees.

12

Franchisor's control

stayed the same

I've had a great experience w/ my franchise.

13

Franchisor's control

gotten more onerous

Headquarters forces agreements on us where they receive a kickback. They

also force agreements with businesses that are owned by HQ employees.

14

Franchisor's control

gotten more onerous

Communication is poor at best. No clear standards, training was a joke, no

help offered from headquarters

Continued on next page...



Table B.2. Open-ended Survey Responses. This table reports all of the open-ended survey responses we received,
as well as their answer to the nal structured question about time trends in franchisor control.

#

Franchisor Control

Other Comments

15

Franchisor's control

stayed the same

Corporate headquarters has proven that they have no clue what they're

doing

16

Franchisor's control

gotten less onerous

Essentially none. They only exert control over future buyers due to the fact
that the future buyer would need to enter into a new franchise agreement.
Otherwise, HQ merely ful lls an advisory role, so we stay in business and

continue paying the monthly fee.

17

Franchisor's control

gotten more onerous

It seems inconsistent depending upon when you came into the system.

18

Franchisor's control

gotten more onerous

Our primary service offering relies on supplies that are sole sourced from
one vendor. The franchise organization and this vendor have become in-
creasingly tied at the hip to the point where the supplies were are man-
dated to purchase have increased in cost by nearly 200% in the past 3 years.
Over that period of time an additional service was bundle into the sup-
plies's cost, however, the addition of that service should have increased

the cost of those supplies by about 20-25% and that's being generous.

19

Franchisor's control

gotten more onerous

Headquarter is run by a family. Restrictive on comments on franconnect.

Not open to new ideas. Nickel and diming franchisees.

20

Franchisor's control

gotten more onerous

| original signed up for territory development but became in possible with
economics (location, rent, labor (doubled in 10 years), product, services,

etc.) cost to develop in the time frame allotted.

21

Franchisor's control

gotten more onerous

Corporate RBI do not listen to there franchise owners.

22

Franchisor's control

gotten more onerous

They are thief's

23

Franchisor's control

stayed the same

Very little interaction with them

24

Franchisor's control

gotten more onerous

| feel like corporate control is like similar with communism or Dictatorship

25

Franchisor's control

gotten more onerous

jsut that their rules are crappy and it sucks to own but not own a business.

Continued on next page...
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Table B.2. Open-ended Survey Responses. This table reports all of the open-ended survey responses we received,
as well as their answer to the nal structured question about time trends in franchisor control.

#

Franchisor Control

Other Comments

26

Franchisor's control

gotten less onerous

They are the reason my business failed. The advertising was outrageously

priced and ineffective.

27

Franchisor's control

stayed the same

| wanted to sell my franchise business, But, my corporate headquarter re-
strict to sell. whom i can sell to, or are i obligated to sell only to the my
territory. headquarter can not helping me to sell. So, | am frustrated and

lost more than $70,000

28

Franchisor's control

gotten more onerous

Hotworx is the perfect example of what people dread as a franchisee - they
are WAY TOO involved in the "independently owned" franchisee opera-

tions

29

Franchisor's control

gotten more onerous

They suck at running the business. They keep making changes that are not

helpful or worse, hurtful.

30

Franchisor's control

gotten more onerous

It sucks. My franchisor makes horrible decisions that bene t them while

hurting us.

31

Franchisor's control

stayed the same

there is a law in place regarding who owns the employees that places a
check on franchisors' desire to increase control. Also there have been law
suites against franchisors dictating vendor mandates that have also kept a

check on franchisor greed and control.

32

Franchisor's control

gotten more onerous

When they sell to private equity it's a crap shoot...

33

Franchisor's control

stayed the same

They do a great job for me

34

Franchisor's control

gotten more onerous

They make more money off their mandatory vendors and mandatory mar-

keting spend through them than they do from royalties.

35

Franchisor's control

gotten more onerous

Required marketing spends are putting franchisees out of business

36

Franchisor's control

gotten more onerous

They were horrible and made horrible decisions

Continued on next page...
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Table B.2. Open-ended Survey Responses. This table reports all of the open-ended survey responses we received,
as well as their answer to the nal structured question about time trends in franchisor control.

#

Franchisor Control

Other Comments

37

Franchisor's control

gotten more onerous

Corporate headquarters also committed fraud against me by price xing
my services, which is illegal in California- where | operated my location.
They also instructed me to break labor laws and not pay my employees full
wages to "reduce payroll" which | refused and chose not to follow to said

instructions. The best way to describe this franchise is predatory.

38

Franchisor's control

gotten more onerous

The control is able to get more onerous because the FDD allows the head-
quarters to change the manual. If the manual is static than headquarters
would not be able to as much. This is referring to an external document

that can change in the FDD should be disallowed.

39

Franchisor's control

gotten more onerous

Yes, the franchise has been implementing changes in the operation manual
which supposedly supersedes, existing franchise agreement and franchise

disclosure documents.

40

Franchisor's control

gotten more onerous

They don't care about individual territories; what works for one area

doesn't always work for another

41

Franchisor's control

stayed the same

Our Corporate headquarters do not do a lot for the franchisees. They are

disengaged and not very helpful.

42

Franchisor's control

stayed the same

They give us great latitude to run our business

43

Franchisor's control

gotten more onerous

The more corporate discovers that franchisees are not in compliance, the

more onerous their control becomes.

44

Franchisor's control

gotten more onerous

They do not allow you to sell to private equity groups or companies. That

could be restrict the pool of available buyers.

45

Franchisor's control

gotten more onerous

Rise takes but gives little

Continued on next page...
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Table B.2. Open-ended Survey Responses. This table reports all of the open-ended survey responses we received,

as well as their answer to the nal structured question about time trends in franchisor control.

#

Franchisor Control

Other Comments

46

Franchisor's control

gotten more onerous

We are measured (KPIs) and go out of favor at the individual franchisor's
will (he is founder, owner and CEO). The KPIs are not mentioned in the
FDD or FA. Over the past year or two the franchisor has executed new FAs
that require 20% of sale price go to franchisor. This is up from $5K when
we rst joined, and in a $2M biz is $400K. Also the franchisor has esca-
lated the franchise fee to $1.50/pop (is saying will be $2.50 soon, and was
$0.37 when we purchased), making a new franchise purchase of one lot
cost $375K in franchise fee alone. The franchisor recruits new franchisees
by loaning them the $375K and often the franchisee cannot make enough

in pro t to stay in business. So the CEO resells the lot.

47

Franchisor's control

gotten more onerous

Once the Franchisor bought out his partners, the Franchise has turned into
a dictatorship, ruled by threats and lack of HQ help. HQ only helps a few
top performers. Their new software is a POS. Nothing works and we all

fear we will lose clients and employees.

48

Franchisor's control

gotten more onerous

Snapology was acquired by Unleashed Brands which has been a net nega-

tive for my business results, relationships, and operations.

49

Franchisor's control

stayed the same

The Franchisor micromanages and does not understand differences in ge-

ography (hot weather vs snowy areas), local cultures et.

50

Franchisor's control

gotten more onerous

While | can set prices, they run the advertising, often offering large dis-

counts.

51

Franchisor's control

gotten less onerous

No support and bo pro tability education for new comers

52

Franchisor's control

gotten less onerous

Covid changed things - online zoom calls and service delivery. control

lightened up

53

Franchisor's control

stayed the same

HQ's approach has been to work with minimal controls and to maintain a

very high level of involvement with the Franchisees.

54

Franchisor's control

gotten more onerous

See following links to comments submitted to the FTC;

https://www.regulations.gov/document/FTC-2023-0026-
2219/comment? Iter=goddard

Continued on next page...
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Table B.2. Open-ended Survey Responses. This table reports all of the open-ended survey responses we received,
as well as their answer to the nal structured question about time trends in franchisor control.

#

Franchisor Control

Other Comments

55

Franchisor's control

gotten more onerous

We were purchased by an umbrella company, Unleashed Brands. They
have a few franchises related to children. They have put all the businesses
on the same software. This is an example of control that makes it much

harder to do business since they took over.

56

Franchisor's control

gotten more onerous

The parent company Unleashed Brands doesn't understand our business

model at all, which makes it dif cult for new owners to be successful.

57

Franchisor's control

gotten more onerous

Purchasing equipment above fair market value has caused extreme distress

58

Franchisor's control

gotten more onerous

It is a balance and really depends on the type of franchise, the market, the

maturity of the brand and the company, and a number of other factors.

59

Franchisor's control

gotten more onerous

My franchise was acquired in part by work In 2019. Things have signi -

cantly changed for the worst since then.

60

Franchisor's control

gotten more onerous

Economically | cannot afford to market for myself. And the franchisee
holds total control over marketing and can and has cut off my sales leads

at a moments notice without notice or cause.

61

Franchisor's control

gotten more onerous

Some of these questions I'm unable to answer because I've never explored

selling for instance.

62

Franchisor's control

stayed the same

Some items are "restricted" not by corporate requirements but by general
lack of options or by corporate recommendations. We are not strictly re-
quired to order from certain vendors or to carry certain products but we

are expected to carry branded items of which there are only certain ven-
dors that offer them and limited selection of them so we end up being

somewhat restricted in who we can order and what we can carry. This is
not necessarily a bad thing as it helps maintain our brand across the board
but it does come at some risk that something would happen with those
vendors and our business would be harmed by that even though we tech-
nically can carry products from outside companies that compete with our

own branded items.

63

Franchisor's control

gotten more onerous

To me, corporate oversteps their boundaries

Continued on next page...
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Table B.2. Open-ended Survey Responses. This table reports all of the open-ended survey responses we received,
as well as their answer to the nal structured question about time trends in franchisor control.

# Franchisor Control Other Comments
64 Franchisor's control Corporate has almost total control build costs including negotiating unfa-
stayed the same vorable contracts with suppliers/vendors that corporate bene ts from by

taking a cut of the in ated prices. In all their corporate contracts, Corpo-
rate uses their bargaining power to enrich themselves (by in ating costs to

take a cut) instead of to bene t franchisees.

65 Franchisor's control ineffective

gotten more onerous
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C Restraint Prevalence by Industry

Section 4.3 addresses variation in restraint prevalence by industry, which we report in this appendix,
in addition to the count of chains for each of the top 10 industries in the panel over time.

Figure C.1. Count of Chains in Each of the Top 10 Industries in the Franchise Chain Panel Dataset, 2009-2023.
a0 150
600

400

Number of Chains
Number of Chains

a
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
Year

]
200% 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
Year

(A) Restaurants & Other Eating Places (B) Other Amusement & Recreation

120

@ 100 & 90
T @
£ =
Q (&)
= i
2 2 &0
E E
= =]
= 50 =
30
0 a
200% 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 200% 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
Year Year
(C) Personal Care Services (D) Services to Buildings & Dwellings

16



100

80

60

40

Number of Chains

20

80

80

Number of Chains
s

20

0

50

a0

30

20

Number of Chains

1]

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
Year

(E) Other Schools & Instruction

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
Year

(G) Residential Building Construction

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
Year

(1) Other Personal Services

17

150

g 100
‘T
-
[&]
e
5
o
E
=
=z 50
a
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
Year
(F) Traveler Accommodation
50
[}
E 40
[is}
-
[&]
-§ 30
@
o
E
=
Z
10
a
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
Year
(H) Automotive Repair & Maintenance
50
40
0
£
3 a0
[&]
s
5
o
£ 20
=
=4
10
a
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
Year
(J) Real Estate Agents



Figure C.2. Non-Competition Restraint Prevalence in Each of the Top 10 Industries in the Franchise Chain
Panel Dataset, 2009-2023.
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Figure C.3. Exclusive Territory Restraint Prevalence in Each of the Top 10 Industries in the Franchise Chain
Panel Dataset, 2009-2023.
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Figure C.4. Retail Price Restraint Prevalence in Each of the Top 10 Industries in the Franchise Chain Panel
Dataset, 2009-2023.
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Figure C.5. Exclusive Supply Restraint Prevalence in Each of the Top 10 Industries in the Franchise Chain
Panel Dataset, 2009-2023.
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Figure C.6. Dispute Resolution and Speech Restraint Prevalence in Each of the Top 10 Industries in the Fran-
chise Chain Panel Dataset, 2009-2023.
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Figure C.7. Franchisee Organization Prevalence in Each of the Top 10 Industries in the Franchise Chain Panel
Dataset, 2009-2023.
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Figure C.8. Data Access Restraint Prevalence in Each of the Top 10 Industries in the Franchise Chain Panel
Dataset, 2009-2023.
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Figure C.9. Prevalence of Limited Liability Breaches in Each of the Top 10 Industries in the Franchise Chain
Panel Dataset, 2009-2023.
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