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Abstract

Digital marketing can improve firm performance, but its effects on franchisees remain
unclear. Franchisors' digital marketing strategy may increase their control, leading to conflicts
and potential dissolution of franchisor-franchisee relationships. The objective of this study is to
investigate the effect of digital marketing strategy on franchise performance, including both
franchisor and franchisee performance. Drawing on the motivation-ability framework, we
hypothesize that the effect of digital marketing on franchisor performance depends on their
motivation and ability. Similarly, the impact on franchisee performance is influenced by
governance mechanisms that either demotivate franchisees or enhance their abilities. We
assemble a dataset of 121 public franchise firms in the U.S. from 2001 to 2022 and use a
supervised machine learning approach to measure digital marketing strategy. Our findings aim to
provide guidance on effectively leveraging franchisee relationships.
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