
There is always risk in starting a new business, and while franchising offsets some types of 
risks, it also creates others. 
Franchisors and franchisees need to acknowledge that success depends on developing a 
strong relationship - and like all relationships that relies on the key ingredients of open 
communication, transparency, accountability and mutual respect. 
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Getting into a market - the allure of franchising
Franchising - the new black 
for business start ups? asks 
Tanya van der Wall and 
Carolyn Evans. 

Most franchise operations are small 
businesses that seek to defray the risks 
of starting up a business by buying into 
the intellectual property (brand equity, 
business model, operating systems, 
service delivery methodology etc) that 
has been established by a successful 
franchisor.  Presumably they gain by 
learning from the franchisor’s past 
mistakes and consequent innovations, 
rather than doing it the hard way (ie. 
learning by their own mistakes and 
managing to survive along the way).    

Small? business 
With 1.9 million business operators 

on a population of about 22 million, 
Australia has no real shortage of 
people willing to run a business, or at 
least try to do so.  Never mind that 
96% of small business operators 

employ less than 20 people, these 
business are crucial to ongoing 
prosperity in Australia.  There are just 
so many of them that the impact on the 
Australian economy is hard to over-
estimate. 

It is testimony to the health of 
Australian enterprise that ‘small 
business’ here is a jumble of everything 
from a nanotech hothouse of 8 PhDs 
(often with less than 8 people!) to a 
classic corner shop, from a suburban 
small-footprint manufacturer of high end 
cosmetics, confectionary or electronics 
to bespoke publishing - not to mention 
the butcher (halal, kosher and 
sustainable farming all in the mix),  
baker (blending dozens of ethnicities) 
and candlestick maker (definitely back 
in fashion if they are hand-made from 
ingredients more at home on an 
alchemist’s shelf in a grocery store). 

Why worry? 
On the current survival rate of 

“small” business in Australia, though, 
there is indubitably room for 
improvement.  The numbers from the 

Australian Bureau of Statistics show that 
only about two out of every three small 
businesses survive past three years.  
Interestingly, they do better if they are 
employing staff, with up to three out of 
four passing the three year mark, but 
only two out of five make it when not 
employing staff.  While its drawing a 
mighty long bow to make a causal 
statement out of that data, it is fair to 
say overall that considerable churn is 
still clearly evident amongst start up 
enterprise in Australia. 

Little wonder, then, that many seek 
to dilute or defray the risks by going the 
franchise route.  Australia now has 
about about 1025 different franchisors 
and around 62,000 franchisees, no 
mean slice of the small business action.   

But this is down from 1100 different 
franchisors in 2008 before the global 
financial crisis really hit.  This modest 
consolidation was seen as a good result 
in difficult times, and represents a 
maturing of the market where only the 
most robust will survive, according to 
franchisors.1 

Franchising may well be the 
‘art nouveau’ for small business



Upside potential 
From the franchisee’s perspective, keys to operating a successful franchised 

business include some factors in common with other small business - such as the 
ability to work hard in one’s own business, establishing a business plan aligned to 
an overall operating plan, managing employees effectively, etc.  (Franchise buyer 
beware - these are done to a franchisor’s model that can help and/or hinder!) 

But the franchisee has some access to other assets that they need to actually 
bring to bear to be genuinely better off than the run-of-the-mill small business.  To 
offset the learning curve, for example, the franchisee has paid for tools from the 
franchisor and should use them to the maximum effect.  A recognised brand, 
economies of scale in purchasing supplies and well-tested business systems should 
allow the new franchisee to ramp up operations more quickly and successfully by 
providing access to these other business assets, advantages that are well beyond 
the reach of the typical small business operators to create or implement. 

Market structure is also important.  Franchise Council of Australia Executive 
Director Steve Wright is on record as believing that the success of franchises is all 
about being close to the customer, perhaps more so in tough economic times.  Done 
well, this means that both the franchisor and their associated franchisees are 
tapping in to changing market conditions and customer behaviours.  Better still, 
their structure is supposed to allow them to adapt more flexibly and quickly with 
that market intelligence than would be possible in a large corporation.2 

What’s the catch? 
Risks in a franchise model centre on the competing interests of franchisees and 

franchisors, particularly the tension between franchise proliferation (to saturation 
point in an effort to increase returns to the franchisor) as opposed to maximising 
territory benefit (directly in the franchisee’s interests).  Other risks commonly 
experienced include not getting value for money in systems support, illusory 
reductions in costs of supply, inadequate brand development in the context of 
competitors in that industry and/or patchy marketing initiatives. 

Some of the risks are, of course, still those of being in small business. For 
example, does the individual taking the franchise actually understand their role and 
actively want to be doing the same thing day after day - say, being a micro-
manufacturer of juices, cookies, business cards or whatever? This is not so different 
to the typical small business realisation that if they don’t work at the business, the 
money is unlikely to come in. But there is a very real sense of being more ‘locked 
in’ when a franchisor is calling the shots, especially where the franchisee may have 

  Taking a franchise for a product must balances of the benefits of standardized systems ...Franchising revealed 
Though hardly an unqualified 

success in Australia, franchising 
remains alluring to Australians, 
perhaps because of our energetic 
search for the twin trophies of  
work/life balance and financial 
independence. Franchising can look 
like a safer bet than starting up 
something completely on your own. 

That may be the basis for the 
rate of net growth for franchisees, 
which has been substantial.  The 
sector is now worth around $128 
billion (down $2bn during the GFC), 
but is highly fragmented in the 
fashion of SMEs generally. 

While franchising cuts across a 
range of product and service  
industries, it is heavily focused in the 
retail sales environment.  It would be 
a mistake, however, to simply lump 
them in with other general retail, 
because of their profound business 
and organisational  distinctiveness. 

Interestingly, most franchise 
systems are still relatively small: 

•overall, the median number of 
franchise units - 23 plus 1 
company owned unit, up from 
18 in 2008; 

•retail sees a median of 40 and 
non-retail a median of 17 units.     

Data in 2010 shows many 
franchise concepts are piloted as 1 
or 2 businesses businesses for a 
median of 3 years, but nearly 40% 
were franchised after operating for 
under a year despite the financial 
downturn.  

2010 data also indicated that 
28% of all franchisors have 
internationally based franchises, 
most commonly in USA, New 
Zealand, Europe and the UK, with 
master franchising as the most 
common method of international 
market entry.   

International operators had a 
median of 36 franchises already, 
mostly medium and large franchise 
systems. 

While this growth trajectory has 
put Australia at the top of the 
franchising boom worldwide, it will 
be interesting to see the longer term 
makeup of the casualties from the 
GFC (eg. Kleenmaid early in 2009) 
and the 2010/2011 floods in 
Australia.



Further reading: 

Sources: 
Griffith University Asia Pacific Centre for 
Franchising Excellence: 
www.franchise.edu.au. 

Franchising Code of Conduct available at 
Australian Competition and Consumer 
Commission website: www.accc.gov.au 

PwC Private Clients Franchise Sector 
Indicator report: www.pwc.com.au 
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Digesting success, coping with change 
or facing gaps in your team? Perhaps 

we can help by doing some thinking 
for you - over coffee, naturally!   

Whatever your strategic objectives or 
shorter term challenges, augmenting 
your team's capability with expertise 

from ThinkEvans may be just what 
your team needs.  

little experience in understanding the binding legal undertakings that they made in 
taking on the franchise - especially those on business performance. 

From the franchisor’s perspective, the business owner is attracted to a model 
for growth which shifts some of the risk of that growth to other parties, including 
their franchisees. Investments of human and financial capital from independent 
business owners who value a brand and the operational support systems allow a 
rate of business growth and development that they might not otherwise be able to 
build themselves. The support systems act as powerful monitoring devices to keep 
track of all supply activity which is dictated by the franchisor but more importantly, 
to track turnover upon which the royalties returning to the franchisor are based. 

Good help is still hard to find 
Franchisors often complain that growth of the franchise model is constrained 

principally by not being able to recruit star potential franchisees, particularly in the 
near full employment environment that was operating until recently.3 It will be 
interesting to see whether this changes in the bottom of this cycle, or whether the 
financial conservatism driven by uncertainty makes individuals reluctant to venture 
into this sort of undertaking. Latest reports suggest that the majority of franchisors 
had actually increased their spending on marketing, franchisee recruitment and staff 
training,4 although there was generally a smaller pool of prospective franchisees 
during the much-discussed GFC.  

Interestingly, one third of franchisors are using master franchising (where a 
successful franchisee will own/operate multiple franchises in a given territory and 
contribute to ongoing brand development and marketing as a growth strategy), and 
almost two thirds are encouraging multi-unit franchisees.  The number of units per 
franchise system has also grown from 18 in 2008 to 23 in 2010.  And although not 
confirmed independently, franchisors do report higher performance from multi-unit 
franchisees than single unit holders (see Franchising Australia 2010).   

So whether or not a genuinely a smaller pool of potential franchisees is 
available at any given time, are franchisors focusing on the right potential 
franchisees?   In 2005, a study found that most failed franchisees: 

• were first time self-employed, 
• admitted to deviating from the given system, 
• liked doing the work but lacked business ability, 
• did little research, and 
• wanted a ‘parent-child’ relationship (dependent on their franchisor rather 

than being independent within an established framework). 5 

... against the loss of individuality and discretion in decision making.
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In contrast, superior performing 
franchisees in a 2006 study 6 showed a 
different franchisee mindset where: 

• the franchisee was experienced 
in small businesses and could 
think like the franchisor,  

• was entrepreneurial but 
prepared to follow the system, 

• valued the brand more than the 
support provided, and  

• actively marketed their business.  

So the evidence supports selecting 
more broadly for business experience 
and success, then teaching the technical 
skills involved in the specific business.   

No doubt, the value of the brand 
and untapped demand for the product 
should be the decision criteria rather 
than work/life balance - in this a 
franchise really is no different to small 
business generally. 

Over the horizon? 
“New black” or not, continued 

success of the franchising sector depends 
on both an ongoing supply of informed 
and experienced franchisees, and on the 
structural capacity for them to operate 
on a more even footing with franchisors - 
backed up by appropriate agreements 
struck between the parties!
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Gen Why? 
Generation Y, echo 
boomers, millennials – 
call the current 
generation of young 
adults whatever works 
for you, they certainly 
generate debate, so 
understanding the 

latest adult generation and what makes 
them tick is crucial for societies, 
governments and organisations.  One 
view is that too much attention is paid 
to the emerging generations – “Aren’t 

they just like every other generation 
when it was young?” and many 
employers have voiced sympathy with 

that view.  But research suggests that 
the Y difference goes well beyond the 
usual generation clash, so anyone 
reliant on this age group for their 
income wants a firm grip on the 
attitudes, behaviours and preferences 
of Ys.Understanding the real ways that 
“generations” differ from each other 
may provide insight into everything 
from marketing initiatives and employee 
retention strategies, through to social 
policy and education.
�  

Can’t buy me Wellbeing  
Just like in the Beatles song (for 

those older than our youngest 
consultant/research assistant), money 
can’t buy love, happiness, wellbeing … 
or can it? We look at issues such as: 
• How can prosperity usefully be 

defined in contemporary society?   
• What are the wellbeing constructs 

that may have explanatory value in 
this setting?  

• Is there a causal link and which way 
does it flow? 


