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Franchising Starts 2018 With Subdued Economic Outlook  

Franchize Consultants’ January 2018 Franchising Confidence Index continues to demonstrate caution 

in sentiment levels, with access to suitable franchisees, suitable staff and franchisee operating costs 

being the main areas of concern.  In contrast, there is a more neutral feeling around general business 

conditions, franchisee profitability levels and growth prospects.  

Franchisors remained neutral in their 

outlook for general business conditions (net 

3%) mirroring the October (3%) result, 

whilst Service Providers were slightly less 

confident down from October’s net 13% to 

0%. 

The Franchisor outlook for January 2018 

was quite different from January 2017, 

however the declines recorded in October 

survey have lessened in most areas. Access 

to financing saw a positive shift to net 0%, 

up from a net negative 13%, as does 

franchisee profitability levels (net 9%, up 

from net 7%). Service Providers shared similar views. 

The general business conditions outlook of 3% was, as our experience indicates, stronger that other 

research involving general business. The ANZ Business Outlook decreased substantially to a net 

negative 38% in December (down from 0% in September). NZIER similarly saw a drop to net negative 

11% in Janaury, down from net 7% in October. 

Our experience, now charted over 32 consecutive quarters (since April 2010), indicates franchisors are 

normally more positive toward future general business conditions compared to other datasets 

involving other organisational forms. 

 

RESULTS SUMMARY TABLE *  

 

 

 

 

 

*The figures indicate ‘net’ confidence. Net’ confidence is the difference between those reporting ‘better’ and ‘worse’  
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Franchisor sentiment for franchisor 

growth prospects dipped slightly further 

to a still positive net 23%, down from 

the previous quarter’s net 28%. Service 

Providers net 0% was in line with 

franchisor sentiment down from net 7% 

in October.  

 

 

 

 

Franchisor sentiment toward  access to 

suitable franchisees is seen as the  key 

challenge with a further drop to a net 

negative 28% (down from net negative 

20%). Service Providers in comparison 

were neutral at net 7%.  

 

 

 

 

Franchisor sentiment toward access to 

financing was neutral at a net 0% up from 

a net negative 13%. Service Providers 

confidence was stronger increasing from a 

net negative 7% to a positive net 7%. 
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Franchisors, at net 7%, down from net 11%, were slightly more subdued this quarter in their outlook 

for access to suitable locations. Similarly, Franchisors saw a slight dip in their outlook for access to 

suitable staff, down to a net negative 16%, although still much more positive than their net negative 

32% in July 2017. Service Providers confidence was similar with access to suitable locations, dropping 

to net 14% from 20% and access to suitable staff at a net 0% (down from net 7%).  

Franchisors and Service Providers had similar sentiment toward future sales levels per franchisee 

with Franchisors dipping to a net 28% (from net 43%) and Service Providers net 7% (down from net 

13%).  The greatest challenge for both parties is seen as franchisee operating costs decreasing from 

net negative 21% to net negative 39% for Franchisors. Service Provider sentiment decreased from net 

negative 27% to net negative 50%. 

             

Franchisors, whilst still subdued, reported 

slightly more positivity toward franchisee 

profitability levels at a net 9%, up from net 

7%. Service Providers were much less positive 

dropping to a net negative 39%. 
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Franchising Outlook  

Franchisors were asked for qualitative responses on how things were looking in their sector. Twenty-

three franchisors responded from a variety of self-reported industries including retail, financial, 

hospitality, home services, cleaning, insurance, education and construction.  Comments were mixed 

between positive and negative, in almost equal numbers, with positive comments pointing to good 

trading and/or forthcoming future demand outlook.  Most negative comments pointed to rising costs 

and/or a level of uncertainty regarding how the economy may develop and potential legislative 

changes that could impact the future.  The following examples were indicative of this sentiment: 

 Continued growth in the service sector with good opportunities   

 Finance - expect rising interest rates and wage pressure to take some of the gloss off 2017 record 

setting year  

 Construction - plenty of available work currently  

 Farming improved pay-out Dairy. Beef sheep Goats and good season  

 Better and better  

 Home Services - slow last quarter of 2017 which would traditionally be a busy time for us.  

 Commercial Cleaning. Conditions and market solid although competitive pressure on pricing 

always significant   

 Hospitality - Generally OK but challenges with minimum wage and availability of good staff."  

 Retailing financial services - The greatest risk will be how the Labour Government deal with the 

CCCFA"  

 Retail - Very tough for the last 12 months  

 Business owner coaching/consulting. Possibly slightly better as I believe tougher economic 

conditions for businesses will improve likelihood of business owners seeking help. 

 Retail - Challenging year ahead with online shopping and HR legislation.  

 Education "Tutoring Increased numbers of parents looking for bespoke education services due to 

issues in Education sector in state education."  

 Insurance premiums will rise again this year due to all the flooding. They will try to squeeze the 

suppliers to get back some lost profits.   

 Commercial cleaning. It appears buoyant. Inquiry for quotations and people looking for 

Franchisees is higher than normal  

 Food & Beverage remains stable, but we are having to work harder and harder to achieve 

comparable sales.   

 Hospitality. The minimum wage increase will put significant pressure on our franchisee's 

businesses along with other increasing operating costs.  

 Retail is looking very good at the moment  

 Food Retail - wage increases and additional taxation will tighten market.   

 New government generated a high level of uncertainty; concern regarding increased labour costs; 

immigration; economic growth.  

 Commercial Services.  Anticipate environment will be similar to next year, although we see our 

own business being better than last, building on the work that was done.  

 "positive work flows from franchisees tough finding them"  
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 Business service sector and initial signs are showing a downward trend on this time last year.  

Service Providers were similarly asked how they thought things were looking for franchisors and 

franchisees.  Their responses also provided a mixed future outlook. Key examples include: 

 

 I think things are looking steady, with the risk of a global financial event - which is always 

possible.  

 OK but costs appear to be creeping upwards 

 On the bright side 

 Less optimistic with the change of government and uncertainty re labour laws. 

 increased costs will impact margins for franchises and franchisors will be facing calls for more 

support, innovation etc. form distressed franchisees facing declining profitability 

 Very positive and vibrant 

 Real uncertainties in the economy over the next 12 months, increases in rents and impact on 

profitability absent further top line growth.  

 General economic uncertainty as a result of the new government influencing the franchise sector 

- short term strong retail spend will slow down along with a slow down in available overseas 

capital. 

 I don't think there is any significant reason to expect major negatives. While the economy may 

slow, as was already predicted prior to the election, underlying factors remain positive. Pregnant 

with possibilities! The opposition will no doubt try to talk the economy down for their own ends, 

and media will look for shock headlines as always, but business confidence levels have less impact 

on franchise recruitment than is often thought, as buying a franchise is dependent more on stage 

of life. 

 

Greatest Challenge to Franchising Development in 2018 

For the eighth year running franchisors were asked what they perceived to be the greatest challenge 

to franchising development in the year ahead. The following chart plots the frequency of key 

comment themes. 

 

As demonstrated, 13 of the 33 responding franchisors identified finding franchisees as the top 

challenge to their development. This continues to be the greatest challenge for franchisors. 
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The next greatest identified theme was increasing compliance and other legal requirements (8 

responses). This theme reflected comments covering a number of areas, including compliance 

generally, but also uncertainty relating to forthcoming employment and immigration policies and, in 

one instance, the CCCFA.  

Other noted challenges (all featuring 4 responses) were best described by themes of franchisee 

business model challenges, franchisee investment & cost containment, and economic concerns & 

uncertainty.  

Lesser cited challenges this year included finding staff, suitable locations, access to finance, existing 

franchisee execution issues (i.e. need manage up or out), franchisee confidence and competitive 

intensity.  

 

Previous Year Comparisons 

Finding franchisees / suitable franchisees continues to be the dominant identified challenge to 

franchising development, as it has for the preceding six years. Increasing compliance and legal 

requirements / uncertainty enter as the second top theme, for the first time.  Issues around 

franchisee investment and operating costs, franchisee business model challenges, and economic 

concerns continue to feature as they have in 2017. 

  

TOP CHALLENGE RANKINGS 

 2012 2013 2014 2015 2016 2017 2018 

Finding Franchisees 1 1 1 1 1 1 1 

Access to Finance 2 5   4   

Economic Concerns 3 3 2  5 4 4= 

Investor Confidence 4       

Finding Suitable Locations 5  5 5 2   

Franchisee Business Model Challenges  2    5 4= 

Online Retail Threat  4      

Franchisee Business Execution   3     

Finding Suitable Staff   4 2  3  

Franchisee Investment / Operating Costs    3 3 2 3 

Competition    4    

Increasing compliance & legal 
requirements / uncertainty 

      2 

 

While still noted as a concern to some, it is interesting to note finding suitable staff dropping from the 

top five areas of challenges to franchise system development this year.  
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What Will Provide the Greatest Opportunity Related to Franchising Development in 2018? 

This year we once again asked Franchisors and Service Providers what they perceived to be the 

greatest opportunity related to franchising development in the year ahead.  A wide variety of internal 

and external factors were cited. Key themes identified by Franchisors and Service Providers included 

use of technology (including social media), continued strong demand (in certain sectors), new retail 

locations offering new locations, franchisee profitability, franchisee performance reviews, 

opportunities arising from legislation changes and reviewing systems with agreement renewals 

coming due.  Opportunity-related examples included: 

 Social media and web site development and further online targeting  

 Continuation of strong economic performance 

 Utilising creative thinking to take advantage of the level of work available 

 Technology  

 Other agencies agents looking for opportunity 

 Finding the right people 

 Franchisees profitability. 

 Brand extension 

 Promoting to prospective franchisees that we have received accolades for coaching/consulting for 

the second year running by Entrepreneur magazine in USA. 

 Increased number of suitable sites available 

 Implementation of poorly thought-through government initiatives in schools will drive more 

parents to seek help for their kids. 

 Contract renewal with biggest supplier this year will give be good timing for current owners 

wanting to exit the group. 

 Weeding out poor performers and replacing them with higher calibre candidates   

 New rules around immigration will inspire people / families to purchase a franchise to support 

families immigrating. 

 The large landlords are preparing for a number of new retail centres/expansions of existing 

centres around the country and this provides opportunity for new store locations. 

 Recalibrating our business model 

 recession 

 Lots of untapped potential and opportunities for franchisees in a number of locations 

 improving franchisee profitability 

 We are still seeing high levels of interest from off shore in both custom and franchising. 

 Companies reviewing their franchise structure and management, from a franchisor and 

franchisee perspective, to identify and then prioritise impactful improvement opportunities.  

 Finance rates may stay on hold and economic conditions appear to remain fairly robust 

 Optimism about the economic outlook. 

 Using Technology to enhance the customer experience and franchise operations 

 innovation - upgrading existing systems to achieve greater sales, profitability and happier 

franchisees 

 More prospective franchisees available 
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 An increase in the number and variety of new franchise systems  

 Services, particularly those related to the building and construction sectors, will continue to be in 

high demand. Demand for franchises in the regions will grow as Auckland becomes increasingly 

crowded/competitive/expensive/unliveable. Regional incentives for immigration will help 

stimulate this.   

 

Concluding Comment 

Overall, Franchize Consultants’ Franchising Confidence Index in January 2018 demonstrated subdued 

sentiment overall, when compared to many previous years. However, there was equally a lot of 

opportunity identified and we were led to suggest a degree of the subdued sentiment may relate to a 

fear of what could happen rather than major issues currently being experienced.  

It is clear that whilst demand is strong, there are forces variously and gradually eroding confidence – 

such as the global economy, intensifying competition (in some sectors), access to funding, concerns 

around future legislative changes (potentially related to a new Labour government), increasing input 

prices, technology, and compliance to existing legal requirements (e.g. relating to Health & Safety, 

Employment etc). 

At the same time, however, there was also positivity, with half of responding franchisors citing a 

positive outlook couched in good trading and future demand. And the opportunities cited for 

franchise system development also pointed to a more positive outlook and levers to drive the 

business. Examples of the latter included working with existing franchisees to improve profitability, 

better use of technology (including social media), brand extension, innovation, and increasing 

franchisee quality.  

We at Franchize Consultants note the general resilience of franchising systems; however, much can be 

done to better future-proof franchise networks and build more valuable and sustainable businesses 

for franchisors and franchisees alike. It is our view that actions to better plan, identify and implement 

improvements should be a strong existing and immediate priority for all franchise systems.  
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FRANCHISING CONFIDENCE CHARTS        

The following four illustrations present individual and net franchisor and Service Provider 

expectations (separate charts) for the following year across all questions, including general business 

conditions and franchisor growth prospects (covered above). 
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Franchising Confidence Index 

The Franchising Confidence Index represents the views and expectations of franchising, an important domain of 

business within the New Zealand economy.  

Franchising is a substantial and growing domain of business making up an important part of the New Zealand 

economy. The recent Franchising New Zealand 2017 survey, conducted by Massey University in collaboration 

with Griffith Business School, indicates New Zealand has 631 individual franchise systems comprising some 

37,000 units (owned mostly by franchisees).  The survey also suggests local franchise systems employ some 

124,200 people. Finally, local expert estimates of total franchise system turnover is $27.6 billion – suggesting 

franchising is a strong contributor to New Zealand GDP – as it is around the world. Companies involved in 

franchising are as diverse as Foodstuffs (New World, PAK'nSAVE, Four Square), NZ Post, Fisher & Paykel, Contact 

Energy, McDonald’s, Columbus Coffee, Fastway Couriers, Harcourts and Fletcher Building. 

The Franchising Confidence Index represents confidence in key measures critical to the success of franchising in 

this country by reporting attitudes toward general business conditions, as well as key franchising growth 

determinants including access to capital, suitable potential franchisees, staff and locations. The Franchising 

Confidence Index also covers franchising health attributes and outcomes by exploring franchisee sales, 

operating costs and profitability, and franchise system growth prospects. 

The data and analysis presented represents the views of 32 franchisors and 14 Service Providers collected 

between Monday 22nd  January and Friday 26th  January 2018.  Findings from both groups are reported 

separately.   

Respondents were asked whether they expected conditions to be ‘better,’ ‘same’ or ‘worse.’ ‘Net’ confidence is 

the difference between those reporting ‘better’ and ‘worse.’ 

The data and analyses were compiled by Kayleen Smith.  

 

For more information contact: 

 Callum Floyd PhD 
---------------------------------------------- 

Franchising Confidence Index 

Franchize Consultants (NZ) Ltd 

Level 1, 27 Gillies Avenue 

Newmarket, Auckland 

Ph. 09 523 3858 

Fax. 09 520 0387 

Email. callum@franchize.co.nz  

Web. www.franchize.co.nz, www.franchisingconfidence.co.nz 
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