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   Franchisors Brace for 2020 and Beyond 

Franchize Consultants’ January 2020 Franchising Confidence Index sets the stage for the next decade, 
with 24 franchisors providing a window into current and more long-term opportunities and 
challenges. In terms of sentiment for the year ahead, declines in positivity apparent since 2015 
continued to hold. Franchisors remained negative, on balance, in five out of nine measures. There 
were, however, important positives. In particular, franchisors had a strong positive outlook for sales 
levels per franchisee and, whilst to a lesser extent, their own growth prospects. Standout challenges 
this year relate to finding franchisees, and, increasing regulations and compliance. Both challenge 
areas also important for the next decade, along with adaptation to threats and opportunities provided 
by technology. 
 
 

Franchisor outlook for general business 
conditions (net negative 30%) showed slight 
improvement from the October 2019 of net 
negative 32%, whilst Service Providers 
sentiment stayed the same at net 21%. 

Perhaps interesting, Franchisor outlook for 
general business conditions was, for the first 
time, weaker than other key business 
research comparators. The ANZ Business 
Outlook showed improvement at net 
negative 13% in December 2019 from net 

negative 54% in October 2019. NZIER similarly saw an improvement at net negative 20% compared to 
net negative 35% in October. This is contrary to our experience, now charted over 40 consecutive 
quarters (and 10 years).   

 
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, showed improvement at net 17%, up 
from net 4%, bringing it into line with January 
2019 sentiment.  Service Providers’ net 21% also 
improved from net 7% in October. 

 

 

 

 
Franchisors sentiment toward  access to 
suitable franchisees has been seen as the 
greatest challenge for some time. This remains 
at net negative 30% (previously net negative 
60%). Service Providers at net negative 7% 
(down from net 7%) were more positive, on a 
relative basis.  

 

 

 

 
Franchisor sentiment toward access to 
financing worringly also remained negative, at a 
net negative 30%. Service Providers confidence 
was less positive dropping from  7% to a net 
negative 7%. 
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Franchisors, at net 9%, up from net 4%, were 
slightly more positive this quarter in their outlook 
for access to suitable locations. Service Providers 
were more positive at net 29% up from net 14% in 
October. 

 

 

 

 

 

Franchisors continue to indicate their outlook for 
access to suitable staff remains a critical challenge 
at net negative 36%. Service Provider confidence 
met with that of franchisors at a net negative 36% 
(down from net negative 7%).  

                                                                                                                                                                                                                                             

 

 

 

Franchisors sentiment toward future sales levels 
per franchisee has been steadily increasing with 
current view at a positive net 39% (from net 24%). 
Service Providers sentiment also increased to net 
29% up from 14%.  
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Franchisee operating costs continue to be 
a concerning area – with franchisors 
recording a net negative 43%. Service 
providers were similarly dismal, recording a 
net negative 57%. 

             

 

 

 

On a more positive note, Franchisor 
outlook toward franchisee profitability 
levels recorded a net 0%, up from net 
negative 12%. Service Providers were 
improved from a net negative 43% in 
October 2019 to a net negative 21%.  
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Franchising Outlook  

Franchisors were asked for qualitative responses on how things were looking in their sector. Eighteen 
franchisors responded from a variety of self-reported industries such as retail, cleaning, driver 
training, hospitality, home services, education, construction and subtrades.   

Comments were, as we have come to expect, mixed between positive and negative – with most 
indicating continuing challenges ahead. On the positive, albeit for a limited number of companies, 
were stable and/or greater demand, some improved profits and benefits from government spending. 
One the challenging side, were frequent references to finding suitable franchisees and staff, 
increasing operating costs (e.g., cost of goods sold, lease costs, wages etc), pricing pressure, legislative 
changes and proposals (including immigration and minimum wage increases), and, general economic 
uncertainty, business and consumer confidence.  

The following examples were indicative of this sentiment: 

 Automotive. Finding suitably qualified staff for our franchisees continues to be an issue. Lease 
costs continuing to rise. Economy stabilising which should help improve sales. 

 Driver training - similar issues re barriers to entry with possible implications re the election & Govt 
Change affecting NZTA and or road safety initiatives 

 Building and construction. Mixed outlook. Should be OK for start of year but general elections 
tend to slow activity  

 Tough with food and rent costs 
 Construction, Election year always drives down investor and home owner confidence in Building  
 Freight and Logistics continues to boom with e-commerce and customers looking for better ways 

to move goods. 
 Cleaning: Minimum wage increases are squeezing margins and forcing price increases which in 

many cases are being resisted or rejected by the market 
 Cabinetry contract cutting - overall business starting slow this year. Being election year expecting 

overall business performance to be less than last year. 
 Retail is under pressure. Spending has slowed and wage growth is becoming a real problem 
 Retail - difficult to employ suitable team members, overall profitability up.  
 Mixed in the construction and building sector with a lot relying on government spend both in 

infra-structure and residential development 
 Home Services.   Plenty of work - lack of good franchisees. 
 Neutral. Some challenges with key customers are met by large growth potential in other areas.  
 Availability of suitable team members in the hospitality industry is at an all-time low. New 

immigration policies are making it impossible. 
 Commercial cleaning - looking up. 
 attracts wrong potential franchisees 
 Construction - positive. Lots of opportunities in the regions. 
 Retail - overall we are on track to continue improving our Franchisees business.   
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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: 
 
 Tighter for franchisors because franchisees are under growth challenges 
 Sales and profitability of franchisees holding up, but increased cost putting some pressure on. 
 Difficult with rising costs  
 More of the same but at added uncertainty in an election year 
 A number of the factors which have caused alarm in the last two years have now been worked 

through. While challenges remain, especially in retail, most have adapted. An economic downturn 
would cause problems but that currently seems unlikely. 

 Slow and challenging 
 Economic conditions look favourable, but there will be some cost pressures impacting operators 

in year ahead. 
 Overall franchisees will tend to work smarter on their business and engage with franchisors to be 

the same. 
 Generally ok / the same, for now. Waiting to see what will happen with the economy over a 

longer term. 
 Excellent - lots of leasing spaces, banks are flush with money and optimistic conditions 
 Some challenges which are not new will become more acute, finance and availability of suitable 

franchisees. 
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Greatest Challenge to Franchising Development in 2020 

For the ninth year running we asked franchisors 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, 10 of the 21 responding franchisors identified finding the right / suitable / great 
franchisees as the top challenge to their development. This continues to be the foremost challenge 
identified by franchisors. The number of enquiries along with the capability/fit of those who enquire 
were also included within comments made.  

Increasing regulation and compliance impacts was the second highest concern area highlighted with 
seven responses. Cited were the changing and evolving areas within the New Zealand legislation 
forum along with the potential impact from Australian franchising legislative review challenges. Most 
importantly, changes around staff minimum staff wages has been, and continues to be an area of 
concern – particularly in low margin industries.  

The next greatest identified themes, each with 3 responses were access to finance, finding suitable 
locations and franchisee investment and costs.   
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Finding staff and franchisee business model related challenges received two responses each, with the 
final responses (one each) franchisor resources to undertake needed/desired initiative and economic 
concerns. The key comments for these areas being readiness for technology changes, impact of the 
upcoming election later in the year, and prioritisation of time to deal with challenges versus other 
growth areas. 

 
Previous Year Comparisons 

Finding franchisees / suitable franchisees continues to be the dominant identified challenge to 
franchising development, as it has for the preceding eight years. Increasing regulations and 
compliance come in second for only the second time (i.e., 2018). Access to finance, finding suitable 
locations and franchisee investment/operating costs were equal in third place.  Finding suitable 
locations had not been highlighted since 2016. And finally, franchisee business model challenges and 
finding suitable staff completed the rankings, however both to a lesser degree than seen previously.  

TOP CHALLENGE RANKINGS 

 2012 2013 2014 2015 2016 2017 2018 2019 2020 
Finding Franchisees 1 1 1 1 1 1 1 1 1 

Access to Finance 2 5   4   3 3= 
Economic Concerns 3 3 2  5 4 4= 4=  
Investor Confidence 4         

Finding Suitable Locations 5  5 5 2    3= 
Franchisee Business Model Challenges  2    5 4=  6= 

Online Retail Threat  4        
Franchisee Business Execution   3       

Finding Suitable Staff   4 2  3  2 6= 
Franchisee Investment / Operating Costs    3 3 2 3 4= 3= 

Competition    4      
Increasing regulations and compliance       2  2 

 

What Will Provide the Greatest Opportunity Related to Franchising Development in 2020? 

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 
low interest rates within a stable economy, site availability due to demise of smaller businesses, 
growth through new offerings, generational changes in franchisees, review of model to assess all 
areas of opportunity, investment in infrastructure, technology, and, government policy changes 
including potential election outcomes. 
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What do you expect to be the greatest challenge/opportunity for franchising this decade? 

This year we also sought insights from Franchisors and Service Providers into what they regard as key 
challenges for the new decade, which were different from just the 2020 year. Challenges associated 
with finding suitable franchisees continued. In addition, other key challenges cited included changes 
to business and franchising legislation (including the impact from Australian franchising regulations), 
rising operating costs, innovation and adaptation relating to technology, and, changing population 
demographics.  

 

      Concluding Comment 

Franchize Consultants’ January 2020 Franchising Confidence Index sets the stage for the next decade, 
with 24 franchisors providing a window into current and more long-term opportunities and 
challenges. In terms of sentiment for the year ahead, declines in positivity apparent since 2015 
continued to hold. Franchisors remained negative, on balance, in five out of nine measures. There 
were, however, important positives. In particular, franchisors had a strong positive outlook for sales 
levels per franchisee and, whilst to a lesser extent, their own growth prospects. Standout challenges 
this year relate to finding franchisees, and, increasing regulations and compliance. Both challenge 
areas also important for the next decade, along with adaptation to threats and opportunities provided 
by technology. 
 
Franchising is not alone in lacking strong confidence toward future business conditions, as earlier 
comparisons to key New Zealand general business surveys have indicated. Key will be ensuring that 
this backdrop of general poor sentiment does not limit positive steps, innovation and investment 
directed toward continually improving franchise system performance and associated franchisor and 
franchisee returns.  

We at Franchize Consultants note the general resilience of franchising systems; however, it remains 
our view that much can be done to better future-proof franchise networks and build more valuable 
and sustainable businesses for franchisors and franchisees alike. We maintain that vigilance in 
identifying and acting on making improvements and change, where required, is imperative to ensure 
long-term franchise system returns and sustainability. 
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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 23 franchisors and 14 Service Providers collected 
between Monday 20th January and Sunday 2 February 2020.  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 
Email. callum@franchize.co.nz  
Web. www.franchize.co.nz, www.franchisingconfidence.co.nz 
---------------------------------------------- 
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