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New business growth in the U.S. has slowed down in recent years, however this does not mean it is necessarily a bad 

time for emerging brands. The following statistics and data show that businesses with the best models survive, as is the 

case now more so than ever. Emerging franchisors need to focus on resource scalability, uniqueness, and a business 

model that satisfies their target customers. These 3 values seem to be the trends for successful franchisors looking to 

scale. Another trend for successful franchises is age. Most successful franchises have been in business for over 10 

years, the most successful ones over 20. 

According to Franchise Business Economic Outlook: January 2018 Forecast by IHS Economics, there are 

759,000 franchised establishments and 3,800+ brands in the U.S. representing nearly $757 billion in economic 

output.
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- New franchise brands appear every day, with an average of 300 brands beginning to offer franchise investment 

opportunities every year. 

- Over 40% of brands that currently offer franchises in the United States started franchising over the last five 

years. 

- In 2017, research firm FRANdata reported there were about 3,800 franchise brands in the United States, at or 

near a record high for franchising. There is oversaturation of franchisors in the market, so selecting the 

right ones and doing proper due diligence will be key in the near future.

- Fewer new franchise candidates entering the market. Consulting firm Franchise Performance Group (FPG) 

and FRANdata both estimate that in any given year, only 13,000-20,000 franchise candidates invest in new 

franchises

- Stocks have been outperforming franchise returns over the past few years due to a bull run in public equity 

markets, however franchise brands have outperformed the S&P over the long term and during most recessions 

(see 2008 financial crisis). At FundingFuel, we provide a hedge against the market. Any franchise with 

strong unit economics that provides an essential service to a customer will not only survive but thrive 

during recessions.

- Franchisors who don’t have the $1M-2M of financial backing to reinvest back into their brand to perfect the 

model prior to pushing hard to recruit new franchisees will most likely suffer during this disruption. These 

brands will either collapse, stagnate, or get picked up by value-shopping private equity turnaround specialists or 
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market consolidators. Franchisors should expect new franchise candidates to put as much emphasis on the 

franchisors’ P&Ls as they put in the franchisees’ P&Ls while making an investment decision as to which brands 

they will invest in.

- In recent years, there has been a larger surge in nonfood and service brands, representing 65% of all new 

entrants.

- The health and fitness industry have seen the biggest gains, with 60% of all brands currently franchising in the 

space entered the market over the past five years. More specifically, the fitness sector has seen consistent 
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growth in new brands entering the market. There has been a large shift in fitness concepts from big box gyms to 

increasingly more specialized fitness centers that feature classes and services, as opposed to just equipment. 

Note: the pet care industry has been listed as the top emerging franchise category (2019 data), according 

to FranchiseGator. The pet care industry is seen as recession-proof; during the 2008 financial crisis, one 

of the only industries that did not witness a decline in growth was pet care. During the Great COVID-19 

lockdown, most pet care service locations were allowed to stay open as they were deemed an “essential 

service” by most local governments. People are more willing to cut back on expenses for themselves than 

they are their pets. 

- Overall, 27% of emerging concepts offer mobile or home-based businesses. New children’s education 

franchises are increasingly offering mobile or hosted concepts that operate out of existing shared spaces – such 

as schools, community centers, churches, and other public and private space – as opposed to dedicated fixed 

locations. 

- Most emerging franchisors originate from the western United States region, especially California with by far the 

highest concentration of emerging franchisors. Over a fifth of all emerging brands are headquartered out of 

California, followed by Florida with 8% of emerging brands and then Texas with 7%. 
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- Of the 1,740 new brands that have started franchising since 2012, only 14% are established by existing 

franchise companies with big corporate backing.

- While most founders have some previous business experience, 62% of new franchisors don’t have any 

experience with franchising prior to franchising their small businesses. Majority of the new franchisors are first 

time franchisors, but 13% own an additional independent business and 11% own another franchising company. 

Regardless of their experience, few founders of new franchise concepts embark on the endeavor alone – 24% of 

founders start their franchise business with a spouse, while another 45% have a business partner, to share the 

responsibilities and financial burdens of starting a new franchise organization. 
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- In reality, emerging franchise systems open an average of 1.3 franchised units in their first year offering 

franchises, increasing to 4.5 units in their second year, and growing incrementally to an average of 8 franchised 

unit openings in their fifth year. 
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- Concepts with low upfront capital requirements are more accessible to a larger pool of entrepreneurs, and 

generally faster to get the business operational. 43% percent of nonfood brands are mobile or home-based, 

making it easier to find franchisees and accelerating the time it takes for those franchisees to get businesses 

operational. 

- Similarly, concepts with higher initial investment levels are slower to open new franchised locations in their 

first five years. However, they generally keep those locations operational more consistently, while concepts 

with lower investment levels have lower continuity rates. In part, this is because businesses with lower initial 

investments can be easier to walk away from, often having limited assets and low inventory. 
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- The latter represents almost 80% of emerging franchisors that had at least one corporate business in operation 

when they started offering franchises for their concept. 

- Emerging franchisors have an average of 7.2 businesses in operation before starting to franchise their concept, 

ranging from zero operational businesses to several thousands. 

- On average, the founders operated their businesses for 7.4 years before offering franchises.

- The 14% of new franchises that are started by established franchise companies diversifying their portfolios and 

adding new brands have a leg up over the true start-ups, as they can establish proof of concept and credibility 

through their existing franchise brands. 

- Overall, the South and Western regions of the United States have seen the most growth in emerging brands’ 

franchised business operations, with 38% and 32% of the approximately 10,000 franchised units operated by 

emerging brands located in the respective regions. Emerging brands follow consumers and are opening 

franchised units in the most populous states. 

- In their early years, emerging brands often grow geographically in the region the brand originated. This organic 

growth makes it logistically easier for emerging franchisors to provide support to their new franchisees. In their 

early years, emerging franchisors are still building their brand recognition and awareness, often making it easier 
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to sell franchises in neighboring markets where they already have a presence. For example, of the over 500 

brands that originated in the southern United States, 72% of their franchised units are currently located in the 

southern states. 

- Private equity firms are increasingly shifting their focus to emerging brands, with younger and smaller brands 

are getting acquired by private equity before they mature. 

- It takes many years for new franchisors to reach a stage of sustained profitability, but 61% of new franchisors 

achieve positive operating cash flows in their first five years franchising. 

- Franchisors start with lean operations. New franchisors start with an average of 4.5 employees, who often wear 

multiple hats. Throughout their first five years, on average new franchise organizations add 3.4 employees to 

support their growing organization and system. In the first five years of growth, emerging franchisors have to be 

strategic in delegating numerous functions among limited employees. Emerging franchisors outsource certain 

functions to third party professionals to supplement their lean staffing. Franchisors are most likely to employ in- 

house staff for franchise sales positions, and franchisee training and support in their first few years franchising. 
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- 35% of new franchisors used multiple sources of funding to start franchising the business. Emerging franchisors 

are personally committed, with more than half digging into their own pockets to fund their new franchise 

business. 

- In 2016 and 2017, FRANdata reported franchise brands opened 27,000 and 28,000 new units respectively. Let’s 

assume 50% of this new unit growth came from existing franchisees expanding. FPG has not been able to 

source the real numbers, but our experience shows that with most mature brands, 50% or more of their growth 

comes from existing franchisee expansions.
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- FPG has polled close to 100 founders of mature brands about how much they needed to invest in their 

organization to grow it past the point of royalty self-sufficiency, and often the amount ranged from $1M 

to $2M, but never under $1M. 

- In 2017 FRANdata estimated 83% of franchise brands had less than 100 operating territories or units. 

Depending on the complexity of franchisees’ support needs and the gross per unit recurring revenue stream a 

franchisor realizes, FPG’s franchisor financial models show most franchisors achieve royalty self-

sufficiency between 40 and 100 operating territories and units. 

Unit Level Economics:

● Franchisees should be able to retrieve their total investment in 3 years or less. 
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● For investor models, the market rewards 20% or better ROI and 50% or better cash-oncash return, with a 

minimum return of $75,000 per unit, after paying a manager and before debt service. Investors should ramp to 

this level within 24 months. 

● For owner-managed businesses, the target owner should be able to replace their current income in year 2 and 

achieve 25%-35% or more replacement earnings growth in year 3. 

● For more scalable owner-manager models, the owner should be able to pay themselves an income consistent 

with market value if they were an employee, plus offer ownership 25% ROI after their owner’s draw in year 3. 

● For restaurant and retail models, franchisees should experience 15% EBITDA on sales. 

● For service models, EBITDA should be 20% on service models. 

● The model should exhibit a 2-to-1 or better sales to investment ratio, meaning if the investment is $500K, 

sales need to quickly clear $1M.

Growth:

- Successful and masterful franchisees should be able to profitably expand into new markets and ramp up 

quickly, achieving profitability within 6-12 months. 

- According to FRANdata’s 2017 research, out of approximately 3,800 franchise brands that exist, 82% fall into 

the categories of Early Stage or Emerging (brands with less than 100 units or territories). Only 13% fall into 

Regional Franchisor (100-500 units or territories), and 5% of brands are classified as National or (500+ units or 

territories). 

- FPG models show it takes most franchisors 40 to 100 units to achieve royalty self-sufficiency, meaning the 

franchisor can sustain operations on recurring revenues alone rather than depending on one-time franchise fee 

cash influxes. Therefore, approximately 82% (represented by the green and blue areas in the following graph) of 

all franchise brands lack financial stability and could be classified as at-risk. 

- FOR EMERGING BRANDS: This is the stage where franchisors often need to invest another $500,000 to $2 

million in infrastructure and brand and system refinements to maximize the opportunity and set the stage for the 

next level of growth.
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- Current market data shows that only 18% of total existing franchisors make it past the Emerging Growth Stage 

into Regional Brand status of 101-500 units or operating territories. 18% of current franchisors have 

successfully crossed over into Regional (13%) or National brand (5%) status.
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