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ABSTRACT 
Much of the research conducted in India in the area of entrepreneurship 
considers the relation between entrepreneurship and economic performance. 
However, the latest business strategy that has shown tremendous development 
in business arena has been ignored altogether. The present paper provides a 
theoretical framework of the relationship between franchising business and 
national economic performance. The main aim of this paper is to present the 
capabilities of applying the concept of franchising in the development of 
entrepreneurship in SME sector so as to trigger-economic performance. This 
article argues that there is a need to treat franchising not just a mere business 
expansion option but a powerful SME development strategy that has a capability 
to change the economic fate of the country like entrepreneurship does. The first 
part deals with some aspects of the recent economics literature on the 
relationship between entrepreneurship, small business, and economic growth. 
The second part a conceptual framework presents the links between franchising 
and economic growth at different levels of aggregation. In particular, it gives a 
summary of some research works across the world. 
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INTRODUCTION 

Entrepreneurs help in new business creation, which in turn helps in creating jobs, trigger 
competition, and possibly will even lead to higher productivity through technological 
changes. High levels of entrepreneurship will thus directly led to high levels of economic 
performance. However, the reality is something which is more complicated than this. 
Entrepreneurship and economic growth have shown a close and positive link together 
since the early works of Schumpeter (Schumpeter, 1911). A survey was conducted by 
researchers of Global Entrepreneurship Monitor (GEM, 2000) program - a research 
committee of a multi- country survey effort mainly involved in annual assessment of the 
national level of entrepreneurial activity in order to understand how different types of 
entrepreneurship affect development. The national level of entrepreneurial activity has got 
a significant association with consequent levels of economic growth (GEM, 2002). No 
country there has got high levels of entrepreneurship and low levels of economic growth 
(Reynolds et al., 2002).  The GEM started by making a clear distinction between two 
broad types of entrepreneurs- “necessity entrepreneurs,” which are having no better 
option left to them other than becoming an entrepreneur and “opportunity 
entrepreneurs”, being an active choice in starting a new enterprise based on the perception 
that an unexploited or underexploited business opportunity exists. As per the survey 
conducted by the GEM researchers in 11 different countries, it was found that the 
development of these two types of entrepreneurship (necessity entrepreneurship and 
opportunity entrepreneurship) and effects on the economic growth vary greatly. It was 
found that there is a positive and significant effect shown by opportunity 
entrepreneurship on economic growth while as necessity entrepreneurship hasn’t any 
effect on economic performance (Acs and Varga, 2005). Necessity entrepreneurs being 
pushed into entrepreneurship (self-employment) either due to absence or unsatisfactory 
options for work may not lead to economic development. Entrepreneurship has been 
found to be the driving force of economic growth as entrepreneurs play a fundamental 
role in most production, distribution, and growth theories. The process of entrepreneurial 
discovery involves finding new combinations of factors of production that becomes the 
engine that drives economic development (Schumpeter, 1911). 

Innovative entrepreneurship leads to business cycles making the firms to generate 
newer ideas and implement them into new products, processes or a service which in turn 
leads to the dynamic growth of the national economy, increase in employment 
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opportunities and also helping the innovative enterprises to generate pure profit (Dejardin, 
2000; Jääskeläinen, 2000; Thurik and Wennekers, 2001; Barreto, 1989).Growth in 
advanced industrial economies is driven by technological change and knowledge 
accumulation as a result of the R&D efforts of firms (Peretto, 1999). Ample empirical 
evidence studying the link between entrepreneurship and economic growth has been 
provided by several researchers by using different measures of entrepreneurial activity in 
terms of the relative share of economic activity accounted for by small firms, self-
employment, the number of market participants (leading to intensity of competition) or 
firm start-ups as an indicator of entrepreneurial activities (Carree and Thurik, 2002; 
OECD, 1998). The analysis of GEM along with the recent studies on OECD countries 
provide important statistical evidence regarding entrepreneurial activity and economic 
growth (Kantis et al., 2002). The effect of market competition measured in terms of 
increase in the number of competitors (as a possible measure of entrepreneurship) has 
shown a positive impact one the development of companies' productivity performance i.e., 
total factor productivity growth (Nickell, 1996; Nickell et al., 1997). Invention and 
entrepreneurship are at the heart of national advantage (Porter, 1990). Acs and Audretsch 
(1993) and Carlsson (1992) provide evidence concerning manufacturing industries in 
countries in varying stages of economic development. 

Various Conceptual models that provide a framework to link entrepreneurship to 
economic growth have been established by various researchers. One of the related 
framework models was proposed by Wennekers and Thurik (1999). 

Figure 1: The Wennekers and Thurik Model 
Level of Conditions for         Crucial elements of   Impact of entrepreneurship  
AnalysisEntrepreneurship   Entrepreneurship 

Source: Carree and Thurik (2002) 
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The model distinct three levels of analysis-individual, firm, and macro level. The 
entrepreneurial activity begins at the individual level induced by one’s attitudes or motives, 
skills, and psychological endowments getting influenced by cultural and institutional 
factors, the business environment, and macroeconomic conditions. This activity is 
confined to individual goals and wealth. Realization is achieved at the firm level, while as 
at the macro level of industries and national economies, the sum of entrepreneurial 
activities constitutes a variety of new ideas, initiatives, and competing experiments. This 
results in the change in the market in terms of selecting viable firms, replacement of 
obsolete firms and hence leads to the expansion and transformation of the productive 
potential of the national economy by inducing higher productivity.  

Methodology 
A systematic review process was adopted to carry out the literature review on franchising 
and economic growth. The literature search and review has been conducted by the 
researchers during February– April, 2020 and was further updated in July -August, 2020. 
Various scholarly articles were identified using multiple databases that include Emerald 
Insights, Elsevier, Sage, Ebsco, Pro-Quest Education Journals etc. Other than these 
databases, Sci-hub, LibGen, Google Scholar, Research gate etc. have been used to 
download the papers. With the research focus on the link between Entrepreneurship and 
Economic Growth, the keyword combination of “entrepreneurship” and “economic 
growth” was used to result in 98 articles found. Other than these keywords, databases 
were also searched by key words like franchising. There were such restrictions as peer-
review, empirical study, and English publication. The studies whose abstracts provided 
vague descriptions of the research frameworks and measurements were reviewed in-depth 
for inclusion or otherwise. 

Franchising as a concept of entrepreneurship development in the SME 
sector 
Franchising is a mutual cooperation or legal contract between two entities in which one 
party the franchisor transfers the recipe for a particular business activity to another party 
the franchisee in exchange for an appropriate fee. The relationships between those entities 
lead to the creation of  a franchise network (Chmielarski, 2002). The Majority of  these 
entities are micro, small, and medium-sized enterprises (SMEs) that operate as franchisees, 
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who take the franchising concept as an opportunity to obtain support towards their 
entrepreneurial activities. Entrepreneurship development in the SME sector is strongly 
associated with the release of  private initiative and intellectual activity which focuses on 
wealth generation due to a combination of  different manufacturing factors. As a result, 
implementation of  newer ideas and innovation takes place (Borowiecki andSiuta-Tokarska, 
2008)which has got positive economic and social impacts due to an increase in the 
number of  active micro, small and medium-sized enterprises (Lchiewicz, 2003; Piasecki, 
2001). However, entrepreneurial activities in the SME sector are restricted by certain 
development barriers both internal as well as external (Matejun 2007a; Matejun, 2007b) 
like the deficiency of  creativity, lack of  competencies, or limitations in terms of  the 
motivation of  resources (Safin, 2008). This makes the entrepreneurs to think out of  the 
box and focus on the opportunities resulting from the application of  various forms of  
supporting the private initiative, resourcefulness, etc. One of  such concepts is franchising, 
which operates on the basis of  a legal written contract signed between two legally, 
financially, and fiscally separate and independent enterprises. It is a very interesting 
concept of  developing entrepreneurship in the SME sector which includes several but 
essential benefits like the proven market concept, a well-established brand name as well as 
the technical and organizational support provided by the franchisor (Grzelak and Matejun, 
2013). 

Franchisors, the real founders of  business format systems meet all the requirements 
of  entrepreneurship (Low and MacMillan, 1988). They create new ventures (Gartner, 
1985), identify new opportunities (Stevenson et al., 1989), and carry out new combinations 
(Schumpeter 1934). Franchising involves introducing new products and services, leads to 
innovative marketing thus outruns the competition and results in the faster growth of  the 
business (Aldrich and Auster, 1986; Gartner, 1985). Franchisors typically start by operating 
a single outlet, or chain, and then by means of  licensing disperse their brands in different 
geographical locations (Kaufmann and Dant, 1996). Creating a franchise network for 
business signifies the opportunistic behavior of  franchisors- one of  the main 
characteristics of  entrepreneurship (Hoy and Shane, 1998). As concluded by Stan worth et 
al. (2003), expansion of  businesses by franchising concept adjudged from a financial, 
human resource, and ownership perspective by business owners seems to be very 
innovative. In most of  the countries, franchising is treated as well adopted and most 
popular strategy and has developed as an organizational form for the last four decades 
(Grewalet al., 2011) strategically helping them to compete (Gillis et al., 2011) to the 
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industries that involve highly decentralized operations at a chain of  multiple sites (Michael, 
2000). It has happened to be a well-accepted and fast-growing method of  doing business 
approved worldwide (Combs et al., 2010; DiPietro et al., 2007; Shane and Foo, 1999).It is 
considered as a specific form of  entrepreneurial cooperation. Due to competitive business 
environments, the need for entrepreneurial activities has increased in franchise systems 
helping the firms to improve their efficiency (Shane and Venkataraman, 2000). In service 
industries franchising helps the entrepreneurs to gain first-mover advantage by making 
them to accumulate resources and create large chains rapidly (Bygrave, 1997; Michael, 
2003).Franchisors identify an opportunity, accordingly create and develop the business and 
are thus widely accepted as entrepreneurs (Rosa, 2005; Falbe et al., 1999; Ketchen et al., 
2011). Most of  the studies have viewed franchising as an entrepreneurial effort (Falbe et al., 
1998). Although franchisee’s activities may be to some extent restricted by the franchisors’ 
rules and regulations, but they are also involved in developing new offerings, 
modifications of  already existing ones and finding the solution to their franchise outlet 
problems whenever and wherever required (Kaufmann and Eroglu, 1999). Franchisees 
also identify and focus on the opportunities and take the business risk to start their 
ventures (Ketchenet al., 2011). Franchisees not only innovate in areas such as local 
marketing and new product development but also strengthen the system’s competitive 
positioning in the marketplace(Baucus et al. 1996).When compared with the independent 
businesses success rates of  franchisees makes franchise owners as entrepreneurs (Welsh et 
al. 2011).While studying the franchisor-franchisee relationships, most of  the studies 
provide empirical evidence regarding the selection of  franchisees by the franchisors and 
signify that franchisees are selected on the basis of  suitable traits and attitudes helping 
them in managing franchise systems(Saraogi, 2009). Franchising acts as a well-accepted 
business development model and has proved to be the most effective and successful 
strategy helping the entrepreneurs in business diversification and expansion in unfamiliar 
markets without involving extra capital. Both franchisors and franchisees possess all the 
entrepreneurship traits when measured at the entrepreneurship trait matrix, and are 
usually the real entrepreneurs which enter into the franchising business in order to get the 
extra benefits offered by it. 

Franching and economic development 
It is important to know that franchising is not just an industry but a business expansion 
strategy in order to deliver a product or service to customers beyond the host markets. 
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Developing a business is not so easy. What is more difficult is to build a business in the 
retail sector. There are several factors including marketing expenses, real estate, labor costs, 
and fast- changing consumer habits that add to the risk and complexity of  the business 
sector. The greater challenge that the entrepreneurs are facing is to replicate the success 
of  a retail concept in the new locations. In order to move to new places, the business 
needs to learn how to operate in countries with different environments, customer habits, 
labor laws, and different legal and tax codes. The most exciting experience was how the 
use of  business format franchises helps the owners of  the brand by reducing the risk 
because the franchisor while entering into a franchise contract transfers the specific 
knowledge about the business management to the franchisee and increasing the chances 
of  successful ventures. The franchisees bring significantly important local knowledge and 
experience to the relationship that accelerates the learning curve for the franchisor. The 
vital information regarding the local market helps the franchisors to respond to the rapidly 
changing customer demands thus making the more relevant products and services. 
Franchising provides access to international markets and up-to-date technology and 
innovative products.  

Franchised businesses are considered as one of  the essential segments of  the larger 
small business population. The economic impact of  franchising can be seen by means of  
an increase in output, job creation, increase in the tax base, the balance of  payments, 
entrepreneurship development, etc. (Dwivedy, 2002).The economic impact of  franchising 
increases by an increase in direct sales and its multiplier effects. Franchising has got a 
significant impact on employment which can be calculated by increase in the number of  
outlets and the number of  employees working in each unit. Franchising stimulates the 
local demand for a variety of  products and services by providing employment and 
increasing the income of  the employees which in turn magnifies the economic impact of  
host countries due to the  availability of  supplies and cost. It has been estimated that every 
franchise outlet on average maintains thirty-three jobs (13 direct and 20 indirect) by means 
of  economic exchanges (Saunders, 2002).Another study has revealed that every $5000 
spend by a franchisor leads to the creation of  one job (Siggel, Maisonneuve, and Fortin, 
2003). In 2004, 7.76 million and 1.37 million jobs were created by franchised businesses 
both in business format and product distribution franchises respectively, which totals to 
9.1 million jobs, or 6.2 percent of  the total nonfarm, private sector employment, and 
nearly 18 million Americans are impacted by means of  franchising business model with an 
overall output of  $2.1 trillion amounting to 9.0 percent of  private, non-farm output 
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including the indirect employment as well. As per the study conducted by the National 
Economic Consulting Practice of  Pricewaterhouse Coopers in 2007 which was sponsored 
by the International Franchise Association Educational Foundation, there are more than 
732,842 franchised outlets operating in US alone employing more than 18 million people 
providing nearly 14% of  US private-sector employment and in China, five million (Dant 
et al., 2011).This generates $1.53 trillion in economic activity or nearly 10% of  the private-
sector economic output. In the USA, which is considered as the home of  franchising (As 
per International Franchise Association, 2016) enterprises which are using this business 
model increased the number of  jobs by 3.5% (of  which 278,000 are direct, in the 
economy as a whole – 7.6 million); over the last five years, the average increase in this 
indicator was 2.6% (total – 1 million employed), which is 20% more than other industries. 
In 2016, the number of  outlets increased by 5.8% (120,384 –760,000), income increased 
by 1.7% (USD 520 billion– up to USD 994 billion), and GDP – by 5.7% (USD 405 
million - 22 billion in plus).  

Raising tax revenues has got a positive impact on the development of  the physical and 
institutional infrastructure of  the emerging markets. International franchising has played a 
most prominent role in increasing the tax base of  the countries due to their involvement 
and their franchisee networks. Economic modernization and economic development are 
closely linked to each other. Economic modernization is one of  the most significant 
outcomes of  franchise networks. Because most of  the franchisors usually the large 
companies when entering into the emerging markets invest heavily in local markets in 
supporting infrastructure, production facilities, and various business along the supply 
chain in order to maintain the company standards (Alon and Banai, 2000). Innovation the 
main by-product of  entrepreneurship is created by means of  franchising in developing 
countries. Franchising is directly involved in disseminating the newer technologies and 
bringing up the new business models in the local markets, contributing to productivity and 
growth. It has been estimated that domestic franchisees contribute 15%, while franchisors 
contribute 25%of  all innovations (Siggel, Maisonneuve, and Fortin, 2003).  

Nowadays, the contribution to the main macroeconomic indicator is about 3%.As per 
the economic forecast, the leading sector in the franchising business is the hotel sector 
with an increase of  6.6% in production that has shown steady growth in past periods both 
in developed and developing (International Franchise Association, 2016). As per 
International Franchise Association, there are round about 75 different industries that use 
this strategy of  franchising. According to Romanian Franchise Association, there are more 
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than 483 franchise networks operating in Romania in various business fields while in 
Europe, there are about 10000 franchise networks, 4000 in China, 1200 in Japan, and 1000 
in Australia. In Latin America, in order to boost the economic growth, franchising has 
played a prominent role, while as in few countries like Brazil and Mexico its boom has 
undoubtedly happened where the number of  franchises operating reached 2,703 and 1,499 
brands, respectively in 2013 (Fadairo and Lanchimba, 2017).  

Franchised businesses can be considered as engines of  employment growth, like the 
larger small business population, especially in strong economic times. During the depth of  
the recession in 2007 and 2008, unlike all businesses which declined rapidly, franchised 
enterprises recovered very fast and outpaced all other businesses as a whole over the time 
period. Indeed, franchised small businesses provide new franchisee opportunities in both 
host countries and abroad thus lead to new employment and growth for franchisors. 
Tremendous growth opportunities are provided by the International markets to the 
domestic franchisors for growth and development. It is clearly understood that the 
franchise business model provides scalability and global growth to the firms, thus helps in 
creating high-paying jobs worldwide at the franchisor’s headquarters. Expansion of  
business globally by means of  franchise businesses can directly help the international 
balance of  payments of  the host countries as franchisees pay their royalties to franchisors 
and such royalty payments increase with a growing global economy. This helps the 
franchisors to pursue international opportunities, by providing resources 
domestically– readily available credit access and favorable business conditions – thus 
making the global expansions easy and in reality. 

DISCUSSIONS AND CONCLUSION 

The present study has endeavoured to review and evaluate the research from 1980 to 2017 
on franchising and economic growth. Much of  the research conducted in India in the area 
of  entrepreneurship considers the relation between entrepreneurship and economic 
performance. However, the latest business strategy that has shown tremendous 
development in the business arena has been ignored altogether. There is a need to treat 
franchising not just as a mere business expansion option but a powerful SME 
development strategy that has the capability to change the economic fate of  the country 
like entrepreneurship does. The present paper provides a theoretical framework of  the 
relationship between franchising business and national economic performance. A 
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systematic review process was adopted to carry out the literature review on franchising 
and economic growth. A database search was carried out, and 98 articles were retrieved. 
The study analyzed the franchise’s contribution to the country’s development. Due to 
franchise development, everything comes in a bundle; a developed economy attracts the 
foreign franchises to operate in the country, which translates into a change in the 
population due to a shift in culture. More and more jobs are created by franchise 
development creating a positive shift in society. Indeed, entrepreneurs who wish to expand 
their business usually face certain difficulties in terms of  availability of  resources whether 
it is finance, human resource thus making most of  the entrepreneurs to confine to host 
markets only. But the franchise business model is responsible for providing key resources 
to entrepreneurs to open their own establishments, and it allows for these business owners 
to grow up very quickly.  

The study deals with some aspects of  the recent economics literature on the 
relationship between entrepreneurship, small business, and economic growth. The 
conceptual framework presents the links between franchising and economic growth at 
different levels of  aggregation. In particular, it gives a summary of  some research works 
across the world. The study being review - based study came out with the results which 
corroborate that franchises have got a significant impact on the development of  a 
particular nation not only economically; also, socially and culturally.  Even during the 
recession of  2007-2009, unlike all other businesses, franchised businesses weathered the 
downtown better. It has been found that if  we lend $1 million to franchised businesses 
will create or sustain an estimated 40% of   jobs and will generates an estimated $4.2 
million in economic output (FRANdata,2009). An increase in capital flow to the 
franchising sector could have a significant positive impact on the economy of  the country. 
These franchised small businesses offers innovative new products and services to 
consumers. It allows the entrepreneurs to open up new opportunities for growth by 
pursuing new markets overseas. Undoubtedly, the future of  franchising looks bright, 
especially if  the business environment provides a fertile ground for these firms to prosper 
and grow. Franchises flourish under the right business conditions like the right mix of  tax 
and regulatory policies, a growing economy, and sufficient credit for both franchisees and 
franchisors. However, if  these conditions are lacking in the economy, any of  the small 
businesses will not be able to grow as rapidly, nor will the franchises. The study 
established the role played by the franchises in the economy by reviewing the work of  
various researchers and concluded that franchising remains a viable option for many 
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entrepreneurs wishing to pursue the business expansion and growth dream despite the 
various economic challenges. 
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