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RESUMEN

Las startups son un modelo de negocio contemporaneo que
presenta de manera recurrente problemas relacionados con
las limitaciones financieras de las firmas. Recientemente, la
adopcion de franquicias surgi® como una posibilidad para
estas nuevas empresas. En este estudio se adoptd un enfoque
novedoso en la literatura de startups con el objetivo de expli-
car el proceso de toma de decisiones de las estrategias de
franquicia en startups. Ademas, se elaboré un marco explora-
torio de este proceso. Se llevaron a cabo estudios de casos
multiples sobre startups brasilenas que operan a través de
unidades franquiciadas. Para las startups que operan a través
de franquicias convencionales, el uso de capital de terceros es
preponderante, mientras que para aquellas que operan con
micro franquicias, la ausencia de relaciones laborales es deter-
minante.

RESUMO

As startups sao um modelo de negdcio contemporaneo e que
geralmente apresentam questoes relacionadas ao financia-
mento. Recentemente, o franqueamento emergiu como uma
possibilidade paras as startups. Uma nova abordagem na liter-
atura sobre startups foi adotada nesta pesquisa objetivando-
se explicar o processo decisério de franqueamento em
startups. Adicionalmente, foi elaborado um diagrama explor-
atério deste processo. Estudos de casos multiplos foram
conduzidos com startups brasileiras que atuam por meio de
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unidades franqueadas. As startups que atuam por meio do
modelo convencional o fazem principalmente pela mobi-
lizagao de capital de terceiros, enquanto que aquelas que
atuam com micro franquias, a auséncia de vinculo empre-
gaticio é determinante.

Introduction

Startups are a contemporary and prominent business model and growing
in relevance in the global context. Strongly related to information technolo-
gies, this type of business can be characterized as temporary organizations
(Blank & Dorf, 2012) seeking to develop a scalable business model
(Unterkalmsteiner et al., 2016) in a context of extreme uncertainty (Ries,
2011). Such uncertainty causes, to a certain degree, financial restrictions as
well as challenges to the expansion of new ventures. Mechanisms, such as
relationships with angel investors (Lerner et al., 2018; Shane, 2012), crowd-
funding (Schwienbacher & Larralde, 2010; Wald et al., 2019), and participa-
tion in startups acceleration programs (Cohen et al., 2019; Wise & Valliere,
2014) are frequently used by startups to mitigate resource constraints.
Butler (2018) suggests that another mechanism that can be used by startups
to face these hurdles is the use of franchising as a corporate strategy.

Franchising is understood as a business model characterized by the for-
mal relationship between franchisor and franchisee, whereas the former is
responsible for the network and the latter for each individual operational
unit (IFA, 2020). The importance of this business model is recognized in
developed countries, such as the US, as well as in emerging markets,
attracting the attention of academics around the world in recent decades
(Elango, 2019). The main discussion in the field resides in the motivations
that lead an entrepreneur to choose to expand through franchised units
instead of opening company-owned subsidiaries. In this context, two main
theoretical arguments address this issue, namely resource scarcity theory
and agency theory (Diaz-Bernardo, 2012; Gillis & Castrogiovanni, 2012).
The arguments presented by the first reflect the need to mobilize resources,
especially in the initial stages of a business (Oxenfeldt & Kelley, 1969) and
the development of economies of scale (Caves & Murphy, 1976). In turn,
the second is supported by the mitigation of agency costs and the greater
motivation of a franchisee in comparison to a manager (Brickley & Dark,
1987; Lafontaine, 1992).

The startup franchising approach can be considered a paradox since one of
the main characteristics of the franchise system is the replication of something
already validated by the market (Rubin, 1978), contrasting with the dynamism
and flexibility observed in startups. The contemporary nature of startups
brings with it a series of study opportunities, such as the understanding of
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the effects of building networks (Spender et al, 2017) and partnerships
(Santisteban & Mauricio, 2017) in a startup, as well as addressing the effects
of changes in firms’ business models (Spender et al., 2017). These considera-
tions gain importance given the dearth of academic work that addresses the
issue of franchising specifically in the case of startups. In the general context
of franchising, Baena and Cervino (2014) and Fadairo and Lanchimba (2017)
point to the need to conduct more studies in Latin America due to the
importance of the activity in this particular region.

Through the highlighted research opportunities and the identified theor-
etical gap, this work aims to explain the decision-making process of start-
ups assessing franchising in light of traditional franchising theories,
unfolding in the following specific objectives: (i) delimit and understand
the determining factors of a startup’s decision to franchise; (ii) compare the
franchising process of startups with the traditional business process; (iii)
demarcate the advantages and disadvantages of franchising in startups; and
(iv) design a framework for a startup’s franchising process. The guiding
question of the research is to discern the determining factors of Brazilian
startups’ decision to expand via franchising. The second question, of a
complementary character, is to note the similarities and differences of the
franchising process of startups compared to traditional businesses.

In this exploratory research, a qualitative methodology was adopted, oper-
ationalized by conducting a case study with four Brazilian startups that
operate through franchisees. Interviews with brand representatives (entre-
preneurs and managers), consultation with specialized media sources, and
research on institutional sites/social media were used to collect information
and data. Based on this empirical exploration, an analytical framework
based on four propositions and a model referring to the franchising process
and its strategic aspects are developed. In this way, this research takes a first
step toward structuring this field of research according to its specificities.

In addition to this Introduction, this article is composed of five add-
itional sections: theoretical framework, addressing the issue of startups and
traditional franchising theories; methodology; description of startups; ana-
lysis and framework development; and concluding remarks.

Theoretical framework

This section presents prior research that characterizes both startups and
franchises. The first subsection presents the sources of expansion and
financing for startups. In addition, in the last subsection, franchising theo-
ries are presented, developed from the analysis of traditional businesses.
The aspects presented by such theories provide the theoretical basis for
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conducting this research and helped in the development of instruments for
data collection and construction of the proposed analytical framework.

Startups: characteristics and sources of expansion/financing

Startups figure as a relevant research topic within the area of entrepreneur-
ship (Castriotta et al., 2019). One of the justifications for the growing num-
ber of works on this type of business is its economic relevance, and one of
the most widely-accepted definitions for this type of business is that of
Blank and Dorf (2012, p. xvii): “a startup is a temporary organization in
search of a scalable, repeatable, profitable business model.”

The potential for growth and/or future scalability can be considered as
the defining characteristics of this type of company (Blank & Dorf, 2012;
Ries, 2011; Unterkalmsteiner et al., 2016). One of the reasons for this scal-
ability is related to the fact that startups are developed to facilitate and
solve complex issues of their customers (Hernandez & Gonzélez, 2016). In
this context, one important attribute often related to startups is their pivot-
ing capabilities, that is, the ability to promote radical changes in a business
model (Hampel et al., 2020) and generate a certain degree of flexibility in
strategic reorientation processes (Kirtley & O’Mahony, 2020).

The degree of uncertainty involved in the development of a startup
involves a series of financial and managerial barriers that this type of com-
pany must face. Resources from financial institutions and formal sources of
investment tend to be used only after the business has matured (Calopa
et al., 2014). In this sense, several mechanisms can be adopted in the search
for financial sustainability. Among them we can highlight the partnership
with angel investors (Lerner et al., 2018; Shane, 2012); the adoption of
crowdfunding—a mechanism that enables fundraising from individual
investors, regularly operated through online platforms (Schwienbacher &
Larralde, 2010; Wald et al, 2019); or even participation in startup
acceleration programs—a way for startups to approach potential investors
and promote networking with other components of their respective ecosys-
tems (Cohen et al., 2019; Wise & Valliere, 2014).

The possibility of franchising, addressed by Butler (2018), reflects another
mechanism that can be explored by startups in the development of their busi-
ness. However, searches conducted in Scopus and Web of Science did not
identify any academic work that specifically addresses the issue of franchising
in the context of startups, thus warranting the novelty of this approach.

Franchises: characteristics and franchising theories

Franchising is a business model in which a hierarchical relationship
between franchisors and franchisees materializes. As highlighted by IFA
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(2020), in this arrangement, the franchisor provides, in addition to its
name, products, and services, a series of mechanisms that enable the oper-
ation of the business. Two main franchise models can be used: conven-
tional franchises, in which a model developed and tested by the parent unit
is replicated; and the micro franchise model, usually requiring lower initial
investments and not necessarily involving the hiring of employees and
operation through physical space (Melo et al., 2014).

The franchising arrangement, widespread in contemporary economies,
reflects advantages for both actors involved. In the view of franchisees, the
main advantage relates to investing in a business already validated by the
market (Salar & Salar, 2014)—a less risky way to become an entrepre-
neur—and consequently obtaining self-fulfillment and autonomy (Hizam-
Hanafiah & Li, 2014). In the franchisor’s view, the decision to franchise is
mainly justified by the arguments proposed by traditional franchising
theories, the main theoretical discussion in the field since the late 1960s
(Diaz-Bernardo, 2012; Gillis & Castrogiovanni, 2012).

The first justifications for the decision to franchise were presented by
authors aligned with the resource scarcity theory. According to Robbins
(1945), scarcity refers to the mismatch between a given occurrence and the
demand for something. In the context of franchising, it could be under-
stood that this mismatch refers to the demand of entrepreneurs for resour-
ces to expand their business. In this theoretical framework, the decision to
franchise is justified, not by a preference of the franchisors, but by the
need to raise funds, especially financial and human, at the beginning of
business operations (Oxenfeldt & Kelley, 1969). Diaz-Bernardo (2012) sum-
marizes that through the lens of resource scarcity theory, the decision to
franchise is the cheaper and easiest way for a business to expand
its operations.

Additionally, the development of economies of scale, accelerated by the
opening of franchised units (Caves & Murphy, 1976) and the knowledge of
local markets by franchisees (Oxenfeldt & Kelley, 1969) are related to this
perspective. Over time, a percentage reduction of franchised units is usually
observed, driven by conversions of the most profitable franchised units
(Hsu et al,, 2010; Oxenfeldt & Kelley, 1969).

Because the focus of franchising decisions—from a resource scarcity per-
spective—is during the first years of operation, it is difficult to conduct
empirical studies to confirm the points presented by the theory, due to the
existing temporal bias (Gillis & Castrogiovanni, 2012). However, some
studies have empirically verified aspects that can be related to this view.
Bitti et al. (2019), for example, have identified a tendency to increase
wholly-owned subsidiaries in successful networks. Corroborating this
perspective, it was found that franchises allow greater flexibility of financial
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policies in the food sector (Seo, 2016) and that this flexibility functions as a
way for companies to resolve issues related to underinvestment (Seo
et al., 2018).

The main idea proposed by agency theory regards the relationship
between principal and agent, where the former hires the latter to execute a
service (Jensen & Meckling, 1976). In the context of franchising, the fran-
chisor (principal) “hires” the franchisee (agent) as a way of promoting the
mitigation of agency costs involved in the expansion of a brand (Brickley &
Dark, 1987; Lafontaine, 1992). In the authors’ view, the high costs involved
in opening own units, especially monitoring costs, in the case of geographic-
ally dispersed units, justify the option for franchised units. Complementary
arguments to this theory include the higher levels of motivation of franchi-
sees justified by variable remuneration linked to the profit of the unit
(Barthélemy, 2011; Brickley & Dark, 1987; Lafontaine, 1992).

Empirical tests carried out by Combs and Ketchen (2003) confirmed the
relationship between geographical dispersion and the use of franchised
units. In the Brazilian case, Bitti et al. (2019) found a trend toward the use
of franchised units in less developed cities, which consequently would
involve higher monitoring costs.

Castrogiovanni et al. (2006) seek to reconcile both theoretical perspec-
tives. In their view, the resource scarcity theory is relevant mainly for small
companies in their initial moments, while agency theory is more aligned
with the firm evolution observed in this model. Nevertheless, such contri-
butions are in line with traditional business models, possibly offering
incomplete directions for the dynamics observed in the context of startups,
especially considering their specificities regarding the organizational flexi-
bility and characteristics of adopted business models.

Methodology

This research used a qualitative methodological approach and was opera-
tionalized by conducting a multiple case study (Yin, 2017). The chosen
approach is justified by the contemporaneity and originality of the theme
addressed. In Eisenhardt’s (1989) perspective, studies of this nature enable
the development of new theories since they have as their basic assumption
the generation of hypotheses that can be tested in future studies. Thus, in
this research, the inductive perspective was adopted (Eisenhardt, 1989), in
which, based on the observation of reality (cases studied), we developed
propositions (framework presented in the Results section) to offer an ana-
lytical framework for this specific field of research.

Analytical units were defined in this research as startups that operate
through franchised units within the Brazilian context. The conceptual
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inaccuracy involved in defining what makes a company a startup encour-
aged the adoption of an objective criterion for the selection of cases. For
operational purposes, potential participants were companies that are regis-
tered in the Brazilian Startup Association. The entity makes available on its
website a database (StartupBase) containing all registered companies. To
select the cases, a search was carried out with the database using keywords
related to the franchise system (franchise, franchisor, and franchising). In
all, the consultation yielded 104 companies. Next, we carried out the ana-
lysis of the profiles of each of these companies and consulted their respect-
ive institutional websites. The objective of this step was to verify which
companies explicitly operate through franchised units. Most of the compa-
nies consulted were not yet in operation or were companies that provided
services to franchises. At the end of the consultation, based on the adopted
criteria, we reached a population of eight Brazilian startups that operate
through franchised units. During the first half of 2020, invitations to par-
ticipate were sent to these companies. At the end of this process, four com-
panies agreed to participate in the research.

Information was collected in three ways: (i) conducting in-depth inter-
views with entrepreneurs and/or company managers; (ii) analysis of institu-
tional websites and social media of the brands; (iii) consultation with
specialized media sources in the business area. The first and most import-
ant investigative technique was conducted between April and May 2020.
The objective was to conduct two interviews per company, however, due to
the limitations presented, this was only possible in two cases. Interviews
were conducted in their entirety through online platforms, with an average
duration of about 40 min, and were recorded and transcribed for analytical
purposes. Table 1 presents information regarding the analyzed startups and
their respective interviewees.

Interviews were guided by a semi-structured script developed from the
literature review and consisting of seven sections: Company Information;
Company Conception; Expansion Strategy; Franchising Decision;
Functioning of Franchises; Perceptions; and COVID-19  Crisis
Management. The fourth section of the script, “Franchising Decision,”
asked each respondent to rate the degree of importance on a 5-point scale
(I =irrelevant; 2=not relevant; 3 =neutral; 4=very relevant; and
5=determinant) of previously selected factors, related to traditional fran-
chising theories, for the franchising decision of its startups. Table 2 shows
the factors that made up this section. The main information obtained in
the interviews is presented in the next section.

Information obtained from other investigative techniques was used to tri-
angulate the information obtained from interviewees, especially related to
the trajectory of the companies and the number of franchised units.
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Table 1. Identification of interviewees and startups.

Startup Field of activity Interviewee Interviewee's position Academic degree Age
Startup 1 Information Interviewee 1 Cofounder and PhD in Physics 36
Technology Responsible for the
and Services R&D Sector
Startup 2 Educational Interviewee 2 Cofounder and CEO Master’s in Law and 37
Management MBA in Strategic
Business
Management
Interviewee 3 Responsible for Incomplete 23
Corporate Higher Education
Development
Startup 3 Insurance Interviewee 4  Cofounder and CFO Master’s in Public 36
Administration and
Bachelor’s in
Social Sciences
Interviewee 5  Cofounder and COO Bachelor’s in Business 34
Administration &
Tourism and
Hospitality
Startup 4  Marketing Materials Interviewee 6  Cofounder and Incomplete 28

Responsible for the
Marketing Sector

Higher Education

Source: The authors.

Table 2. Factors for franchising decision and franchising theories.

Factors

Theory

References

Mobilization of Financial Resources

Mobilization of Human Resources
Development of Economies of Scale

Franchisee’s Local Knowledge
Minimization of Monitoring Costs

Franchisee’s Commitment

Franchisee’s Innovativeness

Resource Scarcity Theory

Diaz-Bernardo, 2012; Oxenfeldt &

Resource Scarcity Theory
Resource Scarcity Theory

Resource Scarcity Theory
Agency Theory

Agency Theory

Kelley, 1969; Seo, 2016
Oxenfeldt & Kelley, 1969
Caves & Murphy, 1976; Diaz-
Bernardo, 2012
Oxenfeldt & Kelley, 1969
Brickley & Dark, 1987;
Lafontaine, 1992
Barthélemy, 2011; Brickley & Dark,
1987; Lafontaine, 1992
Proposed by the authors

Source: The authors.

Finally, we conducted a content analysis technique (Bardin, 1977), opera-
tionalized through the NVivo 12 software, enabling the coding of the tran-
scribed interviews according to the factors previously selected (Table 2).

Description of startups

Startup 1, founded in 2018 in Teresina (State of Piaui), has 10 franchisees
in operation. The founder of Startup 1, who holds a Ph.D. in Physics,
developed a theoretical foundation and methodology for teaching robotics
to Brazilian students. The startup operates in the commercialization and
implementation of the method in schools. The company plans are to open
units in all states of the country, promoting closer contact with customers.
For that purpose, franchising is a key aspect.
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Startup 2 was conceived by an entrepreneur who has 10 years of experience
as a franchisee in a foreign language teaching franchise. The purpose of the
company, which started in Curitiba (State of Parand) in 2017, is to teach
English through the application of tools developed by the startup (machining
learning, big data, Al, virtual reality). This EdTech was created to operate
through franchised units and has 26 franchisees. The objective of Startup 2 is
to expand in Brazil and then in other Latin American countries.

Different from the first two, Startup 3 operates through micro franchisees.
Entrepreneurs with experience in the insurance segment identified the oppor-
tunity to market products for the “new Brazilian middle class” (classes C-D)
and conceived the startup in Belo Horizonte (State of Minas Gerais); opera-
tions began in 2018. The micro franchisees are responsible for contacting the
brand’s target consumers and marketing its insurance products. The company
has more than 20 franchisees with no employees or physical space.

Founded in 2017 in Caxias do Sul (State of Rio Grande do Sul), Startup
4 has developed an online platform where machines, obsolete inventory,
scrap, and waste are traded (revenue is a percentage of deals closed on the
platform). The company operates with micro franchises that work to cap-
ture and support customers. They are responsible for taking photos and
doing product registration on the platform. Startup 4 has counts seven
micro franchisees.

Analysis and framework development

Before addressing the objectives highlighted in this research, a brief discus-
sion of the cases presented as the startups is due. Despite the recurring dis-
cussions in the literature (Castriotta et al., 2019), there is no widely
accepted concept for the startup. In this sense, the list of characteristics
previously identified seems to be sufficient to qualify all of the companies
in question as startups. Notably, the cases presented constitute innovative
businesses, in which a scalable business model (Unterkalmsteiner et al.,
2016) was developed in an uncertain scenario (Ries, 2011). The only doubt-
ful aspect refers to the consideration of a startup as a temporary or initial
organization (Blank & Dorf, 2012). It can be interpreted that the fact that
the startups in question are franchisors accelerated this maturation period
since the organization and standardization are inherent aspects of this
business model. The fact that all the businesses presented were already
conceived with the idea of operating through franchised units may have
accelerated this process.

From the analysis of the cases presented, the possibility that startups that
choose to franchise do so through two models is evident. The first model, the
conventional franchise, represented in this research by Startups 1 and 2, is
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characterized by the replication of a base model developed by the franchisor
(Rubin, 1978), in which both the activities of the original unit as those of fran-
chised units are essentially the same. On the other hand, as in the case of
Startups 3 and 4, the micro franchise model appears as a second option, charac-
terized by lower investment rates, as well as non-mandatory hiring of labor or
provision of physical space (Melo et al., 2014). Through the analysis of the
cases, it can be observed that the determining factors of the decision to fran-
chise are directly related to the franchise model adopted.

Regarding the determinants of franchising strategies in startups, the cen-
tral point of discussion in this article, two forms of analysis were con-
ducted. The first was the analysis of section four of the interview script, in
which each of the participants ranked on a 5-point scale the degree of
importance of each of the factors previously selected for their startup’s
franchising decision. The second form of analysis included the coding of
the transcribed interviews, except section four, also based on the previously
selected factors. The purpose of this analysis was to match excerpts men-
tioned spontaneously by each of the interviewees with selected factors. The
combined results of the two analyses are shown in Figures 1-4 for each
startup. The horizontal coordinate plotted in the graphs reflects the value
assigned to the scale in section four, while the vertical coordinate was
obtained by the number of mentions coded in the rest of the interviews.
For Startups 2 and 3, in which two interviews were conducted, the simple
average of the values obtained with the participants in both coordinates
was considered.

In the classification carried out by Interviewee 1, all factors except for
Mobilization of Human Resources were presented as determinants (5).
However, in the spontaneous analysis, this aspect and Mobilization of
Financial Resources were the most mentioned by the participant. It can
be understood, therefore, that Mobilization of Financial Resources was
more important for the franchising decision of Startup 1. According to
Interviewee 1, the capture of investments, through the franchise fee,
without the commitment of the company’s own capital, was the
company’s easiest way to expand its operations, thus aligning itself with
the main factor presented by the resource scarcity theory (Diaz-
Bernardo, 2012; Oxenfeldt & Kelley, 1969; Seo, 2016). As argued by
Interviewee 1, franchising:

“[...] was a way of obtaining investment for the company without losing equity
share [...] BRL 2.5 million were injected into the company, using a franchise fee
with a different nature than if I had invested in assets. These people are my partners
in a way, but the legal relationship is totally different.”

There was a strong divergence in the classification presented by
Interviewee 2 and Interviewee 3, with convergence between the values
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Figure 2. Determinant factors for franchising decision—startup 2.

attributed only in the Franchisee’s Local Knowledge factor, classified as a
determinant (5). However, aspects related to this factor were not men-
tioned spontaneously by any of the interviewees. Spontaneously, the factor
most mentioned by the interviewees was the Mobilization of Financial
Resources. It is also noteworthy that in the classification of Interviewee 2,
CEO and co-founder of the company, this factor was presented as a deter-
minant (5). In his view, the fact that the new units were opened without
the commitment of equity capital was the determining factor for choosing
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this model, one that also enabled the startup’s investments to be directed at
consolidation of the products offered, as highlighted in the follow-
ing passage:

“The franchise is the easiest way for us to be able to scale because you are

growing with the capital of the franchisees and not of the company itself [...]
we preferred to invest in products rather than invest in our own schools.”

Thus, one can consider this factor, linked to the resource scarcity theory
(Diaz-Bernardo, 2012; Oxenfeldt & Kelley, 1969; Seo, 2016) as having been
the main driver of the decision to franchise.
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Despite not having obtained the highest values in the classification car-
ried out by Interviewee 4 and Interviewee 5, the Mobilization of Human
Resources factor at Startup 3 was the one that obtained the most spontan-
eous mentions in the entire survey. The use of social capital and the
franchisees’ relationship network, highlighted by the first participant, and
the absence of an employment relationship, legally shielding the company,
as argued by the second, are some examples of aspects related to this
assumption espoused by the resource scarcity theory (Oxenfeldt & Kelley,
1969). As argued by Interviewee 4:

“My best-selling product is a life insurance policy with an average premium of BRL
44. If T had a formally employed salesperson and taking into consideration the
commission, I would have to sell a lot of this product just to reach breakeven.”

In the second level of importance, there is the Mobilization of Financial
Resources. However, in the case of Startup 3, this aspect is not linked to
obtaining resources from the franchise fee or to the need to mobilize equity
for opening new units, but rather to the dispersion of revenue sources, as
argued by both respondents. The following quote illustrates this perception:

“In terms of remuneration, it is a 70/30 scheme. As much as I was left with only
30%, I have 30% of something, which is better than having 100% of nothing, [...] I
diversify my revenue, so I am not tied to two or three big accounts” (Interviewee 5).

Results obtained by the two forms of analysis, in the case of Startup 4,
were those that converged to the greatest degree. In the view of Interviewee
6, greater proximity to clients, accompanied by the absence of a proper
employment relationship—both aspects related to Mobilization of Human
Resources, proposed by the resource scarcity theory (Diaz-Bernardo, 2012;
Oxenfeldt & Kelley, 1969; Seo, 2016)—were decisive for the decision to
franchise, as illustrated in the following excerpt:

“We realized that many companies appreciate our business, but they don’t have time
to take pictures of scrap, old machinery, or surplus inventory. So the franchisee goes
to the company, performs a special service, takes photos of the product in the best
possible way, describes it on our website, and takes pictures, etc. [...] We thought
about using sales representatives, but there was the issue of the employment
relationship. The franchise is about not to take that risk. It would have to be as lean
as possible because we could not have the luxury of creating an employment contract
by paying a representative.”

In the second level of importance, the question of the Franchisee’s
Commitment (Barthélemy, 2011; Brickley & Dark, 1987; Lafontaine, 1992) was
addressed, which materialized, in the view of Interviewee 6, by the high degree
of engagement of a franchisee from his consideration as an entrepreneur.

Through spontaneous analysis, we decided to include an eighth factor,
named “Other Factors,” where aspects presented by the participants that
were unforeseen based on the literature review—probably because they
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encompass specificities of the franchising process in startups—were
grouped. Among these factors we highlight (a) tangibility of the idea, (b)
business organization, (c) business appreciation, (d) external consultancy,
(e) previous experience in the segment, and (f) benchmarking. The first
three aspects were identified in the following passages, respectively:

“Software startups are generally intangible, and people still don’t have a technological
feeling to see technology as a product. It is easy to sell some land because it is
physical. It is easy to sell an object, but when you are going to sell an idea, it is
intangible, so franchising an idea brings security to the franchisor” (Interviewee 1).

“[...] franchising the brand helped me to organize the company because otherwise it
could become a mess. ABF [Brazilian Franchising Association] lists all the
procedures I must follow and somehow forces me to keep the company organized”
(Interviewee 1).

“[...] the brand is widespread in Brazil, [...] this is appreciated by investors
because we sell franchises. So, if we are selling, it means that we have the sale to the
intermediary (which is the sale to the franchisee) and we have the sale to the final
consumer. If we are selling to the intermediary (to enable us to reach the final
consumer) it means that the business is well structured and has a future”
(Interviewee 3).

Another aspect of divergence between the franchising of startups and
traditional businesses lies in the question of the contractual mix. In the
cases analyzed, the interviewees highlighted that they did not intend to
open new own units beyond those that originated the brands. An exception
to this occurs at Startup 2, in which the company’s directors also have
franchised units, but without ownership ties with the franchisor. This situ-
ation contrasts with the tendency to maintain a mix between owned and
franchised units as often addressed in the franchising literature (Alon et al.,
2017; Madanoglu & Castrogiovanni, 2018).

In the context of a systemic crisis, such as that which occurred in 2020,
Kuckertz et al. (2020) suggest greater ease of overcoming on the part of
startups, compared to other agents, due to their high degree of dynamism
and resilience (Castro & Zermeno, 2020). It is open to discussion, however,
whether the decision to the franchise would conflict with this aspect. In
general, the interviewees argued in favor of not reducing these characteris-
tics inherent to this business model, the main one being the pivoting capa-
bilities (Hampel et al., 2020; Kirtley & O’Mahony, 2020). More than that,
in the case of Startup 1 and Startup 2, operating through franchised units
helped in the process of facing the crisis.

In general, the main advantages observed in the franchising process of
startups are linked to the factors that determined the decision to fran-
chise. However, in the case of disadvantages, aspects were observed that
are not necessarily addressed by the theories. In the case of Startup 1,
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the main disadvantage relates to the costs of logistics involved in
expanding through franchised units. As for Startup 2, the issue of profile
alignment between franchisor and franchisees—an aspect enhanced by
the highly dynamic profile of a startup—was highlighted. Finally, in the
case of micro franchises, the operating model involves, in the view of
the participants, the impossibility of establishing and enforcing quantita-
tive goals and metrics, as well as difficulties linked to the standardiza-
tion of operations.

Framework proposal

Based on the foregoing, a tentative framework was developed, composed of
a set of testable propositions and a diagram about the startup franchising
process. Building such a framework, as argued by Eisenhardt (1989), is the
main objective of research of this nature.

As to understanding the factors determining the decision to franchise,
the central point of this research, we were able to verify the proximity of
aspects predicted by the traditional franchising theories. However, aspects
specific to the reality of a startup were also raised. Thus, the first two prop-
ositions were defined:

Proposition 1: The decision to franchise startups is supported by aspects related to
both the resource scarcity theory and the agency theory.

Proposition 1la. For startups that operate through the conventional franchise model,
aspects related to the Mobilization of Financial Resources tend to be decisive for the
franchising decision

Proposition 1b. For startups that operate through micro franchises, aspects related to
Mobilization of Human Resources tend to be decisive for franchising decision

Proposition 2: Aspects such as organization and business appreciation, as well as
tangibility of the idea, are relevant to the franchising decision specifically in the case
of startups.

Hence, for both cases, conventional and micro franchising models,
strategic approaches to resource constraints can be taken as critical ele-
ments for startups to scale up their business operations, following prior
literature (Oxenfeldt & Kelley, 1969; Diaz-Bernardo, 2012). Of course, as
identified in our analytical exposition, this is aligned with specific busi-
ness models.

In turn, pivoting capabilities and the speed of change are inherent attrib-
utes and of fundamental importance for startups, considering their need to
validate not only products but also entire value propositions (Hampel
et al., 2020; Kirtley & O’Mahony, 2020). These characteristics could conflict
with standardization, an aspect inherent to a franchise (Rubin, 1978).
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However, this aspect has not been verified in our empirical analysis. Thus,
we propose:

Proposition 3: The startup franchising process does not cause the loss of attributes
inherent to this business model, such as pivoting capabilities.

This is an element of utmost importance within the agency theory debate
since strategic pivoting might cause conflicts between principals and agents
due to substantial shifts in the direction of the business. Nonetheless, these
adaptations also represent the search for business model refinements that
are key for a business to remain competitive and achieve sustained growth.

Also, the decision to franchise is configured as a strategic decision by a
company (Michael, 1996). In this sense, both the advantages and disadvan-
tages of such a decision are strongly linked to the franchise model adopted.
Therefore, the following proposition was built:

Proposition 4: The advantages and disadvantages of the decision for a startup to
franchise are linked to the franchise model adopted.

Proposition 4a. For startups operating through the conventional franchise model, the
main advantage lies in the use of third-party capital, while the main disadvantages are
related to the selection of franchisees and logistics.

Proposition 4b. For startups operating through micro franchises, the lack of
employment relationship is the main advantage, while the main disadvantages are
related to the difficulty in standardizing operations and the impossibility of
charging targets.

Converging with the presented proposals, Figure 5 portrays the startup
franchising process. The diagram development process has been aligned
with the inductive approach proposed by Eisenhardt (1989). The aspects
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obtained through the interviews (observation) were aligned with the deter-
mining factors of the franchising decision, verified from traditional theo-
ries, namely resource scarcity theory (Caves & Murphy, 1976; Oxenfeldt &
Kelley, 1969); and agency theory (Brickley & Dark, 1987; Lafontaine, 1992),
complemented by specific aspects of this type of business.

The preponderance of each of the factors that contribute to the decision
to franchise is related to the franchise model adopted. However, regardless
of the chosen model, the maintenance of attributes inherent to a startup
figure is a critical aspect of this process. Finally, the main advantages and
disadvantages are also in line with the franchise model chosen.

Concluding remarks

This article focuses on the franchising process of startups, seeking to
explain which factors are decisive for choosing this model in the light of
traditional franchising theories. Based on the study of four Brazilian start-
ups that operate through franchisees, a dialogue was slated with the
resource scarcity theory and agency theory. According to the former, the
franchise decision occurs motivated by the mobilization of resources, devel-
opment of economies of scale, and by the franchisee’s local knowledge
(Caves & Murphy, 1976; Oxenfeldt & Kelley, 1969). In turn, the arguments
presented in the latter refer to the mitigation of agency costs and the fran-
chisee’s commitment (Brickley & Dark, 1987; Lafontaine, 1992).

The possibility of startups operating through franchisees through differ-
ent approaches was evident, as both cases of conventional and micro
franchises were observed. Accordingly, the model adopted is related to the
determinants of the franchising decision. Startups that operate through
the conventional model tend to present a franchising decision linked to the
Mobilization of Financial Resources, while those that adopt the micro fran-
chise model, tend to have in the Mobilization of Human Resources their
determining factor. In the first case, this occurs mainly due to the need for
high investments to open own units, as well as to obtain resources from
the franchise fee. In turn, in the micro franchisees, the operating model
developed makes the figure of the franchisee function as a substitute for a
sales representative—without establishing an employment relationship
between the parties involved.

In addition to the factors presented by the theories and corroborated to
a greater or lesser extent in the cases analyzed, we encountered aspects spe-
cific to the franchising process of startups. These are mainly related to the
organization, tangibility of the idea, and business valuation—challenges that
are common to startups and that are potentially solved by adopting
this model.
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The advantages and disadvantages of the decision to the franchise are
also linked to the model adopted. The advantages are directly related to the
determining factors already presented. In turn, regarding the disadvantages,
the issue of logistics and the difficulty in selecting franchisees emerge in
the case of conventional franchises, while the impossibility of setting clear
goals and metrics, as well as the difficulty in standardizing operations,
emerge in the case of micro franchises.

The first difference in relation to the franchising process of startups and
traditional businesses refers to the brief maturation period of the former
before operations commence with franchisees, differing from those
observed in traditional businesses. A second aspect is related to the
non-pursuit of a contractual mix in the case of startups, as argued by the
traditional franchising literature. Finally, the maintenance of pivoting
capabilities and speed of change in the case of franchised startups becomes
evident, contrasting with the recurring rigidity observed in trad-
itional franchises.

The methodological choice for an inductive approach was justified by the
small number of Brazilian startups operating with franchised units.
However, it is expected that in the coming years this market will grow, so
the application of the propositions presented in this research through quali-
tative approaches is the first suggestion for future studies. Furthermore, it
is suggested to conduct studies in different national contexts and with a
greater number of startups. Another interesting research opportunity is to
conduct works that approach the franchisor’s perspective within the scope
of the process presented here from a longitudinal view, as well as the per-
spective of the franchisees in question, which will aid in our understanding
of the differences between the franchising operation in startups and trad-
itional businesses.

Through the adopted methodology, involving a low and heterogeneous
sample, the impossibility of generalizing the results can be considered the
main limitation of this research. However, this exploratory assessment has
brought contributions to the field of franchising by reviewing an important
theoretical discussion using an object of indisputable contemporary import-
ance, the startup. It also contributes to the theme of startups by presenting
a process that can be considered an important opportunity for startups
looking to expand their business or obtain sources of financing. In this
sense, the main practical implication of this research lies in the presenta-
tion of successful cases that can be analyzed by other entrepreneurs who
experience the same issues and difficulties that led the analyzed startups to
choose franchising and evidence-based on traditional business dynamics.
Establishing a more systematic look into this conceptual intersection
represents a promising research agenda.



LATIN AMERICAN BUSINESS REVIEW 123

References

Alon, I, Madanoglu, M., & Shoham, A. (2017). Strategic agility explanations for managing
franchising expansion during economic cycles. Competitiveness Review: An International
Business Journal, 27(2), 113-131. https://doi.org/10.1108/CR-04-2016-0022

Baena, V., & Cervino, J. (2014). International franchising decision-making: A model for
country choice. Latin American Business Review, 15(1), 13-43. https://doi.org/10.1080/
10978526.2014.871214

Bardin, L. (1977). Anélise de Conteudo. Edigoes, 70, 225.

Barthélemy, J. (2011). Agency and institutional influences on franchising decisions. Journal
of Business Venturing, 26(1), 93-103. https://doi.org/10.1016/j.jbusvent.2009.05.002

Bitti, E. J. S., Magnani, V. M., & Thomazella, B. (2019). Custos de agéncia e escassez de
recursos: Influéncias no franchising brasileiro. Brazilian Business Review, 16(4), 383-399.
https://doi.org/10.15728/bbr.2019.16.4.5

Blank, S., & Dorf, B. (2012). The startup owner’s manual: The step-by-step guide for building
a great company. K & S Ranch.

Brickley, J. A., & Dark, F. H. (1987). The choice of organizational form the case of fran-
chising. Journal of Financial Economics, 18(2), 401-420. https://doi.org/10.1016/0304-
405X(87)90046-8

Butler, A. (2018). Five reasons startups are choosing franchise opportunities. https://www.for
bes.com/sites/forbesnycouncil/2018/09/05/five-reasons-startups-are-choosing-franchise-op
portunities/#6b6a55433569

Calopa, M., Horvat, J., & Lali¢, M. (2014). Analysis of financing sources for start-up com-
panies. Management: Journal of Contemporary Management Issues, 19(2), 19-44.

Castriotta, M., Loi, M., Marku, E., & Naitana, L. (2019). What’s in a name? Exploring the
conceptual structure of emerging organizations. Scientometrics, 118 (2), 407-437. https://
doi.org/10.1007/s11192-018-2977-2

Castro, M. P, & Zermeno, M. G. G. (2020). Being an entrepreneur post-COVID-19-
resilience in times of crisis: A systematic literature review. Journal of Entrepreneurship in
Emerging Economies, 13, 721-746. https://doi.org/10.1108/JEEE-07-2020-0246

Castrogiovanni, G. J., Combs, J. G., & Justis, R. T. (2006). Resource scarcity and agency
theory predictions concerning the continued use of franchising in multi-outlet networks.
Journal of Small Business Management, 44(1), 27-44. https://doi.org/10.1111/j.1540-627X.
2006.00152.x

Caves, R. E., & Murphy, W. F. (1976). Franchising: Firms, markets, and intangible assets.
Southern Economic Journal, 2(4), 572-586.

Cohen, S., Fehder, D. C., Hochberg, Y. V., & Murray, F. (2019). The design of startup accel-
erators. Research Policy, 48(7), 1781-1797. https://doi.org/10.1016/j.respol.2019.04.003

Combs, J. G., & Ketchen, D. J. Jr. (2003). Why do firms use franchising as an entrepreneur-
ial strategy? A meta-analysis. Journal of Management, 29(3), 443-465. https://doi.org/10.
1016/50149-2063_03_00019-9

Diaz-Bernardo, R. (2012). An analysis of three confronting theories to explain franchising
supply. Journal of Business ¢ Economics Research, 10(3), 167-170. https://doi.org/10.
19030/jber.v10i3.6856

Eisenhardt, K. M. (1989). Building theories from case study research. Academy of
Management Review, 14(4), 532-550. https://doi.org/10.5465/amr.1989.4308385

Elango, B. A. (2019). Bibliometric analysis of franchising research (1988-2017). The Journal
of Entrepreneurship, 28(2), 223-249. https://doi.org/10.1177/0971355719851897



124 @ M. DERMONDE AND B. B. FISCHER

Fadairo, M., & Lanchimba, C. (2017). Franchising in Latin America. In F. Hoy, R. Perrigot,
A. Terry (Eds.), Handbook of research on franchising. Edward Elgar. https://doi.org/10.
4337/9781785364181.00036

Gillis, W., & Castrogiovanni, G. J. (2012). The franchising business model: An entrepre-
neurial growth alternative. International Entrepreneurship and Management Journal, 8(1),
75-98. https://doi.org/10.1007/s11365-010-0158-8

Hampel, C. E., Tracey, P., & Weber, K. (2020). The art of the pivot: How new ventures
manage identification relationships with stakeholders as they change direction. Academy
of Management Journal, 63(2), 440-467. https://doi.org/10.5465/am;j.2017.0460

Hernandez, C., & Gonzélez, D. (2016). Study of the start-up ecosystem in Lima, Peru:
Collective case study. Latin American Business Review, 17(2), 115-137. https://doi.org/10.
1080/10978526.2016.1171678

Hizam-Hanafiah, M., & Li, J. (2014). Franchisee satisfaction of goal attainment: A discovery
of hierarchy of entrepreneur goals. Journal of Entrepreneurship in Emerging Economies,
6(3), 243-267. https://doi.org/10.1108/JEEE-07-2014-0024

Hsu, L, Jang, S. C., & Canter, D. D. (2010). Factors affecting franchise decisions in the res-
taurant industry. Journal of Hospitality & Tourism Research, 34(4), 440-454. https://doi.
org/10.1177/1096348009350647

International Franchise Association. (2020). What is a franchise? https://www.franchise.org/
faqs/basics/what-is-a-franchise

Jensen, M. C., & Meckling, W. H. (1976). Theory of the firm: Managerial behavior, agency
costs and ownership structure. Journal of Financial Economics, 3(4), 305-360. https://doi.
org/10.1016/0304-405X(76)90026-X

Kirtley, J., & O’Mahony, S. (2020). What is a pivot? Explaining when and how entrepre-
neurial firms decide to make strategic change and pivot. Strategic Management Journal.
https://doi.org/10.1002/smj.3131

Kuckertz, A. Brandle, L., Gaudig, A., Hinderer, S., Reyes, C. A. M., Prochotta, A,
Steinbrink, K., & Berger, E. S. C. (2020). Startups in times of crisis—A rapid response to
the COVID-19 pandemic. Journal of Business Venturing Insights, 13, €00169. https://doi.
org/10.1016/j.jbvi.2020.00169

Lafontaine, F. (1992). Agency theory and franchising: Some empirical results. The Rand
Journal of Economics, 23(2), 263-283. https://doi.org/10.2307/2555988

Lerner, J., Schoar, A., Sokolinski, S., & Wilson, K. (2018). The globalization of angel invest-
ments: Evidence across countries. Journal of Financial Economics, 127(1), 1-20. https://
doi.org/10.1016/j.jfineco.2017.05.012

Madanoglu, M., & Castrogiovanni, G. J. (2018). Franchising proportion and network fail-
ure. Small Business Economics, 50(4), 697-715. https://doi.org/10.1007/s11187-017-9890-6

Melo, P. L. R,, Borini, F. M., & Da Cunha, J. A. C. (2014). Percep¢oes de valor e elementos
estruturantes das microfranquias. Revista de Administragao Contemporanea, 18(3),
328-350. https://doi.org/10.1590/1982-7849rac20141685

Michael, S. C. (1996). To franchise or not to franchise: An analysis of decision rights and
organizational form shares. Journal of Business Venturing, 11(1), 57-71. https://doi.org/
10.1016/0883-9026(95)00088-7

Oxenfeldt, A. R,, & Kelley, A. O. (1969). Will successful franchise systems become wholly
owned chains? Journal of Retailing, 44(4), 69-87.

Ries, E. (2011). The lean startup: How today’s entrepreneurs use continuous innovation to
create radically successful businesses. Crown Business.

Robbins, L. (1945). An essay on the nature and significance of economic science (2nd ed.).
Macmillan. (First edition, 1932)



LATIN AMERICAN BUSINESS REVIEW 125

Rubin, P. H. (1978). The theory of the firm and the structure of the franchise contract. The
Journal of Law and Economics, 21(1), 223-233. https://doi.org/10.1086/466918

Salar, M., & Salar, O. (2014). Determining pros and cons of franchising by using SWOT
analysis. Procedia-Social and Behavioral Sciences, 122, 515-519. https://doi.org/10.1016/j.
sbspro.2014.01.1385

Santisteban, J., & Mauricio, D. (2017). Systematic literature review of critical success factors
of information technology startups. Academy of Entrepreneurship Journal, 23(2), 1-23.

Schwienbacher, A., & Larralde, B. (2010). Crowdfunding of small entrepreneurial ventures.
In D. Cumming (Ed.), Handbook of entrepreneurial finance. Oxford University Press.
https://doi.org/10.2139/ssrn.1699183

Seo, K. (2016). The effect of franchising on debt maturity in the US restaurant industry.
Tourism Economics, 22(6), 1404-1422. https://doi.org/10.1177/1354816616672802

Seo, K., Soh, J., & Sharma, A. (2018). Do financial constraints affect the sensitivity of
investment to cash flow? New evidence from franchised restaurant firms. Tourism
Economics, 24(6), 645-661. https://doi.org/10.1177/1354816618768315

Shane, S. (2012). The importance of angel investing in financing the growth of entrepre-
neurial ventures. The Quarterly Journal of Finance, 2(2), 1250009. https://doi.org/10.
1142/82010139212500097

Spender, J., Corvello, V., Grimaldi, M., & Rippa, P. (2017). Startups and open innovation:
A review of the literature. European Journal of Innovation Management, 20(1), 4-30.
https://doi.org/10.1108/EJIM-12-2015-0131

Unterkalmsteiner, M., Abrahamsson, P., Wang, X., Nguyen-Duc, A., Shah, S., Bajwa, S. S,
& Yagiie, A. (2016). Software startups-A research agenda. e-Informatica Software
Engineering Journal, 10(1), 89-123. https://doi.org/10.5277/e-Inf160105

Wald, A., Holmesland, M., & Efrat, K. (2019). It is not all about money: Obtaining add-
itional benefits through equity crowdfunding. The Journal of Entrepreneurship, 28(2),
270-294. https://doi.org/10.1177/0971355719851899

Wise, S., & Valliere, D. (2014). The impact on management experience on the performance
of start-ups within accelerators. The Journal of Private Equity, 18(1), 9-19. https://doi.
0rg/10.3905/jpe.2014.18.1.009

Yin, R. K. (2017). Case study research and applications: Design and metho. Sage.



