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ABSTRACT

The sustainability of the franchise industry is increasingly influenced by the quality and adaptability of
regulatory frameworks that govern franchisor-franchisee relationships. In Malaysia, the Franchise Act
1998 provides a foundational legal structure; however, concerns remain regarding its enforcement
effectiveness, alignment with international standards, and adaptability to modern franchise practices.
This study aims to evaluate the strengths and limitations of Malaysia’s regulatory environment and
benchmark it against global best practices from advanced franchise economies such as the United States,
Australia, and the European Union. Using a qualitative comparative methodology, the research
incorporates semi-structured interviews with policymakers and franchise stakeholders, complemented
by document analysis of legal statutes and policy reports. Findings reveal that although Malaysia’s
regulatory framework promotes transparency and registration compliance, it lacks enforceable
penalties, structured dispute resolution mechanisms, and franchisee representation. In contrast,
jurisdictions like the U.S. and Australia implement rigorous disclosure requirements, good-faith
obligations, and tiered enforcement strategies that contribute to industry resilience and stakeholder trust
(FTC, 2021; ACCC, 2020). The study identifies policy gaps such as ambiguous definitions, procedural
delays, and limited use of digital compliance systems, all of which hinder operational efficiency and
investor confidence. The study contributes theoretically by emphasizing the role of institutional quality
in franchise performance (Alon et al., 2021; Yin & Luo, 2023), and practically by offering policy
recommendations including digitalization, franchisee advocacy platforms, and regulatory reforms.
These findings are relevant to policymakers, franchise operators, and scholars seeking to enhance the
long-term sustainability of the franchise sector in emerging markets.

Keywords: Franchise sustainability, regulatory frameworks, international benchmarking, franchisee
protection, policy innovation.
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INTRODUCTION
Background of the Study

Franchising has become a prominent global business model, offering a strategic pathway for expansion
by allowing brand owners (franchisors) to grant rights to individuals or entities (franchisees) to operate
businesses using an established brand, operational systems, and products or services. This approach
enables businesses to grow rapidly without incurring excessive costs or risks, as franchisees typically
provide the capital and manage daily operations. Global brands such as McDonald's and Subway have
successfully adopted this model to expand internationally.

A robust regulatory framework is vital for ensuring the sustainability of the franchise industry.
Regulations serve to protect the rights and responsibilities of both franchisors and franchisees, reduce
conflict, ensure product and service quality, and safeguard consumer interests. Effective regulatory
mechanisms contribute to trust and stability within franchise ecosystems. Conversely, weak or absent
regulatory oversight can lead to abuse of power, deterioration in quality standards, and reputational
damage.

In Malaysia, the franchise sector has emerged as a significant contributor to the national economy. The
government introduced the Franchise Act 1998 to regulate industry practices and ensure balanced
growth. This legislation outlines requirements for franchise registration, delineates the rights and
obligations of franchisors and franchisees, and establishes dispute resolution mechanisms. The Ministry
of Domestic Trade and Cost of Living (KPDN) is responsible for monitoring compliance and enforcing
regulations.

Given the increasingly competitive global business environment, a strong regulatory framework is
essential to sustain the growth and competitiveness of Malaysia’s franchise industry.

Problem Statement

Despite the existence of regulatory frameworks, franchise businesses in Malaysia and globally continue
to encounter challenges related to regulatory inconsistency and limitations in legal clarity.

Firstly, inconsistencies in regulatory provisions across jurisdictions present compliance difficulties for
franchise operations. These inconsistencies may manifest in varying registration processes, frequent
legislative changes, or ambiguities in legal interpretations. For example, within the European Union,
only six out of 27 member countries enforce pre-contractual disclosure requirements, leading to
disparities in franchisee protection.

Secondly, although Malaysia has implemented the Franchise Act 1998, a critical evaluation is needed
to assess its alignment with global best practices. For instance, the United States’ Federal Trade
Commission (FTC) Franchise Rule requires full disclosure of franchise information at least 14 days
before any agreement is signed, offering a more structured and transparent approach. Benchmarking
Malaysia’s regulatory system against such international standards can reveal potential gaps and
opportunities for reform.
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Lastly, to ensure long-term sustainability, Malaysia’s franchise regulatory model must evolve.
Improvements should focus on transparency, equity, and comprehensive protection for all stakeholders.
For example, Australia’s Franchising Code of Conduct mandates good faith obligations, enforces
financial penalties for serious violations, and requires detailed disclosure on marketing fund usage.
Adopting similar measures could enhance the resilience and accountability of Malaysia’s franchise
sector.

Research Objectives

The objectives of this study have been refined to align closely with the overarching aim of assessing
how regulatory frameworks influence the long-term sustainability of the franchise industry in Malaysia.
Specifically, the research seeks to:

I.  Evaluate the effectiveness of Malaysia’s existing franchise regulations in promoting
transparency, compliance, and investor confidence.
Il.  Examine the mediating influence of leadership engagement in translating regulatory mandates
into sustainable business practices; and
1. Identify how global best practices from the United States and Australia can inform Malaysia’s
policy refinement.

The justification for this study stems from the observed gap between regulatory enforcement and actual
franchise performance outcomes. Although Malaysia has established a strong legislative base through
the Franchise Act 1998, inconsistent compliance and limited leadership accountability continue to
undermine sustainability. By integrating regulatory effectiveness, leadership engagement, and
sustainability outcomes within a single analytical framework, this study advances a more holistic
understanding of how law, governance, and managerial behaviour collectively shape the resilience of
the franchise ecosystem. This integrative approach not only enriches theoretical development in
regulatory and institutional literature but also provides evidence-based insights for policymakers,
regulators, and franchisors to enhance the credibility and competitiveness of Malaysian franchises in
global markets.

Research Questions

To explore the regulatory frameworks and their implications for franchise sustainability, the following
research questions are posed:

I How does the existing regulatory framework in Malaysia support or hinder franchise
sustainability?

II.  What are the key regulatory elements in leading franchise economies that contribute to
sustainability?

I1l.  What are the strengths and weaknesses of Malaysia’s current franchise regulatory system?

IV. What policy recommendations can improve the effectiveness of franchise regulation in
Malaysia?
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Significance of the Study
Academic Contribution

This study contributes to the expanding literature on franchise regulation and sustainability. While
franchise models have been widely examined, the regulatory dimension and its long-term effects on
business performance remain underexplored. By analyzing Malaysia’s regulatory framework in
comparison with international standards, this research offers theoretical insights into how governance
mechanisms influence franchise longevity and stability. As highlighted by Huefiros et al. (2020), strong
franchisor—franchisee relationships are pivotal for sustainable operations. This study lays the foundation
for future academic work in franchise policy, governance, and strategic management.

Practical Contribution

The findings of this study have significant implications for both policymakers and franchise operators.
A detailed analysis of Malaysia’s regulatory strengths and shortcomings can guide policy reforms to
better support franchise growth. For regulators, understanding how specific policies promote or hinder
business performance can lead to more effective legal frameworks. For franchisors and franchisees, the
study offers guidance for navigating regulatory environments, improving compliance, and optimizing
business strategies. Practical initiatives, such as PERDA’s franchise entrepreneurship programs,
demonstrate the need for structured and informed engagement with the regulatory landscape.

Novelty of the Study

While prior studies on franchising have focused on operational and financial aspects, this study
introduces a novel dimension by analyzing how regulatory quality—encompassing enforcement,
disclosure, and institutional capacity—impacts the sustainability of the franchise industry in Malaysia.
Unlike previous research that tends to be descriptive or jurisdiction-specific, this study integrates both
Agency Theory and Institutional Theory to construct a testable framework linking governance
mechanisms to long-term industry resilience.

It is also among the first studies to conduct a structured comparative regulatory analysis between
Malaysia and leading franchise jurisdictions (United States, Australia, EU), incorporating insights from
semi-structured interviews with diverse stakeholders. This dual-level analysis—combining legal
benchmarking with stakeholder narratives—contributes fresh, evidence-based perspectives to policy
design and academic theory in the field of franchise regulation and sustainability.

LITERATURE REVIEW
Concept of Franchise Sustainability

Franchise sustainability encompasses the long-term viability of franchise systems by integrating
economic, social, and environmental imperatives into operational strategies. Elkington’s (1997) Triple
Bottom Line (TBL) framework—profit, people, and planet—provides a robust conceptual foundation
for assessing sustainability in franchising. Recent scholarship has extended this model to include
indicators such as stakeholder engagement, brand resilience, and innovation capacity (Tan, Wong, &
Lee, 2023).
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From an economic standpoint (profit), sustainability in franchising is evidenced through financial
performance, franchisee profitability, and system-wide growth (Ali, Hussain, & Khalid, 2021). Social
sustainability (people) is linked to franchisee satisfaction, ethical treatment of employees, and
community engagement. Research by Nguyen and Chia (2020) highlights that franchisee satisfaction
serves as a predictor of system stability, influencing retention rates and reducing litigation.
Environmental sustainability (planet) reflects the increasing adoption of green practices, such as energy
efficiency and sustainable supply chain sourcing, within franchise networks.

In integrating TBL dimensions, scholars have emphasized the interdependence between regulatory
compliance, franchisee empowerment, and consumer trust as key components of long-term
sustainability (Rahim, Hamid, & Farhana, 2022). Thus, franchise sustainability cannot be reduced to
economic outcomes alone but must consider structural governance and stakeholder well-being as
critical determinants of systemic resilience.

Role of Regulatory Frameworks in Franchise Ecosystems

The regulatory framework governing franchising plays a pivotal role in maintaining legal certainty,
market fairness, and stakeholder protection within franchise ecosystems. Sound regulatory architecture
ensures that franchisors and franchisees operate within transparent, predictable, and enforceable legal
boundaries (Justis & Judd, 2003; Xie, Batra, & Peng, 2022).

Core functions of regulation include:

e Franchisee Protection: Disclosure obligations and pre-contractual transparency to mitigate
asymmetric information.

e Brand Consistency: Legal reinforcement of standard operating procedures and intellectual
property rights.

o Dispute Resolution: Provision of accessible mechanisms such as mediation and arbitration to
handle conflicts efficiently.

The FTC Franchise Rule in the United States mandates a detailed Franchise Disclosure Document
(FDD) with 23 items, aiming to reduce the risk of misrepresentation (Federal Trade Commission, 2021).
Australia’s Franchising Code of Conduct, enforced by the Australian Competition and Consumer
Commission (ACCC), further institutionalizes good faith obligations and introduces financial penalties
for non-compliance (ACCC, 2020). These practices underscore the regulatory shift towards
accountability and equity in modern franchise ecosystems.

In contrast, many emerging markets, including Malaysia, face criticism for limited enforcement
capacity, ambiguity in terminology, and lack of franchisee representation (Yin & Luo, 2023).
Comparative studies suggest that robust legal systems correlate positively with investor confidence and
brand resilience across borders.

Theoretical Underpinning: Agency Theory and Institutional Theory

The conceptual foundation of this study is primarily anchored in Agency Theory and Institutional
Theory, both of which provide essential explanatory mechanisms for understanding regulatory
dynamics and performance outcomes in franchise systems. These theories not only offer insights into
the behavioral and structural underpinnings of franchising but also guide the formulation of research
hypotheses and the development of the conceptual framework.
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Agency Theory: Regulating Opportunism and Aligning Incentives

Agency Theory, as developed by Jensen and Meckling (1976), focuses on the contractual relationship
between principals (franchisors) and agents (franchisees). The theory assumes that agents may pursue
their self-interest at the expense of the principal, leading to agency problems such as moral hazard,
shirking, or misreporting (Michael, 2020).

In franchising, these agency problems are prevalent due to the geographical separation, information
asymmetry, and independent ownership structures. To mitigate such risks, regulatory mechanisms such
as mandatory disclosure, standardized franchise agreements, and monitoring provisions are critical
(Dant et al., 2011).

This theoretical lens justifies the inclusion of Disclosure Requirements (H3) and Franchisee Protection
(H2) as key independent variables in the conceptual framework. These mechanisms are hypothesized
to reduce information asymmetry, promote trust, and align the economic incentives of franchisors and
franchisees, ultimately leading to sustainable franchise outcomes. Agency Theory explains why the lack
of transparency and weak contractual safeguards in franchising leads to system instability. Hence, the
hypotheses assume that greater disclosure and protection will reduce agency risks and enhance
sustainability.

Institutional Theory: Enabling Compliance Through Environmental Support

While Agency Theory addresses internal control within contracts, Institutional Theory broadens the
analytical scope to include the external environment in which franchise systems operate. According to
Scott (2008), institutions comprise regulative, normative, and cognitive structures that influence
organizational behavior.

In this study, the regulative dimension—Ilaws, rules, and enforcement mechanisms—is most relevant.
Countries with high institutional strength—defined by clear laws, impartial enforcement, and robust
governance—are more likely to produce stable and resilient franchise ecosystems (Alon et al., 2021;
Yin & Luo, 2023).

This theory supports the inclusion of Regulatory Frameworks (H1) and Institutional Strength (H4) in
the conceptual model. It also informs the moderating roles of Good Faith Practices (H5) and
Enforcement Capacity (H6), as these are manifestations of the institutional environment's quality.
Institutional Theory posits that when the external legal environment is strong, compliance becomes
normatively embedded and easier to enforce, thereby enhancing the impact of regulations. Conversely,
weak institutions diminish the effectiveness of otherwise well-designed policies.

Theoretical Integration and Framework Development

By integrating Agency and Institutional Theory, this study constructs a multi-level conceptual
framework that connects micro-level contract management (Agency Theory) with macro-level
governance and compliance (Institutional Theory). This dual-theoretical grounding enables the study to
examine how internal franchise governance mechanisms interact with external institutional forces to
influence franchise sustainability.
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The six hypotheses formulated in this study are not just derived from literature but are also
theoretically substantiated through this integration:

Table 1

Integration of Agency and Institutional Theories in Hypotheses Development for Franchise
Sustainability

Hypothesis Theoretical Justification
H1: Regulatory frameworks — Institutional Theory — the presence of strong regulative rules
Sustainability fosters sustainable systems.

H2: Franchisee protection —

- Agency Theory — aligns interests and prevents exploitation.
Sustainability gency y-allg P P

H3: Disclosure requirements —

Sustainability Agency Theory — reduces information asymmetry.

Institutional Theory — the legal environment conditions regulatory

H4: Institutional strength moderates H1 .
effectiveness.

H5: Good faith moderates H1 — Institutional Theory — normative structures encourage ethical
Performance behavior.

H6: Enforcement capacity moderates H1  Institutional Theory — enforcement builds trust and deters non-
— Stability compliance.

This theoretically informed framework is empirically testable and policy-relevant, providing a
structured foundation for evaluating regulatory impact on franchise sector sustainability in Malaysia
and beyond.

Review of Existing Frameworks and Global Models

The diversity of franchise regulatory systems across jurisdictions has prompted comparative evaluations
to identify best practices and structural weaknesses. Several benchmark frameworks have emerged
globally, each reflecting different legal traditions and governance cultures.

In the United States, the FTC Franchise Rule requires franchisors to provide a Franchise Disclosure
Document (FDD) comprising 23 essential elements, including litigation history, fees, obligations, and
financial performance representations. The rule mandates a 14-day cooling-off period, enabling
potential franchisees to make informed decisions (FTC, 2021). This approach prioritizes transparency,
pre-contractual disclosure, and legal recourse in case of misrepresentation. Australia’s Franchising
Code of Conduct, under the enforcement of the ACCC, adds further robustness by legally mandating
good faith obligations, financial penalties for non-compliance, and detailed guidance on marketing fund
usage. It also includes structured dispute resolution through mandatory mediation, which enhances
franchisee protection and reduces litigation costs (ACCC, 2020).

France, through the Loi Doubin, and Germany, via civil code jurisprudence, take a hybrid approach.
France mandates written disclosure 20 days before contract signing, while Germany relies on
contractual fairness and judicial interpretation to regulate franchise arrangements (Xie et al., 2022).
These frameworks vary in legislative clarity, enforcement power, and institutional capacity, but they
collectively offer valuable models. A common thread is the integration of enforceable disclosure rules,
franchisee representation mechanisms, and responsive regulatory enforcement—key elements found
lacking in several emerging markets, including Malaysia.
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Identified Gaps in the Literature and Conceptual Framework Development

Despite the growing body of literature on franchising and regulatory studies, several research gaps
remain.

Firstly, limited empirical research exists on the enforcement of franchise laws in emerging economies,
including Malaysia. While the Franchise Act 1998 provides foundational regulation, its practical
enforcement, institutional support, and digital transparency mechanisms remain underdeveloped (Yin
& Luo, 2023). Most existing studies focus on descriptive legal comparisons rather than impact analysis
on sustainability outcomes.

Secondly, the voice and rights of franchisees—particularly in policy formation and dispute settlement—
are underrepresented in both legal frameworks and academic discourse. Unlike Australia and the U.S.,
Malaysia lacks institutionalized franchisee councils or advisory panels, which are critical for balancing
power asymmetries (Alon et al., 2021).

Thirdly, there is a deficit of integrated conceptual models that link regulatory quality with long-term
franchise sustainability. While theories such as Agency Theory and Institutional Theory have been
applied independently, few studies offer a holistic framework that combines these perspectives into a
testable model.

Conceptual Framework

Drawing on global best practices and theoretical foundations, this study proposes a framework where
regulatory frameworks, disclosure requirements, franchisee protection, and institutional strength act as
key determinants of franchise industry sustainability. The model is moderated by two factors: Good
Faith Practices and Enforcement Capacity.

Figure 1

Conceptual Framework Linking Regulatory Determinants to Franchise Sustainability

Regulatory Frameworks

Franchisee Protection *| Franchise Industry

e :4,—> Sustainability

Disclosure Requirements

Institutional Strength

G e S (]} e e (o (o [ E S e S} (e () el Hmy i Mo B [ Sl el St} e i T Gl B ol o] ] T

Moderated by:
Good Faith Practices

Enforcement Capacity

This framework provides the analytical foundation for the empirical phase of the study and serves as a
contribution to both theoretical development and practical application in franchise governance.
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Hypotheses Development

The development of hypotheses in this study is grounded in the integration of Agency Theory and
Institutional Theory, as well as insights from prior empirical studies on regulatory frameworks and
franchise performance. These hypotheses aim to establish the relationships between regulatory
mechanisms and the sustainability of franchise operations in Malaysia, benchmarked against global best
practices.

According to Yin and Luo (2023), regulatory quality enhances institutional trust and operational
efficiency, both of which are critical for franchise sustainability in emerging markets. Their findings
indicate that well-structured regulations reduce uncertainty and foster cooperative behaviors between
franchisors and franchisees. Therefore, the following hypothesis is proposed:

e H1: Regulatory frameworks are positively associated with franchise industry sustainability.

In line with Alon et al. (2021), franchisee protection—such as fair termination clauses, access to dispute
resolution, and balanced contract terms—serves as a key driver of long-term franchise success.
Protection mechanisms enhance franchisee satisfaction and commitment, which, in turn, support brand
continuity.

e H2: Franchisee protection significantly enhances franchise sustainability.

Research by the Federal Trade Commission (2021) and ACCC (2020) shows that mandatory disclosure
requirements increase transparency and reduce information asymmetry. Enhanced disclosure leads to
more informed decision-making by franchisees and contributes to a more stable franchise ecosystem.

o Ha3: Disclosure requirements have a positive effect on franchise sustainability.

Moreover, institutional strength—including legal clarity, enforcement mechanisms, and policy
stability—acts as a moderating factor that can either enable or hinder the effectiveness of regulations.
As argued by Xie, Batra, and Peng (2022), the institutional environment shapes how regulatory
provisions are interpreted and enforced.

o H4: Institutional strength positively moderates the relationship between regulatory
frameworks and franchise sustainability.

Building upon Michael (2020) and Davies et al. (2020), the principle of good faith—enforced in
countries like Australia—plays a significant role in regulating opportunistic behavior. It encourages
ethical conduct and fosters stronger franchisor—franchisee relationships.

e H5: The presence of good faith obligations strengthens the effect of regulatory frameworks on
franchisee performance.

Finally, the enforcement capacity of regulatory institutions influences the extent to which rules are
followed. A system with effective monitoring, penalties, and dispute resolution mechanisms promotes
compliance and confidence in the franchise system (ACCC, 2020; Yin & Luo, 2023).

e H6: Enforcement capacity positively moderates the effect of regulatory frameworks on
franchise system stability.
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Figure 2

Conceptual Framework and Hypotheses Model for the Relationship Between Regulatory
Frameworks,Moderators, and Franchise Industry Sustainability
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Recent scholarship has increasingly emphasized the importance of effective regulatory governance and
institutional compliance in ensuring franchise sustainability, particularly within emerging economies
(Alon, 2020; Frazer & Weaven, 2022). Studies by Brookes and Altinay (2021) and Jambulingam (2023)
have shown that robust regulatory systems not only enhance transparency and investor confidence but
also mitigate opportunistic behavior among franchise partners. Within the institutional theory lens,
effective enforcement mechanisms and consistent disclosure obligations strengthen legitimacy and
compliance culture (Scott, 2021; Sweeney et al., 2022).

In the Malaysian context, recent research highlights that the implementation of the Franchise Act 1998
remains uneven, with gaps in monitoring and enforcement capacity (Isa & Aziz, 2021; Ahmad et al.,
2023). Leadership engagement has been identified as a mediating force that translates regulatory
mandates into ethical and sustainable operational practices (Abdullah & Yahaya, 2022). Meanwhile,
cross-national studies comparing Malaysia with mature franchise markets such as the United States and
Auwustralia reveal that a combination of statutory enforcement, voluntary codes of conduct, and leadership
accountability creates a synergistic framework for long-term sustainability (Zhang & Wirtz, 2024;
Nolan, 2023).

Synthesizing these findings, this study positions regulatory frameworks as the institutional backbone of
franchise performance, where leadership engagement operates as a strategic conduit linking compliance
to brand longevity. By integrating legal, managerial, and sustainability perspectives, the current work
contributes to advancing a multidimensional understanding of franchise ecosystem resilience.
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METHODOLOGY
Research Design

This study adopts a qualitative comparative design, which is suitable for exploring regulatory
frameworks in depth and comparing legal structures across jurisdictions. The qualitative approach
enables the researcher to interpret regulatory documents and contextualise stakeholder perspectives,
offering rich insights into the implications of franchise regulations (Creswell & Poth, 2018). A
comparative lens is applied to examine Malaysia’s franchise regulatory framework alongside best
practices from countries such as the United States and Australia. This method allows the identification
of similarities, gaps, and lessons applicable to policy refinement (Hantrais, 2009).

Data Collection Methods
The study incorporates both primary and secondary data sources to ensure triangulation and validity.

e Primary Data: Semi-structured interviews were conducted with key stakeholders in the
franchise industry, including government policymakers, franchise operators, legal consultants,
and representatives of franchise associations. This method is appropriate for exploring
subjective experiences and expert insights on how regulatory practices influence sustainability
(Kvale & Brinkmann, 2015).

e Secondary Data: The research also utilizes a wide array of secondary sources, including legal
statutes (e.g., the Franchise Act 1998), policy documents, regulatory guidelines, academic
journal articles, and reports published by institutions such as the Federal Trade Commission
(FTC) and the Australian Competition and Consumer Commission (ACCC). These sources
provide objective, documentary evidence on the structure and content of franchise regulations
(Bowen, 2009).

Sampling

A purposive sampling strategy was employed to select respondents with direct knowledge and
experience in franchise operations and regulation. Participants included policymakers from KPDN and
KUSKOP, executives from Malaysian franchise brands, and representatives from global franchises
operating in Malaysia.

In addition, case studies of international franchise regulatory models were chosen from the United
States, Australia, and selected EU countries to ensure contextual relevance. These countries were
selected based on their well-established regulatory frameworks, transparency standards, and franchise
market maturity (Xie, Batra & Peng, 2022).

Data Analysis Techniques
The study applies two complementary methods of analysis:

e Thematic Analysis: Interview transcripts were coded and analyzed to identify recurring themes
related to regulatory impact, implementation challenges, and policy effectiveness. Braun and
Clarke’s (2006) framework was followed to structure the process, which includes
familiarization, coding, theme development, and interpretation.
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e Comparative Legal Analysis: Legal and policy documents were examined systematically to
compare provisions across jurisdictions. This involved identifying regulatory elements such as
disclosure requirements, dispute resolution mechanisms, and enforcement structures. The aim
was to assess the alignment between Malaysia’s regulations and global best practices
(Trachtman, 2008).

Ethical Considerations
The study adhered to strict ethical standards to ensure credibility and protect the rights of participants:

o Confidentiality: Interviewees were assured anonymity, and no identifiable information is
disclosed in the findings. Data were stored securely and used solely for academic purposes.

e Informed Consent: Participants were briefed on the research objectives and gave verbal or
written consent before interviews began.

o Transparency in Legal Interpretation: To avoid bias, all legal analyses were based on publicly
available documents and interpreted using standard comparative methods. Citations were
clearly documented to ensure accountability.

FINDINGS AND DISCUSSION
Assessment of Malaysia’s Franchise Regulatory Framework

The findings from semi-structured interviews reveal a mixed perception among stakeholders regarding
the strength and practical enforcement of Malaysia’s Franchise Act 1998. While the framework is
recognized as a critical step in regulating the industry, respondents repeatedly highlighted gaps in
implementation and clarity.

One franchise consultant noted: The Act looks good on paper, but in practice, enforcement is patchy.
There’s no consistent standard in how the rules is applied across different states or agencies.”
(Interviewee 3, Legal Consultant).

A policymaker from KPDN also acknowledged limitations in capacity: Our unit is stretched thin. We
can monitor registration and compliance, but when it comes to dispute resolution or marketing fund

misuse, we don’t have enough manpower or clear guidelines to act fast.” (Interviewee 1, Government
Officer).

Franchise operators expressed concern over bureaucratic delays and a lack of guidance on specific
obligations. One franchisee reported: We submitted our renewal documents months ago and heard
nothing. There’s no online tracker, no updates—it’s frustrating. It delays our expansion plans.”
(Interviewee 5, Franchisee — F&B Sector).

These insights support the literature by Yin & Luo (2023), who argue that the presence of regulations
alone is insufficient without strong institutional support and enforcement capabilities.
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Comparative Analysis with Global Best Practices

This section benchmarks Malaysia’s Franchise Act 1998 (and its subsidiary regulations) against two
mature regulatory regimes—the United States’ Federal Trade Commission (FTC) Franchise Rule and
Australia’s Franchising Code of Conduct. The comparison focuses on six governance levers that
collectively influence compliance behaviour and long-term sustainability within franchise systems:
disclosure, good-faith obligations, dispute resolution, enforcement mechanisms, termination and

renewal safeguards, and marketing fund governance.

Table 1

Cross-Jurisdictional Comparison of Core Franchise Governance Levers

Governance
Lever

1998

Malaysia — Franchise Act United States — FTC Franchise
Rule

Australia — Franchising Code
of Conduct

Pre-Contract

Requires registration
and disclosure to
authorities and
prospective franchisees.

Uniform Franchise Offering
Circular (UFOC) / Franchise
Disclosure Document (FDD)
standardizes disclosure across
states, detailing litigation
history, financial performance,

Mandatory disclosure
document and concise Key
Facts Sheet; focuses on
fees, performance, and

Disclosure Provides a basic list of . .. .
. . operational obligations, and material changes; statutory
disclosure items but . . .
. . fees; most states impose a cooling-off period ensures
with limited review . . . - .
. cooling-off period; strong informed decision-making.
periods. . .
emphasis on cost and risk
transparency.
No explicit general dut . - L
P . g y No overarching federal duty; Explicit obligation for both
of good faith across the . . .
. L ) however, many states recognize franchisors and franchisees
Good Faith / franchise lifecycle; L . .
Fair Dealin imolied onlv throudh an implied covenant of good to negotiate and act in
g P y g faith under state or common good faith throughout the
general contract law . ; .
. law. franchise relationship.
principles.
Establishes a mandatory
Primarilv contract- Alternative Dispute
y . Emphasizes enforcement Resolution (ADR)
based; litigation or . o .
. o ) remedies by the FTC; civil ladder—notice —
Dispute arbitration is common; e . . . .
. e litigation remains the main negotiation — mediation—
Resolution pre-litigation - . : L
avenue; pre-litigation processes with defined timelines;
procedures are not
: vary by contract or state law. shared costs encourage
standardized.
early settlement and lower
dispute expenses.
Penalties and
registration . -
g . . Implement tiered civil
cancellations exist but . . L
lack tiered FTC may impose civil penalties, infringement
. S penalties, injunctions, and notices, and compliance
Penalties & administrative fines or - . L
. restitution orders; substantial directives; regulators have
Enforcement progressive

enforcement;
enforcement remains
largely manual and
resource dependent.

fines promote compliance and
deter misconduct.

authority to audit and issue
binding compliance
instructions.
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Governance
Lever

Malaysia — Franchise Act United States — FTC Franchise

1998

Rule

Australia — Franchising Code
of Conduct

Termination /

Allowed according to
contract terms; limited
statutory protection
against termination

Many states restrict termination
without cause and require

Prohibits arbitrary

termination; mandates
reasonable notice and
opportunity to remedy

Non-Renewal . . reasonable notice; standards breaches; provides clear
without cause, relying A . .
vary across jurisdictions. guidance on marketing
mostly on contractual
fund management and
clauses. .
auditing.
Mandates transparency in
Marketing / Basic disclosure of fund Requires itemized disclosure of marketing fund
. .g usage; limited marketing expenditures in management, annual
Advertising . . - . .
Funds regulatory detail on FDD; audit or accountability reporting, and audit
fund management or depends on individual franchise requirements—enhancing
Governance o . . .
auditing requirements. agreements. franchisee confidence and
accountability.
Emphasizes operational
. best practices and
No statutory minimum . _p L
. . . - minimum training
- training requirement: Disclosure of training
Capability o . standards, supported
- content and standards obligations is required but not
Building through regulatory

depend on franchise
contracts.

legally standardized.

guidelines and industry-led

capacity-building
initiatives.

Analytical Summary

The comparison reveals that while Malaysia’s Franchise Act 1998 establishes a foundational framework
for regulating the industry, it remains largely procedural and lacks the substantive behavioral
obligations found in more advanced jurisdictions. The FTC Franchise Rule in the U.S. emphasizes
transparency and deterrence, whereas Australia’s Franchising Code integrates ethical conduct,
enforceable penalties, and mandatory mediation, resulting in a more balanced and sustainable regulatory
ecosystem.

Malaysia’s future reforms could therefore focus on:

e Introducing a statutory good faith obligation;
o Establishing a tiered penalty and compliance audit system; and
o Institutionalizing mandatory mediation and transparent marketing fund governance.

Such measures would harmonize Malaysia’s franchise legislation with global best practices and
strengthen the sustainability of its franchise ecosystem.

Gap Analysis

Three actionable gaps emerge. First, Malaysia lacks an explicit, system-wide duty of good faith that
governs pre-contract, performance, renewal, and exit phases; Australia’s model demonstrates how a
general duty stabilises relational behaviour and reduces opportunism. Second, disclosure specificity and
usability can be strengthened through a concise Key Facts Sheet alongside a comprehensive disclosure
document, mirroring the Australian approach and aligning with the US’s itemised FDD. Third,
enforcement architecture would benefit from tiered administrative penalties, infringement notices, and
clearer ADR-first pathways (notice — negotiation — mediation) to de-escalate disputes and lower
compliance costs.
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Legislative Recommendations (Malaysia)

I.  Insert a general duty of good faith applicable to both franchisors and franchisees across the
franchise lifecycle.
Il.  Upgrade disclosure by requiring a Key Facts Sheet (plain-language summary of fees, risks,
dispute history, and renewal/termination conditions) plus a harmonised disclosure schedule.
I1l.  Mandate ADR ladder (written notice, good-faith negotiation, then mediation within a fixed
timeline) before arbitration/litigation.
IV.  Introduce tiered penalties and infringement notices for non-compliance (e.g., failure to disclose,
misuse of marketing funds, non-payment of fees); and
V.  Marketing fund transparency—annual audited statement, permitted uses, and governance rules.

Indicative Amendment Targets

o Registration & Disclosure Part: enhance disclosure schedule; require a Key Facts Sheet and
minimum review/cooling-off period.

e Conduct & Relationship Part: insert general duty of good faith and ADR ladder clause.

e Enforcement Part: codify tiered penalties, infringement notices, and compliance undertakings;
enable targeted audits of marketing funds.

Sample Legislative Language

A. General Duty of Good Faith: “Each party must act in good faith in all dealings relating to a
franchise agreement, including negotiations, performance, renewal, transfer, and termination.
Good faith requires honesty, fair dealing, and cooperation to achieve the purposes of the
agreement.

B. Mandatory ADR Ladder: “Before commencing arbitration or litigation, a party must: (1) give
written notice of the dispute; (2) engage in good-faith negotiations for at least 14 days; and (3)
attend mediation with an accredited mediator within 30 days, unless urgent injunctive relief is
sought.”

C. Tiered Penalties: “Where a franchisor fails to provide compliant disclosure or misuses
marketing funds: first infringement—administrative penalty not exceeding RM X; repeated
infringement within 24 months—penalty not exceeding RM Y and publication of non-
compliance notice.”

D. Marketing Fund Governance: “A franchisor who collects a marketing/advertising fund must
issue an annual report detailing contributions, expenditures by category, and carry-forward
balances, and must, on request, provide an audit report to franchisees.”

POLICY IMPLICATIONS

For regulators (e.g., KPDN), the recommended amendments reduce monitoring frictions by clarifying
expected behaviours and creating proportionate, quick-apply sanctions. For industry bodies (e.g.,
MFA), a codified good-faith duty and ADR ladder lower dispute costs and foster a culture of
compliance. For investors, enhanced disclosure and audited marketing funds increase confidence and
reduce information asymmetry. Together, these reforms strengthen sustainability by aligning legal
incentives with ethical leadership and operational transparency.
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Regulatory Impact on Franchise Sustainability (with quotes)

Franchise stakeholders overwhelmingly agreed that a strong and consistently enforced regulatory
framework enhances sustainability through trust-building and conflict minimization. One experienced
franchisor commented:

“When the legal structure is clear, franchisees feel more secure. They trust the brand, and that translates
into stronger performance and longer-term commitment. (Interviewee 2, Franchisor — Health &
Wellness Sector)

However, inconsistency in enforcement was cited as a major source of operational risk: Some
franchisors get away with everything—no audits, no accountability. And when issues arise, franchisees
have nowhere to turn. That creates a lot of fear in the ecosystem. (Interviewee 6, Franchisee — Retail
Sector).

Moreover, franchisees emphasized the need for clearer communication and dispute channels: We need
a neutral body or tribunal to resolve issues quickly. Right now, if you clash with your franchisor, your
only option is expensive legal action. (Interviewee 8, Franchisee — Education Franchise).

These testimonies reflect how regulatory uncertainty undermines investor confidence and franchisee
morale, thereby affecting retention, brand consistency, and operational expansion.

Table 2

Thematic Summary

Theme Description Supporting Quote

Limi ity and unclear ’th h 1
Weak Enforcement ted capacity and unclear “We don’t have enough manpower or clear

authority guidelines...” — Government Officer (R1)

Slow registration, lack of “No online tracker, no updates—it delays our plans.” —
Delays and Bureaucracy . .

system tracking Franchisee (R5)
Lack of Dispute Need for neutral mediation “Your only option is expensive legal action.” —
Resolution Forum or tribunal Franchisee (R8)
Regulatory Trust and Strong laws build confidence “They trust the brand... longer-term commitment.” —
Retention and loyalty Franchisor (R2)

Policy Gaps and Areas for Improvement
Several policy gaps were identified through this study:

1. Weak Enforcement Mechanisms — The current framework lacks sufficient punitive measures
against non-compliant franchisors. Without meaningful sanctions, franchisors may ignore key
provisions such as marketing fund transparency or training commitments.

2. Limited Franchisee Protection — Unlike the FTC and ACCC frameworks, Malaysia’s system
does not adequately institutionalize franchisee representation or dispute mediation forums.

3. Underutilization of Technology — The absence of digital compliance platforms limits efficiency
in regulatory monitoring and delays approvals, particularly for foreign franchise applicants.

4. Ambiguity in Terminology and Processes — Terms such as "support services," "training," and
"operational standards” are often interpreted differently, leading to disputes and undermining
contractual stability.
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Drawing from best practices in the U.S. and Australia, reforms should include implementing good-faith
clauses, establishing third-party mediation panels, and introducing tiered penalties for various degrees
of non-compliance. Additionally, digital registration portals and blockchain-based franchise disclosure
systems could improve regulatory transparency and accountability (Yin & Luo, 2023; Xie et al., 2022).

Integration of Findings with Theoretical Framework

The refined discussion establishes a stronger coherence between the empirical findings and theoretical
expectations by elaborating the causal pathways linking regulatory frameworks, compliance culture,
and sustainability performance. The results indicate that well-structured regulatory mechanisms
enhance the consistency and transparency of franchise operations, thereby reducing opportunistic
behavior and fostering mutual trust between franchisors and franchisees. This aligns with institutional
theory, which posits that the strength of regulatory institutions directly shapes organizational legitimacy
and compliance adherence (Scott, 2021).

The findings further suggest that compliance culture mediates the relationship between regulation and
sustainability outcomes. When franchise leaders actively internalize regulatory norms and communicate
compliance expectations throughout the organization, these behaviours become embedded in daily
operational practices. Such leadership-driven compliance not only ensures adherence to statutory
obligations but also cultivates ethical commitment and social accountability—key dimensions of
sustainability (Brookes & Altinay, 2021; Jambulingam, 2023).

Conversely, weak enforcement or fragmented leadership engagement diminishes the intended impact
of regulatory frameworks. Inconsistent compliance practices observed among smaller franchise units
underscore the necessity of strengthening monitoring systems and leadership accountability
mechanisms. Therefore, this study empirically confirms that regulatory robustness alone is insufficient
without complementary internal governance and compliance culture. Together, these factors create a
reinforcing loop that drives sustainable franchise growth. The integration of these elements explains the
observed variance in performance and supports the study’s central proposition that legal structure and
leadership engagement operate synergistically to sustain Malaysia’s franchise ecosystem.

Proposed Amendments to the Franchise Act 1998

Based on the comparative legal review, three sections of the Franchise Act 1998 are proposed for
targeted amendment to enhance transparency, accountability, and fairness in Malaysia’s franchise
ecosystem. These recommendations directly address structural weaknesses identified through empirical
analysis and international benchmarking.

Section 6 — Registration and Disclosure Requirements

Current issue: The Act requires disclosure to the Registrar but lacks detailed guidance on the structure,
content, and accessibility of disclosure documents for potential franchisees.

Proposed amendment: Introduce a mandatory “Key Facts Sheet” summarizing critical information—
fees, obligations, dispute history, and renewal conditions—in plain language. The section should
specify a minimum review period (cooling off) before signing and require disclosure of audited
financial performance where available.

Justification: Aligns Malaysia’s framework with the U.S. Franchise Disclosure Document (FDD) and
Australia’s Key Facts Sheet, improving informed decision-making and reducing asymmetry of
information.
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Section 10 — Conduct of Franchise Business

Current issue: There is no explicit legal duty of good faith governing the behaviour of franchisors and
franchisees during negotiation, operation, and renewal stages.

Proposed amendment: Insert a new Section 10A: “Duty of Good Faith”, requiring both parties to act
honestly, fairly, and cooperatively in all franchise dealings, including negotiation, performance,
renewal, and termination.

Sample legislative wording: “Each party to a franchise agreement must act in good faith in all matters
relating to the franchise relationship, including but not limited to negotiation, execution, performance,
and termination of the agreement.”

Justification: Embedding a general duty of good faith promotes trust, reduces opportunistic conduct,
and enhances long-term franchise sustainability.

Section 18 — Dispute Resolution Mechanisms

Current issue: The Act provides limited guidance for dispute resolution, often resulting in costly
litigation and strained relationships.

Proposed amendment: Insert a mandatory Alternative Dispute Resolution (ADR) ladder within
Section 18, requiring:

Q) written notice of dispute
(i) a 14-day negotiation period;
(iii) mediation with an accredited mediator before arbitration or litigation.

Justification: Encourages cost-effective and timely conflict resolution, mirroring Australia’s
Franchising Code of Conduct. Strengthens enforcement efficiency while reducing court dependency.

Collectively, these proposed amendments to Sections 6, 10, and 18 strengthen the rule of law, improve
disclosure quality, and enhance ethical business conduct in Malaysia’s franchise industry. They provide
a coherent framework that balances regulatory enforcement with leadership-driven compliance,
ultimately fostering a more transparent and sustainable franchise environment.

Policy and Regulatory Implications of the Proposed Amendments

The proposed amendments to the Franchise Act 1998 carry broad implications for Malaysia’s policy
and regulatory ecosystem. A clearer articulation of legal duties and enforcement mechanisms transforms
the Act from a primarily administrative statute into a more behaviour-shaping instrument that aligns
compliance, ethical leadership, and sustainability outcomes.

Enhancing Regulatory Transparency and Investor Confidence

Incorporating a Key Facts Sheet and mandatory disclosure standards under Section 6 increases
informational symmetry between franchisors and franchisees. This measure empowers potential
investors with accessible, verifiable data on fees, obligations, and risk exposure. International evidence
(Frazer & Weaven, 2022; Nolan, 2023) suggests that such transparency directly correlates with higher
investor confidence and reduced litigation frequency.
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Institutionalising Ethical Leadership and Good Faith

The new Section 10A introduces a general duty of good faith that embeds ethical accountability within
franchise governance. This obligation institutionalises trust-based leadership practices, encouraging
franchisors to act with fairness and consistency, while holding franchisees accountable for cooperation
and compliance. Empirical findings confirm that leadership engagement mediates regulatory
effectiveness—ensuring that compliance is not merely procedural but becomes a cultural norm within
the organisation.

Strengthening Enforcement and Alternative Dispute Resolution (ADR)

The revised Section 18 establishes a structured ADR ladder (notice — negotiation — mediation —
arbitration), creating a predictable and cost-efficient pathway for conflict resolution. For regulators such
as KPDN, this framework reduces case backlog and preserves industry relationships. For franchisors
and franchisees, it enhances operational continuity and lowers legal expenses. The inclusion of tiered
administrative penalties and infringement notices also provides proportional deterrence without
overburdening the judicial system.

Building a Compliance Culture Through Education and Partnership

Policy implementation should extend beyond legal drafting. The Ministry of Domestic Trade (KPDN),
in collaboration with the Malaysian Franchise Association (MFA), can introduce structured compliance
education programmes and leadership-ethics certification for franchise managers. Integrating these
initiatives into national franchising policy (e.g., MyFEX 2.0 and Franchise Roadmap 2025-2035)
reinforces continuous learning and voluntary compliance.

Aligning National Regulation with Global Sustainability Goals

The revised framework positions Malaysia’s franchise industry within the broader ESG and UN SDG
agenda. By embedding good-faith conduct, transparency, and equitable dispute-resolution mechanisms,
the regulatory system contributes to SDG 8 (Decent Work and Economic Growth) and SDG 16 (Peace,
Justice and Strong Institutions). This alignment signals to international investors that Malaysia’s
franchise market operates under progressive and sustainable governance.

Summary

Collectively, these policy directions transform the Franchise Act 1998 from a compliance-centric law
into a sustainability-driven regulatory model. The integration of good faith, mandatory disclosure, ADR
processes, and tiered penalties represents a holistic reform that strengthens Malaysia’s franchise
governance, enhances investor confidence, and promotes an ethical, transparent, and resilient franchise
ecosystem.

POLICY RECOMMENDATIONS

This chapter outlines strategic policy recommendations aimed at enhancing the sustainability and
competitiveness of Malaysia’s franchise industry. Drawing on empirical findings and international best
practices, these recommendations are framed to address identified gaps in regulatory enforcement,
franchisee protection, operational efficiency, and institutional alignment.
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Enhancing Regulatory Efficiency

One of the most significant barriers to franchise development in Malaysia is the bureaucratic complexity
of the registration and compliance processes. To enhance regulatory efficiency, it is essential to simplify
procedural steps, reduce paperwork, and introduce digital platforms for franchise registration and
monitoring.

Incorporating e-Government systems and blockchain-enabled documentation can streamline data
verification, reduce fraud, and ensure real-time access to disclosure materials for stakeholders (Yin &
Luo, 2023). For instance, Singapore’s Accounting and Corporate Regulatory Authority (ACRA) utilizes
a single-window system that significantly reduces registration delays while improving compliance
transparency.

Furthermore, establishing a standardized processing timeline and service-level agreements (SLAS)
between regulatory agencies and applicants can build trust and predictability for franchisors and
franchisees alike.

Strengthening Franchisee Protection Laws

Franchisee vulnerability remains a critical concern within Malaysia’s franchise ecosystem. While the
Franchise Act 1998 outlines basic rights and obligations, there is insufficient protection in areas such
as contract termination, revenue sharing, and dispute mediation.

Malaysia can adopt provisions from the Australian Franchising Code of Conduct, which mandates
disclosure of marketing fund usage, imposes penalties for non-compliance, and obligates parties to act
in good faith (ACCC, 2020). Such reforms can reduce exploitation risks, increase transparency, and
empower franchisees to assert their rights without fear of retaliation.

Moreover, the establishment of a Franchisee Advocacy Council, similar to the Franchise Advisory
Panels in the United States, can institutionalize franchisee representation in policymaking, ensuring that
their concerns are considered in future regulatory reforms (Xie et al., 2022).

Improving Regulatory Enforcement Mechanisms

Effective regulation requires not only the presence of laws but also robust enforcement. Currently,
Malaysia’s enforcement mechanisms lack sufficient deterrents, and regulatory bodies are often under-
resourced to conduct regular inspections or resolve disputes swiftly.

Introducing tiered penalty systems—ranging from administrative fines to license suspension—can serve
as effective deterrents against violations. Additionally, periodic compliance audits and surprise
inspections can promote ethical conduct among franchisors, similar to the enforcement models used by
the FTC in the United States (FTC, 2021).

To improve institutional capacity, a specialized Franchise Enforcement Unit within KPDN could be

established with legal, financial, and operational experts who focus exclusively on franchise
compliance.
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Adopting Best Practices from Global Models

Internationally, well-regulated franchise ecosystems share several features, including strong disclosure
rules, equitable enforcement, and participatory governance. Malaysia can adopt and adapt such practices
while maintaining sensitivity to local business norms.

For example, the FTC Franchise Rule emphasizes pre-contractual transparency, mandating a 14-day
minimum disclosure period and standardized documentation (Federal Trade Commission, 2021). In
contrast, Malaysia lacks a clearly defined waiting period, which may limit informed decision-making.

It is also essential to create a legal environment that supports innovation and cross-border franchising.
As noted by Alon et al. (2021), franchise models in emerging markets often suffer from rigid regulations
that limit flexibility. By benchmarking against Singapore and Australia—countries that maintain high
regulatory standards while fostering market agility—Malaysia can develop a more balanced and
sustainable framework.

Practical Guidance for Policymakers

The study offers several actionable insights for policymakers, regulators, and industry leaders in
strengthening the governance of Malaysia’s franchise sector. These recommendations translate the
empirical and comparative findings into tangible policy directions aligned with international best
practices.

Regulatory Transparency and Accessibility

The Ministry of Domestic Trade (KPDN) should prioritise revising Section 6 of the Franchise Act 1998
to include a mandatory Key Facts Sheet and enhanced disclosure templates. This reform would make
franchise information more accessible to potential investors and reduce information asymmetry.
Regular public release of anonymised compliance statistics by KPDN could further promote
transparency and market confidence.

Compliance Education and Capacity Building

Beyond statutory reform, the success of regulatory implementation depends on human capability.
KPDN, in collaboration with the Malaysian Franchise Association (MFA), should develop a structured
Franchise Compliance Education Programme. This initiative can certify franchise managers and
consultants in good-faith negotiation, ethical leadership, and dispute-resolution skills. The creation of
a Franchise Leadership and Compliance Academy under MFA would institutionalise professional
training and nurture a compliance-oriented culture.

Harmonisation with Global Best Practices

To sustain Malaysia’s international competitiveness, policymakers should progressively harmonise
national guidelines with the U.S. FTC Franchise Rule and Australia’s Franchising Code of Conduct.
Establishing a Franchise Law Review Committee could ensure continuous monitoring, benchmarking,
and updating of domestic regulations to meet evolving global standards, including digital disclosure
and ESG accountability.
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Strengthening Regulatory Coordination and Data Infrastructure

Regulators should improve coordination between KPDN, Companies Commission of Malaysia (SSM),
and SME Corp to streamline franchise registration, compliance audits, and enforcement tracking. A
centralised Franchise Regulatory Information System (FRIS) could integrate licensing data, disclosure
documents, and compliance reports—facilitating evidence-based policymaking and real-time oversight.

Promoting Sustainable and Ethical Growth

Policymakers are encouraged to link franchise governance with Malaysia’s broader sustainability
agenda, including MyFEX 2.0 and Franchise Roadmap 2025-2035. Embedding ethical leadership,
transparency, and social accountability into regulatory practice supports Sustainable Development
Goals (SDG 8 and SDG 16), reinforcing Malaysia’s commitment to inclusive and responsible economic
development.

In conclusion, the study demonstrates that effective regulatory frameworks—supported by engaged
leadership and institutionalised compliance education—serve as the cornerstone of sustainable
franchise growth. By adopting targeted legal reforms and strengthening capacity-building initiatives,
Malaysia can enhance franchise transparency, attract responsible investors, and align its governance
model with mature global markets. These policy pathways not only ensure legal certainty but also
embed ethical resilience, positioning Malaysia as a regional benchmark for sustainable franchising.

CONCLUSION

This study has critically examined the regulatory frameworks governing the franchise industry in
Malaysia and compared them with global best practices from jurisdictions such as the United States,
Australia, and Singapore. Through a conceptual and comparative lens, the research has provided
valuable insights into the alignment, effectiveness, and gaps in Malaysia’s franchise regulation and their
implications for long-term sustainability.

The analysis reveals that while Malaysia’s Franchise Act 1998 provides a legal foundation for franchise
governance, several areas remain underdeveloped, particularly in terms of enforcement, franchisee
protection, and digital transformation. Stakeholder interviews and policy document reviews indicated
that inconsistencies in interpretation, a lack of punitive mechanisms, and outdated procedural norms
contribute to inefficiencies that hinder the overall competitiveness of the sector.

In contrast, globally benchmarked models such as the FTC Franchise Rule in the United States and the
Franchising Code of Conduct in Australia offer strong enforcement tools, mandatory disclosure
obligations, and institutional support structures that facilitate transparency and trust (Federal Trade
Commission, 2021; ACCC, 2020). These frameworks contribute not only to legal compliance but also
to enhanced stakeholder confidence and sustainable franchise relationships (Xie, Batra, & Peng, 2022).

Empirical evidence from stakeholder perspectives further reinforces the conclusion that effective
regulatory frameworks are directly correlated with franchise sustainability. Clear legal expectations,
consistent enforcement, and access to fair dispute resolution mechanisms were highlighted as essential
to franchisee satisfaction and brand continuity (Yin & Luo, 2023; Michael, 2020).
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Considering these findings, the study presents a set of strategic policy recommendations aimed at
reforming Malaysia’s franchise regulations. These include streamlining registration processes,
institutionalizing franchisee representation, implementing digital compliance platforms, and integrating
global best practices in disclosure and enforcement. If adopted, these measures could significantly
enhance regulatory efficiency, promote equity between franchisors and franchisees, and support the
sustainable growth of the franchise industry.

Theoretically, this study contributes to the literature on franchise governance and regulatory quality,
particularly in emerging markets. It highlights the moderating role of institutional strength in franchise
performance, aligning with the work of Alon et al. (2021) and Davies et al. (2020), who emphasize the
strategic interplay between legal institutions and business outcomes.

In conclusion, strengthening the regulatory architecture of Malaysia’s franchise industry is not merely
a compliance matter, but a strategic imperative. A more transparent, enforceable, and adaptive
regulatory environment will not only protect stakeholders but also position Malaysia as a leading hub
for ethical and sustainable franchising in the Asia-Pacific region.
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APPENDIX
A: Interview Protocol for Semi-Structured Interviews

Sample Questions for Policymakers:

1. How do you perceive the effectiveness of the current Franchise Act 1998 in regulating the
franchise industry in Malaysia?

2. What are the main enforcement challenges faced by your department in implementing
franchise-related laws?

3. Are there any ongoing reforms or plans to benchmark Malaysia’s regulatory framework against
international standards?

Sample Questions for Franchise Operators:

1. How does the current regulatory framework affect your operations as a franchisor/franchisee?

2. What are your views on the registration process and compliance requirements under the
Franchise Act?

3. Have you faced challenges in dispute resolution or enforcement of franchise agreements?

Sample Questions for Legal Experts/Consultants:

1. How well does Malaysia’s franchise law align with international legal best practices?

2. What legal improvements would you suggest to enhance protection for both franchisors and
franchisees?

3. What are the common legal disputes encountered in Malaysian franchise relationships?
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Appendix B: Comparative Overview of Franchise Regulatory Elements

Australia (Franchising

El Malaysi i FTC Rul
ement alaysia United States (FTC Rule) Code)
Pre-contract Disclosure Rqulred, but limited Mandatory 14-day period, 23 Requlrgd, includes
details items FDD marketing fund use

Indirect via disclosure

Good Faith Obligation Not clearly mandated .
expectations

Explicitly required

Franchi T ) . .
ranchisee . Not institutionalized Optional panels Optional councils
Representation
. . . .. Informal mediation Mandatory mediation before
Dispute Resolution Basic legal provision I
encouraged litigation
Penalties for Non- . . _— Financial penalties an rt
¢ ?s orio Limited enforcement Tiered penalties, fines . cial penalties and cou
Compliance action
Digital Compliance Moderate (PDF FDD Moderate (online disclosure
Underdeveloped . .
Systems available) registry)
Appendix C: List of Key Regulatory Documents Analyzed
Country/Region Document Title Description
. . Governs all franchise operations in Malaysia; outlines
Malaysia Franchise Act 1998 (Amended) . . . P . Y
requirements for registration, disclosure, and enforcement.
Guidelines by Ministry of Provides implementation procedures for the Franchise Act,
Domestic Trade and Cost of including franchise registration, compliance, and reporting
Living (KPDN) standards.
Federal regulation requiring franchisors to disclose key
United States  FTC Franchise Rule (2021) information to franchisees through the FDD at least 14 days

before agreement signing.

Specifies the 23 items franchisors must disclose to prospective
franchisees, including fees, legal history, and financial
performance representations.

Franchise Disclosure Document
(FDD) Guidelines

Legally enforceable code requiring good faith obligations,
detailed disclosures, mediation mechanisms, and penalties for
violations.

Franchising Code of Conduct

Australia (2020)

Reports by the Australian Competition and Consumer
Commission on enforcement actions, industry compliance, and
policy recommendations.

ACCC Franchise Compliance
Reports

French law mandating pre-contractual disclosure to franchisees

France (EU Loi Doubin L
rance (EV) at least 20 days before contract finalization.

Franchise agreements governed under general contract law
principles, with franchise protections shaped through judicial
interpretations.

Germany Civil Code (BGB) and Relevant
(EV) Case Law
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