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FOREWORD

Franchising is an increasingly popular form of economic organisation providing an al-
ternative means of expanding an existing business or an alternative means of entering an in-
dustry. It is a method of business operation which has revolutionized the distribution of
goods and services in most industry sectors and has transformed the business landscape of
most countries since its development in the United States in the 1950s. Franchising’s his-
tory in China is much more recent but its development has been spectacular, The term
“franchise” did not enter the Chinese language until the 1980s and franchising was not
practised extensively until the late 1990s but China already has more franchise systems per
capita than any other country. This development has taken place in the context of an in-
creasingly significant, but rapidly changing. legal and regulatory regime for franchising
which is the subject of Mike Xiao's impressive and important book.

The Organisation for Economic Co-operation and Development has noted that “Entre-
preneurship and business activities are shaped not only by markets but also by regulatory
and administrative environments established by governments”. This is particularly true of
the development of China’s franchise sector. Until the 1997 Measures for the Administra-
tion of Commercial Franchises (Trial Implementation) recognized franchising as distinct
method of business operation franchising was not practicably possible. The 1997 Measures
recognizing franchising as a legitimate and viable method of business operation were a nec-
essary prerequisite for franchised business operation and the catalyst for the rapid develop-
ment of franchising in China. With the current 2007 Regulation on the Administration of
Commercial Franchises, China now has a modern and comprehensive franchise law which,
in terms of article 1, “regulates commercial franchising activities and promotes the healthy
and orderly development of commercial franchising”. This specific franchise law is supple-
mented by a range of underlying commercial laws of general application—especially con-
tract law, intellectual property law and competition law—which impact on the franchisor/

franchisee relationship. In an increasingly sophisticated business and legal environment
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these laws are increasingly important.

Mike Xiao's pioneering book outlining, analysing and assessing the laws impacting on
franchising is an important contribution to the development of franchising in China. The
Chinese government is committed to franchising as a strategy for business growth and de-
velopment but, in its latest 2011 — 2015 Five Year Plan, acknowledges that China’s com-
mercial franchise sector has many unresolved problems. The Five Year Plan emphasizes
the role of the law in addressing the challenges facing the rapidly growing franchise sector.
A better understanding of the nature and role and operation of the 2007 Franchise Regula-
tion as well as of the key underlying commercial laws will be increasingly necessary. Mike
Xiao has successfully undertaken a very challenging task, and performed a valuable service
to the Chinese franchise sector, in preparing this book which should be required reading

for everyone involved in franchising in any capacity.,

%\,—r\)e/r\ﬁ
Andrew Terry

Professor of Business Regulation in the University of Sydney Business School, Syd-
ney, Australia

Honorary Dean of the Franchise Management School of Beijing Normal University,
Zhuhai.

Australia 9 August 2013
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