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Franchising in the Middle East 

(i) Introduction 

Franchising within the Middle East is a well-known and established method for international 

brands looking to expand into these markets. Although there are varying definitions of the 

"Middle East" it is widely accepted that the definition includes Bahrain, Cyprus, Egypt, Iran, 

Iraq, Israel, Jordan, Lebanon, Palestine, Kuwait, Qatar, Oman, Saudi Arabia, Syria, Turkey, 

Yemen and the United Arab Emirates.   

The Middle East can be attractive for foreign franchisors given the relatively high GDP per 

capita and young population as set out in the table below.   

 COUNTRY POPULATION 

(2016 
STATISTICS) 

GDP/CAPITA PERCENTAGE OF1 
POPULATION (%) 
UNDER AGE 25 

1 Qatar 

 

 

2.57 million USD 59,330.86  0-14 years: 12.57%  
15-24 years: 12.62% 

 

25.19% 

2 United Arab 
Emirates 

 

 

9.27 million  USD  37,622.21 0-14 years: 20.94%  
15-24 years: 13.53%  

 

34.47% 

3 Kuwait 

 

 

 

 

4.053 million  USD 28,975.40 
(2015) 

0-14 years: 25.18% 

15-24 years: 15.16%  

 

40.34% 

                                                        
1 The World Bank database: https://data.worldbank.org/indicator/SP.POP.TOTL?locations=IQ-JO-LB-
KW-QA 

https://data.worldbank.org/indicator/SP.POP.TOTL?locations=IQ-JO-LB-KW-QA
https://data.worldbank.org/indicator/SP.POP.TOTL?locations=IQ-JO-LB-KW-QA
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4 Cyprus 

 

 

1.17 million USD 23,324.20  0-14 years: 15.58%  
15-24 years: 14.37% 

 

29.95% 

5 Bahrain 

 

 

1.425 million USD 22,354.17 0-14 years: 19.27%  
15-24 years: 15.76% 

 

35.03% 

6 Saudi Arabia 

 

 

32.28 million USD 20,028.65  0-14 years: 26.56%  
15-24 years: 18.85% 

 

45.41% 

7 Oman 

 

 

4.425 million USD 14,982.36  0-14 years: 30.14%  
15-24 years: 19.11% 

 

49.25% 

8 Turkey 

 

 

79.51 million USD 10,787.61  0-14 years: 25.08%  
15-24 years: 16.11%  

 

41.19% 

9 Lebanon 

 

 

6.007 million USD 7,914.00  0-14 years: 24.65%  

15-24 years: 16.73%  

 

41.38% 

10 Iran 

 

 

80.28 million USD 4,957.58  

(2015) 

0-14 years: 23.65%  
15-24 years: 16.57%  

 

40.22% 

11 Iraq 

 

 

37.2 million USD 4,609.60  0-14 years: 39.88%  
15-24 years: 19.07% 

 

58.95% 



 
Admin\33265113.3 

12 Jordan 

 

 

9.456 million USD 4,087.94  0-14 years: 35.04%  
15-24 years: 20.12%  

 

55.16% 

13 Egypt 

 

 

95.69 million USD 3,514.49  0-14 years: 33.21%  
15-24 years: 19.24% 

 

52.45% 

 

In addition to the above population figures, tourism numbers also need to be taken into 

account.  Using Dubai as an example, there were 9.2 million tourists for the period January 

2017 to July 20172).  When assessing a market, such tourism numbers should be considered 

as the majority of retail outlets are positively impacted by such tourist customers.  As it is 

expected an additional 25 million unique visitors will attend Dubai for the Dubai Expo 2020, 

a number of international franchisors are carefully assessing the Dubai market for 

opportunities leading up to the Expo.   

(ii) Local Shareholding Requirements 

The local shareholding restrictions for setting up business in the majority of these countries 

means that franchising is one the most popular methods for international brands to expand 

in these markets rather than direct company owned/operated outlets.  Some businesses for 

example need to be owned 100% by a local partner (for example in Dubai, real estate 

businesses must be owned 100% by Emiratis) whereas to obtain the required trade licenses 

for other types of businesses, the company must be owned 51% by Emiratis.  This local 

shareholding requirement is often not suitable for franchisors when assessing the risks of 

doing business in the region, making franchising the most popular way for international 

brands to do business in the Middle East.   

                                                        
2 DUBAI TOURISM 2017: PERFORMANCE REPORT, Visitor Performance by Source Market - YTD 
Jul 2017 (https://www.visitdubai.com/en/tourism-performance-report). 

https://www.visitdubai.com/en/tourism-performance-report
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(iii)  The United Arab Emirates as a Hub 

The United Arab Emirates is often looked at as being the first market for a franchisee to open 

in when franchisors grant rights to the GCC (being the Gulf Co-Operative countries of 

Bahrain, Kuwait, Qatar, Oman, Saudi Arabia and the United Arab Emirates) and the wider 

Middle East and North Africa region.  This is due to a number of factors but predominantly 

due to the UAE being a logistical hub for the region and due to the relative ease of doing 

business with English being widely spoken. The UAE has a pro-business environment, with 

modern infrastructure, no corporate taxes, ease of transfer of profits to home countries, and 

availability of large pool of human resources. Businesses located in the multiple free zones 

also enjoy tax exemptions. The franchise sector in the UAE also gets generous support from 

the government, which aims to promote the franchise sector in order to induce growth and 

development of small and medium size businesses in the country. 

(iv) Franchise/Agency Laws 

In most Middle East jurisdictions, laws have been put in place in order to protect the 

franchisee.  By way of example, in the UAE the relevant statute is the Commercial Agency 

Law No. 18 of 1981, as amended by Federal Law No. 14 of 1988, Federal Law No. 13 of 2006 

and Federal Law No. 2 of 2010 ('Agency Law'), which regulates the appointment of 

franchisees, commercial agents, sales representatives, and distributors in the UAE. Where 

the relevant agency law does not apply, agency considerations under general law (e.g., the 

civil and commercial codes in the relevant countries) can be relevant as franchising often 

falls within the ambit of the agency provisions in such laws.  

In each country, the agency provisions under the agency law and general laws encompass 

broadly similar principals.  Dealing with a national (or company owned in the amount of 

a specific percentage by nationals of the relevant country), registration and exclusivity (but 

not in all countries) are the predominant requirements for finding a commercial agency 
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under the specific agency laws in each country. Under both the agency laws and general 

commercial laws of each jurisdiction, termination of an agent can be difficult and 

compensation (often in substantial amounts) can be payable upon termination. In some 

countries registration is therefore often avoided by the specific drafting of clauses within the 

franchise agreements and through taking procedural steps to mitigate the risk of registration 

by the agent.  In other countries registration is a requirement for the franchisee to do 

business and if an agreement is not registered, the franchisee may face fines or not be able to 

obtain the correct trade license and/or signage approvals in order to open their units.   As 

these agency laws have wide reaching and serious, obtaining specific legal advice as to the 

structure of the proposed arrangements, current arrangements and careful drafting of the 

franchise agreements can be very important.   Further as some of the agency law protections 

are usually only available to nationals of the country in question (or companies owned wholly 

by those persons) thorough due diligence on the part of franchisor is vital when considering 

franchising within the MENA region. 

Saudi Arabia recently released for public comment a draft regulation on franchises. If 

enacted, the draft Saudi Arabian franchise law would significantly change the franchising 

environment in the Kingdom.  Some of the changes contemplated by the draft law include: 

 (a) a disclosure document to be provided to franchisees; 

 (b) agreements to be registered with the Ministry of Commerce and Industry 

(although there already is some form of registration in relation to use of franchisor's 

branding/IP);  

 (c) limiting restrictions on assignments and transfers of controlling interests; 

 (d) mandatory registration of the marks covered by the franchising arrangement; 

 (e) minimum standards for who is eligible to grant franchise and sub-franchise 

rights;  
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 (f) franchise agreements to be made in Arabic or translated by a translator licensed in 

Saudi Arabia; and 

 (g) granting jurisdiction to the Saudi Arabian courts over disputes arising from 

franchise agreements or the application of the draft law, but permitting parties to agree on 

alternative means of dispute resolution such as arbitration, mediation or conciliation. 

With Saudi Arabia introducing such a draft, if implemented this may mean the surrounding 

countries such as the UAE and Oman may look to implement similar legislation.  

(v) Trademark Protection 

Trademark protection is also a serious concern given most Middle East countries are first to 

file.  This means that a situation often occurs where a potential franchisee register's the 

franchisor's mark without the knowledge of the franchisor which can lead to difficulties 

moving forward.  Franchisees often quote the time it takes for trademark registration to 

complete (which can be up to several years in some countries) along with the costs of 

registration as reasons why they should be responsible for the trademark registration; 

however, opposing such a registration or having the registration assigned at a later date can 

be difficult, time-consuming and costly. Business, trade and company names pose a different 

challenge as each province or emirate has local municipalities or chambers of commerce 

responsible for business names, which are often not directly linked to trademark registries. 

In addition to this, independent free zones within the various GCC countries also maintain 

company and business name registries. Further issues with translation between Arabic and 

English usually mean there are many competing trade names that often cannot 

be challenged. 

 

To register a trademark, a legalised and notarised power of attorney (prepared by the 

trademark agent) needs to be provided by the applicant, although some countries within the 

GCC have differing requirements as to whether such a power of attorney needs to be both 
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legalised and notarised. This power of attorney allows the trademark agent to represent the 

applicant in registering intellectual property rights with the relevant trademarks office in 

each country. The trademark agent also requires: 

a) an electronic copy of the mark (usually in black and white unless specific colours are 

sought to be protected); 

b) a list of goods and services to be protected by the mark; 

c) a certified copy of any previous trademark registrations if priority is being 

sought; and 

d) a certificate of incorporation, certificate of good standing, or extract of the 

commercial register or trade licence evidencing the name, address, date of 

incorporation and objectives of the company. 

 

The process for searching and registering trademarks can be comparatively very costly and 

as consideration should be given to issues with English and Arabic symbols and translations, 

this can increase the searches and registrations required. 

Enforcement of franchise-related intellectual property rights can also present a number of 

challenges within the GCC markets. The courts of each of the GCC countries do not readily 

allow for injunctions or other discretionary remedies, meaning that it can be extremely 

difficult to prevent a terminated franchisee from continued use of a franchisor’s intellectual 

property. As arbitration is often chosen as the dispute resolution method for international 

franchise agreements, the arbitration clause can also be raised in any court proceeding to 

challenge the jurisdiction of the court in some intellectual property disputes. 

Criminal offences for fraud, counterfeiting or imitating a registered trademark can be 

possible in certain circumstances. Also where a local court has jurisdiction to hear 

intellectual property disputes, a number of other remedies such as attachment orders, 

confiscation orders, fines, damages, destruction orders and compensation may be available 

depending on the nature of the dispute. 
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(vi) Taxation 

VAT is in the process of being implemented in all GCC countries with an anticipated start 

date of 1 January 2018.  The rate of VAT will be set at 5% with a limited number of items 

related to food, healthcare and education being exempt.  As at the date of writing this paper, 

it is not yet clear if VAT is payable on franchisee's royalty payments as a number of 

regulations are pending.  

In terms of a franchisor's potential tax liability for Middle East countries, the UAE and 

Bahrain do not currently impose any company or individual taxes and therefore there is no 

withholding tax. Further, there is no withholding tax in Kuwait, but in respect of business 

entities there are a number of laws that provide for a retention-type tax, where every 

business operating in Kuwait should retain 5 per cent from all invoices paid to contractors or 

service providers. These amounts are retained until the Kuwait Tax Authority authorises 

release. Further, the Department of Income Tax (DIT) seeks to tax any entity ‘doing business 

in Kuwait’. This historically did not cover franchisors, but more recently the DIT has focused 

on franchise relationships that could in some situations create a tax liability for franchisors. 

Specific Kuwait tax and legal advice should be sought in this respect. 

 

Saudi Arabia’s withholding tax applies at different rates depending on the services and 

depending on payments made to related and unrelated parties. Saudi generally imposes 

a 15 per cent withholding tax on royalties and a 20 per cent withholding tax on 

management fees. 

Oman does not levy withholding tax on technical services fees, interest or dividends. As for 

royalties, foreign companies without a permanent establishment in Oman that derive 

Omani-sourced royalties are subject to a 10 per cent withholding tax on the gross royalty, 

withheld by the Omani payer and remitted to the tax authorities. The definition of royalties 
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includes, among other payments, those for the use of intellectual property rights, patents 

and trademarks. 

In Qatar, withholding tax on payments to non-residents is charged at 5 per cent on royalties 

and technical fees and 7 per cent on interest, commissions, brokerage fees, directors’ fees 

and any other payments for services conducted wholly or partly in Qatar. Withholding tax is 

levied on amounts paid to non-residents in relation to activities not associated with 

a permanent establishment in Qatar. As a consequence, withholding tax requirements apply 

to service providers in Qatar who are unable to produce a tax card as evidence of having a tax 

file in Qatar. 

(vii) Franchisor joint employer considerations 

Although a hot topic is most jurisdictions, we are not aware of any cases whereby a court has 

held franchisees to be employees of the franchisor. The various rules and regulations in each 

county regarding employment and procedural requirements such as visas and labour 

contracts would make such a claim very difficult. 

 

(viii) Religious and local customs considerations  

Franchisors considering expansion to the Middle East should also be aware of the religious 

laws, local customs, norms and traditions of the region, that are not generally found 

overseas. For instance, consumption of pork and pork products in the Middle East is 

prohibited by Islamic law and considered offensive to devout Muslims. The sale of pork is 

strictly controlled and typically allowed only in restaurants and hotels licensed to serve such 

items. Additionally, the sale and promotion of alcoholic beverages in the region is prohibited 

by Islamic law. In the UAE, the sale and consumption of alcohol is permitted subject to 

regulation at the Emirate level.  There have been several reported instances of brands and 

concepts not being approved for operation in the UAE because of inconsistency with these 

types of cultural sensitivities.  A number of franchisors have also been forced to make 
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changes to their standard trademarks, signage, logos or other components of their systems 

because of cultural sensitivities and in order to align the franchise with local customs and 

culture.  Therefore, while the hallmark of franchising is uniformity and consistency, there 

may be a degree of adaptation and adjustment required, or recommended, in order for a 

franchise to be able to succeed in the UAE, or the Middle East in general. 

(ix) Fast Food dominating  

At the moment, in the Middle East the franchise market is dominated by American, English 

and French brands, mostly in sectors such as fast-food and fashion retail. The scenario has 

started changing recently however, as many opportunities are emerging in diverse sectors of 

the economy and many other foreign franchisors are entering the market. Currently, 

franchises in the region  operate in fast foods, dine-in restaurants, auto leasing, apparel, soft 

drink bottling, beauty products, hotels, toys, photography, jewellery, vending machines, dry 

cleaning, furniture, hardware stores, office supplies, natural health products, publications, 

quick printing, garden care and florists, sporting goods, retail/convenience stores, maid and 

personal services (among others). Today, the largest segment in this industry is fast food, 

with most major international fast food companies already having a presence in the region. 

 

With the relatively high per capital GDP and the young growing population, various 

countries within the Middle East are attractive markets for international brands looking to 

expand their brand.  As always, legal advice should be sought before entering into any deals 

with potential franchisee's to avoid the potential pitfalls as discussed above.  

 

Melissa Murray 

Partner 

Bird & Bird (MEA) LLP.  


