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19 September 2019

SENATOR AQUILINO PIMENTEL IlI

Chairperson

Committee on Trade, Commerce and Entrepreneurship
Senate of the Philippines

GSIS Building, Financial Center, Diokno Blvd.,

Pasay City, Philippines

Dear Senator Pimentel:

We are pleased to submit the Department’s position on the proposed legislations,
entitled:

Senate Bill No. 14 “An Act Setting the Minimum Paid-Up Capital
and Locally Produced Stock Inventory
Requirements for Foreign Retail Business
Enterprises, Amending for the Purpose Republic
Act No. 8762, Otherwise Known as ‘the Retail
Trade Liberalization Act of 2000°”

Senate Bill No. 921 “An Act Amending Republic Act No. 8762,
Otherwise Known as ‘the Retail Trade
Liberalization Act,” and for Other Purposes”

This is without prejudice to the Department’s submission of additional inputs.

With my best regards.

OFFICE OF THE SECRETARY
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Department of Trade and Industry

DTI Position on

Senate Bill No. 14 “An Act Setting the Minimum Paid-Up Capital
and Locally Produced Stock Inventory
Requirements for Foreign Retail Business
Enterprises, Amending for the Purpose Republic
Act No. 8762, Otherwise Known as ‘the Retail
Trade Liberalization Act of 2000°”

Senate Bill No. 921 “An Act Amending Republic Act No. 8762,
Otherwise Known as f‘the Retail Trade
Liberalization Act,” and for Other Purposes”

The Department supports the objective of the proposed legislations to boost
foreign investments in the Philippine retail industry towards greater access to
diverse consumer products, more competitive local players, further technology
and skills transfer, and additional jobs for Filipinos.

Data on foreign direct investments (FDI) inflow into the retail sector revealed the
initial success of the passage of Republic Act (RA) No. 8762 or the Retail Trade
Liberalization Act of 2000, with investments surging to USD31.33 million in 2000
from a zero base the previous year. However, inflows saw an abrupt decline the
following year at a value of USD1.83 million. The volatility of FDI flows to the
sector continued as it registered a high of USD208.2 million in 2016 only to drop
by 60.1% the following year (See Annex Figure 1). This may point towards the
current policy structure’s inability to attract and sustain investor interest.

Reforms in the Philippine retail sector are timely given the significant changes in
the investment pattern in the Association of Southeast Asian Nations (ASEAN)
with wholesale and retail trade receiving the largest FDI at USD38.9 billion in
2017. This sharp growth of 75% from USD22.2 billion allowed this industry to
overtake traditional main recipients of FDI, namely finance and manufacturing,
which recorded investments of USD31.6 bilion and USD15.6 billion,
respectively.

Further, the modestly increasing trend of the Philippine retail sector's gross
value-added (GVA) and share to gross domestic product (GDP), which have
reached Php1.2 trillion and 13.28% in 2018, respectively, shows its potential
contribution to the economy (See Annex Figure 2).

However, with the relatively restrictive and less competitive Philippine policy on
retail trade vis-a-vis its ASEAN neighbors (See Annex Table 1), it was only able
to garger USD83.1 million or 0.2% of the total FDI to ASEAN wholesale and retail
trade.

' ASEAN Investment Report 2018 Foreign Direct Investment and Digital Economy in ASEAN
i Bangko Sentral ng Pilipinas data on FDI 2017




The current foreign equity restrictions on retail trade have contributed to the
unfavorable investment environment and effectively shielded domestic
enterprises from competition. Efforts at further liberalizing this sector would not
only encourage greater investments into the country but also create a
competitive environment that encourages continuous innovation. Further, a
greater variety of high quality and affordable products will be made available to
consumers and local manufacturers, particularly micro, small, and medium
enterprises (MSMEs). These enterprises may also take advantage of the
opportunity to access the foreign retailers’ supply chain and integrate into the
global value chain.

In line with the legislations’ proposal to set a lower minimum paid-up capital
requirement for retail enterprises at USD200 thousand, the Department
recommends a higher threshold of USD300 thousand. This roughly converts to
Php15 million, which is the upper bound asset size requirement for micro and
small enterprises, allowing for this segment to remain exclusive to Filipinos. This
is seen to strike a balance between encouraging foreign investments and
stimulating the development of our domestic retail sector given that micro and
small enterprises, which comprised 45.8% of the total establishments and 21.0%
of total employment in 2017 (See Annex Tables 2 and 3), may find it difficult to
compete in a fully-liberalized market.

Retaining the reciprocity requirement also allows for a level playing field as
foreign nationals seeking to engage in retail business in the Philippines would
allow Filipinos the same in the foreign nationals’ territories.

To further ensure that the benefits of foreign investments are inclusive, the
Department proposes the promotion of locally manufactured products by
requiring that at least 20% of the aggregate cost of the stock inventory of foreign
retailers shall be made in the Philippines with at least 10% to be sourced from
MSMEs.

The Department reiterates its support for the objective of the proposed
legislations taking into consideration its comments and recommendations to
attain both investment attraction and domestic enterprise development.

Bureau of Trade and Industrial Policy Research
19 September 2019

Ref: BTIPR-092019-170
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