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LIBERALIZATION ACT OF 2000

' _ ‘PN&MN—M]M

FFORUM ON THE
NEW RETAIL TRADE

1:00 — 5:00 p.m. * April 7, 2000
Isla 1 Ballroom, EDSA Shangri-la Plaza Hotel
Ortigas Center, Pasig City

Sponsored by:
TAPS/ PHILEXPORT
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S. No. 153
H No.7602

Republic of the Philippines
Congress of the Philippines -
fHletro Manila

Elebenth Longress

Second Regular Session

Begun and held in Metro Manila, on Monday, the twenty-sixth

day of July, nineteen hundred and ninety-nine.

[RE.?UBLIC AcrNo. sv62 ]

' AN ACTLIBERALIZING THE RETAIL TRADE BUSINESS,
REPEALING FOR THE PURPOSE REPUBLIC ACT
NO. 1180, AS AMENDED, AND FOR OTHER
PURPOSES -

Be it enacted by the Senate and House of Representatives
of the Philippines in Congress assembled:

SECTION 1. Title. - This Act shall be known as the “Retail

. Trade Liberalization Act of 2000.”

SEC. 2. Declaration of Policy. - It is the policy of the State
to promote consumer welfare in attracting, promoting and
welcoming productive investments that will bring down prices
for the Filipino consumer, create more jobs, promote tourism,
assist small manufacturers, stimulate cconomic growth and
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enable Philippine goods and services to become globally competi-
tive through the liberalization of the retail trade sector,

-

Pursuant to this policy, the Philippine retail industry is hereby
liberalized to encourage Filipino and foreign investors to forge an
efficient and competitive retail trade sector in the interest of
empowering the Filipino consumer through lower prices, higher
quality goods, better services and wider choices.

SEC. 3. Definition. - As used in this Act:
(1) “Retail Trade” shall mean any act, occupation or calling

of habitually selling direct to the general public merchandise,
commodities or goods for consumption, but the restrictions of

this law shail not apply to the following:

(a) Sales by a manufacturer, processor, laborer, or worker, to
the general public the products manufactured, processed or
produced by him if his capital does not exceed One hundred
thousand pesos (P100,000.00); :

(b) Sales by a farmer or agriculturist selling the products of
his farm;

{c) Sales in restaurant operations by a hotel owner or
inn-keeper irrespective of the amount of capital: Provided, That
the restaurant is incidenta! to the hotel business; and

(d) Sales which are limited only to products' manufactured,
processed or assembled by a manufacturer through 2 single
outlet, irrespective of capitalization.

(2) “High-end or luxury goods” shall refer to goods which
are not necessary for life maintenance and whose demand is
gencrated in large part by the higher income groups. Luxury
goods shall include, but are not limited to, products such as:
jewelry, branded or designer clothing and footwear, wearing
apparel, leisure and sporting goods, electronics and other
personal effects.

SEC. 4. Treatment of Natural-Born Citizen Who Has Lost His
Philippine Citizenship. - A natural-born citizen of the Philippines
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who has lost his Philippine citizenship but who resides in the '
Philippines shall be granted the same rights as Filipino citizens for

Ll ‘ purposes of this Act.

SEC. 5. Foreign Equity Participation. - Foreign-owned

Ll partnerships, associations and corporations formed and
organized under the laws of the Philippines may, upon

g registration with the Securities and Exchange Commission (SEC)

w and the Department of Trade and Industry (DTI), or in case of

' f foreign-owned single proprictorships, with the DTI, engage or

invest in the retail trade business, subject to the following

w

categories:
;..i  Category A - Enterprises with paid-up capital of the

equivalent in Philippine Pesos of less than Two million five

hundred thousand US dollzrs (US$2,500,000.00) shall be reserved
i _ exclusively for Filipino citizens and corporations wholly owned

"~ by Filipino citizens. :

¥ | Category B - Enterprises with a minimum paid-up capital of E

the equivalent in Philippine Pesos of Two million five hundred

g . thoussand US dollars (US$2,500,000.00) but less than Seven -~

- ) million five hundred thousand US dollars (US$7,500,000.00) may "~ /"~
be wholly owned by foreigners except for the first two (2) years

after the effectivity of this Act wherein foreign participation shall

be limited to not more than sixty percent (60%) of total equity.

il

i Category C - Enterprises with a paid-up capital of the
equivalent in Philippine Pesos of Seven million five bundred
thousand US doliars (US$7,500,000.00) or more may be wholly
- , ' owned by foreigners: Provided, however, That in no case shall

the_ invcst%@}s for establishing a store in Categories B and C be
: less than the equivalent in Philippine Pesos of Eight hundred
L thirty thousand US dollars (US$830,000.00).
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ategory D ;_Enterprises-spgcializin’g in high-end-or.luxury

= :‘ products with £ paid-u t_ggp_ital/cﬁ‘ the equivalent in Philippineé
. Pesos of Two hundred ii'ﬁ”i"ihousand US dollars (US$250,000.00) .
- per store nmmlx,gﬁﬂg,dby»forei.gners i
The foreign investor shall be required to maintain in the
il Philippines the full amount of the prescribed minimum capital, -
i
i)
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unless the foreign investor has notified the SEC and the DTT of its [ﬁii '
LU intention to repatriate its capital and cease operations in the

Philippines. The actual usc in Philippine operations of the

inwardly remitted minimum capital requirement shall be monitored

U by the SEC.
i Failure to maintain the full amount of the prescribed (
minimum capital prior to notification of the SEC and the DTI, shall (1

subject the foreign investor to penalties or restrictions on any

- future trading activities/business in the Philippines.

' Foreign retail stores shall secure a certification from the
o Bangko Seatral ng Pilipinas (BSP) and the DTI, which will verify
or confirm inward remittance of the minimum ‘required capital
_ ‘investment. d
il

SEC. 6. Foreign Investors Acquiring Shares of Stock of
Local Retailers. - TForeign investors acquiring shares from ..
i “existing retail stores whether or not publicly listed whose net "
worth is in excess of the peso equivalent of Two million five .
hundred thousand US dollars (US$2,500,000.00) may purchase™ .
only up to # maximum of sixty percent (60%) of the equity thereof
7 within the first two (2) years from the effectivity of this Act and
a - thereafter, they may acquire the remaining percentage consistent
with the allowable foreign participation as herein provided.

we

i SEC. 7. Public Offering of Shares of Stock. - All retail trade
enterprises under Categories B and C in which foreign ownership
exceeds eighty percent (80%) of equity shall offer a minimum of

@ thirty percent (30%) of their equity to the public through any

' * - stock exchange in the Philippines within eight (8) years from their
start of operations.

ai‘ o
SEC. 8. Qualifications of Foreign Retailers. - No foreign (
- retailer shall be allowed to engage in retail trade in the
Philippines unless all the following qualifications are met: : t
- . (8) A minimum of Two hundred million US dollars
’ (US$200,000,000.00) net worth in its parent corporation for
. Categories B and C, and Fifty million US dollars (US$50,000,000.00)
W net worth in its parent corporation for Category D;
"
o -
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anywhere around the world unless
(1) store capitalized at a minimum of Twent

dollars (US$25,000,000.00);

_incorporatcd in countries
retailers shall be allowed to engage in retail trade in the

Philippines.

retailers, subject to the provisions of this Act,
allowed to conduct business in the Philippines.®

may, upon co
Philippines. It shall ensure that t

shall formulate and regularly update a

- SEC. 9. Promotion of Locally Manufactured Products. - For
en (10) years after the effectivity of this Act thirty

/C:‘i?i——’ gn retailers falling under Categories B a
%) for Category D shall be made in the Philippines.
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(b) Five (5) retailing branches or franchises in opération
such retailer bas at least one
y-five million US

-

(c) Five (5)- year track record in retailing; and

(d) Only nationals from, or juridical entitics formed or
which allow the entry of Filipino -

The DTI is hereby guthorized to pre-qualify all foreign
before they are

" The DTI shall keep a record of qualified foreign retailers who
mpliance with law, establish retail stores in the
he parent retail trading .

company of the ‘foreign investor complies with the qualifications
ibed in this section.
-

on capitalization and track record prescr

. .
- The Inter-Agency Committee on Tariff and Related Matters
the National Economic Development thority (NEDA) Board

f foreign retailers of

high-end or luxury goods and render an annual report on the same

to Congress. ,

percent 30%) of the aggregate cost of the sfock invento
1 Cand ién pereent

SEc. 10. Prohibited Activities of Qualified For;efgn
Retatlers. - Qualified foreign retailers shall not be allow?d to
engage in certain retailing activities outside their accredited
stores through the use of mobile or rolling stores or carts, the use
_of sales representatives, door-to-door selling, restaurants and
sari-sari stores and such other similar retailing activities:

Provided, That » detailed list of prohibited activities| shall

’

hereafter be formulated by the DTL %
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SEC. 11. Implementing Agency; Rules and Regulations. -
e monitoring and regulation of foreign sole proprietorships,
partnerships, associations, or corporations allowed to engage in
retail trade shall be the responsibility of the DTI. This shall
include resolution of conflicts.

The DTI, in coordination with the SEC, the NEDA and the
BSP shall formulate and issue the implementing rules and
regulations necessary to implement this Act within ninety (90)
days after its approval. .

SEC. 12. Penalty Clause. - Any person who shall be found
guilty of violation of any provision of this Act shall be punished
by imprisonment of not less than six (6) years and one (1) day but
not more than eight (8) years, and a fine of not less than One

million pesos (P1,000,000.00) but not more than Twenty million
pesos (P20,000,000.00). In the case of associations, partnerships
or corporations, the penalty shall be imposed u on its partners,

president, directors, manager and other officers’ responsible for

the violation. If the offender is not a citizen of the Philippines, he -

shall be deported immediately after service of sentence. If the
Filipino offender is a public officer or employee, he shall, in
addition to the penalty prescribed herein, suffer dismissal and
permanent disqualification from public office.

SEC. 13. Repealing Clause, - Republic Act No. 1180, as,

amended, is hereby repealed, Republic Act No. 3018, as amended,
and all other laws, executive orders, rules and regulations or parts
thereof inconsistent with this Act are repealed or modified
accordingly.

SEC. 14. Separability Clause. - If any provision of this Act
shall be held unconstitutional, the other provisions not otherwise
affected thereby shall remain in force and effect.

SEC. 15. Effectivity. - This Act shall take effect fifteen (15)
days afier its approval and publication in at least two (2)
newspapers of general circulation in the Philippines.

~

Approved,

———
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BLAS F. OPLE

Speaker of the House President of the Senate
of Representafives

4

This Act, which is a consolidation of Senate Bill No. 153 and
House Bill No. 7602, was finally passed by the Senatc and House of
Repmsenimuvcs on February 15, 2000.

Approved:

. GACUTAN
Secretary of the Senate

JOSEPH B ESTRADA

7 RETIAE

Pt tolegrm 1 156801

President of the Philippines
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- Re: 8. No. 163

' MR.' PRESIDENT:

8. No. 15%, introducad by Senator Osmefia [II, entitled:

ELEVENTH CDNGRESS OF THE REPUBLX”)
OF THE PHILIPFINES "1

Syt

SENATE

CUMMITTEr REPDRT ND. 41._

-nmumtﬂhnd Wy i fAmmm b e -y ?rn#n and  Loemmee oo Gm
April 28, 1999 o :
— b2

PR

Recmmmending_its approval with amendments -

Dissenting:f‘ Genators Magsaysays. Jre. .Cnseteng, and Legarda-—
- o Leviste. . :

Sponsors - Senator Osmefa II1

The Committee on Trade and Commerce, to which wag™ referred
| : ‘ .

"AN © ACT LIBERALIZING THE RETAIL TRADE ° 'BUSINESS,
' REFEALING FOR THE PURPDSE REPURLIC ACT NO. 1i80Q,
AR AMENDED, AND FOR CTHER PURPOSES®

hag can§idéreﬁ the same and has the honor to répprt it back tq

“the Senate with the recomnendation that it be approved with the

fullaw1ng amendments.
1. Dn page 1, llna 2, replace the number "8 to 'Yy

2. Dn-paga is line ?‘ after the comma ( ) after the word
“ronsumer®, insert thh words “PRGHOTE INVESTMENTS" ;

. On page 1, Ilnc: ?—8\ delete the phrase "stimulate
econnmlc grawtb“- ' ‘

A. Dn”page i, line 9, after the comma () after the word
' "manufacturers®, ingsert the phrase "STIMULATE ECONDOMIC
ERDETH“; T : ‘

3; . On page 2 line 14, insert the following phraze at the

. start of the sub-paragrapn. "SALES IN RESTAURANT
" fDPEHﬁTIGNS'BY“".' . ,

&. © Dn page 2, linae 14, insert the word and a hyphe CTINN-T

betfare the word “keepsr®;

7. . On page 2, Iinc'14 deipte the phrass “operating a
- restaurant" after thm word "keeper";

.8, On page 25'1&“9_&&, delete the comma {,) between the

words Yregistration™ and "withYs

T
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Ctte. Rpt. No. 41
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i3I,

14,

1P

1é.

37
' - “Category C" as. follows: o : e

18,

17.

20.

21.

[
A

R
B

[
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22.
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 On page 2, line 29, delete the word “Five" and - replace

with “ONE HUNDRFD“‘

On page 2, ling 2%, delete the Tlgure NS, 000, Q00" and

replace with "RiGQ, buu QGoT g

Un page 2, linge 3D, delete the comma (.} after the word
MritizensY andg rmnlﬁc_ with the word “aANDY;

MR HMER W REHRS ATM RNLRNER RMW MNREe T EME TP
natural  born citizens of the Philippines®; -

On page 3,'1ine5_3"9g gelete the entire paragraph;

' . : LA :
On page 3, line 10, replace the letter "C* after the

Cword “”ategnry“ tia Ry

_‘Bn page I, line 10, replate the word "Ten® " with “ONE

HUNDRED" 3

On page 3, ling ii, répiace-tha figure “Eiﬂ;ﬁﬂ@,GOO?
with *R100,000,0000; . - [

LN

¥

On  page 3, between lines 12 and 13, insert A. NEY

- "CATEBORY, © - ENTERPRIBES BPECIALIZINE IN
HIBH-END OR LUXURY PRODUCTS WITH A PAID-UR
CAPITAL OF ONE MILLION PESDS (R1,000,000} PER
BRANCH MAY. BE OWNED ONE HUNDRED PERZENT
(1007 BY FOREIGNERS:. FROVIDED, THAT SHCH.
BRANEH I8 LGCQT"E WITHIN SHOPPING CENTERS. :

B0 page 3, line 13, delate the comma ( 3 b&tween-.thé

cwords Ythat and ”fn,

On page SS'IinE_l&, insert the word "FURTHER" between
the comma {(,} and "That®; )

'Gn_page Sy line . 18, delete the comma {(,) between the

words Y“that"  and “F vty

On page-ﬁ, lins ié, 1fter the word "That", insert the
fallowing. - ﬂh?ﬂm& ”rdREIGN RETAILERS ENTERING THE
PHILIPFINES®; : o

' On page 3, ling 1&, delete the word and figure T five

{3)" and repleace with the word and figure BTWD (217

On page I, line 17, delete the words and figure “one

hundred percent (100%}" and insert the following "SHALL
PE ALLOWED NOT MORE THAN SIXTY PERCENT (&0%)": s

{n page 3, lime 17, oefore the word. PegquityY, doiete

 the word “"foreign®;

Dn"paga'lﬁg ‘linz 18, delete the words “shall bé.

‘allowed®;

i
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On page 3, lines 1?"~“, deiete'the rest of the =sub-

‘paragraph with a a&inisum paid-up capital of Five:

‘million pesos {(R5,000,000): Frovided, That Toreign

investors in (Castegory B enterprises shali no:t  be
allowed options to buy any part of its local partner’ 8
09 WG bt e e B YE _NPIUI AP DI WM RN ERETTSRTTR N T MW e

R WA TR B AP SRR s MMM BN MR R M

On page 4, line 2, after the acronym "(BSP)© inzert -

the  following “AND THE DEPARTMENT OF TRADE  AND
INDUBTRY"; R - o

On page 4, lines -3-%, delete the entire paragraph;

On page 4, line i3, daleté’the apostrophe ('} in thg

word ‘It aly

. On page 4, line 16, ' before the word “méy“ insert the

wards “OR MORE™ 3

ﬂnfpage‘ﬂ, line 14, delete the words "capital{}ed ‘at

less  than® and replace with “WITH A PAID-UP ,CAPITAL
. ez o

OF* 3

. o S : : .
- On page 4, line 17, delete the word Ysituated™ and
 replace with "ESTABLISHED"; '

On'page 4,,1iné.19, deiete the word “but“-and raplace
with ﬂAND IN" 3 : ‘ :

On page 4, line 20, deleta the words "are included® and
replace Wlth “ﬁND IN THE PROVINCES OF EAVITE LABUNR,

RIZAL AND BULQCQN““

36,

On page 4%, line 20, replace the period (.) with a
calon {3} and 1nnert tie following "FROVIDED, HOWEVER,

THAT";

'Qn_page 4, line 20, _harga the cap&tal letter “FF in

“Foreign® to small letier "F%;

- On pags 4, line Eig deiete the words “National Cacital

Region® and replace with YAFOREMENT IONED AREASY 3

-‘Dn"page 4, Yine 22, after the word "the insert the

words "SECRETARY OF THE™;

On page 5, 1xnn PR, delete the entire SBection &,

Renumnber the EMLMEFéLﬂg sections accnrdlngly,

~Dn page b, linalﬂQ atier the wort "selling® insert the

phrase "AND. BUuﬁ DTHLA SIMILAR RETAILING ACTIVITIES®:

On pége &, 11na 13, delete the word “Act®; and

T



" Ctte. Rpt. No. 41 .
TR _ 4 -

ﬁia . 43 ﬁn page 7, line 5; insert the  word ‘"THEREBY“
bhetwaen the words “affect % and "shall®.
“ . - ] ' Respectfully submitted:

' ‘ - dlssent .
(Sgd-; REMON B. MAGSAYSAY ., JR.

al
- Chairm@man
_ ‘ - Committes on Jrade and Commerce
L B L VICE CHAIRMEN: )
. - dissent o - with amendments
al : (Sgd.; LNMA DDNINIQUE M L. CDS"TENB S {Sgd.} RGBERT §. JAWOROKI
| '~ (Sgd.) SERGIO R. OSMERA 111 ) '
L , _ '
MEMBERS: S
" . . ' o .- - with reservations
"(Sgﬁ 2 RBDuLFG 5. BIQTBﬁ . . . {Bgd.} JUAN M. FLAVIER
_ . - : ' £
i - thh amendmentc : \ _ =
[(Sgd.) RENATO L. “Cﬁﬁ?ﬁﬁEﬁQ" CA?ET&MD ‘ ,
o ' : with asmendments - dxssent due - ta 1nggprﬁpra~
- . . (Sgd. ) VICENTE C. SOTTO 111 tign of timing
: o {Sgd.} LDREN LEGRRBQ*LEVISTE
: ' EX-QFFICIC MEMBERS:
il : o - with reservations & amendmenits
_ B : : (Sgd.) BLAS F. OFLE
4 . ‘ o : Presldant Pro-Tempore
w. . o . : | . - with reservations & amendments
{Sgd.) FRANKLIN M. DRILON : {Sgd. ¥ TEOFISTO T. CUINGD&Q, JR.
: ‘Majority tLeader . Vlﬁﬁrit/ I eatier
" : _ , _ _
i HONORABLE MARCELD B. FERN#& i
President of the Senate
Pasay City -
[T ]
agl/aar
i
"
™
i
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' f: ‘ LIBERALIZING THE RETAIL TRADE BUSINESS, REPEALING FOR THE
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' vnaew 1] Tpede Liberalizetion Act of 1888.7

ELEVENTH COHGREBS OF THE HEPUBLIC) -

OF THE PHILIPPIBES }
Firgt Reguler Session 3
SENATE

5. FKo. 153

L Introduced by Senator Osmefia 111

%

‘AN ACT )

r

PURPOSE REPUBLIC ACT KG. 1180, AS AMENDED, AN¥D FOR OTHER

- PURPGSES

" Be it eascted by the Senste amnd Bouse of Represenfatives of -
the Failippines in Congrass agscmbled: ‘e
SECTICH 1. Tirle. — Thie Act shall be  Enown o as  the
;&
[}

SEC....2. Decleration of Policy. — It.is the policy 'of

the State to abtiract, promote and welceome from domestic and

- foreign - individoals, partneeghips,  assoclations, . and ~

. corpopations productlve investments that wiil bring -4down

prices for the Filipino consumer, astimulate ecenomic
- -growth, ‘create more jobs, prowote touxrdism, assist’ small

. manufacturers, &ad enable Philippine goods gnd services o

- 107" become globally compestitive through the liberalization of

11 .

- 17

'

T 13 .
14.

Ty

P
A

the retail trade SeCLOT. . . -
| pursusat to this policy, the Philippine retall industry
is hereby liberalized to encourage Filipino and foreign”

investore to forge gn efficient and competitive retall trade

b ,

sector in The iﬁt&r?at of empowering the Filipinc Consumer
~through lower prices, higher guality goods, better services
‘aﬁd wider choiégs. |

) SEﬁ,' 3. Dpefinition. — As used in Cthis . ﬁct; “reta;l
trede” shall-.meaﬂ' BOY act; geoupetion  OF calling of

- papituelly selling merchandisge, commodities .or ‘soods - in . -

3 r
-

mal L

2]
0

uantities dirvectliy 1o the uwltimsete Cconsumer for

>
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8. Ho. 153
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perscnal'or hous eﬂoid Fonsumptlon,'ﬁxc;uding the Tollowing,

Lo which the restrxetlena cf this law uﬂ&li not apply:

T

=
A

My

Selss by & manuifacbarer Processor,  laborer, or

worwer, o ’the gene?ai publiic the products 'mannfaetured,

'pro ussed or producea by him if hip capltal does not exrceed

Gﬁe_hundred thousand pesos (B100,000);
(L) Sales by a farmer op aar cuidurist seliing the
Products of ni farm;

{c) S&Leu bg & m&nufacuurc“ Or procesgscor to industrisl

andg “ﬁmmeICLal userc or consame ru—ﬁhu wse  the products

bought by :,he”z to ""‘E‘ﬂd“"" &J(_‘PV_LC—-., o the generak . publice

e 2000 ~

&ﬂd/ * Lo

t:\
"Q:l
§-
&
A
h
.
g
B
%
&
s
[
]
oF
£
@
L’u‘a
e
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.
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[
ot
b
ke
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s01d by them:

(d) A hotel owner or kBecper operetinzg a restanrant,

irrespective of the amoua of. capital, prcvlda that the

“esuaurant is 1ﬂ“l&eﬂtal to hae hotel business;
{¢) Bales by = MHnuf”“uﬁTSf & procegsor L0 the

government  or ite assnciesn, inciuding goverument owngd  and

) rn) 7 — . L] - h PR R——
SEC. 4. Foreigsn  Foults Farticipstion, - Fovelgn
parinerships, sssceleltions, and copr Ghi

disq&alified_lb?: the 'ﬂfﬁﬁtiiﬁtiﬁn or by law, @may, upon
regiatratioﬁv, with uae Securities and Exchange Commiszsion:

= v

#md  the D&pﬁrtmeﬂt of Trade ang Industry, opr in case of

ingle Q?QQPAG crehipe,  with the Department of Trade =mnd

to the following categories:
Category 4 - Eaterprizes with o paid-up capital of less

than Five million pes 8 (B5.000,000) shall be resepved

k
o)
ry
5]

Ly - i . .} i . Z " i P —— i |
ilipino citizens, Corporations wholly owned
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percent (100%) cwned by foreigners:

no citizens and Tormer natural born eltlzens ol the

[

Category B ~ Enterprises with. & paid-up capital of &t

.‘lauwﬂ Five A Rhion weaoe GﬂﬁaQQQ»QGQ7 wat deme  Bhen  Tan

mil1ien pPESOE nF&q,vu? 000y, soail qu&lify for foreign

eqa‘ty p&r*ioLpation of up ﬁs 8ixty percent {(80%): Provided,

That .Lurmer natural QOPﬂ citizens of the Pnilippines shall

9

e -qaalifiea' ho o one hunurﬂa perecent {100%y  equity

uategory C - ”ﬂ drpriae with & peid-up cepitsl of Taﬂ'

1

o

millzon DPESOS {ﬁlﬁ;ﬁﬂﬂ;uJG}  mors may bE ons  hundred

¢

»

Providéd That for puarposes of this\ Act, the 3terml

'Flllplﬂo Cltl??ﬂ? shall 1ﬂclude former natuﬁal born citizens

\

‘cf,the‘Philippines_

FProvided, That, tTive (B) wesrs after the effectivity of

with & minimom paid-up cepital of

{(B5,000,000). Provided, That, forelgn investors in Category

,....-
!"""

!
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enterprises shall a0t Ye a

ol

2 A — - _— . e = L. RN SN .
of its iocal perianer s egulity.

in which foreign ownership exceeds 75% shall offer -a miniwum

o]
th

thirty percent (30%) of ite equity Lo the public  through

mny stock exchange in the Philippines within ten (10) L vears

1

of start of operations while those enterprises with forelgn
cwnership between sixty percent (80%) mnd  seventy-five

i g s - £ 4 Lo
fiftteen percent alﬁm}
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situated

branches

{BL,U00,000) - and Five million pesos (B5,000,000) for

PR

Foreign inveastors shall secure a certification from the

Eaﬂgﬁo--SEHtralhlnﬂ‘Pﬂzfpipas {BSP), which will verify or

confirm inward remittance of the minimum required capital
investment. ‘

For enterprises classified under Categorles B snd C,

. the minimum paid-up capital requirement for each branc

within shopping centers shell be One million pesgs

not located within shopping centers.

L)

As contrasted againét rublic markets, a shopéing center:

g™ SRS e

is a modern rebtalling complex, Open or enclosed, in' which at

_*h“EH‘f_#_~_’,,__n—a—4%h—__ﬂﬂ—ﬂ~Ma

least twenty  (20) retail establishmente are opegrating.

}t's boundaries shell
—

r
parkinE  iobs.

inél, The

-

pepertwent of Trade and Industry shall be aunthorized to

approve shopping  centers where foreign reteil branches

capitalized at leas than One million pesos (B1,000,000) nay

be situsted.
"—__-"“'"-—-.__-—

e

Sy s

Foreign retail stores sghall be established only in.

cities but municipalities within the National Capital Region '

municipal

are inc

mnicipa.

rebtailer:

uded. Foreign vetail stores may be established in

lities outside the  Hational Lapital Region

nIpor: submission te the DTI of a board resclution from the

concerned Sangguniang  Bayan requesting  that foreign

B4

3 | be peruaitbteq Lo conducth bugineﬂﬂ in their

lities: Frao

ided, further, Thet -seid Ssagguniang

. Bayan ghall not dlaceiminate among foreign retallers.

. - 5. Regriremsats for Forelgn Retallers. - Any

foreign

&)

~~

‘retailer, before being sllowed to sngage in  the

retail trade in the Philippines, must have no less than:

Fifty-million U.5. dollars (US$50,000,000) in paid-

wp capital in its mwother corporation:

[}

g
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(b} Flve (5) retalling branches or TFranchloces
operation anywhere around the world unless such reteiler hu
ot Chevnerytr  ivrey \n‘wnmr}o’h erment et A merry B fe AP STEem o R PR s U ALk

million US dollers (USS25.000,000): and

{c) Five {(5) year itrack record in retmiling.
The Departmeﬁt of Trade eand Industry is hereby
anthorized Lo pre-gualify all forelgn rebtallers before +the
are allowed to conduct business in the Philiﬁpines-

»°7

SEC. 8. Foreign ompanies with Existing Freanchie
Agreement,/z. - Any sxisting franchise agreement hetween
foreign franchisor and m Filipino frenchisee operating
store or stores exclusively offefing a particular line c¢
p?oéuctﬂ Or services shall be regpgcted. The forelen
Tfrapchisor shall not be allowed to Compgie against its locel
franchisee by copening a %holly or partielly owned store
selling:the same product line, using the same trade name c

offering the ssme service for a reriod of ten (10} +vear

from the effectivity of this Act, wunless +the locs!

frenchisee agrees otherwise. However, the forsign

franchisor, subject to the approval of ils local franchisee

may acquire up te a meximum of forty percent (40%) in the

b

-

equity of the Philippine franchis

2

For purpose of thin Act, fronchise shell be defined s

oo

& contract between a foreign company and s Filipino nations
to operate a store or stores ubilizing the foreign company”’
pateﬁte& produet andfor services or a store or store
dedicated to a specific brand or line of products within the
Milippines. Dealerships and distributorships are nct
covered by this Section. |

BEC. 7. WNegative List. - Qualified foreign rebailer

" shall not be allowed to engage in certain retailirg

activities such s#s retailing through mobile or ?olling
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stores or carts, 'multi—level selling, &nd door—-to-door

selling.

_SEC. 8. Zmplémentiag'ﬁgaan: FRulen and Resziations. -

The = monitoring and regulation of foraign sole

prﬂpriéuorships, pﬁe nershlpu, assaciatiaas, or corporations

C&llowed . yaﬁ engnge  in zetail trede shall  be  the

,reSPOASibility of 4he Dpparument o Tr&de and Indu%trv.
_The Departmenu of Trade an& Industry, in coordination

with the a&curitims ard Exchunge ﬂﬂmmissioﬁ, the National

~ Economic - Eevelopment Authority, end the Bangko Sedtral ng

¥

}Elipﬁnés shall,fbrmulate and issue the‘implementing' rules

and regulatlans neceﬂaary to implement +this Act w1th1n

\ nznety {90} days after 1t3 approval Act-
,‘ © . 8EC. 9- Pendlty'CQause ~ Any vionlationm of +this Acb
" shall bP punlsheﬁ by 1mprlsonmert of not leas than one {1)

year bul not more than flve (5) yeara end by a fine of not

‘ess than One mllllon p@sos (BL1,G00,000) but not more th&ﬂ

. Ten miJlicn ‘ peaos  {B10,000.000 J. in the ca3e oE ‘

asseciations,' qu,nersfipu Qr”'»crpdratieﬁs, the ?Eﬂﬂlt?

shall be impomed upoh,its PEPLREES, president, a¢rectofs,
manager, and.other offiéera r?spﬂnsible for the vielation.

if the ﬂffender 1% not B Cltl?en of the Prilippines, he

. @hall be &eport#d 1mmed1ately ufter s&rvice of sentence.. If

the Fi;ipino offentder is a public officer or smployee,” he
shall, in addition to the penalty prescribed herein, be

dismizsed . from the public ~mervice, perpetually

].diéenfranéhiSed and perpetually dlsquallfied from holding

BNy publiﬁ office.

-SEC. 10 Rbpfallng CZ&use - Repgblic Act No. 1180 is

”héréby rﬁpealed, ALl other laws, executive orders, rules



-

Cwil

-

way

i

wl

e

x

2
4
B
6
7
8 .

_/10

Philippinea.'

oy =

and regulations or parts thersof

inconsistent with this Act
are repesled or‘ﬁodified'acoordingly-

'SEC. 11."Sﬁpﬁr&h1£ity Clause. - If any provision of

Act  shell. be held ﬂnéonsbituticna&. Hivis

SEC.. 12. Effectiviy. - This ‘Act shall take ‘effect
(15) days after ita approval and publicat

ion in at’
least .twg {2) .heﬁspapﬁrs,of general . circulation in | the

. ‘ . M
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COMPARATIVE ASSESSMENT BETWEEN THE PHILIPPINES
AND OTHER COUNTRIES

INTRODUCTION

Over the last few years, foreign direct investment has become a major source of financing
flows to deveioping countries. In addition to providing capital to the host country, foreign
investment has also brought the improvement of technological and managerial standards,
an increase in labor productivity, and better access to export markets.

A favorable economic performance generally attracts foreign investment. However, the
host country’s regulations and policies with respect to foreign investment have also been
cited to be a major determinant of the amount of foreign investment a country actually
receives. Greater openness makes developing countries, particularly Asian countries,
more sensitive to external conditions. Despite the slowdown in growth of world trade
during the 1960-1970 period, Asia’s outward looking developing countries fared rather well
Dy taking advantage of expanded trade in manufactures and maintaining international
competitiveness. , .

‘o

' The Phitippines has lagged behind most of its Asian neighboring countries which have

attained = higher rates of. real output growth and export expansion. The trend towards
market-based and export-oriented development strategies has led to liberalization moves
by various countries not only in Asia but also in Africa and Latin America. Consistent with
the liberalization trend, the Philippines enacted in 1991 a Foreign investments Act which
allowed entry of foreign investors in many sectors of the economy. However, retail trade
is not among the liberalized sectors.

In this section, a comparison of the retail trade sector in eight developing and newly
industrializing countries is made. The purpose of the analysis is not only to highlight the
relative size of each country’s retail trade sector, but also to indicate its degree of
openness with respect to foreign investment in the said sector. The end-objective of this
analysis is to compare the status and progress of the Philippine retail trade sector
vis-a-vis those of Indonesia, Korea, Malaysia, Mexico, Taiwan, Thailand, and Singapore
and provide an appropriate framework for policy reform for the Philippines using the
relevant experiences of other countries. ,

OVERALL PATTERNS AND TRENDS

From 1970 until 1990, the average GDP shares of the wholesale and retail sector in each
of the eight countries remained at relatively high leveis with averages during this period
ranging from 11.8 percent for Malaysia to 26.6 percent for Mexico (see Table 28). The
GDP shares of countries (such as Thailand and Singapore) that have liberalized their
retail trade sector earlier are much higher compared to those in countries that have
liberalized later (e.g. Korea and Malaysia). -

:
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Table 28
Comparative Shares of Wholesale and Retail Sector to Totai GDP, 1970-1 930
(In Percent of GDP)
1870 1880 1985 1890 Average

Indonesia ' 16.4 15.4 14.6 16.1 15.6
Korea 12.7 12.3 12.2 . '12.6 12.4
Malaysia 12.0 121 121 11.0 11.8
. Mexico 259 28.0 26.7 25.9 26.6
Philippines 1.2 13.2 168.7 15.0 13.8
Singapore 225 18.8 - 17.0 175 . 188

; , .
Taiwan 13.4° 12.9 13.9 155 138
Thailand 22.5 21.3 20.9 22.4 21.7

* Refers to 1975,

Sources:  United Nations, National Accounting Statistics: Main Aggregates and
Detailed Tables, 1990.
Asian Development Bank, Key Indicators of Developing Asian and Pacific Countries,

19¢3.
Price Waterhouse, Doing Business in Taiwan, 1992.

In terms of the retail sector’s value added per worker in 1990, countries with the highest
ievels include Singapore (US$ 74,902) and Thailand (US$ 51 ,383). Based on 1988 data,
Taiwan's retail industry posted an even higher value added per worker at US$132,760
compared to that of Thailand and Singapore. in addition, except for Korea and Thailand
which posted slightly higher growth rates in private final consumption expenditures (PFCE)
between the periods 1970 to 1980 and 1980 to 1990, all the other countries’ PFCE
dropped during the above-mentioned periods (see Table 29).
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Table 29
Profile of the Retail Sector in Selected Countries -
1980
Valus
Added Per Private Final Consumptioq
e Worker’ GDP Growth Rate Expenditures Growth Rate
Country T {USH) {In Percent) {In Percent)
1970-80 1980-90 1970-80 1980-90
Indonesia 24,220 7.2 56+ 24.9 5.6
Korea , 17,176 8.1 8.3 6.6 82
Malaysia 1,409 7.9 5.9 14.4 5.2
Mexico 217 6.6 1.7 247 -~ 1.8
Philippines 1,425 5.9 1.8 47 " 30
Singapore 74,902 9.0 7 74, . 58
. . K W
"’ Taiwan 132,740 9.7 7.7 na - 2217
Thailand 51,383 6.8 7.8 6.2 6.2

Note:  Due to the wide discrepancy between the figures for years 1970 and 1980 in the
1990 United Nations National Accounts Statistics Report as a result of adjustments
in statistical methodologies, figures from the 1993 World Development Repoit were
used to derive the 1970 to 1980 GDP growth rate for Indonesia and Malaysia. The
rest of the growth rates for period 1970 10 1980 and 1980 to 1990 were computed
using the United Nations Statistics.

n.a. - not available

- Corresponds to wholesale and retail trade.

- Reflects 1988 figures.

i - Reflects 1986 10 1990 growth rate.

Sources of Base Data:  United Nations, National Accounts Statistics: Main Aggregates and Detaile
Tables, 1980. .
World Bank, World Development Repont, 1993,
EUROMONITOR, International Marketing Data and Statistics, 1993.

2
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‘sector will take shape.

i

New retail establishments are expected to be established in most of the countries under
study. Competitive pressures in these countries are compelling existing retailers to widen
their supply network and upgrade facilities before business rivals decide to operate in the
same area. Local retailers are expected to focus on providing service to a larger audience
across a wider geographical area and catering to lower and middle income groups. On
the other hand, foreign retailers are targeting the upper income segments of the market.
These developments in the retail trade sector will result in an increasingly competitive
environment. Price competition between outlets is likely to become more keen. An
oversupply of certain outlets will exist for a given period until retailers adjust to the
changing environment and adopt marketing strategies aimed at positioning. Foreign
retailers and new entrants would pioneer redirecting strategies towards market niching
and away from the traditional retailing strategy of price competition,

. Two market segments in the retailing sector will eventually emerge: large local retailers

that will adopt a strategy to attain economies of scale, and foreign stores (some with
local partners) that will aim for market prominence and long-term profitability by targeting
the upscale market in these countries. A more specialized and diversified retail trade

. ‘o
One-store department stores will expand and transform into chain store outfits using new
management techniques. New technologies involving point of sale (POS) information
systems and barcoding will grow at a faster rate. In some countries (e.g. Malaysia,
Thailand, Indonesia, and the Philippines) retail trade developments such as the growth of
the supermarket industry have initiated the modernization efforts which started the trend
of getting people to buy their fruits, vegetables, and most supplies*from the supermarkets
rather than at public markets or sidewalk vendors. In the mature stage of retail trade
sector development, strategic alliances between local retailers and foreign investors
would become a reasonable survival strategy. Training programs aimed at maximizing
employees’ potential capabilities and efficiency will be encouraged by the retailer groups.
in addition, convenience stores will proliferate. :

POLICIES OF HOST GOVERNMENTS ON FOREIGN INVESTMENT IN RETAIL TRADE

Policy makers in developing countries have passed through periods of changing attitudes
towards allowing foreign investment, in general, and foreign investment in retail trade, in
particular. This is partly explained by a widespread ambivalence - a positive interest in
its potential role in development and a negative view of foreign control over the local
economy. However, during the 1980s, a widespread shift towards a generally more
positive attitude occurred. The global debt crisis led many countries to ease their
restrictions on foreign investments and put increased emphasis on market-based trade,
investment, and export policies. One particular trend that has been evident over the last
two decades is the decline in the incidence of expropriation. Although expropriation has
thus waned as a problem for investors, host countries have adopted diverse restrictions
in an effort to influence the inflow of foreign investment in the retail trade sector. These
policy components are described below in summary form for the Philippines vis-a-vis the
other seven selected host countries (see Table 30).
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Regarding Foreign Participation In Retall Distribution

ature of Foreign
Investment Code or
Act

Table 30
Comparative Experiences of Selacted Countries

1993 -

L

Foreign investment in retail
trade not permitted as of
1993. Wholesale activities
permitted with some
restriclions.

-

July 1981 code established
opening of retail markets,
Oct. 1988 formulated open
door, step-by-step policy
as part of trade promction..
1993 begins third phase
liberalization plan for
"open*” access by 1998,

% R
Retail sector open to
foreign investors with 30% -
or less equity, with no
incentives. Emphasis, with
incentives, on hi-tach,
hi-value added or export

|industries,

Activitles

e )
Since 1988 foreign
investments aclivaly
encouraged. Few
impadiments to foreign
capital investment; foraign
equity allowed to reach
100% in most sectors,

Nature of Forelgn

No significant foreign

Limited foreign invesiment

Bumiputras law restricts

Since 1988 foreign

Participation investment in retail, as a result of limits on size |foreign ownership to 30 investments actively
Franchising operations and number of stores, high [percent or lower, Many encouraged. No
- expanding rapidly, impon tariffs and intangible | Malaysian foreign Impediments to foreign
L restrictions. operations are subsidiaties | capital in retail, wholesale
. of Singapore foreign joint | trade. ‘
ventures. -
Investment None., None. Many fiscal incentives for [None. No investment
incentlves industrial projects. No - | incentives for distribution.

incentives for retail ‘
operations.

»

Current Business
Climate

Liberalization in progress.
Economy is fairy strong.

Small retailers ¢ontinue to
oppose opening of super
stores (above 3,000 sq.m.).

Strong economic growth in
manufacturing, chemicals
and food products. Retail
growth has been steadily
growing with many foreign
joint ventures.

Extreme optimism. Mexico
anticipates adoption of
NAFTA.

Impetus for

'Liberalization

Need to maintain
competitive position vis-
a-vis other nations.

US, European and
Japanese officials pressure
Korea to open markets as
quid pro quo for access to,
foreign markets.

Continue to allow foreign
retail diversification on a
minority equity basis.

Mexican economy rapidly
becoming fully liberalized
and privatized.

Impact and Cost
Benefit of
Prospective
Liberalization

Costhbenefit of
liberalization to be
compared with impact on
domestic retailers.

Congestion in urban areas
and closing of small shops
will slow growth of large
foreign retailars. Benefits
will be lower prices and .
greater value.

Consumer and industrial
customars benefit from
foreign retail/wholasale
distribution joint ventures.

Economic indicators are
bullish.

iHustrative Foreign
Investment

No significant foreign
investmant in retail
operations. Many indirect
alliances betwesn
Chinese-based
organizations and foreign
investors and operators.

Total investment as of 1991
was US$65 million, US$27
million of which were made
by US firms. Franchised
fast food operations
becoming popular.

Many Singapore-based
retail joint ventures,
TOYS-R-US a US mass
merchant and Japanese
relail operations.

GM, Ford, Chryster, Nissan
Motors have major auto
operalions; since 1980s
Pepsi Cola, McDonald's
and Pizza Hut places
abound. Wal-Mart
enterad last year. Foreign
investments rose five fold
in past few years, as rasult
of retum of flight capital
during 1980s.

Average Share of
Retail'Wholesale
Trade to GDP
(Constant Prices),
1970 to 1990

15.6%

12.4%

11.8%

26.6%

CAGR, Gross Value
Added of Retall/
Whoiesale Trade

1970 to 1990

16.8%

8.7%

10.1%

13.2%
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Nature of Forelgn
Investment Code or
Act

Table 30 (Cont'd.)

Comparatlve Experlences of Selected Countrles
Regarding Foreign Participation In Retall Distribution Actlvities

%
Foreign Investments Act of
1991 doas not permit
foreign investment in retail
trade. ’

1903

o 237 ! (l ': e
Open for foreign ownership
in retatl and wholesale
distribution without
incentives.

Most services and
distribution operations
open to foreigners since
19886,

13

s e

Open to retail US investors
since 1966. Other retail
foreign investors should be
minority owners, Locally
produced foodstuffs can
not be sold in Thailand by
foreign company.

Nature of Foreign

Use of ba’anc-;Iname and

Guidaline for new foreign

Japanesa retailers have 23| Foreign participation

Liberalization

and efficiency.

to Hong Kong as a regional
shopping center.

Particlpation franchising operations. investors is 51 percent percent of large scale limited to 49 percent unless
local ownership in retail business in Taipei. US large capital investment
operations, Exceptions firms represented on small | required, or high
oceur - TOYS-R-US scala. technology imported.
owns 50 percent of a 3- Trade Free Zones allow
store operation. 100 percent foreign equity

v with 100% export. '
Investment BOl incentives exist for Many fiscal and non-fiscal | None for distribution. Many fiscal incentives for
Incentives projects classified as incentives for high- industrial projects. None
export-oriented or technolegy, high-value for retail operations.
tourism-oriented. added industries. No
incentives exist for retail/ A
; wholesale operations. “*

Current-Business | Liberalizationis Economy adjusting to post |Further liberalization Supemarket, depariment

Climate contemplated. low labor cost era. Hi- proposed, store glut, as a result of
technology, and multi- | rapid industrial economic
national base growth. Japanese stores
manufacturing being continue to expand.
encouraged.

Impetus for To enhance competition | Singapore is an altemative [Capital from Hong Kong | Continue policy of foreign

is being combined with
Japanese capital and
distribution technology.

ratail joint ventures as it
demonstrates ovarall
benefits o consumers.

Impact and Cost
Benefit of
‘Prospective
Liberalization

Compares increased sales
of foreign retailers with
decreased sales of local
retailers,

ASEAN Free Trade
agreement will further
reduce duties in
neighboring countries and
assist regional wholesalers.

Cost of goods falling and
availability rising as
liberalization continues.

Foreign retail investors
bring in foreign exchange
and merchandise not solely
relying on domestic
sources.

Iljustrative Foreign
Investment

Negligible foreign
investment in retail

Many focd franchises,
foreign wholesale

Eighteen Japanass
companies represented in

Large number of foreign
joint ventures in

oparations. distribution companies, over 100 stores. US department stores and
specialty depariment based TOYS-R-US has 3 | supermarkets.
stores and Japanese outlets, Extensive
_ genaral department stores. |operations of 7-11
tranchise.
Average Share of
RetaitWholesale
Trade to GDP 13.8% 18.9% 14.4% 21.8%
(Constant Prices), .
1870 to 1990
*AGR, Gross Value
Added of Retall/
Wholesale Trade 3.7% 6.8% 20.6% 7.2%
1970 to 1990 {1988 to 1992)
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Table 31 shows the various rules governing foreign participation in liberalized areas in
these countries.

Table 31

Rules Governing 100 Percent Foreign Equity Participation in Liberalized Areas
- of Economies of Eight Selected Countries

1993
Rules Indonesia Korea Malaysia Mexico
Capital A project must have  None At least $50 million Initial investment
Requurements a paid-up capital of (Malaysian) in fixed in fixed assets
at least US$450 million asset investment during pre-operat-
(excluding land) ing stage may not
or in projects that exceed US$100
generate 50 percent  million. For
or more value added. largey investments
This rule only applies  invesfors must
to projects exporting  inform the
less than 80 percent  authorities.
of their output.
Divestment In the first five None None None
Rules years of commercial
operation, 5% equity
may be cffered to
local partners; after
15 years, it should be
increased to 20 %.
Floor Space  None Not to exceed None None
Restriction in 2,000 sq.m.
Retail Trade
Access to Nene None Foreign investors An investment

Capital Markets

have access 1o
local capital
markets but are
required to source
at least 60% of
local borrowings
from a domestically
incorporated bank.

must consist of
foreign funds.

Investment may
use funds held in.
Mexco, Carrpanies
must maintain an
overall favorable
foreign exchange
balance during the
first three years
of operation. -
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Table 31 (cont.)

Rules Governing 100 Percent Foreign Equity Participation in Liberalized Areas
of Economies of Selected Countries

Rules Philippines Singapore
Capital At least US$500,000 To avail of
Requirements paid-in capital in 50 percent

small and medium exemption of
sized domestic tax on
enterprises, unless qualifying

they are involved in  profits, a minimum
advanced technology investment of

as defined by the

US$2miltion is

Department of Science required in

and Technology.

Divestment Rules
Requirements

buildings and

. production -
equipment for
the establishment/
improvement of
warehousing
facilities for
export goods; or
for providing
technical and
engineering
services wholly
or mainly to
non-residents of
Singapore.

None None

/115
Taiwan _Thailand
The minimum None
capital
réquirement
for trading is
NT$5 million
and NT$1
million for
other businesses,
T
None For large
projects
(excluding -
land and working
capital) that
entail over
1,000 million

baht, 100%
foreign owner-
ship is allowed
for five years after
start-up. Thai
ownership must
be 51% after five
years.
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Table 31 (cont.)
Rules Governing 100 Percent Foreign Equity Participation in Liberalized Areas
of Economies of Selacted Countries
Rules Philippines Singapore Taiwan Thailand

Floor Space * None Noné None None
Restriction in,
Retail Trade
Access to Capital None None None None
Markets
Indonesia -

13

Although indonesia is steadily liberalizing its economy and encouraging private sector
participation, it still does not permit foreign investments in the retail trade sector.

- Products of foreign firms in Indonesia may not even be sold to local retail outlets. In

1891, the wholesale distribution sector was opened to foreign capital with the condition
that joint venture partners hold a majority of shares within a prescribed time.

Korea

Impediments to retail foreign investment still exist, principally in terms of high import
tariffs, size of operation (presently 2,000 square meters) and number of outlets that can
be owned by a foreign firm. These and other restrictions, particularly those imposed on
large stores that wish to operate in congested areas also affect domestic retait firms.

Since 1990, the wholesale sector in Korea has been generally open. There are,
however, some restrictions causing difficulties in penetrating' domestic business cartels,
and overcoming local municipal rules. :

In 1991, the retail business was opened to foreign investors. In particular, foreign

investment was allowed in businesses with not more than ten stores and with.each store
having a space of less than 1,000 square meters.

As of 1993, restrictions on the size and nature of retail operations were further refaxed to
permit foreign participation in businesses with not more than ten retail stores with floor

.space of each store not exceeding 2,000 square meters. Size limitation is expected to

increase to 3,000 square meters. Beginning July 1993, foreigners can participate up to
5Q percent of investment in distribution activities.

Full access to Korean distribution operations is expected to be reached not later than

1998 under existing guidelines calling for further step-by-step liberalization efforts.
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Malaysia

In general, Malaysia's foreign investment regulations specifically” target manufacturing
industries engaged in exports, high technology, and high investment requirements,
Investment incentives are geared towards attracting high technology, high value-added,
and export-oriented industries.

The retail trade sectoris open to foreign investors with 30 percent or less equity, and with
no incentives. The entry of major business groups is transforming the retail trade sector
in Malaysia. Some of the well-known stores which entered the retail market between

- 1984 and 1991 include Chujitsu, Jaya Jusco, Yaohan, Parkson, Sogo, Isetan, Kerry’s and
- CK Tang. Large-scale operations are expected to dominate Malaysia’s retail industry.

Malaysia’s positive attitude towards foreign investment in the retail trade sector is
supported by its openness to the entry of new foreigp retailers despite the situation that
existing national and foreign retailers are already serving the market well.”

i ‘e

Mexico

Since 1988, Mexico has moved from a policy of restricted foreign investment into one of
nearly complete liberalization. Investments in retail and wholesale businesses are open
to foreigners on the same basis as domestic firms. One hundred (100) percent foreign
ownership is permitted, although almost ali foreign firms have local equity partners. Some
of the principal U.S. retail establishments include Wal-Mart, Sears, and J.C. Penny.
There are no specific incentives offered to investors, local or foreign, in retail or wholesale
businesses.

Philippines

The Foreign Investments Act of 1991 (R.A. 7042) or FIA, alfows the entry of foreign
investors into many sectors of the economy. However, 'acti\;ixgs mandated by existing
laws to be prohibited to foreign investors: are retained. One of these restricted areas is
the retail trade sector. Instead of improving access in the retail and wholesale sector, FIA
added one more restriction in its transitory negative list for this sector, It restricts foreign
investment in import and wholesale activities not integrated with production or
manufacture of goods.

Singapore

The Singapore market has always been open to foreign investment in both_retail and
wholesale trade. Foreign equity can be 100 percent for any enterprise unless noted. The
Singapore govemment, however, prefers to see joint ventures in the retail trade sector
with 51 percent local participation. There are some investment incentives such as 50

percent reduction over five years on applicable profit tax given to Southeast Asian regional -
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warehousing companies which invest more than $$2 million. Toys-R-Us , an American
mass merchant of toys has a joint venture in Singapore. The equity distribution is 50-50
percent, which shows moderation of the 51 percent guideline in the Foreign Investment
Program. The Economic Development Board (EDB) uses discretion in recommending
equity distribution in specific foreign investments.

. Taiwan

- Since 1986, Taiwan has opened most of its services and &istribution sectors o foreign
investment. Full participation (100 percent ownership) is now standard for investment in
. retailing and wholesaling, fast food operations and chains, and department stores. Taiwan
', authorities promote technical rather than capital inducements.

Taiwan's retail sector has been open to foreign investment since 1990. Invesfments in
trading, wholesaling, franchising, and leasing activities are permitted and encouraged.
Franchising of U.S. fast food service organizations is widespread. Japanese sdistribution
. companigs, including Yaohan and Seibu, as well as Hongkong firms are very active in
large-scale warehousing operations. As of 1992, 18 firms with Japanese investments had
a total of 102 stores. During the same year, four stores with U.S. investments operated
several stores. Franchising is very popular. U.S. firms are the market leaders, followed
.by Japan and Hongkong. Seven-Eleven, for example, which is Japanese-owned but
whose operations are U.S.-based, supports half a dozen outlets in, Taiwan. In 1991,
stores with Japanese investment accounted for 23 percent of all department store sales
in Taipei. No specific incentives are provided to general merchandising or retail trade.

Thailand
Consistent with its outward-looking and market-oriented economic policy, the Royal Thai

government maintains a positive attitude towards foreign investment. Foreign joint
ventures in retail and wholesale operations are neither prohibited nor provided incentives.

The major foreign retailers operating in Bangkok are Daimaru, Takashimaya, Sogo, Tokyu, -

and Makro.

The U.S.-Thai Treaty of Amity and Economic Relations of 1966 allows U.S. citizens and
businesses incorporated in the U.S. or Thailand (majority owned by U.S. entities) to
operate on the same basis as Thals, exempting them from maost of the restrictions on
foreign investment imposed by the Alien Business Decree of 1972. However,
communications, transport, banking, exploitation of land or natural resources,and domestic
trade in agricuitural products are restricted activities. In practice, many Americans choose
to form joint ventures with Thai pariners and allow them to hold the majority stake
because of their familiarity with the Thai economy and local regulations.

The Alien Business Decree of 1972 stipulates that an alien who intends to engage in retail
trade shall apply for a permit to the Director General. In cases where the granting of a
permit is deemed appropriate, the Director-General may prescribe conditions in
accordance with the provisions of the law such as:

21
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. ratio of capital and loans to be used in business;
. funds which must be brought in from overseas for use in the business;
. ratio of cap‘ttal between Thais and aliens; and
. ratio between Thais and persons responsible for the management of the business.’

The Alien Business Decree of 1972 states that an alien who intends to engage .
in retail trade should submit an application for a'permit 1o the Director General.

Foreign investment in Thailand does not require Board of Investment (BOI) approval.

~ Many foreign companies and most U.S. companies operating in Thailand receive no

special BOI privileges or are not even eligible for BOI incentives.

£

4y

The eight selected countries present a wide range of prospects for foreign investment in
retail trade and illustrate the different factors that influence those prospects. indonesia
is steadily casting aside its reputation of being a high cost, and a highly regulated
economy. The government has made strides to liberalize the economy in the past few
years. Despite the improvements in the regulatory environment, indonesia continues to
be viewed by foreign firms as having a restrictive policy in the retail trade sector.

However, consistent macroeconomic policy and rising per capita inceme make Indonesia
an attractive place for foreign retailers 10 penetrate. Foreign investment in the retail
trade sector is likely to increase through use-of-name franchise using local pariners.
However, the regional irend towards foreign paricipation in the retail trade sector in
Singapore and Malaysia will put a lot of pressure on Indonesia to reconsider its

backstiding on reforms in the retail trade sector.

in Korea, foreign participation in the distribution sector is expected to be fully liberalized
by 1998. Relaxation of restrictions on the number of stores and per store floor area is
expected to increase the number of large-sized speciaity stores. Imports of advanced
distribution technology will be facilitated through technological cooperation with foreign
companies. Productivity and customer service will be improved by developing new
management techniques and promoting information systems. '

g Singapore’s pattern of economic development by encouraging direct
part of the British Empire, foreign retail and wholesale
businesses have been operating for a long time. The government has experienced the
economic suiccess of good and steady incentive plans for foreign and domestic investors.
Malaysia will continue in this path. The per capita disposable-income Is expected to rise
and this will definitely help wholesalers and retailers, both foreign and local.

Malaysia is foliowin
investment. Since Malaysia was
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The liberalization of foreign investment policies in Mexico, in combination with stable
macroeconomic environment and political stability, will likely encourage continued
increases in annual investment flows in the retail trade sector. Mexico’s commitment to
the North American Free Trade Agreement (NAFTA) will complement its liberalization
moves to open up rarket access in terms of both tariff and non-tariff issues. Instrumental
in this success of structural reforms in Mexico have been cautious financial policies,
improved macroeconomic environment, and a competitive exchange rate,

Among the eight selected countries, the Philippines offers an opening for sustained growth
given its market size and relative political stability. The liberalization of the retail trade
sector will offer foreign investors the market signal that the basic economic and political .
conditions for an attractive environment are seriously pursued.
Over the longer term, Singapore will be concerned about continuously rising business -
costs and a sharply declining rate of productivity growth. The Economiic Development
Board (EDB) plans to restructure and reduce existing shops as well as encoura(gtg retailers
to ypgrade and improve productivity and - profitability. The stores in the -Housing
-Development Board (HDB) estates will be reduced and owners will be given ex-gratia
Payments 1o bring supply more in line with demand. The plans also reveal that smali
stores should pull their resources and centralize key operations to save on' overhead
-Costs and increase profit margins. This will also strengthen their bargaining power with
suppliers and improve their competitiveness with larger department stores. Bulk buying

distribution and promotion as a group will achieve economies of scale. Economic
groupings can also promote self-help among retailers in the promotion and maintenance
of their shopping centers or neighborhood stores. The other aspect of the plan is the
integration of information technology to their operations, Eventually, more and more
stores will operate in satellite towns as these towns develop into regional centers.

Taiwan's six-year National Development Plan contains key programs for the development
of the retailing industry such as the promation of productivity and strong purchasing
power. These are perceived to altract more international investors to- set up retaii
businesses in Taiwan. Both the government and industry have positive reactions to the
liberalization of retail and wholesale operations. Thus, policy moves towards encouraging
foreign retailers to operate in Taiwan are likely to intensify. ‘

Thailand imposes no restrictions on foreign investment in retail and wholesale businesses.
However, the important role played by the Thai language in business and local customs
has encouraged foreign investors to establish tie-ups with Thai partners. Thailand will )
continue on this path and diversify the location of the new investments to areas outside
of Metro Bangkok. The per capita disposable income will continue to rise and bode well
for wholesalers and retailers whether foreign or domestic. Furthermore, liberalization of
retail and wholesale businesses will allow the efficient and cost effective distribution of
goods, food and services, and upgrading of the consumer's standard of living. Foreign
refailers will compete aggressively thereby making the domestic retailers efficient. Strong
domestic retailers such as Central and Robinson will continue to entertain foreign
partners to provide the technical assistance, marketing know-how and infrastructure
support servicas that are needed to- strengthen their competitive position versus foreign
retailers such as Yachan and Tokyu.



